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PRESIDENT'S LETTER

During the past year, Digital has successfully
brought into production a complete new line of
products. The facilities to manufacture the new
products have been significantly expanded, and
the staff to sell and service them has been in-
creased.

The investment in developing the products, ex-
panding the facilities, and training the staff has
been substantial and is reflected in a lower profit
for this year, but we are pleased to announce that
as a result of this effort we start the new year with
a large backlog.

Digital's large, high-speed, time-sharing com-
puter, the PDP-6, was first delivered in the Fall of
1964, and now eight have been installed and are
in use. Three of these are overseas, one in Aus-
tralia and two in Germany.

The PDP-7, a modernized and speeded-up ver-
sion of the PDP-4, was also first delivered this
year. It is now being shipped at the rate of seven
or eight a month. The PDP-7, like the PDP-4, has
been very successful in control and real-time ap-
plications, and we have a continuing program to
improve and update it.

The PDP-8 was one of this year's most exciting
products. It is an improved version of the PDP-5
incorporating our newest technology and manu-
facturing methods. The result is a computer
which is four times faster than the PDP-5 and
sells for only $18,000. The response to the PDP-8
is much greater than expected, and we are now
expanding manufacturing facilities to satisfy the
demand. We think this will be the first computer
to have its components completely checked by
a computer and then to be put together on an
assembly line.

This year we also started to manufacture the
LINC computer, which was designed at Massa-
chusetts Institute of Technology for biomedical
applications. The interest in this machine re-
mains high not only in the medical profession but
also in other research areas. A program to con-
tinue the development of the LINC and expand its
capabilities is under way.

Memory testing equipment continues to be a
profitable line. We have started a program
for developing new techniques for testing which
will make possible speed and thoroughness that
have never been obtained before.

Digital's first product line when the company
started was modules, and it continues to be one
of our most important products. It takes a large
investment in engineering, tooling, and inven-
tory, but it is a very profitable business. The new
FLIP CHIP line, designed for high production
and simplicity of use, has been well received by
all classes of customers. A high-volume assem-
bly line that has much automatic equipment, in-
cluding computer testing, is being completed,
and we expect that in the next few weeks produc-
tion capacity will meet the order rate.

We have significantly expanded our sales activi-
ties and now have offices in four foreign coun-
tries, Canada, the United Kingdom, Germany,
and Australia, as well as several new branches
in this country.

During the year we have organized the company
by product lines so that responsibility and author-
ity are more precisely defined. The four product
lines are large computers, small computers, mod-
ules, and special products; the latter includes
medical and digital testing equipment.

We are very pleased with the results of our invest-
ments during this last year in new product devel-
opment, in manufacturing techniques, and in
market development, and we plan to continue
investing heavily in these activities in the coming
year.

Ce AN

Kenneth H. Olsen
President




MODULES

Module activities have centered on the expansion
of the FLIP CHIP™line and the development of
high-speed equipment and techniques to build
the new circuits. Lower costs for total system
production are made possible through the use
of FLIP CHIPs and their accessories, and this
saving is attracting the attention of system build-
ing firms. The resulting demand testifies to the
soundness of the design of the new modules and
to their acceptance by engineers. Production
equipment is also being developed for the hybrid
integrated circuits used in FLIP CHIPs.

One of the most significant of the new products
reaching the field of technical education is the
Logic Laboratory which we introduced this
spring. It is designed to augment class instruc-
tion in numbering systems, machine logic, and
computer operations. Its price is less than $1000.

Flip Chip is a trademark of Digitai Equipment Corporation

Semiconductor mounting and several other operations
are performed under clean room conditions in the man-
ufacture of the hybrid integrated circuits for the FLIP
CHIP Modules




The Logic Laboratory is unique in its ability to demonstrate analog-to-digital conversion




SMALL COMPUTERS

More than 100 PDP-5s were sold in the eighteen
months that it was actively marketed, so we were
prepared for the enthusiastic reception that fol-
lowed the announcement of plans to build the
PDP-8, a smaller machine four times as fast as
the PDP-5 and, at $18,000, one-third less expen-
sive. In the eight months between our announce-
ment and the end of June, more than 200 of the
new computers were sold. Deliveries began at
year end to such organizations as Stanford Re-
search Institute, Harvard Medical School, Massa-
chusetts Institute of Technology, and the Uni-
versity of Wisconsin. Principal application areas
are in aerospace, biomedical instrumentation,

and physics. In addition, the PDP-8 is being of-
fered to the newspaper and book publishing
fields for automatic typesetting where it has a
definite advantage in price as well as availability

More than 50 PDP-7 computers were sold in the
same period. Installations include the Jet Pro-
pulsion Laboratory, where it processed photo-
graphs taken of Mars, at Bell Telephone Labora-
tories, at Stanford University, and at New York
University. Overseas installations include the
Technological Institute at Delft, Oxford Univer-
sity, and the Royal Institute of Technology

PDP- i :
DP-7 computer.‘whncr.x was developed from our earlier PDP-4 has FLIP CHIP Modules that make it more than four times
as fast and permit a price reduction of more than 20 per cent
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The significance of the assembly line now being developed is that it centralizes all steps in build-
ing and checking a PDP-8, including the use of computers to test components before assembly




LARGE COMPUTERS

Development of the monitor program for the
PDP-6 computer was a major achievement this
year, since it enables us to supply the first com-
plete, hardware-software integrated system for
time-sharing use. The advantage of such a sys-
tem is that it gives several users immediate, si-
multaneous access to a powerful computer
through a keyboard or display screen. The sys-
tem delivered to the Rand Corporation, for ex-
ample, is designed to provide the 500-member
professional staff a “personalized” computing
service, bringing the individual into closer, more
creative communication with the computer, elim-
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PDP-6 being loaded aboard jet freighter for delivery to Australia

inating time delays and avoiding the need to use
a programmer as an intermediary.

Another major activity for the PDP-8 lies in large
data processing assignments, such as the accel-
erator experiment recording and analysis being
performed by a trailer-mounted PDP-6 computer
at Brookhaven National Laboratory. The Physics
Department at Rutgers University is also using
the PDP-6 for elementary particle analysis, as
are the Universities of Aachen and Bonn in Ger-
many.

Other organizations with PDP-6 systems are the
University of Western Australia, Lawrence Radia-
tion Laboratory, and M.1.T.'s Project MAC.




Typical large PDP-6 time-sharing system




SPECIAL PRODUCTS

DIGITAL TEST SYSTEMS

To capitalize on our experience in building equip-
ment to test computer memories and their com-
ponents, several new products were developed
during the year, including faster, more powerful
current drivers, a new memory tester incorporat-
ing improved switching and sensing systems, and
a new core tester offering a plug-in-diode pro-
gramming board and a pull-out-servicing feature.

Typical recent deliveries of memory test equip-
ment have been to Bell Telephone Laboratories,
Burroughs Corporation, Cofelec of Paris, Elec-
tronic Memories Incorporated, Hitachi Limited of
Japan, and Indiana General Corporation.

LINC

Our growing interest in the data processing
needs of biological, medical, and psychological

research has been underscored by the decision
to market the LINC computer. This move made
LINC (for Laboratory INstrument Computer)
available commercially for the first time as a
complete system, tested, warranted, and sup-
ported by our field service organization. LINC
incorporates all the features of the original ma-
chine developed at M.I.T., and it can use all the
programs written for the earlier machine.

Of the 39 LINCs currently in use in various re-
search laboratories, all were built using Digital's
modules. Among the installations with LINCs
supplied completely by Digital are Lederle Lab-
oratories of American Cyanamid Company, the
University of Pennsylvania, Worcester Founda-
tion for Experimental Biology, Philadelphia Gen-
eral Hospital, Mayo Foundation, Stanford Uni-
versity, and the University of California at Los
Angeles.

New ferrite tester developed for Radio Corporation of America



LINC's modular construction makes it suitable for even the most crowded laboratories
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DIGITAL EGQUIPMENT CORPC

BALANCE SHEETS
As at July 3, 1965 and June 27, 1964
ASSETS
Current: _ 1964
Cash . $ 105,160
Accounts reoelvable . 2,013,203
Inventories, at lower of cost (pnncipally ﬁrst-in. ﬁrst-out) or market 2,837,732
Prepaid expenses . 43,616
Total current assets AL et ol ot S 4,999,711
Property, plant and equ:pmem — at cost less 3529 000 and $341 000 allowance for
depreciation oe e L & T e R SIS . 615,542
Other assets 92,920
$5.708.173
Current: LIABILITIES
Notes payable to banks .
Accounts payable . 666,716
Accrued liabilities . : 428,790
Provision for U.S. and foreign income‘taxes 684,590
Current maturities of long-term debt (note A) . 16,250
Total current liabilities . . . . . . . . . < . . . - 1,796,346
Long-term debt (note A) . 354,375
STOCKHOLDERS' EQUITY
Common stock, par value $1.00 per share
authorized : 1965 — 3,499,800 shares; 1964 — 100,000 shares
issued and outstanding: 1965 — 51,600 shares (note B); 1964 — 51,100 shares 51,100
Capital in excess of par value . 87,328
Retained earnings - 3,419,024
Total stockholders’ eqully 3,557,452
$5,708,173
STATEMENTS OF INCOME AND RETAINED EARNINGS
Fifty-Three Weeks and Fifty-Two Weeks
Ended July 3, 1965 and June 27, 1964
1
Net sales and other revenues 5 $1 o,gses
Cost of goods sold . T 4,472,744
Research and engineering expenses 1,811,477
Selling, general and administrative expenses 2,846,713
Interest and other charges (income) . . (1,998)
Provision for U.S. and foreign income taxes (note C) . 891,472
Net income for the year* p " 889,157
Retained earnings at beginning of ﬁscal year . 2,529,867
Excess of cost of treasury stock retired over par value and
amount charged to capital in excess of par value
Retained earnings at end of fiscal year . m

*After deducting depreciation and amortization; 1965 — $288,000; 1964 — $290,000.




) RATION AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS

A— Long-term debt comprises the following 6%
notes issued to American Research and Development
Corporation:

Date of Issue

January 29, 1958 . . . . . . . . $ 7500
January 19, 1988 . . . ¢ ¢ v » & 9,375
November 30,1959 . . . . . . . . 37,500
JUne25,1883 . . . . o« v = o » e 300000

The first three notes are each due in equal annual
installments with the final installment due nine years
from the date of the note. The note dated June 25,
1963 matures on June 25, 1966.

The terms of these notes provide among other things
that dividend payments, without the prior written con-
sent of the holder, will be limited to 50% of the net
income for the preceding fiscal year.

The principal payments on these notes shall be sub-
ordinated to borrowings from banks maturing not
more than one year from their respective dates.

B — At July 3, 1965 there were stock options out-
standing for the purchase of 2,180 shares of the com-
pany's common stock.

C—In 1963 and 1964 the company reflected the in-
vestment tax credit as a reduction in basis of the
property to which it applied and was reflecting the
credit in income over the useful lives of those assets.

In 1965 the company changed its method of account-
ing to reflect the credit as a reduction in the current
year provision for U.S. income taxes. As a result of
this change, current year income has been increased
by $60,700, of which $21,150 is the 1965 investment
credit and $39,550 is applicable to 1963 and 1964.
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REPORT OF INDEPENDENT CERTIFIED
PUBLIC ACCOUNTANTS

Digital Equipment Corporation
Maynard, Massachusetts

We have examined the balance sheet of Digital Equipment Corporation and subsidiaries
as at July 3, 1965 and the related statement of income and retained earnings for the fifty-three
weeks then ended. Our examination was made in accordance with generally accepted auditing
standards, and accordingly included such tests of the accounting records and such other
auditing procedures as we considered necessary in the circumstances. We previously exam-
ined and reported upon the financial statements for the fifty-two weeks ended June 27, 1964,
r In our opinion, the accompanying statements present fairly the financial position of Digital
Equipment Corporation and subsidiaries at July 3, 1965 and June 27, 1964 and the results
of their operations for the fifty-three and fifty-two weeks then ended, in conformity with
generally accepted accounting principles applied on a consistent basis, except for the
change, in which we concur, in the method of accounting for the investment tax credit as
described in note C to the financial statements.

Boston, Massachusetts

August 6, 1965
Lybrand, Ross Bros. & Montgomery
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BOARD OF DIRECTORS

Vernon R. Alden, President
Ohio University

Harlan E. Anderson
Vice President
Digital Equipment Corporation

John Barnard, Jr., General Counsel
Massachusetts Investors Trust

Wayne P. Brobeck
Director of Customer Relations
Vitro Corporation of America

William H. Congleton

Vice President

American Research and Development
Corporation

Arnaud de Vitry, Chairman of the Board
Technical Studies, Incorporated

Jay W. Forrester, Professor
Sloan School of Management
Massachusetts Institute of Technology

Henry W. Hoagland, Vice President
American Research and Development
Corporation

Kenneth H. Olsen
President
Digital Equipment Corporation

Dorothy E. Rowe

Treasurer

American Research and Development
Corporation

OFFICERS

Kenneth H. Olsen, President
Harlan E. Anderson, Vice President
Harry S. Mann, Treasurer

Dorothy E. Rowe, Secretary

PRODUCT LINE VIANAGERS

Stanley C. Olsen, Modules

Nick J. Mazzarese, Small Computers
Harlan E. Anderson, Large Computers
Winston R. Hindle Jr., Special Products
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DIGITAL SALES OFFICES

MAIN OFFICE AND PLANT

146 Main Street

Maynard, Massachusetts 01754
Telephone: AC617-897-8821

NORTHEAST OFFICE

146 Main Street

Maynard, Massachusetts 01754
Telephone: AC617-646-8600

ROCHESTER OFFICE

455 Empire Boulevard
Rochester, New York 14609
Telephone: AC716-482-2310

NEW YORK OFFICE

1259 Route 46

Parsippany, New Jersey 07054
Telephone: AC201-335-3300

WASHINGTON OFFICE
Executive Building

7100 Baltimore Avenue
College Park, Maryland 20740
Telephone: AC301-779-1100

SOUTHEAST OFFICE

Suite 91, Holiday Office Center
3322 Memorial Parkway, S.W.
Huntsville, Alabama 35801
Telephone: AC205-881-7730

ORLANDO OFFICE

1510 E. Colonial Drive
Orlando, Florida 32803
Telephone: AC305-422-4511

PITTSBURGH OFFICE

300 Seco Road

Monroeville, Pennsyivania 15146
Telephone: AC412-351-0700

CHICAGO OFFICE

910 North Busse Highway
Park Ridge, lllinois 60068
Telephone: AC312-825-6626

ANN ARBOR OFFICE

3853 Research Park Drive
Ann Arbor, Michigan 48104
Telephone: AC313-761-1150

DENVER OFFICE

Suite 205, 5200 South Quebec Way
Englewood, Colorado 80110
Telephone: AC303-771-1180

LOS ANGELES OFFICE

8939 Sepulveda Boulevard

Los Angeles, California 90045
Telephone: AC213-670-0690

SAN FRANCISCO OFFICE
2450 Hanover

Palo Alto, California 94304
Telephone: AC415-326-5640

DIGITAL EQUIPMENT OF CANADA, LTD.
Rosamond Street

Carleton Place, Ontario, Canada
Telephone: AC613-237-0772

39 Dundas Road East
Cooksville, Ontario
Telephone: AC416-279-1690

DIGITAL EQUIPMENT GmbH
Theresienstrasse 29

Munich 2

West Germany

Telephone: 29 94 07, 29 25 66

Aeussere Kanalstrasse 8

5 Cologne — Ehrenfeld
West Germany

Telephone: AC0221 518727

DIGITAL EQUIPMENT AUSTRALIA PTY. LTD.

89 Berry Street
North Sydney, New South Wales, Australia
Telephone: 92-0919

DIGITAL EQUIPMENT CORPORATION (UK) LTD.

11 Castle Street
Reading, Berkshire, England
Telephone: Reading 57231




PRINTED IN U.S.A.

I S A g L S e e e



e W . o it A . . . .

= The heart of Digital’s powerful

new MicroVAX systems is the revolution-
ary “VAX-on-a-Chip,” with 125,000
transistors and the functional power of

3,200 conventional chip sets.

DiGiTAL EQUIPMENT CORPORATION
ANNUAL REPORT 1985




Corporate Profile

Digital Equipment Corporation is one of the world’s largest manufacturers
of networked computer systems and associated peripheral equipment and
the leader in systems integration with its networks, communications and
software products. The Company’s products are used worldwide in a variety
of applications and programs, including scientific research, computation,
communications, education, data analysis, industrial control, timesharing,
commercial data processing, graphic arts, word processing, personal com-
puting, health care, instrumentation, engineering and simulation.

Financial Highlights

Fiscal Year 1985 1984  Change
Total operating revenues ... $6,686,316,000 $5,584,426,000 + 20
Netincome . ....couovvese $ 446,682,000 $ 328,779,000 + 36
Net income per share ... ... $7.42 $5.73 + 29

Total stockholders’ equity ..  $4,554,599,000 $3,979,216,000 + 14

Stockholders’ equity
PeLSHAre sl e SISalea's $76.87 $68.83 + 12

Annual Meeting of Stockholders

The Annual Meeting of Stockholders will be held at 11:00 A.M., Friday,
November 8, 1985, at the Marriott Copley Place Hotel, 110 Huntington Ave-
nue, Boston, Massachusetts. Stockholders of record on September 13, 1985
will be entitled to vote at this meeting.

Contents

PreSTAenE’S TUETTOL & 55as i tensiors ae/ wisisatarelsnw siscs) Breisl sloiarareyal sl o) e et 4
The Evolution of Digital’s Strategy . . ......ouvvivviireivineiswneas 9
Innovations to Support the Strategy . . ... vovuivvs vonevveeiee comeves 19
Services to Ensure Customer Satisfaction ..............ccovveiiin... 27
Digital’s Responsibilities to People ... .o ouiviun o vaneans vusiin. 32
Index to Financial Statements . ... .vovviwivn v vime oo aann e 33
S I s © ettt s e oA fen b g o S er 60
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Customers have installed almost 3,300 Ethernet
networks, which include more than 30,000
computer-to-computer links. The total number of
computers, workstations, and terminals connected
by Ethernet exceeds 100,000, making Digital, by
far, the world’s largest supplier of computer
networks.

The large VAX 8600 computer we introduced in
October 1984 continues to ship well ahead of
schedule and demand remains excellent. More
than 700 of these large systems have been shipped
to date, virtually all of them equipped for Ethernet
and VAXclusters.

VAXclusters are Digital’s multiprocessing technol-
ogy that allows multiple computers to share a com-
mon database. We have installed 2,500 to date.
This technology allows the addition of computers
and disks to make very large computer systems
using a common database. VAXclusters have
become a key part of our strategy and will, we
believe, have a significant influence on the market
in the future because they provide the large-scale
capabilities that users demand and because of the
ease with which they permit the addition of more
computing and data storage capacity.

Another highlight of the year was our successful
implementation of the VAX architecture on a sin-
gle chip, which we consider to be one of Digital’s
most significant technical achievements. It culmi-
nated an intensive effort which Digital engineers
succeeded in compressing the normal develop-
ment cycle of three years for such an advanced
chip to twenty months.

Digital’s MicroVAX chip was the first newly devel-

oped integrated circuit to be granted protection by
the U.S. Copyright Office under the Semiconduc-

tor Protection Act of 1984. The Act protects the
“mask work” —the pattern of materials which
make up the layers of the chip—from unauthorized

copying.

More important than the chip itself, however, are
the compact, powerful computer systems it enables
us to build, all of which run the vast array of VMS
software. The first of these are the MicroVAX 11
and the VAXstation II, which were introduced in
May 1985, and each has been very successful. More
than 2,000 of these systems have been shipped,
and we see this initial strong demand as just the

beginning.

We were particularly pleased with the improve-
ments in our balance sheet during Fiscal 1985. At
year end, our inventories were lower than a year
ago, despite the 20 percent growth in revenues.
We also had positive cash flow and closed the year
with cash reserves in excess of $1 billion.

Digital will remain focused on the overriding goal
of building quality into our products and services
to ensure that we meet the ultimate criterion of our
success: customer satisfaction. To that end, we will
continue to invest heavily in new technologies that
enhance Digital’s leadership in networking and in

powerful computers.

P’y 4> 4

Kenneth H. Olsen, President
August 28, 1985
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THE EVOLUTION OF DIGITAL'S STRATEGY

When Digital started 28 years ago, its mission was
to be a business success by making real and useful
contributions to the ways in which people and
organizations use computers. We provided fast,
interactive computers that could be used for many

applications in a large number of industries.

For 25 years we have built networks of our own
computers and computers made by others. For
the past 15 years, we have developed a systematic,
disciplined strategy for high-speed, easy-to-use
networking. Today, we offer all the components

and skills necessary to build these networks.

We exploited the latest technology to develop
high-performance machines that could be put vir-
tually anywhere and used by anyone, free of the
need for a large staff of expensive experts working

in an isolated computer room.

From the start, we chose to accomplish the harder,
more technically challenging jobs, partly because
of our engineering background but mainly because
this was Digital’s contribution to the computer

industry.

Over time, we introduced computers into a wide
range of markets: education, manufacturing, medi-
cine, machine tools, process control, publishing,
engineering, government, science and research,

office and management information systems (MIS).

The Need For Networks [ It was clear to our
customers from the start that they needed to share
information and workload among computers and
people and organizations. The minicomputer, as
defined by Digital, became a communications
device and introduced the idea of distributed

computing.
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Digital Network Architecture & DECnet [ 11
In the early 1970s, we began development of the

Digital Network Architecture (DNA). The first step

was DECnet, a very advanced and complete proto-

col for integrating similar or different computers in

a network. DECnet has become probably the most

widely used networking protocol in the world, with

more than 35,000 installations.

VAX and VMS [ In the mid-1970s, we began
developing an architecture for a 32-bit computer—
VAX —which would be equally as effective as a
desktop machine as it was a large data center
machine. The VAX architecture was designed to
last for many, many years. Most importantly, VAX
was designed to work effectively in networks.

To maximize the efficiency and effectiveness of our
networks, and to fully exploit the functionality and
versatility of a single hardware architecture, we
concurrently developed a single software system—
VMS —that would have one powerful version of
each programming language and that could work
as effortlessly in networks as in single systems. It is
the VMS software that ties together all of our com-
puters, clusters and networks. And with it come lit-
erally thousands of applications which have been
written over the years. There are also security fea-
tures built into VMS which afford significant pro-
tection to systems and stored data. For these
reasons, we believe that VMS is the best proprie-
tary software system in the world and we plan to
keep it that way. Digital also provides one of the
world’s best UNIX-based systems, called ULTRIX,
for those customers who already have UNIX appli-
cations or who do not need the array of features

or the networking capabilities of VMS. ULTRIX

is based on UNIX Version 4.2, which is popular
among academic and technical users, and will also
run applications developed on UNIX Version 5.
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Ethernet [J Later in the 1970s, Digital committed
to Ethernet as the networking scheme for optimiz-
ing local resource utilization. We incorporated it
into DNA, made it the key element in our network-
ing strategy, and have directed a large portion of
our development investment into the systems com-
ponents required to make the implementation of
Ethernet networks practical. Ethernet makes it
easy to build reliable computer networks of any
size that can be changed or expanded just as easily,
as user needs require. These networks afford maxi-
mum efficiency in the use of expensive computer

resources.

In 1985, Digital became the first computer manu-
facturer to extend the Ethernet approach from the
baseband to the broadband environment. Baseband
is used typically for data distribution; broadband
can be used to distribute such communications
services as video and voice, as well. Digital pro-
vides the equipment needed to tie Ethernet systems

together around the world.

VAXclusters [ During the late 1970s, Digital
also committed to the development of the unique
multiprocessing technology we call VAXclusters.
This technique permits the tying together of large
numbers of VAX computers with one database to
create a single, very large system. As many as 16
VAX computers can be linked in a cluster to pro-
vide more computing power than the largest main-

frame systems.

VAXclusters permit users to take a “‘building
blocks™ approach to using computers of various
sizes in combination with data storage devices to
achieve optimum resource utilization and maxi-

mum return on investment.
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Open Architecture [ The Digital Network Archi- 17
tecture is based on the International Standards
Organization’s model for open system intercon-
nection. In June 1985, Digital announced a three-
year plan to have its networking products support
the standards set forth in the ISO’s Open Systems
Interconnect model (OSI). This model is the inter-
national standards framework for configuring multi-
vendor networks. Digital is the first U.S. computer
company to commit its support to OSI. This move
strengthens Digital’s support for the Manufacturing
Automation Protocol (MAP) being used by the
automotive industry to build multi-vendor net-
works for factory automation. The modularity and
discipline of DNA make it possible for Digital to
support MAP and embrace OSI standards as they

are completed.

Digital’s DNA already allows customers to create
integrated networks from their present array of
computing resources, including those provided by
other manufacturers. For example, a gateway to
IBM’s Standard Network Architecture (SNA) pro-
tects customers’ investments in large IBM data-
bases and data processing systems by allowing the

IBM systems to serve as nodes in a Digital network.

Recently, Digital provided another important
bridge to the IBM computing environment via an
External Document Exchange capability which
allows users of Digital office systems to access and
edit text information residing in an IBM Distrib-
uted Office Support System (DISOSS) document
library. Digital is the only vendor to offer this level

of DISOSS integration with IBM.

Since 1977, DECnet, Digital’s global networking
protocol, has also supported the X.25 international
networking standard, permitting the building of

vast, worldwide networks.
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INNOVATIONS TO SUPPORT THE STRATEGY

Within the context of its networking strategy, 19
Digital has developed a number of innovative

products and programs designed to ensure that the
computing needs of all its customers—large and

small, end user and third party—are met as effec-

tively and efficiently as possible. Here are a few:

ALL-IN-1 Office and Information System [
Digital’s widely used integrated, multifunction
office system provides easy access through any per-
sonal computer or terminal on the system to five
standard office applications: word processing,
electronic mail, time and resource management,
information management, and business-specific
applications. ALL-IN-1 permits the easy integration

of non-standard applications, as well.

A-to-Z Integrated System [ Digital offers an
innovative software package for Digital’s multiuser
MicroVAX I1 and MicroPDP-11 systems that
makes it easy for Original Equipment Manufactur-
ers (OEMs), software developers and other third
parties to migrate the more than 1,600 VAX busi-
ness software packages to the small business mar-
ket and to integrate their specialized vertical
applications with standard business applications
such as accounting, word processing, spreadsheet,
business graphics, report writing and list process-
ing to provide total, tailored solutions to small

businesses.

Artificial Intelligence [J Digital has been the lead-
ing supplier of Artificial Intelligence (Al) tools for
several years, for its own use and for Al developers
and end users, as well. The new Al VAXstation I1
system, the industry’s first fully-integrated artifi-
cial intelligence workstation, provides program
developers and end users with a powerful and ver-

satile tool. It uses VAX LISP, Digital’s version of
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COMMON LISP, an emerging standard in all areas
of Al development and implementation, and is
targeted to commercial and industrial markets
such as aerospace, petrochemical, government and

finance, as well as academic scientific research.

BASEWAY [ Digital is the first major computer
vendor to offer a software package specifically
designed to integrate industrial controllers with
manufacturing applications on the factory floor.
Called BASEWAY, this VAX-based system provides
plant managers, engineers and shop floor person-
nel with flexible networking and application-
sharing capabilities through gateways that link
such devices as robots, numerical control
machines, process controllers and terminals into a
true computer-integrated manufacturing environ-
ment. A PDP-11 based package, called DECtap, is
available for small to medium manufacturing

operations.

Data Security [ Digital has designed outstand-
ing features into the latest version of its VMS soft-
ware system which give systems managers new and
better ways to control and monitor access to VAX
systems and protect the integrity and security of
stored data. Built-in safeguards against unauthor-
ized access include automatic password checks,
restrictions on login attempts, login time and pass-
word length. VMS also contains the ability to assign
selective access to certain users and the discretion-
ary exclusion of others. Tampering can be traced
through an auditing facility, and security alarms
can be set to signal attempts to gain unauthorized
access to the system. There is also a VAX Encryp-
tion option available in the U.S. to users who
require additional security. We believe that VMS
offers the most effective security features available

I()t];l}'.
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Optical Disk Storage [l In May 1985, Digital
introduced a compact data storage system capable
of storing the data contained on 200,000 single-
spaced typewritten pages, the equivalent of two
complete sets of encyclopedia, on a read-only opti-
cal disk less than five inches in diameter. This sys-
tem, which is designed for use with MicroVAX
and VAXstation systems, dramatically lowers the
cost of distributing and using very large volumes
of information found in such reference publica-
tions as catalogues, service manuals, engineering
drawings and legal references, all of which are
usually available only in printed form, on micro-

fiche or in on-line databases.

External Research [ Digital augments its own
extensive research activities through cooperative
agreements with a number of external organiza-

tions as a way of encouraging research in specific

areas and keeping abreast of other areas which may

be critical to the company’s future. Through this
Sponsored Research Program, the company pro-
vides substantial equipment grants to scores of the
world’s leading academic research institutions in
return for sharing in their results. Digital currently
supports 140 external research projects in such
areas as Computer Aided Design and Manufactur-
ing, Networking, Semiconductor Technology, Edu-
cation, Human Factors and Artificial Intelligence,

among many others.

Digital derives a variety of benefits from this pro-
gram. The primary benefit is specific research
results, prototypes or tools for potential use by
Digital’s engineering and manufacturing groups.
Digital also gains insight into areas that might offer

large potential payoff.

o
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SERVICES TO ENSURE CUSTOMER SATISFACTION

All efforts to exploit the latest technologies, design 27
the best products and provide the best solutions

are meaningless unless our customers are satisfied

with the results of using Digital’s products and

with the level of our commitment to help them be
successful by being responsive to their articulated

needs.

To this end, Digital maintains a worldwide cus-
tomer support organization of more than 30,000
maintenance, software support and training pro-
fessionals deployed at more than 650 locations in
54 countries on five continents. Their goal is to
maximize computer availability to customers and

minimize cost of ownership.

Because different customers have different needs,
Digital offers a comprehensive array of support
services from which customers can choose. These
include 24-hour, full service and as-needed con-
tract coverage; automated telephone diagnosis of
hardware and software products; and call-in cen-
ters for software consulting by telephone. Carry-in
centers and a fleet of fully equipped mobile units

provide service for small systems and terminals.

For customers whose needs are not met by Digital’s
standard products, the company maintains Special
Systems facilities around the world that provide
customized services in hardware and software
design, applications programming, systems engi-

neering, project management, and networking.

Digital maintains one of the world’s largest private
educational services organizations. The training
curriculum encompasses more than 500 courses
offered in 18 languages at 40 centers around the
world. Self-paced courses, computer-based instruc-

tion and classes at customer sites are also offered.







During the past year, Digital added new products 29
and programs to its comprehensive offering of

customer services:

An early-warning system is available that monitors
the performance of single VAX systems, VAX net-
works and VAXclusters and warns system manag-
ers of hardware problems before they occur, thus
averting the expense and inconvenience of unex-
pected downtime. The monitoring system, called
VAXsim, allows one operator at a terminal to trace
imminent hardware problems down to the device
level. VAXsim detects and pinpoints them, allowing
system managers to schedule preventive mainte-

nance and avoid costly downtime.

Digital broadened the coverage of its disaster recov-
ery services which provide subscribers with back-
up computing capabilities to replace their systems

lost to storms, power outages or other disasters.

The company also began offering a new service
which assists customers in the design, installation,

and maintenance of broadband Ethernet networks.

A Corporate Quality Leadership Group was estab-
lished during the year to review key customer satis-
faction goals. Cross-functional teams evaluate our
performance in the areas of installations, product

reliability, and ease of doing business with Digital.

Recently, Digital’s customer service organization
was rated by an independent survey as the best
among the ten major computer vendors. We are
proud of this recognition and are challenged by it
to continue development of innovative programs
and new service technologies to ensure that cus-

tomers’ needs are met.
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DiGITAL'S RESPONSIBILITIES TO PEOPLI

Digital recognizes that it has important obligations
to many people whose reasonable expectations the
company must strive to meet. Customers expect
Digital to provide reliable, high-quality products
and services. Shareholders expect us to work hard
to make their investments grow. Our employees
expect the company to be a sensitive, supportive
employer. The community at large expects Digital
to be a thoughtful neighbor and responsible cor-

porate citizen.

Digital is very proud of the dedication of its peo-
ple around the world and seeks to recognize their
accomplishments by providing programs that
promote their personal and professional growth.
These include continuing education, job enlarge-
ment training, management development, personal
skills workshops, tuition refunds, scholarships and
university courses at company facilities, All of
these programs were expanded during the vear 1o
accommodate the steadily growing numbers of
employees at all levels of the organization who seek
to learn and grow, and we will continue to encour-
age their initiatives.

Digital remains seriously committed to programs

which ensure that all employees have equal oppor-
tunities for hiring and advancement. and continues
its aggressive affirmative action efforts to attract
and develop minority and female employees. One
of the most successful programs in this area
involves partnerships with a number of minority
universities to which Digital provides computer
equipment and other resources to support the
dc\'c](’hmcnl of state-of-the-art science and tech-
nology curricula.

Digital encourages outside initiatives at the
national, regional and local le' Is in all the areqs
of the world where our emplc -5 live and woitk
During the year, Digital broa.  aed its commupiy
involvement through increasc  grants of cash and
equipment to hundreds of ed  ational, social.

civic, cultural and health car qrams

A grant of VAX computer eq
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DiGITAL'S RESPONSIBILITIES 10 PEOPLE

Digital recognizes that it has important ohl.iganun.s
to many people whose reasonable expectations the
company must strive to meet. Customers expect
Digital to provide reliable, high-quality products
and services. Shareholders expect us to work hard
to make their investments grow. Our employees
expect the company to be a sensitive, supportive
employer. The community at large expects Digital
to be a thoughtful neighbor and responsible cor-

porate citizen.

Digital is very proud of the dedication of its peo-
ple around the world and seeks to recognize their
accomplishments by providing programs that
promote their personal and professional growth.
These include continuing education, job enlarge-
ment training, management development, personal
skills workshops, tuition refunds, scholarships and
university courses at company facilities. All of
these programs were expanded during the year to
accommodate the steadily growing numbers of
employees at all levels of the organization who seck
to learn and grow, and we will continue to encour-
age their initiatives,

Digital remains seriously committed to programs
which ensure that all employees have equal oppor-
tunities for hiring and advancement, and continues
its aggressive affirmative action efforts to attract
and develop minority and female employees. One
of the most successful programs in this area
involves partnerships with a number of minority
universities to which Digital provides computer
equipment and other resources to support the
development of state-of-the-art science and tech
nology curricula,

Digital encourages outside initiatives ar the
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ELEVEN-YEAR FINANCIAL SUMMARY

Operations (z millions except per share data)

Revenues |
Equipmentsales. ... ....c.ooooiiiiionn
Service and other revenues .. ... ... o

Total Operating FeVenUEs . . .. .«vsvowrwvnessess

Costs and Expenses _ -

Cost of equipment sales, service and other revenues
Research and engineering CXPENSES . .. uoie
Selling, general and administrative expenses

Operating INCOME: <o s < lu:as sitioan 0 mir wialpwoes
Interest eXpense .. o il an i h i anis vany
InterestiNCOME. & oo in it i s beaa s

Income before income taxes ... ... ...oovnl ..
Provision for incometaxes. ................

Net income e s isvr b txav RO R TR
Net income pershare' ........... ...,

Weighted average shares outstanding . . . .

Financial Position (i millions except per share data)
IOVEBEOTICE 2 =~ ore o e A
Accounts receivable, net of allowances .
Working capital ... ............ ..
Property, plant and equipment, at cost .

Total assets

Stockholders’ equity. ... .. ...
Stockholders’ equity per share

General Information and Ratios /ol milliomy)
Cotrenr £agion .. - % oebail R
Additions to property, plant and equipment .
Depreciation....,.. .. .
Debt to debt plus equity ratio ., , . . .. .
Operating income as a percentage of toral
revenues ,...... . .. .
Income before income
operating revenues
Effectivetaxrate...... . T ,
I\:ct fncome s a percentage of toral operating revenues
Net income as a percentage of average
stockholders’ equity | (i
g::r&(:r:; ;:‘i ;:;lrccn{agc of average total assets
ys sales of accounts receivable outstanding
Inventory turns

operating
taxes as a percentage of toral

Number of employees at year-end. i
IEcvenucs per average number of employ
Common shares outstanding (in thousgnds )
Shareholders at yearend.. .

Common stock vearly high and low

CCS (2% thourands

sales prices

See Note E of Notes to Consolidated Financal §4
Includes $63 my,

@lemenyy
lion from the elimination of tax

€1 provaded for DISC carmingy 1u

1985

$4,534.2
2,152.1

6,686.3

4,087.5
71172
14318

449.8
52.0
(63.0)

430.8
(15.9)y

§ 4467
$ 742
62.1

1,756.2
1,539.0
3.694.2
2827.6
6,568.9
8369
4,554.6
§ 76.87

4.9:1
$ 5718
§ 315.1

15.5%

6.7%

6.4%
(3.7%)

6.7%

10.5%
7.5%

-
'

2.3
89,000

$ 766
59,253
68,810
126-77

1984 1983

>
do
&
b

S S84 4 $2719
\ B { 2 6060
472 4
! ) B30 ¢
Wat ‘f\_‘"
» 131
‘ 612
401.0 111.0
Ll 1274
KK 2836
S | YN
) 4 56
N ) 353 K
27.3 125.0
5 { $77.0
X 961 .4
$ 593 3 541.1
413 92.8
3 . S41.3
Y 2
N K% 1l B4
i R 391
109
‘ i 1Y
) 2032
26
RS
3 9{
I8 5l

!
0.0
N 8D
DL
Q7
~S .
. 2 1
XS &N 735 000
), 4 $ 610
$7 K11 56,30/
44,389 40,903
100.65% 153063

198

82,7937
1,087

3 880 8

2,1874
3498

86

84K
1458
XU:\

o s N
8 £

o
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1981 1980 1979 1978 1977 1976 1975
$2,384.2 $1,779.4 $1,381.8 $1,128.1 $ 8475 § 586.7 $ 433.2
8139 588.6 422.3 308.5 21151 149.6 100.6
3,19¢ 2,368.0 1,804.1 1,436.6 1,058.6 736.3 533.8
1,77 1,319.9 1,012.3 802.3 595.1 4243 301.2
25 186.4 138.3 115.7 79:7 58.4 48.5
63. 478.9 370.1 281.0 205.9 136.1 109.3
53 382.8 283.4 237.6 177.9 117.5 74.8
2 27.0 24.3 22.4 11.7 99 4.8
(6 (53.8) (35.8) (12.3) (10.2) (11.8) (3.6)
56 409.6 294.9 227.5 176.4 119.4 73.6
22 159.7 116.5 85.3 67.9 46.0 27.6
$ 343 $ 2499 $ 1784 $ 142.2 $ 1085 $ 734 $ 460
§ 6.7 $ 545 $§ 4.10 $ 340 $ 278 $§ 198 $ 128
32.6 47.2 44.9 43.2 39.0 37.1 35.9
1,102 819.9 513.5 428.1 375.0 218.8 174.8
75¢ 629.1 475.1 375.2 323.1 219.3 165.0
2,02¢ 1,658.2 1,076.9 887.0 574.2 499.0 333.2
1,12 7723 582.1 507.8 3524 215.8 167.6
3,45 2,666.1 1,863.2 1,501.4 1,070.4 856.0 565.1
S 489.7 340.7 341.6 90.6 91.4 85.2
2,67 1,651.7 1,120.2 904.8 735.5 606.0 394.4
¥ 49 $ 36.25 $ 27.59 $ 22.69 $ 18.73 $ 15.61 $ 10.94
4. 45:1 3.8:1 4.7:1 3541 4.3:1 >e2:
3% $ 2099 $ 939 $ 167.0 $ 1432 $ 545 $ 459
10 $ 698 $ 577 $ 502 $ 285 $ 220 $ 169
b 22.9% 23.3% 27.4% 11.0% 13.1% 17.8%
16.8% 16.2% 15.7% 16.5% 16.8% 16.0% 14.0%
17,79 17.5“0 16.4% lS.S(.'"h 1(7.7“”0 16.2“&# 13.8””0
39.5% 39.0% 39.5% 37.5% 38.5% 38.5% 37.5%
10.7% 10.6% 9.9% 9.9% 10.3% 10.0% 8.6%
]s-t)”"' 18.0'?0 l7.(’“n ]7.5“'0 ’().2('/’0 l'r‘.?’yjl 12.513/0
11.2% 11.0% 10.6% 11.1% 11.3% 10.3% 9.2%
73 81 82 82 88 85 92
1.9 2.0 22 2.0 2.0 22 19
63,000 55.500 44.200 39,000 36,700 25,700 19,000
$ 540 $ 475 $ 434 $ 38.0 $ 339 $ 329 $ 292
54,348 45,568 40,606 39,873 39,259 1%,944 12,022
39,948 35,144 28,835 25,868 22,738 15,442 15,033
110-57 82-53 57-44 55-38 60-39 60-36 43-15
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Income and Expense Items asa
Percentage of Total Operating Revenues

1983 1984 1985
67.1% 68.6% 67.8%
32.9% 31.4% 322%

100.0% 100.0% 100.0%
61.0% 60.5% 61.1%
11.1% 11.3% 10.8%
19.4% 21.1% 21.4%

8.5% 7.1% 6.7%
0.3% 0.6% 1.2%
(1.4%) (0.7%) (0.9%)
9.6% 7.2% 6.4%
3.0% 1.3% (0.3%)
6.6% 5.9% 6.7%

As an aid to understanding the Company's operating
results, the above tables indicate the percentage rela-
tionships of income and expense items included in the

MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESU

Income and Expense Items

Equipmentsales...............
Service and other revenues ... ... ..

Total operating revenues . .. ......
Cost of sales, service and other

FEVCNUELS .. vvvevrssnacannrrrnrres

Research and engineering expenses .
Selling, general and administrative
DR I ke nissw 70754 0 «

Operating inoome <. veevsecsesns
Interestexpense. .............
Interestincome ..............

Income before income taxes . . . .
Incometaxes ........cooveuunn.

Netincome............ Ry o3

LTs OF OPERATIONS

1984-85

18%
2}“‘\

2 l’\)
21%
' 4 \1“
2 l “\’l

14%
134%
52“\1
7%
(122%)

}6"“

Consolidated Statements of Incom
years ended June 29, 1985 and the |
in those items for such vears

l'cnrnug:(:h‘ngu

54 198283

th 3%
29%

1% 10%
19%
35%

9%

. (38%)
5 (11%)
2%) ‘40‘70)

2%) 39%)
13%) (50%)

(32%)

r the three fiscal
entage changcs




Revenues

The Coi
1985 in¢
and 10°

1985 be
momeni
recover
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capital s
growing
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Overse:
year des
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omy had

iny’s total operating revenues for fiscal year
sed by 20% compared with increases of 31%
the two preceding fiscal years. As fiscal

the Company continued to benefit from the
provided by the broad-based economic

urring both in the United States and over-

er, as the year progressed, cutbacks in

ling by many of our U.S. customers and
ikness in the U.S. manufacturing sector

1e postponement of computer purchases.
isiness grew substantially throughout the

the strength of the dollar and that demand
uter and electronics sector of the U.S, econ-
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The increase in revenues in fiscal 1985 can be attributed
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f products which are capable of networking

broad set
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single sy
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» increased unit sales of the Company’s

12 Mmany computers in an organization into a
m. The ability to interconnect computer sys-
esktops to departments to the total organi-
ccome increasingly attractive to existing and

stomers.

), service and other revenues, which princi-
maintenance service, software revenues,
ining and the sale of replacement parts,
or fiscal 1985, service and other revenues
o/

2% of total revenues compared with 31%
} and 33% in fiscal 1983.

Total Operating Revenue

e ——
85_
8l_

B
=
B

B Service and Other Revenue

Non-United States Revenue

85

83

81

$ Millions

6686
2152

4272
1404

3198
814

1804
422

1059
211

534
101

$ Millions

2642

1543

1302

679

379

208




Expenses and Profit Margins

The cost of sales increased slightly as a percentage of
total operating revenue in fiscal 1985 compared with
fiscal vears 1984 and 1983. The small increase reflects
new product start-up costs and a level of sales that was
less than planned.

Research and engineering expenses grew 14% in fiscal
1985 and comprised 10.8% of total operating revenues
compared with 11.3% in fiscal 1984 and 11.1% in fiscal
1983. Consistent with prior years, the Company intends
to continue to invest aggressively in its research and
engineering programs.

Many new products were introduced in 1985. Among
them were the VAX 8600 “VENUS" computer, the larg-
est and fastest processor in the VAX family, which ex
tends Digital’s integrated computing environment to the
corporate data center. Also announced was the compact
MicroVAX II, which is a complete VAX computer on a
single VLSI chip, harnessing the power of a VAX-11/780
in a small computer for individual desks and depart-
ments. Implementation of the VAX architecture on a
single chip also made possible VAXstation II, a power
ful workstation that brings the VMS software system to
the computer-aided design center

These products, the results of major investments, repre
sent truly significant technological achievements. How
ever, their power and functionality really come from
the vast array of VMS software currently available and
from the systems and networking capabilities that make
it possible to tie together all the computers located
throughout a building, a dispersed location such as a
campus, or throughout a global organization. Digital’s
VMS is the best, most complete proprietary software
system in the world. It offers 15 major lung-u.agcs, pro
grammer productivity, information management soft
ware, and literally thousands of applications. And. for
those who do not need its extensive features and net
working capabilities, Digital offers ULTRIX. which is
the best UNIX-based software system available

Research and Engineering $ Millions

85 77
83 m
]| 251
7" 138
- -
- s

Net Income S Millions

5 14

85 44
"4

X3 254
81 343
79 178
77 109
75 4t

Thousands

Employee Population

83




Expenses and Profit Margins (continued)

Digiial is the world’s leader in computer networks.
We e installed more than 3,300 Ethernet local area
net ks to which customers have linked more than
10! ) computers, workstations and terminals. We
hay  stalled more than 35,000 DECnet wide area
net s, as well.

Sel general and administrative expenses increased
to 2 » of total operating revenues in fiscal 1985 com-
pat ith 21.1% in fiscal 1984 and 19.4% in fiscal 1983.
Adc  nsto sales and service personnel accounted for
mos: | the increase over fiscal 1984.

Inter. st income increased in fiscal 1985 from fiscal 1984
levels due to a higher level of temporary cash invest-
ments. Interest expense increased due to an increase in
debt, resulting principally from the issuance of $400
million of convertible subordinated debentures during
the first fiscal quarter.

The ¢ mpany’s effective tax rate for fiscal 1985 declined
due; ncipally to the elimination of the taxes provided

Infl: 1 and Changing Prices

The eding discussion and analysis are based on the
Con 's financial statements presented in historical
dolla: ee pages 56 through 59 for supplementary
infor. ion on the Company’s historical financial data
adjust. | for the effects of inflation and changing prices.

for DISC (Domestic International Sales Corporation)
earnings in years prior to 1984. Prior to fiscal year 1984,
the Company had provided for income taxes it antici-
pated would be paid in connection with its DISC earn-
ings. This one-time benefit amounted to $63 million
and was recorded in the first fiscal quarter. Excluding
the one-time DISC benefit, the fiscal 1985 tax rate was
11%, compared with 18% in fiscal 1984. The decrease
was principally due to investment tax credits and a
higher level of activity in a number of the Company’s
foreign subsidiaries.

During the year, the total number of employees increased
by 3,400, bringing the total number of employees at

year end to 89,000. The increase in the employee popu-
lation took place primarily in the sales and service organ-
ization, The number of employees in the manufacturing
organization declined while the number of employees in
the engineering organization increased slightly.

Total Stockholders’ Equity $ Millions
85 4555
83 3541
81 2680
79 1120
77 736
b 394
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MANAGEMENT'S DISCUSSION AND ANALYS

Availability of Funds to Support Current and Future Opera

The need for funds to support the Company’s high rate
of growth has historically caused it to use exl_crnal fi-
nancing to supplement internally generated funds. The
Company anticipates the need to continue to use exter-
nal financing in the future.

During the fiscal period 1983-1985, the total funds used
to support operations and future growth exceeded the
total funds generated from operations by $677 million,
including $778 million in 1983-1984, partially offset by
positive funds flow of $101 million in 1985. External
financing during this three-year period consisted pri-
marily of the proceeds generated from four debt offer-
ings sold during fiscal 1984 and 1985. In March 1984,
the Company issued $150 million of 11%4% guaranteed
notes, due 1989, in Europe. This offering constituted
the Company's first financing outside the United States.
In April 1984, the Company issued $200 million of sen-
ior debt, in two pieces, in the United States: $100 mil-
lion in 10-year 12%/3% notes and $100 million in 30-year
13% sinking fund debentures.

Common Stock Information

The Company’s common stock is listed and traded on
the New York Stock Exchange and the Pacific Stack
Exchange. There were 74,833 stockholders of record as
of August 1,1985. The high and low quarterly sales prices
for the past two fiscal years are presented as follows:

1985
Fiscal Quarter High Low
[jirst $101.500 $ 77.250
b‘e(jond 111.000 89.250
Third 125.625 97.500
Fourth 109.625 82.250
1984
Fiscal Quarter High 1
First $121.500 =2
% X $ 94.000
':sr;c.o(l;d 106.250 64.000
ir 94.250 70.375
Fourth 97.750 50

83.500

i1s OF FINANCIAL CONDITION

tions

In September 1984, the Compar

of 8% Convertible Subordinated |
From time to time, the Company |

mercial paper to meet short-ter

At the end of fiscal 1985, the Cor

lion at the end of fiscal 1984, Casl
investments were $1,080 mulhion a

compared to $476 million at the

Unused lines of credit at the end
million, including revolving credi

$480 million

The Company believes its financ
the years, its low debt to debreg
high credit rating leave it posit
nancing required to support fut

]1\( (;U"I“.IH‘\ h.l\ never -‘.('\ i ACe
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dividends will rest with the disc
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retain all of s carnngs 1or use

no present plans to pay a cash d
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| $400 million
ntures due 2009,
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ional needs

s short-term and
from $456 mil-
‘mporary cash

end of fiscal 1985,
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1l 1985 were $605
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formance over
ty ratio and its

ybain the fi-

4
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Spendi: - for Operations

Fiscal v r-end inventories declined 5% from the prior
fiscal ve  Average year inventory turns of 2.3 times
improv: from the 2.1 times recorded in both fiscal
1984 an iscal 1983. Accounts receivable were essen-
tiallyat - same level as the previous year. Days sales in
account =ceivable outstanding (DSO) ended the year
at 75 da down from 83 days at fiscal year-end 1984.
Capital = cnding in fiscal 1985 totaled $572 million,

an increq = of $120 million from the amount spent in

fiscal 195 In fiscal 1985, $462 million of the capital
spending was for equipment as the Company outfitted
several recently completed facilities and continued

to modernize and update its manufacturing, engineering
and administrative facilities and field service opera-

tions. Spending for land and building additions totaled
$69 millic 1 while leasehold improvements totaled

$41 milli

The ratic | net income to average total assets was 7.5%
in fiscal | 5,6.5% in fiscal 1984 and 6.6% in fiscal 1983.
The Con  iny added approximately 3 million square

feet of b
the tota!

ling space worldwide in fiscal 1985, bringing
ount of space to 29.3 million square feet,

comparc  vith 26.4 million square feet in fiscal 1984
and23 0 lon square feet in fiscal 1983. Most of the
new spac was added overseas to support a higher level
of sales. ¢ nstruction began on one new building in
Shrewsh: v, Massachusetts during fiscal 1985. Con-

struction progressed on several other buildings in the
United States and overseas on which construction had
begun in fiscal 1984. During fiscal 1985, the Company
continued to consolidate its facilities in the United
States in order to maximize the use of its owned facilities
and lessen the need for smaller, leased facilities.

In fiscal 1986, capital spending is again expected to be
concentrated in equipment as the Company continues
to invest in capital projects to support the growth of its
worldwide operations. While the actual spending level
will be dependent on a variety of factors, including gen-
eral economic conditions and the growth in demand for
its products and services, the Company presently antici-
Pates capital spending in fiscal 1986 to be equal to or
greater than that of fiscal 1985.

Additions to Property, Plant & Equipment

Depreciation Expense $ Millions
[ ——— Z?g
e :2'(1)§
2 Ju— 102
o 2
= %
= 17
B Depreciation Expense
Net Income Per Common Share $
85 7.42
83 5.00
81 6.70
79 4.10
77 2.78
75 1.28
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Report of Management

The Company’s management is responsible for the
preparation of the financial statements in accordangc
with generally accepted accounting principles and for
the integrity of all the financial data included in this
Annual Report. In preparing the financial statements,
management makes informed judgments and estimates
of the expected effects of events and transactions that
are currently being reported.

Management maintains a system of internal accounting
controls that is designed to provide reasonable assur-
ance that assets are safeguarded and that transactions
are executed and recorded in accordance with manage-
ment’s policies for conducting its business. This system
includes policies which require adherence to ethical
business standards and compliance with all laws to
which the Company is subject. The internal controls
process is continuously monitored by direct manage-
ment review and an internal audit program under which
periodic independent reviews are made.

The Board of Directors, through its Audit Committee,
is responsible for determining that management fulfills
its responsibility with respect to the Company's finan-
cial statements and the system of internal accounting
controls.

Report of Independent Certified Public Accountants

To The Stockholders and Directors.
Digital Equipment Corporation

We have examined the consolidated balance sheets of
Digital Equipment Corporation as of June 29, 1985 and
June 30, 1984 and the related consolidated statements of
income, stockholders’ equity and changes in financisli
position for each of the three fiscal years in the
ended June 29, 1985. Our examinations were made in
accordance with generally accepted auditing standards
and accordingly included such tests of the accounting .
records and such other auditing procedures as we cutx
sidered necessary in the circumstances. -

period

The Audit Committee meets per
sentatives of management, the in
and the Company’s internal audi
financial reporting, and internal «
also meets with the Company's
related matters, The independent
internal auditors have full and I
Committee and periodically mect
Audit Committee

ly with repre-
dent accountants
» review audits,

s| matters, and

counsel on

untants and the
ess to the Audit
ately with the

tified Public

¢ Board of Direc-
ders, to examine
heir report

Coopers & Lybrand, independc
Accountants, have been engaged
tors, with the approval of the sto
the Company's financial statem:
appears below

N (S
Kenneth H. Olsen

President

é%w)h (atee bt

James M. Osterhoff

Vice President, Finance

In our opinion, the financial statements referred 1o

above present fairly the consolidated financial pl)-*'”f”n
of Digital Equipment Corporation as of June 29, ]f)bi
and June 30, 1984, and the consolidated “"“]l\,n' =
operations and the consolidated changes n Its tm;l_nfl*’l
position for each of the three fiscal years in the pero
ended June 29, 1985 in conformity with generally
accepted accounting principles applied on a consi”
tent basis.

Boston, Massachusetts
August 6, 1985

Cirpee- 4 pond

Coopers & Lybrand




CONSOLIDATED STATEMENTS OF INCOME '
|
|

(in thousan: pt per share data) Year Ended 43 I

June 29, 1985 June 30, 1984 July 2, 1983 |

Revenues ¢ Aand B)

2061111071 ois LAY (0" 0 4 ) Sk e $4,534,165 $3,831,073 $2,867,428

Service an HEP PeVENUES & . o vt ee e s ee e 2,152,151 1,753,353 1,404,426

Total opera g TEVERUSS . s siaialiaia st i ee sisiere's 6,686,316 5,584,426 4,271,854

Costs and | penses (Notes A and 1) ‘

Cost of eq 1ent sales, service and other revenues . . . . 4,087,475 3,379,632 2,605,970 ;

Research ar ' engineering expenses . ................ 717,273 630,696 472,392 J

Selling, genc ral and administrative expenses .. ........ 1,431,769 1,179,529 830,564

(@013 i1 T B 10 111 - AP AT s 5 S SIS AN £ A S o P 449,799 394,569 362,928

Interest expense | . e o¥e o 9 (sa o TOE B e The T S o e e 82,003 35,096 13,078 1

ISt INCOME: v Creres e e E § 1T el Tt I M (63,026) (41,477) (61,195)

l

Income before INCOME LaXeS « . ovvve s o einevnnesnns 430,822 400,950 411,045 "

Income Tax«s (Notes A and C)

Provision fo (NCOME AXES -« oo oo e o vt emneaens 47,390 72,171 127,423

Reversal of I D I o be e Fa 5 Toh mrols 161 oF €l o 18 @1 TaTabin) ool 1S )ors (63,250) = i

Total incon b oy e e e ST C PSS (15,860) 72,171 127,423 |

INEUINCOMIC . u e e s et S e s e e S 446,682 $ 328,779 $ 283,622 |

Netincome rShare (NoteE). .o vveivnnnennensnnns $ 7.42 LS $ 5.00 ]

Weighted a1 age shares outstanding (Note E). . .. ... ... 62,056 57,364 56,676 ,
|

Reversal of 1 xes accrued prior to 1984 due to a n“.l'.’:{:‘ i US. tax lau

The accompu 1otes are an mtegral part of these financial statements ’
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CONSOLIDATED BALANCE SHEETS

(in thousands)

Assets
Current Assets
Cash and temporary cash investments (Note D) .

Accounts receivable, net of allowance of $40,930 and $3

Inventories (Note A)

RAWANAEEIRIST oo ¢ brerererstis s rerosal b lerdle e aTh
WOTK =i PrOCRES: . s aaa cierere ntalatiibalniaratalo S s .
Finishedg00ds . i« s i s s awiierotisaiisieiois sansss

Total Inventories . ...........coovenein.a..
Prepaidexpenses..................... o
Net deferred Federal and foreign income tax charges

Total Current ASSEts <<, v rivs ovenssrmronsye
Property, Plant and Equipment, at cost (Naze A5
T e 0o e
Buildings. . ..............ooiiiiiiil
Leasehold improvements
Machinery and equipment

Gross Property, Plant and Equipment
Less accumulated depreciation

Net Property, Plant and Equipment . . .

Total Assets

Liabilities and Stockholders’ Equity
Current Liabilities

Loans payable to banks (Noze F)
Accountspayable...... ... ... .. .
Federal, foreign and state income taxes .
Salaries, wages and related items .. ... "
Deferred revenues and customer advances | Note A)
Current portion of long-term debt
Other current liabilities

Total Current Liabilities

Net deferred Federai and foreign incom
Long-term debt (Noze G)

Common stock, $1.00 par v

Additional paid-in capital
Retained earnings. . .

Total Liabilities and Stockholders’ Equity, . ..

The accompanying notes are ar i

".3."J/I"J"'"’v-'I'<'lr finan.

¢ tax credits .

( ) alue; authorized 225,000,000 shares:
issued and outstanding 59,252 782 and 57,811,416 shares

i statement

June 29, 1

S$1,080,
1,538.°

5120

545,7

697,732
I.:s‘»,l' ]

64,569
1979

4,637 .8

97,
7455
190,¢

1,793 ¢

2,827
1,096,

1,731,

$6,368.8

$ 12,25
185,202
267,900
165,933
160,105

1,411
150,807

943,609

33,704
836,945

1,814,258

59,253
737,834
757,512
4,554,599

I,
9
“y

$6,368,857

June 30, 1984

$ 476,150
1,527 257

456,490
614,766
780912

1,852,168
57,030
169,308

4,081,913

97511
678,89
150,985

1,424,389

2.351,786
840,446

1,511,340
$5.593,253

$ 13,181
278,111
312,871
224,036
126.434

137
124,517
1,080,544
L)_’_)'lb’o
44131
| ,(114,057

57,811
161057
2310830

3.979,216

i5'5~)5.255

C




CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
|
!
Total 45
Additional Stock-
Common Paid-in Retained holders' :
(in thousand Stock Capital Earnings Equity ‘
JRlFSITR? . T e $55227  $1417,715  $1,691522  $3,164,464
Shares issu.  under stock option and purchase
plangiore) . o e e s 1,130 61,686 62,816
Restricted k plans, charge to operations (Note ) . . . . . 15,325 15,325 1
Stock optic. and purchase plans —excess !
Federal incc netaxbenefits (Note]) .. ..oovoiiiniiins 15,055 15,055
Netincome — 1983 i 2t s miva w i s 2 e e 283,622 283,622
July 2O . e OSSR e $56,357 $1,509,781 $1,975,144 $3,541,282
Shares issued under stock option and purchase
DIATEINDIe]). < /.00 o W R b e et R i s 1,454 75,065 76,519 }
Restricted stock plans, charge to operations (Noze ) . . . .. 17,499 17,499 :
Stock optior «nd purchase plans - excess
Federal inco e tax benefits Nore ) .. ovvvvvvennnnn. 8,230 8,230
Effect of ex: ange rate changes on net deferred '
income tax « Arges/credits . ... vt ine e s o 6,907 6,907 !
NEtincome 1984 1105 ¢ iiiee ars s Aalk o dih e 04 a g et 328,779 328,779 |
D I |, s o ale e b e T $57,811 $1,610,575 $2,310,830 $3,979,216 '
Shares issuc  inder stock option and purchase |
PIAHEENGE ] . RN e RN IR TS 28 ST 1,442 93,786 95,228 {
Restricted s:  k plans, charge to operations (Note)) . . . . . 20,420 20,420
Stock optio;  nd purchase plans—excess
Federal inco = tax benefits (Note]) .. oo vovvvevvnnnn. 13,053 13,053
Netincome- 198Y i.vvsiiemseiis snsiomisasms sas 446,682 446,682 |
June29, 4985 o o e e ey e R $59,253 $1,737,834 $2,757,512 $4,554,599 .‘ |
|
The accompanying notes are an integral part of these financial statements | |
|
|
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CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL

(in thousands)

Funds from Operations

INEEIDCOME iz o--iotiiataiaton sls s sminrsisivins
Add-expenses not requiring funds

in current period:

Depreciation (Note A) ... vvnvreaiye. .
Disposal of property, plant and equipment .
Restricted stock plans—

charge to operations (Note]) . . . ..... ...
Deferred income tax provision (Note €©) . ... ... .

Total funds from operations . ........

Funds Used to Support Operations

Increase (decrease) in working capital:
Accountsireceivabler . .. 2 ria et sia s e e
IOVENtOrIeS o o2l 5 sraais aialvie 5o s s be on
Prepaid expenses .......... .,
Accountspayable ... ... ... ... ..
Incometaxes...............

Additions to property, plant and equipment

Effect of exchange rate changes on net deferred
income tax charges/credits

Total funds used to support operations
Net increase (decrease) in funds from operations
Funds Provided by Financing Sources
Increase (decrease) in:

Loans payable to banks (Noze #
Long-term debt :

9%s% Debentures Due 2000 ... ..
11%4% Overseas Notes Due 1989

13% Debentures Due 2014 ...
12.625% Notes Due 1994, .. ...
8% Conv Sub Debentures Due 2009
Common stock issued under stock
option and purchase plans (Noze]) .

Total funds from financing sources. . . |

Net increase (decrease) in cash
cash investments

and temporary
Cash and temporary cash investments

atbeginning of year ... ..
Cash and temporary cash Investments
at end of year .

ret
The accompanying notes are an integral part of the

POSITION

June 29, 1985

S 446,682

315,075
37,020

20,420
(87,125)
732,072

11,698
(96,001)
7,539
92.909
44971
(1,875)

59,241
571,784

631,025
101,047

(930)
(14)
(4,354)

400,000

108,281
502,983

604,030

476,150

S1,080,180

'1”1\‘ 2

Year Ended
July 2, 1983

$283,622

203214
20,749

15,325
32,587

355497

317 478
216,392
92
(71,679
22381
(74,168)

410,502
419215

829,717

(274.220)

2556
410




NoTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note A-S

Principles
cial statem
statements
subsidiaric
cant interc
eliminated

Translation
ties of forei

lars at current
and propert:

torical rates

average rates

except that
at historical
from transl:

For foreign
the functios
had no sign
results. Reta
increased b
of net defer

The Compa
to reduce th
certain sales
tions of forei

contracts are

ificant Accounting Policies

.onsolidation (] The consolidated finan-
of the Company include the financial

he parent and its domestic and foreign

| of which are wholly-owned. All signifi-
»any accounts and profits have been

[ Foreign Currencies [J Assets and liabili-
subsidiaries are translated into U.S. dol-
exchange rates, except that inventories
plant and equipment are translated at his-
Income and expense items are translated at
of exchange prevailing during the year,

st of sales and depreciation are translated

tes. Exchange gains and losses arising

n are included in income currently,

rations, the U.S. dollar continues to be
urrency. Adoption of FAS No. 52 in 1984

int impact on the Company’s operating

d earnings for fiscal 1984 have been
907,000 for the difference in translation
income tax charges and credits.

‘nters into forward exchange contracts

npact of foreign currency fluctuations on

nsactions and the asset and liability posi-
n subsidiaries. The gains or losses on these
included in income when the revenue from

the sales is recognized and for assets and liabilities in
the period in which the exchange rates change.

Revenue Recognition [1 Revenues from equipment
Sal.cs are recognized at the time the equipment is
shipped. Service and other revenues are recognized
ratably over the contractual period or as the services
are performed.

Research and Engineering and Warranty Costs [
Research and engineering and warranty costs are ex-
pensed as incurred. The Company’s accounting policies
with respect to warranty costs result in approximately
the same charge to expense as would accrual of such
warranty costs at the time of sale,

Taxes [ In general, the Company’s practice is to rein-
vest the earnings of its foreign subsidiaries in those
operations and repatriation of retained earnings is done
only when it is advantageous to do so. Applicable taxes
are provided only on amounts planned to be remitted.
Investment tax credits are treated as reductions of
income taxes in the year in which the credits arise.

Inventories [ Inventories are stated at the lower of
cost (first-in, first-out) or market.

Property, Plant and Equipment [ Depreciation
expense is computed principally on the following basis:

Classification

Buildings . . . ..

Leasehold

improvements .

Machinery and
equipment . ...

Depreciation Lives and Methods
33 years (straight-line)

Life of assets or term of lease,
whichever is shorter (straight-line)

8 and 10 years (sum-of-years),
4 and 5 years (double-declining
balance)




Note B-International Operations

(in thousands)

Revenues
United States CUSLOMETS. . . .« v v v visnreeanaasnsss
IDterCOMPANY, i -dictaalssiaiuion sli e isioroisinia nimate/alanio:s b n

Europe customers s SR s el e s i w/ats
It ETCOMPRARY ..o wire e steia i aliares alAA e e e ¥t ld =

Canada, Far East, Americas customers . . . ............
It eTCOMPANY oo s oty v o Y AR S ST

EHMINAtions . . . . oo s e aseeeesannasenanees
NECTCVENNE: o ¢ 2 1a ia als s el e e e e (e T e e

Income

Income from operations
Interest income

Ind}nstry O ~Ijhc Company’s business consists of the
design, manufacture, sale and se
associated peripheral equipmen
and supplies.

rvice of computers and
t,and related software

International Operations (7 Sales and
ations outside the United States are con
pally through sales subsidiaries in Cana
Central and South America and the Far
sales from the parent corporation and t
representative and distributorship arra

marketing oper-
ducted princi-
da, Europe,
East; by direct
hrough various
ngements.

Fiscal Year

1985 198 1983
$4,078,286 $3,628,594 $2,770,052
1,373,578 1,136,03 816,740
5,451,864 4,764,624 3,586,792
1,944,999 1,462,.3] 1,074,853
33,382 9.13 =
1,978,381 1,471.45 1,074,853
663,031 493 513 426,949
545,968 718,324 390,337
1,208,999 1.211,83 817,286
(1,952,928) (1.863.49 (1.207,077)
$6,686,316 $5.584.42 $4,271,854
$ 224,464 $ 230,52 $ 169,802
202,646 137.7¢ 127,568
102,837 123 364 69,404
(80,148) (97 08 (3,846)
449,799 394.56 3(\2“’2?
63,026 41.47 61,19
(82,003) (35.09¢ (13,078)

S 430,822 £ 400,95 $ 411,045
$4,277,296 $4 287,682 Si.ib“-f-“‘_’
1,419,708 1,166,193 hzt_»i_‘g(')
834,295 819,735 54"[)_9
982,655 449,319 S0
(1,145,097) (1,129,676 (782,811
$6,368,857 $5.593.253 $4,541,007

: - srations
The( Lompany’s international manufacturing operd

Jestern
include plants in Canada, the Far East and Wester!

2 ant
Europe. The products of these manufacturing Pl_m, )
bsidiartes,
anufac

s are

sold to the Company’s international sales su
the parent corporation or other international m
turing plants for further processing
Intercompany transfers between geographic areas ;Jr:c.
accounted for at prices which are designed to be reP
sentative of unaffiliated party transactions




Note B—In: 1ational Operations (continued)

ited customers outside of the United

2 US. export sales, were $2,641,863,000

ed June 29, 1985, $1,977,794,000 for the
30, 1984, and $1,542,779,000 for the

2, 1983, which represented 40%, 35%,

ctively, of total operating revenues.

Sales to un:
States, inclt
for the year
year ended
year ended |
and 36%, rc

Note C=Income Taxes

The retained earnings of substantially all of the Com-
pany’s international subsidiaries have been reinvested
to support operations. These accumulated retained
earnings, before elimination of intercompany trans-
actions, aggregated $1,090,299,000 at June 29, 1985,
$939,891,000 at June 30, 1984, and $722,140,000 at
July 2,1983.

Income befor: income taxes for domestic and foreign operations was as follows:

(in thousands

Domestic.
Foreign ..

The total pr
reasons:

US. Federal st atutory tax rate . ..........couereeenns
Tax benefit of manufacturing operations in (a):
Puerto Rico
TrRland. .. s . . .o Dt b o s ons e el A e
UIZAPOLE .. . 1 +-0'p i isioiermiorsin slv it o sisira B Sibre a4
Investment tax credits .. ..........o.ooieeeineioies
Research and engineering credit .. .........oooeone
DISC

(@) - Consolidated net income includes income of a
Omestic manufacturing subsidiary operating in Puerto
Rico and of foreign manufacturing subsidiaries operat-
Ing in Ireland and Singapore. Under Puerto Rican law,
l}.],e subsidiary is subject to tax at a rate of approximately
% on its manufacturing earnings through fiscal 1995.
¢mitted earnings are not subject to U.S. Federal income
taxes, but are subject to Puerto Rican withholding taxes
alrates not in excess of 10%, less a partial credit for
axes paid to Puerto Rico. Under Irish law, the income
'om products manufactured for export is exempt from
Irish taxes through April 1990. Under Singaporean law,

Year Ended

June 29, 1985 June 30, 1984 July 2, 1983
$210,970 $219,908 $288,437
219,852 181,042 122,608
$430,822 $400,950 $411,045

‘ons for income taxes were at rates less than the U.S. Federal statutory tax rate for the following

1985 1984 1983
46.0% 46.0% 46.0%
(5.6) (5.7) (5.0)
(11.8) (12.4) (4.4)
(2.4) (1.4) (0.2)
(5.7) (4.0) (5.3)
(5.3) (5.4) (5.4)
(17.5) (2.2) -
(1.4) 3.1 5.5
(3.70/0 )(b) 18.0% 31.0%

the income from manufacturing certain products is
wholly exempt from Singaporean taxes through March
1991 and partially exempt through December 1996. The
income tax benefits per common share attributable to
the tax status of these subsidiaries for the years ended
June 29, 1985, June 30, 1984, and July 2, 1983 were $1.38,

$1.36, and $.69, respectively.

(b) The Deficit Reduction Act of 1984 provides that
no U.S. taxes will be charged on the undistributed earn-
ings of the DISC. Prior to fiscal year 1984, Fhe Company
had provided for income taxes in connection with its
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Note C—Income Taxes (continued)

DISC earnings. As a result of the change in the law The effective tax rate for hn‘.ui \ 35 would lmvg
eliminating the taxes on DISC earnings prior to 1984, been 11% cxallu,\n'c of the adjus for the benefit
the Company’s 1985 fiscal year income tax expense was of prior years' DISC taxes

reduced by $63,250,000.

The components of the provisions for U.S. Federal and foreign income taxes were as follows

(in thousands) Year Ended

June 29, 1985 June 30, 1 July 2, 1983

U.S. Federal: i
Currently payable $ 3,761 $ 35 $ 32317
Deferred L 13,483 i 48541

(63,250) -

$(46,006) > 4 $ 80,858

Foreign:
Currently pavable o $ 54,055
Deferred o (32,230)

S 21,825
S 8,321
$(15,860)

Deferred tax expense results from timing differences timing differences in the years e 29, 1985,
in the recognition of revenues and expenses for tax and June 30, 1984 and July 2, 1983, an tax effect of each
financial reporting purposes. The sources of these were as follows

(in thonsands) Year Ended

June 29, 1985 [uly 2, 1983

. 766)
$(50,924) $ (3,76

Inventory related transactions
Installment sales, principally
intercompany, and financing leases

DISC profits

(2.964)

3,079
13,962
31,699
14,864

§ 56,870

12,999

(68,540)

17,940

28,296 y
(21,768) 1,500

$(81,997) $(13,616)
In connection with its normal examinations of the Com- i
pany’s 1978 through 1981 tax returns, the Internal R
nue Service has proposed adjustments. The
believes its judgments in these m

priate and intends to contest certain of the -IJIUI lieves
: ; Jie

: eve-  proposed by the IRS. In addition, the Company b=

Company It would not haved

any adjustments which might rest
atters have been appro-

material effect on the financial statements




Note C—-Irn  me Taxes (continued)

The Comp:  entered into **Safe Harbor™ leases as
defined un.  the Economic Recovery Tax Act of 1981.
Inaccordar  with the provisions of the agreements,
the Compa:  made payments of $105,576,000, which
amounts ha  been recorded as investments in tax

- investments have been reduced by per-
ings of $95,758,000. The remaining
ost is amortized by an interest method

benefits, Th
manent tax
unrecoverc

Note D-Cash and Temporary Cash Investments

The Compar s policy is to invest cash in income-
producing 1« porary cash investments. Accordingly,
uninvested « b balances are kept at minimum levels.
Temporary . h investments are valued at cost, which
Note E-N¢  ncome Per Share and Dividends

Net income
age number

¢ share is based on the weighted aver-
common shares and, if their aggregate
dilutive effe. s material, common share equivalents
outstanding . uring the year, In fiscal 1985, common
share equival -nts were attributable to convertible debt

Note F-Short-Term Debt

Short-term debt and related interest rates were as
follows:

(in thousands) june 29,1985 Junc 30, 1984
Average Average
Interest Interest
Rate Rate
Loans payable
tobanks ... ... $12,251  12.7% $13,181  2L1%

Short-term debt at year end was principally denomi-
Nated in foreign currencies. The maximum aggregate
short-term debt outstanding at any month-end was
$37,854,000 during fiscal 1985, and $265,569,000 dur-

over the periods during which the Company has the
use of additional temporary tax savings. While there is
a cash flow benefit, there is no significant impact on
net income.

See Note A of Notes to Consolidated Financial State-
ments for further explanation of the Company’s income
tax accounting policies.

approximates market, and principally include cer-
tificates of deposit, time deposits and repurchase
agreements.

and stock options. In fiscal 1984 and 1983 common
share equivalents were attributable to stock options.

No cash dividends have ever been paid by the Company.

ing fiscal 1984. Average short-term borrowings during
these years, computed on a month-end basis, were
$21.905,000 and $138,261,000, respectively. The average
interest rate based on a weighted average of the stated
month-end rates was 11.6% in fiscal 1985 and 10.2% in

fiscal 1984.

The Company has revolving credit agreements totaling
$480,000,000. These commitments are available on a
revolving basis until March 1987, converting at such
time to term loans with final maturities in March 1991.
Borrowing rates under these commitments vary with the
prime rate, domestic money market rates or the London
Interbank Offer Rate. Although there are no compen-
sating balance requirements under these agreements,
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Note F-Short-Term Debt (continued)

commitment fees on the unused portion of the commit-
ment approximate 3% compensating balances. These
credit arrangements were unused at June 29, 1985,

Unused lines of credit for short-term financing were
$125,436,000 at June 29, 1985 and $267,151,000 at
June 30, 1984. At June 29, 1985, $26,000,000 of these
lines of credit required the payment of facility fees.

Note G-Long-Term Debt

Long-term debt, exclusive of current maturities, con-
sisted of the following:

(1n thousands) June 29,1985  June 30, 1984

Lease obligations

payable 1985-2000

(7.5%-9.00%)(a) . .... S 7215 $ 7,520

Collateralized obliga-

tions maturing serially

t0 1993 (5.4%)b) . .. .. 5,340 5,950

Sinking Fund

Debentures due 2000

(D8N, storvsrensioinss 66,646 71,000

Sinking Fund

Debentures due 2014

(1396)(@) <2ioms ey saiiia 100,000 100,000

Notes due 1994

(12%/8%)(2). <o scie wfvime 100,000 100,000

Overseas Finance

Notes due 1989

(14%)PD v ... 150,000 150,000

Convertible Subor-

dinated Debentures

due 2009 (8%)() . . . .. 400,000 -

Other . vl st 7,744 6.843
$836,945 $441,313

Principal payments required during the next five

fiscal years are as follows: 1986 -$1,411,000: 1987 —
$6,579,000; 1988~ $6,147,000; 1989—$156,201.000.
1990~ $6,249,000. '

Although there are no compensating bal:
ments under these agreements, facility fe
unused portion of the commitment appr«
compensating balances.

None of the cash reflected in the balance
June 29, 1985 and June 30, 1984 was requ
pensating balances.

(a) Weighted average interest rate at Jus

of 7.9%.

(b) Interest rate shown is the weighted
at June 29, 1985.

(c) Sinking Fund Debentures were issu
Company in March 1975. Sinking fund p
$4 million are required in each of the fisc
1999. The Company at its option may inc
ing fund payments up to an additional $4
each such year. The Debentures are redes

option of the Company at any time, as a w

part, at 109%5% of the principal amount «

beginning March 15, 1975, and at declinin

* require-

n the

nate 3%

‘ets at
| as com-

29, 1985

age rate

yy the

nts of

ars 1985-
¢ the sink-
lion in

ble at the
leorin
ing the year

percentages

each year thereafter. The Indenture for the Debentures
also contains certain restrictions on future borrowings

and dividend distributions

(d) Sinking Fund Debentures were issued by the
Company in April 1984 Sinking Fund payments of $4.5
million are required in each of the fiscal years 1995-
2013. The Company at its option may increase the sink-
ing fund payments up to an additional $6.75 million in
each such year. The Debentures are redeemable at the
option of the Company at any time, as a whole or in
part, at 113% of the principal amount during the year
beginning April 15, 1984, and at declining percentages
each year thereafter. However, prior to April 15,1994,
the Company may not redeem any of the Debentures
from the proceeds of funds borrowed at an interest rate
less than 13.05% per annum. The Indenture for the
Debentures also contains certain restrictions on future

borrowings and sales and leasebacks.




Note G-Long-Term Debt (continued)

The Notes are redeemable on or after April 15,

on future borrowings and sales and leasebacks.

raxes.

$400,000,000 of 8% Convertible Subordinated

Note H - Leases

follows:

(+ thousands)

I SO T A S ey R R ST

(e) Notes were issued by the Company in April 1984.

1991, at

any time prior to maturity, at the option of the Company,
as a whole or from time to time in part, at a redemption
price equal to the principal amount thereof, together
with interest accrued to the redemption date. The In-
denture for the Notes also contains certain restrictions

(f) Notes were issued in March 1984 by Digital Equip-
ment Overseas Finance N.V. The notes are uncondi-
tionally guaranteed by Digital Equipment Corporation,
and may be redeemed in whole at any time at their prin-
cipal amount, plus accrued interest if certain events
occur involving United States or Netherlands Antilles

(g) On September 13, 1984 the Company issued

Deben-

tures. The Debentures are subordinated in right of pay-

Ainimum annual rentals under noncancelable leases
vhich are principally for leased regional sales offices
id manufacturing space) for the fiscal years listed are

$134,501
$114,514
$ 93,393
$ 68,246
$ 49,735
$206,209

$666,598

ment to all present and future senior indebtedness, as
defined, and are convertible, subject to prior redemp-
tion, into shares of common stock at $114 per share at
any time up to and including the maturity date of
September 1, 2009.

Annual sinking fund payments to redeem $14.4 million
principal amount of the Debentures are required begin-
ning on September 1, 1995. In each case, the sinking
fund redemption price is the principal amount of the
Debentures, plus accrued interest to the date of redemp-
tion. In addition, the Debentures are redeemable at the
option of the Company, at any time, in whole or in part
beginning at 108% of the principal amount of the De-
bentures through August 31, 1985 and at prices which
decrease annually thereafter to August 31,1994 and
thereafter at 100% of the principal amount, together
with accrued interest to the date of redemption. How-
ever, prior to September 16, 1986 the Debentures may
not be redeemed unless certain conditions are met.

Total rental expense for the fiscal years ended

June 29,1985, June 30, 1984 and July 2, 1983 amounted
to $223,434,000, $175,055,000, and $145,303,000,
respectively.
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Note I - Pension Plans and Other Retirement Benefits

The Company and its subsidiaries have pension plans
covering substantially all of their employees. Toral
pension expense was $114,053,000 in fiscal 1985,
$95,463.000 in fiscal 1984, and $89,766,000 in fiscal
1983. Annual contributions are made to the plans equal
to the amounts accrued for pension expense. There was
no unfunded past service liability as of June 29, 1985

A comparison of accumulated plan benefits and plan
net assets for the Company’s domestic defined benefit
plans and for those foreign subsidiaries with defined
benefit plans, determined as of the beginning of each
respective fiscal year is presented in the accompanying
table. Foreign subsidiaries with insured plans have been
excluded from this information.

(in thousands) 1985 1984

Actuarial present value
of accumulated plan

benefits:
Vested - oot iliiiiines S158,417 $125.748
Nonvested .......... 38,190 33.082

$196,607 $158,830
Net assets available for
benefits ............ $461,600 $382.354

The weighted average assumed rat urn used in
determining the actuarial present va { accumulated
plan benefits was 6% for both 1985 R4

In addition to providing pension be the Company

provides certain medical, dental and nsurance
benetits for retired employees. Sub: ally all of
Company's domestic employees ma me eligible
tor those benetits if they reach nors trement age
while working for the Company. The t of retiree

health care and life insurance benef recognized as
expense as claims are paid. For fisca » those costs

totaled $436,000. The majority of ( inv's foreign

retirees. Of

subsidiaries do not offer such benel

2
those that do th AMOounts are imn




Note | -Stock Plans

Restricted Stock Options [] Under its Restricted Stock
Option and Purchase Plans, the Company has granted
certain officers and key employees options, which are
exercisable upon grant, to purchase common stock at a
price determined by the Board of Directors. Shares pur-
chased under the plans are generally subject to repur-
chase options and restrictions on sales which lapse over
an extended time period not exceeding 10 years.

Information concerning activity during the three fiscal
years ended June 29, 1985 follows:

Options Outstanding

Shares Average

Reserved Price

For Future Per

Grants Shares Share

July 3, 1982 5,204,396 3,840,257 $31.05
Options granted (1,154,130) 1,154,130 82.82
Options exercised - (487,154) 23.66
Options cancelled 133,020  (133,020) 33,07
Options terminated (18,657) - -
fuly 2, 1983 4,164,629 4,374,213 $45.47
Iptions granted (1,708,090) 1,708,090  63.02
)ptions exercised - (439,604) 24.22
ptions cancelled 309,013  (309,013) 46.18
ptions terminated (19,680) - -

J ne30, 1984 2,745,872 5,333,686 $52.80
C \tions granted (1,480,960) 1,480,960  69.00
C tions exercised - (490,988) 32.61
O, tions cancelled 216,232  (216,232) 53.73
Oy tions terminated (5,914) - -

June 29,1985 1,475,230 6,107,426  $58.32

At the time these options are exercised, the common
stock account is increased by the par value ($1 per
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share) of the shares sold and the remaining portion of
the proceeds is credited to additional paid-in capital.
The excess of the fair market value of the shares on the
grant date over the option price is charged to opera-
tions each year as the restrictions lapse. Such charges
to operations amounted to $20,420,000 in fiscal 1985,
$17,499,000 in fiscal 1984 and $15,325,000 in fiscal
1983. The amount deductible for Federal income taxes
exceeds the amount charged to income for book pur-
poses. The Federal income tax benefits relating to this
difference have been credited to additional paid-in
capital.

Employee Stock Purchase Plans [ Under the Compa-
ny’s Employee Stock Purchase Plans, all United States
and certain international employees may be granted
options to purchase common stock at 85% of market
value on the first or last business day of the six month
payment period, whichever is lower. Common stock
reserved for future grants aggregated 1,093,194 shares
at June 29,1985 and 1,961,690 shares at June 30, 1984.
There were 868,496 shares issued at an average price of
$81.60 in fiscal 1985 and 988,930 shares at $59.87 in fis-
cal 1984. There have been no charges to income in con-
nection with the options other than incidental expenses
related to the issuance of the shares. Federal income tax
benefits relating to such options have been credited to
additional paid-in capital.

Employee Stock Ownership Plan [ The Employee
Stock Ownership Plan (“ESOP”) and a related trust
were established in 1982. The Company intends to make
contributions of stock or cash to the trust equivalent to
not more than 2% of the base salaries (not in excess of
$100,000 salary for any single employee) of substantially
all U.S. employees for calendar years 1986 and 1987.
Federal tax law generally allows a tax credit for the
Company equal to the full value of the contribution.
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SUPPLEMENTARY FINANCIAL INFORMATION

Quarterly Financial Data (unaudited)

Selected quarterly financial data for fiscal 1985 and fiscal 1984 is set forth below:

(in millions except per share data)

1985

FirstQuarter . ... ......ovueuaneenreenannanseenss
Second Quarter ... ......ouvrerrrnreenannanaraas

Y6 0 Y e it b S s Tt
Fourth QUATEEr .. ....cvvessuinessasonsassnsasans

B e £ B T Al e P e T e el o B

1984

ol T {3 S A T A AR A A U A oy S S g S
Second ONATTEr v shs s s s s e Ve e e e et e s e e

Third QUATTEr « s v s ot e e vene e eeneineenannsnnnens

FourthQuarter .......... ...,

097 [T Tl . s el I ST

"The fluctuation in the market price of the Company's stock and the anti-dilution provisions ¢

10 the application of the treasury stock method for the incremental shares related 1o stock option common 1t

individual guarters to be different from the yearly total

Information on the Effects of Inflation (unaudited)

General Background O To provide readers of financial

statements with information on the estimated effects
of inflation, the Financial Accounting Standards Board
issued Statement No. 33 as amended by Statement

No. 82. It is entitled Financial Reporting and Changing
Prices, and requires disclosure of certain experimental
information on the effects of inflation on business
enterprises.

Current cost accounting is intended to measure the
effect of changes in specific prices by substituting the
current cost of resources for the actual acquisition
costs. Changes in specific prices were principally
based on external price indexes closely related to the
resources being measured, internally developed
indexes and recent production cost experience.

Opérating Gross

I“&‘\”)L'
Total Betore Net

Income Income

Revenues Profit Taxes Per Share
S1,515.3 S 598.2 S$103.8 $144.2 $2.45
1,628.0 653.8 1349 110.3 1.81
1,691.1 658.9 98.6 91.7 1.52
1,851.9 687.9 93.5 100.5 1.66
$6,686.3 $2,598.8 $430.8 $446.7 $7.42
$1,074.3 $ 3940 $ 23.7 $ 9 $ 28
1,423 8 569.6 120.1 5 1.41
1,430.8 575.8 1315 8 1.76
1,655.5 665.4 125.7 6 2.28
$55844 $22048 S$4010 $ B $5.73

TR
of Accounting Principle ¥ (it respeci

Wk espurvalents be total of 1he

Consolidated Statement of Income Adjusted for the
Effects of Inflation
statement of income have been adjusted for deprecia-

The amounts reported in the

tion expense and the inventory component of cost of
sales in arriving at the net income amounts adjusted for
current costs. Revenues and all other operating expenses
are considered to reflect the average price levels tor the
year, and accordingly have not been adjusted

Although the adjustments for depreciation expense
and the inventory component of cost of sales affect the
pretax income amounts, no adjustments have been
made to the respective provisions for income taxes.




In:  mation on the Effects of Inflation (unaudited) (continued)

The  ustments to depreciation and cost of sales
incl. 4 in the adjusted net income amounts were as
follo'-

Adjustment

for Changes in

Specific Prices

(in millior

Deprecia ionexpense ........... $9.7
Cost of sules, exclusive of

T S St (5.6)
Total decrease in net income . . . . .. $4.1

The adjustment to depreciation reduces net income
because the Company's property, plant and equipment

have be - adjusted upwards reflecting the replacement
of hist- - al costs by costs adjusted for specific esti-
mated rent costs.

Histc st of sales and cost of sales under the current
COSt 1 d are relatively the same and, as a result, the
differ in net income is immaterial.

Purc!  ng Power of Net Monetary Assets [ Net
mon: assets are cash and temporary cash invest-
ment:  d fixed dollar claims to money. The purchasing
powe | the Company's net monetary assets declined
becai  of inflation by $33.8 million in fiscal 1985, as
measi . ~d by the change in the Consumer Price Index.

Current Cost of Inventories and Property, Plant and
Equipment [] The current cost of inventories and
property, plant and equipment, net of accumulated
depreciation, and the corresponding historical cost
amounts at June 29, 1985 were as follows:

(current costs)

Property,
Plant and
(en millions) [nventories Equipment, Net
Current Costl: . s 2 iois $1,759.8 $1,946.0
Historical Cost ........ $1,756.2 $1,731.0
Difference .. .......... $ 36 $ 215.0

The current cost of inventories is essentially the same
as the corresponding historical cost, which is reflective
of the higher costs which would be incurred if the fis-
cal 1985 year-end inventories were to be replaced at

the expected current costs. This is not necessarily a fair
measure of the expected inflation effect on fiscal 1986
cost of sales, since the 1986 cost of sales will include the
lower historical costs in inventory at the end of fiscal
1985, as well as the cost of products manufactured and
sold in fiscal 1986, which are different and have different
costs from those in inventory at the end of fiscal 1985.

Net property, plant and equipment at current costs
exceeded the corresponding historical cost by $215.0
million. The current cost method assumes replacement
of all the Company’s property, plant and equipment as
of June 29, 1985. However, the Company’s property,
plant and equipment are relatively new, with 83% of it
having been acquired in the last 5 fiscal years. Conse-
quently, the Company’s future capital expenditures will
be principally to expand, rather than replace, existing
capacity.

The increase in current cost of inventories during fiscal
1985 was $178.9 million, and the increase in property,
plant and equipment was $56.1 million. The increases
during fiscal 1985, measured by the general inflation
rate, were $62.8 million for inventories and $66.2 mil-
lion for property, plant and equipment.
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{ - ,. d ’ 1l
a) Excludes depreciation expense

CONSOLIDATED STATEMENT OF INCOME AND CHANGES
ADJUSTED FOR THE EFFECTS OF INFLATION

For the Year Ended June 29, 1985

y ; ’
(en millions except per share data)
¢ (4l

Total operating revenues. . ........

Cost of equipment sales, services and mhu revenues
Depreciation expense

Other expenses (a e

Provision for income taxes .

NetINCOmME:. , .cocvieieiaioimnnnsasese
Net income per share. . .......,

Stockholders' equity at June 30, 1984
Net income as reported above o3
Decline in purchasing power of net monetary assets

IN DTOCKHOLDERS

Reduction of general price level increase over specific price level increase of

inventories and property, plant and equipment
Increase in common stock and additional paid-in capital

Stockholders’ equity at June 29, 1985 . .

Eoul

tor Inflation

Lurrent

Costs

WO, 3 56,686.3
54 3 879.1
15.1 324 .8
155 2,055.7
159 15.9)
16 S 4426
H 5 7.36
.2 S4 046.4

i 442.6
(33.8)

[1]§ Y

128.7
54 ¢ 4 6898




FIVE-YEAR COMPARISON OF SELECTED FINANCIAL DATA

ADJUSTED FOR EFFECTS OF INFLATION

The inflation-adjusted data shown below has been ex-
pressed in average fiscal 1985 dollars (based on the
average Consumer Price Index for each fiscal year), to
provide comparability between years in terms of dollars

(in millions except per share data)

Total operating revenues

BRTEDOIROO. (e s bt m s oo SN BRI RoR N o bl
Net income

Y e o S e o e e D AP
I U T OBR i o it s 4 2 s oA Y AT e s sl
Net income per share

A PO D O B B 570 o 4 0 i 8 o e 2 S o v e
IN CUrrent CoStS ..o erseeiieeieeieenanenn,
Net assets at year end

NG RCBOTEEA! 110 .ioia oo ssrivsiopstions w5aia 6 winee s ios 01 S imns
TR Bl D o e s ey oty asdcaass
Decline in purchasing power of net monetary assets . . . .
Reduction (excess) of general price level increase over
specific price level increase of inventories and property,
BIRERHA CQUIPIIRTL + 5. <o cosia o iinsimmste sibiealiats »
Market price per common share

aszeported atyearend . ii.iin covi s s s
Average Consumer Price Index (1967 = 100.0) . ......
Adjusted data on dividends per common share is

not presented, because no cash dividends have

ever been paid by the Company

of equivalent purchasing power. Corresponding histori-
cal cost amounts, as reported, are also shown to allow
their comparison to the inflation adjusted data.

1985 1984 1983 1982 1981
$6,686.3 $5,584.4 $4271.9 $3,880.8 $3,198.1
446.7 328.8 283.6 417.2 343.3
442.6 456.5 369.2 404.5 380.5
7.42 2573 5.00 7:22 6.70
7.36 7.96 651 7.29 7.44
45546 39792 3,541.3 3,1645  2,679.7
4,689.8 4,0464 3,875.3 3,594.2 3,388.0
(33.8) (35.4) (25.6) (68.2) (64.8)
105.9 (366.8) (165.6) (208.8) (142.0)
94.63 84.00 121.50 66.00 101.19
316.8 304.9 294.1 281.9 2594
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Vice President, Corporate Relations
Digital Equipment Corporation

111 Powdermill Road (K10)

Maynard, MA 10754

(617)493-5350
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Acton, Massachusetts 01720
Telephone: (617) 264-7111

WX: 710-347-0216
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Investor Information (continued)

Inquiries of an administrative nature relating to share-
holder accounting records, stock transfer, change of
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Digital Equipment Corporation
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111 Powdermill Road (L12)

Maynard, MA 01754

(617) 493-5213

Digital Equipment Corporation customers who have
questions and/or problems relating to their account
should contact the Customer Assistance Department at
(617) 493-7161.

Transfer Agent and Registrar

for Common Stock

Morgan Guaranty Trust Company is the principal stock
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questions on change of ownership, lost stock certifi-
cates, consolidation of accounts and change of address.
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sending a signed and dated note or postcard to Morgan
Guaranty Trust Company. Shareholders should state the
name in which the stock is registered, account number,
as well as the old and new addresses.

Morgan Guaranty Trust Company of New York

30 West Broadway

New York, NY 10015
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CORPORATE PROFILE

Digital Equipment Corporation is one of the world’s largest manufacturers of networked
computer systems and associated peripheral equipment and the leader in systems inte-
gration with its networks, communications and software products. The Company's prod-
ucts are used worldwide in a variety of applications and programs, including scientific
research, computation, communications, education, data analysis, industrial control,
timesharing, commercial data processing, graphic arts, word processing, personal com-
puting, health care, instrumentation, engineering and simulation.

FINANCIAL HIGHLIGHTS

Fiscal Year 1986 1985 Change
Total operating revenues . . . $7,590,357,000 $6,686,316,000 + 14
NGt IO vy e i rara aria i $ 617,420,000 $ 446,682,000 + 38
Net income pershare . . . . .. $4.81 $3.71 + 30
Total stockholders’ equity . . $5,727,827,000 $4,554,599,000 + 26
Stockholders' equity

pershare .. .............. $ 44.54 $ 38.43 + 16

ANNUAL MEETING OF STOCKHOLDERS

The Annual Meeting of Stockholders will be held at 11:00 A.M., Thursday, November 6,
1986, at the New England Life Hall, 225 Clarendon Street, Boston, Massachusetts.
Stockholders of record on September 8, 1986 will be entitled to vote at this meeting.
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On the Cover ~ Under the banner, “Digital Has It

Now!,” DECworld '86 attracted more than 20,000
customers to Boston in February for the industry’s
largest-ever single-company trade show. By any
measure the most successful marketing event in the
company's history, DECworld's 400 exhibits show-
cased Digital’s broad range of fully integrated

network solutions.




PRESIDENT’'S LETTER

To our Sharcholders, Customers, Employees and Friends:

Fiscal 1986 was a good year for Digital. During a time
when the computer industry was slow, we grew in reve-
nues and profits, with a significant improvement in our
use of assets.

We solidified our position as the leader in high-speed
computer networks. We introduced more important

new products than in any comparable period in the com-
pany’s history. And, to get us even closer to our customers,
we realigned our marketing organization to give it an
industry-specific focus with solutions that directly
address customer needs.

Digital’s Board of Directors was expanded during the
vear with the addition of Robert R. Everett, recently
retired president of The MITRE Corporation and a
renowned computer pioneer who helped lead develop-
ment of the Whirlwind computer at MIT in the 1950s. We
are privileged to have Mr. Everett’s distinguished techni-
cal credentials and management skills at our disposal.

Digital has undertaken a difficult mission. Our goal is to
connect all parts of an organization —the office, the fac-
tory floor, the laboratory, the engineering department—
from the desktop to the data center. We can connect
everything within a building; we can connect a group of
buildings on the same site or at remote sites; we can con-
nect an entire organization around the world. We pro-
pose to connect a company from top to bottom with a
single network that includes the shipping clerk, the secre-
tary, the manager, the vice president, even the president.

The difficulty of our mission goes beyond the technical
challenges involved. Change also becomes an important
factor. Progressive companies analyze their organiza-
tions, understand their goals and then completely change
the way they run their business in order to make them
more competitive and more effective in pursuing their
goals. They recognize the benefits of tying their entire
company together with a single computer network that is
as accessible and easy to use as a telephone system.

But for many other companies the change to open,
company-wide computer networks is happening more
slowly because of traditional centralized computing
approaches. Without meaning to, those in charge of such
companies stifle the involvement and creativity of many
of their people by restricting the availability and flow of
information throughout the organization.

In the organization of the future that we propose, the free
flow of information creates excitement and motivation
and enthusiasm, and helps unify the company. The infor-
mation becomes a strong internal catalyst and a powerful
competitive tool.

Today’s Digital is very much this kind of organization.
We have become a truly unified company with one clear
strategy and one strong message, and everyone in the
company is working toward a common goal. And yet, we
have been able to retain a strong entrepreneurial spririt.
We have achieved this by creating the kind of organiza-
tion we are proposing for the future, one which is tied
together by an accessible, easy to use computer network.

Included later in this report are comments from some of
our customers for whom Digital’s ability to interconnect
their organizations—and in some instances to link them to
others—has created a significant competitive advantage.

All of us at Digital are far more excited about our
products and the future than at any time in the past.

We have more ideas than we've ever had on how to
improve current products and develop new ones—so
many, in fact, that we need to use great discipline to limit
our development activities to only those products which
will contribute directly to our mission.

P’y dr> 4

Kenneth H. Olsen, President
September 8, 1986



DIGITAL'S NETWORKING STRATEGY
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To fulfill our vision of how computers should serve their
users, Digital has been doggedly pursuing a very explicit
strategy for developing all the components and skills
needed to build fully integrated, easy-to-use high-speed
computer networks. It has taken much discipline, much
hard work and an enormous investment to produce a set
of products, all of them available today, which make it

possible for users to build computer networks of almost

any size and scope, from a few desktop systems linked by

a single wire within the same room to ones involving hun-

dreds of large, powerful computers spread throughout a

vast global organization.

“As the third-largest stock exchange in the world,

we planned for growth when we rebuilt our trading
floor, anticipating a doubling of trading volume over
the next several years. The VAXclusters and Ethernet
local area networks are flexible enough to support
this increased activity. We merely add systems, where
needed, without disrupting trading. They also enable

us to share data directly with information distribu-

tors, such as Reuters, around the world

Kevin M. Kane, Vice-President,

Corporate Marketing; Midwest Stock Exchange, Inc., Chicago

DNA = Development of the Digital Network Architec-
ture (DNA) began in the early 1970s with DECnet, a very
advanced protocol for integrating similar or different
computers in a network. We believe that DECnet is the

most widely used networking protocol in the world.

VAX = Next, in the mid-1970s, came the architecture for
VAX, which we designed to be as effective as a desk top
machine as it was a large data center system. We designed
it to last for many, many years but, most importantly, we

designed it to work effectively in networks.
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“We compete in a global marketplace, where our suc

’

cess depends on how open and efficient a market we
are. To that end, the Exchange underwent the Big
Bang of deregulation in October. In little more than
24 months, we had to create a new market reporting
system that was f;ISI. reliable, based on proven tee h-
nology, and expandable to meet future needs. Wt
installed VAXclusters and an Ethernet/ DECnet net-

work as the heart of that new system.’

George Hayter, Divisional Director, Information Services

The Stock Exchange, London

The idea of concentrating on a single architecture was
very different from the standard industry practice of
developing different architectures and software systems

for different sizes and classes of computers. I i

nstead, with
VAX, Digital provides a stable, predictable environment
that encompasses a range of systems from very small to

very large.

With the introduction of the first VAX svstem in 1977

Digital introduced a computing architecture that could

be—and would be—implemented on very large systems
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[t is VMS that ties together all of our computers, clusters
and networks. VMS provides a consistent user and pro-
grammer environment that significantly reduces staffing,
training and program maintenance costs. The value of
this environment was quickly recognized by software
developers and third parties selling applications solu-
tions. They have developed a wealth of software to com-
plement and supplement the applications developed by
Digital. Literally thousands of applications are available
on VMS.

There are also security features built into VMS which pro-

vide significant protection to systems and stored data. For
all these reasons, we believe that VMS is the best software

system in the world.

ULTRIX = Digital also provides one of the world’s best
UNIX-based systems, called ULTRIX, for those customers
who already have UNIX applications or do not need the
array of features or the networking capabilities of VMS.
Digital is the first major vendor to deliver a UNIX operat-
ing system that provides a native 4.2 BSD (Berkeley Soft-

ware Division) environment with System V compatibility.
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puters to belp create the largest worldwide distribu-
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subscribers operate in a compelilive, global market
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They require fast and reliable information gathering

and distribution services. Digital’'s VAX computers

and network architecture allow us to create the net-

work we need to meet those demands; it grows as we

do, without disrupting service.”

Martin Davids, European Technical Development Manager
Reuters Ltd., London

VAXclusters = Also key to Digital’s networking strat
egy are VAXclusters, a unique technology developed in
response to the rapid growth and constant change th it

characterize business today. As growth and change acc ol

lerate, users must buy larger systems and rewrite their

applications as they move them from one system to

the next.
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as user needs require. The ease and flexibility afford
maximum efficiency in the use of expensive computer

resources.

Digital’s approach to building networks with Ethernet is
quite simple. Just as telephone lines, low-speed data lines
and, where needed, video cable are wired lhl‘ollghnlll a
building, so is Ethernet. Using Digital’s wiring scheme,
called DECconnect, all four of these communications
technologies can be accessed easily through a single wall-
plate. Wallplates can be installed anywhere in a building,
making the assembly of a high-speed computer network

as easy as plugging in an appliance.

Because of the inherent simplicity of this approach, net-

works can be built easily in any environment—office, fac-
tory, laboratory, engineering department, computer room.
And they can be built at any level of an organization. To
illustrate, we use a simple model to define the various lev-

els which make up a typical organization:

Not surprisingly, the first level is the individual. A number
of individuals—they can also be devices such as robots or
laboratory equipment —all performing a similar task or
using the same database, constitute a workgroup. In turn,
one or more workgroups make up a department, and the

sum of these entities is the organization.
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With Ethernet all the functions within an organization
can easily be merged into a single, seamless network.
With Ethernet, you can literally plug anything in any-
where and it is immediately on the network. And because
Ethernet is a “throughway,” rather than a chain or a ring,
devices can be added or removed without interrupting

traffic on the network.

Second Generation of VAX = The company introduced
seven new second-generation VAX systems in a period

of eight months, thereby completing the replacement of
the original industry-standard 700-series VAX systems that
debuted in 1977. Following is the current line-up of 8000-

Digital’s computers, used throughout the Lockheed

Corporation, are belping ensure smooth material flow
to keep production of the largest aircraft in the West
on schedule. At peak production, one C-5B will roll
out of Lockheed-Georgia's Marietta plant every ten
days. VAXclusters and PDP-11s control the precise
cutting and machining of thousands of separate parts

making up the airframe and skin.

series VAX processors. Included are two midrange
systems that were announced as this report was being
prepared. Introduction dates and power comparisons
with the de facto standard created by the original VAX-

11/780 are shown in parentheses.

= VAX 8800: the highest-performance computer sys-
tem ever produced by the company, delivering up to

12 times the power of the original VAX-11/780. It is
designed for use in such compute-intensive areas as
seismic analysis, image processing, artificial intelligence,
circuit design, simulation and high-energy physics.
(January 1986,—12X)

11
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“Our hospital clients operate tn an increasingly com-

petitive market with both regulatory agencies and
insurance compantes pressuring them to control costs
Integrating such diverse information as patient care
data and financial, staffing, and market data rapidly
and efficiently allows a hospital to maintain quality
care and remain competitive. We and our customers
rely on VAX computers to provide fast and reliable
information systems, and a responsive service organi-
zation, in an environment where peoples’ lives are

at stake.”

Stephen Macaleer, Vice-President

Shared Medical Systems Corporation, Malvern, Pennsylvania

* VAX 8700: a high-performance system suitable for
industrial and scientific applications requiring very large
memory and data transfer rates. It is particularly suited to
management information systems, scientific or financial

modeling and data acquisition. (August 1986 —6X)

= VAX 8650: a large and powerful system that combines
fast throughput, high system availability and operating
economy, making it popular in office automation.
computer-integrated manufacturing and management

information systems. (December 1985 -6X)

* VAX 8600: the first member of the second generation,

lity for the first ume

it brought VAX power and functionali
to the largest compute-intensive applications. It is popu
lar in commercial data processing, administrative and

information management systems and transac tional pro-
cessing, as well as in the scientific, research and engineer

ing communities. (October 1984 -4X)

.

- I A R S50 1 1 1
VAX 8550: provides high-performance computing in 4

very compact package. It is an excellent system for large
departments that want to support general purpose oitice
information systems, simulation or computer aided

design. (August 1986 -6X



* VAX 8500: a compact system designed for multiuser
customers in all technical and commercial markets. It is
particularly suited to users who need midrange power
but who are faced with space and facility constraints.

(April 1986-3X)

* VAX 8300: a low-cost, midrange system that brings
VAX power and versatility to compute-intensive applica-
tions such as simulation, image processing and computer-
aided \lL'.\i;_'n and where cost and compactness arce

important criteria. (January 1986—1.9X)

= VAX 8200: as powerful as the original VAX-11/780,

but at half the price. It is an ideal departmental system

in office, manufacturing, commercial and scientific

applications.

Each member of this new second generation of systems is
designed within the same proven VAX architecture and
each employs the same VMS software system. Thus, a pro-
gram written on one VAX system can run on any other VAX
system, including MicroVAX, without modification, giving
any VAX user access to the industry’s most comprehensive
offering of networking products and to the more than

3,000 applications that have been written on VMS.
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STRATEGIC NEW PRODUCTS

“Operating in one of the fastest-growing regions of

the country, we require a flexible data network that
can provide key corporate information to the people
who need it instantly at their fingertips. Our deci-
sion support system, based on ALL-IN-1 Office and
Information Systems software running on VAX and
MicroVAX 1l computers, provides such information as
the status of the telecommunications network, traffi
load through our long distance switching centers, and
quality control indexes for service and repair orders -

maintaining accountability and customer service

David |. Baker, Manager, Office Automation Systems

United Telephone Company of Flori
Florida

da, Altamonte Springs

In addition to the seven new second-generation VAX svs.
tems, Digital introduced scores of other new products
during the year, each an implementation of the integrated
network strategy on which the company has been build
ing for many vears. Each is designed to work within the

Digital networking environment and each addresses a

specitic information management need. Here are a few
of the highlights of the most prolific new product vear in

our history:

LAN Bridge 100 = This Important connectivity product
dramatically extends the ability to build and connect

Ethernet local area networks LANSs). Previously. local
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interconnect several local networks into a single virtuall

scamiess network capable of supporting thousands of

computers, workstations, printers and other devices

ki 2 . rthin
The bridge also directs message traffic dy namically wit

1 1 1 " ' n
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MicroVAX Enhancements = During the year, two of
Digital’s most important integrated software systems,
ALL-IN-1and A-to-Z, were made available for the
MicroVAX 11 system:

The ALL-IN-1 Office and Information System is a com-
prehensive set of integrated office software for work-
groups and departments in large organizations. It offers
word processing, electronic mail, desk management, time
management and other office functions through one menu
on a single terminal or an industry-standard personal
computer. It can also be customized to include depart-
mental data and information processing applications.
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The A-to-Z Integrated Software System was developed to
allow Original Equipment Manufacturers (OEMs), soft-
ware developers and resellers to pursue significant new
opportunities to reach new classes of potential customers
among small businesses by being able to offer more than
1600 higher quality business software packages available

on Digital’s computers.

Al VAXstation = Digital’s Al VAXstation is the indus-
try’s first fully integrated artificial intelligence (AI) work-
station. Based on the MicroVAX I, this system provides

a practical and inexpensive development tool in the fast-




growing “‘knowledge engineering” field. It offers sucl

iCn

features as multitasking, mu]n\\'m\l(\‘.\'m}; and

1= 4
1 nigh

resolution graphics on a large, easy-to-read

1screen. T1

new system is popular in a wide variety of commercial
technical and industrial markets. includ

ing aACrospace
petrochemicals, government, finance and education. A

because it is a VAX, applications developed on the Al VA)

station can run on any other computer in t

This workstation is evidence of Digital’s commitment ¢
maintain its leadership in the artificial intelligence mar

ket. The company offers a wide range of Al software

16

\ N )
al | )
| )
1 r
¥ | pa
f which
A
b full VAN
nt i}
lectron
the ¢icCt
ind { i1 ! -
a | Pl
rkets
¢ d p JArKe
( | a {

VMS/SNA « VMS/SNA is & low-cost software Pt

1Irees
reerns Aire
hat . ! A1 VAY ) 1 sysien

at iinks 1) 1a A X 1sed 1




Architecture (SNA). Intended for traditional MIS and
data processing centers, this product allows users to take
advantage of VAX power and versatility while still being
able to access large IBM databases. For example, local
workgroups can use MicroVAX or VAXstation as their
primary computer and still gain direct access to an SNA

environment.

DECconnect = DECconnect, Digital’s strategy for
wiring a building, provides a simple means of integrating
all the communications options needed in a user envi-
ronment today and in the future, and makes them easily
accessible through a single wallplate. DECconnect, then,

“We depend on talented people using the best

technologies available to keep us competitive. Our
VAXcluster in New York receives foreign exchange
currency rates directly from Reuters VAX system in
Europe. This VAX-to-VAX system link gives our
FOREX traders a ten-second edge in identifying profit
positions in Eurocurrency arbitrage. In a market as
volatile as currency trading, that competitive edge can
make all the difference.”

Jay Pomrenze (left) , Senior Vice-President, Foreign Exchange
and Kevin McGilloway, Senior Vice-President, Technology;
Bankers Trust Company, New York, New York

makes the building of Ethernet networks as easy as plug-

ging in an appliance.

Enhanced DECnet-DOS = Enhanced DECnet DOS
Software allows an IBM PC, PC/AT and IBM PC/XT to
participate via DECnet as full members of a Digital
network with all the benefits of remote file transfer
and network management usually associated with

Digital networks.
VAXstation II/GPX = This powerful system is Digital’s

first technical workstation for the UNIX marketplace. It
provides high-performance color capabilities, sophisti-

17




At Volvo Car Corporation, networks and VAX com
puters are used in virtually every step of production
from: design and testing to manufacture. The com
pany’s new Uddevalla, Sweden, manufacturing plant
is being designed to function competitively well into
the 21st century with the most advanced CIM (Com
puter 1’1/("2111/0(1’ Manufacturing) technole )Ple

able, run entirely on VAXclusters

cated windowing, multiple graphics

intertaces and f extensive
} ‘4 { mnicracesand a .\(.md;ud Netw ork Pac k.q:c\ 9 s
choice of networking options—all essential feat ires in ~ . : : . oing them plan,
the computer-aided dcslgn, manutacturing and ¢ for ctiective
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» Package One is for low-speed communications. It con-
nects terminals or personal computers into a local area
network within a workgroup. It can link 16 offices, and

can eventually expand to serve a maximum of 64 offices.

* Package Two is for high-speed communications. It is
also for use at the workgroup level. It uses ThinWire
Ethernet cable to link workstations and pcrsnnzll com-
puters, including IBM products, in 16 offices. It, too, can

be expanded to serve a maximum of 64 offices.

» Package Three permits the linking of up to 64 offices

on the same floor. It requires that the components of
Packages One and Two be located in the same equipment

room on the same floor.

» Package Four is designed to link different floors
within a building or different buildings within a site,
using either coaxial cable or fiber-optic connection. One
variation of this package connects buildings up to 10

miles apart.




= Package Five connects up to eight computers within a
computer room. It uses Digital Ethernet communications
controllers, permitting any central processor or standard
system to be incorporated into this package.

= Package Six lets a Digital computer network commu
nicate with an IBM SNA network. For example, it allows
users of IBM 3270 terminals within the SNA environment
to access the VAX system. A total of nine access routines
are available, including Gateway Management, Remote
Job Entry, Terminal or Printer Emulation and IBM’s

DISOSS Document Exchange.
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PC ALL-IN-1 = This easy-to-use MicroVAX-based
system allows up to 30 previously isolated personal com-
puters to be linked into an office workgroup network.
These PCs can run thousands of industry-standard appli-
cations, enjoy the use of shared resources and have access
to the other systems throughout the network. Multiple
workgroup networks can be linked into a single depart-
mental network to provide the benefits of ALL-IN-1 to

thousands of users.

VAX/VMS Services for MS-DOS = This new software
product is specifically designed for users of the popular

Microsoft MS-DOS applications packages. It combines

“Our image processing system, which bas become the

de facto standard for oceanographic satellite remote
sensing research, creates color photographs portraying
surface temperature, current, winds, and chlorophyll
content from more than two billion bytes of informa-
tion fed daily to our network of VAX and MicroVAX 11
computers. These exceedingly complex images are
compiled from millions of observations and cover
thousands of squares miles of geography. The images
are then shared, through a DECnet network, with 16

major ocean research institutions around the world.”

Drs. Otis B. Brown (opposite) and Robert H. Evans (above),
Rosenstiel School of Marine and Atmospheric Science;
University of Miami, Florida

the resources of Digital’'s VAX/VMS and MS-DOS into
a network environment that integrates personal and

organizational computing.

VAXmate = Digital’s newest personal computer is the
first in the industry to be designed from the ground up
for networking and information sharing. It is IBM PC/AT
compatible, offering users industry standard personal
computing, plus the ability to share information with
other VAXmates, with larger Digital systems and, through

gateways, with IBM SNA networks.
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“Our customers look to us, as one of the largest pr.

ing and design firms in the world, for innovation and
cost savings. We developed PACREATE, an automated
package design system, to operate on a network of
VAX and MicroVAX 11 computers. Using more than
6,000 package types, we can custom design all aspects
of packaging, from size, shape, and materials to label
ing, manufacture, and retail display. The final design
1s sent over our network to production facilities, cut
ting design development time from an average of one

month to one-half day."’

Yasuo Kubota (seated), Manager Engineering Research
Laboratory; Dai Nippon Printing Co., Ltd.. Tokyo

From the beginning, customer satisfaction has been a
primary corporate goal at Digital. We recognize th
efforts to apply the latest technologies, design the best
products and provide the best solutions are me
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at all
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In support of Digital’s commitment to its customers
around the quality and quantity of support services and
the ease with which they can be accessed, Digital main-
tains a worldwide customer support organization of more
than 30,000 maintenance and software support personnel
deployed at more than 650 locations in 54 countries on
tive continents. Their goal is to maximize computer avail-

ability to our customers and minimize cost of ownership.

Because different customers have different needs, Digital
olters a comprehensive array of support services from
which customers can choose. These include 24-hour, full

service and as-needed contract coverage; automated tele-

phone diagnosis of hardware and software products; and

call-in centers for software consulting. Carry-in centers
and a fleet of fully equipped mobile units provide service

for small systems and terminals.

For customers whose needs are not met by Digital’s stan-
dard products, the company maintains Special Systems
facilities around the world that provide customized ser-
vices in hardware and software design, applications pro-
gramming, systems engineering, project management

and networking.
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Digital offers what it believes to be the most comprehen-
sive portfolio of disaster recovery services available from
any major vendor. One program, called Recover-all, pro-
vides subscribers with back-up computing capabilities
to replace their systems lost to storms, power outages or
other disasters. Digital was the first—and we believe

still the only—vendor to offer such a program.

To ensure that its employees and customers are kept
abreast of the latest technologies, products and applica-
tions, Digital maintains one of the world’s largest private
educational services organizations. Its curriculum encom-
Passes more than 500 courses offered in 18 languages by

Starting with a single PDP-11 computer nearly five

years ago, Intasun Travel (International Leisure
Group PLC) delivered instant reservation confirma-
tions to travel agents. The company, beadquartered in
London, now operates its own airline and confirms
reservations for two million travelers annually to
more than 1,300 resorts and hotels around the world.
With one of the largest VAXclusters in Europe at the
heart of its system, Intasun has become one of the

world’s leading travel wholesalers.

600 instructors at 40 training centers around the world.
Self-paced courses, computer-based instruction and

classes at customer sites are also offered.

Again this year, Digital’s customer service organization
was rated by an independent survey and several indus-
try consultants as the best among the major computer
vendors. We are gratified by this recognition, and are
challenged by it to continue to work as hard as we can
to ensure that our customers’ needs are met and that
Digital’s Customer Services group does, indeed, remain
the best in the industry in the view of those whose opin-

ions of us matter most: our customers.

o
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DIGITAL'S RESPONSIBILITIES TO PEOPLE

“Our organization is a network of women— 175,000
members, living in more than 2,000 communities
around the U.S., who share common concerns. With
the VAX computer in our Washington, D.C., head-
S N hzcad
quarters, we provide instantaneous and broad-basea
networking to keep in touch with our members and
put them in contact with each other, revolutionizing
the way women communicate with one another on

issues important to themselves, their communities,

and the nation.”

Sarah Harder (seated), President, American Association of

"y’

University Women (AAUW) and Chairmian of the Board, AAUV
Educational Foundation; Elsie M. Sniith (left), Chatrman of

Research and Projects Awards Panel, AAUW Educational Foun
dation; Maureen O'Hara, recipient of 1986 Recognition Award

/4
for Young Scholars fron: the AAUW Educational Foundation

Digital recognizes that it has important obligations to
many people whose reasonable expectations the com

pany must strive to meet. Customers expect Digital

to be a reliable supplier of high quality products and

services. Shareholders expect the company to work
hard to make their investments grow. Our employees

expect the company to be a sensitive and supportive
employer. The community at large expects Digital to be
a thoughtful neighbor and responsible corporate citi.

zen. The company is tirmly committed 1o meeting all
g

of these expectations.

Digital is very proud of the dedication of its employees
around the world, who now number 95,000. The com
pany seeks to recognize their ac complishments by pro
moting their personal and professional growth through
support of such programs as continuing education, job
enlargement training management development, pef
sonal skills workshops, tuition refunds, s¢ holarships and
university courses at company facilities. All of these pro-
grams were expanded during the vear to accommodate
the steadily growing numbers of employees at all levels of

the organization who seek to learn and grow, and we will

continue to encourage and support their iniiatives




Di.ﬂi(.ll remains seriously committed to programs which
ensure that all employees have equal opportunities for
hiring and advancement. The company has continued
to aggressively pursue affirmative action programs to
attract and develop minority and female employees.
One of the most successful programs in this area involves
partnerships with a number of minority universities to
which Digital provided computer equipment and other
resources to support the development of state-of-the-art
science and technology curricula. Another related pro-
gram provided individual scholarships to almost 100

temale and minority college students.

Digital encourages outside initiatives at the national,

regional and local levels in all the areas of the world
where our employees live and work. During the year,
the company broadened its community involvement
through increased grants of cash and equipment to hun-
dreds of educational, social, civic, cultural and health
care programs. The following programs typify the com-

pany’s involvements.

Digital continued to support the Florida-based Adam
Walsh Child Resource Center and its national initiatives

in behalf of missing and exploited children. Grants of

—
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DECtalk voice-synthesis equipment were made to 230
not-for-profit organizations around the world to pro-
vide the disabled with access to technology. Ot her grants
provided support in such areas as research and therapy
for children, homeless shelters, AIDS research, and the
President’s Committee for the Employment of the

Handicapped.

Digital made major underwriting commitments to 4 num-
ber of important national and local programs, headed by
its support for the sixth consecutive year of “Evening At
Pops,” the top-rated PBS Television concert series featur
ing the Boston Pops Orchestra. The company also
became a major underwriter of the acrospace exhibit

in the Smithsonian’s National Air & Space Museum, the
national tour of an exhibit of Artificial Intelligence being
staged in Boston's Museum of Science, and a major new
travelling exhibition of American watercolors assembled
by the Worcester, Mass. Art Museum. Digital also donated
equipment to the fund-raising auctions at 30 public tele
vision stations. And, as part of its “Valuing Differences”
program, the company provided major funding for a first
ever ethnic summer festival in Boston.

In the area of education, the company made grants to
scores of graduate schools, colleges and universitics as
way of encouraging research in specific areas and keeping
abreast of other areas which may be critical to the compa-

ny’s future. This involvement is also meant to encourage

the technological advancement of women and minorities

A major grant to the Springfield, Mass. public school
system will help create a computer netw:

school to promote development of stud
areas as creative w

ork in its high
ent skills in such

riting, special and bilingual education
and laboratory experiments.

Digital also made more than 400 scholarship grants 1o

childr y y
en of employees, 1o w omen and minorities pursuing

careers in science and technology, and 1o college-bound
students in Digital communities. Thirty-one
employees received National '
from the company,

children of
Merit Scholarship SuUppor
making Digital's National
gram the third largest in the nation.
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IANCIAL SUMMARY
ELEVEN-YEAR FINANCIAL S

Operations (in millions except per share data)

Revenues

Total operating revenues ..........«--

Costs and Expenses . -
Cost of equipment sales, service and other revenucs
Research and engineering expenses. . . . ..

Selling, general and administrative expenses

Operating income. .. ......-..
Interest eXpense . ..........
Interest iNCOME . . .« v vevnvanenenns

Income before income taxes .
Provision for income taxes. . ........

INEtINCOME ...ciiicesraisinisiies
Net income pershare'. .. .....

Weighted average shares outstanding .

Financial Position (in mllions except per share duta
Inventories. . .......... Ny
Accounts receivable, net of allowances
Working capital. ...............

Property, plant and equipment, at cost
Totalassets ................

Long-term debr. . . .
Stockholders’ equity. . . . . . s
Stockholders’ equity per share. . .

General Information and Ratios (du/lr: 1x seilli:
Current ratio
Quickratio .......... ... . . s
Additions to property, plant and equipment
Depretiation . .. oo vsesions.

Debt to debt plus equity ratio |

Operating income as a percentage of total
operating revenues

operating revenues
Effective tax rate

Net income as a percentage
Net income as a percentage
stockholders’ equity . .

Netincome as a percen
Number of days sale.
Inventory turns
Number of emp

Common shares outstanding (i thossands

Shareholders at year-end

Common stock yearly hig

of total operating revenues
of average

tage of average rotal assets
s of accounts receivable outstanding

h and low sales prices
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prior 1o 1984

1986

$4,961.9
26285

7.59%.4

4,282.1
814.2
1,665.4

828.7
88.1
(116.9

857.5
240.1

$ 6174
$ 431

1305

L1998
1,.903.3
4,222.7
3,262.7
1733

3332
5.727.8

$ 4454

4.9:1
3.5:1

$ 5642
$ 3840
5.5

10.9%

1.5
258.0
8.1

120

(’I

9

29
94,700
128,591
76,860

s 94-46

$4

)

-

]\l\'\

540

152.1

y 686

S35
l

5

3

y

\

5

1984

8311

J333

584.4

379.6

630.7

94 6

1983

Sl’_\(ﬁ_i

14044

42719

26060
4124
8306
3629

13.1

7

(61

4110

1274
$ 2836
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1982 1981 1980 1979 1978 1977 1976

$2,79 7 $2,384.2 $1,779.4 $1,381.8 $1,128.1 $ 8475 $ 586.7
1,08 | 813.9 588.6 4223 308.5 211.1 149.6
385 R 3,198.1 2.368.0 1,804.1 1,436.6 1,058.6 736.3
2.1¢ 1,778.7 1,319.9 1,012.3 802.3 595.1 4243
3- 251.2 186.4 1383 115.7 79.7 58.4
75 6322 478.9 370.1 281.0 205.9 136.1
58 536.0 382.8 283.4 237.6 177.9 117.5

z 29.2 27.0 243 224 11,7 9.9

(10. 4) (60.6) (53.8) (35.8) (12.3) (10.2) (11.8)
67: 567.4 409.6 2949 227.5 176.4 119.4
255.6 224.1 159.7 116.5 85.3 67.9 46.0

$ 417.2 $ 343.3 $ 249.9 $ 1784 $ 1422 $ 108.5 $ 734
$ 3.76 g 335 $ 273 $ 2.05 $ 1.70 $ 1.39 $ 099
110.9 105.1 94.3 89.9 86.5 78.0 74.1
1,13 1,102.2 819.9 513.5 428.1 375.0 218.8
8 758.1 629.1 475.1 375.2 323.1 2193
2,1 2,029.8 1,658.2 1,076.9 887.0 574.2 499.0
1,61 1,128.4 772.3 582.1 507.8 352.4 2158
4,0. 3,456.1 2,666.1 1,863.2 1,501.4 1,070.4 856.0

: 88.4 489.7 340.7 341.6 90.6 91.4
3,1 2,679.7 1,651.7 1,120.2 904.8 735.5 606.0
$ 2 $ 24.65 $ 18.12 $ 13.79 $ 11.35 $ 937 $ 7.80
4 4.2:1 4.5:1 3.8:1 4.7:1 35:1 4.3:1
2.1 2.3:1 2.6:1 2.3:1 2.8:1 1.8:1 2.8:1

$ 5112 $ 3985 $ 209.9 § 939 $ 167.0 $ 143.2 $ 545
1526 $ 102.1 $ 698 $ 577 $ 502 $ 285 $ 220
2.8% 3.2% 22.9% 23.3% 27.4% 11.0% 13.1%
15.1% 16.8% 16.2% 15.7% 16.5% 16.8% 16.0%
17.3% 17.7% 17.3% 16.4% 15.8% 16.7% 16.2%
38.0% 39.5% 39.0% 39.5% 37.5% 38.5% 38.5%
10.7% 10.7% 10.6% 9.9% 9.9% 10.3% 10.0%
14.3% 15.9% 18.0% 17.6% 17.3% 16.2% 14.7%
11.2% 11.2% 11.0% 10.6% 11.1% 11.3% 10.3%

73 73 81 82 82 88 85

2.0 1.9 2.0 2:9 2.0 2.0 22
67,100 63,000 55,500 44,200 39,000 36,700 25,700
55,227 54.348 45,568 40,606 39,873 39,259 12,944
44,706 39.948 35,144 28,835 25,868 22,738 15,442
5 55-34 $ 55-29 $ 41-27 $ 29-22 $ 28-19 $ 30-20 $ 30-18
31




ANALYSIS OF RESULT

MANAGEMENT'S DISCUSSION AND

Income and Expense Items asa

Percentage of Total Operating Revenues Percentage Chyng,
3 1986 Income and Expense ltems 1985 1984.85 100%
1984 1985 nc < ' 1983.84
-~ 3 1
68.6% 67.8% 65.4% Equipment sales 18 i
31.4% 32.2% 34.6% Service and other revenues 2 23 %
100.0% 100.0% 100.0% Total operating revenues 14 3
Cost of sales, service and other
60.5% 61.1% 56.5% revenucs 2 -
11.3% 10.8% 10.7% Research and engineering expenscs 14 14 )
Selling, general and administraty
21.1% 21.4% 21.9% cxpenscs £ 21 ),
7.1% 6.7% 109% Operating income 84 14 9
0.6% 1.2% 1.1% Interest expense 134 168
(0.7%) (0.9%) (1.5%) Interest income R 52 )
7.2% 6.4% 11.3% Income belore income taxes > 2
1.3% (0.3%) 3.2% Income taxes 1614 8
3.9% 6.7% 8.1% Net income 8 36
As an aid to understanding the Company's operating Consolidated Stat ne for the three fiscal
results, the above tables indicate the percentage relation Years et " L il

ships of income and expense items included in the




Revenues

The C npany’s total operating revenues for fiscal year
1986 1 reased by 14% compared with increases of 20%
in 1958 ad 31% in 1984. The Company continued to
beafl. -d by a protracted downturn in the computer
indus  Customer spending was cautious, particularly

in the manufacturing sector. However, many new
produ  and a growing recognition of the Company’s
netwo g capabilities led to an increase in market
share. « Company now has the products and skills
requir ‘0 build high-speed local networks anywhere in
anorg zation. It is the Company’s goal to tie together
every | tof an organization from the desktop to the
data cciter.

Demand from customers overseas remained strong
throughout the year. Non-U.S. revenues accounted for
42% of total operating revenues in 1986 compared with
40% in 1985 and 35% in 1984.

Anim rtant factor in the Company’s revenue growth in
fiscal » was the extension of the range of compatible
VAX puter systems provided by several new products
introc  d during the year, Excellent customer accept-
ance mmediate availability of the new products were
refle n the fiscal year’s results.

Anot!  actor contributing to revenue growth was the
Com; s ability to supply simple, cost effective solu-
tions s expanding customer base. All of the Compa-
ny’sh ware and software products have been designed
withi - same modular architecture. This allows them
towo:  ogether in networks in virtually any combina-
tion ar | to work with products from other major com-

puter vendors. Customers value this unique product fea-
ture because it provides them with considerable flexibil-
ity and cost effectiveness in implementing their computer
strategies.

In fiscal 1986, service and other revenues, which princi-
pally include maintenance service, software revenues,
customer training and the sale of replacement parts, grew
by 22%. Service and other revenues comprised 35% of
total revenues in fiscal 1986, compared with 32% in 1985
and 31% in 1984.

Total Operating Revenues $ Millions
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Non-United States Revenues $ Millions
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Expenses and Profit Margins

e cost of sales as a percentage of opcnting revenues
'clilicreascd in fiscal 1986 compared w:fh the prior two‘
years. This reflected a higher proportion of revenues from
new products, increased manufacturing dﬁglcncu:s. cost
reductions, reduced inventory levels and an lmprovu‘l
mix of service and other revenues. As a resfxll. operating
income increased by 84%, compared with increases of
14% and 9% in the two preceding fiscal years.

Research and engineering expenses grew 14% in fiscal
1986 and comprised 10.7% of total operating revenues
compared with 10.8% in 1985 and 11.3% in 1984, The
Company is primarily involved with applied research and
engineering and has approximately 5,700 professional
employees involved in various research, engineering and
programming activities.

The Company’s investment in research and engineering,
over $2 billion in the last three years, resulted in the intro-
duction of several new hardware, software, and service
products in 1986. Among them were the VAX 8800, the
Company’s highest performance VAX system, which is
designed to solve problems in such areas as seismic analy-
sis, image processing, artificial intelligence and high-
energy physics. Also announced were the VAX 8500, 8300
and 8200, second generation mid-range offerings, which
have extensive applications, including commercial and
office automation. The introduction of the VAX 8550 and
VAX 8700 computer systems shortly after the close of the

fiscal year completed Digital's systematic replacement of
its 11/700-series of VA Xes.

The Company also introduced during the year a series
of workstation products including the Al VAXstation, a
Micro-VAX-based system for artificial intelligence appli-
cations, and the entry-level VAXstation II/RC, which pro-
vides compute-intensiye performance and networking,
These complement other members of the VAXstation
family, the VAXstation 11, VAXstation I1/GPX and the
VAXstation 500 series, which were also introduced dur-

stations, mid-range systems and larg

: ¢ mainframes i
single network that ties together an oy

entire organization.
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Expenses and Profit Margins (continued)

Sellin general and administrative expenses increased

to21. . of total operating revenues in fiscal 1986 com-
pared 1th21.4% in 1985 and 21.1% in 1984. Additions

to salc ind service personnel accounted for most of the
incre: - over fiscal 1985.

Interc  ncome increased in fiscal 1986 from fiscal 1985
levels - to a higher level of cash available for investment.
Intere  xpense increased somewhat, reflecting an $11 mil-
lion p:  iium for the early redemption of $100 million

of 139 inking Fund Debentures issued in fiscal 1984.

The C npany’s effective tax rate for fiscal 1986 was 28%.

Excluc ng a one-time DISC (Domestic International Sales
Corporation) benefit of $63 million, the fiscal 1985 effec-
tive tax rate was 11%. In fiscal 1984 the effective tax rate

Inflatic . and Changing Prices

Thep  «ding discussion and analysis are based on the
Comp s financial statements presented in historical
dollar ¢ pages 51 and 52 for supplementary informa-
tiono = Company’s historical financial data adjusted
forth: ccts of inflation and changing prices.

was 18%. The increase in the effective tax rate for fiscal
1986 resulted primarily from improved profitability in
the U.S. and the scheduled expiration of certain U.S.
tax credits.

During the year, the total number of employees increased
by 5,700, bringing the total number of employees at year
end to 94,700. The increase in the employee population
took place primarily in the sales and service organization.
As was the case in fiscal 1985, the number of employees
in manufacturing declined while the number of employ-
ees in the engineering organization increased slightly.

The ratio of net income to average stockholders’ equity

(ROE) was 12% in fiscal 1986, 10.5% in fiscal 1985, and
8.7% in fiscal 1984.

Total Stockholders’ Equity $ Millions
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MANAGEMENT’S DISCUSSION AND ANALYS

Availability of Fund

The requirement for funds to support the Company's
operations has historically been met with inlc{nally
generated funds supplemented with external financing.
During fiscal 1986, internally generated funds were more

than sufficient to support operations.

During the three year fiscal period 1984-1986, funds
generated from operations exceeded funds used 1o
support operations by $391 million. In 1986, funds gen-
erated from operations were $793 million, compared
with $101 million generated in 1985.In 1984, $503 mil-
lion was required for operations. The higher level of
funds generated from operations in 1986 was a result
of improvements in the Company’s profitabilty and
asset management.

Common Stock Information

The Company’s common stock is listed and traded on the
New York Stock Exchange, Pacific Stock Exchange and
several European stock exchanges. There were 76,944
stockholders of record as of August 1, 1986. The high and
low quarterly sales prices for the past two fiscal years are
presented below. The 1985 stock prices have been
adjusted to reflect the two-for-one stock split effected
May 9, 1986.
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Spending for Operations

Fiscal y. 'r-end inventories declined 32% from the prior
year. A\ age year inventory turns of 2.9 times improved
fromth 3 times and 2.1 times recorded in 1985 and
1984, re  cctively. Accounts receivable grew 24%,
reflecti 1 rise in equipment sales and the effects of cur-
rency tlation. The increase in days sales in accounts
receival  outstanding to 79 from 75 in fiscal 1985 is
more ti: accounted for by currency translation. Days
salesor  inding improved in the United States.

Capital  nding in fiscal 1986 totaled $564 million,
down sl tly from the $572 million spent in 1985. In fis-
cal 198¢ -423 million of the capital spending was for

equipmc it as the Company continued to invest in sup-
port of new products and technology development.
Spending for land and building additions totaled $92 mil-
lion, and leasehold improvements totaled $49 million.

The ratic of net income to average net total assets (ROA)
was 9.1° n fiscal 1986, 7.5% in 1985 and 6.5% in 1984.
The Co  any added approximately 3 million square feet
of buill  space worldwide in fiscal 1986, bringing the
totalar  nt of space to 32.3 million square feet, com-
pared v 29.3 million square feet in 1985 and 24.5 mil-
lion sq feet in 1984. Most of the new space in 1986
was ad werseas to support a higher level of sales.
The Cc any’s actual capital spending level in fiscal
1987 w e dependent on a variety of factors, including
genera:  nomic conditions and the growth in demand
forits ;  Jucts and services.

Additions to Property, Plant & Equipment

Depreciation Expense $ Millions
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Report of Management

The Company's management is rcspons.mlc for the
preparation of the financial statements in accordance
with generally accepted accounting principles and‘for
the integrity of all the financial data included in this
Annual Report. In preparing the financial statements,
management makes informed judgments and estimates
of the expected effects of events and transactions that
are currently being reported.

Management maintains a system of internal accounting
controls that is designed to provide reasonable assur-
ancé that assets are safeguarded and that transactions
are executed and recorded in accordance with manage-
ment’s policies for conducting its business. This system
includes policies which require adherence to ethical
business standards and compliance with all laws to
which the Company is subject. The internal controls
process is continuously monitored by direct manage-
ment review and an internal audit program under which
periodic independent reviews are made.

The Board of Directors, through its Audit Committee,
is responsible for determining that management fulfills
its responsibility with respect to the Company’s finan-
cial statements and the system of internal accounting
controls.

Report of Independent Certified Public Accountants

To The Stockholders and Directors,
Digital Equipment Corporation

W‘e 'havc examined the consolidated balance sheets of
Digital Equipment Corporation as of June 28, 1986 and
June 29,1985 and the related consolidated statements of
income, stockholders’ equity and changes in financial
position for each of the three fiscal years in the period
ended June 28, 1986. Our examinations were made in
accordance with generally accepted auditing standard
and accordingly included such tests of the accounting i

records and such other auditing procedures as we consid
ered necessary in the circumstances. ‘
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CONSOLIDATED STATEMENTS OF INCOME

(in thousands except per share data)

Revenues
Equipmc
Service ¢
Total op
Costs ar
Cost of «
Researc!
Selling, |
Operati
Interest
Interest
Income |
Income |
Provisior
Reversal «

Total ince
Net incor

Net inco
Weighte

The accon

Notes A and B)
SRR P12 o6 cer S 1o e a1 Lo e T
| OtHER FEVERUICS: . oists s, v zha sl iata o e e o

HOZTEVENMUES « o e tvvveeseveiee oesnneenas
xpenses (Notes A and 1)

pment sales, service and other revenues . . . . .
| engineering expenses. . ... c...vvesanins
-ral and administrative expenses . ..........

xes (Notes A and C)
YL ANCOMIE LAXCS & o 415614/ b ror wreis o410 %A ST B LR O N LR
DISCTANES . 250 wcvirhiisae Al s mrle o e s e

RO URXES o «o e civiomva0vin v v vlen o 2heariety Bivialols

DEL'SHATE (INDIE B) s s ersia 5 /asaravets onetsl sipmie) witolstelatl
erage shares outstanding (Note E) . .. oovvvens

ng notes are an m:r;gr.:/ part of these financral statements

June 28, 1986

$4,961,861
2,628,496

7,590,357
4,282,099

814,138
1,665,411

828,709
88,079
(116,899)

857,529

240,109

240,109
$ 617,420

$ 4.81
130,792

June 29, 1985

$4,534,165
2,152,151

6,686,316
4,087,475

717,273
1,431,769

449,799
82,003
(63,026)

430,822

47,390
(63,250)

(15,860)
$ 446,682
$ 3.71

124,112

Year Ended

June 30, 1984

$3,831,073
15725353

5,584,426
3,379,632

630,696
1,179,529

394,569
35,096
(41,477)

400,950

72,171

72,171
$ 328,779

H 2.87
114,728




CONSOLIDATED BALANCE SHEETS

(in thousands)

Assets

Current Assets

Cash and temporary cash investments (Nore D) . . ... .. S ,
Accounts receivable, net of allowance of $52,439 and $40,5
Inventories (Note A)

Raw materials . . i oiuvmesensmansnessqsnassensarss
Work-in-process . . .« c.cavssomarenssnesasnensoss
Finished goods . ....... e AU le e SIS

Total INVentOrIes. . ..« v vvreenenenecerimsonennsns
Prepaid expenses ............. erennr e
Net deferred Federal and foreign income tax charges

Total{Current ASSEtS: -s/viae 5i3)se asd als a4 Anen ae s
Property, Plant and Equipment, at cost (Noze A)

Buildings . . ...ovvvevrnininaniianinns
Leasehold improvements ... ....coveeenesannns
Machinery and equipment . . ...........

Gross Property, Plant and Equipment . . .. ..
Less accumulated depreciation . . ..

Net Property, Plant and Equipment . . . .

Total Assets . . ..o,

Liabilities and Stockholders’ Equity
Current Liabilities

Loans payable to banks (Now F)
Accountspayable ... ............ ... ..
Federal, foreign and state income taxes.
Salaries, wages and related items :
Deferred revenues and customer advances (e
Current portion of long-term debt
Other current liabilities

we A)

Total Current Liabilities

Net deferred Federal and foreign income

tax credits.
Long-term debt (Noze G)

Total Liabilities. ............. ...
Stockholders’ Equity (Nozes G ] and k)
Common stock, $1.00 par value: authorized 2

issued and outstanding 128,591,361 and 59,252 782 shares
Additional paid-in capital
Retained earnings

Total Liabilities and Stockholders’ Equity . .

2€ accompanying note re g, al part o e3¢ financial remmen
10les @ i ! !
T} np, 2 ean HI[(‘Z' part ¢ f ih 3¢ Ji 18l statementy

25,000,000 shares:

June

-

25, 1986

933
287

08
563
85

081,535

335,155

445 499

128.591
224,304
374,932

727,827

.lT‘.;Zh

June 29, 1985

$1,080, 180
1,538 955

512,670
343,765
697,732
1,756,167
64,569
197,957

4,637 828

97,492
745825
190,692

1,793,623
2 827,632
1,096,603

1,731,029

$6,368,857

s 1221
185,202
207.900
163,933
160,105

1411
150,807
943,609

33,704
Sib.‘”s

1,814,298

59,253
1.737.83

455439

>‘(,.3b5.857




CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQuiTy

(in thousands)
July 2, 1983

Shares issuet
plans (Noze |

Restricted st
Stock option
Federal inco
Effect of exc
income tax ¢
Net income

June 30, 198

Shares issuce
plans (Note |

Restricted sto
Stock option ar
Federal incom

Net income

June 29, 1985

Shares issued

plans (Noze |

Restricted st
Stock optios
Federal inco
Two-for-On
100% stock
8% Conver

into Comm
Net income

June 28, 198

The ace ompan

plans, charge to operations (Note ) . . . . ..

d purchase plans —excess

tax benefits (Note ) + oo v vniviieeennnn,

\ge rate changes on net deferred

oY ot b3 e A TN S TS S A e A AL

C |\|;ms. chzlrgc to operations (Note ) . . . . ..
'd purchase plans—excess
tax benefits (Note]) + .o oo vieennnnenn..

plans, charge to operations (Note]) . . . . ..

| purchase plans—excess

tax benefits (Note]) .o civianin ciivessis

ik split in form of

1N (NOIEK) .« o ove vivisavosrionn oms e vsins

Subordinated Debentures converted

’(k CINOFRLT] o o n atnca) o o atelnidaiwspoliel 1isr e oraseoia

o L ¢ I 0, e R T 0 S I LI S TS Sl LR L ke o

otes are an integral part of these financial statements

Common
Stock

$ 56,357

1,454

$ 57,811

1,442

$ 59,253

2,125

60,200

7,013

$128,591

Additional
Paid-in
Capital

$1,509,781

75,065
17,499

8,230

$1,610,575

93,786
20,420

13,053

$1,737,834

116,285
21,155

20,522
(60,200)

388,708

$2,224,304

Retained
Earnings

$1,975,144

6,907
328,779

$2,310,830

617,420
$3,374,932

R RREERREREREEEDS————

Total
Stock-
holders’
Equity

$3,541,282
76,519
17,499
8,230

6,907
328,779

$3,979,216

95,228
20,420

13,053
446,682

$4,554,599

118,410
21,155

20,522

395,721
617,420

$5,727,827
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iGES IN FINANCIAL
CONSOLIDATED STATEMENTS OF CHANGES IN FINA

(i thousands)

June 28, 1986

Funds from Operations

VI | P eI (s S 617,420
Net inCOME .+ .ovvivanvrnres FCETECITR L e
Add-expenses not requiring funds
in currc‘nt_pcrio.d: ...... SBA.04
Depreciation (Note A) . . .o ovvvenns TEERTRLEE R
Disposal of property, plant and equipment. .. .......... 112

stricted stock plans—
Restricted stoc p s g 21158
charge to operations (Nate ]} . . ...oviveenn..
Deferred income tax provision (Nate C) .. ... .. et (13,936)
Total funds from operations. . . .......ovuviriranianss 1,052,795
Funds Used to Support Operations
Increase (decrease) in working capital:
Accountsreceivable . . .. ... iiin iy e siivies e 364,332
TOVENTOTIES ...« v oicre-eisisieiniy nisisisialpiniorsia nisiasmte mioan u vinisls (556,411)
Prepaid EXPENSES .. vais x ois a/soieiorensiniamaioaismns J—— 20,705
Accountspayable . ... .. ... ... . (74,363)
NGO EARES S e oe S . 130,342
Other current liabilities . ................... (189,459)
(304,854)

Additions to property, plant and equipment ... ... .. 564,205
Effect of exchange rate changes on net deferred
income tax charges/credits ............ ... ..
Total funds used to support operations ...... . ... .. . . 259,351
Net increase (decrease) in funds from operations . 4 793.444

Funds Provided by Financing Sources

Increase (decrease) in:

Loans payable to banks (NoteF) ... ... . ... : 6,446
Long-term debt (Note G)

.................... oh o' (
9%5% Debentures due 2000 Nore G) ... e U.C:Z:
11%/4% Overseas Notes due 1989 (Nore G) .. .

13% Debentures due 2014 (Nore G) .. ... (100,000)
12%/8% Notes due 1994 (Nose () e e e )

8% Conv Sub Debentures due 2009 Nore Gy, .. (400,000)
Common stock issued under stock ‘
option and purchase plans (Nore) .. ... - 138,932
Common stock issued upon conversion of R
8% Convertible Subordinated Debentures (Nore Gy . 395,721
Total funds from financing sources ... x 37,309
Net increase (decrease) in cash and temporary
cashinvestments....... ... : 7
Cash and temporary cash investments e i
atbeginning ofyear ... . 1,080,180
Cash and temporary cash investments ‘
SEEHAOEYRE, . ..\ccoy oo e $1,910,933

The accompanying notes are 7
panying notes are an integral part of these financial st steme
J atem

/4]

POSITION

June 29, |

$1.080, 180

Year Ended
June 30, 1984

$ 387

252,63
27.8%

~] &=
o
=

~ —
o~
o
A

6030

=1
oo

402,220
498,338
18,546
(64,383)
(91,051)
(102,439)

661211
452,139
(6,907
1,106,443
(503,363)

{1,716)
2503
(4,000)
150,000
100,000
100,000

76519

423,300
(80,059
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Nores TO CONSOLIDATED FINANCIAL STATEMENTS

Note A-Significant Accounting Policies

Principles of Consolidation  The consolidated finan-
cial statements of the Company include the financial
statements of the »arent and its domestic and foreign
subsidiaries. All
profits have be

nificant intercompany accounts and
liminated.

sign Currencies  For foreign
dollar continues to be the functional

Translation of |
operations, the
currency. Assets d liabilities of foreign subsidiaries
are translated | S. dollars at current exchange rates,
ries and property, plant and equip-

at historical rates. Income and

except that iny
ment are trans!
expense items : ‘Jll.\l.l(k‘tl at average rates ol cxchungc
¢ year, except that cost of sales and
inslated at historical rates. Exchange
sing from translation are included in

prevailing durir

depreciation arc
gains and losses

income current
The Company enters into forward exchange contracts
to reduce the impact of foreign currency fluctuations on
operations and th« asset and liability positions of foreign
subsidiaries. Th
included in inc

ins or losses on these contracts are
when the operating revenues and

expenses are rec nized and for assets and liabilities in
the period in w! the exchange rates change.
Revenue Recog  ion
sales are recog
Service and otl
the contractual

Revenues from equipment

venues are recognized ratably over
od or as the services are performed.

| at the time the equipment is shipped.

Research and Engineering and Warranty Costs
Research and engineering and warranty costs are ex-
pensed as incurred. The Company’s accounting policies
with respect to warranty costs result in approximately
the same charge to expense as would be incurred if such
warranty costs were accrued at the time of sale.

Taxes  In general, the Company’s practice is to reinvest
the earnings of its foreign subsidiaries in those operations
and repatriation of retained earnings is done only when it
is advantageous to do so. Applicable taxes are provided
only on amounts planned to be remitted. Investment tax
credits are treated as reductions of income taxes in the
year in which the credits arise.

Inventories  Inventories are stated at the lower of cost
(first-in, first-out) or market.
Property, Plant and Equipment ~ Depreciation expense
is computed principally on the following basis:

Classification Depreciation Lives and Methods

Buildings ...... 33 years (straight-line)
Leasehold
improvements ..  Life of assets or term of lease,
whichever is shorter (straight-line)
Machinery and
equipment ... .. 8 and 10 years (sum-of-years),

4 and 5 years (double-declining

balance)
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Note B - International Operations

(in thousands)

Revenues
United States custOmers . i« -2n s v sasiliies ol eata s sarale
INteECOMPANY i )5 s ate i s isieed s o AP e pv e s e s

EUrope CustOMETE s+ 4 st via sy momel e ¥y S TRl e v
Intercompany . . .......ouiiiiiiet i

Canada, Far East, Americas customers . ...............
INtercompany .. .......oriirt it

Elminations ... .......ouoroimo e
INEE TevenUe i o e aa e S

Income

Income fro OPLTALioNS:.... et i T
InterestincoOme. ... cwiasmnns st st e T

Assets
United States 2 oo
Errope. . < i anion s

Industry  The Company’s business consists of the
design, manufacture, sale and service of computers and

associated peripheral equipment, and related software
and supplies.

International Operations  Sales and marketing opera-
tions outside the United States are conducted principall
through sales subsidiaries in Canada, Europe, Central :
and South America and the Far East: by direct sales from
the parent corporation and through various representa-
tive and distributorship arrangements. The Company’s
international manufacturing operations include plants in
Canada, the Far East and Western Europe. The products
of these manufacturing plants are sold to the Company’s
international sales subsidiaries, the parent corporatiorf

or other international manufacturing plants for further
processing.

Year Ended

June 28, 1986 June 29, 1985 June 30, 1984

S 4,472,195 $ 4,078,286 $ 3,628,594

1,354,339 1,373,578 1,136,030
5,826,534 5,451,864 4,764,624
2,259,743 1,944,999 1,462,319
82,649 33,382 9,137
2,342,392 1,978,381 1,471,456
858,419 663,031 493513
577,934 545,968 718,324
1,436,353 1,208,999 1.211.837
(2,014,922) (1,952,928) (1,863,491)
$ 7,590,357 $ 6,686,316 $ 5,584,426
$ 342,657 $ 224,464 $ 230522
405,636 202.646 137,763
207,187 102,837 123,364
(126,771) (80.148) (97,080)
828,709 449,799 394,569
116,899 63.026 41,477
(88,079) (82,003) (35,096)

$ 857,529 $ 430822 $ 400,950
$3.911,491 $ 4.277.296 $ 4,287,682
1,817,584 1.419.708 1,166,193
815,067 834,295 819,735
2,035,557 982 655 449319
(1,406,373) (1,145.097) (1,129,676)

$ 7,173,326 $ 6.368 857 $ 5,593,253

Imcrcompany transfers between R v,:r.q\im areas arc
accounted for at prices which are designed to be repre-
sentative of unaffiliated party transactions

Sales to unaffiliated customers outside of the United
States, including U.S export sales, were $3,179,143,000
for the year ended June 28, 1986, $2,641,863,000 for the
year ended June 29, 1985, and $1,977,794,000 for the
year ended June 30, 1984, which represented 42%, 40%,
and 35%, respectively, of total operating revenues. The
retained earnings of substantially all of the Company’s
international subsidiaries have been reinvested to sup-
port operations. These accumulated retained earnings,
before elimination of intercompany transactions, ag8re:
gated $1,473,081,000 at June 28, 1986, $1,090,299,000
at June 29, 1985, and $939.891.000 at June 30, 1984.




Note C—Income Taxes

Income before income taxes for domestic and foreign operations was as follows:

(in thousa

Year Ended

June 28, 1986 June 29, 1985 June 30, 1984
DIORAESTT: . AU - lsras o wmeseta s Varad e WIS e e AT $382,708 $210,970 $219,908
FOFEIRN. o S rercdta ahs o in ae (s fors o o oo b T T S 474,821 219,852 181,042
1T I e T Mt $857,529 $430,822 $400,950
The tots rovisions for income taxes were at rates less than the U.S. Federal statutory tax rate for the following reasons:
1986 1985 1984
U.S. Federal statutory tax tate . . oo« erisisiosics s ss o's 46.0% 46.0% 46.0%
Tax benelit of manufacturing operations in (a):
PUCTIO RACTI R /6% 7 o7 i o s S TA a0 e e 3 a4 o o3 e e AV a2 A iy (3.9) (5.6) (5.7)
L T O TR e oy o3 s Vi o o o a6 T o R O Ao (7.4) (11.8) (12.4)
STTECE It ) (L A SRV AN Sl R ) (1.4) (2.4) (1.4)
Investmenttaxcredits . .....ooueeenreanonrineienans (2.8) (5.7) (4.0)
Researct and engineering credit .. .......cooieninnn.. (0.9) (5.3) (5.4)
DR & - T T e) aaxs s atatet bea o) A 4V b oo e o b oo ToLe - (17.5) (2.2)
Other . e o e sls wrsvealsrstirass slbas kit s S isars (1.6) (1.4) 3.1
28.0% (3.7)% tb) 18.0%
(a) solidated net income includes income of a tax benefits per common share attributable to the tax
dom nufacturing subsidiary operating in Puerto status of these subsidiaries for the years ended June 28,
Rico il foreign manufacturing subsidiaries operat- 1986, June 29, 1985, and June 30, 1984 were $.83, $.69,
ing i ind and Singapore. Under Puerto Rican law, and $.68, respectively.
the s liary is subject to tax at a rate of approximately . ‘
9% o1 s manufacturing earnings through fiscal 1995. (b)  The Deficit Reduction Act of 1984 provides that
Remii i« earnings are not subject to U.S. Federal income no U.S. taxes will be charged on the undlsmbu‘tcd earn-
taxes, but are subject to Puerto Rican withholding taxes ings of the DISC. Prior to fiscal year 1984, the Company

at rates not in excess of 10%, less a partial credit for taxes
paid to Puerto Rico, Under Irish law, the income from
products manufactured for export is exempt from Irish
taxes through April 1990. Under Singaporean law, the
income from manufacturing certain products is wholly
exempt from Singaporean taxes through March 1991 and
partially exempt through December 1996. The income

had provided for income taxes in connection with its
DISC earnings. As a result of the change in the law
eliminating the taxes on DISC earnings prior to 1984, the
Company’s 1985 fiscal year income tax expense was
reduced by $63,250,000. The effective tax rate for fiscal
year 1985 would have been 11% exclusive of the adjust-
ment for the benefit of prior years’ DISC taxes.
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Note C—Income Taxes (continued)

p e AC A5 f|‘:.-5'.'-
l ¢ CO 0 SO * Provisio '()I l > l '(l(ra l.l‘ "d 'UILI,.“ INCOME Laxes we
h m nent f[hlp VISIONS C |

(in thousands)

U.S. Federal:
Cutrently payable . . s caas 2 ais oasiie sa sa s aiss s s
Deferred s o imnvn e s AR e s T a s r e T

Foreign:
Currentlypayable . ..o ozioinniisrsiiasanaeae
L A A P e

Deferred tax expense results from timing differences
in the recognition of revenues and expenses for tax and
financial reporting purposes. The sources of these

(in thousands)

Inventory related transactions ...

Installment sales, principally intercompany, and tinancing
leasent, ... SO )

DISC profits

Depreciation

Other

In connection with its normal examinations of the ( om-
pany’s 1980 through 1981 tax returns, the Inge
nue Service has proposed adjustments. The (
believes its judgments in these
priate and intends to contest ¢
proposed by the IRS. In addir;
any adjustments which might
material effect on the financi

rnal Reve.
_ompany
matters have been appro
ertain of the adjustments
on, the Company believes
result would not have 4

al statements,
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Year Ended
June 28, 1986 June 2 June 30, 1984
$ 93,028 : ] $3552
15310 4,968
$108,338 I $40 494
$123,727 ‘ $35.225
(10,147) (18,584)
S$113,580 { $16,641
S 15,191 ; $15,036
$240,109 p $72,171
aming differences in the vear ! lune 28, 1986,
June 29, 1985 and June 30 the tax effect of each
were as follows
Year Ended
June 28, 1986 June June 30, 1984
$ 5,686 s : $(60,660)
(1,640)
6,572 5
(2,975) A
4,075 17,997
MU 28‘9%
26,745 : 1 500
(34.940) !
(13,616
$ 5,163 $(8] :
| into “*Safel jarbor”

During 1982, the Company ent
leases as defined under the Ex
of 1981, Payments are recorded as investments in 2
ehits and are reduced by permanet
no significant IMPAact on net INcom-
flow benefit

omic Recovery Tax At

x ben-

 1ax savings. There s

e but thereisa cash

sl B jal State-
See Note A of Notes to Consolidated Financ

' 4 § Ww's in
ments tor turther explanation of the Compat

tax accounting policies

come




Note D—-Cash and Temporary Cash Investments

Temporary ¢ 1 investments are valued at cost, which
approximatc narket, and principally include certificates
of deposit, t1 * deposits, commercial paper and repur-

Note E-N¢ ncome Per Share and Dividends

Net income -+ share is based on the weighted average
number of ¢ nmon shares and, if their aggregate dilutive
effect is mar +ial, common share equivalents outstanding
during the v ar, after giving retroactive effect to a two-for-

one stock split effected May 9, 1986. In fiscal 1986 and

Note F=Short-Term Debt

Short-termi bt and related interest rates were as
follows:

(tn thousan: ]une 28, 1986 Junc 29, 1985
Average Average

Interest Interest

Rate Rate

Loans pa ¢

to banks ....518,697 21.4% $12,251 12.7%

Short-teri  lebt at year-end was principally denominated
in foreign « urrencies. High interest rates on Brazilian

and Mexican short-term debt were a major influence on
the year-cnd interest rate. The maximum aggregate
short-term debt outstanding at any month-end was
$64,203,000 during fiscal 1986, and $37,854,000 during
fiscal 1985. Average short-term borrowings during these

chase agreements. None of the cash reflected in the bal-
ance sheets at June 28, 1986 and June 29, 1985 was
required as compensating balances.

1985, common share equivalents were attributable to
convertible debt and stock options. In fiscal 1984 com-

mon share equivalents were attributable to stock options.

Cash dividends have never been paid by the Company.

years, computed on a month-end basis, were $33,544,000

and $21,905,000, respectively. The average interest rate
based on a weighted average of the stated month-end
rates was 13.0% in fiscal 1986 and 11.6% in fiscal 1985.

The Company has revolving credit agreements totaling
$240,000,000. There were no borrowings under these
agreements. These commitments are available on a
revolving basis until March 1987. At that time the Com-
pany can choose to convert any outstanding balances
into term loans with final maturities in March 1991.

Additionally, the Company had unused lines of credit for

short-term financing of $138,682,000 at June 28, 1986
and $125,436,000 at June 29, 1985.




Note G-Long-Term Debt

Long-term debt, exclusive of current maturities,

consisted of the following:

June 28, 1986

(in thousands)

Lease obligations

payable 1986-2000

(7.5%-9.00%) () . .. .. S 6,607
Collateralized

obligations maturing

serially to 1993

54%)48) .....c..... 4,695
Sinking Fund

Debentures due 2000

(%/8%) (@) voureniun. 63,000
Sinking Fund

Debentures due 2014

(13%)Ud) oo sy -
Notes due 1994

(12%8%)e)! = s 100,000
Overseas Finance

Notes due 1989

(58 E72573 1) 150,000
Convertible

Subordinated

Debentures due 2009

(0 o SO e 8,853
$333,155

June 29, 1985

N
~1
[N
)

5,340

66,646

100,000

100,000

150.000

400.000
7,744
$836,945

[?rincipal payments required during the next five
fiscal years are as follows: 1987-$3,500.000: 1988
$6,478,000; 1989-5$156,560,000; 1990 - $6,608,000:

1991-$6,131,000.

(a)  Weighted average interest rate at June 28, 1986 and

June 29, 1985 of 7.9%.

(b)  Interest rate shown is the weighted aver
June 28,1986 and June 29, 1985.

age rate at

(¢) Sinking Fund Debentures we
pany in March 1975, Sinking fund ;
are required in each of the fiscal ye
Company at its Oprion may Increase
ments up to an additional $4 millio
The Debentures are currently rede
of the Company at any time, as a w}
104.219% of the principal amount
centages cach year thereafter until
redeemable at par, The Indenture |
contains certain restrictions on fut
dividend distributions

(d)  Sinking Fund Debentures we

Company in April 1984, The Compa
tures for redemption on June 19, 198
111.267% of the principal amount pl
The premium of $11.3 million was ¢l

expense

e Notes were issued by the Cos
The Notes are redeemable on or aft
whole or in part, at a redemption p
cipal amount plus accrued interest
Notes also contains certain restricti
ings and sales and leasebacks

(t)  Notes were issued in March |
ment Overseas Finance N.V.. The N
ally guaranteed by Digital Equipme
are not redeemable unless certain e
United States or Netherlands Antillc

issued by the Com.

nents of $4 million

1985-1999. The
sinking fund pay.
each such year.

ble at the option
or in part, at

at declining per-

' when they are

e Debentures also

orrowings and

;\\ll(‘d h\' th
called the Deben-

at the call price of

accrued interest.

rged to interest

ny in April 1984.
pril 15,1991, asa
qual to the prin-
Indenture for the
in future borrow-

by Digital Equip-
S dare unmndilinn-
orporation. They
s occur involving

ix laws,

(8)  On September 13, 1984 the Company issued
$400,000,000 of 8% Convertible Subordinated Deben-
tures. The Company called the Debentures for rcdfn1i“
tion on April 17, 1986 at the call price of 107.2% of the
principal amount plus accrued interest. At the election of
the Debentureholders, substantially all of the Debentures
were converted into shares of Common Stock (,1'(bg
Company at the conversion rate (without giving effect 10
the stock split referred to in Note K) of one share of
Common Stock for each $114 principal amount of

Debentures.




Note H-Leascs

rentals under noncancelable leases
vally for leased real estate, vehicles and
¢ fiscal years listed are as follows:

Minimum ann
(which are pri
equipment)

Fiscal Years (1n thousands)

198TINENE . | AR S e § AT ta (e ela e TN $167,925
SN - A e i $139,421
G e ) Syt S $103,075
1O N . . T T s iy ool hn vy erce AT $ 74,651
1991 5 i8] s e et o Te (o S s AT L O
LAtCrYaars . .. alalasiors siece dtetatote slelamsiuiatete/iots $286,770
Total minimuim lease payments . ............. $829,444

Note I-Pension Plans and Other Retirement Benefits

id its subsidiaries have pension plans
wially all of their employees. Total
was $111,778,000 in fiscal 1986,
fiscal 1985, and $95,463,000 in fiscal
86 the Company revised certain actu-

The Compas
covering sul
pension exp
$114,053,01
1984. In fisc
arial assumy s of its domestic plan to more closely

st and expected future experience. The

¢ assumed rate of return used in deter-

_ irial present value of accumulated plan
benefits wa % in 1986 and 6.0% in 1985. Effective
,'__Ul_\'Al. 1985« company improved the past service bene-
fits for partic ants of the domestic plan. It is the Com-
pany’s polic, 1o make contributions to the plans to the
extent that such contributions are tax deductible. There
was no unfunded past service liability as of June 28, 1986.

reflect rece
weighted ay
mining the

A comparison of accumulated plan benefits and plan net
assets for the Company’s domestic defined benefit plans
and for those foreign subsidiaries with defined benefit
lzlans. determined as of the beginning of each respective
“.SC“I vear is presented in the accompanying table. For-
eign subsidiaries with insured plans have been excluded
from this information.

Total rental expense for the fiscal years ended June 28,
1986, June 29, 1985, and June 30, 1984 amounted to
$'25]7,695,000. $223,434,000, and $175,055,000, respec-
tively.

(in thousands) 1986 1985

Actuarial present

value of accumulated

plan benefits:

Vested cuvati s $223,298 $158,417

Nonvested .. ........ 41,923 38,190
$265,221 $196,607

Net assets available for

benefits .....c0ounn. $667,669 $461,600

In addition to providing pension benefits, the Company
provides certain medical, dental and life insurance bene-
fits for retired employees. Substantially all of the Compa-
ny’s domestic employees may become eligible for those
benefits if they reach normal retirement age while work-
ing for the Company. The cost of retiree health care and
life insurance benefits is recognized as an expense as
claims are paid. For fiscal 1986 and 1985, these costs
totaled $422,519 and $436,000 respectively. The majority
of the Company’s foreign subsidiaries do not offer such
benefits to retirees. Of those that do, the amounts are

immaterial.
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Note | -Stock Plans

Restricted Stock Options

Under its Restricted Stock

Option and Purchase Plans, the Company has granted
certain officers and key employees options, which are
exercisable upon grant, to purchase common stock at a
price determined by the Board of Directors. Shares pur-
chased under the plans are generally subject to repur-
chase options and restrictions on sales which lapse over
an extended time period not exceeding 10 vears.

On November 8, 1985, the Company’s stockholders
approved the 1985 Restricted Stock Option Plan (the

1985 Plan") providing for the issuance of 18,000,000

shares of Common Stock under the Plan through Decem-
ber 31, 1990. The granting of additional options under
the 1976 Plan terminated upon approval of the 1985 Plan.

Information concerning activity during the three fiscal
years ended June 28, 1986 follows:

Options Outstanding

At the time these options are exercis
stock account is increased by the pa
of the shares sold and the remaining
ceeds is credited to additional paid
of the fair market value of the share
over the option price is charged to «
as the restrictions lapse. Such charg
amounted to $21,155,000 in fiscal 1*
fiscal 1985, and $17,499,000 in fiscal
deductible for Federal income taxes
charged to income for book purpose
income tax benefits relating to this ¢
credited to additional paid-in capital

Employee Stock Purchase Plans
ny's Employee Stock Purchase Plans

and certain international emplovees 1
options to purchase common stock at

ue on the first or last business day of
ment period, whichever is lower, On
the shareholders amended the Empl

the common
lue ($1 per share)
rtion of the pro-
ipital. The excess
the grant date
itions each year
» operations
$20,420,000 in
4. The amount
ceds the amount
he Federal
rence have been

der the Compa-
| United States
v be granted
5% of market val-
six month pay-
vember 8, 1985,
Stock Purchase

|
|
|
1
| Shares Average :
! Reserved Price  Plan to increase the number of shar bject to options
' For Future Per by 5,000,000 shares. Common stock rved for future
Grants Shares Share  grants aggregated 5,358,655 shares a1 ne 28, 1986,and
l July2,1983 8329258 8748426 $22.74 2186388 sharesat June 29,1985. Th:  were 1,827,733
I Options granted (3,416,180) 3,416,180 3151  sharesissued at an average price of - 3 in fiscal 1986
|| Options exercised - (879.208) 12.11  and 1,736,992 shares at $40.80 in fisc  985. There
| Options cancelled 618,026 (618,026) 23.09  havebeen no charges toincomein co  ction with the
| Options terminated (39.360) a — options other than incidental expens lated to the
‘ June 30, 1984 SAOLTH 10667372 $2640 oot st s s . 5 ;}f,’:,::ﬁchl'
‘ Opt,ons granu;d (2,961,920) 2961920 34.50 p;d-iﬁ :, ,:lﬂl““m S g B
| (O)pl!ons cxcrcnﬁcj - (981,976) 16.30 okl
!lo v » - -
I Cpiemoaied e 62 2487 s Sck Oymiy Pl T
l - Stock Ownership Plan (ESOP) and a related trust were
june‘29. 1985 2,950,460 12214852 $29.16  established in 1982. Federal tax law generally allows a tax
OP‘{""S granted (580,900) 580,900 38.54 credit for the ( ‘ompany equal to /2% of the base salaries
Opt!ons exercised - (1,086,786) 2257  (notin excess of $100,000 salary for any single employee)
, Oplfons canc«;llcd 243,186 (243,186)  30.14  of substantially all U.S. employees. The Company's con-
OPI{ODS Icrmmgtcd (2,675,046) 2 ~ tributions of stock or cash to the trust equal the amount
Options authorized  18,000.000 = - allowed as a Federal tax credit.
June 28,1986 17,937,700 11,465,780 $30.24
|

Note K-Common Stock Split

On May ’~) ']986 the Company effected a two-for-one
stock split in the form of a 100% stock dividend to share-
holders of record at the close of business on April 18

1986. These financial statements have been restated, .
where appropriate, to show the retroactive effect of the
stock split.
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GUPPLEMENTARY FINANCIAL INFORMATION

Quarterly Financial Data (unaudited)

Includes elim w of DISC taxes of $63 million, or $.53 per share

Informatior. . the Effects of Inflation (unaudited)

The follow:  nformation required and prepared in
n‘ccordnnu h standards of the Financial Accounting
Standards I +d is intended to help users of financial
statements . lerstand the effects of general price
changes (in! tion) and changes in specific prices, on the

Company's operations.

The effect of changes in specific prices is estimated by
valuing inventories and property, plant and equipment at
currently prevailing prices, using external and internally
dcvcl(.)pcd price indexes and recent production cost
experience.

Net Monetary Assets  The purchasing power of the
.(‘0'“!’3“,\"5 net monetary assets (cash and temporary cash
investments and fixed dollar claims to money) declined
because of inflation by $30.1 million in fiscal 1986, as
measured by the change in the Consumer Price Index.

Inventories and Property, Plant and Equipment

W Selected quar - rly financial data for the years ended June 28, 1986 and June 29, 1985 is set forth below:
Income
Toral Before
Operating Gross Income
(1 millions ex r share data) Revenues Profit Taxes Income
1986
[jirsl (QUATEE: . .. Ch vralatoralaia/olh) s s aTala!sra AN /asYo el aialalora s 3 Tn $1,623.9 $ 659.6 $ 97.7 $ 723
:Scc.ond (117 TN e e R et ot 1,862.5 773.8 183.9 136.1
ThitthQUarn . . oo e atats (s s trle s et UL S 1,928.3 851.2 237.2 170.4
FOurthiBuar 1 oo oiiets v e oy o v s e e el e E e T 2,175.7 1,023.7 338.7 238.6
TotaliYear . . .. 2 PRy sietvilav o wblaters ok irales o/ sidh aia e Rt $7,590.4 $3,308.3 $857.5 $617.4
1985
l?irsl CIUATTCr , . 5 hiy M iatoly v oo oce}s sra) ofolatals s s e a/atALR AYOIALS $1,515.3 $ 5982 $103.8 $144.2
'b.cc:()nd Duartcer: .o i stk st Sy v eV e Ao Py 1,628.0 653.8 134.9 110.3
[53T0s RO T g QI o R s s S e 1,691.1 658.9 98.6 91.7
Bt RAr O 4o st T o ne s o v e V4 B b r e o 1o e S TS 1,851.9 687.9 93.5 100.5
TotaliXear . . .. o ety n v sl biste s/ad violeaus s /s elhla RIS $6,686.3 $2,598.8 $430.8 $446.7

Net
Income
Per Share

$0.60
1.08
1.32
1.81

$4.81

$1.22!
0.90
0.76
0.83

$3.71

The current cost of inventories and property, plant and
equipment, net of accumulated depreciation and the
corresponding historical cost amounts at June 28, 1986

were as follows:

(¢in millions)

Current Cost ... ...,

Historical Cost

Difference ..........

Inventories

$1,156.8
$1,199.8

$ (43.0)

Property,
Plant and

Equipment, Net

$2.261.4
$1,867.1

$ 3943
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| Information on the Effects of Inflation (unaudited) (continued)

The current cost method assumes replacement of all the Statement of Income _'”w income ‘ment shown
‘ Company’s property, plant and equipment as of June 28, below has h_ccn restated in average fisc. - 1986 dollars
1986. However, the Company’s property, plant and after reflecting Jcprcn iation and cost tes at the cur-
equipment are relatively new, with 77% of it having been rent costs prg\'-.nlmg in y.th respectiv ir. Although the
acquired in the last 5 fiscal years. Consequently, the Com-  adjustments for depreciation expensc the inventory
pany’s future capital expenditures will be principally to component of cost of sales affected th ‘tax income
| expand, rather than to replace, existing capacity. amounts, no adjustments have been n to the respec-
tive provisions for income taxes. Givi tect to these
adjustments, 1986 net income was $2 million more

than net income as reported

Five Year Comparison of Selected Financial Data Adjusted for the Effects of Inflation

} (in millions except per share data) As Reported In Average Fiscal 1986 Dollas
| 1986 1986 1985 1984 1983 1982
Total operating revenues . ......... $7,590.4 $ 75904 $6,880.2 $5.969.7 34 3 $4,486.2
Cost of equipment sales, service
and other revenues . ............ 4,060.5 3,794.9 3,991 .4 3,322.1 2 2 2,498.0
Depreciation expense ............ 384.0 4174 3342 282.3 0 1782
OtherexXpenses! v v smsnssss 2,288.4 2,288 .4 2,115.5 1,818.5 | 0 1,098.2
Provision for income taxes ........ 240.1 240.1 (16.3) 77.1 2 295.6
‘ Netincome .........ccoovuunnn... S 6174 $ 8496 $ 455.4 § 4697 S $ 416.2
‘ Net income pershare ......... ... $ 4.81 $ 658 $ 378 $  4.09 $ 5 $ 3.7
Loss from decline in purchasing
power of net monetary assets ............. ... $ 30.1 $ 348 £ 364 $ 3 § 702
Change in specific prices—net of
SRR AL H At IOT e e ere [y $ (161.8) $ 109.0 $ (3774) $ ¢ 4§ (2149
Stockholders’ equity at end of year .. $5,727.8 $6,0428  $4.825.8 $4,163.7 €3 987.7 $3,698.4
Actual market price per common
share atcnd of YA oo toriiniiiaiiiiiians $85.69 $47.32 $42 00 $60.75 $33.00
Average Consumer Price Index
96T = y
AL LTEZD0 ) g, 8o BRSO 326.0 316.8 3049 2941 281.9

Note: All per share data for prior years has been adusted
close of business on April 18, 1986

10 velloct s io) =) TR < ) P obe
s reflect a two Jor-one stock split destributed orn May 9. 1986 to shareholders of record al iDe
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Headquarters

Corporate Headquarters
Digital I"quipment Corporation
146 M. 1 Street

Mayna |, Massachusetts 01754
Telept: 1e: (617) 897-5111
Telex: 30127 Digital ACT

Euroj Headquarters
Digita  juipment Corporation
Interr nal (Europe)

12 Ave des Morgines

Case I’ rale510

CH-12 Petit-Lancy 1, Geneva
Switze: and

Teleph:ne: (022) 87 41 11
Telex: #45-422593 DEC CH

Investor Information

The € 1pany’s common stock is listed and traded
on th

New . Stock Exchange

Pacif ck Exchange

(Tick mbol “DEC”)

In E Swiss Stock Exchanges of Zurich, Geneva,
and | and the German Stock Exchanges of

Fran Munich, and Berlin.

Unlisi  trading privileges have been granted by the:

Bostor: stock Exchange

Cincinnati Stock Exchange

Midwest Stock Exchange

Philadelphia Stock Exchange

In Europe: Luxembourg Stock Exchange

The Company maintains an Investor Relations office to
assist shareholders. Investors’ inquiries are welcome, by
telephone or letter.

Inquiries relating to investment in Digital Equipment
Corporation should be directed to:

Albert E, Mullin, Jr.

Vice President, Corporate Relations
Digital Equipment Corporation

111 Powdermill Road (N9)
Maynard, MA 01754

(617) 493-5350

General International Area Headquarters
Digital Equipment Corporation

100 Nagog Park

Acton, Massachusetts 01720

Telephone: (617) 264-7111

Telex: 4430127 Digital ACT

Canadian Headquarters

Digital Equipment of Canada, Ltd.
100 Herzberg Road

Kanata, Ontario, Canada K2K 2A6
Telephone: (613) 592-5111

Telex: 53-4955 Digital KAN

Digital Equipment Corporation’s Annual Report on
Form 10-K for the fiscal year ended June 28, 1986,
including schedules thereto, which is filed with the
Securities and Exchange Commission, will be sent
without charge upon written request. The Company’s
annual report, filings with the Securities and Exchange
Commission, interim reports and additional information
about the Company and its products can be obtained by
addressing:

Digital Equipment Corporation
Inquiry Section

10 Forbes Road NR02-1/H3
Northboro, MA 01532

(617) 351-4401

Financial community information and requests to
be placed on the Company’s mailing list should be
directed to:

Digital Equipment Corporation
Investor Relations— ML

111 Powdermill Road (K10)
Maynard, MA 01754

(617) 493-8246
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Investor Information (continued)

Inquiries of an administrative nature relating to sha_rc~
holder accounting records, stock transfer, change of

address, and employee purchases should be directed to:

Digital Equipment Corporation
Investor Services

111 Powdermill Road (L12)
Maynard, MA 01754

(617) 493-5213

Transfer Agent and Registrar

for Common Stock

Morgan Guaranty Trust Company is the principal stock
transfer agent and registrar, and maintains the share-
holder accounting records. The agent will respond to
questions on change of ownership, lost stock certifi-
cates, consolidation of accounts and change of address.

A change of address should be reported promptly by
sending a signed and dated note or postcard to Morgan
Shareholder Services Trust Company. Shareholders
should state the name in which the stock is registered,
account number, as well as the old and new addresses

Morgan Shareholder Services Trust Company
30 West Broadway
New York, NY 10007

Digital Equipment Corporation customers who have
questions and/or problems relating to their account
should contact the Customer Assistance Department at
(617) 493-7161.
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Trustees and Registrars
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United States Trust Company

45 Wall Street

New York, NY 10005

Trustees and chl.\tr.lr.\
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The Chase Manhattan Bank, N.A
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Paying Agents and Registrars

For 11*/4% Guaranteed Notes due 198

Morgan Guaranty Trust Company of New York
30 West Broadway

New York, NY 10015

Auditors

Coopers & Lybrand
One Post Office Square
Boston, MA 02109

(617) 574-5000

Legal Counsel

Testa, Hurwitz & Thibeault
53 State Street

Exchange Place

Boston, MA 02109

(617) 367-7500

The following are trad marks of Digital Equipment Corporation

Al VAXstation, ALL.IN-1, A-to-Z. BASEWAY. DEC. DECconnect
DECnet, DECralk, DECUS the Digital logo, LAN Bridge, MicroVAX,
PDP, ULTRIX, v AX, VAXcluster, VAXmate, VAXsim, VAXstation

VAXstation IVGPX, VA Xstation IVRC. VMS
Ad :
Adaisa registered trademark of the US. Government

IBM and PC/XT are trademarks of International Business Machines

Corporation

{ -~ ! .
MS 15 2 registe red trademark of Microsoft ( orporation

N
UNIX is a trademark of AT&T Bell Laboratories
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CORPORATE PROFILE

Digital Equipment Corporation is the world’s leading manufacturer of networked computer
systems and associated peripheral equipment, and is the leader in systems integration with its
networks, communications, services and software products. The Company’s products are used
worldwide in a variety of applications and programs, including scientific research, computation,
communications, education, data analysis, industrial control, timesharing, commercial data
processing, graphic arts, word processing, personal computing, health care, instrumentation,
engineering and simulation.

FINANCIAL HIGHLIGHTS

%
Fiscal Year 1987 1986 Change
Total operating revenues. . . $9,389,444,000 $7.,590,357,000 +24
Netincome. ............. $1,137,435,000 $ 617,420,000 + 84
Net income per share. . .. .. $8.53 $4.81 +77
Total stockholders’ equity. . $ 6,293,471,000 $5,727,827,000 +10
Stockholders’ equity
Per:share: .. ....coueissseisiole $ 49.87 $ 44.54 +12
Returnon equity ......... 18.9% 12.0%
Returnon assets. ......... 14.6% 9.1%

ANNUAL MEETING OF STOCKHOLDERS

The Annual Meeting of Stockholders will be held at 11:00 A.M., Thursday, November 5, 1987,
at the World Trade Center, Commonwealth Pier, 164 Northern Avenue, Boston, Massachusetts
02210. Stockholders of record on September 8, 1987 will be entitled to vote at this meeting.
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PRESIDENT’S LETTER

To our Shareholders:

We are pleased to report that
Digital’s operating revenues grew
24% and net income increased 84%
during the 1987 Fiscal Year. Our
return on shareholder equity
climbed from 12% to 19% in the
same period.

In Fiscal 1987, over 8,000 cus-
tomer locations worldwide were
newly networked using Digital’s
Ethernet technology; our customers
attached more than 125,000 devices
directly to their Digital Ethernet net-
works in the factory, the office and
the laboratory. We have given these
organizations the ability to change
the way they do business.

In the thirty years since the com-
pany was founded, we've invested
hundreds of millions of dollars in
the software and components that
make an elegantly simple system for
tying together departments, and
entire organizations, into an inte-
grated network. By concentrating

our resources on one strategy, we've

generated a system of networking
that has helped Digital achieve high
growth during the computer indus-
try slowdown of the last few years.

We offer equipment, services, and
knowledge, and combine them to
deliver a total solution. This makes it
possible to build and manage fully
distributed computer networks that
are easy to expand and maintain,
protecting customer investments in
software, hardware, and training

Networking is one of the most
complex technologies in the world
today. To design and develop it to
work on a wide range of configura-
tions of equipment, and do all that
1s expected by users across whole
organizations, takes an enormous
amount of discipline, documenta
tion, support, and commitment,

Yet, good networking requires little
effort on the part of the user.

Networking has helped us to sim
plify our business, provide better
information to our customers, use
less inventory, and be more profit
able. It has given us a message that
is truly exciting and satstying to
present to organizations that use
our systems.

We are continuing to improve
our technology and develop new
technology, making it better, faster,
and less expensive for the user, We
have a big challenge ahead in help-
ing enterprises see what networking
can do for them.

» General

» | want to pay trib

Georges Doriot, a { and mentor
stion, who

1957, as the

of Digital since its

p.l.\\cnl awav iin 'ur'.
head of American | irch and
Development Corg on, he pro-
vided the investme: pital to start
Digital. He served wember of
Digital's Board of |

1972

ors since

General Doriot was 1o nur-

ture, encourage, a p businesses.
His influence on | was quiet,
cautious, often in but very
eftective. He guids sward excel-
lence. In the Gene: hilosophy,
excellence include itivity and
graciousness to othe: - In the work-
place, it includes a scnse of respon-

sibility to the entire organization
instead of mere individual gain. His
thinking and Digital’s history and
values are intertwined. He will be
missed and remembered by all of us

who knew him well
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Kenneth H. Olsen President
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SHARING THE CUSTOMER VISION

NEARLY TEN YEARS AFTER THE INTRO-

DUCTION OF THE FIRST VAX COMPUTER,

DIGITAL SHIPPED ITS 100,000rs VAX

SYSTEM —A VAX 8800 COMPUTER WITH

TWELVE TIMES THE PERFORMANCE OF

THE ORIGINAL VAX-11/780. THIS NEW

VAX IS BEING USED BY STANDARD OIL

PRODUCTION COMPANY'S DALLAS TECH-

NICAL DATA CENTER FOR OIL EXPLORA-

TION AND PRODUCTION COMPUTING.

Every successful enterprise has a
vision, mission, or goal—a focus
that brings the whole organization
together.

Digital has such a vision. We see
computers as a technology that can
help our customers reach their
goals. Working with these custom-
ers, Digital is helping them build
corporate-wide information net-
works for critical areas of their
business, so the entire enterprise
will work as a single team.

Building such systems requires
an open but very disciplined
approach to computing,.

Disciplined, because it is based
on a single, consistent architecture
that extends from the desktop to
the datacenter.

Open, because it provides a
stable computing environment, so
programs—whether developed by
Digital, by the customer, or by
independent software companies
—can be integrated into a single
network. In effect, the network
is the system.

This “one company, one net-
work” vision is shared by leading
industrial, commercial, service, edu:
cational, health-care, and govern-

mental organizations worldwide.

This Annual Report is their story.







SHARING THE VISION:

INTEGRATING ENTERPRISE,

DEPARTMENT, AND WORKGROUP

A FULLY INTEGRATED NETWORK OF VAX

AND PDP-11 COMPUTERS HELPS THE MASS

I'RANSIT RAILWAY CORPORATION OF

HONG KONG MEET THE TRANSPORTA

I'NON NEEDS OF NEARLY TWO MILLION

PEOPLE EVERY DAY. THE SYSTEMS HAN

DLE RAILWAY SIGNALING, PROPERTY

MANAGEMENT, ACCOUNTING, MAINTE-

NANCE RECORDS, STORES INVENTORY

CONTROL, AND OTHER DUTIES.

)







UNDERSTANDING THE

CONSUMER: A GOAL FOR

ENTERPRISE INTEGRATION

FROM THE ELEGANT UNILEVER HOUSE

ON THE BANKS OF THE RIVER THAMES IN

LONDON, UNILEVER MANAGES ONE OF

F'HE LARGEST GROUPS OF CONSUMER

PRODUCTS BUSINESSES IN THE WORLD,

NETWORKS OF VAX COMPUTERS HELP

TO MANAGE UNILEVER'S DIVERSE RE-

SEARCH, MARKETING, ORDER PROCESS-

ING, AND DISTRIBUTION OPERATIONS.

Unilever's success comes from
“understanding the consumer.”
This isn’t easy when you are a busi-
ness with a 25-billion-dollar turn-
over selling hundreds of brands in
seventy-five countries.

Unilever’s worldwide research
program has to be integrated with
marketing and manufacturing
on a market-by-market, product-
by-product basis. The market for
Lipton Tea in the U.S. is very
different from the market for
PG Tips Tea in the U.K.

Managing this diversity requires
both a worldwide research network
and individual computer networks
to support product and market
development at the subsidiary level.

Many of these networks are
built around Digital systems, which
handle sales, marketing, and order
processing applications critical to
understanding and responding
to the consumer and to building
brand loyalty.

Like Unilever, Digital bases its
business on understanding the cus-
tomer. We recognize that networks
have to reflect the way our custom-
ers work, have to integrate the
enterprise, the department, and the

workgroup.

~I






NO DEPARTMENT

IS AN ISLAND

MERCK SHARP & DOHME, THE U.S. PHAR

MACEUTICAL DIVISION OF MERCK & CO.,

INC., WEST POINT, PENNSYLVANIA, USES

AUTOMATION FOR EFFICIENCY AND

QUALITY CONTROL. AUTOMATED SYS

FEMS SUPPORT MANUFACTURING,

MATERIALS MANAGEMENT, AND QUAI

ITY CONTROL OPERATIONS. A MAJOR

EMPHASIS 1S PLACED ON BROADENING

AND INTEGRATING THESE SYSTEMS

Departmental performance has to
be measured against corporate
objectives. This mandates a level of
interdepartmental coordination
and cooperation wherein informa-
tion can flow across departmental
boundaries.

At Merck, manufacturing is
expected to produce—to the high-
est-quality standards—hundreds
of different products in a cost-
efficient manner.

To meet these expectations,
Merck has made major investments
in researching and developing
integrated —yet highly flexible -
automation solutions designed to
maintain quality standards. By
melding in-house and third-party
software with different technolo-
gies, Merck has become a leader in
automated manufacturing.

Many of the third-party applica-
tions that Merck uses on its VAX
computers were developed by inde-
pendent software houses with
whom Digital has cooperative mar-
keting agreements. They know that
the applications they develop will
work in the customer’s network
environment —integrating different
departments into a single organiza-
tion. The time and money they
invest in the development of this
VAX software is protected against
premature obsolescence because
these applications will run—without
change—on all VAX systems.
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WORKGROUP COMPUTING,

A KEY TO PROJECT

MANAGEMENT

ONE OF THE LARGEST AEROSPACE

GROUPS IN THE WORLD, BRITISH AERO-

SPACE HAS INTEGRATED DIGITAL SOLU-

I'TONS THROUGHOUT ITS OPERATIONS.

VAX AND VAXSTATION SYSTEMS ARE

USED TO SIMULATE, DESIGN, TEST, AND

BUILD A FULL RANGE OF PRODUCTS AND

IO SUPPORT MORE THAN A THOUSAND

ALL-IN-1 USERS IN THE BRITISH AERO-

SPACE OFFICES,

[t is one thing to identify a market
niche, quite another to design and
build a product to fit into it before
the competition does.

British Aerospace saw the
need for a new class of quiet, fuel-
efficient, intermediate-range, 80- to
100-passenger aircraft. The com-
pany developed the BAe-146.

Designing “‘the world’s quietest
jetliner” required the organization
of engineering talent and computer
power. At British Aerospace, over
2,000 Digital workstations and ter-
minals and 200 VAX computers at
13 sites are used by the thousands
of engineers involved in aircraft,
avionic, and space development.

Working with Digital, British
Aerospace is now organizing people
and computers in the feasibility
stage of the proposed HOTOL
(Horizontal Take Off and Landing)
satellite launch vehicle.

Tackling a major project like this
within budgets and schedules takes
teamwork. With Local Area VAX-
clusters, everyone on a project team
can share information and com-
puter resources. In effect, Digital
workstations and the larger com-
puters used by each engineering
team are organized into a single,
manageable system, so everyone has
up-to-the-minute information. Each
VAXcluster, in turn, can become

part of a larger network.
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THE BASIC INDUSTRIES: A FOCUS

ON DESIGN, MANUFACTURING,

AND DISTRIBUTION

IN MARANELLO, ITALY, 1,800 CRAFTS-

MEN AND ENGINEERS AND A NETWORK

OF VAX AND PDP-1] COMPUTERS WORK

TOGETHER TO BUILD SEVENTEEN VERY

SPECIAL CARS EACH DAY. THE FERRARI

COMBINES HAND-CRAFTED COACH

WORK WITH COMPUTER DESIGN AND

COMPUTER-ACCURATE MANUFACTURING

FOR PERFORMANCE AND QUALITY

SELDOM MATCHED.
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TAKING TRIAL AND ERROR

OUT OF THE DESIGN PROCESS

ITHOUT ELECTRON TUBES THERI

OULD BE NO TELEVISION, COMPUTER

TERMINALS, OR RADAR. AT THE THOM-

SON ELECTRON TUBES AND DEVICES

CORPORATION PLANT IN DOVER, NEW

JERSEY, ELECTRON TUBES ARE MANUFAC-

I'URED FOR A WIDE VARIETY OF DEMAND-

ING APPLICATIONS IN BROADCASTING,

COMPUTER GRAPHICS, AVIONICS, COMMU-

NICATIONS, AND MEDICAL ELECTRONICS.

In developing complex electronic
components and systems, one of the
keys to cost containment is getting
the design right the first time.

Using computer tools, a semi-
conductor chip or even an entire
system can be simulated and tested
before it is ever built.

By using computers to take the
“trial and error” out of product
development, Paris-based Thomson
S.A., one of the world’s largest elec-
tronics companies, has established
an international reputation for
innovation in semiconductors,
industrial and consumer electron-
ics, communications, and avionics.

The concept goes beyond Com-
puter Aided Design. Using large
VAXclusters, Thomson engineers are
able to model complex systems
before they are built. Designs can be
tested and fine-tuned before going
to the expense of building a physi-
cal prototype. This cuts down on
the number of engineering change
orders that typically follow a new
product as it moves from design
to production.

The concept of simulating new
designs is not confined to large elec-
tronics companies like Thomson and
Digital. The same tools can be used
to model the performance of a new
automobile or the operation of an

entire production line.







MANUFACTURING :

COMPETITIVE ADVANTAGE

ANUFACTURES ITS INDUSTRY

JIING LINE OF DISHWASHERS IN ONI

SIX FACTORIES ON A 1,000-ACRE SITI

IN LOUISVILLE, KENTUCKY. THE FACILI

I'ES ARE TIED TOGETHER WITH AN

ETHERNET NETWORK, WHILE VAX COM

PUTER SYSTEMS CONTROL FACTORY AND

WAREHOUSE AUTOMATION AND AR

USED FOR ENGINEERING AND DATA COI

LECTION APPLICATIONS.

Y7 309 LW
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When the GE Appliance business
set out to build a dishwasher that
would set an industry standard, it
recognized that it not only had to
design a better product, but also a
manufacturing plant that could
meet rigid quality standards.

GE’s leadership in the dishwasher
business—it has a better than 40-
percent share of market—is a direct
result of this management com-
mitment to quality and customer
satisfaction. Instead of looking
at design and manufacturing as
separate activities, GE designed its
new dishwashers—and the Louis-
ville, Kentucky, plant that would
build them —in parallel. So the qual-
ity designed-in is built-in.

A VAX-based Plant Quality
Information System collects test
and inspection measurement data
for each unit at key points along the
manufacturing line. Problems are
identified as they occur, and imme-
diate corrective action is taken.

A network of VAXstations and
VAX systems was also used in the
design process.

The concept of involving manu-
facturing early in the design process
is very familiar to Digital. We follow
the same approach to quality in the
design and manufacture of our VAX

computer systems.
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[DISTRIBUTION, THE BUSINESS

' WINNING MARKET SHARE

I'YPICAL WEEK, AMATIL LIMITED OF

NEY, AUSTRALIA, PRODUCES AND DIS

IBUTES EIGHT MILLION PACKAGES OF

SNACK FOODS, HAND-HELD DATA ENTRY

TERMINALS ARE USED TO TRACK ORDERS,

PRODUCE INVOICES, AND FEED CURRENT

DATA FROM A FLOPPY DISK ONTO A VAX-

BASED DISTRIBUTION SYSTEM EACH

EVENING, FOR CLOSE ANALYSIS OF

BUSINESS ACTIVITIES,

Australia is about the size of the con-
tinental U.S., but its population is
less than that of New York. This cre-
ates a unique challenge for AMATIL
Limited, a Sydney-based manufac-
turer and distributor of tobacco,
beverages, snack foods, poultry, and
communications and packaging
products.

With hundreds of different
products—many of them highly
perishable—sold throughout the
continent, success requires both
imaginative marketing and effective
inventory and logistical controls.
That combination has boosted
AMATIL’s annual revenue to nearly
two billion dollars (Australian).

AMATIL's business strategy is
a network strategy. A network—
based on a local area Ethernet and
a wide area DECnet of 25 VAX
computers— helps provide the
necessary controls to manage this
geographically dispersed enter-
prise. The network includes two
VAXclusters and over 400 on-line
terminals—from Auckland, New
Zealand, to Hobart, Tasmania.

Geography plays a part in
Digital’s business, too. If it weren't
for our 450 service offices around
the world we would never be able to
support the continental and inter-
continental networks that so many
of our customers depend on to run

their day-to-day business. 19
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THE SERVICE INDUSTRIES:

SELLING INTO THE EMERGING

CONSUMER ECONOMY

AT HOUSTON LIGHTING & POWER COM-

PANY, THE EIGHTH-LARGEST ELECTRIC

UTILITY IN THE UNITED STATES, VAX

COMPUTER SYSTEMS ARE USED FOR DATA

ACQUISITION, TEST APPLICATIONS, AND

OFFICE AUTOMATION. OVER 1000 HL&P

EMPLOYEES ARE REGULAR USERS OF

DIGITAL’S ALL-IN-1 INTEGRATED OFFICE

INFORMATION SYSTEM.
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BUILDING A 24-HOUR GLOBAL

I'RADING NETWORK

The emergence of a 24-hour-a-day,
worldwide money market is forcing
corporate treasurers and money
managers to reassess existing bank-
ing relationships.

According to Chief Information
Officer Harold Rich, Citicorp
Investment Bank’s Global Trader
network is helping make this mar-
ket. Once fully implemented, “any
customer will be able to trade any
currency or security on any exchange,

any place in the world, at any time of

the day, by making a telephone call
to a Citicorp trader.”

The trader, with a single com-
puter workstation—a VAXstation—
can access and analyze activity on
all major money markets, execute
buy/sell orders, and move funds

CORP INVESTMENT BANK TRADERS from market to market and cur-
rency to currency.

FRANKFURT, WEST GERMANY, USI Citicorp’s “one bank, one net-

work™ approach has proven to be
VAXSTATION 11/GPX WORKSTATIONS TO an effective business strategy.
By providing corporate money
INSTANTLY ANALYZE TRENDS ON ALL managers with direct access to the
major money markets through the
THE MAJOR MONEY MARKETS. BY 1990, Global Trader network, Citicorp is
helping them manage currency and
IT 1S ESTIMATED THAT CITICORP WILI investment positions, reduce costs,
and dry up float.
HAVE 3,000 DIGITAL WORKSTATIONS ON Like Citicorp, Digital recognizes
that, in a service-oriented economy,
TRADING FLOORS WORLDWIDE, MAKING every network has to serve the ulti-
mate consumer.

THE 24-HOUR ELECTRONIC MARKET-

PLACE A REALITY.







AFFINITY MARKETING:

LEVERAGING THE

CUSTOMER BASE

DRED AND FIFTY LONDON LIFI

CE SALES OFFICES ARE IN THE

S OF INSTALLING VAXMATE AND

ROVAX Il COMPUTERS TO PERFORM

CUSTOMER NEEDS ANALYSES. THIS VAST

NETWORK, WHICH IS MANAGED FROM

HEADQUARTERS IN LONDON, ONTARIO,

USES DIGITAL’'S VMS/SNA NETWORK

ING CAPABILITIES.

Insurance companies are now
selling a variety of products into
their customer base. They see their
policyholders as an “affinity group”
with a demonstrated interest in
building a secure financial future.

Ontario-based London Life,
the leading provider of insurance
to individual Canadians, saw the
opportunity. Using VAXmate com-
puters which run industry-standard
personal computer software and
operate as full-fledged members of
a VAX computer network, London
Life representatives at regional
offices across Canada provide their
English- and French-speaking cus-
tomers with solutions to meet their
financial security needs.

Using a VAXmate, London Life
representatives can sit down with cus-
tomers and, on the spot, analyze their
needs. They can provide sales illus-
trations and product comparisons
in French or English, so customers
can balance alternatives and make
informed decisions.

Like London Life, Digital
focuses on customer needs rather
than force-fitting customer require-
ments to a particular product
“solution.” For example, you can’t
force-fit a Canadian insurance com-
pany into an English-language
solution when it is selling into a

bilingual market.
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BUILDING FOR THE FUTURE:

THE IMPORTANCE OF

PEOPLE AND IDEAS

HE QUAKER O S COMPANY, A R
I UAKEF ATl b MARKET

LEADER IN BREAKFAST CEREALS AND

MANY OTHER GROCERY CATEGORIES, IS

INTRODUCING VAX COMPUTERS AND

ETHERNET LOCAL AREA NETWORKS

INTO 12 PLANTS. AT SHIREMANSTOWN,

PENNSYLVANIA, WHERE QUAKER GRA-

NOLA DIPPS ARE MADE, DAILY AND

WEEKLY REPORTS HAVE HELPED REDUCK

CULLAGE AND IMPROVE YIELDS.
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PEOPLE CAN MAKE

THE DIFFERENCE

HE OFFICE OF MIS AT THE AMERICAN

EART ASSOCIATION IS CONCERNED

"I ONLY WITH PROVIDING SERVICE AT

5 NATIONAL CENTER IN DALLAS, BU1

O I'TS 55 STATE AND METROPOLITAN

\FFILIATES AND 1,800 LOCAL DIVISIONS.

'HESE GROUPS USE VAX, MICROVAX 11

AND RAINBOW COMPUTERS, IN COMBI-

NATION WITH SOFTWARE DEVELOPED

BY AHA, FOR A VARIETY OF TASKS.

Last year caring people gave 151 mil-
lion dollars to the American Heart
Association. Digital computers at
the association’s Dallas headquar-
ters and at affiliates nationwide work
together to administer the many
programs and track the contribu-
tions that support them. These
computers also help the association
control expenses so that every avail-
able penny is used to fight heart
disease.

People make the difference at
Digital, too. More than anything
else, people are responsible for our
success. Digital’s 110,500 employees
share a vision of the ways comput-
ers can make this a better world and
a recognition of the importance of
the customer to their own success
and the success of the company.

As individuals and as a company,
we’ve been able to make a real con-
tribution to the communities in
which we live and work.

Digital matches, dollar for dol-
lar, employee gifts to schools, non-
profit organizations, and United
Way programs. We actively support
educational, health-care, civic,
social, and cultural programs at the
national, regional, and local levels.
During the past year, in addition
to external research grants, we
donated more than 22 million dol-
lars in cash and equipment to non-

profit institutions around the world. 29
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THE DIGITAL DISCOVERY SERIES

IN “THE INFINITE VOYAGE' CAMERAS

[LL TAKE THE TELEVISION VIEWER TO

HE EDGE OF SPACE, THE BOTTOM OF

I'HE SEA, AND TO THE INTERIOR OF THE

HUMAN BODY. UTILIZING LOCATION

PHOTOGRAPHY, COMPUTER ANIMATION,

AND SPECIAL EFFECTS, THIS THREE-YEAR

TELEVISION SERIES WILL TELL THE

MANY STORIES BEHIND NEW IDEAS

AND TECHNOLOGY.

Discovery, invention, and innovation
—in both the arts and the sciences—
is a never-ending process. This
process is reflected in “The Digital
Discovery Series.”

As a company we are making
a major commitment to bringing
great ideas, accomplishments, and
questions into focus. As part of
“The Digital Discovery Series” we
are underwriting ‘‘The Infinite
Voyage,” a major television series
focused on science and nature.
Produced in association with The
National Academy of Sciences,
“The Infinite Voyage” will be
released simultaneously on the
Public Broadcasting System and
commercial stations. The first pro-
gram is scheduled for October
1987. Additional episodes will be
premiered on a quarterly basis over
the next three years.

As the leading manufacturer of
computers for advanced research
and development, Digital continu-
ally searches for new ideas and new
technologies. We are a research and
development company. We play a
key role in the establishment of
industry standards that make it eas-
ier for different computer systems
to work together. For example, we
invested over a billion dollars to
develop the networking products
used with Ethernet.

All these activities reflect our 31
belief in the future.
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CUSTOMER SATISFACTION: THE SERVICE STORY

Customers like GE, Unilever,
Citicorp, and London Life want
their computer company to work
with them as a business partner
in developing corporate networks.

These expectations define the
mission of Digital’s service organi-
zation. Quality and reliability are
the first priorities for both the cus-
tomer and for Digital. This year we
became the first major manufac-
turer to offer a full-year warranty
on all systems.

But it is not enough to provide
quality products; those products
have to be backed by an organiza-

tion in which everyone feels person-

ally responsible for building a

lasting and mutually profitable rels.

tionship with the customer. The
35,000 professionals who work in
our educational service, field ser-
vice, and software service organiza
tions play a key role in building
customer satisfaction,

Every Monday morning more
than 5,000 individuals enroll in edu
cational programs at the 100 Digital
Training Centers around the world
where they use Digital produced
course matenals and documenta
tion written in 17 languages. In addi
tion, specialized programs have
been d(’\'l‘ln;\cd 1O Support cus
tomers who operate multinational
networks

Our Computer Special Systems
Group maintains manufacturing
facilities around the world to pro
vide the custom hardware needed
to solve unique customer problems

.‘\nulhcf vital SUPPOIT sCIvike i
our Cooperative Marketing Pro
gram. Digital has formal working
relationships with more than 120
independent software and sy stem
dt‘\'clu;\cn who have CXpertise
and CxXpenience in spec ufx.'n!
applications - from process control
for an entire petrochemical plant
1o retail point-of -sale systems
And since these applications are
all based on 2 ¢ ommon hardware
software platform they all work
together 10 provide complete soly

nons sy stems for the Customer

I't ith of Digital's soft-

wWare ment can be scen ata

Digita ication Center for

T'ech \.C.T.). Seventeen of
these s have been established

in ma th American and Euro-

pean 1 .. Networked together,

these | provide a problem-

nment for industry

solvir §
cons ystems specialists, and

Custor he Centers .ll.\ﬂh‘.l\'t‘

an ind wcus. In New York, for

exami \ C.T is focused on

nand Ces projects The

Detre concentrates on

auton pplications, the Wash-

Ingtos on pu\'crnnwnl.’ll

,s;\;-:). )
ations
;o .nd more application

are dev d for Digital systems,

O -
and as 1 organizations recog

nize the value of integrating ™

nrerprise-wide
puter resources in enterprn

networks, the vision ‘h‘""J h-\
Digital and its customers has

T4 network
become a reality I'he netw(

has become the system
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ELEVEN-YEAR FINANCIAL SUMMARY

Operations (in millions except per share data)

Revenues
ProductSales! v s esiieiars sislsmmnsis siaisie 58004
Service and otherrevenues’ . .......c.eivienanerrases

Total Operating revenues . .. .........ooeoeasesessss

Costs and Expenses

Cost of product sales, service and other revenues .......
Research and engineering expenses. . . ...... ...
Selling, general and administrative expenses ...........

Operating iNCOME. . . o v s e cvnevsarsaoarsonensnasen
INtErest EXPENSe . . .\ vvevevnanrnssssssasassanasnsss
IEItETCSUITICOMIE o 5 ele a5 )7 08 o s e ST 4 o b a s ae s pig1ai&is =

Income before income taxes ....................
Provision for iNCOME taXes. . . . v oo vvrevenninnanrennns

A B i e e R e D St 1 e
Netincome pershare®®. .. ... .vevevrinrnriiasineens

Weighted average shares outstanding . .. ..............

Financial Position (s millions except per share data)

L 1 (5 fhr ot e P s A IR S (e s
Accounts receivable, net of allowances .. .......... A
e T T e e e,
Property, plant and equipment,atcost ................
LG R T S R
T N e L
Stockholders’ equity. .................... ... . ...
Stockholders’ equity per share’

General Information and Ratios (dollars in millions)
Current ratio
BT S RO SR R L S S
Additions to property, plant and equipment............
Depreciation........................ ..
Debt to debt plus equity ratio ........... ..
Operating income as a percentage of total

OPCEALNE TEVENULE . . i iiv-is a4 % 'sa s m o eiee e e s s <
Incom'e before income taxes as a percentage of total
operating revenues
Effectivetaxrate.............. ...

Net income as a percentage of total operating revenues .
Net income as a percentage of average
stockholders’ equity

Net income as a perc
Number of days sale
4 Inventoryturns...... . . . .
Number of employees at year-end
Common shares outstanding (in ke
Shareholders at year-end
Common stock yearly hig

entage of average total assets. ..
s of accounts receivable outstanding .

ousands) ..., . .. .

‘Reclassified for comparative purposes
2 |
See Note B of Notes to Consolidated Financial Statements

1987

$6,254.2
3,135.2

9,389.4

4,513.9
1,010.4
2,253.1

1,612.0
45.2
(122.1)

1,688.9
551.5

SL1374
S 853

$1,452.9
23122
4,376.6
3,859.3
8,4074
269.3
6,293.5
S 49.87

3.4:1

2.4:1
S 7484
S 4347

4.1%

17.2%

18.0%
32.7%
12.1%

18.9%
14.6%
78
34
110,500
126,187
99,379
$ 174-82

—

1986

$5,103.0
2,487 .4

7,590.4

4,282.1
8142
1.665.4
828.7
88.1
(1169
857.5
240.1

617.4

i

451

wn

130.8

$1,199.8
1.903
4222

3
222.7
3,262.7
7,173.3

333.2

5,727.8

$ 4454

4.9:1
3.5:1
S 5642
$ 3840

$.5%
10.9%
11.3%
28.0%

8. 1%

12.0%
9.1%

79
29
94,700
128,591
76,860

$ 94.46

1985 1984

$4,53 $3,804.1
2,1 1,780.3

0, 5,584 .4

-+ 3,379.6
630.7
1, 1,179.5

394.6
35.1
(41.5)

401.0
722

$ 44 $ 3288
$ $ 287

114.7

$1 $1,852.2
1 1,527.3

3 ( 3,001.4
2,5 23518
6 5,593.3

: 4413

4 3,979.2
S $ 3442

3.8:1
1.9:1
$ 5 $ 4521
R ] 252.6
10.0%

”
v
o

7¢ 7.1%

72%
%) 18.0%
5.9%

10.5% 3‘7':"
75% 65%

75 8

23 2.1
89,000 55'(’0(;

. s
59,253 57,81
63810 Y
$ 63-39 $ 50

|



1983

3.8
5.0
7.0
1.4
1.1
2.8
1.3
42

o X

0:1
$ 419.2
5 203.2

2.6%

8.5%

9.6%
31.0%
6.6%

8.5%

6.6%
82
2.1
73,000
56,357
40,903
$ 6532

1982

$2,738.5
1,142.3

3,880.8

2,187.6
349.8
758.6

584.8
14.8
(102.8)

672.8
255.6

$ 417.2
$ 3.76
110.9

$1,137.4
807.6
2,181.2
1,605.4
4,024.0
92.4
3,164.5
$ 28.65

4.1:1
2:3:1
2112
152.6
2.8%

©“ N

15.1%

17.3%
38.0%
10.7%

14.3%
11.2%
68
2.0
67,100
55,227
44,706
$ 55-34

1981

$2,312.9
885.2

3,198.1

1,778.7
251.2
632.2

536.0
29.2
(60.6)

567.4
224.1

$ 3433
$ 335
105.1

$1,102.2
758.1
2,029.8
1,128.4
3,456.1
88.4
2,679.7
§ 24.65

4.2:1

75 1 |

$ 3985

$ 102.1
3.2%

16.8%

17.7%
39.5%
10.7%

15.9%
11.2%
73
1.9
63,000
54,348
39,948
$ 55-29

1980

$1,736.4
631.6

2,368.0

1,319.9
186.4
478.9

382.8
27.0
(53.8)

409.6
159.7

$ 2499
$ 273
94.3

$ 819.9
629.1
1,658.2
772.3
2,666.1
489.7
1,651.7
$ 18.12

4.5:1
2.6:1
$ 209.9
$ 69.8
22.9%

16.2%

17.3%
39.0%
10.6%

18.0%
11.0%
81
2.0
55,500
45,568
35,144
$ 41-27

"Per share data adjusted to reflect two-for-one stock split in May 1986.

‘Includes elimination of DISC taxes of $63M accrued prior to 1984.

1979

$1,337.7
466.4

1,804.1

1,012.3
138.3
370.1

283.4
24.3
(35.8)

294.9
116.5

$ 1784
$ 205
89.9

$ 5135
475.1
1,076.9
582.1
1,863.2
340.7
1,120.2
$ 13.79

3.8:1

2.3:1
$ 939
St 5747

23.3%

15.7%

16.4%
39.5%
9.9%

17.6%
10.6%
82
22
44,200
40,606
28,835
$ 29-22

1978

$1,078.1
358.5

1,436.6

802.3
115.7
281.0

237.6
22.4
(12.3)

227.5
85.3

§ 1422
$ 170
86.5

§ 428.1
375.2
887.0
507.8

1,501.4
341.6
904.8

$ 11.35

4.7:1
2.8:1
$ 167.0
$ 502
27.4%

16.5%

15.8%
37.5%
9.9%

17.3%
11.1%
82
2.0
39,000
39,873
25,868
$ 28-19

1977

$ 809.9
248.7

1,058.6

595.1
79.7
205.9

177.9
117
(10.2)

176.4
67.9

$ 108.5
$ 139
78.0

$ 375.0
323.1
574.2
352.4
1,070.4
90.6
735.5

$§ 937

3541
1.8:1
$ 143.2
$ 285
11.0%

16.8%

16.7%
38.5%
10.3%

16.2%
11.3%
88
2.0
36,700
39,259
22,738
$ 30-20
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'S DISCUSSION AND ANALY ) SULTS OF OPERATIONS
MANAGEMENT'S DISCUSSION AND ANALYSIS OF RI

Income and Expense ltems as a
Percentage of Total Operating Revenues

ercentage ( |:A|ng<\

1985 1986 1987 Income and Expense Items 1986-87 of 1984.85
67.8% 67.2% 66.6% Product sales 23% 199,
32.2% 32.8% 33.4% Service and other revenues 26% 210

100.0% 100.0% 100.0% Total operating revenues 24% 209
S7T.7% 52.4% 40.5% Costof prndm{ sales (5%) 209
Service expense and cost
68.3% 64.6% 63.2% of other revenues 23 229,
61.1% 56.5% 48.0% Total cost of operating revenues 5% 210
10.8% 10.7% 10.8% Research and engineering expenses 24% 149
Selling, general and administrative
21.4% 21.9% 24.0% expenses 35 21

6.7% 10.9% 17.2% Operating income 95% 14

1.2% 1.1% 0.5% Interest expense (49%) 134
(0.9%) (1.5%) (1.3%) Interest income 5% 52'

6.4% 11.3% 18.0% Income before income taxes 97 % 1%
(0.3%) 3.2% 5.9% Income taxes 1309, (122%

6.7% 8.1% 12.1% Net income 849, 36%

Prior years reclassified for comparative purpases

Asanaid to understanding the (7:”"”"'“?“‘-‘"l‘”-'“”F ended June 27, 1987 and the per: hanges In
r'CSUI;,S" the fa.bovcmblcs indicate the percentage rela those items for such vears. Comt f total cost of
tionships of income and expense items included in the operating revenues are shown as wwes of their

Consolidated Statements of Income for the three years related revenues




Revenues

The Company’s total operating revenues for fiscal year Total Operating Revenues $ Millions
19 increased by 24% compared with increases of
14 in 1986 and 200/0 in 1985 There were severa] rea- 87 _
St or this improvement. The Company continued to 20
s¢ vad market acceptance of its networked computer 5 I — Ly
s s, which enable customers to solve today’s critical > S —— ]
b s problems. Revenues were also spurred by a i ——e— 354
st flow of new products, encompassing hardware, Y —ddd 2275
so ore, networking and services. The majority of these %2 —rt2 3881
prcts were immediately available at introduction. In S m—85 3198
ac. on, substantial increases in personnel were made S m—E32 2368
to 1 sales, service, software and marketing organiza- 79 EE— 1804
tior 1o expand and better service the customer base. 78 w359 1437
77 1059
The wttractiveness of the Company's products lies in
thet networking capability that provides customers we= Setvice and Other Revenues
witt an elegantly simple way of tying together parts of
an o wanization with a computer network. The Com-
par . cxpects the demand for this type of capability to Non-United States Revenues $ Millions
gro as organizations see the productivity enhance-
me  and efficiency of quality networks. < T T 4113
56 CEENNERNT. RSO . | 3179
D d from customers overseas, particularly in g5 I ————— 2642
W n Europe, was very strong as was the case during e —— 1978
th vious year. In the U.S., customer demand also — i
in ed over the previous year. This was especially & =%
e\ 1 in the services industries. 2 I
B 1302
In 4l 1987, service and other revenues, which princi- so BIEESS 928
pa.  nclude maintenance service, software supportand 79 N he?
cor - ting services, customer training and the sale of 78 40
rep - ement parts, grew by 26%. Service and other rev- 77 R 379

env s comprised 33% of total revenues in fiscal years
1987 and 1986 and 32% of total revenues in fiscal 1985.




38  ticipant in the highly competit

Expenses and Profit Margins

The total cost of sales as a percentage of operating reve-
nues decreased in fiscal 1987 compared with the prior
two vears. This was reflected primarily in a lower cost
of pl:OdUCt sales as a percentage of p'roduct revenues.
The major factors contributing to this reduction were
increased sales, a larger proportion of revenues tmrp
more profitable new products, manufacturing efficien-
cies, cost reductions and improved inventory turnover
performance. Service expense as a percentage of service
and other revenues was slightly lower than the prior
WO years.

Research and engineering expenses grew 24% in fiscal
1987 and comprised 10.8% of total operating revenues
compared with 10.7% in 1986 and 10.8% in 1985. The
Company is primarily involved with applied research
and engineering and has approximately 7,000 profes-
sional employees involved in various research, engineer-
ing and software development activities.

The Company’s investment in research and engineering
has totalled more than $2.5 billion over the last three
years, and exceeded $1 billion in 1987. This ongoing
investment maintained the momentum of the Compa-
ny’s new hardware, software, and service products
introduced during 1987. Among them were the VAX
8974 and 8978 systems, two mainframe class VAX sys-
tems which feature the most powerful central com put-
ing environments available from Digital, and the SA 482
Storage Array, a new high-capacity disk storage prod-
uct. The VAX/Supercomputer Gateway, announced
jointly with Cray Research, Inc., enhances the link

between the VAX computing environment and Cray
supercomputers.

In the midrange, the new VAX 8250,8350, and 8530
systems offer up to a 40% improvement in price perfor-
mance over earlier models. For work group comput-
ing, the MicroVAX 2000 and VAXstation 2000 were
announced early in the f
the Local Area VAXcluster, an extension of the VAX.
clustgr to the MicroVAX family. Just prior to the close of
the fiscal year, price performance iImprovements were
announced on several low-end machines along with an

expandc'd capacity Local Area VAXcluster and color
VAXstations, positioning the C

iscal year. Also announced was

Ompany as a major par-
ve workstation market.

Research and Engineering

Net Income

Employee Population

- oe o g oo -
v S = ROSTTIEl
ES

o 3

$ Millions

A 010

n
631
472
350
251
186
138
116

80

$ Millions

15
617
447
329

417
343
250
178
142

Thousands

111
95
89




Expenses and Profit Margins (continued)

Tweo major networking products were announced dur-
ing i year. The DECnet/SNA Data Transfer Facility

time DISC (Domestic International Sales Corporation)
benefit of $63 million, the fiscal 1985 effective tax rate

pro - les high-speed, bi-directional information and file was 11%. The increase in the effective tax rate for both
tra r between a Digital VAX-based system and IBM’s fiscal 1986 and 1987 resulted primarily from improved
Sh vironment. The METROWAVE bridge is a micro- profitability in the U.S. and the expiration of certain U.S.
wa nk for Ethernet local area networks separated by tax credits.

ph- al barriers such as highways or rivers, or where

the tof installing cable is too great. The changes made by the Tax Reform Act of 1986,

VA~ ate, PC ALL-IN-1, and VAX/VMS Services for MS-

including the retroactive provisions, did not have a
material impact on the financial results of the Company

D( tended the VAX networked computing environ- for the 1987 fiscal year. A reduced U.S. statutory income
mer o users of stand-alone PCs. Eighteen different tax rate, provided in the legislation, is expected to

proc .cts and services, including ruggedized VAX reduce the Company’s corporate tax rate for the 1988
syste s for the manufacturing environment, were fiscal year.

annonced, reinforcing the Company’s capabilities in
inteyrated manufacturing solutions.

In September, 1986 the Financial Accounting Standards
Board (FASB) issued an Exposure Draft, “Accounting

Selli- 2, general and administrative expenses increased for Income Taxes.” The proposed changes, if adopted,

to 2+ . of total operating revenues in fiscal 1987 com- would effect the Company’s present method of account-

parc. with 21.9% in 1986 and 21.4% in 1985. An ing for income taxes. The changes, depending on the

inci ¢ in the number of sales and service personnel provisions included in the final statement, could have a

acce  ted for most of the increase over fiscal 1986. material effect on the Company’s results of operations
and increase the Company's income tax expense.

Op ng income increased by 95%, compared with

inc s of 84% and 14% in the two preceding fiscal The Company monitors the effect of inflation on its

yea {lecting the moderate growth in cost of operat- business and believes that low U.S. inflation rates in

ing +  nues as compared with the growth in total recent years have had minimal impact on its results of

opt 12 revenues. operations.

Inte income increased in fiscal 1987 from fiscal During the year, the number of employees increased by

198¢ - vels reflecting a higher level of cash available 15,800 bringing the total number of emplo:vecs at year

for 11 cstment. Interest expense declined, due to the end to 110,500. The largest increases were in the sales,

rederption and conversion of long-term debt in fiscal
years 1986 and 1987.

The Company’s effective tax rate for fiscal 1987 was
32.7%, up from 28% in fiscal 1986. Excluding a one-

service and manufacturing organizations.

The ratio of net income to average stockholders’ equity
(ROE) was 18.9% in fiscal 1987, 12% in fiscal 1986, and
10.5% in fiscal 1985.
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Availability of Funds to Support Current and Future Operations

Funds to support the Company’s operations have his-
torically been met with internally generated funds sup-
plemented with external financing. During fiscal 1987,
internally generated funds were more than sufficient to
Support operations.

During the three year fiscal period 1985-1987, funds
generated from operations exceeded funds used to sup-
port operations by $1,773 million. In 1987, net funds
generated from operations were $881 million, compared
with $791 million in 1986 and $101 million in 1985. The
higher level of funds generated from operations in 1987
was primarily the result of continued improvements in
the Company’s profitability.

The Company reduced long-term debt by $64 million
during fiscal 1987 through sinking fund payments and
subsequent redemption of all of its outstanding 9%/s%
Sinking Fund Debentures.

Common Stock Information

The Company’s common stock is listed and traded on
the New York Stock Exchange, Pacific Stock Exchange
and several European stock exchanges. There were
99,379 stockholders of record as of June 27, 1987. The
high and low quarterly sales prices for the past two fis-
cal years are presented below.

1987
Fiscal Quarter High foar
First $105"/s S 81%
Second 109 88Y/2
Third 1727/s 104/
Fourth 17412 148%/4
- 1986
Fiscal Quarter High i
First %5
6 $ 457/
?—T’c-og d 68%/s 51V
& 867/s 657/a
FOlll’lh 935/4 26 L

In November 1986, the Board of !
the repurchase of up to 5,000,00¢
ny's common stock on the open 1
the repurchase program was to |
the requirements of the employe:
fiscal 1987, the Company purcha
a total cost of $782 million. The
stock, are being issued under the

tors authorized

¢s of the Compa-
The purpose of
shares to meet
plans. During
100,000 shares at
held as treasury
vee stock plans.

oseto $2.118
1,911 million at
at the end of fis-

Cash and temporary cash investn
million at the end of fiscal 1987 {1
the end of 1986. Unused lines of
cal 1987 were $451 million

ofitability cou-
uty ratio and high
obtain funds suf-

The Company believes its improv:
pled with its low debt to debt-plus
credit rating leave it well positionc
ficient to meet future requirement

Total Stockholders’ Equity $ Millions
- T M 4
. E—— -
- I 5%
- E—— 3979
- e s
~ o
~ T 2680
- — 1652
79— 120
7% N 905
77 . 76




Spending for Operations

Fisca
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1985
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teet o!
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The ¢
fiscal
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tors,
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SErvic

car-end inventories increased 21% from the
ir. Average year inventory turns of 3.4 times

| from the 2.9 times and 2.3 times recorded in

11985, respectively. Accounts receivable grew
ccting the rise in product sales. Days sales in
receivable outstanding decreased to 78 days
1ys in the previous year.

ending in fiscal 1987 totalled $748 million,

with $564 million in 1986. In fiscal 1987, $551
the capital spending was for equipment as the
continued to invest in support of new prod-
echnology development. Spending for land
ing additions totalled $115 million, and lease-
rovements totalled $82 million.

of net income to average net total assets (ROA)
5 in fiscal 1987,9.1% in 1986 and 7.5% in

pany added approximately 1.3 million square

lding space worldwide in fiscal 1987, bringing

mount of space to 33.6 million square feet,
vith 32.3 million square feet in 1986 and 29.3
are feet in 1985.

wany expects that its capital spending level in
will exceed that of fiscal 1987. The actual
ending will be dependent on a variety of fac-
ding general economic conditions and the
demand for the Company's products and

Additions to Property, Plant & Equipment

Depreciation Expense $ Millions
Y —135
N0 — 84| 564
5 —15 ] 572
N —53 452
N —203 | 419
52 —153 511
S —l02 ] 399
N —T0 ] 210
79 (- 94
7S 0 167
77 143
mem [Jepreciation Expense

Net Income Per Common Share $
N T ] 355
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oy} 2.87
3 et 2.50
[YR o W e ] 3.76
51 [ 3.35
Rl =] 2.73
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Report of Management

The Company’s management is respons'ible for the
preparation of the financial statements m.accordancc
with generally accepted accounting princnplc§ and.for
the integrity of all the financial data included in this
Annual Report. In preparing the financial statements,
management makes informed judgments and estimates
of the expected effects of events and transactions that
are currently being reported.

Management maintains a system of internal accounting
controls that is designed to provide reasonable assur-
ance that assets are safeguarded and that transactions
are executed and recorded in accordance with manage-
ment’s policies for conducting its business. This system
includes policies which require adherence to ethical
business standards and compliance with all laws to
which the Company is subject. The internal controls
process is continuously monitored by direct manage-
ment review and an internal audit program under which
periodic independent reviews are made.

The Board of Directors, through its Audit Committee, is
responsible for determining that management fulfills its
responsibility with respect to the Company’s financial
statements and the system of internal accounting
controls.

Report of Independent Certified Public Accountants

To The Stockholders and Directors,
Digital Equipment Corporation

We .have examined the consolidated balance sheets of
Digital Equipment Corporation as of June 27,1987 and
June 28,1986 and the related consolidated statements of
income, stockholders’ equity and changes in financial
position for each of the three fiscal years in the period
ended June 27, 1987. Our examinations were made in
accordance with generally accepted auditing standards
and accordingly included such tests of the accouming. .
records and such other auditing procedures as we con-

sidered necessary in the circumstances,

The Audit Committee meets perio
sentatives of management, the ind:
and the Company’s internal auditor
financial reporting, and internal co
also meets with the Company's ou!
related matters. The independent
internal auditors have full and fre.
Committee and periodically meet |
Audit Committee.

Coopers & Lybrand, independent
Accountants, have been engaged b
tors, with the approval of the stock
the Company’s financial statement

appears below.
4+

Kenneth H. Olsen
President

Ih. Otoe b

James M. Osterhoff

Vice President, Finance

In our opinion, the financial statemc
above present fairly the consolidatec
of Digital Equipment Corporation as
and June 28, 1986, and the consolidat

operations and the consolidated chang

y with repre-
lent accountants
review audits,

matters, and
ounsel on
ntants and the
s to the Audit
ely with the

tied Public
Board of Direc-
rs, L0 examine
Ir report

eferred to
incial position
June 27, 1987
results of its

- in its financial

position for each of the three fiscal years in the period
ended June 27, 1987 in conformity with generally
accepted accounting principles applied on a consistent

basis.

Boston, Massachusetts
July 22, 1987

&;apu ¥ W
Coopers & Lybrand




CONSOLIDATED STATEMENTS OF INCOME

(in the susands except per share data)

Revenues (Notes A and C)

PO DS RIES Y i ta e e ot s om s s T o e o a e e e
Serviczandotherrevenues ..............ccovuue...
Total OPErAtINETOVENUGS . o iivie vsritaravan uinsioreis bistera sists
Cost nd Expenses (Notes A and D)

Cos SPOGHCRERICE! 0 3475 4\aralava abalela Besialate i oy e s
Serv tpense and cost of other revenues . ..........
Res and engineering expenses .................
Sell .eneral and administrative expenses ..........
Operating INCOMIE, -l oiéalaiszas iss a0 sraatie e litaaaby ata/s0is
Intercst EXPERSEI: oo ssiiiarara sislaie s s/steraiara sl rossisiorats
Interest income, .. ....... A e S
Income before income taxes ... ........o.vonioiians

Income Taxes (Notes A and E)

Provision for INCOMEe taxes ..........ovveeeeenennns
Ketersal of DRt REE s e o e b0 (sis ors e lemes Ioieieeiony
Total INCOMETEXCES 50 5 iav o orarvi v ol Il e isrs
Nt INCOMIE i m e it o asts e lsoniarsdeborol (iorararbars1a)sia
Neti: ome pershare (NoteB) .......ccovvveiineenn.
Wei d average shares outstanding (NoteB). . ........
Thea nying notes are an integral part of these financial statements

Prior eclassified for comparative purposes

June 27,1987

$6,254,187
3,135,257

9,389,444
2,532,259
1,981,635

1,010,438
2,253,105

1,612,007
45,203
(122,149)

1,688,953

551,518

551,518
$1,137,435

$ 8.53
133,305

June 28, 1986

$5,102,961
2,487,396

7,590,357

2,675,438
1,606,661

814,138
1,665,411

828,709
88,079

(116,899)

857,529

240,109

240,109
$ 617,420

$ 4.81
130,792

Year Ended
June 29, 1985

$4,530,011
2,156,305

6,686,316
2,615,384
1,472,091

717,273
1,431,769

449,799
82,003
(63,026)

430,822

47,390
(63,250)

(15,860)
$ 446,682

$§ 371
124,112
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CONSOLIDATED BALANCE SHEETS

(in thousands)

Assets

Current Assets

Cash and temporary cash investments (Note F) .. ... o
Accounts receivable, net of allowance of $69,280 and $52,439. .
Inventories (Note A)

A IALEFIANS: 1-s 15151515 s 5 o p ool orm 0 201520 0 5.9 9.6 00
WOrk-in-process .. . . .« sesansnasvsomsnasssssssns
PiniisHed Goots . srsissnsmisssio\seiaisialesoisrommisies

TOtal INVENUOTIES: . .o oieir slema visce e Sw WS I ¥ 01VS o0 00 o
Prepaid eXpenses . ......oceseeeesacicncasannans

Net deferred Federal and foreign income tax charges . . . ........

Total Cutrent ASSetS. .1 u v et b e s dases s
Property, Plant and Equipment, at cost (Nose A)

BUIANGS:. . 20tu-ene rieiamsmmrnans B S AR v e st o
Leasehold improvements . . .....................
Machinery and equipment .. .............00eunen...

Gross Property, Plant and Equipment
Less accumulated depreciation

Net Property, Plant and Equipment ................ ...
Other assets, net (Noze G)

Total Assets

Liabilities and Stockholders’ Equity
Current Liabilities

Bank loans and current portion of long-term debt (Note H) . . .
Accounts payable

Salaries, wages and related items . .. ... By
Deferred revenues and customer advances (Note 4) . ..
Other current liabilities

Total Current Liabilities

Net deferred Federal and fore
Long-term debt (Noze 1)

Total Liabilities

Stockholders’ Equity (Nozes [ and )

Common stock, $1.00 par value; authorized 450,000,000 shares;
issued 130,008,231 shares and 128,591,361 shares _

Additional paid-in capital
Retained €ArnIngSs .. ..ouy i
Treasury stock at cost, 3.821 ,669 shares

Total Stockholders’ Equity

The accompanying notes are an integral

‘ part of these financial statements
Prior year reclassified for comparative P

urposes

June 27, 198

$2,118,2

2,312,

405,
526,4
521,

1,452.9
119,1
198.4

6,201,0¢

148,44
889,75
294,63
2,526,45

S 4,87
430,57
328,13
229.62
47592
355,375

1,824,505

20,118
269,292

2,113,915

130,008
2,352,939
4,410,242

(599,718)

6,293,471
$8,407,386

June 28, 1984

$1,910,933

o
~I

1

N

N

— —

w N

el

903 287

339,308
523 863
336,585

199,756

85,274
206,998

306,248

118,074
809,245
232021

103,339

262,679
395,601

867,078

7,173,326

22,197
259,565
137,558
151,160
253,790
259.265

083,535

28,809
333,155

445,499

128,591

224,304



CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

(in thousunds)

Funds {*om Operations

IN O I O R e ot s, or b 7= e e el B VAT v T o 27
Add - penses not requiring funds

in curi ~ period:

Depre rion and amortization (Notes Aand G) . .. ... ....
Disp { property, plant and equipment. . ...........
Restr stock plans—

charg DELABONBINOIED <y« wivivravernin wis srasatstel dsleditalarese
Defe: icome tax provision (NoteE) .. ....c..oovunn..
Total s from operations. .. .....couveeneeranannns
Funds d to Support Operations

Incre lecrease) in working capital:

Accor ecelPabIBT= S cohar B R R
ln\'('”i ......................................
Prepald CXPERBESIN . s ecirainit mead S o e
el m e PR {1 o) [yl DM ) oty (gt
INCOME AN CE v e les0s s el An 518 37a ) T raba W pme ey oy ol
Deferred revenues and customer advances. . ...........
Other currentHabIIes @ule s sros vi's sesce arsidia st ale e eala
Addiu y property, plant and equipment . ..........
Increa S CEABROES 1o & iv o vl e s o oA
Total | used to SUPPOrt OPETations . .......evvenss
Net in in funds from operations ................
Funds ided (Used) by Financing Sources

Bank ! ind current portion of long-term debt (Noze H)
L()n_ﬂ { L T 2 R e s e AV TN ETE
9%/8% wures due 2000 (Note H) o .vvvvvevivoivnnes
13% 1 Ores AU 2014 . . ....cicoiorioiainsozesoisimis o vy oy
8% C ib Debenturesdue2009..........c.nen..
Comme . “rock issued under stock

option and purchase plans NoteD) ..........coovvnnn.
Common stock issued upon conversion of

8% Convertible Subordinated Debentures. . ...........

Purchase of Treasury stock (Note]). . . ... ovvueeeniannns
Total funds from financing sources. . .................
Net increase in cash and temporary

cash investments. ... ...........cecuuemnieieesonees

Cash and temporary cash investments
at beginning of year ..............cccuieerunieeenn

Cash and temporary cash investments
at end of year

”JL‘ m‘mrﬂpau)'mg notes are an mlrgm/ part of these /Ilmm'm/ statements.
Prior years reclassified for comparative purposes

June 27, 1987

$1,137,435

436,118
53,456

20,653
(158)
1,647,504

408,901
253,163
33,919
(171,010)
(190,576)
(222,135)
(174,573)
(62,311)
748,359
80,463

766,511
880,993

(17,324)
(863)
(63,000)

189,346

(781,790)
(673,631)

207,362

1,910,933

$2,118,295

June 28, 1986

$ 617,420

384,044
44,112

21,155
(13,936)

1,052,795

364,332
(556,411)

20,705
(74,363)

130,342
(93,685)
(93,685)

(302,765)
564,205

261,440
791,355
8,535
(144)
(3,646)

(100,000)
(400,000)

138,932

395,721

39,398

830,753

1,080,180

$1,910,933

June 29, 1985

$ 446,682

315,075
37,020

20,420
(87,125)
732,072

11,698
(96,001)
7,539
92,909
44,971
(33,651)
31,813

59,278
571,784

631,062
101,010

(893)

(14)

(4,354)
400,000

108,281

503,020

604,030

476,150

$1,080,180
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY

Tuml

Additional Stock-

Common Paid-in Retained rn holders'

(in thousands) Stock Capital Earnings K Equity

-0 75 e 1 ‘~% o =
JOnE B0 19RO e 1o 57,811 $1,610,57 $2,310,830 $3,979.216

Shares issued under stock option and

o

purchase plans (Notel) .. .....ccvvuvviinnn. 1,442 ‘)3.7<:h 95228

Restricted stock plans, charge to operations . . 20,420 20.420

Stock option and purchase plans—excess ‘

Federal income tax benefits (Note D). ... ... ... 13,053 13,053

NEtARCOMESTIBY s uursviass st ssilaiasmiiorarerss 446,682 446,682

une 39,4985 i D i s s § 59253 SI737.834 $2,757,512 $4,554,599

Shares issued under stock option and

purchase plans (Notel) .. . .cevoveiiiniinnnn. 2,125 116,285 118,410

Restricted stock plans, charge to operations . . 21,155 21,155

Stock option and purchase plans - excess

Federal income tax benefits (Noze ). ... ... ... 20,522 20,522

Two-for-One stock split in form of

100% stock dividend ................. s 60,200 (60,200) -

8% Convertible Subordinated Debentures

converted into Common stock (Note H). . . . . . . 7,013 388,708 395,721

Net ncome=1986' ..« v:ccseaiesabanes wvsi 617,420 617,420

June 28, 1986, o e e e s $128,591 $2224304 $3.374932 $5,727,827

Purchase of 5,000,000 shares of Treasury

i g ) R S $(78 }) (781,790)

Shares issued under stock option and

purcl?ase plansNotel) ............... . . : 1,417 65,466 (102,125) 18 2 146,830
’ Restricted stock plans, charge to operations . 20,653 20,653

Stock option and purchase plans - excess

Federal income tax benefits (Note D). ... 42,516 42,516

Netincome-1987............. ... .. 1.137.435 1,137,435

Jone 27 0BT e e $130,008 $2,352939 $4,410,242  $(599. 18) $6,293,471

The accompanying notes are an integral part of these fina

ncial statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note A - Significant Accounting Policies

Principles of Consolidation [ The consolidated finan-
cial statements of the Company include the financial
starents of the parent and its domestic and foreign

sul. liaries. All significant intercompany accounts and
pro - have been eliminated.

Trz  otion of Foreign Currencies [ For foreign oper-
ati he U.S. dollar continues to be the functional cur-
re; ssets and liabilities of foreign subsidiaries are

tr «d into U.S. dollars at current exchange rates,

ex hat inventories and property, plant and equip-
me « translated at historical rates. Income and ex-
per tems are translated at average rates of exchange
pre ing during the year, except that cost of sales and
de ation are translated at historical rates. Exchange
gai and losses arising from translation are included in
current income.

Tl mpany enters into forward exchange contracts
to 1o luce the impact of foreign currency fluctuations on
op s and the asset and liability positions of for-

el sidiaries. The gains or losses on these contracts
ar ided in income when the operating revenues

an nses are recognized and for assets and liabili-

ti = period in which the exchange rates change.
R: . Recognition [ Revenues from product sales
ai ‘nized at the time the product is shipped. Ser-
vi other revenues are recognized ratably over the
c ual period or as the services are performed.

D 1987, the Company extended the warranty of

ce sroducts for one year and recognizes the related
re over that period.

N« ;~Net Income Per Share and Dividends

Net ‘ncome per share is based on the weighted average
number of common shares and common share equiva-
lents outstanding during the year. In the fiscal year
ended June 27, 1987, common share equivalents were
attributable to stock options. In the fiscal years ended

Warranty Costs [] Warranty costs are expensed as
incurred. The warranty costs result in the same charge
to expense as would be incurred if such warranty costs
were accrued at the time of revenue recognition.

Taxes [] In general, the Company’s practice is to
reinvest the earnings of its foreign subsidiaries in those
operations and repatriation of retained earnings is done
only when it is advantageous to do so. Applicable taxes
are provided only on amounts planned to be remitted.
Investment tax credits are treated as reductions of in-
come taxes in the year in which the credits arise.

Inventories [] Inventories are stated at the lower of
cost (first-in, first-out) or market.

Property, Plant and Equipment [ Depreciation
expense is computed principally on the following
basis:

Classification Depreciation Lives and Methods
Buildings . ......... 33 years (straight-line)
Leasehold

Improvements... ... Life of assets or term of lease,

whichever is shorter (straight-line)
Machinery and
Equipment ........ 8 and 10 years (sum-of-years),
4 and 5 years (double-declining
balance)

June 28, 1986 and June 29, 1985, common share equiva-
lents were attributable to convertible debt and stock

options.

Cash dividends have never been paid by the Company.




Note C-International Operations

(in thousands)

Revenues
United States CUStOMErs. . .« «cvvvvvvvneanssnns
TtETCOMPANY) - 2 siats alsals sis sisrs s oroiaolsla aibla s el anis oo s

BUTO1 CUSTOMCES, Aalels ah araliiaet Hessaallsralvrals (siorale an ain
ItEECOMPANY sy isahile ila s e el sl S 0A53 8 4% a K a5 =

Canada, Far East, Americas customers . . . ............
Intercompany . ..........o.ooeviiniaiinnn..

Eminations . .. ......oooruiree s
1 (8 1 o R et

Income

Income from operations
Interest income

Canada, Far East, Americas .. ... ... ..

Corporate assets (temporary cash investments)
Eliminations

Total assets

June 27,1987

$ 5,016,606
1,921,043

6,937,649

3,252,482
114,582

3,367,064

1,120,356
659,204

1,779,560
(2,694,829)
S 9,389,444

$ 758,795
634,543
278,359
(59,690)

1,612,007
122,149
(45,203)

S 1,688,953

$ 4,627,838
2,246,333
843,067
1,979,470
(1,289,322)

S 8,407,386

June 28, 198¢

$ 4,472,195
]‘34\\

5.826.534

2,259.74

R2 64¢

2,342,392

858,41
577.93

1,436,353

(2,014,922

$ 7,590,35

$ ‘43.(“‘ 4

Year Ended

June 29, 1985

$ 4,078,286
1,373,578

5,451,864

1,944 999
33,382

1,978,381

663,031
i 545,968

208,999
(1,952,928)

$ 6,686,316

$ 224464

405,636 202.646
207.187 102,837
(126,771 (80,148)
828.709 449,799
116,899 63.026
(88.079 (82.003)

$ 857.529 $ 430,822
$ 3911491 $ 4,277,296
1,817,584 1,419,708
815.067 834,295
2.035.557 982,655

(1,406,373)

$ 7,173,326

(1,145,097)

$ 6,368,857




Industry [1 The Company’s business consists of the
desien, manufacture, sale and service of networked com-
puter systems, associated peripheral equipment, and
relat. | network, communications, and software products.

Inte: ational Operations [ Sales and marketing oper-

atio outside the United States are conducted princi-
pall' rough sales subsidiaries in Canada, Europe,

Cer and South America and the Far East; by direct
sale m the parent corporation and through various
rep tative and distributorship arrangements. The
Cor 1's international manufacturing operations

inc vlants in Canada, the Far East and Western

Eus I'he products of these manufacturing plants are
solc i Company’s international sales subsidiaries,
the at corporation or other international manufac-

turit lants for further processing,

Intercompany transfers between geographic areas are
accounted for at prices which are designed to be repre-
sentative of unaffiliated party transactions.

Sales to unaffiliated customers outside of the United
States, including U.S. export sales, were $4,412,527,000
for the year ended June 27,1987, $3,179,143,000 for the
year ended June 28, 1986, and $2,641,863,000 for the
year ended June 29, 1985, which represented 47%,

42% , and 40%, respectively, of total operating revenues.
The retained earnings of substantially all of the Com-
pany’s international subsidiaries have been reinvested
to support operations. These accumulated retained
earnings, before elimination of intercompany transac-
tions, aggregated $2,070,337,000 at June 27, 1987,
$1,473,081,000 at June 28, 1986, and $1,090,299,000 at
June 29, 1985.
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Note D—Pension Plans and Other Retirement Benefits

The Company and its subsidiaries have defined benefit
pension plans covering substantially all employees. Pen-
sion cost is based on estimated benefit payment formu-
las. The benefits are based on years of service nnd‘
compensation during the employee’s career. Pension
expense amounted to $110,365,000 for the year ended
June 27, 1987, $111,778,000 for the year ended June 28,
1986 and $114,053,000 for the year ended June 29, 1985.
In fiscal 1987 the Company and its principal subsidi-
aries implemented Statement of Financial Accounting

‘Standards No. 87— Employers’ Accounting for Pen-

sions. As a result, the actuarial costing method was
changed from the aggregate to the projected unit credit
method and certain actuarial assumptions were revised.
The net effect of these changes was not significant.

It is the Company’s policy to make contributions to

the plans to the extent that such contributions are tax
deductible. Contributions are intended to provide not
only for benefits attributed to service to date but also
for those expected to be earned in the future. The assets
of the plans include corporate equity and debt securi-
ties, government securities and real estate.

The following table provides information on the status
of the U.S. pension plan and certain non-U.S. plans which
in aggregate represent approximately 91% of the total
pension expense of the Company and its subsidiaries.
For the U.S. pension plan, the assumed discount rate in
computing the projected benefit obligation was 8.5% .
the assumed rate of compensation increase wias 6.5%,
and the assumed annual rate of return on plan assets
was 9.5%. For the non-U.S. plans, the assumed discount
rate in computing the projected benefit obligation
ranged from 5.0% t0 9.0%, the assumed rate of com-
pensation increase ranged from 5.8% t0 7.5%. and the
assumed annual rate of return on plan assets ranged
from 5.5% t0 10%. For the U.S. pension plan, the mea-
surement date was March 31, 1987, For the non-U.S.
plans, the measurement date ranged from March 31,
1987 to June 27, 1987.

Thg actuarial present value of accumulated benefit obli-
gations at the beginning of the fiscal vear ended June
28,1986 was $265,221.000 including $223,298 000 of
vested benefits. These amounts reflected a weighted
average assumed rate of return on plan assets and a
weighted average assumed rate of compensation
increase of 6.5%. The fair value of plan assets (exclud-

ing insured plans) at the beginning of the fiscal year
ended June 28, 1986 was $667,669,000. '

In addition to providing pension b
provides certain medical, dental an.
efits for retired employees. Substar
pany’s domestic employees may be
those benefits if they reach normal
working for the Company. The cost
care and life insurance benefits is r
expense as claims are paid. These «
for the fiscal year ended June 27, 1
fiscal year ended June 28, 1986, an.
cal year ended June 29, 1985, The n
pany's foreign subsidiaries do not o
retirees. Of those that do, the amou:

The funded status as of the year-end
was as follows:

(in thonsands)

Actuarial present value of benefit
obligations:
Vested benefit obligation

Accumulated benefit obligation

Projected benefit obligation
Plan assets at fair value

Plan assets in excess of projected
benefit obligation

Contributions made after measuren
date but before end of fiscal vear
Unrecognized net gain
Unrecognized net asset at transition

Pension cost recognized on the balan:

sheet .

(s, lhc C()mpan_v
insurance ben-
all of the Com-
ligible for
nent age while
iree hcallh

ed as an
aled $864,000
123,000 for the
000 for the fis-
v of the Com-
ich benefits to
¢ immaterial.

isurement date

$ (310,590)
$ (368,572)
$(1,054,853)
1,354,197
299,344
11,283
(98,373)
(160,820)

§ 51,434

Net periodic pension cost for fiscal 1987 included the

following components:

Service cost-benefits earned
during the period .

Interest cost on projected
benefit obligation .. .........
Actual return on plan assets
Net amortization and deferral . . .

Net periodic pension cost

Total net periodic pension
cost for all pension plans

8 126,971

67,695
(187,541)
93,272

$ 100,403
$ 110365




Note E~Income Taxes

Income before income taxes for domestic and foreign operations was as follows:

(in isands) Year Ended
June 27,1987 June 28, 1986 June 29, 1985
L A $ 832,638 $382,708 $210,970
BOrY: 30 SR wosslertise i shviists einiae s oo i e e 856,315 474,821 219,852
AOR:-. . Sl i it s e b T $1,688,953 $857,529 $430,822
Th | provisions for income taxes were at rates Jess than the U.S. Federal statutory tax rate for the following
res
1987 1986 1985
U.s ral statutory taxrate. .. ............. ... 46.0% 46.0% 46.0%
Ta cfit of manufacturing operations in: (a)
l ORUBOE 3 174 rasacm it i (3.4) (3.9) (5.6)
! IS R IO el SN (4.1) (7.4) (11.8)
S e Lol O e B R T Y S D (1.5) (1.4) (2.4)
Iy TETNRCTICER 1. oo s s o v e e o 1 (2.8) (5.7)
Res and engineering credit ............ .. ... .. . (1.1) (0.9) (5.3)
O - - (17.5)
0L SRR D Tk e e SN (3.3) (1.6) (1.4)
32.7% 28.0% (3.7)%(b)
(a) Company’s manufacturing subsidiary operat- (b)  Asaresult of the Deficit Reduction‘Act of'1984
ing rto Rico is subject to tax at a rate of approxi- which eliminated the taxes on DISC earnings prior to
mal on its manufacturing earnings through fiscal 1984, the Company’s 1985 fiscal year income tax expense
19¢ income from products manufactured for was reduced by $63,250,000. The effective tax rate for
exp the Company’s Irish manufacturing subsidi- fiscal year 1985 would have l?een 11% exclusive of the
ary apt from Irish taxes through April 1990. The adjustment for the benefit of prior years’ DISC taxes.
ince 'm certain products manufactured by the
Con s Singaporean manufacturing subsidiary is
wh «empt from Singaporean taxes through March
199 partially exempt through December 1996.




Note I-Stock Plans

Restricted Stock Options [ Under its Restricted
Stock Option and Purchase Plans, the Company has
granted certain officers and key employees options,
which are exercisable upon grant, to purchase common
stock at a price determined by the Board of Directors.
Shares purchased under the plans are generally subject
to repurchase options and restrictions on sales which
lapse over an extended time period not exceeding

10 years.

On November 8, 1985, the Company’s stockholders
approved the 1985 Restricted Stock Option Plan (the
*1985 Plan”) providing for the issuance of 18,000,000
shares of Common stock under the Plan through

December 31, 1990.

Information concerning activity during the three years
ended June 27, 1987 follows:

June 30,1984
Options Granted
Options Exercised
Options Cancelled
Options Terminated

June 29, 1985
Options Granted
Options Exercised
Options Cancelled
Options Terminated
Options Authorized

June 28, 1986
Options Granted
Options Exercised
Options Cancelled
Options Terminated

June 27,1987

Shares
Reserved
For Future
Grants

5,491,744
(2,961,920)

432,464
(11,828)

2,950,460
(580,900)

243,186
(2,675,046)
18,000,000

17,937,700
(2,805,620)

231,682
(198,132)

15,165,630

Options Outstanding
Average

Price

Per

Shares Share

10,667,372 $26.40

2,961,920 3450
(981,976) 16.30
(432,464) 26.87

12,214,852 $29.16
580,900 38.54

(1,086,786) 22.57
(243,186) 30.14

11,465,780 $30.24

2,805,620 56.00

(1,036,517) 25.30
(231,682) 34.20

13,003,201 $36.12

At the time these options are exercised
stock account is increased by the par v
of the shares sold and the remaining p

common
$1 per share)
n of the pro-

ceeds is credited to additional paid-in al. The ex-
cess of the fair market value of the sha ' the grant
date over the option price is charged 1 rations each
year as the restrictions lapse. Such ch: ) operations
amounted to $20,653,000 in the fisca nded June
27,1987, $21,155,000 in the fiscal yea { June 28,
1986, and $20,420,000 in the fiscal ye ed June 29,
1985. The amount deductible for Fed: come taxes
exceeds the amount charged to incom book pur-
poses. The Federal income tax benefi iting to this
difference have been credited to additi 4l paid-in
capital,

Employee Stock Purchase Plans | the Compa-

nited States
» granted the

ny’s Employee Stock Purchase Plans, a
and certain international employees m

opportunity to purchase common stock  55% of mar-
ket value on the first or last business d. the six
month payment period, whichever is | Common
stock reserved for future grants aggre; 3,937,958

s at June 28,
an average
June 27,
the fiscal

10 charges

shares at June 27, 1987, and 5,358,655
1986. There were 1,420,697 shares isst
price of $83.16 during the fiscal vear ¢
1987 and 1,827,733 shares at $47.73 di
year ended June 28, 1986. There have

to income in connection with the opti her than
incidental expenses related to the issu: f the shares.
Federal income tax benefits relating to options
have been credited to additional paid-ir  dital.
Employee Stock Ownership Plan 1 17 Employee
Stock Ownership Plan (ESOP) and a relaccd trust,

which were established in 1982, were terminated due to
the Tax Reform Act of 1986, which eliminated the
allowable Federal tax credit. All stock or cash held by

the trust was distributed to the employees on May 12,
1987.




Note J—Treasury Stock

During the year, the Company purchased on the open
market 5,000,000 shares of its common stock, or
approximately 4% of the outstanding shares, at an
aggregate purchase price of $781,790,000, or $156.36
per share.

\ll of the acquired shares are held as common stock
n treasury for distribution to employees under the

Note K-Leases

Vlinimum annual rentals under noncancelable leases
which are principally for leased real estate, vehicles and
quipment) for the fiscal years listed are as follows:

Fiscal Years (in thousands)
e e O O A T o $209,463
LB s s ita, mans ettt T 166,795
E RO 755 i ot orstars) S oar s o1 o e TR 127,121
B s ca v e S AN 1 94,231
2 v ot i Gt et L bt e s o Sl 66,402
LCTYRATS o7t s 6o S i sl oo sl 280,704
Total minimum lease payments. ......... $944,716

Employee Stock Purchase Plans and Restricted Stock
Option Plans. The difference between the average
acquisition cost of the shares and the proceeds is
charged to retained earnings.

Total rental expense for the fiscal years ended June 27,
1987, June 28, 1986, and June 29, 1985 amounted to
$335,518,000, $257,695,000, and $223,434,000 respectively.

1
\n




SUPPLEMENTARY FINANCIAL INFORMATION

Quarterly Financial Data (unaudited)

Selected quarterly financial data for the years ended June 27, 1987 and June 28, 1986 is set forth beloy

Incor
Total Betore
Operating Crross Income et In ‘\vr”~
(in millions except per share data) Revenues Protit la P x\\l .
. ¢ Jare
1987
T 1171y (- e S o7 TSR $2,0385 S1L,0119 S 294.6 6 $1.37
Second Quarter. ............... o 2271.8 1,176.5 423.8 0 2.02
Third Quarter . . ............... . 2,410.1 1,260.6 460.2 6 2.29
HOUTEH CINATEErIN. bt vl ete v oty . . 2,669.0 1,426.6 5104 2 2.85
e B R e e e AT . $9,3894 S48756 51,6890 4 8853
1986
First CONATtET e e s rabre s sraals SRR $1,6239 $ 6596 $ 971 ) $0.60
Second QUATEET: v v sis v s biass AN IS 1,862.5 773.8 183.9 : l-n\
Third Quarter . .......... . 1,928.3 8512 237.2 ! ]A‘;’
FourthQuarter ............. 2,175.7 1,023 ‘- ‘ii.\. ’ 1:;
ol Year e b e s s e e serarals £7.590.4 $3.308.3 $ RS57.5 4 $4 81




Officers

Kenneth H. Olsen
President and Director

Winston R. Hindle, Jr.
Senior Vice President, Corporate Operations

John J. Shields

Senior Vice President, Sales, Services,

Marketing and International

John F. Smith

Senior Vice President, Engineering, Manufacturing and
Product Marketing

John L. Alexanderson
Vice President, Peripherals and Supplies Group

Don K. Busiek
Vice President, Software and Educational Services and
Computer Special Systems

George A. Chamberlain, 3d
Vice President, Manufacturing, Engineering and
Marketing Finance

Henry J. Crouse
Vice President, Group Manager

James G. Cudmore

Vice President, Product Operations

William R. Demmer
Vice President, Mid-Range Systems Business Group

Pier Carlo Falotti

Vice President, President and
Chief Executive Officer—Europe
Samuel H. Fuller

Vice President, Research

Rose Ann Giordano
Vice President, Consultant and Information Systems
Marketing

Robert M. Glorioso
Vice President, High Performance Systems

David W. Grainger
Vice President, Corporate Field Service

William C. Hanson
Vice President, Manufacturing Operations

William |. Heffner
Vice President, Systems Software Group

Robert C. Hughes
Vice President, Service Industry Marketing

Donato A. Infante, Jr.
Vice President, Manufacturing Information and
Technology

Ilene B. Jacobs
Vice President and Treasurer

William R. Johnson, Jr.
Vice President, Distributed Systems Engineering and
Marketing

John C. MacKeen
Vice President, Channels Marketing

Edward B. McDonough
Vice President, GIA Operations

Kevin C. Melia
Vice President, Manufacturing Materials and
Corporate Distribution

Albert E. Mullin, Jr.

Vice President, Corporate Relations

James M. Osterhoff
Vice President, Finance

Robert B. Palmer
Vice President, Group Manager, Semiconductor
Operations

Richard Poulsen
Vice President, General International Area

Bruce J. Ryan
Vice President and Corporate Controller

E Grant Saviers
Vice President, Storage Systems

Edward A. Schwartz
Vice President, General Counsel and Secretary

Godfrey S. Shingles
Vice President, Managing Director,
United Kingdom Region

Charles E. Shue
Vice President, U.S. Sales

John L. Sims
Vice President, Strategic Resources

Peter J. Smith
Vice President, Product Marketing




Officers (continued)

David L. Stone .
Vice President, International Engineering and

Strategic Resources

William D. Strecker .

Vice President, Product Strategy and Architecture
Harvey L. Weiss

Vice President, U.S. Operations and Government
Systems Group

Directors

Vernon R. Alden
Director of several organizations

Philip Caldwell
Senior Managing Director of Shearson Lehman
Brothers Inc., and Director of several corporations

Arnaud de Vitry
Chairman of the Board and Chief Executive Officer,
Eureka SICAV (French Investment Company)

Robert R. Everett
Retired President of The MITRE Corporation

Corporate Consulting Engineers
David N. Cutler

Senior Corporate Consultant, Computer Systems

Roger Heinen, Jr.
Corporate Consultant, Software Systems

Richard I. Hustvedt
Corporate Consultant, Operating Systems

Alan Kotok
Corporate Consultant, High Performance Computers

Butler W. Lampson

Corporate Consultant, Corporate Research and
Architecture

Anthony G. Lauck

Corporate Consultant, Networks & Communications

William G. Witmore
Vice President, Basic Industry M ing

Richard H. Yen

Vice President, GIA Manfacturis

Donald P. Zereski

Vice President, U S. Field Servi

Engineering

William H. McLean

Engineering consultant and Direc several
corporations

Kenneth H. Olsen

President, Digital Equipment Cc ton

Dorothy E. Rowe

Retired Senior Vice President an urer of
American Research and Develoy orporation
(Venture Capital Investment Co

Jesse Lipcon

Corporate Consultant, Micro Syst«

Mahendra R. Patel

Corporate Consultant, Technical Dircctor
Distributed Systems

Mike Riggle

Senior ('.(\rpﬂr.l[c Consultant, Storage Systems
Robert E. Stewart .
Corporate Consultant, Advanced VAX Engineering
William D. Strecker :
Senior Corporate Consultant, Computer Archite

Robert M. Supnik
Corporate Consultant, VLSI Development

cture




Headquarters

Corporate Headquarters

Digital Equipment Corporation

146 Main Street

Maynard, Massachusetts 01754-2571
Telephone: (617) 897-5111

Telex: 4430127 Digital ACT

European Headquarters
Digital Equipment Corporation
[nternational (Europe)

12 Avenue des Morgines

Case Postale 176

CH-1213 Petit-Lancy 1, Geneva
Switzerland

Telephone: (41)-(22)-87 4111
Telex: 845-422593 DEC CH

Investor Information

The Company’s common stock is listed and traded
on the:

New York Stock Exchange
Pacific Stock Exchange
(Ticker Symbol “DEC”)

In Europe: Swiss Stock Exchanges of Zurich, Geneva,
and Basel; and the German Stock Exchanges of
Frankfurt, Munich, and Berlin.

Unlisted trading privileges have been granted by the:

Boston Stock Exchange

Cincinnati Stock Exchange

Midwest Stock Exchange

Philadelphia Stock Exchange

In Europe: Luxembourg Stock Exchange

The Company maintains an Investor Relations office to
assist shareholders. Investors’ inquiries are welcome, by
telephone or letter.

Inquiries relating to investment in Digital Equipment
Corporation should be directed to:

Albert E. Mullin, Jr.

Vice President, Corporate Relations
Digital Equipment Corporation

111 Powdermill Road (N9)
Maynard, MA 01754-1418

(617) 493-5350

General International Area Headquarters
Digital Equipment Corporation

100 Nagog Park

Acton, Massachusetts 01720-3499
Telephone: (617) 264-7111

Telex: 4430127 Digital ACT

Canadian Headquarters

Digital Equipment of Canada, Ltd.
100 Herzberg Road

Kanata, Ontario, Canada K2K 2A6
Telephone: (613) 592-5111

Telex: 53-4955 Digital KAN

Digital Equipment Corporation’s Annual Report on
Form 10-K for the fiscal year ended June 27, 1987,
including schedules thereto, which is filed with the
Securities and Exchange Commission, will be sent
without charge upon written request. The Company’s
annual report, filings with the Securities and Exchange
Commission, interim reports and additional information
about the Company and its products can be obtained by
addressing:

Digital Equipment Corporation
Inquiry Section

444 Whitney Street NR202-1/H3
Northboro, MA 01532-2597
(617) 351-4401

Financial community information and requests to
be placed on the Company’s mailing list should be
directed to:

Digital Equipment Corporation
Investor Relations—ML

111 Powdermill Road (K10)
Maynard, MA 01754-1418

(617) 493-8246
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Investor Information (continued)

Inquiries of an administrative nature relating to share-
holder accounting records, stock transfer, change ol
address, and employee purchases should be directed to

Digital Equipment Corporation
Investor Services

111 Powdermill Road (L12)
Maynard, MA 01754-1418

(617) 493-5213

Transfer Agent and Registrar

for Common Stock

Morgan Guaranty Trust Company is the principal stock
transfer agent and registrar, and maintains the share-
holder accounting records. The agent will respond 1o
questions on change of ownership, lost stock certifi-
cates, consolidation of accounts and change of address

A change of address should be reported promptly by
sending a signed and dated note or postcard to Morgan
Shareholder Services Trust Company. Sharcholders
should state the name in which the stock is registered,
account number, as well as the old and new addresses

Morgan Shareholder Services Trust Company
30 West Broadway
New York, NY 10007

Digital Equipment Corporation customers who have
questions and/or problems relating to their account

should contact the Customer Assistance Department at
(617) 493-7161.

'l:hc. foll.owing are trademarks of Digital Equipment Cotporation
\;A.\'. Mlcro\.iAX. VMS, VAXcluster, VAXstation. VAXstation 11/GPX
VAXmate, Rainbow, PDP, DECnet, ALLIN.1. and the Digital logo

I'rustees and Registrars

IU! ]3' . .\":t s u'..'nl' 1994

The Chase Manhattan Ban}

1 New York Plaza
New York, NY 10081

Paying Agents and Registr
For 11'/4% Guaranteed N
Morgan Guaranty Trust (
30 West Broadway

New York, NY 10015

Auditors

Coopers & Lybrand
One Post Otfice Square
Boston, MA 02109

(617) 5745000

Legal Counsel

T'esta, Hurwitz & Thibeaul
53 State Street

Exchange Place

Boston, MA 02109-2809

(617) 367-7500

089
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