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PART I
Item 1. Business.

General

Digital Equipment Corporation, a Massachusetts corporation founded in
1957, is a company vith worldvide operations. At July 1, 1989, the Company
employed approximately 125,800 persons and conducted operations in the United
States and in more than 60 other countries.

The term "Company" when used herein refers to Digital Equipment
Corporation or Digital Equipment Corporation and its subsidiaries, as required
by the context.

The Company is one of the world’s leading suppliers of networked
computer systems, softwvare and services and a leader in systems integration.

The Company does more than half its business outside the United States,
developing and manufacturing products and providing customer services in the
Americas, Europe, and the Pacific Rim. Most of the Company’s products are of
its own design and are sold under its own name.

The Company 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.

The Company’s marketing objective is to provide the products and services
needed to build enterprise-wide networks. To this end, in addition to the
range of products and services developed or acquired directly by the Company,
the Company has entered into strategic alliances with telecommunication
companies, independent software developers and component manufacturers.

The percentage of total operating revenues contributed by the Company’s
principal classes of products vere as followvs:

1989 1988 1987 1986 1985

Product sales 64.3% 65.7% 66.6% 67.2% 67.8%

Service and other
revenues 35.7% 34.3% 33.4% 32.8% 32.2%
100.0% 100.0% 100.0%¥ 100.0%¥ 100.0%

Service and other revenues include maintenance service, customer
training, softvare and consulting services, replacement parts and, to a
minor extent, equipment rentals.




Systems and Products

The Company offers one of the broadest ranges of compatible hardvare,
softwvare and communications products in the computer industry. Its line of
VAX systems ranges from the smallest MicroVAX to the six-processor VAX 6000,
and extends to mainframe applications through VAXclusters, serving from one
to one thousand users. In addition, the Company offers workstations,
personal computers and a full range of peripheral and data storage devices.
These products are supported by VAX/VMS, ULTRIX and industry standard
operating systems, a full spectrum of softvare languages and tools,
netvorking softwvare and layered applications products. Prices of the
Company’s products range from less than $100 for accessories to multi-million
dollar VAXcluster systems.

Most of the Company’s systems are general purpose digital computers,
designed for performing, interpreting and recording computations on collected
data. Applications range from information systems supporting an entire
corporation, to computer-aided engineering systems supporting a single
individual, to real-time systems supporting an industrial process, and
include instrumentation, machine control, education, natural resources
exploration, data communications, medical systems and word processing.
Current VAX systems and servers include VAXstations, MicroVAX, the
multiprocessor VAX 6000 family and VAXcluster systems. Fully supported VAX
system prices range from $7,000 for the MicroVAX 3100 to over $1.0 million
for the largest VAX 6000. VAXstation workstations start at under $5,000.
The Company has also introduced a line of reduced instruction set computing
(RISC)/UNIX(TM)-based vorkstations, systems and servers. These high
performance products range from the DECstation 2100 priced at S8,000 to the
dual processor DECsystem 5820 priced at $200,000.

The Company manufactures and sells data storage and associated
peripheral devices which are used with and are sold as part of the Company’'s
various computer systems. These devices include magnetic tape transports,
tape cassette and disk storage devices, cathode ray tube display systems,
analog to digital converters, terminals and line printers. Selected
peripherals are also manufactured for stock and are sold separately for other
independent applications. The Company is a major manufacturer and supplier
of video terminals. The Company also buys selected peripheral equipment from
other manufacturers for use with its own computer systems.

On July 11, 1989, the Company announced a variety of new and improved
products that significantly increase VAX system performance while lowvering
system prices, and extended its UNIX-based RISC systems product set. Also
announced vere expanded network application support which allows customers to
build a network of multivendor systems, servers and desktop devices.

Softvare

The Company designs or acquires from third parties and distributes under
license various softvare products for its computer systems. These products
consist of operating systems, language processors, productivity aids, data
handling services, communication software and special applications softvare.
Softvare is generally designed for a particular computer family to maximize
the efficiency of the users of those systems. Many customers use the system
softvare provided by the Company to design their own specific application
softvare.



Customer Services - Field Engineering, Training and Software Support Services

The Company provides one of the computer industry’s most comprehensive
portfolios of customer services including the planning, design,
implementation and management of customer solutions. Nearly 28,000 field
service professionals located in more than 60 countries are dedicated to
customer satisfaction through Digital and multi-vendor hardvare maintenance,
softwvare support, desktop services, network services, customized hardwvare and
softvare systems and support integration. The Company has invested
extensively in customer support and satisfaction through advanced service
technologies. These technologies include expert-system predictive
maintenance capabilities and state-of-the-art service facilities, including
fourteen customer support centers vhich provide continuous worldwide support.

The Company offers a worldvide network of training on its products and
services for both customers and employees. The Educational Services
organization of approximately 4,500 people develops and delivers this
training in a variety of formats (computer based education, lecture/lab,
self-paced, etc.) in over 140 training facilities worldwide.

The Company maintains a highly skilled staff of approximately 8,750
softvare services consultants in more than 60 countries worldwide. These
consultants offer business consulting, applications consulting and
applications project management and development.

The Company’s installed computer system base continues to grow and has
resulted in an increase in the level of service income over the years. The
Company’s service and other revenues as a percentage of its total operating
revenues for fiscal years 1985 - 1989 are set forth on page 1.

Pricing

Prices for the Company’s computer systems have generally been reduced as
new products have been introduced or existing products improved. The pricing
of new products, in most cases, is intended to provide the customer with an
improved price/performance ratio. During the fiscal year ended July 1, 1989,
prices wvere decreased for a selected number of hardvare products. Howvever,
from time to time selective price increases have been effected.

During the year, the Company implemented user-based licensing pricing on
the operating system softwvare on selected systems to enable customers to
acquire licenses priced in accordance with their own utilization
requirements.

In the second fiscal quarter, the Company offered customers in the U.S.
a choice of varranty service levels on new product purchases. This permits
customers to order newv products with the service level appropriate to their
business needs.

The Company expects to continue its policy of adjusting the prices of
its products and services on an individual basis either upvard or downvard as
economic, competitive or other circumstances warrant.




Sales and Distribution

The Company markets and supports its products and services through
approximately 870 locations throughout the world, using primarily its own
sales personnel. In addition to its sales offices, the Company also operates
or supports a number of distributor offices, remote service points,
customer-service-only service centers and distribution centers. The
Company’s general policy is to sell and not to rent its products. Customers
vho prefer leasing arrangements are given assistance in obtaining such

financing.

Operating under the umbrella term of Complementary Solutions
Organizations (CSO’s), the third party relationships outlined below are
supported by an extensive variety of formal training and support programs
which foster the relationship between the Company and its customers, 4
regardless of the channel of delivery. Cooperative Marketing Partner (CMP)
arrangements with softvare developers and Original Equipment Manufacturers
(0EM’s) meeting defined criteria, and selected softwvare companies where the
solutions developed are sold and supported by the Company, are an
increasingly important part of the Company’s focus on providing complete
solutions to its customers. Independent resellers, including OEM's,
Complementary Software Houses (CSH’s), and Authorized Distributors, continue
to be an important area of sales and distribution for the Company.

Many of the markets served by the Company are affected by cyclical
factors beyond the Company’s control. For example, the Company is directly
affected by changes in the level of spending by industry for capital
equipment, and indirectly affected by shifts in government policy and funding
of programs which impact government contractors wvhich do business with the
Company .

For the fiscal year ended July 1, 1989, approximately 3X of the
Company’s total sales were made directly to various agencies of the U.S.
Government, and no other customer of the Company accounted for more than 2%
of total sales.

The Company is of the opinion that the dollar amount of backlog is not
material to an understanding of the Company’s business and historically has
not published such data. It has been and continues to be the Company’s
objective to minimize the time from the receipt of a purchase order for a
computer system to delivery of the equipment.

International Operations

Sales by the Company to customers outside the United States amounted to
approximately 55X of total sales for the fiscal year ended July 1, 1989, 50X
for the fiscal year ended July 2, 1988, and 47X for the fiscal year ended
June 27, 1987. These international sales and marketing operations are
conducted through subsidiaries, by direct sales from the parent company and
through various representative and distributorship arrangements.

Fluctuations in exchange rates, trade policies and structural changes such as
those taking place in Europe may affect the level of demand for the Company’s
products and services. In view of the location and diversification of the
Company’s international activities, the Company does not feel that there are
any special risks beyond the normal business risks attendant to conducting
business abroad. The Company engages in currency hedging transactions to
reduce the impact of currency changes on its operations. See Notes A and C
of Notes to Consolidated Financial Statements incorporated by reference
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herein for further information on the Company’s international operations,
including financial information concerning the Company’'s international

operations by major geographical area.

Competition

The computer industry is highly competitive, international in scope and
comprised of many companies. The methods of competition include marketing,
product performance, price, service and technology, among others. Present and
potential competition in the various markets served by the Company comes from
firms of various sizes and types, some of which are larger and have greater
total resources than the Company. Firms not now in direct competition with
the Company may introduce competing products in the future. Mergers of large
firms within the industry may also alter the competitive situation. Though
analyses vary as to the Company’s relative position in the industry,
independent surveys have indicated that, in terms of gross revenues, the
Company is one of the largest suppliers of networked computers systems and

services.
Rav Materials, Supplies and Services

The Company’s engineering, manufacturing, sales/services and functional
organizations rely heavily on external sources of supply. These suppliers
provide a broad base of goods and services including raw materials, software
and office supplies; and facilities, consulting, travel and subcontract
services. The Company has initiated a program of supply base consolidation
that is intended to result in the development of global suppliers to support
vorldvide operations. The Company evaluates on an on-going basis its total
procurement strategy to ensure that it is making the best use of both its
internal and external resource base.

Environmental Affairs

The Company’s facilities are subject to numerous laws and regulations
designed to protect human health and safety and the environment, particularly
from manufacturing and engineering chemical usage, wastes and emissions. In
the opinion of the Company, compliance with these laws and regulations has
not had and should not have a material effect on the capital expenditures,
earnings or competitive position of the Company. Pursuant to the
Comprehensive Environmental Response, Compensation, and Liability Act of 1980
(the "Superfund Act"), the Superfund Amendments and Reauthorization Act of
1986 ("SARA") and similar state laws, the Company has been notified that it
is a potentially responsible party for sharing the cost of cleaning up
certain hazardous vaste disposal sites. Such costs are not expected to have
a material effect on the earnings or financial position of the Company.




Intellectual Property

The Company owns a number of patents and patent applications relating to
its products. The patents and patent applications, although of significant
value to the Company, are not considered to be of material importance to the
business as a whole. The Company also owns or has license rights to
copyrights, trademarks, mask vorks and proprietary information, some of which
are considered to be valuable assets of the Company. Collectively, the
patents, patent applications, license rights, copyrights, trademarks, mask
vorks and proprietary information are referred to as "intellectual property".

From time to time the Company has commenced legal actions against other
companies to protect or enforce its intellectual property rights. Similarly,
from time to time other companies in the industry have claimed that products
and components manufactured by the Company are covered by the intellectual
property rights of such other companies. It may be necessary or desirable in
the future for the Company to obtain further patent licenses in addition to
those it now holds. The Company is presently involved in a small number of
intellectual property legal actions. The Company is of the opinion that none
of such legal actions will have a material effect on the earnings or
financial position of the Company.

Research and Engineering

The Company is in an industry wvhich is characterized by rapid
technological change. The Company has consistently spent a substantial
portion of its funds on research and engineering projects, including softwvare
development. In the fiscal years ended July 1, 1989, July 2, 1988, and
June 27, 1987, the Company spent approximately $1,525 million, $1,307
million, and $1,010 million, respectively, for these purposes.

The Company’s primary emphasis is on applied research and engineering
vhich includes developing or enhancing computers, peripheral equipment and
softvare, and expanding product applications.

The Company has approximately 8,300 professional employees involved in
research, engineering and programming activities.

Executive Officers of the Company

The folloving table sets forth the names and ages of all executive
officers of the Company and certain information relating to their positions
held wvith the Company.




NAME

Kenneth H. Olsen
Vinston R. Hindle, Jr.

John J. Shields

John F. Smith

John L. Alexanderson

Don K. Busiek

George A. Chamberlain, 3d
Henry J. Crouse

James G. Cudmore

Villiam R. Demmer

Pier Carlo Falotti

Samuel H. Fuller
Rose Ann Giordano

Robert M. Glorioso
David V. Grainger
Villiam C. Hanson
Villiam J. Heffner
Martin R. Hoffmann
Robert C. Hughes
Donato A. Infante, Jr.
Ilene B. Jacobs
William R. Johnson, Jr.
John C. MacKeen
Edvard B. McDonough
Kevin C. Melia

Albert E. Mullin, Jr.
James M. Osterhoff
Robert B. Palmer

Richard Poulsen

Bruce J. Ryan

AGE

63
59

51
54
30

54

54
50
56
47

43
30

49
47
48
39
57
49
35
42
47
30
60
42
56
53
49
54
46

PRESENT TITLE (YEAR PIRST BECAME OPFICER)

President and Director (1957)

Senior Vice President, Corporate
Operations (1967)

Senior Vice President, Sales, Services,
Marketing and International (1974)

Senior Vice President, Engineering,
Manufacturing and Product Marketing (1976)
Vice President, U.S. Direct Marketing
(1984)

Vice President, Systems Integration and
Professional Services (1984)

Vice President, Manufacturing, Engineering
and Marketing Finance (1976) ,
Vice President, Strategic Relations (1981)
Vice President, Product Operations (1981)
Vice President, Mid-Range Systems (1981)
Vice President, President and Chief
Executive Officer - Europe (1981)

Vice President, Research (1984)

Vice President, Public Sector/Consultant
Marketing (1984) )

Vice President, High Performance Systems
(1985)

Vice President, U.S. Sales and Services
(1984)

Vice President, Manufacturing Operations
(1976)

Vice President, Open Softvare/Business
Softwvare (1985)

Vice President, General Counsel and
Secretary (1989)

Vice President, U.S. Sales and Marketing
(1984)

Vice President, Manufacturing/Engineering
Information Management and Technology
(1986)

Vice President and Treasurer (1985)

Vice President, Distributed Systems
Engineering/Marketing (1982)

Vice President, Telecommunications
Industry Marketing and International
Programs Office (1985)

Vice President, GIA Operations (1986)
Vice President, Corporate Distribution and
Materials (1986)

Vice President, Corporate Relations (1981)
Vice President, Finance (1985)

Vice President, Semiconductor and
Interconnect Technology (1986)

Vice President, General International Area
(1981)

Vice President and Corporate Controller
(1985)
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F. Grant Saviers 45 Vice President, Storage and Information
Management (1981)

Godfrey S. Shingles 50 Vice President, Managing Director, United
Kingdom Region (1981)

John L. Sims 55 Vice President, Strategic Resources (1984)

Peter J. Smith 44 Vice President, Product Marketing (1984)

David L. Stone 47 Vice President, International Engineering
and Strategic Resources (1986)

Villiam D. Strecker 45 Vice President, Product Strategy and
Architecture (1985)

Harvey L. Veiss 46 Vice President, Government Systems Group

. (1984)

Richard H. Yen ; 59 Vice President, GIA Manufacturing and
Engineering (1984)

Donald P. Zereski 46 Vice President, Customer Services (1986)

Officers of the Company are elected annually and hold office until the first
meeting of the Board of Directors following the annual meeting of
stockholders and until their successors have been chosen and qualified. All
of the officers named have been officers or held managerial positions in the
Company for at least the last five years, except Mr. Hoffmann, Mr. Osterhoff
and Mr. Palmer. Prior to joining the Company, Mr. Hoffmann had been Managing
Partner of the Vashington, DC office of the law firm of Gardner, Carton &
Douglas for twelve years, and prior thereto, he held a variety of senior
positions in the U.S. government. Mr. Osterhoff was a controller at a
division of Ford Motor Company for more than five years prior to joining the
Company. Mr. Palmer, one of the founders of Mostek Corporation, was
Executive Vice President of Semiconductor Operations of United Technologies
Corporation, which acquired Mostek in 1980.

Item 2. Properties

As of July 1, 1989, the Company occupied approximately 42.3 million
square feet of space worldwide. Approximately 66X of this space is located
in the United States. Substantially all of the Company’s facilities are
fully utilized, well maintained, and suitable for the advanced technological
products and services offered by the Company. Approximately 48% of the space
occupied by the Company is owned. Approximately 4.5 million square feet of
space for newv manufacturing, engineering, sales and administrative facilities
are expected to be under construction or completed during fiscal 1990.

Item 3. Legal Proceedings.

As previously reported, the Company, a director and certain officers
vere named as defendants in a class action lawsuit, filed in the U.S.
District Court for Massachusetts, involving alleged violations of the Federal
securities lawvs. The claim against the Company is based on a number of
alleged misrepresentations and omissions in connection with the disclosure of
information concerning the financial results of the Company for the third
quarter of the 1988 fiscal year. On January 13, 1989, the District Court
dismissed all of the claims against the director and officers and dismissed
the claim against the Company to the extent it was based on one of the
alleged misrepresentations. On April 20, 1989, the District Court certified
a class consisting of purchasers of the Company’s common stock during the
period from and including January 13, 1988 through March 18, 1988, a shorter
period than plaintiffs had originally requested. The Company believes that
the remaining claims against it are vithout merit.
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As previously reported, the Company and three of its officers have been
named as defendants in a purported class action lawsuit filed in the U.S.
District Court for Massachusetts on March 24, 1989. The amended complaint,
filed on July 27, 1989, alleges violations of the Federal securities lavs and
negligent misrepresentation under state law by the Company and certain
officers in connection with the disclosure of information concerning the
financial results of the Company for its 1989 fiscal year and for the third
quarter thereof. It also alleges that two of the individual defendants
violated the securities laws in connection with sales of the Company’s common
stock during the third quarter of fiscal 1989. The amended complaint seeks
unspecified damages and other unspecified relief. The Company believes the
claims asserted against it are without merit.

As previously reported, the Company has received a compliance order from
the United States Environmental Protective Agency (EPA) vith respect to Clean
Vater Act violations at the Company’s San German, Puerto Rico facility. The °
Company has entered into a consent agreement with EPA in vhich the Company
agreed to pay a fine of $450,000 and EPA acknovledged that the Company had
demonstrated compliance with applicable regulations for a six-month period
folloving the Company’s upgrading of its vastevater treatment systems. In
addition the Company, along with several other parties, has entered into
consent agreements with the EPA for the performance of the Remedial
Investigation/Feasibility Studies and/or for preliminary clean-up costs for
several hazardous vaste sites. The Company expects that the costs associated
with these matters will not be material.

Other than as set forth above, the Company has no material pending legal
proceedings.

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

During the fourth quarter of the fiscal year covered by this report, no
matter vas submitted to a vote of security holders, through the solicitation
of proxies or othervise.




PART II

Item 5. Market for the Registrant’s Common Equity and Related Stockholder
Matters.

See the section entitled "Common Stock Information", which is
incorporated herein by reference, appearing on page 40 of the Company’s 1989
Annual Report to Stockholders.

Item 6. Selected Financial Data.

See the section entitled "Eleven Year Financial Summary"™, which is
incorporated herein by reference, appearing on pages 34 and 35 of the
Company’s 1989 Annual Report to Stockholders.

Item 7. Management’s Discussion and Analysis of Pinancial Condition and
Results of Operations.

See the sections entitled "Management’s Discussion and Analysis of
Results of Operations" and "Management’s Discussion and Analysis of Financial
Condition", which are incorporated herein by reference, appearing on pages 36
through 41 of the Company’s 1989 Annual Report to Stockholders.

Item 8. Financial Statements and Supplementary Data.

The financial statements and supplementary data vhich are incorporated
herein by reference from the Company’s 1989 Annual Report to Stockholders are
indexed under Item 14(a)(l). See also the financial statement schedules
appearing herein, as indexed under Item 14(a)(2).

Item 9. Changes in and Disagreements wvith Accountants on Accounting and
Financial Disclosure.

None.
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PART III
Item 10. Directors and Executive Officers of the Registrant.

See the section entitled "Nominees for Directors", which is incorporated
herein by reference, appearing on pages 2 through 4 of the Company’s Proxy
Statement for its 1989 Annual Meeting of Stockholders. See also the section
entitled "Executive Officers of the Company" appearing in Part I hereof.

Item 11. Executive Compensation. !

See the section entitled "Executive Compensation and Other Information",
which is incorporated herein by reference, appearing on pages 6 through 13
of the Company’s Proxy Statement for its 1989 Annual Meeting of Stockholders.

Item 12. Security Ovnership of Certain Beneficial Owners and Management.

See the section entitled "Stock Ownership of Nominees", which is
incorporated herein by reference, appearing on pages 4 and 5 of the
Company's Proxy Statement for its 1989 Annual Meeting of Stockholders.

Item 13. Certain Relationships and Related Transactions.

See the section entitled "Certain Relationships and Related
Transactions", which is incorporated herein by ceference, appearing on
page 5 of the Company’s Proxy Statement for its 1989 Annual Meeting of
Stockholders.




Item 14.

(a)

PART IV
Exhibits, Financial Statement Schedules and Reports on Form 8-K.
The following documents are filed as part of this report:

(1) Financial statements which are incorporated herein by reference
from the Company’s 1989 Annual Report to Stockholders:

Report of Independent Accountants (page 42).

Consolidated Statements of Income for fiscal years 1989, 1988
and 1987 (page 43).

Consolidated Balance Sheets as at July 1, 1989 and July 2, 1988
(page 44).

Consolidated Statements of Cash Flows for fiscal years 1989,
1988 and 1987 (page 45).

Consolidated Statements of Stockholders’ Equity for fiscal
years 1989, 1988 and 1987 (page 46).

Notes to Consolidated Financial Statements (pages 47 through
55).

Eleven Year Financial Summary (pages 34 and 35).

Supplementary Financial Information (page 56).

The Company’s 1989 Annual Report to Stockholders is not to be deemed

filed as
incorpora

part of this report except for those parts thereof specifically
ted herein by reference.

(2) Financial statement schedules:

Page
S-1 Report of Independent Accountants
§-2 V - Property, Plant and Equipment
S-4 VI - Accumulated Depreciation and Amortization of
Property, Plant and Equipment
S-6 VIII - Valuation and Qualifying Accounts and Reserves
S-8 X - Supplemental Income Statement Information
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All other schedules have been omitted since they are not required, not
applicable or the information has been included in the financial statements
or the notes thereto.

Individual financial statements of the Company have been omitted because
it is primarily an operating company and the consolidated subsidiaries are
not indebted, in a material amount, to any person other than to the parent or
to other consolidated subsidiaries.

(3) Exhibits:

3(a) - Articles of Amendment dated November 5, 1987, further

(b) -

(c) -

4(a) -

(b) -

amending the Company’s Restated Articles of Organization as
amended (filed as Exhibit 3(a) to the Company’s Annual Report
on Form 10-K for the fiscal year ended July 2, 1988 and
incorporated herein by reference).

Restated Articles of Organization of the Company as amended
up to and through November 4, 1987 (filed as Exhibit 3(a) to
the Company’s Annual Report on Form 10-K for the fiscal year
ended June 27, 1987 and incorporated herein by reference).

By-laws of the Company, as amended.

Indenture between Digital Equipment Corporation and The Chase
Manhattan Bank (National Association), Trustee, dated as of
April 1, 1984 (filed as Exhibit 4(c) to the Company’s
Quarterly Report on Form 10-Q for the quarter ended March 31,
1984 and incorporated herein by reference).

Specimen 12 5/8X% Note Due 1994 (filed as Exhibit 4(d) to the

Company’s Quarterly Report on Form 10-Q for the quarter ended
March 31, 1984 and incorporated herein by reference).
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10(a)

11

13

22

24

(b)

(c)

(d)

(e)

(£)

(g)

1968 Employee Stock Purchase Plan (contained in the
prospectus included in the Company'’s Registration Statement
No. 33-25280 and incorporated herein by reference).

1976 Restricted Stock Option Plan, as amended, filed
separately under cover of Form SE.

1981 International Employee Stock Purchase Plan (contained
in the prospectus included in the Company’s Registration
Statement No. 33-25279 and incorporated herein by
reference).

1985 Restricted Stock Option Plan, as amended, filed
separately under cover of Form SE.

Deferred Compensation Plan for Non-Employee Directors as
Amended and Restated Effective 18 May 1987 (filed as Exhibit
10(f) to the Company’s Annual Repcrt on Form 10-K for the
fiscal year ended June 27, 1987 and incorporated herein by
reference).

Retirement Arrangement for Non-Employee Directors (filed as
Exhibit 10(g) to the Company’s Annual Report on Form 10-K for
the fiscal year ended June 27, 1987 and incorporated herein
by reference).

Form of Indemnification Agreement in effect between the
Corporation and each of its officers and directors (filed as
Exhibit 10(g) to the Company’s Annual Report on Form 10-K for
the fiscal year ended July 2, 1988 and incorporated herein by
reference).

Computation of net income per share.

The Company’s 1989 Annual Report to stockholders, certain
portions of which have been incorporated herein by
reference, filed separately under cover of Form SE.

List of Subsidiaries.

Consent of independent accountants.

(b) Reports on Form 8-K:

No reports on Form 8-K were filed or were required to be filed by the
Company during the fourth quarter of the fiscal year ended July 1, 1989.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

DIGITAL EQUIPMENT CORPORATION
(Registrant)

Date: September 15, 1989 By /s/ Kenneth H. Olsen
Kenneth H. Olsen
President

Pursuant to the requirements of the Securities Exchange Act of 1934,
this report has been signed below by the following persons on behalf of the
registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ Kenneth H. Olsen
President (Principal September 15, 1989
Kenneth H. Olsen Executive Officer) and
Director

/s/ James M. Osterhoff
Vice President, Finance September 15, 1989

James M. Osterhoff (Principal Financial
Officer)
/s/ Bruce J. Ryan
Vice President and September 15, 1989
Bruce J. Ryan Corporate Controller

(Principal Accounting Officer)
/s/ Vernon R. Alden

Director September 15, 1989
Vernon R. Alden
/s/ Philip Caldwell
Director September 15, 1989
Philip Caldvell
/s/ Arnaud de Vitry
Director September 15, 1989
Arnaud de Vitry
/s/ Robert R. Everett
Director September 15, 1989
Robert R. Everett
/s/ William H. McLean
Director September 15, 1989
Villiam H. McLean
/s/ Dorothy E. Rowve
Director September 15, 1989

Dorothy E. Rove
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Report of Independent Accountants

Our report on the consolidated financial statements of Digital Equipment
Corporation has been incorporated by reference in this Form 10-K from page 42
of the 1989 Annual Report to Stockholders of Digital Equipment Corporation.
In connection with our audits of such financial statements, we have also
audited the related financial statement schedules listed in the index on
page 12 of this Form 10-K.

In our opinion, the financial statement schedules referred to above,
when considered in relation to the basic financial statements taken as a
vhole, present fairly, in all material respects, the information required to
be included therein.

/s/ Coopers & Lybrand

Coopers & Lybrand

Boston, Massachusetts
July 27, 1989
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Exhibit 24
CONSENT OF INDEPENDENT ACCOUNTANTS

Ve consent to the incorporation by reference in the Registration
Statements (Forms S-8) and related prospectuses of the Digital Equipment
Corporation 1976 and 1985 Restricted Stock Option Plans (No. 33-370), 1968
Employee Stock Purchase Plan (No. 33-25280) and 1981 International Employee
Stock Purchase Plan (No. 33-25279), of our reports dated July 27, 1989 on our
audits of the consolidated financial statements and financial statement
schedules of Digital Equipment Corporation as of July 1, 1989 and July 2,
1988 and for each of the three fiscal years in the period ended July 1, 1989.
which reports are incorporated by reference or included in this Annual Report

on Form 10-K.

/s/ Coopers & Lybrand
Coopers & Lybrand

Boston, Massachusetts
July 27, 1989



The folloving is a list of the Company’s subsidiaries.

SUBSIDIARIES

Exhibit 22

The Company owns,

directly or indirectly, 100% of the voting securities of each subsidiary,
unless marked vith an asterisk..

Name

Computer Insurance Company
Computer Insurance Company Limited
Digital Computer Taiwan Limited

Digital Equipment Aktiebolag

Digital Equipment B.V.

Digital Equipment Betriebliche Altersversorgungsgesellschaft
m.b.H.

Digital Equipment of Canada Limited/Digital Equipment

du Canada Limitee
Digital Equipment Caribbean, Inc.
Centre Technique (Europe) S.A.R.L.
China Incorporated

Digital
Digital

Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital

Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital

Equipment
Equipment

Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment

Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment

(China) Ltd.

do Brazil Ltda.

Co. Limited

Computers A.

Corporation
Corporation
Corporation
Corporation

Corporation
Corporation
Corporation
Corporation
Corporation
Corporation
Corporation
Corporation
Corporation
Corporation
Corporation

Sir
A/S
A/S
(Australia) Pty. Ltd.
(Consultancy) Limited

Espana, S.A.

Finance B.V.
Gesellschaft m.b.H.
International
International (Europe)
Japan

oY

de Puerto Rico

(Nev Zealand) Limited
A.G./S.A.
Services-Europe

(DEC) Limited

L

State or
Jurisdiction
of

Organization

Rhode Island
Bermuda
Taiwan
Sweden
Netherlands

Vest Germany

Canada
Delawvare
France
Peoples
Republic of
China
Delawvare
Brazil
United Kingdom
Turkey
Norwvay
Denmark
Australia
States of
Jersey
Spain
Netherlands
Austria
Massachusetts
Switzerland
Japan
Finland
Delawvare
New Zealand
Swvitzerland
Belgium
Israel




Digictal
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital

Equipment (DEC) Technical Center (Israel) Limited
Equipment Filipinas Incorporated

Equipment Finance Corporation

Equipment Foreign Sales Corporation B.V.
Equipment France

Equipment GmbH

Equipment Hellas S.A.

Equipment (Holdings) B.V.

Equipment Hong Kong Limited

*Digital Equipment (India) Ltd.

Digital
Digital

Equipment International B.V.
Equipment International Betriebliche

Altersversorgungsgesellschaft m.b.H.

Digital
Digital
Digital

Digital
Digital
Digital
Digital
Digital

Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital

Equipment International G.m.b.H.
Equipment International Limited
Equipment Ireland Limited

Equipment Korea, Incorporated
Equipment (Malaysia) Sdn. Bhd.
Equipment de Mexico, S.A. de C.V.
Equipment N.V./S.A.

Equipment Overseas Finance N.V.

Equipment Panama, Inc.
Equipment Parts Center B.V.
Equipment Portugal, Limitada
Equipment PRC Limited

Equipment S.p.A.

Equipment Scotland Limited
Equipment Services, Inc.
Equipment Singapore (PTE) Limited
Equipment Taiwvan Limited
Equipment (Thailand) Ltd.
Growth, Inc.

Incorporated

International Sales Corporation
Realty Corporation

0ld Colony Insurance Limited

=2-

Israel 4
Philippines

Delaware

Netherlands

France

Yest Germany

Greece :
Netherlands !
Hong Kong

India

Netherlands

Vest Germany
Vest Germany
Switzerland
Republic of
Ireland
Korea
Malaysia
Mexico
Belgium
Netherlands
Antilles
Panama
Netherlands
Portugal
Hong Kong
Italy
United Kingdom
Delawvare
Singapore
Taivan
Thailand
Massachusetts
Delawvare
Delawvare
Delavare
Bermuda
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PORM 10-K
SECURITIES AND EXCHANGE COMMISSION
VASHINGTON, D.C. 20549

(x) Annual Report Pursuant to Section 13 or 15(d) of the Securities
Exchange Act of 1934 for the Fiscal Year Ended June 30, 1990

or
( ) Transition Report Pursuant to Section 13 or 15(d) of the Securities
Exchange Act of 1934 for the transition period from to

Commission file number 1-5296

Digital Equipment Corporation
(Exact name of registrant as specified in its charter)

Massachusetts 04-2226590
(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

146 Main Street, Maynard, Massachusetts 01754-2571
(Address of principal executive offices) (Zip Code)

(508) 493-5111
(Registrant’s telephone number, including area code)

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

Title of each class Name of each exchange on vhich registered (a)

Common Stock, par value S1 Nev York Stock Exchange
Pacific Stock Exchange

Midvest Stock Exchange

(a) In addition, shares of Common Stock of the registrant are listed on
certain stock exchanges in Svitzerland and Vest Germany.

Securities registered pursuant to Section 12(g) of the Act: None

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

As of September 7, 1990, 119,373,697 shares of the registrant’s Common
Stock, par value S1, vere issued and outstanding. The aggregate market
value of the registrant’s voting stock held by non-affiliates of the
registrant as of September 7, 1990 vas approximately $7.6 billion.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s 1990 Annual Report to Stockholders are

incorporated by reference in Part II hereof.
Portions of the registrant’s Proxy Statement for its 1990 Annual Meeting

of Stockholders are incorporated by reference in Part III hereof.




Item 1. Business.

General

Digital Equipment Corporation, a Massachusetts corporation founded in 1957,
is a company vith vorldvide operations. At June 30, 1990, the Company employed
approximately 124,000 persons and conducted operations in the United States and
in more than 80 other countries.

The term "Company" vhen used herein refers to Digital Equipment Corporation
or Digital Equipment Corporation and its subsidiaries, as required by the
context.

The Company is one of the world’s largest suppliers of netvorked computer
systems, softvare and services and a leader in multivendor systems
integration.

The Company does more than half its business outside the United States,
developing and manufacturing products and providing customer services in the
Americas, Europe and the Pacific Rim. Most of the Company’s products are of
its ovn design and are sold under its own name.

The Company offers a full range of desktop, client-server and production
systems for research computation, multivendor netvorking, communications,
timesharing, transaction processing, education, data analysis, industrial
control, commercial data processing, electronic publishing, personal computing,
computer integrated manufacturing, health care, instrumentation, softvare
development, engineering and simulation.

The Company’s marketing objective is to provide the products and services
needed to build enterprise-vide netvorks. To this end, in addition to the
range of products and services developed or acquired directly by the Company,
the Company has entered into strategic alliances vith telecommunication
companies, independent softvare developers and component manufacturers.

For the last five fiscal years, the percentage of total operating revenues
contributed by the Company’s principal classes of products vas as follovs:

1990 1989 1988 1987 1986
Product sales : 62.92 64.3% 65.7% 66.62 67.2%
S St o 7.1X 35.72 34.32 33.4X 32.82
revenues 37.1 - . 5 .

Service and other revenues include maintenance service, customer training,
softvare and consulting services, sales of replacement parts and, to a minor

extent, equipment rentals.




Systems and Products

The Company offers one of the broadest ranges of compatible hardvare,
softvare and communications products in the computer industry. Its line of VAX
systems ranges from desktop VAX workstations to VAX 9000 mainframe systems,
serving from one to one thousand users. The Company has also introduced a line
of reduced instruction set computing (RISC)/UNIX(TM)-based computers that range
from high performance desktop workstations to large, general purpose computer
systems and servers. In addition, the Company offers clustered systems, fault
tolerant computer systems, personal computers, desktop integration products and
a full range of peripheral and data storage devices. These products are
supported by industry standard softwvare languages and tools, networking
softvare and layered application products. Prices of the Company’s products
range from less than $100 for accessories to multi-million dollar VAX 9000
mainframe computer systems.

Most of the Company’s systems are general purpose digital computers,
designed for performing, interpreting and recording computations on collected
data or acting as servers providing computing resources across a netvork.
Applications range from information systems supporting an entire corporation,
to computer-aided engineering systems supporting a single individual, to
real-time systems supporting an industrial process, and include machine
control, engineering design, natural resources exploration, data
communications, medical systems and vord processing. Current VAX systems and
servers include VAXstations, MicroVAX, the multiprocessor VAX 6000 family,
VAXcluster systems and VAX 9000 mainframes. Fully supported VAX system prices
range from $7,000 for the MicroVAX 3100 to over $2 million for the largest VAX
9000. VAXstation workstations start at under $5,000. The Company’s
(RISC)/UNIX(TM)-based workstations, systems and servers range from the
DECstation 2100 priced at $6,000 to the four processor DECsystem 5840 priced at
$160,000.

The Company engineers, manufactures and sells a variety of hardvare and
softvare products that integrate personal computers from major vendors in the
industry. The Company also manufactures and sells data storage and associated
peripheral devices vhich are used vith and are sold as part of the Company’s
various computer systems. These devices include magnetic tape transports, tape
cassette and disk storage devices, cathode ray tube display systems, analog to
digital converters, terminals and line printers. Selected peripherals are also
manufactured for stock and are sold separately for other independent
applications. The Company is a major manufacturer and supplier of video
terminals. The Company also buys selected peripheral equipment from other
manufacturers for use vith its owvn computer systems.

On July 9, 1990, the Company announced a nev high performance server, the
VAX 4000, and a variety of specialized server products, as vell as high speed

netvorking and netvork management products.

Softvare

The Company designs or acquires from third parties and distributes under
license various softwvare products for its computer systeas. These products




consist of operating systems, language processors, productivity aids, data
handling services, communication softvare and special applications softvare.
Softvare is generally designed for a particular computer family to maximize the
efficiency of the users of those systems. Many customers use the system
softvare provided by the Company to design their own specific application

softwvare.

Services - Enterprise Integration Services and Customer Services

The Company provides one of the industry’s most comprehensive portfolios
of services, including the planning, design, implementation and management of
information technology solutions. These services are delivered by 18,000 X
Enterprise Integration Services (EIS) employees and an additional 26,000
Customer Services employees located in the United States and over 80
countries around the world.

The EIS organization provides customers vith quality solutions and
professional services on a global basis. As the Company’s systems integrator,
EIS builds those solutions -- from systems integration, consulting, softvare,
hardvare, training, information services and third-party products and services
-- into systems tailored specifically to the business goals of the Company’s
customers.

The Customer Services organization is dedicated to customer satisfaction
through Digital and multivendor hardvare maintenance, softvare support, desktop
services, netvork services and support integration.

The Company’s focus on service has resulted in an increase in the level of
service income over the years. The Company’s service and other revenues as a
percentage of its total operating revenues for fiscal years 1986 - 1990 are set
forth on page 1.

Pricing

Prices for the Company’s computer systems have generally been reduced as
nev products have been introduced or existing products improved. The pricing
of nev products, in most cases, is intended to provide the customer vith an
improved price/performance ratio. During the fiscal year ended June 30, 1990,
prices vere decreased for a selected number of hardvare products.

During the year, price increases vere instituted on some softvare
products to recognize enhanced functionality. Other price increases vere
also selectively effected during the year.

The Company expects to continue its policy of adjusting the prices of
its products and services on an individual basis either upvard or dowvnvard as

economic, competitive or other circumstances varrant.




Sales and Distribution

The Company markets and supports its products and services through
approximately 870 locations throughout the vorld, using primarily its own
sales personnel. In addition to its sales offices, the Company also operates
or supports a number of distributor offices, remote service points,
customer-service-only service centers and distribution centers. The Company’s
general policy is to sell and not to rent its products. Customers who prefer
leasing arrangements are given assistance in obtaining such financing.

Operating under the umbrella term of Complementary Solutions Organizations
(CS0s), the third party relationships outlined below are supported by a
variety of business policies, practices, support programs and training vhich
foster the relationship betveen the Company and its CSOs. Arrangements vith
softvare developers, including Cooperative Marketing Partners (CMPs) and
Complementary Softwvare Houses (CSHs), Original Equipment Manufacturers (OEMs)
and Authorized Distributors, all meeting defined criteria, are an increasingly
important part of the Company’s focus on providing complete solutions to its
customers.

Many of the markets served by the Company are affected by cyclical factors
beyond the Company’s control. For example, the Company is directly affected
by changes in the level of spending by industry for capital equipment, and
indirectly affected by shifts in government policy and funding of programs
vhich impact government contractors vhich do business with the Company.

For the fiscal year ended June 30, 1990, approximately 4X of the
Company’s total sales vere made directly to various agencies of the U.S.
Government, and no other customer of the Company accounted for more than 2%
of total sales.

The Company is of the opinion that the dollar amount of backlog is not
material to an understanding of the Company’s business and historically has
not published such data. It has been and continues to be the Company's
objective to minimize the time from the receipt of a purchase order for a
computer system to delivery of the equipment.

International Operations

Sales by the Company to customers outside the United States amounted to
approximately 56X of total sales for the fiscal year ended June 30, 1990, 55X
for the fiscal year ended July 1, 1989 and 50X for the fiscal year ended
July 2, 1988. These international sales and marketing operations are
conducted through subsidiaries, by direct sales from the parent company and
through various representative and distributorship arrangements. Fluctuations
in exchange rates, trade policies and structural changes such as those taking
place in Europe may affect the level of demand for the Company’s products and
services. In viev of the locations and diversification of the Company’s
international activities, the Company does not believe that there are any
special risks beyond the normal business risks attendant to conducting
business abroad. The Company enters into forvard exchange contracts to delay



the short term impact of foreign currency fluctuations on its operations. See
Notes A, C and L of Notes to Consolidated Financial Statements incorporated by
reference herein for further information on the Company’s international
operations, including financial information concerning the Company'’s
international operations by major geographical area.

Competition

The computer industry is highly competitive, international in scope and
comprised of many companies. The methods of competition include marketing,
product performance, price, service and technology, among others. Present and
potential competition in the various markets served by the Company comes from
firms of various sizes and types, some of vhich are larger and have greater
total resources than the Company. Firms not nov in direct competition with
the Company may introduce competing products in the future. Mergers of large
firms vithin the industry may also alter the competitive situation. Though
analyses vary as to the Company’s relative position in the industry,
independent surveys have indicated that, in terms of total revenues, the
Company is one of the largest suppliers of netvorked computer systems and
services.

Rav Materials, Supplies and Services

The Company’s engineering, manufacturing, sales/services and functional
organizations rely heavily on external sources of supply. These suppliers
provide a broad base of goods and services including rav materials, softvare
and office supplies, and facilities, consulting, travel and subcontract
services. The Company continues a program of supply base consolidation that
is intended to result in the development of global suppliers to support
vorldvide operations. The Company evaluates on an on-going basis its total
procurement strategy to ensure that it is making the best use of both its
internal and external resource base.

Environmental Affairs

The Company’s facilities are subject to numerous lavs and regulations
designed to protect human health and safety and the environment, particularly
those applicable to manufacturing and engineering chemical usage, vastes and
emissions. In the opinion of the Company, compliance vith these lavs and
regulations has not had and should not have a material effect on the capital
expenditures, earnings or competitive position of the Company. Pursuant to
the Comprehensive Environmental Response, Compensation, and Liability Act of
1980 (the "Superfund Act"), the Superfund Amendments and Reauthorization Act
of 1986 ("SARA") and similar state lavs, the Company has been notified that it
is a potentially responsible party for sharing the cost of cleaning up certain
hazardous vaste disposal sites. Such costs are not expected to have a
material effect on the earnings or financial position of the Company.




Intellectual Property

The Company owns a number of patents and patent applications relating to
its products. The patents and patent applications, although of significant
value to the Company, are not considered to be of material importance to the
business as a vhole. The Company also owns or has license rights to
copyrights, trademarks, mask vorks and proprietary information, some of vhich
are considered to be valuable assets of the Company. Collectively, the
patents, patent applications, license rights, copyrights, trademarks, mask
wvorks and proprietary information are referred to as "intellectual property.”

From time to time the Company has commenced legal actions against other
companies to protect or enforce its intellectual property rights. Similarly;
from time to time other companies in the industry have claimed that products
and components manufactured by the Company are covered by the intellectual
property rights of such other companies. It may be necessary or desirable in
the future for the Company to obtain further patent licenses in addition to
those it nov holds. The Company is presently involved in a small number of
intellectual property legal actions. The Company is of the opinion that none
of such legal actions will have a material effect on the earnings or financial
position of the Company.

Research and Engineering

The Company is in an industry vhich is characterized by rapid
technological change. The Company has consistently spent a substantial
portion of its funds on research and engineering projects, including softvare
development. In the fiscal years ended June 30, 1990, July 1, 1989 and
July 2, 1988, the Company spent S$1,614 million, $1,525 million and S1,307

million, respectively, for these purposes.

The Company’s primary emphasis is on applied research and engineering,
vhich includes developing or enhancing computers, peripheral equipment and
softvare, and expanding product applications.

The Company has approximately 10,500 professional employees involved in
research, engineering and programming activities.

Executive Officers of the Company

The folloving table sets forth the names and ages of all executive
officers of the Company and certain information relating to their positions

held wvith the Company. )



Kenneth H. Olsen
Vinston R. Hindle, Jr.
John F. Smith

John L. Alexanderson
Don K. Busiek

George A. Chamberlain, 3d
Henry J. Crouse

James G. Cudmore
Villiam R. Demmer
Pier Carlo Falotti
Samuel H. Fuller

Rose Ann Giordano
Robert M. Glorioso
David V. Grainger
Villiam C. Hanson

Villiam J. Heffner
Martin R. Hoffmann

Robert C. Hughes
Donato A. Infante, Jr.

Ilene B. Jacobs
Villiam R. Johnson, Jr.

John C. MacKeen
Edvard B. McDonough
Albert E. Mullin, Jr.
James M. Osterhoff
Robert B. Palmer
Richard Poulsen
Bruce J. Ryan

F. Grant Saviers

Godfrey S. Shingles

John L. Sims
Peter J. Smith

AGE

64
60

51
55
54
55
51
57
48
44
51
50
48
49

60
58

50
56

43
48

31
61
57

35
47
46
51

56
45

PRESENT TITLE (YEAR FIRST BECAME OFFICER)

President and Director (1957)

Senior Vice President (1967)

Senior Vice President, Operations (1976)
Vice President, U.S. Direct Marketing
(1984)

Vice President, Nev Business Development
(1984)

Vice President, Marketing Finance (1976)
Vice President, Strategic Relations (1981)
Vice President, Product Operations (1981)
Vice President, VAX/VMS Systems and
Servers (1981)

Vice President, President and Chief
Executive Officer - Europe (1981)

Vice President, Corporate Research (1984)
Vice President, Eastern States (1984)

Vice President, Information Systems
Business (1985)

Vice President, United States Sales and
Services (1984)

Vice President, Manufacturing Operations
(1976)

Vice President, Softvare Systems (1985)
Vice President, General Counsel, Clerk

and Secretary (1989)

Vice President, National Accounts (1984)
Vice President, Digital Information
Management and Technology (1986)

Vice President and Treasurer (1985)

Vice President, Telecommunications and
Netvorks Group (1982)

Vice President, International Accounts
Marketing (1985)

Vice President, General International Area
(1986)

Vice President, Corporate Relations (1981)
Vice President, Finance (1985)

Vice President, Semiconductor and
Interconnect Technology (1986)

Vice President, General International Area
(1981)

Vice President and Corporate Controller
(1985)

Vice President, PC Systems and Peripherals
(1981)

Vice President, Managing Director, Digital
Equipment Co. Ltd. (1981)

Vice President, Strategic Resources (1984)
Vice President, Product and Industry
Marketing (1984)




David L. Stone 48 Vice President, Software Product Group

(1986)

Villiam D. Strecker 46 Vice President, Engineering (1985)

Harvey L. Veiss 47 Vice President, Government Systems Group
(1984)

Richard H. Yen 60 Vice President, General International Area
Manufacturing and Engineering (1984)

Donald P. Zereski 47 Vice President, Customer Services (1986)

Officers of the Company are elected annually and hold office until the first
meeting of the Board of Directors following the annual meeting of stockholders
and until their successors have been chosen and qualified. All of the
officers named have been officers or held managerial positions in the Company
for at least the last five years, except Mr. Hoffmann and Mr. Palmer. Prior
to joining the Company, Mr. Hoffmann had been Managing Partner of the
Vashington, DC office of the law firm of Gardner, Carton & Douglas for twvelve
years, and prior thereto, he held a variety of senior positions in the U.S.
government. Mr. Palmer, one of the founders of Mostek Corporation, wvas
Executive Vice President of Semiconductor Operations of United Technologies
Corporation, which acquired Mostek in 1980.

Item 2. Properties.

As of June 30, 1990, the Company occupied approximately 44.2 million
square feet of space wvorldvide. Approximately 68X of this space is located in
the United States. Substantially all of the Company’'s facilities are fully
utilized, vell maintained and suitable for the advanced technological
products and services offered by the Company. Approximately SOX of the space
occupied by the Company is ovned. Approximately 3.7 million square feet of
space for nev manufacturing, engineering, sales and administrative facilities
are expected to be under construction or completed during fiscal 1991.

Item 3. Legal Proceedings.

As previously reported, the Company, a director and certain officers
vere named as defendants in a class action lavsuit, filed in the U.S.
District Court for Massachusetts, involving alleged violations of the Federal
securities lavs. The claim against the Company is based on a number of
alleged misrepresentations and omissions in connection vith the disclosure of
information concerning the financial results of the Company for the third
quarter of the 1988 fiscal year. On January 13, 1989, the District Court
dismissed all of the claims against the director and officers and dismissed
the claim against the Company to the extent it vas based on one of the
alleged misrepresentations. On April 20, 1989, the District Court certified
a class consisting of purchasers of the Company’s Common Stock during the
period from and including January 13, 1988 through March 18, 1988, a shorter
period than plaintiff had originally requested. The Company believes that
the remaining claims against it are vithout merit.



As previously reported, the Company and three of its officers have been
named as defendants in a purported class action lawvsuit filed in the U.S.
District Court for Massachusetts on March 24, 1989. The amended complaint,
filed on July 27, 1989, alleged violations of the Federal securities laws and
negligent misrepresentation under state lav by the Company and certain
officers in connection with the disclosure of information concerning the
financial results of the Company for its 1989 fiscal year and for the third
quarter thereof. It also alleged that twvo of the individual defendants
violated the securities lavs in connection wvith sales of the Company’s Common
Stock during the third quarter of fiscal 1989. On May 22, 1990, the Court
denied plaintiffs’ motion for class action certification, dismissed one of
their claims against the Company and dismissed, with leave to replead, all of
the claims against the individual defendants. A second amended complaint,
purporting to reassert the claims against the individual defendants, vas
filed on June 21, 1990. The second amended complaint seeks unspecified
damages and other unspecified relief. The Company believes the claims
asserted against it are vithout merit.

The Company, along vith several other parties, has entered into
consent agreements vith the EPA for the performance of the Remedial
Investigation/Feasibility Studies and/or for preliminary clean-up costs
for several hazardous vaste sites. The Company expects that the costs
associated wvith these matters will not be material.

Other than as set forth above, the Company has no material pending legal
proceedings.

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

During the fourth quarter of the fiscal year covered by this report, no
matter vas submitted to a vote of security holders, through the solicitation
of proxies or othervise.




PART II

Item 5. Market for the Registrant’s Common Equity and Related Stockholder
Matters.

See the section entitled "Common Stock Information", which is
incorporated herein by reference, appearing on page 32 of the Company’s 1990
Annual Report to Stockholders.

Item 6. Selected Financial Data.

See the section entitled "Eleven Year Financial Summary”, which is
incorporated herein by reference, appearing on pages 26 and 27 of the
Company’s 1990 Annual Report to Stockholders.

Item 7. Management’s Discussion and Analysis of Pinancial Condition and
Results of Operations.

See the section entitled "Management’s Discussion and Analysis of
Results of Operations and Financial Condition", vhich is incorporated herein by
reference, appearing on pages 28 through 33 of the Company’s 1990 Annual Report
to Stockholders.

Item 8. Financial Statements and Supplementary Data.

The financial statements and supplementary data, vhich are incorporated
herein by reference from the Company’s 1990 Annual Report to Stockholders, are
indexed under Item 14(a)(1). See also the financial statement schedules
appearing herein, as indexed under Item 14(a)(2).

Item 9. Changes in and Disagreements vith Accountants on Accounting and
Financial Disclosure.

None.
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PART III

Item 10. Directors and Bxecutive Officers of the Registrant.

See the section entitled "Election of Directors”, which is incorporated
herein by reference, appearing on pages 2 through 5 of the Company’s Proxy
Statement for its 1990 Annual Meeting of Stockholders. See also the section
entitled "Executive Officers of the Company" appearing in Part I hereof.

Item 11. Executive Compensation.

See the section entitled "Executive Compensation and Other Information",
vhich is incorporated herein by reference, appearing on pages 12 through 19
of the Company’s Proxy Statement for its 1990 Annual Meeting of Stockholders.

Item 12. Security Ownership of Certain Beneficial Owners and Management.

See the sections entitled "Principal Holders of Voting Securities™ and
"Stock Ownership of Directors", which are incorporated herein by reference,

appearing on page 2 and pages 5 through 7 of the Company'’s Proxy Statement
for its 1990 Annual Meeting of Stockholders

Item 13. Certain Relationships and Related Transactions.

See the section entitled "Certain Relationships and Related
Transactions™, wvhich is incorporated herein by reference, appearing on

page 6 of the Company’s Proxy Statement for its 1990 Annual Meeting of
Stockholders.




PART IV

Item 14. Exhibits, Financial Statement Schedules and Reports on Porm 8-K.

(a) The folloving documents are filed as part of this report:

(1)

Financial statements which are incorporated herein by reference
from the Company’s 1990 Annual Report to Stoqkholders:

Report of Independent Accountants (page 34).

Consolidated Statements of Income for fiscal years 1990, 1989
and 1988 (page 35).

Consolidated Balance Sheets as at June 30, 1990 and July 1, 1989
(page 36).

Consolidated Statements of Cash Flovs for fiscal years 1990,
1989 and 1988 (page 37).

Consolidated Statements of Stockholders’ Equity for fiscal
years 1990, 1989 and 1988 (page 38).

Notes to Consolidated Financial Statements (pages 39 through
48).

Eleven Year Financial Summary (pages 26 and 27).

Supplementary Financial Information (page 48).

The Company’s 1990 Annual Report to Stockholders is not to be deemed
filed as part of this report except for those parts thereof specifically
incorporated herein by reference.

(2) Financial statement schedules:

Page
S-1 Report of Independent Accountants
5-2 V - Property, Plant and Equipment

S-4 VI - Accumulated Depreciatidn and Amortization of
Property, Plant and Equipment

S-6 VIII - Valuation and Qualifying Accounts and Reserves

S-8 X - Supplemental Income Statement Information

) All other schedules have been omitted since they are not required, not
applicable or the information has been included in the financial statements

or the notes thereto.
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Individual financial statements of the Company have been omitted because
it is primarily an operating company and the consolidated subsidiaries are
not indebted, in a material amount, to any person other than to tne parent or
to other consolidated subsidiaries.

(3) Exhibits:

3(a) - Articles of Amendment dated November 5, 1987, further

(b) -

(c) -

4(a) -

(b)

(c)

10(a)

(b)

(c)

amending the Company’s Restated Articles of Organization as
amended (filed as Exhibit 3(a) to the Company’s Annual Report
on Form 10-K for the fiscal year ended July 2, 1988 and
incorporated herein by reference).

Restated Articles of Organization of the Company as amended
up to and through November 4, 1987 (filed as Exhibit 3(a) to
the Company’s Annual Report on Form 10-K for the fiscal year
ended June 27, 1987 and incorporated herein by reference).

By-lavs of the Company, as amended.

Indenture betveen Digital Equipment Corporation and The Chase
Manhattan Bank (National Association), Trustee, dated as of
April 1, 1984 (filed as Exhibit 4(c) to the Company’s
Quarterly Report on Form 10-Q for the quarter ended March 31,
1984 and incorporated herein by reference).

Specimen 12 5/8X Note Due 1994 (filed as Exhibit 4(d) to the
Company’s Quarterly Report on Form 10-Q for the quarter ended
March 31, 1984 and incorporated herein by reference).

Rights Agreement dated as of December 11, 1989 betveen
the Company and First Chicago Trust Company of New
York, as Rights Agent (filed under cover of Form SE as
Exhibit 4.1 to the Company’s Current Report on Form B-K
dated December 12, 1989 and incorporated herein by
reference).

1968 Employee Stock Purchase Plan (contained in the
prospectus included in the Company’s Registration
Statement No. 33-25280 and incorporated herein by
reference).

1976 Restricted Stock Option Plan, as amended (filed
under cover of Form SE as Exhibit 10(b) to the Company'’s
Annual Report on Form 10-K for the fiscal year ended
July 1, 1989 and incorporated herein by reference).

1981 International Employee Stock Purchase Plan (contained
in the prospectus included in the Company’s Registration
Statement No. 33-25279 and incorporated herein by
reference).
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(d)

(e)

(£)

(g)

11
13

22

24

1985 Restricted Stock Option Plan, as amended (filed
under cover of Form SE as Exhibit 10(d) to the Company’s
Annual Report on Form 10-K for the fiscal year ended
July 1, 1989 and incorporated herein by reference).

Deferred Compensation Plan for Non-Employee Directors as
Amended and Restated Effective 18 May 1987 (filed as Exhibit
10(f) to the Company’s Annual Report on Form 10-K for the
fiscal year ended June 27, 1987 and incorporated herein by
reference).

Retirement Arrangement for Non-Employee Directors (filed as,
Exhibit 10(g) to the Company’s Annual Report on Form 10-K for
the fiscal year ended June 27, 1987 and incorporated herein
by reference).

Form of Indemnification Agreement in effect betveen the
Company and each of its officers and directors (filed as
Exhibit 10(g) to the Company’s Annual Report on Form 10-K for
the fiscal year ended July 2, 1988 and incorporated herein by
reference).

Computation of net income per share.

The Company’s 1990 Annual Report to stockholders, certain
portions of vhich have been incorporated herein by
reference, filed separately under cover of Form SE.

List of Subsidiaries.

Consent of independent accountants.

(b) Reports on Form B-K:

No reports on Form 8-K vere filed or vere required to be filed by the
Company during the fourth quarter of the fiscal year ended June 30, 1990.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

DIGITAL EQUIPMENT CORPORATION
(Registrant)

Date: September 10, 1990 By /s/ Kenneth H. Olsen
; Kenneth H. Olsen
President

Pursuant to the requitélents of the Securities Exchange Act of 1934,
this report has been signed belov by the folloving persons on behalf of the
registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ Kenneth H. Olsen President (Principal
¢ Executive Officer) and September 10, 1990
Kenneth H. Olsen Director
/s/ James M. Osterhoff Vice President, Finance
(Principal Financial September 10, 1990
James M. Osterhoff Officer) |
/s/ Bruce J. Ryan Vice President and |
Corporate Controller September 10, 1990
Bruce J. Ryan (Principal Accounting Officer)
/s/ Vernon R. Alden
Director September 10, 1990
Vernon R. Alden
/s/ Philip Caldwvell |
. Director September 10, 1990 |
Philip Caldwell |
/s/ Colby H. Chandler
: Director September 10, 1990 |
Colby H. Chandler
/s/ Arnaud de Vitry |
Director September 10, 1990 |
Arnaud de Vitry |
/s/ Robert R. Everett
Director September 10, 1990
Robert R. Everett
/s/ Villiam H. Mclean
g Director September 10, 1990

Villiam H. NclLean
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Report of Independent Accountants

Our report on the consolidated financial statements of Digital Equipment
Corporation has been incorporated by reference in this Form 10-K from page 34
of the 1990 Annual Report to Stockholders of Digital Equipment Corporation.
In connection with our audits of such financial statements, ve have also
audited the related financial statement schedules listed in the index on
page 12 of this Form 10-K.

In our opinion, the financial statement schedules referred to above,
vhen considered in relation to the basic financial statements taken as a
vhole, present fairly, in all material respects, the information required to
be included therein.

/s/ Coopers & Lybrand

Coopers & Lybrand

Boston, Massachusetts
July 25, 1990
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SUBSIDIARIES

The folloving is a list of the Company’s subsidiaries.

directly or indirectly, 100X of the voting securities of each subsidiary,
unless marked vith an asterisk.

Name

Computer Insurance Company
Computer Insurance Company Limited
Digital Computer Taiwvan Limited
Digital Equipment Aktiebolag
Digital Equipment B.V.

Digital Equipment
m.b.H.
Digital Equipment

Betriebliche Altersversorgungsgesellschaft

of Canada Limited/Digital Equipment

du Canada Limitee

Digital Equipment
Digital Equipment
Digital Equipment

Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment

Digital Equipment

Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment

Caribbean, Inc.
Centre Technique (Europe) S.A.R.L.
China Incorporated

China Ltd.

do Brazil Ltda.

Co. Limited

Computers A.S.

Corporation A/S

Corporation A/S

Corporation (Australia) Pty. Ltd.
Corporation (Consultancy) Limited

Corporation Espana, S.A.
Corporation Finance B.V.
Corporation Gesellschaft m.b.H.
Corporation International
Corporation International (Europe)
Corporation Japan

Corporation 0Y

Corporation de Puerto Rico
Corporation (Nev Zealand) Limited
Corporation A.G./S.A.

Corporation Services-Europe

(DEC) Limited

(DEC) Technical Center (Israel) Limited

Exhibit 22

The Company owns,

State or ;
Jurisdiction
of

Organization

Rhode Island
Bermuda
Taivan
Sveden
Netherlands

Vest Germany

Canada
Delavare
France
Peoples
Republic of
China
Delavare
Brazil
United Kingdom
Turkey
Norvay
Denmark
Australia
States of
Jersey
Spain
Netherlands
Austria
Massachusetts
Swvitzerland
Japan
Finland
Delavare
Nev Zezland
Swvitzerland
Belgium
Israel
Israel




*Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital

*Digital

*Digital
Digital
Digital

Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment

Export (India) Ltd.

Filipinas Incorporated

Finance Corporation

Foreign Sales Corporation B.V.

France

GmbH

Hellas S.A.
(Holdings) B.V.

Hong Kong Limited

(India) Ltd.
(Hungary) Ltd.

International B.V.
International Betriebliche

Altersversorgungsgesellschaft m.b.H.

Digital
Digital
Digital

Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Societe

Equipment
Equipment
Equipment

Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment

International G.m.b.H.

International Limited

Ireland Limited

Korea, Incorporated
(Malaysia) Sdn. Bhd.

de Mexico, S.A. de C.V.

N.V./S.A.
Panama, Inc.

Parts Center B.V.
Portugal, Limitada

PRC Limited
S.p.A.

Scotland Limited

Services, Inc.

Singapore (PTE) Limited

(Thailand) Ltd.

Grovth, Inc.
Incorporated
International Sales Corporation
Realty Corporation

Civile Immobiliere (SCI) Parc du Bois Briard

0l1d Colony Insurance Limited

=

India
Philippines
Delavare
Netherlands
France

Vest Germany
Greece
Netherlands
Hong Kong
India
Hungary
Netherlands

Vest Germany
Vest Germany
Svitzerland
Republic of
Ireland
Korea
Malaysia
Mexico
Belgium
Panama
Netherlands
Portugal
Hong Kong
Italy
United Kingdom
Delavare
Singapore
Thailand
Massachusetts
Delavare
Delavare
Delavare
Prance
Bermuda
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PART I

Item 1. Business.

General

Digital Equipment Corporation, a Massachusetts corporation founded in
1957, is a company with worldwide operations. At June 27, 1992, the
Company employed approximately 113,800 persons and conducted operations in
the United States and in more than 90 other countries, deriving more than
half of its revenues from outside of the United States.

The term "Company™ when used herein refers to Digital Equipment
Corporation or Digital Equipment Corporation and its subsidiaries, as
required by the context.

The Company is one of the world’s largest suppliers of networked
computer systems, software and services and a leader in interactive,
distributed computing and multivendor systems integration in open
information environments. The Company’s objective is to be recognized
worldwide as the best provider of quality integrated information systems,
networks and services. The Company offers a full range of desktop,
client-server and production systems and related peripheral equipment,
software and services used in a wide variety of applications and
industries. In addition to the range of products and services developed or
acquired directly by the Company, the Company has entered into strategic
alliances with telecommunications companies, independent software
developers and component manufacturers.

For the last five fiscal years, the percentage of total operating
revenues contributed by the Company’s principal classes of products was as
follows:

1992 1991 1990 198 1988

Product sales 55.2% 59.7% 62.9% 64.3% 65.7%
Service and other

revenues 44.8% 40.3% 37.1% 35.7% 34.3%

100.0% 100.0% 100.0% 100.0% 100.0%

Service and other revenues are derived principally from Company and
multivendor hardware and software product services and systems integration
services.

Recent Developments

On July 16, 1992, Kenneth H. Olsen, the Company’s founder and
President, announced his intention to retire from the Company effective



October 1, 1992. Robert B. Palmer, Vice President, Manufacturing,
Logistics and Component Engineering, has been elected President and Chief
Executive Officer of the Company to succeed Mr. Olsen upon his retirement.

In February 1932, the Company announced a new open computing product
architecture, known as "Alpha", which is designed to support multiple
operating systems and to be the foundation for a leading high performance
computer system family. The Company also announced its intention to sell
Alpha at all levels of integration, including chip, board and system, to
other computer companies and to original equipment manufacturers ("OEMs"),
and to license the Alpha architecture to third parties. Shortly after the
close of the fiscal year, the Company announced a new open systems
environment, including new "OpenVMS" computer systems. The new systems are
designed to upgrade easily to future Alpha systems.

In June 1992, the Company entered into an agreement to acquire shares
of common stock of Ing. Olivetti & Co. S.p.A. ("Olivetti"), and an
agreement to form a strategic alliance. See Note K to Notes to
Consolidated Financial Statements. The investment is intended to further
strengthen the business relationship between Olivetti and the Company, and
the parties’ agreements provide for Alpha to become a strategic
architecture for future Olivetti products.

Systems and Products

The Company offers one of the broadest ranges of compatible hardware,
software and communications products in the computer industry. Most of the
Company’s systems are general purpose digital computers, designed for
performing, interpreting and recording computations on collected data or
acting as servers providing computing resources across a network. Current
VAX systems and servers include VAXstations, MicroVAX, VAX 4000, the
multiprocessor VAX 6000 family, VAX 7000 family, VAXcluster systems and VAX
10000 mainframes. The Company also has a line of reduced instruction set
computing (RISC)/UNIX(TM)-based computers that range from high performance
desktop workstations to large, general purpose computer systems and
servers. Fully supported VAX systems prices range from $7,000 for the
MicroVAX 3100 to over $2 million for the largest VAX 10000. VAXstation
workstations start at under $4,000. The Company’s RISC/UNIX(TM)-based
workstations, systems and servers range from a DECstation 5000 priced at
under $4,000 to the DECsystem 5900 with an average system price of
$125,000.

The Company offers a full range of industry compatible personal
computers. The Company’s workstation and personal computing products are
generally sold into networked environments that are increasingly using
client-server applications. In addition, the Company offers clustered
systems, fault tolerant computer systems, network hardware, desktop
integration products and a full range of peripheral and data storage
devices. These products are supported by industry standard software
languages and tools, networking software and layered application products.



The Company manufactures and sells a variety of hardware and software
products that integrate personal computers into local and wide area
networks and interconnect networked personal computers with departmental
and mainframe Digital and IBM systems. The Company also sells data storage
and associated peripheral devices which are used with and sold as part of
the Company’s various computer systems, some of which are acquired from
other manufacturers. Selected peripherals and components are sold
separately for other independent applications to other systems and
peripheral equipment manufacturers. The Company also is a major
manufacturer and supplier of video terminals. -

Software

The Company designs, or acquires from third parties and distributes
under license, various software products for its computer systems and for
systems from other vendors. These products consist of operating systems,
communication and networking software, Network Application Support (NAS)
run-time services (such as data/information. handling and graphical user
interfaces), language processors, productivity tools and other applications
software. The Company’s software is generally designed to use the open,
standard interfaces that are being adopted by an increasing number of
computer manufacturers. In addition, the Company’s software may be
optimized for a particular computer family to maximize the efficiency of
the users of those systems. Many customers and systems integrators use the
applications development software provided by the Company to design their
own specific application software.

Services

The Company provides one of the most comprehensive portfolios of
systems integration and support services available in the industry to help
customers plan, design, implement and manage their information technology
solutions. These services are delivered through a global network of nearly
40,000 employees.

The Company’s services organization provides customers with
professional services, either directly or in conjunction with other
companies. The Company’s services offerings include: multivendor
maintenance and support services, from the desktop to the data center;
management and information systems consulting services; technical and
application design services; education and customer training services;
systems integration program and project management services; network design
and support services; desktop services; business protection services; and
outsourcing and facilities management services.

The amount of service revenues, and the percentage of the Company’s
total operating revenues represented by service revenues, has continued to
increase over the years. The Company’s service and other revenues as a
percentage of its total operating revenues for fiscal years 1988 - 1992 are
set forth on page 1.



Pricing

Prices for the Company’s computer systems have generally been reduced
as new products have been introduced or existing products improved. The
pricing of new products, in most cases, is intended to provide the customer
with an improved price/performance ratio. During the fiscal year ended
June 27, 1992, prices were decreased for a selected number of products.

The Company expects to continue its policy of adjusting the prices of
its products and services on an individual basis either upward or downward
as economic, competitive or other circumstances warrant.

Sales and Distribution

The Company directly sells, markets and supports its products and
services through more than 800 locations throughout the world. In addition
to its sales offices, the Company also operates or supports a number of
distributor offices, remote service points, customer-service-only service
centers and distribution centers. The Company’s general policy is to sell
and not to rent its products. Customers who prefer leasing arrangements
are given assistance in obtaining such financing.

Arrangements with software developers, including cooperative marketing
partners (CMPs) and complementary software houses (CSHs), OEMs and
authorized distributors, all meeting defined criteria, are an increasingly
important part of the Company’s focus on providing complete solutions to
its customers. Operating under the umbrella term of Complementary
Solutions Organizations (CSOs), these third party relationships are
supported by a variety of business policies, practices, support programs
and training which foster the relationship between the Company and its
CSOs.

During fiscal 1992, the Company acquired most of the Information
Systems Division of Philips Electronics N.V. of the Netherlands. The
acquisition further enhances the Company’s ability and capacity to serve
small and medium sized businesses, as well as financial institutions,
principally in Europe.

Many of the markets served by the Company are affected by cyclical
factors beyond the Company’s control. For example, the Company is directly
affected by changes in the level of spending by industry for capital
equipment, and indirectly affected by shifts in government policy and
funding of programs which impact government contractors which do business
with the Company.

For the fiscal year ended June 27, 1992, approximately 4% of the
Company’s total operating revenues were derived directly from sales to
various agencies of the U.S. Government, and no other customer of the
Company accounted for more than 1% of total revenues.



The Company is of the opinion that the dollar amount of backlog is not -

material to an understanding of the Company’s business and historically has
not published such data. It has been and continues to be the Company’ s
objective to minimize the time from the receipt of a purchase order to
delivery of the product.

International Operations

Sales by the Company to customers outside the United States amounted
to approximately 63% of total sales for the fiscal year ended June 27,
1992, 60% for the fiscal year ended June 29, 1991 and 56% for the fiscal
year ended June 30, 1990. These international sales and marketing
operations are conducted through subsidiaries, by direct sales from the
parent company and through various representative and distributorship
arrangements. Fluctuations in exchange rates, trade policies and
structural changes such as those taking place in Europe may affect the
level of demand for the Company’s products and services. In view of the
locations and diversification of the Company’s international activities,
the Company does not believe that there are any special risks beyond the
normal business risks attendant to conducting business abroad. The Company
enters into forward exchange contracts to delay the short-term impact of
foreign currency fluctuations on its operations. See Notes A, C and L of
Notes to Consolidated Financial Statements incorporated by reference herein
for further information on the Company’s international operations,
including financial information concerning the Company’s international
operations by major geographical area.

Competition

The computer industry is highly competitive, international in scope
and comprised of many companies. The methods of competition include
marketing, product performance, price, service and technology, among
others. Present and potential competition in the various markets served by
the Company comes from firms of various sizes and types, some of which are
larger and have greater total resources than the Company. Firms not now in
direct competition with the Company may introduce competing products in the
future. Mergers of larger firms within the industry may also alter the
competitive situation. Though analyses vary as to the Company’s relative
position in the industry, independent surveys have indicated that, in terms
of total revenues, the Company is one of the largest suppliers of networked
computer systems and services.

Raw Materials, Supplies and Services

The Company’s engineering, manufacturing, sales and services and
functional organizations rely heavily on external sources of supply. These
suppliers provide a broad base of goods and services including but not
limited to raw materials, software, facilities, consulting and subcontract
services. The Company continues a program of supplier consolidation that
is intended to result in the development of global suppliers to support
worldwide operations. The Company evaluates on an on-going basis its total
procurement strategy to ensure that it is making the best use of both its
internal and external resource base.



Environmental Affairs

The Company’s facilities are subject to numerous laws and regulations
designed to protect human health and safety and the environment,
particularly those applicable to manufacturing and engineering, chemical
usage, waste and emissions. In the opinion of the Company, compliance with
these laws and regulations has not had and should not have a material
effect on the capital expenditures, earnings or competitive position of the
Company. Pursuant to the Comprehensive Environmental Response,
Compensation, and Liability act of 1980 ("CERCLA"), as amended, the Company
has been notified that it is a potentially responsible party for and the
Company is sharing the costs of cleaning up certain hazardous waste
disposal sites. Under similar state laws, the Company also is incurring
costs in connection with the investigation and remediation of certain
Company-owned properties. Such costs are not expected to have a material
effect on the earnings or financial position of the Company.

Intellectual Property

The Company owns a number of patents and patent applications relating
to its products. The patents and patent applications, although of
significant value to the Company, are not considered to be of material
importance to the business as a whole. The Company also owns or has
license rights to copyrights, trademarks, mask works and proprietary
information, some of which are considered to be valuable assets of the
Company. Collectively, the patents, patent applications, license rights,
copyrights, trademarks, mask works and proprietary information are referred
to as "intellectual property."

From time to time the Company has commenced legal actions against
other companies to protect or enforce its intellectual property rights.
Similarly, from time to time other companies in the industry have claimed
that products and components manufactured by the Company are covered by the
intellectual property rights of such other companies. It may be necessary
or desirable in the future for the Company to obtain further patent
licenses in addition to those it now holds. The Company is presently
involved in a small number of intellectual property legal actions. The
Company is of the opinion that none of such legal actions will have a
material effect on the earnings or financial position of the Company.

Research and Engineering

The Company is in an industry which is characterized by rapid
technological change. The Company has consistently spent a substantial
portion of its funds for research and engineering. In the fiscal years
ended June 27, 1992, June 29, 1991 and June 30, 1990, the Company spent
$1.75 billion, $1.65 billion and $1.61 billion, respectively, for these
purposes.



Executive Officers of the Company

The following table sets forth the names and ages of the 13 executive
officers of the Company and certain information relating to their positions
held with the Company.

NAME AGE PRESENT TITLE (YEAR FIRST BECAME OFFICER)
Kenneth H. Olsen 66 President and Director (1957)
Robert B. Palmer 51 Vice President (1985) and

Director (1992); President and Chief
Executive Officer-elect*

Winston R. Hindle, Jr. 62 Senior Vice President (1967)

John F. Smith 57 Senior Vice President, Operations (1976)

Martin R. Hoffmann 60 Vice President, General Counsel,
Secretary and Clerk (1989)

Ilene B. Jacobs 45 Vice President and Treasurer (1985)

William R. Johnson, Jr. 50 Vice President, Corporate Marketing (1982)

Richard Poulsen 57 Vice President, President - General
International Area (1981)

Bruce J. Ryan 49 Vice President and Corporate Controller
(1985)

John L. Sims 58 Vice President, Strategic Resources (1984)

William M. Steul 50 Vice President, Finance (1992)

William D. Strecker 48 Vice President, Chief Technology Officer
(1985)

Donald P. Zereski 49 Vice President, U.S. Area (1986)

*Mr. Palmer will become President and Chief Executive Officer effective
October 1, 1992 upon the retirement of Mr. Olsen.

Executive officers of the Company are elected annually and hold office
until the first meeting of the Board of Directors following the annual
meeting of stockholders and until their successors have been chosen and
qualified. All of the executive officers named have been officers or held
managerial positions in the Company for at least the last five years,
except Mr. Hoffmann. Prior to joining the Company, Mr. Hoffmann had been
Managing Partner of the Washington, D.C. office of the law firm of Gardner,
Carton & Douglas for twelve years, and prior thereto, he held a variety of
senior positions in the U.S. government.



Item 2. Properties.

As of June 27, 1992, the Company occupied approximately 43.3 million
square feet of space worldwide. The total space occupied increased by 1.9
million square feet from the prior year, due principally to acquisitions,
including the Philips and Kienzle acquisitions referenced in Note O to the
Notes to Consolidated Financial Statements. Without these acquisitions
total occupied space would have declined year to year. Approximately 54%
of the space is located in the United States; approximately 56% of the
space occupied by the Company is owned. The Company’s facilities are
substantially utilized, well maintained and suitable for the advanced
technological products and services offered by the Company.

Approximately 1 million square feet of space for new manufacturing,
engineering, sales and administrative facilities is expected to be under
construction or completed during fiscal 1993. This new space will be used
principally for the consolidation of other facilities. Over the last two
fiscal years the Company has eliminated 7.2 million square feet of space
through restructuring actions while at the same time adding some
facilities. Total occupied space has declined over the two-year period.
The Company anticipates it will occupy fewer square feet of space worldwide
at the end of fiscal 1993 than at the end of fiscal 1992.

Item 3. Legal Proceedings.

As previously reported, the Company, a director and certain officers were
named as defendants in a class action lawsuit, filed in the U.S. District Court
for Massachusetts, involving alleged violations of the Federal securities laws
in connection with the disclosure of information concerning the financial
results of the Company for the third quarter of the 1988 fiscal year. 1In
January 1989 the District Court dismissed all of the claims against the
director and officers. In November 1991 the U.S. Court of Appeals for the
First Circuit upheld the District Court’s ruling granting summary judgment to
the Company and awarded the Company its attorneys fees and double the costs it
incurred on appeal.

The Company, along with several other parties, has entered into
consent agreements with the EPA for the performance of the Remedial
Investigation/Feasibility Studies and/or for preliminary clean-up costs
for several hazardous waste sites. The Company expects that the costs
associated with these matters will not be material. In July 1992 the Company
agreed to participate in a cash settlement with the EPA and the Massachusetts
Department of Environmental Protection for the clean-up of the Silresim
Superfund Site located in Lowell, Massachusetts. The amount of the Company’s
settlement share is not material.

Other than as set forth above, the Company has no material pending legal
proceedings.




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

During the fourth quarter of the fiscal year covered by this report, no
matter was submitted to a vote of security holders, through the solicitation
of proxies or otherwise.

PART II

Item 5. Market for the Registrant’s Common Equity and Related Stockholder
Matters.

See the section entitled "Common Stock Information,"™ which is
incorporated herein by reference, appearing on page 33 of the Company’s 1992
Annual Report to Stockholders.

Item 6. Selected Financial Data.

See the section entitled "Eleven-Year Financial Summary," which is
incorporated herein by reference, appearing on pages 26 and 27 of the
Company’s 1992 Annual Report to Stockholders.

Item 7. Management’s Discussion and Analysis of Results of Operations
and Financial Condition.

See the section entitled "Management’s Discussion and Analysis of
Results of Operations and Financial Condition," which is incorporated herein by
reference, appearing on pages 28 through 32 of the Company’s 1992 Annual Report
to Stockholders.

Item 8. Financial Statements and Supplementary Data.
The financial statements and supplementary data, which are incorporated
herein by reference from the Company’s 1992 Annual Report to Stockholders, are

indexed under Item 14(a) (1). See also the financial statement schedules
appeariqg herein, as indexed under Item 14(a) (2).

Item 9. Changes in and Disagreements with Accountants on Accounting and
Financial Disclosure.

None.




PART III
Item 10. Directors and Executive Officers of the Registrant.
See the section entitled "Election of Directors," which is incorporated
herein by reference from the Company’s Proxy Statement for its 1992 Annual

Meeting of Stockholders. See also the section entitled "Executive Officers of
the Company" appearing in Part I hereof.

Item 11. Executive Compensation.

See the section entitled "Executive Compensation and Other Information,"
which is incorporated herein by reference from the Company’s Proxy Statement
for its 1992 Annual Meeting of Stockholders.

Item 12. Security Ownership of Certain Beneficial Owners and Management.
See the section entitled "Stock Ownership of Directors," which is
incorporated herein by reference from the Company’s Proxy Statement for its

1992 Annual Meeting of Stockholders.
Item 13. Certain Relationships and Related Transactions.
See the section entitled "Certain Relationships and Related

Transactions,™ which is incorporated herein by reference from the Company’s
Proxy Statement for its 1992 Annual Meeting of Stockholders.
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PART IV
Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K.
(a) The following documents are filed as part of this report:

(1) Financial statements which are incorporated herein by reference
from the Company’s 1992 Annual Report to Stockholders:

Report of Independent Accountants (page 335).

Consolidated Statements of Operations for fiscal years 1992, 1991
and 1990 (page 36).

Consolidated Balance Sheets as at June 27, 1992 and June 29,
1991 (page 37).

Consolidated Statements of Cash Flows for fiscal years 1992,
1991 and 1990 (page 38).

Consolidated Statements of Stockholders’ Equity for fiscal
years 1992, 1991, and 1990 (page 39). .

Notes to Consolidated Financial Statements (pages 40 through
50).

Eleven Year Financial Summary (pages 26 and 27).
Quarterly Financial Data (page 51).
The Company’s 1992 Annual Report to Stockholders is not to be deemed
filed as part of this report except for those parts thereof specifically

incorporated herein by reference.

(2) Financial statement schedules:

Page

S-1 Report of Independent Accountants

§=2 V - Property, Plant and Equipment

§=5 VI - Accumulated Depreciation and Amortization of
Property, Plant and Equipment

§-8 VIII - Valuation and Qualifying Accounts and Reserves

S-9 X - Supplemental Income Statement Information

All other schedules have been omitted since they are not required, not
applicable or the information has been included in the financial statements
or the notes thereto.
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Individual financial statements of the Company have been omitted because
it is primarily an operating company and the consolidated subsidiaries are
not indebted, in a material amount, to any person other than to the parent or
to other consolidated subsidiaries.

(3) Exhibits:

3(a) - Restated Articles of Organization of the Company dated
March 11, 1991 (filed under cover of Form SE as Exhibit
3(a) to the Company’s Annual Report on Form 10-K for the
fiscal year ended June 29, 1991 and incorporated herein
by reference).

(b) - By-laws of the Company, as amended (filed as Exhibit 3(c) to
the Company’s Annual Report on Form 10-K for the fiscal year
ended June 30, 1990 and incorporated herein by reference).

4(a) - Rights Agreement dated as of December 11, 1989 between
the Company and First Chicago Trust Company of New
York, as Rights Agent (filed under cover of Form SE as
Exhibit 4.1 to the Company’s Current Report on Form 8-K
dated December 12, 1989 and incorporated herein by
reference).

10(a) - 1968 Employee Stock Purchase Plan (filed under cover
of Form SE as Exhibit 28 to the Company’s Registration
Statement No. 33-43922 and incorporated herein by
reference) .

(b) = 1976 Restricted Stock Option Plan, as amended.

(c) = 1981 International Employee Stock Purchase Plan
(filed under cover of Form SE as Exhibit 28 to the
Company’s Registration Statement No. 33-43923 and
incorporated herein by reference).

(d) = 1985 Restricted Stock Option Plan, as amended (filed under
cover of Form SE as Exhibit 10(d) to the Company’s Annual
Report on Form 10-K for the fiscal year ended July 1, 1989
and incorporated herein by reference).

(e) = 1990 Equity Plan (contained in the prospectus included
in the Company’s Registration Statement No. 33-37631 and
incorporated herein by reference).

(£) = 1990 Stock Option Plan for Nonemployee Directors
(contained in the prospectus included in the Company’s
Registration Statement No. 33-37628 and incorporated
herein by reference).
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11
13

22
24

(9)

(h)

(1)

(3)

Deferred Compensation Plan for Non-Employee Directors as

Amended and Restated Effective 18 May 1987 and as further
amended on 22 April 1991 (filed under cover of Form SE as
Exhibit 10(g) to the Company’s Annual Report on Form 10-K
for the fiscal year ended June 29, 1991 and incorporated

herein by reference).

Retirement Arrangement for Non-Employee Directors (filed as
Exhibit 10(g) to the Company’s Annual Report on Form 10-K for
the fiscal year ended June 27, 1987 and incorporated herein
by reference).

Form of Indemnification Agreement in effect between the
Company and each of its officers and directors (filed as
Exhibit 10(g) to the Company’s Annual Report on Form 10-K for
the fiscal year ended July 2, 1988 and incorporated herein by
reference) .

Digital Equipment Corporation Restoration Pension Plan
effective as of May 1, 1992.

Computation of net income/(loss) per share.

The Company’s 1992 Annual Report to Stockholders, certain
portions of which have been incorporated herein by
reference.

List of Subsidiaries.

Consent of independent accountants.

(b) Reports on Form 8-K:

No reports on Form 8-K were filed or were required to be filed by the

Company during the fourth quarter of the fiscal year ended June 27, 1992.




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

DIGITAL EQUIPMENT CORPORATION
(Registrant)

Date: August 26, 1992 By /s/Kenneth H. Olsen
Kenneth H. Olsen
President

Pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the following persons on behalf of the
registrant and in the capacities and on the dates indicated.

Signature Title Date
President (Principal
/s/Kenneth H. Olsen Executive Officer) and August 26, 1992
Kenneth H. Olsen Director
Vice President, Finance
/s/William M. Steul (Principal Financial August 26, 1992
William M. Steul Officer)
Vice President and
/s/Bruce J. Ryan Corporate Controller August 26, 1992
Bruce J. Ryan (Principal Accounting Officer)
/s/Vernon R. Alden Director August 26, 1992

Vernon R. Alden

/s/Philip Caldwell Director August 26, 1992
Philip Caldwell

/s/Colby H. Chandler Director August 26, 1992
Colby H. Chandler

/s/Arnaud de Vitry Director August 26, 1992
Arnaud de Vitry

/s/Robert R. Everett Director August 26, 1992
Robert R. Everett
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/s/Thomas P. Gerrity Director

Thomas P. Gerrity

/s/William H. McLean Director

William H. McLean

/s/Robert B. Palmer Director

Robert B. Palmer

/s/Thomas L. Phillips Director

Thomas L. Phillips
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August 26,

August 26,

August 26,

August 26,

1992

1992

1992

1992



Report of Independent Accountants

Our report on the consolidated financial statements of Digital Equipment
Corporation has been incorporated by reference in this Form 10-K from page 35
of the 1992 Annual Report to Stockholders of Digital Equipment Corporation.
In connection with our audits of such financial statements, we have also
audited the related financial statement schedules listed in the index on
page 11 of this Form 10-K.

In our opinion, the financial statement schedules referred to above,
when considered in relation to the basic financial statements taken as a
whole, present fairly, in all material respects, the information required to
be included therein.

/s/Coopers & Lybrand

Coopers & Lybrand

Boston, Massachusetts
July 23, 1992
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SUBSIDIARIES

The following is a list of the Company’s subsidiaries.

The Company owns,

directly or indirectly, 100% of the voting securities of each subsidiary,

unless marked with an asterisk.

Name

Basys Automation Systems, Inc.

Basys Automation Systems Limited

Cascade Computing AB

CASE & CAD Engineering Produktutveckling i Stockholm AB

*Computadores S.A.

Computer Insurance Company

Computer Insurance Company Limited

Data Systems Aktiengesellschaft

DEC Digital Equipment Corporation A.G./S.A.

DEClease S.p.a.

DEE Digital Equipment Enterprises A.G./S.A.

Digital Computer Taiwan Limited

Digital Equipment Aktiebolag

Digital Equipment (BCFI) AB

Digital Equipment B.V.

Digital Equipment Beteiligungen GmbH

Digital Equipment of Canada Limited/Digital Equipment
du Canada Limitee

Digital Equipment Caribbean, Inc.

Digital Equipment Centre Technique (Europe) S.A.R.L.

Digital Equipment Chile Limitada

Digital Equipment China Incorporated

Digital Equipment China Ltd.

Digital Equipment do Brazil Ltda.

Digital Equipment Co. Limited

Digital-Kienzle Computersysteme A.G.
Digital-Kienzle Computersysteme GmbH & Co. K.G.

Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment

Digital Equipment
Digital Equipment
Digital Equipment

Corporation A/S

Corporation
Corporation
Corporation

Corporation
Corporation
Corporation

A/S
(Australia) Pty. Ltd.
(Consultancy) Limited

Espana, S.A.
Finance B.V.
Gesellschaft m.b.H.

State or

Jurisdiction
of

Organization

Delaware
United Kingdom
Sweden
Sweden
Brazil

Rhode Island
Bermuda
Austria
Switzerland
Italy
Switzerland
Taiwan
Sweden
Sweden
Netherlands
Germany

Canada
Delaware
France
Chile
Peoples
Republic of
China
Delaware
Brazil
United Kingdom
Switzerland
Germany
Norway
Denmark
Australia
States of
Jersey
Spain
Netherlands
RAustria




Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital

Digital
Digital
Digital
Digital
Digital
*Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
*Digital
Digital
Digital
Digital

Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment

Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment

Corporation International

Corporation International (Europe)

Corporation Japan
Corporation OY
Corporation de Puerto Rico

Corporation (New Zealand) Limited
Corporation Services-Europe S.A./N.V.

Czechoslovakia, spol. s.r.o.
(DEC) Limited

(DEC) Technical Center (Israel) Limited

Distribution (Ireland) Limited

Enterprises B.V.
Enterprises N.V./S.A.
Enterprises, S.A.
Enterprises S.A.R.L.
Enterprises S.p.a.

Export (India) Ltd.
Filipinas Incorporated
Finance Corporation
Foreign Sales Corporation B.V.
France

GmbH

Hellas S.A.

(Holdings) B.V.

Holdings Italia S.p.a.
Hong Kong Limited

(India) Ltd.

(Hungary) Ltd.
International B.V.
International Betriebliche

Altersversorgungsgesellschaft m.b.H.

Digital
Digital
Digital
Digital

Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital

Digital
Digital
Digital
Digital

Equipment
Equipment
Equipment
Equipment

Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment

Equipment
Equipment
Equipment
Equipment

International Finance B.V.
International G.m.b.H.
International Limited
Ireland Limited

Korea, Incorporated
(Malaysia) Sdn. Bhd.
Maroc S.A.R.L.

de Mexico, S.A. de C.V.
S.A./N.V.

Panama, Inc.

Parts Center B.V.
Polska Ltd.
Portugal, Limitada
PRC Limited
Properties Limited

Services Industries AB
SME Limited

S.p.a.

Scotland Limited

Massachusetts
Switzerland
Japan
Finland
Delaware
New Zealand
Belgium
Czechoslovakia
Israel
Israel
Republic of
Ireland
Netherlands
Belgium
Spain
France
Italy

India
Philippines
Delaware
Netherlands
France
Germany
Greece
Netherlands
Italy

Hong Kong
India
Hungary
Netherlands

Germany
Netherlands
Germany
Switzerland
Republic of
Ireland
Korea
Malaysia
Morocco
Mexico
Belgium
Panama
Netherlands
Poland
Portugal
Hong Kong
United
Kingdom
Sweden
United Kingdom
Italy
United Kingdom




Digital Equipment Service Industries Solutions
Company Limited

Digital Equipment Services, Inc.

Digital Equipment Solution Service (Thailand) Ltd.
Digital Equipment Singapore (PTE) Limited

Digital Equipment (Small Medium Enterprise) B.V.
Digital Equipment Corporation Soviet Union B.V.:
Digital Equipment (Thailand) Ltd.

Digital Equipment Turkiye A.S.

Digital Equipment de Venezuela (D.E.V.) C.A.
Digital Growth, Inc.

Digital Incorporated

Digital International Sales Corporation

*Digital Natcom Company

Digital Realty Corporation

Digital Sociedade de Previdencia Privada

*EA Systems, Inc.

GEA - General Equipment Associated S.p.a.
Kienzle-Miete GmbH

*Microtec Sistemas Industria E Comercio

0ld Colony Insurance Limited

PCS Computersysteme GmbH

Procad GmbH Rechnerunterstutzte Konstruktionssysteme

*Rocky Mountain Magnetics, Inc.

Serrata Consulting Limited

*Sesam S.p.a.

SIPAC S.p.a.

*Sociedad Nacional de Procesamiento de Datos, S.A.

Societe Civile Immobiliere (SCI) Parc du Bois Briard
800-Software, Inc.

United Kingdom
Delaware
Thailand
Singapore
Netherlands
Netherlands
Thailand
Turkey
Venezuela
Massachusetts
Delaware
Delaware
Saudi Arabia
Delaware
Brazil
Delaware
Italy
Germany
Brazil
Bermuda
Germany
Germany
Delaware
Canada
Italy

Italy

Chile
France
California




Exhibit 24

CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference in the Registration
Statements (Forms S-8) and related prospectuses of the Digital
Equipment Corporation 1976 and 1985 Restricted Stock Option Plans (No.
33-970), 1990 Equity Plan (No. 33-37631), 1990 Stock Option Plan for
Nonemployee Directors (No. 33-37628), 1968 Employee Stock Purchase Plan
(No.33-43922) and 1981 International Employee Stock Purchase Plan (No.
33-43923), of our reports dated July 23, 1992 on our audits of the
consolidated financial statements and financial statement schedules of
Digital Equipment Corporation as of June 27, 1992 and June 29, 1991 and
for each of the three fiscal years in the period ended June 27, 1992,
which reports are incorporated by reference or included in this Annual

Report on Form 10-K.

/s/Coopers & Lybrand
Coopers & Lybrand

Boston, Massachusetts
August 27, 1992
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z WASHINGTON, D.C. 20549
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or
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Portions of the registrant’s 1993 Annual Report to Stockholders are
incorporated by reference in Part II hereof.

Portions of the registrant’s Proxy Statement for its 1993 Annual Meeting
of Stockholders, scheduled to be held on November 4, 1993, are incorporated
by reference in Part III hereof.




PART I
Item 1. Business.

General

Digital Equipment Corporation, a Massachusetts corporation founded in
1957, is a company with worldwide operations. At July 3, 1993, the
Corporation employed approximately 94,200 persons and conducted operations in
the United States and in 99 other countries, deriving more than 60% of its
revenue from outside of the United States and developing and manufacturing
products in the Americas, Europe and the Pacific Rim.

The term "Corporation" when used herein refers to Digital Equipment
Corporation or Digital Equipment Corporation and its subsidiaries, as
required by the context.

The Corporation is one of the world’s largest suppliers of networked
computer systems, software and services and a leader in interactive,
distributed computing and multivendor systems integration in open computing
environments. As an integrated, worldwide provider of information
technology and multivendor services, the Corporation is committed to open
systems. To this end, the Corporation has built strategic alliances with
customers, other computer companies, systems integrators and vendors to
address the needs of a rapidly changing marketplace.

For the last five fiscal years, the percentage of total operating
revenues contributed by the Corporation’s principal classes of products was
as follows:

1993 1992 1991 1990 1989
Product sales 52.8% 55.2% 59.7% 62.9% 64.3%
Service and other revenues 47.2% 44 .8% 40,3% 37.1% 35.7%

100.0% 100.0% 100.0% 100.0% 100.0%

Service and other revenues are derived principally from Digital and
multivendor hardware and software product services and systems integration
services.

Recent Developments

Robert B. Palmer became the President and Chief Executive Officer of the
Corporation on October 1, 1992, succeeding Kenneth H. Olsen upon his
retirement. During the year, the Corporation organized into product
and industry business units that address specific markets and hired new
management for certain of these business units and for key functions within
the Corporation.

In fi;cal 1992, the Corporation announced a new 64-bit, open computing
product architecture known as "Alpha AXP", which is designed to support
multiple operating systems and to be the foundation for a leading high




performance computer system family. During fiscal 1993, the Corporation
introduced personal computers, workstations and client-server computer

systems based on the Alpha AXP architecture. In March 1993, the Corporation
introduced DEC OSF/1 V1.2, its 64-bit unified UNIX(TM) operating system for

the Alpha AXP family of systems. In May 1993, the Corporation announced that
the Microsoft Windows NT(TM) operating system would be available in the fall of
1993 for its Alpha AXP-based systems as well as for the Corporation’s
Intel-based systems.

Systems and Products

The Cérporation offers one of the broadest ranges of compatible hardware,
software and communications products in the information technology industry.
Most of the Corporation’s systems are general purpose digital computers,
designed for performing, interpreting and recording computations on
collected data or acting as servers providing computing resources across a
network. In addition to its recently introduced Alpha AXP family of
products, the Corporation continues to offer a full line of VAX systems and
servers, from VAXstation workstations to VAXcluster systems and VAXIOOOQTM)
mainframes, and a line of reduced instruction set computing (RISC)/UNIX -
based computers that range from high performance desktop workstations to
large, general purpose computer systems and servers.

The Corporation offers a full range of industry compatible personal
computers and network hardware and desktop integration products. In
addition, the Corporation offers a full range of peripheral and data storage
devices, some of which are used with and sold as part of the Corporation’s
various computer systems. Selected peripherals and components are also sold
separately to other systems and peripheral equipment manufacturers. The
Corporation also is a major manufacturer and supplier of video terminals,
printers and network components, such as hubs, routers and switches.

Software

The Corporation designs, develops or acquires from third parties and
distributes under license various software products for its computer systems
and for computer systems from other vendors. These products consist of
operating systems, communication and networking software, run~time services
(such as data/information handling and graphical user interfaces), language
compilers, productivity tools, production systems software frameworks
(including databases and transaction processing monitors), office and
workgroup software frameworks, and other applications software. The
Corporation’s software is generally designed to use the open standard
interfaces that are being adopted by an increasing number of computer
manufacturers. Many customers and systems integrators use the applications
development software and the various software frameworks provided by the
Corporation to design their own specific application software.

Services

The Corporation provides a comprehensive portfolio of consulting, systems
integration and support services to help customers plan, design, implement
and manage their information technology solutions. These services are
delivered through a global network of nearly 35,000 employees.
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The Corporation’s services organizations provide customers with
consulting and professional services, either directly or in conjunction with
other companies. The Corporation’s services offerings include multivendor
maintenance and support services; management and information systems
consulting; technical and application design services; education and
customer training services; systems integration and project management
services: network design and support services; and outsourcing and resource
management services.

The amount of service revenues, and the percentage of the Corporation’s
total operating revenues represented by service revenues, has continued to
increase over the years. The Corporation’s service and other revenues as a
percentage of its total operating revenues for fiscal years 1989 - 1993 are
set forth on page 1.

Pricing

Prices for the Corporation’s computer systems have generally been
reduced as new products have been introduced or existing products improved.
The pricing of new products, in most cases, is intended to provide the
customer with an improved price/performance ratio. During fiscal 1993, prices
were decreased for a selected number of products.

The Corporation expects to continue its policy of adjusting the
prices of its products and services on an individual basis either upward or
downward as economic, competitive or other circumstances warrant.

Sales and Distribution

The Corporation directly sells, markets and supports its products
and services through approximately 800 locations throughout the world. In
addition to its sales offices, the Corporation also operates or supports a
number of distributor offices, remote service points, telemarketing and
catalogue sales efforts, customer-service-only service centers and
distribution centers. The Corporation’s general policy is to sell and not to
rent its products. Customers who prefer leasing arrangements are given
assistance in obtaining such financing.

Arrangements with third parties, including software developers, value
added resellers (VARs) and authorized distributors, are an increasingly
important part of the Corporation’s focus on providing complete solutions to
its customers and expanding distribution of its products and services through
indirect channels. These third party relationships are supported by a variety
of business policies, practices, support programs and training which foster the
relationship between the Corporation and its partners.

Many of the markets served by the Corporation are affected by cyclical
factors beyond the Corporation’s control. For example, the Corporation is
directly affected by changes in the level of spending by industry for capital
equipment, and indirectly affected by shifts in government policy and funding
of programs which impact government contractors which do business with the
Corporation.




For the fiscal year ended July 3, 1993, approximately 3.5% of the
Corporation’s total operating revenues were derived directly from sales to
various agencies of the U.S. Government, and no other customer of the
Corporation accounted for more than 1% of total revenues.

The Corporation is of the opinion that the dollar amount of backlog is
not material to an understanding of the Corporation’s business and
historically has not published such data. It has been and continues to be
the Corporation’s objective to minimize the time from the receipt of a
purchase order to delivery of the product.

International Operations

Sales by the Corporation to customers outside the United States amounted
to 64%, 63% and 60% of total operating revenues for the fiscal years ended
July 3, 1993, June 27, 1992, and June 29, 1991, respectively. International
sales and marketing operations are conducted through subsidiaries, by direct
sales from the parent company, by resellers and through various
representative and distributorship arrangements.

Exchange rate fluctuations, trade policies and structural changes such
as those taking place in Europe may affect the level of demand for the
Corporation’s products and services. In view of the locations and
diversification of the Corporation’s international activities, the
Corporation does not believe that there are any special risks beyond the
normal business risks attendant to conducting business abroad.

The Corporation enters into forward foreign exchange contracts to
delay the short-term impact of foreign currency fluctuations on its
operations. See Notes A, B and I of Notes to Consolidated Financial
Statements incorporated by reference herein for further information on the
Corporation’s international operations, including financial information

concerning the Corporation’s operations by major .geographical area.
Competition

The information technology industry is highly competitive,
international in scope and comprised of many companies. The methods of
competition include marketing, product performance, price, service, technology
and compliance with various industry standards, among others. Present and
potential competition in the various markets served by the Corporation comes
from firms of various sizes and types, some of which are larger and have
greater total resources than the Corporation. Firms not
now in direct competition with the Corporation may introduce competing
products in the future. It is possible for companies to be at various times

competitors, customers and collaborators in different markets.

Raw Materials, Supplies and Services

The Corporation relies heavily on external sources of supply. These
suppliers provide a broad base of goods and services including but not
limited to raw materials, software, facilities, consulting and subcontract
services. The Corporation has a program of supplier consolidation that is




intended to develop global suppliers to support worldwide operations. The
Corporation evaluates on an on-going basis its total procurement strategy to
ensure that it is making the best use of both its internal and external

resource base.
Environmental Affairs

The Corporation’s facilities are subject to numerous laws and
regulations designed to protect human health and safety and the environment,
particularly those applicable to manufacturing and engineering, chemi.cal
usage, waste and emissions. In the opinion of the Corporation, compliance
with these laws and regulations has not had and should not have a material
effect on the capital expenditures, earnings or competitive position of the
Corporation. Pursuant to the Comprehensive Environmental Response,
Compensation, and Liability Act of 1980 ("CERCLA"), as amended, the
Corporation has been notified that it is a potentially responsible party
for and the Corporation is sharing the costs of cleaning up certain hazardous
waste disposal sites. Under similar state laws, the Corporation also is
incurring costs in connection with the investigation and remediation of
certain properties owned and/or operated by the Corporation.

Intellectual Property

The Corporation owns a number of patents and patent applications
relating to its products. The patents and patent applications, although of
significant value to the Corporation, are not considered to be of material
importance to the business as a whole. The Corporation also owns or has
license rights to copyrights, trademarks, mask works and proprietary
information, some of which are also considered to be valuable assets of the
Corporation. Collectively, the patents, patent applications, license
rights, copyrights, trademarks, mask works and proprietary information are
referred to as "intellectual property." |

From time to time the Corporation has commenced legal actions against |
other companies to protect or enforce its intellectual property rights. ‘
Similarly, from time to time other companies in the industry have claimed
that products and components manufactured or sold by the Corporation are
covered by the intellectual property rights of such other companies. It
may be necessary or desirable in the future for the Corporation to obtain
further patent licenses in addition to those it now holds. The Corporation
is presently involved in a small number of intellectual property legal
actions. The Corporation is of the opinion that none of such legal actions
will have a material effect on the earnings or financial position of the
Corporation.

Research and Engineering

The Corporation is in an industry which is characterized by rapid
technological change. In the fiscal years ended July 3, 1993, June 27, 1992
and June 29, 1991, the Corporation spent $1.53 billion, $1.75 billion and
$1.65 billion, respectively, for research and engineering (R&E). During
fiscal 1993, the Corporation eliminated redundant engineering efforts and
streamlined product offerings. Although the Corporation expects to continue




its ongoing efficiency initiatives, it also expects to continue to invest
heavily in R&E to maintain and strengthen its competitive position.

Executive Officers of the Corporation
The following table sets forth the names and ages of the 21 executive

officers of the Corporation and certain information relating to their
positions held with the Corporation.

NAME AGE PRESENT TITLE (YEAR FIRST BECAME OFFICER)

Robert B. Palmer 53 Director (1992);
President and Chief Executive Officer (1985)

Gresham T. Brebach, Jr. 52 Vice President, Digital Consulting (1993)

Lawrence P. Cabrinety 62 Vice President, Components & Peripherals
Business Unit (1993)

Charles F. Christ 54 Vice President, Storage Business Unit (1993)

Richard M. Farrahar 49 Vice President, Human Resources (1993)

Winston R. Hindle, Jr. 63 Vice President, Quality, Ethics and
Business Practices (1967)

Ilene B. Jacobs 46 Vice President and Treasurer (1985)

John E. Klein 52 Vice President, Consumer, Process and
Transportation Business Unit (1993)

Paul G. Kozlowski 55 Vice President, Communications, Education
and Media Business Unit (1993)

Edward E. Lucente 53 Vice President, Worldwide Sales and
Marketing (1993)

Frank McCabe 57 Vice President, Discrete Manufacturing and
Defense Business Unit (1993)

Edward B. McDonough 65 Vice President, Manufacturing and Logistics
(1992)

Vincent J. Mullarkey 45 Vice President and Corporate Controller
(1992)

Enrico Pesatori 52 Vice President and General Manager,
PC Business Unit (1993)

John J. Rando 41 Vice President, Multivendor Customer

+ Services (1993)

Bruce J. Ryan 50 Vice President, Financial, Professional and
Public Services Business Unit (1985)

Willow B. Shire 45 Vice President, Health Industries (1993)

Thomas C. Siekman 51 Vice President and General Counsel (1993)

Adriana Stadecker 48 Vice President, Executive Operations (1993)

William M. Steul 51 Vice President, Finance and Chief Financial

: Officer (1992)
William D. Strecker 49 Vice President of Engineering, Chief

Technical Officer (1985)

Executive officers of the Corporation are elected annually and hold office
until the first meeting of the Board of Directors following the annual
meeting of stockholders and until their successors have been chosen and
qualified. All of the executive officers named have been officers or held
managerial positions in the Corporation for at least the last five years,




except Messrs. Brebach, Christ, Klein, Kozlowski, Lucente, and Pesatori.
Prior to joining the Corporation, these officers held the following
positions:

Mr. Brebach served as a Managing Director of McKinsey & Co. from 1990
to 1993; from 1988 to 1989 he was Founder, Managing Director and Chief
Executive Officer of the Information Consulting Group, an organization
focused on information technology consulting. Mr. Christ served as a
partner in Coopers & Lybrand’s Management Consulting Services group from
1385 to July 139C; from 1986 to 1985 he served as President and Chief
Executive Officer of Digital Sound Corporation. Mr. Klein served as Vice
President - Worldwide Market Selection and Development at the International
Business Machines Corporation ("IBM") from January 1991 to January 1992;
from 1984 to December 1991, he had been General Manager of Manufacturing
Systems - Design of IBM. Mr. Kozlowski had been President of GTE Mobile
Communications from March 1991 to December 1992; from July 1988 to
March 1991, he had been President and Chief Executive Officer of Contel
Cellular Inc. Mr. Lucente was an Executive Vice President of Northern
Telecom from 1991 - 1993; from 1988 to 1991 he was a Vice President of IBM
and President of IBM Asia Pacific. Mr. Pesatori had been President and
Chief Executive Officer of Zenith Data Systems from January 1991 to January
1993; from August 1969 to December 1990 he had been a Senior Vice President
at Ing. Olivetti & C. S.p.A.

Item 2. Properties

At the end of fiscal 1993, the Corporation owned or leased
approximately 42.1 million square feet of space worldwide. The Corporation
occupied approximately 37.5 million square feet, and due to restructuring
actions, had additional vacant space of approximately 4.6 million square
feet, most of which is available for sale or sub-lease. The total space
owned or leased decreased by approximately 1.2 million square feet from the
prior year. Approximately 51% of the occupied space is located in the
United States; approximately 58% of the occupied space is owned. The
Corporation’s occupied facilities are substantially utilized, well
maintained and suitable for the products and services offered by the
Corporation.

Approximately 500,000 square feet of space for new manufacturing
facilities is under construction and scheduled for completion during fiscal
1994, Over the last three fiscal years the Corporation has closed or sold
facilities or terminated lease obligations on approximately 11.4 million
square feet of space through restructuring actions, while at the same time
adding some facilities. Total occupied space has declined over the three-
year period. The Corporation anticipates it will occupy fewer square feet
of space worldwide at the end of fiscal 1994 than at the end of fiscal 1993.

Item 3. Legal Proceedings

The Corporation has no material pending legal proceedings.




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

During the fourth quarter of the fiscal year covered by this report,
no matter was submitted to a vote of security holders, through the
solicitation of proxies or otherwise.

PART II

Item 5. Market for the Registrant’s Common Equity and Related Stockholder
Matters.

See the section entitled "Common Stock Information,” which is
incorporated herein by reference, appearing on page 50 of the Corporation’s
1993 Annual Report to Stockholders.

Item 6. Selected Financial Data.

See the section entitled "Eleven-Year Financial Summary," which is
incorporated herein by reference, appearing on pages 26 and 27 of the
Corporation’s 1993 Annual Report to Stockholders.

Item 7. Management’s Discussion and Analysis of Results of Operations
and Financial Condition.

See the section entitled "Management’s Discussion and Analysis of
Results of Operations and Financial Condition,"™ which is incorporated herein
by reference, appearing on pages 28 through 32 of the Corporation’s 1993
Annual Report to Stockholders.

Item 8. Financial Statements and Supplementary Data.

The financial statements and supplementary data, which are incorporated
herein by reference from the Corporation’s 1993 Annual Report to
Stockholders, are indexed under Item 14(a) (1). See also the financial
statement schedules appearing herein, as indexed under Item 14(a) (2).

Item 9. Changes in and Disagreements with Accountants on Accounting and
Financial Disclosure.
None.

PART III

Item 10. Directors and Executive Officers of the Registrant.

See the section entitled "Election of Directors,"™ which is incorporated
herein by reference from the Corporation’s Proxy Statement for its 1993
Annual Meeting of Stockholders. See also the section entitled "Executive
Officers of the Corporation® appearing in Part I hereof.




Item 11. Executive Compensation.

See the section entitled "Executive Compensation,™ which is incorporated
herein by reference from the Corporation’s Proxy Statement for its 1993
Annual Meeting of Stockholders.

Item 12. Security Ownership of Certain Beneficial Owners and Management.

See the secticns cntitled "Security Cwnership of Directors and Executive
Officers"-and "Security Ownership of Certain Beneficial Owners" which are
incorporated herein by reference from the Corporation’s Proxy Statement for
its 1993 Annual Meeting of Stockholders.

Item 13. Certain Relationships and Related Transactions.

See the section entitled "Certain Relationships and Related
Transactions,” which is incorporated herein by reference from the
Corporation’s Proxy Statement for its 1993 Annual Meeting of Stockholders.

PART IV
Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K.

(a) The following documents are filed as part of this report:

(1) Financial statements which are, incorporated herein by reference
from the Corporation’s 1993 Annual Report to Stockholders:

Report of Independent Accountants (page 34).

Consolidated Statements of Operations for fiscal years 1993,
1992 and 1991 (page 35).

Consolidated Balance Sheets as at July 3, 1993 and June 27,
1992 (page 36).

Consolidated Statements of Cash Flows for fiscal years 1993,
1992 and 1991 (page 37).

Consolidated Statements of Stockholders’ Equity for fiscal
years 1993, 1992, and 1991 (page 38).

Notes to Consolidated Financial Statements (pages 39 through
49).

Eleven-Year Financial Summary (pages 26 and 27).

Quarterly Financial Data (page 50).




The Corporation’s 1993 Annual Report to Stockholders is not to be |
deemed filed as part of this report except for those parts thereof
specifically incorporated herein by reference.

(2) Financial statement schedules:

Page |
S~1 Report of Independent Accountants
S=2 vV - Property, Plant and Equipment
S-S VI - Accumulated Depreciation and Amortization of
Property, Plant and Equipment
S-8 VIII - Valuation and Qualifying Accounts and Reserves
S-9 X - Supplemental Income Statement Information

All other schedules have been omitted since they are not required, not
applicable or the information has been included in the financial statements
or the notes thereto.

Individual financial statements of the Corporation have been omitted
because it is primarily an operating company and the consolidated
subsidiaries are not indebted, in a material amount, to any person other than
to the parent or to other consolidated subsidiaries.

(3) Exhibits:

3(a) - Restated Articles of Organization of the Corporation dated
March 11, 1991 (filed under cover of Form SE as Exhibit
3(a) to the Corporation’s Annual Report on Form 10-K for the
fiscal year ended June 29, 1991 and incorporated herein
by reference).

(b) = By-laws of the Corporation, as amended (filed as Exhibit 3(c)
to the Corporation’s Annual Report on Form 10-K for the fiscal
year ended June 30, 1990 and incorporated herein by
reference) .

4(a) - Rights Agreement dated as of December 11, 1989 between
the Corporation and First Chicago Trust Company of New
York, as Rights Agent (filed under cover of Form SE as
Exhibit 4.1 to the Corporation’s Current Report on
Form 8-K dated December 12, 1989 and incorporated herein
by reference). '

(b) = Credit Agreement dated as of May 26, 1993 among the
Corporation, a group of banks listed therein and Morgan
Guaranty Trust Company of New York, as agent, ,
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(c)

(d)

(e)

(£)

(9)

10 (a)

(b)

(c)

(d)

(e)

(f)

Indenture dated as of September 15, 1992 between Citibank,
N.A. as Trustee, and the Corporation ("Indenture®) (filed
as Exhibit 4 to the Corporation’s Registration Statement
on Form S-3. No. 33-51378 and incorporated herein by

reference) .

Form of 7 1/8% Note Due 2002, issued under the
Indenture (filed as Exhibit 4.2 to the Corporation’s
Quarterly Report on Form 10-Q for the quarter ended
December 26, 1992 and incorporated herein by reference).

Form of 8 5/8% Debenture due November 1, 2012, issued
under the Indenture (filed as Exhibit 4.3 to the
Corporation’s Quarterly Report on Form 10-Q for the
quarter ended December 26, 1992 and incorporated herein
by reference).

Form of 7% Note Due 1997, issued under the Indenture (filed
as Exhibit 4.4 to the Corporation’s Quarterly Report on
Form 10-Q for the quarter ended December 26, 1992 and
incorporated herein by reference).

Form of 7 3/4% Debenture due April 1, 2023, issued under
the Indenture (filed as Exhibit 4.2 to the Corporation’s
Quarterly Report on Form 10-Q for the quarter ended
March 27, 1993 and incorporated herein by reference).

1968 Employee Stock Purchase Plan (filed under cover

of Form SE as Exhibit 28 to the Corporation’s Registration
Statement on Form S-8, No. 33-43922 and incorporated herein
by reference).

1976 Restricted Stock Option Plan, as amended (filed
as Exhibit 10(b) to the Corporation’s Annual Report on
Form 10-K for the fiscal year ended June 27, 1992 and
incorporated herein by reference).

1981 International Employee Stock Purchase Plan
(filed under cover of Form SE as Exhibit 28 to the
Corporation’s Registration Statement on Form S-8,
No. 33-43923 and incorporated herein by reference).

1985 Restricted Stock Option Plan, as amended (filed under

cover of Form SE as Exhibit 10(d) to the Corporation’s Annual

Report on Form 10-K for the fiscal year ended July 1, 1989
and incorporated herein by reference).

1990 Equity Plan (contained in the prospectus included
in the Corporation’s Registration Statement on Form S-8,
No. 33-37631 and incorporated herein by reference).

1990 Stock Option Plan for Nonemployee Directors
(contained in the prospectus included in the Corporation’s
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Registration Statement on Form S-8, No. 33-37628 and
incorporated herein by reference).

(g) - Deferred Compensation Plan for Non-Employee Directors as
Amended and Restated Effective 18 May 1987 and as further
amended on 22 April 1991 (filed under cover of Form SE as
Exhibit 10(g) to the Corporation’s Annual Report on Form
10-K for the fiscal year ended June 29, 1991 and
incorporated herein by reference).

(h) - Retirement Arrangement for Non-Employee Directors (filed as
Exhibit 10(g) to the Corporation’s Annual Report on Form
10-K for the fiscal year ended June 27, 1987 and incorporated
herein by reference).

(i) = Form of Indemnification Agreement in effect between the
Corporation and each of its officers and directors (filed as
Exhibit 10(g) to the Corporation’s Annual Report on Form 10-K
for the fiscal year ended July 2, 1988 and incorporated
herein by reference).

(j) = Digital Equipment Corporation Restoration Pension Plan
effective as of May 1, 1992 (filed as Exhibit 10(j) to
the Corporation’s Annual Report on Form 10-K for the
fiscal year ended June 27, 1992 and incorporated herein
by reference).

(k)

Digital Equipment Corporatiom fiscal year 1994 Cash
Incentive Plan.

11 - Computation of net income/(loss) per share.

13 - The Corporation’s 1993 Annual Report to Stockholders, certain
portions of which have been incorporated herein by

reference.
22 - List of Subsidiaries.
24 - Consent of independent accountants.

(b) Reports on Form 8-K:

No reports on Form 8-K were filed or were required to be filed by the
Company during the fourth quarter of the fiscal year ended July 3, 1993.




SIGNATURES

Pursuant tc the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

DIGITAL EQUIPMENT CORPORATION
(Registrant)

Date: September 15, 1993 By /s/Robert B. Palmer
Robert B. Palmer
President and Chief Executive
Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the following persons on behalf of the
registrant and in the capacities and on the dates indicated.

Signature Title Date

President and Chief
Executive Officer
/s/ Robert B. Palmer (Principal Executive
Robert B. Palmer Officer) and Director September 15, 1993

Vice President, Finance
and Chief Financial Officer
/s/ William M. Steul (Principal Financial
William M. Steul Officer) September 15, 1993

Vice President and
Corporate Controller

/s/ Vincent J. Mullarkey (Principal Accounting
Vincent J. Mullarkey Officer) September 15, 1993
/s/ Vernon R. Alden Director September 15, 1993

Vernon R. Alden

/8/ Philip Caldwell Director September 15, 1993
Philip Caldwell

/s/ Colby H. Chandler Director September 15, 1993
Colby H. Chandler
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/s/ Arnaud de Vitry Director September 15, 1993
Arnaud de Vitry

/s/ Robert R. Everett Director September 15, 1993
Robert R. Everett

/s/ Kathleen F. Feldstein Director September 15, 1993
Kathleen F. Feldstein

/s/ Thomas P. Gerrity Director September 15, 1993
Thomas P. Gerrity

/s/ William H. McLean Director September 15, 1993
William H. McLean

/s/ Thomas L. Phillips Director September 15, 1993
Thomas L. Phillips
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Report of Independent Accountants

Our report on the consolidated financial statements of Digital Equipment
Corporation has heen incorporated by reference in this Form 10-K from page 34
of the 1993 Annual Report to Stockholders of Digital Equipment Corporation.
in connection with our audits of such financial statements, we have also
audited the related financial statement schedules listed in the index on
page 11 of this Form 10-K.

In our opinion, the financial statement schedules referred to above,
when considered in relation to the basic financial statements taken as a

whole, present fairly, in all material respects, the information required to
be included therein.

/s/Coopers & Lybrand
Coopers & Lybrand

Boston, Massachusetts
July 28, 1993



0EP‘€6T'L & 0 $ (G8€‘800°T) & 169'828 § PZTEL9‘L §
938S‘0TV 'Y (90€‘1) (9€G572SL) vL682¢E PSPSEB‘Y § ****jusmdtnba
pue Axdutyoew
69€72¢€S 0162 (00€“9T1T) 88T‘€S TL6°266 § * s JuaweaoaduT
pToyesea
TI2/L88°T (bL1'1) (06€‘62T) - 69091 OTL'TL8'T § et rsbutprINng
PIZ'E9€  § (0€£) $ (6ST‘01) $ Pop $ 686 ‘2LE  § L el 3 5
pPOTIag JO pul sI193sue1] soTeS pue 3800 je potiag 3o UOTIBOTITESETD
je sousTeq (3onpap) ppe SJUBWRITIOY SUOTITPPY butuutbag
sabuey) 13y30 Je aouered
4 Tmnmyo) d menyo) @ umnyo) J umnyo) g usn{o) ¥ umnyo)

€661 ‘€ Anp popuzy xeax

Anvﬂgsh ﬂH-
Juomdmby pue juerg ‘Ajxedoxg

ROLIVOJQH0) INIRJIN0d TVLIOIA

A ¥FINCIHDS



£-S

PZT'EL9’L $ 0 $ (v06 ‘S9%) $ 9Ev‘0TL § 26582 'LS
PSP SER ‘Y 62¥ (L9T“96¢E) ZLE'8YS 0Z8‘2¥9'p$ seseeceeece s quamdrnba
pue Axsutyoen
1.6'26S (0sS) (€09°LS) . 9L LL BLE'ELS § seeese st sgjulWRAOIdUT
pIOYesedT
0IL‘TL8’T 6LS (608 ‘8¥) LT9'€8 £ZE'9€8'TS eEpssapes el e e gbUTPTING
686°2LE ¢ (85¥%) $ (sze’e) 10L $ ILO’9LE ¢ SSENSLIRE SRS ey
potaag jo pul sI9JSURI] §9TES pue 3800 3®e potiag 30 UOTIBOTITSERTD
Je aourTeqg (3onpap) ppe S JUBWRITISY SUOTITPPY butuutbeg
sabuey) 19430 je aouetred
4 tmnyo) 3 umnyo) (I umnyo) J Umnyo) 4 umnyo) ¥ umnyo)

2661 ‘Lz dunp papug Ieax

(spuesnoqy uy)
juomdmby pue juerg ‘Ajxedoxg

ROLIVSOJQH0D INAWJIN0E TVLIOIA

"P,3U00 ‘A TINAIHIS




{2)

265782V ’L § 0 $ (199“L8E) § 6S2°68L $ ¥66'920°LS
028°2¥9 ‘v 6LE'9Y (120‘LEE) £58/0¥S 609 ‘26€ ‘%S eeercreeee s squandrnbe
pue Azsutyoey
8LE'ELS (L9902) (996 ‘€¥) - 921'89 G88‘69S ¢ treerees s gusweAoIduT
pTOYasea]
£ZE'9€8'1 (186792) (S0€‘9) G00‘LST p0Z‘2IL 1S riop.pinrle ea e v A R gOTYDTING
TLOSOLE " °8 698 $ (69€) s SLZ'e  § 962'2S¢  § o LS UE R 0 Y SR ML PURE
potiag 3Jo pug SI19JSURIY, §9TeS pue 3800 3e potaagd Jo UOTJEOTJTISERT)
je aouefeq (30npep) ppe §JUBWRITI3Y SUOTITPPY butuutbeg
sabueyn 19y30 je [puereqd
4 o) 4 tmnyo) I umnyo) J Umnyo) g umn{o) ¥ umnyo)

1661 ‘6Z ounp papug Ieax

(spuesnoyy, uy)
jJuomdmby pue juwerg ‘Ajzedoxg

NOLIVHOJHO0O INAWJINDA TVLIOIA

"P,IU00 ‘A FINAIHDS




)

6ET‘ST0'Y 3 0 $ (p16°98L) § 1€9°869 § ZTh'e0T’y §
€167992°¢ (v60°1) (919 ‘1L9) 62L'SLS ¥6Z'€9€’¢€ § *++r e squawdtnba
pue Axsutyoew
066 ‘LZE 8 (€96 ‘0L) 68L79S 9TT‘ZvE  § **** *gjuswaA0IduT
. pToyasea
9L9'0Zv 3 980°1T $ (SES‘vH) $ €I1'99  § Z10’86€  $ tecrrecccgburprIng
poraeg JO pui SI9JSURILY saTes pue sasuadxy potaag 3o UOTJIBITITESETD
Jje aouereq (30onpap) ppe sjuUaWRITISY pue §380) butuutbeg
sabuey) 19Y30 03 pabrey) e 2oueTreq
SUOTITPPY
4 o) 4 tmnyo) ( umnyo) 2 tEnyo) g umnyo) ¥ Umnyo)

€661 ‘c Amnp pepuz reax

(spuesnoyy uy)
Juewmdnby pue juerg ‘A3xedoxg JO woTIRZTIIOWY pue UOTIeToaadeg pojeTIEMIOY
NOLIVEOJ¥0) LNEWJINDE "TVLIOIA

IA FINAIHOS




9-§

ZZhicoT'y § 0 $ (9L8'6L2) § 9€G“ZEL § Z9L'059‘¢€$
v6Z'€9€’'¢E (6€€’T) (681°922) L¥Z'009 SLS’066 2 et 000 quamdTnbe
pue Axsutyoen
9TT‘Z¥E Lzs't (€v8‘6€) L99 %9 GIL'STE § * g jusweAoIduT
; pToyasea]
ZI0'86E § (881) $ (pp8'€T) § 229°LY  § (A4 28 4 100 trrccecc-gbutprIng
potiag jo puy §I9J5URI] saTes pue sasuadxy potaeg 3o UOTIEOTITESETD
Je aouereq (3onpap) ppe SJUBUWRITIDY pue §380) butuutbeg
sabuey) 19430 03 pabaey) Je aouereq
SUOTITPPY
4 tmmyo) 3 umnyo) a umnyo) J umnyo) 4 umnyo) ¥ umnyo)

Z661 ‘Lz dunp popug Ieax
(spuesnoyy uy)
Juamdnby pue juerqg ‘Ajxadoxg JO uworIRZTIIOWY pue uOTIETORIde( POJETIENOIY
ROLIVEOQNO0D INARAINDA "TVLIOIA

*P,IU00 ‘IA FINAIHOS




Z9L‘0S9°E § 0 $ (0S¥ ‘082) $ ote‘zLL § 206 ‘8ST'ES
GLS'066°2 98% (6TT19%2) Z19°1%9 966 ‘765 ‘2$ *+++++squsudrnba
pue Axautyoew
GIL‘STE (9z1) (SL1'Z¢£) 6LF ‘69 L8S’8LZ § **r* *gjusweA0aduT
. pToyesea]
ZZh'vvE  $ (09€) $ (961’2) § 61219 § 61L‘G8Z § tecccccccrghuTpPIINg
poTIag 3O puld sI3JsUR1] §9TeS pue sosuadxyg potiag 3o UOTIEOTITSSETD
Je aoueTedg (30onpsp) ppe SJUSURITIdY pue s380) butuutbeg
sabuey) 13y30 03 pabaey) je aouereqd
SUOTITPPY
4 umayo) 4 umnyo)  umnyo) J umno) g umnyo) ¥ umnyo)

juondmby pue juerg ‘A319dozg JO UOTIEZTIIOWY pue UOTIETORIdeq pojeTMENddY

1661 ‘6z @unf popug Ieax

(spuesnoyy uy)

ROIIVHOJHO0D INIWAINDA TVLIDIA

*P,3000 “IA FINAIHIS




8-S

*spotaad I0TIG UT S9SSBUTSNG JO UOTITSTNbOR JO BWT] I8 PIAISEdI SJUNOWE JO IeSL JULIIND BY3 UT §3FO-3TImM S3PNTIUI  (P)
‘sjuswisnlpe pue sjunodoe 3TqTIVATTOdUN (D)

-aseyoand ssautsng ut paitnboy (q)

‘uotT3TsTNboR T66T Ie2A TEOSTI 03 PajeTal SSTITTTQRT] JUSIIND I9YJ0 WOIF SAIIEII JO UOTIRDTITESETO™N  (B)

666‘P8  § (P) 1SL'ST § (oevp’2) ¢ 8ps‘sT ¢ ze9‘Ls  § ! 1661 ‘62 aunp
989621 ¢ (P) €85°9T § (@) seL’te § Ges‘6z  § 666°'v8 § 2661 ‘Lz @unp
P9L/0TT  § (P) 61£°28 § (e) 080T $ 965‘22 ¢ 989621 § €661 ‘€0 Arne

:popus Ixeadx

9TQeAT309Y §JUNOIDY U0 §9880] 9[QISS0J I0J OUCROTTY

potiag (0) seax9say £3UN0d0Y sosuadxy potaag jo uotiydraosaqg
JO puy 3e woIxJ 19430 03 pue §380) butuutbag

aoueTed suotjonpad pabaxey) 03 pabaey) je aoueteqd
4 umnyo) 4 umnyo) 1 u=nyo) J Umnyo) 4 umnyo) Y wmnyo)

(spuesnoyl uy)
§9A19689Y pue s3unoooy butijyrrend pue uoTrjenyeA

NOLIVHOJH0OD INSWAINDA TVLIIOIA

ITIIA FTINAIHOS




*suoTjeradp JO sjuswWOIL}S PIIEPTTOSUO) pIjeraxr aYyj UT umoys
se senuaasx burjerado Te303 JO Juadiad QU0 PeSOX?d JOU S0P WAIT YONS YOe? S§e YONWSBUT Y3I0J 398 JOuU 3ae

gaxe] swoout pue TroiAed ueyj I9yjo §axej pue satiTelox ‘sjesse aTqrbuejur jo uorjezrirowe ‘BUTSTITIAPY

LT0‘68E § 18068 § 182 28 T4 - *rrrrergatedar pue SOUBUIIUTER
1661 ‘62 ounp Z661 ‘Lz @unp €661 ‘€0 Amnp
pepud Ieax

sasuadxa pue §3500 03 pabaey)
(spuesnoyy uy)
UOTJPNIOJU] JUSER]e]S Swodu] Tejuswerddng
NOLIVHOJQHO0D INARAINDE ‘TVLIOIA

X TFINAIHOS




s£9‘2z1

|

0T9‘2L0’T §

0T9‘2L0‘T §

SpL 12T 8SS ‘121 ¥98‘v2ZT 60v ‘0ET

E6E VL $ (LZv‘L19) ¢ (®) (LOS'S6L'2)$ (0EE‘1S2) §

£6€ ‘WL $ (Lzw’L19) & (e) (LOS’S6L2)$ (oee‘1s2) §

(ejeq axeys 194 awoouy 3deoxy spuesnoyy uj)

ssssessssregoal Y3 mcﬂusv
butpue3sino sareys uOUWOD
3o zaqumu abexsae-pajybropm

***gaxeys jJuarearnbs uowwod
pue juarearnbe uoumod 03
arqeortdde (ssoT) /awoouT 38N

.-.........aﬂﬂo.ﬂv\gvﬁ—ﬂ I8N

6861 ‘1 Arnp

0661 ‘0 @ump 1661 ‘6Z ounp 2661 ‘Lz @unp €661 ‘€ &mnp

papug axeax
aIeys I19g (S807) /oxeys 194 SwOOUl JON JO uotjendso)
NOLIVHOJHO0D INIRAIN0A 'TVLIOIA

IT LI4IEXd




*Ateatjoedsax ‘g8°£$ pue

000‘S6% ‘S8ps 30 ardrourad Burjunoooe ur abueyd JO 3093F8 SATIETNUWND BY] SPNTIUT dIBYS 1ad sS0T 39U pue §SO0T I8N (®)

Sv'8 $ 6G" $ (80°G) $ (e)(6£°22) $ (€6°1) $ " Croexeys 1ad (§SOT) /dWOOUT 38N
800°LZT zze'set 8ss ‘1zt #98‘¥2T 60% ‘0€T srecessersccccayeys I9d SWOOUT
j9u 3O uotjejndwod ayj ut
pesn saieys juareatnbs uowmod
pue uoumod JO IBquMu T30
ELE'V LLY'E 0 0 0 *errrrccrguotido Y0038 butpuels
-IN0 pue PasTOIIX3uUN 03 poylau
«X0038 Aanseax3, 3o uotjedrrdde
woxJ sjuareatnbs Y0035 uoumO)
(ejeq axeys 1ag swoouy 3d9oxX3 SpPueESNOY] UI)
6861 ‘T Aoy 0661 ‘Of @unp  T661 ‘6z dune  Z66T ‘Lz dunr €661 ‘t ATop
pepui Ieax

*p,2000 ‘T[T ITqIYXE




SUBSIDIARIES

Exhibit 22

The following is a list of the Corporation’s consclidated subsidiaries
The Corporation owns, directly or indirectly, 100% of
the voting securities of each subsidiary, unless marked with an asterisk.

as of July 3, 1993.

Basys Automation Systems, Inc.

Name

Basys Automation Systems Limited
Computer Insurance Company
DEC Digital Equipment Corporation A.G./S.A.
DECsys Ag
DECsys - Digital Systems (1993) Ltd.
Computer Taiwan Limited

Equipment AB
Equipment Asia Pte. Ltd.

Digital
Digital
Digital
Digital
Digital
Digital
Digital
m.b.H.
Digital

Equipment

(BCFI) AB

Equipment B.V.
Equipment Beteiligungen GmbH

Equipment Betriebliche Altersversorgungsgesellschaft

Equipment of Canada Limited/Digital Equipment

du Canada Limitee
Digital Equipment Caribbean, Inc.

Digital Equipment Centre Technique (Europe) S.A.R.L.

Digital Equipment Chile Limitada
Digital Equipment China Incorporated

Digital Equipment China Ltd.
Digital Equipment do Brazil Ltda.
Digital Equipment Co. Limited
Digital-Kienzle Computersysteme GmbH & Co. K.G.

Digital
Digital
Digital
Digital

Digital
Digital
Digital

Equipment
Equipment
Equipment
Equipment

Equipment
Equipment
Equipment

Corporation
Corporation
Corporation
Corporation

Corporation
Corporation
Corporation

A/S
A/S
(Australia) Pty. Ltd.
(Consultancy) Limited

Espana, S.A.
Finance B.V.
Gesellschaft m.b.H.

State or

Jurisdiction
of

Organization

Delaware
United Kingdom
Rhode Island
Switzerland
Switzerland
Israel
Taiwan
Sweden
Singapore
Sweden
Netherlands
Germany

Germany

Canada
Delaware
France
Chile
Peoples
Republic of
China
Delaware
Brazil
United Kingdom
Germany
Norway
Denmark
Australia
States of
Jersey
Spain
Netherlands
Austria



Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital

Digital
*Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
*Digital
Digital
Digital
Digital

Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipnent
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment

Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment

Corporation International
Corporation International (Europe)
Corporation Japan

Corporation OY

Corporation de Puerto Rico
Corporation (New Zealand) Limited
Cocporation, Russia

Corporation Services-Europe S.A./N.V.
(Cyprus) Ltd.

Czechoslovakia, spol. s.r.o.

Data Systems Aktiengesellschaft

(DEC) Limited

(DEC) Technical Center (Israel) Limited
Distribution (Ireland) Limited

Enterprises Espana, S.A.
Export (India) Ltd.
Filipinas Incorporated

Finance Corporation

Foreign Sales Corporation B.V.
France

GmbH

Gulf W.L.L.

Hellas S.A.

(Holdings) B.V.

Holdings Italia S.p.a.
Hong Kong Limited

(India) Ltd.

(Hungary) Ltd.
International B.V,.
International Betriebliche

Altersversorgungsgesellschaft m.b.H.

Digital
Digital
Digital
Digital

Digital
Digital
Digital
Digital
Digital

Digital
Digital
Digital
Digital
Digital
Digital

Equipment
Equipment
Equipment
Equipment

Equipment
Equipment
Equipment
Equipment
Equipment

Equipment
Equipment
Equipment
Equipment
Equipment
Equipment

International Finance B.V.
International G.m.b.H.
International Limited
Ireland Limited

Korea, Incorporated
(Malaysia) Sdn. Bhd.
Maroc S.A.R.L.

de Mexico, S.A. de C.V.
Middle East Limited

Panama, Inc.

Parts Center B.V.
Polska SP.Zo.o0.
Portugal, Limitada
PRC Limited
Properties Limited

Massachusetts
Switzerland
Japan
Finland
Delaware
New Zealand
Russia
Belgium
Cyprus
Czechoslovakia
Austria
Israel
Israel
Republic of
Ireland
Spain
India
Philippines
Delaware
Netherlands
France
Germany
Bahrain
Greece
Netherlands
Italy

Hong Kong
India
Hungary
Netherlands

Germany
Netherlands
Germany
Switzerland
Republic of
Ireland
Korea
Malaysia
Morocco
Mexico
States of
Jersey
Panama
Netherlands
Poland
Portugal
Hong Kong
United
Kingdom




Digital Equipment
Digital Equipment
Digital Equipment
Digital Fquipment.
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment

Company Limited
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment

Romania s.r.l.

S.A./N.V.

Services Industries AB
Slovakia s.r.

SME Limited

S.p.a.

Scotland Limited

Service Industries Solutions

Services, Inc.

Solution Service (Thailand) Ltd.

Singapore (PTE) Limited

(Small Medium Enterprise) B.V.
Corporation C.I.S. B.V.
(Thailand) Ltd.

Turkiye A.S.

de Venezuela (D.E.V.) C.A.

Digital Growth, Inc.
Digital Incorporated
Digital International Sales Corporation

Digital Realty Corporation
Digital Sales and Services South Africa (Pty.) Limited

Digital Sociedade de Previdencia Privada

*EA Systems, Inc.

Elebra Computadores S.A.

Kienzle-Miete GmbH

0ld Colony Insurance Limited

PCS Computersysteme GmbH

Procad GmbH Rechnerunterstutzte Konstruktionssysteme
*Rocky Mountain Magnetics, Inc.

Serrata Consulting Limited

SIPAC S.p.a.

Societe Civile Immobiliere (SCI) Parc du Bois Briard
800-Software, Inc.

Romania
Belgium
Sweden
Slovakia
United Kingdom
Italy

United Kingdom

United Kingdom
Delaware
Thailand
Singapore
Netherlands
Netherlands
Thailand
Turkey
Venezuela
Massachusetts
Delaware
Delaware
Delaware
Republic of
South Africa
Brazil
Delaware
Brazil
Germany
Bermuda
Germany
Germany
Delaware
Canada

Italy
France
California




Exhibit 24
CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference in the Registration
Statements (Forms S-8) and related prospectuses of the Digital Equipment
Corporation 1976 and 1985 Restricted Stock Option Plans (No. 33-970), 1990
Equity Plan (No. 33-37631), 1990 Stock Option Plan for Nonemployee Directors
(No. 33-37628), 1968 Employee Stock Purchase Plan (No.33-43922) and 1981
International Employee Stock Purchase Plan (No. 33-43923), of our reports
dated July 28, 1993 on our audits of the consolidated financial statements
and financial statement schedules of Digital Equipment Corporation as of
July 3, 1993 and June 27, 1992 and for each of the three fiscal years in the
period ended July 3, 1993, which reports are incorporated by reference or
included in this Annual Report on Form 10-K.

/s/Coopers & Lybrand

Coopers & Lybrand

Boston, Massachusetts
September 15, 1993




FORM 10-K
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

)  Annual report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended July 2, 1984

or
() TmndﬂonroponpuswﬂoSowon130r15(d)ofms.wﬂﬂocExm.Actof1934
For the transition period from o -

Commission file number 1-5296.
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(Emmodmmnmdﬂodlnmwnﬂ

Massachusetts 04-2226590

(State or other jurisdiction of incorporation) (I.A.S. Empioyer identification No.)
146 Main Street, Maynard, Massachusetts Q1754-2571

(Address of principal executive offices) (zip code)

w:mmmimmcodo: (508) 483-5111
Securities to be registered pursuant to Section 12(b) of the Act:

Titie of each class

Common Stock, par value New York Stock Exchange

$1 per share Pacific Stock Exchange
Chicago Stock Exchange

Depositary shares each representing New York Stock Exchange

one-fourth of a share of 8 7/8%

Series A Cumuiative Prefermed Stock,

par value $1 per share

(n)hm.MdedNWmmmumExmweuﬁnmdtud’nmosm
Switzerland and Germany.

Securities registered pursuant to Section 12(g) of the Act.: None
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DOCUMENTS INCORPORATED BY REFERENCE
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incorporated by reference in Part Bl hereot.




PART I
Item 1. Business.

General

Digital Equipment Corporation, a Massachusetts corporation founded in
1957, is one of the world’s largest suppliers of networked computer systems
and components, software and services and a world leader in the development
ana implementation, directly and through partners, of client/server
solutions for open computing environments. The Corporation offers a full
range of desktop, client/server and production systems and related
components, peripheral equipment, software and services used in a wide
variety of applications, industries and computing environments. The
Corporation does business in more than 100 countries, deriving more than
60% of its revenue from outside of the United States and developing and
manufacturing products in the Americas, Europe and the Pacific Rim.

The term "Corporation" when used herein refers to Digital Equipment
Corporation or Digital Equipment Corporation and its subsidiaries, as
required by the context.

For the last five fiscal years, the percentage of total operating
revenues contributed by the Corporation’s principal classes of products was
as follows:

1994 1993 1992 1991 1990
Product sales 53.5% 52.8% 55.2% 59.7% 62.9%
Service and other revenues 46.5% 47.2% 44.8% 40.3% 37.1%

100. 100.08  T100.0% 100.08  T100.0%

Service and other revenues are derived principally from Digital and
multivendor hardware and software product services and systems integration
services.

Products

Systems and Products: Most of the Cotporation’s systems are general
purpose digital computers, designed to perform, interpret and record
computations on collected data or act as servers providing computing
resources across a network. The Corporation offers a broad range of
computer systems and servers based on Digital’s Alpha AXP (TM) and VAX(R)
architectures, and the Intel(R) X86 architecture.

The Corporation’s offerings include a line of VAX systems and servers,
from VAXstation(TM) workstations to high performance servers. The
Corporation also offers a full range of Intel-based and industry compatible
personal computers and network hardware and desktop integration products.
In addition, the Corporation is a major manufacturer and supplier of video
terminals, printers and network components, such as hubs, routers and
switches.




AXP: The Corporation’s 64-bit, reduced instruction set computing
("RISC") architecture known as "Alpha AXP(TM)" is designed to support
multiple operating systems and to be the foundation for a leading high
performance computer system family. The Corporation offers a complete line
of Alpha AXP-based products, ranging from chips and boards to personal
computers and high performance workstations to larger general purpose
computer systems. Alpha AXP supports three major operating systems: the
Open Software Foundation’s 64-bit unified UNIX(R) operating system (DEC
OSF/1) (R), the Corporation’s OpenVMS (TM) operating system and Microsoft
Corporation’s Windows NT(R) operating system. In April 1994, the
Corporation introduced a new line of competitively priced, high performance
Alpha AXP-based servers, the Digital 2100 series, which support symmetrical

multiprocessing.

Storage Business: Shortly after the close of the fiscal year, the
Corporation announced it had reached agreement with Quantum Corporation for
the sale of portions of its storage business, including its magnetic disk.
drive, tape drive, solid state disk and thin-film heads businesses. The
Corporation expects to continue to offer peripheral and data storage
products for use with its computer systems after the transaction is

complete.

Software: The Corporation designs, develops or acquires from third
parties and distributes under license various software products for use on
its computer systems and computer systems from other vendors. These
products consist of operating systems, communication and networking
software, run-time services (such as data/information handling and
graphical user interfaces), language compilers, productivity tools,
production systems (including databases and transaction processing
monitors), office and workgroup software frameworks, and other application

software.

The Corporation’s software offerings are intended to promote open
client/server computing and, to this end, are designmed to industry-standard
interfaces that enable applications to work across different platforms and
operating systems. During the fiscal year, the Corporation announced the
development of several software products that support this strategy,
including its LinkWorks(T™) offerings. In addition, in November 1993 the
Corporation announced a joint effort with Microsoft Corporation to develop
the Common Object Model, a set of software standards that are designed to
enable software objects in different operating systems, data formats and
geographical locations to work together across a network.

Services

The Corporation provides a comprehensive portfolio of technical
consulting, systems integration and support services to help customers
plan, implement and manage their information technology solutions through a

global network of employees and partners.

The Corporation’s services offerings include maintenance and support
services for the Corporation’s products, as well as for products
manufactured by other companies; information systems consulting; technical




' and application design services; education and customer training services;
systems integration and project management services; network design and
support services; and outsourcing and resource management services.

Sales and Distribution’

~he Corporation directly sells, markets and supports its products
and sarvices through approximately 725 locations throughout the world.
Arrangements with third parties, including software developers, value added
reseilers (VARs) and authorized distributors, are an increasingly important
part of the Corporation’s focus on providing complete solutions to its
customers and expanding distribution of its products and services through
indirect channels. ‘

For the fiscal year ended July 2, 1994, approximately 3.3% of the
Corporation’s total operating revenues were derived directly from sales to
various agencies of the U.S. Government, and no other customer of the
Corporation accounted for more than 2% of total revenues.

The Corporation believes that the dollar amount of backlog is |
not a meaningful indication of future revenues and historically has not
published such data. It has been and continues to be the Corporation’s
objective to minimize the time from the receipt of a purchase order to
delivery of the product.

Intercational Operations

‘les by the Corporation to customers outside the United States
amour: ed to 62%, 64% and 63% of total operating revenues for the fiscal
years ended July 2, 1994, July 3, 1993 and June 27, 1992, respectively.
Inter-ational sales and marketing operations are conducted through
subs:ziaries, by direct sales from the parent company, by resellers and
through various representative and distributorship arrangements.

i

The Corporation’s international business is subject to risks
custcmarily encountered in foreign operations, including fluctuations in
monetary exchange rates, import and export controls and the economic,
political and regulatory policies of foreign governments. In view of the
diversification of the Corporation’s international activities, the
Corporation does not believe that there are any special risks beyond the
normal business risks attendant to conducting business abroad.

See Notes A, B and I of Notes to Consolidated Financial Statements,
incorporated by reference herein, for further information on the
Corrnration’s international operations, including financial information
concerning the Corporation’s operations by major geographical area.

Competition

The information technology industry is highly competitive,
international in scope and comprised of many companies. The methods of
competition include marketing, product performance, price, service,
technology and compliance with various industry standards, among others.




Present and potential competition in the various markets served by the
Corporation comes from firms of various sizes and types, some of which are
larger and have greater resources than the Corporation. Firms not

now in direct competition with the Corporation may introduce competing
products in the future.! It is possible for companies to be at various
times competitors, customers and collaborators in different markets.

Materials

The Corporation obtains a wide variety of components, assemblies and
raw materials from a substantial number of suppliers. The Corporation has
established or has available alternate sources of supply for many of these
materials. The Corporation believes that the materials required for its
manufacturing operations are presently available in quantities sufficient
to meet demand; however, a portion of the Corporation’s manufacturing
operations is dependent on the timely delivery of certain sub-assemblies
and components from significant suppliers. The failure of such suppliers to
deliver such items on a timely basis could adversely affect the
Corporation’s operating results until alternative sources of supply could
be arranged.

Envirommental Affairs

The Corporation’s facilities are subject to numerous laws and
requlations designed to protect human health and safety and the
environment, particularly those relating to manufacturing and engineering,
chemical usage, waste and emissions. Pursuant to the Comprehensive
Environmental Response, Compensation, and Liability Act of 1980 ("CERCLA"),
as amended, the Corporation has been notified that it is a potentially
responsible party ("PRP") for and is sharing the costs of investigating and
cleaning up certain sites listed on the federal National Priorities List of
Superfund Sites. Under similar state laws, the Corporation also is
incurring costs in connection with the investigation and remediation of
certain properties owned and/or operated by the Corporation. In the
opinion of the Corporation, compliance with these laws and regulations has
not had and should not have a material effect on the capital expenditures,
earnings or competitive position of the Corporation.

Patents

The Corporation owns or is licensed under a number of patents and patent
applications relating to its products. While the Corporation’s portfolio
of patents and patent applications is of significant value to the
Corporation, the Corporation does not believe that any particular patent or
group of patents is of material importance to the Corporation’s business as
a whole.

Research and Engineering

The Corporation is in an industry which is characterized by rapid
technological change. In the fiscal years ended July 2, 1994, July 3, 1993
and June 27, 1992, the Corporation spent $1.30 billion, $1.53 billion and
$1.75 billion, respectively, for research and engineering (R&E). Although




the Corporation expects to continue its ongoing R&E efficiency initiatives,
it also expects to continue to invest heavily in R&E to maintain and
strengthen its competitive position.

Employees

The Corporation had approximately 77,800 regular employees, and an
additional 5,000 temporary and contract workers worldwide at July 2, 1994.

Executive Officers of the Corporation

The following table sets forth the names and ages of the 11 executive
officers of the Corporation and certain information relating to their
positions held with the Corporation.

YEAR FIRST

NAME AGE PRESENT TITLE BECAME OFFICER

Robert B. Palmer 54 Director;
President and Chief 1985
Executive Officer

R. E. Caldwell 57 Vice President, Digital 1994
Semiconductor

Charles F. Christ 55 Vice President and General 1993
Manager,Components Division

Richard M. Farrahar 50 Vice President, Human 1993
Resources

Ilene B. Jacobs 47 Vice President and Treasurer 1985

Vincent J. Mullarkey 46 Vice President, Finance and 1992
Chief Financial Officer

Enrico Pesatori 53 Vice President and General 1993
Manager, Computer Systems
Division

E.C. Mick Prokopis 52 Vice President and Corporate 1994
Controller

John J. Rando 42 Vice President, Multivendor 1993
Customer Services

Thomas C. Siekman 52 Vice President and General 1993
Counsel

William D. Strecker 50 Vice President, Advanced 1985

Technology Group and
Chief Technical Officer

Executive officers of the Corporation are elected annually and hold office
until the first meeting of the Board of Directors following the annual
meeting of stockholders and until their successors have been chosen and
qualified. All of the executive officers named have been officers or held
managerial positions in the Corporation for at least the last five years,
except Messrs. Christ, Pesatori and Prokopis. Prior to joining the
Corporation, these officers held the following positions: Mr. Christ, who
joined the Corporation as Vice President, Mass Storage Group, in 1990,
served as a partner in Coopers & Lybrand’s Management Consulting Services




group from 1989 to July 1990; from 1986 to 1989 he served as President and
Chief Executive Officer of Digital Sound Corporation. Mr. Pesatori had
been President and Chief Executive Officer of Zenith Data Systems from
January 1991 to January 1993; from October 1386 to 1989 he served as
president and Chief Executive Officer of North American operations for Ing.
Olivetti & C. S.p.A. ("Olivetti") and from 1989 to December 1990 he was
Senior Vice President, Corporate Marketing of Olivetti. Mr. Prokopis was
self employed from November 1993 to July 1994; from July 1992 to November
1993 he served as Executive Vice President of Ziff Communications Corp.;
from March 1992 to July 1992 he was Executive Vice President and Chief
Financial Officer of MAST Industries; from 1989 to 1992 he was the
Corporation’s Finance Manager, Manufacturing, Engineering and Marketing and
from 1987 to 1989 he served as the Corporation’s Manufacturing Controller.

Item 2. Properties

At the end of fiscal 1994, the Corporation owned or leased
approximately 39.1 million square feet of space worldwide. The Corporation
occupied approximately 32.3 million square feet, leased or sub-leased
to others approximately 1.3 million square feet, and due to restructuring
actions, had vacant space of approximately 5.5 million square feet, most of
which is available for sale or sub-lease. The total space owned or leased
decreased by approximately 3.0 million square feet from the prior year.
Approximately 54% of the occupied space is located in the
United States; approximately 59% of the occupied space is owned. The
Corporation’s occupied facilities are substantially utilized, well
maintained and suitable for the products and services offered by the
Corporation.

Approximately 500,000 square feet of space for new manufacturing
facilities is under construction and scheduled for completion during fiscal
1995. The Corporation anticipates it will occupy fewer square feet of
space worldwide at the end of fiscal 1995 than at the end of fiscal 199%4.

Item 3. Legal Proceedings

The Corporation has been named as a defendant in several purported
class action lawsuits filed in the U.S. District Court for the Southern
District of New York and the U.S. District Court for the District of
Massachusetts alleging violations of the Federal securities laws in
connection with the Corporation’s issuance and sale of Series A 8-7/8%
Cumulative Preferred Stock and the Corporation’s financial results for the
fiscal quarter ended April 2, 1994. (See Note H of Notes to Consolidated
Financial Statements.)

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

During the fourth quarter of the fiscal year covered by this report,
no matter was submitted to a.vote of security holders, through the
solicitation of proxies or otherwise.




PART II

Item 5. Market for the Registrant’s Common Equity and Related Stockholder
Matters. &

See the section entitled "Stock Information," which is
incorporated herein by reference, appearing on page 54 of the Corporation’s
1994 Annual Report to Stockholders.

Item 6. Selected Financial Data.

See the section entitled "Eleven-Year Financial Summary," which is
incorporated herein by reference, appearing on pages 26 and 27 of the
Corporation’s 1994 Annual Report to Stockholders.

Item 7. Management’s Discussion and Analysis of Results of Operations
and Financial Conditiom.

See the section entitled "Management’s Discussion and Analysis of
Results of Operations and Financial Condition, " which is incorporated
herein by reference, appearing on pages 28 through 33 of the Corporation’s
1994 Annual Report to Stockholders.

Item 8. Financial Statements and Supplementary Data.

The financial statements and supplementary data, which are incorporated
herein by reference from the Corporation’s 1994 Annual Report to
Stockholders, are indexed under Item 14(a) (1). See also the financial
statement schedules appearing herein, as indexed under Item 14(a) (2).

Item 9. Changes in and Disagreements with Accountants on Accounting and
Financial Disclosure.

None.

PART III

Item 10. Directors and Exscutive Officers of the Registrant.

See the section entitled "Election of Directors," which is incorporated
herein by reference from the Corporation’s Proxy Statement for its 1994
Annual Meeting of Stockholders. See also the section entitled "Executive
Officers of the Corporation" appearing in Part I hereof.

Item 11. Exscutive Compensation.

See the section entitled "Executive Compensation,® which is
incorporated herein by reference from the Corporation’s Proxy Statement for
its 1994 Annual Meeting of Stockholders.




Ttem 12. Security Ownership of Certain Beneficial Owners and Management.

See the section entitled "Security Ownership of Directors and
Executive Officers” which is incorporated herein by reference from the
Corporation’s Proxy Statement for its 1994 Annual Meeting of Stockholders.
Item 13. Certain Relationships and Related Transactions.

See the section entitled "Certain Relationships and Related
Transactions,™ which is incorporated herein by reference from the
Corporation’s Proxy Statement for its 1994 Annual Meeting of Stockholders.

PART IV
Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K.

(a) The following documents are filed as part of this report:

(1) Financial statements which are incorporated herein by
reference from the Corporation’s 1994 Annual Report to
Stockholders:

Report of Independent Accountants (page 35).

Consolidated Statements of Operations for fiscal years 1994,
1993 and 1992 (page 36).

Consolidated Balance Sheets as at July 2, 1994 and July 3,
1993 (page 37).

Consolidated Statements of Cash Flows for fiscal years 1994,
1993 and 1992 (page 38).

Consolidated Statements of Stockholders’ Equity for fiscal
years 1994, 1993, and 1992 (page 39).

Notes to Consolidated Financial Statements (pages 40 through
$3).

Rleven-Year Financial Summary (pages 26 and 27).
Quarterly Pinancial Data (page 54).

The Corporation’s 1994 Annual Report to Stockholders is not to be
deemed filed as part of this report except for those parts thereof
specifically incorporated herein by reference.



(2) Financial statement schedules:

Individual

3(a) -

(b)

(¢)

(d) =

4(a) =

Page %

S-1 Report of Independent Accountants

S=2. V - Property, Plant and Equipment

S=5 VI - Accumulated Depreciation and Amortization of
Property, Plant and Equipment

S-8 VIII - Valuation and Qualifying Accounts and Reserves

S=-9 X - Supplemental Income Statement Information

All other schedules have been omitted since they are not required, not
applicable or the information has been included in the financial statements

or the notes thereto.

financial statements of the Corporation have been omitted

because it is primarily an operating company and the consolidated
subsidiaries are not indebted, in a material amount, to any person other
than to the parent or to other consolidated subsidiaries.

(3) Exhibits:

Restated Articles of Organization of the Corporation dated
March 11, 1991 (filed under cover of Form SE as Exhibit
3(a) to the Corporation’s Annual Report on Form 10-K for
the fiscal year ended June 29, 1991 and incorporated herein
by reference).

Articles of Amendment filed with the Secretary of State of
the Commonwealth of Massachusetts on November 4, 1993
(filed as Exhibit 4.3 to the Corporation’s Registration
Statement on Form S-3, No. 33-51987 and incorporated herein
by reference). .

Certificate of Designation filed with the Secretary of
State of the Commonwealth of Massachusetts on March 21,
1994 (filed as Exhibit 4.1 to the Corporation’s Report on
Form 8-K filed on March 23, 1994 and incorporated herein by
reference).

By-laws of the Corporation, as amended (filed as Exhibit
3(c) to the Corporation’s Annual Report on Form 10-K for
the fiscal year ended June 30, 1990 and incorporated herein
by reference).

Rights Agreement dated as of December 11, 1989 between
the Corporation and First Chicago Trust Company of New
York, as Rights Agent (filed under cover of Form SE as




(b)

(c)

(d)

(e)

(£)

10 (a)

(b)

(c)

(d)

(e)

Exhibit 4.1 to the Corporation’s Current Report on
Form 8-K dated December 12, 1989 and incorporated herein
by reference).

Indenture dated as of September 15, 1992 between Citibank,
N.A. as Trustee, and the Corporation ("Indenture®) (filed
as Exhibit 4 to the Corporation’s Registration Statement
on Form S-3, No. 33-51378 and incorporated herein by
reference) .

Form of 7 1/8% Note Due 2002, issued under the

Indenture (filed as Exhibit 4.2 to the Corporation’s
Quarterly Report on Form 10-Q for the quarter ended
December 26, 1992 and incorporated herein by reference).

Form of 8 5/8% Debenture due November 1, 2012, issued
under the Indenture (filed as Exhibit 4.3 to the
Corporation’s Quarterly Report on Form 10-Q for the
quarter ended December 26, 1992 and incorporated herein
by reference).

Form of 7% Note Due 1997, issued under the Indenture (filed
as Exhibit 4.4 to the Corporation’s Quarterly Report on
Form 10-Q for the quarter ended December 26, 1992 and
incorporated herein by reference).

Form of 7 3/4% Debenture due April 1, 2023, issued under
the Indenture (filed as Exhibit 4.2 to the Corporation’s
Quarterly Report on Form 10-Q for the quarter ended
March 27, 1993 and incorporated herein by reference).

1968 Employee Stock Purchase Plan (filed as Exhibit 99 to
the Corporation’s Registration Statement on Form S~8, No.
33-50963 and incorporated herein by reference).*

1976 Restricted Stock Option Plan, as amended (filed
as Exhibit 10(b) to the Corporation’s Annual Report on
Form 10-K for the fiscal year ended June 27, 1992 and
incorporated herein by reference).*

1981 International Employee Stock Purchase Plan

(filed as Exhibit 99 to the Corporation’s Registration
Statement on Form S-8, No. 33-50945 and incorporated herein
by reference).*

1985 Restricted Stock Option Plan, as amended (filed under
cover of Form SE as Exhibit 10(d) to the Corporation’s Annual
Report on From 10-K for the fiscal year ended July 1, 1989 and
incorporated herein by reference).*

1990 Equity Plan (contained in the prospectus included
in the Corporation’s Registration Statement on Form S-8,
No. 33-37631 and incorporated herein by reference) .*

10




11
13

22
24

(£)

(9)

(h)

(1)

(3)

(k)

(1)

1990 Stock Option Plan for Nonemployee Directors
(contained in the prospectus included in the Corporation’s
Registration Statement on Form S-8, No. 33-37628 and
incorporated herein by reference).*

Deferred Compensation Plan for Non-Employee Directors as
Amended and Restated Effective 18 May 1987 and as further
amended on 22 April 1991 (filed under cover of Form SE as
Exhibit 10(g) to the Corporation’s Annual Report on Form
10-K for the fiscal year ended June 29, 1991 and
incorporated herein by reference).*

Retirement Arrangement for Non-Employee Directors (filed as
Exhibit 10(g) to the Corporation’s Annual Report on Form

10-K for the fiscal year ended June 27, 1987 and incorporated
herein by reference).*

Form of Indemnification Agreement in effect between the
Corporation and each of its officers and directors (filed as
Exhibit 10(g) to the Corporation’s Annual Report on Form 10-K
for the fiscal year ended July 2, 1988 and incorporated
herein by reference).*

Digital Equipment Corporation Restoration Pension Plan
effective as of May 1, 1992 (filed as Exhibit 10(j) to
the Corporation’s Annual Report on Form 10-K for the
fiscal year ended June 27, 1992 and incorporated herein
by reference).*

Digital Equipment Corporation fiscal year 1995 Cash
Incentive Plan.*

Letter Agreement from the Corporation to Enrico Pesatori dated
as of February 2, 1993; Agreement between the Corporation and
Edward E. Lucente, dated as of April 29, 1994; and Agreement
between the Corporation and Gresham r Brebach, Jr., dated as
of August 8, 1994.*

Computation of net income/(loss) per share.

The Corporation’s 1994 Annual Report to Stockholders, certain
portions of which have been incorporated herein by
reference.

= List of Subsidiaries.

- Consent of independent accountants.

*Indicates management contract or compensatory plan or arrangement.

11



(b) Reports on Form 8-K:

The Corporation filed with the Securities and Exchange Commission a

Report on Form 8-K om April 21, 1994.

12




SIGHATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the uhdersigned, thereunto duly authorized.

DIGITAL EQUIPMENT CORPORATION
(Registrant)

Date: September 16, 1994 By /s/Robert B. Palmer
Robert B. Palmer
President and Chief Executive

Officer

Pursuant to the requirements of the Securities Exchange Act of 1934,
this report has been signed below by the following persons on bebalf of the
registrant and in the capacities and on the dates indicated.

Signature Title Date

President and Chief
Executive Officer
/s/ Robert B. Palmer (Principal Executive
Robert B. Palmer Officer) and Director September 16, 1994

Vice President, Finance
and Chief Financial Officer
/s/ Vincent J. Mullarkey (Principal Financial
Vincent J. Mullarkey Officer) September 16, 1994

Vice President and
Corporate Controller

/s/ E.C. Prokopis (Principal Accounting
E.C. Prokopis Officer) September 16, 1994
/s/ Vernon R. Alden Director September 16, 1994

Vernon R. Alden

/s/ Philip Caldwell Director September 16, 1994
PEIIES E;Ei;;fi

/s/ Colby H. Chandler Director September 16, 1994

Colby H. Chandler




/s/ Arnaud de Vitry Director September 16, 1994
Arnaud de vitry

/s/ Robert R. Everett Director September 16, 1994
Robert R. Everett

/s/ Kathleen F. Feldstein Director September 16, 1994
Kathleen F. Feldstein

/s/ Thomas P. Gerrity Director September 16, 1994
Thomas P. Gerrity

/s/ Thomas L. Phillips Director September 16, 1994
Thomas L. P ps

/s/ Delbert C. Staley Director September 16, 1994
Delbert C. Staley




Report of Independent Accountants

Our report on the consolidated financial statements of Digital
Equipment Corporation has been incorporated by reference in this Form 10-K
from page 35 of the 1994 Annual Report to Stockholders of Digital Equipment
Corporation. In connection with our audits of such financial statements,
we have also audited the related financial statement schedules listed in

the index on page 9 of this Form 10-K.
In our opinion, the financial statement schedules referred to above,

when considered in relation to the basic financial statements taken as a
whole, present fairly, in all material respects, the information required

to be included therein.

/s/Coopers & Lybrand
Coopers & Lybrand

Boston, Massachusetts
July 26, 1994
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Exhibit 22
SUBSIDIARIES
The following is a list of the Corporation’s consolidated subsidiaries

as of July 2, 1994. The Corporation owns, directly or indirectly, 100% of
the voting securities of each subsidiary, unless marked with an asterisk.

State or
Jurisdiction
of
Name Organization
Basys Automation Systems, Inc. Delaware
Basys Automation Systems Limited United Kingdom
CASE & CAD Engineering Produktveckling i Stockholm Sweden
Computer Insurance Company Rhode Island
DEC Digital Equipment Corporation A.G./S.A. Switzerland
DECsys - Digital Systems (1993) Ltd. Israel
Digital DV - Leasing und CAD-Vertriebs GmbH Germany
Digital Computer Taiwan Limited Taiwan
Digital Equipment AB Sweden
Digital Equipment Asia Pacific Pte. Ltd. Singapore
Digital Equipment (BCFI) AB Sweden
Digital Equipment B.V. Netherlands
Digital Equipment Betriebliche Altersversorgung G.m.b.H. Germany
Digital Equipment of Canada Limited/Digital Equipment
du Canada Limitee Canada
Digital Equipment Caribbean, Inc. Delaware
Digital Equipment Centre Technique (Europe) S.A.R.L. France
Digital Equipment Chile Limitada Chile
Digital Equipment China Incorporated Peoples
Republic of
China
Digital Equipment China Ltd. Delaware
Digital Equipment do Brazil Ltda. Brazil
Digital Equipment Co. Limited s United Kingdom
Digital Equipment Corporation A/S Norway
Digital Equipment Corporation A/S Denmark
Digital Equipment Corporation (Australia) Pty. Ltd. Australia
Digital Equipment Corporation (Consultancy) Limited States of
Jersey
Digital Equipment Corporation (Thailand) Ltd. Thailand
Digital Equipment Deutschland (Holding) GmbH Germany
Digital Equipment Corporation Espana, S.A. Spain
Digital Equipment Corporation Finance B.V. Netherlands
Digital Equipment Osterreich Aktiengesellschaft Austria




Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment

Corporation International
Corporation International (Europe)
Corporation Japan

Corporation OY

Corporation de Puerto Rico
Corporation (New Zealand) Limited

A/O Digital Equipment Corporation, Russia

Digital Equipment
Digital Equipment
Digital Equipment

Digital Equipment
Digital Equipment
Digital Equipment
Limited
Digital Equipment
Digital Equipment

Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment

Corporation Services-Europe S.A./N.V.

(Cyprus) Ltd.
s.r.o.

Data Systems Aktiengesellschaft
(DEC) Limited
(DEC) Technical Center (Israel)

Dienstleistungen GmbH
Distribution (Ireland) Limited

Enterprises Espana, S.A.
Filipinas Incorporated
Finance Corporation
Foreign Sales Corporation B.V,
France

GmbH _

Gulf W.L.L.

Hellas S.A.

(Holdings) B.V.
Holdings Italia S.p.a.
Hong Kong Limited

(Hungary) Computing Technology Ltd.

(India) Ltd.
International B.V.
International Betriebliche

Altersversorgungsgesellschaft G.m.b.H.

Digital Equipment
Digital Equipment
Digital Equipment
Digital Equipment

Digital Equipment
Digital Equipmsnt

International Finance B.V.
International G.m.b.H.
International Limited
Ireland Limited

Korea, Incorporated
(Malaysia) Sdn. Bhd.

Digital Equipment Maroc S.A.R.L.

Digital Equipment

“ m&' s-a- d. Cov-

Digital Equipment Middle EBast Limited

Digital Equipment
Digital Equipment

Digital Equipment
Digital Equipment

PCdirect GmbH (Germany)
Panama, Inc.

Parts Center B.V.
Polska SP.Zo.o.

Massachusetts
Switzerland
Japan
Finland
Delaware
New Zealand
Russia
Belgium
Cyprus
Czech
Republic
Austria
Israel

Israel
Germany
Republic of
Ireland
Spain
Philippines
Delaware
Netherlands
France
Germany
Bahrain
Greece
Netherlands
Italy

Hong Kong
Hungary
India
Netherlands

Germany L
Netherlands
Germany
Switzerland
Republic of
Ireland
Korea
Malaysia
Morocco
Mexico
States of
Jersey
Germany
Panama
Netherlands
Poland




Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital

Equipment
Equipment
Equipment
Equipment
Equipment

Portugal, Limitada
PRC Limited
Properties Limited
Romania s.r.l.
S.A./N.V.

System Services AB

Equipment
Equipment
Equipment
Equipment
Equipment

Company Limited

Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital
Digital

mbH

Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment
Equipment

Slovakia s.r.o.

SME Limited

S.p.a.

Scotland Limited

Service Industries Solutions

Services, Inc.

Singapore (PTE) Limited

(Small Medium Enterprise) B.V.
Storage Products (Malaysia) Sdn BHD
System-Integration GmbH
Corporation C.I.S. B.V.

(Thailand) Ltd.

Turkiye A.S.

de Venezuela (D.E.V.) C.A.

Growth, Inc.

Incorporated

International Sales Corporation

Digital-Kienzle Computersysteme GmbH & Co. K.G.
Digital-Kienzle Computersysteme Verwaltungsgesellschaft

Digital-PCS Systemtechnik GmbH

Digital Realty Corporation

Digital Receivables Financing Corporation

Digital Sales and Services South Africa (Pty.) Limited

Digital Sociedade de Previdencia Privada
*EA Systems, Inc.
Elebra Computadores S.A.

0ld Colony Insurance Limited
*Rocky Mountain Magnetics, Inc.
Rostvold System A/S

Serrata Consulting Limited

SIPAC S.

p.a.

Societe Civile Immobiliere (SCI) Parc du Bois Briard

800-Software, Inc.

Portugal

Hong Kong
United Kingdom
Romania
Belgium
Sweden
Slovakia
United Kingdom
Italy

United Kingdom

United Kingdom
Delaware
Singapore
Netherlands
Malaysia
Germany
Netherlands
Thailand
Turkey
Venezuela
Massachusetts
Delawvare
Delaware
Germany

Germany
Germany
Delaware
Delaware
Republic of
South Africa
Brazil
Delaware
Brazil
Bermuda
Delaware
Norway
Canada
Italy
France
California




Exhibit 24
CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference in the Registration
Statements (Forms S-8) and related prospectuses of the Digital Equipment
Corporation 1976 and 1985 Restricted Stock Option Plans (No. 33-970), 1990
Equity Plan (No. 33-37631), 1990 Stock Option Plan for Nonemployee
Directors (No. 33-37628), 1968 Employee Stock Purchase Plan (No. 33-50945)
and 1981 International Employee Stock Purchase Plan (No. 33-50963) and the
Registration Statement and related propsectuses on Form S-3 (No. 33-51987),
of our reports dated July 26, 1994 on our audits of the consolidated
financial statements and financial statement schedules of Digital Equipment
Corporation as of July 2, 1994 and July 3, 1993 and for each of the three
fiscal years in the period ended July 2, 1994, which reports are
incorporated by reference or included in this Annual Report on Form 10-K.

/s/Coopers & Lybrand L.L.P.

Coopers & Lybrand L.L.P.

Boston, Massachusetts
September 15, 1994
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(Exact name of registrant as specified in its charter)
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PART L FINANCIAL INFORMATION

DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands except per share data)

Three Months Ended

March March

29, 1980 31, 1979
REVENUES
Equipment sales : O PR PRI 5 (et 2 N U 033 05 5y 7 0 $473,101 $355,953
Service and other revenues .. I 1. It o ey b b 154,057 109,985
TOTAL OPERATING REVENUES ..............c00neees o RV S v Tp s 627,248 465,938
COSTS AND EXPENSES
Cost of equipment sales, service and other revenues ...................cc00nnts 348,274 262,307
Research and engineering expenses ..............coiirevennessnssssncsanssoes 47,231 34,312
Selling, general and administrative expenses ... .........cccoeeeiieiiniieiiians 127,612 94,211
Interest expense 2 aidfe ' al Rlala e a1 TR s e & o [EIONE € RIS SRR SrersterRInra alaie w o s Ul 2,764 6,410
Interest income T i di05 ie € o 3ioiate e A T T ST NN 6.3 (9,228) (10,271)
TOTAL COSTS AND EXPENSES . ... ... covuvrrrersrossenrnasasassassnsns 516,653 386,969
INCOME BEFORE INCOME TAXES ... 4 o da 3 See e laTa S IR e AR sk e T e Focw e 110,595 78,969
PROVISION FOR INCOME TAXES R PR S L 43,685 32,332
NET INCOME 6 N ece siaie: ibin pioll o nitava e o AR TR AL LA A AN E g st $ 66,910 $ 46,637
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(1) .... $145 $1.07

(1) Net income per common and common equivalent share is based on a fully diluted calculation
of the weighted average number of such shares outstanding during each period; 46,077,147 shares for
the three months ended March 29, 1980 and 44,922,059 shares for the three months ended March 31,

1979. (See page 5 of this report.)

No cash dividends have been paid by the Company since its organization.




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands except per share data)

Nine Months Ended
March March

29, 1950 31,1979
REVENUES
T O T Al T Mo e e s (o o-o1 oo m o oo Sl w415 OS5 S v e o 3 i o S aC o taca ol s e $1,248,948 $ 978,777
Sexvion. Brd, OtHOT- TOREMINORNS . . irs <5 m < 4017570 37 w08 i P o A AT e e (o s14 o n SIa 00 S ala 419,734 301,104
TOTAL, OPERATING REVENUES | <« 5 o0 s o s wmiiv sls < oielsibrorsre siste sinis Glavwazsiasiave 1,668,682 1,279,881
COSTS AND EXPENSES
Cost of equipment sales, service and other revenues .. ........... .. s 931,799 727,083
Research and engineering eXpenses . ... ...........c.euieeuaniinneiasiniieaan. 129,753 99,817
Selling, general and administrative expenses . ................cccoiiiiiiiiiiinas 348,844 267,158
[0 o A e 1 o e S e A R U e S A N PN S P T A A A L Y AT 14,744 18,465
TROATEBE OIS &2/ 4 faio e 1616514 s 470 9 6251 o130 0\ ST 53 a 41001 aTba T a5 = o o e T e 3T 1 (30,972) (25,548)
TOTAL COSTS AND EXPENSES . ........coiiiiiiiiriaenarannnnn - .. 1,394,168 1,086,975
INCOME BEFORE INCOME TAXES ....... 2 Iira e T (a1 S R e e T ea 274,514 192,906
PROVISION FOR INCOME TAXES .................. 108,433 76,198
NI ENEIORIIS TS e a o sy STy d SR e el DR RO v o n T $ 166,081 $ 116,708
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(1) .... $3.68 $2.70

(1) Net income per common and common equivalent share is based on a fully diluted calculation
of the weighted average number of such shares outstanding during each period; 45,847,582 shares for
the nine months ended March 29, 1980 and 44,798,883 shares for the nine months ended March 31,
1979. (See page 6 of this report.)

No cash dividends have been paid by the Company since its organization.
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DIGITAL EQUIPMENT CORPORATION
CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)
29%3?(5)111 ahmh
ASSETS 28 1950(1) o100
CURRENT ASSETS
Cash and temporary cash Investments . ............c.ccoiiiiiaineinessesoneans $ 647,792 $ 391,867
Accounts receivable, net of allowances of $21,762 and $19,311 .................. 566,686 448,359
Inventories, at lower of cost or market:
AW RIS N rs e e e A ae e e e e T g e 187,367 89,944
T e e G S A B A e R S o et 258,843 189,571
Wintahod . @O0E: <ty s v o8 ps e dotiniente o SFRITR D o sl ] A apbt gt 310,316 200,682
756,526 480,197
PRI SQXDOOIIN | ZEITETOL. s 7o 2 510 s lo o mrhis aks o o elu o010 s 3 R M S SR e o 30,562 18,742
Net deferred Federal and foreign income tax charges ........................... 32,631 18,720
TOTAL CURRENT ASSETS .......o0o0vvvvanevess S A S A et s 2,034,197 1,357,885
PROPERTY, PLANT AND EQUIPMENT, at cost ...........ccovvenviieanens 693,455 558,148
Less accumulated depreciation .............cooviriiiririvrraesansssceanenes (223,726) (169,888)
469,729 388,260
TOTAL ASSETS 2 R R W e AN NP A YW NI s (e s WO $2,503,926 $1,746,145
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Loans payable to banks . .. ROl I B B, T YR Y T $ 9837 $ 9,131
Accounts payable ... - s v ST e i e T VA e (ARl R T e st s e L 109,491 79,054
AOOBS HEDEIOE: VAiES §ide 5 5aein/onia s wiaaisisiaie viesiein s A NidRATemin ams mreoRIoN v sar Eite 220,734 136,973
Other’ current HabIHAS . 1. . ci vusiss ooves vanomesenesensssnssdsrvympsssse ___ 97,701 __ 118,576
TOTAL CURRENT LIABILITIES .......coveveviesosnsansssncassescasssnns 437,763 343,734
Net deferred Federal and foreign income tax credits .. ........coovieieneienennn 23,927 21,373
Long-term debt ........ R T p ok rhn R R __ 489,655 __ 340,746
TOTAL LIABILITIES . . . 4. cocesonoonnsssvensrsssnsyyyeeysssssissssvessas M ___ 705,853
STOCKHOLDERS' EQUITY
= e g ey 5310 1029
Additional paid-in capital ..........c.coceeneeresinriesisantisersieene 659,972 380,570
Retained earnings .................ccceeeeresvassssnsarnnssssssasnssaasees 847,290 619,483
TOTAL STOCKHOLDERS' EQUITY .. ...covunssonsnsnssensannssssninesss 1,552,581 1,040,292
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY ... cxoessesses 8506, - (LIBIE

i 980 reflects the April 1, 1980 issuance of
(1) The consolidated balance sheet as at March 29, 1 refl

$400,000,000 principal amount of 8%% Convertible Subordinated Debentures. See Item 5 on page 9
of this report for information on the issuance of these Debentures.

3
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DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

(Dollars in thousands)
Nine Months Ended
March March
29, 1980(1) 31, 1979
FUNDS FROM OPERATIONS
Ned: ICOMB - i o o et e o A e ) e e i B R s e e ma SR s w019 $166,081 $116,708
Add — expenses not requiring funds in current period:
I D e O R K D IO 47,656 42 817
Deferred income tax ProvisSion . ...............c.ceverinoareeainiasens 2,323 (1,941)
Disposal of property, plant and equipment ................ ... 5,422 9,231
Restricted stock plans — charge to operations ........................ 6,959 5,402
Total funds from operations ...............oeeeiirornsonaeeanans 228 441 172,217
FUNDS USED TO SUPPORT OPERATIONS
Increase (decrease) in working capital:
ACCOUTIES  YOUBIVERBIL o . 1ol a5 7e(oe 014 615741 5ra0) /60 a0 B0- w0 pra 070 AV eioaio Areo's 91,619 73,154
o ar e T Qi o R A e o TN S R S S T A o 242 996 52,095
Propait eXpemIPLy < » ix ke dasa MM e el e e v s o e Ta e WS sy 11,691 5,690
i o P o S AT e AT A P AN N A AL YA (22,652) (28,547)
e T L e s e s (25,150) (47,077)
Other current Babilies . . ... ..........ouneneneeeneeeeannnnenaneens (4,996) (29,370)
293,508 25,945
Additions to property, plant and equipment ................ .. c0iiiiiiaan 123,598 64,373
Total funds used to support operations ................ccvuvuiannn 417,106 90,318
Net increase (decrease) in funds from operations ............................. (188,665) 81,899
FUNDS PROVIDED BY FINANCING SOURCES
Increase (decrease) in:
Tioans PRyabls: £0 DENKE! =< <o wiveniiv osiminisa saars ass sisisean s (2,155) 309
Long-term debt:
4%% Convertible Subordinated Debentures(2)..................... (249,995) -
8%% Convertible Subordinated Debentures ....................... 400,000 =<
Othet MUTIRSR - ¢ T msiah ot R T e SRR A S R e SRl e e AN e (1,064) (877)
148,941 (877)
Stock issued under employee option and purchase plans .. ......... ... .. ... 10,758 11,174
Net increase in stockholders’ equity upon conversion of 4%% Convertible Sub-
oxdinated. DebettEres(2) .. . . < ranrm s ek il s moie .o foss s RILPERY AV MDA 245,890 =t
Total funds from financing sources ..................0uvuennun... 403,434 W
Net increase (decrease) in cash and temporary cash investments ................. m _92,—5(3
Cash and temporary cash investments at beginning of period ... .. ... ........... 433,023 299,362
Cash and temporary cash investments at end of period ......................... $647,792 $301,867

(1) The consolidated statement of changes in financial position for the nine months ended March
29, 1980 reflects the April 1, 1980 issuance of $400,000,000 principal amount of 87%% Convertible
Subordinated Debentures. See Item 5 on page 9 of this report for information on the issuance of
these Debentures.

(2) On January 16, 1980, the Company called for redemption on February 15, 1980, all
$249,995,000 of its then outstanding 4%% Convertible Subordinated Debentures. At the election of
the Debentureholders, substantially all of these Debentures were converted into shares of Common
Stock. The resulting increase in stockholders’ equity of $245,890,000 reflects the conversion of these
Debentures into 4,384,278 shares of Common Stock at a conversion price of $57.00 per share, less
conversion and deferred issuance expenses of approximately $4,000,000.
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DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE

(Dollars in thousands except per share data)

Net income . . .. . T SRR kL x5 121y s v 5y AT A

Weighted-average number of common shares outstanding during the period .. .....

Common stock equivalents from applicatlon of “if converted” method to 4%% con-
s 1 P T T N S Gl 1y, TR T R S

Common stock equivalents from npplicntion of “treasury stock” method to exercised
and 'outstanding ‘St00K OPUBDE: «.i's s i v sbsonabhi el iy i ey o

Total weighted-average number of common and common equivalent shares outstand-
Ing AOrIG the DT . .ciiii oo 0 ive e iives v ddiab e e

Net income per common and common equivalent share .........................

Three Months Ended

March March
29, 1980 31, 1979
$66,910 $46,637
(270) 1,491
$66,640 $48,128
43,758,587 40,040,772
1,590,616 4,385,877
727,944 495,410
46,077,147 44,922 059
$1.45 $1.07




DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE

(Dollars in thousands except per share data)

RGO o A oo oot T o FeaB B o 3 (o SR e a0 0 2ot AP TP N R
Add back 4%% convertible debenture interest, net of related tax effect .. ..........
Net income applicable to common and common equivalent shares ...............

Weighted-average number of common shares outstanding during the period ... ....

Common stock equivalents from apphcatxon of “if converted” method to 4%%
conVertiblo QABENIITOs . i« i'visois be e e v ale e st ioie/sias s s e e e ila aleelelo e oo 0

Common stock equivalents from appl:catxon of “treasury stock” method to exercised
and outstanding stock opHONS .5y i, vs SRR RS0 SRR o NS

Total weighted-average number of common and common equivalent shares outstand-
fng during the Period .. .. .. .. Jcaieli sirisle e e Ml TEORNEES ) Go S ambie

Net income per common and common equivalent share ...........

Nine Months Ended

March
29, 1980

$166,081
2,767

$168,848

41,710,490

3,454,123

682,969

45,847,582

&

3.

|

March

31, 1979

$116,708
4472

39,088,841
4,385,877
__ 42465
44,798,883

$2.70




MANAGEMENT’S DISCUSSION AND ANALYSIS OF OPERATIONS

As an aid to understanding the Company’s operating results, the following tables indicate the
percentage relationships of income and expense items included in the income statements for the most
recent quarter and nine months ended March 29, 1980, the immediately preceding quarter ended
December 29, 1979, and the corresponding quarter and nine months ended March 31, 1979 of the pre-
ceding fiscal year and the percentage changes in those items for such periods.

Percentage Increases
(Decreases)
Moty i2; Agite
on on
e e i Y
Total Operating Revenues March 29, March 29, March 29,
___Three Months Ended Nine Months Ended i < i
Dec. 20, March 31, March 29, March 31, March 29, Income and Dec. 29, March 31, March 31,
1979 1979 1980 1979 1980 Expense Items 1979 1979 1979
74.7% 764% 75.4% 76.5% 74.8% Equipment sales 14% 33% 28%
25.3% 23.6% 24.6% 235%  252%  Service and other revenues 10% 40% 39%
1000%  100.0%  100.0%  100.0%  100.0%  Total operating revenues 13% 35% 30%
56.1% 56.3% 55.5% 56.8% 55.8% Cost of equipment sales, 12% 33% 28%
service and other revenues
7.7% 7A4% 7.5% 7.8% 7.8% Research and engineering 11% 38% 30%
expenses
20.8% 20.2% 20.4% 20.9% 20.9% Selling, general and 11% 35% 31%
a trative expenses
1.1% 1.4% 0.4% 1.4% 0.9%  Interest expense (54%) (57%) (20%)
(1.8%) (2.2%) (1.5%) (2.0%) (1.9%) Interest income (8%) (10%) 21%
83.9% 83.1% 82.3% 84.9% 83.5% Total costs and expenses 11% 34% 28%
16.1% 16.9% 17.7% 15.1% 16.5% Income before income taxes  24% 40% 42%
6.4% 6.9% 7.0% 6.0% 6.5% Income taxes 24% 35% 42%
9.7% 10.0% 10.7% 9.1% 10.0% Net income 24% 43% 42%

Revenues

Total operating revenues for the first nine months of fiscal 1980 were $1.669 billion, up 30 percent
over the comparable period a year ago and included equipment sales of $1.249 billion, an increase of
28 percent, and service and other revenues of $419.7 million, up 39 percent from the corresponding
period a year ago. For the third quarter ended March 29, 1980, total operating revenues were $627.2
million, up 35 percent over the third quarter of fiscal 1979, reflecting a 33 percent rise in equipment
sales and a 40 percent increase in service and other revenues.

The increase in sales of equipment during both the third quarter and the first nine months of fiscal
1980 reflects the continuation of the upward trend in orders that the Company began to experience
in the latter half of fiscal 1979. The percentage gains in service and other revenues resulted from the
continued growth in the base of installed computer systems and the increased number of customers

purchasing services.

The 13 percent gain in total operating revenues in the third quarter compar ed to the secc.)nd quarter
of fiscal 1980 is consistent with the traditional business pattern of higher unit shipments in the suc-
cessive quarters of the fiscal year.

Operating revenues from customers outside the United States were $651.1 million for the first nine
months of fiscal 1980 or 39 percent of total operating revenues. This represents a 38 percent increase
over the $470.2 million in international revenues reported for the comparabl.e period of fiscal 1979,
during which international revenues accounted for 37 percent of total operating revenues.

7




Expenses

The cost of equipment sales, service and other revenues rose 33 percent and 28 percent, respec-
tively, during the third quarter and first nine months of fiscal 1980 over the comparable periods a year
ago. The percentage increases for the third quarter and first nine months of fiscal 1980 were slightly
less than the corresponding percentage increases in total operating revenues due to lower manufacturing
costs, offset somewhat by higher customer service costs.

Research and engineering expenses represented 7.5 percent and 7.8 percent of total operating
revenues for the third quarter and first nine months of fiscal 1980, which is consistent with the com-
parable periods of a year ago. The increases in these expenditures over the comparable periods of
fiscal 1979 represent investment in hardware and software development projects as well as additions
to the professional engineering staff.

Interest income decreased 10 percent in the third quarter compared to the same period of a
year ago due to lower temporary cash investment balances during the quarter. Interest income for the
nine-month period was up 21 percent from the same period a year ago due to higher temporary cash
investment balances in the early months of this fiscal year. Interest expense decreased 57 percent
and 20 percent in the third quarter and first nine months of fiscal 1980, respectively, from the com-
parable periods a year ago, due to the Company’s call for redemption of its 4%% Convertible
Subordinated Debentures and conversion of substantially all of such Debentures into common stock
during the third quarter of fiscal 1980.

The accompanying consolidated balance sheets, statements of income and statements of changes
in financial position reflect all adjustments which are, in the opinion of management, necessary to a
fair statement of the consolidated financial position at March 29, 1980, and March 31, 1979 and the
consolidated results of operations and the consolidated changes in financial position for the interim
periods then ended.



PART IL OTHER INFORMATION

Item 5. Increase in Amount Outstanding of Securities or Indebtedness.

Registrant sold $400,000,000 aggregate principal amount of its 8%% Convertible Subordinated
Debentures, due June 15, 2005 in a registered public offering on April 1, 1980. Such securities, which
are convertible into common stock at $72 per share, were registered under the Securities Act of 1933
(File No. 2-66944). The aggregate net cash proceds to the Registrant (after underwriting discounts
and commissions and estimated expenses) were approximately $395,500,000. The representative of the
underwriters was Lehman Brothers Kuhn Loeb Incorporated.

The net proceeds from the public offering were added to working capital. Registrant anticipates
use of a part of such proceeds, together with internally generated funds, to finance capital expenditures
which are presently expected to exceed $350,000,000 for the eighteen months ending June 27, 1981.
The balance of the proceeds will be used to finance additions to accounts receivable and inventories,
and for other general corporate purposes, as may be required to support Registrant’s anticipated
increase in business volume.

During the first nine months of the current fiscal year, Registrant had additions to property, plant
and equipment in the amount of $123,598,000, net additions to accounts receivable in the amount of
$91,619,000 and net additions to inventories in the amount of $242,996,000. Registrant anticipates
further increases in these items during the remainder of the current fiscal year.

Pending use in the business, the proceeds will be invested in high quality debt securities. Regis-
trant has in the past borrowed for its business purposes and expects that it may from time to time
in the future borrow either domestically or abroad on either a short-term of long-term basis as the
needs of its business may require.

Item 9. Exhibits and Reports on Form §-K.

(a) Exhibits.
1) — Indenture for 8%% Convertible Subordinated Debentures, due June 15, 2005, dated as
of April 1, 1980.

(b) Reports on Form 8-K.

A current report on Form 8-K for the month of September 1979 was filed by Registrant on
September 25, 1979. The report contained information under Item 5, Other Materially Important
Events, relating to the termination with prejudice of a lawsuit previously reported in Registrant’s
proxy statement dated September 28, 1978.




SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

Drcrran EQuipMENT CORPORATION

(Registrant)

Alfred M. Bertocchi, Vice President — Finance
(Duly Authorized Officer and Principal Financial Officer)

Date: May 8, 1980
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FOR REFERENCE

Do Not Take From This Room

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

Form 10-Q

Quarterly Report Under Section 13 or 15(d)
of the Securities Exchange Act of 1934

For Quarter Ended December 27, 1980 Commission File Number 1-5296

Digital Equipment Corporation

(Exact name of registrant as specified in its charter)

Massachusetts 04-2226590
(State or other jurisdiction of (1.R.S. Employer Identification No.)
incorporation or organization)
146 Main Street, Maynard, Massachusetts 01754
(Address of principal executive offices) (Zip Code)
(617) 493-5523

(Registrant’s telephone number, including area code)

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

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the
close of the period covered by this report. Number of shares of Common Stock, par value $1, outstand-

ing as of December 27, 1980: 45,931,496.




PART L. FINANCIAL INFORMATION

DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands except per share data)

Three Months Ended

27, 1950 29,1979
REVENUES
EQUIDMIONE BRIOE - 42 1s ool o/iis ot o015 8 (Sln are 1415 s sacasn bl b teiale st ST IS I Al 0T S $564,952 $413,720
Service and Other TEVENUES . ... ... ....ouruunnunensresnoeanessenaseeensssenes 197,360 140,176
TOTAL OPERATING REVENUES .............. A IR o X Sy 762,312 553,896
COSTS AND EXPENSES
Cost of equipment sales, service and other revenues ........................... 431,967 311,064
Research and engineering expenses ..................ccciiinreeneenininencans 58,452 42,573
Selling, general and administrative expenses ....................oviiiinierenns 156,889 115,107
IRRORORE GEDONIB . -« /o'e7s o2 e /oo s (078 a5 68 76 A 15 61150 5 0 A 5o sl s raliia s To o0a ol 11,724 6,001
T e R s LIRS SRR SN el e SO R D e B (12,387) (9,993)
TOTAL COSTS AND BXPENSESA .. o cousns sxin s vrstuetnr e sraslysnsses 646,645 464,752
INCOME BEFORE INCOME TAXES ....:iiuiaeieeiaioensonsnssaisidssusis 115,667 89,144
PROVISION FORINCOME TAXES .....::uoe..vcnoiraeasssnaseseissssysse 45,689 35,212
oy il G0 s AL e T S e LIRS e e ) $ 69,978 $ 53,932
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(1) .... $1.43 g

(1) Net income per common and common equivalent share is based on a fully diluted calculation
of the weighted average number of such shares outstanding during each period; 52,317,739 shares for
the three months ended December 27, 1980 and 45,818,154 shares for the three months ended Decem-
ber 29, 1979. (See page 5 of this report.)

No cash dividends have been paid by the Company since its organization.




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands except per share data)

Six Months Ended

December December

27, 1980 29, 1979
REVENUES
Equipmient SRIBS o5 o oo i cuimie e ietolet s s b s IS s eV A ol 018%% Weataae e s $1,044,170 $ 775,757
Servicaland otBar TOVEDUEE! .0 . ..ot o R I s 372,512 265,677
TOTAL OPERATING REVENUIES: i iab e vido)alen sies s oo iasionieient s s avins st 1,416,682 1,041,434
COSTS AND EXPENSES
Cost of equipment sales, service and other revenues ............. 3 N <0 802,641 583,525
Research and engineering eXpemses ..................c.c.oeereiieaieonnanonans 113,241 82,522
Selling, general and administrative expenses .........................uuiennans 295,752 221,232
TRIEOOSE: AXDONIE. ... o rloonromiisien v ERN TS NSNS o N1 Rt &« gyl o 24,015 11,980
TRIOTREE IOOMIB. 1/ aa o o 800k o d 5 S R e 1a e e e s o e IR 15 S s e b o he e 4 (27,533) (21,744)
TOTAL COSTS AND EXPENSES: § oo aora iarersaicitats alatisl’s s o ah ol ala/klaise 1,208,116 877,515
INCOME BEFORE INCOME TAXIES /=" <1 /i1 oz s las siateaisiaisl slorciieiscerss67s ) ol < aiors 208,566 163,919
PROVISION: FOR! INCOME TARIS <« v v e Boioratives nsra o500 s e et v atersse, o aa's 82,384 64,748
NETSINCOME: ... .. ovsesstunlvns ooe raremae i RO g iy = et (R - 1 ... § 126,182 $ 99,171
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(1) .... $2.60 g

(1) Net income per share and common equivalent share is based on a fully diluted calculation
of the weighted average number of shares outstanding during each period; 52,230,164 shares for
the six months ended December 27, 1980 and 45,732,800 shares for the six months ended December
29, 1979. (See page 6 of this report.)

No cash dividends have been paid by the Company since its organization.




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

December December
27, 1980 29, 1979
ASSETS
CURRENT ASSETS
Cash and temporary cash investments ..............eouiiieiniiiiiiiaiiiinaias $ 379,140 $ 305,628
Accounts receivable, net of allowances of $24,549 and $21,147 .................. 709,605 538,081
Inventories, at lower of cost or market:
T N P T e o O R g R PO A s L v A AR 257,973 148,558
RV OTIENDEOBIEY » o5 /4% 5's 4 < 2 (A(51o07c S Sarira vrs LS ms oA 970 WA W W oih 0 wio mma dars e 350,253 220,466
b ek \ARSRE R S S SR o SRR S - SR 443,437 285,598
1,051,663 654,622
Prepaid expenses ....... R S e e A o KA A A SRR S A B e e A e e e 33912 24,972
Net deferred Federal and foreign income tax charges .............cocovviinnnnn 56,593 29,012
3 8B B st ey O i R L LR R o B L e e 2,230,913 1,552,315
PROPERTY, PLANT AND EQUIPMENT, at €OSt .........cccieenaiiiancnnnnn 939,420 647,472
Less accumulated depreciation . ............ceoeeiiieiieriisiniiienininensanns (276,248) (207,988)
663,172 439,484
BT AL A D S L o a e s aie o a5 0 e 0 8 W w305 ¢ g v e O10Ls 81970 [91016578/6.8 SIeIBTe 8 aa(RY @ M M
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Loans payable t0 banks .......cccciiercessnosaneseeseosnenscensnsonnsenses $ 6621 $ 10375
ACOOUDIE DIFBREIE! o« oo n a oioapaoineie os sy smsoins/nessssssosyssusas s ssoenies 122,027 99,359
7 T N - S e S AP LS 7S o S TR N TN 277,077 175,118
Other icorent HEBTNEE 0. J s ica bsiss sais aian(e)s sisialelots oe a0 S ATe e bea Wit e S e S a0 8 146,096 108,332
TOTAL CURRENT EIABIIITIES | oo5.o o aineiem s 050 ialns vy sum € EAET B SO MRS, /078 551,821 393,184
Net deferred Federal and foreign income tax credits ............cccoovviinninn. 55,301 22,477
Lo G ! R R R PRI St iy R A O 1O 486,470 340,278
TOTALS ETABILITIES. £vvn o vo siontasietivieios siuiaamiads sons s A oille o coutl Col oo 1,093,592 755,939
STOCKHOLDERS' EQUITY
Common stock, $1 par value; authorized 225,000,000 shares;
issued and outstanding 45,931,496 and 40,894,384 shares ..................... 45,931 40,894
Additionsl paiddn’ cBPIAl ... ..ol i e ol el e S b bt s T e e e s 697,310 414,586
RSHIOER DEERINGR" . o 3z viola s o trltn i scaca o b S I L T L I oI . o QOIS el 1,057,252 780,380
TOTAL: STOCKHOLDERS" BEQUITY .. covsveisovoesilosaaaaasesaalssasssssss 1,800,493 1,235,860
$2,894,085 $1,991,799

(1) See Items 5 and 6 on page 8 of this report for information on the call for redemption of the
87%% Convertible Subordinated Debentures and conversion of the Debentures into shares of Common

Stock.




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

(Dollars in thousands)
Six Months Ended
December December
27, 1980 29, 1979
FUNDS FROM OPERATIONS
INSLAIRBOMS <o/ e s s aive sy alawls S Rrelaisradens o ot e T o e $126,182 $ 99,171
Add — expenses not requiring funds in current period:
Deproctation)” S s, . oo o Tt L SO U R S 39,232 30,115
Deferred income tax Provision .. ..............c.eeueseeronenneenenns (4,997) 3,592
Disposal of property, plant and equipment ..............0000uiurnn.. 12,862 4,313
(0 e 1 A L Lol e e e e ety D Sy s 4,416 4,554
Total funds from operations ................cco0oueoniiinnnnn.. 177,695 141,745
FUNDS USED TO SUPPORT OPERATIONS
Increase (decrease) in working capital:
A00ounte TEoNIVRBES  ©L LS8 o Sk e e i S Bl 80,542 63,014
IRVORIORINL: < & 51055 %0 3t At ale st mmnlin e e G o e 1 SR T 231,739 141,092
Prepaid SXpEnses iy a et it s e ha e s el oL . o 3,266 6,101
ACCOUDES DEYADIS <l L ks b e o e e s e e e AT T S (18,923) (12,520)
Accrnad | Hahlliesl it i T et D S| . (37,634) 20,466
(o e e g T T e PR LR | S (17,802) (15,627)
241,188 202,526
Additions to property, plant and equipment ..............0.i0inninnnn... 185,810 74,703
Total funds used to support operations ...................ouuun.. 426,998 277,229
Net increase (decrease) in funds from operations ........................... .. (249,303) (135,484)
FUNDS PROVIDED BY FINANCING SOURCES
Increase (decrease) in:
Lok DRVADIO B0 DEDKS: 153 5 513t o Phials aasiieston:oduaien AN (934) (1,617)
Loong-termn L . 1o s S s s s e e ek e el s (8,252) (436)
Stock issued under employee option and purchase plans ... .................. 14,216 10,142
Stock issued upon early conversion of 8%% convertible subordinated debentures 2,127 —
Total funds from financing sources .............ovvuuureununnnn.. 12,157 8,089
Net increase (decrease) in cash and temporary cash investments ....... ... ....... (237,146) (127,395)
Cash and temporary cash investments at beginning of period .................... 616,286 433,023
Cash and temporary cash investments at end of period ......................... $379,140 $305,628




DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE

(Dollars in thousands except per share data)

Three Months Ended
December December
27, 1980 29, 1979
e R e e SGE PPt 25ty SRR R DO R AR $69,978 $53,932
Add back convertible debenture interest, net of related tax effect ................ 4,792 1,519
Net income applicable to common and common equivalent shares ................ $74,770 $55,451
Weighted-average number of common shares outstanding during the period ........ 45,734,522 40,739,961
Common stock equivalents from application of “if converted” method to convertible
R e e O I a0 AR S e SR RS G L) SR AR 2 (TR R 5,552,106 4,385,877
Common stock equivalents from application of “treasury stock” method to exercised
200 OUIEtAnAING StOCK ODHODS ..« snesssisessonassassosossosnsssnanacnasine 1,031,111 692,316
Total weighted-average number of common and common equivalent shares outstand-
ing during the Period .......cccreeriranaaniaatintiretaeirn st 52,317,739 45,818,154
Net income per common and common equivalent share .............ooooieanns $1.43 $1.21




DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE

(Dollars in thousands except per share data)

INOETTCOMIO o s o 0toisis v/ e SRUCK 2 578 3Te-500! 016 WM minIwialusele ol m.o-epimzco e o S\ a0l m s A IS 8 512
Add back convertible debenture interest, net of related tax effect ..............."
Net income applicable to common and common equivalent shares ................

Weighted-average number of common shares outstanding during the period ........
Common stock equivalents from application of “if converted” method to convertible
GO ERIRE .+ ov oo+ b s DR RS BN AR 3o Ve s malopploievlnc ioiviaie wSBRPARA = SAP =S

Common stock equivalents from application of “treasury stock” method to exercised
and outstanding stock OPHONS ... ...crreesearanrasieaiesananiaerenanseses

Total weighted-average number of common and common equivalent shares outstand-
ing during the PEHIOA & .. i« essresssensssnrnsnsrananusessgauiacasness

Net income per common and common equivalent share . ... .. ..o o inaaann

Six Months Ended

December December
27, 1980 29, 1979
$126,182 $ 99,171
9,585 3,037
$135,767 $102,208
45,673,823 40,686,442
5,553,831 4,385,877
1,002,510 660,481
52,230,164 45,732,800
$2.60 $2.23

— ————————— AT g P g




MANAGEMENT'S DISCUSSION AND ANALYSIS OF OPERATIONS

As an aid to understanding the Company’s operating results, the following tables indicate the
percentage relationships of income and expense items included in the income statements for the most
recent quarter and six months ended December 27, 1980, the immediately preceding quarter ended
September 27, 1980, and the corresponding quarter and six months ended December 29, 1979 of the
preceding fiscal year and the percentage changes in those items for such periods.

Percentage Increases
(Decreases)

Six
Three Months Months
Income and Expense Items
as a Percentage of Ended Ended
Total Operating Revenues Dec. 27, Dec. 27, Dec. 27,

Three Months Ended Six Months Ended g 1320 1320
Dec. 29, Sept.27, Dec.27, Dec.29, Dec.27, Income and Sept. 27, Dec. 29, Dec. 29,
1979 1980 1980 1979 1980 Expense Items 1980 ~ 1979 1979
747%  732% T41%  745%  737%  Equipment sales 18% 37%  35%
25.3% 26.8% 25.9% 25.5% 26.3% Service and other revenues 13% 41% 40%

100.0%  1000%  100.0%  100.0%  1000%  Total operating revenues 16%  38%  36%

56.1% 56.6% 56.6% 56.1% 56.6% Cost of eq ent sales, 17% 39% 38%
service other revenues

779% 8.4% 7.7% 7.9% 8.0% Research and engineering 7% 37% 37%
expenses

20.8% 21.2% 20.6% Selling, general and 36% 34%
administrative expenses
1.1% 1.9% 1.5% Interest expense 100%
(1.8%) (2.3%) (1.6%) Interest income
83.9% 85.8% 84.8% Total costs and expenses 38%
16.1% 14.2% 15.2% Income before income taxes 27%
6.4% 5.6% 6.0% Provision for income taxes
9.7% 8.6% 9.2% s Net income 27%

Revenues

Total operating revenues for the first six months of fiscal 1981 were $1.417 billion, up 36 percent
over the comparable period a year ago and included equipment sales of $1.044 billion, an increase of
35 percent, and service and other revenues of $372.5 million, up 40 percent from the corresponding
period a year ago. For the second quarter ended December 27, 1980, total operating revenues were
$762.3 million, up 38 percent over the second quarter of fiscal 1980, reflecting a 37 percent rise in
equipment sales and a 41 percent increase in service and other revenues.

The increase in sales of equipment during both the second quarter and the first six months of
fiscal 1981 reflects the continuation of the upward trend in orders the Company has experienced since
fiscal 1980. The percentage gains in service and other revenues resulted from the continued growth in
the base of installed computer systems and in the increased number of customers purchasing services.

The 16 percent gain in total operating revenues in the second quarter compared to the first quarter
of fiscal 1981 is consistent with the traditional business pattern of higher unit shipments in the
successive quarters of the fiscal year.

Operating revenues from customers outside the United States were $568.2 million for the first six
months of fiscal 1981 or 40 percent of total operating revenues. This represents a 43 percent increase
over the $398.7 million in international revenues reported for the comparable period of fiscal 1980
during which international revenues accounted for 38 percent of total operating revenues.
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Expenses

The cost of equipment sales, service and other revenues rose 39 percent and 38 percent, respec-
tively, during the second quarter and first half of fiscal 1981 over the comparable periods a year ago.
The percentage increases for the second quarter and first six months of fiscal 1981 were slightly
higher than the corresponding percentage increases in total operating revenues due to higher manu-
facturing costs, primarily those related to the start-up of new plants.

Research and engineering expenses represented 7.7 percent and 8.0 percent, respectively, of
total operating revenues for the second quarter and first six months of fiscal 1981, which is con-
sistent with the comparable periods of a year ago. The increases in these expenditures over the com-
parable periods of fiscal 1980 represent the Company’s continued investment in new product develop-
ment.

Both interest income and interest expense increased substantially over the corresponding six
month and three month periods a year ago. On April 1, 1980, the Company issued $400 million of
87% Convertible Subordinated Debentures. This resulted in a substantial increase in cash and tem-
porary cash investments which, coupled with higher prevailing interest rates, caused the increase in
interest income and a substantial increase in long term debt which caused the increase in interest
expense. The 18% decrease in interest income in the second quarter compared to the first quarter of
fiscal 1981, reflects the decrease in cash and temporary cash investments resulting from working capital
requirements, and additions to property, plant and equipment.

The accompanying consolidated balance sheets, statements of income and statements of changes
in financial position reflect all adjustments which are, in the opinion of management, necessary to a
fair statement of the consolidated financial position at December 27, 1980, and December 29, 1979 and
the consolidated results of operations and the consolidated changes in financial position for the interim
periods then ended.

PART II. OTHER INFORMATION
Item 5. Increase in Amount Outstanding of Securities or Indebtedness.

Item 6. Decrease in Amount Outstanding of Securities or Indebtedness.

On January 6, 1981, Registrant called for redemption on February 5, 1981 all $397,873,000 of its
then outstanding 8%% Convertible Subordinated Debentures, due June 15, 2005 (the “Debentures”).
Under the terms of the Indenture dated as of April 1, 1980 with Citibank, N.A., as Trustee, holders of
the Debentures are entitled to receive the redemption price of $1,088.75, plus accrued interest of
$12.33, or $1,101.08, for each $1,000 principal amount of Debentures held.

Debentureholders also had the opportunity to convert their Debentures into shares of Registrant’s
Common Stock, $1.00 par value, at a price equal to $72.00 per share until 5:00 p.m., Eastern time,
on January 21, 1981.

Registrant also made arrangements with Lehman Brothers Kuhn Loeb Incorporated, as repre-
sentative (the “Representative”) of a group of investment banking firms (the “Purchasers”), pursuant
to which the Purchasers agreed to purchase Debentures tendered to them on or before 5:00 p.m.,
Eastern time, on January 21, 1981 for a flat price of $1,104.50 for each $1,000 principal amount of
Debentures so tendered. The Purchasers agreed to convert Debentures tendered to them into Regis-
trant’s Common Stock which would then be offered to the public at a price set from time to time
by the Representative. With respect to such shares, the Purchasers may be deemed to be underwriters

8




under the Securities Act of 1933. Accordingly, a registration statement on Form S-16 covering such
shares was filed with the Securities and Exchange Commission. This registration statement became
effective on January 6, 1981 (Registration No. 2-70473).

Between January 6, 1981 and January 21, 1981, inclusive, substantially all of the Debentures were
converted into shares of Common Stock.

Item 9. Exhibits and Reports on Form 8-K.

(b) Reports on Form 8-K.
No reports on Form 8-K were filed by Registrant during the period covered by this report.




SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

Dicrran EQuripMENT CORPORATION

(Registrant)

(Duly Authonzed Officer and Principal Funncial Officer)

Date: February 6, 1981
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

Form 10-()

Quarterly Report Under Section 13 or 15(d)
of the Securities Exchange Act of 1934

For Quarter Ended March 28, 1981 Commission File Number 1-5296

Digital Equipment Corporation

(Exact name of registrant as specified in its charter)

Massachusetts 04-2226590
(State or other furisdiction of (L.LR.S. Employer Identification No.)
incorporation or organization)
146 Main Street, Maynard, Massachusetts 01754
(Address of principal executive offices) (Zip Code)
(617) 493-5523

(Registrant’s telephone number, including area code)

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

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the
close of the period covered by this report. Number of shares of Common Stock, par value $1, outstand-
ing as of March 28, 1981: 51,523,382
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PART L FINANCIAL INFORMATION

DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands except per share data)

Three Months Ended

March March
28, 1981 29, 1980
REVENUES
Equipment sales AT ISP SRS S AP UA U ST R T AR AP A $632,359 $473,191
Service and other revenues . : A e s alATa e areToe o re e T T L S o 211,026 154,057
TOTAL OPERATING REVENUES . ; B ok, LR N 843,385 627,248
COSTS AND EXPENSES
Cost of equipment sales, service and other revenues ........................... 458,871 348,274
Research and engineering eXpenses ..............cccceeenesnesoeesansoonoass 63,893 47,231
Selling, general and administrative expenses ............ccoiiiiiiiiiiiiiiaaan 166,923 127,612
Interest expense A R P A N P S DT P A R by o Y e R R 2,197 2,764 ‘
Interest income A S SRR N D Sl AL L SR (14,171) (9,228)
TOTAL COSTS AND EXPENSES ... e e TSR ) o 1\ B e TP R 677,713 516,653 1
INCOME BEFORE INCOME TAXES ... ... ... ciiiiiiivenanrsaansaarsosons 165,672 110,595 |
PROVISION FOR INCOME TAXES ... ..0xo0nsonesvonsantmanons sasss pre o 65440 43,685
N N M s ol T iTo als 5ot o s a0 2 8 w9 b uip S aTe a D ATa AKR A (S - (o v - $100,232 $ 66,910
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(1) .... $1.89 $1.45

(1) Net income per common and common equivalent share is based on a fully diluted calculation
of the weighted average number of such shares outstanding during each period; 52,507,757 shares for
the three months ended March 28, 1981 and 46,077,147 shares for the three months ended March 29,

1980, (See page 5 of this report.)

No cash dividends have been paid by the Company since its organization.




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands except per share data)

Nine Months Ended

March March

25, 1951 29, 1950
REVENUES
Equipnient: salesiid ool i cveviassieies s suie O Tastara yedivetlere S $1,676,529 $1,248,948
Service and Other TeVENUES .. ... ......c..vveesnenroeesnneeresenenacsnsnens 583,538 419,734
TOTAL 'OPERATING REVENUES ... :casizinaaniesssaasess S5 SRS 2,260,067 1,668,682
COSTS AND EXPENSES
Cost of equipment sales, service and other revenues .. . . % 1,261,512 931,799
Research and engineering expenses ........... T T i Ca TN e P S, 177,134 120,753
Selling, general and administrative expenses . N U S 15 , 462,675 348,844
InRerest  OXDOIIBE - & hals d% alaia sk alae el ta i A aera 2y s U LN e AV PIAP LN P LA e o 26,212 14,744
TILEPBRE, ITICOMD. 1.5 oe sra v o 5o aie3 sid o< afmiorothim e M B Bhs ST B bl e o o (41,704) (30,972)
TOTAL COSTS AND EXPENSES .......... o o ST E e p v, S e P S R 1,885,829 1.394.168
INCOME BEFORE INCOME TAXES s Sia wia R el s e il - Zos 374,238 274,514
PROVISION FOR INCOME TAXES ......c.cvoiveeercocnnenns Hr ST 147,824 108,433
NETSINGOME. . 0ttt . soirervassnvnovsse N B St A S o B e e A $§ 228414 $ 166,081
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(1) $4.50 T 8368

(1) Net income per share and common equivalent share is based on a fully diluted calculation
of the weighted average number of such shares outstanding during each period; 52,322,695 shares for
the nine months ended March 28, 1981 and 45,847,582 shares for the nine months ended March 29,
1980. (See page 6 of this report.)

No cash dividends have been paid by the Company since its organization.



DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

March March
28, 1981 29, 1980
ASSETS s A i
CURRENT ASSETS
Cash and temporary cash investments .. ......... A Rt R LI ) $ 362,231 $ 647,792
Accounts receivable, net of allowances of $27,056 and $21,762 . ................. 735,792 566,686
Inventories, at lower of cost or market:
Raw materials ., g Ry R T e o 950,485 187,367
WWOER D DEO0BIE Y 3% v¢ 6165 7 5 o T et S RS s vToss o brorors Sl o el ot o = 0 % L[S 377,893 258,843
Findahad ‘GoORS . . .= cissinhnmn it seensnsdssre e e N A 487,647 310,316
1,116,025 756,526
Propuid Toxpenses .. ot Y vy N b s b A o AW e (215 s e 32,016 30,562
Net deferred Federal and foreign income tax charges .......................... 68,393 32,631
TOTAL (CURRENT ABSIETLS &35 0 e virors o6 o715 o jore 18 o819 o w0 s e et e P Iv: # Lo A ook oy 2,314,457 2,034,197
PROPERTY, PLANT AND EQUIPMENT, at cost .,................. TSR 1,023,685 693,455
Less accumulated depreciation ...............cicciiieeiiviiiireiiieniiaans (300,680) (223,726)
723,005 469,729
O AL ASS S . o o n s s e s s v e s .05 510 7.9 B8 o0 [y 0 0 V0 SLblefe e e UTa ) TATS Fralnied $3,037,462 $2,503,926
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Loans payablo t0 DankS . . ......cvecvaireeeanoanonsanssssensvosssssssesissoss $ 9230 $ 0,837
Accounts PAYABIE .. ..........c..eiiseerireratransaatastoieritatsansesaaes 114,486 109,491
Accrued Habilities . ... ....cceuiiuiieiaciesesiasvaiasanatiosnaerasoaenesasas 326,423 220,734
Other current liabilities ...............co000n . 140,586 97,701
TOTAL CURRENT LEIABILITIES . ..cv.civeneaasdhlaaasinesessndssons o 590,725 437,763
Net deferred Federal and foreign income tax credits ...........cooeeceroieecna. 62,001 23,927
LODEAOTT QBBR « - v c/oie s s'a's oia/atblnlulatasile s 8 v o'6i0i0 0 bmibim v A ¥ 8 o baTh )y h-alalSaitisrarsals 88,447 489,855
DO AL LIABILITIES ..o vuneis oo dsvay solilesihiasnaionasissioponsodosanssone 741,173 951,345
STOCKHOLDERS' EQUITY
Co ,000 shares;

s § o s lsli',s.zlgggrzu:nddzig ST 16S sk L B 51,523 45,319
Additional paid-in CAPHE] ..........ceneeciisrarsapansainsisinreene 1,087,282 659,972
Rotained SAEMIEE .. ... .soeossonsessssnsnsasssssoasasiorssansnrasesessssss 1,157,484 847.200
TOTAL STOCKHOLDERS' EQUITY: < iuiialiaiiio sl deardia e plaabioenisen soiis 2,296,289 1,552,581
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY .i.iiveiaeaieanenn $3,037,462 $2,503,926




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

(Dollars in thousands)
Nine Months Ended
March March
28, 1981 29, 1950
FUNDS FROM OPERATIONS
BTN R o O S I R I e T $226,414 $166,081
Add — expenses not requiring funds in current period:
DI BCIAION s 213250 5151 550 6 v /050400 513 10 o o) a1 SO s e b WS e i 68,267 47,656
Deferred income tax provision .............. SV ot il s e RS (9,197) 2,323
Disposal of property, plant and equipment ... 21,974 5,422
(51617 RIS e P A S A € S AT A A PV 7 2 A S IS SB 7.123 6,959
Total funds from operatons .. ..........ccveneeisansennssnsnaian 314,581 298,441
FUNDS USED TO SUPPORT OPERATIONS
Increase (decrease) in working capital:
A OCONTES - TOCRITRBII = s e aioieit o) biaia v 5o b s- 2l orvidiel ad seraa 4307 S SR IA S o isreberer ng: gho:e 106,729 91,619
FONPOEREORTOR 1o Lorainiubis-o lors e s 7a-o/6:5 ola orsca 5,5 a 01576 Lo s L@y >0 N e 0o o b ot By 206,101 242 996
Prepaid eXpenses .. .............iseeieabinatcetiisiettairieseacnns 1,370 11,601
Accounts payable . ... i..iciciesisiieceiiaiiesas i anssioysisasiaas (11,382) (22,652)
A orriadl TR DTS s o & e e als s S b e et i erare st oo e e e Ao s o e R o s (86,980) (25,150)
Other current HABIRHEE |, - . v = o islsismive’s sl hiaalalirataisrera aieimssadrare e utots (12,292) (4.998)
203,546 203,508
Additions to property, plant and equipment ..... ... ... ..ciiiiiiiiiiin 283,790 123,598
Total funds used to SUPPOrt OPEratONS .. .............eereeeroens 577,336 417,106
Net increase (decrease) in funds from operations ................ .. ... (262.755) (188,665)
FUNDS PROVIDED BY FINANCING SOURCES
Increase (decrease) in:
N T AN e e Loy N S 1,675 (2,155)
Long-term debt
4%% Convertible Subordinated Debentures ...................... — (249,995)
8%% Convertible Subordinated Debentures(1) ............ ....... (400,000) 400,000
(0,17 G o s BTSRRI A T T AR ST s 1 SOOIt M A R (1275) (1,064)
(401,275) 148,941
Stock issued under employee option and purchase plans ..................... 15,462 10,758
Net increase in stockholders’ equity upon conversion of:
4%% Convertible Subordinated Debentures .. .... e R e P s 245,890
8%% Convertible Subordinated Debentures(1) ......... ... ... ..., 392,838 —_—
Total funds from financing SOUICES .. ........eeeuecniiiiiinianna.. 8,700 403,434
Net increase (decrease) in cash and temporary cash investments .............. = (254,055) 214,769
Cash and temporary cash investments at beginning of period .................... 616,286 433,023
Cash and temporary cash investments at end of period ..................ooo.... $362,231 $647,792

(1) On January 6, 1951, the Company called for redemption on February 5, 1981, all of its
then outstanding 8%% Convertible Subordinated Debentures. At the election of the Debenture-
holders, substantially all of these Debentures were converted into shares of Common Stock. The
resulting increase in stockholders’ equity of $392,838,000 reflects the conversion of these Debentures
into 5,550,645 shares of Common Stock at a conversion price of $72.00 per share, less conversion
and deferred issuance expenses of approximately $6,800,000.

- —



DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE
(Dollars in thousands except per share data)

Three Months Ended

March March
28, 1981 29, 1980
NBEEIOOIIIP o5 /oiv e ot sl ats e are S IR S S RIS oo B S v s i e o SR S o e $100,232 $66,910
Add back convertible debenture interest, net of related tax effect ................ (745) (270)
Net income applicable to common and common equivalent shares ................ $ 99,487 $66,640
Weighted-average number of common shares outstanding during the period ........ 50,048,314 43,758,587
Common stock equivalents from application of “if converted” method to convertible
P o IR A D i o R T b e A e A e e T T T A B e 1,434,519 1,590,616
Common stock equivalents from application of “treasury stock” method to exercised
and outstanding stock OPHONS . : 5 s snuich wtorsioissbis s saaw sisgals siviire @it sarsiss 1,024,924 727,944

Total weighted-average number of common and common equivalent shares outstand-

g doring Ths DELIOQ ) <o a-siassieesis oleis]slare < praiyiatorsieinis s nie ¢ /arolalginis e7elph m o s A Ts v oints 52,507,757 46,077,147

Net income per common and common equivalent share ........................ $1.89 $1.45




DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE
(Dollars in thousands except per share data)

Nine Months Ended
March March

28, 1981 29, 1980

INAB IO 510 o DL LT Th o 5/ o/a 5 asa e 1a e oL 64 oo s TaTatetm SR Ib S d mrotas 375 4 SorFia ol 18 La) ool ace $226,414 $166,081

Add back convertible debenture interest, net of related tax effect ................ 8,840 2,767

Net income applicable to common and common equivalent shares ................ $235,254 _$168,848

Weighted-average number of common shares outstanding during the period ........ 47,131,986 41,710,490
Common stock equivalents from application of “if converted” method to convertible

(T T T SRR 1~ |- o 1L e B LTI Bk ) L U T LT T 4,180,727 3,454,123
Common stock equivalents from application of “treasury stock” method to exercised

and outstanding Stock OPHONS - . iis ain a8 +/300s 4165 e <28 a0s o 5lalas a0 o olais oiomslan oy 1,009,982 652,969
Total weighted-average number of common and common equivalent shares outstand-

R 0 N e A TR AT T T s 52,322,695 45,847 582

Net income per common and common equivalent share ....................... .. $4.50 $3.68



MANAGEMENT'S DISCUSSION AND ANALYSIS OF OPERATIONS

As an aid to understanding the Company’s operating results, the following tables indicate the
percentage relationships of income and expense items included in the income statements for the most
recent quarter and nine months ended March 28, 1981, the immediately preceding quarter ended
December 27, 1980, and the corresponding quarter and nine months ended March 29, 1980 of the pre-
ceding fiscal year and the percentage changes in those items for such periods.

Percentage Increases

(Decreases)
Month: h}q int?:s
onths on
Income and Expense Items Ended Ended

as a Percentage of

Total Operating Revenues

March 28, March 28, March 28,
1981 1981 1981

Three Months Ended Nine Months Ended . s =
Dec. 27, March 29, March 28, March 29, March 28, Income and Dec, 27, March 29, March 29,
1980 1980 1981 1980 1981 Expense Items 1980 1980 1980
74.1% 75.4% 75.0% 74.8% 74.2% Equipment sales 12% 34% 34%
25.9% 24.6% 25.0% 25.2% 25.8% Service and other revenues 7% 37% 39%
100.0% 100.0% 100.0% 100.0% 100.0% Total operating revenues 11% 34% 35%
56.6% 55.5% 54.4% 55.8% 55.8% Cost of equipment sales, 6% 32% 35%
service and other revenues
779% 75% 7.6% 7.8% 7.8% Research and engineering 9% 35% 37%
expenses
20.6% 20.4% 19.8% 20.9% 20.5% Selling, general and 6% 31% 33%
administrative expenses
1.5% A% 3% 9% 1.2% Interest expense (81%) (21%) 8%
(1.6%) (1.5%) (1.7%) (1.9%) (1.8%) Interest income 14% 54% 35%
84.8% 82.3% 80.4% 83.5% 83.5% Total costs and expenses 5% 31% 35%
15.2% 17.7% 19.6% 16.5% 16.5% Income before income taxes  43% 50% 36%
6.0% 7.0% T.7% 6.5% 6.5% Provision for income taxes 43% 50% 36%
9.2% 10.7% 11.9% 10.0% 10.0% Net income 43% 50% 36%
Revenues

Total operating revenues for the first nine months of fiscal 1981 were $2.260 billion, up 35 percent
over the comparable period a year ago and included equipment sales of $1.677 billion, an increase. of
34 percent, and service and other revenues of $583.5 million, up 39 percent from the corresponding
period a year ago. For the third quarter ended March 28, 1981, to.tal operating revenues were‘$843.4
million, up 34 percent over the third quarter of fiscal 1980, reflecting a 34 percent rise in equipment
sales and a 37 percent increase in service and other revenues.

The increase in sales of equipment during both the third quarter and the first nine months of fiscal
1981 reflects the continuation of the upward trend in orders that the Company has experienced
since fiscal 1980, The percentage gains in service and other revenues resulted from the contim%ed
growth in the base of installed computer systems and in the increased number of customers purchasing

services.

The 11 percent gain in total opera
of fiscal 1981 is consistent with the tra
cessive quarters of the fiscal year and refle

Operating revenues from customers outside the United States were $909.2 million for the ﬁ.rst nine
months of fiscal 1981 or 40 percent of total operating revenues. This represents a 40 percent increase

enues reported for the comparable period of fiscal 1980,

over the $651.1 million in international rev :
during which international revenues accounted for 39 percent of total operating revenues.

ting revenues in the third quarter compared to the second quarter
ditional business pattern of higher unit shipments in the suc-
cts price increases initiated last year.

7




Expenses

The cost of equipment sales, service and other revenues rose 32% and 35%, respectively, during
the third quarter and first nine months of fiscal 1981 over the comparable periods a year ago. The per-
centage increase in total costs and expenses for the third quarter of fiscal 1981 was lower than the cor-
responding increase in total operating revenues due, in part, to planned reductions in costs of equip-
ment sales, service and other revenues and selling, general and administrative expenses. The percentage
increase in total costs and expenses for the first nine months of fiscal 1981 over the corresponding fiscal
1980 period was comparable with the corresponding increase in total operating revenues.

Research and engineering expenses represented 7.6 percent and 7.8 percent of total operating
revenues for the third quarter and first nine months of fiscal 1981, which is consistent with the
comparable periods of a year ago. The increases in these expenditures over the comparable periods
of fiscal 1980 represent the Company’s continued investment in new product development.

The increases in interest income for the third quarter and first nine months of fiscal 1981
compared with the same periods a year ago resulted from an increase in average temporary cash
investments and higher prevailing interest rates.

The 78 percent increase in interest expense in the first nine months of fiscal 1981 compared with
the same period a year ago reflects interest on the $400 million of 8%% Convertible Subordinated
Debentures which were issued on April 1, 1980. Interest expense decreased 21 percent in the third
quarter of fiscal 1981, from the comparable period a year ago, and decreased 81 percent from the
second quarter of fiscal 1981 due to the Company’s call for redemption on January 6, 1981 of its 87%:%
Convertible Subordinated Debentures and the subsequent conversion of substantially all of such
Debentures into common stock during the third quarter of fiscal 1981.

The accompanying consolidated balance sheets, statements of income and statements of changes
in financial position reflect all adjustments which are, in the opinion of management, necessary to a
fair statement of the consolidated financial position at March 28, 1981 and March 29, 1980 and the
consolidated results of operations and the consolidated changes in financial position for the interim
periods then ended.

PART II. OTHER INFORMATION

Item 9. Exhibits and Reports on Form 8-K.
(a) Exhibits.
—By-laws of Registrant, as amended.
(b) Reports on Form 8-K.
No reports on Form 8-K were filed by Registrant during the period covered by this report.




SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

Dicrrar EQupMENT CORPORATION
(Registrant)

Arrrep M. BERTOCCHI

Alfred M. Bertocchi,
Vice President — Finance and Administration
(Duly Authorized Officer and Principal Financial Officer)

Date: May 5, 1981
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Do Not Take From This Room

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

Form 10-Q

Quarterly Report Under Section 13 or 15(d)
of the Securities Exchange Act of 1934

For Quarter Ended January 1, 1983 Commission File Number 1-5296
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Massachusetts 04-2226590
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(617) 493-5350
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by
Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such
shorter period that the registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days. YES v NO

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the
close of the period covered by this report. Number of shares of Common Stock, par value $1, outstand-
ing as of January 1, 1983: 55,819,199.




PART L. FINANCIAL INFORMATION

DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands except per share data)

Three Months Ended
January 1, December
1983 26,1981

REVENUES
RanIDMEDEBRINE £ = < <07 2t tolere o aiatazatalazie v« o8 sldlnie /e Pie o s fare d e a4 o s etk 8 676,629 $702,725
SEtIcR a0 OthSE TOVOIIRBE ..::il o (occtiria Moty 55 e by e o o ey (S Eolis . WL T4 339,085 263,101
TOTAL '‘OPERATING REVENUES ., & c. shle /.oty om b viie et b otmlas e aieis sias ose sal s 1,015,714 965,826
COSTS AND EXPENSES
Cost of equipment sales, service and other revenues ........................... 614,195 543,859
Rodonrchl aid anginetting  oXDOMIOE . ..o ueie sl lieim e s e beste g pivrole: s inglocs 111,685 80,322
Selling, general and administrative expenses ............c..cvvvurennenannnnnes 203,528 197,848
ODeratIn N00MS . i1:7oc 3 itiiias i a3 mae eI R bl s a g e s ra s M prales Satia s 86,306 143,797
TRROERRE BXDODE - & -« 7o 5 silaTe e 2-efare oes 6197-aLois (SIMCH o H) 510 1 THTOIAY Koo o' Folm 6 & ol N4 Tl eV aCore o 3,458 3,737
IOROTESTAIDCONNB ' o .o coginoiatbe cince a;00m s are T SR e L O s T RO Uil e ol (15,508) (25,076)
INCOME'BEFORE INCOME TAXES' i/ i sias aaratea sieislere sisiolols e sis-sloisola/e/a's 98,356 165,136
PROVISION FOR INCOME!TAXES it amilesiass sl el s ssabans asisimies 37,375 66,054
NETCINGOMEL ... o d B b mbpisricots it aiore BNy o ot i W v ) $ 60,981 $ 99,082
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(1) .... 3_1_2_8 1.79

(1) Net income per common and common equivalent share is based on a fully diluted calculation
of the weighted average number of shares outstanding during each period; 56,519,818 shares for the
three months ended January 1, 1983 and 55,449,727 shares for the three months ended December 26,
1981. See page 5 of this report.

No cash dividends have been paid by the Company since its organization.




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands except per share data)

Six Months Ended
January 1, December
1983 26, 1981

REVENUES
i e R S ORI SR L R s $1,301,249 $1,308,919
BOrTION O O IOV .. . /o3 o2 0 h e vmne oot B ot 641,955 496,296
TOTAL OPERATING REVENUES .................................... 1,943,204 1,805,215
COSTS AND EXPENSES
Cost of equipment sales, service and other revenves ....... ... 1,188,349 1,023,372
Research and engineering expenses ............................ .. . 213,141 154,099
Selling, general and administrative OERDETBORI & 75 5 < 5 34 5107657570 5 5 e v e s b s S o 381,406 362,445
i e L A 160,308 265,299
TOORO QPRI s i e o h 5 0 5 n 5 o et o s e S o 6,620 6,607
Itertst SOOI, L e s . il : (36,318) (54,438)
INCOME BEFORE INCOME TAXES .........................._.._.._ 190,008 313,130
FROVISION FORINCOME TAXES ........ccoiiioeennnnnnnnnonsnonn 72,202 125,252
N N e Ay oo 5 ool 2 s p et $ 117,804 $ 187,878
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(1) .... $2.09 $3.39

(1) Net income per share and common equivalent share is based on a fully diluted calculation
of the weighted average number of shares outstanding during each period; 56,248,375 shares for the
six months ended January 1, 1983 and 55,399,621 shares for the six months ended December 26, 1981.
See page 6 of this report.

No cash dividends have been paid by the Company since its organization.



DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

i A
ASSETS
CURRENT ASSETS
Cash and temporary cash investments ........................... .. ... . ... . $ 659,721 $ 764,647
Accounts receivable, net of allowance of $29,563 and $26,651 ................... 890,212 807,559
Inventories, at lower of cost or market:
Baw mosigriels . 5, SN0 onune o 1 Vo S8 R oty iy 270,286 232,704
WOTK-I0-TIT00088: U1ty fote amitste s TR N TV AR e o-o.ars10 e miavocn! s o Aty o o 458,339 381,806
Firished Gooaa ... o 5 it v s o et s e e s e L. 466,667 522,838
1,195,292 1,137,438
PRl Rpennes N e e I . . 39,597 38,392
Net deferred Federal and foreign income tax CRATRON o T el - e 141,403 131,503
TOTAL CURRENT ASSETS | i st s dieds ddsh wre i ss stin et e sl aarale s ol e 2,926,225 2,879,539
PROPERTY, PLANT AND EQUIPMENT, at CoSt ..............0oueunnnnn. ... 1,790,715 1,605,394
Less accumulated deprociation .. .. ... cvivuvenenronsnonenennsnecsnn e, 530,352 460,920
1,260,363 1,144 474
TOTALVASSRTE (L. - B | M08 it ool A 88 SRS, Ao gt R Iyl $4,186,588 $4,024,013
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Lioans Dayable 'to! DEnkS ./ sl s s ooan s dvn s re i e s ok e $ 4459 $ 12341
Acomuts: pavable: 101 JOMIIEIN . Cordlh o o B B TR 145,124 142,049
O R R I A DI e e L 499,769 481,255
Oths: omeront Hahilitten: .2 i siaias fon et by JE WL T 51,063 62,706
ROEALCURRENT  LIABIUITIRE S50 o R Sk 0 {0, 700,415 698,351
Net deferred Federal and foreign income tax credits ... . ..........oo0oovenon... 72,498 68,798
Eongrtoim. deb |, 5w Sh oot s o s ims e e wsoe e B st s 91,550 92,400
AL A BT E YIS N, v a SEY | o s nns e ISR, WY . 1 1 864,463 859,549
STOCKHOLDERS’ EQUITY
Common stock, $1 par value; authorized 225,000,000 shares;
issued and outstanding 55,819,199 and Ly ) T e 55,819 55,227
Additioon]. pasdein“oRBRl L.l s s e e o en o 1,456,980 1,417,715
e T LT A o R A O . A T L G 1,809,326 1,691,522
TOTAL STOCKHOLDERS" BOQUITY .. ........o0«seosossisssrsoismessmsiie 3,322,125 3,164,464
TOTAL LIABILITIES AND STOCKHOLDERS’ BOUITY N . S W $4,186,588 $4,024,013




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

(Dollars in thousands)
FUNDS FROM OPERATIONS
Dot IDBOTIE. oo cion s - inas/niuniviess s aals g rise a8 Vweioia s b o/h ML S sas Sg S oRITae
Add — expenses not requiring funds in current period:
Deprectalion : s .isecassivasvaatssosasossvarsonsesens ey ynasase:
Deferred income tax Provision ... ...........ccverecsasassisssnseocts
Disposal of property, plant and equIPMEnt . ........coveeeriicaaaanes

Restricted Stock Plans — Charge to Operations

Total funds from operations ..........
FUNDS USED TO SUPPORT OPERATIONS
Increase (decrease) in working capital:
Accounts receivable . ...................

Accrood Habilties .......c..cecmvreeenesivonesrasasncsiacioeanant

Other current liabilities . . .. ..............

Additions to property, plant and equipment . ...
Total funds used to support operations
Net increase (decrease) in funds from operations ...
FUNDS PROVIDED BY FINANCING SOURCES
Increase (decrease) in:
Loans payable to banks .................
Long-term debt ............
Common Stock issued under option plans

Total funds from fnancing SOUTCES ...........coeeceecererraaone:

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

Net increase (decrease) in cash and temporary cash investments .................
Cash and temporary cash investments at beginning of - period’ .. ol iy s bia s sl s'e
Cash and temporary cash investments at end of period

Six Months Ended
January 1, December
_1983 26,1981
$117,804 $187,878
87,014 63,407
(2,189) (13,541)
7,438 5,910
6,798 7,155
216,865 250,809
82,653 78,467
57,854 38,799
1,205 (7,538)
(3,075) (14,891)
(8,587) 3,950
(284) (38,355)
131,766 60,432
210,341 226,298
342,107 286,730
(125,242) (35,921)
(7,882) 871
(850) (548)
29,048 21,985
20,316 22,308
(104,926) (13,613)
764,647 665,582
$659,721 $651,969




DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE
(Dollars in thousands except per share data)

Three Months Ended

Imwy 1, December

1983 26, 1981

oL SOOI - vvsiers ssvisioioioniaios nanaissesssiae wmwyaoseessesss/swbonsssesasivnss $ 60,981 $ 99,082

Weighted-average number of common shares outstanding during the period ........ 55,542,122 54,519,047
Common stock equivalents from application of “treasury stock” method to exercised

and outstanding stock OpHODS .. ......cciiiiiiiiiiiiiiiiiiia e 977,696 930,680
Total weighted-average number of common and common equivalent shares outstand-

ing during the period .........ccuctorriiiiiiiiiiitiiiritiiaai e 56,519,818 55,449,727

Net income per common and common equivalent share ......................e $1.08 $1.79




DIGITAL EQUIPMENT CORPORATION

Weighted-average number of common shares outstanding during the period

Common stock equivalents from application of “treasury stock” method to exercised
and outstanding stock options

Total weighted-average number of common and common equivalent shares outstand-

Net income per common and common equivalent share

COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE
(Dollars in thousands except per share data)

Six Months Ended
January 1, December
1983 26, 1981
$117,804 $187,878
55,410,621 54,457,092
837,754 942,529
56248375 55399621
$2.00 $3.39




MANAGEMENT’S DISCUSSION AND ANALYSIS OF OPERATIONS

As an aid to understanding the Company’s operating results, the following tables indicate the
percentage relationships of income and expense items included in the income statements for the most
recent quarter and six months ended January 1, 1983 and the corresponding quarter and six months
ended December 26, 1981 of the preceding fiscal year and the percentage changes in those items for
such periods.

Percentage Increases
(Decreases)
e | | Mo
Income and Expense Items o 0
as a Percentage of Ended Ended
Total Operating Revenues 1;3-8;, I;n. 1,
Three Months Ended Six Months Ended iy iy
Dec. 26, iy Dec.26, Jan.l, Income and Dec. 26, Dec. 26,
s1  losg To81 1983 Expense ltems 81 tost
72.8% 66.6% 72.5% 67.0% Equipment sales (4%) (1%)
27.2% 33.4% 27.5% 33.0% Service and other revenues 29% 29%
100.0% 100.0% 100.0% 100.0% Total operating revenues 5% 8%
56.3% 60.5% 56.7% 61.2% Cost of equigment sales, 13% 16%
service and other revenues
8.3% 11.0% 8.5% 11.0% Research and engineering 39% 38%
expenses
20.5% 20.0% 20.1% 19.6% Selling, general and 3% 5%
a tive expenses
14.9% 8.5% 14.7% 8.2% Operating income (40%) (40%)
4% 3% 4% 3% Interest expense (7%) —_
2.6%) (1.5%) 3.0%) (1.9%) Interest income (38%) (33%)
17.1% 9.7% 17.3% 9.8% Income before income taxes (40%) (39%)
6.8% 3.7% 6.9% 3.7% Provision for income taxes (43%) (42%)
10.3% 6.0% 10.4% 6.1% Net income (38%) (37%)
Revenues

Total operating revenues for the first six months of fiscal 1983 were $1.943 billion, up 8 percent
over the comparable period of a year ago and included equipment sales of $1.301 billion, a decrease
of 1 percent, and service and other revenues of $642 million, up 29 percent from the corresponding
period a year ago. For the second quarter ended January 1, 1983, total operating revenues were
$1.016 billion, up 5 percent over the second quarter of fiscal 1982 reflecting a 4 percent decrease in
equipment sales and a 29 percent increase in service and other revenues.

The decrease in sales of equipment during both the second quarter and the first six months of
fiscal 1983 was principally a result of the extended business downturn both in the United States and
overseas economies, and in particular, depressed capital equipment markets. The Company is a major
supplier of capital equipment to industrial corporations in these markets. The percentage gains in
service and other revenues resulted from the continued growth in the base of installed computer sys-
tems and in the increased number of customers purchasing services.

Operating revenues from customers outside the United States were $705 million for the first six
months of fiscal 1983 or 36 percent of total operating revenues. This represents a 3 percent increase
over the $686 million in international revenues reported for the comparable period of fiscal 1982 during
which international revenues accounted for 38 percent of total operating revenues.
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Expenses and Profit Margins

Operating income decreased 40 percent for both the second quarter and first half of fiscal 1983
over the comparable periods a year ago, due to lower equipment sales, price reductions and planned
higher research and engineering expenses. This was partially offset by a decrease in selling, general
and administrative expenses as a percent of operating revenues.

Interest income decreased 38 percent and 33 percent, respectively, during the second quarter and
first half of fiscal 1983 over the comparable periods a year ago due to lower prevailing interest rates and
a reduced level of temporary cash investments during the second quarter of fiscal 1983.

Availability of Funds to Support Current and Future Operations

The Company believes it has adequate funds to support its current operations and that its financial
performance over the years, its low debt to debt plus equity ratio and its high credit rating, leave it
positioned to obtain the financing required to support its future growth. Cash investments at the
end of the second fiscal quarter totalled $659.7 million, while short-and-long-term debt totalled $96
million.

During the first six months of fiscal 1983, the major increases in working capital requirements over
the fiscal year end were for accounts receivable, which increased 10% to $890 million, and for inven-
tories which increased 5% to $1.2 billion. Capital spending for the first six months was $210 million, of
which $154 million was spent on equipment, $32 million on buildings, and $25 million on land and
leasehold improvements. The Company presently anticipates capital expenditures of approximately
$350-$450 million in fiscal 1983.

The accompanying consolidated balance sheets, statements of income and statements of changes
in financial position reflect all adjustments which are, in the opinion of management, necessary to a
fair statement of the consolidated financial position at January 1, 1983 and the consolidated results of
operations and the consolidated changes in financial position for the interim periods ended January 1,
1983 and December 26, 1981.

PART II. OTHER INFORMATION
Item 6. Exhibits and Reports on Form 8-K.
(a) Exhibits — None.
(b) Reports on Form 8-K.

No reports on Form 8-K were filed by the Company during the period covered by this report.




SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

Dicrrar EQurpMENT CORPORATION

(Registrant)

Alfred M. Bertocchi,
Vice President — Finance and Administration
(Duly Authorized Officer and Principal Financial Officer)

February 14, 1983
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PART I. FINANCIAL INFORMATION

DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands except per share data)

Three Months Ended

December 20, December 31,
1984 1983

REVENUES

EQUDMBOE RIS . . .« & 55 55060002/ 0a 400bler slsrororeiels e ais s eRsioao s HIA L a5 o o'e bl S bSak e s e e e e 8 $1,109,562 $ 993,523
Soryich and Othet TEVENNMIL «...ocberstmpessbbioes s R i eine e il o P 518,504 430,323
TOTAL OPERATING REVENUES . ./i/i.si csnis s aos s tnniois s s s scelssioslomiamhnicnales s et 1,628,066 1,423,846
COSTS AND EXPENSES

Cost of equipment sales, service and other revenues.................ccoiiiiiieiiiieeneninnns 974,280 854,239
P T I oy A TR B B L L SR e D I S R R 169,648 143,687
Selling, general and administrative eXpenses . ................c.ceeererenaasiieriiiennaninnn 344,700 308,271
ODOERTINE INOOTIIE 1 3 srore 0105 0.8 winivin o on SRR BN Ao e e R e v s 5645 <[ A rw i h oS e S 418 L u DD S 139,438 117,649
T e R T -5 L S o 4 o L P (0 A e S P i S SR Y& 21,232 6,347
TOREUEBOODNE o ko £ 4 F R SRS A g o s it o W (16,787) (8,821)
INCOME BEFORE INCOME TAXES: ;..o daamins e e o esrsenesssaesssesssaes 134,943 120,123
PROVISION FOR’INCOME TAXES /o s'ss ais'a5 vslatatn o5-'s aiaaivias e s aiea i s e ae 4o s enivaibnslabnis 24,612 39,640
NEDINOOME . . o.oonrrrnes o it sy e il o e e o e o e e v ey $ 110,331 $ 80483
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(1) ................ T 8l L4l

(1) Net income per common and common equivalent share is based on a fully diluted calculation of the
weighted average number of shares outstanding during each period; 63,346,728 shares for the three months
ended December 29, 1984 and 57,208,034 shares for the three months ended December 31, 1983. See page 5

of this report.
No cash dividends have been paid by the Company since its organization.




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands except per share data)

Six Months Ended
December 29, December 31,

1984 1983
REVENUES
TR NIRRT Rl K i AR R el ST, $2,145,146 $1,689,584
Service and Other TEVENUES . . ... ccccieiiacroasererasassnssasssssssasssasssssssssssanss 998,183 808,589
TOTAL OPERATING REVENUES ... .. iiciinnrisnnnnsasnsasasssssnsscsasassssnssisanns 3,143,329 2,498,173
COSTS AND EXPENSES
Cost of equipment sales, service and other revenues .............c..oiiiiiiiiiiiiiiiiiaens 1,891,312 1,534,587
Research and engineering eXpenses .. ..........c.cceeeeioamooaniaesannossiessosones 334,672 285,464
Selling, general and administrative eXpenses . . ..........oooiiiiiiiiiiiiiiiiaaaaaiiiiaaaaes 668,048 542,197
DR UOOIM 5 = S st Ais dh s Mok SEaR ook aaiosa' bs s wna snimuains Sy s KaREn ya2S 249,297 185,925
IETESt CXPENSL . . . oo oo ceceacsrsnsnnssrssansosssvososssasassanssssassocssnisnasanocs 39,106 11,640
B L P B I St L Pt b o A (28,555) (19,501)
INCOME BEFORE INCOME TAXES ... .iciioiiuainnnniisasascesssasannsnssssssnossnas 238,746 143,786
INCOME TAXES
Provision fOr iNCOME LAXES .. ..., ...ccvvseorionsssssansnsassasssasassssssnssnssssasssas 47,449 47,449
Reversal for prior year DISC provisions(1) .......c.oouiiiiiiiiiiiaiiiionuiairnanannences (63,250) —
TOTAL INCOME TAXES . covasecsossssessssssossssiyssnosnciisonssssaydassacvosoiing (15,801) 47,449
NET INCOME - ... acasisisasnnnsbinsasasnsnasssessssnssasnseusesssiasssstemsnsessnss $ 254,547 $ 96,337
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(2) .............c0. g g

(1) As a result of the Deficit Reduction Act of 1984, the Company's income tax expense for the six
months ended December 29, 1984 was reduced by $63 million (all of which was recorded in the first quarter
of fiscal 1985), reflecting elimination of the taxes provided for DISC earnings in years prior to 1984.

(2) Net income per common and common equivalent share is based on a fully diluted calculation of the
weighted average number of shares outstanding during each period; 61,255,463 shares for the six months
ended December 29, 1984 and 57,284,228 shares for the six months ended December 31, 1983. See page 6 of
this report.

No cash dividends have been paid by the Company since its organization.




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

December 29, June 30,

1984 1984

ASSETS
CURRENT ASSETS
Cash and temporary cash investments ...........cccoiiiiiiiiiiiiiiiiiiiinii e $ 840,935 $ 476,150
Accounts receivable, net of allowances of $38,193 and $38,512 ...... ..o iiiiiiiiiriianenens 1,423,001 1,527,257
Inventories, at lower of cost or market:

Raw MAteriAlS ......ccoesseaccosnssnssvesssesnsssenssansasssansnsssonssssnssosecen 570,336 456,490

WWOTK-INI-PrOCESS . . . v« o v eeveeesassseeesssensonasssssessessiusuaisosssssnssessssatanes 662,530 614,766

Finished 00AS . .....ocvrunsneesunsonnetunriessssesisisisstusansassranrasarenssnsss 836,139 780,912

2,069,005 1,852,168
Prepaid eXPENSEs . ......cccoeinassaneeaaetittoiitnttioiitttitattaa sttt 70,117 57,080
Net deferred Federal and foreign income tax charges...............ocoiiiiiiiinniniianeannn. 178,300 169,308
TOTAL CURRENT ASSETS .....viivececsessnnnsasasssnsssssssnsasessssssnssssnsssnssss 4,581,358 4,081,913
PROPERTY, PLANT AND EQUIPMENT, @t €0t ......ciuueeerneninrenrnnnnnnnonnnenssssns 2,586,353 2,351,786
Less accumulated depreciation ............. SRR A b A N A Ha e e R S A e STa RN WM S Se w e eS 967,830 840,446
1,618,523 1,511,340

TOTAL ASSETS .o0ccvcsccscrissssnssesannssssosasssanensssssssiasasosescnssasareesnns $6,199,881 $5,593,253
LIABILITIES AND STOCKHOLDERS" EQUITY
CURRENT LIABILITIES
P e RS S USRRE I, OB TSR ¢ s ICTEE s T $ 15923 8 13181
AcCOUNtS PAYBBIE . .. ... ...eeieiiiii i e et it s 194,174 278,111
Accrued Habilities . .. ...cvuovineerasssoonssnssanssessssassnsssssssssonasssasansassssences 708,821 664,735
Other current Habilities .......ccoeeesesssssosrssarassaasssssnsssescnsesssovsasssssnnass 111,382 124,517
TOTAL CURRENT LIABILITIES . ... .ccucuteeeesssssnssassassessssssocnstsasssaresnnanne 1,030,300 1,080,544
Net deferred Federal and foreign income tax credits ...........cccoiimiiiuniniinearenieeess 34,400 92,180
Long-term debt . ......ccuvrearnrnnnnaseesesessirraasssssstneosanasssanasissreaatsannas 841,853 441,313
TOTAL LIABILITIES . ..cocceceeciassasaossasesnssassssannssosssossnssonsnosencssrsvses $1,906,553 $1,614,087
STOCKHOLDERS' EQUITY
Common stock, $1 par value; authorized 225,000,000 shares;
issued and outstanding 58,589,319 and 57,811,416 shares .............coiiiiiiiiiiiiiiiainans $ 58589 $ 57811
Additional paid-in capital ..........ceiiieeeeiiiiiiii ittt 1,669,362 1,610,575
Retained GRIMINES . . ... oxevvvevrseeanssnsssniassocessseossssassunsassssssssasssesssnnnes 2565377 2,310,830
TOTAL STOCKHOLDERS' EQUITY .....covceessesnssnsecnorrrrssasnrvrsssassssasacsacss 4,293,328 3,979,216

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY ......cocviiiiiiiiinenmninnnncnnns $6,199,881 $5,593,253




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

FUNDS FROM OPERATIONS

Deferred income tax provision ............

Disposal of property, plant and equipment . .
Restricted Stock Plans — charge to operations
Total funds from operations ..........

FUNDS USED TO SUPPORT OPERATIONS
Increase (decrease) in working capital:

Additions to property, plant and equipment . ...
Total funds used to support operations. .
Net increase (decrease) in funds from operations . ...

FUNDS PROVIDED BY
Increase (decrease) in:
Loans payable tobanks ..................
B T L R s S S

8% Debentures due 2009 ................
Common Stock issued under option plans ..

(Dollars in thousands)

Effect of exchange rate changes on working capital ..........................

Total funds from financing sources .. ..
Net increase (decrease) in cash and temporary cash in

VORIOBERES 1o ioicsisosne s annitid

Cash and temporary cash investments at beginning of period ..........................
Cash and temporary cash investments at end of period

Six Months Ended

December 29, December 31,
1984 1983
$254,547 $ 96,337
140,294 111,955
(61,772) 19,311
10,380 18,308
9,581 10,666
353,080 256571
(104,256) 231,756
216,837 211,466
13,087 (4,205)
83,937 139
(38,088) (33,527)
7187 (21,048)
178,654 384,581
257,857 184,123
436511 368,704
(83.481) (812,127)
2742 195,783
540 (2,835)
400,000 -_—
44,984 35,867
— 6,907
448,266 235,722
364,785 (76,405)
476,150 556,209
$840995 $479.804




DIGITAL EQUIPMENT CORPORATION
COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE

(Dollars in thousands except per share data)

Three Months Ended

December 29, December 31,
1984 1983

S e Ee N G R B R ST S O KRR R IDUR SRS NSRS 2 $ 110831 $ 80483
Add back convertible debenture interest, net of related tax L R e A R Ty S A 4,323 =
Net income applicable to common and common equivalent shares . ............cooohans $ 114,654 $ 80483
Weighted-average number of common shares outstanding during the period .............. 58,802,357 56,729,948
Common stock equivalents from application of “if converted” method to convertible deben-

RIEBB s s s Sladisiv s s N ah w00 8 555 At AR HElS S AT v e 3'a s SUARNSNRRREA S £ PSR o Nin <o 3,508,772 —
Common stock equivalents from application of “treasury stock” method to exercised and

outstanding stock OPHONS .. ....cuuiiiniinieainin ettt e 945,599 478,086
Total weighted-average number of common and common equivalent shares outstanding

during the period. ... ....vesianasesessronanacociossnnnsnansaressusessnrsrats 63,346,728 57,208,034
Net income per common and common equivalent share ..........ccoooeciiiiaieeines 1.81 1.41




DIGITAL EQUIPMENT CORPORATION
COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE

(Dollars in thousands except per share data)

Six Months Ended

December 29, December 31,
1984 1983

G SR e g T e R T S oy T L R L $ 254547 $ 96,337
Add back convertible debenture interest, net of related tax effect ...................... 5,128 =
Net income applicable to common and common equivalent shares .................... $ 259,675 $ 96337
Weighted-average number of common shares outstanding during the period ............ 58,423,190 56,588,665
Common stock equivalents from application of “if converted” method to convertible

T e R O e ML B i RE I 2,082,128 —_
Common stock equivalents from application of “treasury stock™ method to exercised and

outitanding Sock OPHONE:. & \'usv e < 3639525 asa0 & 5o mmeisinin s s am s he o b e 750,145 695,563
Total weighted-average number of common and common equivalent shares outstanding

during the BrIol o o i s R e S s S e e oo e e e 61,255,463 57,284,228
Net income per common and common equivalent share........................... ... $4.24 $1.68



MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF
OPERATIONS AND FINANCIAL CONDITION

As an aid to understanding the Company’s operating results, the following tables indicate the percentage
relationships of income and expense items included in the income statements for the most recent quarter and
six months ended December 29, 1984 and the corresponding quarter and six months ended December 31,
1983 of the preceding fiscal year and the percentage changes in those items for such periods.

Percentage Increases

(Decreases)
Three Six
Income and Expense Items Months mﬁ
as a Percentage of Ended
Total Operating Revenues D:;'“ 29, D“'l“f"
Three Months Ended Six Months Ended % =
Dec. 29, Dec. 31, Dec. 29, Dec. 31, Income and Dec. 31, Dec. 31,
1984 1983 1954 1983 Expense Items 1983 1983
68.2% 69.8 % 68.2% 67.6% Equipment sales 12% 27%
31.8% 30.2% 31.8% 32.4% Service and other revenues 20% 23%
100.0% 100.0 % 100.0 % 100.0% Total operating revenues 14% 26%
Cost of equipment sales, service and
59.8% 60.0% 60.2 % 61.4% other revenues 14% 23%
10.4 % 10.1 % 10.6% 11.4% Research and engineering expenses 18% 17%
Selling, general and administrative
212% 21.6% 21.3% 21.7% expenses 12% 23%
8.6% 83% 79% 55% Operating income 19% 83%
1.3% 04% 1.2% 0.5% Interest expense 235 % 236 %
(1.0%) (06%) (0.9%) (0.8% ) Interest income 90% 46%
8.3% 85% 76% 58% Income before income taxes 12% 66 %
1.5% 28% (05% ) 1.9% Provision for income taxes (38% ) (133%)
6.8% 57% 8.1% 3.9% Net income 37% 164 %

Revenues

Total operating revenues for the first six months of fiscal 1985 were $3,143 million, up 26% over the
comparable period a year ago. Equipment sales were $2,145 million, up 27% and service and other revenues
were $998 million, up 23% from the corresponding period a year ago. For the quarter ended December 29,
1984, total operating revenues were $1,628 million, up 14% over the second quarter of fiscal 1984, reflecting
a 12% increase in equipment sales and a 20% increase in service and other revenues.

The increase in revenues in both the second quarter and the first six months of fiscal 1985 reflects a
continuation of demand for capital equipment and, in particular, for the Company's products.

Demand from the office and information systems market and the computer aided engineering and
manufacturing (CAEM) market was strong in the quarter. Also, interest in the Company’s VAXclusters and
larger 32-bit VAX computers, including the recently announced VAX 8600, was strong. Demand from
overseas markets, particularly in Western Europe, continued to strengthen in the quarter.

Operating revenues from customers outside the United States were $1,190 million for the first six months
of fiscal 1985 or 38% of total operating revenues. This represents a 32% increase over the $902 million in
international revenues reported for the comparable period of fiscal 1984, during which international revenues
accounted for 36 % of total operating revenues.

Expenses and Profit Margins

Operating income increased 83% in the first half of fiscal 1985 over the comparable period a year ago,
due primarily to a decrease in the cost of goods sold as a percentage of operating revenues and, to a lesser
extent, a decrease in research and engineering and selling, general and administrative expenses as a
percentage of operating revenues. The Company has initiated an expense reduction program which also
contributed to the improvement in operating income. In the second quarter operating income increased 19 %
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over the comparable period a year ago due primarily to a decrease in selling, general and administrative
expenses as a percentage of operating revenues.

Interest income for the second quarter and first six months of fiscal 1985 increased over the comparable
periods a year ago due to a higher level of cash balances. In the second quarter and first half of fiscal 1985,
interest expense increased over the comparable periods of fiscal 1984 due to a higher level of long-term debt.
From March 1984 to September 1984, the Company issued a total of $750 million of debt and convertible

debt securities.

The 164 % increase in net income for the first six months of fiscal 1985 reflects a one-time benefit of $63
million from the elimination of the taxes provided for DISC earnings in the years prior to 1984.

Availability of Funds to Support Current and Future Operations

The Company believes it has adequate funds to support its current operations and that its financial
performance over the years, its low debt to debt plus equity ratio and its high credit rating, leave it positioned
to obtain the financing required to support future growth. Cash investments at the end of the second quarter
totalled $841 million, while short-term and long-term debt totalled $858 million. Of the $750 million of debt
securities issued by the Company from March 1984 to September 1984, $400 million of 8% Convertible
Subordinated Debentures due 2009 were issued in the first quarter of fiscal 1985.

During the first six months of fiscal 1985, the major increases in working capital requirements over the
fiscal year end were for inventories which increased 12% to $2,069 million. Capital spending for the first six
months was $258 million, of which $213 million was spent on equipment, $27 million on buildings, and $18
million on land and leasehold improvements. The Company presently anticipates capital expenditures of
approximately $550-650 million in fiscal 1985.

The accompanying consolidated balance sheets, statements of income and statements of changes in
financial position reflect all adjustments which are, in the opinion of management, necessary to a fair
statement of the consolidated financial position at December 29, 1984 and the consolidated results of
operations and the consolidated changes in financial position for the interim periods ended December 29,
1984 and December 31, 1983.

PART II. OTHER INFORMATION

Item 1. Legal Proceedings.

As previously reported in the Company’s quarterly reports on Form 10-Q and annual report on Form
10-K for fiscal 1984, the Company has been named in various lawsuits filed in the U.S. District Court for
Massachusetts and elsewhere alleging violations of the Federal securities laws and /or other laws in connection
with the disclosure of information concerning the financial performance of the Company for the quarter
ended October 1, 1983, and seeking unspecified amounts of damages and other unspecified relief. The
Massachusetts lawsuits were consolidated, and a consolidated complaint which includes most of the lawsuits
has been filed. In November 1984, the court denied the Company’s motion to dismiss the consolidated
complaint. The Company continues to believe that all the lawsuits are without merit.

Item 6. Exhibits and Reports on Form 8-K.
(a) Exhibits.
None.
(b) Reports on Form 8-K. :
No reports on Form 8-K were filed by the Company during the period covered by this report.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.

DiGiTAL EQUIPMENT CORPORATION
(Registrant)
JAMES M. OSTERHOFF

James M. Osterhoff
Vice President — Finance
(Duly Authorized Officer and Principal Financial Officer)

February 8, 1985
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PART I. FINANCIAL INFORMATION

DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands except per share data)

Three Months Ended
March 30, March 31,

1985 1984

REVENUES

EQUIDIBHE SRIOE ... v wreiwe o v aielorslais o e s b b s s ot oo I o e oot e A e s <To)e e aie e When. ot b o $1,142823 § 978,938
SErVICE AN OUhor- rOVENUSE s icr o ov v v e Romm s sl S AT TR vite s s s st T e I e 548,304 451,827
TOTAL OPERATING REVENUES: . 5 icvvv ot 's.a0i0/s e antsocesislaisoials <4678 U0 Lol s s o s le s 008 S wa'e o S AA 1,691,127 1,430,765
COSTS AND EXPENSES

Cost of equipment sales, service and other revenues ...............cc0ivirivininiireeienannnnns 1,032,224 854,965
Resostoh:-and engineering SXDORIOS: (oo o+ ieevs s rfos shsensive sios s sn ot s s st e te s i s 173,067 155,288
Selling, general and administrative eXpenses ... ............iiiiiieeninsesnsananisssnenanannnn 382,304 291,398
[0 s il o I NS S TR W i (PRI 0oy e TR LD R e e 103,532 129,114
INROROSY BXDOTIRS « s 5 'aia oo duara e w sia ! s16:6: 520-0r87015, 4o SN IAYH o186 RIH44 15 s el are s SEAATATEL 455 a e b 1o oA o Ta 8 et 20,964 8,185
INbEYOSE NCOMG v o les s dm o ers st g s vy v e A BT o S I . S S S T (15,974) (10,547)
INCOME BEFORE INCOME TAXES (. .+ . c oo v svisoveese avia'eis snlayieioiiatie s ssaisssasas onesasesses 98,542 131,476
PROVISION FOR INCOME TAXES 550 oava0ie.0/0 wietsewants 0.6 s olRieai alnlanlsh on i s ol v'vs'd s arelsin s nie 5o’ 6,854 29,624
NEL INCONMIB N 510 5 s 00015 S e R o s B R Talo ik /00 s 0ol e It 2 R0 L S S e - et Trx- s 6.8 $ 91688 § 101852
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(1) ......covvvuivunnnnn. $1.52 $L77

(1) Net income per common and common equivalent share is based on a fully diluted calculation
of the weighted average number of shares outstanding during each period; 63,160,924 shares for the
three months ended March 30, 1985 and 57,493,609 shares for the three months ended March 31, 1984.
See page 5 of this report.

No cash dividends have been paid by the Company since its organization.




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands except per share data)

Nine Months Ended
March 30, March 31,

1985 1984
REVENUES
EQuIpment Sales .. .. isvesessasasnesesarasnsossnensisosasanarsabiartiasacirnarenananaraies $3,287,969  $2.668.522
Service and Other TEVEMIES . . .o qveeserssessagaiisansenissaoaseasssoonsoosssmntzseasissnests 1,546,487 1,260.416
TOTAL OPERATING REVENUES ... ..0ccccvenneensscerrrssnrsenetaiosuesensoasnrsnntssins 4,834,456 3,928,938

COSTS AND EXPENSES

Cost of equipment sales, service and Other reVENUES . .....cvoviisinessisasarasssnnseressneraes 2923536 2389552
Research and engineering EXPENSES. . .« «essanstersmeersesnaiintesssanssnsnansarssnriosssssss 507,739 440,752
Selling, general and administrative eXPENSES .. ... . vourenterntnannsersnrsrrimssitisrsritn 1,050,352 833.595
OetAUIBE IBGOME - +'s» wsn o v e S Rn e LA EANAS's ST bis oA sy ey sie s mebRGE R Rr o RS 352,829 265,039
TIEErest OXDONIE « + - ;oo asiunsiasssasnsssasaanraeaganasrasnsens nsssasneceabptasanaiopnsaere 60,070 19,825
BTt TIOOTIE oereis ¥ S e et e PR e Pae S NAlE & 53 o+ ALk R\ Wlass:$55 s n alarm¥ gl = o e e TS SRS MO SN RS (44,529) (30,048)
INCOME BEFORE INCOME TAXES .....coconneesnesraresnnrassssnsarernenanesnnsresnonists 337,288 275,262
INCOME TAXES

Provision fOr INCOME TAXES. .« - scosssvasaassssarssanmesssrsesevdsasansisssioiasanssnnanancns 54,303 77073
Reversal for prior year DISC provisions(1) .. .....coovieiorenmatinsairennmenennennsnmnrnssts (63,250) -
TOTAL INCOME TAXES . si - ciceonoivosgosvsnsmmnpossossctsvavasssseoshsesseoizesansssins (8,947) 77073
NET INCOME s e ccs e nens s s o VrySe s dmauasicasis s pamsasaeiasonsrions o= u NS So R AT $ 346235 § 198,189
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(2) .....covvveceeonnnees $5.77 $3.46

(1) As a result of the Deficit Reduction Act of 1984, the Company's income tax expense for the
nine months ended March 30, 1985 was reduced by $63 million, or $1.03 per share (all of which was
recorded in the first quarter of fiscal 1985), reflecting elimination of the taxes provided for DISC
earnings in years prior to 1984.

(2) Net income per common and common equivalent share is based on a fully diluted calculation

of the weighted average number of shares outstanding during each period; 61,677,882 shares for the
nine months ended March 30, 1985 and 57,354,021 shares for the nine months ended March 31, 1984.

See page 6 of this report.

No cash dividends have been paid by the Company since its organization.
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DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

ASSETS
CURRENT ASSETS
Cash and temporary cash inVeStMEnts ........ooeeerariiereriaarainrirniirininssannseannes
Accounts receivable, net of allowances of $36,010 and $38,512........ovoiiiiniiiniieiiannns
Inventories, at lower of cost or market:
RaW TORLETIALS §oss chlanssionss s aisisio s saanRn s eneRsvsiseinos « s vvis By g asiv s wrs spsaseitins
WOTK-HPrOCESS . . . <o viée e mmio s sdnaanasensass puiowanssisshaas iaspibagessenssuesssesanenss

Finished ZOOGS . <« v« - ooennnrnrsssssrsissasssesssnsshinassessnonssnseresonprnseranesss

Prepaid GXPEDSES - . ..o o v sivn s vnsrevos sosdusbnssasnathati sos o T apaRER oL ER AR s e € sonz s R
Net deferred Federal and foreign income tax charges .........ccooraaniiioeernernnnerrnnenes
TOTAL CURRENT ASSETS '+ . s cueposansrenyersivanosasssiassssiassissaaspgsaessdssssmntr
PROPERTY, PLANT AND EQUIPMENT, at COst.....cuuiusannerraesrannnnananneennnsnresesss

Less accumulated depreciation . ......c.ovevioseecsrrnssoassssecrrresussosnsosassannsasness

TOTAYGASSETS o s oo atosinis's s a-sis s aisnsiriasols wagnmsie sy YR NYESAES S TATAGRNE RIS LS s'e2is o 2 it 8

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES

Loans payable t0 banks ......c..coeeeiianiiianaiiisiiiaicinatiniosrsansntnasen sy
ACCOUNtS PayablE s s v i ucssnsnsasivanioionasssarsronsnpBersssaysduaanedsonaniurs st
A oerned HRIIIHES < o .o arvs s ot siszoss vomims siasmaials w5 b8 AR A F RS EnBS s PRl AR S aT w r m o 8:5:2
Other current HADIHLES . . . . -« 1o ossassaisorananissssvinsvisVavssaae sssvemansansspeeemssynysyy
TOTAL CURRENT LIABILITIES .. ... .coevsrnorncsaseranresansossaanssssbonsanncsrensonsnes
Net deferred Federal and foreign income tax credits ........oooiiiiaaieeeeeinnnenrrnnnnnsees
LONG-term Qebt . ... . oo sslesaiassinssiaindasssssnrassio e s eronresnssnssrnsonpar iy e snnes
TOTAL LIABILITIES - . o cov v soimssonososinsanssssiorsssanhsbasdseessssossassazansnesnseronss

STOCKHOLDERS' EQUITY

Common stock, $1 par value; authorized 225,000,000 shares;
issued and outstanding 58,711,087 and 57,811,416 shares ........cccoviieciiiaininennnnnnerees

Retained SAPNINES '+« - shel s siassssiisne s sovensusvesossssasns s roseasrrsapisessesbotansss
TOTAL STOCKHOLDERS” EQUITY . ... .ccatrecervsananasioseanonnasiosoneensaanespsresss
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY v vvevaannsnslanabdacsssnnsansnnissesssss

March 30, June 30,
1985 1954

$ 898851 § 476,150
1,484,694 1,527,257
595,616 456,490
636,154 614,766
785,984 780,912
2,017,754 1,852,168
71,062 57,030
182,300 169,308
4,654,661 4081913
2,707,722 2,351,786
1,029,254 840,446
1,678,468 1,511,340
$6,333,129  $5,593,253
$ 15872 § 13181
175,505 278,111
735,569 664,735
133,910 124,517
1,060,856 1,080,544
36,400 92,180
837,341 441,313
1,934,597 1,614,037
58,711 57811
1,682,756 1,610,575
2,657,065 2,310,830
4,398,532 3,979.216
$6,333.129  $5593.253




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

(Dollars in thousands)

FUNDS FROM OPERATIONS

O e s gl S Rl (S A AR P R CR DR <5 S G gy L R P SIS o

Add — expenses not requiring funds in current period:
DeEPreciation . . ...vveverenseresrssssosiisarsrsretassasastsisissiiaciosasiriraes
Deferred inCOME taX PrOVISION . . ..uvvvvnvanauenarreeresessssssassssasnsnasssnss
Disposal of property, plant and equipment ...........cooiiiiiiiiiiiiiiiiiiiiiaes
Restricted Stock Plans — charge to operations . .........oveuinrnrniiiiansncacsans
Total funds from OPerations ..........c.cueceeseeiaaiuieessamsssssanencanes

FUNDS USED TO SUPPORT OPERATIONS
Increase (decrease) in working capital:
AR CORTRE TSRV e b e s el o s o larain aee:0 0 S mmmN P72 7 5 T U SO W WA 015
ERVERROEIES . - » o4 s/a = 4 miisrosis o700 l0i0ls /e 4 n 0 o m o 0 a0im B0/ 'S 070,0.0 90 0 0 ORI 4 2 41600 S0 0w P50 0.0 00
Prepaid eXPENSes ... ....ovisseoseierssatieaastaisessastasmttanssssiesstytannes
Accounts payable . . . ... i e e a e

Acorued bR s . 05 s viinsessverde siamealonss sidiels dariassssssvsiss saessismhidesss
Other current HADIHHES ...cvooecivrreranesstrvsnssssosessssssassssasaisovansa

Additions to property, plant and equipment .. ...... ... iiiiiiiiiiiiiiiii i
Total funds used o SUPPOTt OPETALIONS. . ... vevrerneannsinseassainiiamnsans

Net increase (decrease) in funds from operations. ...........covviiiiiiiiaieiiiecinennan.

FUNDS PROVIDED BY
Increase (decrease) in:

Loans payable to banks ........oeiiiiianiiiiniiiiiiiiiiiiiiariaiiiiiiaiaaaa
Long-termdebt .....couuuienniiiaiinrerirriretrrisatraiitanasiisiiianeaiias
8% Debentures due 2000 ......ccccertacacacsnasccccssssssssssasssssasassssaans
Common Stock issued underoption plans . .. ... ...oiviiiiierinarenriiiiaariians
Effect of exchange rate changes on working capital ... .. ...
Total funds from Anancing SOUrCEs . ... ......cuiiieieioenaassrcissonanenans
Net increase (decrease) in cash and temporary cash investments...............cooininean
Cash and temporary cash investments at beginning of period..........0....oiiiieiiiiin...
Cash and temporary cash investments at end of period ........ccoooiiiiiiiiiiiiiiiiiii

Nine Months Ended

March 30, March 31,
1985 1984
$346,235 $198,189
219,053 178,072
(68,772) 35,596
20,262 23,426
a8 1415
0662 440442
(42,563) 221,336
165,586 383,964
14,032 18,632
102,606 (1,355)
(46,300) (45,768)
(33,927) (61,519)
159,434 515,290
w643 29058
565.877 _808.876
(35.215) (359,434)
2,691 159,693
(3972) 144,718
400,000 —
59,197 40,244
— 6,907
457.916 351,562
422,701 (7.872)
476,150 556,209
$s98851  $548.07




DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE

(Dollars in thousands except per share data)

Three Months Ended

March 30, March 31,
1985 1984
N O R COMIE s o e o oien oiste)eib s oim oy = 3 s e o AN B RO SN EIAR S S SO, T w8 o0 308 S oS w6 s e MA T alal=a $ 91688 $ 101,852
Add back convertible debenture interest, net of related tax effect ............. ...l 4,420 —
Net income applicable to common and common equivalent shares...............ccooooonens $ 96,108 $ 101,852
Weighted-average number of common shares outstanding during the period................ 58,664,389 57,121,182
Common stock equivalents from application of “if converted” method to convertible deben-
OB L a e s Saneisio. o w1 alatoer e e 60 e ol ot A4 T te 7o 5.5 oY ATnco almz6 4! v o VAR et 8l £ 4 SN S m/ 0l B 9 04 3,508,772 -
Common stock equivalents from application of “treasury stock” method to exercised and
outstanding stock OPHONS .. .. .tuiriu it it s s aes 987,763 372,427
Total weighted-average number of common and common equivalent shares outstanding during
O RO I s < T b o e e s e o T W M s i v NS 63,160,924 57,493,609
Net income per common and common equivalent share ..... ... ... $1.52 $1.77




DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE

(Dollars in thousands except per share data)

Weighted-average number of common shares outstanding during the period .. ..............

Common stock equivalents from application of “if converted” method to convertible deben-
o LU e TN D e | e L o S

Common stock equivalents from application of “treasury stock™ method to exercised and
OUTSEANAING SOCKCODIIONS! s < « o »amatsr 50 0l6(om AN e o148 4 S A Blms o (Gt a 16 5 414 S S MO e o is

Total weighted-average number of common and common equivalent shares outstanding during
Y T O L e T T < s o VP WU h o o B

Net income per common and common equivalent share ......... ... ... .............ce...

Nine Months Ended

March 30, March 31,
1985 1984

$ 346,235 $ 198,189
9.548 —_

$§ 355,783 $ 198189

58,290,855 56,766,170
2,557,676 -

829,351 587,851

61.677.882 7,354,021

$5.77 $3.46




MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF
OPERATIONS AND FINANCIAL CONDITION

As an aid to understanding the Company’s operating results, the following tables indicate the
percentage relationships of income and expense items included in the income statements for the most
recent quarter and nine months ended March 30, 1985 and the corresponding quarter and nine months
ended March 31, 1984 of the preceding fiscal year and the percentage changes in those items for such
periods.

Percentage Increases

(Decreases)
Three Nine
Income and Expense Items M°":‘; M°:::!’
as a Percentage of End En b
Total Operating Revenues M‘;’;;'sso' M‘;"m‘w'
Three Months Ended Nine Months Ended N -
March 30, March 31, March 30, March 31, Income and March 31, March 31,
1985 1984 1985 1984 Expense Items 1984 1984
67.6% 68.4% 68.0% 67.9% Equipment sales 17% 23%
32.4% 31.6% 32.0% 32.1% Service and other revenues 21% 23%
100.0% 100.0% 100.0% 100.0% Total operating revenues 18% 23%
Cost of equipment sales, service
61.0% 59.8% 60.5% 60.8% and other revenues 21% 22%
10.3% 10.8% 10.5% 11.2% Research and engineering expenses 11% 15%
Selling, general and administrative
22.6% 20.4% 21.7% 21.3% expenses 31% 26%
6.1% 9.0% 7.3% 6.7% Operating income (20%) 33%
1.2% 5% 1.2% 5% Interest expense 156% 203%
(0.9%) (0.7%) (0.9%) (0.8%) Interest income 51% 48%
5.8% 9.2% 7.0% 7.0% Income before income taxes (25%) 23%
0.4% 2.1% (0.2%) 2.0% Provision for income taxes (77%) (112%)
5.4% 7.1% 7.2% 5.0% Net income (10%) 75%
Revenues

Total operating revenues for the first nine months of fiscal 1985 were $4,834 million, up 23% over
the comparable period a year ago. Equipment sales were $3,288 million, up 23% and service and other
revenues were $1,546 million, up 23% from the corresponding period a year ago. For the quarter ended
March 30, 1985, total operating revenues were $1,691 million, up 18% over the third quarter of fiscal
1984, reflecting a 17% increase in equipment sales and a 21% increase in service and other revenues.

Sales to the computer aided engineering and manufacturing (CAEM) market and to customers in
the government sector were strong in the quarter. Also, interest in the Company’s VAXclusters and
high-end VAX 8600 computer remained strong. However, sales of existing products were impacted by
customer response to both announced and unannounced new products. In addition, operating
revenues for the quarter reflected changes in the U.S. economy, manifested by a slowing in order rates
in the United States which much of the industry has been experiencing.

Demand from overseas markets, particularly in Western Europe, continued to strengthen in the
quarter. Operating revenues from customers outside the United States were $1,892 million for the first
nine months of fiscal 1985 or 39% of total operating revenues. This represents a 38% increase over the
$1,374 million in international revenues for the comparable period of fiscal 1984, during which
international revenues accounted for 35% of total operating revenues.

Expenses and Profit Margins

Operating income increased 33% in the first nine months of fiscal 1985 over the comparable period
a year ago, due primarily to a decrease in the cost of goods sold and research and engineering expenses
as a percentage of operating revenues. The Company has initiated an expense reduction program

7




which also contributed to the improvement in operating income for the first nine months of fiscal 1985.
However, in the third quarter operating income decreased 20% over the comparable period a year ago
due to an increase in cost of sales and selling, general and adminstrative expenses as a percentage of
operating revenues. The increase in selling, general and administrative expenses in the quarter was due
in part to the hiring of additional sales, sales support and field service personnel.

Interest income for the third quarter and first nine months of fiscal 1985 increased over the
comparable periods a year ago due to a higher level of cash balances. In the third quarter and first nine
months of fiscal 1985, interest expense increased over the comparable periods of fiscal 1984 due to a
higher level of long-term debt. From March 1984 to September 1984, the Company issued a total of
$750 million of debt and convertible debt securities.

The annual effective tax rate for the first nine months of fiscal 1985 was lower than the comparable
period a year ago due generally to a reduced level of taxation, both in the U.S. and in a number of the
Company's foreign subsidiaries.

The 75% increase ($148 million) in net income for the first nine months of fiscal 1985 reflects a
one-time benefit of $63 million from the elimination of the taxes provided for DISC earnings in the
years prior to 1984.

Availability of Funds to Support Current and Future Operations

The Company believes it has adequate funds to support its current operations and that its financial
performance over the years, its low debt to debt plus equity ratio and its high credit rating, leave it
positioned to obtain the financing required to support future growth. Cash investments at the end of
the third quarter totalled $899 million, while short-term and long-term debt totalled $853 million. Of
the $750 million of debt securities issued by the Company from March 1984 to September 1984, $400
million of 8% Convertible Subordinated Debentures due 2009 were issued in the first quarter of fiscal
1985.

During the first nine months of fiscal 1985, the major increases in working capital requirements
over the fiscal year end were for inventories which increased 9% to $2,018 million. Capital spending for
the first nine months was $406 million, of which $337 million was spent on equipment, $44 million on
buildings, and $25 million on land and leasehold improvements. The Company presently anticipates
capital expenditures of approximately $550-650 million in fiscal 1985.

The accompanying consolidated balance sheets, statements of income and statements of changes
in financial position reflect all adjustments which are, in the opinion of management, necessary to a
fair statement of the consolidated financial position at March 30, 1985 and the consolidated results of
operations and the consolidated changes in financial position for the interim periods ended March 30,
1985 and March 31, 1984.




PART II. OTHER INFORMATION

Item 1. Legal Proceedings.

As previously reported, the Company has been named in various lawsuits filed in the U.S. District
Court for Massachusetts and elsewhere alleging violations of the Federal securities laws and/or other
laws in connection with the disclosure of information concerning the financial performance of the
Company for the quarter ended October 1, 1983, and seeking unspecified amounts of damages and
other unspecified relief. The Company believes that all the lawsuits are without merit. See the
Company’s Annual Report on Form 10-K for fiscal 1984 and Quarterly Report on Form 10-Q for the

quarter ended December 29, 1984.

Item 6. Exhibits and Reports on Form 8-K.
(a) Exhibits.

19 — Instrument of Appointment and Acceptance of Successor Trustee and Appoint-
ment of Agent among the Company, Morgan Guaranty Trust Company of New
York and United States Trust Company of New York, dated as of March 8, 1985,
with respect to the Company’s 9%% Sinking Fund Debentures due March 15,

2000.

(b) Reports on Form 8-K.
No reports on Form 8-K were filed by the Company during the period covered by this report.



SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly

caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

DiGITAL EQUIPMENT CORPORATION

(Registrant)

JAMES M. OSTERHOFF

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

James M. Osterhoff
Vice President — Finance

(Duly Authorized Officer and Principal Financial Officer)

May 9, 1985
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FOR REFERENCE

Do Not Take From This Room

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

Form 10-Q

Quarterly Report Under Section 13 or 15(d)
of the Securities Exchange Act of 1934

For Quarter Ended September 28, 1985 File Number 1-5296

Digital Equipment Corporation

(Exact name of registrant as specified in its charter)

Massachusetts 04-2226590
(State or other jurisdiction of (LR.S. Employer Identification No.)
incorporation or organization)
146 Main Street, Maynard, Massachusetts 01754
(Address of principal executive offices) (Zip Code)

(617) 493-5350

(Registrant’s telephone number, including area code)

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

Indicate the number of shares outstanding of each of the issuer’s classes of common stock. as of
the latest practicable date. Number of shares of Common Stock, par value $1, outstanding as of
September 28, 1985: 59,478,190.




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME

(Dollars in thousands except per share data)

Three Months Ended
September 28, September 29,

1985 1984
REVENUES
G T e e 1 i e S Ry T i O St LA < AU RRA I SRt pd ot i A A A $1,055,621 $1,035,584
e R e T R A L e S SR 0 s P ey . B 568.306 479,679
TOTALOPERATING REVENUES - oo ot i iaaisia < sisas v v v vriv vy v s S onelavle s s 1,623927 1,515,263
COSTS AND EXPENSES
Cost of equipment sales, service and other revenues.................c.coiiiiiiiuiiinns 964,401 917,032
e T A T o A C R e PSRN /- DO, Bl 187,837 165,024
Selling, general and administrative expenses . .. ........... ...t 373,189 323,348
TR IO a0 o o winloie/n Sia's wwit e s oois w)sis s als e oo as s W UNAHE 03 5 oot iens o e faretelbe: v 98.500 109,859
R RS L B T N ATEIaa a/alsa'a s 4 & s reslalemuslo’s < nivs Sloi/s 4 o Tape by, . 4 SR 21.134 17874
0TS T e s MR S I R PR e ST S L (20.370) (11.818)
INCOME BEFORE INCOME TAXES | < < i i35 bl aas s ea s ds ik s s v s Sisovinanis 97.7 103,803
INCOME TAXES
L T T O e R A VA P O oS AP | 25411 22,837
Reversal for prior years’ DISC provisions(1) . ... .. ..ottt e eeeeeinanns 0 (63.250)
TOTAL INCOME TAXES 50000 055250 or e s s a6 0 v S mvre s s so0rs 5000 e's sbare sle anibls wiris e 25411 (40.413)
TR (o) T e U e I s D, ST e e $§ 72325 $ 144216
NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE(2) ............. $1.20 $2.45

(1) As a result of the Deficit Reduction Act of 1984, the Company’s income tax expense for the
three months ended September 29, 1984 was reduced by $63 million, or $1.07 per share (all of which
was recorded in the first quarter of fiscal 1985), reflecting elimination of the taxes provided for DISC
earnings in years prior to 1984.

(2) Net income per common and common equivalent share is based on a fully diluted calculation
of the weighted average number of shares outstanding during each period; 63,874,102 shares for the
three months ended September 28, 1985 and 59,164,197 shares for the three months ended September
29, 1984. See page 4 of this report.

No cash dividends have been paid by the Company since its organization.




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED BALANCE SHEETS

(Dollars in thousands)

ASSETS
CURRENT ASSETS

Cash and temporary cash investments ...........coiiemiiiiiiiirianeeee.

Accounts receivable, net of allowances of $42,270 and $40,930

Inventories. at lower of cost or market:

Raw DO RTINS isarsisisia e oro0mte oioissrsio/es sy Mu g5 ¥ Las < ae e afonies das aiéseniania
WOTK-IM-PrOCESS .« o e eoeesqsesrsannssiiossssaiuessssssenniotoestannes

Finished £00dS .« .vvatiaeessrsinsstsmaneamaiirssanirirasensssesns

Prepiid EXPENSES .. ... orrassssssiearniaiiaiattaatait ity
Net deferred Federal and foreign income tax charges ...............o.ooa..
TOTAL CURRENT ASSETS. ... .vccnviuertmrasreaiasrassconransnseaesnas
PROPERTY, PLANT AND EQUIPMENT. at cost.......c.cocoeivenecnarnans

Less accumulated depreciation . .......eeeerrirererrrereiiniscaniiiaaaine

TOTAL ASSETS ;- ooeceeennossssosensymaevesssssssssiisissssevesivasesss

LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES

Loans payable to banks. ... ...ccoeiiriimiiieiiiiniimiiarnananentacsennnns
Accounts payable . ... .uiiiiiiniiae sttt
Federal, foreign and state inCoOmMe LAXeS . .....ccoeiiiiieeeeimmensannunnnes
Salaries, wages and related ftems . .....coooiiiiiiiiiiiiiiiiii e
Deferred revenues and customer advances .. .......oceerroeeeiiatinneaass
Current portion of long-term debt. ..o
Other current liabilities . .....ooiiiaierviriariiniiesatensrorssrnrenanes
TOTAL CURRENT LIABILITIES . .....cooorrrrrrrrroasanannsisiaresnnens
Net deferred Federal and foreign income tax credits ........oooiiniioen...
Long-term debt .. .i.iiuiiiiiiissiasssaannbanacinosaressnnacezenyyrises
TOTAL LIABILITIES . ...ocoransysmssssassaaabhsseenseavaasessseanssess

STOCKHOLDERS' EQUITY

Common stock. $1 par value: authorized 225,000,000 shares;

issued and outstanding 59,478,190 and 59,252,782 shares..............oooeee
Additional paid-in capital . . ... oieei i e
Retained GAIMINES :oscasenssssssrosnsssssonssyrnasssasonanasnssssusses
TOTAL STOCKHOLDERS  EQUITY ... oo ivviiiaiiainiiancrcracnerannanes

TOTAL LIABILITIES AND STOCKHOLDERS® EQUITY .......cooovenenenn

Septéember 28, June 29,
1985 1985
$1,360,778 $1,080,150
1,510,130 1,538,955

410,758 512,670
586,935 545,765
655,674 7.732
1,653,367 1,756,167
90,950 64,569
201,902 197,957
4,817,127 4,637,828
2919373 2,827,632
1,165,261 1,096,603
1,.754.112 1,731,029
$6,571.239 $6.368.857
$ 20948 $ 12251
156,526 185.202
232,969 267.900
218,800 165,933
174,852 160,105
2,146 1,411
248,499 150,807
1,054,740 943,609
38,204 33,704
837.189 836,945
$1.930,133 $1.814.258
59478 59,253
1,751,791 1,737,834
2,829,837 2,757,512
4,641,106 4,554,599
$6,571.239 $6,368,857




(Dollars in thousands)

FUNDS FROM OPERATIONS

Net income

Add — expenses not requiring funds in current period:
DOPreCIBUONT. » » oisihw/vimmionia-s o aisiesbihon s 2s = Dy e es s sl e i

FUNDS USED TO SUPPORT OPERATIONS
Increase (decrease) in working capital:

Accounts receivable

Inventaries: ..o R USSaR TR ok st D IR

Additions to property, plant and equipment

Total funds used to support operations

Net increase (decrease) in funds from operations

FUNDS PROVIDED BY
Increase (decrease) in:

Loans payable to banks
Long-term debt

Total funds from financing sources

Net increase (decrease) in cash and temporary cash investments
Cash and temporary cash investments at beginning of period

Cash and temporary cash investments at end of period

DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

Three Months Ended

September 28,

September 29,

1985 19584
$ 72325 $144.216
83.407 69.080
555 (62,250)
8.033 1,142
3.178 4,565
167,498 156,753
(28.825) (29.541)
(102,500) 165,665
26,351 (3,745)
28,676 44,594
(17,936) (67,825)
(113.174) (748)
(207.678) 108,400
114,523 125,095
(93,155) 233,495
260,653 (76,742)
8,697 2,389
244 142
0 400,000
11.004 6,831
19.945 409,362
250,598 332,620
1,080,180 476,150
$1.360,778 $808,770




DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET INCOME PER COMMON AND COMMON EQUIVALENT SHARE

(Dollars in thousands except per share data)

0 [ )11 T R R R AR A AR o AT AP L s AT S A T S AT Bt s
Add back convertible debenture interest, net of related tax effect . ..................

Net income applicable to common and common equivalent shares ..................

Weighted-average number of common shares outstanding during the period..........

Common stock equivalents from application of “if converted” method to convertible
T e L S R S U RS S P i T s

Common stock equivalents from application of “treasury stock™ method to exercised and
OULStANAING SVOCK OPHONS < <icisleia oo siorsianionaanioisie siblio A aismbliololsla s Siosldueare s satspan s

Total weighted-average number of common and common equivalent shares outstanding
during the perlod) .- vssiisiia mainavmstenionhvmb b sohle s s oo R St via e slaewa s

Net income per common and common equivalent share ............................

Three Months Ended

September 28,

September 29,

1985 1984
$ 72325 $ 144216
4,342 805
$§ 76,667 $ 145,021
59,378,249 57,954,022
3,508,772 655,485
987,081 554,690
63,874,102 59,164,197
$1.20 $2.45




MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF
OPERATIONS AND FINANCIAL CONDITION

As an aid to understanding the Company’s operating results, the following tables indicate the
percentage relationships of income and expense items included in the income statements for the most
recent quarter ended September 28, 1985 and the corresponding quarter ended September 29, 1984 of
the preceding fiscal year and the percentage changes in those items for such periods.

Percentage Increases

Income and Expense (Decreases)
Items - Three Months Ended
as a Percentage o
Total Operating Revenues s;g'e;;gb; 3
Three Months Ended S
September September September
28, 1985 29, 1984 Income and Expense Items 29, 1984
65.0% 68.3% Equipment sales 2%
_35.0% 3L7% Service and other revenues 18%
100.0% 100.0% Total operating revenues 7%
59.4% 60.5% Cost of equipment sales, service and other revenues 5%
11.6% 10.9% Research and engineering expenses 14%
23.0% 21.3% Selling, general and administrative expenses 15%
6.0% 7.3% Operating income (10%)
1.3% 1.2% Interest expense 18%
_(1.3%) _(0.7%) Interest income 2%
6.0% 6.8% Income before income taxes (6%)
_1.5% _(2.7%) Provision for income taxes 163%
4.5% 9.5% Net income (50%)
Revenues

Total operating revenues for the first three months of fiscal 1986 were $1,624 million, up 7% over
the comparable quarter of a year ago. Total operating revenues included equipment sales of $1,056
million, an increase of 2%, and service and other revenues of $568 million, up 18% from the
corresponding period a year ago.

Revenues in the first quarter of fiscal 1986 reflected continued weakness in the manufacturing
sector of the U.S. economy. This has resulted in cautious spending by some of the Company’s major
customers and a postponement of some computer purchases. Demand for the Company’s networking
products and MicroVAX II systems, however, was strong.

Business outside the United States, particularly in Europe, remained strong in the quarter. Sales to
customers outside the United States were $639 million for the first quarter of fiscal 1986, a 20% increase
over the $533 million reported a year ago. Revenues from international operations accounted for 39%
of total operating revenues for the first quarter of fiscal 1986, compared with 35% for the first quarter of
a year ago.

Expenses and Profit Margins

Operating income decreased 10% from the first quarter of fiscal 1985. Cost of goods sold as a
percentage of total operating revenues was lower than for the comparable period a year ago, but
selling, general and administrative expenses and research and engineering expenses were greater,
reflecting higher staffing levels and cost increases related to inflation.

The effective tax rate for the first three months of fiscal 1986 was 26%. The Company’s tax rate for
the first three months of fiscal 1985 was 22% excluding a non-recurring benefit of $63 million from the
reversal of Domestic International Sales Corporation (DISC) taxes previously provided. The increase
was due to a higher level of profits in the United States and the annualized effect of the scheduled
expiration of the research and engineering tax credit.
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Interest income was 72% above the first quarter of fiscal 1985, reflecting a higher level of cash
balances. Interest expense was up 18% from the first quarter of fiscal 1985 as a result of additional long-
term debt issued during the March to September 1984 period.

The $72 million decrease in net income for the first three months of fiscal 1986 is largely the result
of a one-time adjustment of $63 million last year for the elimination of the taxes provided for DISC
earnings in the years prior to 1984. Net income from operations for the first quarter this year was $72
million, down 11% from the $81 million recorded a year ago, excluding the DISC benefit.

Availability of Funds to Support Current and Future Operations

The Company believes it has adequate funds to support its current operations and that its financial
performance over the years, its low debt to debt plus equity ratio and its high credit rating, leave it
positioned to obtain the financing required to support future growth. Cash investments at the end of
the first quarter totalled $1,361 million, while total short-term and long-term debt totalled $860 million.

During the first quarter of fiscal 1986, inventories decreased $103 million and accounts receivable
decreased $29 million from the end of fiscal 1985. The net increase in funds from operations was $261
million. Capital spending in the quarter was $115 million. The Company presently anticipates capital
expenditures in fiscal 1986 to be equal to or greater than that of fiscal 1985.

The accompanying consolidated balance sheets, statements of income and statements of changes
in financial position reflect all adjustments which are, in the opinion of management, necessary to a
fair statement of the consolidated financial position at September 28, 1985 and the consolidated results
of operations and the consolidated changes in financial position for the interim periods ended
September 28, 1985 and September 29, 1984.




PART II. OTHER INFORMATION

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

On November 8, 1985 the Company held its Annual Meeting of Stockholders. At the meeting the
stockholders elected a Board of Directors for the ensuing year and ratified the selection of Coopers &
Lybrand as the Company'’s auditors. At the meeting the stockholders also approved an amendment to
the 1968 Employee Stock Purchase Plan to increase the number of shares subject thereto by 2,500,000
shares. and the stockholders approved the Company’s 1985 Restricted Stock Option Plan. 40,300,690
votes were cast for the proposal to amend the 1968 Employee Stock Purchase Plan and 381,060 against:
38.110.462 votes were cast for the proposal to approve the 1985 Restricted Stock Option Plan and

2,558,131 against.

Item 6. Exhibits and Reports on Form 8-K.
(a) Exhibits.
None.

(b) Reports on Form 8-K.
No reports on Form 8-K were filed by the Company during the period covered by this report.
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Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly
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JAMES M. OSTERHOFF

James M. Osterhoff
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REVENUES

Product sales
Service and other revenues

DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

(Dollars in thousands except per share data)

TOTAL OPERATING REVENUES....veveevennnnns voine

COSTS AND EXPENSES

Cost of product sales.....
Service expense and cost of other revenues...
Research and engineering expenses.....
Selling, general and administrative expenses.

Operating loss
Interest income
Interest expense

R

ooooooooooooooooooooooooooooooo
oooooooooooooooooooooooooooooo

LOSS BEFORE INCOME TAXES AND CUMULATIVE

EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE...

PROVISION FOR INCOME TAXES

LOSS BEFORE CUMULATIVE EFFECT OF
CHANGE IN ACCOUNTING PRINCIPLE......

CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING

PRINCIPLE ¢ ais o alelnn vie s sinia s sisiatalalsie aie'sfsjsins ealols

NET LOSS.....

LOSS BEFORE CUMULATIVE EFFECT OF
CHANGE IN ACCOUNTING PRINCIPLE PER COMMON

CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING
PRINCIPLE PER COMMON SHARE.

NET LOSS PER COMMON SHARE

(1)..

EEC )

Three-Month Period Ended

October 2, September 26,
1993 1992
1,557,004 $ 1,767,821
1,457,944 1, 546,478
3,014,948 3,314, 299

981,415 1,019,957
943,877 1,017,650
314,717 405,477
872,207 1,131,187
(97,268) (259,972)
17,213 13,216
19,636 3,790
(99,691) (250,546)
3,536 10,000
(103,227) (260,546)
20,042 0
$ (83,185) $ (260,546)
$ (0.76) (2.04)
0.14 0.00
$ (0.62) $ (2.04)




(1) Net loss per share is based on the weighted average number
of common shares outstanding during each period: 135,010,377 shares for
the three months ended October 2, 1993 and 128,001,937 for the three months
ended September 26, 1992. See page 7 of this report.

Cash dividends have never been paid by the Corporation.

The accompanying notes are an integral part of these financial
statements.

DIGITAL EQUIPMENT CORPORATION
CONSOLIDATED BALANCE SHEETS

(Dollars in thousands)

October 2, July 3,
1993 1993

ASSETS
CURRENT ASSETS
Cash and cash equivalentsS.......ceeceuvensenns $ 1,273,830 $ 1,643,195
Accounts receivable, net of allowances
of $111,342 and $110,764.....ccvtvtvecvsnannss 2,858,832 3,020,252
Inventories

RAW MAt@T B S alarae ofilersie sin u azaieae slole;s/o s sle s 0)a 0 416,384 331,506

WOIK=iN=ProOCeSS. . vseescesssssssnsassnsanans 593,833 502,200

Finished Q0OGS....ccensesvcsnsssnsnnsnsnnnns 910,606 921,434
Total INVentOrieS. ..ccseessssossnssissnessssss 1,920,823 1,755,140
Prepaid expenses and deferred income taxes.... 465,822 463,928
TOTAL CURRENT ASSETS..:ecccccoesscsscrcorcoces 6,519,307 6,882,515
Property, plant and equipment, at cost........ 7,218,992 7,193,430 |
Less accumulated depreciation......eeeeevvesss 4,044,502 4,015,139 |
Net property, plant and equipment........ et s 3,174,490 3,178,291 |
Other a88etS...cccscssssonssssosssse A AL O 931,806 889,537
TOTAL ASSETS:cccscsossscssssssosssss Niinithe ;e ... $10,625,603 $10,950,343

L —

The accompanying notes are an integral part of these financial statements.




LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES

Bank loans and current portion
of long-term debt....ccoevvens alneinle jals ss %0 0 al0/lers
. Accounts payable.....ccovunvnenn cessesseaaeres
Income taxes payable........c.ceven Siela)ierw sjaral ie]e
Salaries, wages and related items.............
Deferred revenue and customer advancesS........
Restructuring reseIrve......oeove. ol /66 le als aiblaale
Other current liabilities...... e IR LY

TOTAL CURRENT LIABILITIES....:eenseeees AT
Noncurrent deferred income taXeS......ceenevne
Long-term debt....ccecinsanancnncnns eje s BIRIISen e
Postretirement benefitsS.....cevvvevnnrrannnans

TOTAL LIABILITIES. . evevivsssassonssscasssvens

STOCKHOLDERS’ EQUITY
Common stock, $1 par value; authorized
450,000,000 shares; issved 135,559,489
and 135,489,805, cc0cecrnctnarscnnnsenrannan
Additional paid-in capital.......ccceecrnnnnans
Retained €arNingS.....cceoveservrensasossoassnsans
Treasury stock at cost, 467,021
and 497,551 SharesS....cevcvvsvessnnnnnnnes

TOTAL STOCKHOLDERS’ EQUITY.....eevvensnanccns .

TOTAL LIABILITIES AND STOCKHOLDERS'

19,782
732,409
40,910
608,280
1,052,263
603,990
549,525

3,607,159

26,369
1,018,354
1,153,854

135,559
2,869,391
1,852,173

(37,256)

The aczompanying notes are an integral part of these firancial statements.

$ 21,335
822,434
57,614
556,151
1,138,323
738,989
583,868
3,918,714
0
1,017,577
1,128,653

135,490
2,851,960
1,937,627

(39,678)

$10,950,343




DIGITAL EQUIPMENT CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in thousands)
y Three-Month Period Ended

October 2, September 26,
] 1993 1992

CASH FLOWS FROM OPERATING ACTIVITIES:
Net 1OSS...cecesonesosanssasnanss e T $ (83,185) §  (260,546)

Adjustments to reconcile net loss to
net cash provided by operating activities:

Depreciation....ceceessansssssncacsconannes 144,386 160,461
AMOTtizatioN..eceeesososscnssossrsoreacnnns 30,174 29,158
Other adjustments to net YOS o niainle s e e lers dia 29,365 110,037
Decrease in accounts receivable............ 161,420 278,138
Increase in inventoriesS.......eseevvceannns (165, 683) (163,289)
(Increase) /decrease in prepaid expenses.... 22,012 (5,231)
Decrease in accounts payable........eceenne (90, 025) (142,737)
Increase/ (decrease) in taxes......... S e (36,898) 66,720
Increase in salaries, wages, benefits
and related iteMS....ceossnsnsscnvasannns 77,330 98,242
Decrease in deferred revenues and
customer AadVaNnCeS...cevsessrsanns SO (86,060) (98,054)
Decrease in restructuring reservesS......... (180,299) (249,395)
Increase/ (decrease) in other
current liabilitiesS.....ccevvesnsnecanns (69,571) 13,239
Total adjustmentsS.....eececrecnerncs Sle o n nte Slie (163,849) 97,289
Net cash flows from operating activities..... (247,034) (163,257)

CASH FLOWS FROM INVESTING ACTIVITIES:

Investment in property, plant and equipment... (167,001) (131,919)
Proceeds from the disposition of property,

plant, and equipment........ Resmr RENVL - i 47,964 24,446
Investment in other assetsS........ o (14,130) (202,220)
Net cash flows from investing activities...... (133,167) (309,693)

Net cash flows from operating and
investing activitieS....cceecccacnrraccanas (380,201) (472,950)

The accompanying notes are an integral part of these financial statements.
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CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from the issuance of debt 12,950 9,149
Payments to retire debt (14,154) (1,987)
Issuance of common and treasury shares,

including tax benefits 12,040 9,867
Net cash flows from financing activities 10,836 17,029
Decrease in cash and cash equivalents (369,365) (455,921)
Cash and cash equivalents at the

beginning of the year 1,643,195 1,337,172
Cash and cash equivalents at end of period $ 1,273,830 § 881,251

The accompanying notes are an integral part of these financial statements.




DIGITAL EQUIPMENT CORPORATION
COMPUTATION OF NET LOSS PER COMMON AND COMMON EQUIVALENT SHARE

(Dollars in thousands except per share data)

Three-Month Period Ended

October 2, September 26,

1993 1992
Net loss applicable to common and
common equivalent ShareS........ccecesesseannes § ( 83,185) $ (260,546)
Weighted-average number of common shares
outstanding during period.....cceeeeensnsnccnane 135,010,377 128,001,937
Common stock equivalents from application
of "treasury stock"™ method to exercised and
outstanding Stock OPLtiONS......cevevcnssceronns 0 0
Total weighted-average number of common
and common equivalent shares outstanding
during the period.....eeveeececcsossnnsasnssnne 135,010,377 128,001,937
Net loss per common and common
equivalent Share....sceecesssccconns Y » $ (0.62) $ (2.04)

The accompanying notes are an integral part of these financial statements.




DIGITAL EQUIPMENT CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note A - Significant Accounting Policies

Certain prior years’ amounts have been reclassified to conform with current
year presentation.

Note B - Income Taxes

The Corporation adopted Statement of Financial Accounting Standards
(SFAS) No. 109 - Accounting for Income Taxes, effective July 4, 1993.
The Corporation had previously accounted for income taxes under

Accounting Principles Board Opinion No. 11.

The Corporation recorded a one-time benefit of $20 million, or $0.14 per
share, for the recognition of previously unrecognized tax benefits. There
is no cash flow impact from the adoption of SFAS No. 109. The standard

was adopted on a prospective basis and amounts presented for prior years

were not restated.

At July 4, 1993, the significant components of deferred tax assets and
liabilities upon the adoption of SFAS No. 109, were:

'(in millions)

Deferred Tax Deferred Tax
Assets Liabilities

Inventory-related

transactions 138 7
Depreciation 66 41
Postretirement benefits 358 -
Restructuring 235 -
Tax loss carryforwards (a) 1,025 -
Tax credit carryforwards 149 -
Other 283 234
Gross deferred tax balances 2,254 282
Valuation allowance 1,805 -
Net deferred tax balances 449 282



The deferred tax assets (2) ¢f $1.0 billion represent $2.8 billion of net
operating loss carryforwards c'. a tax return basis which will generally
expire as follows: $150 milli:- in 1998, $1.2 billion in 2007, $800
million in 2008, and the remain. r thereafter. Tax credit carryforwards
will generally expire as follows  $40 million in 2001, $50 million in
2002, $40 million in 2003, and th: remainder thereafter.

On August 10, 1993, the Omnibus Budret Reconciliation Act of 1993 was
signed into law. This act, among o!qer things, raises the U.S. corporate
statutory tax rate from 34% to 35%. Due to the net operating loss
carryforwards, the Corporation does n.t expect the change in the statutory
tax rate to have a material impact on the Corporation’s consolidated
financial position or results of opera.ions for the foreseeable future.




MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF
OPERATIONS AND FINANCIAL CONDITION

As an aid to understanding the Corporation’s operating results,

the following tables indicate the percentage relationships of income and
expense items included in the statements of operations for the most recent
quarter ended October 2, 1993 and the corresponding quarter ended

September 26, 1992 of the preceding fiscal
in those items for such periods. Components O

year and the percentage changes
f total costs of operating

revenues are shown as percentages of their related revenues.

Income and Expense Items Percentage
as a Percentage of Increases
Total Operating Revenues (a) (Decreases)

Three Months Ended

Three Months Ended

Income and Oct. 2, Sept 26, October 2,1993 vs.
Expense Items 1993 1992 September 26, 1992
Product sales 51.6 & 53.3 % (11.9) §
Service and other revenues 48.4 % 46.7 % (5.7) %
Total operating revenues 100.0 % 100.0 % (9.0) %
Cost of product sales 63.0 % 57.7 % (3.8) %
Service expense and cost

other revenues 64.7 % 65.8 % (7.2) &
Total cost of operating

revenues 63.9 % 61.5 % (5.5) &
Research and engineering

expenses 10.4 % 12.2 & (22.4) %
Selling, general and

administrative expenses 28.9 % 34.1 % (22.9) §%
Operating loss (3.2)% (7.8)% 62.6 %
Interest income R 0.3 % 30.2 %
Interest expense .6 % 0.1 % 100.0+ &
Loss before income taxes

and cumulative effect of

change in accounting principle (3.3) % (7.6)% 60.2 &%
Provision for income taxes A% 0.3 % (64.6) %
Loss before cumulative effect

of change in accounting

principle (3.4)% (7.9)% 60.4 %
Cumulative effect of change in

accounting principle, net of

tax 0.7 & 0.0 % NM
Net loss (2.8) % (7.9)% 68.1 §

——

(a) Percentage of operating revenues may not be additive due to

rounding.
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REVENUES

Total operating revenues for the first three months of fiscal 1994
were $3.01 billion, down 9% from the comparable period a year ago.
Total operating revenues included product sales of $1.56 billion, down
12% from the first quarter of fiscal 1993, and service and other
revenues of $1.46 billion, down 6% over the comparable period a year
ago. Operating revenues from customers outside the United States were
$1.81 billion or 60.0% of the Corporation total; this compares with
$2.07 billion or 62.4% of the Corporation total for the first quarter
of fiscal 1993. The decrease in non-U.S. revenues was attributable to
a significant decrease in European revenues, partially offset by
revenue growth in other non-U.S. territories. Total operating
revenues for the quarter were negatively affected by foreign currency

fluctuations.

Although the Corporation shipped more computer systems during the
quarter than in the comparable period a year ago, product sales
declined due to a continuation of changes in industry demand favoring
lower-priced personal computers and workstations and persistent
intense price competition. The Corporation is responding to these
trends by continuing to offer and introduce more competitively priced
products. In addition, shortly after the close of the quarter, the
Corporation announced several new Alpha AXP and VAX systems, software
products and services offerings. Revenues from the sale of the
Corporation’s new Alpha AXFP systems represented approximately 5% of
total operating revenues for the quarter.

The decline in service revenues over the comparable quarter of
fiscal 1993 reflects continued competitive pressure on the
Corporation’s traditional hardware and software product service
pusiness. In response to this trend, the Corporation is increasing
its focus on multivendor customer service opportunities. Revenues
from newer consulting and systems integration services continued to

grow during the quarter.
EXPENSES AND PROFIT MARGINS

The Corporation recorded an operating loss of $97 million for the
first quarter of fiscal 1994, compared with an operating loss of $260
million in the first quarter a year ago.

Gross margin on product sales declined $172 million or 23%, from
the comparable quarter a year ago and represented 37% of product sales
for the quarter, down five percentage points from the comparable
period. The decline in product gross margin resulted from the
decrease in product sales, a continued shift in the mix of product
sales toward low-end systems which typically carry lower margins,
competitive pricing pressures and unfavorable currency fluctuations,
partially offset by manufacturing cost efficiencies.

The Corporation has adopted an aggressive, competitive price
structure for its Alpha AXP systems. Given this pricing, as well as
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the factors described in the preceding paragraph, the Corporation
expects to experience continued downward pressure on product gross

margins.

Gross margin on service revenues improved slightly as a percentage
of service revenues, while gross profit expressed in dollars declined
slightly from the comparable quarter a year ago. The decline in
service gross profit was due principally to the lower level of service

revenues. The improvement in service gross margin as a percentage of
service revenues was due to increased efficiency in service delivery.

Spending on research and engineering (R&E) totaled $315 million, a
decrease of 22% from the $405 million of the first quarter of the
previous year. Selling, general and administrative (SG&A) expenses
totaled $872 million in the quarter, down 23% from the $1.13 billion
of the comparable period a year ago. The improvements in R&E and SG&A
expenses over the comparable quarter last year were due principally to
restructuring activities, primarily headcount reductions, which have

taken place over the past year.

Interest income was $17 million for the quarter, an increase of
30% over the $13 million of the comparable quarter a year ago,
principally due to higher cash balances in the quarter. Interest
expense was $20 million, up $16 million from the $4 million of the
comparable quarter a year ago, due to the issuance of $§1 billion in
long-term debt during fiscal 1993. In the first quarter of fiscal
1994, the Corporation entered into interest rate swap agreements
relating to $750 million of long-term debt. These agreements
effectively convert a portion of the Corporation’s interest expense on
long-term debt from fixed to floating rates for periods of two to ten
years. The differential paid or received on interest rate swap
agreements is recognized as an adjustment to interest expense.

Tax expense was $4 million for the quarter. The tax expense
reflects several factors, including taxes provided for profitable
non-U.S. operations and an inability to recognize U.S. tax benefits
from operating losses.

The Corporation adopted Statement of Financial Accounting
Standards (SFAS) No. 109 - Accounting for Income Taxes, effective July
4, 1993. The Corporation had previously accounted for income taxes
under Accounting Principles Board Opinion No. 11. The Corporation
recorded a one-time benefit of $20 million, or $.14 per share, for the
recognition of previously unrecognized tax benefits. There is no cash
flow impact from the adoption of SFAS No. 109. The standard was
adopted on a prospective basis and amounts presented for prior years
were not restated (see Note B).

AVAILABILITY OF FUNDS TO SUPPORT CURRENT AND FUTURE OPERATIONS
Cash and cash eguivalents totaled $1.27 billion at the end of the
quarter, down from §1.64 billion at the end of fiscal 1993.
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Net cash used for operating activities in the quarter was $247
million, due principally to restructuring activities, higher inventory
levels and the operating loss, partially offset by a decrease in
accounts receivable. While accounts receivable decreased in the
guarter, days sales outstanding increased, due in part to a typical

seasonal pattern.

Net cash used for investing activities in the quarter was $133
million. Capital spending was $167 million, consisting primarily of
investments in semiconductor technology facilities and equipment.
During the first quarter, the Corporation disposed of property, plant
and equipment as part of ongoing restructuring activities generating
approximately $48 million in cash proceeds.

On November 4, 1993, the stockholders of the Corporation approved
an amendment to the Corporation’s Restated Articles of Organization to
authorize the issuance of up to 25,000,000 shares of preferred stock.

The Corporation historically has maintained a conservative capital
structure, and believes that its current cash position and debt
capacity are adequate to support current and future operations.

% ® XN

The accompanying consolidated balance sheets, statements of
operations and statements of cash flows reflect all adjustments of a
normal recurring nature which are, in the opinion of management,
necessary to a fair statement of the consolidated financial position
at October 2, 1993 and the consolidated results of operations and the
consolidated statements of cash flows for the interim periods ended
October 2, 1993 and September 26, 1992.

13 |




P2T II. OTHER INFORMATION

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

On November - 1993, the Corporation held its Annual Me “ing of
Stockholders. At the meeting the stockholders elected three Cla.s I
Directors for three-ye:r terms. 114,781,652 votes were cast for :he
nominees for Class I Di-ectors, 1,164,328 votes were withheld and here
were no broker non-votes 114,425,314 votes were cast for Philip ( ldwell,
a nominee for Class I Di:=2ctor and 1,520,666 votes were withheld.
114,477,627 votes were ca * for Kathleen F. Feldstein, a nominee for “lass
I Director and 1,468,353 v t=s were withheld. 114,494,438 votes were zast
for Robert B. Palmer, a no: -r=e for Class I Director and 1,451,542 vot: 3
were withheld. At the meet.n¢ t e stockholders also approved amendment. to
the Corporation’s 1968 Emplcoyee { ock Purchase Plan ("1968 Plan") and 1¢'1
International Employee Stock Purc. ase Plan ("1981 Plan") to increase the
number of shares subject to such ¢ ans by 5,300,000 and 4,200,000 shares,
respectively. 96,417,166 votes we: cast for the proposal to amend the
1968 Plan and 5,477,433 were cast a¢ inst, with 1,140,731 abstentions and
12,910,650 broker non-votes; 94,19(,. "2 votes were cast for the 1981 Plan
and 5,530,091 were cast against, with 3,314,747 abstentions and 12,190,850
broker non-votes. In addition, the st ckholders approved an amendment to
the Corporation’s Restated Articles of ‘'rganization to authorize the
issuance of up to 25,000,000 shares of } -eferred stock. 93,509,891 votes
were cast for such amendment and 8,250,€. 1 were cast against, with
1,274,618 abstentions and 12,910,850 bro) r non-votes. The stockholders
also ratified the selection of Coopers & .vbtrand as the Corporation’s
auditors. 112,343,007 votes were cast for the ratification and 2,761,792
were cast against, with 840,781 abstentionc and 400 broker non-votes.

Item 6. Exhibits and Reports on Form 8-K.
(a) Exhibits
None.

(b) Reports on Form 8-K.

No reports on Form 8-K were filed by the Corporation during the
period covered by this report.
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Pursuant to the requirements of the Securities Exchange Act of
1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

DIGITAL EQUIPMENT CORPORATION
(Registrant)

By /s/ William M. Steul

November 12,

William M. Steul

Vice President, Finance and
Chief Financial Officer
(Duly Authorized Officer and
Principal Financial Officer)
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DIGITAL EQUIPMENT CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollars in thousands except per share data)
Three-Month Period Ended

January 1, December 26,

1954 1992

REVENUES
Product 88108....ccc0ccsacscsnas S LY SIS v $§ 1,659,924 $ 1,967,234
Service and Other ZOVONUSS. ... cocvsssssssnssss 1,594,155 1,722,209
TOTAL OPERATING REVENUES ... cccovssevsssssvsass 3,254,079 3,689,443
COSTS AND EXPENSES
Cost OFf ProducCt BRLEB: . ¢voisjscvecscinessossssans 1,112,292 1,116,538
Service expense and cost of other revenues.... 968,473 1,058,270
Research and engineering @xXpenses........ ...+ 330,948 404,843
Selling, general and administrative expenses.. 908,688 1,177,306
OPOZRELING LOBE: ¢ /si'c viniais sl oie's ain'a’s A PR NSy et ols ( 66,322) (67,514)
INCOTOBE" SNCOMB ' v oo 0 /0/n oroinie s orel ol aie atal Syals o'eieale 12,071 14,209
IREETABL  QADPERNEG o o o e ool i oreishale s Riale ik oante il e 15,398 12,554
LOSS BEFORE INCOME TAXES ....ccccescvonssscnns ( 69,649) (65,859)
PROVISION FOR INCOME TAXES...... e 00 s60ease s 2,495 8,000
NET LOSS..... )51 . 5 ol ale ATyl e e $ (72,144) ( 73,859)

MEEETETS TSRO EmoTRmaE RS EE
NET LOSS PER COMMON SEARE (l1)....cc0c0000 winieleru s @ TRL .53) ] (.57)

(1) Net loss per share is based on the weighted average number of
common shares outstanding during each period: 136,028,383 shares for the
three months ended January 1, 1994 and 129,154,484 for the three months
ended December 26, 1992. See page 8 of this report.

Cash dividends have never been paid by the Corporation.

The accompanying notes are an integral part of these tinincill
statements.




REVENUES

Product sales....
Service and other revenues.......

TOTAL OPERATING REVENUES......

DIGITAL EQUIPMENT CORPORATION

CONSOLID‘TED STATEMENTS OF OPERATIONS

(Dollars in thousands except per share data)

PR

COSTS AND EXPENSES

Cost of product sales........ seeee

Service expense and cost of other :ovonuou oo

Research and engineering expenses.
Selling, general and

Operating loss

Interest income
Interest expense...

LOSS BEFORE INCOME TAXES AND CUMULATIVE
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE...

PROVISION FOR INCOME TAXES....

LOSS BEFORE CUMULATIVE EFreCT OF

CHANGE IN ACCOUNTING PRINCIPLE.......

CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING

PRINCIPLE

administrative expenses..

nr mss..-.o..to..n.n.’..to‘o....l.oo......t-

LOSS BEFORE CUMULATIVE EFFECT OF CHANGE IN
ACCOUNTING PRINCIPLE PER COMMON SHARE.......

CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING
’RINCIP“ Pncwou sml..'..............

NET LOSS PER COMMON SHARE

(1) cccecocensns

- e

Six-Month Period Ended

January 1,
1954

$ 3,216,928
3,052,099

6,269,027

2,093,707
1,912,350

645,665
1,780,895

( 163,590)
29,284
35,034

( 169,340)
6,031

( 175,37)

20,042

$ ( 155,329)

$ (1.29)
.14
$ (1.15)

December 26,
1992

$§ 3,735,055
3,268,687

7,003,742

2,136,455
2,075,920

810,320
2,308,493

( 327,486)
27,425
16,344

( 316,405)
18,000

( 334,405)

0

$§ ( 334,405)

$ (2.60)

$ (2.60)




(1) Net loss per share is based on the

common shares cutstanding during each period: 135,519,380

six months ended January 1,

December 26, 1992. See page 9 of this

Cash dividends have never been paid by the Corporation.

weighted average number of
shares for the
1994 and 128,578,210 for the six months ended
report.

The accompanying notes are an integral part of these financial

statements.
DIGITAL EQUIPMENT CORPORATION
CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)
January 1,
1994
ASSETS S RET O

CURRENT ASSETS

Cash and cash equivalents............ oio)s s'n'sse
Accounts receivables, net of allowances
of $100,548 and o K P S SRR Y o b S -
Inventories
Raw materials..... Te'a e s vlo i 1% 5.670% s srateielale e
Work-in-process............. s/a eI N TS ae e 25 o
Finished goods........ 8. & aialelle o518 "e o s ike e ln sl et
Total inventories........ T L i ST R A S S

Prepaid expenses and dofo::;d income taxes...

TOTAL CURRENT BBEETE. 355 5l 575 00siae aisls

SR s e

Property, plant and equipment, at cost.......
Less accumulated depreciation................

Net property,

plant and equipment............
Other

....t..o.oo..0....-...0...0.0.....000no

TOTAL ”s'?s.'00'0-...0oo-.'..-o.oyunoonclocc

The accompanying notes are an integral part of these financial

$§ 1,147,257
2,795,969

403,800
606,630
939,926
1,950,356
405,669

6,299,251

7,145,929
4,000,269
3,145,660
923,846
$ 10,368,757
BESOEEE WS RETm

July 3,
1993

§ 1,643,195
3,020,252

331,506
502,200
921,434
1,755,140
463,928

6,882,515

7,193,430
4,015,139
3,178,291
889,537

§ 10,950,343

“-mnm

statements.




LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES

Bank loans and current portion

of long=term debt......ccietrrrirnnncnnanns
Accounts payable.....cscverserescnns seseece s
Income taxes payable........ yain e mmieis einioine e e oo

Salaries, wages and related items....

Deferred revenue and customer advances.......
ReStructuring FeSeIVe....ccoorevssssossssvssans
Other current liabilities......ccvcccccnacens

TOTAL CURRENT LIABILITIES........

Noncurrent deferred income taxes...... AT
Long-term debt...... orale s oie%a s lorale ale!n a i e wre ale s b e
Postretirement benefits.......... R S 53 e i

TOTAL LIABILITIES......covvves cesen
STOCKHOLDERS' EQUITY

Common stock, $1.00 par value; authorized
450,000,000 shares; issued 137,889,665

and 135,489,805 shares........ Ihele s selea e s
Additional paid-in capital......... seaebiene s
Retained @arnings......ccovvvssans Sis s hlaleeis s

Treasury stock at cost, 0

and 497,551 shares............. STeis eleis’s sio7e

TOTAL STOCKHOLDERS’ EQUITY....

TOTAL LIABILITIES AND STOCKHOLDERS'
EQUITY..ccvcesnce cececsssens

January 1,
1994

$ 11,574
767,055
11,026
552,626
960,493
442,705
553,793
3,299,272
26,369
1,017,360
1,195,805

5,538,806

137,850
2,937,205
1,754,856

4,829,951

$10,368,757

July 3,
1993

$ 21,335

822,434
57,614
556,151
1,138,323
738,989
583,868

3,918,714

1,017,577
1,128,653

6,064,944

135,450
2,851,960
1,937,627

(39,678)

4,885,399

$10,950,343

The accompanying notes are an integral part of these financial statements.



DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
HOLHLOBB . oohinidoininieeassnoennseed SR

Adjustments to reconcile net loss to
net cash used by operating activities:

DOPTOCIBELODL S o oo oo oos's pln'snissd oisinoiaeals sia's o
AROE T AR RE L ORI L 8 oo ie/aininiers oo s mia e nle o8 la
Other adjustments to net loss............
Decrease in accounts receivable..........

InCrease in inventories........o00veueunn
(Increase) /decrease in prepaid expenses..
Decrease in accounts payable.............
Increase/ (decrease) in taxes.............
Increase in salaries, wages, benefits
& TOLALOA LEOME. . . ... aveiinimebiole sstiosioris
Decrease in deferred revenues and
cuntomer advances...... plals 0 el Biaia slls Miete\etern
Decrease in restructuring reserves.......
Decrease in other current liabilities....

SQCAL AGTUSEMONES c i o 5a o'did ala 4/0s o d BB o u'e
Net cash flows from operating activities.....
CASH FLOWS FROM INVESTING ACTIVITIES:

Investment in property, plant and equipment. .
Proceeds from the disposition of net property,
Plant, and equUipment.....covvvuvnncennnnnns
Investment in other assets...................
Proceeds from disposition of other assets....

Net cash flows from investing activities.....

Net cash flows from operating and
investing activities................ .

The accompanying notes are an integral part of these financial

Six-Month Period Ended

January 1,
1994

$ ( 155,329)

301,722
60,996
84,002

224,283

(185,216)
82,145

(55,379)

(66,782)

63,627

(177,830)
(341,584)
(65,303)

(85,319)

(240, 648)

(348,070)

53,620
(35,993)
3,238

(331,205)

(571,853)

December 26,
1982

$ (334,405)

346,923
67,240
141,000
462,248
(218,196)
(33,375)
(212,856)
89,666

75,238

(230,152)
(451,215)
(61,333)

(24,812)

(359,217)

(256,463)

25,279
(218, 633)

(449,817)

(809, 034)

statements.




CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from the issuance of debt. a¥ale shorele
Payments to retire debt............
Issuance of common and treasury ahn:o-.......

Net cash flows from financing activities.....

Net increase (decrease) in cash and cash
equivalents.......
Cash and cash oquivalontl at the
beginning of the year.....

Cash and cash equivalents at end of pericd...

The accompanying notes are an integral part of

12,950
(23,573)
86,538

75,915

(495,938)
1,643,195

$§ 1,147,257

741,320
(8,051)
103,933

837,202

28,168
1,337,172

$ 1,365,340

these financial statements.



DIGI?AL EQUIPMENT CORPORATION
COMPUTATION OF NET LOSS PER COMMON AND COMMON EQUIVALENT SHARE
(Dollars in thousands except per share data)

Three-Month Period Ended
January 1, December 26,
1994 1992
Net loss applicable to common and

common equivalent Shares......cccevveveneecs § (72,144) $ (73,859)
ERWE TSI O S  FEEESESOr R Em sy

Weighted-average number of common shares
outstanding during the period.......ccouevuuus 136,028,383 129,154,484

Common stock equivalents from application
of "treasury stock"™ method to exercised and
outstanding stock Options.....ccvvvvvenncnns 0 0

Total weighted-average number of common
and common equivalent shares outstanding

during the period.......ce0vvue. A SO s 7 136,028,383 129,154,484
IR T ER P TSR I S N OX e 0N Rl Wn C R B 2 Y. 3 Y F_R_F f—F)

Net loss per common and common

equivalent share....... o Al el nre 16 e arinllanie BN B (0.53) $ (0.57)
D ER IR I UR £R IR BS B9 O B 0w an BRI UF B OGP TR O £ 0N 06 AR BN ER

The accompanying notes are an integral part of these financial statements.




DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET LOSS PER COMMON AND COMMON EQUIVALENT SHARE

(Dollars in thousands except per share data)

S8ix~-Month Period Ended

January 1,
1994
Net loss applicable to common and
common equivalent Shares..........ccocvvveeees$ (155, 329)
DEL X S FR IR X SR A I O B A 1Y
Weighted-average number of common shares
outstanding during period.......cc000es0e.... 135,519,380
Common stock equivalents from application
of "treasury stock"” method to exercised and
ocutstanding stock OpPtionNs......ivvvvnnnnnnnns 0
Total weighted-average number of common
and common equivalent shares outstanding
during the period......... csescesssscssssscss 135,519,380

Net loss per common and common

equivalent share........... e Binio:e wialereialeiatelets drala ( 1.15)
T 30 BN IDN BE GRS R UK I ST oW an

December 26,
1952

] (334,405)

128,578,210

0

128,578,210

$ ( 2.60)
O TR a0 00 D N R T I ws

The accompanying notes are an integral part of these financial statements.




DIGITAL EQUIPMENT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note A - Significant Accounting Policies

Certain prior years’ amounts have been reclassified to conform with current
year presentation.

Note B - Income Taxes

The Corporation adopted Statement of Financial Accounting Standards
(SFAS) No. 109 - Accounting for Income Taxes, effective July 4, 1993.
The Corporation had previously accounted for income taxes under
Accounting Principles Board Opinion No. 11.

In the first quarter, the Corporation recorded a one-time benefit of $20
million, or $0.14 per share, for the recognition of previously unrecognized
tax benefits. There is no cash flow impact from the adoption of SFAS No.
109. The standard was adopted on a prospective basis and amounts presented
for prior years were not restated.

At July 4, 1993, the significant components of deferred tax assets and
liabilities upon the adoption of SFAS No. 109, were:

(dollars in millions)

Deferred Tax Deferred Tax
Assets Liabilities
Inventory~related
transactions $§ 138 $ 7
Depreciation 66 41
Postretirement benefits 358 -
Restructuring 235 -
Tax loss carryforwards (a) 1,025 -
Tax credit carryforwards 149 -
Other 283 234
Gross deferred tax balances 2,254 282
Valuation allowance 1,805 -
Net deferred tax balances § 4495 § 282
ST IS 32 8T OF M X =
10




The deferred tax assets (a) of §1.0 billion represent $2.8 billion of net
operating loss carryforwards on a tax return basis which will generally
expire as follows: $150 million in 1998, $1.2 billion in 2007, $800
million in 2008, and the remainder thereafter. Tax credit carryforwards
will generally expire as follows: §40 million in 2001, $50 million in
2002, $40 million in 2003, and the remainder thereafter.

On August 10, 1993, the Omnibus Budget Reconciliation Act of 1993 was
signed into law. This act, among other things, raises the U.S. corporate
statutory tax rate from 34% to 35%. Due to the net operating loss
carryforwards, the Corporation does not expect the change in the statutory
tax rate to have a material impact on the Corporation’s consolidated
financial position or results of operations for the foreseeable future.

Note C - Preferred Stock

On November 4, 1993, the stockholders of the Corporation approved an
amendment to the Corporation’s Restated Articles of Organization to
authorize the issuance of up to 25,000,000 shares of preferred stock.

Note D - Subsequent Event

On January 21, 1994, the Corporation filed with the Securities and Exchange
Commission a shelf registration statement on Form 8-3 under the Securities

Act of 1933, as amended, covering the registration of securities, including
senior and subordinated debt securities, preferred stock, depositary shares
and warrants to purchase equity and debt securities (the "Securities"), in

an aggregate amount of $§l1 billion. The Securities may be offered frou time
to time in amounts, at prices and on terms to be determined at the time of

sale. The Corporation believes the shelf registration provides additional

financing flexibility to meet potential future funding requirements and to

take advantage of potentially attractive capital market conditions.

Subsequent to the end of the second quarter of fiscal 1994, the
Corporation’s annual facility fee on its three-year $750 million committed
credit facility was increased from 0.175% to 0.250%.
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MANAGEMENT'’S DISCUSSION AND ANALYSIS OF RESULTS OF
OPERATIONS AND FINANCIAL CONDITION

As an aid to understanding the Corporation’s operating results, the
following tables indicate the percentage relationships of income and
expense items included in the statements of operations for the most recent
quarter and six-month period ended January 1, 1994 and the corresponding
quarter and six-month period ended December 26, 1992 of the preceding
fiscal year and the percentage changes in those items for such periods.
Components of total costs of operating revenues are shown as percentages of
their related revenues.

Income and Expense Items

as a Percentage of
Total Operating Revenues (a)

Three-Month Period Ended

8ix-Month Period Ended

Income and Jan. 1, Dec. 26, Jan. 1, Dec. 26,
Expense Itenms 1994 1992 1954 1992
Product sales 51.0% 53.3% 51.3% 53.3%
Service and other revenues 49.0% 46.7% 48.7% 46.7%
Total operating revenues 100.0% 100.0% 100.0% 100.0%
Cost of product sales 67.0% 56.8% 65.1% 57.2%
Service expense and cost

of other revenues 60.8% 61.4% 62.7% 63.5%
Total cost of operating

revenues 63.9% 58.9% 63.9% 60.1%
Research and engineering

expenses 10.2% 11.0% 10.3% 11.6%
Selling, general and

administrative expenses 27.9% 31.9% 28.4% 33.0%
Operating loss (2.0%) (1.8%) (2.6%) (4.7%)
Interest income 4% .4% . 5% .4%
Interest expense 5% .3% .6% 2%
Loss before income taxes

and cumulative effect of

change in accounting

principle (2.1%) (1.8%) (2.7%) (4.5%)
Provision for income taxes .18 2% 1% . 3%
Loss before cumulative

effect of change in

accounting principle (2.2%) (2.0%) (2.8%) (4.8%)
Cumulative effect of

change in accounting

principle 0.0% 0.0% . 3% 0.0%
Net loss (2.2%) (2.0%) (2.5%) (4.8%)

R PR DN S5 OE OF BV EX ER Y =W WD ST SN EXPN CE B B3 TN UM mT O R AT Eemmnm

Note (a) Percentage of operating revenues may not be additive due to

rounding.
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Percentage Increases

(Decreases)

Three-Month
Period Ended
Jan. 1, 1954

v..

Income and Expense Items Dec. 26, 1992
Product sales (16 &)
Service and other revenues [y o 3
Total operating revenues (12 %)
Cost of product sales ( 0%)
Service expense and cost of other

revenues . ( 9 %)
Total cost of operating

revenues ( 48)
Research and engineering

expenses ( 18 &)
Selling, general and administrative

expenses ( 23 %)
Operating loss ( 2 %)
Interest income ( 15 %)
Interest expense 23 %
Loss before income taxes and

cumulative effect of change in

accounting principle 6 %
Provision for income taxes ( 65 %)
Loss before cumulative effect of

change in accounting principle . 228)
Cumulative effect of change in

accounting principle -
Net loss ; ( 2 %)

NM=Not meaningful

13

S8ix-Month

Period Ended
Jan. 1, 1954

vs.
Dec. 26,1992

( 14 %)
( 7%

(10 %)
( 2%

( 8 %)
( S §%)
(20 %)
(23 %)
( 50 %)
100+%

( 46 %)
( 66 §)

( 48 §)

( 54 %)



REVENUES

Total operating revenues for the first six months of fiscal 1994 were
$6.27 billion, down 108 from the comparable period a year ago. Total
operating revenues included product sales of $3.22 billion, down 14% from a
year ago and service and other revenues of §3.05 billion, down 7%.
Operating revenues from customers outside the United States were $3.86
billion or 61% of total operating revenues, compared with $4.47 billion or
64% of total operating revenues for the comparable six-month period last
year. The Corporation continued to experience a significant decrease in
European revenues, as well as a decline in U.S. revenues, partially offset
by revenue growth in the Asia Pacific region and lLatin America. Total
operating revenues for the quarter and first six months were negatively
affected by foreign currency exchange rate fluctuations.

For the quarter ended January 1, 1994, total operating revenues were
$3.25 billion, down 12% from the comparable period a year ago. Product
sales were $1.66 billion, down 16% and service and other revenues were
$1.59 billion, down 7%. Operating revenues from customers outside the
United States were $2.04 billion or 63% of total operating revenues; this
compared with $2.41 billion or 65% of total operating revenues for the
second quarter of fiscal 1953.

Although revenues from the sale of Alpha AXP systems continue to grow,
and represented approximately 10% of product sales for both the quarter and
first six months, the Corporation continues to experience a significant
decline in demand for its VAX systems. Product sales for the quarter and
firit six months were positively affected by a growth in demand for
personal computers and Alpha AXP workstations, as well as storage devices
and networking products.

The decline in service revenues over the comparable periods of fiscal
1993 was due principally to lower levels of revenue from the Corporation’s
VAX/VMS systems maintenance business, as well as the greater reliability
of, and lower maintenance revenues associated with newer products. This
was partially offset by an increase in revenues from maintenance of
products manufactured by other companies. In addition, the Corporation is
becoming more selective in pursuing consulting and systems integration
opportunities, increasing its focus on the profitability of projects; as a
result, revenues from consulting and systems integration services were down
slightly for the quarter and essentially flat for the first six months
compared with the comparable periods a year ago.

The Corporation continues to take actions to respond to changes in
industry demand, economic conditions and other factors affecting the
Corporation’s business. 1In October, the Corporation announced new open
client-server products and related software and service products. The
Corporation continues to seek alliances with other companies and to focus
its resources in order to offer products and services which meet customer
needs for open systems. Just after the close of the second quarter, the

14




Corporation announced that it had hired a new general manager to lead its
European operations. The Corporation also is focusing on increasing market
penetration by improving its direct sales efforts, targeting the growing
small and medium enterprise information technology market and expanding its
use of resellers and other indirect channels of distribution.

EXPENSES AND PROFIT MARGINS

The Corporation recorded an operating loss of $66 million for the
second quarter of fiscal 1994, compared with an operating loss of $68
million in the second quarter & year ago. For the first six months, the
Corporation recorded an operating loss of $164 million, compared with an
operating loss of $327 million for the comparable period a year ago.

Gross profit on product sales for the quarter and first six months
declined from the comparable periods a year ago. Product gross margin
(gross profit as a percentage of product sales) represented 33% and 35% of
product sales, respectively, down 10 and 8 percentage points, respectively,
from the comparable periods last year. The decline in product gross profit
resulted from the decrease in product sales, a continued shift in the mix
of product sales toward personal computers and Alpha AXP-based systems
which typically carry lower margins than the Corporation’s VAX systems,
competitive pricing pressures and unfavorable currency exchange rate
fluctuations, partially offset by manufacturing cost efficiencies.

Gross profit on service revenues for the quarter and first six months
declined slightly frca the comparable periods a year ago. 8Service gross
margin (gross profit as a percentage of service revenues) represented 35%
and 37% of service revenues, respectively, slightly higher than the
comparable periods of fiscal 1993. The modest decline in service gross
profit resulted principally from lower service revenues, partially offset
by increased efficiency in service delivery and an increased focus on the
profitability of consulting projects.

Spending on research and engineering (RE&E) in the quarter totaled $331
million, a decrease of 18% from the $405 million of the comparable quarter
a year ago. For the first six months, RiE spending totaled $646 million,
down 20% from the $810 million of the comparable period last year. The
Corporation is focusing its current RLE investments on maintaining a
strong, market-driven product set and on attaining and sustaining
technology leadership in selected areas.

Selling, general and administrative (SG&A) expenses totaled §509
million in the quarter, down 23% from the $1.18 billion of the comparable
quarter a year ago. For the first six months, 8G&A spending totaled §1.78
billion, down 23% from the $2.31 billion of the comparable period in fiscal

1993.

While spending for R&E and SGEéA is declining, the Corporation believes
its cost and expense levels are still too high for the level and mix of

15



total operating revenues. The Corporation is reducing expenses by
streamlining its product offerings and selling and administrative
practices, resulting in reductions in employee population, closing and
consolidation of facilities and reductions in discretionary spending. The
Corporation believes that the remaining restructuring reserve of $443
million is adequate to cover presently planned restructuring actions. The
Corporation will continue to take actions necessary to achieve a level of
costs appropriate for its revenues and competitive for its business.

Interest income for the quarter and first six months was $12 million
and $§29 million, respectively. Interest expense for the quarter and first
six months was $15 million and $35 million, respectively, up from the
comparable periods a year ago due to the issuance of $1 billion aggregate
principal amount of long-term debt in fiscal 1993. Interest expense for
the second quarter includes the differential received on interest rate swap
agreements entered into in the first quarter of fiscal 1994 relating to
$750 million of long-term debt.

Tax expense for the quarter and first six months was $2 million and $6
million, respectively. The tax expense reflects taxes provided for
profitable non-U.S. operations and an inability to recognisze U.S. tax
benefits from operating losses.

The Corporation adopted Statement of Financial Accounting Standards
(SFAS) No. 109 = Accounting for Income Taxes, effective July 4, 1953. The
Corporation had previously accounted for income taxes under Accounting
Principles Board Opinion No. 11. 1In the first quarter of fiscal 1554, the
Corporation recorded a one-time benefit of $20 million, or $0.14 per share,
for the recognition of previously unrecognized tax benefits. There is no
cash flow impact from the adoption of SFAS No. 105. The standard was
adopted on a prospective basis and amounts presented for prior years were
not restated (see Note B).

AVAILABILITY OF FUNDS TO SUPPORT CURRENT AND FUTURE OPERATIONS

Cash and cash equivalents totaled $1.15 billion at the end of the
quarter, down from $1.64 billion at the end of fiscal 1553. The net
decrease in cash and cash equivalents for the quarter was $127 millioen.

Operating activities generated $6 million of cash for the gquarter, and
used $241 million of cash for the first six months of fiscal 1994. Cash
used for the first six months was due principally to restructuring
activities, higher inventory levels and the operating loss, partially
offset by a decrease in accounts receivable.

Net cash used for investing activities was $198 million for the quarter
and $331 million for the first six months. Capital spending was $181




million for the quarter and $348 million for the first six months,
consisting principally of investments in semiconductor and storage
technology facilities and equipment. During the first six months, the

v Corporation generated $57 million in cash proceeds from the disposal of
property, plant and equipment and other assets, principally as the result
of restructuring activities.

Net cash from financing activities was $65 million for the quarter, due
principally to the issuance of common stock under the Corporation’s
enmployee stock plans.

On January 21, 1994 the Corporation filed with the Securities and
Exchange Commission a shelf registration statement on Form 8-3 under the
Securities Act of 1933, as amended, covering the registration of
securities, including senior and subordinated debt securities, preferred
stock, depositary shares and warrants to purchase equity and debt
securities (the "Securities”), in an aggregate amount of $1 billion. The
Securities may be offered from time to time in amounts, at prices and on
terms to be determined at the time of sale. The Corporation believes the
shelf registration provides additional financing flexibility to meet
potential future funding requirements and to take advantage of potentially
attractive capital market conditions (see Note D).

. The Corporation historically has maintained a conservative capital
structure, and believes that its current cash position and access to
capital markets are adequate to support current and future operations.

® * * =N

The accompanying consolidated balance sheets, statements of operations
and statements of cash flows reflect all adjustments of a normal recurring
nature which are, in the opinion of management, necessary to a fair
statement of the consolidated financial position at January 1, 1994 and the
consolidated results of operations and the consolidated statements of cash
flows for the interim periods ended January 1, 1994 and December 26, 1992.
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PART II. OTHER INFORMATION

4.1 Articles of Amendment filed with the Secretary of State of

the cOnnonwollth of Massachusetts on November 4, 1993

as Exhibit 4.3 to the Corporation’s Registration statement on
rorm 5-3, No. 33-51987 and incorporated herein bY reference) .

(b) Reports on rorm 8-K.

No reports on Form 8-K were giled by the Corporation during the

period covered by this report.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934,
the registrant has duly caused this report to be signed on its behalf by
the undersigned thereunto duly authorized.

DIGITAL EQUIPMENT CORPORATION
(Registrant)

By /s/ William M. Steul
lIéIIln M. Steul

Vice President, Finance and
Chief Financial Officer

(Duly Authorized Officer and
Principal Financial Officer)

February 4, 1994
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DIGITAL EQUIPMENT CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollars in thousands except per share data)
Three-Month Period Ended
March 27,

REVENUES
1,749,621 1,767,372

1,509,168 1,686,304

TOTAL OPERATING REVENUES

COSTS AND EXPENSES

Cost of product sales 1,210,478 1,049,968
Service expense and cost of other revenues.... 946,800 1,030,728
Research and engineering expenses 316,767 350,423
Selling, general and administrative expenses., . 954,903 1,050,600

170,159)
8,697

183,306)

185,081)

1.34)

(1) Net loss per share is based on the weighted average number of
common shares outstanding during each period: 137,897,533 shares for the
three months ended April 2, 1994 and 131,553,881 for the three months ended
March 27, 1993. See page 8 of this report.

The accompanying notes are an integral part of these financial statements,
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DIGITAL EQUIPMENT CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

(Dollars in thousands except per share data)

Nine-Month Period Ended

April 2,
1994

REVENUES

Product sales....... WA TR PO R W O 4= - K $ 4,966,549
Service and other revenues........... . eiie ol 4,561,267
TOTAL ) OPERATING ‘REVENUES o/css:e o nieo sia 06 66 ¢ aralsle o 9,527,816
COSTS AND EXPENSES

CoBL 1OL (ProduCE BRIGES ol sinte oo stelswisis s sse s onioimn o 3,304,185
Service expense and cost of other revenues.... 2,859,150
Research and engineering expenses............. 962,432
Selling, general and administrative expenses.. 2,735,798
OPSTREING] JOEE < T o e et ol i T T o s tararces st o S ( 333,749)
INCETOBEFLTICOMG <. vl o s 1ahe /sl aiereotoloaats et o s e et 37,981
INCEXEst @XPENBC. .. csisassisisanin'snss A R S 51,577

LOSS BEFORE INCOME TAXES AND CUMULATIVE
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE.... ( 347,345)

PROVISION FOR INCOME TAXES. . .vecoosceccnnsna . 11,332

LOSS BEFORE CUMULATIVE EFFECT OF

CHANGE IN ACCOUNTING PRINCIPLE.............. ( 358,677)
CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING

PRINCIPLE .. i e ssuios teessssessssssessnsennas 20,042
MET " LOBE N orsle v o e s eileimes s ain @) eiale w'e ni@)nlecera aivisieie & ( 338,635)
Dividends on preferred stock..... *i6le oibeieatatalsre 1,775

Net loss applicable to common StocK........... S 340,410)

$ 5,502,427
4,954,99

3,186,464
3,106,648
1,160,743
3,359,093

( 355,530)
43,750
32,746

LOSS BEFORE CUMULATIVE EFFECT OF CHANGE IN

ACCOUNTING PRINCIPLE PER COMMON SHARE..... oo S( 2.64)
CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING

PRINCIPLE PER COMMON SHARE....,. cecsee csececs .14
NET LOSS PER COMMON SHARE (1)....... sessaceses 9 2.50)




(1) Net loss per share is based on the weighted average number of

common shares outstanding during each period:
nine months ended April 2,
March 27, 1993. See page 9 of this report.

The accompanying notes are an integral part of these

DIGITAL EQUIPMENT CORPORATION
CONSOLIDATED BALANCE SHEETS

(Dollars in thousands)

April 2,
1994

ASSETS
CURRENT ASSETS
Cash and cash equivalents.................... $ 1,263,551
Accounts receivables, net of allowances

Of $10153509 and BITD - T68 .00 0 b anthh s 2,925,188
Inventories

RAW MACETIRTS <00 vaitrarels s b asio oo b v ot s 497,340

NOER=ENSPrOCOBS s o5 s14's s/ ax sl s o rsls b e ST o 640,798

FAnLale A BOONS T 55wl s o vnnio o ares gl L5 1,026,695
TOBR A NYEDE O T M e T, o i o e A e i o 2,164,833
Prepaid expenses and deferred income taxes, .. 402,218
TOTAL CURRENT ASSBETSE: . . o seis o aioias os5mnbionnsn 6,755,790
Property, plant and equipment, at cost....... 7,116,943
Less accumulated eLyeb el Yob o8 LT TS S e A 3,980,454
Net property, plant and equipment............ 3,136,489
Other assets........... afele a0 o i oS RiNR o4 s 6 v ale'e 902,822
TOTAL ASSETS..... Slaies olle Biblere s A P, S . $ 10,795,101

136,312,098 shares for the
1994 and 129,570,101 for the nine months ended

financial statements.

$ 1,643,195
3,020,252

331,506
502,200
921,434
1,755,140
463,928

7,193,430
4,015,139
3,178,291

889,537

§ 10,950,343

The accompanying notes are an integral part of these financial statements.




April 2, July 3,

1994 1993

LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES
Bank loans and current portion

of long-term debt....... 51814 9T e wiopeis e e oiuiare o) - 10,620 $ 21,335
Accounts payable........ weieie s s /e o0 e viea o 00 e 0o 877,058 822,434
Income taxes payable...........ouuuun.. oio v s aid 10,154 57,614
Salaries, wages and related items.......... oo 597,999 556,151
Deferred revenues and customer advances...... 1,156,952 1,138,323
RS U UL NG T SOV e oo io/n s o e on e o bt EEE 276,341 738,989
Current deferred income taxes................ 35,228 -
Other current liabilities.............ccovuu.. 509,157 583,868
TOTAL CURRENT LIABILITIES. <. ccvuoocsnseocnnes 3,473,509 3,918,714
Noncurrent deferred income taxes............. 26,369 -
Long-term debt..... 00 RN W01, e o 0.0 o o 1 Rl 1,017,427 1,017,577
Postretirement benefits....... s.e| ousheie e una YEE 1,239,573 1,128,653
TOTAL TIABILI T IE S . arh e IRt o B, DLt e e T 5,756,878 6,064,944

Contingencies (Note D)

STOCKHOLDERS’ EQUITY
Preferred stock, $1.00 par value; authorized

25,000,000 shares; 4,000,000 shares of

Series A 8-7/8% Cumulative Preferred Stock

issued and outstanding.......coeeeennnnnn.. 4,000 -
Common stock, $1.00 par value; authorized

450,000,000 shares; 137,882,661 and

135,489,805 shares issued.................. 137,883 135,490
Additional paid-in CRPAERL R o v ov vaorars oe B orelaitle 3,326,565 2,851,960
Retained earnings........ i, TR Lol 1,569,775 1,937,627
Treasury stock at cost, 0

and 497,551 shares...... Sr0liale e e e b 0l0 ars e alate - (39,678)
TOTAL STOCKHOLDERS’ EQUITY......c000nc.. Wi v wiels 5,038,223 4,885,399

TOTAL LIABILITIES AND STOCKHOLDERS’
RO Y e e s v oelealate 9/6's 0 oo s u b e N o neeeein e $10,795,101 $10,950, 343

The accompanying notes are an integral part of these financial statements.




DIGITAL EQUIPMENT CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net 108SS....... oa'al niuniosnie e /0 81810 W6 IS o6 esalhlalsre)ale -

Adjustments to reconcile net loss to
net cash provided by operating activities:

Depreciation....coeeeess B SR TR RO IO 20
AmortizationN...ceeeeeses oleie B e eles s S 0w r0e 8 9 &
Other adjustments to net loss............
Decrease in accounts receivable..........
Increase in inventoriesS.....ccoesssvvevens
(Increase) /decrease in prepaid expenses..
Increase/ (decrease) in accounts payable..
Increase/ (decrease) in taxes..........c...
Increase in salaries, wages, benefits

& related iteMS...ccccceoroscoscsncnanna
Increase/ (decrease) in deferred revenues

& customer advances..... o Rielaleie e el nlv el hh
Decrease in restructuring reserves.......
Decrease in other current liabilities....

Total adjustmentsS.....ceoveesesssosssossasnnns
Net cash flows from operating activities.....
CASH FLOWS FROM INVESTING ACTIVITIES:

Investment in property, plant and equipment..
Proceeds from the disposition of property,
plant and equipment......ccvvvranccrncanenn
Investment in other assets........... o oasieines
Proceeds from disposition of other assets....

Net cash flows from investing activities.....

Net cash flows from operating and
investing activities.......cotvtttnenennnnn

Nine-Month Period Ended

439,989
82,952
104,577
95,064
(409, 693)
85,759
54,624
(67,654)

152,768
18,629

(507,948)
(76,486)

(514,382)

76,250
(61,144)
23,516

March 27,

1993

(364,526)

528,407
100,826
157,037
584,954
(200,842)
(15, 944)
(244,428)

93,165

106,399
(67,859)

(672,853)
(55,673)

(358,419)

36,079
(244,432)

The accompanying notes are an integral part of these financial statements.
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CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds
Payments
Proceeds
Issuance

from the issuance of debt...........
tO TOLITE HeDL S il i s 0/8s « vialiele ouals
from the sale of preferred stock....
of common and treasury shares,

including Cax DEneLLESL . .\ i eisie'e olsr o sretare

Net cash

flows from financing activities.....

Net increase/ (decrease) in cash and cash
equivalentsS....ccoeee R ln s al's S14n)0ue orS) o b Vo eaae

Cash and

cash equivalents at the

beginning of the year......cceeeveeecennans

Cash and

cash equivalents at end of period...

11,017
(22,749)
387,258

(379, 644)

1,643,195

$ 1,263,551

741,673
(14,880)

106,231

214,915

1,337,172

$ 1,552,087

The accompanying notes are an integral part of these financial statements.



DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET LOSS PER COMMON AND COMMON EQUIVALENT SHARE
(Dollars in thousands except per share data)

Three-Month Period Ended

April 2, March 27,
1994 1993

Net loss applicable to common and
common equivalent ShareS...........eooeeu... $ (185, 081) £ {, 480.121)
Weighted-average number of common shares
outstanding during the period............... 137,897,533 131,553,881
Common stock equivalents from application
of "treasury stock™ method to exercised and
outstanding stock options........... Slsteiatnis ota 0 0
Total weighted-average number of common
and common equivalent shares outstanding
GQUZIng The PETROA: S (s o olimies wiatelo iy s gl e 137,897,533 131,553,881
Net loss per common and common
QQUIVALENL SHBTYE. . 's o/als o/s'oepin s s e /oo aisele b0 » $ (1.34) $ KL v23)

The accompanying notes are an integral part of these financial statements.,




DIGITAL EQUIPMENT CORPORATION

COMPUTATION OF NET LOSS PER COMMON AND COMMON EQUIVALENT SHARE

(Dollars in thousands except per share data)

Nine-Month Period Ended

April 2,

1994 1993
Net loss applicable to common and
common equivalent SharesS.........ceeeeesanans $ ( 340,410) $ (364,526)
Weighted-average number of common shares
outstanding during period.....ccecveccccssnscas 136,312,098 129,570,101

|

Common stock eguivalents from application
of "treasury stock"™ method to exercised and
outstanding Stock OPtiONS...cvseesssccsssccns 0 0
Total weighted-average number of common
and common equivalent shares outstanding
AREINGIThS PETROAL Llls o 2s/s a:o ate's siarace o nials a’sareiais o 136,312,098 129,570,101
Net loss per common and common
eQUAVALENt ‘BhATES . s viivsssosséioesesassedesess $ ( 2.50) S ( 2.81)

The accompanying notes are an integral part of these financial statements.



DIGITAL EQUIPMENT CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note A - Significant Accounting Policies

Certain prior years’ amounts have been reclassified to conform with current
year presentation.

Note B - Income Taxes

The Corporation adopted Statement of Financial Accounting Standards
(SFAS) No. 109 - Accounting for Income Taxes, effective July 4, 1993.
The Corporation had previously accounted for income taxes under
Accounting Principles Board Opinion No. 11.

In the first quarter, the Corporation recorded a one-time benefit of $20
million, or $0.14 per share, for the recognition of previously unrecognized
tax benefits. There is no cash flow impact from the adoption of SFAS No.
109. The standard was adopted on a prospective basis and amounts presented
for prior years were not restated.

At July 4, 1993, the significant components of deferred tax assets and
liabilities upon the adoption of SFAS No. 109, were:

(dollars in millions)

Deferred Tax Deferred Tax
Assets Liabilities
Inventory~-related

transactions 138 7
Depreciation 66 41
Postretirement benefits 358 -
Restructuring 235 -
Tax loss carryforwards (a) 1,025 -
Tax credit carryforwards 149 -
Other 283 234
Gross deferred tax balances 2,254 282
Valuation allowance 1,805 -
Net deferred tax balances 449 282
o ———

(a) The deferred tax assets of $1.0 billion represent $2.8 billion of
net operating loss carryforwards on a tax return basis.
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Tax loss carryforwards will generally expire as follows: $150 million in
1998, $1.2 billion in 2007, $800 million in 2008, and the remainder
thereafter. Tax credit carryforwards will generally expire as follows:
$40 million in 2001, $50 million in 2002, $40 million in 2003, and the

remainder thereafter.

On August 10, 1993, the Omnibus Budget Reconciliation Act of 1993 was
signed into law. This act, among other things, raises the U.S. corporate
statutory tax rate from 34% to 35%. Due to the net operating loss
carryforwards, the Corporation does not expect the change in the statutory
tax rate to have a material impact on the Corporation’s consolidated
financial position or results of operations for the foreseeable future.

Note C - Preferred Stock

On January 21, 1994, the Corporation filed with the Securities and Exchange
Commission a shelf registration statement on Form S-3 under the Securities
Act of 1933, as amended, covering the registration of securities, including
senior and subordinated debt securities, preferred stock, depositary
shares, and warrants to purchase equity and debt securities, in an
aggregate amount of $1 billion. In March 1994 the Corporation issued and
sold 16,000,000 Depositary Shares under the shelf registration, each
representing a one-fourth interest in a share of Series A 8-7/8% Cumulative
Preferred Stock (the "Series A Preferred Stock™), par value $1.00 per
share, of the Corporation. Dividends on the Series A Preferred Stock
accrue at the annual rate of 8-7/8% ($36 million in the aggregate).

The Series A Preferred Stock was offered to the public at $100 per share
($25 per Depositary Share) for a total of $400 million, leaving a balance
of $600 million of securities available for future issuance under the shelf
registration. The net proceeds of $387 million from the Series A Preferred
Stock offering will be used for working capital and other general corporate
purposes. The Series A Preferred Stock is not convertible into, or
exchangeable for, shares of any other class or classes of stock of the
Corporation. The Series A Preferred Stock is not redeemable prior to April
1, 1999. On or after April 1, 1993, the Corporation, at its option, may
redeem shares of the Series A Preferred Stock, as a whole or in part, for
cash at the redemption price per share of $100 ($25 per Depositary Share),
plus accrued and unpaid dividends to the redemption date. Upon
dissolution, liquidation or the winding up of the affairs of the
Corporation, the holders of the Series A Preferred Stock will be entitled
to receive $100 per share ($25 per Depositary Share), plus accrued and
unpaid dividends, before any distribution to holders of the Corporation’s

common stock.
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Note D - Subsequent Event

Subsequent to the end of the third quarter, the Corporation was named as a
defendant in several purported class action lawsuits filed in the :USS:
District Court for the Southern District of New York and the U.S. District
Court for the District of Massachusetts alleging violations of the Federal
securities laws arising from alleged misrepresentations and omissions in
connection with the Corporation’s issuance and sale of Series A 8-7/8%
Cumulative Preferred Stock (the "Series A Preferred Stock™) and the
Corporation’s financial results for the quarter ended April 2, 1994. The
Corporation’s directors, certain of its officers and the managing
underwriters of the Corporation’s Series A Preferred Stock offering were
also named as defendants in certain of the actions. Plaintiffs
alternatively seek unspecified monetary damages or rescission of their
purchase of the Series A Preferred Stock. The Corporation believes that
the claims asserted are without merit and intends to vigorously defend

itself against the claims.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF
OPERATIONS AND FINANCIAL CONDITION

As an aid to understanding the Corporation’s operating results, the
following tables indicate the percentage relationships of income and
expense items included in the statements of operations for the most recent
quarter and nine-month period ended April 2, 1994 and the corresponding
quarter and nine-month period ended March 27, 1993 of the preceding fiscal
year and the percentage changes in those items for such periods. Components
of total costs of operating revenues are shown as percentages of their

related revenues.

Income and Expense Items
as a Percentage of
Total Operating Revenues (a)

Income and April 2, March 27, April 2, March 27,
Expense Items 1994 1993 1994 1993
Product sales 53.7% 51.2% 52.1% 52.6%
Service and other revenues 46.3% 48.8% 47.9% 47.4%
Total operating revenues 100.0% 100.0% 100.0% 100.0%
Cost of product sales 69.2% 59.4% 66.5% 57.9%
Service expense and cost

of other revenues 62.7% 61.1% 62.7% 62.7%
Total cost of operating

revenues 66.2% 60.2% 64.7% 60.2%
Research and engineering

expenses 9.7% 10.1% 10.1% 11.1%
Selling, general and

administrative expenses 29.3% 30.4% 28.7% 32.1%
Operating loss (5.2%) ( .8%) ( 3.5%) ( 3.4%)
Interest income 3% 4% 4% .4%
Interest expense .5% 4% .5% .3%

Loss before income taxes
and cumulative effect of
change in accounting
principle (5.5%) ( .8%) ( 3.6%) ( 3.3%)

Provision for income taxes 2% .1% 1% 2%
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Loss before cumulative
effect of change in
accounting principle

Cumulative effect of
change in accounting
principle

Net loss

Dividends on preferred
stock

Net loss applicable to
common stock

(5.6%)

( .9%)

( 3.8%)

.2%

( 3.6%)

(3.5%)

Note (a) Percentage or operating revenues may not be additive due to

rounding.
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Income and Expense Items

Product sales

Service and other revenues

Total operating revenues

Cost of product sales

Service expense and cost of other
revenues

Total cost of operating
revenues

Research and engineering
expenses

Selling, general and administrative
expenses

Operating loss

Interest income

Interest expense

Loss before income taxes and
cumulative effect of change in
accounting principle

Provision for income taxes

Loss before cumulative effect of
change in accounting principle

Cumulative effect of change in
accounting principle

Net loss

Dividends on preferred stock

Net loss applicable to common stock

NM=Not Meaningful
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Percentage Increases

(Decreases)
Three-Month Nine-Month
Period Ended Period Ended
Apr. 2, 1994 Apr. 2, 1994
vs. vs.

Mar. 27, 1993 Mar. 27, 19893
( 21 %) (10 %)
( 11 %) ( 8 %)
( 6 %) ( 9%
15 & 4 %
( 8 %) ( 8 %)
4 % (2 %)
( 10 %) (17 %)
( 9 %) (19 %)
507 % (6 %)
( 47 %) (13 %)
1'% 58 %
533 % 1l %
165 % (43 %)
509 % { 2¢%)

. NM
509 % (7 %)

NM NM
514 % (7 %)




REVENUES

Total operating revenues for the first nine months of fiscal year 1994
were $9.53 billion, down 9% from the comparable period a year ago. Total
operating revenues included product sales of $4.97 billion, down 10% from a
year ago and service and other revenues of $4.56 billion, down 8%.
Operating revenues from customers outside the United States were $5.90
billion or 62% of total operating revenues for the first nine months,
compared with $6.71 billion or 64% of total operating revenues for the
comparable nine-month period last year. The Corporation continued to
experience a significant decrease in European revenues, as well as a
decline in U.S. revenues, partially offset by revenue growth in the Asia
Pacific region and Latin America.

For the quarter ended April 2, 1994, total operating revenues were
$3.26 billion, down 6% from the comparable period a year ago. Product
sales were $1.75 billion, down 1% and service and other revenues were $1.51
billion, down 11%. Operating revenues from customers outside the United
States were $2.04 billion or 63% of total operating revenues; this
compared with $2.24 billion or 65% of total operating revenues for the
third quarter of fiscal year 1993,

For the third quarter, revenues from the sale of Alpha AXP systems grew
more than 50% from the second quarter of fiscal year 1994, and represented
approximately 15% and 11% of product sales for the quarter and first nine
months, respectively. The growth in revenues from the sale of Alpha AXP
systems has been predominantly at the low-end. An increasing share of the
Corporation’s product sales are represented by low-end systems which are
lower priced than the Corporation’s traditional pProprietary mid-range
systems. The Corporation continues to experience a significant decline in
demand for its VAX systems.

Product sales for the quarter and first nine months were positively
affected by a growth in demand for Alpha AXP workstations, storage devices
and networking products, as well as personal computers. However, the
Corporation was unable to satisfy fully the better than expected customer
demand for certain of these products. The Corporation expects these shifts
in product demand to continue, and in response is adapting its logistical
systems to better satisfy demand.

The decline in service revenues over the comparable periods of fiscal
year 1993 was due principally to lower levels of revenue from the
Corporation’s VAX/VMS systems maintenance business and customers’ movement
away from maintenance contracts to maintenance on a "per call"™ or "as
needed"” basis. In addition, the greater reliability of, and lower
maintenance revenue associated with, newer, lower-priced products
contributed to the decline in service revenues over the quarter. Increased




competition in the maintenance business also has resulted in pricing
pressures. Additionally, over the last year, the Corporation has been more
selective in pursuing consulting and systems integration opportunities,
increasing its focus on the profitability of projects. The decline in
service revenues, including both the Corporation’s traditional maintenance
business and its newer consulting and systems integration services, was
most pronounced in Europe and was exacerbated by currency fluctuations as

described below.

Movements in currency exchange rates are one of many competitive,
industry and economic factors which affect the Corporation’s operating
results. The Corporation operates in approximately 100 countries in ma3jor
and emerging markets. Revenues and costs in non-U.S. operations, including
certain product costs, are denominated in applicable local currencies.
While the effects of foreign currency translation for a fiscal period are
included in applicable revenue and expense categories, they are difficult
to quantify precisely because the Corporation responds to movements in
currency exchange rates through pricing, expense, sourcing or other
management actions, as market conditions permit. The Corporation enters
into foreign exchange contracts, which generally have maturities which do
not exceed six months, covering most of its net monetary assets,
liabilities and firm commitments, to increase the predictability of the
rate at which non-U.S. revenues will be translated into U.S. dollars.
During the third quarter and first nine months of fiscal year 1994, the net
effect of foreign currency translation and gains and losses on foreign
exchange contracts was negative compared with the comparable periods a year

ago.
EXPENSES AND PROFIT MARGINS

The Corporation recorded an operating loss of $170 million for the
third quarter of fiscal year 1994, compared with an operating loss of $28
million in the third quarter a year ago. For the first nine months, the
Corporation recorded an operating loss of $334 million, compared with an
operating loss of $356 million for the comparable period a year ago.

Gross profit on product sales for the quarter and the first nine months
declined from the comparable periods of a year ago. Product gross margin
(gross profit as a percentage of product sales) represented 31% and 34% of
product sales, respectively, down 10 and 9 percentage points, respectively,
from the comparable periods last year. The decline in product gross profit
resulted from the Corporation taking aggressive pPricing actions and a
continued shift in the mix of product sales towards lower-priced,
lower-margin systems (including Alpha AXP-based systems, which have lower
margins than comparable VAX systems), partially offset by manufacturing
cost efficiencies.
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Gross profit on service revenues for the gquarter and first nine months
declined from the comparable periods a year ago. Service gross margin
(gross profit as a percentage of service revenues) represented 37% of
services revenues for both the quarter and the first nine months, down from
39% for the same quarter one year ago, but essentially unchanged compared
with the first nine months of fiscal year 1993. The decline in service
gross profit resulted principally from lower service revenues, pricing
pressures, changes in customer maintenance purchasing patterns away from
long-term service contracts, the effects of extended product warranties,
and the increasing reliability of hardware and software products, partially
offset by increased efficiency in service delivery and an increased focus

on the profitability of consulting projects.

Spending on research and engineering (R&E) in the quarter totaled $317
million, a decrease of 10% from the $350 million of the comparable quarter
a year ago. For the first nine months, R&E spending totaled $962 million,
down 17% from the $1.16 billion of the comparable period a year ago.

Selling, general and administrative (SG&A) expense in the quarter
totaled $955 million, down 9% from the $1.05 billion of the comparable
quarter a year ago. For the first nine months, SG&A spending totaled $2.74
billion, down 19% from the $3.36 billion of the comparable period in fiscal
year 1993. While spending for SG&A has declined from the comparable
periods last year, the Corporation believes its costs and expense levels
are not competitive for the products and services it offers and expects to
implement further cost reductions.

The Corporation is accelerating its ongoing restructuring efforts and

is currently evaluating and expects to undertake a wide range of additional
restructuring and cost-cutting actions during fiscal years 1995 and 1996,
including the reduction of its employee population by at least 20,000
persons, further spending reductions, the disposition of seven to ten
million square feet of owned and leased facilities, and the disposition or
divestiture of other assets and operations. As the Corporation continues
its examination of its business and cost structure, it may undertake
restructuring actions and cost-cutting activities in addition to those
currently being contemplated.

Interest income for the guarter and the first nine months was $§9
million and $38 million, respectively. Interest income was down from the
comparable periods a year ago due to lower cash balances. Interest expense
for the quarter and the first nine months was $17 million and $52 million,
respectively. Interest expense for the first nine months was up from the
comparable period a year ago due to the issuance of $1 billion aggregate
principal amount of long-term debt in the second and third quarters of
fiscal year 1993. Interest expense for the quarter and the first nine




months includes the differential received on interest rate swap agreements
entered into in the first quarter of fiscal year 1994 relating to $750

million of long-term debt.

Tax expense for the quarter and first nine months was $5 million
and $11 million, respectively. The tax expense reflects taxes provided for
profitable non-U.S. operations and an inability to recognize U.S. and
certain non-U.S. tax benefits from operating losses.

NEW ACCOUNTING STANDARDS

The Corporation adopted Statement of Financial Accounting Standards
(SFAS) No. 109 - Accounting for Income Taxes, effective July 4, 1993. The
Corporation had previously accounted for income taxes under Accounting
Principles Board Opinion No. 11. In the first quarter of fiscal year 1994,
the Corporation recorded a one-time benefit of $20 million, or $0.14 per
share, for the recognition of previously unrecognized tax benefits. There
is no cash flow impact from the adoption of SFAS No. 109. The standard was
adopted on a prospective basis and amounts presented for pPrior years were
not restated. (See Note B.)

In November 1992, the Financial Accounting Standards Board issued
SFAS No. 112 - Employers’ Accounting for Postemployment Benefits., SFAS No.
112 requires employers to recognize an obligation for benefits provided to
former or inactive employees after employment but before retirement. These
benefits include, but are not limited to, salary continuation, supplemental
unemployment benefits, severance benefits, disability-related benefits, job
training and counseling, and continuation of benefits such as health care
benefits and life insurance coverage. SFAS No. 112 requires employers to
recognize the cost of such benefits as an expense over the employee’s
working career, in those instances where the employee’s rights to such
benefits vest or vary based on an employee’s years of service, or as an
expense at the date of the event giving rise to the payment of the benefit,
The Corporation must adopt SFAS No. 112 effective at the beginning of
fiscal year 1995. Upon adoption, SFAS No. 112 requires the recognition of
a one-time charge to income for the costs of providing such postemployment
benefits (the "transition obligation") as of the beginning of the fiscal
year in which SFAS No. 112 is adopted.

The Corporation expects to adopt SFAS No. 112 in the fourth quarter
of fiscal year 1994. Based on current estimates, the Corporation’s
transition obligation will be $50 to $65 million. This transition
obligation represents principally the cost of providing medical, dental and
life insurance benefits coverage to individuals currently on long-term
disability during the estimated remaining period during which they will
receive disability benefits. The additional expense under the new standard,
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exclusive of the transition obligation, compared to the expense determined
under the Corporation’s existing practice is expected to be insignificant.
There will be no cash flow impact from the adoption of SFAS No. 112.

In November 1992, the Financial Accounting Standards Board issued
SFAS No. 115 - Accounting for Certain Investments in Debt and Equity
Securities. SFAS No. 115 expands the use of fair value accounting for
certain debt and equity securities,. The Corporation must adopt SFAS no.
115 by the first quarter of fiscal year 1995, The Corporation has not yet
determined when it will adopt SFAS No. 115. However, at the end of the
third quarter, the Corporation had unrecognized gains on long-term
investments of approximately $80 million that would be subject to SFAS No.

115 treatment.

AVAILABILITY OF FUNDS TO SUPPORT CURRENT AND FUTURE OPERATIONS

Cash and cash equivalents totaled $1.26 billion at the end of the
quarter, down from $1.64 billion at the end of fiscal year 1993 and up from
$1.15 billion in the prior quarter. The net increase of $116 million in
the gquarter was due principally to the receipt of $387 million of net
proceeds from the sale of preferred stock, as discussed below.

Net cash used by operating activities was $125 million for the
quarter and $366 million for the first nine months. Cash used for the
quarter and for the first nine months was due principally to operating
losses, restructuring activities and growth in inventory levels from year
end. Inventory levels increased principally as a result of the Corporation
acquiring materials to satisfy increased demand for Alpha AXP workstations
and personal computer products.

The restructuring reserve for current restructuring activities
decreased $167 million during the quarter. Restructuring actions utilized
cash of approximately $109 million for employee-related activities and $40
million for facilities-related and other actions. The remaining amount
represents non-cash charges. Cash used for restructuring actions was
provided by operating activities and the Corporation’s existing cash
balance. The Corporation estimates that approximately two-thirds of the
remaining reserve of $276 million will be used for restructuring activities
which will utilize cash in fiscal year 1994.

Net cash used for investing activities was $145 million for the
quarter and $476 million for the first nine months. Capital spending was
§166 million for the quarter and $514 million for the first nine months,
principally consisting of investments in semiconductor and storage
technology facilities and equipment. During the quarter and first nine
months, the Corporation generated $43 million and $100 million,
respectively, in cash proceeds from the disposal of property, plant and
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equipment and other assets, principally as the result of restructuring
activities and sale of equity investments.

Net cash from financing activities was $386 million for the quarter
and $462 million for the first nine months. Net cash generated from
financing activities for the first nine months was due Principally to the
sale of preferred stock in the third quarter, as discussed below,
generating net proceeds of $387 million, and the issuance of Common Stock
under the Corporation’s employee stock plans.

On January 21, 1994, the Corporation filed with the Securities and
Exchange Commission a shelf registration statement on Form S~-3 under the
Securities Act of 1933, as amended, covering the registration of
securities, including senior and subordinated debt securities, preferred
stock, depositary shares, and warrants to purchase equity and debt
Securities, in an aggregate amount of $1 billion. In March 1994, the
Corporation issued and sold 16,000,000 Depositary Shares under the shelf
registration, each representing a one-fourth interest in a share of Series
A B-7/8%, Cumulative Preferred Stock (the "Series A Preferred Stock"), par
value $1.00 per share, of the Corporation. Dividends on the Series A
Preferred Stock accrue at the annual rate of 8-7/8% ($36 million in the
aggregate) . (See Note C.)

The Corporation historically has maintained a conservative capital
structure, and believes that its current cash position and access to
capital are adequate to support current and anticipated restructuring
activities and operations. However, the Corporation’s need for, cost of
and access to funds are in part dependent on future operating results,

LA 2

The accompanying consolidated balance sheets, statements of operations and
Statements of cash flows reflect all adjustments of a normal recurring
nature which are, in the opinion of management, necessary to a fair
statement of the consclidated financial position at April 2, 1994 and the
consolidated results of operations and the consolidated statements of cash
flows for the interim periods ended April 2, 1994 and March 27, 1993,
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings

The Corporation has been named as a defendant in several pPurported class
action lawsuits filed in the U.S. District Court for the Southern District
of New York and the U.S. District Court for the District of Massachusetts
alleging violations of the Federal securities laws in connection with the
Corporation’s issuance and sale of Series A 8-7/8% Cumulative Preferred
Stock and the Corporation’s financial results for the quarter ended

April 2, 1994. (See Note D.)

Item 5. Other Information

Shortly after the close of the quarter, Edward E. Lucente, Vice President
for worldwide sales and marketing, resigned from the Corporation. The
Corporation announced that Enrico Pesatori, a Vice President of the
Corporation and general manager of its Personal Computer Business Unit, had
assumed the additional responsibilities of managing the Corporation’s
Systems Business Unit, including its worldwide sales and marketing

organization.
Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits

4.1 Certificate of Designation filed with the Secretary of State of
the Commonwealth of Massachusetts on March 28, 1994 (filed as
Exhibit 4.1 to the Corporation’s Report on Form 8-K filed on
March 23, 1994 and incorporated herein by reference).

(b) Reports on Form 8-K

The Corporation filed with the Securities and Exchange Commission
(the "Commission") a Report on Form 8-K on March 23, 1994. On
April 21, 1994, subsequent to the end of the period covered by
this report, the Corporation filed with the Commission a Report

on Form 8-K.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934,
the registrant has duly caused this report to be signed on its behalf by
the undersigned thereunto duly authorized.

DIGITAL EQUIPMENT CORPORATION
(Registrant)

By/a/William M. Steul
William M. Steul
Vice President, Finance and
Chief Financial Officer
(Duly Authorized Officer and
Principal Financial Officer)

May 16, 1954
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