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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
comer 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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Corporate Profile

Digital Equipment Corporation is the world’s leading manufacturer of network computer
systems and associated peripheral equipment, and is the leader in systems integration with its
networks, communications, services, and software products. Digital’s VAX computer family
integrates the enterprise, from the individual and work group to the whole organization. The
Company’s products are used worldwide in a variety of applications and programs, including
scientific research, computation, communications, education, data analysis, industrial control,
timesharing, commercial data processing, graphic arts, word processing, personal computing,

health care, instrumentation, engineering and simulation.

Financial Highlights

%
Fiscal Year 1988 1987 Change
Total operating revenues. . . $ 11,475,446,000 $9,389,444,000 +22
Net INCOME: .-c i v viwe sioioinis $ 1,305,633,000 $ 1,137,435,000 + 15
Net income per share. . . . .. $9.90 $8.53 + 16
Total stockholders’ equity. . $ 7,510,374,000 $6,293,471,000 +19
Number of stockholders . . . 103,162 99,379
Stockholders’ equity
DL SHARRR. .. v o ool it 102 $59.47 $ 49.87 +19
Return on equity ......... 18.9% 18.9%
Returnonassets. ... ...... 14.1% 14.6%

Annual Meeting of Stockholders

The Annual Meeting of Stockholders will be held at 11:00 A.M., Thursday, November 3, 1988,
at the World Trade Center, Commonwealth Pier, 164 Northern Avenue, Boston, Massachusetts
02210. Stockholders of record on September 9, 1988, will be entitled to vote at this meeting.
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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 vears 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.

e WL

Kenneth H. Olsen, President
September 1, 1988
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Beverly Clayton

Executive Director

Pittsburgh Supercomputing
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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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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.

Glaxo Inc.:
Expediting Technology Transfer

And Product Development.

Digital Equipment:

Providing A Worldwide

Network For Sharing Ideas.
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N.V. Philips:
integrating Manufacturing
With Marketing

And 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.







ioechst:
nproving Professional And

ianagerial 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.




v C J - > Jit i\ - / Tas S VY
- - ]\ v v g‘ VL Y ‘ M ® : §
N .q\\“duv.,.\sl. ,k.-._rd,u AAIEAAYL ') 19 -



oys “R” Us:
Ringing Up More Dollars

Per 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 casy.
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 together,

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:

ating Resources

int 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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ytland Yard:
oking 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:

asuring Change

h 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.
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thern Telecom:
«ing The Connection

ween 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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The Digital Difference Is Open,
Enterprise-Wide Networking.

Digital's success is based on building systems that worl ether in an open
network —systems that work together so the people wi them can work
lngc(hcr.

This year, to enhance and expand these open net ing capabilities,
Digital spent $1.3 billion on research and developmen ticular emphasis

was given four key areas

DECwindows - The Desktop Interface.

Users should not have to contend with different operat: - systems running

on different computers within the network. With DE( lows software, users
can run VMS, UNIX, and MS-DOS applications simulta isly from a desktop
terminal, personal computer, or workstation, opening terent “window" on

the display for cach application

Integrating OLTP Into The Enterprise-Wide Networl

Most online transaction processing (OLTP) systems ru dedicated comput-
ers over dedicated networks. Digital has integrated O1 1to the mainstream,
VAX systems can run OLTP applications simultancously  ith other jobs. Data-
center, departmental, and desktop computers all work single, open-ended
system. And, as OLTP and DBMS requirements grow, t! s economy of scale.
Without changing software, extremely large and powe production systems
can be built by clustering VAX computers. VAXcluster nology combines

incremental growth with high data and system availab

Reducing System And Support Costs.

Personnel represents about one-third of the cost of sys whiership: as much
as half the cost of building and maintaining a network lies have shown that
DECnet/OSI networks cost up to 50 percent less to ope than comparable
networks from other major vendors. Similar sav iNgs ca found in system

Support costs

There are a number of reasons for these savings: D1y ital systems are €asy
to program. Application software is readily available. Digital hardware and
software are reliable. Digital was the first major computer vendor to ofterd
one-year warranty on all systems

Working together with customers. other v endors, and independent soft:
ware developers, Digital is i .
needed to integr "%
nta-

roviding the resources and information techn
. ate the enterprise. This requires a comprehensive approac
service and support - from strategic planning and design, through impleme
tion and management, 1o migrating, replicating, and distributing JPP]"""_"‘“s
1o new systems. Included in this ¢ apability are consulting, online preventive

mainte : -
Intenance, training, and the dey clopment of custom hardware snc A0
products for un

ro-

'que customer requirements. These comprehensive service ’
PLWa T
grams can help reduce system

E and support costs and the cost of “C""”rk
operations




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/OSI licenses Digital has issued—144,000 at the end of fiscal
1988, making Digital the world’s leading man ufacturer 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 commercial 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 (i mllions except per share data)

Revenues
Product sales
Serviceand otherrevenues .. ...........oiineneneies

Total operating revenues

Costs and Expenses

Cost of product sales, service and other revenues
Research and engineering expenses

Selling, general and administrative expenses

Operating income
Interest income

Income before income taxes
Provision for income taxes

Net income
Net income per share'?

Weighted average shares outstanding

Financial Position (7 millions except per share data)
Inventories

Accounts receivable, net of allowance
Working capital

Property, plant and equipment, at cost

Total assets

General Information and Ratios (do/lars in millions)
Current ratio

Quick ratio

Additions to property, plant and equipment
Depreciation

Debt to debt plus equity ratio

Operating income as a percentage of total

operating revenues

Income before income taxes as a percentage of total
operating revenues

Effective tax rate

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 outstanding
Inventory turns

‘See Note B of Notes to Consolidated Financial Statements.
*Per share data adjusted to reflect two-for-one stock split in May 1986

$ 7,541.2
3,934.2

11,4754

5,468.3
1,306.5
3,065.6

1,635.0
143.6
37.8

1,740.8
435.2

$ 1,305.6
$ 99
131.9

$ 1,575.1
2,592.2
4,515.8
5,210.4
10,111.6

123.9
7,510.4
$ 5947

2.9:1

2.0:1

$ 1,517.6

$ 5155
1.6%

14.2%

15.2%
25.0%
11.4%

18.9%
14.1%
75
3.6
121,500
126,290
103,162
$ 199-99

$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
551.5

$1,137.4
$ 853
1333

$1,452.9
23122
4,376.6
3,859.3
8,407.4
269.3
6,293.5
$ 49.87

3.4:1

2.4:1

$§ 7484

$ 4347
4.1%

17.2%

18.0%
32.7%
12.1%

18.9%
14.6%
78
3.4
110,500
126,187
99,379
$174-82

1986

$5,103.0
2,487 .4

7,590.4

4,282.1
814.2
1,665.4

828.7
116.9
88.1
857.5
240.1
$ 6174
$§ 481
130.8

$1,199.8
1,903.3
4,222.7
3,262.7
7,173.3
333.2
5,727.8
$ 4454

4.9:1

35-1

$ 564.2

$ 3840
5.5%

10.9%

11.3%
28.0%
8.1%

12.0%
9.1%
79
2.9
94,700
128,591
76,860
$ 94.46

»4,530.0
2,156.3

6,686.3

4,087.5
717.2
1431.8
449.8

63.0
82.0

430.8
(15.9)

446.7

89,000
59,253
68,810
$ 63-39




1984

$3,804.1
1,780.3

5,584.4

3,379.6
630.7
L1719

394.6
415
35.1

401.0
722

$ 3288
$ 287

114.7

$1.852.2
1,527.3
3,001.4
23518
5593.3
441.3
3,979.2
$ 3442

3.8:1
1.9:1
$ 4521
$ 2526
10.0%

71.1%

7-2(.'()
18.0%
5.9%,

8.7%
6.5%
33
2.1
85,600
57.811
44,389
$ 50.33

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

$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%

o

8.5%

‘)A('buo
31.0%

6.6%

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

$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

o

o

3.76
1109

$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

$ 5112

$ 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

$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

42:1

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
7723
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%
11.0%
81
20
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

§ 1784
$ 2.05
89.9

$ 5135
475.1
1,076.9
582.1
1,863.2
340.7
1,120.2
$ 13.99

3.8:1

2.3:1
93.9
57.7
23.3%

©

15.7%

16.4%
39.5%
9.9%

17.6%
10.6%
82
24
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
22.4

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

3 50.2
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
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Management’s Discussion and Analysis of Results of Operations and Financial dition
Income and Expense ltems as a
Percentage of Total Operating Revenues Percentage Chupae
- e and Expense Ite P—— ' .
1986 1987 1988 Income and Expense Items 1987-88 1986-87 1985 4
67.2% 66.6% 65.7% Product sales . 21 23 3
32.8% 33.4% 34.3% Service and other revenues 25 26 ¥
ﬁl 100.0% 100.0% 100.0% Total operating revenues 22 4 3
{ »
el 52.4% 40.5% 40.3% Cost of product sales 20 5 ;
Service expense and cost Z
64.6% 63.2% 61.7% of other revenues. 22 )3 3
56.5% 48.0% 47.7% Total cost of operating revenues 21 5 s
10.7% 10.8% 11.4% Research and engineering expenscs 29 24 1
Selling, general and administrative
21.9% 24.0% 26.7% expenses . 36 35 16
10.9% 17.2% 14.2% Operating income 1 9% o
1.5% 1.3% 1.3% Interest income 18 S %
1.1% 0.5% 0.3% Interest expense (16 49 s
11.3% 18.0% 15.2% Income before income taxes 3 9 %
& o/ s E
- 3.2% 5.9% 3.8% Provision for income taxes (21 130 1614
0, /
8.1% 12.1% 11.4% Net income 15 24 "
As an aid to understandi o C
S dnrsts;)dlmiit.ha Company’s operating July 2. 1988 and the percent ces ify those items fe
s, the above table e DTl ate
e i :{ es indicate the percentage relation such years. Components of of operating revens
ome and expense items include e ‘
expense items included in the Consol are shown as percentages of el T ey

idated Statements of Income for the three vears ended




Revenues

In fiscal year 1988 the Company’s growth was again above
that of the overall computer industry. Total operating reve-

nues for the y
24% in 1987
account for t
1988, follow:
The year-to-!
number of lx
implementir
solutions, T'
been enhanc

During 1988
workstation |
range, the Cx
immediate ¢
shipped in ju:
high end of t!

increased by 22%, following increases of
' 14% in 1986. Product revenues, which
thirds of the total, increased by 21% in
nereases of 23% in 1987 and 13% in 1986.
increase in revenues reflects the growing
irganizations around the world that are

- Company’s enterprise-wide computing
‘mpany’s growth during the period has

v a continual flow of new products.

nand for the Company’s MicroVAX and
ducts was particularly strong. In the mid-
any’s new VAX 6200 systems met with
'mer acceptance, with over 500 systems
the first three months of production. At the
Company's product offerings, more than

3000 VAX 8000 systems were shipped. Expanded sales,

service, and n
increased rev

Although the
for the year,
moil in the ¢
customers t¢
was evidenc:
larger comp
tening dema

Continuing |
overseas den
non-U.S. reve
the Compan,
the Company

irketing organizations also contributed to

ucs,

venue growth of the Company was strong
cern with economic conditions and tur-

il markets in the fall of 1987 caused some
luce or delay computer purchases. This

v a slowing of demand for the Company’s
systems during the third quarter and sof-
n some industry sectors

rend of the last several years, growth in

d outpaced that of the U.S. For the year,

:s accounted for approximately 50% of
total revenues, the highest percentage in
history. In the U.S,, demand increased from

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

The Company expects that customers will increasingly

lqok for computer systems that are distributed, flexible but
disciplined, and tailored to the needs of an organization.
Th.’»‘ 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
e —— . ERVCY
87 9389
86 T 7590
85 6686
84 T 5584
83 4272
s | 3881
8] RN 3198
80 2368
79 =l 1804
78 350 1437
Service and Other Revenues
Non-United States Revenues $ Millions
ss I 5730
s e e == 4413
T . © T ) 3179
LS S = —=m] 2642
PR e —— ] 1978
83 [ 1543
82 1439
81 [ 1302
80 928
79 679
78 N 540
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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 mat-
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
0S/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

$ Millions

58 [ 1307
87 I 1010
so (N 814
55 e — e | 717
84 I 631
83 . 472
82 350
81 251
80 I 186
79 N 138
75 R 116
Net Income S Millions
55 —— 1306
37 I 1137
%o e ) 617
35 [ E— 447
84 329
83 I 284
82 I 417
81 343
80 N 250
79 N 178
78 N 142
Employee Population Thousands
88 122
57 e L
so I 93
55 R N ) 89
54 S 86
S N B
52 R e T | 67
81 ——— 63
= S | 56
79 I 4
PLE == i S 39




Expenses and Profit Margins

In a series of spring announcements, the Company intro-

duced the high-
series and a new
These products
upgrades and m
multiprocessing
VAX environms

In the Compan:
added to the V/
VMS or ULTRIZ
feature improve

Just after the ¢l
enterprise-wide
tion of DECtp, 4
tion processing «

easier and less ¢

grate with other
products provid
ity, security, an
processing, whi

Several new an
DECtp environ
which can exec
on a single syst
ity of 9.7 billios
reliability that
fold performan
database mana
processing user
and a number o
meeting custom

I VAX 8000 series, mid-range VAX 6200

rsion of VAX system software, VMS 5.0,
vide high system availability, simple
processing power by adding symmetric
| parallel processing capabilities to the

wurth quarter, six new models were
ition 2000 line. Available with either
srating systems, the new workstations
slor, graphics and memory capabilities.

of the year, the Company extended its
mputing capabilities with the introduc-
stems environment that makes transac-

d information management systems
sensive to develop, maintain and inte-

iplications across the enterprise. These
he functionality, performance, availabil-
vice required for network transaction
roviding an open environment.

hanced products make up part of the
t: the DECintact transaction monitor,
nore than 100 transactions per second
he SA600 Storage Array, with a capac-
s and the fast access time and high
ritical in transaction processing; a five-
icrease to VAX Rdb/VMS, a relational
ent system that ensures transaction

 fast database updates and retrievals;

ita management products critical to

V' transaction processing requirements.

The 36% year-to-year increase in selling, general and
administrative 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 to 26.7% of total

operating revenue

s 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 ){ear-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

Fiscal Quarter High Low
First S1981/4 $157'2
Second 19912 110
Third 144%/4 103%/4
Fourth 11575 9944
e 1987

scal Quarter High Low
First

105,

Second 510; i ? g;:;‘
Third 1727/s 104.,2
Fourth 174Y> 4

148%/4

mon stock on the open marker

chase program was to provid
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pending their issuance under

Cash and temporary cash inv
lion at the end of 1988 from
1987. Unused lines of credit a
million.

The Company’s financial pert
substantial reserve debt capac

leave it well positioned 10 obta

growth

Total Stockholders’ Equity

-

¢ purpose of the repyr.
res to meet the require.
During 1988, the
1on shares ata xotalm
g held as treasury st
mployee stock pli;ns.

nts rose to $2,164 mil-
million at the end of
¢ llL] of 1988 were $581

ince, mgclhcr with its
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inds required for future!

$ Millions

B n
629
5128
4553
3919
3341
3165
2680
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Spending for Operations

Throughout 195
financial positic
future.

Investments in
totalled $1,518
1987. Of this 1«
as the Compan
capacity, efficic
ing, engineerin
tions. Spendin;
million. Much «
leased space wi
mately 44% ol

During the yea:
Virtually all of ¢!
tories as the Co
number of new
3.6 times, impi
times in 1986.
approximatel
revenues. Day
decreased to 7

The ratio of n
assets) was 14

1986. The dec:
growth, reflect
and equipmen

In 1988 [hC Co
square feet of |
amount of spac:

the Company maintained its strong
shile continuing to invest for the

serty, plant and equipment in 1988
ion compared with $748 million in
790 million was spent for equipment
ived to ensure continued advances in
and quality throughout its manufactur-
¢ld service and administrative opera-
land and buildings totaled $543
iis spending reflects the replacement of
‘ompany-owned facilities. Approxi-
spending occurred overseas.

wentories grew 8% from the prior year.

increase was in work-in-process inven-
wany prepared for the production of a
sducts. Average year inventory turned
d from the 3.4 times in 1987 and 2.9
unts receivable grew 12% in 1988,
the rate of increase in operating
5 in accounts receivable outstanding
s from 78 days in the prior year.

ome to average total assets (return on
n 1988, 14.6% in 1987 and 9.1% in

in 1988 was due principally to asset
ncreased spending for property, plant

iny added approximately 4.9 million
ding space worldwide, bringing the total

0 38.5 million square feet in over 1,100

facilities. This 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
88— 518
§7 ——UE 748
86— 564
85 572
§ e 452
§} C====ponymm 419
82 NN 11
8 e 399
80 ==mon 210
79 S8 94
78 WSl 167
Depreciation Expense
Net Income Per Common Share $
88 I 00
& e 8.53
o Tm e 4.81
85 I 3.71
S DT 2.87
83 I 2,50
82 I 3.76
Rg==—_ == ] 3:35
80 273
79 2.05
75— 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 cffects
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
anc_i)une 27,1987 and the related consolidated statements
of income, stockholders’ equity, and changes in financial
position for each of the three fiscal vears 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 state-
ments based on our audits.

We conducted our audits in accordance w
accepted auditing standards. Those stand
we plan and perform the audit to obtain r
ance a.bout whether the financial stateme
material misstatement. An audit includes
test basis, evidence supporting the amou
sures in the financial statements. An aud

ith generally
ards require that
easonable assur-
nts are free of
examining, on a
nts and disclo-
italso includes

The Audit Committee meets perio
tives of management, the indepen
Company’s internal auditors to rc
reporting, and internal control m:
with the Company’s outside coun:
The indcpcndcm accountants and
have full and free access to the A
odically meet privately with the A

Coopers & Lybrand, independent
Accountants, have been engaged |
tors, with the approval of the sto
Company's financial statements. |
below.

szt W

Kenneth H. Olsen
President

[Sase 1h. Qetoc Lt

James M. Osterhoft
Vice President, Finance

assessing the accounting principle
estimates made by management
overall financial statement present
our audits provide a reasonable ba

In our opinion, the financial staten

present fairly, in all material respect 4
financial position of Digital Equipment Corporation as of
July 2, 1988 and June 27, 1987 and the mnmhdmgd results
of its operations and consolidated changes in its fin
position for each of the three fiscal vears in the pcriod
ended July 2, 1988 in conformity with generally acce

accounting principles

¢ dfa i

Coopers & Lybrand

Boston, Massachusetts
July 27, 1988
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lly with representa.
accountants and the
audits, financial
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n related matters,
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tified Public

¢ Board of Direc-
lers, to examinethe |
report appears ‘

d and significant
| as evaluating the
n. We believe that
or our opinion.

s referred to above

ancial

pted



S,

Consolidated Statements of Income

(in Il_‘un.\JUu’\ excepl per st

Revenues (Nozes A

Product sales
Service and other
Total operating 1«
Costs and Expen
Cost of product
Service expense
Research and en;
Selling, general a
Operating incom
[nterest income
[nterest expense
Income before in

Provision for inco

Net Income .

Net income per s!
Weighted averag

V)
]"( accompanying n
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Notes A and D,

st of other revenues . .. ........

INg expensces

ImMINIStrative expenses . . ... . ... ...,

faxes .o 01815 884 B e e/ 8 o uinie alnin

taxes (NotesAandE) . ... ..cociuveiinne

N B L e ok crarseaadli o N S

es outstanding (Noze B)

egral part of these financial statements

July 2,1988

$7,541,241
3,934,205

11,475,446

3,042,172
2,426,176
1,306,543
3,065,555

1,635,000
143,665
37,820

1,740,845
435,212
$ 1,305,633

) 9.90
131,923

June 27,1987

$6,254,187
3,135,257

9,389,444

2,532,259
1,981,635
1,010,438
2,253,105

1,612,007
122,149
45,203

1,688,953
551,518
$1,137,435

$ 8.53
133,305

Year Ended

June 28, 1986

$5,102,961
2,487,396

7,590,357

2,675,438
1,606,661
814,138
1,665,411
828,709
116,899
88,079
857,529
240,109

$ 617,420

$ 4.81
130,792
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Consolidated Balance Sheets

July 2,198 June 27,1987

(in thousands)

Assets

Current Assets

Cash and temporary cash investments (Noze F) $2,118,295
Accounts receivable, net of allowance of $78,148 and $69,280 2,592,1¢ 2,312,188
Inventories (Note A)

Raw materials 392,73 405.111
Work-in-process 651,45 526,483
Finished goods R 530 8¢ 521,325

Total inventories 1,575,05 1,452919
Prepaid expenses 274,1¢ 119,193
Net deferred Federal and foreign income tax charges ter 324,96 198,465

Total Current Assets Ya’s 6,92992 6,201,060
Property, Plant and Equipment, at cost (Noze A)

R 299.15 148,480
Buildings 1,283,04 889,755
Leasehold improvements IS 458,44 294,630
Machinery and equipment .., 3,169,79 2,526 457

Total property, plant and equipment, at cost 5,210,44 3,859,322
Less accumulated depreciation - 2,115.42 1,732,028

Net property, plant and equipment i 3,095,02 2,127,294
Other assets, net (Note G) ) iy 86,61 79,032

Total Assets Wiy $10,111,55 $8,407,386

Liabilities and Stockholders’ Equity
Current Liabilities
Bank loans and current portion of long-term debt (Noze H) 154,67 5 480
Accounts payable ' ' 52 5'” : 430,573
504.195 328,134
257,663 229,623
727,984 475,925
" 246,419 355,373
Total Current Liabilities 1.824.505

Net deferred Federal and foreign income tax credits 2,914,104

20,118
Long-term debt (Note H) lg;.l,;_: 269,292

Total Liabilities 2.601.182 2,11390

Stockholders’ Equity (Notes and )

Common stock, $1.00 par value; authorized 45

( $L. : 0,000,000 shares;

issued 130,008,231 shares S 130,008
Additional paid-in capital e 2 357.93"
Retained earnings i':i;;;):, 44 16'242

(507,075) (599,718)
7,510,374
$10,111,556

6293471

$8.407,386

The accompanying notes are an integral part of these financial statement
5




Consolidated Statements of Changes in Financial Position

(in thousands

Funds fron
Net incomc
Add—expe
in current |
Depreciati
Disposal of
Restricted

charge to o
Change in

Total funds

Funds Used o

Increase (d:
Accounts 1
Inventories
Prepaid ex
Accounts §
Federal, fo
Deferred 1

Other curr

Additions 1
Increase in

Total fund
Net increas

Funds Proy
Bank loans
113/4% 1 lotes

9%% Deben:
es due 2014

13% Debent

perations

i not requiring funds

'\l:

id amortization (Notes Aand G) . . oo voovinnnn.
perty, plant and equipment . ................

plans—

LIORS AN L) v v xrivii o 87 8 s iate o in  scwtinsa el aaleierizn
red taxes, Nt (NOLEE) « .o ureesenesreennns

0 GPEHTONS ;i it 2 s iale s e sz e s rints

Support Operations
ase) in working capital:

vable.....

ind SEAte INCOME LAXES .+ . v vervvnnvnennns
es and customer advances ...........c0en.n.

ilities . .

perty, plant and equipment ................

asscts ..

| 1O SUPPOIt OPErations .. ......c.voveensonns

unds from operations .........c.ooiiaiaans

(Used) by Financing Sources
urrent portion of long-term debt (Nore H) . . . ..

8% Conv Sub Debentures due 2009, net . . ...ovoveveveinne
Long-term debt, other (Note H). . .« v v oo eeeeennsianseases
Common stock issued under stock

option and purchase plans (NoteD) . .« .coovevanernaanosccoss
Purchase of treasury Stock (NoteJ) . .« ocvvvevevivnnecsnnsees

Total funds from financing Sources. . .......cooooevioensncns

Net increase in cash and temporary

cash investments

Cash and temporary cash investments

at bcginning of year

Cash and temporary cash investments

atend O(ycar

Th ;
¢ accompanying notes are an integral part of these financtal statements

July 2, 1988

$1,305,633

527,141
34,341

32,008
(83,461)

1,815,662

279,972
122,140
154,967
(92,598)
(176,061)
(252,059)
80,916

117,277
1,517,579
19,212

1,654,068
161,594

149,797
(150,000)

4,632

242,761
(363,499)

(116,309)

45,285

2,118,295

$2,163,580

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

Toral
Additional Stock.
Common Paid-in Rct.unud holders'
(in thousands) Stock Capital Earnings Equity
June 29,1985 aiis viaisivnintaesaiiaislls s anisiaisaie $ 59253 $1,737,834 $2,757512 $4.554.599
Shares issued under stock option and purchase
DLANS INGIED) s 0 0 0 scrmivimmmaiiaseiia st PR RV 2,125 116,285 118,410
Restricted stock plans, charge to operations . . .. ... 21,155 21,155
Stock option and purchase plans—excess
! Federal income tax benefits (Note D) .............. 20,522 20,522
Two-for-One stock split in form of
100% stocledividend ..a s St tae 60,200 (60,200) -
8% Convertible Subordinated Debentures
converted into Commonstock . . ...t 7,013 388,708 395,721
) Net1ncome=1986.. ... . <.« sivoin s et S e 617,420 617,420
4 JUne 281986 .. - oy st inimioiormraslorazoteloieratsye/atoteiatets $128591 $2224304 $3,374932 $5,727,821
, Purchase of 5,000,000 shares of treasury
L SEOCK (NGIE]) e e e eeeeeaie e e ainanaesnnnieaienns $ 0)  (781,790)
| Shares issued under stock option and 1
\ purchase plans Note D) . .. ... .ooviriiiiinnnn. 1,417 65,466 (102,125) 2 146,830
Restricted stock plans, charge to operations .. ... .. 20,653 20,653
: Stock option and purchase plans—excess
! Fedgral income tax benefits (Nore D) .. ............ 42516 42,516
il Netincome—1987 000 : » as i 2 bl s e o 1,137,435 1,137,435
JUNE 27,1987 .. . cevsiam esinninismias aaiaisniai alsiolale $130,008 $2,352939 $4.410242 S5 5)  $6,293471
Purchase of 3,000,000 shares of treasury
SEOCI(Note ])in i aas e e s e s N S (36 99) (363499 W
Shares issued under stock option and |
purcl?asc plans(NoteD) . . .....cooiviivuiinin.., (252,825) 45¢ 142 203,317
RCS[rlC[ed. stock plans, charge to operations. . . . . . . 32,008 32,008
Stock option and purchase plans—excess
l;cc:c.ra! mcom]cgtsa; benefits NoteD) .............. 39,444 39,444
CEINCOME =188 .z i e i RO 1,305,633 1,305,633
Iy 2,988 tividsuonnii 7
July 8 cissiiuorciar s MERT T $130,008 $2,424,391 $5463,050  $(507,075) $7,510574

The accompanying notes are an integral part of these financial statements
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Notes to Consolidated Financial Statements

Note A—-Sig

Principles o!
statements ¢
of the paren
All significar
been elimin;

Translation
tions, the
rency. Mont
are translate
Nonmonetar
plant and eq
Income and
of exchange |
tories charge
lated at histo
from transla

The Compai
reduce the |
operations 4
subsidiarie:

included in

expenses are
the period i

Revenue Re
recognized a
other reven

pcriod orasi

Nole B—Ncl i

Net income pe

number of com:

nsolidation

ant Accounting Policies

1 The consolidated financial
Company include the financial statements
its domestic and foreign subsidiaries.

tercompany accounts and profits have

wreign Currencies [ For foreign opera-
lar continues to be the functional cur-
issets and liabilities of foreign subsidiaries
y U.S. dollars at current exchange rates.
ets such as inventories and property,

went are translated at historical rates.

nse items are translated at average rates
iling during the year, except that inven-
cost of sales and depreciation are trans-

| rates. Exchange gains and losses arising

ire included in current income.

15 into forward exchange contracts to
of foreign currency fluctuations on
asset and liability positions of foreign
ains or losses on these contracts are
when the operating revenues and
nized and, for assets and liabilities, in
h the exchange rates change.

tion [ Revenues from product sales are
ime the product is shipped. Service and
recognized ratably over the contractual
rvices are performed.

yme Per Share and Dividends

ure is based on the weighted average

won shares and common share equiva-

lents outstanding during the year. In the years ended
July 2, 1988 and June 27, 1987, common share equiva-
lents were antributable 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 b
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 Tune 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)

Revenues
Utitted States CUSTOMIBES s wirers s rare 215 Ao azeatsialols store s oislo orvis/s
It CE COMPRIY i i 52 o7 e e 516053540 574 Bl o 5 o ot Tl Va0

BUrope CuStOMETS: &z 41 s amieietsis saisls e wrerolo o ouajs astelusare as
I T COMPANY 522/ A Galta G ALV o i & eV aye Ve faa reetaritata

Canada, Far East, Americas CUStOMErs. . .. .c..ovivunennnnn
INterCOMPANYis s cloraiom sioalurislam 1o = bio el b o s () S Ve e Vel als

Eliminationss s ois:a eime sats b e T s e
N CE TEV IR i ol sl o ey e S Ny I L SN

Income

United SEALeS . . .cvvvvrnssee v voascaineenssssasaenss
B UIODE . oy e i e A o S O S A e SIS
Canada Far East, AmEricas,. o e o e e T
Elminations oo aisre s i aia s e s st e e L A i

Operating inCome .. .. ... uronee i i vns,
INterest inComE, | . oo e i or e e ey s

Assets
United States
Europe

July 2,1988

$ 5,810,598
2,017,928

7,828,526

4,221,631
137,669

4,359,300

1,443,217
912,786

2,356,003
(3,068,383)
$11,475,446

$ 512,754
770,135
390,787
(38,676)

1,635,000
143,665
37,820

$ 1,740,845

§ 5,245,439
3,093,818
1,293,906
2,057,528

(1,579,135)

$10,111,556

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

iwn

758,795
634,543
278,359

(59,690

—

612,007
122,149
45.203

$

—_—

688,953

$ 4,627 838
246,333
843 067
1,979,470
(1,289,322

N

S 8.407.386

Year Ended
June 28, 1986

$ 4,472,195
1,354,339

5,826,534
2,259,743
82,649
2,342,392
858,419
577,934
1,436,353
(2,014,922

$ 7,590,357

$ 342,657
405,636
207,187
(126,771)
828,709
116,899

88,079

$ 857529

$ 3,911,491
1.817,584
815.067
2.035,557
(1 ,40().373)

$ 7,173,326




Industry
design, mai
puter syste
related net

Internation
tions outsi

through sa!

South Amc

parent corp
distributors
manutactur
Far East anc
utacturing p
1aries, the pi

plants for fu

perations

Company’s business consists of the

ure, sale and service of networked com-
sociated peripheral equipment, and
communications, and software products.

Sales and marketing opera-
United States are conducted principally
sidiaries in Canada, Europe, Central and
nd the Far East; by direct sales from the

i and through various representative and
rrangements. The Company's international
serations include plants in Canada, the

stern Europe. The products of these man-
s are sold to the Company's sales subsid-

corporaton or UK}K‘T m;muhlcluring
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.
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Note D - Pension Plans and Other Retirement Benefits

The Company and its subsidiaries have defined benefit
pension plans covering substantially all employees. 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% 10 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 meas

was as follows:

(in thousands)

Actuarial present value
of benefit obligations:
Vested benefit

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

Accumulated benefit

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

Projected benefit

obligation. . ........... X
Plan assets at fair value . . . .

Plan assets in excess of
projected benefit

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

Contributions made
after measurement date
but before end of

fiscal yeat . <o v sssanona

Unrecognized net (gain)
loss...........

Unrecognized prior

SCTVICE COBY. sovvivis 2 s s
Unrecognized transition
asset. net......

Pension cost recognized
on the balance sheet

S (4489

$(1,375,91
1,592,02

216,10

2,87
35,62
27,71

(158,67

S 123,651

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

Service cost-benefits
carned during the
period

benefit obligation
Actual return on plan
assets

Net amortization and
deferral

Total net periodic
pension cost for all
pension plans

Interest cost on projected

1988

$ 160,225
90,283
590

(124,714)

S 126,384

$ 138,308

nent date
1987
$ (310,590)
$ (368,572)
$(1,054,853)
1,354,197
299,344
11,283
(98,373)
(160,820)
$ 51434

-\L'.ll 1987
1987

$ 126977

67,69
(187,541
93,272

$ 100,403
§ 110365




Note E-In:

Income bels

(in thousand

Domestic
Foreign .

Tolall P

The total p:

U.S. Federa!
Tax benefit
Puerto R
Ireland
Singapor
Taiwan
Research a
State incoi
Investmer

Other. .

Effective

(a) The
in Puerto |
9% on its
income {1
Company
Irish taxes
pmducl.\ n

¢ Taxes

wcome taxes for domestic and foreign operations was as follows:

July 2, 1988

.8 773,679
. 967,166

. 81,740,845

June 27, 1987

$ 832,638
856,315

$1,688,953

Year Ended
June 28, 1986

$382,708
474,821

$857,529

ns for income taxes were at rates less than the U.S, Federal statutory tax rate for the following reasons:

1988

ULOPV LR PREE &« o s ts ciale' s o d a/da dialarKAS RMI/ARToRss 34.0%

wanutacturing operations in: (a)

e oy ot (2.6)
....... (2.4)

..... (0.7)
T R I T o A I e i 73 (0.4)
ANECring cPedit:. . . i iivisowvnni s ATl (1.6)

iny's manufacturing subsidiary operating
subject to tax at a rate of approximately
icturing earnings through fiscal 1995. The
ducts manufactured for export by the
manufacturing subsidiary is exempt from
gh April 1990. The income from certain
ictured by the Company’s Singaporean

1.9
A
(3.3)

25.0%

1987
46.0%

(3.4)
(4.1)
(1.5)
(0.5)
(1.1)
1=
At
(4.3)

32.7%

1986
46.0%

(3.9)
(7.4)
(1.4)
(0.4)
(0.9)
1.1
(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.
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The components of the provisions for U.S. Federal and foreign income taxes were as follows:

(in thousands)

U.S. Federal:

(G T Tor a1 e e T SN e L AT AR S S AD

B Cal 5 et R e T S50 P52

Foreign:

COETODE 2 5o 1cres el rre o o1 o rot e e Tartor e o a5 pilel aC ol eow LB 5w e or m L
IR e i v e s s e s eta el o i el e s arllo e o o

AL IO EARES o oy s o/u o a0 S oa e /seatEroda e 10 a s ATaYAYa

Ot al T COMIE SRXCS /o a0 el a2 a1t ralar s s iaiie e aioieira Wil Tareiatd o

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

(in thousands)

Inventory related transactions. . . .......c.oviieiniin....

Installment sales, principally

intercompany, and financing leases. . ....................
Deferred warranty revenue . .. ......c.oeevinverensrna..
D e DrCCIAION . s rvie. A s o Evee b B 1B skt ass e g el
Capitalized software developmentcosts. .. ...............

In connection with its normal examinations of the Compa-
ny’s 1982 and 1983 tax returns, the Internal Revenue Ser-
vice has proposed adjustments. The Company believes its
judgments in these 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 Board issued a new accounting standard for
income taxes, SFAS No. 96, which will require the Com-
pany to write off a portion of deferred income tax assets.

Year Ended

July 2,1988 June 27, 1987 une 28, 1986
$175,079 264,966 $ 93,028
(80,118) 32,118 15,310

$ 94,961 $297,084 $108,338
$259,246 $200,416 $123,727
31,483 5,346 (10,147)
$290,729 $205,762 $113,580

$ 49,522 $ 48,672 $ 18,191
$435,212 $551,518 $240,109

timing differences in the years ended July 2, * 58,
June 27, 1987 and June 28, 1986, and the tax  ect of
each were as follows:

Year Ended

July 2,1988 June 27, 1987 ine 28, 1986
$ 23417 $ 6,943 $ 5,686
(79,317) 38,054 6,572
(99,510) (14,303) =
12,648 4957 4,075
33,575 11,265 =
60,552 (9,452) (11,170
$(48,635) $37,464 $ 5,163

The Company must adopt SFAS No. 96 no later than the
fiscal year ending June 30, 1990. At the time of adoption
the Company plans to restate prior years’ results with most
of the adjustment being charged to retained earnings.
Management does not expect that the adoption of SFAS
No. 96 will have a material impact on the Company’s con-
solidated financial position and results of operations.
There will be no cash flow impact from these adjustments.

See Note A of Notes to Consolidated Financial Statements
for further explanation of the Company's income tax
accounting policies.
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Tempora
approxis

Note G-

Unamot
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$65,638
1988 ani

Note H
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of the fo
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(7.5%-1
Collater
maturis
(5.4% )1
Notes ¢
(125/s°
Overst
due 198
Other

Princip
fiscal ve
$3,001
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sh and Temporary Cash Investments

-ash investments are valued at cost, which
s market. None of the cash reflected on the

pitalized Computer Software Development Costs
computer software development costs which
n Other assets, net on the balance sheet were
ind $33,684,000 for the years ended July 2,
e 27, 1987, respectively. These costs are

11(
«bt, exclusive of current maturities, consisted
Ing:

July 2,1988 June 27, 1987

H10Ns

1.2002
o) &) < vvriins S 11,890 $ 5992
| obligations
ally to 1993

.......... 3,295 4,015
‘ ._;
VA A [A\ MR UMV A 100,000 100,000
ance Notes
ldn“d' ...... - 150,000
......... 8,739 9,285
$123,924 $269,292

ments required during the next five
¢ as follows: 1989—-$152,720,000; 1990-
1991 -$2,595,000; 1992 -$2,888,000;

16,000,

balance sheets at July 2, 1988 and June 27, 1987 was
required as compensating balances.

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

(a) Weighted average interest rate at July 2, 1988 and
June 27, 1987 of 9.5% and 7.9%, respectively.

{b) Interest rate shown is the weighted average rate at
July 2, 1988 and June 27, 1987.

(c) 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 contains certain restrictions on future borrowings and
sales and leasebacks.

(d) Notes were issued in March 1984 by Digital Equip-
ment Overseas Finance N.V. The notes are unconditionally
guaranteed by Digital Equipment Corporation. The notes
mature in March 1989 and have been reclassified to cur-
rent portion of long-term debt.

The Company has lines of credit available for short-term
financing totaling $582,518,000. Unused lines of credit
totaled $380,568,000 at July 2, 1988 and $451,075,000 at

June 27, 1987.
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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 - (1,036517) 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
account is increased by the par value ($1 pe

the shares sold and the remaining portion «

is credited to additional paid-in capital. The
the fair market value of the shares on the g
the option price is charged to operations cs
restrictions lapse. Such charges to operatio
to $32,008,000 in the fiscal year ended July

$20,653,000 in the fiscal year ended June 2
$21,155,000 in the fiscal year ended June 2¥
amount deductible for Federal income taxe
amount charged to income for book purpos
income tax benefits relating to this differen
credited to additional paid-in capital.

Employee Stock Purchase Plans [ Under:

Employee Stock Purchase Plans, all United 5

tain international employees may be granted
nity to purchase common stock at 85% of m
the first or last business day of the six mont!
period, whichever is lower. Common stock 1
future grants aggregated 2,099,727 shares at
and 3,937,958 shares at June 27, 1987. Ther:
1,838,231 shares issued at an average price «
share during the year ended July 2, 1988 and
shares at $83.16 per share during the year en
1987. There have been no charges to income
with the options other than incidental exper
the issuance of the shares. Federal income ta
relating to such options have been credited 1
paid-in capital.
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Note ] - ['reasury Stock
The Con ny purchased on the open market 3,000,000 shares are held as common stock in treasury for distribu-
shares o/~ common stock at an aggregate purchase price tion to employees under the Employee Stock Purchase
of $363 100, or $121.17 per share, during the year Plans and Restricted Stock Option Plans. The difference
ended | 1988 und 5,000,000 shares at an aggregate between the average acquisition cost of the shares and the
purchas e of $781,790,000, or $156.36 per share, proceeds is charged to retained earnings.
during ir ended June 27, 1987. All of the acquired
Note K ses
Minim: wal rentals under noncancelable leases Total rental expense for the fiscal years ended July 2,
(which incipally for leased real estate, vehicles and 1988, June 27, 1987 and June 28, 1986 amounted to
equipm or the fiscal years listed are as follows: $406,376,000, $335,518,000 and $257,695,000, respectively.
Fiscal Yt (in thousands)
»
LTS TN o o L R $ 275,681 >
6 R, < L e e 222,634 i
1991 . e (€58 o8 o o o101 a0 e (6w (oL 178,345 1‘
1992 T 2 M R o 129,521 |
1993 BBV PR - YA Tt A VaPaim 7 ke e NI e 96,252
Later ve e e A s 381,054 |
Total m im lease payments .......... $1,283,487 i |
Y
[




Supplementary Financial Information

Quarterly Financial Data (unaudited)

Selected quarterly financial data for the years ended July 2, 1988 and June 27, 1987 is set torth below

(122 millions except per share data)

1988
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Total
Operating

Revenues

$ 2,529.8
2,782.2
2,824.0
3,3394

$11,475.4

669.0

Crross

Profn

$1,333.9
1,459.1
1,462.5
1,751.6

$6,007.1

$10119
1,176.5
1,260.6
1,426.6

l!n-«l\!\
Before
Income

laxe

S 3698
429.5
406.9
534.6

$1,740.8

S 294.6
423.8
460.2
510.4

$1,689.0

Net

'69.9
129.5

05.1
{01.1

05.6

Net
lnullm'
Per Share

$2.03
2.48
233
3.08

$9.90

N NN -
o0 N O
i O PO~

$8.53
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porate Headquarters

ital Equipment Corporation
Main Street

ynard, Massachusetts 01754-2571
‘phone: (508) 493-5111

\ex: 4430127 Digital ACT

uropean Headquarters
) igital Equipment Corporation
ternational (Europe)
2 Avenue des Morgines
-ase Postale 176
(H-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 01754-14 18

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%5% Notes due 1994

The Chase Manhattan Bank, N.A

1 New York Plaza
New York, NY 10081

Paying Agents and Registrars

For 11°/3% Guaranteed Notes due 1989
Morgan Guaranty Trust Company of N

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
33 State Street

Exchange Place

Boston, MA 02109.2809
(617) 367-7500
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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

%
Fiscal Year 1989 1988 Change
Total operating revenues . ............... $12,741,956,000 $11,475,446,000 +11
INetINCOME. uiicervisiata wivis iotsusdssieiaroisiamaiots $ 1,072,610,000 $ 1,305,633,000 (18)
Net income pershare ......cuv.vasuaon. $8.45 $9.90 (15)
Total stockholders’ equity .. ............. $ 8,035,673,000 $ 7,510,374,000 +7
Number of stockholders . ......0oovvnnnn 99,084 103,162
Stockholders' equity per share . .......... $66.12 $59.47 +11
Returnonequity .......oovvruunenennns 13.8% 18.9%
Return onassets . .........ooouuernne.s 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
US. 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 heav-
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
for commercial applications. Digital’s
priority in UNIX systems development
is to make UNIX software into a
quality commercial system.
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Kenneth H. Olsen, President
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Every enterprise is unique.

Information, automation, and communications networks ha
to the way each organization grows and changes.

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

This Annual Report shows how Digital and its customers ar

together to meet this challenge.
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Initiatives in
Enterprise
Computing

The Rewards
of Working
Together

There is a choice. Computers can
remain resources tor 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 giving
!hcm access o computer resources
throughout the enterprise

To distribute transaction-processing
and other key applications, making
the entire organization more respon-
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But this is only one example of ho¥
Digital is making it easier for both
individuals and businesses 10 work

together




“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
cither the user or MIS.

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

The Digital I+
Empower the
Integrating tl

Into the Netw




“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
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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 1o
the larger corporate network. it needs
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“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
for 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 P
with graphics generated on an Apple
Macintosh, while using a UNIX or
VAX system to perform complex cal
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“The issue isn’t what people do af 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 Y
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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 a local 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 int enterprise
network that cou wide direct
communication W astomers and
suppliers.

Fortunately, the es can be
put together. Wos with tele-
phone operating inies and
telecommunicatic uipment
suppliers in the A as, Europe,
and the Pacific R gital can link
LANSs together in ngle world-
wide network uti! Ethernet,
fiber-optic, micro leased-line,
and satellite com: ations.

An enterprise-v jetwork :
makes someone 01 next conti-
nent as accessible ac 1 he person in
the next office. It is one of the things

that distinguishes the global enter-
prise of today from y esterday’s
multinational corporation.

Enterprise-wide networks can pro-
vide needed coordination among dif-
ferent companies, different divisions.
or different geographies wilh(?ul
creating a technological s(mi(]ac_kch
Digital networks are dynamic. They
can change and grow with the
enterprise.




“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 to
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 features,
and availability.

Distributed transaction pro-
cessing is particularly attractive to
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the company looking to 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
office-automation, decision-support,
and scientific and engineering 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 help bring
new products and services to market
taster and improve customer service
while cutting the cost of ownership
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“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 a2 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 BMWAG




Cutting Time-to-Market
While Lowering
“Opportunity 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
tirms 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

develop ma 1e applications.

They hay wle library of CASE
(Computer | Software Engi-
neering) ar Artificial Intelli-
gence) tool ork with. And every
Programm have a low-cost
VAX devel t system that has
the same | ality as a large VAX
computer

In addit yWer programming
costs, distr transaction pro-
cessing cal operating COsts.
Studies she distributed sys-
tems cost | transaction than
convention iframe systems.

Lower ¢ transaction and
faster app! development are
two of the r VAX distributed
transactior ssing ,\_\'.\"cn].\' are
being used ! oduce stock )
options and es trading in West
Germany as itzerland. And 10
implement co ;»u(cr-mlcgr'.llt'd

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 is USiNg Customer service 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
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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 Abdou, 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 accountng
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 dev eloping new
applications and supporting existing
programs.

‘ Transaction processing 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




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 a
clearly defined, dynamic architec-
ture designed to support a multi-

vendor computing environment
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
industry research organizations

This focus on multivendor com
puting and the broadening network
of relationships with other computer
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 1o develop
a complete range of multivendor
SUpPPOrt services

Teamwork is critical in mult
vendor systems integration. The
essence of teamwork is bringing the
strengths and talents of different
PC”PlC together to achieve a com
mon goal. This teamwork charac
terizes the way Digital people
work together within the company
with our customers, and in the
community

The Digita
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“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.”

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

Allen-Bradley Company




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. lntcgrunng computers built by
different manufacturers, doing dif-

ferent jobs

departments

standing of

l"’,:.l"l/.lll( mn
Digital ha

Digital is ne
tor, a manul
systems, or
ization, Dig
laboratory |
grate peopl
goals are ¢
'”\L'N‘ 151
ence. That's
working wil
tomersont
programs
ment of nea
facturing, D
companies |
Boveri. In g
Census Bure

vorking in different
iires a real under-
ay people and

rk

t understanding.

t a systems integra-

er of computer
|dwide service organ-
also a multinational
ch new ways to inte-
nology, and business
| and tested.

stitute tor expert-
Digital is currently
ral hundred cus-
ystems integration
ating a total invest-
3 billion. In manu-
is working with
BB Aseca Brown

yment with the U...\',
\nd in banking with

the London olfice of Bankers lrfm'
to develop a system for the bank’s
trading room that will distribute

realtime market data and an

alysis

to over 200 dealers slmul!anqul."~




“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




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
tacturers 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 1o 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.| ottice information
and communication architecture
New developments in this field will
contorm to this architectyre "

Digital’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
to follow.

These Digital services include
strategic planning and design, imple
mentation and Mmanagement, and the
mi!lfﬂl_i(m. replication, and distriby-
tion of applications across the world
wide cnterprise. In addition Digital
provides consulting, training, online
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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
simply automate existing processes
They can provide the flexibility
needed to update those processes,
scale them up or down, or replicate
them in other locations

When two retail chains merge,
when environmental regulations
mandate the installation of new auto
mobile emission systems, or when
a defense contractor wins a multi
billion-dollar contract, existing com
puter systems have to adapt to
change

And the key 1o change without
obsolescence, to maintaining future
compatibility among past, present,
and future hardware and software
systems, 1s an open architecture

A computer architecture breaks a
system into a number of components
~the processor, the network, the
user interface, the application - and
defines the relationships among
those components. Most computer
archiwuurc.\ are (l!'\('\l in that they
are designed to protect proprictary
lc&"hn()lngy
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“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.”

lean-Luc Lagardere, Chief Executive Officer

Matra

/




How Digital and Digital People
Make Their Communities Better

Places to Live and Work

“A long-term relationship between Digital and Boston's Childr
Hospital helps children with impaired speech put thoughts in:
words. With the help of volunteer engineers and a million-dol
Digital grant, we've adapted the DECralk commercial speech
thesizer to the needs of speech-impaired children. Children’s
DECtalk is a small, battery-operated unit that can be mountec

on a wheelchair or carried to school.”

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

The Children’s Hospital, Boston

chhnolng\' -when focused on the
needs of the community = can make
a difference

Digital’s relationship with Bos-
ton's Children's Hospital is an exam
ple. Digital has contributed equip
ment to the hospital for the develop
ment of a speech synthesizer based
on Digital’s DECtalk technology
Much of the engineering needed to
adapt DECralk technology to the
needs of children was done by volun-
teer engineers from Digital. In addi
tion, the company donated money to
establish a loan fund 1o make DEC
talk units available to children who
cannot afford them

This kind of relationship can be
found in every country where Digital
has major facilities. In Israel. Digital
is working closely with The Technion
(Israel Institute of Technology), in
France with the Technol pical
University of Compiegne, and in
Germany with the University of
Mannheim. In ltaly, Digital is sup
porting EN.E A, a major public
r::.w;nch center working to safeguard
Venice from high tides and pollu
tion. Digital has also been a long

term orter of the European
Com ty Youth Orchestra.

Int 5., Digital underwrites
Even: ¢ Pops on over 270 public
telev stations, and The Infinite
Voya eries of hour-long spe-
cials, b sdcast over both public
televi ind selected commercial
stati imaginatively present the
latest yces in technology and
scien oital subsidiaries in Hong
Kony ipore, and Taiwan are
Spon local broadcasts of this
scien es. Digital is also under-
writi wet In The "90s, a major
art ex yn that will open in Bos-
ton i yary 1990 and tour Chi-
cago -uulon

In s gital donated more than
$35 n in cash and equipment 10
educat, al, health-care, civic, cul-
tural, ar.| environmental programs
during the fiscal year, while matching

$5.5 million in employee coqmbu-
tions to non-profit organizations.
By sharing time, talent, monc, an
technology, Digital, its cmplo,\'ccs,d
and the community reap the rewards

of working together.
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Eleven-Year Financial Summary

Operations (in millions except per share data) i 1989 1988
Revenues
5 i 1 DR e ROR S N W R $ 8,19 $§ 7,541
Service and otherrevenues .............ooouunienii 4,552 3,934
Total Operating reventies . ... uiaesirssiinnyannassnnsssnns. 12,742 11,475
Costs and Expenses
Cost of product sales, service and other revenues . .. . ......... . 6.242 5,468
Research and engineering expenses ........................ .. 1,525 1,306
Selling general and administrative expenses ................... 3,639 3,066
IRESIHAE IMoOnIE i - et ol LWAE o e e T 1,336 1,635
futeresiantome. o, 1. . WA NG o B A QT 124 144
1D}§Fj‘ GERPSHNE o v o15ie b ok o etotes'a k%o e 5 A A1 kG o e 39 38
Income before income taxes .........,............... . 1,421 1,741
Prgvig’gq ﬁ)iichnlc Aot S NCAE Lt TR LR L I 348 435
NEEINOOMES . 2507 o e T s ot e s $ 1,073 $ 1,306
Dt inComio ersHurelal, 01 e L o o e s e $ 845 $ 99
Weighted average shares S AN L s Do R 127 132
Financial Position (x millions except per share data)
Inventories . R O O RO AR - 2 S S e 1 N § 1,638 $ 1575
Accounts receivable, net of allowrice= ;oo el o0 PR g $ 2,965 $ 2592
Property, plant and equipment, at cost..................... $ 6,249 $ 5210
Totil gty e s R e $ 10,668 $ 1011 12
LoRgeEpdeht Bhn. e RN S S T S e § 13 $ '124
Sockholders) squiie | oo I L L T $ 8,036 $ 7510
Stockholdess! equity persbares 0 d TR R e $ 66.12 $ 5:9.47
General Information and Ratios (dollars in millions except stock prices)
Orxtenhmtio S RS T e Sen G R it il 2.9:1 2.9:1
Quick vatio 5 & o8l sl 1 el e e o o 1.9:1 2'011
V%nkmgcaphd....“.....“....”....”....n....“.:::: $ 4;61 $ 45i6
Additions to property, plant and SquIpment e’y SO Sl o $ 1:223 $ 1'5 18
Depréciafionts, L% SR LT it T | e $ 659 $ :
Debttodebtplusequityratio.........................: :::: 1.7% 5112°/
Operating income as a percentage of revenues . . 5 . : oo
Income before income taxes as a pe A S 52
! percentage of revenues. . . . . . . .. 11.2% 15.2%
Effectivatax'ous’. .o, ) S8 D e it 24,5 9
Net ?ncome as a percentage of revenues. , ., . .. O ...... 8'422 ﬁ-of
Net income as a percentage of average stockholders’ equity . . ., . 13.8"/ 18';°/o
Net income as a percentage of average total assets ..., . .. 10.392 ; 0/0
Number of days sales of accounts receivable outstanding, . ; il e
Toventory tung.,; 4, 50 0 o e AR e 378 375
Number of employees at i RS S T 5 . 5
Common shares outstanding (in thousands) , . , . . ............. i S
Stockholders atyear-end. ..., . Tttttreeceen.. l:;’;z 20270
o AT ittty D e s f 103,162
yearl high and low sales prices. ... " $ 122-86 $ 199-99

34
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1987

$ 6,254
3,135

9,389

4514
1,010
2,253

1,612
122

45

1,689
552

$ 1,137

o

8.53
133

1,453
2312
3,859
8,407

269
6,294
49.87

LR R PR N PR Y

3.4:1

2.4:1

$ 4377

748

435
4.1%
17.2%
18.0%
32.7%
12.1%
18.9%
14.6%

78

3.4

110,500

126,187

99,379

$ 174-82

& h

1986

$ 5,103
2,487

759

4,282
814
1,665

829
116
88

857
240

$ 617

4.81
131

o

1,200
1,903
3,263
7173

333
5,728
44.54

o H

o 5 N

4.9:1
3.5:1
4,223
564
384
5.5%
10.9%
11.3%
28.0%
8.1%
12.0%
9.1%

79

29
94,700
128,591
76,860
$ 94-46

“H H




1985 1984 1983 1982 1981 1980 1979
$ 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 3379 2,606 2,188 1,779 1,320 1,012
717 631 472 350 251 186 139
1,432 1,179 831 758 632 479 370
450 395 363 585 536 383 283
63 41 61 103 60 54 36
82 35 13 15 29 27 2
431 401 411 673 567 410 295
(16)’ 72 127 256 224 160 117
$ 447 $ 329 $ 284 $ 417 $ 343 $ 250 $ 178
$ 371 $ 2.87 $ 250 $ 3.76 $ 335 $ 273 $ 205
124 115 113 111 105 94 o0
$ 1,756 $ 1,852 $ 1,354 $ 1,137 $ 1,102 $ 820 $ 5H4
$ 1,539 $ 1,527 $.1,125 § 808 $ 758 $ 629 $ 475
§ 2,828 $ 2,352 $ 1,961 $ 1,605 $ 1,128 § 772 $ S8
$ 6,369 $ 5,593 $ 4,541 $ 4,024 $ 3,456 $ 2,666 § 1,863
$ 837 $ 441 $ 9 $ .92 £ 188 $ 490 $ 341
$ 4,555 $ 3,979 $ 3,541 $ 3,165 $ 2,680 $ 1,652 $ 1,120
$ 38.43 $ 34.42 $ 31.42 $ 28.65 $ 24.65 $ 18.12 $ 13.79
4.9:1 3.8:1 3.9:1 4.1:1 4.2:1 4.5:1 3.8:1
2.8:1 1.9:1 2.0:1 2.3:1 23:1 2.6:1 2.3:1
$ 3,694 $ 3,001 $ 2,377 $ 2,181 $ 2,030 $ 1,658 $ 1,077
$ 572 § 452 § 419 $ 51 $ 39 $ 210 s
¥ 315 § 253 § 203 $ 153 $ 102 § 70 s 38
15.5% 10.0% 2.6% 2.8% 3.2% o i
6.7% 7.1% 8.5% 15.1% 16.8% 16.2% 15.7(;0
6.4% 7.2% 9.6% 17.3% 17.7% 17.3% 16.4%
(3.7%)’ 18.0% 31.0% 38.0% 39.5% 2D0% iy
6_70/0 590/" 6,60/{; 10‘70/0 10_7% 10,60/0 -9'.9‘;‘0
10.5% 8.7% 8.5% 14.3% 15.9% 18.0% 12:6%
1.5% 6.5% 6.6% 11.2% Lk oy loég s
23 1.9 3 :
2.1 2.1 20
89,000 85,600 73,000 67,100 63,000 55,500 g
59,253 57811 56,357 55,227 54,348 45‘563 28,835
68,810 44,389 40,903 44,706 39,948 S § 29-22
28535 $ 61-33 $ 6532 $ 5534 sy SBE -
3. » ] $ 55341 SRSl
i 35
’PZ: i\;:":z of Nolf: to Consolidated Financial Statements.
Includes I',""_ "d/‘_‘" ed to reflect two-for-one stack split in May 1986.
elimination of DISC taxes of $63M accrued prior to 1984,

TR T




Management’s Discussion and Analysis of Results of Operations and Financial Condition

Income and Expense ltems as a

Percentage of Total Operating Revenues

1987

66.6%
33.4%

100.0%

40.5%
63.2%

48.0%
10.8%
24.0%

17.2%

1.3%
0.5%

18.0%
3.9%
12.1%

1988
63.7%
34.3%

100.0%

40.3%
61.7%

47.7%
11.4%
26.7%

14.2%

1.3%
03%

15.2%
3.8%

1989

64.3%
35.7%

100.0%

42.3%
60.9%

49.0%
12.0%
28.5%

105%

1.0%
0.3%

112%

2.8%
8.4%

Income and Expense Items

Productsales, 5. voa bl b S 1kl o el
Service and otherrevenues . ................

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

Costof productsales. ...........coovvennis
Service expense and cost of other revenues. . . .

Total cost of operating revenues. ............
Research and engineering expenses..........
Selling, general and administrative expenses. . .

Operating INCOME - ;s < svie vivisaaiviess v s

IDtereRt NCOMIE : v v il ve v e Bs e o
ILerCst CXDOnSe: o s vy v LS P r
Income before incometaxes................

Provision for incometaxes .................

Netincome:= s 0080 G ATl Tpeel s W Lt

1988-89

9%
16%

11%

14%
14%

14%
17%
19%

(18%)

(14%)
4%

(18%)
(20%)
(18%)

Percentage Changes

1986-87

1987-88

21%
25%

22%

20%
22%

21%
2 90/0
36%

1%

18%
(16%)

} %
(21%)
15%

23%
26%

24%

(5%)
23%

5%
24%
35%

95%

5%

(49%)
97%

130%
84%

As an aid to understanding the Company’s operating results,
the above tables indicate the percentage relationships of
income and expense items included in the Consolidated State-

ments of Income for the three years ended July 1, 1989 and the
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percentage changes in those items for such years. Components
of total cost of operating revenues are shown as percentages
of their related revenues,




levenues
————

11989, the Company’s Operating revenues grew by 119% com-
ared with the prior year. As has been the case fnr -'»t?\'cral

ears, growth overseas exceeded that in lhc.Unncd St.?u‘s. For
e vear, international revenues accounted for approximately
5% of the Company’s total rc\‘cnucs‘\'\'nh growth particularly
song in Western Europe and Japan. The Company has »
wested considerably in its overseas operations in terms of
Jes, marketing and distribution resources. In recognition of
he growing importance of overseas markets, the Company
osted DECWORLD 88 in Cannes, France during its first
uarter. DECWORLD '88 was an international demonstration
f distributed network computing.

roduct sales, which account for nearly two-thirds of operat:
grevenues, increased by 9% in 1989, following increases of
1% in 1988 and 23% in 1987. The Company’s VAX architec-
re and networking products, which allow customers to build
nterprise-wide distributed data processing networks, con-
ibuted to the improvement in product sales. The reduced

e of growth of product sales reflects the slow pace of busi-
essin the US. and a change in demand for the industry,
woring mid-range and low-end products. The Company
esponded to this change in demand by introducing a number
fnew computer systems for both UNIX and Digital's own

MS operating systems, as well as a variety of software and
evice products.

ustomer demand during the year was particularly strong for
f‘xe Company’s VAX 6000 computer systems, VAX worksta-
Dnsaqd peripherals. During the vear, the € ‘ompany shipped
Pproximately 50,000 workstations and over $62,000 rerminal
-roduch. Two year totals were 80,000 and 1,100,000 units
'spectively, attesting to the continuing strength of this class

icproducts. ’\ number of other products also contributed to
growth of product sales.

.V:;Ei:r:::d fml‘h“ (;“"?P""." '.s nud-rar.l;:«:‘and low-end
o COmpu(gOO:i. s:ﬁlm of the Company's hmhrl}d'SOO'O
S dcm!.;‘rsd c; ned as the vear ;\.rngrcs“—d. Shifts in
Rt snd am? '+ the attractiveness of other VAX computer
igh-end cc'bauon of the announcement of 4 more pow-
omputer system contributed to this decline.

he C,

ompany kel e,

Tvices nz:z)cdbd'lf\ es it has the technology, products and
10 integrate a multivendor environment,

krcb\.r .

: (‘Spondmg 10 ¢ -

| custon T NAZE A
ure growrh, ier needs and allowing for

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 US., 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
N —OT A MR 12742
e —— 3T W 11475
N sy AN 9389
eSS T 7590
N i RIIGER T Sl 6686
M i TPI0) SN 5584
N ML 272
82 ﬁ 3881
81 ﬁ 3198
80 i 2368
™ . 1804
wmmm Scrvice and Other Revenues
Non-United States Revenues $ Millions
IR

o 5730
o

: : 3179
T s
j . 2642
8y e S UEENEN
— 1978
IR s e
» S o
S =
N 928
ol 679
7 N

!
]

37




Expenses and Profit Margins

The Company's gross margin declined from the previous year,
reflecting primarily competitive pricing pressures and a shift
in the Company’s mix of product revenues away ‘&om larger
systems toward smaller desktop systems. This shift reflects a
wrend evident throughout much of the industry - customers
are migrating applications to more of a distributed dn‘a 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 engineering
investment. Such investment is critical to maintaining 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% in
1988 and 10.8% in 1987. For the last three years combined,
the Company's investment in research 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
technology 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
technology, the Company is able to offer customers more
versatility in matching technology to application demands
RISC/ULTRIX and VAX/VMS will be alternative technologies
within the Company's system architecture.

The Company announced many new products during the
year, the result of its commitment to research and engineerin
investment. Among the new products were DECtp, allowin v
for an enhanced transaction processi : .

: . Ing environment; Digi
Enterprise Services, a portfolio of services to aid systcmslgn::

gration; and Digital Enterprise Management Architecty
open network-management system designed to tie mult "i ¥
voice and data systems together. e

—
Research and Engincering $ Millions
89 55 E
88 1307
X6 1
83 m
"B ~— %
o
82 | _m
8 | z S35
80 %
79 -_28
Net Income $ Millions
88 | D%
% i
86 _
%5 _
L] - _2_9
8 i
T W
80 | C.
9 L
=S
) $

Net Income Per Common Share
L —
88 ___= A
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87 /45’1
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; Supporting its desktop initiative, the Company introduced

DECstation 210, 316 and 320 systems, a famil)f of industry-
standard personal computers; DECstation 3100, a RlS(}based
desktop workstation; VAXstation 3100, a VAX-based high-
performance workstation; and a series of server products that
Jink PC’s in work groups and PC's and workstations in local
area networks. Also announced as part of the desktop initia-
tive were 2 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.

Ope{anng income in 1989 declined 18% from that of the
PL".‘"OUS two years, Flat year-to-year revenues in the U.S. and
ahigher leve] of operating expenses led to the decline.

Interest income in 1989 decreased from 1988 levels, reflecting

lower cash balances after the Company repurchased $815 mil-

Wa: of ts common stock on the open ma.rkcx. Interest expense
essentially unchanged from the previous year,

‘srhheh Company's effective tax rate for 1989 was 24.5%, down
ghtly 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

w0 [ N A 126
1 IS 12

87 0TI R R G SRl VA W 111
St T VTN A TSR 95
85 Tk RS 89
54 BT T e A 86

8 L ) 73
I 44 °
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81 S TR 63
so [T 5w AT 36
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Management’s Discussion and Analysis of Financial Condition

Availability of Funds to Support Current and Future Operations

Cash to support the Company’s operations has historically
been met with internally generated cash supplemented
with external financing. During 1989, internally generated
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 million of 11%/4%
Guaranteed Notes in March 1989, Toral long-term deb,

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.

1989
Fiscal Quarter High Low
First $117 $91Y/>
Second 993/s 86%s
Third 122%/3 95%
Fourth 1021/> 89%/4
: 1988
Fiscal Quarter High Low
First $1981/4 $157>
Second 199> 110
Third 144%/4 1033/4
Fourth 1157/ 991/,

40

common stock on the open market. During 1989, the
Company purchased 8.25 million shares of common stock
at a total cost of $815 million. The shares are being held as
treasury stock.

Cash and temporary cash investments were $1,655 million
at the end of 1989, compared to $2,164 million at the end of
1988. The decline in cash and temporary investments in 1989
reflects the repurchase of common stock and the repay-

ment of debt. Unused lines of credit at the end of 1989
were $576 million.
The Company’s financial performance, together with its

substantial reserve debt capacity and high credit rating,
leave it well positioned to obtain cash required for future
growth.

Total Stockholders’ Equity $ Millions

89 _ NNy 8036
88 RS - 7510
87 T 6294
8o 1 5728
55 | 4355
81 VSR v . 3979
3} [N, 3541
82 SRS 3163
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Spending for Operations

—

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 $1,518 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

Thc Company 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

so g —— 230
v s

e Depreciation Expense
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Report of Management

The Company’s management is responsible for t.hc prepara:
tion of the financial statements in accordnnc?e wnl_w generally
accepted accounting principles and for the integrity of t{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 Committee meets periodically with representatives
of management, the independent accountants and the Compa-
nv's internal auditors 1o review audits, financial reporting, and
internal control martters, and also meets with the Company's

outside counsel on related man x

ers. The independent account.
ants and the internal auditors have full and free access to the
Audit Committee and periodically meet privately with the
Audit Committee

Coopers & Lybrand, independent accountants, have been
engaged by the Board of Directors, with the approval of the
Sl(‘t‘kh(‘ldt‘!’.\, to examine the Company’s tinancial statements.

|

Their report appears below

A L

Kenneth H. Olsen
President

. Gte ot

James M. Osterhoft

Vice Ph’.\.’.f'v.'f.'. Finance

To The Stockholders and Directors,
Digital Equipment Corporation

We have audited the accompanying consolidated balance
sheets of Digital Equipment Corparation as of July 1, 1989
?“d July 2,1988 and the related consolidated statements of
income, stockholders’ equity, and cash flows for each of the

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

cial statements are the responsibility of the Company’s man.

agement, Our responsibility is to CXPress an opinion on these
financial statements based on our audits,

We conducted our audits in acco
accepted auditing standards.
plan and perform the audit ¢
about whether the financial

rdance with generally

Those standards require that we
o obtain reasonable assurance
statements are free of material
udes examining, on 3 test basis,

also includes assessing the accounting

mounts and disclosures in the finan.

principles used and significant estimates made by manage-

ment, as well as evaluating the overall financial statement pre:
sentation, We believe that our audits prov ide a lc'.lwnahl(‘

basis for our opinion

ements referred to abc)\:c
the L"lhn“d.HCJ finan-
ent Corporation as of July 1

Jidated results of its 0per¥*

three fiscal years in the

In our opinion, the financial stat
present fairly, in all material respects
cial position of Digital Eq:
1989 and July 2, 1988 and the const
tions and cash flows for cach of the
period ended July 1, 1989 in conformity with gcllt‘fﬂlly
accepted accounting principles

) P
Y,

Coopers & Lybrand

Boston, Massachusetts
July 27,1989
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tatements of Income

consolidated S

(in thousands except Per share data)

July 1,1989 '

Revenues (Notes A and C)

Productsales . £ ¢ owuise s saahann o ans T gy s et $ 8,190,308
Service and OthEr TEVENUES . . .« .o vuusavssarerertasnranessny 4,551,648
Total OPErating TEVERUES . . .« «. s vssassranstaininanisinas 12,741,956
Costs and Expenses (Notes A, D and )

Costof product sales . .« ovvvcvuniiviiniiiiriri i 3,468,307
Service expense and cost of other revenues.........oovvviii, 2,773,563
Research and engineering EXpenses . ... «...ovvereeiarsrieres 1,525,129
Selling, general and administrative eXpenses. ...........o.co.. 3,638,868
OPErating iNCOME . . ... v o veun s rsorvesusnseiaeassasiss 1,336,089
Interest income . . .. .. . R e DI A 124,021
Interest expense. . ... .. : . Hicca s 3 0t yie ool 39,435
Income before INCOME LAXES . . . o .o v vv v v s ersaraaasaiasanas 1,420,675
Provision for income taxes (Notes Aand E) . ..o ovvvvvveninns 348,065
NEUIBCOME . .o o L T IRy 00 6w a ke o b oTe et 3 oAl bTgtalg R TALESTE $ 1,072,610
Netincome per share (Nov 8 ; G Tl $ 8.45
Weighled average shares outst mdmg Node B s L T st 127,008

v W1y U R Year Ended
Toly2,1988  June27,1987
$7,541,241 $6,254,187
3934205 3,135,257
11475446 9,389,444
3,042,172 2,532,259
2,426,176 1,981,635
1,306,543 1,010,438
3065555 2,253,105
1,635,000 1,612,007
143,665 122,149
37820 45,203
1740845 1688953
P12 551,518

$ 1,305,633 $1,137,435

§ 9% §$ic §5
131,923 133,305

Tbeuccompanwng notes are an integral part of these financial statements




Consolidated Balance Sheets

(tn thousands)

Assets
Current Assets . 5y

nd temporary cash investments (Note F) . . . ..cvvivinennns E
g:zl;:ms recgvabllz, net of allowance of $74,345 and $78,148 .. ..
Inventories (Note A)
R TR TE A L e e hiax o mmleinsiiase sina 8 g.9:8 4.0 00
N R R D bt S 3 e e R AR Ty SO
T e s s O S R ST D e AR

e A
L PRI R PRTIS S U2 3o i 612 < vvaisis kLo ele 43 oo tave e :
Net deferred Federal and foreign income tax charges. ..........

'i'c;!aT g el oS s Yy T At e e Sy (S L RS

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

IR sl d t e e A R S S :
LES e s e N SR
Leasehold improvements. . ..................... ... ... ..
Machinery and equipment

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

Net property, plant and equipment

Orther assets, net (Noze G)

Total Assets

.....................................

Liabilities and Stockholders’ Equity

Current Liabilities

Bank loans and current portion of long-term debt (Nave H) ..
Accountspayable......,........ .. .
Federal, foreign and state income taxes
Salaries, wages and related items
Deferred revenues and custome
Other current liabilities
Total Current Liabilities
Net deferred Federal an
Long-term e

Tota_lrl.iabilities;.:....................

r advances (Noze A)

dforeign income tax credits

Stockholders’ Equity (Noe: Land])

Common stock, §1 00 :
\ 12100 par value; -
end D008 o1 o ue; authorized 450,000,000 shares:

! R R
Retained o e

Trgasu_ry stock at cost; 8,4
To;al Stogkholderé‘ Equity
To;a] ljiabilities and Stockh

olders'Equity...............

Ibf at‘a)mp { H e T 7|
anyin h men,
Y 8 notes a can l'llfg d[pd ’Off.t‘lffl'ldﬂﬂdl Statementy

.

July 1, 1989

360,135
570,064
707,802

1,638,001
255,195
381,140

6,895,008

300,540
1,599,673
530,773
3,817,587
6,248,573
.’.(\“2.(\77
3,645,896
126,875

$10,667,779

5 29,755
553818
445,977
300,393
833,831
230,265

2,394,039

102,048
136,019

2,632,106

130,008
2,469,711
6,366,418

(930,464)

8,035,673
$10.,667,779

July2, 1988

$ 2,163,580
2,592,160

392,734
335,229
627,0%

1,575,059
274,160
324 962

6,929.921

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

5,210,446
2,115,421
3,095,025

86,610

$10,111,5%6

§ 154670
523,173
504,195
257,663
727,984
246419

2,414,104

63,154
123,92

2,601,182

130'008
2424391
5,463,000

(507,073

7510574




Consolidated Statements of Cash Flows

(in thousands) Year Ended

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

Cash Flows from Operating Activities
Netincome .. .. e R W 8 e $1,072,610 $1,305,633 $1,137,435

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

Depreciation and amortization ST al ! WTAa"e L A \a-Shkzava ) bialigeical ko tard 686,738 527,141 436,118
Other adjustments tO INCOME &+, «u v uvuetssanniiensiiatirains 49,702 66,349 74109
(Increase) in accounts receivable .. ... oo (373,248) (279,972) (408,901)
(Increase) in inventories . . . . : SN A NAT A AV AP > (62,942) (122,140) (253,163)
(Increase)/decrease in prepaid €XPENSes . ......oveuvuiiiienais 18,965 (154,967) (33,919)
Increase in accounts payable . . : SR e PR (Y i 30,645 92,598 171,010
Increase/(decrease) in taxes a5 /0id, < w5 el e A tAid 6L 7 gTaja A AR MELIE (75,502) 92,600 190,418
Increase in deferred revenues & customer advances. . ........... 105,847 252,059 222,135
Increase/(decrease) in other liabilities . B Taals e G FA e 26,576 (80‘9,16) 7 174,573
Total adjustments . . . AR 8 IRt SRR = K 406,781 392,752 572,380
Net cash flows from operating activities. , .. ... ocviiieiivenans 1,479,391 1,698,385 1,709,815
Cash Flows from Investing Activities X o
Purchase of plant, property, and equipment .. .......coceviiins (1,223,038) (1,517,579) (748,359)
(Increase) in other assets, net .. ... A s b (67,624) (19,212) (80,463)
Net cash flows from investing activities T O A e (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: 0
Proceeds from issuarice 0f debt. . . . ..o viseniieseeensanonnas 40,425 7,283
POYIES tOTOOIE BB 11 & &+ c'ary 4 als sk d1d walhia s sials s S S 40 (153,245) (2,854) (81,187)
Purchase of treasury shares . AT AT s e (814,958) (363,499) (;gé,;zg)
Proceeds from issuance of treasury Shares . . .. . ........oovessns 230,733 242,761 :
Net cash flows from fNancing activities . . ..\ vvverenennsarsesns (697,045) (116,309) (673,631)
Net i 207,362
éel Increase/(decrease) in cash and cash equivalents . . .......... (508,316) 4;-‘;22 : 91(’) 535
ash and cash equivalents at the beginningof year.............. 2,163,580 M5 - e

: $2,118,295
Mﬁ“ﬁ}““"“ms at end of YEA L\tuuansenrenanioniiss $1,655,264 $2,163,580

Tbt‘ accon ’ -
Ompanying notes are an inte gral part of these financial statements
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Consolidated Statements of Stockholders’ Equity

(in thousands)

June 28,1986 ..uiovueeainipninnnnsensannnarens

Purchase of 5,000,000 shares of treasury

Stock (Note]) v e vnvseviins

Shares issued under stock option and

purchase plans (Nore D) . . . .

Restricted stock plans, charge to operations .. ...
Tax benefits related to stock option and purchase

plans(Notel) suiuiivivess
Net income—-1987 .......

June27,1987 .. vvvn.n.

Purchase of 3,000,000 shares of treasury

StOCK (NOtE]) o vre aiv o areinie

Shares issued under stock option and

purchase plans (Nore D) . . . ..

Restricted stock plans, charge to operations .. .......
Tax benefits related to stock option and purchase

plans (NoteD) .............
Netincome—1988 ........

Jaly 2 T088 e e

Purchase of 8,247,000 shares of treasury

stock (Note]) «cuiviivinns

Shares issued under stock option and

purchase plans (Nore D) . . . ..
Restricted stock plans, charge to operations

Tax benefits related to stock option and purchase

plans (Note l)

Additional

Common Paid-in
Stock Capital
$128,591 $2,224,304
1.417 65,466
20,653

4:,5 ](\

$130,008

§2,352,.939

32.008

39,444

$130,008  $2,424,391

36,914

8,406

$130,008  $2,469,711

The accompanying notes are an integral part of these financial statements

(169,242)

1,072,610

$6.366, 418

(814,958) (814,938)
391,569 222321
36,914

8,406

1,072,610

$(930,464) $8,035,673

Toral
Stock.
holders'
Equity

$5,727 827

(781,790)

182,072 146,830
20,653

42516
1,137,435

$6,293 471

363 .499)

(363,499)

o

203,317
32,008

39,444
1,305,633

7.075) $7,510,374
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Notes to Consolidated Financial Statements

Note A-Significant Accounting Policies

Principles of Consolidation [J The consolidated financial
statements of the Company include the financial statements
of the parent and its domestic and foreign subsidiaries.

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 translated 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 1 Revenues from product sales are
recognized at the time the product is shipped. Service and

Olhgr 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
;IUmber of common shares and common share equiva-
lerlus outstanding during the year. In the years ended
iyl 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 (J 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 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 ...... ... 310 10years (accelerated methods)

share equivalents were attributable to stock options.

Cash dividends have never been paid by the Company.
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Note C~International Operations

(in thousands)

Revenues
United States CUStOMETS « ... vyevrevesnnansesre
INtercOmMPANY. .« + s e vnsennrsssnassossnsess .

EUrOpe CUSTOMICTS d » s s a1 s/s a5 g 0 005 p 0min 51 575 &
I Er COMPANYS S & e e 0 Malate S S E £ Ca VB ¥y

Canada, Far East, Americas customers, , . ......
It CTCOMPRANY. =< 5/si7 s s vs Sis s 4016 4/ s\6le wiwapia o/as 3

Bliminations, ;s s o st mhali s sty s gt /cssiss

Net revenue

Income
United States
Europe

Interest income
Interest expense

Assets
United States
Europe

Corporate assets (temporary
Eliminations..... .. .

Total assets

cash investments)
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July 1, 1989 July 2, 1988
$ 5848975 $ S 810598
2,103,290 928
7,952,265 8 526
5,130,052 4221631
113,820 37.669
5,243,872 9 300
1,762,929 443 21
1,065,746 ? 786
2,828,675 03
(3,282 ,856) 8383
$12,741,956 $11.475.44¢
$ 510,364 g 54
815,655 135
411,267 78
("01.197’ 76
1,336,089 s (X
124,021 143 665
39,435 37,820
$ 1,420,675 $ 1.740.845
$ 5,499,763 $ 5245439
3,420,247 3,093,818
1,298,519 1 293 906
1,469 842 2057528
(1,020,592) 1.579.135)
$10,667,779 $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

758,79
634,543
278,359
(59,690)

w

1,612,007

122,149
45,203

§ 1,689

$ 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 network computer systems,
associated 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, Central and South
America and the Far East; by direct sales from the parent
corporation and through various representative 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,

,h is the Company’s policy to make contributions to the plans
in accordance 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
bru( also f.or those expected to be earned in the future. For the
US. pension plan, there were no contributions in fiscal 1989
fiuf‘ to the full funding limit of the Omnibus Budget Reconcil-
lation Act of 1987. The assets of the plans include corporate

(in thousands)

tvice cost-benefits earned during the period . . . ... ..vvvvens

A

Intercompany transfers between geograpiﬁc areé; are
a'ccountcd 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 $7,016,952,000,
$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
U.S. pension plan and certain non-U.S. plans which, i.n 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:

1989 l988m ™ 1987

T 188068 § 160225 § 126977

scarned during the period . ........ooooeeapuranreeen e 280

nterest cost on projected benefit ObligAtioN . . ... vvivrienerunnnnymnntesie s (;;(l),ggi) ?90 e

\'mua]reu.lmonplanasscts 84’129 S s

Nt A OTt izt on Al QeerTal . . < - - o oos s on s s alond i mobin VTR s PSRRI 22

g o

Eqel)e"odicP‘-‘nSiOncost..........‘.......‘............................ s 152621 $ 126,384 §

e per . § 166,848 $ 138308 § 110,365

Total . e :
-w'c pension cost for all pension plans...........




Note D-Pension Plans and Other Retirement Benefits (continued)

The significant actuarial assumptions as of the year-end measurement date were as follows

U.S. pension plan:

D1 E 1013 v O S B e v S PO
Expected long-term rate of return on plan assets . ..........

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

Non-U.S. pension plans:

S COURE FATEI T o st FIoi e Tre ivelp s b aminialvlo /o' 4
Expected long-term rate of return on plan assets

Rate of increase in future compensation levels. . .

The funded status as of the year-end measurement date was as follows

(in thousands)

Actuarial present value of benefit obligations:
Vested benefitobligation.s s v e ohs srsas st et a e ais

Accumulated benefit obligation

Projected benefit obligation
Plan assets at fair value

1989 1988 1987
9.0% 9.0% 85%
9.5% 9.5% 9.5%
6.8% 7.0% 6.5%

5.0-12.5% 5.0:11.5% 5.0- 9.0%
5.0-10.0% 5.0-10.0% 5.5-10.0%
4.0- 9.5% 5.3-10.5% 5.8- 7.5%

1989 1988

$ (472,004) $ (382457)

"

$ (552,685) (448,903)

$(1.570,855) $(1,375916)
1,884,146 1,592,023

Plan assets in excess of projected benefit obligation 313,291 216,107
Contributions made after measurement date but before end of fiscal vear 3,112 2,874
Unrecognized net (gain) loss ............. .. (140,296) 35,628
Unrecognized prior service cost ............ . 25,149 21,119

Pension cost recognized on the balance sheet

1{1 addition to providing pension benefits, the Company pro-
vides certain medical, dental and life insurance benefits for

retired 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 Compah\
The cost of retiree health care and life insurance benefits is
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(147,320) (158,678)
$ 53,936 $ 123.650_

These costs
recognized as an expense as claims are paid. These cc

' a0 [ e4rs
totaled $1,565.000. £1.025.000 and $864,000 for the year g
. ; = 1987. respectives):
ended July 1, 1989, July 2, 1988 and June 27, Iqb/.ﬂ? t
. - s (O NO
T'he majority of the Company’s foreign subsidiaries ¢

% amounts
offer such benefits to retirees. Of those that do, thea

are immaterial




Note E-Income Taxes

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

(i1 thousands)

Year Ended
July 1,1989 July 2, 1988 June 27, 1987
DOMIESRICE ) oia's e Ta e ralisAs Tace) are el sraots vt S P U iy A M $530,298 § 773,679 $ 832,638
Foreign ... .. e i S 890,377 967,166 856,315
ol 2 G e O e o $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:
1989 1988 1987
U.S. Federal statutory taX TATE v < v uie bs s ssineeon soshsnise sy 34.0% 34.0% 46.0%
Tax benefit of manufacturing operations in: (a)
PUCRORICO v e 575 0is e ot o SV e = L L g A e SRS (3.9) (2.6) (3.4)
2T R ISl B 4. 4. S s e e b ) (3.3) (2.4) (4.1)
IO &7 v 5o o s ey el 2 1l ot b e N B (0.4) (0.7) (1.3) 1
TRIWADY Loy o oo o i it arpbt BT R P (0.4) 0.4) (0.5)
Research and engineering credit. .. ........0iviieneirninnns (1.5) (1.6) (1.1) ‘
SLAIC IO LSS o <o v < o dla T b e e e ot T T 0.8 1.9 15
(817 o Ve R D S, g S S o R T WSy (0.8) (3.2) (4.2)
Effective thxirate. )y vhiveiiie s i s cat i b et e 24.5% 25.0% 32.7%
() The Company’s manufacturing subsidiary operating in December 1999.The income from certain producfs manuf‘ac'- “{
Puerto Rico is subject to tax at a rate of approximately 8% tured by the Company’s Singaporean manufacturing subsidi-
on its manufacturing earnings through fiscal year 2003, The ary is wholly exempt from Singaporean taxes through Decem- ‘
income from products manufactured for export by the Com- ber 1990 and partially exempt through December 1993. The
pany's Irish manufacturing subsidiary is exempt from Irish income from certain pro'dlfcts manufgctu~red l:.>y the' Compa-
taxes through April 1990. After that time, the Irish manufac- ny’s manufacturing subsidiary operating in Taiwan is wholly
turing operations will be subject to a 10% tax rate through exempt from Taiwanese taxes through May 1991. (
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Note E—Income Taxes (continued)

The components of the provisions for US Federal and foreign income taxes were as follows

(in thousands) Year Ended
July 1,1989 July 2, 1988 June 27,1987

S. Federal: £5 0y
gjrreitera ................................. $136,331 $£175.079 $264.966
Deferrec.i. i .................................... (6,775) (80,118) 32,118
e R o A T T ey bk $129,556 $ 94961 $297.084

Foreign: 59, )
(@07 ¢ nc M Sl WA = 2o A A PR o R T $211,652 $259,246 $200,416
Daferretls. . it bty S E s e e e /s hs e Ve s (10,861) 31,483 5,346
O] L e N s O e L ENE o lus-a s s $£200,791 $290.729 $205,762
S ALe INCOME TAXES s ok o s v e n oS violh s e lofalbs & 576 $ 17,718 $ 49522 Y $ 48,672
Total (R COMIE tAXES i -4 55 ieieis 4a s Aerwsieraitielaiesis 2 b oerald bs $348,065 $435.212 . $551,518

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
DCPTECHILOIE o o oty 2o s rm ATE o Nrp L Kl Sl Mg

Capitalized software development costs
Other

ences in the years ended July 1, 1989, July 2, 1988 and June 27,
1987, and the tax effect of each were as follows

Year Ended

July 1,1989 June 27, 1987

July 2, 1988

$ (7,390) $ 23417 $ 6,943
(1,086) 79.317 38,034
14,687 99 510) (14,303)

3,670 12,648 4,92;
3,375 33 575 11,2 4
(30,892) 60.552 (9,452
$(17,636) $(48,635) : _"5_—37_1(14

In connection with its normal examinations of the Company’s
1982 and 1983 tax returns, the Internal Revenue Service has
proposed adjustments. The Company believes its judgments
in these 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
Board issued a new accounting standard for income taxes

SF{\S No. 96, which will require the Company to adjust its
deferred tax assets and liabilities. ;
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The Company must adopt SFAS No. 96 no later than chém'
ber 29, 1990. Management does not expect that zhg adoleO.‘“
of SFAS No. 96 will have a material impact on the Company s
consolidated financial position and results ot operations.
There will be no cash flow impact from these adjustments.

ments for
ounting

See Note A of Notes to Consolidated Financial State
- . , . ax acC
turther explanation of the Company’s income tax ac
policies




Note F—Cash Flow Statement

In 1989, the Company adopted Statement of Financial
Accounting Standards No. 95, Statement of Cash Flows. Prior
years' 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:

July1,1989  July 2,1988

(in thousands)

Lease obligations
payable 1991-2002

(5.4%-10.95%)(8) «..ovvivuns $ 17,083 $ 15,185

Notes due 1994

23 (b)Y 5 S d s s o to s ol s 100,000 100,000

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

Principal payments required during the next five fiscal years
are as follows: 1990~ $3,211,000; 1991-$2,900,000; 1992~
$3,290,000; 1993 —$3,403,000; 1994 - $102,478,000.

Income taxes paid were $451,460,000, $307,785,000 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-term
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,
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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.

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

Options Outstanding

Shares Average

Reserved Price

For Future Pet

Grants Shares Share

June 28, 1986 17,937,700 11,465,780  $30.24
Options Granted (2,805,620) 2,805,620 56.00
Options Exercised - (L036517) 2530
Options Cancelled 231,682 (231,682) 3420
Options Terminated (198,132) - =
June 27,1987 15,165,630 13,003,201 $36.12
Options Granted (3,244,400)  3,244400  152.95
Options Exercised - (L,302,482) 28.67
Options Cancelled 182,896 (182,896) 52.68
Options Terminated (118,075) = L
July .2. 1988 11,986,051 14,762,223  $62.25
Options Granted (3,491,580) 3,491,580 73.00
Options Exercised - (1L,081,871) 29.75
Options Cancelled 307,370 (307,370)  66.99
Op(ipns Terminated (142,472) - -
July 1, 1989 8,659,369 16,864,562  $66.47
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At the time these OpLions arc exer ised. 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 market
value of the shares on the grant date over the option price is
charged to operations each year as the restrictions lapse. Such
charges to operations amounted to $36,914,000, $32,008,000
and $20,653,000 in the years ended July 1, 1989, July 2, 1988
and June 27, 1987, respectively. The amounts deductible for
Federal income taxes may differ 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 1o
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 Employee 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 ended July ,
1989 and 1,838,231 shares at $93.25 per share during the year
ended July 2, 1988. There have been no charges to income in
connection with the options other than incidental expenses
related to the issuance of the shares. Federal income tax bene-
fits relating to such options have been credited to additional
paid-in capital




Note ] - 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 shares at an aggregate purchase price of
$363,499,000, or $121.17 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 year ended

Note K —Leases

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

Fiscal Years (in thousands)
R O e N A P AT PO TS S By $§ 318,205
FO9T.% e Rt A At b e e e 273,328
1 e e I S T 7\ STt b el 208,325
1993 J e ool oie iVl e T o P o e T A A A 142,637
19940 < iioatin saa s e e e T A 104,976
LalEryears. v oa oo bt e s e S war e 644,513
Total minimum lease 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 Restricted Stock
Option Plans. The difference between the average acquisition
cost of the shares and the proceeds from issuance is charged
to retained earnings.

Toral 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 Financial Information

Quarterly Financial Data (unaudited)

Selected quarterly financial data for the years ended July 1, 1989 and July 2

otal

Operating

(in millions except per share data) Revenues
1989

RITSE CODBITEE. . <54 rereaisls scsialore = Salelatslols by . $ 29418
SeCoNd UATIEE:, 35 4 i a1 4 1s.a1d) slalis <1osimalors F e s 3,179.5
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56

2. 1988 is set forth below
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Investor Information (continued)
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“In the '90s, computer applications

will be integrated —among different

systems, across the enterprise, and

around the world.”

Digital is delivering today.
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President’s

Letter

no Our Stockholders, Employees, and Customers:
The continued slowdown in the computer systems business is
States and some international markets has meant slow growt!
for Digital.

We continue to increase productivity through automati
our own computer network. This means that when we don't |
growth, we have a surplus of people. During the past year, ab:
employees voluntarily accepted a financial support package
Company. We absorbed a charge to operations to cover the ¢
and future changes,

We continue to make our traditional investments in tec
believe that Digital is positioned for future growth. We are n
producing new technology and new products, and we feel tha
mainframe and client/server computing, and in multivendor
Mainframe-Style Computing
Many customers run business management applications on o
because they need a robust, thoroughly tested, highly functio
mainframe-style computing environment

At times, industry pundits predicted that PCs and worl
put mainframe-style systems out to pasture. This never happ
is simple. There are certain applications that are critical to tl
business. You have to be totally reliable in putting your payre
inventories, and processing orders, or you will not remain a v

The key characteristic of a mainframe system is availal
that the system will be running when you need it. Several vea:
clustering, a technology to address this need

High-Availability Systems. Today, Digital is the largest ¢
high-availability systems in the world More than 100,000 VAX
running in cluster systems. The computers in a cluster work a
sharing a common workload and a common database. Cluster
high-speed processing, maintaining large databases where ma
to access the same information, and for never-fail applications
off-line, the software switches the workload to another

Fault-Tolerant Systems. This year, Digital introduced its fir
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Transaction Processing. When these high-availability systems are coupled
with the transaction processing capabilities built into Digital’s VMS operating
system this year, customers can build fault-tolerant transaction processing
networks to support distributed applications in which continuous computing
iS a must.

New VAX Systems. To keep up with the demand for more powerful com-
mercial and scientific processors, Digital introduced the VAX 9000 mainframe
this year. We are shipping this new computer as fast as we can build it. Customers
are happy with it. We see it as an important part of our product line.

We also introduced the VAX 4000 system and vector processing capabilities
for the VAX 9000 and the VAX 6000 systems. We now have an entire line of new
VAX systems from top to bottom.

Client/Server Computing
While mainframe-style systems focus on organizational productivity, client/
server computing focuses on individual productivity.

Historically, timesharing represented our largest market. In a traditional
timesharing system, each user had a simple terminal on the desk and shared the
services of a Digital minicomputer.

As PCs and workstations became popular, the role of the minicomputer
changed. As customers tied PCs and workstations together in active networks,
the demand grew for common services to do filing, printing, computation, and
networking.

Networked minicomputer servers provide these functions. But client/
server computing involves more than calling a minicomputer a server; it requires
highly specialized software. During the past eighteen months, Digital introduced
new desktop integration and local-area networking software, a complete range
of VAX and RISC workstations and servers, including the VAXserver 4000 and
DECsystem 5000 servers, and new industry-standard PCs.

RISC and the UNIX Operating System. RISC, Reduced Instruction Set
Computing, is becoming increasingly important in client/server computing
because RISC systems are very fast and relatively inexpensive.

Digital is committed to RISC computing. In fact, we are a leader in the
integration of RISC systems into corporate computing environments. Our
RISC family now includes ten workstations and systems and more than 1,500
applications, including over 300 that implement the X Window standard. The
DECstation 5000 system, introduced in April, generates standard X Window
displays three-and-a-half times faster than its two nearest competitors.




Workstations, Personal Computers, and Terminals. Digital | ome a

major factor in the desktop computer market. In addition to off: complete
line of PCs, Digital is the largest supplier of Ethernet local area s s in the
industry. The VAXstation 3100 series is the world’s largest-sellin; tation
tamily.

And, during the past year we sold over 560,000 terminals mon-
strates the continued strength of the timesharing market. Custo re
looking for ways to reduce training and support costs in enviros where
users neither need nor want the specialized capabilities of a pers mputer
or workstation.

Systems Integration

Our customers are asking for standards. They want to be able u n
application written for one system and run it on another. And th: it that
application to be able to share data and interact with other app! s on
the network.

At the same time, customers are asking Digital to help the design,
implement, and maintain their systems and networks. This systc gration
work passed the billion-dollar mark in revenues for Digital this r

Drgital’s Strategy. Digital's strategy is to provide the produ services

our customers need to integrate a multivendor computing envir
This strategy will ensure that:

1. All computers and operating systems that follow industry stan for
language, human interface, and communications will be able ¢
applications. Software will be transportable from one system 1 ver. This
transportability is made possible by standards, not computer a ture or
operating system,

2. Computer systems that follow the same standards will work o ime

network. Digital’s VAX and RISC-based DECsvstem computers
workstations work interchangeably on the same network.

3. All popular desktop devices—simple terminals and windowing terminals;
MS-DOS, 05/2, and Macintosh PCs; and workstations using the VMS and
UNIX operating systems - are fully integrated into the Digital network.

Worldwide Operations

Digital’s strategy is being implemented worldwide. We derive 56 percent

of our revenues from the 81 countries outside the U.S. where Digital does

business,

During the year we opened our most advanced semiconductor
manufacturing plant, in Scotland We established a joint venture in Hungary to




kick off what will be a growing presence for Digital in the emerging markets of
Eastern Europe, and business is already exceeding expectations.

Manufacturing. Our worldwide manufacturing operations have become
more efficient. Six years ago we had 32,000 manufacturing employees; today,
with more than double the revenues, we have 29,300. Inventory turns have
doubled, and we have dramatically reduced the cycle time for creating and
introducing new products.

Sales and Marketing. We've cut overhead in our sales organization. We took
steps to increase accountability, establishing over twenty business units. Each is
responsible for planning and developing the products and services needed in a
particular industry or application area and for balancing investments with return.

Revenue Growth and Cost Reduction. Increasing profits is a major
challenge. We recognize the need to improve financial performance and enhance
shareholder value. We are working to increase revenue growth and reduce costs.
Digital has a sound financial base to build on with a strong balance sheet,
positive cash flow, very little debt, and ample cash reserves.

DECWORLD'90
DECWORLD '90 provided an opportunity to demonstrate how we have imple-
nented our product and business strategies.

A worldwide event, DECWORLD "90 opened this past summer in Boston. It
then moved on to Canberra, Australia, in August; it will move to Cannes, France,
in September, and Tokyo in November. Total attendance is expected to exceed
50,000 prospects and customers.

The DECWORLD program includes seminars, workshops, demonstrations,
and laboratories where customers work with Digital and third-party specialists to
explore ways computer applications can address their critical business needs.

I talked with many customers at DECWORLD in Boston. Their enthusiasm
about our team, our products, and the Company’s direction is extremely
gratifying.

DECWORLD demonstrated to me why Digital can look forward to the
future with confidence.

oAy =4

Kenneth H. Olsen
President
September 1, 1990




Integrating

Applications

in a Multivendor

Environment

nusmmcrs are shifting their information technology
automating discrete functions to addressing mission-critical
Where, in the past, a customer asked for help in automatin;
today that same customer is looking for help in reducing in
anticipated this shift. We recognized that working with cus:
business strategies would, as often as not, require the abilit
integrate applications across multivendor computing envir
capability, business issues can only be approached in a piec
together-for-the-moment manner. The ability to solve the e
inherent in systems integration is the prerequisite to provid
solutions. # Multivendor integration has been a focus of D
research and development program since the early 1980s. ¢
Digital spent more than $16 billion on research, developme
and facilities. This past year, more than $1 billion was spen
and facilities. In addition, Digital invested 12.5 percent of op
more than $1.6 billion - in research and development. This
fifth among all American companies and fourteenth world
expenditures. § These investments address a Pressing cust
past, multivendor computing environments had to be piece
left to the customer to write software to meet the interface st
this manufacturer or that. § Digital simplified things. We d
Application Support, NAS, software with several other comp
mutual customers would have a common application enviros
supports industry-standard windowing and menu interfaces s

applications in a consistent manner. And applications can acce
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one way or another, all the customer stories featured in this Annual Report
ibout integrating systems and applications. The first story is about Eastman

dak and Digital’s role in planning, designing, implementing and maintaining
ltivendor networks. The last story features Bankers Trust and the role of

\S—Network Application Support-in providing the underlying technology
ded to build multivendor networks. B Systems integration and NAS are, in
‘ct, the bookends. They represent the service philosophy and the technology

t support every Digital customer and provide the foundation for Digital’s

vach to client/server computing, transaction processing, application

lopment, office and desktop computing, and all the other subjects

ressed in this Annual Report. §




H(l\l makes the
networking, in network
computing, a non-issue

lard
It pl’o\'idc.\ the standards

that will enable every
thing to work together in
a scalable, m anageable,
and cost-efficient
multivendor voice/data
network.”

Katherine Hudson
Vice President and
Director
Corporate Inf
Systems
Eastman Kodak
Company

The Digital Response:
DECnet/0S!implements
0SI-0pen Systems Intercon-
nection - standards. It's the key
to multivendor networking; one
: reason Kodak selected Digital
to maintain and manage its
worldwide voice/data network.




’1 information systems and telecommunications networks grow ever
complex and interrelated, standards become the critical issue. A systems
ration program is either built on standards or built on sand. B Digital
mitted to standards and works closely with other companies that share
ommitment. With Consilium, ASK, Sanchez Computing, Shared Medical
15, and other industry specialists. With leading telecommunications
anies like Northern Telecom, Siemens, Mitel, and AT&T. B This past year,
1al signed formal alliances with a number of consulting firms including
r D. Little, Computer Sciences Corporation, Deloitte & Touche, Andersen
lting, Price Waterhouse, and Ernst & Young. Through these alliances,
lis able to offer a complete range of services for planning, designing,
nenting, managing, and maintaining complex multivendor networks. I
has undertaken major systems integration programs for Deutsche
ist, Bankers Trust, Aetna Life & Casualty, Tyson Foods, and the U.S.
s Bureau. Eastman Kodak selected Digital to manage, maintain, and
= its worldwide voice and data network. This network supports
uters, workstations, personal computers, and terminals from Digital, IBM,
ther computer vendors, together with telephones, facsimile machines, and
d-circuit television. W It takes sophisticated technology to get everything
vork together. Digital’s Enterprise Management Architecture is based on
OSI standard. It provides the tools needed to build a distributed network
management system. DECnet/OSI software supports multivendor computer
networks. NAS, Digital’s Network Application Support software, provides print,
message, file sharing, data access, windowing, application control, and other
services across the network. And CIT, Digital’s Computer Integrated Telephony
program, gives telephone users access to computer databases. B These tools
provide the mechanism to integrate IBM SNA, DECnet/OSI, and existing
telephone networks into a single, manageable system. B It is for this reason
companies like MCI, Northern Telecom, and Litel use Digital systems like the
VAX 4000 and VAX 6000 computers to provide value-added network services,

to control voice/data switches, and to manage network operations.

Enterprise

Integration

Services




ﬁ The new Alfa Romeo
164 integrates high-per-
formance engineering and
advanced manufacturing
techniques to produce an
exceptional luxury car.
Setting the pace in design,
performance, and quality
requires consistent, inte-
grated, and connectable
software.”

Arrigo Arrigoni

Director of Sales and
Marketing

Alfa Romeo

The Fiat Group

The Digital Response:
This year more than 1,200
software developers signed
cooperative marketing or
development agreements to
Provide Digital customers with
quality solutions that work
together.

ot




nuople who buy an Alfa Romeo look for performance, panache, and 8,000
Bringing these elusive characteristics together requires a total quality
Software
ram. B Building quality applications is also a challenge for software
lopers. Customers like Alfa Romeo want applications that work together. Applications
are that runs on a broad range of computers from desktop systems to
{rames. Software that’s reliable and robust. They want applications that are
supported and properly documented in English, Spanish, Japanese, and
man, as well as in Italian. B There are over 8,000 applications for Digital
ind RISC systems. Many of these applications are provided by over 3,600
plementary Solutions Organizations (CSOs) worldwide, including leading
re developers such as Lotus, Matra, Schlumberger, Ross Systems, Wolfram
irch, Computer Associates, and Dun & Bradstreet Software Services. I
il also has formal alliances with customers. Some have developed
lized applications for their own use and want to work with Digital to
t these applications to other companies. Others are joint ventures, like
M S.p.A. =Software e Sistemi per I'’Automazione Manifatturiera—an
ce between Fiat and Digital to develop new approaches to computer-
srated manufacturing. B Teamwork facilitates the development, testing,
rketing, and support of consistent, integrated, and connectable application
grams and tools for Digital systems. Our customers want Lotus spreadsheets
' be able to access Rdb databases. They want engineering graphics programs to
implement the DECwindows user interface. 1 Complementary software built
around a consistent user interface and common data management and networking

services reduces data processing costs. And, because Digital provides customers

and software developers with a well-defined and consistent architecture,
software written for a small system will run on a larger one. Software written for

prior generations will run on future systems. il

11




HTU lower software
development costs and
improve p mmer
productivity, we need a
complete set of CASE -
Computer-Aided
Software Engineering -
tools and the ability to
‘transport’ finished
applications from one
system to the next.”

Ed Hurd

Vice President and
General
Indus

Honeywell Inc.

The Digital Response:
CASEisnotbluesmokeand ™
mirrors. This year, Digital intro-
duced COHESION, a complete ‘
software development environ- @
ment with the services and CASE
tools that make it easier to write
applications for multivendor
computing.




nompuler Aided Software Engineering — CASE —tools are used to build
portable and integrated applications for multivendor environments. They're
1sis for strategic alliances between Digital and companies like Honeywell,
re developing systems for complex applications. Both parties work in a
non software environment, share the same tools, and follow common
odologies. | For example, Digital works with Honeywell’s Industrial
mation and Control Division to integrate process control and plant-wide
iation systems. These solutions consist of Honeywell application software
\ges, an interface that links Honeywell’s TDC 3000 process control system to
1| VAX computers, and a joint development product that will link TDC 3000
s directly to DECnet/OSI networks. B This integration gives Honeywell
ners in the process industries—oil and gas production, petrochemicals,
ind paper, power generation, and food processing —realtime, business-
red, decision-making capabilities. B Digital helps Honeywell achieve this
f integration through COHESION, a comprehensive software development
snment with industry-standard CASE tools and a complete set of services.
are developed in this environment will run on any VAX or RISC-based
I workstation or system. | Honeywell, like many manufacturers, systems
ators, and software developers, uses Digital systems, NAS software, and
= tools to develop “transportable” applications that will run on many
rsonal computers, workstations, or mainframes. B This unified environment
preads development costs over a broad range of systems, greatly increasing the
potential market for new software. Software has become the largest component
in most data processing budgets. Developing, documenting, updating, and
maintaining software can account for sixty cents in every data processing dollar.
But expense is only part of the problem. Most large organizations have an appli-
cation backlog. B Digital systems like the VAXstation 3100 and the DECstation
5000 workstations can help reduce this backlog. Each programmer can have
a dedicated VAX or RISC system with a complete set of development tools,

frecing production systems from the programming development workload. 1

Software

Development,

Transportability,

and the Application

Backlog
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H In retailing and
distribution, almost
everything involves
transaction processing.
That’s why we wanted
to integrate transaction
processing into a distrib-
uted environment where
it can run concurrently
with batch and time-
sharing applications.”

Lennart Nilsson
Information Systems
Director

IKEA Svenska AB

The Digital Response:
This past February, Digital
made every VAX/VMS system
afull-function production
machine that can handle a mix
of transaction processing,
batch, and timesharing jobs.

-



H roduction data processing supports the critical missions of a business.
duction systems aren’t running, business grinds to a halt. That's why there
uch interest in distributed transaction processing —where the network, not
individual system, is fault tolerant. B This is particularly true in retailing
stribution. IKEA, a $2.6 billion furniture retailer based in Almhult, Sweden,
¢ in point. A long-time Digital customer, IKEA operates 83 outlets and

vith 1,500 suppliers in 20 countries, and has a rapidly expanding

ceinthe US. B In atypical distributed transaction processing network,
slerant VAXft 3000 systems gather transactions from point-of-sale systems
ss them on to high-availability VAX cluster systems that maintain the

ate database. It’s a very cost-effective approach that eliminates the need to
ite every system on the network. There’s absolute data integrity. All VAX
:—from the smallest desktop workstation to a VAX 9000 mainframe—run
software that allows a single transaction to access and update multiple

sonanetwork. B VMS software implements this *“two-phase” commit
ure. One database isn’t changed unless all databases are changed. This is

-apability needed to build distributed transaction processing networks
witiple databases. In effect, every VAX computer has “mainframe”

ities. Application availability and recoverability, data integrity and

ity, and response time and elapsed time can all be matched to the customer’s

ific requirements. B The flexibility of Digital’s approach makes a lot of
sense to profit-conscious retailers like IKEA, Blockbuster Video, and Toys “R™ Us,
who use MicroVAX systems to capture transactions at the point of sale and who
have to maintain accurate, mirror-image databases at both retail outlets and
distribution centers. B Support is particularly important to these retailers.
Digital’s established presence in international markets is one reason IKEA has
bought more than 80 MicroVAX systems. Digital is there to help IKEA plan,

design, and implement its worldwide network. i

Distributed

Transaction

Processing
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!’I n a typical office, one user may run WordPerfect, another Microsoft Personal
,a third WPS-PLUS. People want software they’re familiar and comfortable
and Office
I'hey want to exchange compound documents, access videotex services,
nd and receive mail. B Digital is helping to break the barriers that Computing
ite one desktop and one department from the next. The office is no longer
| by four walls and a local area network. Future office systems will cut
s geographies and existing organizational structures. They will make use of
ing technologies for integrating voice and data, for combining text and
ics in printed documents, and for distributing transaction processing

lities across the organization. B The National Computer Board, Economic

ypment Board, and Trade Development Board are three Singapore
ment agencies linked in an intra- and inter-organizational DECnet
I A prototype of the office of the future, this network integrates
0 personal computers and terminals and two VAXcluster systems on the
of Singapore with overseas offices in New York, San Francisco, Frankfurt,
kyo. A fourth agency, the Jurong Town Corporation, will be linked to the
e by the end of 1990. B Working with PCSA, Digital’s Personal Computing
5 Architecture—a key NAS component—and ALL-IN-1, Digital’s office
nation and communication system, users can share files and network
rces, and mail and videotex services across the organization. And they can
wwose the desktop device that best meets their needs—a Digital VT420 or VT1200
terminal, an industry-standard PC like the DECstation 320, a Macintosh personal
computer, or a workstation. B This approach to office systems is based on stan-

dards and alliances with leading PC companies, including Apple, Ashton-Tate,

COMPAQ, Lotus, and Toshiba. These alliances help ensure that desktop systems
and applications using the MS-DOS, 0S/2, Macintosh, UNIX, and VMS operating
systems can share files and exchange information. B As a local manufacturer for
the past decade, Digital is committed to the idea of the “intelligent island.” Work-

ing with the Republic of Singapore, Digital is making the investments needed

to help the island country in its aspirations to become a global technopolis. §
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Professor Earll Murman
Di

AL i !
Massachusetts
Institute of Technology

The Digital Response:
Digital made multivendor
client/server computing a real-
ity. NAS provides common user,
data, communications, and sys-
teminterfaces for applications
running on terminals, PCs, :
workstations, distributed t
systems, and mainframes from
different manufacturers,




e

ﬂ sers want the simplicity of timesharing, the “one-to-one” convenience
»nal computers and workstations, a#d the power of a network that can tap
‘omputing resources within the enterprise. Client/server computing goes
nd the familiar local area network linking PCs together. B It’s relatively
build a local area network to support a handful of PCs. It is quite another

build a LAN that will support over 10,000 workstations from a number
rent manufacturers and provide each user with transparent access to a
r of different applications and services. B That was the goal of Project
['his $100 million, eight-year joint project among MIT, Digital, and IBM
the MIT campus into a living laboratory for client/server computing.
Uindow System was developed as part of the project. It provides a
independent windowing interface to any workstation on the network. §
{ows, a NAS component, is Digital's implementation of the X Window
\s part of the DECwindows program, Digital developed an application
- that makes it possible to write a single program that will run on many
computers. This interface has been incorporated into the X Window
pecification and has been adopted by the Open Software Foundation as
\mponent in an emerging standard for client/server networks. § With
v standard, users will no longer have to learn a new set of commands
time they run a new program. They will no longer have to deal with the

complexities of the network. In fact, they won’t see any difference between a

program running on the desktop and a program running on any other system

on the network. They won’t know—or care—whether the application is running

under the VMS, UNIX, MS-DOS, 08/2, or Macintosh operating system. B At the

same time, users will be able to access information anywhere on the network.

Using NAS, a generation of specialized systems like the VAXserver 4000 and the

DECsystem 5000 servers are optimized to support VMS, UNIX, MS-DOS, 05/2,

and Macintosh clients, while maintaining very large databases and serving as a

link to datacenter mainframes. B

Client/Server

Computing
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H Our goal is to build

an open, accessible system

to integrate Nomura's
worldwide operations.
As the systems integrator,
we want to work with
computer companies

that are committed to
multivendor networking
and international
standards.”

Kenjiro Hayashi

Executive Managing

Systems Research
Division

Nomura Research
Institute

The Digital Response:
Digital is working with cus-
tomers, telecommunications
companies, and other computer
manufacturers to develop and
implement the open standards
our customers need to build

multivendor and international
networks.




ﬁhe Nomura Research Institute (NRI) is developing a strategic financial
or various customers, including the Nomura Group, the world’s largest
| institution. Nomura wants NRI to create a network that will make
~ing data or messages among computers in London, New York, and
s simple as communicating with a PC in the next office. For example, the
1 support system for Nomura will support realtime arbitrage and risk
ment by integrating various systems in different offices into a single, open
l. B NRI's goal is to create a single system that will be the common
v of the entire Nomura Group. Building this network means conforming
national standards and integrating the efforts of a number of different
er and telecommunications companies. B For NRI, working with other
ies is a way of life. In the financial services industry, success often comes
rking with competitors, from developing mature relationships with
1s and suppliers, and from building a strong presence in local markets.
| of cooperation is a model for computer manufacturers and telecom-
ns companies. B Digital helps customers achieve their strategic business
caking the same approach as NRI. Digital has established alliances with
relecommunications providers and equipment manufacturers and plays
¢ role in international organizations that develop and set standards.
jut these standards, it would be difficult to introduce products and services
desipned to support a multivendor computing environment. For example,
Digital’s FDDI-Fiber Distributed Data Interface—products provide high-speed,
100-megabit-per-second, local area network communications. These new
products are based on a standard published by the X3T9.5 committee of the
American National Standards Institute. # Implementing international
standards and supporting international customers requires an established global
infrastructure. Digital Equipment Corporation Japan has the resources needed to
provide global account management and to coordinate the efforts of Digital

networking specialists in the U.S. and Europe. I

The

Network
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ﬁ\\"c want to choose
the best solution regard
less of who makes it. And

we want everything to

work together just as if it

came froma s
dor. Networking is more

gy AT
2 - -

than linking computers,
it's helping peo
work together as a team.”

Carmine Vona

for]
Bankers Trust Company

The Digital Response:
During the year, Digital
introduced additional Network
Application Support (NAS)
software to integrate Digital,
IBM, Apple, and other systems

so both computers and users
can work together,




letwork Application Support, NAS, is more than an architecture; it is a Network

< ensive set of software products that is being used by Digital customers
Application

t S is windowing, electronic mail, electronic document interchange, data

nent, and spreadsheets that can be shared among different systems. Support
I op, commercial, and technical applications. B With NAS, distributed
/server applications run across Digital networks. NAS is the logical
( ) of Digital’s long-standing commitment to desktop-to-datacenter
ility. As VMS was Digital's architecture for the 1980s, NAS is the Digital
ire for the 1990s. It applies the lessons and disciplines of VMS to a
lor environment. But NAS does not replace VMS or other operating
S it enhances them in a way that lets the customer build a multivendor
.2 environment around existing systems. B The new Bankers Trust
t jom at Broadgate in London demonstrates this capability. In the past,
t coms depended on video technology to provide a picture of market

ut with feeds coming in from a number of different reporting services,

it ome increasingly difficult for traders to find and focus on the specific

ir ‘o they needed. B Working with software specialists, network analysts, |
ha - engineers, and traders, the Digital/Bankers Trust team solved the |
pr by converting the incoming video feeds into a digital format. Where it

used (o take a trader ten seconds to call up specific information on a display, it

now takes less than half a second. And when you're dealing in a market where
prices change by the second, time is literally money. B By combining its
knowledge of capital markets with Digital’s technology, Bankers Trust has been

able to create applications that can be used in trading rooms around the world.

Network Application Support provides the needed links to existing networks,
computer systems, and applications. § This capability made Digital the
world leader in multivendor networking. Every Digital system—from desktop

computers and workstations to the VAX 9000 mainframe designed for

production data processing—is a network computer.
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Eleven-Year Financial Summary

1990 1989 1988 5
Operations (in millions except per share data) RS - 8 ' 1987
s wox N Conre's A $ 8,146 $ 8,19 $ 7541 $ 625
Prodiet SA1Es . ., o seiols oo 0 el @ WS Taio biae &role bin i0(s s o 481 :s . o e s “3;
Service and Q[her FEVENUES . c i cusvesvsssssasrsasnans Vi i S - n MRS
. e 12,943 2,742 11,475 9389
Total OPErating TeVenUES. . . .. ..o v ooussassseenzsssoes 7 3 __ 98
Costs and Expenses ) 249 5 463
Cost of product sales, service and other revenues ........... ; 4;. ; ‘:: ‘1 e : -;(; ,1;31 4
Research and engineering EXDEIISES . oo vawassarnseasess J’S’l s'(..\u ;-W‘h 2.2;0
Selling, general and administrative expenses’ ............... 4,52 ‘ 066 3
SRR 1,336 1,635 )
Operating iNCOME: . .. v v ssassassansasssssssenss 13 3 3¢ ¢ 1612
i 24 4 2
TP erest TCOME . 5t e T T L T g B vy ¥y eais e ba l;‘;’ ] 5 1‘: lj
TOMPLIESE CRPENSE 0.0 o »ixiwisiaia aie's siWolnslos A ism 4 ¥ w 0 58 0040 0w o .
Income before inCOME taXes. . ... vvvveanenreeaneanes ‘ e 124 1,421 1,741 1.689
Provision for income taxes. ..........c.oiviiniie..s Siais s 50 348 435 552
Nt ICOMIC i1 5 v S R Te Y e v o8 Ny oa® WiRe v s s 74 $ 1073 $ 1,306 $ 1137
INEt INCOME PEr SHATE™E . i il reioie piaimiela ois sle waieis re's 4050 575 o3 s 59 § 845 $ 990 § 83
Weighted average shares outstanding, .. ................. : 125 127 132 133
Financial Position (i1 millions except per share data) .
HIVEOTOMIER . 1vrs detaves e s s S R ooy $ 1,538 $ 1,638 $ 1575 § 145
Accounts receivable, net of allowance ... .......... .. . $ 3207 $ 2965 $ 2592 $ ?»312
Property, plant and equipment, atcost. .. .......... ... $ 7,027 $ 6249 § 5210 $ ),SS?
Botal assels: . .. o 1 Srne (o T AR $ 11.655 $ 10.668 $ 10,112 § 8407
BONEtermi eI, . & o dchn e, ol o SUER L ML $ 15 $ 136 $ 124 § 209
Stnckholders” equity. . <. e Sl U MR $ 8,182 $ 8036 $ 7510 $ b.ﬁf
Stockholders’ equity perahanet o, L $ 66.76 $ 6612 $ $9.47 § 4987
General Information and Ratios
(dollars in millions except stock prices)
Carrent £t - 200 e s DI B8 e s 2.3:1 2.9:1 2.9:1 j4l
ik titio . o e el L L i3 1.6:1 19:1 2.0:1 24'1
Wor!c%ngcapital ................................. 2 $ 4332 $ 4501 § 4516 § 437
Addmops to property, plant and equipment .. . .. $ 1.028 g 192 $ 1518 s W
DEPRECIAtion .. i dutv-iuls L om v ottt S« $ 759 < 659 s 516 § &
Debt to debt plus equity ratio. . ,..... ... ‘ 189 .39 " 6% 41%
RIS AT g 2o SR SR A - R e S ; 8% e
Operatmg mc0{ne as a percentage of revenues ... €V 5500 A% 10.5 14.2% ,_.:
Incom.e before income taxes as a percentage of revenues ... 1.0% 112 15.2% 18,9:
Edbective X 1atE. . v st b 1y s L 40'0“ g ; 8 0% 33.,?.-
Net \acome as a percentage of revenues. ....... .. . : 6"" nas 11.4% ll.l;c
Net income as a percentage of average stockholders' equity . . 9% 138 18.9% 18.
I;Ilet ugcomfe js a pclrccmage of average total assets ... .. : 79 0.3 14.1% H_,(;.-
umber of days sales of accounts receivable o 08 2o e =5
Inventoryturns ........... ... utstanding. . . , . . 86 76 % 4
Number of employees at year-end . 3 0 e Ty e it 21 s:x; 11050
Common shares outstanding (i thomsand)a X ine o ' 124,000 125,800 121, 7% 126,187
g sands) .. .... ... St 126,290 x
Stockholdersatyear-end ... ..t ' 122,535 121,95 ""]( ” 90’
4 S I A N O 1 0 T T 9 . 99 (R4 03.162 e
o et high and low sales prices .., S A s 1339;; $ 1’:‘» ’\: $ 199-99 g 1744
= O 44&46-00 v L L

e e



1986 1985 1984 1983 1982 1981 1980
$ 5,103 $ 4,530 $ 3,804 $ 2,828 $ 2,739 $ 2313 $ 1,736
2,487 2,156 1,780 1,444 1,142 885 632
7,590 6,686 5,584 4,272 3,881 3,198 2,368
4,282 4,087 3,379 2,606 2,188 1,779 1,320
814 717 631 472 350 251 186
1,665 1,432 1,179 831 758 632 479
829 450 395 363 585 536 383
116 63 41 61 103 60 54
88 82 35 13 15 29 27
857 431 401 411 673 567 410
240 (16) 72 127 256 224 160
$ 617 $ 447 $ 329 $ 284 $ 417 $ 343 $§ 250
$ 4381 $ 371 $ 2.87 $§ 250 $ 3.76 $ 335 $ 273
131 124 115 113 111 105 94
$ 1,200 $ 1,756 $ 1,852 $ 1,354 $ 1,137 $ 1,102 $ 820
$ 1,903 $ 1,539 § 1,527 $ 1,125 $ 808 $ 758 § 629
$ 3,263 $ 2,828 $ 2352 $ 1,91 $ 1,605 $ 1,128 $§ 772
$ 7,173 $ 6,369 $ 5593 $ 4541 $ 4,024 $ 3,456 § 2,666
$ 333 $ 837 § 441 § 93 $ 92 $ 88 $ 49
$ 5,728 $ 4,555 $ 3979 $ 3,541 $ 3,165 $ 2,680 $ 1,652
§ 44.54 $ 3843 $ 34.42 $ 31.42 $ 28.65 $ 24.65 $ 18.12
4.9:1 4.9:1 3.8:1 3.9:1 4.1:1 4.2:1 45:1
3.5:1 2.8:1 1.9:1 2.0:1 2.3:1 2331 2.6:1
$ 4,223 $ 3,694 $ 3,001 $ 2377 $ 2,181 $ 2,030 $ 1,658
$ 564 $ 572 $ 452 $ 419 $ 511 $ 399 $ 210
§ 384 $ 315 $ 253 $ 203 § 153 $ 102 $ 70
5.5% 15.5% 10.0% 2.6% 2.8% 3.2% 22.9%
10.9% 6.7% 7.1% 8.5% 15.1% 16.8% 16.2%
11.3% 6.4% 7.2% 9.6% 17.3% 17.7% 17.3%
28.0% (3.7%) 18.0% 31.0% 38.0% 39.5% 39.0%
8.1% 6.7% 5.9% 6.6% 10.7% 10.7% 10.6%
12.0% 10.5% 8,79 8.5% 14.3% 15.9% 18.0%
9.1% 7.5% 6.5% 6.6% 11.2% 11.2% 11.0%
79 75 83 82 73 73 81
29 23 2.1 2.1 2.0 1.9 2.0
94,700 89.000 85,600 73,000 67,100 63,000 55,500
128,591 59,253 57,811 56,357 55,227 54,348 45,568
76,860 68,810 44,389 40,903 44,706 39,948 35,144
$ 94-46 $ 63-39 $ 61-33 $ 65-32 $ 55-34 $ 55-29 $ 41-27

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

rs¢n? N()ff B 0/ Not " . . .
Notes to Consolidated F, ctal Statements. g
3 s by ‘Includes restructuring charges of $550M in 1990.

Per share data adjusted to reflect two-for-one stock split in May 1986.
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t's Discussion and Analysis

Managemen
| Condition

of Results of Operations and Financia

Income and Expense Items asa
I

Percentage of Total Operating Revenues der _
e 0 centage Chansn
= 8
1988 1989 1990 Income and Expense items 1989.90 198880 o
- —— 1987.88
65.7% 64.3% 62.9% Product sales (1%) 9 ——
34.3% 35.7% 37.1% Service and other revenuces 5 14 2%
== . 25%
100.0% 100.0% 100.0% Total operating revenucs 2 1 e
- 98
40.3% 42.3% 47.0% Cost of product sales 10 T —
1y . - "
61.7% 60.9% 61.9% Service expense and cost of OUHET FENs 7 14 2
= v L] 7%
47.7% 49.0% 52.5% Total cost of operating revenues 9 14 ——
11.4% 12.0% 12.5% Research and engineering ex penscs 6 . 20%
26.7% 28.5% 30.7% Selling, general and administrat . 9 10 25
-4 - 4.2% Restructuring charges ) 5
L 0/ / y ) 3 L
14.2% 10.5% 0.1% (:)pcr.umg income 99 I8 “]
13::; 1.0% L1% Interest income 15 14 “
0.3% 0.3% 0.2% Interest expense 22 2 “
15.2% 9 . " — - N
2% 11.2% 1.0% Income before income taxes 91%) 18 .
3.8% o ¢ L
0 28 o 0.49"0 Prm';sum 1O INCOmMC taxes [T A " . 2
11.4% 49 : ' - o=
1.4% 8.4% 0.6% Net income ;
%) 18 I5%
Asanaid to i \
the above (aslnd?rﬁ?ndmg the Company’s operating results and the percentase .
i : es indicate the percentage relationships of RS £ \ sc items for such years
come and expense items included in the Consolidated nes ' . f operating revemucs sie um s

Statements of Income for the three years ended Tune 30, 19%




In 1990, the Company's operating revenues grew by 2%
compared with the prior year. All of the Company’s growth
ocecurred in its overseas markets. For the year, international
revenues accounted for approximately 56% of the Company's
total revenues.

Product sales, which accounted for approximately 63% of
operating revenues, were essentially flat compared with those
of the prior year, following increases of 9% in 1989 and 21% in
1988. The lack of growth of product sales reflects persistent
weakness in the U.S. market, a contraction in the rate of growth
in some of the Company’s overseas markets and a revenue
decline in the Company’s high-end product set pending pro-
duction start-up of the new VAX 9000 mainframe computer.

A pervasive change in industry demand, favoring low-end

and desktop products, also was a factor. The Company has
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 broad range of multiven-
dor client/server software, service and hardware products.

During the second fiscal quarter the Company announced

its VAX 9000 mainframe computer system. The machine has
met with a high level of customer interest and is functioning

at speeds 30% faster than those noted at the time of the prod-
uct’s announcement. In anticipation of the availability of the
VAX 9000 mainframe, demand for a number of the Company’s
other computer systems declined during the year.

In 1990, service and other revenues grew by $245 million

or 5%, following increases of 16% in 1989 and 25% in 1988.
Service revenue growth slowed somewhat from the prior two
years, reflecting the same factors that affected product sales
growth. Service revenues also were affected by changes in
warranty policies, the high level of product quality, and price/
performance improvements that often lead to product replace-
ment instead of maintenance.

Total Operating Revenues

Year $ Millions
0 N ATT T T 2943
 — R
5 S 1475

Y e V5 9389
S — 8T 7590
S o 256 6686
Yo 1780 5584
S ommm M4 4272
S o VM2 3881
81 [ 3198
80 [ 2368
M Scrvice and Other Revenues
B Total Operating Revenues

Non-United States Revenues

Year $ Millions
o PR TR T S R S S 7281
s DRSS TR 0
88 5730
5~ DTSRI (e 4413
so CEDTERRSSIRETSY 3179
s5 (N 2642
s I 1978
53 N 1543
g2 L
s I 1302
so [N -2




Expenses and Profit Margin$ o

i ined from the previous year,
'S gross margin declined .
im}ée Cgmparx;l);‘:rﬂy lower than anticipated revenue ,.rmn» h, the
::it::gir:paa of currency movements, COMPENTIVE pricing
gergssmes and a shift in the Company's mix of pmduc:::rnu
nues from larger systems toward smaller desktop syst
shift shows a trend evident throughout much of lhc mdx:;r:i 1
as customers migrate applications to more of a distribut d deta
rocessing environment and place MOre COMPUIET FESOUrces |ln
fhe hands of the ultimate user. Service gross margin was slightly
lower than the previous year.

The Company continued to be among the leaders in the indus
try in its commitment to research and engineering investment
The Company believes such investment 1s cnuql 10 maintain
ing a strong competitive pasition and ensuring future growth
Research and engineering expenses grew 6% in 1990 and
represented 12.5% of total operating revenues, compared with
12% in 1989 and 11.4% in 1988. For the last three years com
bined, the Company'’s investment in research and engineering
exceeded $4.4 billion. Approximately 10,500 professional
employees are involved in 2 number of research, engineering
and programming activities sround the world. These activities
include developing or enhancing systems, related peripheral
equipment, and software, and expanding product applications
and multivendor systems integration,

During the year the Company introduced many new hardware.
software and service products. Early in the year the Company
added new DECsystem 5800 series RIS(C systems and extended
its family of expandable VAX systems with MicroVAX and
VAXserver 3100 products. Atthe same time, the Company
added to its Network Applicuion Support (NAS) software
which allows customers to combine VAX. RISC systems and
systems from other manufactyrers in a multivendor network

In the second quarter a number of
multivendor network management
junction with several third-p
Company enlarged its fami
duction of two models of the
The Company also reconfigu
system to support multivend

new products that simplify
Were announced in con

a1ty companies. At mid-year the
Ofduklop systems with the intro
VAXstation 3100 workstation
ted its ALL N1 integrated office
OFSystems in a client/server

software on the desktop gives

model. In this relationship, client
USErs access to the network while

_5\

Research and Engineering
Year $ Millions
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system, the VAXft 3000 computer. A new version of Digital's
ULTRIX operating system also was announced, with many
new features including the ability to support symmetric

multiprocessing.

Shortly after the close of the year, at DECWORLD 90, the
Company announced new products for critical elements of the
emerging client/server market, including software, hardware,
networking and management capabilities. At the forefront of
the Company's client/server strategy is the VAX 4000 Model
300 system. This system has excellent price/performance char-
acteristics that allow it to perform high capacity input/output
and network traffic tasks at considerable cost savings to the
customer.

Selling, general and administrative expenses increased 9%
over the previous year and represented 30.7% of total operat-
ing revenues, compared with 28.5% in 1989 and 26.7% in
1988, The Company continued to invest in its sales, marketing
and Enterprise Integration Services organizations to promote
sales growth and enhance customer support. Much of the
increase in spending represented the addition of personnel

as the Company increased the size of its sales organization.

For the last several years the Company has invested heavily

in all facets of its operations in anticipation of higher revenue
growth than what was actually achieved. Although the rate

of spending growth has been reduced, the Company's overall
profitability has declined. Consequently, the Company absorbed
restructuring charges of $550 million to cover the cost of
employee separations, reskilling, retraining and relocation,

as well as facility consolidations and related administrative
costs, mostly in the United States. As a result of this charge,
!he Company incurred a $378 million loss before income taxes
in the United States in the 1990 fiscal year.

A portion of these restructuring actions occurred in fiscal 1990
bUI‘ most will occur during fiscal 1991. The considerable cost
savings benefits expected from these actions, therefore, will be
realized partially in 1991 and more fully in 1992. During 1990,
worldwide employment declined from 125,800 to 124,000.

The restructuring charges contributed to the lowering of the
Company's operating margin for the year to .1%, compared
with 10.5% in 1989 and 14.2% in 1988. Some positive impact
from these charges will be realized during the 1991 fiscal year,
and the full impact of actions taken in 1990 and 1991 will be
realized in fiscal 1992.

The Company’s positive cash flow, high cash balance, low level
of debt and overall sound financial condition leave it well-
positioned to absorb the restructuring charges without any
serious impairment to its financial strength.

Interest income in 1990 increased from 1989 levels, reflecting
higher cash balances. Interest expense decreased from the pre-
vious year due to a lower level of debt outstanding.

The Company'’s effective tax rate for 1990 was 40%, up from
24.5% in the previous year. The increase primarily reflects the
inability of the Company to utilize all of the foreign tax credits
available to it due to the lack of profitability in the U.S.

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 statement has been
amended by SFAS No. 103 which defers the effective date of
adoption. The Company must adopt SFAS No. 96 no later than
fiscal year 1993. Management does not anticipate that its adop-
tion will have a material impact on the Company’s consoli-
dated financial position and results of operations. There will be
no cash flow impact from these adjustments.

Employee Population

Year Thousands
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Availability of Funds to
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Cash to support the Company’s operations has historically
been met with internally generated cash supplemented with
external financing. During 1990, internally generated cash was
more than sufficient to support operations.

During the three-year period of 1988-1990, cash generated
from operating activities exceeded cash used for investing
activities by $681 million. In 1990, net cash generated from
operations and investments was $331 million, com pared with
$189 million in 1989 and $161 million in 1988. The increase in
net cash generated from operations and investments from 1989
to 1990 reflects lower capital spending.

During 1989 and 1990, the Board of Directors authorized the
repurchase of ten and five million shares, respectively, of the

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 92,934 stockholders of record as of June 30, 1990, The
high and low quarterly sales prices for the past three fiscal
years are presented below.

. 1990
Fiscal Quarter High -
First $103%% $ 91
m“d 942 794
Fo d 904 693

urth 95 76

- 1989
Fiscal Quarter High i
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Third o 110
Fourth 1444 1035/,
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Company's common stock on the open market. In the second
quarter of 1990, the Company repurchased 1.7 million Shar:s
of common stock at a cost of $159 million to complete the
10 million share authorization. In the fourth quarter of 1990,
the Company repurchased 1.3 million of the five miﬂionsha;c
authorization at a cost of $111 million

Cash and temporary cash investments rose to $2,009 million at
the end of 1990 from $1,655 million at the end of 1989, Unused
lines of credit at the end of 1990 were $784 million

The Company's financial performance, together with its sub.

stantial reserve debt capacity and high credit rating, leave it
well positioned to obtain cash required for future growth.

Total Stockholders' Equity

Year $ Millions
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Spending for Operations

The Company continued to make investments during the 1990
fiscal year to ensure product quality and technological com-
petitiveness, while maintaining its sound financial position.

The Company invested $1,028 million in property, plant and
equipment in 1990 compared with $1,223 million in 1989. In
the last three years, capital expenditures have exceeded $3.7
billion. This sizable investment in the future aims at supporting
the Company’s growth, improving manufacturing and engi-
neering processes and techniques, and advancing employee
productivity. Nearly 72% of the current year's total was spent
for machinery and equipment, The balance of the capital
spending was for buildings, leasehold improvements and land.

Despite lower than anticipated revenue growth and a number
of product transitions, inventories declined in 1990 by $100
million or 6%. All three categories of inventory —raw materi-
als, work in process and finished goods—declined from 1989
levels. Average year inventory turned 4.3 times, an improve-
ment from 3.9 times in fiscal 1989 and 3.6 times in fiscal 1988.
Accounts receivable grew 8% in 1990 due principally to the
larger proportion of non-U.S, revenues, extended payment
terms, and the impact of currency on overseas operations.
Consequently, days sales in accounts receivable grew to 86
days compared with 76 days and 75 days in the two prior
fiscal years.

The Company added approximately 1.3 million square feet of
building space in 1990, bringing the total amount of space to
44.2 million square feet in approximately 1,200 owned and
leased facilities. Major projects completed during the year
included new customer sales facilities in Atlanta, Georgia, and
Sydney, Australia, and a new engineering storage systems facil-
ity in Shrewsbury, Massachusetts.

The Company will continue to invest for the future, and antici-
pates that its capital spending level in 1991 will be in the same
general range as that of 1990. 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 and Equipment
Depreciation Expense

Year $ Millions
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Report of Management

The Company’s management is responsible for the preparation
of the financial statements in accordance with generally
accepted accounting principles and for the integrity of all the
financial data included in this Annual Report. In preparing the
financial statements, management makes informed judgments
and estimates of the expected effects of events and rransac-
tions 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 thar management fulfills its
responsibility with respect to the Company’s financial state-
ments and the system of internal accounting controls,

Romuln“nmmw

The Audit Committee meets periodically with representatiyes
of management, the independent accountants and the Comps.
ny's internal auditors to review audits, financia reporting, and
internal control matters, and also meets with the Companys
outside counsel on related matters, The independent accoyy.
ants and the internal auditors have full and free access to the
Audit Committee and periodically meet privately with the
Audit Committee.

Coopers & Lybrand, independent accountants, have been
engaged by the Board of Directors, with the approval of the
stockholders, to examine the Company's financial statements,
Their report appears below.

Pl ) e~

Kenneth H. Olsen
President

[Sasase 1. Qe L

James M. Osterhoff

Vice President, Finance

To The Stockholders and Directors,
Digital Equipment Corporation

We have audited the accompanyi i
He panying consolidated balance

gnd]uly 1,1989 and the related consolidated statemengs of

management, Qur responsibility js to ex inion
! press an
these financia| statements based on oy audits, e

ing standards, Those standards reqy; ]
perform the audi 10 obtain reasonabl:isuu?andc:lml:rnh:xn:cr

the financial statem
o ents are free of ial mj
auditincludes R Material Mmisstatement, An

In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidated finan-
cial position of Digital Equipment Corporation as Of: June 30,
1990 and July 1, 1989, and the consolidated results of'us opera-
tions and cash flows for each of the three fiscal years in the
period ended June 30, 1990 in conformity with generally
accepted accounting principles.

Compers ¥ Lypnord_
Coopers & Lybrand

Boston, Massachusetts
July 25, 1990
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Consolidated Statements of Income

(in thousands except per share data) o 2y
June 30,1999 July 1, 1989 July 2, 1988
Revenues (Notes A and C)
Broductsales.. ... coivitiiinini i § 8,145,491 $ 8,190,308 $ 7,541,241
Serviceand other revenues. ..........o.. iy L, 4,797,032 4,551,648 3,934,205
Total OPEORtING FEVEAUER. | v o2 stn o avsosnis s mm e 12,942,523 12,741,956 11,475 446
Costs and Expenses (Nozes A, D and )
Cost of product sales , . . . TIOR8 5 ol 3,825,897 3,468,307 3,002,172
Service expense and cost of other revenues. ..., .. 2,968,529 2773.563 i
Research and engineering ex PORNEE .2 voe v dviskiinns etk 1,614,423 1,525,129 s
Selling, general and administrative CXPENSeS. ... . vty 3,971,059 3,638,868 s

Beittucrbiog churges (NGB a3 ok it 550,000 2 6
“pasgiooome; . PRSP e oS Abba p e 12,615 1,336,089 1,635,000

DRI RCOMRT v kv o Wt it N 142,015 124,021 143,665
Interest expense . . . . . BN R ST L ] 30,641 39435 37,820
Income before income e R L & O Y il s 123,989 1,420,675 1,740,845
Provision for income Wxes (Notes Aand BN oot oo 49,596 348,065 435,212
Netincome... .. o E S PR B A $ 74,393 $ 1,072,610 $ 1,305,633
Net Income per Sies (Note v, 8 AR E S AR EEN $ 59 $ 845 $ 9.90
Weighted average shares outstanding (Note B). ... .. . ... . 125,222 127,008 131,923

The accompanying notes are an integral part of these financial slatements




Consolidated Balance Sheets

(in thousands) — ——

) June 30, 1990 July 1, 1989
e ——

Assets

Current Assets

Cash and cash equivalents (Note F). ... . ... .. P oL P T SRR PR YT PN $ 2,008983  § 1655264

Accounts receivable, net of allowance of $87,632and $74,345 ... 3,206,765 2,965,408

Inventories (Note A)

REWIDALEHANS . .« coiaisnessissoieseassvaassssssstsnrsreansssess 352,976 360,135

WOTK-In-PrOCESS . i v ssssssssessassnssarssnesnnssssesones ) 479,472 570,064

Finished goods ..................................... : 7057‘810 707.802

o NS AR SN PN A AP N 1,538,258 1,638,001

PRERRULEXDIEONCS ot . - bvia v s 5sl5 o5 $5/4/s/s amasaas s aanassnsss s ‘ 345,797 255,195

‘ Net deferred Federal and foreign income tax charges. . ............ A 521,809 381,140

: R YT 3 RO L O O S A 7,621,612 6,895,008

: Property, Plant and Equipment, at Cost (Noze 4)

‘ e e S e e (A P S AR - 352,296 300,540
e A s L R A A O I S R L T e T T P T T 1,712,204 1,599,673
Leasehold improvements . ... ........ovoiririiiainnini... 569,885 530,773

. Machineryand equipment . .. ... ...oviiiiniiiriiieian.s Ehas by 4,392,609 3,817,587

} Toral property, plant and equipment, atcost ............... 7,026,994 6,248,573

y Less accumulated depreciation ....................... 3,158,902 2,602,677

| Net property, plant and equipment ...................... S 25 3,868,092 3,645,89%
Otherassets,net (Note G) - .. . .....oooeveesensennnnn, : 165,117 126,875
T S A SR 3y $11,654,821 $10,667,779
Liabilities and Stockholders’ Equity
Current Liabilities
Bank loans and current portion of long-term debt (Note H) ... ... $ 12538 § 2977
Accoumspayable..................................A__ > 660,819 553,818
Fcde‘_"‘Lfm"fisﬂtmdsmeincomeuaxes R AL R 453.997 445,977
Salaries, wages and related items ........ .. = S 472,153 300,93

revenues and customer advances (Note A) . .. . ... . . 903.038 833,831

Orher current liabilities (Note M) , ... ... ... 787,224 230265

...... / e S e

Total Current Liabilities ......... ... 3,289,769 2,394,039

"""" . . b I =T

F: deferred Federal and foreign income tax credits. .| _ 33,137 102,048

ng-term debt (Note H) ....... ... . ' : 150,001 13601

Total Liabilit —

A A 3,472,907 26321%
m Sty (Noes Land )

: on stock, $1.00 par value; authorized

B SO ey, os 1008

i 567 2481

Tm“medﬂor:kmss ............... U b ;;’,9; 6,366,418

SUTY SEOCK Bt Cots T A% Rog e Lttt sesanaiiaas SR e 6,257, ? 4

3 €0st; 7,453,501 shares and 8 471 655 shares . ., 1770.78ﬂ/w,

otal Stockholders’ Equity . . . <7 8,035,677

TotalLiabﬂhiﬁmdS ............................ - 8,181,914 el -

[ockho ] . — -
e’ Enuiy ... $11.654,821  $106607

45
iz accompanyin )
Panying notes are an mtegral part of these fmancial statemenss
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consolidated statements of Cash Flows

M_ 4P e Year Ended
t June 30,1990 July 1,1989 July 2,198

B )

Cash Flows from Operating Activities

Net income . . .« « « - : RO AT O 0 Lk & 131 0% $ 74393 $1,072,610 $1,305,633

Adjustments to reconcile net income to
net cash provldcd by operating activities

Depreciation and amortization ¥ o5 o s R e 796,201 686,738 527,141
Other adjustments to income o B PNAAR 92,329 49,702 66,349
(Increase) in accounts receivable s o8 L RRRIRY (241,357) (373,248) (279,972)
(Increase)/decrease in inventories , & omelearera 99,743 (62,942) (122,140)
(Increase)/decrease in prepaid expenses . 5 AN LI (90,602) 18,965 (154,967)
Increase in accounts payable . T A 107,001 30,645 92,598
B e crense) in taxes e , (201,560) (75,502) 92,600
Increase in deferred revenues and customer advances ... .... 69,207 105,847 252,059
Increase/(decrease) in other liabilities . ... ... .cvvvirvris 728,719 26,576 (80,916)
Total adjustments B T 1115 1,359,681 406,781 392,752
Net cash flows from operating activities . ........ccoviveess 1,434,074 1,479,391 1,698,385
Cash Flows from Investing Activities

Purchase of plant, property, and equipment .. ... ccvveuvis (1,027,625) (1,223,038) (1,517,579)
(Increase) in other assets, net o s Miee (75,489) (67,624) (19,212) |
Net cash flows from investing activities RRPARPRSI A ATV (1,103,114) (1,290,662) (1,536,791) '
Net cash flows from operating and investing activities . . ... .. 330,960 188,729 161,594
Cash Flows from Financing Activities

Proceeds from issuance of debt . ... ... .t iiriiinias o 17,661 40,425 7,283
Payments to retire debt | SIS (20,896) (153,245) (2,854)
Purchase of treasury shares PP 2 (270,231) (814,958) (363,499)
Issuance of treasury shares, inc luding tax benefits .......... 296,225 230,733 242,761
Net cash flows from HNANCING ACUIVITICS. . o 4« v v v v v vurnnvnas 22,759 (697,045) (116,309)
Net increase/(decrease) in cash and cash equivalents . ... .... 353,719 (508,316) 2 l‘gég;
Cash and cash equivalents at the beginning of year. ......... 1,655,264 2,163,580 . =
Cash and cash equivalentsatendof vear. . .....cvvvnrrvses $2,008,983 $1,655,264 $2,163,5

The accompanying notes are an integral part of these financial statements
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Consolidated Stat

ements of Stockholdon’ E

Totg]
Treasun Stoc.
(in thousands) nings \:: % ; h ’E"dfrs
L ) 942 SoEE gty
June 27,1987 $4410242  S59718) 629317
Purchase of 3,000,000 shares of treasury —
I R : (363 499 ‘
Shares issued under stock option and ik (363 4%9)
purchaseplans(Nozel) ................ 252 K25 456,142
Restricted stock plans, charge 10 operations . M 203317
Tax benefits related to stock option and 32,008
purchase plans (Note i e s AR
Netincome—1988 ....ooovvvreee - = 39.444
o : e 1,305,633
v $(507.075) $7.510374
Purchase of 8,247,000 shares of treasury
stock (NOte]) . v ivvnvnnnonnassens
Shares issued under stock option and Bi48) (814938
purchase plans (Note D). ...~ £ y49 a
Restricted stock plans, charge to operations . =0 e i
Tax benefits related to stock option and 634
purchase plans (Note D). . ... :
Net income-1989 ........... 346
L0 g 1072410
18 $(930,464)  $803560
Purchase of 3,053,000 shares of treasury
STOCKNOIE]) . o 2 0rvia e vnagnsnnaes ‘
Shares issued under stock option and (270,231) (27050
purchase plans (Note D). . . . .
Restricted stock plans, charge to operations (183.612) 429915 2465433
Tax benefits related to stock option and o
purchase plans (Note D) . ... . . .
Net income- 1990 e
June 30, 1990 74393 ,,,,El”/’
$6.257,199  $(770,780) $8,18194
=

The acco
= ; :
mpanying notes are an miegral part of these frmancial st
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Notes to Consolidated Financial Statements

Note A=Significant Accounting Policies

Principles of Consolidation (] The consolidated financial
statements of the Company include the financial statements of
the parent and its domestic and toreign subsidiaries, A|] signifi-
cant intercompany accounts and profits haye been eliminated,

Translation of Foreign Currencies [ For foreign opera-
tions, the U.S. dollar continues to be the functional currency,
Monetary assets and liabilities of foreign subsidiaries are
translated into U.S. dollars a current exchange rates, Nop.
monetary 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 historica]

rates. Exchange pains and losses arising from translation
areincluded in current income.

The Company enters into forward exchange contracts to delay
the short term impact of foreign currency fluctuations on oper-
ations and the asset and liability positions of foreign subsi-
diaries, The 8ains or losses on these contracts are included in
income when the Operating revenues and ex penses are recog-
nized and, for assers and liabilities, in the period in which the
exchange rates change, The cash flows related 1o these gains

and losses are classified in the statement of cash flows, as part
of cash flows from operating activities.

Revenue Recognition [ Revenues from product sales are
fecognized at the time the product is shipped. Service and
Other revenues gre recognized ratably over the contractual
Petiod or a5 the services are performed.

Note B~ Nes Income Poy Share and Drvidends

time of revenye recognition,

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 10 10 years (accelerated methods)

Netincome Per share is based on the weighted average

ny : :
mber of €Ommon shares and common share equivalents

Otstanding during the year. In the years ended June 30, 1990,

& vg 89, and July 2, 1988 common share equivalents were
ibutable o stock options.

Cash dividends hay

€ never been paid by the Company.




Note C—International Operations —_— e
Year End, d
(in thousands) — — fearEnded
June 30,1990 July 1,1989 July 2, 1988
SRR o e Ny 00
o Bk s S AR § 5,823,435 $ 5,848,975 $ 5,810,598
}Jnmted Sates CUSOMETS o o saissvssmnenssnnenansse o 2% el T
tETCOMPANY o« o s enyvesansasssvssssranensecs il ! =4 & BN TR R > iU
7,743,689 7,952,265 7,828,526
E FOMEES o oo 23 ot Calp Bk S aTe e v S\b lala o a\ate 0.9/ 89/ ¥ 9 5,242,740 5,130,052 4,221,631
Inltz‘:fgn::sa:y BT ). o e o LA 144,511 113,820 137,669
5,387,251 5.243 872 4,359,300
Canada, Far East, Americas, Pacific Rim customers ......... 1,876,348 1,762 :’2“’ 1,443,317
IDPErCOMPANY:«s s s /s ale s a/als's:sia'a Stass wisia/sisraiole ala s o s'o alas 1,087,099 1,065,746 912,786
2,963,447 2,828,675 2,356,003
D I AONS 372 ik 4o s 4 T e ) e e O s s g eri o Ste e & UJSITSZ) M (3,282 ,856) (3,068,383)
N O VI s e b e E e v o St o:aro(a 80106 $12942,523 £12,741,956 $11,475,446
Income L o
Dnited States sl fs e i L e crasiis $ (381,450) $ 510,364 $ 21--/)4
ERIOpe ., . Jscrinr el SUNGmSEDUSRAN NS R 1 478,225 815,655 770,133
Canada, Far East, Americas, PacificRim .................. 255,051 411,267 390,;?1
Elniinationst. & ot ol R e s (339.211) (401,197) ] (38,676)
OPeatin iNCOME, s e Sl S 12,615 1.336,089 1,635,000
nterest ficome: i, REHIE, Do E NI s *_Ii-t;.OlS 7 124,021 Hi '6(;5
IRt eTest expeann:s. s » ooih Led B MR W T 30,641 39,435 ”’lﬁq
Income before incometaxes...................... . $ lZA)T)g‘)i $ 1,420,675 $ LHO&
Assets
United Sttt vt o 4 b e e et v o e $ 5,786,798 $ 5,499,763 § 5245439
2 e e A e O 2 B A e 3,654,206 3,420,247 3,093,818
Canada, Far East, Americas, PacificRim ... ... ... ... 1:4 50:592 1.298.519 1393'906
Corporate assets (cash CQUTBBIEIIS) o'y b v's nio s s n s o oo 1,959,201 1 469.842 2‘05’-52{;
EIDINAHONS ... ..~ 05 0k 20 o ket d e (1,175,976) (1.020.592) ”‘_1'1’11_3,
Jotal assers ... scaisan b RN 2 ’ - - i $10,111,356
.................... $11,654,821 $10,667,779 G




Note C— International Operations (continued)

———

industry [ The Company’s business consists of the design,
manufacture and sale of networked computer systems,
software and services, and the integration of multivendor

systems.

International Operations [ Sales and marketing opera-
tions outside the United States are conducted principally
through sales subsidiaries in Canada, Europe, Central and
South America, the Far East and the Pacific Rim; by direct
sales from the parent corporation and through various repre-
sentative and distributorship arrangements. The Company’s
international manufacturing operations include plants in
Canada, the Far East, Europe and the Pacific Rim, 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

Intercompany transfers between geographic areas are
accounted for at prices which are designed to be repre-
sentative of unaffiliated party transactions,

Sales to unaffiliated customers outside the United States,
including U.S. export sales, were $7,280,880,000,
$7,016,952,000 and $5,729,879,000 for the years ended
June 30,1990, July 1, 1989, and July 2, 1988, respectively,
which represented 56%, 55% and 50%, 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 $3,753,644,000, $3,426,975,000
and $2,793,239,000 at June 30,1990, July 1, 1989,

and July 2, 1988, respectively.

The Company and its subsidiaries have defined benefit pen-
sion plans covering substantially all employees. Pension cost
isbased 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 con-
tributions are tax deductible, Contributions are intended to
PTOVi_dc not only for benefits attributed to service to date but
also for those expected to be earned in the future. For the USS.
pension plan, there were no contributions in either of the fiscal
years 1989 or 1990 due to the full funding limit of the Omnibus
BUdge: Reconciliation Act of 1987. The assets of the plans
mdu(.ig corporate equity and debt securities, government
Securities and real estate.

As a result of restructuring activities, a curtailment gain of
$65,000,000 is reflected in the net amortization and deferral
component of net periodic pension cost for fiscal year 1990.

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 June 30, 1990, July 1, 1989, and July 2, 1988, respectively.
The measurement dates for all plans were within 90 days of

year-end.

Net periodic pension cost for fiscal years 1990, 1989 and 1988
included the following components:

(in thousands) 1990 1989 1988

; ., / $ 188,068 $ 160,225

ISen ice cost-benefits earned during the Petiod. . . . .o vusansvsnss Aol MRS ERS 33; ‘;:: 111,095 90,283

Amerf:st cost on projected benefit obligation . .........c.cciiiiiinenirrenes (185:555) 230671) 90

ctualretgrnonplanass«:ts....A...A....,...........‘................... 6150 84129 (124.714)

€t amortization and deferral. . . ... .........0vevnisereesassnnynbanansonas ;664 S
Net periodic pension cos ek 1 v )

pension cost .
$137,597 § 166848 § 1383

Total iodi .
et periodic pension cost for all pension plans
e ——
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Note D—Pension Plans and Other Retirement Benefits ( continued)

The significant actuarial assumptions as of the year-end measurement
date were as follows:

1990 1989 1988

spmiongis

.................................. L, ? :
Expected long-term rate of return on planassets. . ... 9.500 9 : % ?5:(’
Rate of increase in future compensation levels. .. ... i 6.8% 6.8% 7.0%

-US. ion plans:

Ig;:oli.:[;::;snonpans AT 4 5.8 (075 7w = T a0 g 113 5.0-125%  5.0-125%  5.0-115%
Expected long-term rate of return on planassets. ... ..............oo. .. S.S-I0.0:" 5.0- l(t).():z(. 5.0- 10.0:'?
Rate of increase in future compensationlevels. .. ......... ... .o oL 50- 9.5% 4.0- 95% 5.3-10.5%
The funded status as of the year-end measurement date was as follows:
(in thousands) 1990 1989
Actuarial present value of benefit obligations: 1
Vested benefit obligation. . ... . cvvvveiviniieiaiieaieansoins SO S (692,386) $ (472,004)
Accumulated benefitobligation ................ ... ..., $ (785,533) § (552,685)

Projected benehtoblgRHON .. . vvaiosiaiai sa/eatsntaty s idatea s o s/a'5 s 3 o7
Plnascetsat faitvalue o . - oo s e i il s A s e s

Plan assets in excess of projected benefit obligation ....................
Contributions made after measurement date but before end of fiscal year .
Unrecognized DE/(BAIN) - .o i vvvvveneninnsncoaronsanensacneossens
Unrecognized prior service Cost . ... . ..........ooorrrernnnon..
Unrecognized transition asset, net

$(1,949,220) $(1,570,855)
2,219,322 1,884, 14(.1
270,102 313,291
5,983 3,112

(161,394) (140,296)
28,388 25,149

(128,400) (147,320)

$ 14,679 $ 53,936

In addition to providing pension benefits, the Company pro-
vides 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 $3,005,000, $1,565,000 and $1,025,000 for the years
ended June 30, 1990, July 1, 1989, and July 2, 1988, respectively.
The majority of the Company’s foreign subsidiaries do not
offer such benefits to retirees. Of those that do, the amounts
are immaterial.
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Note E—I[ncome Taxes

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

(in thousands) Year Ended
June 30,1990  July 1, 1989 July 2, 1988
DOERE. Lo i e s e DG o S (378476)  $530298 § 773.679
BORRIGN: .1y » wo.vion e b s Biomsmansiica bis A b ey S e s N o i 0 502,465 890,377 967,166 I
L N s i b b $123,989  $1420675  $1,740,845 |
The total provisions for income taxes were at rates different than the US. Federal "
statutory tax rate for the following reasons: ‘
1990 1989 1988 |
US. Federal statutory tax rate . . ... ovvuvrnnenssnsse s 34.0% 34.0% 34.0% !
Tax benefit of manufacturing operations in: (a) ‘
Pt RIS . T e s e v ey SRS A R (49.0) (3.9) (2.6)
HEBI, ..o v.ommevermsbmi ais e s oL e TR U RO (56.5) (3.3) (2.4)
SHIGUPORE . s .vioccarpiom wuimm o s 2o e d el e ettt g | (6.7) (0.4) (0.7)
DML oo 200l e e T e g L S (4.7) (0.4) (0.4)
Research and engineering credit ................... ... " (6.0) (1.5) (1.6)
Sthte Tcome teIE .0'uloh vt suauis e i 0.0 0.8 1.9
Foreign tax rates, net of s R L 90.9 1.6 L1 ;
OB o s oo bt i sty s et b i OSSN 38.0 (2.4) (4.3) I|
Effective ik tite. . Jnsns ittty b B i ey 40.0% 245% 25.0% (
The Company has underutilized U.S. tax credits equal to December 1999.The incor.ne from certain produqs manufac- ‘
$94,000,000, of which $16,000,000 will expire in 1994 and tured by the Company’s S_mgapf)rean manufacturing sub-
$78,000,000 will expire in 1995. sidiary is wholly exempt from Singaporean taxes through i

December 1990 and partially exempt through December 1993. ‘

(@) The Company’s manufacturing subsidiary operating in The income from certain products manufactured by the

Puerto Rico is subject to tax at a rate of approximately 8% Company’s subsidiary operating in Taiwan is subject toa )
on its manufacturing earnings through fiscal year 2003. The reduced tax rate of 20% through May 1991, while the income I
income from products manufactured for export by the H
L(_’mpan_\"s Irish manufacturing subsidiary was exempt from through January 1994. v
Irish taxes through April 1990. After that time, the Irish manu-
facturing operations are subject to a 10% tax rate through

from certain other products continues to be taxed at 20% [ |




Note E—Income Taxes (continued)

The components of the provisions for US. Federal and foreign
income taxes were as follows:

)f
(in thousands) i el ear Ended
June 30, 1990 ' _!ul\ l.rl‘lK‘f July 2, 1988
gii;‘fefﬁl? .................................. § 33940 £136,331 £175.079
e, e T IR
TOtAL. oo 1octs e dtre etz R R L e v S 4 5 eoe 3 $ (79,108) £129.556 $ 94961
Foreign ) :
CUTEEDt S 1o 7s s s1a e s a L D heaa (Ve et il Tal foie s/ i 5le o o 9’ $ 187,516 $211,652 $259,246
Deferred i L iy il Rl a3 LAl aae e s b iceie s s (58,781) (10.861) 31,483
1o | (BN e o R e T S A R R $ 128,735 £200,791 $290,729
StaTe INCOME TAXES . aivs slebie S oiniare s sia s lslelot ialeinlosis 30 4" sis % & S (31) $ 17,718 § 49522
Total income taxes: Lo, Lo i e e ik suo ok s orer e a/e-0re ; $ 49,5% $348,065 $435,212

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 differences in

the years ended June 30, 1990, July 1, 1989, and July 2, 1988,
and the tax effect of each were as follows

(in thousands) Your Ended

June 30,1990 July 1,1989 July 2,198
Inventory related transactions . ............... ... .. .. S _ejo;é_ $(26,909) $ 1353
Deferred warrantyrevenue .................... .. ... 64,621 14,687 (9?'210)
Depreciation: 5 sis oo NI PTS IR o (35,813) 6,089) H
Beniskin'donk -2 SRR AR (50,135) (21,656) 20289
Restroctiiming < o e ) s (119917) T Y3
Other ..o R e PR e (36,653) 22,331 2
Totl o v niomat e it SRS SO & ) ) - i suﬁ,szg] $i |7.¢'-sm $(48,635)

In connection with its normal examinations of the Company's
1984, 1985 and 1986 tax returns, the Internal Revenue Service
has proposed adjustments, The Company believes its judg-
ments in these matters have been appropriate and intends to
contest certain of the adjustments proposed by the IRS. In
addition, the Company believes any adjustmtt;ts which might

result would not have a material effect on the financial
statements,

pany to adjust its
es. The Statement has been

amended by SFAS No. 103 which defers the effective dage of

adoption.

The Company must adopt SFAS No. 96 no later than hscal.
year 1993. Management does not anticipate that the adOP"“’_“
of SFAS No. 96 will have a material impact on the Cqmpm’;')hire
consolidated financial position and results ot operations.

will be no cash flow impact from these adjustments.

s for

. . ‘ . : atemen
See Note A of Notes 1o Consolidated Financial Statem b
income tax accoun

further explanation of the Company's
policies




Note F—Cash Flow Statenient

The Company considers all highly liquid temporary cash
investments with low interest rate risk to be cash equivalents.
Cash equivalents are valued at cost plus accrued interest,
which approximates market. None of the cash reflected on the
balance sheet at June 30, 1990, and July 1, 1989, was required as
compensating balances.

Note G —Capitalized C omputer Software Development Costs

Unamortized computer software development costs which

are included in Other assets, net on the balance sheet, were
$109,907,000 and $90,395.000 at June 30, 1990, and July 1, 1989,
respectively. These costs are amortized over three years from

Income taxes paid were $228,852,000, $45 1,460,000 and
$307,785,000 for the years ended June 30, 1990, July 1, 1989,
and July 2, 1988 respectively.

Interest paid was $33,431,000, $40,902,000 and $38,182,000
for the years ended June 30, 1990, July 1, 1989, and July 2, 1988,
respectively,

the date the products are available for general release. Amorti-
zation expense was $37,247,000, $27,359,000 and $11,634,000
for the years ended June 30,1990, July 1, 1989, and July 2, 1988,
respectively.

Note M- ).}y
e T el

—————

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

(in thousands) June 30,1990 July 1,1989

Lease obligations

payable 1991-2002

0.4%-12.25%)(a) ........ .. $ 32335 $ 17,083

Notes due 1994

(12%%)b) . e\ v e 100,000 100,000

Other debt obligations.. , . . . . . 17,666 18,936
$150,001 $136,019

———

Princi;_»al payments required during the next five fiscal years
are as follows: 1991 — $4,560,000; 1992 -$4,967,000;
1993 -$5,338,000. 1994 -$104,788,000; 1995 - $6,712,000.

(a) Weighted average interest rate at June 30, 1990, and
July 1, 1989, of 10.6% and 9.2%, 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-term
financing totaling $791,943,000. Unused lines of credit
totaled $783,965,000 at June 30,1990, and $575,535,000

at July 1, 1989.




Note 1-Stock Plans

e ——

Restricted Stock Options [ Underits Rrsxric_ted Stock
Option Plans, the Company has granted certain officers and
key employees options, which are exercisable upon grant,t0
purchase common stock at a price determined by the Boafd of
Directors. Shares purchased under the plans were issued from
treasury shares and are generally subject to repurchase options
and restrictions on sales which lapse over an extended time
period not exceeding 10 years.

Information concerning activity during the three years ended
June 30, 1990, was as follows:

Options Outstanding

Shares Average
Reserved Price
For Future Per
Grants Shares Share
June 27,1987 15,165,630 13,003,201 $36.12
Options Granted (3,244,400) 3,244,400 15295
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
Options Granted (3,491,580) 3,491,580 73.00
Oprtions Exercised - (1,081,871)  29.75
Options Cancelled 307,370 (307370) 6699
Options Terminated (142,472) < =
July 1,1989 8,659,369 16864562  $66.47
Options Granted (3,365,390) 3,365,390 75.18
Options Exercised (1,297,584) 33.90
Options Cancelled 321,362 (321,362) 7091
Options Terminated (131,656) - ol
June 30,1990 5,483,685 18,611,006 $70.24

Note J—Treasury Stock

The excess of the fair market value of the shares on the grant
date over the option price is charged to operations each vear as
the restrictions lapse

Employee Stock Purchase Plans 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. Common stock reserved for future grants aggre-
gated 6,884,972 shares at June 30, 1990 There were 2,797,296
shares issued from treasury shares at an average price of $73.13
per share during the year ended June 30, 1990, and 2,417,459
shares at $78.87 per share during the year ended July 1, 1989.
There have been no charges to income in connection with
these Plans other than incidental expenses related to the
issuance of the shares. Federal income tax benefits relating to
such Plans have been credited to additional paid-in capital.

P

Th'e Company purchased on the open market 3,053 000 shares
of its common stock at an aggregate purchase price ;)f
$270,231,000, or $88.51 per share, during the year ended

June 30, 1990; 8,247,000 shares at an aggregate purchase pric
of $814,958,000, or $98.82 per share, during the year cnd:-’d 3
July 1,1989; 3,000,000 shares at an aggregafe pu;chase rice of
$363,499,000, or $121.17 per share, during the year endiduc :

July 2, 1988. All of the acquired shares are held as common

stock In treasury, less shares ssued to cnjplo\‘c('S undcrl '.
Employee Stock Purchase Plans and Restricted Stock Option
Plans. The difference between the average acquisition €0t
the shares and the proceeds from issuance is charged to
retained carnings




Note K- Lcases

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

Fiscal Years (in thousands)
10 I e v as (o o e o S R E) $ 355,577
1 e g Al 5 T e SR g 5 e 293,788
100 S LR B T e K g o e g 4 8 Sl 209,980
1) s Wit winie Sl oy bl R e b o 146,764
£ 2 b T A sl s oS SR e L e ey 118,466
Later YearS' io ) o i m s e BT s 693,337
Total minimum lease payments . ............ $1,817,912

Note L—Off-Balance-Sheet Risk and Concentrations of Credit Risk

Total rental expense for the years ended June 30,1990,
July 1,1989, and July 2, 1988, amounted to $512,052,000,
$452,078,000, and $406,376,000, respectively.

In 1990, the Company adopted Statement of Financial
Accounting Standard No. 105, which requires disclosure of
information about financial instruments with off-balance-sheet
risk and about concentrations of credit risk for all financial
instruments.

Off-Balance-Sheet Risk | The Company enters into for-
ward exchange contracts to hedge foreign currency transac-
tions on a continuing basis for periods consistent with its
committed exposures. It does not engage in speculation. The
effect of this practice is to delay on a rolling basis the impact of
foreign exchange rate movements on the Company’s operating
results. The Company’s foreign exchange contracts do not sub-
ject the Company to risk due to exchange rate movements
because gains and losses on these contracts offset losses and
gains on the assets, liabilities, and transactions being hedged.
As of June 30, 1990, the Company had $2.5 billion of foreign
exchange contracts outstanding, 85% of which were in Euro-
pean currencies. The forward exchange contracts generally
have maturities which do not exceed six months and require
the Company to exchange foreign currencies for U.S. dollars

at maturity, at rates agreed to at inception of the contracts.

See Note A for information on the Company’s accounting
policy on forward exchange contract gains and losses.

Note M- Restructuring Charges

Concentrations of Credit Risk [ Financial instruments
which potentially subject the Company to concentrations of
credit risk consist principally of temporary cash investments
and trade receivables.

The Company places its temporary cash investments with high
credit quality financial institutions and, by policy, limits the
amount of credit exposure to any one financial institution.
Concentrations of credit risk with respect to trade receivables
are limited due to the large number of customers comprising
the Company's customer base, and their dispersion across
many different industries and geographies.

As of June 30, 1990, the Company had no significant concen-
trations of credit risk.

In fiscal year 1990, the Company recorded restructuring
charges of $550,000,000 on a pretax basis. Included in the
charge were $455,000,000 for employee separations, rede-
ployment and related expenses and $95,000,000 for facility
consolidations and equipment retirements,
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Note N-Stockbolder Rights Plan

The Company’s Board of Directors adopted a Stockholder
Rights Plan on December 11,1989. Under the Plan, the
Company distributed to stockholders a dividend of one Com-
mon Stock Purchase Right for each outstanding share of
Common Stock. Each Right initially will entitle holders of
Common Stock to buy one share of Common Stock of the
Company at an exercise price of $400, subject to adjust-
ment. The Rights will become exercisable only if a person
acquires 20% or more of the Common Stock, or announces
a tender or exchange offer which would result in its owner-
ship of 30% or more of the Common Stock, or a person own-
ing 10% or more of the Common Stock is determined by the
Board of Directors to be an Adverse Person, as defined in
the Plan. Until they become exercisable, the Rights will be
evidenced by the Common Stock certificates and will be
transferred only with such certificates.

If any person becomes the beneficial owner of 25% or more

of the Common Stock except pursuant to a tender offer for all
shares which the directors determine to be at a fair price and in
the best interests of the Company; a 20% or more stockholder
engages in a merger with the Company in which the Company
survives and its Common Stock remains outstanding and
unchanged; certain other events involving the Company

and a 20% or more stockholder occur; or, under certain cir.
cumstances, the Board of Directors determines a 10% or more
stockholder 1o be an Adverse Person, each Right not then held
by such person will entitle its holder to purchase, at the Right's
then current exercise price, Common Stock of the Company
(or, in certain circumstances as determined by the Board of
Directors, a combination of cash, property, Common Stock or
other securities) having a value of twice the Right's exercise
price. In addition, at any time after a stockholder acquires a
% or more equity interest in the Company, if the Company
is involved in a merger or other business combination trans.
action with another person in which its Common Stock is
changed or converted, or sells or transfers more than 50% of
its assets or earning power to another person, each Right that
has not previously been exercised or voided will entitle its
holder to purchase, at the Right's then current exercise price,
shares of Common Stock of such other person having a value
of twice the Right's exercise price. The Company will generally
be entitled to redeem the Rights at $.01 per Right at any time
until the Board determines a 10% or more stockholder to
be an Adverse Person or the tenth day following public
announcement that a 20% equity interest in the Company has
been acquired. The Plan will expire on December 21,1999,
unless the Rights are earlier redeemed by the Company.

| Supplementary Financial Information
Quarterly Financial Data (wrandized)
Selected quarterly financial data for the years ended
June 30,1990, and July 1, 1989, is set forth below: Income v
Total Before N 1 mj\;;z
. . A 4 ; , ”
(in millions except per share data) (;P;:‘ZLZE ;"r:)f’:; l"}_‘;’: In mr;e PefSbure
1990
‘ First Quarter. . . . .
| smr%uanu:;u ...................................... $3,1312 S$I1,5193 § 1984 § 1508 120
e e R 3,188 1,525 194.1 1554 ';;
FourtthQuarter’ ........................................ 3,261.3 1,557.1 249 g 1)
| Bt B 33652 15464 (293.4)  (256.7) (21
BN Bl Vet SR L $129425 s61481 5 1240 § 744 SV
1989
First Quarter. ... ... /
St Dt L oD AR 0 v $29418 $14925 § 3060 § 2234 s;;(l)
it UL LS 31795 16233 A 206 o
B e R B T 3,158  1,6053 339.6 o
g YwQuan ............................... 3,494.9 1,779.0 401.4 313.2 : -
........................ 7 ‘4
...................... $127420 $6500.1 $14207 $10726 %8
‘Earnings per share is computed independ, i
presented and therefore does no::%b:'::ll);{mfos‘li :{s:ff srjon: ‘Includes restructuring charges of $150M, $400M and $550M for o)

quarter, fourth quarter and total year, respectively
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Switzerland

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

Investor Information

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) 591-4375

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

Requests for specific information are handled as follows:

Digital Equipment Corporation’s Annual Report on Form 10-K
for the fiscal year ended June 30, 1990, including schedules
thereto, which is filed with the Securities and Exchange Com-
mission, will be sent without charge upon written request.
The Company’s annual report, filings with the Securities and
Exchange Commission, interim reports and additional infor-
mation 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

Information about Digital’s environmental, health, and safety
programs and policies can be obtained by addressing:

Digital Equipment Corporation
Corporate Environmental Health & Safety
150 Coulter Drive

Concord, MA 01742-2190

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

(508) 493-7182; Fax: 508-493-7633




Investor Information (continucd) o

Inquiries of an administrative nature relating to stockholder Trustees and 'chls!mh

accounting records, stock transfer, change of address, and For I.?‘/'.."‘, Notes due 1994

employee purchases should be directed to: The Chase Manhattan Bank, N A
a 1 New York Plaza

Digital Equipment Corporation New York. NY 10081

Investor Services

111 Powdermill Road (L12) ALt

Maynard, MA 01754-1418 COOPCI’S & Lvbrand
(508) 493-5213 One Post Office Square

- Boston, MA 02109
Transfer Agent and Registrar (617) 5745000

for Common Stock

First Chicago Trust Company of New York is the principal Legal Counsel

stock transfer agent and registrar, and maintains the stock- Testa, Hurwitz & Thibeault

holder accounting records. The agent will respond to ques- 53 State Street

tions on change of ownership, lost stock certificates, Exchange Place

consolidation of accounts and change of address, Boston, MA 02109-2809
(617) 367-7500

A change of address should be reported promptly by sending

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 probl{ms relating to their account should contact the
Customer Assistance Department at 800-332.4636.
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Digital Equipment Corporation

Mavnard, Massachusetts 01754




