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A window provides a unique view of
the outside world. In this Annual
Report, four international business
leaders share their views of the chal-
lenges facing large organizations.
And, now, with the introduction of
DECwindows, one desktop device
can provide windows into every
corner of the enterprise. Users of
Digital desktop systems and termi-
nals can share the rewards of work-
ing together. They can monitor, inter-
act with, and control VMS, UNIX,"
and MS-DOS ™ programs running
anywhere on the network, opening

a different “window" on the display

for each application.
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To Our Shareholders,
Employees, And Customers:

Each year we survey our customers to see how we are doing. I am pleased

to tell you that customer satisfaction has reached record levels, leading to rev-
enue increases and profitability for Digital that exceeded those of the com-
puter industry as a whole.

In today’s global competition, we see successful organizations, large or
small, as more distributed and less hierarchical. Information needs to be placed
in the hands of the individual, and be available simultaneously across the enter-
prise. A growing number of organizations worldwide are adopting Digital’s
enterprise-wide, network computing strategy. By providing solutions at the
user level and interconnecting systems in a multivendor environment—from
workstations through departmental systems to globally distributed transaction
processing networks—we help our customers become more competitive than
ever before.

Probably the most significant factor in our success over the years has
been our disciplined approach to the VAX/VMS hardware and software envi-
ronment. From the beginning, our design discipline for each hardware and
software component has enabled us to modernize them continually without
redesigning the system. VAX/VMS is the only hardware/software system that
has such clear architectural definition for development and growth. Software
written ten years ago will work on today’s newest VAX computers; software
written today will work on VAX computers many years from now. The resulting
computing environment provides unmatched flexibility and protects the cus-
tomer’s investment.

Lately there has been considerable interest in an “open operating system.”
As one of the founders of the Open Software Foundation (OSF), Digital is par-
ticipating enthusiastically in the development of the OSF User Interchange
Standards. As computer users, as well as computer system providers, we under-
stand the productivity advantage our customers receive by using standard
interfaces, protocols, and languages to manage their information, whether in
document, picture, or voice form. Digital, therefore, is committed to having its
products, VMS and ULTRIX, meet all information interchange standards.

Our goal is to provide customers with the most productive computing
environment possible so they can realize the rewards of an enterprise that
works together.

Lt W

Kenneth H. Olsen, President
September 1, 1988
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Digital Understands
The Rewards Of Working Together.

In this Annual Report, four Digital customers share their thoughts on the
business issues that face any large organization. Nine other customers tell how
they address those issues.

One theme runs through these stories —the rewards of working together.
Each tells how computers and computer networks help focus the human,
financial, and technological resources of an organization on critical business
objectives.

“Working together” requires an imaginative yet disciplined approach to
information technology. Digital has developed a well-defined but flexible
framework to integrate desktop, workgroup, departmental, and datacenter
systems.

This framework addresses the critical business and information manage-
ment needs of our customers:

Management needs enterprise-wide networking to make the entire organiza-
tion more responsive to customer demands and new business opportunities.
MIS needs a single, consistent development environment to shrink its applica-
tion backlog.

Users—whether they have terminals, personal computers, or workstations —
need a single, consistent way to access applications and information. They need
to be able to exchange information and share ideas within the workgroup and
across the organization.

Digital’s unique ability to address these needs underlies the customer
stories in this Annual Report.
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Union Bank Of Switzerland:
Replicating And Distributing

Applications Internationally.

Switzerland is a small country. Like many Swiss banks, Union Bank of Switzer-
land’s success has come from its ability to compete in the larger but rapidly
changing world market.

That’s meant opening UBS offices in other countries to serve multinational
customers. It’s meant building an international network where applications are
distributed or replicated on different systems in different countries. And it’s
meant finding a way to build modular systems that can handle significant shifts
in the type and volume of transactions in different offices.

UBS adopted a Digital strategy, building a network of VAX, VAXstation,
and VAXcluster systems that work together transacting business in all the major
money markets. As new financial instruments are developed or trading patterns
change, UBS is able to scale-up, down-size, distribute, or replicate applications
without obsoleting either hardware or software. This gives UBS a competitive
edge. Once they develop an application for one VAX system it can run on any
VAX system.

Digital is the only computer manufacturer to provide the flexibility of a
single software environment that extends from the desktop to the datacenter.
This environment supports uniprocessor and multiprocessor systems, as well as
clusters, where large and small, new and old VAX processors actively share a
large database.

Digital Equipment:

Modular Systems Provide

The Environment For Growth.
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slaxo Inc.:
Expediting Technology Transfer

and Product Development.

Gaining FDA approval for a new drug is an expensive and time-consuming
business. It is not unusual for a major pharmaceutical company to spend ten
years and 125 million dollars to develop and test a new product. Yet, even when
FDA approval is finally won, there’s no guarantee of its commercial success.

Glaxo Inc., the U.S. subsidiary of British-based Glaxo Holdings, p.l.c.,and
the fourth-largest prescription pharmaceutical company in the U.S., has found
the prescription for success: design clinical studies that will properly position a
product by showing that it fills a market need. To do this, research and market-
ing have to work together to see that clinical programs evaluate dose response,
comparative efficacy, and treatment costs.

One of the rewards of working together: Glaxo’s Zantac” (ranitidine
hydrochloride) —an anti-ulcer medicine —has become the largest-selling
prescription drug in the world.

A global computer network that integrates research, clinical testing, and
marketing helps Glaxo build on this success by speeding the transfer of infor-
mation between Glaxo Inc.’s headquarters and research center in North
Carolina’s Research Triangle Park and other Glaxo centers in England, Italy,
Switzerland, and Canada.

Digital Equipment:

Providing A Worldwide

Network For Sharing ldeas.
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V. Philips:
tegrating Manufacturing
th Marketing

nd Product Development.

N.V. Philips, the Dutch electronics manufacturer based in Eindhoven, started
to use Digital systems to control manufacturing costs and improve productivity
long before CIM—Computer Integrated Manufacturing—became a widely
accepted concept. As a result, Philips has been able to improve their position
as Europe’s leading manufacturer of consumer electronics.

From the start, Philips recognized that simply automating the factory floor
does not address the whole problem. Production has to be coordinated with
purchasing, inventory, and marketing. And quality management has to embrace
all these functions, if warranty costs are to be reduced and a consumer fran-
chise built.

Philips recognized the rewards of working together. They saw that
computers— built by different manufacturers—working in product develop-
ment, manufacturing, and marketing, had to be linked and that they had to
work together. Digital systems work in an open networking environment.
That’s why they play an important role in Philips’ networks.

The ability to deliver Computer Integrated Manufacturing solutions that
work as part of enterprise-wide networks has made Digital the leader in the

field.

Digital Equipment:

Building Open Networks
To Make The Entire Enterprise

More Productive.
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»echst:
wproving Professional And

anagerial Productivity.

Hoechst is one of the world’s largest chemical companies. The German-based
company is also a pioneer in the use of electronic mail.

The Hoechst “*Buroinformationsystem,” a Digital ALL-IN-1 office infor-
mation and communication system, helps over 500 key Hoechst managers,
engineers, and scientists throughout Germany work together.

Although Digital is a primary supplier of office systems to Hoechst, non-
Digital computers are used in some facilities. Users on many of these systems
can exchange electronic mail messages with users of Digital systems.

Digital was the first computer manufacturer to develop an internetwork
interface to meet the X.400 international communication standard. Hoechst
was the first Digital customer to use the X.400 MAILbus interface for the inter-
change of electronic mail among public and private networks. For example,
users on an IBM mail system at one Hoechst facility can now send messages to
users on Digital ALL-IN-1 systems at other facilities, and in some cases those
messages will travel over the Bundespost Datex-P public packet switched
network.

The development of the X.400 MAILbus interface reflects Digital’s
commitment to international standards. DECnet is the only major networking
system built around OSI standards. DECnet/OSI provides customers like
Hoechst with the assurance that they will be able to continue to work together
as they add computers compliant with international standards to their
network.

Digital Equipment:

Integrating Public And Private

Electronic Mail Systems.
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»ys “R" Us:
inging Up More Dollars

er Employee.

In retailing, productivity is measured in dollars per employee and dollars per
square foot of selling space. To increase productivity you must have the right
items in the right stores at the right time. And you have to make shopping easy.
In the toy business that can be a problem. Christmas checkout lines can seem
interminable.

Toys “R’* Us found the way to speed checkout lines, improve employee
productivity, and track sales and inventory on a store-to-store, day-to-day basis.
Each of the 313 Toys “R” Us stores is equipped with two MicroVAX computers
networked to electronic cash registers and optical scanners at the point-of-sale,
and to other VAX systems in twenty distribution centers around the country.

Given the seasonal nature of the toy business, the entire online transac-
tion processing network had to be built in just six months because installation
couldn’t start until everything was straightened out after Christmas. Then,
equipment had to be installed, software tested, network links established,
and employees trained before the next Christmas rush. Working rogether,

Toys “R” Us and Digital met the deadline. The whole network was up and run-
ning before Thanksgiving.

This year the network helped Toys “R” Us transact over $3 billion in sales.
And it helped make this holiday season more profitable by improving produc-
tivity. Checkout lines moved faster. Price lookups were virtually eliminated.
Stockouts were reduced. Even returns became easier to handle.

Digital Equipment:

Improving Productivity
With On-Line

Transaction Processing.













field Construction:
iting Resources

oint Venture.

Digging a tunnel is probably the most demanding job a contractor can under-
take. When you’re working in a thirty-foot-wide tunnel under 100 feet of rock
in a major residential area, or in a submerged concrete tube on the bed of
Sydney Harbour, there’s no room for error. It is not the kind of project in
which lost time can be made up by throwing more workers and machines at
the job.

The fifty-year-old bridge that dominates the Sydney skyline can no longer
handle the traffic demands of this city of three and a half million people. As
a consequence, the construction schedule for the Sydney Harbour Tunnel is
tight—44 months, about half the time it took to complete the Holland Tunnel in
New York. Transfield and its partner in the Harbour Tunnel project, Kumagai
Gumi-Japan’s leading construction company—are committed to an August 31,
1992, completion date and to building the tunnel without spoiling the “picture
postcard” view of the Sydney Opera House.

One of the major contributions Transfield made to this joint venture was
a sophisticated project management system. Running on a network of Digital
computers, this system helps the construction team work together. Computers
track every aspect of the job—budgets, schedules, and materials—so that the
right resources are in the right place at the right time. The entire project man-
agement system is online. Everyone is working with the latest data so the entire
job will come in on time and on budget.

Digital Equipment:

Helping To Keep The Project
On Schedule.
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tland Yard:
king For

+ Right Solution.

The Metropolitan Police, with headquarters at New Scotland Yard, is responsi-
ble for an 800-square-mile area containing seven million people.

The Yard wanted to improve the handling of crime reports so that infor-
mation would be readily available when and where it was needed. But there
was no off-the-shelf software solution that met the specialized requirements of
the Metropolitan Police. Digital provided the framework —the computers and
the networking and systems software environment —around which SD-Scicon,
the systems integrator chosen by the Metropolitan Police, could build a unique
relational database system.

This kind of cooperative effort between Digital and a third-party organiza-
tion is not unusual.

Digital understands the rewards of working together and has established
formal working relationships with hundreds of software companies, telecom-
munications companies, and manufacturers of specialized hardware.

Many of these companies are household names like British Telecom/Mitel,
Raytheon, Kodak, and Bankers Trust. Others are just as well known and
respected in the industries they serve.

Digital Equipment
And Third Parties:

Combining Resources To

Solve Unique Problems.
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sensus Bureau:

suring Change
AVAX Network.

The Bureau of the Census does more than count the population of the
Spokane Indian Reservation, New York City, and every other community in
the United States. It provides the statistical database for economic forecasts,
business marketing plans, Congressional redistricting, federal aid to state and
local governments, and other governmental and private studies. The amount of
information that has to be gathered is staggering. When completed, the 1990
Census will be one of the largest, if not the largest, databases in the world, a
database that the Federal Government will use to generate more than 2,000
statistical reports a year.

Digital is providing a nationwide and Bureau-wide network of over 450
MicroVAX and VAX systems, which will be used to capture, analyze, and sum-
marize the data collected by an army of 400,000 census takers.

Digital is helping to plan and build the network. We're helping train Cen-
sus personnel. And we're installing equipment. The Census Bureau is counting
on Digital.

Building networks is a growing part of Digital’s business. In large
networking projects like this, Digital often acts as a general contractor provid-
ing network planning, installation, and maintenance.

Digital Equipment:

Building A Network

Across America.







wn Telecom:
g The Connection

en Voice And Data.

Northern Telecom is the world’s leading supplier of fully digital telecommu-
nications systems, including central office switches for telephone operating
companies and private branch exchanges (PBXs) for private networks. Many
of these switches are built by Nashville-based Northern Telecom Inc. These
advanced systems direct both voice and data traffic. But to fully integrate com-
puter and telephone networks, two more steps have to be taken. Voice and data
must be integrated at the application level. And voice and data transmissions
have to be multiplexed over high-speed communication lines.

Digital, Northern Telecom, and other leading telecommunications
equipment manufacturers are working from a common blueprint. With CIT-
Computer Integrated Telephony—a PBX and a VAX computer can exchange
information and work together in a voice/data network. Northern Telecom and
Digital were among the original sponsors of this technology.

At the same time, Digital, Northern Telecom, and other telecommuni-
cations equipment manufacturers are working with telephone operating
companies around the world to implement ISDN —Integrated Services Digital
Network —in which voice and data transmissions share the same high-speed
circuits.

Standards are a prerequisite for these initiatives. By actively cooperating
with international standards groups and other manufacturers of computers and
telecommunications equipment, Digital is working toward the day when an
organization will be able to integrate all its voice and data resources in a single
enterprise-wide network.

Digital Equipment:
Developing Standards
To Facilitate Change.
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Supporting The Key Computing Environments.
Digital supports general-purpose and specialized operating environments
including the VMS, MS-DOS, and UNIX operating systems.

The VMS operating system provides a rich general-purpose operating
environment for simultaneous timesharing, office, realtime, batch, and online
transaction processing. It supports local and wide area networks, VAXcluster
systems, and symmetric multiprocessing. A program written for one system will
run on any other system without change or recompilation.

MS-DOS is the most widely used operating system for personal computers.
Digital not only builds systems that run MS-DOS and the leading personal com-
puter application programs, but also adds value to IBM and Compaq PCs by
providing the local and wide area networking, data management, and office
information system software needed to integrate these desktop computers into
corporate computing environments.

Digital also supports UNIX, an operating system used in education and in
scientific and engineering applications. For the past nineteen years, Digital has
been the world’s leading supplier of UNIX hardware, software, and services.

But an open environment extends beyond operating systems. Digital is
one of the founders and sponsors of the Open Software Foundation. The Foun-
dation is establishing standards that will enable users to move network applica-
tions from systems built by one manufacturer to systems built by another.

The Success Of The Distributed Approach.

DECnet/OSI software provides a single, open network environment in which
VMS. UNIX, and MS-DOS, and large mainframe and supercomputer systems |
can work together. Digital is committed to multivendor networking and the
integration of DECnet with Open Systems Interconnect (OSI) and telecommu-
nication standards.

Digital has developed products to link desktop terminals and IBM,
Compag, Olivetti, and other industry-standard personal computers into
DECnet/OSI networks. Digital has developed “gateways” to link DECnet/OSI
and IBM SNA networks and to provide VAX users with direct access to Cray
supercomputers. In addition, Digital is working with Apple Computer, Inc., to
establish standards for the integration of Macintosh™ computers and AppleTalk™
networks into enterprise-wide DECnet/OSI networks.

The success of this open approach to networking can be measured by the
number of DECnet/O8! licenses Digital has issued—144,000 at the end of fiscal
1988, making Digital the world’s leading manufacturer of network computer

systems.
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The Rewards Of Working Together
In Business And In The Community.

Each company featured in this Annual Report uses a Digital network to focus
its resources on a mission-critical business problem. Like Digital, each is enjoy-
ing the rewards that come when everyone in the organization works together.

But these rewards are not limited to business. Digital and its 121,000
employees share the belief that they can make a difference and that computers
can help make this a better world. That’s why, in addition to external research
grants, Digital donated more than $26 million in cash and equipment to non-
profit institutions throughout the world during the fiscal year.

Grants and scholarships were made to hundreds of educational institu-
tions around the world. DECtalk units—which convert computer output to the
spoken word —were donated to hundreds of organizations as a means of pro-
viding technological access to members of the disabled community. Digital is
also a major supporter of the National Urban League and other organizations
that open opportunities for minorities, women, and the disabled.

Digital supports the arts. The Corporation awarded The Museum of Fine
Arts in Boston the largest corporate grant in the museum’s history for “Monet
In The 90s,” a major international exhibition scheduled to open in 1990.
Digital is underwriting the production of “The Infinite Voyage.” This science
program, seen on both public and commerecial television, promotes a better
understanding of the world we live in.

Many Digital employees are actively involved in educational, health-care,
civic, social, and cultural programs at the national, regional, and local levels.
Many work with the Adam Walsh Child Resource Center and a network of
Digital computers to fight child abuse in the United States. Digital also
matches, dollar for dollar, employee contributions to nonprofit organizations
across the country.

As individuals, as a company, and as world citizens, we are seeing the
rewards of working together.

Digital donated a computer

system to the World Health
Organization in Geneva to pro-
vide worldwide electronic mail

service.
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Eleven-year Financial Summary

Operations (in millions except per share data)

Revenues
PrOAUCESALES, o oa st risomso oo oo sk e ous wim osh 20,8 L0950
S ETvICe AN OLh e POV ERUIES e s 15 syelaa aTe e ais) ars #¥iaLen A arese s ol

Total operating reVenues . ...« seeenerasnanssiaisesssasas

Costs and Expenses

Cost of product sales, service and other revenues ............
Research and engineering expenses . ...........cocoienos
Selling, general and administrative expenses . . ..............

(75T (VT i es) T e A L BT o e o v cany
e Te S A NCOMIB L e s ot e e s e e el e s e 4t dpa el e

Income before income taxes . .........ovirriiiinn,
Provision for iNCOME taxes. . . . ..o v v ee el

INCEANCOME: 222121 nalerreva atoraraio i el s d o a aa e e e s e ) e e v
I R T 1 B T A s e AP e v o e S by

Weighted average shares outstanding. .....................

Financial Position (i millions excepl per share data)

INVeNLOTICS o i dem dohierse s et e s et Ao e s
Working capital s icriuatssessns b ot et esiee st o oo
Property, plant and equipment, at cost
Total assets

General Information and Ratios ( dollars in millions)

CUrrentationt oo iey o sl 0 R IR
(0111 o T D
Additions to property, plant and equipment
Depreciation

Net income as a percentage of total operating revenues
Net income as a percentage of average

stockholders’ equity ................... . .
Net income as a percentage of average total assets
Number of days sales of accounts receivable outst
Inventoryturns.................. ..
Number of employees at year-end. ... . .

Common shares outstanding (in thousands) ., ...
Stockholders at year-end

anding :

'See Note B of Notes to Consolidated Financial Statements
*Per share data adjusted to reflect two-for-one stock split in

May 1986

1988

$ 75412
3,934.2

11,475.4

5,468.3
1,306.5
3,065.6

1,635.0
143.6
37.8

1,740.8
435.2

S 1,305.6
$ 99
131.9

$ 1,575.1
2,592.2
45158
5,2104
10,1116
123.9
7,5104

S 5947

2.9:1

2.0:1

$ 1,517.6

$ 5155
L.6%

14.2%

15.2%
25.0%
l l -40‘(1

18.9%
14.1%
75
3.6
121,500
126,290
103,162
S 199.99

1987

$6,254.2
3,135.2

9,389.4

45139
1,010.4
2,253.1

1,612.0
122.1
45.2
1.688.9
5515

$1,137.4

$ 853

-

1333

$1.4529
23122
4.376.6
38593
5407 .4
2693
6,293.5
$ 49.87

3.4:1

2.4:1
$ 7484
$ 4347

4.1%

18.9%
14.6%

78

3.4
110,500
126,187
99.379
$174-82

1986

$5.103 (
2487 4

7.590.4

4,282.1
814.2
1.665 4

828.7
116.9

88.1
857.5
240.1

$ 6174
$ 4.8l

130.8

$1,199.8
1,903.3
4,222
3.262.7
7.173.3
333.2
5,727 .8

$ 44.54

4.9:1
3.5:1
S 5642
$ 3840

5.5%
10.9%
11.3%
28.0%

8.1%

12.0%
9. 1%

79

29
94,700
128,591
76,860

$ 94-46

1985

$4.530.0
2,156.3

6,686.3

4,087.5
717.2

1,431.8

4498
63.0
82.0

430.8
(15.9)

$ 446.7

$1,756.2
1,539.0
3.694.2
28276
6,368.9
8369
4.554.6
$ 3843

4.9:1

2.8:1
§ 5718
§ 315.1

15.5%

6./%

6.4%
(3.7%)

6.7%

£9,000
59,253
68,810
$ 63- 39




1984

$3,804
1,780

5,584

3,379
630
13179

394.6
41.°
35.1

401.0
72.2

$ 328.8
$ 287
114

$1,852
1,527
3,001
2,351
5,593
441
3,979..
$ 3442

3.8:1
| e

$ 4521

$ 2526
10.0%

7.1%
71.2%
18.0%

5.9%

8.7%
6.5%
83
2ill
85,600
57,811
44,389
$ 50-33

Includes elimination of DISC taxes of $63M accrued prior to 1984

B

1983

$2,827.7
1,444 .2

4,271.9

2,606.0
4724
830.6

362.9
61.2
13.1

411.0
127.4

$ 283.6
$ 250
113.4

$1,353.8
1,125.0
2,377.0
1,961.4
4,541.1
92.8
3,541.3
$ 3142

3.9:1
2.0:1
419.2
203.2
2.6%

&# A

8.5%

k).()('rlu
31.0%
6.6%

8.5%
6.6%
82
2.1
73,000
56,357
40,903
$ 65-32

1982

$2,738.5
1,142.3

3,880.8

2,187.6
349.8
758.6

584.8
102.8
14.8

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

$ 511.2

$ 152.6
2.8%

15.1%

17.3%
38.0%
10.7%

14.3%
11.2%
73
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
60.6
29.2

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

2.3:1

$ 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
53.8
27.0

409.6
159.7

$ 2499
$ 273
94.3

$§ 8199
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
$ 698
22.9%

16.2%

17.3%
39.0%
10.6%

18-0(70
11.0%
81
2.0
55,500
45,568
35,144
$ 41-27

1979

$1,337.7
466.4

1,804.1

1,012.3
138.3
370.1

283.4
35.8
24.3

294.9
116.5

$ 178.4
$ 205
89.9

$ 5135
475.1
1,076.9
582.1
1,863.2
340.7
1,120.2
$ 13.79

3.8:1

2:5%1
93.9
57.7
23.3%

R L

15.7%

16.4%
39.5%
9.9%

17.6%
10.6%
82
2.2
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
12.3
224

227.5
85.3

$ 1422
$ 170
86.5

$ 428.1
375.2
887.0
507.8

1,501.4
341.6
904.8

$ 1135

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



: : ] »rations and Financial Condition
iscussion : alysis of Results of Operatior
Management’s Discussion and Analys
N
) Income and Expense Items as a - o
i ¢ Chang
‘ Percentage of Total Operating Revenues creentage Changes
1986 1987 1988 Income and Expense Items 1987-88 6-87 1985.5¢
; 219 10
] 67.2% 66.6% 65.7% Productsales........... ;l % 39% 139
E 32.8% 33.4% 34.3% Service and other revenues. . 25% 6% 159
i 29 249 0
100.0% 100.0% 100.0% Total operating revenues 22% 24% 149,
“ P (L) (S0
| 52.4% 40.5% 40.3% Cost of product sales . . .. 20% 5% ) 2
Service expense and cost
> = |
{ 64.6% 63.2% 61.7%  of other revenues. ... ... : 22% \ ,
q y : o S =
| 56.5% 48.0% 47.7% Total cost of operating revenues 21% 5% 50
1 10.7% 10.8% 11.4% Research and engineering expenses 29% 24% 14%
4 Selling, general and administrative
1 21.9% 24.0% 26.7%  expenses ........ . 36% 359 16%
i 10.9% 17.2% 14.2% Operating income.. . . 1% )5 84%
| 1.5% 1.3% 1.3% Interest income . . . 18% 5% 86%
M
1.1% 0.5% 0.3% Interest expense ... . .. (16%) 19%) 7%
11.3% 18.0% 15.2% Income before income taxes 3% 7% 9%
4 3.2% 5.9% 3.8% Provision for income taxes (21%) 0% 1614%
] 8.1% 12.1% 11.4% Netincome . ......... 15% g0 38%
A
1 As an aid to understanding the Company’s operating July 2, 1988 and the percentage cha n those items for
results, the above tables indicate the percentage relation- such years. Components of total co yperating revenues

ships of income and expense items included in the Consol-
idated Statements of Income for the three years ended

are shown as percentages of their re revenucs.,




Revenues

In fiscal year 1988 the Company’s growth was again above
that of the overall computer industry. Total operating reve-
nues o the year increased by 22%, following increases of

24% 1+ 1987 and 14% in 1986. Product revenues, which
accour or two-thirds of the total, increased by 21% in
1988, owing increases of 23% in 1987 and 13% in 1986.
Theye to-year increase in revenues reflects the growing
numb. f large organizations around the world that are
imple:  ating the Company’s enterprise-wide computing
solutic . The Company's growth during the period has
been ¢ nced by a continual flow of new products.
Duriny /88, demand for the Company’s MicroVAX and
works: . on products was particularly strong. In the mid-
range, -~ Company’s new VAX 6200 systems met with
immed: ¢ customer acceptance, with over 500 systems
shipped i just the first three months of production. At the

high end of the Company’s product offerings, more than
3000 VA X 8000 systems were shipped. Expanded sales,
service, and marketing organizations also contributed to
increased revenues.

Althou: - the revenue growth of the Company was strong
for the - ur, concern with economic conditions and tur-
moil in - capital markets in the fall of 1987 caused some
custon - to reduce or delay computer purchases. This
was ev.  iced by a slowing of demand for the Company’s
larger puter systems during the third quarter and sof-
tening . nand in some industry sectors.

Contin: 1 the trend of the last several years, growth in
overse:  emand outpaced that of the U.S. For the year,
non-U.:  cvenues accounted for approximately 50% of
the Con' any's total revenues, the highest percentage in
the Cor - any’s history. In the U.S., demand increased from

custome: s in the discrete and process manufacturing sec-
tors and remained firm in most of the services industries.

The Company expects that customers will increasingly
look for computer systems that are distributed, flexible but
disciplined, and tailored to the needs of an organization.
The Company attributes much of its growth to its leader-
ship position in offering integrated, networked computer
systems and support.

In 1988, service and other revenues, which primarily
include maintenance service, software support and consult-
ing services, customer training and the sale of replacement
parts, grew by 25%, following increases of 26% in 1987
and 15% in 1986. High levels of customer satisfaction and
a comprehensive portfolio of customer services accounted
for much of this growth.

Total Operating Revenues $ Millions
83 R 11475
3 . 9389
8 7590
35 St 6686
84 A 5584
83 SRR 4272
82 IR 3881
8] Eugssam 3198
80 Nezam 2368
79 FUE66EN 1804
78 =359 1437
Service and Other Revenues
Non-United States Revenues $ Millions
s I 5730
87 _ e e 4413
86 e 3179
85 I 2642
84 TR 1978
83 1543
82 1439
3] P 1302
80 [N 928
79 679
78 1R 540




Expenses and Profit Margins

The Company'’s gross margin improved to 52.3% from _
51.9% and 43.6% in the prior two years respectively. This
is the third consecutive year that the Company’s gross mar-
gins improved over the prior year for both products and
services. The improvement in gross margins for 1988 is
attributable primarily to increased sales.

The Company has continued to invest aggressively in
research and engineering, because it believes such invest-
ment is vital to its future growth and competitive position
within the industry. Research and engineering expenses
grew 29% in 1988 and comprised 11.4% of total operating
revenues, compared with 10.8% in 1987 and 10.7% in
1986. The Company has traditionally put its emphasis on
applied research and engineering which includes develop-
ing or enhancing computer systems, peripheral equipment,
software and expanding product applications. The Com-
pany has approximately 7,800 professional employees
involved in a number of research, engineering and pro-
gramming activities around the world.

The Company’s ongoing investment in research and engi-
neering resulted in a number of new product introductions
in 1988, sustaining the Company’s revenue momentum.
DECWORLD 87 provided the stage for the introduction of
26 new products, including a new generation of MicroVAX
systems. The Company's commitment to multivendor
networking and international standards was demonstrated
by four networking announcements. Foremost of these was
DECnet Phase V, the full implementation of which will vir-
tually eliminate size restrictions for networks and allow for
unlimited expansion. Also introduced were the RA82 and
RA70 disk drives. In video terminals, the Company intro-
duced the VT320, which incorporates a number of new
features and is priced 30% lower than its predecessor.

Shortly after the close of the second quarter, the Company
unveiled a sweeping strategy for the integration of compet-
itive systems into DECnet/OSI networks. Digital’s Network
Application Support facilities will provide users of Apple
Macintosh™ computers, industry-standard MS.DOS and
O5/2 personal computers, UNIX-based systems, and Cray
supercomputers, as well as users of desktop VAX/VMS
systems and Digital VT terminals, with common applica-
tion access, business communication, and information/
resource-sharing services.

Research and Engineering
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Expenses and Profit Margins

In a series of spring announcements, the Company intro-
duced the High-end VAX 8000 series, mid-range VAX 6200
new version of VAX system software, VMS 5.0.

series and

These pro cts provide high system availability, simple
upgrades . more processing power by adding symmetric
multiproc  <ing and parallel processing capabilities to the
VAX envii .ment.

Inthe Cor  any’s fourth quarter, six new models were
added to 1 VAXstation 2000 line. Available with either

VMSor U
feature in

(X operating systems, the new workstations
wed color, graphics and memory capabilities.

Just after ¢ - close of the year, the Company extended its
enterprise . ide computing capabilities with the introduc-
tion of DEC 1p, a systems environment that makes transac-

ing and information management systems
ss expensive to develop, maintain and inte-
ither applications across the enterprise. These

tion proce:
easier and |
grate with

products provide the functionality, performance, availabil-
ity, security. ind service required for network transaction
processing «hile providing an open environment.

Several ne ind enhanced products make up part of the
DECtp en'  inment: the DECintact transaction monitor,
which car “cute more than 100 transactions per second
onasingle tem; the SA600 Storage Array, with a capac-
ityof 9.71  on bytes and the fast access time and high
reliability .« are critical in transaction processing; a five-
fold perfo.  unce increase to VAX Rdb/VMS, a relational
database 1 .agement system that ensures transaction
processing, crs of fast database updates and retrievals;
andanunm -1 of data management products critical to

meeting cu-tomers’ transaction processing requirements.
The 36% year-to-year increase in selling, general and
administrm ive expenses reflects the Company’s investment
for high growth and market share gain. Substantial invest-
ments were made in sales and sales support, marketing and
advertising. These expenses increased to0 26.7% of total
operating revenues in 1988 compared with 24% in 1987
and 21.9% in 1986.

Operating income in 1988 was slightly higher than in the
prior year, after increases of 95% and 84% in the two pre-

vious years, Less than anticipated revenue growth, particu-
larly in the U.S., and a high level of operating expenses led

to flat year-to-year results.

Interest income in 1988 increased from 1987 levels reflect-
ing higher interest earned on the investment portfolio.
Interest expense declined because of the redemption of
long-term debt in 1987.

The Company’s effective tax rate for 1988 was 25%, down
from 32.7% in 1987. The decrease reflects a reduction in
the U.S. statutory income tax rate enacted in the Tax
Reform Act of 1986.

During December 1987, the Financial Accounting Stan-
dards Board issued a new accounting standard for income
taxes, SFAS No. 96, which will require the Company to
write off a portion of deferred income tax assets from the
balance sheet. The Company must adopt SFAS No. 96 no
later than the year ending June 30, 1990. When adopted the
Company plans to restate prior years' results with most of
the adjustment being charged to retained earnings. Manage-
ment does not expect that the adoption of SFAS No. 96 will
have a material impact on the Company’s consolidated
financial position and results of operations. There will be no
cash flow impact from these adjustments.

During the year, the number of employees increased by
11,000, bringing the total number of employees at year-end
to 121,500. The largest increases were in support of growth
in the services businesses, for higher manufacturing volumes
and new process technologies, for additional sales and sales
support resources and for increased new product develop-

ment activity.

The ratio of net income to average stockholders’ equity
(return on equity) was 18.9% in both 1988 and 1987 and

12% in 1986.




Management’s Discussion and Analysis of Financial Condition

Availability of Funds to Support Current and Future Operations

The requirements for funds to support the Company’s
operations have historically been met with internally
generated funds supplemented with external financing.
During 1988, internally generated funds were sufficient to
support operations.

During the three-year period of 1986-1988, funds gener-
ated from operations exceeded funds used to support
operations by $1,834 million. In 1988, net funds generated
from operations were $162 million, compared with $881
million in 1987 and $791 million in 1986. The decline in net
funds generated from operations in 1988 reflected higher
capital spending.

In January 1988, the Board of Directors authorized the
repurchase of three million shares of the Company’s com-

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
103,162 stockholders of record as of July 2, 1988. The
high and low quarterly sales prices for the past two
fiscal years are presented below.

1988
Low
$157Y>

110
103%/4
994
1987
Low

$ 81%
8814
104'/>
148%/4

Fiscal Quarter

High

$198Y/4
1992
144%/4
1157/s

First
Second
Third
Fourth

Fiscal Quarter High

$105Y
109
1727/
174'/>

First
Second
Third
Fourth

mon stock on the open market. The pus
chase program was to provide shares to
ments of the employee stock plans. Dus
Company purchased the three million s!
of $363 million. The shares are being h
pending their issuance under the empls

Cash and temporary cash investments 1
lion at the end of 1988 from $2,118 mill
1987. Unused lines of credit at the end
million.

The Company’s financial performance,

substantial reserve debt capacity and hi
leave it well positioned to obtain funds
growth.

Total Stockholders’ Equity
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Spending for Operations

Throughout 1988, the Company maintained its strong
financial po 1ion while continuing to invest for the

future.

Investmen: 1 property, plant and equipment in 1988
totalled $1  * million compared with $748 million in
1987.Of thotal, $790 million was spent for equipment
as the Com ny strived to ensure continued advances in
capacity, ¢/ ency and quality throughout its manufactur-

15, field service and administrative opera-

¢ for land and buildings totaled $543
million. M. of this spending reflects the replacement of
leased spac. ith Company-owned facilities. Approxi-
mately 44% ! the spending occurred overseas.

ing, engine
tions. Spern

ar inventories grew 8% from the prior year,
[ the increase was in work-in-process inven-
ompany prepared for the production of a

v products. Average year inventory turned

During the 1
Virtually all
tories as the
number of 1

3.6 times, it roved from the 3.4 times in 1987 and 2.9
times in 19¢+ Accounts receivable grew 12% in 1988,
approxima half the rate of increase in operating
revenues. | sales in accounts receivable outstanding
decreased 1 5 days from 78 days in the prior year.

The ratio « { income to average total assets (return on
assets) was 1% in 1988, 14.6% in 1987 and 9.1% in
1986. The ¢ case in 1988 was due principally to asset
growth, rel’  ing increased spending for property, plant

and equipn

In1988 the  smpany added approximately 4.9 million
square feet « « building space worldwide, bringing the total
amount of < ace to 38.5 million square feet in over 1,100
facilities. Thi: compares with 33.6 million square feet in
1987 and 32 3 million square feet in 1986.

The Company will continue to invest for the future and
expects that its capital spending level in 1989 will exceed
that of 1988. The actual level of spending, however, will be
dependent on a variety of factors, including worldwide
economic conditions and the growth in demand for the
Company’s products and services.

Additions to Property, Plant & Equipment

Depreciation Expense $ Millions
8 T 1518
87 e——aye—— 748
86 q 564
85 TN 572
84 TN 452
8) 419
L 511
81 =02 399
80 ymon 210
79 =58 94
78 RS0 167
Depreciation Expense
Net Income Per Common Share $
[ T e R = ] 2.20
87 (o e - ey e ] 8.53
ko | FECCEENET—Eg 4.81
45 [ 3.71
&4 I 2.87
3 I 2,50
52 (| 3.76
Rl Y| 3.35
W | 2.73
79 S 2.05
EL | 1.70
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Report of Management

The Company’s management is responsible for the prepa-
ration of the financial statements in accordance with gen-
erally 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 assurance
that assets are safeguarded and that transactions are exe-
cuted and recorded in accordance with management’s
policies for conducting its business. This system includes
policies which require adherence to ethical business stan-
dards and compliance with all laws to which the Company
is subject. The internal controls process is continuously
monitored by direct management 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 audited the accompanying consolidated balance
sheets of Digital Equipment Corporation as of July 2, 1988
and June 27, 1987 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 July 2, 1988. These financial statements are the
responsibility of the Company’s management. Our respon-

sibility is to express an opinion on these financial stare-
ments based on our audits.

We conducted our audits in accordance with generally
accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assur-
ance about whether the financial statements are free of
material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disc'lo-
sures in the financial statements. An audit also includes

The Audit Committee meets periodically ith representa-
tives of management, the independent ac . untants and the
Company's internal auditors to review a. s, financial
reporting, and internal control matters 1Iso meets

with the Company’s outside counsel on ed matters.
The independent accountants and the i1 al auditors
have full and free access to the Audit Co ttee and peri-

odically meet privately with the Audi ( littee,

Coopers & Lybrand, independent Certi Public
Accountants, have been engaged by the rd of Direc-
tors, with the approval of the stockhold ) examine the
Company’s financial statements. Their 1 t appears

below.
VA4

Kenneth H. Olsen
President

gmm atee bt

James M. Osterhoff
Vice President, Finance

assessing the accounting principles use significant
estimates made by management, as well aluating the
overall financial statement presentation believe that

our audits provide a reasonable basis fo r opinion.
In our opinion, the financial statements reterred to above
present fairly, in all material respects, the consolidated

financial position of Digital Equipment Corporation as of
July 2, 1988 and June 27, 1987 and the consolidated results
of its operations and consolidated changes in its financial
position for each of the three fiscal vears in the period
ended July 2, 1988 in conformity with generally accepted
accounting principles.

aﬂyw—w ¥ a%ﬁ;_é,_
Coopers & Lybrand

Boston, Massachusetts
July 27, 1988




Consolidated Statements of Income

{

(in thousands except per share data) Year Ended ;

July 2, 1988 June 27, 1987 June 28, 1986 ‘
Revenue stes A and C) ‘
Product A o o Oy s O A SRy s e $ 7,541,241 $6,254,187 $5,102,961
Service RS EPENISTINEE 2135 et sversuivors (<ot seialal S3Tars moata e s 3,934,205 3,135,257 2,487,396
Total op: N TCVENUES ¢ < v v v veeeesnnsennssonssoneses 11,475,446 9,389,444 7,590,357
Costs an cpenses (Notes A and D)
Costof p ict sales . . . L R DO RO R 3,042,172 21932259 2,675,438
Service ¢ ise and cost of other revenues . . .............. 2,426,176 1,981,635 1,606,661
Researcl CNRINEErING EXPENSES . ..\ v v reerreenrennsns 1,306,543 1,010,438 814,138
Selling, ¢ al and administrative expenses . .............. 3,065,555 2,253,105 1,665,411
Operatir o0 01| 0, S e B R SRt s O e LS e b R 1,635,000 1,612,007 828,709
I[nterest me VTN e | R e L W S S 143,665 122,149 116,899
Interest ¢ s = O e B A e 37,820 45,203 88,079
Income before INCOME LAXES . . .+ «ovvvvuescenrssensinsss 1,740,845 1,688,953 857,529 |
Provision for income taxes (Notes AandE) .. oo v v vvenvennnnn 435,212 551,518 240,109
Net Incor e P I e, S T e $ 1,305,633 $1,137,435 $ 617,420
Netincoir pershare (NoteB) . ...covveimnnsisssiaseasnos $ 9.90 $ 8.53 $ 4.81
Weighte rage shares outstanding (Note B) ... .o.vvvivins 131,923 133,305 130,792
The accon notes are an integral part of these financial statements




I
! Consolidated Balance Sheets
;
t (in thousands) July 2,1988 lune 27, 1987
} Assets
! Current Assets
Cash and temporary cash investments (Nore F) .. .....oovvianrarrnciiamaansanas $ 2,163,580 52,118,295
; Accounts receivable, net of allowance of $78,148 and $69,280 . ............... ... 2,592,160 2.312.188
| Inventories (Note A)
RAW THACETIALS i 5 e aala o i e aa oo A Loa o b a1a o (el (I ATS o o 6 (H[oLWEo o o - 392,734 405.111
3 W OTkIN-PrOCESS: s vt s ve Sabroiars sa o e o s hry o S R AlA e e s e e ety s o 0 o e S, 651,456 526,483
f Finished: BoOS . . oy wtoe crus s oo 5o 013 e sl A S AP A At e stre s e s a 31 10s 530,869 521.325
f
| T Otal IVENILOTIOS rss13eveviiors haeynsholhie i s a s el st o e el TR Py (i Iy e Ivie v e/ wca e 1,575,059 1,452.919
| Prepaic EXPEISES < s am wids v s atad oo e Al a1 le o e oo LEla s e (Ve Bl oA 13 8 o 70 w31 4 ) 274,160 119,193
d Net deferred Federal and foreign income tax charges. ...................... : 324,962 198,465
i TotallCurtent ASSEIS. . . . duilevoisvmoibie iy A OV PPNV S ' st : 6,929,921 6,201,060
i Property, Plant and Equipment, at cost (Noze A)
Land: e TN R R, T A RS AT YA I LY N S I 3¢ 299,157 148,480
| BOHAIfEs. 500 Ml com D S e S S S o SRR IO 11 1,283,048 889,755
Licasehold iMpProvements: . ... i vreem el lov sl Da e S e L e R e v o ¢ 57 - 458,449 294,630
| Machinery and eQUEPMEnts . v ) vodidi s A R e ooy 4 e ot o o s 3 3,169,792 2,526,457
; Total property, plant and equipment,at cost . .. ..o ro . = 5,210,446 3,859,322
| Less accumulated depreciation. .. ..ot s 2,115,421 1,732,028
Net property, plantand equipment. . .............. ..ot a 3,095,025 2,127,294
Other assets, NEt(Note G). .. ..o v vt e SIaN aeiore sia 86,610 79,032
ROl ASSEER, . o hrcossmsimn msmampendiogo o i PRSP SOS Y $10,111,556 58,407,386
Liabilities and Stockholders’ Equity
Current Liabilities
Rank loans andb?'urrcm portion of long-term debt (Nove H) .. ... ... .. L5 $ 154,670 $ 4873
CCOURMLS PAVADIC « ¢ s a5 vicis wvis @l /e oo s e SIS D e 523,173 430,575
Federal, foreign and state incometaxes .............. ... 504,195 328,134
Salaries, wages and relateditems.................. . G 25~'¢,(,; 5;‘).623
Deferred revenues and customer advances (Note A) ... Saralas ...... ' 72':"‘)84 3;3.‘)25
Other current liabilities .................................. " L 246:4l9 355,375
Total Current Liabilities 5
NIRRT NS s, = 324,50
Net deferred Federal and foreign income tax credits .. ... ... 2l 2'4:,.;':(5):: l'h?(l 118
Long-termdebt NoteH) ..o | 1 2;:924 269,292
Total Liabilities. . ... ... ..
46825 s b rlmieit et masims e s e S i 2,601,182 2,113,915
| Stockholders’ Equity (Noes [and |)
‘ common stock, $1.00 par value; authorized 450,000,000 shares;
| issued 130,008,231 shares ............. .. .. . . 30,008
1 Additional paid-incapital ....... ... e oee : )(71)39
| R taThed CANINES Lot s v - iae v o R e Ot e oy ¢« SRS 1 4 ”-)‘742
| Treasury stock at cost; 3,718,375 shares and 3,821,669 shares . " ’;233'832, 4.:3);'3 18)
Notal Stockholders’ Bauity . . e LoD 5 - 293,471
e N L DL O G e - - (’.-—" 4/
Total Liabilities and Stockholders’ Bquity ..o Lont -
l ARG ON L 25 005 o i e $10,111,556 5..‘\'_4(11.586
i The accompanying notes are an integral part of these financial sta tements
|
|
|




Consolidated Statements of Changes in Financial Position

(in thousands

July 2, 1988
Funds from erations
Netincome  ..aesoecases L N $1,305,633
Add-expe not requiring funds
incurrentp d:
Depreciatic d amortization (Notes Aand G) . . .o oo vnvnnnss 527,141
Disposal of serty, plant and equipment ................. 34,341
Restricted plans-
chargc o 0] JONIS (NNOLRD) o <iiei o a:0rarm oroialolonel4 16 alinl Brababe! ot rla ity 32,008
Change in ¢ red LAXES, DNEL INMEE) <4 s:acotta s/ v storestre b EIb bt (83,461)
Total funds . MOPErations .. .........evevriuurriennannns 1,815,662
Funds Used  Support Operations
Increase (decrase) in working capital;
AccoUnts 1eCCIVADIR . o v v vevvivnoacanssanssssssssyysnyses 279,972
IDVENILOTIOR . . . « o roce nrotecetuinte ais e te it o Eat R & e e Y SRRy 122,140
Prefyaid €XPenses . . Jaten swniatsiareiatas/sa sisis 4lsioiale i reuter e e 154,967
Acoounts par - 4ble o v mive slois o etesie el iaielara s oo e Rt (92,598)
Federal, forc 1 and state incometaxes ............covvinne (176,061)
Deferred re ies and customer advances ... ...l (252,059)
Other curre ADRHEES . <o oo s crms e b oe E e e BT < B SNE 80,916

117,277
Additions 1 perty, plant and equipment . ....... ... 1,517,579
Increase in PABSCES o L o ne oo 8 wn ovre e lsre o AR A [E e el 19,212
Total funds to support operations . ..........cocoeeeen. 1,654,068
Netincreasc  funds from operations .............c.oeeees 161,594
Funds Prov. | (Used) by Financing Sources
Bank loans © ' current portion of long-term debt (Note H) .. . ... 149,797
11%4% Note  10e 1989, .. 0verrvnrecnrnennrorvssnsnsnsnss (150,000)
9%8% Deber ires due2000 . ...ooviriniiniirirariiriaas =
13% Debenti:res due2014. ... .ccoceveneocrnnosnssnssvsse =
8% Conv Su’ Debentures due 2009, n€t . ...ovevvrnnrrnos s =
ltong-lcrm debt, other (Note H) . . v oo vvieasnsssnmasonsonsrs 4,632
Corpmon stock issued under stock
option and purchase plans (Note D) . . . . c.cvvvvviineeiiniines 242,761
Purchase of treasury stock (NoteJ) . ... vvvevvvreeimsaasesnss (363,499)
Total funds from fINANCING SOUTCES . .« . .o vvvvvvncnananneonse (116,309)
Net increase in cash and temporary
Cash INVEStMENLS, . . ..\ vvivsserasiannassnnansrnnsssnrass 45,285
CaSh and tem -~ 1 S .
porary cash investments
At beginning Of year . . ... ......cooovveeineeeesmiinnnoss 2,118,295
Cash and tem i
porary cash investments

S R e S e ot $2,163,580

The accompanying notes are an integral part of these financial statements

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)

(63,000)

(863)

189,346
(781,790)

(673,631)

207,362

1,910,933

$2,118,295

Year Ended
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
(3,646)
(100,000)
(4,279)
(144)

138,932

39,398

830,753

1,080,180

$1,910,933




Consolidated Statements of Stockholders’ Equity

Common

Stock
$ 59,253

(in thousands)

June29; 198D i ariiizs usiaislais wisiorare sreeiarslntara kalesnit

Shares issued under stock option and purchase

Plans (NofeD) ..o v v ovevivinnunensaecoessnassanss 2,125
Restricted stock plans, charge to operations . ... . . ..
Stock option and purchase plans—excess

Federal income tax benefits (Note ) ..............
Two-for-One stock split in form of

100% stocle dividend' oz i s saen sessmemsamigs
8% Convertible Subordinated Debentures
converted into Commonstock .. ................ 7,013
Netincome =186/ v v v e o N RO

JURE2BAIBE v rcciwicresaranshorinm vhers b S A

Purchase of 5,000,000 shares of treasury

SEOCK (NOIE D17 40,5 o cershes oo gimieeein bona e o at R U

Shares issued under stock option and

purchase plans NoteD) . .. ...o.oviviiiinnnin... 1,417
Restricted stock plans, charge to operations. . . . . . .

Stock option and purchase plans—excess

Federal income tax benefits (Note D) ..............
NetInCOME=A9I8T .« viires e atai e

10 P B e O O -

Purchase of 3,000,000 shares of treasury

stock (NGLET) 215725 ots o hor N e bt s e
Shares issued under stock option and

purchase plans (Notel) . . .................. ... ..
Restricted stock plans, charge to operations
Stock option and purchase plans—excess
Federal income tax benefits (Noze 1)
Netincome-1988...................... ... .

July 2 1988 o0 e e

60,200

$128,591

$130,008

$130,008

The accompanying notes are an integral part of these financial statements

Additional
Paid-in
Capital

$1,737,834

116,285
21,155

20,522
(60,200)

388,708

$2,224 304

65,466
20,653

42516

$2,352,939

32,008

39,444

$2,424,391

Retained
Earnings

$2,757,512

617,420

$3,374,932

(102,125)

1,137 435
$4,410,242

(252,825)

1,305,633
$5,463,050

Total

Stock-

Tre holders'
; Equity

$4,554,599

118,410
21,155

20,522

395,721
617,420

$3,727,827

$(781 (781,790)
182 146,830
20,653

42516

1,137,435

$(599 $6,293 471
(363, (363,499)
456, 203,317
32,008

39,444

1,305,633

$(507,075) $7,510374




Notes to Consolidated Financial Statements

Note A~ Significant Accounting Policies

Principle: +f Consolidation [ The consolidated financial

statemen!
of the pat
All signil
been elin

Translati
tions, the
rency. M
are trans!
Nonmon
plant and
Income ar
of exchan
tories cha
lated at hi:
from trans

The Com;
reduce the
operation
subsidiari
included i
expenses

the perioc

Revenue !
recognize:
other rev:
period or

Note B~ )

Net incom
number of
lents outsts

July 2, 1985

f the Company include the financial statements
and its domestic and foreign subsidiaries.
t intercompany accounts and profits have
ted.

f Foreign Currencies [ For foreign opera-
dollar continues to be the functional cur-
ary assets and liabilities of foreign subsidiaries

into U.S. dollars at current exchange rates.

assets such as inventories and property,
iipment are translated at historical rates.
xpense items are translated at average rates
srevailing during the year, except that inven-
d to cost of sales and depreciation are trans-
rical rates. Exchange gains and losses arising
ion are included in current income.

y enters into forward exchange contracts to

ipact of foreign currency fluctuations on

d the asset and liability positions of foreign
I'he gains or losses on these contracts are
come when the operating revenues and
ecognized and, for assets and liabilities, in
vhich the exchange rates change.

sgnition [ Revenues from product sales are
the time the product is shipped. Service and

s are recognized ratably over the contractual
he services are performed.

[ncome Per Share and Dividends

cr share is based on the weighted average
'mmon shares and common share equiva-
ling during the year. In the years ended

and June 27, 1987, common share equiva-

lents were attributable to stock options. In the year

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 were treated as reductions of income taxes in the
year in which credits arose.

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 Life of assets or term of lease,
Improvements. . .... whichever is shorter (straight-line)
Machinery and

Equipment ........ 3 to 10 years (accelerated methods)

ended June 28, 1986, common share equivalents were
attributable to convertible debt and stock options.

Cash dividends have never been paid by the Company.




Note C—International Operations

(in thousands) Year Ended

July 2, 1988 June 27, 1987 e 28, 1986
2 Revenues
United States CUStOMErS . .. ...vvevererennnnnnnreeesnnns $ 5,810,598 $ 5,016,606 4.472.195
| CTNe0] 11 01 0% et Syt e ey oo SR i S e 2,017,928 1,921,043 1,354,339
7,828,526 6,937,649 3,826,534
EUurope CuStomers . ........cuueeeeieennnneaeeennnnnsns 4,221,631 3,252 482 2,259,743
IRt ETCOMPANNT - o oosstals w0/ M leleie e Rt a3 e o el BT a1 137,669 114,582 82,649
4,359,300 3,367,064 2,342,392
Canada, Far East, Americas customers. . .. ............ou.. 1,443,217 1,120,356 858,419
INELCOMPANY..:: = o ic i araeion s oie Sl e s S o reeerstola sie e Ta arorals 912,786 659,204 577,934
2,356,003 1,779,560 1,436,353
B A0S osva oo oo o e A e e oyt (3,068,383) (2,694 ,829) 2.014,922)
NELIEVENUE . . . v e vtttee et e e veeee s e easnsnnseieeee s $11,475,446 $ 9,389 444 7,590,357
Income
UNIted SEAES 5ot orma v i e o s oo aremmied bt $ 512,754 $ 758,795 342,657
ENITODE v v v 7 o RSy DRSPS U S 770,135 634,543 405,636
Canada, Far East, Americas. ... .........oomvrrirn . 390,787 278,359 207,187
Eliminations . .. ......ooimueie i (38,676) (59.690) (126,771)
Operatir}g INCOME i s mars e s o BRI e e et et e s 1,635,000 1,612,007 828,709
INECCSt INCOMIC, 12 57s 355 151515 41575 3o nemre poersin ao/a e oo e ot e ra < 143,665 122.149 116,899
D CTCS  CXPENSE - o iv s vl Sate e s s ia e e e e 37,820 45,203 88,079
Income before incometaxes . ................ .. ... .. . $ 1,740,845 $ 1.688.953 857,529
Assets
lémted LSS o s, copie e mortri i e e e s ST $ 5,245,439 $ 4,627,838 3,911,491
C::;oas: F : E - A R PP S 3,093,818 2,246,333 1,817,584
o r.[ ar{ asf, ICTICAS s s 0 acia 254 0 5/0 /5% 5 510m more ermwoe o e 1,293,906 843 .067 815,067
Elir]:)i(')mi:i(e):?setb (temporary cash investments). . . . ....... ... ... .. 2,057,528 1,.979.470 2,035,557
SR RN A R L (1,579,135) (1.289.322) (1,406,373)
Total assets . ........
OLALASSEYS - 0.« o eoim mieisiiwlorsiinss otars /aluan e ik s e e Ta s Tl e rm e o o $10,111,556 $ 8,407,386 $ 7,173,326
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| The Company’s business consists of the
inufacture, sale and service of networked com-
ems, associated peripheral equipment, and
twork, communications, and software products.

nal Operations [ Sales and marketing opera-
de the United States are conducted principally
les subsidiaries in Canada, Europe, Central and
erica and the Far East; by direct sales from the
poration and through various representative and
ship arrangements. The Company's international
ring operations include plants in Canada, the
nd Western Europe. The products of these man-
plants are sold to the Company’s sales subsid-
parent corporation or other manufacturing
further processing.

Intercompany transfers between geographic areas are
accounted for at prices which are designed to be
representative of unaffiliated party transactions.

Sales to unaffiliated customers outside the United

States, including U.S. export sales, were $5,729,879,000 for
the year ended July 2, 1988, $4,412,527,000 for the year
ended June 27, 1987, and $3,179,143,000 for the year
ended June 28, 1986, which represented 50%, 47 %, and
42%, respectively, of total operating revenues. The
retained earnings of substantially all of the Company’s
international subsidiaries have been reinvested to support
operations, These accumulated retained earnings, before
elimination of intercompany transactions, aggregated
$2,793,239,000 at July 2, 1988, and $2,070,337,000 at June
27,1987, and $1,473,081,000 at June 28, 1986.




- e—— e ———— — & - - — - — -

— — —e

-— PR

Note D - Pension Plans and Other Retirement Benefits

The Company and its subsidiaries have defined benefit
pension plans covering substantially all employees. Pension
cost is based on estimated benefit payment formulas. The
benefits are based on years of service and compensation
during the employee’s career. Pension expense amounted to
$138,308,000 for the year ended July 2, 1988, $110,365,000
for the year ended June 27, 1987 and $111,778,000 for the
year ended June 28, 1986. In fiscal 1987, the Company and
its principal subsidiaries implemented Statement of Finan-
cial Accounting Standards No. 87- Employers’ Account-
ing for Pensions.

It is the Company's policy to make contributions to the
plans to the extent that such contributions are tax deduct-
ible. 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 securities, 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 pen-
sion expense of the Company and its subsidiaries for the
years ended July 2, 1988 and June 27, 1987. For the U.S.
pension plan, the measurement dates were March 31, 1988
and March 31, 1987, the assumed discount rates in comput-
ing the projected benefit obligation were 9.0% and 8.5%,
the assumed rates of compensation increase were 7.0%
and 6.5%, and the assumed annual rate of return on plan
assets was 9.5% and 9.5% for the years ended July 2, 1988
and June 27, 1987, respectively. For the non-U.S. pension
plans, the measurement dates ranged from March 31, 1988
to July 2, 1988 and March 31, 1987 to June 27, 1987, the
assumed discount rates in computing the projected benefit
obligation ranged from 5% to 11.5% and 5% to 9%, the
assumed rates of compensation increase ranged from 5.3%
to 10.5% and 5.8% to 7.5%), and the assumed annual rates
of return on plan assets ranged from 5% to 10% and 5.5%
to 10% for the years ended July 2, 1988 and June 27, 1987,
respectively.

In addition to providing pension benefits, the Company
provides certain medical, dental and life insurance benefits
for retired employees. Substantially all of the Company’s
domestic employees may become eligible for those benefits
if they reach normal retirement age while working for the
Company. The cost of retiree health care and life insurance
benefits is recognized as an expense as claims are paid.
These costs totaled $1,025,000 for the year ended July 2,
1988, $864,000 for the year ended June 27, 1987 and
$423,000 for the year ended June 28, 1986. The majority of
the Company'’s foreign subsidiaries do not offer such bene-

fits to retirees. Of those that do, the amounts are immaterial

The funded status as of the year-end measures

was as follows:

(in thousands)

Actuarial present value
of benefit obligations:
Vested benefit

obligation. ..............

Accumulated benefit

T e

Projected benefit
obligation. ...........

Plan assets at fair value . . . .

Plan assets in excess of
projected benefit

obligation.............

Contributions made
after measurement date

but before end of

fiscal year. . ... ;

Unrecognized net (gain)

LORS L aary s aias

Unrecognized prior

SEIVICE COst. . . .

Unrecognized transition

RESCLNCL. o voivsivinis

Pension cost recognized
on the balance sheet . .

1988

S (382,457)

$ (448,903)

$(1,375.916)
1,592,023

216,107

2,874
35,628
27,719

(158,678)

$ 123,650

Net periodic pension cost for fiscal 1988 and fi
included the following components:

Service cost-benefits
earned during the

period..................
Interest cost on projected

benefit obligation
Actual return on plan
- T
Net amortization and
deferral

Net periodic pension
cost

Total net periodic
pension cost for all
pension plans

1988

$ 160,225 5
90,283
590

(124,714)

$ 126384 §

$ 138308 §

. dmc

1987

310,590)

368,572)

,054,853)

1,354,197

299,344

11,283

(98,373)

160,820)

51,434

| 1987

1987

126,977
67,695
(187,541)

93,272

100,403

110,365



Note Income Taxes

U.S. Federal statutory tax rate . ......cooveverocncroaconons
Tax benefit of manufacturing operations in: (a)
SEPTOIRACO s7iva 5151 o s aars (AR5 oAt srade s taey STl m o) Tislo

R .arch and engineering credit .. ...........ocii i
S IETOCOMIC LAXES «s o od e o /avs oot ».s0am pio s e bio o o v 09 0000 o 0500

The Company’s manufacturing subsidiary operating
Puerto Rico is subject to tax at a rate of approximately
» on its manufacturing earnings through fiscal 1995. The
scome from products manufactured for export by the
_ompany’s Irish manufacturing subsidiary is exempt from
Irish taxes through April 1990. The income from certain
products manufactured by the Company’s Singaporean

Incor  before income taxes for domestic and foreign operations was as follows:
(b nds)

July 2, 1988
D7 3y T st o o bt | S e S S N 5 $ 773,679
I Voo SRRSO Coe WO~ L ) 00 1l S 967,166
O oy s s rlsais o 7e £ialavaiete) il Als e S araata\ oo cal nrevorevh oiiess $1,740,845

1988
34.0%

(2.6)
(2.4)
(0.7)
(0.4)
(1.6)
1.9
1
(3.3)

25.0%

June 27, 1987

$ 832,638
856,315

$1,688,953

1987
46.0%

(3.4)
(4.1)
(1.5)
(0.5)
(1.1)
1.5
A
(4.3)

32.7%

Year Ended
June28,1986 ||

$382,708
474,821

$857,529

The tal provisions for income taxes were at rates less than the U.S. Federal statutory tax rate for the following reasons:

1986
46.0%

(3.9)
(7.4)
(1.4)
(0.4)
(0.9)
L
(2.8)
(2.3)

28.0%

manufacturing subsidiary is wholly exempt from Singa-
porean taxes through March 1991 and partially exempt
through December 1996. The income from certain prod-
ucts manufactured by the Company’s manufacturing
subsidiary operating in Taiwan is wholly exempt from
Taiwanese taxes through May 1991.




Note I-Stock Plans

Restricted Stock Options [ Under its Restricted Stock
Option 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 July 2, 1988 was as follows:

Options Outstanding

Shares Average

Reserved Price

For Future Per

Grants Shares Share

June 29, 1985 2,950,460 12,214,852 $29.16
Options Granted (580,900) 580,900  38.54
Options Exercised - (1,086,786) 22.57
Options Cancelled 243,186 (243,186) 30.14
Options Terminated  (2,675,046) - -
Options Authorized 18,000,000 - -
June 28, 1986 17,937,700 11,465,780 $30.24
Options Granted (2,805,620) 2,805,620 56.00
Options Exercised - (1,036,517) 25.30
Options Cancelled 231,682 (231,682) 34.20
Options Terminated (198,132) -~ =
June 27, 1987 15,165,630 13,003,201 $36.12
Options Granted (3,244,400) 3,244,400 152.95
Options Exercised - (1,302,482) 28.67
Options Cancelled 182,896 (182,896) 52.68
Options Terminated (118,075) - -
July 2, 1988 11,986,051 14,762,223 $62.25

At the time these options are exercised, the cor
account is increased by the par value (81 per s!
the shares sold and the remaining portion of 1!
is credited to additional paid-in capital. The e:
the fair market value of the shares on the gran
the option price is charged to operations each
restrictions lapse. Such charges to operations |
10 $32,008,000 in the fiscal year ended July 2,
$20,653,000 in the fiscal year ended June 27, |
$21,155,000 in the fiscal year ended June 28, 1¢
amount deductible for Federal income taxes ¢:
amount charged to income for book purposes
income tax benefits relating to this difference |
credited to additional paid-in capital.

Employee Stock Purchase Plans 1 Under the

Employee Stock Purchase Plans, all United Sta
tain international employees may be granted th

nity to purchase common stock at 85% of mark
the first or last business day of the six month p
period, whichever is lower, Common stock rese
future grants aggregated 2,099,727 shares at Ju
and 3,937,958 shares at June 27, 1987, There w:
1,838,231 shares issued at an average price of §

share during the year ended July 2, 1988 and 1,4

shares at $83.16 per share during the year endes

1987. There have been no charges to income in «

with the options other than incidental expenses
the issuance of the shares. Federal income tax b
relating to such options have been credited to a
paid-in capital,
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ste ] - Treasury Stock

e Company purchased on the open market 3,000,000
ires of its common stock at an aggregate purchase price
$363,499,000, or $121.17 per share, during the year

ded July 2, 1988 and 5,000,000 shares at an aggregate
irchase price of $781,790,000, or $156.36 per share,
iring the year ended June 27, 1987. All of the acquired

ote K—Leases

linimum annual rentals under noncancelable leases
which are principally for leased real estate, vehicles and
cquipment) for the fiscal years listed are as follows:

Fiscal Years

sk T Rt o At
ISRTCTYOATS) . oot siolbcomitesiaiata o

Total minimum lease payments

..........

(in thousands)

$ 275,681
222,634
178,345
129,521
96,252
381,054

$1,283,487

shares are held as common stock in treasury for distribu-
tion to employees under the 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 July 2,
1988, June 27, 1987 and June 28, 1986 amounted to
$406,376,000, $335,518,000 and $257,695,000, respectively.




Supplementary Financial Information

Quarterly Financial Data (unaudited)

Selected quarterly financial data for the years ended July 2, 1988 and June 27

Y ’
ol

Opcrating

(in millions except per share data) Revenucs
1988
FirstQuarter. . ......ooovuureanenne. . $ 25298
SecondQuarter .........covvanennn. . 2,782.2
! Thitd QRarter: ;< c 5.ai 00 atsrataleisiurat e Tras 2.824.0
|
‘ Bourth QUarter: . .. .. uswalimanimmnls s 3,3394
Total Year. .. ....oovieeeunnnnnnnn. . $11,4754
1987
FirstQuarter. ...........coovvvunn.. . $ 20385
Second Quarter . ................... 22718
TRIrd QUErter. . ..« vorueiovenie varmesics sios : 2.410.1
BOutth QUAMTEr. s v o oae o senlsca e s S Eea 2.669.0
Total Year. .. ..., ") $ 93894

‘Earnings per share are computed independently for each of the guarters presented Thevefore. 1}
equal the total for the year

7. 1987 is set forth belo

It

Be
Lrtoss It
Profn

$1,3339 § &

1,459.1 42
1,462.5 406
1,751.6 534

$6,007.1 §$1,740

$1.0119 $ 294
1,176.5 423
1,260.6 164
1.426.6 S

$4.875.6 £1.68¢

LR ! IR

Ince

S 2699

Net

nne

329.5
305.1
401.1

$1,305.6

182.6
2700

307 .6

I

th

l!\ulmc
Pe

er Share

$2.03
248
233
3.08

$9.9




Officers

Kenneth H. Olsen
President and Director

Winston R. Hindle, Jr.
“enior Vice President, Corporate Operations

ohn J. Shields
enior Vice President, Sales, Services,
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Headquarters

Corporate Headquarters

Digital Equipment Corporation

146 Main Street

Maynard, Massachusetts 01754-2571
Telephone: (508) 493-5111

Telex: 4430127 Digital ACT

European Headquarters
Digital Equipment Corporation
International (Europe)

12 Avenue des Morgines

Case Postale 176

CH-1213 Petit-Lancy 1, Geneva
Switzerland

Telephone: (41)-(22)-87 4111
Telex: 845-422493 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 stockholders. Investors’ inquiries are welcome, by
telephone or letter.

Correspondence may be directed to:

Albert E. Mullin, Jr.

Vice President, Corporate Relations
Digital Equipment Corporation

111 Powdermill Road (N9)
Maynard, MA 01754-1418

General International Area Headquarters
Digital Equipment Corporation

100 Nagog Park

Acton, Massachusetts 01720-3499
Telephone: (508) 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

Requests for specific information are handled as follows:

Digital Equipment Corporation’s Annual Report

on Form 10-K for the fiscal year ended July 2, 1988,
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
(508) 351-4401

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

Mark A. Steinkrauss

Director Investor Relations
Digital Equipment Corporation
Investor Relations— ML

111 Powdermill Road (K10)
Maynard, MA 01754-1418

(508) 493-7182




Investor Information (continued)

Inquiries of an administrative nature relating to stock-
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 01754-1418

(508) 493-5213

Transfer Agent and Registrar
for Common Stock

Morgan Shareholder Services Trust Company is the
principal stock transfer agent and registrar, and main-
tains the stockholder accounting records. The agent will
respond to questions on change of ownership, lost stock
certificates, 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. Stockholders
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

Customer Inquiries

Digital Equipment Corporation customers who have
questions and/or problems relating to their account
should contact the Customer Assistance Department at
(508) 493-7161.

Trustees and Registrars

For 12%/s% Notes due 1994

The Chase Manhattan Bank, N.A
1 New York Plaza

New York, NY 10081

Paying Agents and Registrars

For 11%/4% Guaranteed Notes due 1989
Morgan Guaranty Trust Company of Nev
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 02109-2809
(617) 367-7500
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Initiatives In Enterprise Computing




Corporate Profile

Digital Equipment Corporation is one of the world’s leading suppliers of networked computer sys-
tems, software, and services, and a leader in systems integration.

An international company, Digital does more than half its business outside the United States, devel-
oping and manufacturing products and providing customer services in the Americas, Europe, and
the Pacific Rim.

Digital offers a full range of desktop, timesharing, transaction-processing, and scientific systems for
research, computation, communications, education, data analysis, industrial control, commercial

data processing, electronic publishing, word processing, personal computing, computer-integrated
manufacturing, health care, instrumentation, engineering and simulation.

Financial Highlights

0,

(o}
Fiscal Year 1989 1988 Change
Total operating revenues . ............... $12,741,956,000 $11,475,446,000 +11
INELIICOME = alii izalbterosidiswlais inysia staiesiss $ 1,072,610,000 $ 1,305,633,000 (18)
Net income pershare ...........coc.ue. $8.45 $9.90 (15)
Total stockholders’ equity ... ............ $ 8,035,673,000 $ 7,510,374,000 +7
Number of stockholders . ............... 99,084 103,162
Stockholders’ equity pershare ........... $66.12 $59.47 +11
REturnOn@qUItY. «i= s aicis oo sioseiove sieiara 13.8% 18.9%
RETUPNION ASSCLS! < aios alsloss srsrorsrar svovariase siacore 10.3% 14.1%
Annual Meeting of Stockholders
The Annual Meeting of Stockholders will be held at 11:00 A.M., Monday, November 6, 1989, at the
World Trade Center, Commonwealth Pier, 164 Northern Avenue, Boston, Massachusetts 02210.
Stockholders of record on September 8, 1989, will be entitled to vote at this meeting.
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President’s Letter

To Our Shareholders,

Employees, and Customers:

Digital is in the business of helping
organizations become more produc-
tive and more competitive. Our com-
puter systems and networks tie
organizations together, facilitating
easy, efficient teamwork.

In 1989, Digital’s revenue growth
came from overseas markets, particu-
larly Europe and Japan, where busi-
nesses are strengthening their long-term
competitive positions in the global
marketplace. Although relatively flat
USS. sales restrained our growth,
Digital is among the most profitable
companies in America. We have a
significant, positive cash flow and a
very strong balance sheet.

Our $1.5-billion investment in new
product development is among the
highest in the world. We are enhanc-
ing the network application support
services our customers need to inte-
grate systems from disparate manu-
facturers, so information, data, and
ideas can be exchanged freely across
the entire enterprise.

We are continuing to invest heay-
ily in VAX and RISC-based systems
and VMS and UNIX software. Our
VAX/VMS operating system is the
most modern and complete com-
puting environment in the world.

VAX/VMS is the only operating sys-
tem with the range and functions
needed to support everything

from personal workstations to large-
scale commercial data processing
systems, and to tie practically unlim.
ited numbers of computers into a
single enterprise-wide information
network.

Software written years ago runs
unchanged on any VAX system today,
and software written today will run
on VAX systems in the future. VAX
and VMS continue to be central to
Digital's strategy. The enormous
number and breadth of applications,
the ease of use, and the security and
robustness of the VMS operating
system will not be matched for a
long time.

Like VMS, the UNIX operating sys-
tem has an important place in enter-
prise computing. UNIX software has
been part of Digital’s product line
for 20 years, for those who wanted a
simple operating system. Today, UNIX
software often lacks the functionality,
security, and robustness necessary
fOlf commercial applications. Digital’s
priority in UNIX systems development
is to make UNIX software into a
quality commercial system.
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These initiatives require team-
work. Teamwork characterizes the
way Digital works with its customers

and suppliers. Teamwork is the

hole

idea behind enterprise computing.

P iz 8

Kenneth H. Olsen, President

September 1, 1989
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Every enterprise is unique.

Information, automation, and communications networks h: 1o adapt
to the way each organization grows and changes.

The challenge is to integrate resources and manage change = hout
writing off existing investments or restricting future choice

This Annual Report shows how Digital and its customers ar. vorking
together to meet this challenge.







Initiatives in
Enterprise
Computing

The Rewards
of Working
Together

There is a choice. Computers can
remain resources for automating
discrete functions. Or they can
empower the organization so that
everyone works together as a single
team.

Digital has developed the tech-
nology, the systems, the applications,
and the support services needed to
manage change and integrate a busi-
ness with its customers and suppliers

This technology is based on an
open systems architecture designed
to enhance existing computer invest
ments and provide a single, dynamic
computing environment in which
systems from different manufactur-
ers can work together

Within this framework, Digital
has undertaken three major
initiatives:

To make terminal, personal-
computer, and workstation users
more productive - both as individu
als and as team members - by gIvVIng
them access to computer resources
throughout the enterprise

To distribute transaction-processing
and other key applications, making
the entire organization more respon
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“You have to start with a definition. “The Enterprise’ encompasses
more than just the corporation. Without customers and suppliers
there would be no enterprise. Working toward common objectives,
computer and telecommunications companies like Digital and
Pacific Bell are providing the services and solutions businesses
need to communicate with their customers and suppliers.”

Lee Camp, Vice President and General Manager, Information Services Group
Pacific Bell

Pacific Telesis Group
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The Customer Challenge:
Make the Enterprise
More Productive

Desktop computing focuses on indi-
vidual productivity. Desktop systems
make it easier for individuals to do
their work. But desktop systems have
to be networked, if they are to make
it easier for people to work together.
Networking enhances both
personal and organizational produc-
tivity. A network environment auto-
mates the delivery of reports and
memos, as well as their production.
The network provides the up-to-the-
minute data financial analysts need
for their spreadsheets. The network
integrates engineering with marketing
and manufacturing so that design

engineers are not working in a vacuum.

In most large organizations there
are hundreds—sometimes thousands
—of people using terminals, personal
computers, and workstations for dif-
ferent jobs. They work as individual
contributors, on project or interde-
partmental teams, and as members of
the larger team that includes every-
one in the enterprise. -

The challenge is to improve both
individual and team productivity.

To have everyone working with

the same information. To share ideas

across the organization
This requires a dynamic, multiven
dor network based on accepted tech
nologies, open standards, and a clear
understanding of customer needs
All the pieces have to fit together
Digital has the technology and
support services needed to
Network ten to tens of thousands of
PCs and other desktop devices
Integrate MS-DOS, UNIX, VMS, and

Apple Macintosh systems in a single,

integrated computing environment
Link new and existing local area net
works and integrate them with exist
ing wide-area networks

This step-by-step approach
enhances computer investments by
providing existing desktop systems
with new capabilities. It eliminates
the need to standardize on a single
operating system. And it does this
without creating complications for
either the user or MIS,

Individuals, departments. and
divisions all work together. Both the
individual and the enterprise are
more productive

The Digital
Empower th

Integrating 1
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“By pushing industry standards, incorporating them into a clearly
defined architecture, and by making formal alliances with other
hardware and software companies, Digital is providing the leader-
ship needed to integrate terminals, personal computers, work-
stations, and applications into the enterprise-wide network.”

Ed Esber, Chairman and Chief Executive Officer

Ashton-Tate Inc.

9



Source

Dataguest, In

In the past year ulone, over
four mllion new de sklops were
added to Ethernet networks
This is the tec I"I.’u.,'ur_'.

Canadian Broadcasting Corpo

ration chose for the datacenter
which I'u\'z'.'}'l" with free

standing PCs in smaller office
are linked together by DECyet
software over CBC's private
X.25 data bighway. Gateways

n ol ) {
provide overseas bureans with

access (o the network

Integrating Ten or Tens of
Thousands of Desktop Systems

on a Single Network

Linking industry-standard MS-DOS
PCs in a local area network is a
good way to enhance computer
investments and improve produc-
tivity. When desktop systems are
networked, users can work together
as a team.

The challenge comes when
an organization wants to build a
company-wide or enterprise-wide
network.

This involves a little more than
just linking PCs together.

Building a network that will sup-
port people in different disciplines
and different offices means integrat
ing different desktop systems -
Apple Macintosh, IBM, other MS
DOS personal computers, and UNIX
workstations.

The key to accessing the enterprise-

wide network is the local area net-
work server—the system that keeps
a database for the local area network
and passes information back and
forth among local systems

Servers are hardware/software
systems. They differ widely, not just
in power, but in functionality. If a
Server is to support a variety of desk-
top devices and act as a gateway to
the larger corporate network, it needs

sophisticated so
tent with indust:

tion, a server sh

simplify networ

will not have to

networking com
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Digital customer hundreds or
thousands of de: ystems from
different vendors ing smoothly
on a single netwo at lets users
share information. | ' gital's own
internal network serves over l(l).(ln
users at nearly 500 sites around the
world. ‘

Leading desktop computing
companies including Apple, COMPAQ,
Olivetti, Tandy, and Toshiba, an
Ashton-Tate, Lotus, Computer Asso-
ciates, and Interleaf, have L’Slﬂb!iﬁh’»‘d
formal working relationships with
Digital. These alliances help ensure
that MS-DOS, Apple, UNIX, and VMS
desktop systems and applications
are able to share files and exchange
information.

Everyone can work together as
a team.




“Four thousand PCs. Four hundred thousand E-mail messages a
month. Canadian Broadcasting Corporation (CBC) is giving a new
meaning to networking. CBC built a Digital-based ALL-IN-1 office
information and communications system to link users in 35 Cana-
dian cities and its news bureaus in London, Paris, New York,
Washington, Tel Aviv, Moscow, and Beijing.”

Michael Hughes, Executive Director, MIS

Canadian Broadcasting Corporation




Opening Windows Into Every

Corner of the Enterprise

As long as different people have
different jobs to do, there will be a
need for different desktop systems

This does not have to create need
less complexity for either the user or
tor MIS

Terminals, personal computers
and workstations can be integrated
into a single, uncomplicated comput
ing environment. With DECwindows
software, it makes no difference
whether the user runs a VMS, UNIX
MS-DOS, or Apple Macintosh appli
cation. Everything has the same look
and feel

Unlike stand-alone PC or work
station windowing software that
only displays information stored on
the local system, DECwindows soft
ware can access information and ap
plications anywhere on the network
Realtime links can be established
so that, when someone updates data
every system using that data will be
automatically updated

Using a single set of commands,
a user can combine text from a X
with graphics generated on an Apple
Macintosh, while using a UNIX or
VAX system to perform complex cal

culations. Each application runs in

iHs Own w New windows can
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“The issue isn’t what people do a# their desks, it is what they can
accomplish from their desks. It is empowering the user to reach out
for data and share information and ideas. Digital has helped us
establish a common ground among different computing environ-
ments, so our employees can now access all the resources on our
worldwide network.”

Niels Bonde, Information Technology Manager

LEGO Systems A/S




Building the Worldwide

Local Area Network

In a sense, all networks are local
networks.

The whole purpose of a com-
puter network is to compress time
and distance. So that a toy whole-
saler in New York can place an
order directly with the factory in
Copenhagen. A money trader in
London can work hand-in-glove
with a colleague in New York. A
customer service engineer in Hong
Kong can consult with a software
specialist in Phoenix.

Speeding the flow of information

and ideas is basic to inventory reduc-

tion, just-in-time delivery, computer

integrated manufacturing, new prod-

uct introductions, customer service,
and other corporate programs.

These programs all require team-
work. They cut across professional,
departmental, and organizational
lines. They redefine the whole idea
of alocal area network.

Most local area networks were
originally set up by individual work-
groups, departments, or facilities.
Little thought was given to tying
them into a single corporate net-

work, let alone
network that co
communication
suppliers
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“When we started to integrate PCs and workstations, we saw that
local area networks would only be components in a larger,
multivendor, enterprise-wide network. It sounds elementary, but it
is all too easy to create islands of automation that are difficult, if
not impossible, to integrate into a single, cohesive network.”

Thomas Oliver, Vice President, Sales and Customer Service

Federal Express Corporation




The Customer Challenge:
Remove the Restraints
Surrounding Transaction
Processing

In the past, airline reservation, cur-
rency trading, computer integrated
manufacturing, and other large,
complex, and critical transaction-
processing applications were almost
always implemented on mainframe
systems.

Only a mainframe could manage
corporate databases and provide the
automatic backup, audit trails, and
other features required for large-
scale strategic computing.

But there is a price. Developing
mainframe applications is a complex,
time-consuming, and expensive
business. As a consequence, many
companies find themselves with a
large backlog of applications.

Fortunately, large-scale transaction
processing is no longer limited 1o
datacenter systems. It no longer
requires a specialized environment.
specialized equipment, or a large and
highly specialized support staff.
Digital is developing distributed
computer systems that will meet
today’s requirements for transaction-
processing speed, security teatures,
and availability, '

Distributed transaction pro-

cessing 1s particularly attractive 1o

the company looking 1o speed appli
cation development and implemen
tation, New applications can be
developed on a small VAX system and
replicated on any other VAX system

Business needs will now
determine how and where trans
action-processing applications are
implemented. Large transaction
processing and database applications
can be centralized on a cluster of
VAX systems or distributed over a
network of desktop or departmental
systems, Small applications can run
on small local systems

Distributed transaction process
ing can often eliminate the need for
dedicated systems. Transaction pro
cessing applications can run concur
rently in the same environment as
oltice-automation, decision-support

n
and scientific and engincering appli

cations. This provides organizational
flexibility. Applications can be scaled
up and down, be centralized or
decentralized, as markets, technolo
gies, and economic conditions
change. This flexibility can he Ip bring
ew products and services to market
faster and improve customer service

while cutting the cost of ownership

:




“Transaction processing is not so much an application as it is a style
of computing, a way of implementing a manufacturing or commer-
cial application. The functionality associated with TP used to be
something that you could only find in a mainframe environment.
Bringing TP into a distributed environment cuts costs, shortens
time-to-market, and provides organizational flexibility.”

Manfred Eicker, Commercial Managing Director

Bayerische Motoren Werke BMW AG




Cutting Time-to-Market
While Lowering
“QOpportunity Cost”

In today's competitive, global econ-
omy only one new product in ten is
a commercial success.

In many industries, being the
first—or certainly one of the first~
to market a new product or service
often makes the difference between
success and failure. But getting to
market involves more than simply
having a new or better idea. Manu-
facturing, marketing, and distribu-
tion systems have to be developed

Digital’s approach to transaction

processing minimizes time-to-market

by speeding the development of the
support systems needed to test-
market new products and services,

ramp-up production, refine distribu-

tion strategies, and then scale-up
operations, if test marketing con-
firms potential.

Distributed systems provide
the ideal environment for software
development, freeing programmers
from the complexities of mainframe
software. In fact, many software
companies use VAX computers to

¢ applications.
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Lower cost per transaction and
faster application development ar¢
two of the reasons VAX distribute
transaction-processing systems are
being used to introduce smd& ’
options and futures trading in West
Germany and Switzerland. And 1
implement computer-integratec
manufacturing programs at BMW
and other major manufacturers
around the world.




“Developing a new product or service and getting it to market are
two very different things. This is particularly true in the financial
services industry. We are constantly developing new investment
vehicles. Time-to-market is often dependent on the speed with
which we can develop the computer applications we need to
support those products.”

Sadao Okino, Senior Managing Director

The Sumitomo Bank Limited
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Making Customer Service
a Competitive Advantage

in a Service Economy

Extended warranties, hotlines, ser
vice contracts, and telemarketing are
just a few of the ways in which busi
NEss 1S USiNG CUSIOMEr SCIVICE as a
marketing tool

When a retailer shortens the
checkout line, when a distributor can
tell a buyer exactly what's in stock
and when it can be delivered, when
an insurance company can provide
immediate answers to telephone
inquiries, business picks up

Improving customer service is
often dependent on bringing trans
action processing closer to the point
of sale. Automatic teller machines
eliminate rush-hour lines at the bank
while providing depositors with up
to-the-minute account balances
Checkout terminals provide immedi
ate credit authorization. Shoppers no
longer have to wait for a “blue pencil
person’ or supervisor to OK their
purchases. Distributors can quote
immediate delivery from inventory
Travel agents can confirm reserva
tions as they're made

Distributed computing makes

t brings transaction
point of sale. It
ange orders in large
cts. It lets a sales

¢ what's in the ware-
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Digital transaction-processing
systems helped Toys “R" Us shorten
checkout lines during the holiday
rush. Networks of VAX computers
provide worldwide trading systems

for Sumitomo and other large
money-center banks. The manage-
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“At The Hartford Insurance Group, we define good service as
providing prompt response to customers’ questions. Information
isn’t worth much unless it’s available —online —to the people who
need it, when they need it.”

Lou Abdoun, Vice President, Life Systems

The Hartford Insurance Group




Reducing the Cost of
Ownership With Distributed

Transaction Processing

Traditional transaction-processing

systems were developed for large,

stable, and not particularly time

critical applications. Transaction

processing was seen as an accounting

tool rather than a marketing weapon
In this environment MIS manag

ers focused on “cost per transaction.”

This is still a valid measurement
Distributed transaction processing
reduces cost per transaction. But
this tells only part of the story

It ignores operating costs

Studies have shown that distrib
uted systems can cut these costs

Operating costs include training
and personnel costs, the cost of net-
work operations, and, most impor
tantly, the cost of developing new
applications and supporting existing
programs

Transaction-processing applica
tions must keep pace with business
needs. There are very few applica
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“We looked at the total cost of implementing a transaction-
processing application — at equipment costs, at the cost of pro-
gram development and support, as well as cost per transaction. We
found that cost of ownership really sets Digital apart. Distributed
transaction processing is simply a more cost-effective approach.”
William C. Burd, Vice President, Information Services

Hardee’s Food Systems, Inc.

Imasco Limited
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The Customer Challenge:

Be Open—Support Whatever
Solution or Technology

Is Right for the Job That
Has To Be Done

The concept of “The Enterprise”

as an organization encompassing a
company, its suppliers, its customers,
and the community demands an
unequivocal commitment to
multivendor computing.

No company can go it alone.

To support multivendor comput-
ing, Digital is broadening the net-
work of strategic relationships that
have enabled it to offer solutions to
business problems other computer
manufacturers have not addressed

The idea of interactive comput-
ing, and later distributed data pro-
cessing, came from customers looking
for ways to bring computer resources
closer to the work that needed to be
done. Strategic relationships based
on openness and trust are now help-
ing Digital develop multivendor net-
work integration to support the
distributed data processing solutions
of the 1990s.

In developing new systems, solu-
tions, and services, Digital follows
a well-marked path. Digital has
clearly defined, dynamic architec-
ture designed to support a multi.

24

\'cndur u\!n;‘;;lm; cnvironment
Multivendor computing is the com
mon vision shared by the entire
Digital enterprise - customers, sup
pliers, software developers, channels
of distribution, industry standards
organizations, and university and
lndu\(r\ H‘\(.H\l\ Organizanons

This focus on multivendor com

puting and the broadening network

of relationships with other computet

companies, software developers, and

consultant organizations has helped
to make Digital a major factor in the
systems integration market. At the
same time, these strategic relation
ships have enabled Digital to develo
a complete range of multivendor
SUpport services

Teamwork is critical in multi
vendor systems integration. The
essence of teamwork is bringing the
strengths and talents of different
PL“"‘IL‘ together to achieve a com
mon goal. This teamwork charac
terizes the way Digital pgnp:(
work together within the company
with our customers, and

wd in the
community

D
!

The D
Broad
Relati
Multiv

Initiative:
ategic
»s to Support

r Computing




“Many customers are afraid to commit to new technology. They
either want to wait until something better comes along or they
want to make sure that new technology is fully accepted before
they adopt it. You have to take customers into your confidence,
show them where technology is going and how you are going to
provide them with a continuing support program.”

J. Tracy O'Rourke, President and Chief Executive Officer

Allen-Bradley Company
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Systems Integration -
Leveraging Current and Future

Computer Investments

Every computer system, every appli-
cation program has to be justified on
its own merits. Management wants to
see a return on every investment

In many cases a new system will
pay for itself in less than three years
and provide the purchaser with a 20-
to 30-percent internal rate of return
But the real payback comes when
individual systems are linked
together to support the enterprise
as a whole, rather than a particular
application or department

Systems integration is the process
of building an enterprise network
that will leverage current and future
computer investments.

In an enterprise network, every-
thing works together. Manufacturing
is in step with Sales. Research and
Development works with Engineer-
ing. Everyone shares information.
Everyone works with the same data.

Unfortunately, though, a company
can’t go out and “‘buy” an enterprise
network. It has to be built, step by
step. Integrating computers built by
different manufacturers, doing dif-
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“1992. In just a matter of years, customs barriers that have separated
one European nation from the next will come tumbling down.
Europe will become one of the world’s largest and wealthiest mar-
kets. But economic community means economic competition.
Business can no longer structure itself along national lines.”

Percy Barnevik, President and Chief Executive Officer

ABB Asea Brown Boveri
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Enterprise Services -

Controlling Operating Costs

There is much more to service than
a technician with a screwdriver
Digital's Enterprise Services support
an ongoing, open process that inte
grates both individual applications
and computers from different manu
facturers into an enterprise-wide
network.

“There has to be a framework
around which you can build new
applications,” according to Robin
Laidlaw, British Gas' Director of
Information Technology. “This is
particularly important to a company
like British Gas, with exploration,
production, distribution, and busi
ness operations spread across an
entire country. That's why we chose
Digital's ALL-IN-1 office information
and communication architecture
New developments in this field will
conform to this architecture.”

Dlgﬂ.il's Enterprise Services sim
plify implementation of applications
and their integration on a multiven
dor network. When it is time to plan
such a network, there's a clear path
o fullu\x.

These Digital services include
strategic planning and design, imple
mentation and management, and the
migration, replication, and distribu
tion of applications across the world
wide enterprise. In addition, Digital
provides consulting, training, online

prevent ntenance and-when
needed m hardware and soft-
ware. | rvices support the cus-
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npcd by il
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Allen-Bradley. With Computer Asso-
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“When we set out to map every gas main in Great Britain, we knew
we were tackling an immense job. It’s going to take five years to
complete. That’s why we looked for a systems supplier who could
provide us with a continuous, integrated support service.”

Mikes lves, Digital Records Project Manager

British Gas PLC




An Open Architecture -
Change Without Obsolescence

Computers can do much more than he to support multi-
simply automate existing processes vendor orks requires an open
They can provide the flexibility archit hat defines the way
needed to update those processes differ |ware, software, and
scale them up or down, or replicate NETW ymponents work
them in other locations toget! ¢ architecture is

When two retail chains merge, thoug ugh, individual com-
when environmental regulations poner e changed without
mandate the installation of new auto disturt operation of the
mobile emission systems, or when systen network as a whole.

a defense contractor wins a multi For « le, an open systems
billion-dollar contract, existing com archite an support a number
puter systems hav ¢ o -Id.l[‘( 1o of diff perating \'_\'.\lk‘lns. Dl'
Ch.lngt' ferent are ((.t[,,‘(‘l(\glcs can

And the key to change without support mon applications and
obsolescence, 1o maintaining future work together on the same network.
compatibility among past, present, And users can have a single, simpll'
and future hardware and software way to access all the computing
systems, 1s an open architecture resources on the nc(wurk.

Latr A computer architecture breaks a Digital’s systems architecture
system into a number of components integrates proprictary technology
Crener ' ~the processor, the network, the with accepted industry ,mndards
user interface, the application - and for the user interface, networking,
defines the relationships among graphics, mail, document exchang®
those components. Most computer and software
architectures are closed in that they By providing an architecture thalt
are designed to protect proprictary accommodates change, D'giml ke
technology it possible for customers to adapt ks
The ability to support multi their computer systems and networ
mcnls.

to changing business require




“Matra Datavision is committed to building long-term strategic
relationships with both customers and suppliers. Everyone talks
about this, but Matra has made it a key business strategy. That’s why
we expect a computer vendor to provide us with technology that
meets current standards and anticipates emerging ones. This is a
prerequisite to maintaining a technological advantage that gives
our customers a competitive edge.”

Jean-Luc Lagardere, Chief Executive Officer

Matra




How Digital and Digital People
Make Their Communities Better

Places to Live and Work

32

“A long-term relationship between Digital and Boston’s Children’s
Hospital helps children with impaired speech put thoughts into
words. With the help of volunteer engineers and a million-dollar
Digital grant, we've adapted the DECtalk commercial speech syn-
thesizer to the needs of speech-impaired children. Children’s
DECtalk is a small, battery-operated unit that can be mounted
on a wheelchair or carried to school.”

Howard C. Shane, Ph.D., Director, Communication Exbancement Center

Technology -~ when focused on the term supj of the European
needs of the community - can make Commun: suth Orchestra.
a difference. Inthe!  Digital underwrites
Digital’s relationship with Bos- Evening ¢ on over 270 public
ton's Children’s Hospital is an exam. televisior ins, and The Infinite
ple. Digital has contributed equip- Voyage, o of hour-long spe-
ment to the hospital for the develop-  cials, bro aver both public
ment of a speech synthesizer based televisior clected commercial
on Digital's DECralk technology. stations | .inatively present the
Much of the engineering needed to latest ady in technology and
adapt DECtalk technology to the science. | subsidiaries in Hong
needs of children was done by volun- Kong, Sur re, and Taiwan ar¢.
teer engineers from Digital. In addi- sponsorin .| broadcasts of this
tion, the company donated money to science st Digital is also under-
establish a loan fund to make DEC writing Mo *t In The 905, 8 major

ralk units available to children who art cxlnl\xr s that wm open in ?OS-

cannot afford them

This kind of relationship can be
found in every country where Digital
bas major facilities. In Israel, Digital
is working closely with The Technion
(Israel Institute of Technology), in
France with the Technological
U‘nivcrsity of Compiegne, and in
Germany with the University of
Mznphcim. In Italy, Digital is sup-
porting ENEA_, a major public
rcscgrch center working to safeguard
\"cmcc from high tides and pollu-
tion. Digital has also been a long-

ton in February 1990 and tour Chi-
cago and London

In all, Digital donated more than
$35 million in cash and cqpipmcm to
educational, health-care, cvic, €
tural, and environmental programs
during the fiscal year, while ma'xchmg
$5.5 million in employee con_mbu-
tions to non-profit organizations.

By sharing time, ralent, money, 41
technology, Digital, its employees: ’
and the community reap the rewarcs
of working together.

.
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Eleven-Year Financial Summary

1989
Operations (in millions except per share data)
b 1 T R $ 8,190
Product sa]es ....................................... 4" $2
Service and Other TEVeNUES .. v.. oo vsvuanaseeanencieesrnss
Gt gl L e e 12,742
Total OPETating reVENUES - . «.vvvuuerssesecsonssrs
Costs and Expenses
Cost of product sales, service and other revenues .. ........... (;.i-; :
Research and engineering EXDERISES o scnvanssunsnaninenees 3.6 -+
Selling general and admin_is_tra‘u’vc_ EXPENSES ~uiorinaiinnes g
OPperating income . .+ .5essassosese s asnsasssssssssenenss 1, : ;.(;
T o 3L 1 oy A s A o e AT T I ST .
Interest EXPRISC .. oo e e asnsasme s s ee s 3
Income before income taxes . . .. ....covveiiinniiiiiiiiia.. 1,421
Provision for income taxes ......... i s s e 348
Dy O e P O R s 0 v.s Tep b vov.cv 4 o $ 1,073
Netincome Par S haret L e e s S saa s alo/s a e s ioiss o S_ 8.45
Weighted average sharesoutstanding, ...................... s 127
Financial Position (in millions except per share data)
L Ty R e o i e U o NS § 1,638
Accounts receivable, net of allowance .......... ... .. .. .. $ 2965
Property, plant and equipment,atcost........................ $ 6249
B e S e e ¢t ksl $ 10,668
D L S $ 136
Stackhaldés equitis A L L $ 8,036
Stockholders' equity pershare?. ............ .. . . $ 66.12
General Information and Ratios /, dollars in millions except stock prices)
e o e b S T A 2.9:1
I Fatio S I e (e 1.9:1
Workipgoapinlli ¥ caaviloge, .8, L g T $ 4,501
Additions to property, plant and equipment ... $ 1,223
Depreciation. .. .. .. LA K A S A e Ty A $ 65
Deb“°d°btpluscquityratio............................::: 1.7%
Operating income as a percentageof revenues .. ... ... 10.5%
lncom.e before income taxes as a percentage of revenues _ . 11.2%
Effsctive tax ratat IS LR R IR = e 24' 50
th inco ....................... >
o inco:e S5 8 POICOItaRe OLPEVOONSR. .. i v i) . 8.4%
. come as a percentage of average stockholders' equity ... ... 13.8%
:ﬂ utl:mm; ;: @percentage of average total assets . 10.3%
um er o yssales ofaccount ) v .. ........... o £9)
Inventory turns....... . . s ‘rfccmble T ge
fgoumber of employees i .................... b 8}03
nimon shates outstnding s TS e 800
Stockholders ar )N:tu'—f:nc‘!jm8 .'.' iR l:;” 3
it LI oz e A 084
ock yearly high and low sales T e $ 12286
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1985
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A

2.9:1
2.0:1
4516
1518
516
1.6
14.2

@ AN N

15.2%

25.0

11.4%
18.9%
14.1%

75

3.6
121,500
126,290
103,162
$ 199.99

1987

s 6254
5.135

9.389

4,514
1.010

2,253

1,612
122
45

1.689
552

1,137

8.53

1986

$ 5103
2,487

7,590

4,282
814
1,665
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1985 1984 1983 1982 1981 1980 1979

e ——————

$ 4,530 $ 3,804 $ 2,828 $ 2,739 $ 2313 $ 1,736 $ 1,338
2,156 1,780 1,444 1,142 885 632 466
6,686 5,584 4,272 3,881 3,198 2,368 1,804 |
4,087 3,379 2,606 2,188 1,779 1,320 1,012

717 631 472 350 251 186 139
1,432 1,179 831 758
450 395 363 585
63 41 61 103
82 35 13 15
431 401 411 673
(16)’ 72 127 256
$ 447 $ 329 $ 284 $ 417
$ 3.71 $ 287 $ 250 $ 3.76
124 115 113 111

$ 1,756 $ 1,852 $ 1,354 $ 1,137

$ 1539 $ 1,527 $ 1,125 $ 808

$ 2,828 $ 2,352 $ 1,961 $ 1,605

$ 6,369 $ 5.593 $ 4,541 $ 4,024

$ 837 $ 441 TA 93 $ 92

$ 4,555 $ 3,979 $ 3,541 $ 3,165

$ 3843 $ 34.42 $ 31.42 $ 28.65
4.9:1 3.8:1 3.9:1 4.1:1
2.8:1 1.9:1 2.0:1 2.3:1

$ 3,694 $ 3,001 $ 2377 $ 2,181

$ 572 $ 452 $ 419 $ /511

$ 315 $ 253 $ 203 $ 153

15.5% 10.0% 2.6% 2.8%
6.7% 7.1% 8.5% 15.1%
6.4% 7.2% 9.6% 17.3%
(3.7%)’ 18.0% 31.0% 38.0%
6.7% 5.9% 6.6% 10.7%
10.5% 8.7% 8.5% 14.3%
7.5% 6.5% 6.6% 11.2%
75 83 82 73
23 2.1 2.1 2.0
gg’ggg 85,600 73,000 67,100
68’8“) 57,811 56,357 55,227

e $4-61,389 40,903 44,706

i 1-33 $ 65-32 $ 55-34

:i:: :0"' Bof N, 0(4': to Consolidated Financial Statements.

ncla d‘:’;‘t’”"_ adjusted to reflect two-for-one stock split in May 1986.

nination of DISC taxes of $63M accrued prior to 1984.
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POSLEL outt Levenine Raccaati®
Percentage of Total Operating Revenucs entage Changs

1987 1988 1989 Income and | TR 1987.88 v

b‘),(\' (\S 7 N';o' :' KIUCT AN » .‘§ 25":
33.4° 34.3 35.7% Service and , - -

100.0% 100.09 100.0% Total operating 1} 22 e

40.5% 403 42.53% COost of prog 14 2" 5%)
63.2% 61.7% 609%  Service expe 14 2 %
48.0% 47.7% 49.0% fotal cost of § 4 21 5
10.8% 11.4% 12.0% Rescarc! b 29 244
24.0% 26.7 28.5% Setling, genct 36 35%
17.2% 142 10.5% Operating N ! 95%

13% 1.3 1LO% Inters ! 18% 5%
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Revenues

In 1989, the Company's operating revenues grew by 11% com-
pared with the prior year. As has been the case for several
years, growth overseas ex ceeded that in the United States. For
the vear, international revenues accounted for approximately
55% of the Company’s total revenues with growth particularly
strong in Western Europe and Japan. The Company has
invested considerably in its overseas operations in terms of
sales, marketing and distribution resources. In recognition of
the growing importance of overseas markets, the Company
hosted DECWORLD '88 in Cannes, France during its first
quarter. DECWORLD '88 was an international demonstration
of distributed network computing,

Product sales, which account for nearly two-thirds of operat-
ing revenues, increased by 9% in 1989, following increases of
21% in 1988 and 23% in 1987. The Company’s VAX architec-
ture and networking products, which allow customers to build
enterprise-wide distributed data processing networks, con-
tributed to the improvement in product sales. The reduced
rate of growth of product sales reflects the slow pace of busi-
ness in the U.S. and a change in demand for the industry,
favoring mid-range and low-end products. The Company
responded to this change in demand by introducing a number
of new computer systems for both UNIX and Digital’s own
VMS operating systems, as well as a variety of software and
service products,

Customer demand during the year was particularly strong for
t?le Company’s VAX 6000 computer systems, VAX worksta-
tions and peripherals. During the year, the Company shipped
approximately 50,000 workstations and over 562,000 terminal
products. Two year totals were 80,000 and 1,100,000 units
respectively, attesting to the continuing strength of this class
of products. A number of other products also contributed to
the growth of product sales.

While demand for the Company’s mid-range and low-end
products was good, sales of the Company’s high-end 8000
series computers declined as the year progressed. Shifts in
customer demand, the attractiveness of other VAX computer
S.VSfem§ and anticipation of the announcement of a more pow-
erful high-end computer system contributed to this decline.

Th T :
se:,compan) believes it has the technology, products and
Y1 : - >
ces needed to integrate a multivendor environment,

t R
f Sixby responding to customer needs and allowing for
uture growth,

In 1989, service and other revenues, which primarily include
maintenance, software support, consulting services, customer
training and the sale of replacement parts, grew by $600 mil-
lion or 16%, following increases of 25% in 1988 and 26% in
1987. Service revenue growth slowed somewhat from the
prior two years reflecting the same factors that affected prod-
uct sales. Service revenues also were affected by changes in
the warranty policy in the U.S,, the high level of product qual-
ity and improvements in product price performance that lead
to product replacement instead of maintenance.

Total Operating Revenues $ Millions
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Expenses and Profit Margins -

: i ined from the previous year,
The Company’s gross margmdecbned
reflecting primarily competitive pricing pressures and a shift
in the Company’s mix of product revenues away from larger
systemsmwnrdsmallerduktopm‘l‘huM reflects a
trend evident throughout much of the industry - customers
are migrating applications to more of a distributed data pro-
cessing environment and placing computer rEsOUrces in the
hands of the ultimate user. Service gross margin was slightly
higher than the previous year.

The Company continued to be among the leaders in the
industry in its commitment to research and engincering
investment. Such investment is critical to mamtaining a strong
competitive position and ensuring future growth. Research
and engineering expenses grew 17% in 1989 and represented
12% of total operating revenues, compared with 11.4% i
1988 and 10.8% in 1987. For the last three years combined,
the Company’s investment in rescarch and engineering
exceeded $3.8 billion. Approximately 8,300 professional
employees are involved in a number of research, engineering
and programming activities around the world. These activities
include developing or enhancing systems and related periph-
eral equipment and software, expanding product applica
tions, and multivendor systems integration.

During 1989, the Company entered into a comprehensive
tcchnology exchange for current and future RISC (reduced
instruction set computing) technology and designs developed
by_MIPS Computer Systems, Inc., of Sunnyvale, California
With the addition of ULTRIX/OSF systems using RISC
techngl‘og):. the Company is able to offer customers more
versatility Tll!.ix m::;h‘l’n; technology to application demands
RISC/' /UL AX/VMS will be alternative nolog
wnhmthe(lompmy'uyuemuchhm, o B

mcommylnnounccdm .
,the result of its .'nyn:o'Pdedmm“}g

Research and Engincering

Net Income
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Supporting its desktop initiative, the Company introduced
DECstation 210, 316 and 320 systems, a family of industry-
standard personal computers; DECstation 3100, a RISC-based
desktop workstation; VAXstation 3100, a VAX-based high-
performance workstation; and a series of server products that
link PC’s in work groups and PC’s and workstations in local
area networks. Also announced as part of the desktop initia-
tive were a number of software, disk and tape drive and imag-
ing products.

The Company expanded its presence in the distributed com-
puting market with the announcement of MicroVAX 3300 and
MicroVAX 3400 computer systems, which essentially replace
the MicroVAX II line and deliver twice the price performance.
Shortly after the close of the second quarter the Company
announced VAX 6300 systems, enhancements to the popular
VAX 6200 computer; DECsystem 3100, a multiuser, RISC-
based system for general purpose computing; and MicroVAX
3800 and 3900 systems with improved performance and stor-
age capacity. ‘
Selling, general and administrative expenses increased 19%
over the previous year, and represented 28.5% of total operat-
ing revenues compared with 26.7% in 1988 and 24% in 1987.
The Company continued to invest in its sales, sales support
and marketing efforts to ensure sales growth and to further
enhance customer support. Much of the increase in spending
represented the addition of personnel added to support
growth in overseas markets.

Operating income in 1989 declined 18% from that of the
Previous two years. Flat year-to-year revenues in the U.S. and
ahigher level of operating expenses led to the decline.

Interest income in 1989 decreased from 1988 levels, reflecting

if)wer .c‘ash balances after the Company repurchased $815 mil-
1on ot its common stock on the open market, Interest expense
Was essentially unchanged from the previous year.

'II?‘e Company’s effective tax rate for 1989 was 24.5%, down
slightly from 259% in 1988

During December 1987, the Financial Accounting Standards
Board issued a new accounting standard for income taxes,
SFAS No. 96, which will require the Company to adjust its
deferred tax assets and liabilities. The Company must adopt
SFAS No. 96 no later than December 29, 1990. Management
expects that the adoption of SFAS No. 96 will not have a mate-
rial impact on the Company's consolidated financial position
and results of operations, There will be no cash flow impact
from these adjustments.

The total number of employees at year-end was 125,800, an
increase of approximately 4,300 over the previous year.

Return on equity, the ratio of net income to average stock-
holders’ equity, was 13.8% in 1989 and 18.9% in both 1988
and 1987.

Employee Population Thousands




Management’s Discussion

Availability of Funds to Support Current and Future Operations

s i historically
Cash to support the Company's operations has y
been met with internally generated cash supplemented
with external financing, During 1989, internally 'gcncratcd
cash was more than sufficient to support operations.

During the three-year period of 1987-1989, cash generated
from operating activities exceeded cash used for investing
activities by $1,231 million. In 1989, net cash generated
from operations and investments was $189 million, com-
pared with $161 million in 1988 and $881 million in 1987.

The Company repaid at maturity $150 milkion of 11%4%
Guaranteed Notes in March 1989. Total long-term debt,
exclusive of current maturities, was $136 million at the end
of 1989.

In October 1988, the Board of Directors authorized the
repurchase of up to ten million shares of the Company's

Common Stock Information

The Company’s common stock is listed and traded on the
Midwest Stock Exchange, New York Stock Exchange,
Pacific Stock Exchange and several European stock
exchanges. There were 99,084 stockholders of record as of
July 1, 1989. The high and low quarterly sales prices for the
past two fiscal years are presented below.
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$91Y:
ST:‘C::d 99%s 86%%
Fourth 122% 95%%
ol ¥ ‘102'/) 89)/‘
T
g::sc:nd 19814 $157%:
Third 199%; 110
Fourth 1444 1034

99V

and Analysis of Financial Condition

common stock on the ope
Company purchased
at a total cost of $815 mul
treasury stock

Cash and temporary cash
at the end of 1989, compa

1988. The decline in cash and ¢

reflects the repurchase
ment of debt. Unused |

were $576 million

The Company's tinane
substantial reserve debi
leave it well positioned 10
growth

Total Stockholders’ Equiry

18 'S n

t. During 1989, the
shares of common stock
hares are being held g

nts were $1.655 million

164 million at thecndof

ry investments in 1989
ck and the repay-

t at the end of 1989

¢, together with its
| high credit rating,
h required for future




During 1989, the Company continued to make significant
investments for the long term, while maintaining a strong

financial position.

The Company invested $1,223 million in property, plant and
equipment in 1989 compared with Sl,_SlS million in 1988. Of
this total, about two-thirds was spent for machinery and
equipment primarily related to ensuring continued advances
in technology, quality and efficiency in the Company’s prod-
ucts and services, and throughout its operations. The balance
of the capital spending was for land, buildings and leasehold
improvements.

Although revenues increased by 11%, inventories grew

only 4% from the prior year. The increase was more than
accounted for by higher finished goods inventories as the
Company prepared for a number of new product announce-
ments shortly after the close of the fiscal year. Average year
inventory turned 3.9 times, an improvement from 3.6 times in
1988 and 3.4 times in 1987. Accounts receivable grew 14% in
1989, slightly greater than the percentage growth in revenues.
Days sales in accounts receivable outstanding were 76 days
compared with 75 days in the prior year.

Return on assets, the ratio of net income to average total
assets, was 10.3% in 1989, 14.1% in 1988 and 14.6% in 1987.
The decrease in 1989 reflects a decrease in net income and
growth in fixed assets.

ThF (.;ompany added approximately 3.8 million square feet of
building space in 1989, bringing the total amount of space to

42.3 million square feet in over 1,100 owned and leased facilit-
ies. This compares with 38.5 million square feet in 1988 and
33.6 million square feet in 1987. More than half of the addi-
tional space was put in place to support overseas operations,
and includes a state-of-the-art semiconductor manufacturing
facility in South Queensferry, Scotland.

The Company will continue to invest for the future, and antic-
ipates that its capital spending level in 1990 will be in the same
general range as that of 1989. The actual level of spending will
be dependent on a variety of factors, including worldwide
economic conditions, growth in demand for the Company's
products and services and changes in semiconductor and
manufacturing process technology.

Additions to Property, Plant & Equipment

Depreciation Expense $ Millions
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Report of Management

———

The Company's management is responsible for l.hc prepara:
tion of the financial statements in sccordance wui; generally
accepted accounting principles and for the integrity of a_ll the
financial data included in this Annual Report. In preparing
the financial statements, management makes informed judg-
ments and estimates of the expected effects of events and
transactions that are currently being reported.

Management maintains a system of internal accounting con-
trols that is designed to provide reasonable assurance that
assets are safeguarded and that transactions are executed and
recorded in accordance with management’s policies for con-
ducting its business. This system includes policies which
require adherence to ethical business standards and compli-
ance with all laws to which the Company is subject. The inter-
nal controls process is continuously monitored by direct
management 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 state-
ments and the system of internal accounting controls.

Report of Independent Accountants

The Audit Commitree meets periodically with representatives
of management, the independent accountants and thCOmpa.
ny's internal auditors to review audits, financial reporting, and
internal control matters, and also meets with the Company's
outside counsel on related matters. The independent account:
ants and the internal auditors have full and free accesstothe
Audit Committee and periodically meet privately with the
Audit Commuttee

Coopers & Lybrand, independent acco intants, have been
engaged by the Board of Directors, with the approval of the
stockholders, to examine the Company's financial statements.

Their report appears belo

Kenneth H. Olsen
Prestdent

T Gete Lot

James M. Osterhot!

Vice Presidens, Finance

To The Stockholders and Directors,
Digital Equipment Corporation

We have audited the accompanying consolidated balan

. . . c
sheets of Digital Equipment Corporation as of July 1, 19;9
_andju}y 2,1988 and the related consolidated statements of
income, stockholders’ equity, and cash flows for cach of the

three fiscal years in the period ended July 1, 1989, These finan-

:ial stat:m(g:s are the res?o{nsibility of the Company's man.
gemendal. rresponsibility is to express an opinion on these
statements based on our audits.

We conducted our audits in accordance wi

d ce with '
;T:nqﬁg ;:l'fdl:l:f tsht:nd”'d& Those sundardsstr:‘:i‘rlgth we
ab'om SR ﬁn:::liud t;::bum reasonable assurance

estimates made by manage:
wverall financial statement pre:
wvide a reasonable

principles used and significant
ment, as \l'('” as evaluating the «
sentation. We believe that our audits pre
basis for our opinion

In our opinion, the financial statements rctcrrcd‘mabole .
present fairly, in all matertal respects, the C“ﬂ-‘“hd‘“?dtl"_\?
Corporation JSO{JM + g
ated results of its operd
rs in the

cial position of Digital } juipment
1989 and July 2. 1988 and the consolid
f the three fiscal yea

tsons and cash flows for cach « L
nity with generally

period ended July 1, 1989 in contorr
accepted accounting principles

qé,“\';w

Coopers & Lybrand

Boston, Massachusetts
July 27,1989
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Consolidated Statements of Income
(in thousands except per share data) Year Ended
July 1,1989 July2,198  June27,1987
Revenues (Notes A and C)
Product SAlES . v eiisresiiin am o aBlowss einonon s tinmininis susihyssivins s $ 8,190,308 $7,541,241 $6,254,187
Service and Other FEVENUES . . . . «. v vvrusarnenioriasennentens 4,551,648 b 3,934,205 3,135,257
Total OPETating FEVENUES . .+« s vusetstuaneasarmuarnsarean 12,741,956 11,475,446 9,389,44:1
Costs and Expenses (Notes A, Dand )
Cost of product sales . . . .. L P PR 3,468,307 3,042,172 2,532,259
Service expense and cost of other revenues. . ................. 2,773,563 2,426,176 1,981,635
Research and engineering €Xpenses . . «.....vererervenerersos 1,525,129 1,306,543 1,010,438
Selling, general and administrative eXpenses. .. ............... 3,638,868 3,063,555 2,253,105
Operating iNCOME .. .« .vuvnussensnasasasoanansnononsnssss 1,336,089 1,635,000 1,612,007
THETEST INCOINE s 350 tos 55k 5 00e 8 5w 5 9%, 59TV 0D Y G NARORI 3 124,021 143,665 122,149
TOYETESUEXPLISE, s v-osn ne semebia p HRprd V0P 85 41 Sy g i oe 8 ) Bals 39,435 37,820 45,203
Income before INCOMEe tAXES .« v vt v veevarannsensesanonsenss 1,420,675 1,740,845 1,688,953
Provision for income taxes (Notes Aand E) . . o voviiiiiinnnnas 348,065 435,212 551,518
I B T T b Ay SR S b R L e L $ 1,072,610 $ 1,305,633 $1,137,435
Netincome pershare (Note B) . . . ..o evvirernsinnsieeiiansns $ 8.45 $ 9.90 $ 853
Weighted average shares outstanding (Note B) . .. . ovvvvviiiinnn 127,008 131,923 133,305
The accompanying notes are an integral part of these financial statements
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Consolidated Balance Sheets

(in thousands)

Assets
Current Assets _ \
Cash and temporary cash investments (Noe FJ . . .o« < - -«

Accounts receivable, net o
Inventories (Note A)

Rt TATCTALS o o S ey At /s A A S Al aio Llaidlo b aiviarn s o 2 oje 0 m v 0 800 o

WOrK-IN-PLOCESS. . o v« vz vesiansassseanssserennne:

Finished g0OdS . « ..« <« cvesnmviaesessrmiassannss B,

Total IVEITOTIES. s + v-o esscaneissnnsnrsabansansssananss
Prepaid expenses ... ...oooven- Crraveearserien s
Net deferred Federal and foreign income tax charges. ...... ..

Total GUITCIT ASSCS, <% o<1 15urdla i s alsis v v a0 ox 0io0 o o 005

Property, Plant and Equipment, at cost (Nore A)

] e R R s 71s b ore M ta et DT w5 1a%a1 4 STE e 1eal s .
TR EToy o e 0 S0 A 0 S S TR S
Leasehold improvements. . . . ..o viniviinicuiessiiainas
Machinery and equipment. .. ......iiuiiiain. NS

Total property, plant and equipment, at cost .. ........
Less accumulated depreciation. . ..........,........

Net property, plant and equipment . ..................
Other assets; net (Nate G)lu'v s o5 o s wjoivs's 5w ossn €4 snsssnns

O] et L o O s e e soert diobs

Liabilities and Stockholders’ Equity

Current Liabilities

Bank loans and current portion of long-term debt (Nore H).
Ao DAY . e R ¢ ot e s 2 oe one o oe s s " s
Federal, foreign and state income taxes .., .... ... ... ...
Salaries, wages and related items. . . ... ... ...
Deferred revenues and customer advances (Note 4). ...
Other current liabilities

Total Current Liabilities

Net deferred Federal and foreign income tax credits . .
Long-term debt (Nore H)

A

Stockholders’ Equity (Nozes | and /)

Common stock, $1.00 par value: authorized 45 (
. = H : 0,000,000 & :
issued 130,008,231 shares ... ... . M

Additional paid-in capital
Retained earnings. .., .
Treasury stock at cost; 8.

Total Stockholders’ Equity .........

Toral Liabilities and Stockholders’ Equity S R N e s 3 e e

The accompany
panying notes are an ntegral part of these financial statemenss
44

f allowance of $74,345 and $78,148 . ..

July 1, 1989

S 1,655,264
2,965,408

360,135
570,064
707,802

N ')h‘,l)l)l
255,195
381,140

895,008

300,540
299,673
530,773
3,817,587

6,248,573

602,677

i

645,896

-

126,875

$10,667,779

S 29,755
553,818
445,977
300,393
833,831
230,265

L)

394,039

102,048
136,019

2,632,106

130,008
2,469,711
O, 366,4 18

(930,464)

8.035,673

S1 U,bla7.77()

July2, 1988

S 2,163,580
2,592,160

392,734
355,229
627,09

75,059
274,160
324962

6,929,921

299,157
1,283,048
458,449
3,169,792

5,210,446
2,115,421

3,095,025
86,610
$10,111,556

$ 154,670
523,173
504,193
257,663
727,984
246,419

2.414,104

(ﬁ.]”
123,924

2,601,182

130,008
2,424
5,463,090

(507,07!
7,510,374
$10,111,3%
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Consolidated Statements of Cash Flows

(in thousands)

Ry Year Ended
July 1, l9_8? 7 July 2, 1988 June 27,1987

Cash Flows from Operating Activities
NELICOMIE  +» 424+ #2312 808 o0 80 28 s meu gt e st e s s o $L072610  $1,305,633 $1,137,435

Adjustments t0 reconcile net income to
net cash provided by operating activities

Depreciation Snd amOrTIZAtiON S ol b sl sise s sisaalby sisleisa g fite 686,738 527,141 436,118
Other adjustments t0 iNCOME . . ..+ oveivseersnarieeeaieiinnn 49,702 66,349 74,109
(Increase) in accounts PECCTTRDIE G s s g 4 b e P el L 3a i ok (T (373,248) (279,972) (408,901)
(Increase) in inventories . . R TR IR EA LR CR AR S (62,942) (122,140) (253,163)
(Increase)/decrease in prepaid EXpenses .. ..i.ciiieaaiiia. e 18,965 (154,967) (33,919)
Increase in accounts payable. . .. ... ioiiiiiiii i 30,645 92,598 171,010
Increase/(decrease) N tAXES . ... vvvssessisiasiniveaiineinees (75,502) 92,600 190,418
Increase in deferred revenues & customer advances. . ........... 105,847 252,059 222,135
Increase/(decrease) in other liabilities . . .. ... 26,576 (80,916) 174,573
Total AAJUSLIMENTS . +'s 'fa'a'acia'e olos-a nion wipiniano's e a8 ossivinisnnisinns 406,781 f 392,752 572,380
Net cash flows from operating activities. . . ...... e e 1,479,391 1,698,385 1,709,815
Cash Flows from Investing Activities

Purchase of plant, property, and equipment .................0- (1,223,038) (1,517,579) (748,359)
(Increase) in Other asBetS, DB « v oo s s onios sosie s nionsssisidis v (67,624) r (19,212) . (80,463)
Net cash flows from investing aCtIVILIES . . ..o vvvvevnvenvssaeis (1,290,662) (1,536,791) (828,822)
Net cash flows from operating and investing activities . . ... ...... 188,729 - 161,594 880,993
Cash Flows from Financing Activities:

Proceeds from issuance of debt. ... ..o v viv v iiiiiineaneona 40,425 7,283 0
Payments to retire debt . . . . .. e B L P IR (153,245) (2,854) (81,187)
Purchase of treasury shares . . . . ... ..c.ooeoieeniresroiisansnss (814,958) (363,499) (781,790)
Proceeds from issuance of treasury shares. ... ......ooovueieens 230,733 = 242,761 189,346
Net cash flows from financing activities . . . .........0oeeverenss (697,045) _(_116,309) (673,631)
Net increase/(decrease) in cash and cash equivalents . .. ......... (508,316) 45,285 207,362
Cash and cash equivalents at the beginning of year. .. ........... 2,163,580 ey ;g-!18:295 1,910,933
Cﬂs&f_‘dCLCCNi\'alcms atendofyear ......covsvasiivisaa $1,655,264 $2,163,580 $2,118,295

The v
accompanying notes are an m.'r;;u/ part of '}.‘t'S(ﬁnJm‘u.’ statements
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Consolidated Statements of Stockholders’ Equity

|
“ Addn ) T"li

Common Paic Het Tre Stock.
Stock Capita oY holders
(in thousands) = : ﬂ I’ tock By
$128.,59 $2,.224 304 $3.374.93; =

Jate 28, 1986 = s bt ipmuiae e s oo s T2 n $128, ST
Purchase of 5,000,000 shares of treasury Ll
SIOCk (NG ol e ishts o nE 2 2l e 8 4 4 8 5 w18 2 81 81.790) (78179[“
Shares issued under stock option and : . |
purchase plans (NoreD) . .o oonveeee seaeees e 1,41 (7:“. 466 102, 1 182,072 146830
Restricted stock plans, charge to operations .. ... . - - 20,635 20653
Tax benefits related to stock option and purchase Ay
PIANS(NGIE L) i wv e symnnssn s s 42,516 | 42516
NetincOme=1987 <.« oovsnnnyassansiiseess ! 1,137 435
June 27,1987 .. vaurevvaimamnenannsnasnn s $130,008 $2,352.93¢ $4.4 'y $(599,718)  $6,293.471
Purchase of 3,000,000 shares of treasury
SLOCK (NOE ) v eeaenrmmvmanannnnis 363.499) (36349

Shares issued under stock option and

purchase plans (Notel) . .« oovviieciciaiceans 456142 203317
Restricted stock plans, charge to operations . . .. .. .. 32,008 32008
Tax benefits related to stock option and purchase

plans INBR D) o S s s als Biaialacaras hlarsaess < : 39,444 39,444
Net income—1988 . ..iviiiniiiiniiiiiiinaa ; 1,305,633
oy ) IR e L SRR s ot o o 45 ¢:5ls%s 0.0 $130,008 $2424391 §54 $(507,075) $7,510374
Purchase of 8,247,000 shares of treasury

SEOCK (NI T s e lots i sl orech 51618 w o n o 05 s« (814,958) (814,938)
Shares issued under stock option and

purchase plans Note D) . . . vvieeesinnnnnss N 169.242 391,569 222321
Restricted stock plans, charge to operations ... . .. 36,914 36,914
Tax benefits related to stock option and purchase

plans T A it e s N gy } 8.406 8,406
L BT TR e . 1.072.610 1,072,610
L L R e S o s e $130,008 $2.469.711  $6,366,418  $(930,464) $8,035,673

The accompanyi f
panying rotes are an integral part of these financial statements
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Notes to Consolidated Financial Statements

Note A-Significant Accounting Policies

Principles of Consolidation. [ The c0n§olida.ted financial
statements of the Company {lmcludg thq fmancu‘xl statements
of the parent and its domestic and foreign subsn‘dxarlcs.
All significant intercompany accounts and profits have

been eliminated.

Translation of Foreign Currencies (] For foreign opera-
tions, the U.S. dollar continues to be the functional cur-
rency. Monetary assets and liabilities of foreign subsidiaries
are rranslated into U.S. dollars at current exchange rates.
Nonmonetary assets such as inventories and property, plant
and equipment are translated at historical rates. Income
and expense items are translated at average exchange rates
prevailing during the year, except that inventories charged
to cost of sales and depreciation are translated at historical
rates. Exchange gains and losses arising from translation
are included in current income.

The Company enters into forward exchange contracts to
reduce the impact of foreign currency fluctuations on opera-
tions and the asset and liability positions of foreign subsid-
iaries. The gains or losses on these contracts are included in
income when the operating revenues and expenses are recog-
nized and, for assets and liabilities, in the period in which the
exchange rates change.

Revenue Recognition [ Revenues from product sales are
recognized at the time the product is shipped. Service and

other revenues are recognized ratably over the contractual
period or as the services are performed.

Note B~ Net Income Per Share and Dividends

Netincome per share is based on the weighted average
number of common shares and common share equiva-
lents outstanding during the year. In the years ended
July 1, 1989, July 2, 1988 and June 27, 1987, common

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
carnings of its foreign subsidiaries in those operations and
repatriation of retained earnings is done only when it is advan-
tageous to do so. Applicable taxes are provided only on
amounts planned to be remitted.

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

Machinery and
Equipment .........

3 to 10 years (accelerated methods)

share equivalents were attributable to stock options.

Cash dividends have never been paid by the Company.




Note C—-International Operations

(in thousands)
July 1,1989
Revenues =
e P e A ML M S VS 5 (a4 o0 $ 5,848,975
United States CUSTOMEES « .+« v vosssesoonsazsssesaassss
Intercompany. . ........ B Ak e 2,103,290
' s 7,952,265
EUrOPE CUSOMETS « + ¢ v v saenssssenrensasssnisssossanssns 5,130,052
TOtEECOMPANY. « « « ¢ e eioesvnsiesisgiasasasasssnivaasonerasses 113,820
5,243,872
Canada, Farr East, AMericas CUSIOMETS. « « « . vuaaivssonrasesess 1,762,929
INtETCOMPANY. 4. 4scevsassiviaissisivaassioniansianesesisnsssns 1,065,746
2,828,675
B T I A OIS o e s okl o o g mideoe (3,282,856)
NELTOVEIUE (b et Al L A e DI e d 5 ra e el /6 65 o a1a16 4 o s'a s $12,741,956
Income
e S G A e s e x winloa e o $ 510,364
|00 G At R o bl g B oo SO o G 815,655
Canada, Far Bast, ATNEIIoas! o, fe <e o s tis s s bials valvie sorvam o s 411,267
Eliminations.. . .... Gesmmrneevebannas s b (401,197)
O LT T LT 0 o ety st o e et e S 1,336,089
T AT T e AV VAN o o s e 124,021
7o oy o T T R b o i A o Sl 39,435

$ 1,420,675

Assets

United States.. .1t Lo ol e el $ 5,499,763
Burope ;U R R Lo A IRE RIS T 420,247

.......................................... 3,420,24
Canada, Far East, Americas. .. ... ......................... 1,298 Sl';
Corporate assets (temporary cash investments) . . .. . ... ... .. 1,469,842
Elimingtions; &b b A\ IS MR w1 ( 1‘020‘592 )
Totalassetsl. 1100 o BN A RITL $10,667,779
..................... L) ’ \J

July 2, 1988

$ 5,810,598

2,017,928
7,828,526

4221631

137.669

4.359.300

443 217
912,786
2.356,003
(3.068,383)

$11,475,446

$ 512,754
770,135
390,787

38,676)

.635.000
143,665

37.820

$ 1,740,845

$ 5,245,439
3093 818
1.293.,906
2.057,528
(1.579.135)

$10,111,556

Year Ended
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)
$ 9,389,444

$ 75879
634,543
278,359
(59,690)

1,612,007

122,149
45,203

$ 1,688,993

——

$ 4,627,838
2,246,333
843,067
1,979,470
(1,289322)

$ 8,407,386

—




Note C-International Operations (continued)

Industry O The Company:'s business consists of the design,
manufacture, sale and service of nerwork computer systems,
sssociated peripheral equipment, and related network, com-
munications and software products.

International Operations (] Sales and marketing operations
outside the United States are conducted principally through
sales subsidiaries in Canada, Europe, Ccn'trnl and South
America and the Far East; by direct sales from the parent
corporation and through various reprcsenmtivg and distribu-
torship arrangements. The Company's international manufac-
turing operations include plants in Canada, the Far East and
Europe. The products of these manufacturing plants are sold
to the Company’s sales subsidiaries, the parent corporation or
other manufacturing plants for further processing,

Note D-Pension Plans and Other Retirement Benefits

The Company and its subsidiaries have defined benefit pen-
sion plans covering substantially all employees. Pension cost is
based on estimated benefit payment formulas. The benefits
are based on years of service and compensation during the
employee’s career.

Itis the Company’s policy to make contributions to the plans
inaccordance with local laws and to the extent that such
contributions are tax deductible. Contributions are intended
to provide not only for benefits attributed to service to date
bxut also fpr those expected to be earned in the future. For the
US. pension plan, there were no contributions in fiscal 1989
fiufe to the full funding limit of the Omnibus Budget Reconcil-
1ation Act of 1987. The assets of the plans include corporate

(in thousands)

Service cost-benefits earned during the period

terest cost on projected benefit obligation
ctual return o plan assets

Intercompany transfers between geoéraphic areas are
accounted for at prices which are designed to be representa-
tive of unaffiliated party transactions.

Sales to unaffiliated customers outside the United States,
including U.S. export sales, were $7,0 16,952,000,
$5,729,879,000 and $4,412,527,000 for the years ended
July 1,1989, July 2, 1988 and June 27, 1987, respectively,
which represented 55%, 50%, and 47%, respectively, of
total operating revenues. The retained earnings of substan-
tially all of the Company's international subsidiaries have
been reinvested to support operations. These accumulated
retained earnings, before elimination of intercompany
transactions, aggregated $3,426,975,000, $2,793 ,239,000
and $2,070,337,000 at July 1, 1989, July 2, 1988 and June
27, 1987, respectively.

equity and debt securities, government securities and real
estate,

The following table provides information on the status of the
US. pension plan and certain non-U.S. plans which, in aggre-
gate, represent approximately 91% of the total pension
expense of the Company and its subsidiaries for the years
ended July 1, 1989, July 2, 1988 and June 27, 1987, respectively.
The measurement dates for all plans were within 90 days of
year-end.

Net periodic pension cost for fiscal years 1989, 1988 and 1987
included the following components:

Total net

periodic pension cost for all pensionplans...........

1989 1988 1987

.............................. $ 188,068 § 160,225 § 126977
................................ 111,095 90,283 67,695
........................................... (230,671) 590 (187,541)
.......................................... 84,129  (124714) 932712
............................................... $ 152,621 § 126384 § 100,403
............... $ 166848 § 138308 § 110365




rement Benefits (continued)

D-Pension Plans and Other Reti

Note ‘ 5
The significant actuarial assumptions as of the year-end measurement date were as follows
esi
1989
U.S. pension plan: . b
DISCOUNETALE oo v vanvissiasssorananyeeser s i 4
Expected long-term rate of return on plan assets 231
i . 4 ' N o
Rate of increase in future compensation Jevels. .......:
-U.S. pension plans:
NP"USP : 5.0-12.5%
DiSCOUNTLALE .o vssssisansmanansansassrynss 301251
Expected long-term rate of return on plan assets . .. 0- 3 o
4.0- 9.5%

Rate of increase in future compensation levels. . . ..

The funded status as of the year-end measurement date was as i« lows

(in thousands)

Actuarial present value of benefit obligations:
Vested benefit obligation ..........oooorvennn

Accumulated benefit obligation. . ............

Projected benefit obligation. . .................
Plan assetsat fairvalue. ...............

Plan assets in excess of projected benefit obligation .

Contributions made after measurement date but before end of fiscal year
Unrecognized net (gain) loss ...............

Unrecognized prior service cost ............

Unrecognized transition asset, net

Pension cost recognized on the balance sheet. .

Ix.1 addition to providing pension benefits, the Company pro-
vides certain medical, dental and life insurance benefits for
r.etired employees. Substantially all of the Company's domes
tic employees may become eligible for those benefits if they
reach normal retirement age while working for the Company
The cost of retiree health care and life insurance benefits is

recognized as an expense
totaled $1,565,000, $1,025
ended July 1, 1989, July 2
The majority
offer such benefits

arce l!‘.‘.IH.H';Ii.l!

7 1988 and June
of the Company

. Of thoset

) retirec

1988

“,()“0
9.5%

71.0%

5.0-11.5%

5.0:10.0%
5.3-10.5%

1989

S (472,004)
$ (552,685)

$(1,570,855)
1,884,146

313,291

3,112
(140,296)

25,149
(147,320)

§ 53936

1987

8.5%
9.5%
6.5%

5.0- 9.0%
5.5-10.0%
5.8- 7.5%

1988

o

(382,457

$ (448903

(1,375,916}
1,592,023
216,107
2874
35,628
21,719
(158,678

s 12360

laims are paid. These cOs&
0 and $864,000 for the years

s

27. 1987, respective!
foreign subsidiaries donot

§ 2
hat do, the amou®




Note E-Income Taxes

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

(in thousands)

DomCSt ic ...........................................

FOTEIgN « o cvvevnsensnssvvssns

Year Ended

July 1, 1989 July 2, 1988 June 27, 1987

.. $530298 $ 773,679 $ 832,638
. 890377 967,166 856,315
er. $1,420,675 $1,740,845 $1,688.953

The total provisions for income taxes were at rates less than the U.S. Federal statutory tax rate for the following reasons:

U.S. Federal statutory tax rate . .
Tax benefit of manufacturing operations in: (a)
Puerto Rico. ...... :
Ireland. o alisreawien
Singapore . i s vun s
TAIWEACS o ers b orows
Research and engineering credit
State income taxes

Effective tax rate . . ..

(a) The Company's manufacturing subsidiary operating in
Pue.no Rico is subject to tax at a rate of approximately 8%
on its manufacturing earnings through fiscal year 2003. The

income from products manufactured for export by the Com-

e L
pany’s Irish manufacturing subsidiary is exempt from Irish

taxes through April 1990. After that time, the Irish manufac-

turi i i :
uring operations will be subject to a 10% tax rate through

1989 1988 1987
N3 34.0% 34.0% . 46.0%
kA (3.9) 2.6) (3.4)
o (3.3) (2.4) 4.1)
Z, (0.4) (0.7) (15)
. (0.4) (0.4) 0.5)
% (1.5) (1.6) (1.1)
it 0.8 1.9 15
o (0.8) (3.2) 42)
. 24.5% 25.0% 32.7%

December 1999. The income from certain products manufac-
tured by the Company’s Singaporean manufacturing subsidi-
ary is wholly exempt from Singaporean taxes through Decem-
ber 1990 and partially exempt through December 1993. The
income from certain products manufactured by the Compa-
ny's manufacturing subsidiary operating in Taiwan is wholly
exempt from Taiwanese taxes through May 1991,
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Note E-Income Taxes _(continuedl

Th _mhhc p;ovisions fof U.S.Acheral and foreign income taxes were as i llows
e compo
ds Year Ended
in thousands) L v
o Ay July 1,1989 July 2, 1988 Tonear 1o
E"S‘ G R $136,331 $175.079 it
LTTEEIE o1 75 o d an e s S mimn's o2 3.4.2.9 it i 6454
Deferred. ..ouvsscinssnss T Ak |
R RIS s (L $129,556 S 94.961 A
) e M S e K S S IO 129556
Eorelg::: s $211,652 §259,246 $200416
o O A B R e R 7,246
(10.861) 11.483% 5.346
Deferred.y . sl isnsssswalssssamenssanseyqeesens 1
ot D 79 $290.,729 $205.762
TROtRl . s s lea Aol s s BAIIA R Ak 0/ s 'y o(biea'D o o $200,791 y s 7
7,7 $ 49,522 § 48672
SLate INCOMETAXES . . v o se s tsamebnnanssonsasanss $ 17,718 £ 4867
' §435,212 551,518
Total INCOME TAXES + . v sevs v vsnnensannisisisansns $348,065 $435,21 ! $

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

(in thousands)

Inventory related transactions .................
Installment sales, principally

intercompany, and financing leases .. ... ... :
Deferred warranty revenue. .. ................
Bl T VAR e L S S
Capitalized software developmentcosts . ... ... ... ..
Other

2 3 .
ences in the vears ended July 1, 1989

July 2, 1988 and June 27,

1987, and the tax etfect of each were as follows:

Year Ended

July 1, 1989 July 2, 1988 June 27,1987
$ (7,390) $ 23,417 $ 694
(1,086) 79 317 38,054
14,687 99,510 (14,09
! - -
. ) 4957

3,670 12.648 3
3,375 33 575 1;i(;2|
(30,892) ) 552 (9,424
$(17,636) $(48.635 "’J‘:u(’j

In connection with its normal examinations of the Company’s
1982 and 198.3 tax returns, the Internal Revenue Service has
Proposed adjustments. The Company believes its judgments
in thgse matters have been appropriate and intends to contest
certain of the adjustments proposed by the IRS, In addition
the Company believes any adjustments which might result ‘
would not have a material effect on the financial statements

During December 1987, the Financial Accounting Standards

?;:;dNissucd anew agcouming standard for income taxes.
0,96, which will require the Company to adjust its
deferred tax assets and liabilities. i

The Company must adopt SFAS No

ber 29, 1990. Management does not

. . 2 | -
of SFAS No. 96 will have a material impact ont

1

nA
consolidated financial position and 1

There will be no cash flow impact i
See Note A of Notes to Consolidatec

further explanation of the Company

{‘“]1\1(’\

expect tha

96 no later than Decem
¢ the adoptio?
he Company'$
esults of operations:

»m these adjustments:

s for

{ Financial Statemen®> :
a5 accounting

|

's Incomet




Note F—Cash Flow Statement

In 1989, the Company adopted Statement of Financial
Accounting Standards No. 95, Statement of Cash Flows. Prior
vears' Statements of Changes in Financial Position have been

restated for comparative purposes,

The Company considers all highly liquid temporary cash
investments with low interest rate risk to be cash equivalents.
Temporary cash investments are valued at cost plus accrued
interest, which approximates market. None of the cash
reflected on the balance sheet at July 1, 1989 and July 2, 1988
was required as compensating balances.

Note G -Capitalized Computer Software Development Costs

Unamortized computer software development costs which
are included in Other assets, net on the balance sheet were
$90,395,000, and $65,638,000 at July 1, 1989 and July 2, 1988,
respectively. These costs are amortized over three years from

Note H-Debt

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

(in thousands) July 1,1989  July 2, 1988

Lease obligations

payable 1991-2002

(5.4%-10.95%)(a) . ....cvnn.. § 17,083 $ 15,185

Notes due 1994

(2 i) A 2 SRR L S 100,000 100,000

Other debt obligations. . . . . .. . . 18,936 8,739
$136,019 $123,924

e ——————————

Principal payments required during the next five fiscal years
are as follows: 1990 -$3 21 1,000 1991-$2,900,000; 1992~
$3,290,000; 1993 ~$3,403,000; 1994 -$102,478,000.

Income taxes paid were $451,46VO.066.7$507,785 ,000 and
$323,478,000 during the years ended July 1, 1989, July 2, 1988
and June 27, 1987, respectively.

Interest paid was $40,902,000, $38,182,000 and $45,570,000
during the years ended July 1, 1989, July 2, 1988 and June 27,
1987, respectively.

the date the products are available for general release. Costs
amortized were $27,359,000, $11,634,000 and $1,431,000 for
the years ended July 1, 1989, July 2, 1988 and June 27, 1987,
respectively.

(a) Weighted average interest rate at July 1,1989 and July 2,
1988 of 9.2% and 8.6%, respectively.

(b) Notes were issued by the Company in April 1984. The
notes are redeemable on or after April 15, 1991, as a whole or
in part, at a redemption price equal to the principal amount
plus accrued interest. The indenture for the notes also con-
tains certain restrictions on future borrowings and sales and

leasebacks.

The Company has lines of credit available for short-te.rm
financing totaling $602,079,000. Unused lines of credit
totaled $575,535,000 at July 1, 1989 and $580,568,000 at

July 2, 1988.

53




Note I -Stock Plans

Restricted Stock Options [ Under its Restric
Option Plans, the Company has granted certain 0
which are exercisable upon grant, to

key employees options,
t a price determined by the Board

purchase common stock a

ted Stock
fficers and

of Directors. Shares purchased under the plans are generally

subject to repurchase options and restrictions on sa

les which

lapse over an extended time period not exceeding 10 years

Information concerning activity during the three years ended
July 1,1989 was as follows:

Options Outstanding

Shares
Reserved
For Future
Grants Shares
June 28,1986 17,937,700 11,465,780
Options Granted (2,805,620) 2,805,620
Options Exercised - (1,036517)
Options Cancelled 231,682 (231,682)
Options Terminated (198,132) -
June. 27,1987 15,165,630 13,003,201
Options Granted (3,244,400) 3,244,400
Options Exercised - (1,302,482
Options Cancelled 182,896 (182,896)
Options Terminated (118,075) -
July 2, 1988 11,986,051 14,762,223
Opt!ons Granted (3,491,580) 3,491,580
Opt!ons Exercised - (1,081,871)
Opt{ons Cancelled 307,370 (307')70)
thlons Terminated (142,472) d =)
July 1,1989 8,659,369 16,864,562
54

Average
Price
['\‘1
Share
£30.24
56.00
25.30
4.20
$36.12
15295
28.67
52.68

At the time these options are exercised, the common stock
account is increased by the par value (£1 per share) of the
shares sold and the remaining portion of the proceeds is cred
ited to additional paid-in capital. The excess of the fair mal'ek"
value of the shares on the grant date over the option price is i
charged to operations each year as the restrictions lapse Sx;ch
: . X
‘n;nf:c\ !\“«‘;‘L‘,'JI:\'!\\ amounted to $36,914,000, $32,008.000
and $20,653,000 in the years ended July 1, 1989, July 2, 1988
and Tune 27, 1987, respectively. The amounts deductible for
Federal income taxes may ditter from the amounts charged
to income for book purposes. The Federal income tax effects

of these differences are included in paid-in capital

Employee Stock Purchase Plans 0 Under the Company’s
Employee Stock Purchase Plans, all United States and certain
international employees may be granted the opportunity to
purchase common stock at 85% of market value on the first
or last business day of the six month payment period, which:
ever is lower, On November 3, 1988, the Company's stock-
holders approved an increase of 9,000,000 shares of common
stock to the 1968 Emplovee Stock Purchase Plan and
1,000,000 shares to the 1981 International Employee Stock
Purchase Plan. Common stock reserved for future grants
aggregated 9,682,268 shares at July 1, 1989 and 2,099,727
shares at July 2, 1988. There were 2,417,459 shares issued atan
average price of $78.87 per share during the year tndcd_lul,\' 1,
1989 and 1,838,231 shares at §93.25 per share durmg th,\'af
ended July 2, 1988. There have been no charges to income in
sther than incidental expenses

connection with the options «
ral income tax bene-

related to the issuance of the shares. Fede

been credited to additional

fits relating to such options have

paid-in capital




Note J - Treasury Stock

The Company purchased on the open market 8,247,000

shares of its common stock at an aggregate purchase price of
$814,958,000, or $98.82 per share, during the year ended July

1, 1989: 3.000.000 sh

$£363,499.000, or $12

ares at an aggregate purchase price of
L.17 per share, during the year ended July

2,1988 and 5,000,000 shares at an aggregate purchase price of

$781,790,000, or $156.36 per share, during the vear ended

Note K - Leases

Minimum annual rentals under noncancelable leases (which

are principally for le

sed real estate, vehicles and equipment)

for the fiscal years listed are as follows:

Fiscal Years

1990
1991: .
1992, ..
1993. ..
1999, ...
Later years

Total minimum lease

i Ihousands)

$ 318.205
273,328
208,325
142,637
104,976
644,513

payments $1,691,984

June 27,1987, All of the acquired shares are held as common
stock in treasury, less shares distributed to employees under
the Employee Stock Purchase Plans and Restricred Stock
Option Plans. The difference between the average acquisition
cost of the shares and the proceeds from issuance is charged
to retained earnings.

Total rental expense for the years ended July 1, 1989,
July 2, 1988 and June 27, 1987 amounted to $452,078,000,
$406,376,000 and $335,518,000, respectively.
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Supplementary Finan

Quarterly Financial Data (unaudited)

Selected quarterly financial data for the years ended July 1,1

(in millions except per share data)

1989

First Quarter .......cocevveesen
Second QUATTEr . .4« couvverensnirisers
Third Quarter . ......covovenes
Fourth Quarter. ......c..coovees

e T e R S PR A

cial Information

1988

Fiest Quarter . sy s s o
Second Quarter .. ..ciivseiivaras.
dRird QUarter o= intic Sevasrnio
FourthQuarter. .. .......covvnuuns

Hotal Yeath | Se N Al O e i

'Earnings per share are computed independently for each of the gu
does not equal the total for the year

Net
Net  Income

Income Per Share

$ 2234 $1.71
279.6 2.20
256.4 2.05
313.2 2,51

$1,0726 $8.45

$ 2699 $2.03
3295 248
305.1 233
$01.1 3.08

$1.305.6  $9.90

imd 1988
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Headquarters

Corporate Headquarters

Digital Equipment Corporation

146 Main Street

Maynard, Massachusetts 01754-2571
Telephone: (508) 493-5111

Telex: 4430127 Digital ACT

Fax: 508-493-8780

European Headquarters
Digital Equipment Corporation
International (Europe)

12 Avenue des Morgines

Case Postale 176

CH-1213 Petit-Lancy 1, Geneva
Switzerland

Telephone: (41)-(22)-709 4111
Telex: 845-422593 DEC CH
Fax: (41) 22-7930594

Investor Information

The Company’s common stock is listed and traded
on the:

Midwest Stock Exchange
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

Philadelphia Stock Exchange

In Europe: Luxembourg Stock Exchange

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

Correspondence may be directed to:

Albert E. Mullin, Jr.

Vice President, Corporate Relations
Digital Equipment Corporation

111 Powdermill Road (N9)
Maynard, MA 01754-1418

General International Area Headquarters
Digital Equipment Corporation

100 Nagog Park

Acton, Massachusetts 01720-3499
Telephone: (508) 264-7111

Telex: 4430127 Digital ACT

Fax: 508-264-6854

Canadian Headquarters

Digital Equipment of Canada, Ltd.
100 Herzberg Road

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

Fax: 613-592-5111 Ext: X2375

Requests for specific information are handled as follows:

Digital Equipment Corporation’s Annual Report

on Form 10-K for the fiscal year ended July 1, 1989,
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 NRO2/H3
Northboro, MA 01532-2599
(508) 351-4401

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

Mark A. Steinkrauss

Director Investor Relations

Digital Equipment Corporation

Investor Relations—ML

111 Powdermill Road (K10)

Maynard, MA 01754-1418

(508) 493-7182

Fax: 508-493-7633 v




Investor Information (continued)

Inquiries of an administrative nature relating to smc:k
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 01754-1418

{508) 493-5213

Transfer Agent and Registrar
for Common Srock

First Chicago Trust Company of New York is the principal
stock transfer agent and registrar, and maintains the stock-
holder accounting records. The agent will respond to ques
tions on change of ownership, lost stock certificates,
consolidation of accounts and change of address.

A change of address should be reported promptly by send
ing a signed and dated note or postcard to First Chicago
Trust Company of New York. Stockholders should state
the name in which the stock is registered, account number,
as well as the old and new addresses.

First Chicago Trust Company of New York
30 West Broadway
New York, NY 10007

Customer Inquiries

Digital Equipment Corporation customers who have
questions and/or problems relating to their account
should contact the Customer Assistance Department
at 800-332-4636.

Trustees and Registrars

For 127/5% Notes due 1994

The Chase Manhattan Bank, N.A
1 New York Plaza

New York, NY 10081

Auditors

Coopers & Lybrand
One International Place
Boston, MA 02109

(617) 574.5000

Legal Counsel

Testa, Hurwitz & Thibeault
53 State Strect

Exchange Place

Boston, MA 021092809
(617) 367-7500










