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Lad i e s  an d  gen t l emen ,  t ha nk  you  f o r  s t and ing  by .  W e lco me  t o  
t he  D ig i t a l  Equ ipm e n t  Co rpo ra t i on  f i r s t  qua r t e r  f i nanc i a l  r e s u l t s  
t e l e c on fe r ence  c a l l .  A t  t h i s  t ime ,  a l l  pa r t i c i pan t s  a r e  i n  a  
l i s t e n  on ly  mode .  La t e r ,  w e  w i l l  conduc t  a  ques t i on  a nd  ans wer  
s e s s ion .  A t  t h a t  t ime ,  i f  you  have  a  ques t i on ,  you  w i l l  ne e d  t o  
p r e s s  t h e  one ,  f o l l owed  by  t he  fou r ,  on  you r  p u sh  bu t t on  phone .  As  
a  r eminde r ,  t h i s  co n fe r en ce  i s  b e in g  r e co rded .  I  would  now l i ke  t o  
t u rn  t he  con fe r ence  ove r  t o  Mr .  Dan  K a f e r l e .  P l ea se  go  ahead ,  s i r .  

We lcom e  and  t ha nk  y o u  f o r  j o in ing  u s .  Our  f i r s t  qua r t e r  
r e su l t s  news  r e l e a se  i s  ava i l ab l e  on  l i n e  th rough  PRNewswi re  and  
Bus ine s s  Wi re .  T h i s  morn ing  I  have  w i th  me ,  V in  Mu l l a r k ey ,  V ice -
p r e s id e n t  o f  F inance  and  D ig i t a l ' s  Ch i e f  F inanc i a l  O f f i c e r  and  B i l l  
S t r ecke r ,  V i c e - p r e s i de n t  o f  t he  Ad v an ced  Techno logy  g r oup  and  Ch ie f  
Techn i ca l  Of f i c e r .  V in  w i l l  t a ke  you  t h rough  the  qua r t e r ' s  r e su l t s  
a nd  t hen  we  w i l l  t h row  i t  open  fo r  que s t i ons .  The  t e l e con fe r ence  
w i l l  end  p ro m p t ly  a t  11 : 45 .  Vin  — 

Th ank  y o u ,  Dan .  G ood  morn ing  and  t hank  you  f o r  c a l l i ng  i n .  
I  w i l l  r ev i ew  D ig i t a l ' s  f i nanc i a l  r e su l t s  and  ope ra t i ona l  
pe r fo rman c e  fo r  t he  qua r t e r  and  we  w i l l  t hen  t ake  you r  que s t i ons .  

La s t  qua r t e r  we  s t a t ed  t ha t ,  i n  f i s ca l  ' 96 ,  m anagem en t  wou ld  
f ocus  on  g rowth  and  improved  p ro f i t s  a s  t he  company  moves  i n to  wha t  
w e  ha ve  c a l l ed  ou r  s t r a t eg i c  g rowth  phase .  W e  a r e  o f f  t o  a  v e r y  
so l i d  s t a r t .  We a r e  po i s ed  fo r  con t i nued  mark e t  s ha r e  g r owth  and  
im pro ve d  p ro f i t ab i l i t y .  

Fo r  t he  f i r s t  qua r t e r  o f  f i s ca l  ' 96 ,  we  r epo r t ed  ne t  income  o f  
f o r t y - e i gh t  mi l l i on  d o l l a r s  o r  twen ty - s i x  c en t s  pe r  co mmo n  sh a r e  
compa red  w i th  ne t  l o s s  o f  a  h u n d red  and  t h i r t y -one  m i l l i on ,  o r  
n i ne ty - e igh t  cen t s  pe r  co mmon  sha r e  f o r  t he  same  pe r i od  a  yea r  ag o .  
Th i s  i s  t he  fou r th  consecu t i ve  qua r t e r  o f  p ro f i t  f o r  t he  company  
a nd  r ep r e sen t s  a  two  hund re d  and  f o r t y - fou r  mi l l i on  do l l a r  
improvemen t  i n  ope ra t i ng  p ro f i t  on  a  yea r  ove r  yea r  b a s i s .  The  
t o t a l  ope ra t i ng  r evenues  a s  r e po r t e d  f o r  t he  q u a r t e r  we re  t h r ee  
po in t  t h r e e  b i l l i on  co mp ared  t o  t h r ee  po in t  one  b i l l i on  fo r  t he  
s ame  qua r t e r  a  ye a r  ag o ,  a  f i ve  pe r c e n t  i nc r ea se .  When  a d j u s t ed  
f o r  d i ve s tm en t s ,  t o t a l  r evenue  f r om ongo ing  bus ine s se s  g r ew  e l even  
pe r cen t  on  a  ye a r  ove r  yea r  ba s i s .  On  t h i s  ba s i s ,  we  r e co rd  a  
s t r ong  r ev e nue  g rowth  i n  ou r  d o m e s t i c  and  i n t e rna t i ona l  marke t s .  
We  h ad  impre s s ive  g rowth  i n  bo t h  t he  Amer i ca s  a s  w e l l  a s  As i a  
Pac i f i c .  Eu rope ,  t hough  somewha t  s o f t e r ,  ach i eved  g rowth  a s  we l l .  

I  am p l ea sed  w i th  t he  pe r fo rmance  i n  ou r  key  p roduc t  a r ea s .  
P roduc t  r evenues  a s  r epo r t e d  i nc r ea sed  t en  pe r c e n t  y ea r  o v e r  ye a r .  
When  ad j u s t e d  fo r  d ive s tm en t s ,  t o t a l  p roduc t  r e ve nue s  f r om o n go ing  
ope ra t i ons  g rew  b y  twen ty - two  p e rc e n t  r e f l e c t i ng  t he  s i x th  
cons ecu t i ve  q u a r t e r  o f  yea r  o v e r  ye a r  p roduc t  r ev enu e  g rowth .  I n  
f a c t ,  t h i s  t w en t y - t w o  pe r cen t  l eve l  o f  p roduc t  r evenue  g rowth  
pos i t i ons  D ig i t a l  ahead  o f  many  o f  t h e  i ndus t ry  l e ade r s .  

Our  ALPHA sy s t ems  bus ine s s  g r ew  f o r t y  pe r cen t ,  d r i ven  by  
i nc r ea se  i n  dema nd  f o r  ou r  s c a l a b l e  l i n e  o f  64 -b i t  ALP HA s e rv e r s .  
D ig i t a l  con t i nues  t o  r e ce ive  f avo rab l e  marke t  r e cep t i on  an d  ve ry  
pos i t i ve  r a t i ngs  on  t h e  p r i c e  pe r f o r mance  advan t ages  o f  mid - r a n ge  
s e r v i ce  i n  h igh  end  8000  f am i ly  p roduc t s .  
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W i t h  t h e  n e w  l i n e  o f  w o r k s t a t i o n  p r o d u c t s  i n t r o d u c e d  t h i s  
q u a r t e r  a n d  a  n e w  a g g r e s s i v e  s a l e s  a n d  m a r k e t i n g  p l a n ,  w e  e x p e c t  t o  
s e e  i n c r e a s i n g  d e m a n d  a n d  a  ( r a m p )  i n  t h e  o r d e r  r a t e  a s  t h e  y e a r  
p r o g r e s s e s .  W e  a r e  t a r g e t i n g  s p e c i f i c  t e c h n i c a l  m a r k e t s  i n c l u d i n g  
e l e c t r o n i c  a n d  m e c h a n i c a l  d e s i g n ,  s o f t w a r e  d e v e l o p m e n t  a n d  s c i e n c e  
a n d  r e s e a r c h ,  w h e r e  w e  h a v e  a  c l e a r  c o m p e t i t i v e  a d v a n t a g e .  W e  a r e  
p a r t n e r i n g  w i t h  t o p  a p p l i c a t i o n  p r o v i d e r s  i n  e a c h  o f  t h e s e  a r e a s  t o  
e n s u r e  l e a d e r s h i p  a p p l i c a t i o n  p e r f o r m a n c e  o n  A L P H A .  

I n  S e p t e m b e r ,  w e  a n n o u n c e d  a  n e w  l i n e  o f  I n t e l  a n d  A L P H A  b a s e d  
p e r s o n a l  w o r k s t a t i o n s  t h a t  p r o v i d e  w o r k s t a t i o n  p e r f o r m a n c e  a t  P C  
p r i c e s  r u n n i n g  M i c r o s o f t ' s  W i n d o w s  N T .  T h e  n e w  l i n e  i s  e a s i l y  
u p g r a d e d  f r o m  I n t e l  t o  A L P H A  6 4 - b i t  a r c h i t e c t u r e .  

A L P H A  U N I X  s y s t e m s  c o n t i n u e  t o  g r o w  a p p r o x i m a t e l y  f i f t y  
p e r c e n t  y e a r  o v e r  y e a r  a n d  w e  c o n t i n u e  t o  s e e  e x c e p t i o n a l  d e m a n d  
f o r  W i n d o w s  N T  o n  o u r  A L P H A  p l a t f o r m ,  w h i c h  g r e w  o v e r  t w o  h u n d r e d  
a n d  f i f t y  p e r c e n t  y e a r  o v e r  y e a r  w i t h  r e v e n u e s  n o w  g r e a t e r  t h a n  t w o  
h u n d r e d  m i l l i o n  d o l l a r s  a n n u a l i z e d .  

O u r  p e r s o n a l  c o m p u t e r  b u s i n e s s ,  o n c e  a g a i n ,  c a p t u r e d  m a r k e t  
s h a r e  g r o w i n g  a t  t h i r t y - t w o  p e r c e n t  y e a r  o v e r  y e a r .  I  a m  
p a r t i c u l a r l y  p l e a s e d  w i t h  t h i s  p e r f o r m a n c e .  D u r i n g  t h e  q u a r t e r ,  w e  
d e v e l o p e d  a d d i t i o n a l  r e t a i l  s a l e s  c h a n n e l s  i n c l u d i n g  C i r c u i t  C i t y  
a n d  O f f i c e  M a x  i n  t h e  r e t a i l  s p a c e .  A s  y o u  m a y  r e c a l l ,  m a n a g e m e n t  
h a s  b e e n  t a k i n g  a c t i o n  t o  b a l a n c e  t h e  p e r f o r m a n c e  o f  o u r  P C  
b u s i n e s s ,  f o c u s i n g  o n  p r o f i t a b i l i t y ,  c a s h  n e u t r a l i t y ,  a n d  c o n t i n u e d  
g r o w t h  i n  m a r k e t  s h a r e .  W e  a r e  m a k i n g  g o o d  p r o g r e s s  a n d  e x p e c t  
t h a t  r e a s o n a b l e  p r o f i t s  w i l l  b e  d e l i v e r e d  i n  t h e  s e c o n d  h a l f  o f  
t h i s  f i s c a l  y e a r .  

O u r  o t h e r  p r o d u c t s ,  b u s i n e s s  t h a t  g r e w  b y  m o r e  t h a n  t h i r t y  
p e r c e n t ,  a g a i n  a f t e r  a d j u s t i n g  f o r  d i v e s t m e n t s  —  t h i s  i n c l u d e s  
n e t w o r k  p r o d u c t s ,  s t o r a g e  s u b s y s t e m  p r o d u c t s ,  a n d  D i g i t a l  s o f t w a r e  
p r o d u c t s  .  

S e r v i c e  r e v e n u e s  d e c l i n e d  o n e  p e r c e n t  o v e r  l a s t  y e a r .  T h i s  i s  
d u e  m a i n l y  t o  t h e  e x p e c t e d  c o n t i n u e d  d e c l i n e  o f  o l d e r  V A X  
m a i n t e n a n c e  b u s i n e s s  c o u p l e d  w i t h  i m p r o v e d  p r o d u c t  l i a b i l i t y  a n d  
t h e  a s s o c i a t e d  l o w e r  p r i c e  m a i n t e n a n c e  c o n t r a c t s  o f  o u r  n e w  A L P H A  
p r o d u c t  l i n e .  D i g i t a l ' s  o p p o r t u n i t y  f o r  g r o w t h  i n  t h e  s e r v i c e  a n d  
s u p p o r t  s e c t o r  i s  e x c e l l e n t ,  h o w e v e r .  O u r  s u c c e s s f u l  m u l t i - v e n d o r  
c u s t o m e r  s e r v i c e  b u s i n e s s  c o n t i n u e s  t o  e v i d e n c e  s i g n i f i c a n t  g r o w t h  
a n d  a s  o u r  s e r v i c e  p a r t n e r s h i p s  a n d  k e y  t e c h n o l o g y  a l l i a n c e s  w i t h  
M i c r o s o f t ,  D e l l ,  C o m p a q ,  N o v e l l  a n d  o t h e r s  d e v e l o p ,  t h e  r e v e n u e  
p o t e n t i a l  h e r e  i s  s u b s t a n t i a l .  

L e t  m e  m o v e  t o  g r o s s  m a r g i n s .  A t  t h e  b e g i n n i n g  o f  t h e  q u a r t e r  
a t  t h i r t y - t w o  p e r c e n t ,  c o n s i s t e n t  w i t h  o u r  s h o r t  t e r m  b u s i n e s s  
m o d e l .  I  e x p e c t  m a r g i n s  t o  r e m a i n  i n  t h i s  r a n g e  i n  t h e  s h o r t  t e r m  
w i t h  t h e  p o t e n t i a l  f o r  s o m e  i m p r o v e m e n t  i n  t h e  s e c o n d  h a l f .  W h i l e  
p r o d u c t  g r o s s  m a r g i n s  i m p r o v e d  s o m e  f i v e  p o i n t s  y e a r  o v e r  y e a r ,  
s e r v i c e  g r o s s  m a r g i n s  d e c l i n e d  a p p r o x i m a t e l y  t w o  p o i n t s .  T h i s  w a s  
e x p e c t e d  a s  o u r  v e r y  s u c c e s s f u l  t h i r d  p a r t y  m a i n t e n a n c e  b u s i n e s s ,  
w h i c h  h a s  l o w e r  m a r g i n s ,  c o n t i n u e s  t o  g r o w  q u i t e  c o n s i d e r a b l y .  



Q 1  F Y ' 9 6  T e l e c o n f e r e n c e  
P a g e  3  

T o t a l  o p e r a t i n g  e x p e n s e s  f o r  t h e  q u a r t e r  w e r e  n i n e  h u n d r e d  a n d  
n i n e t y - o n e  b i l l i o n  d o l l a r s ,  c o m p a r e d  t o  a  b i l l i o n  o n e  a  y e a r  a g o .  
T h i s  r e p r e s e n t s  a  t w e l v e  p e r c e n t  d e c r e a s e  i n  e x p e n s e s  y e a r  o v e r  
y e a r .  D i g i t a l  h a s  a c h i e v e d  s i g n i f i c a n t  r e d u c t i o n s  i n  o p e r a t i n g  
e x p e n s e s .  I n  f a c t ,  i t  h a s  b e e n  e i g h t  y e a r s  s i n c e  e x p e n s e s  h a v e  
b e e n  u n d e r  o n e  b i l l i o n  d o l l a r s .  W e  c o n t i n u e  t o  m a n a g e  o u r  c o s t  
s t r u c t u r e  w h i l e  m a k i n g  t h e  n e c e s s a r y  i n v e s t m e n t s  t o  p u r s u e  n e w  
m a r k e t  o p p o r t u n i t i e s .  T h i s  n e x t  q u a r t e r  w e  w i l l  m a k e  s i g n i f i c a n t  
i n v e s t m e n t s  i n  d e m a n d  g e n e r a t i o n  a c t i v i t i e s  i n  o r d e r  t o  f u l l y  
c a p i t a l i z e  o n  o u r  l e a d e r s h i p  p r o d u c t s  a n d  s e r v i c e s .  W e  a r e  
i n v e s t i n g  t o  c a p t u r e  s h a r e .  

I n  a b s o l u t e  d o l l a r s ,  I  e x p e c t  t o  s e e  a n  i n c r e a s e  i n  o p e r a t i n g  
e x p e n s e s  i n  o u r  D e c e m b e r  q u a r t e r ,  a s  t h e  c o r p o r a t i o n  r o l l s  o u t  a  
n e w  d e m a n d  g e n e r a t i o n  m a r k e t i n g  c a m p a i g n  a n d  a s  v o l u m e s  c o n t i n u e  t o  
i n c r e a s e .  

D i g i t a l  e n d e d  t h i s  q u a r t e r  w i t h  s i x t y - o n e  t h o u s a n d  f i v e  
h u n d r e d  e m p l o y e e s .  T h i s  r e p r e s e n t s  a  t w o  h u n d r e d  p e r s o n  r e d u c t i o n  
f r o m  t h e  f o u r t h  q u a r t e r  a n d  a  y e a r  o v e r  y e a r  d e c r e a s e  o f  s e v e n t e e n  
p e r c e n t  o r  t w e l v e  t h o u s a n d  t h r e e  h u n d r e d  e m p l o y e e s .  

R e l a t i v e  t o  t h e  b a l a n c e  s h e e t ,  c a s h  i n c r e a s e d  s i x  h u n d r e d  a n d  
t w e n t y  m i l l i o n  d o l l a r s  v e r s u s  q u a r t e r  o n e  a  y e a r  a g o  t o  o n e  p o i n t  
f i v e  b i l l i o n .  F o r  t h e  t h i r d  c o n s e c u t i v e  q u a r t e r ,  w e  g e n e r a t e d  
p o s i t i v e  c a s h  f l o w  f r o m  o p e r a t i o n s  b e f o r e  r e s t r u c t u r i n g .  
S e q u e n t i a l l y ,  o u r  c a s h  p o s i t i o n  w a s  d o w n  a  h u n d r e d  m i l l i o n  f r o m  
q u a r t e r  f o u r .  T h i s  w a s  d u e ,  p r i m a r i l y ,  t o  i n c r e a s e d  i n v e n t o r y  
p u r c h a s e s  t o  s u p p o r t  d e m a n d  f o r  A l P H A  p r o d u c t s .  I  a m  c o n f i d e n t  i n  
o u r  a s s e t  m a n a g e m e n t  i m p r o v e m e n t  p r o g r a m s  a s  t h e  c o m p a n y  c o n t i n u e s  
t o  w o r k  t o w a r d s  s p e c i f i c  d e l i v e r a b l e s  a n d  t a r g e t s  w h i c h  h a v e  b e e n  
i d e n t i f i e d  i n  e a c h  o f  t h e  b u s i n e s s e s .  W e  h a v e  h a d  p o s i t i v e  c a s h  
f l o w ,  n o w ,  f r o m  o p e r a t i o n s  f o r  t h r e e  c o n s e c u t i v e  q u a r t e r s .  I  
e x p e c t  t h i s  t o  c o n t i n u e  d u r i n g  t h e  r e m a i n d e r  o f  t h i s  f i s c a l  y e a r .  

R e l a t i v e  t o  c u r r e n c y ,  w i t h  t h e  s t r e n g t h e n i n g  o f  t h e  U . S .  
d o l l a r  o v e r  t h e  p a s t  t h r e e  m o n t h s ,  D i g i t a l  e x p e r i e n c e d  a  s l i g h t  
u n f a v o r a b l e  i m p a c t  o n  t h e  c o m p a n y ' s  r e v e n u e  i n  q u a r t e r  o n e .  N o n ­
d o l l a r  d e n o m i n a t e d  c o s t  i n  f o r e i g n  e x c h a n g e  o p t i o n  c o n t r a c t s ,  
h o w e v e r ,  o f f s e t  a n y  n e g a t i v e  i m p a c t  t o  t h e  b o t t o m  l i n e .  

S o ,  i n  s u m m a r y ,  o u r  p r o d u c t  r e v e n u e  g r o w t h  i s  a c c e l e r a t i n g  t o  
l e v e l s  c o n s i s t e n t  w i t h  t h e  i n d u s t r y  l e a d e r s .  O u r  p r o f i t  
p e r f o r m a n c e  c o n t i n u e s  t o  i m p r o v e  s i g n i f i c a n t l y .  T h i s  p a s t  q u a r t e r ,  
o p e r a t i n g  p r o f i t s  i n c r e a s e d  t w o  h u n d r e d  a n d  f o r t y - f o u r  m i l l i o n  o v e r  
t h e  s a m e  q u a r t e r  a  y e a r  a g o ,  r e p r e s e n t i n g  t h e  f o u r t h  c o n s e c u t i v e  
q u a r t e r  o f  p r o f i t a b i l i t y .  O u r  p r o d u c t  a n d  s e r v i c e  c a p a b i l i t i e s  
c o n t i n u e s  t o  w i n  s t r o n g  e n d o r s e m e n t s  f r o m  c u s t o m e r s  a n d  p a r t n e r s ,  
p a r t i c u l a r l y  r e l a t i v e  t o  o u r  6 4 - b i t  s y s t e m  a n d  s o f t w a r e  c a p a b i l i t y .  
W e  h a v e  a  o n e  t o  t w o  y e a r  l e a d  v e r s u s  o u r  c o m p e t i t i o n  a n d ,  f i n a l l y ,  
t h e  o u t l o o k  f o r  t h e  f u t u r e  c o n t i n u e s  t o  b e  p o s i t i v e .  

T h a n k  y o u .  W e  w i l l  n o w  t a k e  y o u r  q u e s t i o n s .  
C a r l a ,  w i l l  y o u  p l e a s e  p o l l  t h o s e  o n  t h e  l i n e  f o r  a n y  

q u e s t i o n s ?  
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L a d i e s  a n d  g e n t l e m e n ,  w e  w i l l  n o w  b e g i n  t h e  q u e s t i o n  a n d  
a n s w e r  s e s s i o n .  I f  y o u  h a v e  a  q u e s t i o n ,  y o u  w i l l  n e e d  t o  p r e s s  t h e  
o n e ,  f o l l o w e d  b y  t h e  f o u r  o n  y o u r  p u s h  b u t t o n  p h o n e .  Y o u  w i l l  h e a r  
a  t h r e e  t o n e  p r o m p t  a c k n o w l e d g i n g  y o u r  r e q u e s t  a n d  y o u r  q u e s t i o n s  
w i l l  b e  p o l l e d  i n  t h e  o r d e r  t h e y  a r e  r e c e i v e d .  I f  y o u r  q u e s t i o n  
h a s  b e e n  a n s w e r e d  a n d  y o u  w o u l d  l i k e  t o  w i t h d r a w  y o u r  p o l l i n g  
r e q u e s t ,  y o u  m a y  d o  s o  b y  p r e s s i n g  t h e  o n e ,  f o l l o w e d  b y  t h e  t h r e e  
o n  y o u r  p u s h  b u t t o n  p h o n e .  I f  y o u  a r e  u s i n g  a  s p e a k e r  p h o n e ,  
p l e a s e  p i c k  u p  y o u r  h a n d s e t  b e f o r e  p r e s s i n g  t h e  n u m b e r s .  O n e  
m o m e n t  f o r  t h e  f i r s t  q u e s t i o n .  

T e r r y  S h a n n o n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  
y o u r  q u e s t i o n .  

T e r r y  S h a n n o n ,  S h a n n o n  ( K n o w s  D E C ) .  T h a n k  y o u  v e r y  m u c h  a n d  
c o n g r a t u l a t i o n s  o n  y o u r  f o u r t h  c o n s e c u t i v e  q u a r t e r l y  p r o f i t .  I  
h a v e  t w o  v e r y  b r i e f  q u e s t i o n s .  F i r s t  o f f ,  i s  t h e  C o m p u t e r  S y s t e m s  
D i v i s i o n  p r o f i t a b l e  y e t  a n d ,  s e c o n d l y ,  w h a t  i s  t h e  b r e a k o u t  o f  
i n d i r e c t  v e r s u s  d i r e c t  r e v e n u e ?  

Y e s ,  T e r r y .  R e l a t i v e  t o  C o m p u t e r  S y s t e m s  D i v i s i o n  
p r o f i t a b i l i t y ,  l e t  m e ,  I  t h i n k ,  a n s w e r  t h a t  q u e s t i o n  w i t h o u t  t h e  
P . C .  b u s i n e s s .  T h e  a n s w e r  i s  n o .  I t  w a s  c l o s e ,  h o w e v e r .  T h e ,  a s  
y o u  m a y  r e c a l l  i n  t h e  J u n e  q u a r t e r ,  E n r i c o  a n d  h i s  t e a m  w e r e  w i t h i n  
t w e n t y  m i l l i o n  o r  t h i r t y  m i l l i o n  d o l l a r s  o f  p r o f i t a b i l i t y .  W h a t  
t h e y  h a v e  g o i n g  a g a i n s t  t h e m  i n  t h e  S e p t e m b e r  q u a r t e r  a r e  t h e  
s e a s o n a l l y  l o w  r e v e n u e s ,  s o  w e  d i d  n o t  p l a n  f o r  p r o f i t  t h i s  q u a r t e r  
f o r  t h a t  u n i t ,  n o r  d i d  t h e y  a c h i e v e  i t .  W e  e x p e c t  t h a t  s i t u a t i o n  
t o  b e  d i f f e r e n t ,  o f  c o u r s e ,  a s  w e  m o v e  f o r w a r d .  T h e  i n d i r e c t  
c h a n n e l  m i x  f o r  t h e  S e p t e m b e r  q u a r t e r  w a s  f i f t y - s i x  p e r c e n t ,  d o w n  
a  b i t  f r o m  t h e  p o s i t i o n  o f  f i f t y - e i g h t  p e r c e n t  i n  t h e  l a s t  f i s c a l  
y e a r .  Y o u  s h o u l d  n o t  r e a d  t h a t  a s  n e g a t i v e  b u t  i n s t e a d  r e a d  t h a t  
a s  a  s o l i d  s t r e n g t h  i n  b o t h  i n d i r e c t  a n d  d i r e c t  c h a n n e l s ,  i n  t h a t  
t o t a l  s a l e s  a r e  u p ,  a s  I  s a i d  e a r l i e r ,  b y  t w e n t y - t w o  p e r c e n t  i n  t h e  
p r o d u c t  a r e a  a n d ,  i f  d i r e c t  s a l e s  f a c t o r  e l e m e n t  o u t g r e w  m o d e s t l y  
t h e  i n d i r e c t  c h a n n e l ,  t h a t ' s  g o o d  n e w s  o n  b o t h  p a r t s .  S o  ( n o w )  a  
m a t e r i a l  c h a n g e  i n  t h e  p r o g r a m  i n  i n d i r e c t  c h a n n e l  a r e a s  c o n t i n u e s  
t o  w o r k  q u i t e  w e l l .  N e x t  q u e s t i o n .  

T h a n k  y o u  v e r y  m u c h .  
M a r y a n n e  M a g e e ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  

y o u r  q u e s t i o n .  
Y e a h ,  h i .  T h i s  i s  M a r y a n n e  M a g e e  f r o m  I n f o r m a t i o n  W e e k .  I  

j u s t  w a n t  t o  m a k e  s u r e  I  u n d e r s t o o d  y o u  c o r r e c t l y .  Y o u  s a i d  t h a t  
y o u  t h o u g h t  o p e r a t i n g  e x p e n s e s  w o u l d  i n c r e a s e  t h e  n e x t  q u a r t e r  
b e c a u s e  o f  a  n e w  d e m a n d  g e n e r a t i o n  m a r k e t  c a m p a i g n .  I  j u s t  w a n t  t o  
m a k e  s u r e  t h a t  I  u n d e r s t o o d  y o u  c o r r e c t l y  a n d  m a y b e  y o u  c o u l d  t e l l  
m e  a  l i t t l e  b i t  a b o u t  w h a t  t h a t  m e a n s .  

Y e s ,  y o u  h e a r d  m e  c o r r e c t l y .  W e  h a v e  h a d ,  i n  a b s o l u t e  t e r m s  -
- I ' m  n o t  m o v i n g  a w a y  f r o m  p e r c e n t a g e s  i n  t e r m s  o f  a b s o l u t e  
d o l l a r s .  W e  h a v e  h a d  c o n s i s t e n t  r e d u c t i o n s  i n  e x p e n s e s  i n  t h i s  
c o m p a n y  f o r  q u i t e  s o m e  p e r i o d  o f  t i m e .  T h i s  u p c o m i n g  q u a r t e r ,  t h e  
D e c e m b e r  q u a r t e r ,  a t t e m p t e d  t o  s e t  a n  e x p e c t a t i o n  h e r e  t h a t  w e  w i l l  
s e e  a  s l i g h t  c h a n g e  i n  t h a t  d i r e c t i o n  a n d  a  s l i g h t  u p t a k e  i n  t h e  
e x p e n s e  l e v e l s  a n d ,  a l t h o u g h  t h e r e  a r e  m a n y  a r e a s  o f  t h e  c o m p a n y  
t h a t  w e  a r e  s t i l l  c u t t i n g  b a c k ,  t h e r e  a r e  s o m e  i m p o r t a n t  a r e a s  t h a t  
w e  a r e  i n v e s t i n g  i n  a n d  w i l l  c o n t i n u e  t o  i n v e s t  i n .  
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T h i s  i s  a  v e r y  i m p o r t a n t  p a r t  o f  o u r  s t r a t e g i c  t u r n a r o u n d .  T h e  
s p e c i f i c  i n v e s t m e n t  a r e a  t h a t  I  r e f e r r e d  t o  i n  m y  c o m m e n t s  e a r l i e r ,  
d e a l t  w i t h  b a s i c a l l y  m a r k e t i n g  s u p p o r t  p r o g r a m s  t h a t  a r e  b e i n g  
i n t r o d u c e d  t h i s  q u a r t e r .  T h e r e  a r e  e v e r y t h i n g  f r o m  b r a n d  l e v e l  
a c t i v i t i e s  t o  p r o d u c t  s p e c i f i c  a c t i v i t i e s  t o  l o c a l  s h o w  a c t i v i t i e s .  
T h e  l e v e l  o f  i n v e s t m e n t  t h a t  w e  h a v e  i n  t h a t  a r e a  i s  q u i t e  
s i g n i f i c a n t  t h i s  q u a r t e r  c o m p a r e d  t o  a n y t h i n g  w e  h a v e  h a d  o v e r  t h e  
l a s t  s e v e r a l  q u a r t e r s  a n d ,  a g a i n ,  t h e  o b j e c t i v e  i s  t o  c a p i t a l i z e  o n  
o u r  v e r y  s t r o n g  b o t h  p r o d u c t  a n d  s e r v i c e  d i v i s i o n  t o d a y  i n  t h e  
m a r k e t p l a c e .  

O k a y .  
I  t h i n k  i f  y o u  w a t c h  ? ?  t e l e v i s i o n  o v e r  t h e  c o u r s e  o f  N o v e m b e r  

a n d  D e c e m b e r ,  s o m e  a s p e c t s  o f  t h a t  p r o g r a m  a n d  t h e  a s s o c i a t e d  
i n v e s t m e n t s  w o u l d  b e  q u i t e  e v i d e n t .  

R i g h t .  S o  a d v e r t i s i n g  a n d  o t h e r  t y p e s  o f  m a r k e t i n g .  
Y e s ,  b u t  w e  h a v e  a  v e r y  —  b u t  t h e r e ' s  a  —  i n  a d d i t i o n  t o  

t h a t ,  a  v e r y  a g g r e s s i v e  m a r k e t i n g  s u p p o r t  p r o g r a m  t h a t  h a s  —  
m a r k e t i n g ,  o f  c o u r s e ,  g o e s  w e l l  b e y o n d  a d v e r t i s i n g ,  t h a t  r e q u i r e s  
o u r  r e s o u r c e s  t h r o u g h o u t  t h e  w o r l d  a n d ,  a g a i n ,  i t  i s  q u i t e  
e x t e n s i v e  a n d  i t ' s  t a k i n g  t h e  s t o r y  u p w a r d  a n d  t a k i n g  a d v a n t a g e  o f  
t o d a y ' s  s t r o n g  p o s i t i o n  s o  i t ' s  —  b u t  t h e  p a r t  t h a t  w i l l  b e  m o s t  
v i s i b l e  t o  y o u  i s  l i k e l y  t o  b e  i n  t h e  a d v e r t i s i n g ,  i n  t h e  
a d v e r t i s i n g  a r e a  b o t h  i n  m e d i a ,  a s  w e l l  a s  t e l e v i s i o n .  

O k a y .  T h a n k  y o u .  
K e n  J o h n s o n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  y o u r  

q u e s t i o n .  
H i .  K e n  J o h n s o n ,  T h e  E a g l e  T r i b u n e .  W o u l d  y o u  t a l k  a  l i t t l e  

b i t  m o r e  a b o u t  y o u r  s e r v i c e  b u s i n e s s  a n d  w h i l e  y o u  f e e l  t h a t  t h e r e  
i s  a  p o t e n t i a l  f o r  g r o w t h  i n  r e v e n u e s  t h e r e ?  

Y e s ,  K e n .  W e l l ,  f i r s t  o f  a l l ,  l e t  m e  a g a i n  p o i n t  o u t  t h a t  
s e r v i c e  b u s i n e s s  w a s  d o w n  t h i s  p a s t  q u a r t e r  b y  o n e  p e r c e n t  a s  w e  
h a d  p l a n n e d  a n d  I  d o n ' t  e x p e c t  w e  w i l l  s e e  g r o w t h  i n  t h e  s e r v i c e  
b u s i n e s s  f o r  q u i t e  s o m e  t i m e  y e t .  T h e  p r o s p e c t s  f o r  t h e  s e r v i c e  
b u s i n e s s ,  a s  I  i n d i c a t e d  i n  m y  e a r l i e r  c o m m e n t s ,  a r e  v e r y  p o s i t i v e  
a s  w e  l o o k  o u t  a  c o u p l e  o f  y e a r s .  T h e s e  p r o s p e c t s  a r e  d r i v e n ,  a r e  
e n f u e l e d  b y  a  n u m b e r  o f  f a c t o r s .  O n e  o f  t h e  m o s t  s i g n i f i c a n t  
e l e m e n t s  i s  i n  t h e ,  w h a t  w e  c a l l  t h e  m u l t i - v e n d o r  s e r v i c e  p i e c e  o r ,  
i f  y o u  p r e f e r ,  a  t h i r d  p a r t y  m a i n t e n a n c e  p i e c e .  W i t n e s s  t h e  r e c e n t  
a n n o u n c e m e n t  t h a t  w e  m a d e  t o g e t h e r  w i t h  C o m p a q ,  C o m p a q  C o m p u t e r ,  
w h e r e  D i g i t a l  w a s  a w a r d e d  t h e  c o n t r a c t  t o  p r o v i d e  w o r l d w i d e  s e r v i c e  
s u p p o r t  t o  C o m p a q ' s  s e r v e r  b u s i n e s s .  T h a t ' s  s i m i l a r  t o  a  c o n t r a c t  
t h a t  w e  w o n  s o m e  t i m e  a g o  w i t h  D e l l  C o m p u t e r  f o r  t h e i r  E u r o p e a n  
b u s i n e s s  a n d  s o  i t  g o e s .  T h o s e  a r e  t w o  o f  a  n u m b e r  o f  o u r  m a j o r  
c o n t r a c t s  t h a t  w e  w o n  a n d  m o r e  t h a t  w e  i n t e n d  t o  w i n  t h a t  t a k e s  
e x c e l l e n t  a d v a n t a g e  o f  D i g i t a l ' s  v e r y  s t r o n g  a n d  g l o b a l  s e r v i c e  
c a p a b i l i t y  p a r t i c u l a r l y  w i t h  t h o s e  c o m p a n i e s  t h a t  r e l a t i v e  w e a k  i n  
s e r v i c e  c a p a b i l i t y .  T h i s  w i l l  t r a n s l a t e  i n t o  r e v e n u e  g r o w t h  o f  
s o m e  s i g n i f i c a n c e  i n  t h e  s e r v i c e  a r e a ;  h o w e v e r ,  a g a i n  I  c a u t i o n  
y o u ,  i t ' s  n o t  i m m i n e n t  c o n s i d e r i n g  i t  t a k e s  a  w h i l e  t o  r a m p  t h i s  
a c t i v i t y  u p .  I t ' s  m o r e  a  o n e  a n d  a  h a l f  t o  t w o  y e a r  t i m e  f r a m e .  
T h e r e  a r e  m a n y  o t h e r  a s p e c t s  o f  o u r  s e r v i c e  a r e a ,  a s  w e l l ,  t h a t  a r e  
g r o w i n g  t h a t  w o u l d  c o n t r i b u t e  t o  t h i s  o p p o r t u n i t y  t h a t  I  r e f e r  t o  
a n d  t h e y  i n c l u d e  o u r  v e r y  s u c c e s s f u l  P C  u t i l i t y  p r o g r a m  t h a t  
c o n t i n u e s  t o  w i n  a w a r d s ,  o u r  s o f t w a r e  u t i l i t y  p r o g r a m ,  o u r  n e t w o r k  
i n t e g r a t i o n  c a p a b i l i t y  a n d  o u r  e x c e l l e n t  s y s t e m  i n t e g r a t i o n  
c a p a b i l i t y ,  a m o n g  o t h e r s .  

T h a n k  y o u .  
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P a u l  N e s d o r ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  y o u r  
q u e s t i o n .  

Y e s ,  P a u l  N e s d o r ,  p u b l i s h e r  D i g i t a l  N e w s  a n d  R e v i e w .  I  w o u l d  
l i k e  t o  k n o w  i f  y o u  s e e  t h e  M i c r o s o f t  A l l i a n c e  o r  t h e  s o  c a l l e d  
A l l i a n c e  f o r  E n t e r p r i s e  c o m p u t i n g  a s  c o n t r i b u t i n g  s i g n i f i c a n t l y  t o  
C S D  r e v e n u e s  i n  t h e  n e x t  t w o  q u a r t e r s .  

N o ,  a n d  t h e  w o r d  I  a m  k e y i n g  o n  h e r e ,  P a u l ,  i s  t h e  w o r d  
s i g n i f i c a n t .  W e  w i l l  s e e  o u r  r e v e n u e s  t h i s  y e a r  —  w e l l ,  l e t  m e  
s a y  i t  t h i s  w a y .  Y o u  w e r e  s p e c i f i c  a r o u n d  C S D ,  w h i c h  a s  y o u  —  
w h i c h  i n c l u d e s  t h e  P C  b u s i n e s s  a n d  I  a s s u m e  t h a t  w a s  y o u r  i n t e n t .  

Y e s .  
T h i s  y e a r  w e  w i l l  d o  s e v e r a l  h u n d r e d s  o f  m i l l i o n s  o f  d o l l a r s  

o f  b u s i n e s s  i n  t h e  W i n d o w s ,  w i t h  W i n d o w s  N T  p r o d u c t  a n d  t h a t ' s  u p  
f r o m  v i r t u a l l y  z e r o  a  y e a r  a g o .  T o  m y  k n o w l e d g e ,  t h e r e  i s  n o  o t h e r  
v e n d o r  i n  t h e  R I S C  a r e n a  t h a t  i s ,  i n  t h e  R I S C  a r c h i t e c t u r e  a r e n a  
t h a t  i s  o p e r a t i n g  a t  t h a t  l e v e l  o f  b u s i n e s s .  T h a t  w o u l d  e q u a t e  t o  
a p p r o x i m a t e l y  u n d e r  t e n  p e r c e n t  o f  t h e  b u s i n e s s  i n  C S D ,  s e v e n  o r  
e i g h t  p e r c e n t ,  s o  n o t  s i g n i f i c a n t .  O f  c o u r s e ,  a s  w e  m o v e  o u t  
t o w a r d s  t h e  e n d  o f  t h e  d e c a d e ,  w e  e x p e c t  t h a t  t o  b e  v e r y  d i f f e r e n t .  
D i g i t a l  e n d o r s e s  s o m e  o f  t h e  p r o j e c t i o n s  t h a t  i t  h a s  s e e n  f r o m  m a n y  
i n d u s t r y  a n a l y s t s  t h a t  p o s i t i o n s  t h e  W i n d o w s  N T  o p e r a t i n g  s y s t e m  a t  
r o u g h l y  f o r t y  p e r c e n t  o r  s o  o f  t h e  I T  s y s t e m s  i n d u s t r y  a s  w e  
a p p r o a c h  i n t o  t h i s  d e c a d e ,  a g a i n ,  f r o m  z e r o  o r  t h e r e a b o u t s  i n  t h e  
r e c e n t  p a s t .  T h e r e  i s  n o  o t h e r  v e n d o r  t h a t  i s  a s  w e l l  p o s i t i o n e d  
a s  D i g i t a l  t o  c a p t u r e  a  s i z e a b l e  p i e c e  o f  t h a t  e m e r g i n g  m a r k e t  s o  
t h a t ,  a l t h o u g h  i t  i s  n o t  s i g n i f i c a n t  t h i s  y e a r  i n  t h e  s e v e n  t o  
e i g h t  p e r c e n t  r a n g e ,  w e  f u l l y  e x p e c t  i t  t o  b e  v e r y  s i g n i f i c a n t  i n  
t h e  t w o  t o  t h r e e  y e a r  t i m e  f r a m e .  

T h a n k  y o u .  
L i z  G a l l e s e ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  y o u r  

q u e s t i o n .  
Y e s ,  h e l l o .  T h i s  i s  L i z  G a l l e s e  a t  B l o o m b e r g  B u s i n e s s  N e w s .  

W h e n  y o u  c o m m e n t e d  o n  t h e  C o m p u t e r  S y s t e m s  D i v i s i o n ' s  p r o f i t s  o n  
t h e  P C  b u s i n e s s ,  w h a t  i s  t h e  s t o r y  o n  t h e  P . C .  b u s i n e s s ?  I s  t h a t  
p r o f i t a b l e  y e t  a n d ,  i f  n o t ,  w h e n  w i l l  i t  b e  p r o f i t a b l e ?  W h a t  i t  
p r o f i t a b l e  i n  t h e  q u a r t e r ?  

T h a n k  y o u  f o r  y o u r  q u e s t i o n ,  L i z .  N o ,  i t  w a s  n o t  p r o f i t a b l e  
i n  t h e  q u a r t e r ;  a l t h o u g h ,  i t  p e r f o r m e d  b e t t e r  t h a n  p l a n n e d  a n d  
c e r t a i n l y  d e m o n s t r a t e d  s o m e  i m p r o v e m e n t  o v e r  t h e  J u n e  q u a r t e r .  I  
e x p e c t  i t  w i l l  b e  c l o s e  t o  b r e a k  e v e n  h e r e  i n  t h e  D e c e m b e r  q u a r t e r  
a n d  p r o f i t a b l e  i n  t h e  s e c o n d  h a l f  o f  o u r  f i s c a l  y e a r .  

O k a y ,  t h a n k  y o u .  
N e x t  q u e s t i o n ,  p l e a s e .  
C h r i s  C h r i s t i a n s o n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  

b y  y o u r  q u e s t i o n .  M r .  C h r i s t i a n s o n ,  g o  a h e a d .  
H i .  T h i s  i s  C h r i s  C h r i s t i a n s o n  f r o m  I n t e r n a t i o n a l  D a t a  

C o r p o r a t i o n .  I f  y o u  w o u l d  g o  i n t o  a  l i t t l e  b i t  m o r e  d e t a i l  o n  t h e  
c h a n g e  i n  r e v e n u e  f r o m  p r o d u c t s  a s  w e l l  a s  t h e  c h a n g e  i n  g r o s s  
m a r g i n s ,  t h a t  w o u l d  b e  a p p r e c i a t e d .  
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Y e a h ,  I ' l l ,  C h r i s ,  I ' l l  m a k e  a  f e w  c o m m e n t s  o n  t h a t .  T h e  
A L P H A  b u s i n e s s  o v e r a l l  i s  u p  f o r t y  p e r c e n t  g r o w t h  w i s e  t h i s  
q u a r t e r .  T h e  g r o w t h  l e v e l s  w i t h i n  t h e  A L P H A  a r e n a  a r e  v e r y  s t r o n g  
o n  t h e  h i g h  e n d ,  t h e  8 0 0 0  f a m i l y  a n d  t h e y  a r e  n o t  s t r o n g  o n  t h e  
l o w e r  e n d ,  t h e  w o r k s t a t i o n  a r e n a .  T h e  m i d  r a n g e  s e r v e r  b u s i n e s s  
a l s o  c o n t i n u e s  t o  b e  v e r y  s t r o n g .  T h e  V A X  b u s i n e s s  c o n t i n u e s  t o  
d e c l i n e  a s  w e  p l a n n e d  a n d  h a v e  b e e n  m a n a g i n g  t o ,  i n  f a c t ,  f o r  
s e v e r a l  y e a r s  n o w  a n d  i s  n o w  a  r e l a t i v e l y  i n s i g n i f i c a n t  p a r t  o f  
D i g i t a l ' s  s y s t e m s  b u s i n e s s .  I t  i s  a b o u t  f i v e  p e r c e n t ,  s o  w e  n o  
l o n g e r  s e e  t h a t  a s  a  s i g n i f i c a n t  f a c t o r  a s  i t  r e l a t e s  t o  t h e  
r e v e n u e  d y n a m i c s  m o v i n g  f o r w a r d  a n d  c o n t i n u e s  t o  b e  a  v e r y  
s i g n i f i c a n t  f a c t o r  i n  t e r m s  o f  o u r  c o m m i t m e n t  t o  t h o s e  c u s t o m e r s  
a n d  t h e  o n g o i n g  s u p p l y ,  a s  w e l l ,  o f  V A X  p l a t f o r m s  f o r  t h o s e  t h a t  
p r e f e r  t o  o p e r a t e  V M S  a n d  t h e  V A X  e n v i r o n m e n t  v e r s u s  t h e  A L P H A  
e n v i r o n m e n t .  T h e  t r a n s i t i o n  f r o m  t h a t  V A X  e n v i r o n m e n t  i s  g o i n g  
e x t r a o r d i n a r i l y  w e l l  t o  t h e  A L P H A  e n v i r o n m e n t .  

T h a n k  y o u .  
T h e  P C  —  o n e  o t h e r  p o i n t  —  t h e  P C  b u s i n e s s  i s  g r o w i n g  a t ,  

t h i s  p a s t  q u a r t e r ,  a t  t h i r t y — t w o  p e r c e n t  a n d  t h a t  i n c l u d e s  t h e  
s y s t e m s  ( c u t )  .  

T h a n k  y o u  v e r y  m u c h .  
Y e s ,  C h r i s .  
A a r o n  Z i t n e r ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  

y o u r  q u e s t i o n .  
Y e a h ,  B o s t o n  G l o b e .  I  j u s t  w a n t e d  t o  m a k e  s u r e  I  u n d e r s t o o d  

w h a t  y o u  j u s t  s a i d .  F o r t y  p e r c e n t  g r o w t h  i n  t h e  A L P H A  b u s i n e s s ,  
t h i r t y - t w o  p e r c e n t  g r o w t h  i n  t h e  P . C .  b u s i n e s s ,  i s  t h a t  c o m p a r e d  t o  
t h e  y e a r  a g o  q u a r t e r ?  

Y e s ,  A a r o n .  
A n d  t h a t ' s  o n  a  r e v e n u e  b a s i s .  
T h a t ' s  c o r r e c t .  
A n d  w h e n  y o u  s a y  t h a t  V A X  i s  f i v e  p e r c e n t  o f  t h e  s y s t e m s  

b u s i n e s s ,  t h a t  m e a n s  t h a t  w i t h i n  t h e  c o m p u t e r  s y s t e m s  b u s i n e s s ,  
s e l l i n g  h a r d w a r e ,  V A X  s a l e s  r e p r e s e n t  f i v e  p e r c e n t  o f  t o t a l  s y s t e m s  
s a l e s .  

V A X  s a l e s  r e p r e s e n t  f i v e  p e r c e n t  o f  t h e  c o m p a n y ' s  p r o d u c t  
s a l e s .  

O f  t h e  w h o l e  c o m p a n y ' s  p r o d u c t  s a l e s ?  
T h a t ' s  c o r r e c t .  N o n e  o f  m y  c o m m e n t s  h a d  t o  d o  w i t h  t h e  C S D  

e x c e p t  f o r  w h e r e  t h e  q u e s t i o n  w a s  e x p l i c i t  a r o u n d  C S D .  M y  c o m m e n t s  
a r e  a t  t h e  c o r p o r a t e  l e v e l ,  A a r o n .  T h e  —  b u t  a g a i n ,  t h e  k e y  p o i n t  
t h a t  I  m a d e  h e r e  i s  A L P H A  g r o w t h  a t  f o r t y  p e r c e n t ,  a p p r o x i m a t e l y  
t w o  t i m e s  t h e  g r o w t h  r a t e  i n  t h e  i n d u s t r y  f o r ,  p a r t i c u l a r l y  a t  t h e  
s e r v e r  l e v e l ,  d o i n g  e x t r a o r d i n a r i l y  w e l l  a n d  e x c e e d i n g  o u r  p l a n s .  
P C  g r o w t h ,  a g a i n ,  n e a r l y  t w o  t i m e s ,  o n e  a n d  a  h a l f  t o  t w o  t i m e s  t h e  
g r o w t h  r a t e  i n  t h e  P C  i n d u s t r y  a n d ,  a g a i n ,  w e  a r e  b a c k  t o ,  b a c k  o n  
t h e  c u r v e  a g a i n  f o r  m a r k e t  s h a r e  g a i n s  a n d  o v e r a l l  g r o w t h ,  a d j u s t e d  
f o r  d i v e s t i t u r e ,  a t  t w e n t y - t w o  p e r c e n t  i n  t h e  p r o d u c t  a r e a ,  p u t t i n g  
D i g i t a l  u p  t h e r e  w i t h  a l l  o f  t h e  l e a d e r s ,  a n d  a h e a d  o f  m a n y ,  i n  
t e r m s  o f  p r o d u c t  g r o w t h  i n  t h e  i n d u s t r y .  
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C a n  y o u  s a y  m o r e  a b o u t  w h y  t h e  s y s t e m s  b u s i n e s s  i s  —  y o u  s a i d  
t h a t  i s  n o t  p r o f i t a b l e .  C a n  y o u  s a y  w h y  i t  i s  n o t  p r o f i t a b l e  a n d  
w h e n  i t  w i l l  b e ?  

S u r e .  T h e  —  l e t  m e  r e m i n d  o f  a  p i e c e  o f  i m p o r t a n t  h i s t o r y  
h e r e .  

S u r e .  
B e f o r e  E n r i c o  P e s a t o r i  t o o k  o v e r  t h i s  b u s i n e s s ,  w h e n  h e  w a s  

a p p o i n t e d  b y  B o b  P a l m e r  a p p r o x i m a t e l y  a  y e a r  a n d  a  h a l f  a g o ,  t h i s  
b u s i n e s s  w a s  l o s i n g  a  b i l l i o n  d o l l a r s .  

A  y e a r ?  
A  b i l l i o n  d o l l a r s  a  y e a r .  
O k a y .  
A n d  t h a t ' s  r o u g h l y  t w e n t y - f i v e  p e r c e n t  o f  r e v e n u e s .  I  m e a n ,  

t h i n k  o f  i t .  I  m e a n ,  t h a t ' s  a  v e r y  s i g n i f i c a n t  c h a l l e n g e  f o r  a n y  
m a n a g e r  t o  t a k e  o n .  T h e  g o a l s  t h a t  E n r i c o  t o o k  o n ,  t h a t  w e r e  g i v e n  
t o  E n r i c o  b y  B o b ,  w e r e  t o  b r i n g  t h i s  b u s i n e s s  t o  b r e a k  e v e n  a s  s o o n  
a s  p o s s i b l e .  S o ,  h e r e  w e  a r e  a  y e a r  t o  a  y e a r  a n d  a  h a l f  l a t e r  o n  
t h e  e d g e  o f  b r e a k  e v e n ,  a n  e x t r a o r d i n a r y  a c c o m p l i s h m e n t ,  a n  
a c c o m p l i s h m e n t  t h a t  w a s  a c h i e v e d  t h r o u g h  a  c o m b i n a t i o n  o f  o u r  
r e v e n u e  g r o w t h ,  a l b e i t  m o d e s t ,  a  s i g n i f i c a n t  u p g r a d e  a n d  
a d v a n c e m e n t  o f  t h e  p r o d u c t  l i n e ,  s i g n i f i c a n t  i m p r o v e m e n t  i n  g r o s s  
m a r g i n s  r e s u l t i n g  f r o m  c o n s o l i d a t i n g  f a c t o r i e s  a n d  d i s t r i b u t i o n  
s i t e s  a r o u n d  t h e  w o r l d  a n d  a n  e x t r a o r d i n a r y  r e d u c t i o n  i n  e x p e n s e s ,  
s o m e t h i n g  o n  t h e  o r d e r  o f  a  f o r t y  p e r c e n t  r e d u c t i o n  c o l l a p s e  o f  
e x p e n s e s .  S o ,  a l l  o f  t h a t  p u t s  u s  o n  t h e  e d g e  o f  b r e a k  e v e n  a n d  w e  
w i l l  b e  p r o f i t a b l e  v e r y  s o o n  i n  t h i s  e l e m e n t  o f  t h e  b u s i n e s s .  
A n o t h e r  p o i n t  t h a t  I  h a v e  m e n t i o n e d ,  i s  t h a t  t h e ,  w h e n  a s s e s s i n g  
t h e  p r o f i t a b i l i t y  o f  o u r  m a i n s t r e a m  s y s t e m s  b u s i n e s s ,  t h e r e  a r e  t w o  
e l e m e n t s  t o  i t ,  e v e n  t h o u g h  w e  a r e  n o t  o r g a n i z e d  t h e  w a y  I  a m  g o i n g  
t o  e x p l a i n  i t .  T h e r e  i s  t h e  s y s t e m s  b u s i n e s s  a n d  t h e  a s s o c i a t e d  
a f t e r  m a r k e t  p r o d u c t  s a l e s  a n d  t h a t ' s  w h a t  I  w a s  d e s c r i b i n g .  T h e n  
t h e r e ' s  t h e  a f t e r  m a r k e t  s e r v i c e  b u s i n e s s .  I t ' s  t h e  m a i n t e n a n c e  
c o n t r a c t  t h a t  g o e s  w i t h  t h e  r e f r i g e r a t o r ,  i f  y o u  w o u l d ,  o r  t h e  l a w n  
m o w e r ,  o r  w h a t  h a v e  y o u .  T h a t  l a t t e r  p i e c e  o f  t h e  b u s i n e s s  i s  n o t  
u n d e r ,  i s  n o t  m a n a g e d  b y  E n r i c o  b u t  i t  i s  v e r y  m u c h  a  p a r t  o f  t h e  
s a m e  b u s i n e s s .  W h e n  y o u  p u t  t h o s e  t w o  b u s i n e s s e s  t o g e t h e r  a n d  l o o k  
a t  t h e  t o t a l  b u s i n e s s  f o r  D i g i t a l  i n  t h e  s y s t e m s  a r e n a  w i t h  a f t e r  
m a r k e t  p r o d u c t s  a n d  s e r v i c e s ,  i t ' s  q u i t e  p r o f i t a b l e ,  d o u b l e  d i g i t  
a f t e r  t a x  r e t u r n ,  t o d a y  a n d ,  a g a i n ,  t h a t  w o u l d  n o t  h a v e  b e e n  t h e  
c a s e  h a d  w e  n o t  h a d  t h e  s u c c e s s  o v e r  t h e  l a s t  e i g h t e e n  m o n t h s  a s  a  
r e s u l t  o f  E n r i c o ' s  l e a d e r s h i p .  I s  t h a t  c l e a r ,  A a r o n ?  

Y e s ,  i t  i s .  C o u l d  I  a s k ,  i n  M r .  P e s a t o r i ' s  d i v i s i o n ,  i s  
p r o f i t a b i l i t y  g o i n g  t o  c o m e  e x c l u s i v e l y  f r o m  r e v e n u e  g r o w t h  o r  d o  
y o u  s e e  m o r e  r e d u c t i o n s  i n  t h e  w o r k  f o r c e  t h e r e ?  

P r i m a r i l y  t h e  f o r m e r ,  r e v e n u e  g r o w t h .  
A r e  l a y o f f s  b e h i n d  D i g i t a l  n o w ?  
F o r  t h e  m o s t  p a r t ,  y e s .  W e  h a v e  s o m e  m o d e s t  l a y o f f s  p l a n n e d  

f o r  s o m e  p a r t s  o f  t h e  w o r l d  b u t ,  i n  t h e  o v e r a l l  s c h e m e  o f  t h i n g s ,  
i n s i g n i f i c a n t .  I  w o u l d  s a y  t h a t  o n  a  n e t  b a s i s ,  I  w o u l d  e x p e c t  
p o p u l a t i o n  t o  b e  f l a t  t o  u p  a s  w e  m o v e  f o r w a r d  o v e r  t h e  n e x t  f e w  
q u a r t e r s .  I n  f a c t ,  e v e n  t h o u g h  t h i s  p a r t  q u a r t e r ,  t h e  S e p t e m b e r  
q u a r t e r ,  e v e n  t h o u g h  o u r  t o t a l  p o p u l a t i o n  w a s  d o w n  b y  s o m e  t w o  
h u n d r e d  p e o p l e ,  t h e  c o m p a n y  h a d  h i r e d  s o m e  f i f t e e n  h u n d r e d  p e o p l e  
n e w  t o  t h e  c o m p a n y .  T h i s  i s  r e s k i l l i n g .  T h i s  i s  t h e  c o m p a n y ' s  
c o m m i t m e n t  t o  a  v e r y  s u c c e s s f u l  s t r a t e g i c  t u r n a r o u n d .  
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T h a t ' s  f i f t e e n  h u n d r e d  w i t h i n  t h e  q u a r t e r ?  
W i t h i n  t h e  q u a r t e r .  I t ' s  c o m m i t m e n t  t o  b r i n g  i n  t h e  s k i l l s  

t h a t  a r e  r e q u i r e d ,  p a r t i c u l a r l y  i n  t h e  t e c h n i c a l  a r e a s ,  w h e t h e r  i t  
b e  t o  s u p p o r t  o u r  M i r c o s o f t  p r o g r a m  t h a t  y o u  m a y  r e c a l l  w e  
a n n o u n c e d  r e c e n t l y  o r  m a n y  o f  o u r  o t h e r  i m p o r t a n t  t e c h n i c a l  
p r o g r a m s .  S o ,  o n  a  n e t  b a s i s ,  e v e n  t h o u g h  w e  w i l l  c o n t i n u e  t o  s e e  
s o m e  l e v e l  o f  r e d u c t i o n s ,  o n  a  n e t  b a s i s  I  w o u l d  e x p e c t  w e  w i l l  
c o n t i n u e  w i t h  t h e  r e s k i l l i n g  o f  t h e  c o m p a n y  a n d  p a r t i c u l a r l y  i n  
t h e s e  t e c h n i c a l  a r e a s  a s  w e l l  a s  s o m e  o f  t h e  m a r k e t i n g  a r e a s  w h e r e  
w e  a r e  u p g r a d i n g  o u r  m a r k e t i n g  c a p a b i l i t y  a n d ,  o v e r a l l ,  I  w o u l d  
e x p e c t  i t  t o  b e  f l a t  t o  s o m e w h a t  u p  o v e r  t h e  n e x t  f e w  q u a r t e r s  i n  
t e r m s  o f  p o p u l a t i o n .  

T h a n k  y o u .  
Y e s ,  n e x t  q u e s t i o n ,  p l e a s e .  
M r .  C h r i s t i a n s o n ,  p l e a s e  s t a t e  y o u r  f o l l o w  u p  q u e s t i o n .  
H i .  T h i s  i s  C h r i s  C h r i s t i a n s o n  f r o m  I n t e r n a t i o n a l  D a t a  

C o r p o r a t i o n .  I  a p o l o g i z e  i f  I  m i s s e d  t h e  d i s c u s s i o n ,  b u t  i s  t h e r e  
a n y  n e w s  o n  a  s e m i c o n d u c t o r  p a r t n e r ?  

Y o u  d i d n ' t  m i s s  t h e  d i s c u s s i o n .  T h e  —  h o w e v e r ,  I  w i l l  r e p e a t  
w h a t  w e  h a v e  s a i d  p r e v i o u s l y  a n d  t h a t  i s  t h a t  a s  s o o n  a s  w e  h a v e  
n e w s ,  w e  w i l l  d i s c l o s e  i t .  O f  c o u r s e ,  t h e r e  i s  a  l o t  o f  n e w s  i n  
t h a t  w e  a r e  v e r y  a c t i v e  o n  t h e  s u p p o r t  p r o g r a m  a n d ,  a s  w e  
c o m m u n i c a t e d  p r e v i o u s l y ,  w e  e x p e c t  t o  h a v e  s o m e t h i n g  a n n o u n c e d  
b e f o r e  t h e  e n d  o f  t h e  c a l e n d a r  y e a r .  W e  w i l l  n o t  a n n o u n c e  a n y t h i n g  
u n t i l  w e  h a v e  c o n s u m m a t e d  a  d e f i n i t i v e  a g r e e m e n t  w i t h  a  p a r t n e r .  
N e x t  q u e s t i o n ,  p l e a s e .  

A n d r e w  E l l i s o n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  
y o u r  q u e s t i o n .  

E l l i s o n .  W h a t  i s  t h e  c u r r e n t  p e r c e n t a g e  o f  p r o d u c t  r e v e n u e s  
r e p r e s e n t e d  b y  A L P H A  s h i p m e n t s ?  

A p p r o x i m a t e l y  t w e n t y - f o u r  p e r c e n t  o f  —  e x c u s e  m e .  I t  i s  
t w e n t y - f o u r  p e r c e n t  o f  t h e  c o m p a n y ' s  p r o d u c t ,  t o t a l  p r o d u c t  
r e v e n u e s .  

T h a n k  y o u .  
J u s t  o n e  o t h e r  p o i n t  o n  t h a t ,  A n d r e w  —  I  k n o w  y o u  a r e  o f f  t h e  

l i n e ,  b u t  o n e  o t h e r  p o i n t  o n  t h a t .  T h a t ' s  f o r  s y s t e m  l e v e l  p r o d u c t  
s a l e s .  T h a t  c o u l d  b e ,  t h a t  s h o u l d  b e  i n c r e a s e d  b y  a n o t h e r  t e n  
p o i n t s ,  o r  s o ,  i f  y o u  w e r e  t o  c o m p r e h e n d  t h e  a f t e r  m a r k e t  p r o d u c t  
s a l e s  a l o n g  w i t h  i t .  N e x t  q u e s t i o n ,  p l e a s e .  

S u s a n  ( A m a h l ) ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  
y o u r  q u e s t i o n .  

D E C  C o m p u t i n g  M a g a z i n e ,  S u s a n  ( A m a h l ) .  I  a m  a  l i t t l e  u n c l e a r  
a s  t o  w h i c h  p a r t s  o f  t h e  b u s i n e s s  a r e  p r o f i t a b l e .  S o  f a r  y o u  h a v e  
s a i d  w h i c h  o n e s  a r e n ' t ,  s o  w h i c h  o n e s  a r e ?  

W e  —  a s  a  m a t t e r  o f  p o l i c y ,  d o n ' t  d i s c l o s e  t h e ,  a l l  o f  t h e  
f i n a n c i a l  p e r f o r m a n c e  o f  o u r  b u s i n e s s ;  a l t h o u g h ,  w e  s e e m  t o  b e  
g e t t i n g  o u r s e l v e s  i n t o  t h a t  s i t u a t i o n  h e r e  w i t h  a ,  o n  a n  e x c e p t i o n  
b a s i s ,  b u t  l e t  m e  s a y  t h a t  a l l  o t h e r  p a r t s  o f  t h e  b u s i n e s s  a r e  
p r o f i t a b l e .  A l l  o t h e r  p a r t s  o f  t h e  b u s i n e s s  a r e  p r o f i t a b l e  a n d  t h e  
t w o  e x c e p t i o n s  a r e  t h e  o n e s  t h a t  I  m e n t i o n e d .  O n  t h e  o t h e r  h a n d ,  
l e t  m e  r e p e a t  w h a t  I  s a i d  o n  t h e  s y s t e m s  b u s i n e s s .  T h e  s y s t e m s  
b u s i n e s s  i s  a l s o  p r o f i t a b l e  i f  y o u  l o o k  a t  i t  a s  a  t o t a l  b u s i n e s s  
a n d  c o m p r e h e n d  t h e  s e r v i c e  p i e c e  t h a t  c o m p l i m e n t s  a n d ,  i n  t h a t  
r e g a r d ,  i t ' s  f a i r  t o  s a y  t h a t  a l l  o f  o u r  b u s i n e s s e s  i n  D i g i t a l  a r e  
p r o f i t a b l e  e x c e p t  f o r  P . C . ' s .  
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B u t  t h e  s e r v i c e s  p a r t ,  i s  t h a t  p r o f i t a b l e ?  
Y e s ,  v e r y  p r o f i t a b l e .  
B u t  y o u  s a i d  r e v e n u e  g r o w t h  w a s  d o w n .  
T h a t ' s  c o r r e c t .  T h a t  d o e s n ' t  m e a n  i t ' s  n o t  p r o f i t a b l e .  
R i g h t .  O k a y .  W h a t  p e r c e n t a g e  o f  r e v e n u e  d o  y o u  e x p e c t  t h e  —  

d o  y o u  e x p e c t  c o n n e c t i v i t y  t o  c o n t r i b u t e  i n  t h e  n e x t  t w o  y e a r s ?  
P e r c e n t a g e  o f  t o t a l  r e v e n u e s  o r  p r o d u c t  r e v e n u e s ?  
P e r c e n t a g e  o f  t o t a l  r e v e n u e .  
A p p r o x i m a t e l y  f i v e  p e r c e n t .  A g a i n ,  t h a t ' s  s p e c i f i c a l l y  a  

s o f t w a r e  q u e s t i o n  o r  a  t o t a l  p r o d u c t s ?  
W e l l ,  y o u  s e t  u p  t h e  n e w  c o n n e c t i v i t y  s o f t w a r e  u n i t  e a r l i e r  

t h i s  y e a r  a n d  I  a m  j u s t  w o n d e r i n g  h o w  m u c h  p r o f i t  t h a t  w i l l  b r i n g  i n  
I n  t h a t  t i m e  f r a m e ,  a p p r o x i m a t e l y  f i v e  p e r c e n t .  T o t a l  

c o n n e c t i v i t y  r e v e n u e s ,  o f  c o u r s e ,  w o u l d  b e  m u c h  m o r e  s i g n i f i c a n t ,  
a p p r o a c h i n g  t w e n t y - f i v e  p e r c e n t  o f  t h e  c o m p a n y ' s  b u s i n e s s .  

O k a y .  
N e x t  q u e s t i o n ,  p l e a s e .  
I f  t h e r e  a r e  a n y  a d d i t i o n a l  q u e s t i o n s ,  p l e a s e  p r e s s  t h e  o n e ,  

f o l l o w e d  b y  t h e  f o u r ,  a t  t h i s  t i m e .  L i z  G a l l e s e ,  p l e a s e  s t a t e  y o u r  
f o l l o w  u p  q u e s t i o n .  

H i .  I  j u s t  w a n t  t o  c l a r i f y ,  w a s  t h a t  f i v e  p e r c e n t  o f  t o t a l  
r e v e n u e  o r  t o t a l  p r o d u c t  r e v e n u e  f o r  t h e  c o n n e c t i v i t y  s o f t w a r e  
b u s i n e s s .  

P r o d u c t  r e v e n u e .  
P r o d u c t  r e v e n u e .  C o u l d  I  a s k  y o u  h o w  c l o s e  y o u  a r e  t o  f i n d i n g  

a  n e w  P . C .  b o s s ?  
W e  a r e  c l o s e  t o  h a v i n g  s o m e t h i n g  t o  a n n o u n c e  h e r e  a n d  I  a m  n o t  

g o i n g  t o  a n n o u n c e  i t  o n  t h i s  l i n e .  
T h i s  w e e k ?  
L e t ' s  s a y  i n  t h e  n e x t  f e w  w e e k s .  W e  e x p e c t  i t  w i l l  b e  o v e r  

t h e  n e x t  f e w  w e e k s .  
C a n  I  a s k  y o u  o n e  m o r e ?  
C e r t a i n l y .  
T h e  c o n s e n s u s  f o r  t h e  y e a r  i s  a r o u n d  t h r e e  n i n e t y .  D o  y o u  

a g r e e  w i t h  t h a t ?  A r e  y o u  c o m f o r t a b l e  w i t h  i t ?  
I t  w o u l d  b e  t h e  s a m e  a n s w e r  I  h a v e  g i v e n  y o u  i n  t h e  p a s t ,  I ' m  

a f r a i d .  W e  d o n ' t  m a k e  t h a t  l e v e l  o f  p r o j e c t i o n  o n  t h e  c o m p a n y  i n  
t e r m s  o f  e a r n i n g s ,  w h e t h e r  i t  b e  f o r  t h e  y e a r  o r  n e x t  q u a r t e r  a n d  
I  d i d n ' t  r e a l i z e  i t  w a s  t h r e e  n i n e t y  b u t  I  g u e s s  i t  h a s  b e e n  
h o v e r i n g  i n  t h e  t h r e e  f i f t y  t o  f o u r  d o l l a r  s h a r e  r a n g e .  T h e  
c o m p a n y  i s  c l e a r l y  o n  a  t r a c k ,  a  v e r y  f i r m  t r a c k ,  o f  c o n t i n u o u s  
i m p r o v e m e n t  a n d ,  f o r  t h e  m o s t  p a r t ,  h a s  b e e n  d o i n g  e x t r a o r d i n a r i l y  
w e l l ,  p a r t i c u l a r l y  i n  t h e  C S D  u n i t ,  a s  I  s a i d  e a r l i e r  a n d  s o  I  
t h i n k  i t  i s  a p p r o p r i a t e  f o r  y o u  e x p e c t  c o n t i n u o u s  i m p r o v e m e n t  a n d  
I  a m  n o t  g o i n g  t o  b e  s p e c i f i c  i n  t e r m s  o f  q u a n t i f y i n g  t h e  f u l l  y e a r  
p o s i t i o n  a t  t h i s  p o i n t .  

I s  i t  a p p r o p r i a t e  t o  a s s u m e  t h a t  t h e  l o s s e s  a r e  b e h i n d  y o u ?  
A b s o l u t e l y .  T h i n k i n g  b a c k  a b o u t  e i g h t e e n  m o n t h s ,  y o u  m i g h t  

r e c a l l  a  c o u p l e  o f  g o a l s  t h a t  B o b  P a l m e r  h a d  n o t  o n l y  s e t  f o r  t h e  
c o m p a n y  b u t  g o t  t h e  e n t i r e  c o r p o r a t i o n  t o  r a l l y  a r o u n d  q u i t e  
s u c c e s s f u l l y .  O n e  o f  t h o s e  w a s  t o  a c h i e v e  b r e a k  e v e n  o r  b e t t e r  i n  
t h e  D e c e m b e r  q u a r t e r  o f  l a s t  y e a r  a s  a  c o m p a n y  a n d  t h e  s e c o n d  o n e  
w a s  t o  a c h i e v e  a  s u s t a i n a b l e  l e v e l  o f  p r o f i t a b i l i t y .  
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I n c i d e n t a l l y ,  t h o s e  t w o  g o a l s  w e r e  a m o n g  a  n u m b e r  o f  o t h e r s ,  b u t  
t h o s e  w e r e  t w o  o f  t h e  h i g h e s t  p r i o r i t y  g o a l s  f o r  t h e  e n t i r e  c o m p a n y  
a n d ,  a s  y o u  k n o w ,  t h a t  f i r s t  g o a l  w a s  a c h i e v e d  i n  t h e  D e c e m b e r  
q u a r t e r .  I n  f a c t ,  i t  w a s  e x c e e d e d  b y  q u i t e  a  b i t .  T h e  s e c o n d  g o a l ,  
o n  s u s t a i n a b i l i t y ,  t h e  r e a l  t e s t  f o r  t h a t  g o a l  w a s  t h i s  p a s t  q u a r t e r ,  
t h i s  p a s t  S e p t e m b e r  q u a r t e r  a n d  t h e  r e a s o n  f o r  t h a t  i s  t h a t  w e  
t r a d i t i o n a l l y  h a v e  a  s i g n i f i c a n t  d e c l i n e  i n  r e v e n u e s  f r o m  a  J u n e  
q u a r t e r  t o  t h e  S e p t e m b e r  q u a r t e r ,  d r i v e n  b y  t h e  s i g n i f i c a n t  a m o u n t  
o f  b u s i n e s s  t h a t  w e  d o  i n  E u r o p e ,  w h i c h  t e n d s  t o  b e  a  w e a k  q u a r t e r  
g i v e n  t h e  v a c a t i o n  p a t t e r n s  o f  E u r o p e .  S o ,  a l t h o u g h  w e  h a d  p l a n n e d  
p r o f i t a b i l i t y  f o r  t h e  q u a r t e r ,  w e  r e c o g n i z e  t h a t  t h e r e  w a s  s o m e  
r i s k  t h a t  w e  w o u l d n ' t  a c h i e v e  i t  a n d  t h a t  t h a t  w o u l d  b e  t h e  r e a l  
t e s t  f o r  t h i s  c o m p a n y  i n  t e r m s  o f  s u s t a i n a b i l i  t y  a n d  I  a m  
a b s o l u t e l y  d e l i g h t e d  t o  h a v e  t h e  o p p o r t u n i t y ,  o n  b e h a l f  o f  t h e  
c o m p a n y ' s  m a n a g e m e n t  a n d  e m p l o y e e s  t h i s  m o r n i n g ,  t o  s h a r e  w i t h  y o u  
t h a t  w e  h a v e  p a s s e d  t h a t  t e s t  w i t h  f l y i n g  c o l o r s  a t  t h e ,  g i v e n  t h e  
l e v e l  o f  p r o f i t  t h a t  w e  r e l e a s e d  a n d  w e  l o o k  f o r w a r d ,  w i t h  
t r e m e n d o u s  c o n f i d e n c e ,  t h a t  w e  w i l l  i m p r o v e  u p o n  t h i s  i n  t h e  y e a r ' s  
a h e a d .  

M a y  I  a s k  o n e  m o r e ?  
Y e s ,  y o u  m a y .  
O k a y .  T h e  f i v e  p e r c e n t  i n c r e a s e  i n  s a l e s ,  i s  t h a t  w h a t  y o u  

s e e  f o r  t h e  f o r e s e e a b l e  f u t u r e  o r  w h e r e  d o  y o u  w a n t  t o  s e e  t h a t  
f i g u r e  a n d  w i t h i n  w h a t  t i m e  f r a m e ?  

W e l l ,  a g a i n ,  I  a m  g o i n g  t o  b e  c a r e f u l  h e r e  o f  h o w  m u c h  I  
d i s c l o s e  b u t  l e t  m e  s a y  t h i s .  F i r s t  o f  a l l ,  l e t  m e  e m p h a s i z e  t h a t  
t h e  f i v e  p e r c e n t  i n  s a l e s  c o r r e s p o n d s  w i t h  a n  e l e v e n  p e r c e n t  s a l e s  
g r o w t h  l e v e l  w h e n  y o u  e x c l u d e  d i v e s t i t u r e s .  N o w ,  a g a i n ,  t h e  i m p a c t  
o f  d i v e s t i t u r e s  i s  q u i t e  s i g n i f i c a n t .  A s  t i m e  p a s s e s ,  j u s t  b e c a u s e  
o f  t h a t  d y n a m i c  a l o n e ,  y o u  w i l l  s e e  a  f a i r l y  s i g n i f i c a n t  g r o w t h  i n  
o u r  r e v e n u e s ,  b u t  h a v i n g  s a i d  t h a t ,  l o o k i n g  f o r w a r d  f r o m  h e r e ,  
w h e t h e r  y o u  l o o k  a t  i t  a t  t h e  r e p o r t e d  l e v e l ,  f r o m  a  r e p o r t e d  l e v e l  
o f  f i v e  p e r c e n t  o r  t h e  o t h e r  b a s e ,  w h i c h  i s  a f t e r  d i v e s t i t u r e s ,  y o u  
c a n  e x p e c t  c o n t i n u o u s  i m p r o v e m e n t ,  q u a r t e r  t w o  a s  w e l l  a s  t h e  
s e c o n d  h a l f  o f  t h e  f i s c a l  y e a r .  

T h a n k  y o u .  
C a r l a ,  w e  h a v e  t i m e  f o r  o n e  m o r e  q u e s t i o n .  
T h a n k  y o u .  A a r o n  Z i t n e r ,  p l e a s e  s t a t e  y o u r  f o l l o w  u p  

q u e s t i o n .  
M i n e  h a s  b e e n  a n s w e r e d .  T h a n k s .  
T h a n k  y o u .  
T e r r y  S h a n n o n ,  p l e a s e  s t a t e  y o u r  q u e s t i o n ,  f o l l o w e d  b y  y o u r  

c o m p a n y .  
T e r r y  S h a n n o n ,  S h a n n o n  ( K n o w s  D E C ) .  I  h a v e  s o m e  q u e s t i o n s  o n  

t h e  A L P H A  b u s i n e s s .  F i r s t  o f f ,  w h a t  i s  t h e  s h i p m e n t  s p l i t  b e t w e e n  
A L P H A  w o r k s t a t i o n s  a n d  s e r v e r s  a n d ,  s e c o n d l y ,  c a n  y o u  c h a r a c t e r i z e  
w h a t  p e r c e n t a g e  o f  y o u r  A L P H A  s y s t e m s  m o v e d  w i t h  o p e n  V M S ,  D i g i t a l  
U N I X  a n d  W i n d o w s  N T ?  
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A p p r o x i m a t e l y  t w o - t h i r d s  o f  t h e  A L P H A  b u s i n e s s  i s  s e r v e r  b a s e d  
a n d  o f  t h e  o p e r a t i n g  s y s t e m ,  i t ' s  a p p r o x i m a t e l y  f i f t y / f i f t y  o r  
f o r t y - f i v e  —  r o u g h l y  f o r t y - f i v e  p e r c e n t  o f  t h e  t o t a l  A L P H A  
b u s i n e s s  t o d a y  i s  U N I X ,  i n  f a c t ,  a  l i t t l e  o v e r  f o r t y - f i v e  p e r c e n t .  
A  l i t t l e  u n d e r  f o r t y - f i v e  p e r c e n t  i s  V M S  b a s e d .  T h e  r e m a i n i n g ,  
r o u g h l y ,  t e n  p e r c e n t  i s  t h e  e m e r g i n g  W i n d o w s  N T  b u s i n e s s  w h i c h ,  a s  
I  p o i n t e d  o u t  e a r l i e r ,  i s  a p p r o a c h i n g  a  l e v e l  o f  a  c o u p l e  o f  a  
h u n d r e d  m i l l i o n  d o l l a r s ,  o r  s o ,  a n n u a l i z e d  a t  t h e  s y s t e m  l e v e l ,  
m u c h  g r e a t e r  t h a n  t h a t  i n  t e r m s  o f  t o t a l  r e v e n u e .  

O k a y .  I n  o t h e r  w o r d s ,  b a c k  t o  t h e  w o r k s t a t i o n s  a n d  s e r v e r s ,  
i f  t w o - t h i r d s  o f  y o u r  b u s i n e s s  n o w  i s  s e r v e r  b a s e d ,  t h a t ' s  a  
d r a m a t i c  i m p r o v e m e n t  o v e r  a  y e a r  a g o  w h e n  i t  w a s  b e t w e e n  t w e n t y -
f i v e  a n d  t h i r t y  p e r c e n t  s e r v e r  b a s e d .  

I t ' s  e x t r a o r d i n a r y .  T h e  s e r v e r  l i n e ,  p a r t i c u l a r l y  t h e  2 1 0 0  
l i n e ,  h a s  b e e n  c o n s i s t e n t l y  d o i n g  w e l l  o v e r  t h e  l a s t  y e a r  w i t h  
e x t r a o r d i n a r y  g r o w t h  l e v e l s ,  c o n s i s t e n t l y  i t ' s  g a i n i n g  m a r k e t  s h a r e  
a n d  ? ?  g r o w t h  i n  t h e  m a r k e t  a n d ,  a s  y o u  k n o w ,  t h e  8 0 0 0  f a m i l y  t h a t  
w a s  a n n o u n c e d  t h i s  p a s t  J u n e  q u a r t e r  w h i c h  w e  h a v e  v e r y  h i g h  
e x p e c t a t i o n s  f o r ,  w e  c o n t i n u e  t o  e x c e e d  t h o s e  e x p e c t a t i o n s .  T h e r e  
i s  n o  y e a r l y  g r o w t h  f a c t o r  b e c a u s e  w e  w e r e n ' t  i n  t h a t  b u s i n e s s  a  
y e a r  a g o  a n d ,  a s  I  p o i n t e d  o u t  i n  m y  o p e n i n g  c o m m e n t s ,  t h e  m a r k e t  
r e c e p t i o n  t o  t h a t  p r o d u c t  h a s  b e e n  e x t r a o r d i n a r y  a n d  w e  a r e  q u i t e  
o p t i m i s t i c  t h a t  t h i s  w i l l  c o n t i n u e  a s  w e  m o v e  f o r w a r d .  T h e s e  a r e  
a l s o  s y s t e m s  t h a t  h a v e  f a i r l y  r i c h  m a r g i n s  a s s o c i a t e d  w i t h  t h e m  a n d  
t h e y  a r e  a l s o  f r e q u e n t l y  c o m p l i c a t e d ,  l a r g e  c o m p l i c a t e d  
a p p l i c a t i o n s  t h a t  r e q u i r e  s i g n i f i c a n t  s e r v i c e ,  h a v e  s i g n i f i c a n t  
s e r v i c e  c o n t e n t  w i t h  t h e m ,  a s  w e l l .  

O k a y .  T h a n k  y o u  v e r y  m u c h .  
I t ' s  a  p l e a s u r e .  
T h i s  c o n c l u d e s  D i g i t a l ' s  f i r s t  q u a r t e r  r e s u l t s  t e l e c o n f e r e n c e .  

I f  y o u  h a v e  f u r t h e r  q u e s t i o n s ,  p l e a s e  c a l l  m e  a t  5 0 8 - 4 9  3  —  2 1 9 5 .  
T h a n k  y o u  f o r  j o i n i n g  u s .  

L a d i e s  a n d  g e n t l e m e n ,  t h i s  d o e s  c o n c l u d e  y o u r  c o n f e r e n c e  f o r  
t o d a y .  Y o u  m a y  a l l  d i s c o n n e c t  a n d  t h a n k  y o u  f o r  p a r t i c i p a t i n g .  

E n d  o f  c o n f e r e n c e  + + +  
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L a d i e s  a n d  g e n t l e m e n ,  t h a n k  y o u  f o r  s t a n d i n g  b y .  W e l c o m e  t o  
t h e  D i g i t a l  E q u i p m e n t  C o r p o r a t i o n  f i r s t  q u a r t e r  f i n a n c i a l  r e s u l t s  
t e l e c o n f e r e n c e  c a l l .  A t  t h i s  t i m e ,  a l l  p a r t i c i p a n t s  a r e  i n  a  
l i s t e n  o n l y  m o d e .  L a t e r ,  w e  w i l l  c o n d u c t  a  q u e s t i o n  a n d  a n s w e r  
s e s s i o n .  A t  t h a t  t i m e ,  i f  y o u  h a v e  a  q u e s t i o n ,  y o u  w i l l  n e e d  t o  
p r e s s  t h e  o n e ,  f o l l o w e d  b y  t h e  f o u r ,  o n  y o u r  p u s h  b u t t o n  p h o n e .  A s  
a  r e m i n d e r ,  t h i s  c o n f e r e n c e  i s  b e i n g  r e c o r d e d .  I  w o u l d  n o w  l i k e  t o  
t u r n  t h e  c o n f e r e n c e  o v e r  t o  M r .  D a n  K a f e r l e .  P l e a s e  g o  a h e a d ,  s i r .  

W e l c o m e  a n d  t h a n k  y o u  f o r  j o i n i n g  u s .  O u r  f i r s t  q u a r t e r  
r e s u l t s  n e w s  r e l e a s e  i s  a v a i l a b l e  o n  l i n e  t h r o u g h  P R N e w s w i r e  a n d  
B u s i n e s s  W i r e .  T h i s  m o r n i n g  I  h a v e  w i t h  m e ,  V i n  M u l l a r k e y ,  V i c e -
p r e s i d e n t  o f  F i n a n c e  a n d  D i g i t a l ' s  C h i e f  F i n a n c i a l  O f f i c e r  a n d  B i l l  
S t r e c k e r ,  V i c e - p r e s i d e n t  o f  t h e  A d v a n c e d  T e c h n o l o g y  g r o u p  a n d  C h i e f  
T e c h n i c a l  O f f i c e r .  V i n  w i l l  t a k e  y o u  t h r o u g h  t h e  q u a r t e r ' s  r e s u l t s  
a n d  t h e n  w e  w i l l  t h r o w  i t  o p e n  f o r  q u e s t i o n s .  T h e  t e l e c o n f e r e n c e  
w i l l  e n d  p r o m p t l y  a t  1 1 : 4 5 .  V i n  —  

Thank  you ,  D an .  Good  mor n ing  and  t hank  y o u  f o r  c a l l i ng  i n .  
I  wi l l  r e v i ew  D ig i t a l ' s  f i nanc i a l  r e su l t s  and  op e r a t i on a l  
pe r fo rmance  f o r  t he  q u a r t e r  and  we  w i l l  t hen  t ake  you r  que s t i ons .  

Las t  qua r t e r  we  s t a t ed  t ha t ,  i n  f i s ca l  ' 9 6 ,  managemen t  w ou ld  
f o cu s  on  g rowth  and  i mproved  p ro f i t s  a s  t he  c ompa ny  moves  i n t o  wh a t  
we  have  c a l l ed  ou r  s t r a t eg i c  g rowth  phase .  We  a r e  o f f  t o  a  ve ry  
s o l i d  s t a r t .  We  a r e  po i s ed  f o r  con t i nued  marke t  sha r e  g rowth  and  
i m p r o v e d  p r o f i t a b i l i t y .  

F o r  t h e  f i r s t  q u a r t e r  o f  f i s c a l  ' 9 6 ,  w e  r e p o r t e d  n e t  i n c o m e  o f  
f o r t y - e i g h t  m i l l i o n  d o l l a r s  o r  t w e n t y - s i x  c e n t s  p e r  c o m m o n  s h a r e  
c o m p a r e d  w i t h  n e t  l o s s  o f  a  h u n d r e d  a n d  t h i r t y - o n e  m i l l i o n ,  o r  
n i n e t y - e i g h t  c e n t s  p e r  c o m m o n  s h a r e  f o r  t h e  s a m e  p e r i o d  a  y e a r  a g o .  
T h i s  i s  t h e  f o u r t h  c o n s e c u t i v e  q u a r t e r  o f  p r o f i t  f o r  t h e  c o m p a n y  
a n d  r e p r e s e n t s  a  t w o  h u n d r e d  a n d  f o r t y - f o u r  m i l l i o n  d o l l a r  
i m p r o v e m e n t  i n  o p e r a t i n g  p r o f i t  o n  a  y e a r  o v e r  y e a r  b a s i s .  T h e  
t o t a l  o p e r a t i n g  r e v e n u e s  a s  r e p o r t e d  f o r  t h e  q u a r t e r  w e r e  t h r e e  
p o i n t  t h r e e  b i l l i o n  c o m p a r e d  t o  t h r e e  p o i n t  o n e  b i l l i o n  f o r  t h e  
s a m e  q u a r t e r  a  y e a r  a g o ,  a  f i v e  p e r c e n t  i n c r e a s e .  W h e n  a d j u s t e d  
f o r  d i v e s t m e n t s ,  t o t a l  r e v e n u e  f r o m  o n g o i n g  b u s i n e s s e s  g r e w  e l e v e n  
p e r c e n t  o n  a  y e a r  o v e r  y e a r  b a s i s .  O n  t h i s  b a s i s ,  w e  r e c o r d  a  
s t r o n g  r e v e n u e  g r o w t h  i n  o u r  d o m e s t i c  a n d  i n t e r n a t i o n a l  m a r k e t s .  
W e  h a d  i m p r e s s i v e  g r o w t h  i n  b o t h  t h e  A m e r i c a s  a s  w e l l  a s  A s i a  
P a c i f i c .  E u r o p e ,  t h o u g h  s o m e w h a t  s o f t e r ,  a c h i e v e d  g r o w t h  a s  w e l l .  

I  a m  p l e a s e d  w i t h  t h e  p e r f o r m a n c e  i n  o u r  k e y  p r o d u c t  a r e a s .  
P r o d u c t  r e v e n u e s  a s  r e p o r t e d  i n c r e a s e d  t e n  p e r c e n t  y e a r  o v e r  y e a r .  
W h e n  a d j u s t e d  f o r  d i v e s t m e n t s ,  t o t a l  p r o d u c t  r e v e n u e s  f r o m  o n g o i n g  
o p e r a t i o n s  g r e w  b y  t w e n t y - t w o  p e r c e n t  r e f l e c t i n g  t h e  s i x t h  
c o n s e c u t i v e  q u a r t e r  o f  y e a r  o v e r  y e a r  p r o d u c t  r e v e n u e  g r o w t h .  I n  
f a c t ,  t h i s  t w e n t y - t w o  p e r c e n t  l e v e l  o f  p r o d u c t  r e v e n u e  g r o w t h  
p o s i t i o n s  D i g i t a l  a h e a d  o f  m a n y  o f  t h e  i n d u s t r y  l e a d e r s .  

O u r  A L PH A  s y s t e m s  b u s i n e s s  g r e w  f o r t y  p e r c e n t ,  d r i v e n  b y  
i n c r e a s e  i n  d e m a n d  f o r  o u r  s c a l a b l e  l i n e  o f  6 4 - b i t  A L P H A  s e r v e r s .  
D i g i t a l  c o n t i n u e s  t o  r e c e i v e  f a v o r a b l e  m a r k e t  r e c e p t i o n  a n d  v e r y  
p o s i t i v e  r a t i n g s  o n  t h e  p r i c e  p e r f o r m a n c e  a d v a n t a g e s  o f  m i d - r a n g e  
s e r v i c e  i n  h i g h  e n d  8 0 0 0  f a m i l y  p r o d u c t s .  
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W i t h  t h e  n e w  l i n e  o f  w o r k s t a t i o n  p r o d u c t s  i n t r o d u c e d  t h i s  
q u a r t e r  a n d  a  n e w  a g g r e s s i v e  s a l e s  a n d  m a r k e t i n g  p l a n ,  w e  e x p e c t  t o  
s e e  i n c r e a s i n g  d e m a n d  a n d  a  ( r a m p )  i n  t h e  o r d e r  r a t e  a s  t h e  y e a r  
p r o g r e s s e s .  W e  a r e  t a r g e t i n g  s p e c i f i c  t e c h n i c a l  m a r k e t s  i n c l u d i n g  
e l e c t r o n i c  a n d  m e c h a n i c a l  d e s i g n ,  s o f t w a r e  d e v e l o p m e n t  a n d  s c i e n c e  
a n d  r e s e a r c h ,  w h e r e  w e  h a v e  a  c l e a r  c o m p e t i t i v e  a d v a n t a g e .  W e  a r e  
p a r t n e r i n g  w i t h  t o p  a p p l i c a t i o n  p r o v i d e r s  i n  e a c h  o f  t h e s e  a r e a s  t o  
e n s u r e  l e a d e r s h i p  a p p l i c a t i o n  p e r f o r m a n c e  o n  A L P H A .  

I n  S e p t e m b e r ,  w e  a n n o u n c e d  a  n e w  l i n e  o f  I n t e l  a n d  A L P H A  b a s e d  
p e r s o n a l  w o r k s t a t i o n s  t h a t  p r o v i d e  w o r k s t a t i o n  p e r f o r m a n c e  a t  P C  
p r i c e s  r u n n i n g  M i c r o s o f t ' s  W i n d o w s  N T .  T h e  n e w  l i n e  i s  e a s i l y  
u p g r a d e d  f r o m  I n t e l  t o  A L P H A  6 4 - b i t  a r c h i t e c t u r e .  

A L P H A  U N I X  s y s t e m s  c o n t i n u e  t o  g r o w  a p p r o x i m a t e l y  f i f t y  
p e r c e n t  y e a r  o v e r  y e a r  a n d  w e  c o n t i n u e  t o  s e e  e x c e p t i o n a l  d e m a n d  
f o r  W i n d o w s  N T  o n  o u r  A L P H A  p l a t f o r m ,  w h i c h  g r e w  o v e r  t w o  h u n d r e d  
a n d  f i f t y  p e r c e n t  y e a r  o v e r  y e a r  w i t h  r e v e n u e s  n o w  g r e a t e r  t h a n  t w o  
h u n d r e d  m i l l i o n  d o l l a r s  a n n u a l i z e d .  

O u r  p e r s o n a l  c o m p u t e r  b u s i n e s s ,  o n c e  a g a i n ,  c a p t u r e d  m a r k e t  
s h a r e  g r o w i n g  a t  t h i r t y - t w o  p e r c e n t  y e a r  o v e r  y e a r .  I  a m  
p a r t i c u l a r l y  p l e a s e d  w i t h  t h i s  p e r f o r m a n c e .  D u r i n g  t h e  q u a r t e r ,  w e  
d e v e l o p e d  a d d i t i o n a l  r e t a i l  s a l e s  c h a n n e l s  i n c l u d i n g  C i r c u i t  C i t y  
a n d  O f f i c e  M a x  i n  t h e  r e t a i l  s p a c e .  A s  y o u  m a y  r e c a l l ,  m a n a g e m e n t  
h a s  b e e n  t a k i n g  a c t i o n  t o  b a l a n c e  t h e  p e r f o r m a n c e  o f  o u r  P C  
b u s i n e s s /  f o c u s i n g  o n  p r o f i t a b i l i t y /  c a s h  n e u t r a l i t y /  a n d  c o n t i n u e d  
g r o w t h  i n  m a r k e t  s h a r e .  W e  a r e  m a k i n g  g o o d  p r o g r e s s  a n d  e x p e c t  
t h a t  r e a s o n a b l e  p r o f i t s  w i l l  b e  d e l i v e r e d  i n  t h e  s e c o n d  h a l f  o f  
t h i s  f i s c a l  y e a r .  

O u r  o t h e r  p r o d u c t s ,  b u s i n e s s  t h a t  g r e w  b y  m o r e  t h a n  t h i r t y  
p e r c e n t ,  a g a i n  a f t e r  a d j u s t i n g  f o r  d i v e s t m e n t s  —  t h i s  i n c l u d e s  
n e t w o r k  p r o d u c t s ,  s t o r a g e  s u b s y s t e m  p r o d u c t s ,  a n d  D i g i t a l  s o f t w a r e  
p r o d u c t s .  ,  •  •  

S e r v i c e  r e v e n u e s  d e c l i n e d  o n e  p e r c e n t  o v e r  l a s t  y e a r .  T n i s  i s  
d u e  m a i n l y  t o  t h e  e x p e c t e d  c o n t i n u e d  d e c l i n e  o f  o l d e r  V A X  
m a i n t e n a n c e  b u s i n e s s  c o u p l e d  w i t h  i m p r o v e d  p r o d u c t  l i a b i l i t y  a n d  
t h e  a s s o c i a t e d  l o w e r  p r i c e  m a i n t e n a n c e  c o n t r a c t s  o f  o u r  n e w  A L P H A  
p r o d u c t  l i n e .  D i g i t a l ' s  o p p o r t u n i t y  f o r  g r o w t h  i n  t h e  s e r v i c e  a n d  
s u p p o r t  s e c t o r  i s  e x c e l l e n t ,  h o w e v e r .  O u r  s u c c e s s f u l  m u l t i - v e n d o r  
c u s t o m e r  s e r v i c e  b u s i n e s s  c o n t i n u e s  t o  e v i d e n c e  s i g n i f i c a n t  g r o w t h  
a n d  a s  o u r  s e r v i c e  p a r t n e r s h i p s  a n d  k e y  t e c h n o l o g y  a l l i a n c e s  w i t h  
M i c r o s o f t ,  D e l l ,  C o m p a q ,  N o v e l l  a n d  o t h e r s  d e v e l o p ,  t h e  r e v e n u e  
p o t e n t i a l  h e r e  i s  s u b s t a n t i a l .  

L e t  m e  m o v e  t o  g r o s s  m a r g i n s .  A t  t h e  b e g i n n i n g  o f  t h e  q u a r t e r  
a t  t h i r t y — t w o  p e r c e n t ,  c o n s i s t e n t  w i t h  o u r  s h o r t  t e r m  b u s i n e s s  
m o d e l .  I  e x p e c t  m a r g i n s  t o  r e m a i n  i n  t h i s  r a n g e  i n  t h e  s h o r t  t e r m  
w i t h  t h e  p o t e n t i a l  f o r  s o m e  i m p r o v e m e n t  i n  t h e  s e c o n d  h a l f ,  w n n e  
p r o d u c t  g r o s s  m a r g i n s  i m p r o v e d  s o m e  f i v e  p o i n t s  y e a r  o v e r  y e a r ,  
s e r v i c e  g r o s s  m a r g i n s  d e c l i n e d  a p p r o x i m a t e l y  t w o  p o i n t s .  T h i s  w a s  
e x p e c t e d  a s  o u r  v e r y  s u c c e s s f u l  t h i r d  p a r t y  m a i n t e n a n c e  b u s i n e s s ,  
w h i c h  h a s  l o w e r  m a r g i n s ,  c o n t i n u e s  t o  g r o w  q u i t e  c o n s i d e r a b l y .  
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T o t a l  o p e r a t i n g  e x p e n s e s  f o r  t h e  q u a r t e r  w e r e  n i n e  h u n d r e d  a n d  
n i n e t y - o n e  b i l l i o n  d o l l a r s ,  c o m p a r e d  t o  a  b i l l i o n  o n e  a  y e a r  a g o .  
T h i s  r e p r e s e n t s  a  t w e l v e  p e r c e n t  d e c r e a s e  i n  e x p e n s e s  y e a r  o v e r  
y e a r .  D i g i t a l  h a s  a c h i e v e d  s i g n i f i c a n t  r e d u c t i o n s  i n  o p e r a t i n g  
e x p e n s e s .  I n  f a c t ,  i t  h a s  b e e n  e i g h t  y e a r s  s i n c e  e x p e n s e s  h a v e  
b e e n  u n d e r  o n e  b i l l i o n  d o l l a r s .  W e  c o n t i n u e  t o  m a n a g e  o u r  c o s t  
s t r u c t u r e  w h i l e  m a k i n g  t h e  n e c e s s a r y  i n v e s t m e n t s  t o  p u r s u e  n e w  
m a r k e t  o p p o r t u n i t i e s .  T h i s  n e x t  q u a r t e r  w e  w i l l  m a k e  s i g n i f i c a n t  
i n v e s t m e n t s  i n  d e m a n d  g e n e r a t i o n  a c t i v i t i e s  i n  o r d e r  t o  f u l l y  
c a p i t a l i z e  o n  o u r  l e a d e r s h i p  p r o d u c t s  a n d  s e r v i c e s .  W e  a r e  
i n v e s t i n g  t o  c a p t u r e  s h a r e .  

I n  a b s o l u t e  d o l l a r s ,  I  e x p e c t  t o  s e e  a n  i n c r e a s e  i n  o p e r a t i n g  
e x p e n s e s  i n  o u r  D e c e m b e r  q u a r t e r ,  a s  t h e  c o r p o r a t i o n  r o l l s  o u t  a  
n e w  d e m a n d  g e n e r a t i o n  m a r k e t i n g  c a m p a i g n  a n d  a s  v o l u m e s  c o n t i n u e  t o  
i n c r e a s e .  

D i g i t a l  e n d e d  t h i s  q u a r t e r  w i t h  s i x t y - o n e  t h o u s a n d  f i v e  
h u n d r e d  e m p l o y e e s .  T h i s  r e p r e s e n t s  a  t w o  h u n d r e d  p e r s o n  r e d u c t i o n  
f r o m  t h e  f o u r t h  q u a r t e r  a n d  a  y e a r  o v e r  y e a r  d e c r e a s e  o f  s e v e n t e e n  
p e r c e n t  o r  t w e l v e  t h o u s a n d  t h r e e  h u n d r e d  e m p l o y e e s .  

R e l a t i v e  t o  t h e  b a l a n c e  s h e e t ,  c a s h  i n c r e a s e d  s i x  h u n d r e d  a n d  
t w e n t y  m i l l i o n  d o l l a r s  v e r s u s  q u a r t e r  o n e  a  y e a r  a g o  t o  o n e  p o i n t  
f i v e  b i l l i o n .  F o r  t h e  t h i r d  c o n s e c u t i v e  q u a r t e r ,  w e  g e n e r a t e d  
p o s i t i v e  c a s h  f l o w  f r o m  o p e r a t i o n s  b e f o r e  r e s t r u c t u r i n g .  
S e q u e n t i a l l y ,  o u r  c a s h  p o s i t i o n  w a s  d o w n  a  h u n d r e d  m i l l i o n  f r o m  
q u a r t e r  f o u r .  T h i s  w a s  d u e ,  p r i m a r i l y ,  t o  i n c r e a s e d  i n v e n t o r y  
p u r c h a s e s  t o  s u p p o r t  d e m a n d  f o r  A l P H A  p r o d u c t s .  I  a m  c o n f i d e n t  i n  
o u r  a s s e t  m a n a g e m e n t  i m p r o v e m e n t  p r o g r a m s  a s  t h e  c o m p a n y  c o n t i n u e s  
t o  w o r k  t o w a r d s  s p e c i f i c  d e l i v e r a b l e s  a n d  t a r g e t s  w h i c h  h a v e  b e e n  
i d e n t i f i e d  i n  e a c h  o f  t h e  b u s i n e s s e s .  W e  h a v e  h a d  p o s i t i v e  c a s h  
f l o w ,  n o w ,  f r o m  o p e r a t i o n s  f o r  t h r e e  c o n s e c u t i v e  q u a r t e r s .  I  
e x p e c t  t h i s  t o  c o n t i n u e  d u r i n g  t h e  r e m a i n d e r  o f  t h i s  f i s c a l  y e a r .  

R e l a t i v e  t o  c u r r e n c y ,  w i t h  t h e  s t r e n g t h e n i n g  o f  t h e  U . S .  
d o l l a r  o v e r  t h e  p a s t  t h r e e  m o n t h s ,  D i g i t a l  e x p e r i e n c e d  a  s l i g h t  
u n f a v o r a b l e  i m p a c t  o n  t h e  c o m p a n y ' s  r e v e n u e  i n  q u a r t e r  o n e .  N o n ­
d o l l a r  d e n o m i n a t e d  c o s t  i n  f o r e i g n  e x c h a n g e  o p t i o n  c o n t r a c t s ,  
h o w e v e r ,  o f f s e t  a n y  n e g a t i v e  i m p a c t  t o  t h e  b o t t o m  l i n e .  

S o ,  i n  s u m m a r y ,  o u r  p r o d u c t  r e v e n u e  g r o w t h  i s  a c c e l e r a t i n g  t o  
l e v e l s  c o n s i s t e n t  w i t h  t h e  i n d u s t r y  l e a d e r s .  O u r  p r o f i t  
p e r f o r m a n c e  c o n t i n u e s  t o  i m p r o v e  s i g n i f i c a n t l y .  T h i s  p a s t  q u a r t e r ,  
o p e r a t i n g  p r o f i t s  i n c r e a s e d  t w o  h u n d r e d  a n d  f o r t y - f o u r  m i l l i o n  o v e r  
t h e  s a m e  q u a r t e r  a  y e a r  a g o ,  r e p r e s e n t i n g  t h e  f o u r t h  c o n s e c u t i v e  
q u a r t e r  o f  p r o f i t a b i l i t y .  O u r  p r o d u c t  a n d  s e r v i c e  c a p a b i l i t i e s  
c o n t i n u e s  t o  w i n  s t r o n g  e n d o r s e m e n t s  f r o m  c u s t o m e r s  a n d  p a r t n e r s ,  
p a r t i c u l a r l y  r e l a t i v e  t o  o u r  6 4 - b i t  s y s t e m  a n d  s o f t w a r e  c a p a b i l i t y .  
W e  h a v e  a  o n e  t o  t w o  y e a r  l e a d  v e r s u s  o u r  c o m p e t i t i o n  a n d ,  f i n a l l y ,  
t h e  o u t l o o k  f o r  t h e  f u t u r e  c o n t i n u e s  t o  b e  p o s i t i v e .  

T h a n k  y o u .  W e  w i l l  n o w  t a k e  y o u r  q u e s t i o n s .  
C a r l a ,  w i l l  y o u  p l e a s e  p o l l  t h o s e  o n  t h e  l i n e  f o r  a n y  

q u e s t i o n s ?  
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L a d i e s  a n d  g e n t l e m e n ,  w e  w i l l  n o w  b e g i n  t h e  q u e s t i o n  a n d  
a n s w e r  s e s s i o n .  I f  y o u  h a v e  a  q u e s t i o n ,  y o u  w i l l  n e e d  t o  p r e s s  t h e  
o n e ,  f o l l o w e d  b y  t h e  f o u r  o n  y o u r  p u s h  b u t t o n  p h o n e .  Y o u  w i l l  h e a r  
a  t h r e e  t o n e  p r o m p t  a c k n o w l e d g i n g  y o u r  r e q u e s t  a n d  y o u r  q u e s t i o n s  
w i l l  b e  p o l l e d  i n  t h e  o r d e r  t h e y  a r e  r e c e i v e d .  I f  y o u r  q u e s t i o n  
h a s  b e e n  a n s w e r e d  a n d  y o u  w o u l d  l i k e  t o  w i t h d r a w  y o u r  p o l l i n g  
r e q u e s t ,  y o u  m a y  d o  s o  b y  p r e s s i n g  t h e  o n e ,  f o l l o w e d  b y  t h e  t h r e e  
o n  y o u r  p u s h  b u t t o n  p h o n e .  I f  y o u  a r e  u s i n g  a  s p e a k e r  p h o n e ,  
p l e a s e  p i c k  u p  y o u r  h a n d s e t  b e f o r e  p r e s s i n g  t h e  n u m b e r s .  O n e  
m o m e n t  f o r  t h e  f i r s t  q u e s t i o n .  

T e r r y  S h a n n o n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  
y o u r  q u e s t i o n .  

T e r r y  S h a n n o n ,  S h a n n o n  ( K n o w s  D E C ) .  T h a n k  y o u  v e r y  m u c h  a n d  
c o n g r a t u l a t i o n s  o n  y o u r  f o u r t h  c o n s e c u t i v e  q u a r t e r l y  p r o f i t .  I  
h a v e  t w o  v e r y  b r i e f  q u e s t i o n s .  F i r s t  o f f ,  i s  t h e  C o m p u t e r  S y s t e m s  
D i v i s i o n  p r o f i t a b l e  y e t  a n d ,  s e c o n d l y ,  w h a t  i s  t h e  b r e a k o u t  o f  
i n d i r e c t  v e r s u s  d i r e c t  r e v e n u e ?  

Y e s ,  T e r r y .  R e l a t i v e  t o  C o m p u t e r  S y s t e m s  D i v i s i o n  
p r o f i t a b i l i t y ,  l e t  m e ,  I  t h i n k ,  a n s w e r  t h a t  q u e s t i o n  w i t h o u t  t h e  
P . C .  b u s i n e s s .  T h e  a n s w e r  i s  n o .  I t  w a s  c l o s e ,  h o w e v e r .  T h e ,  a s  
y o u  m a y  r e c a l l  i n  t h e  J u n e  q u a r t e r ,  E n r i c o  a n d  h i s  t e a m  w e r e  w i t h i n  
t w e n t y  m i l l i o n  o r  t h i r t y  m i l l i o n  d o l l a r s  o f  p r o f i t a b i l i t y .  W h a t  
t h e y  h a v e  g o i n g  a g a i n s t  t h e m  i n  t h e  S e p t e m b e r  q u a r t e r  a r e  t h e  
s e a s o n a l l y  l o w  r e v e n u e s ,  s o  w e  d i d  n o t  p l a n  f o r  p r o f i t  t h i s  q u a r t e r  
f o r  t h a t  u n i t ,  n o r  d i d  t h e y  a c h i e v e  i t .  W e  e x p e c t  t h a t  s i t u a t i o n  
t o  b e  d i f f e r e n t ,  o f  c o u r s e ,  a s  w e  m o v e  f o r w a r d .  T h e  i n d i r e c t  
c h a n n e l  m i x  f o r  t h e  S e p t e m b e r  q u a r t e r  w a s  f i f t y - s i x  p e r c e n t ,  d o w n  
a  b i t  f r o m  t h e  p o s i t i o n  o f  f i f t y - e i g h t  p e r c e n t  i n  t h e  l a s t  f i s c a l  
y e a r .  Y o u  s h o u l d  n o t  r e a d  t h a t  a s  n e g a t i v e  b u t  i n s t e a d  r e a d  t h a t  
a s  a  s o l i d  s t r e n g t h  i n  b o t h  i n d i r e c t  a n d  d i r e c t  c h a n n e l s ,  i n  t h a t  
t o t a l  s a l e s  a r e  u p ,  a s  I  s a i d  e a r l i e r ,  b y  t w e n t y - t w o  p e r c e n t  i n  t h e  
p r o d u c t  a r e a  a n d ,  i f  d i r e c t  s a l e s  f a c t o r  e l e m e n t  o u t g r e w  m o d e s t l y  
t h e  i n d i r e c t  c h a n n e l ,  t h a t ' s  g o o d  n e w s  o n  b o t h  p a r t s .  S o  ( n o w )  a  
m a t e r i a l  c h a n g e  i n  t h e  p r o g r a m  i n  i n d i r e c t  c h a n n e l  a r e a s  c o n t i n u e s  
t o  w o r k  q u i t e  w e l l .  N e x t  q u e s t i o n .  

T h a n k  y o u  v e r y  m u c h .  
M a r y a n n e  M a g e e ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  

y o u r  q u e s t i o n .  
Y e a h ,  h i .  T h i s  i s  M a r y a n n e  M a g e e  f r o m  I n f o r m a t i o n  W e e k .  I  

j u s t  w a n t  t o  m a k e  s u r e  I  u n d e r s t o o d  y o u  c o r r e c t l y .  Y o u  s a i d  t h a t  
y o u  t h o u g h t  o p e r a t i n g  e x p e n s e s  w o u l d  i n c r e a s e  t h e  n e x t  q u a r t e r  
b e c a u s e  o f  a  n e w  d e m a n d  g e n e r a t i o n  m a r k e t  c a m p a i g n .  I  j u s t  w a n t  t o  
m a k e  s u r e  t h a t  I  u n d e r s t o o d  y o u  c o r r e c t l y  a n d  m a y b e  y o u  c o u l d  t e l l  
m e  a  l i t t l e  b i t  a b o u t  w h a t  t h a t  m e a n s .  

Y e s ,  y o u  h e a r d  m e  c o r r e c t l y .  W e  h a v e  h a d ,  i n  a b s o l u t e  t e r m s  -
- I ' m  n o t  m o v i n g  a w a y  f r o m  p e r c e n t a g e s  i n  t e r m s  o f  a b s o l u t e  
d o l l a r s .  W e  h a v e  h a d  c o n s i s t e n t  r e d u c t i o n s  i n  e x p e n s e s  i n  t h i s  
c o m p a n y  f o r  q u i t e  s o m e  p e r i o d  o f  t i m e .  T h i s  u p c o m i n g  q u a r t e r ,  t h e  
D e c e m b e r  q u a r t e r ,  a t t e m p t e d  t o  s e t  a n  e x p e c t a t i o n  h e r e  t h a t  w e  w i l l  
s e e  a  s l i g h t  c h a n g e  i n  t h a t  d i r e c t i o n  a n d  a  s l i g h t  u p t a k e  i n  t h e  
e x p e n s e  l e v e l s  a n d ,  a l t h o u g h  t h e r e  a r e  m a n y  a r e a s  o f  t h e  c o m p a n y  
t h a t  w e  a r e  s t i l l  c u t t i n g  b a c k ,  t h e r e  a r e  s o m e  i m p o r t a n t  a r e a s  t h a t  
w e  a r e  i n v e s t i n g  i n  a n d  w i l l  c o n t i n u e  t o  i n v e s t  i n .  
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Th i s  i s  a  ve ry  impor t an t  p a r t  o f  ou r  s t r a t eg i c  t u rna round .  T he  
s pec i f i c  i nves tmen t  a r ea  t h a t  I  r e f e r r ed  t o  i n  my co m m en t s  e a r l i e r ,  
dea l t  w i th  ba s i c a l l y  mar ke t i ng  suppo r t  p rog ra m s  t h a t  a r e  be ing  
i n t roduc ed  t h i s  qu a r t e r .  The r e  a r e  eve ry th ing  f rom b r and  l eve l  
a c t i v i t i e s  t o  p ro d u c t  s pec i f i c  ac t i v i t i e s  t o  l o ca l  show a c t i v i t i e s .  
The  l e ve l  o f  i nves tmen t  t h a t  we  h a v e  i n  t h a t  a r ea  i s  qu i t e  
s i gn i f i c an t  t h i s  qua r t e r  compa red  t o  an y th in g  w e  have  had  ove r  t he  
l a s t  s eve r a l  qua r t e r s  and ,  aga in ,  t he  ob j ec t i ve  i s  t o  c ap i t a l i z e  on  
ou r  ve r y  s t r ong  bo th  p ro d u c t  a nd  s e rv i ce  d iv i s i o n  today  i n  t he  
marke tp l ace  .  

O kay .  
I  t h i n k  i f  you  wa t ch  ? ?  t e l e v i s i on  ove r  t he  cou r se  o f  November  

an d  December ,  s o me  a spec t s  o f  t ha t  p rog ram and  t he  a s soc i a t ed  
i nves tmen t s  wou l d  be  qu i t e  ev i den t .  

R i gh t .  So  adve r t i s i ng  and  o the r  t ypes  o f  marke t i ng .  
Yes ,  bu t  we  have  a  ve ry  —  bu t  t h e r e ' s  a  —  in  add i t i on  t o  

t ha t ,  a  ve ry  ag g r e s s i v e  ma rke t i ng  suppo r t  p rog ram t ha t  ha s  — 
marke t i ng ,  o f  cou r se ,  goes  we l l  beyond  adve r t i s i ng ,  t ha t  r equ i r e s  
ou r  r e sou rce s  t h roughou t  t h e  wor ld  and ,  aga in ,  i t  i s  qu i t e  
ex t ens ive  and  i t ' s  t ak ing  t he  s t o ry  upward  and  t ak ing  ad v an t age  o f  
t oday ' s  s t r ong  pos i t i on  so  i t ' s  — bu t  t h e  pa r t  t h a t  w i l l  be  m os t  
v i s i b l e  t o  you  i s  l i ke ly  t o  be  i n  t he  adve r t i s i ng ,  i n  t he  
adve r t i s i ng  a r ea  bo th  i n  med i a ,  a s  we l l  a s  t e l ev i s i on .  

O ka y .  T ha nk  you .  
Ken  Johnson ,  p l ea se  s t a t e  you r  company  name ,  f o l l ow e d  by  you r  

ques t i on .  
H i .  Ken  J o h n s o n ,  The  Eag l e  T r i bune .  Wou ld  you  t a l k  a  l i t t l e  

b i t  more  abou t  you r  s e rv i ce  b u s in e s s  and  wh i l e  you  f e e l  t h a t  t he r e  
i s  a  po t en t i a l  f o r  g rowth  i n  r evenues  t he r e?  

Y es ,  Ken .  We l l ,  f i r s t  o f  a l l ,  l e t  me  aga in  po in t  ou t  t ha t  
s e rv i ce  bus ine s s  was  down  t h i s  pas t  qua r t e r  by  one  pe r cen t  a s  we  
had  p l ann ed  and  I  don ' t  expec t  we  w i l l  s e e  g rowth  i n  t he  s e rv i ce  
bus ine s s  f o r  qu i t e  some  t ime  ye t .  The  p ro spec t s  fo r  t he  s e rv i ce  
bus ine s s ,  a s  I  i nd i ca t ed  i n  my  e a r l i e r  com m en t s ,  a r e  ve ry  pos i t i ve  
a s  w e  l ook  ou t  a  coup l e  o f  yea r s .  Th ese  p ro spec t s  a r e  d r i ven ,  a r e  
en f ue l ed  by  a  number  o f  f a c to r s .  O ne  o f  t h e  mos t  s i gn i f i c a n t  
e l emen t s  i s  i n  t he ,  wha t  we  c a l l  t he  mu l t i - vendo r  s e rv i ce  p i ece  o r ,  
i f  you  p r e f e r ,  a  t h i rd  pa r t y  ma in t enance  p i ece .  Wi tne s s  t h e  r e c e n t  
announcemen t  t h a t  we  made  t oge the r  w i th  Co mp aq ,  Compaq  Compu te r ,  
whe re  D ig i t a l  was  awar ded  t he  c on t r a c t  t o  p rov ide  wor ldwide  s e rv i c e  
suppo r t  t o  Compa q ' s  s e rve r  b u s i n e s s .  Tha t ' s  s im i l a r  t o  a  con t r a c t  
t ha t  we  won  some  t ime  ag o  w i th  D e l l  Compu te r  f o r  t he i r  Eu ropean  
bus ine s s  and  so  i t  goes .  Those  a r e  two  o f  a  number  o f  ou r  ma j o r  
c on t r a c t s  t h a t  w e  won  and  more  t ha t  we  i n t end  t o  win  t h a t  t ake s  
e xc e l l e n t  advan t age  o f  D ig i t a l ' s  ve ry  s t r ong  and  g loba l  s e rv i ce  
capab i l i t y  pa r t i cu l a r l y  w i th  t hose  compan i e s  t h a t  r e l a t i v e  weak  i n  
s e rv i ce  c apab i l i t y .  Th i s  w i l l  t r an s l a t e  i n to  revenue  g rowth  o f  
some  s i gn i f i c an ce  i n  t he  s e rv i c e  a r ea ;  howeve r ,  aga in  I  c au t i on  
you ,  i t ' s  no t  immine n t  cons ide r i ng  i t  t ake s  a  wh i l e  t o  r amp  t h i s  
a c t i v i t y  up .  I t ' s  mo r e  a  one  and  a  ha l f  t o  two  y ea r  t ime  f r ame .  
The re  a r e  many  o the r  a spec t s  o f  ou r  s e r v i ce  a r ea ,  a s  we l l ,  t h a t  a r e  
g ro win g  t h a t  w ou l d  con t r i bu t e  t o  t h i s  oppo r tun i t y  t h a t  I  r e f e r  t o  
a nd  t hey  i n c lu d e  ou r  v e ry  suc c e s s fu l  PC u t i l i t y  p rog ram t h a t  
con t i nues  t o  win  awards ,  ou r  so f twa r e  u t i l i t y  p r og r a m,  ou r  ne twork  
i n t eg r a t i on  capab i l i t y  a nd  ou r  exce l l en t  sy s t em in t eg ra t i on  
capab i l i t y ,  among  o th e r s .  

Thank  you .  



Q l  F Y ' 9 6  T e l e c o n f e r e n c e  
P a g e  6  

P a u l  N e s d o r ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  y o u r  
q u e s t i o n .  

Y e s ,  P a u l  N e s d o r ,  p u b l i s h e r  D i g i t a l  N e w s  a n d  R e v i e w .  I  w o u l d  
l i k e  t o  k n o w  i f  y o u  s e e  t h e  M i c r o s o f t  A l l i a n c e  o r  t h e  s o  c a l l e d  
A l l i a n c e  f o r  E n t e r p r i s e  c o m p u t i n g  a s  c o n t r i b u t i n g  s i g n i f i c a n t l y  t o  
C S D  r e v e n u e s  i n  t h e  n e x t  t w o  q u a r t e r s .  

N o ,  a n d  t h e  w o r d  I  a m  k e y i n g  o n  h e r e ,  P a u l ,  i s  t h e  w o r d  
s i g n i f i c a n t .  W e  w i l l  s e e  o u r  r e v e n u e s  t h i s  y e a r  —  w e l l ,  l e t  m e  
s a y  i t  t h i s  w a y .  Y o u  w e r e  s p e c i f i c  a r o u n d  C S D ,  w h i c h  a s  y o u  —  
w h i c h  i n c l u d e s  t h e  P C  b u s i n e s s  a n d  I  a s s u m e  t h a t  w a s  y o u r  i n t e n t .  

Y e s .  
T h i s  y e a r  w e  w i l l  d o  s e v e r a l  h u n d r e d s  o f  m i l l i o n s  o f  d o l l a r s  

o f  b u s i n e s s  i n  t h e  W i n d o w s ,  w i t h  W i n d o w s  N T  p r o d u c t  a n d  t h a t ' s  u p  
f r o m  v i r t u a l l y  z e r o  a  y e a r  a g o .  T o  m y  k n o w l e d g e ,  t h e r e  i s  n o  o t h e r  
v e n d o r  i n  t h e  R I S C  a r e n a  t h a t  i s ,  i n  t h e  R I S C  a r c h i t e c t u r e  a r e n a  
t h a t  i s  o p e r a t i n g  a t  t h a t  l e v e l  o f  b u s i n e s s .  T h a t  w o u l d  e q u a t e  t o  
a p p r o x i m a t e l y  u n d e r  t e n  p e r c e n t  o f  t h e  b u s i n e s s  i n  C S D ,  s e v e n  o r  
e i g h t  p e r c e n t ,  s o  n o t  s i g n i f i c a n t .  O f  c o u r s e ,  a s  w e  m o v e  o u t  
t o w a r d s  t h e  e n d  o f  t h e  d e c a d e ,  w e  e x p e c t  t h a t  t o  b e  v e r y  d i f f e r e n t .  
D i g i t a l  e n d o r s e s  s o m e  o f  t h e  p r o j e c t i o n s  t h a t  i t  h a s  s e e n  f r o m  m a n y  
i n d u s t r y  a n a l y s t s  t h a t  p o s i t i o n s  t h e  W i n d o w s  N T  o p e r a t i n g  s y s t e m  a t  
r o u g h l y  f o r t y  p e r c e n t  o r  s o  o f  t h e  I T  s y s t e m s  i n d u s t r y  a s  w e  
a p p r o a c h  i n t o  t h i s  d e c a d e ,  a g a i n ,  f r o m  z e r o  o r  t h e r e a b o u t s  i n  t h e  
r e c e n t  p a s t .  T h e r e  i s  n o  o t h e r  v e n d o r  t h a t  i s  a s  w e l l  p o s i t i o n e d  
a s  D i g i t a l  t o  c a p t u r e  a  s i z e a b l e  p i e c e  o f  t h a t  e m e r g i n g  m a r k e t  s o  
t h a t ,  a l t h o u g h  i t  i s  n o t  s i g n i f i c a n t  t h i s  y e a r  i n  t h e  s e v e n  t o  
e i g h t  p e r c e n t  r a n g e ,  w e  f u l l y  e x p e c t  i t  t o  b e  v e r y  s i g n i f i c a n t  i n  
t h e  t w o  t o  t h r e e  y e a r  t i m e  f r a m e .  

T h a n k  y o u .  
L i z  G a l l e s e ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  y o u r  

q u e s t i o n .  
Y e s ,  h e l l o .  T h i s  i s  L i z  G a l l e s e  a t  B l o o m b e r g  B u s i n e s s  N e w s .  

W h e n  y o u  c o m m e n t e d  o n  t h e  C o m p u t e r  S y s t e m s  D i v i s i o n ' s  p r o f i t s  o n  
t h e  P C  b u s i n e s s ,  w h a t  i s  t h e  s t o r y  o n  t h e  P . C .  b u s i n e s s ?  I s  t h a t  
p r o f i t a b l e  y e t  a n d ,  i f  n o t ,  w h e n  w i l l  i t  b e  p r o f i t a b l e ?  W h a t  i t  
p r o f i t a b l e  i n  t h e  q u a r t e r ?  

T h a n k  y o u  f o r  y o u r  q u e s t i o n ,  L i z .  N o ,  i t  w a s  n o t  p r o f i t a b l e  
i n  t h e  q u a r t e r ;  a l t h o u g h ,  i t  p e r f o r m e d  b e t t e r  t h a n  p l a n n e d  a n d  
c e r t a i n l y  d e m o n s t r a t e d  s o m e  i m p r o v e m e n t  o v e r  t h e  J u n e  q u a r t e r .  I  
e x p e c t  i t  w i l l  b e  c l o s e  t o  b r e a k  e v e n  h e r e  i n  t h e  D e c e m b e r  q u a r t e r  
a n d  p r o f i t a b l e  i n  t h e  s e c o n d  h a l f  o f  o u r  f i s c a l  y e a r .  

O k a y ,  t h a n k  y o u .  
N e x t  q u e s t i o n ,  p l e a s e .  
C h r i s  C h r i s t i a n s o n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  

b y  y o u r  q u e s t i o n .  M r .  C h r i s t i a n s o n ,  g o  a h e a d .  
H i .  T h i s  i s  C h r i s  C h r i s t i a n s o n  f r o m  i n t e r n a t i o n a l  D a t a  

C o r p o r a t i o n .  I f  y o u  w o u l d  g o  i n t o  a  l i t t l e  b i t  m o r e  d e t a i l  o n  t h e  
c h a n g e  i n  r e v e n u e  f r o m  p r o d u c t s  a s  w e l l  a s  t h e  c h a n g e  i n  g r o s s  
m a r g i n s ,  t h a t  w o u l d  b e  a p p r e c i a t e d .  
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Yeah ,  I ' l l ,  Chr i s ,  I ' l l  make  a  f ew  commen t s  on  t h a t .  The  
ALPHA bus ine s s  ove ra l l  i s  up  fo r t y  pe r cen t  g r owth  w i se  t h i s  
qua r t e r .  The  g rowth  l ev e l s  w i th in  t he  ALPHA a r ena  a r e  ve ry  s t r ong  
o n  t he  h i gh  end ,  t he  8000  f a mi l y  and  t h ey  a r e  no t  s t r ong  on  t he  
l ower  end ,  t he  work s t a t i o n  a r ena .  The  m i d  r ange  s e rve r  bus ine s s  
a l so  c on t i n u es  t o  be  ve ry  s t r o n g .  The  VAX bus i ne s s  con t i nues  t o  
dec l i ne  a s  we  p l anned  and  have  been  manag i ng  t o ,  i n  f a c t ,  f o r  
s eve ra l  y ea r s  now an d  i s  now a  r e l a t i ve l y  i n s ign i f i c an t  p a r t  o f  
D ig i t a l ' s  sy s t e ms  bus ine s s .  I t  i s  abou t  f i ve  p e rcen t ,  s o  w e  no  
l onge r  s e e  t h a t  a s  a  s i gn i f i c an t  f ac t o r  a s  i t  r e l a t e s  t o  t he  
r evenue  d ynamics  m o v in g  f o rwa rd  and  con t i nues  t o  be  a  ve ry  
s i gn i f i c an t  f a c to r  i n  t e rms  o f  ou r  commi tmen t  t o  t hose  cu s tomer s  
an d  t he  o n g o i n g  supp ly ,  a s  we l l ,  o f  VAX p l a t fo rms  fo r  t hose  t ha t  
p r e f e r  t o  ope ra t e  VMS and  t he  VAX env i ronmen t  ve r su s  t he  ALPHA 
env i ronmen t .  The  t r an s i t i on  f r om t h a t  VAX env i ronmen t  i s  go ing  
ex t r ao rd ina r i l y  w e l l  t o  t h e  ALPHA env i ronmen t .  

Thank  you .  
The  PC  — one  o the r  po in t  — the  PC  bus ine s s  i s  g r owing  a t ,  

t h i s  pa s t  qua r t e r ,  a t  t h i r t y - t w o  p e rc e n t  and  t ha t  i nc ludes  t he  
sy s t ems  ( c u t )  .  

Than k  you  v e ry  much .  
Yes ,  Ch r i s .  
Aa ron  Z i t n e r ,  p l ea s e  s t a t e  you r  com pany  n ame ,  f o l l owed  by  

you r  que s t i on .  
Yeah ,  Bos ton  G lobe .  I  j u s t  wan t ed  t o  m a k e  su r e  I  unde r s tood  

wha t  you  j u s t  s a id .  Fo r ty  pe r cen t  g rowth  i n  t he  ALPHA bus ine s s ,  
t h i r t y - two  pe r cen t  g rowth  i n  t he  P .C .  bu s ine s s ,  i s  t ha t  compared  t o  
t he  yea r  a go  qua r t e r ?  

Yes ,  Aa ron .  
And that's on a revenue basis. 
Tha t ' s  co r r ec t .  
And when you say that VAX is five percent of the systems 

bus ine s s ,  t h a t  means  t h a t  w i t h i n  t he  compu te r  sy s t ems  b u s in e s s ,  
s e l l i ng  ha rdware ,  VAX s a l e s  r e p re se n t  f i ve  pe r cen t  o f  t o t a l  sys t e ms  
s a l e s .  

VAX sales represent five percent of the company's product 
s a l e s .  

Of  t h e  who le  company ' s  p ro d u c t  s a l e s ?  
T ha t ' s  c o r r e c t .  None  o f  m y  c omme n t s  h ad  t o  do  w i th  t he  C SD  

ex cep t  f o r  wh e re  t he  q u es t i on  was  exp l i c i t  a ro u n d  CSD.  My  commen t s  
a r e  a t  t he  co rpo ra t e  l e ve l ,  Aa ron .  The  — bu t  aga in ,  t h e  k ey  po in t  
t h a t  I  ma de  he r e  i s  AL PHA g r owth  a t  f o r t y  pe r cen t ,  app r ox ima te ly  
two  t ime s  t he  g rowth  r a t e  i n  t he  i ndus t ry  f o r ,  pa r t i cu l a r l y  a t  t he  
s e rve r  l eve l ,  do ing  ex t r ao rd ina r i l y  we l l  and  e x c e e d in g  ou r  p l an s .  
P C  g rowth ,  ag a in ,  nea r l y  two  t im es ,  one  and  a  ha l f  t o  two  t imes  t he  
g rowth  r a t e  i n  the  PC i ndus t ry  a n d ,  aga in ,  we  a r e  back  t o ,  back  on  
t he  c u rve  aga in  fo r  ma rke t  s ha r e  ga in s  and  ove r a l l  g rowth ,  ad ju s t ed  
f o r  d i ve s t i t u r e ,  a t  t wen t y - two  pe rcen t  i n  t he  p ro d u c t  a r ea ,  pu t t i ng  
D ig i t a l  up  t he r e  wi th  a l l  o f  t he  l e ade r s ,  and  ahead  o f  many ,  i n  
t e rms  o f  p r oduc t  g rowth  i n  t he  i ndus t ry .  
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C a n  y o u  s a y  m o r e  a b o u t  w h y  t h e  s y s t e m s  b u s i n e s s  i s  —  y o u  s a i d  
t h a t  i s  n o t  p r o f i t a b l e .  C a n  y o u  s a y  w h y  i t  i s  n o t  p r o f i t a b l e  a n d  
w h e n  i t  w i l l  b e ?  

S u r e .  T h e  —  l e t  m e  r e m i n d  o f  a  p i e c e  o f  i m p o r t a n t  h i s t o r y  
h e r e .  

S u r e .  
B e f o r e  E n r i c o  P e s a t o r i  t o o k  o v e r  t h i s  b u s i n e s s ,  w h e n  h e  w a s  

a p p o i n t e d  b y  B o b  P a l m e r  a p p r o x i m a t e l y  a  y e a r  a n d  a  h a l f  a g o ,  t h i s  
b u s i n e s s  w a s  l o s i n g  a  b i l l i o n  d o l l a r s .  

A  y e a r ?  
A  b i l l i o n  d o l l a r s  a  y e a r .  
O k a y .  
A n d  t h a t ' s  r o u g h l y  t w e n t y - f i v e  p e r c e n t  o f  r e v e n u e s .  I  m e a n ,  

t h i n k  o f  i t .  I  m e a n ,  t h a t ' s  a  v e r y  s i g n i f i c a n t  c h a l l e n g e  f o r  a n y  
m a n a g e r  t o  t a k e  o n .  T h e  g o a l s  t h a t  E n r i c o  t o o k  o n ,  t h a t  w e r e  g i v e n  
t o  E n r i c o  b y  B o b ,  w e r e  t o  b r i n g  t h i s  b u s i n e s s  t o  b r e a k  e v e n  a s  s o o n  
a s  p o s s i b l e .  S o ,  h e r e  w e  a r e  a  y e a r  t o  a  y e a r  a n d  a  h a l f  l a t e r  o n  
t h e  e d g e  o f  b r e a k  e v e n ,  a n  e x t r a o r d i n a r y  a c c o m p l i s h m e n t ,  a n  
a c c o m p l i s h m e n t  t h a t  w a s  a c h i e v e d  t h r o u g h  a  c o m b i n a t i o n  o f  o u r  
r e v e n u e  g r o w t h ,  a l b e i t  m o d e s t ,  a  s i g n i f i c a n t  u p g r a d e  a n d  
a d v a n c e m e n t  o f  t h e  p r o d u c t  l i n e ,  s i g n i f i c a n t  i m p r o v e m e n t  i n  g r o s s  
m a r g i n s  r e s u l t i n g  f r o m  c o n s o l i d a t i n g  f a c t o r i e s  a n d  d i s t r i b u t i o n  
s i t e s  a r o u n d  t h e  w o r l d  a n d  a n  e x t r a o r d i n a r y  r e d u c t i o n  i n  e x p e n s e s ,  
s o m e t h i n g  o n  t h e  o r d e r  o f  a  f o r t y  p e r c e n t  r e d u c t i o n  c o l l a p s e  o f  
e x p e n s e s .  S o ,  a l l  o f  t h a t  p u t s  u s  o n  t h e  e d g e  o f  b r e a k  e v e n  a n d  w e  
w i l l  b e  p r o f i t a b l e  v e r y  s o o n  i n  t h i s  e l e m e n t  o f  t h e  b u s i n e s s .  
A n o t h e r  p o i n t  t h a t  I  h a v e  m e n t i o n e d ,  i s  t h a t  t h e ,  w h e n  a s s e s s i n g  
t h e  p r o f i t a b i l i t y  o f  o u r  m a i n s t r e a m  s y s t e m s  b u s i n e s s ,  t h e r e  a r e  t w o  
e l e m e n t s  t o  i t ,  e v e n  t h o u g h  w e  a r e  n o t  o r g a n i z e d  t h e  w a y  I  a m  g o i n g  
t o  e x p l a i n  i t .  T h e r e  i s  t h e  s y s t e m s  b u s i n e s s  a n d  t h e  a s s o c i a t e d  
a f t e r  m a r k e t  p r o d u c t  s a l e s  a n d  t h a t ' s  w h a t  I  w a s  d e s c r i b i n g .  T h e n  
t h e r e ' s  t h e  a f t e r  m a r k e t  s e r v i c e  b u s i n e s s .  I t ' s  t h e  m a i n t e n a n c e  
c o n t r a c t  t h a t  g o e s  w i t h  t h e  r e f r i g e r a t o r ,  i f  y o u  w o u l d ,  o r  t h e  l a w n  
m o w e r ,  o r  w h a t  h a v e  y o u .  T h a t  l a t t e r  p i e c e  o f  t h e  b u s i n e s s  i s  n o t  
u n d e r ,  i s  n o t  m a n a g e d  b y  E n r i c o  b u t  i t  i s  v e r y  m u c h  a  p a r t  o f  t h e  
s a m e  b u s i n e s s .  W h e n  y o u  p u t  t h o s e  t w o  b u s i n e s s e s  t o g e t h e r  a n d  l o o k  
a t  t h e  t o t a l  b u s i n e s s  f o r  D i g i t a l  i n  t h e  s y s t e m s  a r e n a  w i t h  a f t e r  
m a r k e t  p r o d u c t s  a n d  s e r v i c e s ,  i t ' s  q u i t e  p r o f i t a b l e ,  d o u b l e  d i g i t  
a f t e r  t a x  r e t u r n ,  t o d a y  a n d ,  a g a i n ,  t h a t  w o u l d  n o t  h a v e  b e e n  t h e  
c a s e  h a d  w e  n o t  h a d  t h e  s u c c e s s  o v e r  t h e  l a s t  e i g h t e e n  m o n t h s  a s  a  
r e s u l t  o f  E n r i c o ' s  l e a d e r s h i p .  I s  t h a t  c l e a r ,  A a r o n ?  

Y e s ,  i t  i s .  C o u l d  I  a s k ,  i n  M r .  P e s a t o r i ' s  d i v i s i o n ,  i s  
p r o f i t a b i l i t y  g o i n g  t o  c o m e  e x c l u s i v e l y  f r o m  r e v e n u e  g r o w t h  o r  d o  
y o u  s e e  m o r e  r e d u c t i o n s  i n  t h e  w o r k  f o r c e  t h e r e ?  

P r i m a r i l y  t h e  f o r m e r ,  r e v e n u e  g r o w t h .  
A r e  l a y o f f s  b e h i n d  D i g i t a l  n o w ?  
F o r  t h e  m o s t  p a r t ,  y e s .  W e  h a v e  s o m e  m o d e s t  l a y o f f s  p l a n n e d  

f o r  s o m e  p a r t s  o f  t h e  w o r l d  b u t ,  i n  t h e  o v e r a l l  s c h e m e  o f  t h i n g s ,  
i n s i g n i f i c a n t .  I  w o u l d  s a y  t h a t  o n  a  n e t  b a s i s ,  I  w o u l d  e x p e c t  
p o p u l a t i o n  t o  b e  f l a t  t o  u p  a s  w e  m o v e  f o r w a r d  o v e r  t h e  n e x t  f e w  
q u a r t e r s .  I n  f a c t ,  e v e n  t h o u g h  t h i s  p a r t  q u a r t e r ,  t h e  S e p t e m b e r  
q u a r t e r ,  e v e n  t h o u g h  o u r  t o t a l  p o p u l a t i o n  w a s  d o w n  b y  s o m e  t w o  
h u n d r e d  p e o p l e ,  t h e  c o m p a n y  h a d  h i r e d  s o m e  f i f t e e n  h u n d r e d  p e o p l e  
n e w  t o  t h e  c o m p a n y .  T h i s  i s  r e s k i l l i n g .  T h i s  i s  t h e  c o m p a n y ' s  
c o m m i t m e n t  t o  a  v e r y  s u c c e s s f u l  s t r a t e g i c  t u r n a r o u n d .  
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Tha t ' s  f i f t e en  hund red  w i th in  t he  qua r t e r ?  
Wi t h in  t he  qua r t e r .  I t ' s  commi t men t  t o  b r ing  i n  t he  sk i l l s  

t ha t  a r e  r equ i r ed ,  pa r t i cu l a r l y  i n  t he  t e chn i ca l  a r ea s ,  whe the r  i t  
be  t o  su ppo r t  ou r  Mi r coso f t  p rog ram t ha t  y o u  may  r e c a l l  we  
announced  r e c e n t l y  o r  ma ny  o f  ou r  o the r  i m por t a n t  t e ch n i ca l  
p r og ra ms .  So ,  on  a  n e t  ba s i s ,  even  t hough  w e  w i l l  con t i nue  t o  s ee  
some  l ev e l  o f  r educ t i ons ,  on  a  ne t  b a s i s  I  wou ld  e xpe c t  we  w i l l  
con t i nue  w i th  the  r e sk i l l i n g  o f  t he  com pany  and  pa r t i c u l a r l y  i n  
t he se  t e chn i ca l  a r ea s  a s  w e l l  a s  s o me  o f  t he  marke t i ng  a r e a s  whe r e  
w e  a r e  upg rad ing  ou r  m a rk e t i ng  capab i l i t y  a nd ,  ove r a l l ,  I  wou ld  
ex p ec t  i t  t o  be  f l a t  t o  somewha t  up  ove r  t he  nex t  f ew  qua r t e r s  i n  
t e rms  o f  popu l a t i on .  

Than k  you .  
Yes ,  nex t  ques t i on ,  p l ea se .  
Mr .  Ch r i s t i an son ,  p l ea s e  s t a t e  y o u r  f o l l ow  up  ques t i on .  
H i .  Th i s  i s  Chr i s  Ch r i s t i a n son  f rom In t e rna t i ona l  Da t a  

Co rpo ra t i on .  I  ap o lo g i ze  i f  I  mi s sed  t he  d i s cu s s io n ,  bu t  i s  t he r e  
any  news  on  a  s emiconduc to r  pa r t ne r ?  

You  d i dn ' t  mi s s  t h e  d i s cus s ion .  The  — howe ve r ,  I  w i l l  r epea t  
wha t  we  have  s a id  p r ev ious ly  and  t ha t  i s  t ha t  a s  soon  a s  w e  have  
news ,  we  w i l l  d i s c lo s e  i t .  Of  cou r se ,  t h e r e  i s  a  l o t  o f  news  i n  
t ha t  we  a r e  ve ry  a c t i ve  on  t he  s uppo r t  p r og r am  and ,  a s  we  
commun ica t e d  p r ev ious ly ,  we  expec t  t o  have  so me th in g  announced  
be fo r e  t he  end  o f  t he  c a l enda r  yea r .  We  w i l l  no t  an nounce  any th ing  
u n t i l  we  h a ve  cons ummated  a  de f i n i t i ve  ag reemen t  w i th  a  pa r t ne r .  
N ex t  que s t i on ,  p l ea se .  

Andrew  E l l i son ,  p l e a se  s t a t e  you r  company  name ,  f o l l owed  by  
you r  q ue s t i on .  

E l l i son .  Wha t  i s  t h e  cu r r en t  pe r cen t ag e  o f  p roduc t  r evenu es  
r ep r e sen t ed  by  ALPHA sh i pmen t s?  

Approx ima te ly  twe n ty - fou r  pe r cen t  o f  — e xc us e  m e .  I t  i s  
twen ty - fou r  pe r cen t  o f  t h e  company ' s  p roduc t ,  t o t a l  p roduc t  
r evenues  .  

Thank  y o u .  
J u s t  one  o the r  po in t  on  t ha t ,  Andrew  —  I  know you  a r e  o f f  t he  

l i ne ,  bu t  one  o the r  po in t  on  t ha t .  Th a t ' s  f o r  sy s t em l eve l  p roduc t  
s a l e s .  Th a t  cou ld  be ,  t h a t  shou ld  be  i nc r ea sed  by  ano the r  t en  
po in t s ,  o r  so ,  i f  you  we re  t o  comprehend  t he  a f t e r  ma rke t  p rod u c t  
s a l e s  a l ong  wi th  i t .  Nex t  ques t i on ,  p l e a se .  

Susan  (Ama h l ) ,  p l e a se  s t a t e  you r  c ompa ny  name ,  f o l l owed  by  
you r  q ue s t i on .  

DEC Compu t ing  Magaz ine ,  Susan  (Amah l ) .  I  am a  l i t t l e  u n c l ea r  
a s  t o  wh ich  pa r t s  o f  t h e  bus ine s s  a r e  p ro f i t ab l e .  So  f a r  you  have  
s a id  wh ich  o n es  a r en ' t ,  s o  wh ich  one s  a r e?  

We  —  a s  a  ma t t e r  o f  po l i cy ,  don ' t  d i s c lo se  t he ,  a l l  o f  t he  
f i nanc i a l  pe r fo rmance  o f  ou r  bus ine s s ;  a l t hough ,  we  s e e m  t o  be  
ge t t i ng  ou r se lve s  i n to  t ha t  s i t ua t i on  he r e  w i th  a ,  on  an  excep t i on  
ba s i s ,  bu t  l e t  me  s ay  t h a t  a l l  o the r  p a r t s  o f  t he  bus ine s s  a r e  
p ro f i t ab l e .  A l l  o the r  p a r t s  o f  t he  bus i ne s s  a r e  p ro f i t ab l e  and  t he  
two  excep t i o n s  a r e  t he  o n es  t ha t  I  men t i oned .  On  t h e  o the r  hand ,  
l e t  me  r e pea t  wha t  I  s a i d  on  t he  sy s t e ms  bus ine s s .  The  sy s t ems  
bus ine s s  i s  a l so  p ro f i t ab l e  i f  you  l ook  a t  i t  a s  a  t o t a l  b us ine s s  
and  comprehen d  t he  s e rv i ce  p i ece  t ha t  comp l imen t s  and ,  i n  t ha t  
r ega rd ,  i t ' s  f a i r  t o  s ay  t ha t  a l l  o f  ou r  bus ine s se s  i n  D ig i t a l  a r e  
p r o f i t a b l e  e x c e p t  f o r  P . C . ' s .  
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B u t  t h e  s e r v i c e s  p a r t ,  i s  t h a t  p r o f i t a b l e ?  
Y e s ,  v e r y  p r o f i t a b l e .  
B u t  y o u  s a i d  r e v e n u e  g r o w t h  w a s  d o w n .  
T h a t ' s  c o r r e c t .  T h a t  d o e s n ' t  m e a n  i t ' s  n o t  p r o f i t a b l e .  
R i g h t .  O k a y .  W h a t  p e r c e n t a g e  o f  r e v e n u e  d o  y o u  e x p e c t  t h e  —  

d o  y o u  e x p e c t  c o n n e c t i v i t y  t o  c o n t r i b u t e  i n  t h e  n e x t  t w o  y e a r s ?  
P e r c e n t a g e  o f  t o t a l  r e v e n u e s  o r  p r o d u c t  r e v e n u e s ?  
P e r c e n t a g e  o f  t o t a l  r e v e n u e .  
A p p r o x i m a t e l y  f i v e  p e r c e n t .  A g a i n ,  t h a t ' s  s p e c i f i c a l l y  a  

s o f t w a r e  q u e s t i o n  o r  a  t o t a l  p r o d u c t s ?  
W e l l ,  y o u  s e t  u p  t h e  n e w  c o n n e c t i v i t y  s o f t w a r e  u n i t  e a r l i e r  

t h i s  y e a r  a n d  I  a m  j u s t  w o n d e r i n g  h o w  m u c h  p r o f i t  t h a t  w i l l  b r i n g  i n  
I n  t h a t  t i m e  f r a m e ,  a p p r o x i m a t e l y  f i v e  p e r c e n t .  T o t a l  

c o n n e c t i v i t y  r e v e n u e s ,  o f  c o u r s e ,  w o u l d  b e  m u c h  m o r e  s i g n i f i c a n t ,  
a p p r o a c h i n g  t w e n t y - f i v e  p e r c e n t  o f  t h e  c o m p a n y ' s  b u s i n e s s .  

O k a y .  
N e x t  q u e s t i o n ,  p l e a s e .  
I f  t h e r e  a r e  a n y  a d d i t i o n a l  q u e s t i o n s ,  p l e a s e  p r e s s  t h e  o n e ,  

f o l l o w e d  b y  t h e  f o u r ,  a t  t h i s  t i m e .  L i z  G a l l e s e ,  p l e a s e  s t a t e  y o u r  
f o l l o w  u p  q u e s t i o n .  

H i .  I  j u s t  w a n t  t o  c l a r i f y ,  w a s  t h a t  f i v e  p e r c e n t  o f  t o t a l  
r e v e n u e  o r  t o t a l  p r o d u c t  r e v e n u e  f o r  t h e  c o n n e c t i v i t y  s o f t w a r e  
b u s i n e s s .  

P r o d u c t  r e v e n u e .  
P r o d u c t  r e v e n u e .  C o u l d  I  a s k  y o u  h o w  c l o s e  y o u  a r e  t o  f i n d i n g  

a  n e w  P . C .  b o s s ?  
W e  a r e  c l o s e  t o  h a v i n g  s o m e t h i n g  t o  a n n o u n c e  h e r e  a n d  I  a m  n o t  

g o i n g  t o  a n n o u n c e  i t  o n  t h i s  l i n e .  
T h i s  w e e k ?  
L e t ' s  s a y  i n  t h e  n e x t  f e w  w e e k s .  W e  e x p e c t  i t  w i l l  b e  o v e r  

t h e  n e x t  f e w  w e e k s .  
C a n  I  a s k  y o u  o n e  m o r e ?  
C e  r t a i n l y .  
T h e  c o n s e n s u s  f o r  t h e  y e a r  i s  a r o u n d  t h r e e  n i n e t y .  D o  y o u  

a g r e e  w i t h  t h a t ?  A r e  y o u  c o m f o r t a b l e  w i t h  i t ?  
I t  w o u l d  b e  t h e  s a m e  a n s w e r  I  h a v e  g i v e n  y o u  i n  t h e  p a s t ,  I ' m  

a f r a i d .  W e  d o n ' t  m a k e  t h a t  l e v e l  o f  p r o j e c t i o n  o n  t h e  c o m p a n y  i n  
t e r m s  o f  e a r n i n g s ,  w h e t h e r  i t  b e  f o r  t h e  y e a r  o r  n e x t  q u a r t e r  a n d  
I  d i d n ' t  r e a l i z e  i t  w a s  t h r e e  n i n e t y  b u t  I  g u e s s  i t  h a s  b e e n  
h o v e r i n g  i n  t h e  t h r e e  f i f t y  t o  f o u r  d o l l a r  s h a r e  r a n g e .  T h e  
c o m p a n y  i s  c l e a r l y  o n  a  t r a c k ,  a  v e r y  f i r m  t r a c k ,  o f  c o n t i n u o u s  
i m p r o v e m e n t  a n d ,  f o r  t h e  m o s t  p a r t ,  h a s  b e e n  d o i n g  e x t r a o r d i n a r i l y  
w e l l ,  p a r t i c u l a r l y  i n  t h e  C S D  u n i t ,  a s  I  s a i d  e a r l i e r  a n d  s o  I  
t h i n k  i t  i s  a p p r o p r i a t e  f o r  y o u  e x p e c t  c o n t i n u o u s  i m p r o v e m e n t  a n d  
I  a m  n o t  g o i n g  t o  b e  s p e c i f i c  i n  t e r m s  o f  q u a n t i f y i n g  t h e  f u l l  y e a r  
p o s i t i o n  a t  t h i s  p o i n t .  

I s  i t  a p p r o p r i a t e  t o  a s s u m e  t h a t  t h e  l o s s e s  a r e  b e h i n d  y o u ?  
A b s o l u t e l y .  T h i n k i n g  b a c k  a b o u t  e i g h t e e n  m o n t h s ,  y o u  m i g h t  

r e c a l l  a  c o u p l e  o f  g o a l s  t h a t  B o b  P a l m e r  h a d  n o t  o n l y  s e t  f o r  t h e  
c o m p a n y  b u t  g o t  t h e  e n t i r e  c o r p o r a t i o n  t o  r a l l y  a r o u n d  q u i t e  
s u c c e s s f u l l y .  O n e  o f  t h o s e  w a s  t o  a c h i e v e  b r e a k  e v e n  o r  b e t t e r  i n  
t h e  D e c e m b e r  q u a r t e r  o f  l a s t  y e a r  a s  a  c o m p a n y  a n d  t h e  s e c o n d  o n e  
w a s  t o  a c h i e v e  a  s u s t a i n a b l e  l e v e l  o f  p r o f i t a b i l i t y .  
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I nc iden t a l l y ,  t hose  two  goa l s  we re  among  a  number  o f  o t he r s ,  bu t  
t hose  were  two  o f  t h e  h ighes t  p r i o r i t y  goa l s  f o r  t he  en t i r e  company  
and ,  a s  you  know,  t ha t  f i r s t  goa l  was  a ch i eved  i n  the  December  
qua r t e r .  I n  f a c t ,  i t  was  exceeded  by  qu i t e  a  b i t .  The  s eco nd  g o a l ,  
on  su s t a inab i  1  i  t y ,  t he  r e a l  t e s t  fo r  t ha t  goa l  was  t h i s  pa s t  qua r t e r ,  
t h i s  pa s t  Sep t embe r  qua r t e r  and  t he  r ea son  f o r  t ha t  i s  t ha t  we  
t r ad i t i ona l l y  have  a  s i gn i f i c an t  dec l i ne  i n  r evenues  f r om a  June  
qua r t e r  t o  t he  Sep t embe r  qua r t e r ,  d r i ven  by  t he  s i gn i f i c an t  amoun t  
o f  bus i ne s s  t h a t  we  do  i n  Eu rope ,  wh ich  t ends  t o  be  a  we a k  qua r t e r  
g iven  t h e  vaca t i on  pa t t e r n s  o f  Eu rope .  So ,  a l t hough  we  had  p l anned  
p ro f i t a b i l i t y  f o r  t h e  qua r t e r ,  we  r ecogn i ze  t h a t  t he r e  was  s om e  
r i sk  t ha t  we  wou ldn ' t  a c h i ev e  i t  and  t h a t  t h a t  wou ld  be  t h e  r e a l  
t e s t  fo r  t h i s  co mp an y  i n  t e rms  o f  su s t a in a b i l i t y  an d  I  a m 
a b s o lu t e ly  de l i gh t ed  t o  have  t he  oppo r tun i t y ,  on  be ha l f  o f  t h e  
company ' s  managemen t  and  emp loyees  t h i s  morn ing ,  t o  sh a r e  w i th  you  
t ha t  w e  have  pa s sed  t ha t  t e s t  w i th  f l y ing  co lo r s  a t  t he ,  g i ven  t h e  
l eve l  o f  p ro f i t  t ha t  we  r e l e a sed  and  we  l ook  f o r wa r d ,  w i th  
t r emendous  con f idence ,  t h a t  we  w i l l  improve  upon  t h i s  i n  t he  yea r ' s  
ahead .  

May  I  a sk  o n e  m ore?  
Yes ,  you  may .  
Okay .  T h e  f i v e  pe r cen t  i nc r ea s e  i n  s a l e s ,  i s  t h a t  wha t  you  

s ee  fo r  t h e  f o r e seeab l e  f u tu r e  o r  whe re  d o  you  wan t  t o  s ee  t h a t  
f i gu r e  and  w i t h i n  wha t  t ime  f r ame?  

Wel l ,  a ga i n ,  I  am go ing  t o  be  ca r e fu l  he r e  o f  h o w much  I  
d i s c lo se  bu t  l e t  me  s a y  t h i s .  F i r s t  o f  a l l ,  l e t  m e  em phas i ze  t ha t  
t h e  f i ve  pe r cen t  i n  s a l e s  co r r e sponds  w i th  an  e l even  pe r cen t  s a l e s  
g rowth  l eve l  when  you  e xc lu d e  d iv e s t i t u r e s .  Now,  aga in ,  t h e  impac t  
o f  d i ve s t i t u r e s  i s  qu i t e  s i gn i f i c an t .  As  t ime  p a s se s ,  j u s t  b ecause  
o f  t ha t  dynamic  a l one ,  you  w i l l  s ee  a  f a i r l y  s i gn i f i c an t  g rowth  i n  
ou r  r evenues ,  bu t  h av in g  s a i d  t ha t ,  l ook ing  f o r wa r d  f r om he r e ,  
whe t he r  y ou  l ook  a t  i t  a t  t he  r e po r t e d  l e ve l ,  f r om a  r epo r t ed  l eve l  
o f  f i ve  pe r cen t  o r  t he  o th e r  ba se ,  wh ich  i s  a f t e r  d ive s t i t u r e s ,  you  
c an  ex p ec t  con t i nuous  improvemen t ,  qua r t e r  two  a s  we l l  a s  t he  
s econd  h a l f  o f  t h e  f i s ca l  y ea r .  

Than k  you .  
Ca r l a ,  we  have  t i me  f o r  on e  more  q u e s t i o n .  
Than k  you .  Aa ron  Z i t ne r ,  p l ea se  s t a t e  you r  f o l l o w  up  

ques t i on .  
Mine  h a s  been  answered .  T hanks .  
Than k  you .  
Te r ry  S h an n o n ,  p l ea se  s t a t e  you r  que s t i on ,  fo l l owed  by  you r  

company .  
Te r ry  Shannon ,  Shannon  (Knows  DEC) .  I  have  some  q u es t i ons  on  

t he  ALPHA bus ine s s .  F i r s t  o f f ,  wha t  i s  t he  sh ipmen t  s p l i t  be tw e e n  
ALPHA works t a t i ons  a nd  s e r v e r s  and ,  s econd ly ,  c a n  you  cha r ac t e r i z e  
w ha t  pe r cen t age  o f  you r  ALPHA sy s t ems  move d  w i t h  open  VM S,  D ig i t a l  
U N I X  and  Win d o w s  NT?  
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A p p r o x i m a t e l y  t w o - t h i r d s  o f  t h e  A L P H A  b u s i n e s s  i s  s e r v e r  b a s e d  
a n d  o f  t h e  o p e r a t i n g  s y s t e m ,  i t ' s  a p p r o x i m a t e l y  f i f t y / f i f t y  o r  
f o r t y - f i v e  —  r o u g h l y  f o r t y - f i v e  p e r c e n t  o f  t h e  t o t a l  A L P H A  
b u s i n e s s  t o d a y  i s  U N I X ,  i n  f a c t ,  a  l i t t l e  o v e r  f o r t y - f i v e  p e r c e n t .  
A  l i t t l e  u n d e r  f o r t y - f i v e  p e r c e n t  i s  V M S  b a s e d .  T h e  r e m a i n i n g ,  
r o u g h l y ,  t e n  p e r c e n t  i s  t h e  e m e r g i n g  W i n d o w s  N T  b u s i n e s s  w h i c h ,  a s  
I  p o i n t e d  o u t  e a r l i e r ,  i s  a p p r o a c h i n g  a  l e v e l  o f  a  c o u p l e  o f  a  
h u n d r e d  m i l l i o n  d o l l a r s ,  o r  s o ,  a n n u a l i z e d  a t  t h e  s y s t e m  l e v e l ,  
m u c h  g r e a t e r  t h a n  t h a t  i n  t e r m s  o f  t o t a l  r e v e n u e .  

O k a y .  I n  o t h e r  w o r d s ,  b a c k  t o  t h e  w o r k s t a t i o n s  a n d  s e r v e r s ,  
i f  t w o - t h i r d s  o f  y o u r  b u s i n e s s  n o w  i s  s e r v e r  b a s e d ,  t h a t ' s  a  
d r a m a t i c  i m p r o v e m e n t  o v e r  a  y e a r  a g o  w h e n  i t  w a s  b e t w e e n  t w e n t y -
f i v e  a n d  t h i r t y  p e r c e n t  s e r v e r  b a s e d .  

I t ' s  e x t r a o r d i n a r y .  T h e  s e r v e r  l i n e ,  p a r t i c u l a r l y  t h e  2 1 0 0  
l i n e ,  h a s  b e e n  c o n s i s t e n t l y  d o i n g  w e l l  o v e r  t h e  l a s t  y e a r  w i t h  
e x t r a o r d i n a r y  g r o w t h  l e v e l s ,  c o n s i s t e n t l y  i t ' s  g a i n i n g  m a r k e t  s h a r e  
a n d  ? ?  g r o w t h  i n  t h e  m a r k e t  a n d ,  a s  y o u  k n o w ,  t h e  8 0 0 0  f a m i l y  t h a t  
w a s  a n n o u n c e d  t h i s  p a s t  J u n e  q u a r t e r  w h i c h  w e  h a v e  v e r y  h i g h  
e x p e c t a t i o n s  f o r ,  w e  c o n t i n u e  t o  e x c e e d  t h o s e  e x p e c t a t i o n s .  T h e r e  
i s  n o  y e a r l y  g r o w t h  f a c t o r  b e c a u s e  w e  w e r e n ' t  i n  t h a t  b u s i n e s s  a  
y e a r  a g o  a n d ,  a s  I  p o i n t e d  o u t  i n  m y  o p e n i n g  c o m m e n t s ,  t h e  m a r k e t  
r e c e p t i o n  t o  t h a t  p r o d u c t  h a s  b e e n  e x t r a o r d i n a r y  a n d  w e  a r e  q u i t e  
o p t i m i s t i c  t h a t  t h i s  w i l l  c o n t i n u e  a s  w e  m o v e  f o r w a r d .  T h e s e  a r e  
a l s o  s y s t e m s  t h a t  h a v e  f a i r l y  r i c h  m a r g i n s  a s s o c i a t e d  w i t h  t h e m  a n d  
t h e y  a r e  a l s o  f r e q u e n t l y  c o m p l i c a t e d ,  l a r g e  c o m p l i c a t e d  
a p p l i c a t i o n s  t h a t  r e q u i r e  s i g n i f i c a n t  s e r v i c e ,  h a v e  s i g n i f i c a n t  
s e r v i c e  c o n t e n t  w i t h  t h e m ,  a s  w e l l .  

O k a y .  T h a n k  y o u  v e r y  m u c h .  
I t ' s  a  p l e a s u r e .  
T h i s  c o n c l u d e s  D i g i t a l ' s  f i r s t  q u a r t e r  r e s u l t s  t e l e c o n f e r e n c e .  

I f  y o u  h a v e  f u r t h e r  q u e s t i o n s ,  p l e a s e  c a l l  m e  a t  5 0 8 - 4 9  3 - 2 1 9 5 .  
T h a n k  y o u  f o r  j o i n i n g  u s .  

L a d i e s  a n d  g e n t l e m e n ,  t h i s  d o e s  c o n c l u d e  y o u r  c o n f e r e n c e  f o r  
t o d a y .  Y o u  m a y  a l l  d i s c o n n e c t  a n d  t h a n k  y o u  f o r  p a r t i c i p a t i n g .  

E n d  o f  c o n f e r e n c e  +++ 



D I G I T A L  E Q U I P M E N T  C O R P O R A T I O N  
2 n d  Q u a r t e r  F i n a n c i a l  R e s u l t s  T e l e c o n f e r e n c e  
J a n u a r y  2 3 ,  1 9 9 6  

M O D :  L a d i e s  a n d  g e n t l e m a n ,  t h a n k  y o u  f o r  s t a n d i n g  b y .  

W e l c o m e  t o  t h e  D i g i t a l  E q u i p m e n t  C o r p o r a t i o n  c o n f e r e n c e  c a l l .  A t  
t h i s  t i m e  a l l  p a r t i c i p a n t s  a r e  i n  a  l i s t e n  o n l y  m o d e .  L a t e r  w e  
w i l l  c o n d u c t  a  q u e s t i o n  a n d  a n s w e r  s e s s i o n .  A t  t h a t  t i m e  i f  y o u  
h a v e  a  q u e s t i o n  y o u  w i l l  n e e d  t o  p r e s s  t h e  " 1 " ,  f o l l o w e d  b y  t h e  
" 4 " ,  o n  y o u r  p u s h  b u t t o n  p h o n e .  A s  a  r e m i n d e r  t h i s  c o n f e r e n c e  i s  
b e i n g  r e c o r d e d  t o d a y ,  J a n u a r y  2 3  ,  1 9 9 6 .  Y o u r  s p e a k e r s  f o r  t o d a y  
a r e  M r .  D a n  K a f e r l e ,  M a n a g e r  o f  F i n a n c i a l  M e d i a  R e l a t i o n s  f o r  
D i g i t a l  E q u i p m e n t ,  M r .  B o b  P a l m e r ,  C h i e f  E x e c u t i v e  O f f i c e r  f o r  
D i g i t a l  E q u i p m e n t  a n d  M r .  V i n  M a l a r k e y ,  V i c e  P r e s i d e n t  a n d  
C h i e f  F i n a n c i a l  O f f i c e r  f o r  D i g i t a l  E q u i p m e n t .  I  w o u l d  n o w  l i k e  
t o  t u r n  t h e  c o n f e r e n c e  o v e r  t o  M r .  K a f e r l e .  P l e a s e  g o  a h e a d ,  
s i r .  

D K :  G o o d  m o r n i n g  a n d  w e l c o m e  t o  D i g i t a l  E q u i p m e n t ' s  s e c o n d  
q u a r t e r  e a r n i n g s  t e l e c o n f e r e n c e .  T h a n k  y o u  f o r  c a l l i n g  i n .  O u r  
s e c o n d  q u a r t e r  e a r n i n g s  r e l e a s e  i s  a v a i l a b l e  o n  P R  N e w s w i r e  a n d  
c a n  b e  a c c e s s e d  t h r o u g h  t h e  D i g i t a l  h o m e  p a g e  o n  t h e  W o r l d  W i d e  
W e b .  W e  w i l l  a l s o  h a v e  a  p o s t  v i e w  n u m b e r  t o  c a l l  t o  h e a r  a  
r e c o r d i n g  o f  t h e  t e l e c o n f e r e n c e ,  b e g i n n i n g  a t  1 2 : 3 0 ,  t h e  d e t a i l s  
w i l l  b e  d i s c u s s e d  a t  t h e  c o n c l u s i o n  o f  t h e  t e l e c o n f e r e n c e .  

T h i s  m o r n i n g  I  h a v e  w i t h  m e  D i g i t a l  C h a i r m a n  B o b  P a l m e r  a n d  
D i g i t a l  C h i e f  F i n a n c i a l  O f f i c e r  V i n  M a l a r k e y .  B o b  w i l l  o p e n  t h e  
t e l e c o n f e r e n c e  w i t h  a n  o v e r v i e w  o f  t h e  q u a r t e r  a n d  t h e n  V i n  w i l l  
g o  o v e r  t h e  n u m b e r s  i n  m o r e  d e p t h .  W e  w i l l  t h e n  o p e n  t h e  s e s s i o n  
u p  t o  q u e s t i o n s .  T h e  t e l e c o n f e r e n c e  w i l l  e n d  p r o m p t l y  a t  1 1 : 4 5 .  

B o b .  

B P :  G o o d  m o r n i n g  a n d  t h a n k  y o u  f o r  j o i n i n g  u s  t o d a y .  I t  w a s  j u s t  
o n e  y e a r  a g o  t h a t  D i g i t a l  a n n o u n c e d  i t s  r e t u r n  t o  p r o f i t a b i l i t y ,  a  
w a t e r s h e d  e v e n t  i n  o u r  f i n a n c i a l  t u r n a r o u n d .  T h e  r e a l  t e s t  w a s  
w h e t h e r  w e  c o u l d  s u s t a i n  a n d  b u i l d  u p o n  t h a t  a c h i e v e m e n t .  W i t h  n e t  
i n c o m e  i n c r e a s i n g  t o  $ 1 4 9  m i l l i o n  i n  t h e  s e c o n d  q u a r t e r  o f  o u r  
f i s c a l  1 9 9 6 ,  w e  h a v e  n o w  r e p o r t e d  f i v e  c o n s e c u t i v e  p r o f i t a b l e  
q u a r t e r s .  O f  c o u r s e ,  o u r  r e t u r n  t o  p r o f i t a b i l i t y  w a s  j u s t  t h e  f i r s t  
p r o o f  p o i n t  o f  D i g i t a l ' s  t u r n a r o u n d .  W e  a l s o  n e e d e d  t o  s h o w  t h a t  w e  
c o u l d  g r o w  t h e  r e v e n u e .  T h a t  i s  a  t o p  p r i o r i t y  f o r  f i s c a l  y e a r  ' 9 6  
a n d  b e y o n d  a n d  I  a m  p l e a s e d  t o  r e p o r t  t h a t  o u r  Q 2  r e s u l t s  c o n t a i n  
s t r o n g  e v i d e n c e  o f  o u r  p r o g r e s s .  D i g i t a l ' s  r e v e n u e  g r o w t h  
a c c e l e r a t e d  i n  t h e  l a s t  q u a r t e r .  I n  f a c t ,  w e  a c h i e v e d  t h e  h i g h e s t  
q u a r t e r l y  r e v e n u e s  i n  t h e  c o m p a n y ' s  h i s t o r y ,  a l m o s t  $ 4  b i l l i o n .  W e  
r e p o r t e d  s i g n i f i c a n t  g r o w t h  i n  p r o d u c t  r e v e n u e s ,  w h i c h  w e r e  u p  
2 6 %  y e a r  o v e r  y e a r .  T h i s  d e m o n s t r a t e s  v e r y  c l e a r l y  t h a t  m a r k e t  
d e m a n d  f o r  D i g i t a l ' s  p r o d u c t s  a n d  s e r v i c e s  i s  g r o w i n g  a n d  I  e x p e c t  
c o n t i n u e d  p r o g r e s s  a s  w e  m o v e  i n t o  t h e  s e c o n d  h a l f  o f  o u r  f i s c a l  
y e a r .  
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W e  a r e  s e e i n g  g r o w t h  a l l  a c r o s s  o u r  c o m p a n y ,  f r o m  P C S  a n d  s e r v e r s  t o  
s t o r a g e  s u b - s y s t e m s ,  n e t w o r k  p r o d u c t s ,  a n d  m u l t i - v e n d o r  c u s t o m e r  
s e r v i c e s ,  a n d  a c r o s s  a l l  g e o g r a p h i e s .  W h a t  I  w a n t  t o  e m p h a s i z e  t h i s  
m o r n i n g  i s  t h e  g r o w i n g  m a r k e t  d e m a n d  f o r  6 4 - b i t  c o m p u t i n g ,  i n  
p a r t i c u l a r  D i g i t a l ' s  A l p h a  s y s t e m s .  V i n  i s  g o i n g  t o  g o  t h r o u g h  t h e  
q u a r t e r l y  n u m b e r s  i n  a  m o m e n t  b u t  l e t  m e  g i v e  y o u  s o m e  f a c t s  a b o u t  
o u r  A l p h a  s y s t e m s  b u s i n e s s .  S a l e s  o f  A l p h a  s y s t e m s  g r e w  5 0 %  o v e r  
l a s t  y e a r ,  d r i v e n  b y  s t r o n g  m a r k e t  d e m a n d  f o r  o u r  A l p h a  s e r v e r  
s y s t e m s .  H o w e v e r ,  w e  a l s o  r e p o r t e d  r e v e n u e  g r o w t h  a n d  s t r o n g  o r d e r  
r a t e  g r o w t h  i n  o u r  A l p h a  w o r k s t a t i o n  b u s i n e s s ,  w i t h  p a r t i c u l a r l y  
s i g n i f i c a n t  g r o w t h  i n  w o r k s t a t i o n  s h i p p i n g  w i t h  W i n d o w s  N T .  

T o t a l  c u m u l a t i v e  p r o d u c t  a n d  s e r v i c e  r e v e n u e  f r o m  t h e  A l p h a  f a m i l y  
n o w  e x c e e d s  $ 7  b i l l i o n  a n d  w e  h a v e  s h i p p e d  a l m o s t  1 7 0 ,  0 0 0  A l p h a  
s y s t e m s  i n  l e s s  t h a n  t h r e e  y e a r s .  F e w  o t h e r  n e w  a r c h i t e c t u r e s  h a v e  
b e e n  a c c e p t e d  s o  r a p i d l y .  C u s t o m e r s  a r e  b e g i n n i n g  t o  f u l l y  
a p p r e c i a t e  t h e  b e n e f i t s  o f  w o r k i n g  i n  t h e  6 4 - b i t  e n v i r o n m e n t .  T h e y  
w a n t  a f f o r d a b l e  c l i e n t / s e r v e r  c o m p u t i n g  a t  b l i n d i n g  s p e e d s .  T h e y  
w a n t  6 4 - b i t  U N I X ,  w i t h  a l l  o f  i t s  r o b u s t n e s s  a n d  s e c u r i t y .  T h e y  
w o u l d  p r e f e r  t o  g r o w  f o r  t h e  n e x t  d e c a d e  a n d  b e y o n d  w i t h o u t  n e e d i n g  
t o  e n d u r e  a d d i t i o n a l  o p e r a t i n g  s y s t e m  a n d  a r c h i t e c t u r a l  m i g r a t i o n s .  
D i g i t a l ' s  A l p h a  s y s t e m s  m e e t  t h e s e  r e q u i r e m e n t s .  

T h e  t r a n s i t i o n  t o  6 4 - b i t  c o m p u t i n g  i s  n o t  o n l y  i n e v i t a b l e ,  i t  i s  
a l r e a d y  u n d e r  w a y .  W i t h  A l p h a  w e  a r e  g i v i n g  c u s t o m e r s  c o m p e l l i n g  
r e a s o n s  t o  m o v e  t o d a y .  I  c a n  t h i n k  o f  n o  b e t t e r  e x a m p l e  t h a n  o u r  
p o w e r f u l  n e w  s e r v e r s ,  t h e  A l p h a  S e r v e r  8 0 0 0  f a m i l y .  W i t h  6 4 - b i t  
D i g i t a l  U N I X  a n d  t h e  v e r y  l a r g e  m e m o r y  c a p a b i l i t i e s  m a d e  p o s s i b l e  b y  
O r a c l e ' s  6 4 - b i t  d a t a b a s e  s o f t w a r e ,  t h e s e  s y s t e m s  d o  m o r e  t h a n  j u s t  
s p e e d  u p  c u r r e n t  b u s i n e s s  p r o c e s s e s .  T h e y  e n a b l e  e n t i r e l y  n e w  
s t a n d a r d s  o f  c o s t  p e r f o r m a n c e  f o r  m i s s i o n  c r i t i c a l  a p p l i c a t i o n s ,  
f r o m  d a t a  w a r e h o u s i n g  t o  o n l i n e  t r a n s a c t i o n  p r o c e s s i n g .  C u s t o m e r s  
c a n  r u n  s o m e  d a t a b a s e  i n t e n s i v e ,  m a i n f r a m e  o p e r a t i o n s  a t  2 0 0  t i m e s  
t h e  s p e e d  o f  a  m a i n f r a m e  f o r  l / 2 0 t h  t h e  c o s t  o f  o w n e r s h i p .  

T h e  e v i d e n c e  o f  o u r  l e a d e r s h i p  i s  m o r e  t h a n  a n e c d o t a l .  W e  n o w  h a v e  
s o l i d  p r o o f  o f  t h e  i n d u s t r y - l e a d i n g  p e r f o r m a n c e  a n d  p r i c e  
p e r f o r m a n c e  t h a t  A l p h a  6 4 - b i t  c o m p u t i n g  d e l i v e r s  t o  c u s t o m e r s .  O v e r  
t h e  l a s t  t h r e e  m o n t h s  D i g i t a l  a n d  i t s  p a r t n e r s  a n n o u n c e d  a  n u m b e r  o f  
d a t a b a s e  a n d  a p p l i c a t i o n  p e r f o r m a n c e  b e n c h m a r k s  f o r  A l p h a  S e r v e r  
8 4 0 0  s y s t e m s ,  r u n n i n g  D i g i t a l  U N I X ,  a  6 4 - b i t  o p e r a t i n g  s y s t e m .  T w o  
e x c e l l e n t  e x a m p l e s  a r e  O r a c l e ' s  v e r y  l a r g e  m e m o r y  d a t a b a s e  T P C C  
b e n c h m a r k s  a n d  t h e  S A P  s o f t w a r e  b e n c h m a r k  f o r  S A P  R 3 .  T h e s e  
b e n c h m a r k s  s h a t t e r e d  p r e v i o u s  r e c o r d s  a n d  c l e a r l y  e s t a b l i s h e d  
D i g i t a l ' s  s u p e r i o r i t y  i n  h i g h - p e r f o r m a n c e  e n t e r p r i s e  c o m p u t i n g .  

D e m a n d  i s  g r o w i n g  r a p i d l y .  I n  o n l y  n i n e  m o n t h s  w e  h a v e  s o l d  1 , 0 0 0  
A l p h a  S e r v e r  8 0 0 0  s y s t e m s .  S y b a s e ,  I n f o r m i x ,  S o f t w a r e  A G ,  
a n d  o t h e r  l e a d i n g  d a t a b a s e  v e n d o r s  a r e  a l l  w o r k i n g  w i t h  u s  o n  
t h e i r  o w n  6 4 - b i t  V L M  d a t a b a s e  s o f t w a r e .  T h e y  s e e  b i g  g r o w t h  
o p p o r t u n i t i e s  i n  t h i s  m a r k e t  a n d  t h e y  i n t e n d  t o  b e  p a r t  o f  i t .  
W i n d o w s  N T  i s  a l s o  g o i n g  t o  b e  a  k e y  d r i v e r  o f  o u r  A l p h a  b u s i n e s s .  
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Y o u  m a y  r e c a l l  t h a t  a s  p a r t  o f  o u r  a l l i a n c e  f o r  e n t e r p r i s e  c o m p u t i n g  
M i c r o s o f t  a g r e e d  t o  r e l e a s e  W i n d o w s  N T  s e r v e r  s o f t w a r e  
s i m u l t a n e o u s l y  o n  b o t h  A l p h a  a n d  I n t e l  a r c h i t e c t u r e s .  E v e n  t h o u g  
W i n d o w s  N T  i s  a  3 2 - b i t  o p e r a t i n g  s y s t e m  i t  r u n s  f a s t e r  o n  D i g i t a l ' s  
A l p h a  p l a t f o r m  t h a n  o n  a n y  o t h e r  s y s t e m .  

O u r  p a r t n e r s h i p  w i t h  M i c r o s o f t  c o n t i n u e s  t o  b u i l d  m o m e n t u m  a s  w e  
d e v e l o p  c o o p e r a t i v e  s a l e s  a n d  m a r k e t i n g  o p p o r t u n i t i e s ,  s o l i d i f y  o u r  
j o i n t  e n g i n e e r i n g  r e l a t i o n s h i p s ,  e x p a n d  o u r  c u s t o m e r  s e r v i c e  
c a p a b i l i t y ,  a n d  w o r k  t o g e t h e r  t o  b r i n g  W i n d o w s  b a s e d  s o l u t i o n s  t o  
e n t e r p r i s e  c o m p u t i n g .  T h e  a l l i a n c e  i s  a  k e y  f a c t o r  i n  t h e  g r o w t  o  
o u r  W i n d o w s  N T  b u s i n e s s .  W i n d o w s  N T  r e v e n u e  w a s  u p  m o r e  t h a n  1 0 0 - 6  
i n  Q 2 .  

W e  a l s o  s e e  a n o t h e r  e x p l o d i n g  m a r k e t  w h e r e  6 4 - b i t  c o m p u t i n g  w i l l  
p l a y  a n  i n c r e a s i n g l y  i m p o r t a n t  r o l e ,  t h e  I n t e r n e t .  M a n y  o f  t h e  
e m e r g i n g  a p p l i c a t i o n s  o n  t h e  I n t e r n e t ,  l i k e  i n t e r a c t i v e  v i d e o  a n  
t h r e e  d i m e n s i o n a l  a n i m a t i o n ,  w i l l  a b s o l u t e l y  r e q u i r e  i n s t a n t  a c c e s s  
t o  m a s s i v e  d a t a b a s e s .  T h e s e  a p p l i c a t i o n s  w i l l  h a v e  t o  h a n d l e  
t h o u s a n d s  o f  s i m u l t a n e o u s  r e q u e s t s  f r o m  t h o u s a n d s  o f  c o n c u r r e n t  
u s e r s .  D i g i t a l  b e l i e v e s  t h a t  t h e r e  a r e  a t  l e a s t  t h r e e  r e a s o n s  w h y  
t h i s  n e w  e n v i r o n m e n t  w i l l  d e m a n d  6 4 - b i t  c o m p u t i n g .  F i r s t ,  s h e e r  
s p e e d .  F o r  e x a m p l e ,  t o  e n a b l e  r a p i d  r e s p o n s e  t o  i n f o r m a t i o n a l  
q u e r i e s  o r  t o  e n a b l e  c o m p l e x  m o d e l i n g  a n d  r e a l - t i m e  s i m u l a t i o n s  t o  
b e  e f f i c i e n t l y  p e r f o r m e d .  S e c o n d ,  v i r t u a l l y  u n l i m i t e d  m e m o r y  
a d d r e s s a b i l i t y  f o r  i n s t a n t  a c c e s s  t o  m a s s i v e  d a t a b a s e s .  T h i r d ,  
a f f o r d a b i l i t y .  B e t t e r  t h a n  m a i n f r a m e  p e r f o r m a n c e  a t  p r i c e s  u s u a l l y  
a s s o c i a t e d  w i t h  w o r k s t a t i o n s  a n d  s e r v e r s .  

J u s t  l o o k  a t  t h e  I n t e r n e t  S u p e r  S p i d e r  t e c h n o l o g y  t h a t  D i g i t a l  
i n t r o d u c e d  l a s t  m o n t h  u n d e r  t h e  c o d e  n a m e  A l t a  V i s t a .  I t  p r o v i d e s  
f a s t ,  e a s y  a c c e s s  t o  m o r e  t h a n  1 6  m i l l i o n  W e b  p a g e s  o n  t h e  I n t e r n e t  
a t  s p e e d s  t h a t  a r e  o r d e r s  o f  m a g n i t u d e  g r e a t e r  t h a n  a n y  o t h e r  s ^ r c h  
s e r v i c e .  I t  i s  t h e  l a r g e s t ,  f a s t e s t  W e b  s e a r c h  e n g i n e  i n  t h e  w o r l d ,  
w i t h  a n  a v e r a g e  q u e r y  a n s w e r e d  i n  u n d e r  o n e  s e c o n d .  A f t e r  o n l y  
t h r e e  w e e k s  t h e  a v e r a g e  n u m b e r  o f  h i t s  o n  t h i s  A l p h a  s e r v e r  i s  m o r e  
t h a n  2  m i l l i o n  e a c h  d a y .  

A l t h o u g h  w e ' v e  e s t a b l i s h e d  a  l e a d e r s h i p  p o s i t i o n  i n  6 4 - b i t  
e n t e r p r i s e  a n d  t e c h n i c a l  c o m p u t i n g ,  w e  r e c o g n i z e  t h a t  w e  w i l l  s o o n  
f a «  M a i n ,  c o m p e t i t i o n  in  t h e  6 4 - b i t  m a r k e t .  S o m e  o £  o u r  m a : o r  
c o m p e t i t o r s  w i l l  f i n a l l y  s h i p  6 4 - b i t  s y s t e m s  i n  t h e  n e a r  f u t u r e  
m o r e  t h a n  t h r e e  y e a r s  a f t e r  w e  b e g a n  t o  d o  s o .  B u t  l e t  m e  p o i n t  
t h a t  t h e v  w i l l  s t i l l  h a v e  a  v e r y  d i f f i c u l t  a n d  c o m p l i c a t e d  
t r a n s i t i o n  t o  m a k e  f r o m  3 2 - b i t  J o m p u t i n g .  H a v i n g  t h e  c h i p s  m  a  b o x  
i s  a  g o o d  s t a r t ,  b u t  y o u  a l s o  n e e d  a  6 4 - b i t  o p e r a t i n g  s y s t e m ,  
a o o l i c a t i o n  m i g r a t i o n  t o o l s ,  a n d  t r a i n i n g ,  a n d  s o  o n .  T h e  
a p p l i c a t i o n  m i g r a t i o n s  a r e  u s u a l l y  n o t  t r i v i a l  I n  s o m e  c a s e s ,  
c o m p e t i t o r s  a r e  t e l l i n g  t h e i r  c u s t o m e r s  t h a t  t h e y  w i l l  n e e d  t o  m a k e  
m u l t i p l e  m i g r a t i o n s  i n  t h e  n e x t  f e w  y e a r s  a s  t h e y  c h a n g e  t h e  
u n d e r l y i n g  A r c h i t e c t u r e s .  T h a t  g i v e s  D i g i t a l  a  s i g n i f i c a n t  
o p p o r t u n i t y  t o  g r o w  o u r  b u s i n e s s  a n d  s o l i d i f y  o u r  p o s i t i o n  a s  t h e  
i n d u s t r y  l e a d e r  i n  6 4 - b i t  c o m p u t i n g ,  w i t h  a  c o n s i s t e n t  s c a l a b l e  
a r c h i t e c t u r e  a n d  m o d e r n  6 4 - b i t  s t a n d a r d s  c o m p l i a n t  U N I X .  
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I  w o u l d  l i k e  t o  n o w  t u r n  t h e  p r o g r a m  o v e r  t o  V i n  M a l a r k e y ,  o u r  C h i e f  
F i n a n c i a l  O f f i c e r .  

V M :  T h a n k  y o u ,  B o b .  G o o d  m o r n i n g .  O u r  s t o r y  a t  D i g i t a l  f o r  f i s c a l  
' 9 6  i s  r e v e n u e  g r o w t h  a n d  i m p r o v e d  p r o f i t a b i l i t y .  L a s t  q u a r t e r  
D i g i t a l  d e l i v e r e d  r e c o r d  l e v e l  q u a r t e r l y  r e v e n u e s  a n d  a c h i e v e d  o u r  
b e s t  f i n a n c i a l  p e r f o r m a n c e  i n  o v e r  f i v e  y e a r s .  Q u a r t e r  t w o  w a s  o u r  
f i f t h  c o n s e c u t i v e  q u a r t e r  w i t h  i m p r o v e d  b o t t o m  l i n e  p e r f o r m a n c e ,  
r e p o r t i n g  a  n e t  i n c o m e  o f  $ 1 4 9  m i l l i o n .  T h i s  p e r f o r m a n c e  i s  t h e  
r e s u l t  o f  c o n t i n u e d  o p e r a t i o n a l  i m p r o v e m e n t s  a c r o s s  t h e  c o m p a n y .  
W i t h  a  Q u a r t e r  T w o  n e t  p r o f i t  l e v e l  o f  4 %  w e  h a v e  a c h i e v e d  a n  8  
p o i n t  p r o f i t  i m p r o v e m e n t  i n  e i g h t e e n  m o n t h s  a n d  w e  a r e  w i t h i n  a  
m a r g i n  p o i n t  o f  t h e  5 %  n e t  i n c o m e  g o a l  t h a t  w e  s e t  e a r l y  l a s t  f i s c a l  
y e a r .  

L a s t  q u a r t e r  r e v e n u e  p e r f o r m a n c e  i s  a n o t h e r  p r o o f  p o i n t  o f  o u r  
s u c c e s s f u l  c o r p o r a t e  s t r a t e g y .  T h e  1 4 %  r e v e n u e  g r o w t h  w a s  o u r  
h i g h e s t  i n  n e a r l y  f i v e  y e a r s .  T h e  2 6 %  p r o d u c t  s a l e s  g r o w t h ,  w h i c h  
i s  3 0 %  a d j u s t e d  f o r  d i v e s t m e n t s ,  i s  o u r  s t r o n g e s t  g r o w t h  s i n c e  1 9 8 4  
a n d  p o s i t i o n s  D i g i t a l  w i t h  t h e  l e a d e r s  o f  t h e  c o m p u t e r  i n d u s t r y .  

W e  a r e  s e e i n g  s t r o n g  d e m a n d  i n  a l l  o f  o u r  k e y  p r o d u c t  a r e a s .  A l p h a  
S y s t e m s  a r e  u p  o v e r  5 0 %  y e a r  o v e r  y e a r ,  d r i v e n  b y  i n c r e a s i n g  d e m a n d  
f o r  6 4 - b i t  c o m p u t i n g .  W e  a c h i e v e d  g r o w t h  a t  a l l  l e v e l s  o f  t h e  A l p h a  
p r o d u c t  l i n e ,  e n t r y  s e r v i c e  a s  w e l l  a s  w o r k s t a t i o n s .  W e ' r e  s e e i n g  
c o n t i n u e d  v e r y  s t r o n g  d e m a n d  f o r  T u r b o  L a s e r ,  w i t h  r e v e n u e s  t h a t  a r e  
d o u b l e d  o v e r  l a s t  q u a r t e r ,  a n d  a n  i n c r e a s e  i n  l i s t  o f  n e w  c u s t o m e r  
w i n s .  L a s t  q u a r t e r  D i g i t a l  r o l l e d  o u t  a  n e w  l i n e  o f  w o r k s t a t i o n s ,  
c o u p l e d  w i t h  a n  a g g r e s s i v e  s a l e s  a n d  m a r k e t i n g  p l a n .  W e  a r e  
b e g i n n i n g  t o  s e e  p o s i t i v e  r e s u l t s  f r o m  t h e s e  e f f o r t s ,  a s  w e  a c h i e v e  
g r o w t h  i n  o u r  A l p h a  w o r k s t a t i o n s  b u s i n e s s .  

O u r  c o m p o n e n t  p r o d u c t s  b u s i n e s s e s  g r e w  b y  m o r e  t h a n  3 0 % .  T h i s  
i n c l u d e s  o u r  n e t w o r k  p r o d u c t  b u s i n e s s ,  w i t h  i t s  s u c c e s s f u l  e n V I S N  
a r c h i t e c t u r e ,  a n d  t h e  s t o r a g e  b u s i n e s s  u n i t ,  w i t h  t h e i r  i n d u s t r y  
l e a d i n g  S t o r a g e  W o r k s  p r o d u c t  l i n e .  O u r  p e r s o n a l  c o m p u t e r  b u s i n e s s  
c o n t i n u e d  t o  c a p t u r e  m a r k e t  s h a r e ,  g r o w i n g  o v e r  4 0 %  l a s t  q u a r t e r .  
O u r  s e r v i c e  b u s i n e s s e s  a l s o  p e r f o r m e d  w e l l  d u r i n g  t h e  s e c o n d  
Q u a r t e r .  T h e  m u l t i - v e n d o r  m a i n t e n a n c e  b u s i n e s s  h a d  s a l e s  g r o w t h  
o v e r  3 5 %  a n d  t h e  o v e r a l l  n e t w o r k i n g  a n d  s y s t e m s  i n t e g r a t i o n  b u s i n e s s  
a c h i e v e d  i m p r o v e d  g r o w t h  p e r f o r m a n c e .  W e  c o n t i n u e  t o  s e e  a  
p r e d i c t a b l e  d e c l i n e ,  o n  t h e  o r d e r  o f  s o m e  5 % ,  i n  o u r  D i g i t a l  p r o d u c t  
m a i n t e n a n c e  b u s i n e s s .  W e  e x p e c t  t o  s e e  o u r  h i g h e r  g r o w t h  s e r v i c e  
o f f e r i n g s  p u l l  o u r  t o t a l  s e r v i c e  b u s i n e s s  i n t o  a  g r o w t h  m o d e  
t h e  n e x t  s e v e r a l  q u a r t e r s .  

W e  c o n t i n u e  t o  s h o w  o v e r a l l  g r o s s  m a r g i n  i m p r o v e m e n t  w i t h  o u r  
Q u a r t e r  T w o  p e r f o r m a n c e  a t  3 2 . 6 % .  T h i s  i s  a h e a d  o f  o u r  s h o r t  t e r m  
b u s i n e s s  m o d e l .  I  e x p e c t  t o  s e e  c o n t i n u e d  i m p r o v e m e n t s  i n  g r o s s  
m a r q i n s ,  w i t h  p r o d u c t  g r o s s  m a r g i n s  i m p r o v i n g  a t  a  r a t e  f a s t e r  t h a n  
t h e  d e c l i n e  i n  s e r v i c e  m a r g i n s .  P r o d u c t  g r o s s  m a r g i n s  a r e  o n  
c o n s i s t e n t  c o n t i n u o u s  i m p r o v e m e n t  p a t h ,  u p  s o m e  s e v e n  p o i n t s  
n e a r l y  3 0 %  o v e r  t h e  l a s t  1 8  m o n t h s .  

o r  
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T h e s e  i m p r o v e m e n t s  a r e  t h e  r e s u l t  o f  h i g h e r  v o l u m e s  o n  f e w e r  
p r o d u c t s ,  h i g h e r  m a r g i n  p r o d u c t  m i x ,  i m p r o v e d  f o c u s  o n  d e s i g n i n g  
l o w e r  c o s t ,  a n d  t h e  d i v e s t i t u r e  o f  n o n - s t r a t e g i c  l o w  m a r g i n  
p r o d u c t s .  

A s  p r e v i o u s l y  p r o j e c t e d ,  s e r v i c e  m a r g i n s  d e c l i n e d  f o r  t h e  q u a r t e r .  
T h i s  w a s  a  r e s u l t  o f  m o r e  g r o w t h  i n  p r o f i t a b l e  b u t  l o w e r  m a r g i n  
m u l t i - v e n d o r  s e r v i c e s .  T o t a l  o p e r a t i n g  e x p e n s e s  f o r  t h e  q u a r t e r  
w e r e  $ 1 . 1  b i l l i o n .  T h i s  r e p r e s e n t s  a  s l i g h t  r e d u c t i o n  o v e r  t h e  
c o m p a r a b l e  q u a r t e r  l a s t  y e a r .  S e q u e n t i a l l y ,  e x p e n s e s  h a v e  i n c r e a s e d  
$ 1 2 2  m i l l i o n ,  d r i v e n  b y  p r e v i o u s l y  a n n o u n c e d  d e m a n d  g e n e r a t i o n  
a c t i v i t i e s  a n d  v a r i a b l e s  s a l e s  a n d  m a r k e t i n g  e x p e n s e s  a s s o c i a t e d  
w i t h  a  n e a r l y  $ 7 0 0  m i l l i o n  s e q u e n t i a l  r e v e n u e  i n c r e a s e .  

D i g i t a l  h a s  a c h i e v e d  s i g n i f i c a n t  r e d u c t i o n s  i n  o p e r a t i n g  e x p e n s e s  
o v e r  t h e  l a s t  f e w  y e a r s !  T h e r e  r e m a i n  a  n u m b e r  o f  c o s t  r e d u c t i o n  
p r o g r a m s  g o i n g  o n  w i t h i n  t h e  c o m p a n y ,  p r i m a r i l y  . h  .  
a d m i n i s t r a t i v e  a n d  s u p p o r t  a r e a s .  W i t h  o u r  s i g n i f i c a n t  ^ r e n g t h  a n d  
c o m p e t i t i v e  p o s i t i o n  w e  w i l l  c o n t i n u e  t o  i n v e s t  t o  c a p t u r e  m a r k e t  
s h a r e  i n  k e y  a r e a s .  D e s p i t e  t h e s e  i n v e s t m e n t s  I  e x p e c t  t h e  
r e l a t i o n s h i p  o f  e x p e n s e  l e v e l s  t o  i m p r o v e  a s  a  p e r c e n t a g e  
r e v e n u e s .  

R e l a t i v e  t o  t h e  b a l a n c e  s h e e t ,  c a s h  i n c r e a s e d  $ 3 6 2  X e " " s  

Q u a r t e r  T w o  t o  $ 1 . 5  b i l l i o n .  T h e  i n v e n t o r y  l e v e l s  r e f l e c t e d  o u r  
s o l i d  i m p r o v e m e n t  a n d  i n v e n t o r y  t u r n s  i m p r o v e d  c o n s i d e r a b ! l y  ^ 4 . 2  
t u r n s  t o  5 . 0  t u r n s  v e r s u s  l a s t  y e a r .  P r o p e r t y ,  p l a n t  a n d  ^ i p m e n t  
l e v e l s  a l s o  i m p r o v e d  s u b s t a n t i a l l y ,  w i t h  t u r n s  a t  7 . 2 ,  u p  f r o m  .  
y e a r  a g o .  

O u r  a c c o u n t s  r e c e i v a b l e / D S O  p e r f o r m a n c e  w a s  n e g a t i v e l y  j ® P ^ e d  b y  
a n  u n u s u a l l y  h i g h  p e r c e n t a g e  o f  s h i p m e n t s  l a t e  i n  t h e  q u a r t e r .  T  
?s largely supply delated 2nd I  expect it  to improve over the next 
q u a r t e r  o r  s o .  

S o ,  t o  s u m m a r i z e ,  o u r  r e v e n u e  g r o w t h  p a r t i c u l a r l y  J "  ^ e  p r o d u c t  
a r e a  h a s  a c c e l e r a t e d  t o  l e v e l s  c o n s i s t e n t  w i t h  i n d u s t r y  l e a d e r s .  

S; sis sss  ̂
w i l l  b r i n g  D i g i t a l ' s  p r o f i t  m a r g i n s  i n  l i n e  w i t h  i n d u s t r y  
o v e r  t h e  n e x t  y e a r  o r  s o .  

T h a n k  y o u .  B o b  a n d  I  w i l l  n o w  t a k e  y o u r  q u e s t i o n s .  

T h i s  

D K :  W e  a r e  n o w  r e a d y  t o  t a k e  q u e s t i o n s .  
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M O D :  T h a n k  y o u ,  s i r .  L a d i e s  a n d  g e n t l e m a n ,  w e  w i l l  n o w  b e g i n  t h e  
q u e s t i o n  a n d  a n s w e r  s e s s i o n .  I f  y o u  h a v e  a  q u e s t i o n  y o u  w i l l  n e e d  
t o  p r e s s  t h e  " 1 " ,  f o l l o w e d  b y  t h e  " 4 " ,  o n  y o u r  p u s h  b u t t o n  p h o n e .  
Y o u  w i l l  h e a r  a  t h r e e - t o n e  p r o m p t  a c k n o w l e d g i n g  y o u r  r e q u e s t  a n d  
y o u r  q u e s t i o n s  w i l l  b e  p o l l e d  i n  t h e  o r d e r  t h e y  a r e  r e c e i v e d .  I f  
y o u r  q u e s t i o n s  h a v e  b e e n  a n s w e r e d  a n d  y o u  w o u l d  l i k e  t o  w i t h d r a w  
y o u r  p o l l i n g  r e q u e s t ,  y o u  m a y  d o  s o  b y  p r e s s i n g  t h e  " 1 " ,  f o l l o w e d  b y  
t h e  " 3 " ,  o n  y o u r  p u s h  b u t t o n  p h o n e .  I f  y o u  a r e  u s i n g  a  s p e a k e r  
p h o n e  t o d a y ,  p l e a s e  p i c k  u p  y o u r  h a n d s e t  b e f o r e  p r e s s i n g  t h e  
n u m b e r s .  O n e  m o m e n t  p l e a s e  f o r  t h e  f i r s t  q u e s t i o n .  

T e r r y  S h a n n o n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  a n d  y o u r  l o c a t i o n ,  
f o l l o w e d  b y  y o u r  q u e s t i o n .  

T S :  G o o d  m o r n i n g ,  t h i s  i s  T e r r y  S h a n n o n ,  f r o m  S h a n n o n  K n o w s  D E C  i n  
A s h l a n d ,  M a s s a c h u s e t t s .  I  h a v e  t w o  b r i e f  q u e s t i o n s  f o r  M r .  P a l m e r .  
F i r s t  o f f ,  w h a t  w a s  t h e  p e r c e n t a g e  o f  i n d i r e c t  r e v e n u e  v e r s u s  d i r e c t  
r e v e n u e  f o r  t h e  q u a r t e r  j u s t  e n d e d ?  A n d  s e c o n d l y ,  w h a t  w a s  t h e  
o n  t h e  A l p h a  p r o d u c t  l i n e ,  w h a t  w a s  t h e  p e r c e n t a g e  o f  w o r k s t a t i o n  
r e v e n u e s  v e r s u s  s e r v e r  r e v e n u e s ?  

B P :  T e r r y ,  t h a n k  y o u  f o r  y o u r  q u e s t i o n s .  I n d i r e c t  r e v e n u e s  w e r e  
a p p r o x i m a t e l y ,  t a l k i n g  a b o u t  o u r  p r o d u c t s ,  5 7 %  d u r i n g  t h e  q u a r t e r .  
T h e  s p l i t  b e t w e e n  s e r v e r s  a n d  w o r k s t a t i o n s  w a s  a p p r o x i m a t e l y  7 0 %  
s e r v e r s ,  3 0 %  w o r k s t a t i o n s .  

T S :  T h a n k  y o u  v e r y  m u c h .  

B P :  T h a n k  y o u .  N e x t  q u e s t i o n  p l e a s e .  

M O D :  H i a w a t h a  B r a y ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  a n d  y o u r  
l o c a t i o n ,  f o l l o w e d  b y  y o u r  q u e s t i o n .  

M O D :  W e  w i l l  m o v e  o n  t o  t h e  n e x t  q u e s t i o n .  B r i a n  R i c h a r d s o n ,  
p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  a n d  y o u r  l o c a t i o n ,  f o l l o w e d  b y  y o u r  
q u e s t i o n .  

B R :  Y e s ,  t h e  M e d i g r o u p  i n  S t a m f o r d ,  C o n n e c t i c u t .  C o n g r a t u l a t i o n s  o n  
s o m e  m o r e  c o n t i n u i n g  e x c e l l e n t  r e s u l t s .  T e r r y  S h a n n o n  a d d r e s s e d  t h e  
f i r s t  p a r t  o f  m y  q u e s t i o n  b u t  c o u l d  o n e  o f  y o u  e l a b o r a t e  a  l i t t l e  o n  
t h e  p r o p o r t i o n  o f  p r o d u c t  r e v e n u e  s o l d  t h r o u g h  y o u r  d i r e c t  t o p  1 0 0 0  
o r  s o  a c c o u n t s  v e r s u s  i n d i r e c t ?  

V M :  Y e s ,  t h e  g r o w t h  w a s  b a l a n c e d .  W e  h a v e  n o t  —  w e  g e n e r a l l y  d o n ' t  
d i s c l o s e  t h e  b u s i n e s s  r e v e n u e s  b y  b u s i n e s s  u n i t .  B u t  I  w o u l d  s a y  
t h i s ,  t h a t  t h e  g r o w t h  t h a t  w e  e n j o y e d  t h i s  p a s t  q u a r t e r  w a s  b a l a n c e d  
b e t w e e n  d i r e c t  r e v e n u e  a n d  i n d i r e c t .  

B R :  T h a n k  y o u .  
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M O D :  L i z  G a l l e s e ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  a n d  y o u r  l o c a t i o n ,  
f o l l o w e d  b y  y o u r  q u e s t i o n .  

L G :  Y e s ,  h e l l o .  T h i s  i s  L i z  G a l l e s e ,  a t  B l o o m b e r g  B u s i n e s s  N e w s .  I  
w o u l d  l i k e  t o  k n o w  i f  y o u r  c o r e  c o m p u t e r  b u s i n e s s  w a s  p r o f i t a b l e ,  
r e c a l l  f r o m  o u r  l a s t  t e l e c o n f e r e n c e  i n  t h e  f i r s t  q u a r t e r  i t  w a s  n o t .  
T h e  s a m e  q u e s t i o n  f o r  t h e  P C  b u s i n e s s .  I f  n o t ,  i n  b o t h  i n s t a n c e s ,  
w h e n  d o  y o u  e x p e c t  t h a t ?  

V M :  Y e s ,  L i z ,  t h i s  i s  V i n  s p e a k i n g .  O u r  c o r e  b u s i n e s s  w a s  
p r o f i t a b l e  t h i s  q u a r t e r  w h e n  t a k i n g  i n t o  a c c o u n t  b o t h  s y s t e m s  s a l e s  
a n d  a f t e r  m a r k e t  s a l e s ,  t h a t ' s  a f t e r  m a r k e t  p r o d u c t s  a n d  s e r v i c e s .  
R e l a t i v e  t o  t h e  P C  b u s i n e s s ,  t h e  g o a l s  t h a t  w e  h a d  f o r  o u r  P C  u n i t  
t h i s  q u a r t e r ,  a m o n g  o t h e r s ,  w e r e  t o  b r e a k  e v e n .  I ' m  p l e a s e d  t o  
a n n o u n c e  t h a t  t h a t  g o a l  w a s  s l i g h t l y  e x c e e d e d  a n d  w e [  r e  w e l l  
p o s i t i o n e d  t o  m o v e  u p  i n t o  t h e  h i g h e r  p r o f i t  l e v e l s  i n  t h e  s e c o n d  
h a l f .  

N e x t  q u e s t i o n  p l e a s e .  

M O D :  K e n  J o h n s o n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  a n d  y o u r  l o c a t i o n ,  
f o l l o w e d  b y  y o u r  q u e s t i o n .  

K J :  H i ,  K e n  J o h n s o n ,  I ' m  c a l l i n g  f r o m  t h e  E a g l e  T r i b u n e .  Y o u  h a d  
s o m e  r e d u c t i o n s  i n  w o r k  f o r c e  f r o m  t h e  s a m e  p e r i o d  l a s t  y e a r .  I  w a s  
w o n d e r i n g  i f  t h o s e  w e r e  g o i n g  t o  c o n t i n u e  i n  9 6  o r  h a v e  w e  p r e t t y  
m u c h  s e e n  t h e  e n d  o f  w o r k  f o r c e  r e d u c t i o n s ?  

B P :  I  d o n ' t  t h i n k  t h a t  a n y b o d y  c a n  k n o w  t h e  f u t u r e  a n d  w e  c e r t a i n l y  
d o n ' t .  B u t  a s s u m i n g  t h a t  t h e  m a r k e t p l a c e  r e m a i n s  r e a s o n a b l e  a n d  w e  
c o n t i n u e  t o  e n j o y  s t r o n g  d e m a n d  f o r  o u r  p r o d u c t s  a n d  s e r v i c e s ,  w h i c h  
w e  f i l l y  e x p e c t ,  w e ' r e  n o t  p l a n n i n g  a n y  s i g n i f i c a n t  w o r k  c o r p s  
r e d u c t i o n .  O f  c o u r s e ,  a n y  c o m p a n y  t h e  s i z e  o f  D i g i t a l  h a s  o n g o i n g  
i m p r o v e m e n t s  i n  p r o d u c t i v i t y ,  j u s t  d r i v e n  b y  t h e  t e c h n o l o g y ,  a n d  y o u  
h a v e  c h a n g e s  i n  t h e  p o p u l a t i o n  a s  o p p o r t u n i t i e s  P r e s ® ? ^ ^ ® m ® ® i v e s -

i n  s o m e  c a s e s ,  a d d i n g  p e o p l e .  F o r  e x a m p l e ,  i n  ^ h e  
e n t e r p r i s e  c o m p u t i n g  w i t h  M i c r o s o f t ,  w e  a r e  a l r e a d y  w e l l  i n t o  t h e  
r e c r u i t i n g  a n d  t r a i n i n g  o f  M i c r o s o f t  c e r t i f i e d  e n g i n e e r s  t o  s u p p o r t  
W i n d o w s  N T  f o r  e n t e r p r i s e  c o m p u t i n g ,  s o  t h o s e  a r e  a d d i t i o n s ,  
h a v e  s o m e  t e c h n o l o g y  i s s u e s  o v e r  t i m e  t h a t  w i l l  d r i v e  s o m e  
r e d u c t i o n s .  B u t  c e r t a i n l y  n o t h i n g  o f  t h e  m a g n i t u d e  t h a t  w e  v e  
e x D e r i e n c e d  i n  a c h i e v i n g  t h i s  t u r n a r o u n d  i s  a n t i c i p a t e d  f o r  t h e  
f u t u r e ,  g i v e n  m y  c a v e a t s  a b o u t  a  r e a s o n a b l e  e c o n o m i c  e n v i r o n m e n t  
a  w o r l d w i d e  b a s i s .  

M O D :  J e n n i f e r  G o r a n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  a n d  y o u r  
l o c a t i o n ,  f o l l o w e d  b y  y o u r  q u e s t i o n .  

J G :  M y  n a m e  i s  J e n n i f e r  G o r a n ,  I ' m  f r o m  W B U R  i s  B o s t o n ,  a n d  b e c a u s e  
T  m i s s e d  i u s t  t h e  v e r y  b e g i n n i n g  o f  t h e  c o n f e r e n c e  I  w a n t e d  
s p e c i f i c a l l y  w h a t  a c c o u n t !  f o r  t h i s  t r e m e n d o u s  s u r g e  i n  t h i s  
q u a r t e r .  
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B P :  I  t h i n k  t h a t  y o u ' r e  s e e i n g  t h e  r e s u l t  o f  a  n u m b e r  o f  s t r a t e g i c  
i n i t i a t i v e s  t h a t  w e  t o o k ,  b e g i n n i n g  w i t h  t h e  r e o r g a n i z a t i o n  o f  t h e  
c o m p a n y  i n  o u r  f i s c a l  ' 9 4 ,  a t  t h e  e n d  o f  ' 9 4 .  O r g a n i z i n g  t h e  
c o m p a n y  b y  p r o d u c t  b u s i n e s s  u n i t ,  m a k i n g  s u r e  t h e r e  w a s  c l e a r  
a c c o u n t a b i l i t y ,  a n d  g i v i n g  e a c h  o f  t h e  l e a d e r s  o f  t h e  b u s i n e s s  
u n i t s ,  p r o d u c t  a n d  s e r v i c e  b u s i n e s s  u n i t s ,  t h e  o p p o r t u n i t y  t o  i n v e s t  
a n d  c r e a t i n g  n e w  p r o d u c t s  a n d  s e r v i c e s  a n d  b r i n g i n g  t h o s e  t o  m a r k e t .  
W h a t  y o u ' r e  s e e i n g  i s  t h e  g r o w t h  i n  o u r  6 4 - b i t  s e r v e r s  t h a t  a r e  
d r i v e n  b y  t h e  m a r k e t  r e c o g n i t i o n ,  a s  I  d e s c r i b e d ,  o f  v e r y  l a r g e  
m e m o r y  d a t a b a s e s ,  t h e  a d v a n t a g e  o f  h a v i n g  v e r y  l a r g e  f i l e  s i z e s ,  t h e  
c o s t  p e r f o r m a n c e  a d v a n t a g e  o f  A l p h a  s e r v e r s ,  b o t h  i n  t h e  m i d - r a n g e  
a n d  t h e  h i g h  e n d .  T h a t ' s  c l e a r l y  d r i v i n g  o u r  p r o d u c t s  b u s i n e s s .  
W e ' r e  h a v i n g  e x c e l l e n t  s u c c e s s  i n  o u r  n e t w o r k s  p r o d u c t  b u s i n e s s ,  
w h i c h  w e ' r e  l e a d e r s  i n  s w i t c h e d  a r c h i t e c t u r e .  I n  o u r  s t o r a g e ,  w h i c h  
w e ' v e  a d d r e s s e d ,  a s  r a t e  s t o r a g e  f o r  n o t  o n l y  D i g i t a l  b u t  r e a l l y  
p l a t f o r m  n e u t r a l  r a t e  s t o r a g e  t h a t ' s  g r o w i n g  v e r y  r a p i d l y .  O u r  
n e t w o r k  i n t e g r a t i o n  s e r v i c e s  i s  g r o w i n g ,  s o f t w a r e  u t i l i t y  s e r v i c e s .  
S o  i f  y o u  l o o k  a t  e a c h  o f  t h e  b u s i n e s s  u n i t s ,  P C  h a s  b e e n  a l r e a d y  
b e e n  m e n t i o n e d ,  I  m e a n  i t ' s  h a r d  t o  n a m e  a n y  b u s i n e s s  u n i t  t h a t  
d o e s n ' t  h a v e  a  s u c c e s s f u l  p r o d u c t  a n d  s e r v i c e  s t r a t e g y  f o r  g r o w i n g  
t h e  b u s i n e s s .  W e ' r e  s t a r t i n g  t o  s e e  t h o s e  n o w  a s  t h e  r e c o g n i t i o n  
t h a t  D i g i t a l  i s  p o s i t i o n e d  w h e r e  t h e  m a r k e t  w a n t s  t o  g o ,  i s  b e i n g  
r e a l i z e d .  S o  I ' m  v e r y  o p t i m i s t i c .  I f  y o u  t h i n k  t h e  w o r l d  i s  m o v i n g  
t o  6 4 - b i t  c o m p u t i n g ,  i t  w i l l  b e  h a p p e n i n g  o v e r  t h e  n e x t  s e v e r a l  
y e a r s ,  a n d  D i g i t a l  i s  t w o  t o  t h r e e  y e a r s  a h e a d  o f  t h e  m a r k e t .  T h o s e  
a r e  s o m e  b r i e f  o v e r v i e w s  a s  t o  w h a t ' s  f u e l i n g  t h i s  g r o w t h .  

M O D :  G r e g  G a r r y ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  a n d  y o u r  l o c a t i o n ,  
f o l l o w e d  b y  y o u r  q u e s t i o n .  

G G :  Y e s ,  G r e g  G a r r y ,  D a t a  Q u e s t ,  S a n  J o s e .  A  c o u p l e  o f  t h i n g s  I  w a s  
i n t e r e s t e d  i n .  W h a t  i s  t h e  l a t e s t  s n a p s h o t  o f  t h e  o p e r a t i n g  s y s t e m  
m i x  f o r  t h e  t h r e e  O S s  t h a t  y o u  g u y s  a r e  s u p p o r t i n g  a n d  a l s o  d o  y o u  
h a v e  a  b r e a k  d o w n  o f  t h e  m i x  o f  I n t e l  i n s i d e  s y s t e m s  a s  o p p o s e d  t o  
A l p h a  b a s e d  s y s t e m s ?  

VM: O n  t h e  s e c o n d  q u e s t i o n ,  G r e g ,  t h e  b u s i n e s s  i s  a p p r o x i m a t e l y  
5 0 / 5 0  .  T h a t  i s  t o  s a y  t h e  c o r e  A l p h a  b u s i n e s s  i s  a p p r o x i m a t e l y  
c o m p a r a b l e  t o  t h e  g r o w t h  f o r  I n t e l  b a s e d  s y s t e m s  i n  t e r m s  o f  t h e  
r e v e n u e  m i x .  T h e  I n t e l  b a s e d  s y s t e m  i s  s l i g h t l y  l a r g e r .  R e l a t i v e  
t o  y o u r  f i r s t  q u e s t i o n  o n  o p e r a t i n g  s y s t e m  m i x ,  o u r  V M S  b u s i n e s s  w a s  
e s s e n t i a l l y  f l a t  t h i s  q u a r t e r ,  d o w n  s l i g h t l y .  O u r  U N I X  b u s i n e s s  
c o n t i n u e s  t o  d o  e x t r a o r d i n a r i l y  w e l l ,  u p  6 5 %  g r o w t h .  T h a t  i s  s o l i d  
g r o w t h  a n d  a  s t r e n g t h e n i n g .  O u r  W i n d o w s  N T  b u s i n e s s  h a s  g r o w n  w e l l  
over 100% this quarter.  But obviously that successful Windows NT 
p r o g r a m  a n d  o u r  U N I X  p r o g r a m  i s  w h a t ' s  f u e l i n g  t h e  s y s t e m s  g r o w t h  o f  
t h e  c o m p a n y .  
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MOD:  Mike  Wi l men ,  p l e ase  s ta t e  your  company  name  and  you  
fo l l owed  by  your  ques t i on .  r  l o c a t i o n ,  

MW : Ye s ,  h e l l o .  My  na me  i s  Mike  Wi lmen  f rom Data  
UK.  C ongra tu la t i ons  aga in  on  the  good  f inanc ia l  
l i ke  to  a sk  ou t  o f  your  t o ta l  wor ldwide  s e r v i c e s  
percentage  o f  tha t  emanate s  f rom Europe?  Out  o f  
t o ta l ,  what  percen ta g e  i s  ac tu a l l y  MCS r evenue ,  

Q ues t  i n  
r e su l t s .  
r evenues ,  
t h a t  Eu ropean  

p l ea s e ?  

England ,  
I 'd  jus t  
wha t  

VM:  I  don ' t  know the  MC S  bre akdown o f fhand ,  bu t  approx imate ly  50% o f  
our  s erv i ce  bus ines s  i s  in  Europe .  The  MCS e l em ent  o f  our  s er v i ce  
b u s in es s ,  a t  the  corpora te  l eve l ,  i s  approx imate ly  70%.  

M OD:  Pau l  Tay lor ,  p l e ase  s t a t e  you r  company  name  and  your  l oca t ion ,  
fo l l owed  by  your  ques t i on .  

P T:  Pau l  Ta y l o r  
PC per forman ce ,  
hop ing ,  i s  th a t  
i t  you r  de sk top  
the  board  or  i s  

from the  F i na nc ia l  
a s  you  sa id  tha t ' s  
a  r e f l e c t i on  
sys t ems  tha t  
i t  pr im ar i l y  

T imes  i n  
some wh at  

L ondon .  L ook in g  a t  y o u r  
be t t er  than  you  had  b een  

o f  the  succes s  o f  the  no tebooks  or  i s  
are  h e lp in g  there?  An d  i s  tha t  a c r os s  
US?  

BP:  We've  had  good  accep tance  wor ldwide  o f  our  P C produc t s  and  we ' ve  
had  good  accep tance  i n  the  por tab le s ,  the  de sk tops ,  and  t he  s ervers .  
But  t h e  f in a n c ia l  pe r for m ance  i n  servers  carry  a n  inherent ly  h igher  
marg in .  I t ' s  cer ta in ly  been  dr iven  by  the  s ervers  and  a l so  by  the  
change  in  management  tha t  we  m ade  in  the  l a s t  quar ter ,  t o  ge t  a  
l i t t l e  m ore  f oc us e d .  As  you  probab ly  r e c a l l  a t  the  l a s t  conference  
we  t a lked  about  making  s ure  we  had  a  good  ba lance  i n  the  PC bus i nes s  
be t ween  growth  an d  pro f i tab i l i t y .  As  V in  no te d ,  we  we r e  qu i t e  
p l eased  t o  ac h i e ve  e s sen t ia l l y  brea k  even  in  tha t  un i t  and  w e ' re  
p os i t i on ed  for  reasonab le  pro f i t s  in  the  un i t  thr ough  the  r e s t  o f  
our  f i s ca l  year ,  a s su min g  a  reasonab ly  s tab l e  PC m a rk e t  ou t  there .  
So  we ' re  do ing  we l l ,  the  produc t s  are  we l l  r e c ogn iz e d  for  qua l i t y  
and  r e l i ab i l i t y  and  f e a t u r es ,  and  we  expec t  our  succes s  t o  cont i n u e .  

MOD:  Laur i e  Va l igra ,  p l e ase  s t a t e  your  company  name  and  y o ur  
l oc a t ion ,  f o l l owed  b y  your  ques t i on .  

LV:  Yes ,  t h i s  i s  Laur i e  Va l igra  wi th  Reuter s  i n  B os ton ,  
ques t i ons  r e la t e  to  the  s erv i ce  bus ine s s .  The  indus try  
s eem to  be  a t  a  25% gr owth  i n  t he i r  s erv i ce  bus ines s ,  even  
has  a  20% growth .  I ' m  w o nder in g  when  and  how D ig i ta l  
t o  ach i eve  t h ose  ra te s ,  i f  th a t  i s  a  t arge t ,  and  mor e  
how non-produc t  revenue  f rom the  Mic r o s o f t  NT s erv i ce  
f i gures  in .  I f  you  c ou ld  a t tach  so me  numbers  t o  tha t  

M y  
l eaders  

Un i sys  
w i l l  move  
s pe c i f i ca l l y  
bus ines s  

VM:  Yes ,  Laur i e  
sy s t e m s  vendors  
revenues .  I t '  
bus ines s  than  

Th e  D ig i t a l  s erv i ce  bus ines s ,  un l ike  t h e  o ther  
in  ou r  i ndu s try ,  i s  jus t  under  ha l f  o f  our  t o ta l  

s  a  much  more  s i gn i f i can t  share  o f  the  company ' s  
i t  i s ,  aga in ,  i n  the  o th er  computer  c om pan ie s .  
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H a v i n g  s a i d  t h a t  w e  h a v e  s e v e r a l  e l e m e n t s  o f  o u r  b u s i n e s s .  I '  1 1  
g i v e  y o u  a  v e r y  b r i e f  h i g h  l e v e l  p r o f i l e .  T h e r e  a r e  f o u r  o r  f i v e  
e l e m e n t s  t h a t  a r e  i n  h i g h  g r o w t h  m o d e ,  a r e a s  t h a t  w e  h a v e  b e e n  
i n v e s t i n g  i n  i n  t h e  r e c e n t  p a s t .  F o r  e x a m p l e ,  o u r  P C  u t i l i t y  
p r o g r a m ,  o u r  n e t w o r k  i n t e g r a t i o n  s e r v i c e s  p r o g r a m ,  s y s t e m s  
i n t e g r a t i o n  a c t i v i t i e s ,  a m o n g  o t h e r s .  O u r  m u l t i - v e n d o r  s e r v i c e  
c a p a b i l i t y  i s  a l s o  a n o t h e r  g o o d  e x a m p l e .  T h e s e  u n i t s  a r e  g r o w i n g  
a n d  a c c e l e r a t i n g ,  i n  m o s t  c a s e s ,  i n  t e r m s  o f  t h e i r  r a t e s  o f  g r o w t h .  
W e  h a v e  w h a t  y o u  m i g h t  c h a r a c t e r i z e  a s  t h e  t r a d i t i o n a l  D i g i t a l  b a s e ,  
t h e  s e c o n d  l a r g e s t  i n s t a l l e d  b a s e  i n  t h e  c o m p u t e r  i n d u s t r y ,  t h a t  i s  
b e i n g  s e r v i c e d  w i t h  o u r  r e m e d i a l  m a i n t e n a n c e  s e r v i c e .  T h a t  p i e c e  o r  
b u s i n e s s  i s  d e c l i n i n g  a t  a  r a t e  o f  a b o u t  5 % .  O u r  g r o w t h  i n  t h e  n e w  
b u s i n e s s e s  a n d  t h e  d e c l i n e s  i n  t h e  o l d e r  b u s i n e s s  a r e  a b o u t  e v e n  a t  
t h i s  p o i n t .  O n e  i s  p r e t t y  m u c h  o f f s e t t i n g  t h e  o t h e r .  O v e r  t h e  n e x t  
y e a r  o r  t w o  w e  e x p e c t  a  g r o w t h  i n  t h e s e  n e w e r  b u s i n e s s e s ,  a s  t h e y  
c o n t i n u e  t o  e x p a n d ,  t o  f a r  e x c e e d  t h e  d e c l i n e  i n  g r o w t h  i n  t h e  
t r a d i t i o n a l  b u s i n e s s .  A g a i n ,  w e ' l l  s e e  t h a t  d e v e l o p  o v e r  t h e  n e x t  
y e a r  t o  t w o  y e a r s .  

L G :  O K  a n d  c a n  y o u  p u t  s o m e  f i g u r e s  t o  w h a t  t h e  M i c r o s o f t  N T  p o r t i o n  
o f  t h a t  w o u l d  b e ?  

V M :  W e  h a v e  n o t  d i s c l o s e d  t h a t  l e v e l  o f  o u r  p l a n ,  L a u r i e .  I t  i s  
q u i t e  s i g n i f i c a n t ,  i t ' s  c e r t a i n l y  m e a s u r e d  i n  h u n d r e d s  o f  m i l l i o n s  
o f  d o l l a r s ,  b u t  w e  h a v e  n o t  d i s c l o s e d  t h e  p a r t i c u l a r s  o n  t h a t ,  
q u e s t i o n  p l e a s e .  

M O D :  E r i c  C o n v e y ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  a n d  y o u r  l o c a t i o n ,  
f o l l o w e d  b y  y o u r  q u e s t i o n .  

E C -  T h i s  i s  E r i c  C o n v e y  o f  t h e  B o s t o n  H e r a l d  i n  B o s t o n .  M y  q u e s t i o n  
i s '  f o r  M r .  P a l m e r .  I s  D i g i t a l  a  c o m p a n y  t h a t ' s  s t i l l  m  a  
m o d e  f r o m  y o u r  p o i n t  o r  i s  i t  j u s t  s o r t  o f  a  r e g u l a r ! h e ^ ^ Y C ° * P a n y  

m o v i n g  a l o n g ?  A n d ,  s e c o n d l y ,  d i d  e i t h e r  o f  y o u  -  t h e  d e m a n d  
t h e  c h i p s  a c r o s s  t h e  b o a r d  a s  c o m p a r e d  t o  y o u r  o w n  g o a l s .  

B P :  I  w o u l d  s a y  t h a t  a t  t h i s  p o i n t  D i g i t a l  i s  a  h e a l t h y  e n t e r p r i s e .  
W e  h a v e  c o m p l e t e d  t h e  f i n a n c i a l  t u r n a r o u n d  o f  t h e  c o m p a n y ,  w e  h a v e  
d e v e l o p e d  a n  o r g a n i z a t i o n a l  s t r u c t u r e  t h a t  h a s  a c c o u n t a b i l i t y  a  
f o c u s .  W e  h a v e  d e v e l o p e d  a  c l e a r  s t r a t e g y  f o r  g r o w t h  t h a t  
d i s c l o s e d  t o  t h e  i n d u s t r y  a n d  h a s  b e e n  w e l l  a c c e p t e d  b y  i n d u s t r y  
a n a l y s t s ,  a s  w e l l  a s  b y  o u r  c u s t o m e r s .  N o w  w e ' r e . t h a t  
s t r a t e g y ,  w h i c h  s h o u l d  l e a d  t o  c o n t i n u e d  g r o w t h  o f  t h e  e n t e r p r i s e .  
T h a t  b e i n g  s a i d  w e ' r e  n o t  y e t  a t  a c c e p t a b l e  l e v e l s  o f  p r o f i t a b i l i t y .  
S S f o b j e c t i v e  i s  t o  b e  e q u a l  t o  t h e  l e a d e r s  i n  g r o w t h  r a t e s  a n d  
p r o f i t a b i l i t y  a n d  w e  h a v e n ' t  y e t  a c c o m p l i s h e d  t h a t .  O n  t h e  o t h e r  
h a n d ,  i f  y o u  l o o k  a t  e a r n i n g s  a s  a  p e r c e n t  o f  r e v e n u e  _  d u r i n g  t h e  
c u r r e n t  q u a r t e r ,  t h e y ' r e  a p p r o x i m a t e l y  4 % ,  w h i c h  i s  w i t h i n  o n e  
p e r c e n t a g e  p o i n t  o f  o u r  o r i g i n a l l y  s t a t e d  n e a r  t e r m  o b j e c t i v e  
a f t e r  t a x .  
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A s  s o o n  a s  w e  a c h i e v e  t h a t  o b j e c t i v e  w e  e x p e c t  t o  a n n o u n c e  a n  
i n t e r m e d i a t e  o b j e c t i v e  t h a t ,  o f  c o u r s e ,  i s  b e t t e r  t h a n  t h a t .  A f t e r  
a c h i e v i n g  t h a t  w e ' l l  h a v e  a  l o n g  t e r m  o b j e c t i v e  t o  b e  a t  t h e  
a b s o l u t e  l e a d e r s h i p  p o s i t i o n  i n  t h e  i n d u s t r y ,  r i g h t  u p  t h e r e  
w i t h  t h e  b e s t ,  i n  t e r m s  o f  p r o f i t  a f t e r  t a x .  S o  a  h e a l t h y  c o m p a n y ,  
b u t  s t i l l  n e e d  t o  f o c u s  o n  e x e c u t i o n  a n d  g r o w t h  i n  o r d e r  t o  d e l i v e r  
l e a d e r s h i p  p r o f i t  a n d  t h a t ' s  o u r  o b j e c t i v e .  

E C :  A n d  t h e  s e c o n d  p a r t  i s  h o w  A l p h a  d e m a n d  a c r o s s  t h e  b o a r d  i s .  

B P :  A l p h a  d e m a n d  i s  c o n t i n u i n g  t o  g r o w ,  a s  I  m e n t i o n e d .  I f  y o u ' r e  
t a l k i n g  a b o u t  t h e  s y s t e m s  i t ' s  v e r y  s t r o n g .  A s  w e  s a i d  i t  w a s  u p  
o v e r  5 0 %  y e a r  o v e r  y e a r ,  d r i v e n  b y  v e r y  s t r o n g  r e s u l t s  i n  b o t h  U N I X  
a n d  W i n d o w s  N T ,  w i t h  a  v e r y  s l i g h t  d e c l i n e  i n  V M S .  T h a t  i s  e x p e c t e d  
t o  c o n t i n u e  a n d  I  t h i n k  a c c e l e r a t e .  I f  y o u  t h i n k  a b o u t  i t ,  u p  u n t i l  
t h i s  p o i n t  r e a l l y  t h e  o n l y  d a t a b a s e  v e n d o r  o u t  t h e r e  t h a t  w a s  
r e c o m m e n d i n g  t h e  D i g i t a l  p l a t f o r m  u n t i l  r e c e n t l y  w a s  O r a c l e ,  f o r  i t s  
p e r f o r m a n c e  a n d  b e c a u s e  t h e y  w e r e  t h e  f i r s t  c o m p a n y  t o  r e c o g n i z e  t h e  
i m p o r t a n c e  o f  6 4 - b i t  d a t a b a s e  c a p a b i l i t y  a n d  t h e  a p p l i c a t i o n s  t h a t  
r u n  o n  t o p  o f  t h a t .  A s  I  m e n t i o n e d ,  w e  n o w  h a v e  v i r t u a l l y  e v e r y  
d a t a b a s e  c o m p a n y  i n  t h e  w o r l d  t r y i n g  t o  g e t  a  6 4 - b i t  i m p l e m e n t a t i o n  
o f  t h e i r  d a t a b a s e  o n  o u r  p l a t f o r m .  I n  f a c t ,  o u r  p l a t f o r m  i s  t h e  
o n l y  c h o i c e  b e c a u s e  w e ' r e  t h e  o n l y  6 4 - b i t  p l a t f o r m  t h a t  h a s  n o t  o n l y  
t h e  c h i p ,  b u t  a l s o  t h e  o p e r a t i n g  s y s t e m  n e c e s s a r y  t o  e n a b l e  t h e  
a p p l i c a t i o n s .  O u r  c o m p e t i t o r s  a r e  g o i n g  t o  s t a r t  s h i p p i n g  s o m e  
6 4 — b i t  b o x e s  p r e t t y  s o o n ,  b u t  n o n e  o f  t h e m  h a v e  a  6 4 - b i t  o p e r a t i n g  
s y s t e m  f o r  c o m m e r c i a l  a p p l i c a t i o n s .  D e p e n d i n g  o n  w h i c h  c o m p a n y  
y o u ' r e  t a l k i n g  a b o u t  t h e y ' r e  b e t w e e n  o n e  a n d  t h r e e  y e a r s  a w a y  f r o m  
d o i n g  s o .  S o  w e  h a v e  a  t r e m e n d o u s  w i n d o w  o f  o p p o r t u n i t y  t o  c o n t i n u e  
t o  g r o w  o u r  p r o d u c t s  b a s e d  o n  A l p h a .  

i n  a d d i t i o n  t o  t h a t  s o m e t h i n g  e l s e  h a p p e n e d  i n  t h e  l a s t  q u a r t e r  t h a t  
w a s  v e r y  i n t e r e s t i n g .  I n t e l  b r o u g h t  o u t  a  t w o  c h i p ,  t w o  l a r g e  c h i p s  
a c t u a l l y ,  i m p l e m e n t a t i o n  o f  t h e i r  a r c h i t e c t u r e  c a l l e d  t h e  P e n t i u m  
P r o .  T h e s e  t w o  l a r g e  c h i p s  i n  a n  e x p e n s i v e  p a c k a g e  p r o v i d e  m o r e  
p e r f o r m a n c e  t h a n  a n y  o t h e r  R I S C  a r c h i t e c t u r e  e x c e p t  A l p h a .  T h i s  h a s  
c a u s e d  e a c h  o f  o u r  c o m p e t i t o r s  o n  t h e  o t h e r  a r c h i t e c t u r e s  t o  h a Y e  t 0  

r e t h i n k  t h e i r  s t r a t e g y  b e c a u s e  t h e y  h a d  a l w a y s  a s s u m e d  t h a t  t h e i r  
R I S C  p r o c e s s o r s  w o u l d  s t a y  a h e a d  o f  I n t e l .  T h a t  t u r n s  o u t  t o  b e  a  
f a l l a c i o u s  a s s u m p t i o n .  O n l y  D i g i t a l  h a s  a n  a r c h i t e c t u r e  t h a t  c a n  
m a i n t a i n  a  s u s t a i n e d  l e a d  o n  t h e  I n t e l  a r c h i t e c t u r e ,  i n  m y  o p i n i o n .  
T h e r e f o r e ,  I  e x p e c t  u s  t o  g e t t i n g  m o r e  n e w  d e s i g n s  i n  a t  t h e  c h i p  
l e v e l  i n  t h e  f u t u r e .  

M O D :  L u c y  N e s s ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  a n d  y o u r  l o c a t i o n ,  
f o l l o w e d  b y  y o u r  q u e s t i o n .  

L N :  Y e a h ,  I ' m  c a l l i n g  f r o m  D E C  C o m p u t i n g  i n  L o n d o n  a n d  m y  q u e s t i o n  
h a s  a c t u a l l y  a l r e a d y  b e e n  a n s w e r e d .  B u t  t h e r e  w a s  o n e  e a r l i e r ,  
c o u l d  I  j u s t  c h e c k  t h a t  t h e  s y s t e m s  b u s i n e s s  u n i t  w a s  p r o f i t a b l e  
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V M :  T h a t  i s  c o r r e c t .  T h e  t o t a l  s y s t e m s  a n d  b u s i n e s s ,  s y s t e m s  s a l e s  
i n  t h e  a f t e r  m a r k e t ,  p r o d u c t  s e r v i c e  s a l e s ,  w a s  p r o f i t a b l e .  A s  w a s  
t h e  P C  s y s t e m s  b u s i n e s s ,  w h i c h  I  p o i n t e d  o u t  a l s o  e a r l i e r .  

M O D :  H i a w a t h a  B r a y ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  a n d  y o u r  
l o c a t i o n ,  f o l l o w e d  b y  y o u r  q u e s t i o n .  

H B :  Y e a h ,  h i ,  H i a w a t h a  B r a y  a t  t h e  B o s t o n  G l o b e ,  a  c o u p l e  o f  
t h i n g s .  O n e  q u e s t i o n  I  w o n d e r e d  a b o u t  w a s  t o  t h e  e x t e n t  t o  w h i c h  
t h e  g r o w t h  o f  t h e  I n t e r n e t  i s  d r i v i n g  t h e  g r o w t h  i n  d e m a n d  f o r  
A l p h a  e q u i p m e n t .  

B P :  W e l l ,  I  t h i n k  t h a t  i t  i s  n o t  y e t  d r i v i n g  t r e m e n d o u s  g r o w t h ,  
a l t h o u g h  c l e a r l y  t h e  i n t r o d u c t i o n  o f  A l t a  V i s t a  h a s  m a d e  a  v e r y  g o o d  
s h o w c a s e  f o r  D i g i t a l ' s  t e c h n o l o g y .  A s  I  m e n t i o n e d  i n  m y  r e m a r k s ,  
A l t a  V i s t a  i s  a  s e r v e r  c a p a b i l i t y  t h a t  d o e s  a  s e a r c h  o f  t h e  W o r l d  
W i d e  W e b .  W e ' v e  a l r e a d y  i n d e x e d  o v e r  1 6  m i l l i o n  p a g e s  o f  d a t a ,  
w h i c h  i s  s o m e  8  b i l l i o n  w o r d s ,  a n d  w e ' r e  a d d i n g  t o  t h a t  e v e r y  d a y .  
I n  o n l y  t h r e e  w e e k s  w e  w e n t  f r o m  j u s t  b a s i c a l l y  n e v e r  a d v e r t i s i n g  
t h e  t h i n g ,  j u s t  a l m o s t  w o r d  o f  m o u t h  t h a t  w e  h a d  i t  a v a i l a b l e  a n d  
i t ' s  f r e e  t o  t h e  u s e r ,  t o  t w o  m i l l i o n  h i t s  a  d a y ,  w h i c h  p u t s  x t  i n  

t h e  t o p  f i v e  o r  s o  o f  I n t e r n e t  s i t e s  a r o u n d  t h e  w o r l d .  T h e  r e a s o n  
t h a t  i t ' s  s o  p o p u l a r  i s  b e c a u s e  i t ' s  s o  r a p i d  a n d  t h e  r e a s o n  i t  s  s o  
r a p i d  i s  b e c a u s e  i t ' s  6 4 - b i t  A l p h a  s e r v e r  b a s e d .  J u s t  a s  n o w  a n  8  
C P U  s y s t e m  o f  2 1 1 6 4  c h i p s  w i t h  8  g i g a b y t e s  o f  m e m o r y  a t t a c h e d  a n d  
2 5 0  t o t a l  q i q a b y t e s  o f  m e m o r y  s e r v i n g  t h e  n e t w o r k  a n d  g r o w i n g ,  s o  
i t ' s  v e r y  i m p r e L i v e  a n d  I  t h i n k  t h a t ,  a s  I  m e n t i o n e d  i n  m y  r e m a r k s ,  
a s  m o r e  i n n o v a t i v e  a p p l i c a t i o n s  b e c o m e  a v a i l a b l e  o n  t h e  I n t e r n  ,  
m u l t i m e d i a ,  s i m u l a t i o n s ,  m o r e  d a t a  m i n i n g ,  t h i n g s  o f  t h a t  " f ^ u r e ,  
c l e a r l y  6 4 - b i t  s e r v e r s  w i l l  p l a y  a  m a n o r  r o l e  a n d  t h a t  s h o u l d  d ^ i v e  
d e m a n d  f o r  A l p h a ' s  p r o d u c t s .  S o  a t  t h i s  m o m e n t  I  - " o u l d n  t  s a y  B O  
m u c h  o f  o u r  c u r r e n t  r e s u l t s  a r e  r e f l e c t i v e  o f  t h a t .  I n  t h a t  r e g a r d  
i t ' s  v e r y  p o s i t i v e  b e c a u s e  t h a t ' s  a n  u n t a p p e d  o p p o r t u n i t y .  

H B :  O f  c o u r s e  t h e  o t h e r  q u e s t i o n  i s  t h e  o b v i o u s  o n e ,  a r e  y o u  g u y s  
g o i n g  t o  b u y  A p p l e ?  

B P -  N o ,  w e ' r e  n o t  —  i n  t h e  f i r s t  p l a c e  w e  w o u l d n ' t  c o m m e n t  o n  
r u m o r s  i n  t h a t  c a s e  —  b u t  w e ' r e  n o t  i n  t h e  a c q u i s i t i o n  m o d e  a s  
c o m p a n y .  W e  h a v e  a  c l e a r  s t r a t e g y  a n d  w e ' r e  f o c u s e d  o n  e x e c u t i n g  
t h a t  s t r a t e g y .  

H B :  T h a n k  y o u .  
B P :  Y o u ' r e  w e l c o m e .  

M O D :  J o s e  P e r e z  L a c o ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  a n d  y o u r  
l o c a t i o n ,  f o l l o w e d  b y  y o u r  q u e s t i o n .  

O M .  H e l l o  t h i s  i s  R o d n e y  M c V e i g h  a t  I D C  i n  L o n d o n .  Y o u  s a i d  t h a t  
r e v e n u e  g r o w t h  w a s  a c r o s s  a l l  g e o g r a p h i e s .  C a n  y o u  t e l l  m e  h o w  y o u  
p e r f o r m e d  i n  E u r o p e ?  
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VM:  Ce r t a in ly .  The  ove r a l l  r evenue  g rowth  i n  Europe  f o r  D ig i t a l  
t h i s  pa s t  qua r t e r  w as  up  t o  a  l eve l  o f  1 0 % .  And  t ha t  compa re s  t o  
t he  co rpo ra t e  l eve l  r epo r t ed  r evenue  o f  1 4 % .  Tha t ' s  a l so  up  f rom a  
n o  g ro wth  s i t ua t i on  a s  r e cen t l y  a s  s i x  m on t hs  ago .  So  we ' r e  ve ry  
p l ea sed  and  encou raged  by  t he  improvemen t s  i n  t he  r ecen t  p a s t  i n  
Eu rope .  Pa r t i cu l a r l y  i n  Ge rmany  wh ich  ha s  d o n e  ex t r ao rd ina r i l y  
we l l .  

MOD:  B r i an  Me s s i e r ,  p l ea se  s t a t e  you r  company  name  and  y o u r  
l o ca t i on ,  f o l l owed  by  you r  ques t i on .  

L M :  L o u  M e n a d a ,  N a s h u a ,  N e w  H a m p s h i r e .  I  j u s t  w a n t e d  t o  f o l l o w  u p  
o n  s o m e  o f  t h e  6 4 - b i t  p o i n t s .  Y o u  m e n t i o n e d  e a r l i e r  t h a t  y o u  
s h i p p e d  1 , 0 0 0  T u r b o  L a s e r s ,  o r  8 , 0 0 0 .  I  w a s  w o n d e r i n g  i f  y o u  c o u l d  
g i v e  a  c h a r a c t e r i z a t i o n  o f  h o w  t h o s e  a r e  c o n f i g u r e d .  I  m e a n ,  n o t  
e x a c t l y ,  b u t  j u s t  a  g e n e r a l  —  w h a t  a r e  c u s t o m e r s  u s i n g  t h e m  f o r  
t y p i c a l l y  t o d a y ,  r a t h e r  t h a n  w h a t  t h e y  w i l l  u s e  t h e m  f o r  i n  t h e  
f u t u r e .  A r e  t h e y  a l l  g o i n g  o u t  b a s i c a l l y  w i t h  a n  O r a c l e  p a r a l l e l  
s e r v e r  o n  t h e m ?  

B P :  I  w o u l d  s a y  t h a t  m o r e  t h a n  h a l f  —  o f  t h e  d a t a  t h a t  I  l a s t  
r e v i e w e d  —  i s  m o r e  t h a n  h a l f  a r e  g o i n g  o u t  w i t h  a n  O r a c l e  d a t a b a s e  
o n  t h e m ,  w h i c h  m e a n s  o f  c o u r s e  r o u g h l y  h a l f  a r e  g o i n g  o u t  f o r  o t h e r  
a p p l i c a t i o n s .  I  t h i n k  w e ' v e  j u s t  b e g u n  t o  s c r a t c h  t h e  s u r f a c e  i n  
t e r m s  o f  t h e  o p p o r t u n i t y  f o r  v e r y  l a r g e  m e m o r y  d a t a b a s e s .  W h a t ' s  
i n t e r e s t i n g  a b o u t  t h i s  p a r t i c u l a r  t e c h n o l o g y  i s  t h a t  a p p l i c a t i o n s  
w r i t t e n  t o  r u n  o n  t o p  o f  a  d a t a b a s e  a u t o m a t i c a l l y  p e r f o r m  b e t t e r  o n  
a  6 4 - b i t  d a t a b a s e .  T h e r e ' s  n o t  a n y  m i g r a t i o n  o r  r e c o m p i l i n g  o r  a  
b i g  h e a d a c h e  t h a t  y o u  n o r m a l l y  h a v e  t o  t a k e  a d v a n t a g e  o f  a  n e w  
a r c h i t e c t u r e .  S o  t h e  d a t a b a s e  t e c h n o l o g y  w i l l  e n a b l e  a l l  o f  t h e s e  
a p p l i c a t i o n s ,  t h i n g s  l i k e  S A P ,  S A S ,  a n d  a n y  n u m b e r  o f  o t h e r s ,  t o  r u n  
m u c h  f a s t e r  o n  t h e  A l p h a  p l a t f o r m  a n d  a t  a  m u c h  b e t t e r  p r i c e  
p e r f o r m a n c e .  I f  y o u  s a w  t h e  r e c e n t  a n n o u n c e m e n t s  a r o u n d  t h e  
b e n c h m a r k  t h a t  w e  e s t a b l i s h e d  a t  1 1  ,  4 5 6  T P C C s  w i t h  t h e  O r a c l e  
d a t a b a s e ,  a t  e s s e n t i a l l y  h a l f  t h e  c o s t  o f  t h e  n e x t  c l o s e s t  
c o m p e t i t o r ,  w h i c h  i n  t h i s  c a s e  w a s  H e w l e t t - P a c k a r d .  S o  t h e  p r i c e  
p e r f o r m a n c e  t h e r e  i s  c o m p e l l i n g ,  t h e  o v e r a l l  p e r f o r m a n c e  i s  
c o m p e l l i n g ,  a n d  I  t h i n k  w e ' v e  j u s t  b e g u n  t o  s c r a t c h  t h e  s u r f a c e  i n  
t e r m s  o f  6 4 - b i t  c a p a b i l i t y .  A s  I  s a i d ,  v i r t u a l l y  e v e r y  o t h e r  
c o m p e t i t o r  i s  n o w  s c r a m b l i n g  t o  c a t c h  u p .  

L M :  I s  t h e r e  a n y  t a r g e t  w i n d o w  a b o u t  h o w  l o n g  t h e  n e x t  o n e  w i l l  c o m e  
a l o n g ,  s o  t h a t  y o u  d o n ' t  h a v e  s o r t  o f  —  w e l l ,  y o u ' v e  c o r n e r e d  t h e  
m a r k e t  o n  6 4 - b i t s  r i g h t  n o w .  I s  t h e r e  a n y b o d y  e l s e  a n d  h o w  s o o n  
w i l l  t h e y  b e  t h e r e ?  

B P :  I  t h i n k  a l l  o f  t h e m  h a v e  p l a n s .  I n  f a c t ,  S i l i c o n  G r a p h i c s  i s  
s h i p p i n g  t e c h n i c a l  w o r k s t a t i o n s  t o d a y  t h a t  u s e  6 4 - b i t  c h i p ,  b a s e d  o n  
t h e  M I P S  a r c h i t e c t u r e .  S u n  M i c r o s y s t e m s  h a s  a n n o u n c e d  t h a t  t h e y  
h a v e  t h e  U l t r a  S p a r k  a n d  t h e y ' r e  i n t r o d u c i n g  i t  i n t o  t h e  
m a r k e t p l a c e  .  
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Hewlett-Packard has announced that the PA8000 will be available this 
year. By the way, in the case of the latter two, they're both more 
than a year late in terms of their announced schedule. But neither 
one of those companies, Sun Micro or Hewlett, has an operating 
system that's 64-bit. Although their 32-bit applications run a 
little better on these new chips, just because the chips are faster. 
But they can't fully exploit the address capability until they bave 
a 64-bit operating system. By the way, IBM had announced that t ey 
had put their 64—bit effort, a Power PC 620 , on hold priman Y 
because it didn't have the performance forecasted to compete with 
the Pentium Pro. So in every case Digital has a compelling story, a 
lead of a year or two years, depending on the competitor, and we 
mean to exploit that advantage. 

LM 
BP: 
: Thank you and congratulations on your good quarter. 
: Thank you for your congrats. 

DK: Joel, we can take one more question. 

MOD: Alright, thank you. Bobbie Jergivitch, please state your 
company name and your location, followed by your question. 

BJ: Annex Research from Phoenix, Arizona but I'm actually calling 
from New York. I have one question for Bob and one question for 
Vin. Bob, the question that I have for you dovetails in what you ve 
just been talking about. What you said about the 64-bit sYstem 
needing more than just chips to make it a success in the marketplac 
is roughly the echo of a cimment that I recall some AS400 executives 
making about May of 1995. In your comment about the Power PCs you 
didn't address yourself to the competition with the AS400 . So 
wondered if you could do that. 

BP: I think the AS400 was an excellent solution to the marketplace 
problem and it showed that our competitor was focused on what the 
customer needs were. It was not a particularly 
in terms of bits and byte speed and speeds and all that, it ca 
with the applications that customers wanted and it was easy to u 
and install in a relative sense. So it enjoyed great success. I 
think that, as our architecture, it proves that if you listen to the 
customer needs and you bring out an innovative Pr°duct you 
successful. On the other hand, it's somewhat run out of gas in 
terms of its performance and, as I understand ifc' you should 
ask these questions of Lou Gerstner, my counterpart at the IBM 
company, b2t as I understand it they're rethinking where their 
m i g r a t i o n  p a t h  i s  n o w  f o r  t h e  A S 4 0 0  m  l i g h t  o f Y  

surprising performance on the Pentium Pro. I think that 
fundamentally though the lesson of the AS400 and a lesson that I 
hnnp all of our executives at Digital now thoroughly understand is 
ivlimportant to listen to the Customer. What problem the customer 

trvinq to solve and to bring an effective solution to address 
that oroblem It's not just about technical excellence, although 
that's a necessary condition, it's insufficient. So at this company 
what vou fiSd iS yes, a continued focus on excellence, a continued 
focus on leadership ^nd computing, but a renewed focus on customer 

satisfaction. 

came 
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In  f a c t ,  my  e xe c u t i ve s ,  t h e  ones  t h a t  r epo r t  t o  me  and  t h e  ones  t ha t  
r e po r t  t o  t hem,  t he i r  bonus  p rog ram has  a  d i r e c t  componen t  t h a t  i s  
impac t ed  by  improv ing  cus tomer  s a t i s f a c t i on  me t r i c s .  So  we ' r e  qu i t e  
s e r i ous  abou t  i t .  A  l o t  o f  oppo r tun i t y  f o r  t h i s  co mp an y  t o  improve  
on  t he  cu r r en t  r e su l t s ,  a l t hough  we ' r e  qu i t e  g r a t i f i ed  t o  s ee  the  
con t i nued  succe s s  o f  t he  p rog ra ms  we 've  pu t  i n  p l ace .  Thank  you .  

BJ :  Thank  y o u ,  Bob .  Th e  ques t i on  fo r  V in  i s  I  was  i n t r i gued  
b y  t he  f a c t  t ha t  you  now have  4 ,500  peop l e  l e s s  than  a  yea r  ago .  
Ye t  t h e  op e ra t i ng  expense s  a r e  f l a t .  Can  you  exp l a in  t o  me  why  
t ha t  i s  so ?  

VM:  The re  i s  no t  a  d i r e c t  r e l a t i onsh ip  be tween  popu l a t i o n  and  
spend i ng .  I t  i s  i nc r ea s ing ly  so  a  common  p r a c t i c e  i n  i ndus t ry  today  
t o  d ive s t  o f  c apab i l i t i e s  t h a t  they  have  i n t e rna l l y  t ha t  a r e  
non -compe t i t i v e  a nd  t o  ou t sou rce  t ha t  s e rv i ce  o r  t h a t  r equ i r emen t  t o  
ano the r  compa ny .  So  i n  t h a t  c a se  you ' r e  s t i l l  spend ing ,  a l t hough  
yo u ' r e  spend ing  a t  a  l owe r  l e v e l .  The  popu l a t i on  r e sou rce s  a r e  no t  
un d e r  you r  company ' s  owne r sh ip  bu t  unde r  t h e  owne r sh ip  o f  an  
ou t sou rc e d  en t e r p r i s e .  

B J :  A l r i gh t ,  t ha t  makes  s en se .  Thank  you  v e r y  much .  
VM:  You ' r e  mos t  we l com e .  Thank  you  f o r  j o in ing  u s  t oday .  

DK :  Thank  you  Bob  and  V in .  T h i s  conc ludes  D ig i t a l ' s  s econd  qua r t e r  
f i nanc i a l  r e su l t s  t e l e con fe r ence .  I f  you  have  an y  add i t i ona l  
ques t i ons ,  p l ea s e  c a l l  me  a t  (508 )  493 -2195 .  Thank  you .  

MOD:  Lad i e s  and  g en t l em en ,  t he r e  w i l l  b e  a  r eb roadcas t  o f  t h i s  
con fe r ence  c a l l  s t a r t i ng  t oday ,  J a nua r y  23 rd ,  f rom 12 :30  Eas t e rn  
S t a nda r d  T im e  un t i l  2 :30  Eas t e rn  S t anda rd  T ime .  The  phone  number  t o  
d i a l  i s  1 -800 - 633 - 8284 .  You  w i l l  need  t o  en t e r  t he  r e s e rva t i on  
numbe r  1529139 .  Aga in ,  t h a t  phone  number  i s  1 -800 -633 -8284 .  You  
w i l l  need  t o  en t e r  r e s e rva t i on  number  1529139 .  Lad i e s  a nd  
gen t l emen ,  t h a t  doe s  conc lude  ou r  con fe r ence  fo r  t oday .  You  may  a i l  
d i s connec t  and  thank  you  f o r  pa r t i c i pa t i ng .  

END OF  CONFERENCE CALL 
+ + +  
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O P E R A T O R :  L a d i e s  a n d  g e n t l e m e n  t h a n k  y o u  f o r  s t a n d i n g  
b y .  W e l c o m e  t o  t h e  D i g i t a l  M e d i a  I n d u s t r y  A n a l y s t  T e l e c o n f e r e n c e  
w i t h  D i g i t a l ' s  V i c e  P r e s i d e n t  a n d  C h i e f  
F i n a n c i a l  O f f i c e r ,  a n d  D a n  K a f e r l e  a s  y o u r  h o s t .  

A t  t h i s  t i m e  I  w i l l  b e  i n  a  l i s t e n  o n l y  m o d e .  L a t e r  w e  
w i l l  c o n d u c t  a  q u e s t i o n  a n d  a n s w e r  s e s s i o n .  A t  t h a t  t i m e  i f  y o u  
h a v e  a  q u e s t i o n  y o u  w i l l  n e e d  t o  p r e s s  t h e  1  f o l l o w e d  b y  t h e  4  o n  
y o u r  p u s h  b u t t o n  p h o n e .  A s  a  r e m i n d e r ,  t h i s  c o n f e r e n c e  i s  b e i n g  
r e c o r d e d  t o d a y ,  A p r i l  2 3 r d ,  1 9 9 6 .  

P o s t  v i e w  w i l l  b e  a v a i l a b l e  t o d a y  f r o m  1 2 : 3 0  u n t i l  2 : 3 0  
E a s t e r n  S t a n d a r d  T i m e .  T h e  p h o n e  n u m b e r  i s  1 - 8 0 0 - 6 3 3 - 8 2 8  4 .  Y o u  
w i l l  n e e d  t o  p r e s s  a  r e s e r v a t i o n  n u m b e r .  T h e  n u m b e r  i s  1 7 0 3 4 8 7 .  
O n c e  a g a i n ,  p o s t  v i e w  w i l l  b e  a v a i l a b l e  t o d a y  f r o m  1 2 : 3 0  t o  2 : 3 0  
E a s t e r n  S t a n d a r d  T i m e .  T h e  p h o n e  n u m b e r  i s  1 - 8 0 0 - 6 3 3 - 8 2 8 4  ,  a n d  
y o u  w i l l  n e e d  t o  p r e s s  t h e  r e s e r v a t i o n  n u m b e r  o f  1 7 0 3 4 8 7  .  

I  w o u l d  n o w  l i k e  t o  t u r n  t h e  c o n f e r e n c e  o v e r  t o  M r .  D a n  
K a f e r l e .  P l e a s e  g o  a h e a d .  

D A N  K A F E R L E :  G o o d  m o r n i n g  a n d  w e l c o m e  t o  o u r  t h i r d  
q u a r t e r  t e l e c o n f e r e n c e .  O u r  t h i r d  q u a r t e r  n e w s  r e l e a s e  i s  
a v a i l a b l e  o n  P R  N e w s w i r e  i f  y o u  h a v e  n o t  y e t  r e c e i v e d  i t .  

T h i s  m o r n i n g  I  h a v e  w i t h  m e ,  V i n  M u l l a r k e y ,  V i c e  
P r e s i d e n t  f o r  F i n a n c e  a n d  D i g i t a l ' s  C h i e f  F i n a n c i a l  O f f i c e r .  V i n  
w i l l  t a k e  y o u  t o  t h e  q u a r t e r ' s  r e s u l t s  a n d  t h e n  h e  w i l l  t h r o w  i t  
o p e n  f o r  q u e s t i o n s .  T h e  t e l e c o n f e r e n c e  w i l l  e n d  p r o m p t l y  a t  
1 1 : 4 5 .  V i n  —  .  

V I N  M U L L A R K E Y :  G o o d  m o r n i n g  a n d  t h a n k  y o u  f o r  c a l l i n g  
i n .  D i g i t a l  d e l i v e r e d  a n o t h e r  q u a r t e r  w i t h  s i g n i f i c a n t l y  
i m p r o v e d  f i n a n c i a l  r e s u l t s .  W e  r e p o r t e d  a  6 8 %  v i e w  o f  t h e  y e a r  
i n c r e a s e  i n  n e t  i n c o m e  f o r  t h e  q u a r t e r ,  r e p r e s e n t i n g  o u r  s i x t h  
c o n s e c u t i v e  q u a r t e r  o f  p r o f i t a b i l i t y .  W e  c o n t i n u e  t o  g a i n  s h a r e  
i n  m o s t  o f  o u r  k e y  s t r a t e g i c  f o c u s  a r e a s ,  a n d  c a s h  f l o w  f r o m  
o p e r a t i o n s  i s  a t  i t s  h i g h e s t  i n  f i v e  y e a r s .  

O u r  Q 3  a n d  y e a r  t o  d a t e  r e s u l t s  c o n t i n u e  t o  v a l i d a t e  
t h a t  o u r  s t r a t e g y  i s  w o r k i n g .  W e  s e e  s t r e n g t h  i n  d e m a n d  f o r  o u r  
6 4 - b i t  c o m p u t i n g  a r c h i t e c t u r e  a n d  w e  c o n t i n u e  t o  f o r m  s t r a t e g i c  
r e l a t i o n s h i p s  i n  o r d e r  t o  o f f e r  t h e  b e s t  s o l u t i o n s  a v a i l a b l e  i n  
t h e  m a r k e t p l a c e .  W e  a r e  t h e  r e c o g n i z e d  l e a d e r  i n  t h e  w o r l d  i n  
t h e  g r o w t h  m a r k e t  f o r  W i n d o w s  N T  e n t e r p r i s e  s o l u t i o n s ,  a n d  i n  
h i g h  p e r f o r m a n c e  U N I X  s o l u t i o n s .  I n  a d d i t i o n ,  w e  w i l l  s o o n  r o l l  
o u t  o u r  i n t e r n e t  a n d  I n t r a n e t  c o n n e c t i v i t y  s t r a t e g y  w i t h  a  n e w  
r o b u s t  p r o d u c t  p o r t f o l i o .  W e  a r e  c o n f i d e n t  t h a t / u r  n e w  I n t e r n e t  
b u s i n e s s  w i l l  b e c o m e  a n o t h e r  g r o w t h  e n g i n e  f o r  D i g i t a l .  

F o r  t h e  t h i r d  q u a r t e r  o f  f i s c a l  9 6 ,  w e  r e p o r t e d  n e t  
i n c o m e  o f  o n e  h u n d r e d  a n d  t w e n t y  f o u r  m i l l i o n  o r  s e v e n t y - f o u r  
c e n t s  p e r  c o m m o n  s h a r e  c o m p a r e d  w i t h  n e t  i n c o m e  o f  s e v e n t y - f o u r  
m i l l i o n  o r  f o r t y  f o u r  c e n t s  p e r  c o m m o n  s h a r e  f o r  t h e  s a m e  p e r i o d  
l a s t  y e a r .  
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Representing the highest third quarter profit level 
in six years. On a fiscal year to date basis, we have earned 
three hundred and twenty one million dollars or a three hundre 
and fifty-nine million dollar improvement over the same period 
last year. Total operating revenues as reported for the quarter 
were 3.6 billion compared to 3.5 billion for the same quarter a 
year ago, a 4% increase, adjusted for divestitures. To^ 
revenue from ongoing businesses group by 8%. This was the 
hiahest third quarter revenue ever reported by the company. 

Despite a decline in PC revenues, product revenues grew 
at 5% year over year. When adjusted for divested businesses, 
total product revenues from ongoing revenues grew by 9%. Tnis 
represents the eighth consecutive quarter of year-over-year growth 
in the product revenue area. . 

We continue to see strong market demand in most *eY 
product areas -- the Alpha Systems Business Group by aImost 60%, 
driven by increased demand for our scalable line of 64 bit Alpha 
servers. Digital has shipped 200,000 ALPHA systems ^nd upgrades 
with Alpha revenue now approaching the nine billion dollar level 
since the first product was introduced back in the Spring ot 
1993. We are seeing exceptional ongoing demand for our high end 
8000 product family, and have shipped some fifteen hundred 
systems since the direction of Q4 in fiscal Ye^r 

We continue to see increased demand for our Alp 
workstation products in clear signs of increased market 
acceptance. We continue to strengthen our industry of leading 
Alpha family of products and services to support this ongoing 
qrowth. We recently announced our new UNIX TruCluster 
Solutions. The performance of the UNIX TruCluster Solution 
consisting of four AlphaServer 8400's, is one and a half, 1 
faster and less than one-third the price of the industry s 
previous performance leader. Alpha UNIX Systems grew a solid 70, 
year over year. We continue to see exceptional demand for 
Windows NT on both Alpha and Intel platforms which grew 
annroximatelv 115% year over year. 

In total our network products in storage systems _ 
business group by over 50%. Network products continue to gain 
share and out pace the market in key growth areas such as 
sw"ch?Sg and ?emote access. There continues to be continued 
demand for our storage works products especially in combination 
with the AlphaServer 8000 series, among corporate enterprise 
customers. Approximately 1 1/2 million modular storage works 
building blocks have been shipped to date. at- mir PC 

Relative to Q3, we are clearly disappointed at our 
hnsiness results. As pointed out in a previous teleconference, 
there were a number of contributing factors. Among them an 
industry decline in US commercial PC demand. In response we have 
since adjusted our plans to support lower levels of growth. We 
h,j oreater price pressure than we planned or have see 

tighteningHup^on^cost the 

industry? h?dPt™ m"®1 product' in' thl distribution channel. 
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T o  r e s p o n d  w e  h a d  m a d e  g o o d  p r o g r e s s  i n  b a l a n c i n g  o u r  c h a n n e l  
i n v e n t o r y  o v e r  t h e  l a s t  f e w  w e e k s .  W e  e x p e c t  t o  b e  a t  t h e  p r o p e r  
l e v e l  b y  J u n e .  

W h i l e  P C  r e v e n u e s  d e c l i n e d  d u r i n g  Q u a r t e r  3 ,  w e  h a v e  
e s t a b l i s h e d  t h a t  s a l e s  o u t  f r o m  c h a n n e l  p a r t n e r s  h a d  m o d e s t  
g r o w t h .  I  e x p e c t  D i g i t a l ' s  P C  s a l e s  i n  t h e  J u n e  q u a r t e r  t o  g e t  
b a c k  o n  t h e  g r o w t h  t r a c k ,  h i g h l y  l e v e r a g e d  b y  W i n d o w s  N T  s e r v e r s  
a n d  p e r s o n a l  w o r k s t a t i o n s .  A d d i t i o n a l l y ,  I  e x p e c t  t h e  P C  u n i t  t o  
r e t u r n  t o  p r o f i t a b i l i t y  i n  t h e  n e x t  f e w  q u a r t e r s .  

R e l a t i v e  t o  o u r  s e r v i c e  b u s i n e s s ,  r e v e n u e s  g r e w  4 %  
c o m p a r e d  t o  t h e  s a m e  p e r i o d  l a s t  y e a r .  D r i v e n  b y  s t r o n g  g r o w t h  
i n  o u r  m u l t i v e n d o r  s e r v i c e  a n d  o u r  i n t e g r a t i o n  b u s i n e s s .  T h i s  
l e v e l  o f  g r o w t h  i n  t h a t  s e r v i c e  b u s i n e s s  i s  t h e  l a r g e s t  i n  t w e l v e  
q u a r t e r s .  W h e n  a d j u s t i n g  f o r  t h e  D e c e m b e r  q u a r t e r  o f  d i v e s t i t u r e  
o f  o u r  e d u c a t i o n a l  s e r v i c e  b u s i n e s s ,  Q 3  g r o w t h  i s  e v e n  h i g h e r  a t  
6 % .  W h i c h  d i d  s h o w  a n  i m p r o v e m e n t  i n  o v e r a l l  o u r  g r o s s  m a r g i n s  
w i t h  o u r  Q 3  p e r f o r m a n c e  a t  5 4 . 6 % ,  w e l l  a h e a d  o f  o u r  s h o r t  t e r m  
b u s i n e s s  m o d e l .  

P r o d u c t  g r o s s  m a r g i n s  i m p r o v e d  s e q u e n t i a l l y  o v e r  f o u r  
p o i n t s ,  a n d  i s  p a r t i c u l a r l y  s t r o n g  d u e  t o  h i g h e r  m a r g i n  p r o d u c t  
m i x  a n d  s o l i d  r e d u c t i o n s  i n  p r o d u c t  c o s t .  

S e r v i c e  g r o w t h  m a r g i n s  d e c l i n e d  s e q u e n t i a l l y  
a p p r o x i m a t e l y  o n e  p o i n t  a n d  I  c o n t i n u e  t o  b e l i e v e  t h a t  t h e  m a r g i n  
d e c l i n e  i n  o u r  s e r v i c e  b u s i n e s s  w i l l  s t a b i l i z e  i n  t h e  r e l a t i v e  
s h o r t  t e r m .  

A  f e w  c o m m e n t s  o n  o u r  b a l a n c e  s h e e t .  W e  e n t e r e d  t h e  
q u a r t e r  w i t h  1 . 7 4  b i l l i o n  i n  c a s h .  T h e  c o m p a n y  g e n e r a t e d  
p o s i t i v e  c a s h  f l o w  f r o m  o p e r a t i o n s  i n  e x c e s s  o f  f o u r  h u n d r e d  
m i l l i o n  d o l l a r s ,  r e p r e s e n t i n g  o u r  s t r o n g e s t  p e r f o r m a n c e  i n  f i v e  
y e a r s .  W e  c o n t i n u e  t o  s e e  i m p r o v e m e n t  i n  o v e r a l l  a s s e t  
m a n a g e m e n t ,  e x c e p t  f o r  A c c o u n t s  R e c e i v a b l e  ( B S O )  p e r f o r m a n c e ,  
w h e r e  w e  h a v e  a  c o u p l e  o f  a s p e c t s  t h a t  n e e d  s o m e  a d d i t i o n a l  
f o c u s .  .  .  T 7  I n  s u m m a r y ,  o u r  o v e r a l l  s t r a t e g y  i s  w o r k i n g .  W e  
c o n t i n u e  t o  s i g n i f i c a n t l y  i m p r o v e  p r o f i t s .  W e  c o n t i n u e  t o  g r o w  
r e v e n u e s  a n d  g a i n  m a r k e t  s h a r e s  i n  m o s t  o f  o u r  k e y  s t r a t e g i c  
f o c u s  a r e a s .  O u r  s t r o n g  p r o d u c t  a n d  s e r v i c e  c a p a b i l i t i e s  
c o n t i n u e  t o  s t r e n g t h e n  a n d  o u r  m a n a g e m e n t  r e m a i n  c o n f i d e n t  t h a t  
w e  w i l l  s t a y  o n  t h e  c o n t i n u o u s  i m p r o v e m e n t  t r a c k  t h a t  w e  h a v e  
b e e n  o n  n o w  f o r  a  c o u p l e  o f  y e a r s  o r  m o r e .  

T h a n k  y o u  a n d  I  w i l l  n o w  t a k e  y o u r  q u e s t i o n s .  

D A N  K A F E R L E :  K e l l y ,  w e  a r e  n o w  r e a d y  t o  t a k e  
q u e s t i o n s .  ,  . . .  . . J I T  O P E R A T O R :  T h a n k  y o u .  L a d i e s  a n d  g e n t l e m e n ,  w e  w i l l  
n o w  b e g i n  t h e  q u e s t i o n  a n d  a n s w e r  s e s s i o n .  I f  y o u  h a v e  a  
q u e s t i o n  y o u  w i l l  n e e d  t o  p r e s s  t h e  1  f o l l o w e d  b y  t h e  4  o n  y o u r  
p u s h  b u t t o n  p h o n e .  Y o u  w i l l  h e a r  a  t h r e e  t o n e  p r o m p t  
a c k n o w l e d g i n g  y o u r  r e q u e s t  a n d  y o u  q u e s t i o n s  w i l l  b e  p u l l e d  
t h e  o r d e r  i n  w h i c h  t h e y  a r e  r e c e i v e d .  I f  y o u r  q u e s t i o n  h a s  b e e n  
a n s w e r e d  a n d  y o u  w o u l d  l i k e  t o  w i t h d r a w  y o u r  p o i n t  o f  r e q u e s t ,  
y o u  m a y  d o  s o  b y  p r e s s i n g  t h e  1  f o l l o w e d  b y  t h e  3  o n  y o u r  p u s  
b u t t o n  p h o n e .  I f  y o u  a r e  u s i n g  a  s p e a k e r p h o n e ,  p l e a s e  P " k  u p  
y o u r  h a n d s e t  b e f o r e  p r e s s i n g  t h e  n u m b e r s .  O n e  m o m e n t  p l e a s e  f o r  
t h e  f i r s t  q u e s t i o n .  
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B o b  ( G e o r g e b i c k )  ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  
f o l l o w e d  b y  y o u r  q u e s t i o n .  

B O B  ( G E O R G E B I C K ) :  Y e s ,  B o b  ( G e o r g e b i c k )  A n n e x  R e s e a r c h  
i n  P h o e n i x .  I  h a v e  a -  f i r s t  a  c l a r i f i c a t i o n  q u e s t i o n .  D i d  I  
u n d e r s t a n d  y o u  c o r r e c t l y  t h a t  t h e  N T  b u s i n e s s  w a s  u p  1 1 5 % ?  

V I N  M U L L A R K E Y :  T h a t  i s  c o r r e c t  B o b .  T h a t  w a s  o u r  N T  
s y s t e m s  p l a t f o r m  b u s i n e s s  a n d  t h a t  i s  b o t h  t h e  A l p h a  p l a t f o r m  a n d  
t h e  I n t e l  p l a t f o r m  c o m b i n e d .  

B O B  ( G E O R G E B I C K ) :  O k a y ,  n o w  g i v e n  t h a t  N T  i s  a  3 2 - b i t  
s y s t e m ,  a n d  t h e  v e r y  g o o d  s u c c e s s  t h a t  y o u  a r e  e n j o y i n g  w i t h  t h e  
6 4 - b i t  A l p h a S y s t e m s ,  h o w  d o  y o u  r e c o n c i l e  t h e  f a c t  t h a t  t h e  3 2 -
b i t  s y s t e m  i s  g r o w i n g  f a s t e r  t h a n  t h e  6 4 - b i t  r e v e n u e ?  

V I N  M U L L A R K E Y :  I t  i s  t h e  s a m e  —  I  a m  n o t  s u r e  I  
u n d e r s t o o d  y o u r  q u e s t i o n  t o t a l l y  t h e r e  B o b .  T h e  A l p h a  p l a t f o r m  -
-  I  d i d n ' t  i n d i c a t e  t o  y o u  w h a t  t h e  A l p h a  p l a t f o r m  g r o w t h  w a s  o n  
W i n d o w s  N T .  

B O B  ( G E O R G E B I C K ) :  W e l l  t h e r e  w a s  a  r e l e a s e  t h a t  s a i d  
t h e  f i g u r e  w a s  5 0 % .  

V I N  M U L L A R K E Y :  T h a t  w a s  f o r  t h e  t o t a l  A l p h a  b u s i n e s s  
w h i c h  i n c l u d e s  W i n d o w s  N T ,  i t  i n c l u d e s  U N I X ,  a n d  i t  i n c l u d e s  V M S .  

B O B  ( G E O R G E B I C K ) :  B u t  i s  i t  t r u e  o r  f a l s e  t h a t  t h e  N T  
p o r t i o n  i s  g r o w i n g  t h e  f a s t e s t ?  

V I N  M U L L A R K E Y :  I t  i s  t r u e .  
B O B  ( G E O R G E B I C K ) :  W e l l  t h a t  i s  t h e n  m y  q u e s t i o n ,  h o w  

d o  y o u  e x p l a i n  t h a t  s o m e t h i n g  w h i c h  i s  a  3 2 - b i t  a r c h i t e c t u r e  i s  
g r o w i n g  f a s t e r  t h a n  l e t ' s  s a y  a  n a t i v e  A l p h a  a t  6 4 - b i t ?  

V I N  M U L L A R K E Y :  F i r s t  o f  a l l  I  w o u l d  s a y  t h a t  t h e y  a r e  
b o t h  g r o w i n g  v e r y  s t r o n g ,  a n d  I  w o u l d  a d d  t o  t h a t  i n  t h e  A l p h a  
a r e a  i n  p a r t i c u l a r  o u r  s u c c e s s f u l  p r o g r a m m i n g  s t r a t e g y  o f  
p o s i t i o n i n g  W i n d o w s  N T  t o  o p e r a t e  i n  a  r e l a t i v e l y  s e a m l e s s  w a y  
f r o m  o u r  V M S  p l a t f o r m ,  o u r  s o - c a l l e d  A f f i n i t y  p r o g r a m ,  w h i c h  i s  
w h a t ' s  f i e l d i n g  t h e  s t r o n g e r  g r o w t h  i n  t h e  —  o n  t h e  s i d e  y o u  
r e l a t e d  y o u r  q u e s t i o n  t o .  A n y  o t h e r  q u e s t i o n s ,  B o b ?  

B O B  ( G E O R G E B I C K ) :  N o ,  t h a t ' s  i t .  T h a n k s .  
O P E R A T O R :  E r i c  C o n v e y  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  

f o l l o w e d  b y  y o u r  q u e s t i o n .  
E R I C  C O N V E Y :  H i ,  i t  i s  E r i c  C o n v e y  a t  t h e  H e r a l d .  M y  

q u e s t i o n  i s  w h e t h e r  t h e  c o s t  r e d u c t i o n  i n  t h e  P C  l i n e  w i l l  r e s u l t  
i n  a n y  l a y o f f s  a n y w h e r e ?  

V I N  M U L L A R K E Y :  I  a m  n o t  s u r e  E r i c  a t  t h i s  p o i n t .  I  
w o u l d  s a y  t h a t  t h e  c o m p a n y ' s  c o s t  s t r u c t u r e  a d j u s t m e n t  p r o g r a m  
c o n t i n u e s  t o  b e  u n d e r  w a y  a n d  t h e r e  a r e  l a y o f f s  i n  m a n y  p a r t s  o f  
o u r  c o m p a n y  t h a t  c o n t i n u e  a n d  w i l l  c o n t i n u e  a s  w e  m o v e  f o r w a r d .  
W h a t  t h e  e x a c t  n a t u r e  i s  b y  b u s i n e s s  u n i t ,  I  d o n ' t  h a p p e n  t o  h a v e  
i t  a t  m y  f i n g e r t i p s  a n d  i t  i s  a l s o  n o t  w h a t  w e  w o u l d  t y p i c a l l y  
d i s c l o s e .  A n y  o t h e r  q u e s t i o n s  E r i c ?  

E R I C  C O N V E Y :  N o ,  I  a m  a l l  s e t ,  t h a n k  y o u .  
O P E R A T O R :  T e r r y  S h a n n o n  p l e a s e  s t a t e  y o u r  c o m p a n y  

n a m e  f o l l o w e d  b y  y o u r  q u e s t i o n .  
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T E R R Y  S H A N N O N :  G o o d  m o r n i n g ,  t h i s  i s  T e r r y  S h a n n o n  
f r o m  S h a n n o n  K n o w s  D E C ,  V i n  c o n g r a t u l a t i o n s  o n  y o u r  s i x t h  
c o n s e c u t i v e  q u a r t e r  o f  p r o f i t a b i l i t y .  D i g i t a l  c u r r e n t l y  e n j o y s  a  
1 0 0 %  m a r k e t s h a r e  i n  t h e  v e r y  l a r g e  m e m o r y  m a r k e t p l a c e  a n d  y o u  
w i l l  v e r y  l i k e l y  e n j o y  t h i s  u n i q u e  d i f f e r e n t i a t o r  f o r  a b o u t  
a n o t h e r  y e a r .  A s  y o u  h a v e  i n d i c a t e d  y o u  h a v e  d o n e  q u i t e  w e l l  
w i t h  V L M  o n  t u r b o  l a s e r  a n d  V L M  s u p p o r t  w i l l  b e  e x t e n d e d  t o  t h e  
m i d  r a n g e  i n  a b o u t  t w o  w e e k s .  M y  q u e s t i o n  i s ,  h o w  d o e s  D i g i t a l  
p l a n  t o  f u l l y  e x p l o i t  t h i s  o p p o r t u n i t y .  

V I N  M U L L A R K E Y :  O p e r a t o r  w e  a r e  p i c k i n g  u p  a n o t h e r  
c o n v e r s a t i o n  h e r e  o n  t h e  l i n e .  

T E R R Y  S H A N N O N :  I t  m u s t  b e ,  i t  w a s n ' t  m e .  
V I N  M U L L A R K E Y :  I t  w a s n ' t  t h i s  e n d  e i t h e r .  T e r r y ,  t h e  

—  I  a m  n o t  s u r e  w e  h a v e  e n o u g h  t i m e  t o  g o  t h r o u g h  a l l  a s p e c t s  o f  
o u r  p l a n  i n  t h a t  r e g a r d ,  b u t  c e r t a i n l y  t h e  c o m p a n y  t o t a l l y  
r e c o g n i z e s  t h e  s i z e  o f  t h e  o p p o r t u n i t y  t h a t  w e  h a v e .  I t  i s  t o  
d a t e  s o m e w h a t  d e m o n s t r a b l e  w i t h  t h e  s u c c e s s  t h a t  w e  a r e  e n j o y i n g  
a s  i n d i c a t e d  i n  o u r  n u m b e r s  a s  y o u  p o i n t  o u t .  T h i s  w i n d o w  o f  
o p p o r t u n i t y  i s  s i g n i f i c a n t .  W e  s e e  i t  a s  a t  l e a s t  a  y e a r  o u t .  
A n d  t h e  y e a r  t h a t  y o u  r e f e r  t o .  L e t  m e  e m p h a s i z e  a s  w e l l  t h a t  
t h e r e  i s  a  l o t  m o r e  i n v o l v e d  i n  t h e  s u c c e s s  i n  t h i s  a r e a  t h a n  6 4 -
b i t  m i c r o p r o c e s s o r s .  T h e r e  i s  a l s o  e x t e n s i v e  r e q u i r e m e n t s  i n  t h e  
o p e r a t i n g  s y s t e m  a r e n a ,  m i d d l e w a r e  a p p l i c a t i o n s  a n d  t h e  s u r f a c e  
s i d e  t o  m a k e  t h i s  —  m a k e  f o r  t h e  s u c c e s s  t h a t  y o u  h a v e  a l l u d e d  
t o .  W e  a r e  p u t t i n g  m o r e  w o o d  b e h i n d  t h i s  e r a  w h e n  o u r  c o m p a n y  i n  
t e r m s  o f  m a r k e t i n g  p r o g r a m s ,  d e m a n d  g e n e r a t i o n  s u p p o r t  p r o g r a m s ,  
s e r v i c e  p r o g r a m s ,  a c r o s s  m o s t  a s p e c t s  o f  o u r  b u s i n e s s  t h a n  w e  a r e  
v i r t u a l l y  i n  a n y  o t h e r  a r e a .  A n d  a s  y o u  p o i n t e d  o u t  w e  e x p e c t  t o  
h a v e  a  l o t  o f  e x c i t i n g  a n n o u n c e m e n t s  c o m i n g  u p  h e r e  i n  a  f e w  
w e e k s  o n  e x t e n d i n g  o u r  c a p a b i l i t y  d o w n w a r d  p r i c e  p o i n t  w i s e  i n t o  
t h e  m i d  r a n g e  A L P H A  a r e a .  

T E R R Y  S H A N N O N :  O k a y ,  t h a n k  y o u  v e r y  m u c h .  
O P E R A T O R :  L i z  G a l l e s e  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  

f o l l o w e d  b y  y o u r  q u e s t i o n .  
L I Z  G A L L E S E :  Y e s ,  L i z  G a l l e s e  a t  B l o o m b e r g  B u s i n e s s  

N e w s .  A  c o u p l e  o f  r e l a t e d  q u e s t i o n s  a b o u t  P C ' s .  W e r e  s a l e s  i n  
t h e  q u a r t e r  a c t u a l l y  b e l o w  t h o s e  o f  a  y e a r  a g o  a n d  b y  h o w  m u c h .  
W a s  t h e  b u s i n e s s  u n p r o f i t a b l e  i n  t h e  q u a r t e r .  T h e  a n a l y s t s  s a i d  
y o u  i n d i c a t e d  t h a t  y o u  w o u l d  b e  b a c k  t o  p r o f i t a b i l i t y  b y  t h e  e n d  
o f  t h e  y e a r ,  i s  t h a t  c o r r e c t ?  

V I N  M U L L A R K E Y :  Y e s ,  s a l e s  w e r e  d o w n  i n  t h e  q u a r t e r .  
Y e a r  o v e r  y e a r  t h e y  w e r e  d o w n  a p p r o x i m a t e l y  1 0 % .  R e l a t i v e  t o  
p r o f i t a b i l i t y  i t  i s  o u r  e x p e c t a t i o n  t h a t  o v e r  t h e  n e x t  f e w  
q u a r t e r s  t h a t  w e  r e t u r n  t o  p r o f i t a b i l i t y  a n d  y o u  s h o u l d  r e a d  t h a t  
L i z  a s  b e i n g  b e f o r e  w e  e n t e r  t h i s  c a l e n d a r  y e a r .  

L I Z  G A L L E S E :  W a s  t h e r e  a  l o s s  i n  t h e  b u s i n e s s  i n  t h e  
q u a r t e r ?  

V I N  M U L L A R K E Y :  A n d  a s  f o r  t h e  c u r r e n t  q u a r t e r  a s  w e  h a d  
i n d i c a t e d  i n  o u r  M a r c h  2 0 t h  r e l e a s e  o n  t h i s  s u b j e c t  m a t t e r ,  w e  
d i d  h a v e  a  l o s s  i n  t h e  q u a r t e r .  
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L IZ  GALLESE:  M ay  I  a s k  you  t o  r e i t e r a t e  wha t  l e ad  
then  t o  t he  p ro f i t  — the  g rowth  marg in  imp rov emen t s  on  t h e  
p ro f i t  end .  I  know you  s a id  i t  bu t  I  wou ld  l i k e  you  t o  j u s t  run  
t h rough  t ha t  a ga i n .  

VIN  MULLARKEY:  The r e  were  a  n u mb e r  o f  f a c to r s .  Some  
we re  po s i t i ve ,  some  we r e  no t  pos i t i ve .  S om e  w e re  nega t i ve .  The  
mos t  s i gn i f i c a n t  ones  we r e  r educ t i ons  i n  co s t ,  bo th  co s t s  
i n t e r na l l y  i n  t e r ms  o f  ou r  m a nu f a c tu r i ng  p roce s se s  a s  we l l  a s  
lower  p r i c e s  f o r  key  componen t s  such  a s  DRAMS a mong  many  o t he r s  
t ha t  go  i n t o  ou r  compu te r  s y s t ems .  Th a t  was  t he  mos t  s i gn i f i c an t  
f ac to r  co n t r i bu t i ng  t o  ou r  improved  p roduc t  o f  t hose  ma rg in s .  
Add i t i ona l l y ,  t h e r e  a r e  so me  p roduc t s  t ha t  c a r ry  h ighe r  g ro s s  
marg in s  t han  o the r s .  In  ou r  mix  i n  t ha t  r e ga rd  i t  showed  some  
i mpr ovemen t  t h i s  pa s t  qua r t e r .  

L IZ  GALLESE:  The  ana l y s t s  s a id  t h a t  you  i nd i ca t ed  
t ha t  t ha t  p r oduc t  marg in  im prove m e n t  can  b e  su s t a i ned .  

VIN  MULLARKEY:  I  s a i d  t h a t  I  f e l t  t ha t  i t  was  
su s t a inab l e  and  t ha t  we  w o u ld  t a l k  mor e  abou t  t ha t  i n  t he  Ju ly  
t ime f r a me  when  we  r e l e a se  ou r  —  when  we  r e l e a s e  ou r  s o - ca l l ed  
i n t e rmed ia t e  m o d e l  wh ic h  w i l l  g ive  t he  i nve s tme n t  commun i t y  a  
l ook  ou t  a  coup l e  o f  yea r s  t he r eabou t s  i n  t e rms  o f  wha t  w e  i n t e n d  
t o  ach i eve  i n  t e rms  o f  f i nanc i a l  r e su l t s  and  a l so  h o w w e  i n t end  
t o  ach i eve  t hem.  

L IZ  GALLESE:  I n  o the r  w o rd s ,  a f t e r  t he  r e l ea se  o f  yea r  
end?  

VIN  MU LLA RK EY :  Tha t  i s  c o r r e c t .  We  w i l l  p robab l y  do  
t ha t  L i z  s imu l t aneous ly  i n  t he  same  s e s s ion .  

L IZ  GALLESE:  Wh y  d o  you  t h ink  y o u r  s t o c k  i s  mov ing  up  
t oday?  

VIN  MUL L ARKE Y:  I  t h ink  t oday ' s  a nnounc e m e n t  i s  
ano the r  s o l i d  improve  p o in t  wh ich  t he  i nve s tme n t  c ommun i ty  h a s  
been  s ee ing  now qu i t e  cons i s t en t l y  f rom t h i s  company  ove r  t h e  
c ou r se  o f  tw o  t o  th r ee  yea r s  t h a t  t h i s  bo th  f i nanc i a l  and  
s t r a t eg i c  t u rna round  l e ad  by  Bob  Pa lmer  and  h i s  t eam i s  f o r  r e a l .  
The re  may  have  been  a  b i t  o f  a  he s i t ancy  on  t he  pa r t  o f  some  a  
f ew  weeks  back  when  we  had  t h i s  r e l ea se  on  ou r  PC s i t ua t i on ,  
wh ich  a s  we  po in t ed  ou t  t h en ,  we  s ee  a s  a  sho r t  t e r m  t empora ry  
s i t ua t i on ,  and  I  b e l i ev e  wha t  we  a r e  s ee i ng  i n  Q3  r e su l t s  i s  
an o the r  s t r ong  p rove  po in t  t h a t  t he  company  i s  back  and  do ing  
qu i t e  we l l .  

L I Z  GALLESE:  T hank  you .  
OPERATOR:  Ch r i s  Ch r i s t i an sen  p l ea se  s t a t e  you r  

company  n ame  fo l l owed  by  you r  ques t i on .  
CH RIS  CHRISTIA N SE N:  H i ,  t h i s  i s  Chr i s  Ch r i s t i an sen  

f rom  In t e rna t i ona l  Da ta  Co rpo ra t i on .  V in ,  i f  you  cou ld  t a l k  
abou t  t he  p ro f i t ab i l i t y  o f  t h e  sys t ems  bus ine s s  un i t  a  l i t t l e  b i t  
a nd  a l so  t he  e f f ec t  go ing  f o rwa rd  a s  t he  r e o rga n i z a t i on  o f  t h i s  
s t o r a ge  bus ine s s  un i t  an d  wha t  pos s ib l e  impac t  i t  m igh t  h ave  on  
p ro f i t ab i l i t y .  T hank  you .  
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V I N  M U L L A R K E Y :  I  d o n ' t  h a v e  a  l o t  t o  s a y  o n  t h e  
s y s t e m s  b u s i n e s s  u n i t  p r o f i t .  T h a t  s i t u a t i o n  c o n t i n u e s  t o  
i m p r o v e .  W e  d o n ' t  g e n e r a l l y  r e l e a s e  -  d i s c l o s e  —  t h e  
p r o f i t a b i l i t i e s  o f  o u r  d i f f e r e n t  d i v i s i o n s  a n d  s e g m e n t s  i n  t h e  
c o m p a n y .  R e l a t i v e  t o  t h e  s t o r a g e  b u s i n e s s  c h a n g e  l e t  m e  
e m p h a s i z e  a  c o u p l e  o f  k e y  p o i n t s .  T h i s  i s  f o r  t h e  m o s t  p a r t  a  
r e p o r t i n g  r e l a t i o n s h i p  c h a n g e  o n  t h e  s t o r a g e  b u s i n e s s  w h e r e  t h a t  
u n i t  w i l l  n o w  r e p o r t  i n t o  o u r  s y s t e m  b u s i n e s s  u n i t  a s  y o u  a l l u d e d  
t o .  T h e r e  a r e  a  n u m b e r  o f  r e a s o n s  f o r  t h i s .  T h e  t w o  m o r e  
s i g n i f i c a n t  o n e s  C h r i s ,  o n e  i s  t o  h e l p  s t r e a m l i n e  a n d  t a k e  
a d v a n t a g e  o f  o u r  l e v e r a g e  —  o u r  s i g n i f i c a n t  l e v e r a g e  w i t h  o u r  
i n d i r e c t  c h a n n e l  p a r t n e r s  f r o m  t h e  S B U  a n d  t o  b r i n g  t o g e t h e r  
t h e s e  t w o  i m p o r t a n t  b u s i n e s s e s  t o  t a k e  b e t t e r  a d v a n t a g e  o f  t h a t  
l e v e r a g e ,  a n d  t o  s t r e a m l i n e  t h e  a s s o c i a t e d  m a n a g e m e n t  a c t i v i t i e s  
i n  t h a t  r e g a r d ,  s o  t h a t  o u r  c h a n n e l  p a r t n e r s  a r e  d e a l i n g  w i t h  o n e  
m a n a g e m e n t  u n i t  i n  t h e  c o m p a n y  r a t h e r  t h a n  m u l t i p l e .  

S e c o n d l y ,  t h e  s u c c e s s  t h a t  w e  a r e  e n j o y i n g ,  
p a r t i c u l a r l y  a t  t h e  h i g h  e n d ,  t h e  8 0 0 0  p r o d u c t  l i n e  f a m i l y  i n  
p a r t i c u l a r ,  w i t h  o u r  s t o r a g e  w o r k s ,  o u r  p r o d u c t  l i n e  i s  q u i t e  
c o n s i d e r a b l e .  W e  s e e  s i g n i f i c a n t  o p p o r t u n i t y  h e r e .  A s  y o u  k n o w ,  
t h e  s t o r a g e  r e q u i r e m e n t s  o n  t h e  h i g h  e n d  a r e  q u i t e  e x t e n s i v e .  A s  
y o u  a l s o  k n o w ,  t h e  s u c c e s s  w i t h  t h i s  s e c t o r  i s  a  v e r y  s i g n i f i c a n t  
p a r t  o f  o u r  c o m p a n y  s t r a t e g y .  U n d o u b t e d l y  y o u  ? ?  ( B R E A K  U P )  
s t o r a g e  c o n t e n t  i s  a  v e r y  s i g n i f i c a n t  p a r t  —  c o m p o n e n t  —  
c o n t e n t  p a r t  o f  a  t o t a l  s y s t e m s  v a l u e .  A c c o r d i n g l y ,  w e  s e e  a  l o t  
o f  l e v e r a g e  b y  b r i n g i n g  t h e s e  t w o  u n i t s  t o g e t h e r  f r o m  a  p r o d u c t  
d e s i g n  a n d  b u s i n e s s  m a n a g e m e n t  p o i n t  o f  v i e w .  N e x t  q u e s t i o n  
p l e a s e .  

O P E R A T O R :  L o r i  V a l i g r a  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  
f o l l o w e d  b y  y o u r  q u e s t i o n .  

L O R I  V A L I G R A :  T h i s  i s  L o r i  V a l i g r a  w i t h  R e u t e r s ,  
a n d  I  w o n d e r  i f  y o u  c o u l d  b e  a  b i t  m o r e  s p e c i f i c  a b o u t  t h e  
a d j u s t m e n t s  y o u  d i d  m a k e  i n  t h e  P C  b u s i n e s s  i n  t e r m s  o f  c o s t  
c o n t r o l s .  W e r e  t h e r e  a n y  l a y o f f s  o f  t e m p o r a r y  s t a f f  f o r  e x a m p l e ,  
a n d  w h a t  y o u  w o u l d  e x p e c t  r e a s o n a b l e  i n v e n t o r y  t o  b e  i n  t h e  
c h a n n e l  a n d  w h a t  i t  i s  n o w ?  

V I N  M U L L A R K E Y :  W e  h a v e  t a k e n  i m m e d i a t e  a c t i o n  g o i n g  
b a c k  s e v e r a l  w e e k s  t o  b e g i n  t o  b r i n g  o u r  c o s t s  i n  l i n e  w i t h  a  
l o w e r  l e v e l  o f  r e v e n u e .  I  d o  n o t  h a p p e n  t o  k n o w  w h e t h e r  o r  n o t  
t h a t  e n t a i l s  l a y o f f s  o r  n o t .  I  d o n ' t  t h i n k  s o ,  b u t  I  a m  n o t  
c e r t a i n .  T h a t  i s  a  r a t h e r  n o r m a l  b u s i n e s s  p r a c t i c e  w h e n  y o u  a r e  
c o n s t a n t l y  t u n i n g  y o u r  o p e r a t i o n s  a n d  m o d e l  t o  c o n f o r m  t o  t h e  
r e a l i t i e s  o f  t h e  m a r k e t p l a c e ,  a n d  s o m e t i m e s  —  u s u a l l y  t h a t  i s  
u p s i d e .  S o m e t i m e s  i t  i s  g o i n g  t h e  o t h e r  w a y .  

Y o u r  o t h e r  q u e s t i o n  w a s  —  
L O R I  V A L I G R A :  I t  w a s  i n  t e r m s  o f  t h e  c h a n n e l  —  
V I N  M U L L A R K E Y :  C h a n n e l  —  I ' d  s a y  w e  h a v e  h a d  s e v e r a l  

w e e k s  o f  a d d i t i o n a l  i n v e n t o r y  i n  t h e  c h a n n e l  o v e r  a n d  a b o v e  w h a t  
w e  n o r m a l l y  w o u l d  w a n t  t o  c a r r y .  T h i s  w a s  i n v e n t o r y  t h a t  w a s  
p u l l e d  b y  o u r  c h a n n e l  p a r t n e r s .  I n v e n t o r y  t h a t  p r o b a b l y  t h a t  
t h e y  f e l t  w a s  s u p p o r t e d  b a s e d  o n  t h e  d e m a n d  t h a t  t h e y  w e r e  
s e e i n g ,  p a r t i c u l a r l y  t h r o u g h  t h e  D e c e m b e r  q u a r t e r .  
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S o  a s  p e r  t h e i r  r e q u e s t  w e  r e s p o n d e d .  W e  s i m p l y  l e a r n e d  t h a t  i t  w a s  
a  f e w  w e e k s  t o o  h i g h .  A s  I  p u t  o u t  e a r l i e r ,  w e ' v e  g o t  t h a t  p r o b a b l y  
f i x e d .  I t  i s  r o u g h l y  h a l f  w a y  b a c k  i n  l i n e  a n d  t h e  o t h e r  h a l f  
w i l l  d e v e l o p  o v e r  t h e  c o u r s e  o f  t h e  J u n e  q u a r t e r .  

L O R I  V A L I G R A :  J u s t  o n e  o t h e r  n o n  r e l a t e d  q u e s t i o n .  O n  
T h u r s d a y  c a n  y o u  t a l k  a  b i t  a b o u t  w h a t  w i l l  b e  g o i n g  o n  w i t h  
c o m p u t e r  a u t o m a t i o n  i n  N e w  Y o r k  a n d  B o b  P a l m e r ' s  m e e t i n g  d o w n  
t h e r e .  

V I N  M U L L A R K E Y :  W e l l  o n e  o f  t h e  t h i n g s  t h a t  I  l e a r n e d  
v e r y  e a r l y  i n  m y  c a r e e r  w a s  n o t  t o  s t e a l  t h e  t h u n d e r  o f  y o u r  
b o s s .  L e t  m e  j u s t  m a k e  a  v e r y  b r i e f  c o m m e n t  o n  i t .  A n d  t h a t  i s  
t h a t  w e  h a v e  s i g n e d  a  w o r l d w i d e  s t r a t e g i c  a g r e e m e n t  w i t h  C o m p u t e r  
A s s o c i a t e s  u n d e r  w h i c h  w e  w i l l  c o l l a b o r a t e  o n  a  r a n g e  o f  b o t h  
p r o d u c t s  a n d  s e r v i c e s  t o  s u p p o r t  t h e  d e l i v e r y  o f  a  c o m p r e h e n s i v e  
e n t e r p r i s e  s e t  o f  m a n a g e m e n t  s o l u t i o n s .  T h e  f o r m a l  a s  y o u  p u t  i t  
o u t  —  c o n f e r e n c e  —  t h e  p r e s s  c o n f e r e n c e  o n  t h a t  a n d  i n d u s t r y  
c o n f e r e n c e  i s  t o m o r r o w .  I  b e l i e v e  i t  i s  i n  N e w  Y o r k  C i t y  a n d  
f u l l  d e t a i l s  w i l l  b e  m a d e  a v a i l a b l e  a t  t h a t  p o i n t  i n  t i m e .  J u s t  
o n e  o t h e r  b r i e f  p o i n t ,  t h i s  i s  —  a g a i n  c o n s i s t e n t  w i t h  t h e  n e w  
d i r e c t i o n  l e a d  b y  B o b  P a l m e r  —  t h e  t h i r d  s t r a t e g i c  a l l i a n c e  t h e  
c o m p a n y  h a s  d e v e l o p e d  o r  a r e  d e v e l o p i n g  i n  t h e  s o f t w a r e  i n d u s t r y .  
T h e  t w o  o t h e r s  b e i n g  w i t h  M i c r o s o f t  a s  w e l l  a s  w i t h  O r a c l e  
C o r p o r a t i o n .  A s  y o u  u n d o u b t e d l y  k n o w ,  t h e s e  c o m p a n i e s  a r e  t h e  
t h r e e  l e a d i n g  c o m p a n i e s  i n  t h e  s o f t w a r e  i n d u s t r y  i n  t h e  U n i t e d  
S t a t e s .  S o  s t a n d  b y  f o r  t h e  a p p r o p r i a t e  d e t a i l s  t o m o r r o w .  

L O R I  V A L I G R A :  T h a n k s  a  l o t .  
O P E R A T O R :  J e f f  B l i s s  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  

f o l l o w e d  b y  y o u r  q u e s t i o n .  
J E F F  B L I S S :  H i ,  t h i s  i s  J e f f  B l i s s  a t  C o m p u t e r  

R e s e l l e r s .  I  s e e  t h a t  t h e  s e r v i c e  b u s i n e s s  h a s  b e e n  r e l a t i v e l y  
f l a t  o v e r  t h e  p a s t  c o u p l e  o f  q u a r t e r s .  I  w a s  w o n d e r i n g  w h a t  y o u r  
p l a n s  a r e  t o  i m p r o v e  t h e  s e r v i c e  b u s i n e s s  a n d  w i l l  t h e s e  p l a n s  
l e a d  t o  a n y  i n c r e a s e d  c h a n n e l  c o n f l i c t ?  

V I N  M U L L A R K E Y :  F i r s t  o f  a l l ,  t h e  —  y o u  a r e  r i g h t ,  i t  
h a s  b e e n  r e l a t i v e l y  f l a t  b u t  i f  y o u  s t a n d  b a c k  J e f f ,  a  l i t t l e  
f u r t h e r ,  a n d  l o o k  a t  t h e  c u r v e  y o u  w i l l  f i n d  t h a t  o v e r  t i m e  t h a t  
o u r  s e r v i c e  r e v e n u e  g r o w t h  t h i s  p a s t  q u a r t e r  i s  t h e  h i g h e s t  i t  
h a s  b e e n  i n  q u i t e  s o m e  p e r i o d  o f  t i m e .  S o  w e  s e e  i t  o n  a n  
i n c r e a s i n g  t r a j e c t o r y  a t  s o m e  l e v e l .  A n d  b e l i e v e  t h a t  t h e  
l e a d e r s h i p  t h a t  J o h n  R a n d o  i n  p a r t i c u l a r  h a s  p r o v i d e d  i n  t h i s  
a r e a  w i l l  i m p r o v e  t h a t  s i t u a t i o n  o v e r  t i m e .  T h e r e  a r e  m a n y  
s t r a t e g i c  a s p e c t s  t o  t h a t ,  i n c l u d i n g  t h e  o n e  I  a l l u d e d  t o  
e a r l i e r ,  o u r  a l l i a n c e  w i t h  M i c r o s o f t  C o r p o r a t i o n .  

R e l a t i v e  t o  t h e  m a t t e r  o f  c h a n n e l  c o n f l i c t ,  i n  e a c h  o f  
o u r  s e r v i c e  s e g m e n t s  w e  h a v e  w o r k e d  o u t  a  s p e c i f i c  s t r a t e g y  t h a t  
m a k e s  i t  v e r y  c l e a r  w h e r e  a n d  h o w  w e  a r e  g o i n g  t o  s u p p o r t  o u r  
c h a n n e l  p a r t n e r s  t h a t  h a v e  d e c i d e d  o r  w h o  a r e  p r o p o s i n g  t o  p u r s u e  
t h e  s e r v i c e  s e c t o r  o n  D i g i t a l  p r o d u c t s ,  a n d  i n  w h i c h  a r e a s  w e  a r e  
g o i n g  t o  b e g i n  t o  p u r s u e  i n t e r n a l l y .  M y  u n d e r s t a n d i n g  o f  t h a t  
s i t u a t i o n  i s  i n  m o s t  p a r t s  o f  o u r  b u s i n e s s  t h a t  s i t u a t i o n  i s  
w o r k i n g  w e l l  a n d  i m p r o v i n g .  I t  c o n t i n u e s  t o  b e  a  m a j o r  g o a l  o f  
t h e  c o m p a n y  i n  a n  a r e a  t h a t  g i v e s  a p p r o p r i a t e  o n g o i n g  f o c u s  a n d  
m a n a g e m e n t  a t t e n t i o n  t o  e l i m i n a t e  o r  c e r t a i n l y  m i n i m i z e  c h a n n e l  
c o n f l i c t .  W e  f e e l  w e  h a v e  c o m e  a n  a w f u l  l o n g  w a y  i n  t h a t  r e g a r d .  
W e  m a y  h a v e  a  f e w  —  a  c o u p l e  o f  m i n o r  o p e n  i s s u e s  a t  t h e  m o m e n t .  
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J E F F  B L I S S :  O k a y ,  t h a n k  y o u .  
O P E R A T O R :  S t u a r t  M c C a r t h y ,  p l e a s e  s t a t e  y o u r  c o m p a n y  

n a m e  f o l l o w e d  b y  y o u r  q u e s t i o n .  
S T U A R T  M C C A R T H Y :  S t u a r t  M c C a r t h y ,  M V  O t t a w a  S u n  i n  

O t t a w a ,  C a n a d a ,  t h e s e  f i g u r e s  s o r t  o f  r e p r e s e n t  a  g o o d  n e w s / b a d  
n e w s  s t o r y  t h a t  h a s  b e e n  h a p p e n i n g  h e r e  a t  t h e  f a c i l i t y  i n  
O t t a w a .  O b v i o u s l y  w e  h a v e  s e e n  l a y o f f s  o f  a t  l e a s t  3 0 0  c o n t r a c t  
w o r k e r s  i n  r e c e n t  m o n t h s  o n  t h e  P C  s i d e ,  y e t  t h e  A L P H A  s a l e s  a r e  
o b v i o u s l y  ( g o i n g )  w e l l  b e c a u s e  o f  t h e  w o r l d w i d e  m a n d a t e  t h a t  t h e  
p l a n t  h e r e  h a s .  A r e  y o u  a b l e  t o  g i v e  a n y  k i n d  o f  a  r e v e n u e  
b r e a k o u t  o n  t h e  C a n a d i a n  o p e r a t i o n s ?  

V I N  M U L L A R K E Y :  N o ,  I  g e n e r a l l y  d o n ' t  d o  t h a t .  I  w i l l  
s a y  t h i s  t h o u g h ,  t h a t  I  t h i n k  o u r  C a n a d i a n  b u s i n e s s  o v e r a l l  t h i s  
p a s t  q u a r t e r  h a s  o n e  o f  o u r  b e s t  p e r f o r m a n c e s  i n  t e r m s  o f  g r o w t h  
a n d  m a r k e t s h a r e  g a i n .  B e y o n d  t h a t  i t  i s  n o t  o u r  p r a c t i c e  S t u a r t  
t o  d i s c l o s e  t h e  s p e c i f i c s  a t  o u r  c o u n t r y  l e v e l  m e s s a g e .  I t  i s  
r e q u i r e d  b y  l o c a l  l a w .  

S T U A R T  M C C A R T H Y :  O k a y ,  I  h a v e  a  f o l l o w  u p  o n  t h a t .  
T h e r e  h a s  b e e n  s o m e  t a l k  o f  m o v i n g  s o m e  h i g h  n o t e  p r o d u c t i o n  h e r e  
a n d  a r e  t h e r e  a n y  p l a n s  t o  e x p a n d  A l p h a  p r o d u c t i o n ?  

V I N  M U L L A R K E Y :  N o t  t h a t  I  a m  f a m i l i a r  w i t h .  W e  c o u l d  
—  w h y  d o n ' t  w e  —  I ' l l  h e l p  y o u  e n g a g e  w i t h  t h e  r i g h t  p e o p l e  o n  
t h a t  q u e s t i o n  a f t e r  t h i s  c o n f e r e n c e  t h r o u g h  D a n  o f f  l i n e .  

S T U A R T  M C C A R T H Y :  N o  p r o b l e m .  T h a n k  y o u .  
O P E R A T O R :  J e r e m i a h  L e i b o w i t z ,  p l e a s e  s t a t e  y o u r  

c o m p a n y  n a m e  f o l l o w e d  b y  y o u r  q u e s t i o n .  
J E R E M I A H  L E I B O W I T Z :  H i ,  I  a m  J e r e m i a h  L e i b o w i t z  a t  t h e  

M a y n a r d  B e a c o n .  I  w a s  w o n d e r i n g  w h a t  D i g i t a l ' s  c o n t i n u a l  s t r o n g  
p e r f o r m a n c e  m a y  m e a n  f o r  i t s  f u t u r e  a n d  p r o s p e c t s  i n  M a y n a r d ?  

V I N  M U L L A R K E Y :  J e r e m i a h  I  a m  n o t  s u r e  I  u n d e r s t a n d  
y o u r  q u e s t i o n .  I n  t e r m s  o f  e m p l o y m e n t  i n  t h e  f u t u r e ,  i s  t h a t  t h e  

J E R E M I A H  L E I B O W I T Z :  Y e a h ,  i n  t e r m s  o f  e m p l o y m e n t  a n d  
a n y  a f f e c t  i t  m a y  h a v e  o n  d e c i s i o n s  a s  t o  w h e t h e r  t o  s t a y  h e r e  o r  
t o  m o v e  m o r e  o f  t h e  o p e r a t i o n  o u t  o f  M a y n a r d ?  

V I N  M U L L A R K E Y :  W e  h a v e  n o  i n t e n t  o f  l e a v i n g  M a y n a r d .  
W e  h a v e  b e e n  t h e r e  a b o u t  3 9  y e a r s  t h e r e a b o u t s .  W e  h a v e  
s i g n i f i c a n t  o p e r a t i o n s  h e r e .  W e  a r e  c o n s t a n t l y  a d j u s t i n g  c e r t a i n  
c o n c e p t s  o f  o u r  b u s i n e s s ,  m a n y  w h i c h  a r e  h e a d q u a r t e r e d  o r  p r e s e n t  
i n  o n e  f o r m  o r  a n o t h e r  i n  M a y n a r d ,  a n d  a s  w e  m o v e  t h i n g s  a r o u n d  
o r  c o n s o l i d a t e  w i t h  o t h e r  b u s i n e s s e s ,  t h e s e  s o r t  o f  c h a n g e s  
a f f e c t  t h e  a c t i v i t i e s  t h a t  w e  h a v e  w i t h i n  t h e  M a y n a r d  g e o g r a p h y .  
B u t  I  c a n  c e r t a i n l y  s p e a k  f o r  t h e  c o r p o r a t i o n  o n  t h i s  m a t t e r .  W e  
h a v e  n o  i n t e n t i o n  o f  l e a v i n g  o u r  o p e r a t i o n s  i n  M a y n a r d .  T h a t  i s  
n o t  t o  s a y  t h a t  t h e r e  w o u l d n ' t  b e  f u r t h e r  d o w n s i z i n g  o r  l a y o f f s ,  
d e p e n d i n g  u p o n  t h e  s i t u a t i o n  i n  a  g i v e n  s e g m e n t  o f  o u r  M a y n a r d  
o p e r a t i o n s .  ,  

J E R E M I A H  L E I B O W I T Z :  O k a y ,  t h a n k  y o u  v e r y  m u c h .  
O P E R A T O R :  M a r g a r e t  K a n e  p l e a s e  s t a t e  y o u r  c o m p a n y  

n a m e  f o l l o w e d  b y  y o u r  q u e s t i o n .  
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M A R G A R E T  K A N E :  H i ,  i t  i s  M a r g a r e t  K a n e  a t  P C  W e e k .  
M y  q u e s t i o n  i s  a b o u t  t h e  P C  s a l e s  —  I  m e a n  h o w  —  y o u  s a i d  y o u  
w e r e  c l e a r l y  d i s a p p o i n t e d  i n  t h e  P C  r e s u l t s .  C a n  y o u  t a l k  t o  
t h a t  a  l i t t l e  b i t ?  I  m e a n  h o w  b a d l y  d o e s  t h i s  b o t h e r  —  h o w  
b a d l y  d o e s  t h i s  a f f e c t  t h e  c o m p a n y  w h e n  P C  s a l e s  a r e  r e a d  f o r  
s u c h  a  s t r e t c h ?  

V I N  M U L L A R K E Y :  T h e  c o m p a n y  h a s  b e e n  o n  a  f a i r l y  
s u c c e s s f u l  g r o w t h  t r a j e c t o r y  i n  t h e  P C  b u s i n e s s  f o r  s o m e t h i n g  
o v e r  t h r e e  y e a r s .  A n d  r a t h e r  c o n s i s t e n t l y  h a s  g a i n e d  m a r k e t  
s h a r e  i n  t h e  P C  a r e n a .  I  s o r t  o f  l i k e n  t h e  s i t u a t i o n  i n  t h e  
t h i r d  q u a r t e r  t o  a  b u m p  i n  t h e  r o a d  i f  y o u  w o u l d ,  t h a t  w o u l d  
h o p e f u l l y  b e  a  o n e  q u a r t e r  i n c i d e n t .  A s  I  p o i n t e d  o u t  e a r l i e r ,  
i t  i s  a n  i n c i d e n t  t h a t  w a s  h i g h l y  i n f l u e n c e d  b y  a  s l o w  d o w n  o n  
t h e  c o m m e r c i a l  s e c t o r  o f  t h e  i n d u s t r y  w h i c h  i s  w h e r e  w e  f o c u s .  
I t  a f f e c t e d  t h e  c o m p a n y  i n  t e r m s  o f  o u r  e a r n i n g s  a t  s o m e  l e v e l  
a l t h o u g h  w e  d o n ' t  d i s c l o s e  t h e  s p e c i f i c s  i n  t h a t  r e g a r d .  W e  m a i n  
c o n f i d e n t  t h a t  w e  w i l l  b e  b a c k  o n  a  g r o w t h  c u r v e  y e a r  i n  a  
r e l a t i v e  s h o r t  t e r m  a n d  b a c k  i n  t h e  p r o f i t a b i l i t y  m o d e  o v e r  t h e  
n e x t  f e w  q u a r t e r s  i n  t h a t  r e g a r d .  

M A R G A R E T  K A N E :  J u s t  s o  t h a t  I  u n d e r s t a n d  y o u  
s t r a i g h t ,  y o u  w i l l  b e  b a c k  i n t o  g r o w t h  i n  t h e  n e x t  q u a r t e r  a n d  i n  
t h e  b l a c k  b y  t h e  e n d  o f  t h e  y e a r ?  

V I N  M U L L A R K E Y :  B y  t h e  e n d  o f  t h e  c a l e n d a r  y e a r .  
M A R G A R E T  K A N E :  C a l e n d a r  y e a r  —  o k a y .  A l s o  y o u  

m e n t i o n e d  b e f o r e  y o u  s a i d  y o u r  i n v e n t o r y  a t  t h i s  p o i n t  i s  a  
c o u p l e  o f  w e e k s  t o o  h i g h  a n d  y o u  w a n t  t o  c o n t i n u e  t o  r e d u c e  t h a t .  
B u t  w h a t  w i l l  i t  b e  w h e n  y o u  a r e  b a c k  d o w n  t o  w h e r e  y o u  w a n t  t o  
b e ?  A  c o u p l e  o f  m o n t h s  —  

V I N  M U L L A R K E Y :  I  d i d n ' t  m e n t i o n  t h a t  p o i n t  M a r g a r e t  
a n d  a g a i n  i t  i s  n o t  o u r  p r a c t i c e  t o  d i s c l o s e  t h a t .  

M A R G A R E T  K A N E :  O k a y  —  T h a n k  y o u .  
V I N  M U L L A R K E Y :  Y o u  a r e  w e l c o m e  M a r g a r e t .  
O P E R A T O R :  B r a n d o n  M e s s i e r  p l e a s e  s t a t e  y o u r  c o m p a n y  

n a m e  f o l l o w e d  b y  y o u r  q u e s t i o n .  
B R A N D O N  M E S S L E R :  ( I l l u m i n a t a )  —  M y  q u e s t i o n  i s  g i v e n  

t h e  e x p l o s i v e  g r o w t h  o f  A L P H A  N T ,  I  w a s  w o n d e r i n g  i f  i n  t h e  
f u t u r e  i f  D i g i t a l  w i l l  b e  m o r e  c o m m i t t a l  o r  l e s s  a m b i g u o u s  a b o u t  
p o s i t i o n i n g  i t s  t h r e e  o p e r a t i n g  s y s t e m s ,  s i n c e  w e  d o  s e e  N T  
t a k i n g  o f f  d r a m a t i c a l l y  r i g h t  n o w .  

V I N  M U L L A R K E Y :  A s  t h e  m a r k e t  d e v e l o p s ,  I  e x p e c t  t h a t  
v o u  w i l l  s e e  m o r e  i n f o r m a t i o n  f l o w i n g  f r o m  t h e  c o m p a n y  i n  t h a t  
r e q a r d .  I t  i s  m y  v i e w  t h a t  w e  h a v e  b e e n  q u i t e  c l e a r  a r o u n d  h o w  
o u r  s t r a t e g y  r e l a t i v e  t o  t h r e e  o p e r a t i n g  s y s t e m s  a n d  w e  h a v e  b e e n  
p a r t i c u l a r l y  c l e a r  a r o u n d  t h e  o p p o r t u n i t y  t h a t  w e  s e e  i n  t h e  
W i n d o w s  N T  a r e n a  a n d  w h a t  o u r  s t r a t e g y  i s  t h e r e  a r o u n d  i t .  
i s  a  h u g e  o p p o r t u n i t y .  I n  o u r  v i e w  t h e r e  i s  n o b o d y  b e t t e r  
p o s i t i o n e d  t o  t a k e  a d v a n t a g e  o f  i t  i n  o u r  i n d u s t r y  t h a n  D i g i t a l  
a n d  w e  a r e  p u r s u i n g  i t  q u i t e  a g g r e s s i v e l y  a s  y o u  h a v e  s e e n  t h e  
r e s u l t s  t h i s  q u a r t e r .  
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B R A N D O N  M E S S L E R :  R i g h t ,  i t  i s  j u s t  —  i t  s e e m s  t h a t  
y o u r  U N I X  b u s i n e s s  w h i c h  i s  a l s o  d o i n g  w e l l  i s  s t i l l  —  d e p e n d i n g  
u p o n  h o w  y o u  c o u n t  —  t h i r d  o r  m a y b e  f o u r t h  a m o n g s t  t h e  l e a d i n g  
O E M ' s  a n d  y e t  y o u  p r o b a b l y  a r e  I  w o u l d  s a y  t h e  N o .  1  N T  v e n d o r  
a m o n g s t  O E M ' s .  

V I N  M U L L A R K E Y :  I n  t h e  U N I X  b u s i n e s s  I  w o u l d  s a y  t h a t  
w e  a r e  t h e  N o .  1  s y s t e m s  p r o v i d e r  i n  t h e  i n d u s t r y  o n  t h e  h i g h  
e n d .  A t  t h e  e n t e r p r i s e  l e v e l ,  p a r t i c u l a r l y  i n  t h e  d a t a b a s e  
a p p l i c a t i o n  a r e a .  T h e r e  i s  n o b o d y  c l o s e  t o  D i g i t a l ' s  p e r f o r m a n c e  
t h a t  w e ' v e  c o n s i s t e n t l y  d e m o n s t r a t e d  a n d  e n h a n c e d  u p o n  i n  t h a t  
a r e a .  A n d  s o  a g a i n ,  i f  i t  c a m e  b a c k  t o  t h e  s t r a t e g y  t h a t  t h e  
c o m p a n y  v e r y  c l e a r l y  c o m m u n i c a t e d  s o m e  s i x  o r  e i g h t  m o n t h s  a g o ,  I  
w o u l d  a r g u e  t h a t  w o u l d  b e  q u i t e  c l e a r  o n  a l l  t h r e e  o f  o u r  
o p e r a t i n g  s y s t e m s  a n d  a l s o  q u i t e  c l e a r  w h a t  o u r  i n t e n t i o n s  a r e  i n  
t e r m s  o f  i m p r o v i n g  u p o n  o u r  s u c c e s s  a n d  c a p t u r i n g  m o r e  s h a r e  a n d  
e s s e n t i a l l y  g a i n i n g  a  l e a d e r s h i p  p o s i t i o n  w h i c h  w e  b e l i e v e  w e  
h a v e  n o w  o r  i f  n o t  h a v e ,  w e  a r e  c l o s e  t o  i t  i n  b o t h  t h e s e  k e y  
a r e a s .  

B R A N D O N  M E S S L E R :  W o u l d  i t  b e  f a i r  t o  c h a r a c t e r i z e  t h e  
U N I X  b u s i n e s s  a s  b e i n g  d i s p r o p o r t i o n a t e l y  p r o f i t a b l e  i n  t h e  
p o s i t i v e  s e n s e  t h e n  s i n c e  i t  i s  a  v e r y  h i g h  e n d e d  o r i e n t e d  
b u s i n e s s  r i g h t  n o w ,  r e l a t i v e  e s p e c i a l l y  t o  N T ?  

V I N  M U L L A R K E Y :  N o  —  B o t h  o f  t h e s e  a r e a s  a r e  a r e a s  o f  
e x t r a o r d i n a r y  i n v e s t m e n t  o n  t h e  p a r t  o f  t h e  c o m p a n y  a n d  d e p e n d i n g  
u p o n  y o u r  i n v e s t m e n t  s t r e a m s  o v e r  t i m e  t h a t  a f f e c t s  t h e  m a r g i n s  
a s  y o u  w o u l d  e x p e c t .  I  w o u l d  n o t  c o n c l u d e  t h a t .  

B R A N D O N  M E S S L E R :  I  s e e  —  t h a n k  y o u .  

O P E R A T O R :  D a v i d  ( B r o u s e l l )  p l e a s e  s t a t e  y o u r  
c o m p a n y  n a m e  f o l l o w e d  b y  y o u r  q u e s t i o n .  

R I C K  W H I T I N G :  H i ,  t h i s  i s  R i c k  W h i t i n g  i n  C l i e n t /  
S e r v e r  C o m p u t i n g .  F i r s t ,  c a n  y o u  c l a r i f y  t h e  n u m b e r  o f  t h e  
g r o w t h  f o r  t h e  N T  s y s t e m s ,  w a s  i t  1 1 5 %  -  1 1 5  o r  1 5 0 ?  B e y o n d  t h a t  
c o u l d  y o u  b r e a k  t h a t  d o w n  a  l i t t l e  b i t  m o r e  a n d  s a y  h o w  m u c h  
d e m a n d  y o u  a r e  s e e i n g  f o r  N T  o n  I N T E L  p l a t f o r m s  v e r s u s  N T  o n  
A L P H A  p l a t f o r m s  a n d  b e y o n d  t h a t  h o w  d o  y o u  e x p e c t  t o  s e e  t h a t  
s p l i t  c h a n g e  a s  y o u  b e g i n  s e l l i n g  m o r e  P e n t i u m  P r o  b a s e d  s y s t e m s ?  

V I N  M U L L A R K E Y :  T h e  a n s w e r  t o  y o u r  f i r s t  q u e s t i o n  R i c k  
i s  1 1 5 .  I t  i s  a p p r o x i m a t e l y  5 0 - 5 0  ,  a  l i t t l e  s t r o n g e r  o n  t h e  
I N T E L  s i d e .  A n d  g e n e r a l l y  w e  w o u l d  e x p e c t  t h a t  m i x  t o  ? ?  ( B R E A K  
U P )  s i g n i f i c a n t  s t r e n g t h  i n  b o t h  o f  t h e s e  a r e a s ,  b u t  t h e  m i x  t o  
s h i f t  m o r e  t o  t h e  I N T E L  s i d e .  

R I C K  W H I T I N G :  O k a y ,  t h a n k  y o u .  
V I N  M U L L A R K E Y :  N e x t  q u e s t i o n  p l e a s e ?  
O P E R A T O R :  G r e g  G a t l i n  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e  

f o l l o w e d  b y  y o u r  q u e s t i o n .  
G R E G  G A T L I N :  H i ,  G r e g  G a t l i n ,  M i d d l e s e x  N e w s  i n  

F r a m i n g h a m ,  M A .  V i n  y o u  m e n t i o n e d  c o s t  c o n t r o l s  a s  p a r t  o f  t h e  
s t r a t e g y  t o  r e t u r n  t h e  P C  b u s i n e s s  t o  p r o f i t a b i l i t y .  A r e  t h e r e  
o t h e r  p a r t s  o f  t h e  s t r a t e g y  t h a t  y o u  c a n  o u t l i n e  f o r  u s ?  
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V I N  M U L L A R K E Y :  W e l l  I ' v e  m e n t i o n e d  a l s o  G r e g  t h a t  t h e  
—  b r i n g i n g  o u r  c h a n n e l  i n v e n t o r i e s  i n  l i n e  w a s  a  k e y  a s p e c t  o f  
i t .  I  a l s o  m e n t i o n e d  t h a t  t h e  p r i c i n g  —  b e i n g  c o m p e t i t i v e  i n  
t h e  p r i c i n g  a r e a  w h i c h  i s  —  s o m e  a s s o c i a t e d  i n c e n t i v e s  f o r  o u r  
c h a n n e l  p a r t n e r s  i n  p a r t i c u l a r .  T h o s e  a r e  p r o b a b l y  t h e  t h r e e  
m o r e  s i g n i f i c a n t  o n e s .  

G R E G  G A T L I N :  T h a n k  y o u .  
V I N  M U L L A R K E Y :  K e l l y  w e  h a v e  t i m e  f o r  o n e  m o r e  

q u e s t i o n .  
O P E R A T O R :  D a v i d  B r o u s e l l  p l e a s e  s t a t e  y o u r  f o l l o w  u p  

q u e s t i o n .  
D A V I D  B R O U S E L L :  H i ,  t h i s  i s  D a v i d  B r o u s e l l  f r o m  C l i e n t /  

S e r v e r  C o m p u t e r  M a g a z i n e .  J u s t  t o  p i c k  u p  a g a i n  o n  t h e  N T  
q u e s t i o n ,  c o u l d  y o u  g i v e  u s  s o m e  f e e l  f o r  N T  s a l e s  i n  r e l a t i o n  t o  
t h e  e x i s t i n g  V M S  b a s e  t h a t  m a y  b e  g o i n g  o v e r  t o  N T  v e r s u s  b r a n d  
n e w  c u s t o m e r s  t h a t  m a y  b e  a d o p t i n g  t h e  N T  p l a t f o r m  f r o m  y o u ?  

V I N  M U L L A R K E Y :  I  w i l l  g i v e  y o u  s o m e  i n d i c a t i o n .  
F i r s t  o f  a l l  o n  y o u r  V M S  p o i n t ,  t h e r e  i s  n o  q u e s t i o n  t h a t  t h e  
c o m p a n y ' s  A f f i n i t y  P r o g r a m  i s  w o r k i n g  a n d  w o r k i n g  q u i t e  w e l l ,  t h e  
A f f i n i t y  P r o g r a m ,  b a s i c a l l y  p r o v i d i n g  r e l a t i v e l y  s e a m l e s s  a c c e s s  
t o  t h e  W i n d o w s  N T  o p e r a t i n g  e n v i r o n m e n t  f r o m  a  V M S  p l a t f o r m  - -  a  
V M S  A L P H A  p l a t f o r m .  S a l e s  i n  t h a t  a r e a  w e r e  u p  3 0  t o  4 0 %  t h i s  
p a s t  q u a r t e r  —  t h a t  i s  V M S  s a l e s  a s s o c i a t e d  w i t h  t h e  A L P H A  
p l a t f o r m .  W e  b e l i e v e  t h a t  w a s  p r e d o m i n a t e l y  d r i v e n  b y  t h e  
A f f i n i t y  P r o g r a m ,  w h i c h  o f  c o u r s e  i s  b u i l t  u p o n  t h i s  s e a m l e s s  
c o n n e c t i o n  w i t h  W i n d o w s  N T .  I  b e l i e v e  I  h a v e  c o v e r e d  b o t h  
a s p e c t s  o f  y o u r  q u e s t i o n .  D i d  I  n o t ?  

D A V I D  B R O U S E L L :  I  t h i n k  y o u  d i d .  C o u l d  y o u  p u t  i t  i n  
p e r c e n t a g e  t e r m s  w i t h  r e g a r d  t o  o f  t h a t  i n c r e a s e d  s a l e s ,  h o w  m a n y  
a r e  n o t  e x i s t i n g  c u s t o m e r s  b u t  n e w  c u s t o m e r s  t o  D i g i t a l  o n  N T ?  

V I N  M U L L A R K E Y :  I  d o n ' t  h a v e  c u r r e n t  d a t a  o n  t h a t  b u t  
i f  I  w a s  t o  g o  b a c k  a b o u t  a  q u a r t e r  o r  s o ,  o v e r  h a l f  o f  t h e  
o p p o r t u n i t i e s  w e r e  n e w  c u s t o m e r s .  I  d o  n o t  k n o w  w h i c h  w a y  t h a t  
w e n t  i n  t h e  M a r c h  q u a r t e r .  T h i s  i s  t y p i c a l l y  d o n e  t h r o u g h  
s a m p l i n g  w o r k  a  c o u p l e  o f  m o n t h s  a f t e r  e a c h  q u a r t e r .  

D A V I D  B R O U S E L L :  B u t  i t  w a s  a b o u t  h a l f  i n  t h e  p r i o r  
q u a r t e r .  

V I N  M U L L A R K E Y :  T h a t  i s  c o r r e c t .  
D A V I D  B R O U S E L L :  T h a n k  y o u  v e r y  m u c h .  

V I N  M U L L A R K E Y :  T o  s u m m a r i z e ,  t h e  c o n f e r e n c e  c a l l  
h e r e ,  l e t  m e  r e i t e r a t e  a  c o u p l e  o f  p o i n t s  t h a t  I  m a d e  e a r l i e r .  
T h e r e  i s  l i t t l e  q u e s t i o n  t h a t  t h e  d a t a  c o n t i n u e s  t o  b e  
d e m o n s t r a b l e  a s  w e  r e l e a s e  i t  f r o m  q u a r t e r  t o  q u a r t e r ,  t h a t  t h e  
c o m p a n y ' s  s t r a t e g y  i s  w o r k i n g  a n d  w o r k i n g  q u i t e  w e l l .  W e  
c o n t i n u e  t o  s i g n i f i c a n t l y  i m p r o v e  o u r  p r o f i t s  a n d  w e  a r e  c m  a  
v e r y  c o n s i s t e n t  c o n t i n u o u s  i m p r o v e m e n t  t r a c k  n o w  f o r  s o m e t h i n g  o n  
t h e  o r d e r  o f  t w o  y e a r s .  A n d  t h o s e  m a r k e t s  w h e r e  w e  h a v e  c h o s e  t o  
f o c u s  o u r  a t t e n t i o n  w e  c o n t i n u e  t o  g a i n  m a r k e t s h a r e .  F u r t h e r ,  
o u r  v e r y  s t r o n g ,  i n  m a n y  c a s e s ,  i n d u s t r y  l e a d i n g  c a p a b i l i t y  i n  
t e r m s  o f  p r o d u c t s  a n d  s e r v i c e s ,  c o n t i n u e  t o  s t r e n g t h e n .  
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F i n a l l y ,  o u r  m a n a g e m e n t  i s  c o n f i d e n t  t h a t  w e  a r e  g o i n g  
t o  b e  a b l e  t o  m a i n t a i n  t h i s  t r a c k  o f  c o n t i n u o u s  i m p r o v e m e n t  a n d  
m e e t  d e l i v e r a b l e s  o f  e x p e c t a t i o n s  t h a t  w e  k n o w  t h e  i n v e s t m e n t  
c o m m u n i t y  a n d  o t h e r  c o n s t i t u e n c i e s  h a v e .  

T h a n k  y o u  a g a i n  f o r  p a r t i c i p a t i n g  t o d a y .  

D A N  K A F E R L E :  T h a n k  y o u ,  t h a t  c o n c l u d e s  D i g i t a l ' s  
T h i r d  Q u a r t e r  R e s u l t s  T e l e c o n f e r e n c e .  I f  y o u  h a v e  f u r t h e r  
q u e s t i o n s  p l e a s e  c a l l  m e  a t  5 0 8 - 4 9 3 - 2 1 9 5 .  K e l l y  i f  y o u  c o u l d  
p l e a s e  r e s t a t e  t h e  p o s t  v i e w  n u m b e r  I  w o u l d  a p p r e c i a t e  t h a t ,  a n d  
t h a n k  y o u .  

O P E R A T O R :  L a d i e s  a n d  g e n t l e m e n ,  t h a t  d o e s  c o n c l u d e  
o u r  c o n f e r e n c e  f o r  t o d a y .  T h e  p o s t  v i e w  w i l l  b e  a v a i l a b l e  t o d a y  
f r o m  1 2 : 3 0  u n t i l  2 : 3 0  E a s t e r n  S t a n d a r d  T i m e .  T h e  p h o n e  n u m b e r  i  
1 - 8 0 0 - 6 3 3 - 8 2 8 4  ,  T h e  r e s e r v a t i o n  n u m b e r  y o u  w i l l  n e e d  t o  i n p u t  i  
1 7 0 3 4 8 7 8 .  Y o u  m a y  a l l  d i s c o n n e c t  a n d  t h a n k  y o u  a l l  f o r  
p a r t i c i p a t i n g  .  



Q 4  F Y ' 9 6  E A R N I N G S  T E L E C O N F E R E N C E  
D A N  K A F E R L E  

7 / 3 0 / 9 6  9 : O O M D T  

O P :  L a d i e s  a n d  g e n t l e m e n ,  t h a n k  y o u  f o r  s t a n d i n g  b y .  
W e l c o m e  t o  t h e  D i g i t a l  M e d i a  a n d  I n d u s t r y  A n a l y s t s  c o n f e r e n c e  
c a l l .  A t  t h i s  t i m e  a l l  p a r t i c i p a n t s  a r e  i n  a  l i s t e n  o n l y  m o d e .  
L a t e r  w e  w i l l  c o n d u c t  a  q u e s t i o n  a n d  a n s w e r  s e s s i o n .  A t  t h a t  
t i m e  i f  y o u  h a v e  a  q u e s t i o n  y o u  w i l l  n e e d  t o  p r e s s  t h e  1  
f o l l o w e d  b y  t h e  " 4 "  o n  y o u r  p u s h  b u t t o n  p h o n e .  A s  a  r e m i n d e r  
t h i s  c o n f e r e n c e  i s  b e i n g  r e c o r d e d ,  M o n d a y ,  J u l y  3 0 t h ,  1 9 9 6 .  I  
w o u l d  n o w  l i k e  t o  t u r n  t h e  c o n f e r e n c e  o v e r  t o  M r .  D a n  K a f e r l e ,  
D i r e c t o r  f o r  C o r p o r a t e  P u b l i c  R e l a t i o n s  a t  D i g i t a l .  P l e a s e  g o  
a h e a d .  

D K :  G o o d  m o r n i n g  a n d  w e l c o m e  t o  t o d a y ' s  f o u r t h  q u a r t e r ,  
f u l l  y e a r ' s  r e s u l t s  t e l e c o n f e r e n c e .  T h a n k  y o u  f o r  j o i n i n g  u s .  
I  h a v e  w i t h  m e  t o d a y  D i g i t a l  C h a i r m a n  B o b  P a l m e r  a n d  D i g i t a l  s  
C h i e f  F i n a n c i a l  O f f i c e r  V i n  M u l l a r k e y .  F o l l o w i n g  o p e n i n g  r e m a r k s  
b y  B o b  a n d  V i n  w e ' l l  o p e n  t h e  s e s s i o n  u p  f o r  y o u r  q u e s t i o n s .  T h e  
t e l e c o n f e r e n c e  w i l l  c o n c l u d e  p r o m p t l y  a t  1 1 : 4 5 .  B e f o r e  w e  b e ? 1 "  
I  w a n t  t o  s t a t e  t h a t  c o m m e n t s  m a d e  i n  t h i s  t e l e c o n f e r e n c e ,  w h i c h  
a r e  n o t  h i s t o r i c  f a c t ,  a r e  f o r w a r d  l o o k i n g  s t a t e m e n t s  a s  t h a t  
t e r m  i s  d e f i n e d  i n  t h e  P r i v a t e  S e c u r i t i e s  L i t i g a t i o n  R e f ° 5 m  ^ f t  
o f  1 9 9 5 .  A l l  f o r w a r d  l o o k i n g  s t a t e m e n t s  a r e  s u b j e c t  t o  t h e  r i s ^ s  
a n d  u n c e r t a i n t i e s  w h i c h  c o u l d  c a u s e  a c t u a l  r e s u l t s  t o  d i f f e r  f r o  
t h o s e  p r o j e c t e d .  S u c h  r i s k s  a n d  u n c e r t a i n t i e s  a r e  d i s c u s s e d  m o  
f u l l y  i n  t h e  C o m p a n y ' s  l a t e s t  q u a r t e r l y  r e p o r t  o n  F o r m  1 0 Q  a n d  
t h e  C o m p a n y ' s  o t h e r  f i l i n g s  w i t h  t h e  S e c u r i t i e s  a n d  E x c h a n g e  
C o m m i s s i o n .  N o w  i t  i s  m y  p l e a s u r e  t o  i n t r o d u c e  D i g i t a l  s  
C h a i r m a n  B o b  P a l m e r .  

B P :  G o o d  m o r n i n g  a n d  t h a n k  y o u  f o r  j o i n i n g  u s  t o d a y .  Y o ^  
s h o u l d  a l l  a l r e a d y  h a v e  r e c e i v e d  a  c o p y  o f  o u r  f o u r t h  q u a r t e r  a  
y e a r  e n d  e a r n i n g s  r e l e a s e  a n d ,  a s  y o u  c a n  s e e ,  o u r  " s u i t s  w e r e  
c o n s i s t e n t  w i t h  t h e  p r e l i m i n a r y  a n n o u n c e m e n t  t h a t  w e  m a d e  f o u r  
w e e k s  a g o .  V i n  M u l l a r k e y  i s  g o i n g  t o  d i s c u s s  t h e  q u a r t e r l y  
n u m b e r s  i n  m o r e  d e t a i l  b u t  I  w a n t e d  t o  t o u c h  o n  a  f e w  o f  t h e  
h i g h l i g h t s  f r o m  o u r  f u l l  y e a r  r e s u l t s .  I  a l s o  w a n t  t o  b r i n g  ; y o u  
u p  t o  d a t e  o n  t h e  p r o g r e s s  w e ' r e  m a k i n g  i n  t h e  t w o  a r e a s  t h a t  w e  
d i s c u s s e d  a t  s o m e  l e n g t h  e a r l i e r  t h i s  m o n t h ,  D i g i t a l  
b u s i n e s s  a n d  o u r  E u r o p e a n  o p e r a t i o n s .  

W h i l e  I ' m  d i s a p p o i n t e d  w i t h  o u r  Q 4  e a r n i n g s  I  b e l i e v e  o u r  
r e s u l t s  f o r  t h e  e n t i r e  f i s c a l  y e a r  d e m o n s t r a t e  s o l i d  P r ° 9 " s s .  
E x c l u d i n g  t h e  r e s t r u c t u r i n g  c h a r g e  o u r  e a r n i n g s  i m p r o v e d  b y  $ 2 5 8  
m i l l i o n  o v e r  t h e  p r e v i o u s  f i s c a l  y e a r ,  o r  b y  m o r e  t h a n  2 1 0 « .  
A l t h o u q h  w e  s t i l l  h a v e  a  l o t  o f  w o r k  t o  d o  i n  a  n u m b e r  o f  a r e a s  
I ' m  c o n f i d e n t  t h a t  t h e  c o m p a n y  i s  w e l l  p o s i i S  f i s c l l ^ 9 7  
a n d  I  e x p e c t  a  s t r o n g e r  a n d  m o r e  p r o f i t a b l e  y e a r  i n  f i s c a l  9 7 .  
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A s  I  t o l d  y o u  a  f e w  w e e k s  a g o  o u r  s t r a t e g i c  b u s i n e s s e s ,  t h e  
o n e s  w e  e x p e c t  t o  d r i v e  o u r  g r o w t h  f o r  y e a r s  t o  c o m e ,  a r e  
h e a l t h y .  A t  t h e  t i m e  I  w a s  a b l e  t o  t e l l  y o u  o n l y  t h a t  t h o s e  
b u s i n e s s e s  w e r e  g r o w i n g  a t  s t r o n g  d o u b l e  d i g i t  r a t e s .  T o d a y  I  
c a n  b e  m o r e  s p e c i f i c .  A l p h a  S y s t e m s  r e v e n u e s  f o r  f i s c a l  ' 9 6  w e r e  
u p  4 5 %  o v e r  t h e  p r e v i o u s  y e a r ,  d r i v e n  b y  d e m a n d  f o r  o u r  e n t e r p r i s e  
l e v e l  A l p h a  S e r v e r  8 0 0 0  f a m i l y  a n d  m o r e  r e c e n t l y  f o r  o u r  n e w  
m i d - r a n g e  A l p h a  S e r v e r  4 1 0 0  s y s t e m s .  W e ' v e  n o w  g e n e r a t e d ^  
$ 1 0  b i l l i o n  i n  r e v e n u e  f r o m  A l p h a  p r o d u c t s  a n d  s e r v i c e s  s i n c e  
t h e i r  i n t r o d u c t i o n .  G r o w t h  i n  o u r  U N I X  b u s i n e s s  c o n t i n u e d  t o  
a c c e l e r a t e .  R e v e n u e s  w e r e  u p  m o r e  t h a n  5 0 %  f o r  t h e  y e a r ,  
c o m p a r e d  w i t h  a  4 0 %  i n c r e a s e  i n  t h e  p r e v i o u s  y e a r  o n  a  s m a l l e r  
b a s e .  W e  e x p e r i e n c e d  s t r o n g  g r o w t h  i n  W i n d o w s  N T  a c r o s s  b o t h  o u r  
A l p h a  a n d  o u r  I n t e l  b a s e d  p l a t f o r m s .  R e v e n u e s  m o r e  t h a n _  d o u b l e d  
o v e r  t h e  p r e v i o u s  y e a r  o n  W i n d o w s  N T .  A n d  w e  r e p o r t e d  s i g n i f i c a n t  
g r o w t h  i n  o t h e r  k e y  b u s i n e s s e s ,  i n c l u d i n g  o u r  n e t w o r k  p r o d u c t s ,  o u r  
s t o r a g e  p r o d u c t s ,  I n t e l  s e r v e r s  a n d  m u l t i — v e n d o r  s e r v i c e s .  I n  e a c h  
o f  t h e s e  a r e a s  r e v e n u e s  f o r  t h e  y e a r  w e r e  u p  b y  m o r e  t h a n  3 0 % .  
A l t h o u g h  o u r  o p e n  V M S  b u s i n e s s  o v e r a l l  c o n t i n u e d  t o  d e c l i n e ,  O p e n V M S  
o n  A l p h a  r e v e n u e s  w e r e  u p  2 3 %  v e r s u s  l a s t  y e a r .  T h i s  r e f l e c t s  
c u s t o m e r  c o n f i d e n c e  i n  t h e  c a p a b i l i t i e s  o f  O p e n V M S  a n d  i t s  s e a m l e s s  
i n t e r o p e r a b i l i t y  w i t h  W i n d o w s  N T .  

A s  w e  s a i d  d u r i n g  o u r  l a s t  t e l e c o n f e r e n c e  D i g i t a l ' s  f a i l u r e  
t o  m e e t  o u r  o r i g i n a l  e a r n i n g s  e x p e c t a t i o n s  i n  Q 4  w a s  l a r g e l y  t h e  
r e s u l t  o f  p r o b l e m s  i n  t w o  a r e a s ;  P C S  a n d  E u r o p e .  I ' v e  s p e n t  a  
l o t  o f  t i m e  i n  t h e  l a s t  f o u r  w e e k s  m e e t i n g  w i t h  t e a m s  m a n a g i n g  
o u r  P C  a n d  E u r o p e a n  b u s i n e s s e s  a n d  I ' m  p l e a s e d  w i t h  t h e  p r o g r e s s  
w e ' r e  m a k i n g  a n d  w i t h  o u r  p l a n s  t o  f i x  t h e  p r o b l e m s  t h a t  r e m a i n .  
S p e c i f i c a l l y  i n  t h e  P C  b u s i n e s s  o u r  r e v e n u e s  i n  E u r o p e  a n d  A s i a  
P a c i f i c  w e r e  u p  i n  Q 4  o v e r  t h e  s a m e  q u a r t e r  l a s t  y e a r .  A l t h o u g h  
P C  r e v e n u e  d e c l i n e d  i n  t h e  U S  y e a r  o v e r  y e a r ,  s a l e s  o u t  o f  t h e  
c h a n n e l  w e r e  u p  2 0 %  f r o m  Q 3 .  A s  a  r e s u l t  w e  m a d e  s t e a d y  p r o g r e s s  
i n  r e d u c i n g  o u r  c h a n n e l  i n v e n t o r y  a n d  w e  c o n t i n u e d  t o  d r i v e  
o p e r a t i n g  e x p e n s e s  t o  m o r e  c o m p e t i t i v e  l e v e l s .  I ' m  c o n f i d e n t  
t h a t  t h e s e  i m p r o v e m e n t s ,  t o g e t h e r  w i t h  t h e  o t h e r  s t e p s  t h a t  w e r e  
t a k e n  t o  s t r e n g t h e n  o u r  b u s i n e s s ,  a r e  g o i n g  t o  l e a d  t o  b e t t e r  
r e s u l t s  i n  o u r  P C  b u s i n e s s  i n  Q l .  

I n  E u r o p e  w e ' r e  i m p l e m e n t i n g  p l a n s  t o  s t r e n g t h e n  o u r  
m a n a g e m e n t  f o c u s ,  t o  e x p a n d  o u r  d i r e c t  s a l e s  c o v e r a g e ,  t o  r e c r u i t  
n e w  c h a n n e l  p a r t n e r s ,  a n d  t o  r e d u c e  o u r  e x p e n s e s .  O n e  s t e p  t h a t  
w e ' r e  t a k i n g  i s  t o  f o c u s  o n  a  s m a l l e r  c o r e  g r o u p  o f  E u r o p e a n  
c h a n n e l s  p a r t n e r s .  T h i s  w i l l  a l l o w  u s  t o  r e d u c e  c h a n n e l  
c o m p e t i t i o n  a n d  c o n f l i c t ,  i m p r o v e  o u r  s u p p o r t ,  m o v e  e f f e c t i v e l y  
a n d  m o r e  e f f e c t i v e l y  t a r g e t  o u r  m a r k e t i n g  p r o g r a m s  a n d  b e t t e r  
m a n a g e  o u r  c h a n n e l  r e l a t i o n s h i p s .  A n d  w e ' r e  a l s o  a t t r a c t i n g  n e w  
m a n a g e m e n t  t a l e n t  w i t h  m o r e  e x p e r i e n c e  i n  c h a n n e l  d e v e l o p m e n t  a n d  
d i r e c t  s a l e s  i n  E u r o p e .  N o w ,  w h i l e  w e  c a n n o t  c o n t r o l  E u r o p e a n  
e c o n o m i c  c o n d i t i o n s  o r  c u r r e n c y  f l u c t u a t i o n s ,  w e  c a n  d o  a  m u c h  
b e t t e r  j o b  o f  m a n a g i n g  a n d  g r o w i n g  o u r  b u s i n e s s  i n  E u r o p e  a n d  
t h a t ' s  c l e a r l y  o u r  o b j e c t i v e .  



Q 4  F Y ' 9 6  E a r n i n g s  T e l e c o n f e r e n c e  
P a g e  3  

A s  I  l o o k  b a c k  o n  f i s c a l  ' 9 6  I  s e e  m a n y  s t r a t e g i c  
a c c o m p l i s h m e n t s  t h a t  b o d e  w e l l  f o r  D i g i t a l ' s  f u t u r e .  M o s t  
i m p o r t a n t  p e r h a p s  w a s  t h e  i n t r o d u c t i o n  o f  a  c l e a r  c o r p o r a t e  
s t r a t e g y  f o c u s e d  o n  t h r e e  m a j o r  g r o w t h  o p p o r t u n i t i e s .  T h e y  a r e  
h i g h  p e r f o r m a n c e  6 4 - b i t  U N I X  p l a t f o r m s ,  W i n d o w s  N T  a c r o s s  t h e  
e n t e r p r i s e ,  a n d  I n t e r n e t  c o n n e c t i v i t y  w i t h i n  a n d  b e t w e e n  
e n t e r p r i s e s .  T h i s  s t r a t e g y  p o s i t i o n s  D i g i t a l  f o r  w h e r e  t h e  
m a r k e t  i s  g o i n g .  I t  a l s o  b u i l d s  o n  o u r  h i s t o r i c  s t r e n g t h s  i n  
h i g h - p e r f o r m a n c e  p l a n s  a n d  o p e r a t i n g  s y s t e m s ,  i n  e n t e r p r i s e  
c o m p u t i n g ,  n e t w o r k i n g ,  a n d  s e r v i c e  a n d  s u p p o r t .  I n  e a c h  o f  t h e s e  
s t r a t e g i c  g r o w t h  a r e a s  w e ' v e  m a d e  s u b s t a n t i a l  p r o g r e s s  o v e r  t h e  
l a s t  y e a r .  W i t h  p o w e r f u l  n e w  6 4 — b i t  s y s t e m s ,  b o t h  6 4 — b i t  U N I X  
a n d  6 4 - b i t  O p e n V M S  o p e r a t i n g  s y s t e m s ,  a n d  a  r a p i d l y  g r o w i n g  
p o r t f o l i o  o f  6 4 - b i t  a p p l i c a t i o n s  f r o m  o u r  p a r t n e r s ,  D i g i t a l  h a s  
s o l i d i f i e d  i t s  p o s i t i o n  a s  t h e  u n d i s p u t e d  l e a d e r  i n  d e l i v e r i n g  
6 4 - b i t  s o l u t i o n s  t o  c u s t o m e r s .  A  p o s i t i o n  t h a t  w e  i n t e n d  t o  
s u s t a i n .  

T o g e t h e r  w i t h  O r a c l e  a n d  o t h e r  l e a d i n g  d a t a b a s e  a n d  
a p p l i c a t i o n s  p a r t n e r s  w e ' v e  c r e a t e d  a n  e n t i r e l y  n e w  m a r k e t  f o r  
v e r y  l a r g e  m e m o r y  d a t a b a s e  t e c h n o l o g y  a n d  a p p l i c a t i o n s .  D e m a n d  
g r e w  a s  c o m p a n i e s  d i s c o v e r e d  a  c o s t  e f f e c t i v e  w a y  t o  t u r n  h u g e  
d a t a b a s e s  i n t o  c o m p e t i t i v e  a d v a n t a g e s .  D u r i n g  f i s c a l  y e a r  9 6  w e  
s o l d  m o r e  t h a n  1 8 0 0  A l p h a  s e r v e r  8 0 0 0  s y s t e m s  t o  c o m p a n i e s  
t h r o u g h o u t  t h e  w o r l d .  J u s t  l a s t  w e e k  w e  a n n o u n c e d  t h a t  L y c o s ,  
t h e  p r e m i e r  I n t e r n e t  s e a r c h  a n d  g u i d e  c o m p a n y ,  w i l l  p o w e r  i t s  
s u r f a c e  w i t h  D i g i t a l  6 4 - b i t  t u r b o l a s e r s  a n d  w o r k s t a t i o n s ,  6 4 - b i t  
D i g i t a l  U N I X ,  a n d  S t o r a g e W o r k s  s y s t e m s .  

O n e  o f  t h e  m a i n  h i g h l i g h t s  o f  f i s c a l  ' 9 6  w a s  t h e  a l l i a n c e  
f o r  e n t e r p r i s e  c o m p u t i n g  t h a t  w e  a n n o u n c e d  w i t h  M i c r o s o f t  l a s t  
A u g u s t .  I t  f i r m l y  e s t a b l i s h e d  D i g i t a l  a s  o n e  o f  t h e  c l e a r  
l e a d e r s  i n  d e l i v e r i n g  p r o d u c t s  a n d  s e r v i c e s  b a s e d  o n  W i n d o w s  N T  
f o r  b o t h  A l p h a  a n d  I n t e l  b a s e d  p l a t f o r m s .  

L e t  m e  r e a d  y o u  a  q u o t e  f r o m  a  r e c e n t  r e p o r t  b y  t h e  P a t r i c i a  
S e y b o l d  G r o u p ,  a  h i g h  t e c h  c o n s u l t a n t .  " O f  a l l  o f  t h e  m a g o r  s y s t e m  
v e n d o r s  D i g i t a l  r e m a i n s  t h e  m o s t  c o m m i t t e d  t o  W i n d o w s  N T .  ^  E j ® n  

t h o u g h  H e w l e t t - P a c k a r d  a n d  I B M  h a v e  a d o p t e d  W i n d o w s  N T  f r i e n d l y  
s t r a t e g i e s ,  n e i t h e r  h a s  a s  c o m p r e h e n s i v e  a  t e c h n i c a l  s t r a t e g y  a s  
D i g i t a l . "  T h e  b e n e f i t s  o f  t h i s  a l l i a n c e  a r e  c o n s i d e r a b l e ,  
i n c l u d i n g  M i c r o s o f t ' s  r e c e n t l y  a n n o u n c e d  d e c i s i o n  t o  d e v e l o p  a  
6 4 - b i t  v e r s i o n  o f  W i n d o w s  N T  t h a t  w i l l  r u n ,  f i r s t ,  o n  D i g i t a l  s  
A l p h a  p l a t f o r m s .  T h i s  i s  y e t  a n o t h e r  s i g n  o f  A l j ? h a '  s  9 r o w ^ I ? g  
a c c e p t a n c e  i n  t h e  m a r k e t p l a c e  a s  t h e  p r e e m i n e n t  6 4 - b i t  a r c h i t e c t u r e  

J u s t  l a s t  m o n t h  w e  a n n o u n c e d  a  5 0 0  m e g a h e r t z  A l p h a  
m i c r o p r o c e s s o r  t h a t  r u n s  u p  t o  2  b i l l i o n  i n s t r u c t i o n s  p e r  s e c o n d  
a n d  i s  s a m p l i n g  n o w .  I t  s u s t a i n s  D i g i t a l ' s  s u b s t a n t i a l  
p e r f o r m a n c e  a d v a n t a g e  o v e r  a l l  c o m p e t i n g  a r c h i t e c t u r e s  a n d  w e  
i n t e n d  t o  m a i n t a i n  t h a t  a d v a n t a g e ,  i n d e e d  t o  e x p a n d  i t .  A t  t h e  
s a m e  t i m e  w e ' r e  w o r k i n g  w i t h  M i t s u b i s h i  E l e c t r i c ,  a  s e c o n d  s o u r c e  
m a n u f a c t u r e r  o f  A l p h a  c h i p s ,  t o  d e v e l o p  a  l o w - c o s t  h i g h - p e r f o r m a n c e  
A l p h a  m i c r o p r o c e s s o r  f o c u s e d  o n  t h e  W i n d o w s  N T  d e s k t o p  m a r k e t .  
C a l l e d  t h e  2 1 1 6 4  P C  t h i s  c h i p  w i l l  b r i n g  t h e  p o w e r  o f  A l p h a  t o  
s y s t e m s  i n  t h e  $ 2 5 0 0  p r i c e  r a n g e .  
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T o g e t h e r  w i t h  D i g i t a l ' s  n e w  F X !  3 2  s o f t w a r e  t r a n s l a t i o n  t e c h n o l o g y ,  
w h i c h  i s  s c h e d u l e  f o r  r e l e a s e  l a t e r  t h i s  y e a r ,  t h i s  i s  g o i n g  t o  g i v e  
c u s t o m e r s  a c c e s s  t o  b o t h  A l p h a  6 4 - b i t  a p p l i c a t i o n s  a n d  a l l  o f  t h o s e  
3 2 - b i t  W i n d o w s  a p p l i c a t i o n s  o n  W i n d o w s  N T .  

W e  a l s o  p l a n  a  n u m b e r  o f  j o i n t  m a r k e t  d e v e l o p m e n t  a c t i v i t i e s  
w i t h  S a m s u n g ,  o u r  n e w e s t  A l p h a  s e m i c o n d u c t o r  p a r t n e r ,  t o  c r e a t e  
w o r l d w i d e  d e m a n d  f o r  A l p h a  p r o d u c t s .  S a m s u n g  i s  o n e  o f  t h e  
w o r l d ' s  l e a d i n g  s e m i c o n d u c t o r  m a n u f a c t u r e r s  a n d  t h i s  s t r a t e g i c  
a l l i a n c e  r e p r e s e n t s  a  s i g n i f i c a n t  e n d o r s e m e n t  o f  A l p h a .  W e  e x p e c t  
S a m s u n g  t o  p r o d u c e  i t s  f i r s t  A l p h a  c h i p s  i n  1 9 9 7 .  

N o w  a l t h o u g h  D i g i t a l  h a s  b e e n  i n t i m a t e l y  i n v o l v e d  w i t h  t h e  
I n t e r n e t  f o r  t w o  d e c a d e s ,  w e  e s t a b l i s h e d  o u r  c r e d e n t i a l s  a s  a n  
I n t e r n e t  l e a d e r  l a s t  y e a r  w i t h  t h e  i n t r o d u c t i o n  o f  o u r  A l t a V i s t a  
s e a r c h  a n d  i n d e x  s e r v i c e .  A l t a V i s t a  h a s  b e c o m e  o n e  o f  t h e  m o s t  
p o p u l a r  s i t e s  o n  t h e  W o r l d  W i d e  W e b  w i t h  a n  a v e r a g e  o f  m o r e  t h a n  
1 6  m i l l i o n  h i t s  p e r  d a y .  T o  b u i l d  o n  t h i s  s u c c e s s  w e ' r e  p r o v i d i n g  
a  g r o w i n g  p o r t f o l i o  o f  A l t a V i s t a  s o f t w a r e  p r o d u c t s  f o r  t h e  e m e r g i n g  
I n t e r n e t / i n t r a n e t  m a r k e t .  W e ' r e  a l s o  b u i l d i n g  s t r a t e g i c  a l l i a n c e s  
w i t h  o t h e r  I n t e r n e t  l e a d e r s  l i k e  M i c r o s o f t  a n d  M C I  t o  d e v e l o p  
c o m p r e h e n s i v e  s o l u t i o n s  f o r  c o r p o r a t e  i n t r a n e t s  i n c l u d i n g  h a r d w a r e ,  
s o f t w a r e ,  a n d  s e r v i c e s .  

A c h i e v e m e n t s  l i k e  t h e s e  a r e  d r i v i n g  o u r  s t r a t e g i c  t u r n a r o u n d  
a n d  I  e x p e c t  m o r e  p r o g r e s s  i n  t h e  y e a r  a h e a d .  T h a t ' s  w h y  I ' m  
c o n f i d e n t  t h a t  D i g i t a l  w i l l  o v e r c o m e  t o d a y ' s  c h a l l e n g e  a n d  _  
a c h i e v e  a  l e v e l  o f  p r o f i t a b i l i t y  a n d  g r o w t h  t h a t  i s  c o m p e t i t i v e  
w i t h  t h e  i n d u s t r y ' s  l e a d e r s .  O n e  s i g n  o f  o u r  c o n f i d e n c e  i s  o u r  
d e c i s i o n  t o  u s e  p a r t  o f  o u r  g r o w i n g  c a s h  b a l a n c e  t o  r e p u r c h a s e ,  
a s  c o n d i t i o n s  w a r r a n t ,  u p  t o  1 0  m i l l i o n  s h a r e s  o f  D i g i t a l ' s  
c o m m o n  s t o c k ,  a  s t e p  t h a t  w a s  a u t h o r i z e d  b y  o u r  b o a r d  o f  
d i r e c t o r s .  T h i s  w i l l  e n a b l e  u s  t o  c u r t a i l  d i l u t i o n  i m p a c t  o f  t h e  
e m p l o y e e  s t o c k  p u r c h a s e  p l a n .  T h e  s t o c k  r e p u r c h a s e  p r o g r a m  t h a t  
w e  a n n o u n c e d  t o d a y  n o t  o n l y  d e m o n s t r a t e s  t h e  u n d e r l y i n g  s t r e n g t h  
o f  o u r  c o m p a n y  b u t  i t ' s  a  g o o d  o p p o r t u n i t y  t o  e n h a n c e  s h a r e h o l d e r  
v a l u e .  

N o w  I ' d  l i k e  t o  t u r n  i t  o v e r  t o  V i n  M u l l a r k e y ,  t h e  C h i e f  
F i n a n c i a l  O f f i c e r  o f  D i g i t a l  E q u i p m e n t .  V i n .  

V M :  T h a n k  y o u  B o b .  O u r  o v e r a l l  b u s i n e s s  a n d  f i n a n c i a l  
p e r f o r m a n c e  w a s  l a r g e l y  i n  l i n e  w i t h  t h e  e x p e c t a t i o n s  t h a t  w e  s e t  
b a c k  o n  J u l y  2 n d .  L e t  m e  b e g i n  w i t h  o u r  p r o d u c t  r e v e n u e s .  T o t a l  
p r o d u c t  r e v e n u e s  w e r e  e s s e n t i a l l y  u n c h a n g e d  w h e n  c o m p a r e d  t o  t h e  
s a m e  p e r i o d  l a s t  y e a r  w h i l e  g r o w i n g  2 %  w h e n  a d j u s t e d  f o r  
d i v e s t i t u r e  a c t i v i t y  a n d  6 %  w h e n  a d j u s t e d  f o r  b o t h  d i v e s t i t u r e s  
a s  w e l l  a s  c u r r e n c y .  

W e  p e r f o r m e d  w e l l  i n  m o s t  o f  o u r  k e y  p r o d u c t  a r e a s .  
A l p h a  b u s i n e s s  g r e w  3 4 %  c o m p a r e d  t o  l a s t  q u a r t e r  f o u r .  G r o w t  
w a s  d r i v e n  b y  c o n t i n u e d  s o l i d  d e m a n d  f o r  o u r  A l p h a  s e r v e r s .  O u r  
E n t e r p r i s e  c l a s s  s y s t e m s ,  p r i m a r i l y  t h e  A l p h a  8 0 0 0  p r o d u c t  
f a m i l v ,  g r e w  6 8 %  i n  t h e  f o u r t h  q u a r t e r .  T h e  r e s t  o f  t h e  A l p h a  
s e r v e r  p r o d u c t  l i n e  g r e w  o v e r  5 0 % ,  w i t h  t h e  r e c e n t l y  a n n o u n c e d  
A l p h a  4 1 0 0  c o n t r i b u t i n g  t o  t h i s  s t r o n g  g r o w t h .  R e v e n u e s  f o r  o u r  
A l p h a  w o r k s t a t i o n s  w e r e  e s s e n t i a l l y  f l a t  w h e n  c o m p a r e d  w i t h  t h e  
s a m e  q u a r t e r  o f  l a s t  y e a r .  
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We continued to see exceptional demand for Windows NT, 
growing over 100% in the quarter, and UNIX systems continued to 
grow at upwards of 33%. The personal computer business declined 
3% from quarter four a year ago. Within the PCA business revenue 
from servers and mobile products remained very strong. That 
growth, however, was offset by the expected decline in our 
desktop business. As Bob mentioned, our management team is making 
considerable progress in executing our corrective action plan in 
the PC unit. 

Our storage and network products businesses grew at a 
combined 15% over last quarter four. Other product businesses 
declined 23% compared to the same period last year. This 
includes some businesses that are non-strategic such as printers 
and supplies which declined some 35%, as well as the memory 
business which we exited last quarter. 

Service revenues declined some 2% as reported, adjusted for 
divestments of the learning services business revenues were flat 
compared to last quarter four. When also adjusted for both 
divestment and currency service revenues grew by some 3% year 
over year. 

Our integration and outsourcing services showed continued 
growth in the quarter, as did our multi-services revenues. As 
planned, Digital's maintenance revenues declined in the fourth 
quarter, primarily as a result of improved product reliability 
and lower revenue per serviceable unit. 

Digital ended the quarter with 59,100 employees, a year over 
year population decrease of some 2 , 600 people. Our balance sheet 
continued to strengthen this past quarter. We have some 
management programs that we've been focusing on over the last 
year have begun to show some very positive results. Our days 
sales outstanding for quarter four showed a seven day 
improvement. The quarter four inventory levels are at their 
lowest levels in some three years. We ended the quarter with 
over $2 billion in cash and generated positive cash flow from 
operations of $356 million. 

As indicated in early July we took a restructuring charge of 
$492 million in the fourth quarter to enable us to move to the 
next level of operating efficiency. To further profile the 
elements of this charge we will remove 7 , 000 positions over the 
next 12 months, with approximately 75% of these positions coming 
from overhead areas in the company. We will close an additional 
3-1/2 million square feet of space. We will consolidate our 
sales function across the business units, substantially 
increasing productivity in this area. We will continue with 
additional consolidations in our manufacturing plants and 
distribution sites and we will improve our service delivery model 
and profit margin performance in the service sector. 

The population reduction is distributed largely in line with 
company revenues distribution by geography. Approximately 75% of 
the restructuring charge will be to support employee separations. 
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F i s c a l  y e a r  ' 9 6  w a s  a  s u c c e s s f u l  y e a r  f o r  D i g i t a l  o n  m a n y  
f r o n t s .  A l t h o u g h  o u r  q u a r t e r  f o u r  p e r f o r m a n c e  w a s  o f f  p l a n  w e  
m a d e  p r o g r e s s  i n  o u r  f i n a n c i a l  t u r n a r o u n d  a n d  s u c c e s s f u l l y  
e x e c u t e d  m a n y  v e r y  i m p o r t a n t  c o m p o n e n t s  o f  o u r  s t r a t e g y .  T h e  
f i n a n c i a l  h i g h l i g h t s  o f  t h i s  p a s t  y e a r  i n c l u d e :  w e  a c h i e v e d  t h e  
h i g h e s t  l e v e l  o f  r e v e n u e  i n  t h e  c o m p a n y ' s  h i s t o r y .  W e  a c h i e v e d  
t h i s  d e s p i t e  h a v i n g  d i v e s t e d  i n  b u s i n e s s e s  d u r i n g  t h e  p a s t  t w o  
y e a r s  t h a t  g e n e r a t e d  o v e r  $ 1  b i l l i o n  i n  r e v e n u e s .  A s  r e p o r t e d ,  
t o t a l  o p e r a t i n g  r e v e n u e s  g r e w  5 %  a n d  w h e n  a d j u s t e d  f o r  
d i v e s t i t u r e s  g r e w  s o m e  9 %  t h i s  p a s t  y e a r .  

W e ' r e  b e g i n n i n g  t o  s e e  t h e  b e n e f i t s  o f  a  n u m b e r  o f  m a r g i n  
i m p r o v e m e n t  p r o g r a m s  t h a t  w e r e  i m p l e m e n t e d  o v e r  t h e  l a s t  f e w  
y e a r s .  F i r s t ,  w e  e n d e d  t h e  y e a r  w i t h  a  p r o d u c t  g r o s s  m a r g i n  o f  
3 3 . 7 % .  N o t  o n l y  w a s  t h e  ' 9 6  i m p r o v e m e n t  i n  p r o d u c t  g r o s s  m a r g i n s  
s i g n i f i c a n t  a t  4 . 6  p o i n t s ,  t h i s  w a s  a l s o  t h e  f i r s t  t i m e  i n  e i g h t  
y e a r s  t h a t  w e  s h o w e d  a n  i m p r o v e m e n t .  O u r  c o n t i n u e d  e m p h a s i s  o n  
a s s e t  m a n a g e m e n t  e n a b l e d  u s  t o  i m p r o v e  o u r  c a s h  p o s i t i o n  t o  a  
f i s c a l  y e a r  e n d  b a l a n c e  o f  $ 2  b i l l i o n ,  a  $ 4 3 7  m i l l i o n  i n c r e a s e .  
T h i s  r e p r e s e n t s  o u r  s t r o n g e s t  c a s h  p o s i t i o n  i n  n e a r l y  f i v e  y e a r s .  
W e  g e n e r a t e d  c a s h  f l o w  f r o m  o p e r a t i o n s  o f  $ 6 0 0  m i l l i o n  f o r  t h e  
y e a r ,  o u r  s t r o n g e s t  i n  f i v e  y e a r s .  

F i s c a l  ' 9 6  r e p r e s e n t s  t h e  s e c o n d  c o n s e c u t i v e  y e a r  o f  
s i g n i f i c a n t  p r o f i t  i m p r o v e m e n t .  E x c l u d i n g  r e s t r u c t u r i n g  
p r o v i s i o n s  n e t  p r o f i t  m a r g i n s  i m p r o v e d  f r o m  a  l o s s  o f  5 - s  1 I }  
f i s c a l  ' 9 4  t o  a  p r o f i t  o f  3 %  i n  f i s c a l  ' 9 6 .  W e  r e m a i n  c o n f i d e n t  
t h a t  w e  w i l l  a c h i e v e  l e v e l s  o f  n e t  p r o f i t  c o m p e t i t i v e  w i t h  
i n d u s t r y  l e a d e r s  w i t h i n  t h e  n e x t  t w o  y e a r s .  

S o ,  i n  c l o s i n g ,  w e  r e m a i n  c o n f i d e n t  i n  D i g i t a l ' s  f u t u r e .  
O u r  s t r a t e g y  i s  w o r k i n g  a n d  i s  f o c u s e d  o n  m a r k e t s  t h a t  
e x p e r i e n c i n g  s i g n i f i c a n t  g r o w t h .  W e  c o n t i n u e  t o  s t r e n g t h e n  o u r  
p r o d u c t  a n d  s e r v i c e s  o f f e r e d ,  w e  a r e  t a k i n g  t h e  n e c e s s a r y  a c t i o n s  
t o  a d d r e s s  t h o s e  a r e a s  o f  t h e  c o m p a n y  t h a t  a r e  u n d e r p e r f  o r m i n g ,  
a n d  o u r  b a l a n c e  i s  s t r o n g  a n d  g e t t i n g  s t r o n g e r .  W i t h  t h a t  w e  
b e  h a p p y  t o  t a k e  y o u r  q u e s t i o n s .  

D K :  W e ' r e  n o w  r e a d y  t o  t a k e  q u e s t i o n s .  

O P :  T h a n k  y o u .  L a d i e s  a n d  g e n t l e m e n  w e  w i l l  n o w  b e g i n  t h e  
q u e s t i o n  a n d  a n s w e r  s e s s i o n .  I f  y o u  h a v e  a  q u e s t i o n  y o u  w i 1 1  

n e e d  t o  p r e s s  t h e  " 1 "  f o l l o w e d  b y  t h e  " 4 "  o n  y o u r  p u s h  b u t t o n  
o h o n e .  Y o u  w i l l  h e a r  a  t h r e e  t o n e d  p r o m p t  a c k n o w l e d g i n g  y o u r  
r e q u e s t .  Y o u r  q u e s t i o n s  w i l l  b e  p o l l e d  i n  t h e  o r d e r  t h e y  a r e  
r e c e i v e d .  I f  y o u r  q u e s t i o n  h a s  b e e n  a n s w e r e d  a n d  y o u  w o u l d  l i k e  
t o  w i t h d r a w  y o u r  p o l l i n g  r e q u e s t ,  y o u  m a y  d o  s o  b y  p r e s s i n g  t h e  
" 1 "  f o l l o w e d  b y  t h e  " 3 "  o n  y o u r  p u s h  b u t t o n  p h o n e .  I f  y o u  a r e _  
u s i n g  a  s p e a k e r  p h o n e  p l e a s e  p i c k  u p  y o u r  h a n d s e t  b e f o r e  p r e s s i n g  
t h e  n u m b e r s .  O n e  m o m e n t  p l e a s e  f o r  t h e  f i r s t  q u e s t i o n .  
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T e r r y  S h a n n o n ,  p l e a s e  y o u r  c o m p a n y  n a m e  a n d  l o c a t i o n ,  
f o l l o w e d  b y  y o u r  q u e s t i o n .  

T S :  G o o d  m o r n i n g ,  t h i s  i s  T e r r y  S h a n n o n  f r o m  S h a n n o n  K n o w s  
D E C  i n  A s h l a n d ,  M a s s a c h u s e t t s  a n d  I  h a v e  a  q u e s t i o n  f o r  B o b  
P a l m e r .  B o b ,  t w o  y e a r s  a g o  y o u  s e t  a n  i n d i r e c t  r e v e n u e  g o a l  o f  
6 3 %  f o r  D i g i t a l  E q u i p m e n t  C o r p o r a t i o n .  W h a t  p e r c e n t a g e  o f  y o u r  
r e v e n u e  c a m e  f r o m  i n d i r e c t  c h a n n e l s  i n  f i s c a l  ' 9 6 ?  A n d  a  q u i c k  
f o l l o w  u p ,  h o w  c l o s e  a r e  y o u  t o  s i g n i n g  o n  a  m a j o r  v e n d o r  a s  a n  
a d o p t e r  o f  t h e  A l p h a  a r c h i t e c t u r e ?  

B P :  W e l l ,  i n  t h e  c a s e  o f  y o u r  f i r s t  q u e s t i o n  w e ,  i f  I  
r e m e m b e r  c o r r e c t l y ,  a c h i e v e d  a b o u t  5 8 %  o f  p r o d u c t  r e v e n u e  t h r o u g  
i n d i r e c t  c h a n n e l s  i n  t h e  q u a r t e r  j u s t  e n d e d .  S o  w e ' r e  r u n n i n g  o n  
a  r o u g h l y  4 0 / 6 0  p e r c e n t  s p l i t ,  w h i c h  w e  f e l t  w a s  a b o u t  r i g h t ,  
a l t h o u g h  f r a n k l y  w e  j u s t  w a n t  o u r  p r o d u c t s  t o  r e a c h  o u r  c u s t o m e r s  
t h r o u g h  t h e  m o s t  e f f i c i e n t  c h a n n e l ,  w h a t e v e r  t h a t  m i g h t  b e .  
R e l a t i v e  t o  t h e  A l p h a  a d o p t i o n  q u e s t i o n ,  o f  c o u r s e  m o s t  r e c e n t l y ,  
a s  I  m e n t i o n e d  i n  m y  r e m a r k s ,  w e  h a v e  t h e  e n d o r s e m e n t  o f  S a m s u n g ,  
w h i c h  t h e y  c o u l d  h a v e  c h o s e n  v i r t u a l l y  a n y  R I S C  a r c h i t e c t u r e  t o  
e n d o r s e  a n d  t a k e  i n t o  t h e i r  m a r k e t  f o r  m i c r o p r o c e s s o r s  a s  t h e y  
e n t e r  t h a t  m a r k e t p l a c e .  T h e y  c h o s e  A l p h a  a f t e r  a n  e x h a u s t i v e  
s t u d y  o f  t h e  a v a i l a b l e  a r c h i t e c t u r e s  o u t  t h e r e .  I  w a s  v e r y  
p l e a s e d  t h a t ,  o n c e  a g a i n ,  w e  i n t r o d u c e d  n o t  o n l y  t h e  f a c t  t h a t  w e  
w e r e  o p e r a t i n g  a t  5 0 0  m e g a h e r t z  b u t  w e r e  s a m p l i n g  p a r t s .  A s  y o u  
k n o w ,  v e r y  o f t e n  o u r  c o m p e t i t i o n  a n n o u n c e s  w h a t  t h e y ' r e  g o i n g  t o  
h a v e  a n d  y o u  w a i t  s o m e  t i m e  b e f o r e  t h e r e  i s  p a r t s  a v a i l a b l e .  S o  
w e ' r e  f e e l i n g  p r e t t y  g o o d  a b o u t  A l p h a .  W i t h  M i t s u b i s h i  E l e c t r i c  
d i s c u s s i o n  t h a t  I  h a d ,  t h e y  h a d  I  b e l i e v e  i t  w a s  a b o u t  1 2  t o  
e n g i n e e r s  h e r e  a t  D i g i t a l  f o r  s e v e r a l  w e e k s  w o r k i n g  w i t h  u s ,  
a c t u a l l y  a  f e w  m o n t h s ,  i n  d e s i g n i n g  t h i s  2 1 1 6 4  P C  t h a t  w i l l  b r i n g  
A l p h a  t o  t h e  l o w  c o s t  s y s t e m s  o n  t h e  d e s k t o p  a s  w e l l .  S o  w e  v e  
g o t  a b o u t  4 0  o r  5 0  d e s i g n s  i n ,  n o n e  o f  t h e m  a r e  r e a l l y  m a j o r  
l a r g e  c o m p a n i e s  a t  t h i s  p o i n t  b u t  I  t h i n k  a s  W i n d o w s  N T  4 . 0  g e t s  
o u t  t h e r e ,  a s  F X I 3 2  g e t s  o u t  t h e r e ,  w e ' l l  b e g i n  t o  s e e  t h e  
a d o p t i o n  o f  A l p h a  b y  o t h e r  s y s t e m s  c o m p a n i e s .  

T S :  O K ,  t h a n k  y o u  v e r y  m u c h .  

O P :  M o l l y  W i l l i a m s ,  p l e a s e  s t a t e  y o u r  c o m p a n y ,  y o u r  
l o c a t i o n ,  f o l l o w e d  b y  y o u r  q u e s t i o n .  

M W -  H i  B o b ,  M o l l y  W i l l i a m s  f r o m  B l o o m b e r g .  I  h a d  a  
q u e s t i o n  a b o u t  E n r i c o  P e s a t o r i ' s  r e p l a c e m e n t .  R l 9 ^  n ° w  

s t i l l  o v e r s e e i n g  t h e  c o m p u t e r  b u s i n e s s ?  C a n  y o u  t a l k  a  l i t t l e  
b i t  a b o u t  w h e r e  t h a t  s t a n d s ?  
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B P :  Y e s ,  a t  t h e  p r e s e n t  t i m e  I  a m  a c t i n g  a s  t h e  v i c e  
p r e s i d e n t ,  I  s u p p o s e  o f  t h e  c o m p u t e r  s y s t e m s  d i v i s i o n .  I  f o u n d  
o u t  t h a t  m y  b o s s  i s  f a i r l y  e a s y  t o  g e t  a l o n g  w i t h  b u t ,  i n  a n y  
e v e n t ,  t h e  w a y  t h e  t h i n g  i s  g o i n g  i s  t h a t  I ' m  g e t t i n g  a  l o t  m o r e  
f a m i l i a r  w i t h  t h e  d e t a i l s  o f  t h e  b u s i n e s s e s  i n  P C S ,  w h i c h  i s  
a p p r o p r i a t e  g i v e n  t h e  p r o b l e m s  t h a t  w e  h a d .  A l s o  w i t h  o u r  
s y s t e m s  b u s i n e s s  w h i c h  I ' m  n o t  s p e n d i n g  t o o  m u c h  t i m e  o n  b e c a u s e  
i t ' s  r u n n i n g  w e l l  a n d  H a r r y  C o p p e r m a n  i s  i n t e g r a t i n g  t h e  
e n t e r p r i s e  s a l e s  f o r c e  w o r l d w i d e  n o w ,  t h a t  p r e v i o u s l y  w a s  t h e  A B  
( l e s s  B )  s t r u c t u r e .  S o  b a s i c a l l y  j u s t  m a k i n g  s u r e  t h a t  t h e s e  
e x e c u t i v e s  h a v e  s u f f i c i e n t  m a n a g e m e n t  r e s o u r c e s  a n d  s u p p o r t  t o  
i m p r o v e  t h e i r  b u s i n e s s e s  a s  t h e y ' v e  c o m m i t t e d  t o  d o .  I  w o u l d  s a y  
t h a t  a t  t h i s  p o i n t  I ' m  p r e t t y  o p t i m i s t i c  a b o u t  t h e  w o r k  I ' v e  s e e n  
s o  f a r .  B r u c e  C l a f l i n  i s  d o i n g  a n  e x c e l l e n t  j o b  i n  e x e c u t i n g  t h e  
s t r a t e g y  t h a t  h e  l a i d  o u t  t o  f o c u s  o u r  I n t e l  a r c h i t e c t u r e  o n  t h e  
s e r v e r s  p r i m a r i l y ,  c o n t i n u i n g  t o  p r o v i d e  l e a d e r s h i p  m o b i l e  
p r o d u c t s ,  t h e  d e s k t o p s ,  b u t  r e a l l y  o u r  v a l u e  a d d e d  i s  p r i m a r i l y  
a r o u n d  s e r v e r  t e c h n o l o g y  a n d  t h a t ' s  w h e r e  h i s  f o c u s  i s  i n  
a d d i t i o n  t o  g e t t i n g  t h e  c h a n n e l  i n v e n t o r i e s  d o w n .  S o  i t ' s  g o i n g  
p r e t t y  w e l l ,  I ' m  n o t  l o o k i n g  f o r  a n  a c t i v e —  I ' m  n o t  a c t i v e l y  
l o o k i n g  f o r  a  r e p l a c e m e n t  f o r  E n r i c o  a t  t h i s  p o i n t .  I ' d  t 0  

t a k e  a n  e x t e n d e d  p e r i o d  o f  t i m e  h e r e  a n d  m a n a g e  t h i s  d i r e c t l y  
m y s e l f .  

M W :  S o  y o u ' r e  n o t  l o o k i n g  f o r  a  r e p l a c e m e n t  r i g h t  a w a y ?  

B P :  N o ,  I ' m  n o t  a t  a l l .  I  t h i n k  t h a t  w e  h a v e  w i t h  t h e  
b u s i n e s s  u n i t  s t r u c t u r e  a n d  t h e  l e a d e r s  t h a t  w e  h a v e  i n  p l a c e  
t h e r e ,  w e  h a v e  a n  o p p o r t u n i t y  t h a t  p e r h a p s  w e  w o n ' t  n e e d  t o  
r e f i l l  t h a t  p o s i t i o n .  

M W :  O K ,  t h a n k s .  

O P :  J a y  E r t z m a n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  
b y  y o u r  q u e s t i o n .  

J E :  I n t e r n a t i o n a l  D a t a  C o r p o r a t i o n ,  F r a m i n g h a m ,  M a s s .  
J u s t  w o n d e r e d  i f  y o u  c o u l d  p r o v i d e  s o m e  a d d i t i o n a l  i n f o r m a t i o n  o n  
a c c e p t a n c e  o f  t h e  4 1 0 0  s e r v e r ?  

B P -  W e l l ,  i t  r e a l l y  h a s  d o n e  w e l l .  T h e  4 1 0 0  w a s  a n  
e x c e p t i o n a l l y  e x c e l l e n t  p r o d u c t  i n  t e r m s  o f  i t s  e n g i n e e r i n g ,  a s  
y o u  k n o w .  W i t h  i t  w e  w e r e  a b l e  t o  i n t r o d u c e  o u r  t r u e  c l u s t  
U N I X  c a p a b i l i t y  a n d  t h i s  p r o v i d e s  v e r y  h i g h  a v a i l a b i l i t y  a n d  v e r y  
l a r g e  m e m o r y  d a t a b a s e s  a t  a  v e r y  l o w  c o s t .  W e  s h i p p e d  m o r e  t h a n  
- -  a c t u a l l y ,  o r d e r s ,  l e t  m e  t a l k  a b o u t  o r d e r s  f i r s t  P P  
o n  t h e  o r d e r  o f  1 0 0 0  u n i t s  w e r e  o r d e r e d  a n d  s h i p p e d  v e r y  
a f t e r  t h e  i n t r o d u c t i o n .  T h a t ' s  a  v e r y  s t r o n g  _  e n d o r s e m e n t  o f  t h a t  
D r o d u c t  I  d o n ' t  h a v e  t h e  e x a c t  n u m b e r s  s i t t i n g  h e r e  b u t  I  t h i n k  
K a f  e r l e "  c a n  £ t  i t  f o r  y o u  i f  t h a t ' s  o f  i n t e r e s t  B u t  - v e n u e s  
w e r e  s t r o n q  f o r  t h a t  p r o d u c t .  I t ' s  a  v e r y  —  a  l o t  o f  c a p a b i l i t y  
a t  a  v e r v  a t t r a c t i v e  p r i c e  p o i n t  a n d  w e  e x p e c t  t h a t  g r o w t h  t o  

*  v  Y  ^ h e  a b i l i t y  t o  u s e  t h e  t r u e  c l u s t e r  s o l u t i o n  s o  t h a t  
y o u  c a n  m i x  8 0 0 0  s e r i e s  a n d  4 1 0 0  s e r i e s  p r o d u c t s  i n  t h e  s a m e  
c l u s t e r  s e e m s  t o  h a v e  b e e n  w e l l  r e c e i v e d  a l s o .  
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O P :  B o b  D j u r d j e v i c ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  
l o c a t i o n ,  f o l l o w e d  b y  y o u r  q u e s t i o n .  

B D :  A n n e x  R e s e a r c h  i n  P h o e n i x ,  A r i z o n a .  I  w o n d e r ,  
g e n t l e m e n ,  i f  y o u  c o u l d  g i v e  u s  m o r e  g r a n u l a r i t y  i n  t e r m s  o f  t h e  
i n t e r n a t i o n a l  m a r k e t s  a n d  h o w  t h e y  p e r f o r m e d ,  b o t h  i n  t h e  l a t e s t  
p e r i o d  a n d  f o r  t h e  y e a r .  

B P :  W e l l ,  a s  w e  m e n t i o n e d  i n  t h e  c a s e  o f  o u r  E u r o p e a n  
b u s i n e s s  D i g i t a l  d o e s  m o r e  b u s i n e s s  i n  E u r o p e  a s  a  p e r c e n t  o f  o u r  
t o t a l  t h a n  m o s t  o f  o u r  s y s t e m s  c o m p e t i t o r s .  S o  t h e  e c o n o m i c  
s l o w d o w n s  t h a t  w e ' v e  b e e n  w i t n e s s i n g  i n  t h e  m a j o r  i n d u s t r i a l i z e d  
c o u n t r i e s  o f  E u r o p e  h a s  i m p a c t e d  D i g i t a l  m o r e  t h a n  o t h e r s .  W e  
s a i d  t h a t  a b o u t  f o u r  w e e k s  a g o  a n d  c e r t a i n l y  t h a t  w a s  t h e  c a s e .  
I t ' s  s l o w  r i g h t  n o w .  A t  t h e  s a m e  t i m e  I  t h i n k  t h a t  a b o u t  h a l f  o f  
o u r  s l o w d o w n  i s  r e l a t e d  t o  t h e  i n d u s t r y  i n  g e n e r a l  a n d  a b o u t  h a l f  
o f  i t  i s  r e l a t e d  t o  i n t e r n a l  a f f a i r s  a t  D i g i t a l  t h a t  w e  c a n  
i m p r o v e  u p o n .  S o  w e ' r e  m a k i n g  s o m e  c h a n g e s  t h e r e  t o  t r y  a n d  d o  a  
b e t t e r  j o b  o f  c o v e r i n g  t h e  c u s t o m e r s  i n  E u r o p e  a n d  a r e  b r i n g i n g  
o n  s o m e  a d d i t i o n a l  t a l e n t  a n d  c h a n n e l s  a n d  I ' m  o p t i m i s t i c  w e ' l l  
g e t  t h a t  t u r n e d  a r o u n d .  R e l a t i v e  t o  A s i a  P a c i f i c ,  w e  c o n t i n u e  t o  
d o  w e l l .  I t ' s  d i f f e r e n t  b y  e a c h  g e o g r a p h y ,  i n  s o m e  c a s e s  i t ' s  
m o s t l y  t h e  P C S  t h a t  a r e  d o i n g  r e a l l y  w e l l ,  i n  o t h e r  c a s e s  i t [ s ^  
t h e  s e r v e r s .  S o  s i n c e  w e  d o  b u s i n e s s  i n  o v e r  1 0 0  c o u n t r i e s  i t  s  
a  l i t t l e  h a r d  t o  b e  s p e c i f i c  i n  t h i s  k i n d  o f  a  c o n f e r e n c e .  B u t  
o v e r a l l  I  t h i n k  t h a t  m a y b e  t h e  m o s t  i m p o r t a n t  t h i n g  i s  o n e  t h a t  
V i n  m e n t i o n e d  a n d  t h a t ' s  t h e  c o r e  p r o d u c t s  o f  t h e  c o m p a n y ,  o u r  
s t r a t e g i c  p r o d u c t s ,  a r e  d o i n g  v e r y  w e l l ,  p a r t i c u l a r l y  o u r  A l p h a  
p r o d u c t s  w h i c h  n o w  r e p r e s e n t  a b o u t  o n e - t h i r d  o f  t h e  p r o d u c t  
r e v e n u e s  o f  t h e  c o m p a n y .  

B D :  C a n  y o u  —  a  f o l l o w  u p  t o  t h i s  —  c a n  y o u  b e  m o r e  
s p e c i f i c ,  a s  I  s a i d ,  i n  t e r m s  o f  t h e  g e o g r a p h i c  r e g i o n s ?  I ' m  n o t  
a s k i n g  y o u  t o  g i v e  u s  r e v e n u e  c h a n g e s  f o r  1 0 0  c o u n t r i e s  b u t  c a n  
y o u  d o  i t  t o  t h e  e x t e n t  t h a t  y o u  h a v e  t o  d o  i t  i n  t h e  a n n u a l  
r e p o r t ?  

B P :  W e l l ,  I  t h i n k  t h a t  t h e  b e s t  p l a n  f o r  t h a t  w o u l d  b e  t o  
c o n t a c t  D a n  K a f e r l e  a f t e r  t h i s  m e e t i n g  a n d  w e ' l l  t r y  t o  g e t  y ° u  
s o m e  i n f o r m a t i o n  f r o m  I n v e s t o r  R e l a t i o n s  o r  s o m e t h i n g  t h a t  w o u l d  
b e  m o r e  s p e c i f i c .  B u t  w e ' l l  b e  h a p p y  t o  g e t  t h e  a n s w e r  t o  y o u r  
q u e s t i o n  o f f l i n e .  M a y  I  h a v e  t h e  n e x t  q u e s t i o n  p l e a s e .  

O P :  B r a n d o n  M u c e l e r ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  
f o l l o w e d  b y  y o u r  l o c a t i o n ,  f o l l o w e d  b y  y o u r  q u e s t i o n .  
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B M :  H i ,  t h i s  i s  B r a n d o n  M u s l e r  o f  I l l u m i n a t a ,  c a l l i n g  f r o m  
N e w  Y o r k .  Y o u ' v e  i n d i c a t e d  t h a t  t h e r e ' s  g o i n g  t o  b e  a  r e d u c t i o n  
i n  h e a d c o u n t  o f  a b o u t  7 0 0 0  e m p l o y e e s  o v e r  t h e  n e x t  y e a r  a n d  y o u  
i n d i c a t e d  t h a t  7 5 %  o f  t h o s e  w o u l d  b e  f r o m  o v e r h e a d  p o s i t i o n s .  I  
j u s t  w o n d e r e d  i f  I  c o u l d  g e t  a  d e f i n i t i o n  o f  w h a t  t h e  o v e r h e a d  
p o s i t i o n s  a r e  a n d  I ' m  a w a r e  t h a t  D i g i t a l  a l s o  s e e m s  t o  b e  
u n d e r g o i n g  a  t r a n s i t i o n  f r o m  g e o g r a p h i c  t o  v e r t i c a l  o r  i n d u s t r y  
o r i e n t e d  s a l e s ,  I ' m  w o n d e r i n g  w h a t  i m p a c t  t h a t ' s  g o i n g  t o  h a v e  o n  
t h e  c o m p a n y  o v e r  t h e  n e x t  c o u p l e  o f  q u a r t e r s ?  

B P :  W e l l ,  i n  t e r m s  o f  t h e  r e d u c t i o n s  w h a t  w e ' v e  s a i d  i s  
t h a t  a s  w e  h a v e  s t r e a m l i n e d  o u r  o p e r a t i o n s  a n d  g o t  m o r e  f o c u s e d  
o n  t h e  c u s t o m e r  c o v e r a g e  m o d e l s  t h a t  t h e r e  w i l l  b e  s o m e  s u p p o r t  
f u n c t i o n s  t h a t  r e a l l y  w i l l  b e a r  t h e  b r u n t  o f  t h a t  r e d u c t i o n .  
A b o u t  h a l f  o f  i t  s h o u l d  h a p p e n  i n  t h e  f i r s t  t w o  q u a r t e r s  a n d  
a b o u t  h a l f  i n  t h e  l a s t  c o u p l e  o f  q u a r t e r s .  I t ' s  d i s t r i b u t e d  
g e o g r a p h i c a l l y ,  p r e t t y  m u c h  l i k e  o u r  r e v e n u e s  a r e .  A l t h o u g h  i n  
t h e  g r e a t e r  N e w  E n g l a n d  a r e a  o n  a  p e r c e n t a g e  b a s i s  t h e r e  w i l l  b e  
f e w e r  r e d u c t i o n s  b e c a u s e  w e ' v e  p r e v i o u s l y  a d d r e s s e d  t h a t  i s s u e  
m o r e  a g g r e s s i v e l y .  S o  f u n d a m e n t a l l y  t h e  r e d u c t i o n s  a r e  b y  
b u s i n e s s  u n i t  i n  t h o s e  a r e a s  w h e r e  w e  f e e l  l i k e  w e  h a v e  m o r e  
s k i l l s  o n  b o a r d  a t  t h i s  t i m e  t h a n  w e  r e q u i r e .  I n c i d e n t a l l y ,  t h e  
l a s t  t i m e  t h e  c o m p a n y  g o t  d o w n  t o  —  r i g h t  n o w  w e ' r e  a t  a r o u n d  
5 9  ,  0 0 0  e m p l o y e e s  —  t h e  l a s t  t i m e  w e  w e r e  a t  a b o u t  5 9 , O U U  
e m p l o y e e s  w a s  f i f t e e n  y e a r s  a g o  a n d  o u r  r e v e n u e s  w e r e  a b o u t  
b i l l i o n .  

D K :  N e x t  q u e s t i o n  p l e a s e .  

O P :  L o r i  V a l i g r a ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  
b v  v o u r  q u e s t i o n .  

L V :  H e l l o ,  t h i s  i s  L o r i  V a l i g r a ,  R e u t e r s .  I  h a v e  a  q u e s t i o n  
a b o u t  t h e  N T  a n d  I ' m  h o p i n g  I ' m  n o t  r e p e a t i n g  a n y t h i n g  b e c a u s e  t  e  
c o n f e r e n c e  c a l l  c u t  o u t  f o r  q u i t e  a n  e x t e n d e d  p e r i o d .  B u t  I  
w o n d e r e d  i f  y o u  c o u l d  s p l i t  w h a t  t h e  s a l e s  a r e ,  g i v e n  o v e r a l l  
f i q u r e s ,  s p l i t  P C s  v e r s u s  s e r v e r s  a n d  t h e n  t a l k  a  b i t  a b o u t  
f u t u r e  q r o w t h .  I  k n o w  i t  w a s  1 0 0 %  b u t  d o  y o u  e x p e c t  t h a t  t o  
c o n t i n u e  e v e n  w i t h  I B M ,  H P ,  A p p l e  a n d  o t h e r s  e n t e r i n g  t h e  m a r k e t .  
C a n  y o u  g i v e  a  l i t t l e  p r o j e c t i o n  o f  w h a t  y o u  s e e  g o i n g  f o r w a r d .  

B P -  W e l l  w i t h  r e s p e c t  t o  t h e  N T  m a r k e t  y o u ' r e  q u i t e  r i g h t  
t h a t  o u r  g r o w t h  y e a r  o v e r  y e a r  w a s  m o r e  1 0 0 % .  W e  d o n ' t  s e e  a n y  
s i g n s  o f  I  s l o w d o w n  a t  t h i s  p o i n t .  O f  c o u r s e ,  a s  t h e  n u m b e r  g e t s  
l a r g e r  a n d  l a r g e r ,  s o  t h a t  a s  t h e  b a s e  _  t h a t  y o u  r e  c o m p a r i n g  
g e t s  l a r g e r  i t ' s  u n l i k e l y  i t  w i l l  c o n t i n u e  d o u b l i n g  s i n c e  t h a t  s  
i m p o s s i b l e  f o r  a n y  p a r t i c u l a r  l e n g t h  o f  t i m e .  B u t  t r e m e n d o u s  
a c c e D t a n c e  o f  W i n d o w s  N T  a n d  w i t h  t h e  a n n o u n c e m e n t  a n d  t h e  
r e l e a s e  o f  W i n d o w s  N T  4 . 0  w e ' r e  c e r t a i n l y  a n t i c i p a t i n g  i n c r e a s e d  
v i g o r  i n  t h a t  s p a c e .  
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D i g i t a l ,  b e c a u s e  o f  o u r  a l l i a n c e  f o r  e n t e r p r i s e  c o m p u t i n g ,  i s  b e t t e r  
a l i g n e d  w i t h  M i c r o s o f t  a n d  b e t t e r  a b l e  t o  s u p p o r t  t h e  W i n d o w s  N T  
p h e n o m e n o n  t h a n  a n y  o t h e r  s y s t e m s  c o m p a n y  i n  o u r  o p i n i o n .  W e  s h o u l d  
d o  v e r y  w e l l  w i t h  t h a t .  I  d o n ' t  k n o w  i f  t h a t  a d e q u a t e l y  a n s w e r s  y o u r  
q u e s t i o n  b u t  w e ' r e  q u i t e  e x c i t e d  a b o u t  i t  a n d  w e  f e e l  l i k e  w e ' r e  i n  
a n  e x c e l l e n t  p o s i t i o n  b e c a u s e  o f  o u r  t w o  p l a t f o r m  s t r a t e g y  o f  h a v i n g  
b o t h  I n t e l  a r c h i t e c t u r e  a n d  A l p h a  a r c h i t e c t u r e ,  w h i c h  c a n  r u n  —  a n d  
w i l l  r u n  a n d  d o e s  r u n  —  t h e  W i n d o w s  N T  o p e r a t i n g  s y s t e m  a n d  r u n s  
a l l  t h o s e  a p p l i c a t i o n s .  S o  a  v e r y  g o o d  o p p o r t u n i t y  f o r  D i g i t a l  
t o  b e  w h e r e  t h e  m a r k e t  i s  g o i n g .  

L V :  B o b ,  c o u l d  y o u  j u s t  t r y  t o  e l a b o r a t e  a  l i t t l e  b i t ,  
n u m b e r s  o r  a n y  k i n d  o f  p e r c e n t a g e  y o u  m i g h t  g i v e ,  i n  t e r m s  o f  P C s  
v e r s u s  A l p h a  s e r v e r  s a l e s  o f  W i n d o w s  N T .  

B P :  I ' m  n o t  s u r e  o f  t h e  k i n d  o f  s p l i t  t h a t  y o u ' r e  l o o k i n g  
f o r  b u t  I  t h i n k  w e  c a n  p r o b a b l y  d o  t h a t  a t  a  f o l l o w  u p  c a l l .  I  
t h i n k  t h a t  r o u g h l y  t h e  A l p h a  v e r s u s  P C s  i s  a b o u t  5 0 / 5 0  i n  t h e  
c o m p a n y  a s  I  r e c a l l  b u t  d o n ' t  h o l d  m e  t o  p r e c i s i o n  t h e r e .  B u t  
i t ' s  a b o u t  h a l f  a n d  h a l f .  A l p h a  p r o d u c t s  o v e r a l l  t o d a y  m a k e  u p  
a b o u t  a  t h i r d  o f  t h e  t o t a l  p r o d u c t  r e v e n u e  o f  t h e  c o m p a n y ,  a s  I  
r e m e m b e r .  W e ' r e  s e e i n g  g o o d  g r o w t h ,  a s  I  s a i d  e a r l i e r ,  i n  U N I X  
i t ' s  g r o w i n g  a t  m o r e  t h a n  5 0 %  y e a r  o v e r  y e a r  d e s p i t e  t h e  f a c t  
t h a t  t h e  b a s e  i s  g e t t i n g  p r e t t y  l a r g e  n o w .  T h e  W i n d o w s  i s  u p  b y  
o v e r  1 0 0 %  y e a r  o v e r  y e a r ,  a s  I  m e n t i o n e d .  B y  t h e  w a y  V M S ,  O p e n V M S  
o n  A l p h a ,  w a s  u p  2 3 %  y e a r  o v e r  y e a r  s o  I  h o p e  t h a t  w i l l  h e l p  
y o u  w i t h  w h a t  y o u  w e r e  l o o k i n g  f o r .  N e x t  q u e s t i o n  p l e a s e .  

O P :  A l e a  F a i r c h i l d ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  
f o l l o w e d  b y  y o u r  q u e s t i o n .  

A F :  Y e s ,  h e l l o ,  i t ' s  A l e a  F a i r c h i l d  w i t h  t h e  E u r o p e a n  
C o n s u l t i n g  N e t w o r k  i n  B r u s s e l s ,  B e l g i u m .  R e g a r d i n g  y o u r  E u r o p e a n  
m a n a g e m e n t  s t r u c t u r e ,  I  k n o w  y o u ' v e  m a d e  a  l o t  o f  c h a n g e s  a n d  
r e s t r u c t u r i n g  i n  t h e  l a s t  m o n t h ,  w h e n  w i l l  y o u  b e  r e a d y  t o  
a n n o u n c e  w h a t  y o u ' r e  g o i n g  t o  b e  d o i n g  w i t h  t h e  c h a n n e l  p a r t n e r s  
a n d  t h e  d i r e c t  s a l e s  c o v e r a g e  a t  m o r e  l e n g t h ?  

B P :  W e l l  I  t h i n k  t h a t  w e ' l l  c o v e r  t h a t  a t  o u r  S e p t e m b e r  3 r d  
a n a l y s t s  m e e t i n g ,  w h i c h  w e ' r e  h o l d i n g  a  w o r l d w i d e  a n a l y s t s  
m e e t i n g  t h a t  s o m e  p e o p l e  h a v e  b e e n  i n v i t e d  t o  a n d  t h e r e  w i l l  b e  
s o m e  e x t e r n a l  m e s s a g e s  a s  w e l l .  W e ' l l  h a v e  m o r e  t o  s a y  a b o u t  i t  
b u t  f u n d a m e n t a l l y  w e ' r e  s t r e n g t h e n i n g  t h e  m a n a g e m e n t  t e a m  i n  
E u r o p e .  W e ' r e  i n c r e a s i n g  o u r  d i r e c t  c o v e r a g e  b y  a  f a c t o r  ° f  

t h r e e ,  t h a t  i s  w h e n  w e ' r e  f i n i s h e d  w i t h  t h e  p l a n  t h a t  w e  v e  l a i d  
o u t  a b o u t  t h r e e  t i m e s  a s  m a n y  a c c o u n t s  i n  E u r o p e  w i l l  b e  c o v e r e d  
d i r e c t  a s  a r e  c o v e r e d  i n  t h e  q u a r t e r  j u s t  e n d e d  d i r e c t .  i n  
a d d i t i o n  t o  t h a t  w e ' r e  g e t t i n g  m o r e  f o c u s e d  o n  o u r  i n d i r e c t  
? h a i n e ? s  p a r t n e r s  i n  E u ? o p e  a n d  w e ' l l  b e  m o r e  s e l e c t i v e  a b o u t  w h o  
w e  a l i g n  o u r s e l v e s  w i t h  i n  t h e  v a r i o u s  g e o g r a p h i e s .  
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T h a t  b e i n g  s a i d  I  s h o u l d  m e n t i o n  t h a t  w e ' v e  h a d  g o o d  s u c c e s s  i n  a  
c o u p l e  o f  g e o g r a p h i e s  i n  E u r o p e  r e c e n t l y ,  n o t a b l y  t h e  U n i t e d  K i n g d o m  
a n d  I t a l y  h a v e  d o n e  a  g o o d  j o b .  W e ' v e  h a d  a  l i t t l e  m o r e  s t r u g g l e  i n  
s o m e  o f  t h e  o t h e r  c o u n t r i e s .  A l s o  i n  t h e  e m e r g i n g  c o u n t r i e s  
w e ' v e  d o n e  p r e t t y  w e l l .  S o  i t ' s  v e r y  m u c h  a  m i x e d  p i c t u r e ,  a s  i t  
i s  t h r o u g h o u t  t h e  w o r l d ,  a n d  i t  r e f l e c t s  b o t h  t h e  e c o n o m i e s  i n  
t h o s e  c o u n t r i e s  a n d  t h e  s t r e n g t h  o f  t h e  m a n a g e m e n t  t e a m s  w i t h i n  
t h e  c o u n t r i e s .  N e x t  q u e s t i o n  p l e a s e .  

O P :  G r e g  G a t l i n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  
b y  y o u r  q u e s t i o n .  

G G :  H i ,  G r e g  G a t l i n ,  M i d d l e s e x  N e w s  i n  F r a m i n g h a m ,  M a s s .  
V i n ,  I  t h i n k  y o u  m e n t i o n e d  t h e  c o m p a n y  p l a n s  t o  c l o s e  3 . 5  m i l l i o n  
s q u a r e  f e e t  o f  s p a c e  a n d  I  d i d n ' t  g e t  t h e  t i m e  s p a n  i n  w h i c h  t h a t  
w i l l  h a p p e n .  Y o u  s a y  y o u ' l l  c o n t i n u e  w i t h  a d d i t i o n a l  
c o n s o l i d a t i o n s  i n  m a n u f a c t u r i n g  p l a n t s  a n d  d i s t r i b u t i o n  s i t e s  a n d  
I ' m  w o n d e r i n g  w h e r e .  I f  y o u  c a n  g i v e  u s  s o m e  s p e c i f i c s  o n  w h e r e  
t h e  c l o s e d  s p a c e  w i l l  b e ?  

V M :  T h e  p l a n n i n g  f o r  t h a t  i s  w e l l  u n d e r  w a y  a t  t h i s  p o i n t  
i n  t i m e  i n  t e r m s  o f  b o t h  t h e  r e g i o n s  o f  t h e  w o r l d  w h e r e  
c o n t r a c t i o n  w i l l  t a k e  p l a c e ,  a s  w e l l  a s  t h e  s p e c i f i c  s i t e s  f r o m  
t h e  m a n u f a c t u r i n g  p o i n t  o f  v i e w .  T h i s  w i l l  o c c u r  a p p r o x i m a t e l y  
o v e r  t h e  n e x t  t w o  y e a r s .  W e  w i l l  d i s c l o s e  t h e  s p e c i f i c s  o n  t h a t  
t o  t h e  a p p r o p r i a t e  e x t e r n a l  c o n s t i t u e n c i e s  a f t e r  w e  i n f o r m  o u r  
e m p l o y e e s .  A g a i n ,  t h a t  w i l l  r o l l  o v e r  t h e  c o u r s e  o f  t h e  n e x t  
y e a r .  

B P :  V i n ,  I  t h i n k  i t ' s  w o r t h  n o t i n g  t h a t  t h e s e  a d d i t i o n a l  
c l o s i n g s ,  t h a t  3 . 5  m i l l i o n ,  c o m e s  o f f  o f  m a n y  t i m e s  t h a t  —  w e ' r e  
l o o k i n g  a t  2 5  m i l l i o n  o r  s o  h a v e  b e e n  c l o s e d  t o  d a t e .  S o  w e ' r e  
l o o k i n g  a t  a b o u t  1 0 %  a d d i t i o n a l  r e s t r u c t u r i n g  i n  t h i s  c o m p a n y .  
I n  m a n y  r e s p e c t s  o u r  t u r n a r o u n d  s u f f e r s  a  s l i g h t  s e t b a c k  i n  t h e  
q u a r t e r  a n d  w e ' v e  r e c o v e r e d  f r o m  t h a t ,  w e ' v e  t a k e n  s o m e  
m a n a g e m e n t  a c t i o n s  t o  c o r r e c t  t h i n g s .  T h e  p r o b l e m s  t h a t  w e  h a v e  
a r e  q u i t e  c o n t a i n a b l e  a n d  w e ' v e  g o t  s o m e  a c t i o n s  t o  t u r n  i t  
a r o u n d .  T h a t ' s  w h y  w e  t o o k  t h a t  a d d i t i o n a l  r e s t r u c t u r i n g  t o  g e t  
c o m p l e t e l y  f i n i s h e d  a n d  c o m p e t i t i v e  w i t h  t h e  l e a d e r s .  V e r y  m u c h  
l i k e  i n  t h e  c a s e  o f  t h e  O l y m p i c s ,  y o u  k n o w  y o u ' v e  s e e n  t h i s  l a s t  
c o u p l e  o f  w e e k s  a n y  n u m b e r  o f  t e a m s  a n d  a t h l e t e s  h a v e  a  s l i p ,  
s t u m b l e  o n  t h e  b e a m  m a y b e ,  g e t  u p  a n d  f i n i s h  f o r  a n  e x c e l l e n t  
p e r f o r m a n c e .  T h a t ' s  o u r  s i t u a t i o n  t o d a y .  W e ' v e  s t u m b l e d  a  
l i t t l e ,  w e ' v e  g o t t e n  u p  a n d  w e ' r e  s t i l l  o n  t h e  t r a c k  a n d  w e ' r e  
d o i n g  v e r y  w e l l .  N e x t  q u e s t i o n  p l e a s e .  
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O P :  M i k e  W i l l m a n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  
b y  y o u r  q u e s t i o n .  

M W :  H i ,  I ' m  M i k e  W i l l m a n  f r o m  D a t a Q u e s t  i n  L o n d o n .  I  j u s t  
w a n t e d  t o  p i c k  u p  a  l i t t l e  b i t  o n  t h e  c o m m e n t  t h a t  w a s  m a d e  a b o u t  
y o u  w a n t e d  t o  g r o w  t h e  E u r o p e a n  b u s i n e s s  b e t t e r .  I  w o n d e r e d  w e r e  
t h e r e  a r e a s  o f  y o u r  b u s i n e s s  i n  E u r o p e  t h a t  y o u ' v e  b e e n  
d i s a p p o i n t e d  i n  a n d  w h i c h  w e r e  t h e y ?  

B P :  W e l l  i f  y o u  m e a n  a r e a s  i n  t h e  s e n s e  o f  g e o g r a p h i c  a r e a s  
w e ' v e  h a d  d i s a p p o i n t m e n t s  i n  F r a n c e  a n d  G e r m a n y ,  t h a t  w e ' v e  
d i s c u s s e d  i n  t h e  p a s t  a n d  w e ' r e  w o r k i n g  t o  a d d r e s s  t h o s e .  T h e s e  
a r e ,  o f  c o u r s e ,  t w o  h u g e  e c o n o m i e s  a n d  v e r y  i m p o r t a n t  t o  D i g i t a l .  
W e ' v e  b e e n  i n  F r a n c e ,  f o r  e x a m p l e ,  m o r e  t h a n  3 0  y e a r s  a n d  i t ' s  a n  
a r e a  w h e r e  w e  h a v e  a n  e x c e l l e n t  r e p u t a t i o n  w i t h  o u r  c u s t o m e r s  a n d  
w e ' v e  d o n e  a  g o o d  j o b .  O n  t h e  o t h e r  h a n d  o u r  c o s t s  a r e  n o t  i n  
l i n e  i n  t h a t  c o u n t r y  f o r  t h e  c u r r e n t  o p e n  s y s t e m s  r e a l i t i e s  a n d  
w e ' v e  g o t  s o m e  m o r e  w o r k  t o  d o  t h e r e .  I n  t h e  G e r m a n  e c o n o m y  i t ' s  
b e e n  s l o w e r  t h a n  w a s  a n t i c i p a t e d  d u r i n g  t h e  s t a r t  o f  t h e  l a s t  
f i s c a l  y e a r  a n d  w e ' v e  b e e n  i m p a c t e d  b y  t h a t .  W e  h o p e  t h a t  i n  
b o t h  c a s e s  t h e s e  e c o n o m i e s  w i l l  r e c o v e r  a n d  o u r  b u s i n e s s  w i l l  d o  
b e t t e r  i n  t h o s e  e c o n o m i e s .  B u t ,  a s  I  s a y ,  o u r  c o s t  s t r u c t u r e s  
a r e  s t i l l  n o t  q u i t e  c o m p e t i t i v e  w i t h  t h e  o p e n  s y s t e m  r e a l i t i e s .  
W e ' v e  b u i l t  i n f r a s t r u c t u r e s  t h e r e  a t  a  t i m e  w h e n  t h e  c o m p u t e r  
i n d u s t r y  w a s  c h a r a c t e r i z e d  b y  p r o p r i e t a r y  o p e r a t i n g  s y s t e m s  a n d  
p l a t f o r m s  a n d  m a r g i n s  w e r e  s u b s t a n t i a l l y  d i f f e r e n t  t h a n  t h e y  a r e  
t o d a y .  T h o s e  c o m p e t i t o r s  t h a t  d i d n ' t  e x i s t  s o  l o n g  i n  t h o s e  ^  
c o u n t r i e s  d o n ' t  h a v e  t h o s e  i n f r a s t r u c t u r e s  a n d ,  a s  y o u  k n o w ,  i t ' s  
v e r y  d i f f i c u l t  t o  m a k e  c h a n g e s  i n  y o u r  h e a d c o u n t  a n d  y o u r  
s t r u c t u r e s  w i t h i n  t h o s e  c o u n t r i e s .  A n y w a y ,  w e ' r e  w o r k i n g  o n  i t ,  
w e ' v e  g o t  e x c e l l e n t  l e a d e r s  i n  t h e  c o u n t r i e s ,  a n d  w e ' r e  
o p t i m i s t i c  t h a t  w e ' l l  m a k e  s o m e  p r o g r e s s  d u r i n g  t h e  n e x t  f i s c a  
y e a r .  O t h e r  q u e s t i o n s ?  

O P :  L a w r e n c e  Z u c k e r m a n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  
f o l l o w e d  b y  y o u r  q u e s t i o n .  

L Z :  Y e a h ,  I ' m  w i t h  t h e  N e w  Y o r k  T i m e s  i n  N e w  Y o r k .  B o b ,  I  
h a d  a  q u e s t i o n  f o r  y o u  j u s t  a b o u t  w h a t  y o u  s a i d  e a r l i e r ,  t h a t  y o u  
e x p e c t e d  o t h e r  s y s t e m s  v e n d o r s  t o  b e g i n  a d o p t i n g  A l p h a  i n  t h e  
y e a r s  a h e a d .  J u s t  w o n d e r i n g  i f  y o u  c o u l d  e l a b o r a t e ,  w h a t  d o e s  
t h a t  m e a n  f o r  D i g i t a l  a n d  h o w  d o  y o u  p e r c e i v e  t h e  A l p h a  p l a t f o r m  
g o i n g  f o r w a r d ,  e s p e c i a l l y  v i s - a - v i s  I n t e l ?  

B P :  W e l l ,  I  t h i n k  t h a t  o n e  o f  t h e  m o r e  i n t e r e s t i n g  t h i n g s  
i s  t h a t ,  a s  w e  h a d  p r e d i c t e d  s o m e  c o u p l e  o f  y e a r s  a g o ,  A l p h a  i s  
t h e  o n l y  a r c h i t e c t u r e  o u t  t h e r e  t h a t  h a s  a  s u s t a i n a b l e  
p e r f o r m a n c e  a d v a n t a g e  i n  b o t h  i n t e g e r  a n d  f l o a t i n g  p o i n t  o v e r  t h e  
I n t e l  a r c h i t e c t u r e .  W h a t ' s  h a p p e n e d  i s  I n t e l  h a s  d o n e  a n  
o u t s t a n d i n g  j o b  o f  i n t r o d u c i n g  t h e i r  P e n t i u m  P r o  s e r i e s ,  w h i c h  
h a s  m a d e  t h a t  p r o p h e c y  c o m e  t r u e .  
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T h e y ' v e  o u t p e r f o r m e d  t h e  o t h e r  R I S C  a r c h i t e c t u r e s  t h a t  b a s i c a l l y  
c a u s e d  t h e  i n d u s t r y  t o  r e t h i n k  t h e  a r c h i t e c t u r e  c h o i c e s  t h a t  a r e  o u t  
t h e r e  f o r  p l a t f o r m s .  I t ' s  v e r y  c l e a r  t h a t  I n t e l  w i l l  r e m a i n  t h e  
l e a d e r  i n  t e r m s  o f  v o l u m e s  a n d  r e v e n u e s  a s  a  p l a t f o r m  a n d ,  a s  y o u  
k n o w ,  D i g i t a l  h a s  a  s i g n i f i c a n t  c o m m i t m e n t  t o  t h e  I n t e l  a r c h i t e c t u r e  
a n d  w e ' r e  v e r y  s a t i s f i e d  w i t h  o u r  p o s i t i o n  t h e r e .  W e ' r e  m a k i n g  s o m e  
c h a n g e s  a n d  s o m e  i m p r o v e m e n t s ,  p a r t i c u l a r l y  a r o u n d  t h e  I n t e l  b a s e d  
s e r v e r s  w h e r e  w e ' v e  c o m e  o n  a n d  g a i n e d  s o m e  s e r i o u s  m a r k e t  s h a r e ,  
w e ' r e  c o n t i n u i n g  t o  d o  w e l l .  B u t  i n  t h e  c a s e  o f  t h e  o t h e r  R I S C  
a r c h i t e c t u r e s  A l p h a  h a s  a  l e a d i n g  p e r f o r m a n c e  f o r  f o u r  y e a r s  a n d  
y o u ' v e  s e e n  m o r e  a n d  m o r e  r e c o g n i t i o n  b y  t h a t  o f  t h a t  f a c t  i n  
t h e  a n a l y s t s  t h a t  w r i t e  a b o u t  t h e  i n d u s t r y .  P e o p l e  a r e  p o i n t i n g  
o u t  t h a t  D i g i t a l ,  w h e n  w e  a n n o u n c e  a  p r o d u c t ,  i s  a c t u a l l y  ^  
s a m p l i n g  w h e r e a s  m o s t  o f  o u r  c o m p e t i t o r s  a n n o u n c e  w h a t  t h e y ' r e  
g o i n g  t o  h a v e .  W e  j u s t  a n n o u n c e d  i n  J u l y  t h e  5 0 0  m e g a h e r t z  A l p h a  
2 1 1 6 4  t h a t ' s  a v a i l a b l e  f o r  s a m p l i n g  t o d a y .  I t  w i l l  b e  v o l u m e  
p r o d u c t i o n  i n  S e p t e m b e r .  T h i s  i s  a  p r o d u c t  t h a t  d e l i v e r s ,  a t  
p e a k  p e r f o r m a n c e ,  t w o  b i l l i o n  i n s t r u c t i o n s  p e r  s e c o n d .  A l p h a  w a s  
t h e  f i r s t  c h i p  t o  g e t  t o  o n e  b i l l i o n  i n s t r u c t i o n s  p e r  s e c o n d  a n d  
t h e  f i r s t  t o  g e t  t o  t w o  b i l l i o n  i n s t r u c t i o n s .  W i t h  t h e  a d v e n t  o f  
t h e  F X !  3 2  t r a n s l a t o r  t e c h n o l o g y  t h a t  e n a b l e s  y o u  t o  r u n  
a p p l i c a t i o n s  w r i t t e n  f o r  W i n d o w s  o n  t h e  A l p h a  p l a t f o r m  
s e a m l e s s l y ,  n o  r e c o m p i l i n g ,  n o  p r o b l e m s ,  w e  e x p e c t  t h a t  w h e n  w e  
i n t r o d u c e  t h a t  i n  S e p t e m b e r  t h a t  w i l l  d r i v e  m o r e  m a r k e t  d e m a n d s  
f o r  t h e  A l p h a  p e r f o r m a n c e  b e c a u s e  y o u  c o u l d  u s e  A l p h a  t o  g i v e  
g r e a t e r  p e r f o r m a n c e  o n  a p p l i c a t i o n s  w r i t t e n  f o r  W i n d o w s  N T  o r  t h e  
W i n 3 2  i n t e r f a c e .  D i g i t a l  w i l l  o f f e r  b o t h  p l a t f o r m s  a n d  w e ' l l  
j u s t  h a v e  t h e  b r o a d e s t  p e r f o r m a n c e  s p e c t r u m  t h e r e b y  o f  a n y  o f  t n e  
c o m p e t i t o r s .  

L Z :  E x c u s e  m e ,  w h e n  y o u  h a v e  a  $ 2 5 0 0  A l p h a  d e s k t o p  s y s t e m  
t h o u g h ,  I  m e a n  w h a t  i m p a c t  w i l l  t h a t  h a v e  o n  D i g i t a l ?  A r e  y o u  
t a l k i n g  a b o u t  j u s t  r e a l l y  r a m p i n g  u p  t h e  v o l u m e s  o f  A l p h a  m  
m a r k e t p l a c e ?  

B P :  W e  s u r e l y  e x p e c t  t h a t  t o  b e  t h e  c a s e  b e c a u s e  a t  t h a t  
k i n d  o f  a  p r i c e  p o i n t  t h e r e  w i l l  b e  a  l o t  o f  a p p l i c a t i o n s  t h a t  
o f  c o u r s e ,  p o r t e d  n a t i v e  w i l l  r u n  v e r y  v e r y  r a p i d l y  o n  t h e  A l p h a  
p l a t f o r m  a n d  t h e y ' l l  r u n  t h e  o t h e r  a p p l i c a t i o n s  t h r o u g h  t h e  
t r a n s l a t o r  a t  P e n t i u m  c l a s s  s p e e d s  a t  l e a s t .  S o  w e  e x p e c t  t h a t  
t h a t  w i l l  d r i v e  a  l o t  o f  d e m a n d  f o r  b o t h  D i g i t a l  a n d  M i t s u b i s h i  
E l e c t r i c ,  w h i c h  i s  o u r  p a r t n e r .  I  t h i n k  m a n y  o f  t h e  o t h e r ,  
p e r s o n a l l y  t h i n k ,  m a n y  o f  t h e  o t h e r  R I S C  a r c h i t e c t u r e s  h ; I n t e l ' s  
d e c l i n i n g  o u t l o o k  i n  t e r m s  o f  t h e i r  p r o s p e c t s  b e c a u s e  o f  I n t e l  
g r e a t  s u c c e s s  a n d  c o n t i n u i n g  t o  e n g i n e e r  t h e i r  P e n t i u m  
a r c h i t e c t u r e  a n d  n o w  t h e  P e n t i u m  P r o .  

L Z :  I f  y o u ' r e  g o i n g  t o  b e  r u n n i n g  W i n d o w s  a p p s  a t  I n t e l  
P e n t i u m  s p e e d s  a r e n ' t  y o u  t h e n  r e a l l y  g o i n g  t o  g o  i n t o  
c o m p e t i t i o n  a g a i n s t  I n t e l ?  
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B P :  I  w o u l d  s e e  i t  m o r e  a s  a  c o m p l e m e n t a r y  w i t h  I n t e l .  T h e  
s i t u a t i o n  i s  t h a t  b y  u s i n g  b o t h  I n t e l  a n d  A l p h a  p l a t f o r m s  w e  c a n  
g i v e  a  v e r y  w i d e  s p e c t r u m  o f  p e r f o r m a n c e .  N o w  t h e r e  i s  c e r t a i n l y  
a n  e l e m e n t  o f  c o m p e t i t i o n .  T h a t  i s ,  a  s y s t e m s  c o m p a n y  t h a t ' s  
l o o k i n g  a t  m a k i n g  a  c h o i c e  o f  o n e  o f  t h e  o t h e r  m i g h t  s o m e t i m e s  
c h o o s e ,  w e  h o p e  t h e y  c e r t a i n l y  w i l l  s o m e t i m e s  c h o o s e  t o  
d i f f e r e n t i a t e  t h e i r  p r o d u c t  b y  p e r f o r m a n c e ,  i n  w h i c h  c a s e  t h e y ' l l  
c h o o s e  A l p h a .  S o  t h e r e  i s  a  c o m p e t i t i v e  e l e m e n t  b u t  i t ' s  a  v e r y  
c o m p e t i t i v e  i n d u s t r y .  I ' m  s u r e  A n d y  G r o v e  i s  n o t  l o s i n g  a  w h o l e  
l o t  o f  s l e e p  o v e r  t h i s  t o p i c .  H e ' s  g o t  a  v e r y  e n v i a b l e  p o s i t i o n  
i n  t h e  i n d u s t r y  a n d  I n t e l  i s  b o t h  a  g o o d  s u p p l i e r  a n d  a  g o o d  
c u s t o m e r  o f  D i g i t a l  s o  w e  w o u l d  e m p h a s i z e  t h e  c o m p l e m e n t a r i t y  o f  
t h e  t w o  a r c h i t e c t u r e s .  

L Z :  G r e a t ,  t h a n k  y o u  v e r y  m u c h .  

D K :  W e  h a v e  t i m e  f o r  t w o  m o r e  q u e s t i o n s .  

O P :  J o n  L o g a n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  
y o u r  q u e s t i o n .  

J L :  J o n  L o g a n ,  A b e r d e e n  G r o u p ,  w e ' r e  i n  B o s t o n .  T h e  
q u e s t i o n  i s  m o r e  f o r  V i n .  V i n ,  w e  n o t e d  t h a t  S G & A  w e n t  u p  $ 9 0  
m i l l i o n  a p p r o x i m a t e l y  i n  t h e  l a s t  q u a r t e r .  C a n  y o u  t e l l  u s  i s  
t h a t  t h e  t r e n d ,  w h a t  i t  c o n s i s t e d  o f ,  w h y ,  w h y  s u c h  a  l a r g e  
i n c r e a s e  i n  t h a t  a r e a  t h a t  y o u ' v e  b e e n  w o r k i n g  s o  h a r d  t o  k e e p  
d o w n ?  

V M :  I  c e r t a i n l y  n o t i c e d  i t  a s  w e l l .  L e t  m e  s a y  i t ' s  o n e  o f  
t h e  m a j o r  d i s a p p o i n t m e n t s  f o r  t h e  q u a r t e r .  T h e  l e v e l  o f  s p e n d i n g  
i n  S G & A  i n  t h e  J u n e  q u a r t e r  r e l a t i v e  t o  r e v e n u e s  i s  u p  o v e r  2 3 s  
a n d  2  t o  2 . 5  t o  3  p o i n t s  h i g h e r  t h a n  w e  w o u l d  h a v e  l i k e d .  T h e  
i s s u e ,  h o w e v e r ,  i s  m o r e  t h a t  r e v e n u e s  a r e  a t  a  l e v e l  m u c h  l o w e r  
t h a n  w e  h a d  p l a n n e d .  S o  o u r  f i x e d  c o s t  s t r u c t u r e  h e r e  c a u g h t  u s  
a  b i t ,  i f  y o u  w i l l .  H a d  w e  m e t  o u r  r e v e n u e  p l a n  t h e  S G & A  l e v e l  
w o u l d  b e  i n  l i n e  w i t h  o u r  e x p e c t a t i o n s  a n d  a  c o m p e t i t i v e  
p o s i t i o n .  I t ' s  g o i n g  t o  t a k e  u s  a  c o u p l e  o f  q u a r t e r s  t o  g e t  i t  
b a c k  i n  l i n e .  T h a t  w i l l  c o m e  f r o m  a  c o m b i n a t i o n  o f  a d d i t i o n a l  
c u t s  a n d  c o s t  c o n t a i n m e n t ,  a s  w e l l  a s  r e v e n u e  g r o w t h .  

D K :  N e x t  q u e s t i o n  p l e a s e .  

O P :  J i m  G a r d e n ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  
y o u r  q u e s t i o n .  

J G :  Y e s ,  w e ' r e  b a s e d  i n  H a m p t o n ,  N e w  H a m p s h i r e  a n d  m y  
Q u e s t i o n  i s  r e g a r d i n g  t h e  P C  b u s i n e s s  u n i t .  W e  s e e  t h a t  o v e r a l l  
t h e  r e v e n u e  i s  o f f  3 %  f o r  t h e  y e a r  a n d  y e t  t h e  s e r v e r  b u s i n e s s  
w a s  u p  2 5 % .  T h i s  w o u l d  l e a d  u s  t o  t h e  c o n c l u s i o n  t h a t  t h e  d e s k t o p  
s i d e  i s  n o t  d o i n g  w e l l  a t  a l l  a n d  a l s o  B o b  h a s  b e e n  q u o t e d  a s  
c h a n g i n g  t h e  f o c u s  i n  t h e  P C  b u s i n e s s  u n i t  t o  r e d u c i n g  t h e  f o c u s  
a t  t h e  d e s k t o p .  S h o u l d  t h i s  l e a d  u s  t o  b e l i e v e  t h a t  D i g i t a l  i s  g o i  
t o  j u m p  o u t  o f  t h e  P C  d e s k t o p  b u s i n e s s ?  
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B P :  W e  c o n t i n u e  t o  h a v e  a  s t r a t e g y  t h a t  d e p e n d s  o n  
d e l i v e r i n g  l e a d e r s h i p  p r o d u c t s  o n  t h e  d e s k t o p  b a s e d  o n  t h e  I n t e l  
a r c h i t e c t u r e  f o r  o u r  c u s t o m e r s  a n d  w i l l  c o n t i n u e  w i t h  t h a t  
s t r a t e g y .  S o  t h e  r e a l  i s s u e  i s  w h a t ' s  t h e  m o s t  e f f i c i e n t  w a y  t o  
d e l i v e r  d e s k t o p s ,  m o b i l e  p r o d u c t s  a n d  s e r v e r s ,  t o  o u r  c u s t o m e r s .  
B r u c e  C l a f l i n  i s  c e r t a i n l y  e x a m i n i n g  a l l  o f  t h e  e l e m e n t s  o f  t h a t  
q u e s t i o n  t o  m a k e  s u r e  t h a t  w e  c a n  d o  a  m o r e  c o m p e t i t i v e  j o b  i n  
t e r m s  o f  t h a t  e x e c u t i o n .  T h a t  b e i n g  s a i d  I  s h o u l d  p o i n t  o u t  t h a t  
o n e  o f  t h e  r e a s o n s  t h a t  y o u  s e e  i n  t h a t  r e v e n u e  i s  t h a t  i n  t h e  
S t a t e s  w e  v e r y  m u c h  s t o p p e d  p u t t i n g  a  p r o d u c t  i n t o  t h e  c h a n n e l ,  
o r  a t  l e a s t  r e d u c e d  t h e  r a t e  i n  w h i c h  w e  w e r e  p u t t i n g  p r o d u c t  
i n t o  t h e  c h a n n e l ,  a n d  w e  f o c u s e d  o n  s e l l i n g  p r o d u c t  o u t  o f  t h e  
c h a n n e l s  a n d  q u i t e  s u c c e s s f u l l y ,  a b o u t  2 0 %  g r o w t h  i n  t h e  r e v e n u e s  
o u t  o f  t h e  c h a n n e l .  S o  i t  w a s  p r i m a r i l y  a  U S  i s s u e .  W e  h a d  
g r o w t h  i n  E u r o p e  a n d  A s i a  i n  t h e  P C  b u s i n e s s .  S o  t h e  i s s u e  f o r  
D i g i t a l  i s  w e ' v e  g o t  t o  g e t  b a c k  i n  c o n t r o l  o f  t h e  i n v e n t o r i e s  i n  
t h e  c h a n n e l .  B r u c e  m a d e  a  l o t  o f  p r o g r e s s  o n  t h a t  d u r i n g  t h e  
q u a r t e r  j u s t  e n d e d ,  h e ' l l  m a k e  s o m e  m o r e  p r o g r e s s  i n  Q l  a n d  b y  
t h e  e n d  o f  Q 2 ,  w h i c h  i s  t h e  D e c e m b e r  q u a r t e r ,  I  e x p e c t  t h a t  t h e  
P C  b u s i n e s s  w i l l  b e  o n  t h e  b r e a k e v e n  o r  p r o f i t a b l e .  T h a t ' s  h i s  
o b j e c t i v e  a n d  m y  o b j e c t i v e  a n d  h e  c e r t a i n l y  f o c u s e d  o n  i t .  I  
b e l i e v e  t h a t  w e ' v e  g o t  t i m e  f o r  o n e  m o r e  q u e s t i o n  o r  t w o .  W h a t  
d o  w e  h a v e ?  

D K :  O n e  m o r e  q u e s t i o n .  

B P :  O n e  m o r e ,  O K .  

O P :  D a v i d  B r o u s s e l ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  
f o l l o w e d  b y  y o u r  q u e s t i o n .  D a v i d  B r o u s s e l .  T e r r y  S h a n n o n ,  
p l e a s e  s t a t e  y o u r  f o l l o w  u p  q u e s t i o n .  

B P :  I ' m  s o r r y ,  I  c a n ' t  h e a r  t h e  q u e s t i o n .  

O P :  T h e r e  w a s  n o  q u e s t i o n .  M o l l y  W i l l i a m s ,  p l e a s e  s t a t e  
y o u r  f o l l o w  u p  q u e s t i o n .  

M W :  H i .  B o b ,  I  h a d  a n o t h e r  q u e s t i o n  f o r  y o u  o n  t h e  P C  
c o m p a n y .  A s  y o u ' r e  g o i n g  t o  b e  r u n n i n g  i t ,  c a n  y o u  t a l k  a  l i t t l e  
b i t  m o r e  s p e c i f i c a l l y  a b o u t  w h a t  c h a n g e s  y o u ' r e  g o i n g  t o  m a k e  
i n  o r d e r  t o  g e t  t o  t h e  b r e a k e v e n  l e v e l  a n d  c o u l d  y o u  ] u s t  r e p e a t  
w h i c h  q u a r t e r  y o u  e x p e c t  t o  b e  a t  t h e  b r e a k e v e n  o r  p r o f i t a b l e  
l e v e l ?  

B P :  A c t u a l l y ,  I ' m  n o t  r u n n i n g  i t ,  M o l l y .  B r u c e  C l a f l i n  i s  
r u n n i n g  i t  b u t  B r u c e  i s  r e p o r t i n g  d i r e c t l y  t o  m e .  I ' m  v e r y  
p l e a s e d  w i t h  B r u c e ,  h e ' s  a n  i m p r e s s i v e  e x e c u t i v e ,  h e  s  j u m p e d  
a t  a  t o u g h  t i m e .  W h e n  h e  c a m e ,  D i g i t a l  t h i n g s  d e t e r i o r a t e d  
r a p i d l y ,  n o t  h i s  m a k i n g ,  b u t  h e ' s  j u m p e d  i n  t h e r e  t o  s t a r t  
g e t t i n g  a  h a n d l e  o n  i t  a n d  f i x i n g  i t .  W e ' v e  b e g u n  t o  r e d u c e  o u r  
e x p e n s e s  s i g n i f i c a n t l y  i n  t h e  P C B U ,  w e ' v e  b e g u n  t o  m a n a g e  o u r  
c h a n n e l s  m u c h  m o r e  a g g r e s s i v e l y  t o  g e t  t h o s e  _  i n v e n t o r i e s  d o w n  t o  
c o m p e t i t i v e  l e v e l s ,  a n d  w e ' v e  s e t  a n  a g g r e s s i v e  i m p r o v e m e n t  p l a n .  
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W e  s h o u l d  s e e  i m p r o v e m e n t  i n  Q l  v e r s u s  Q 4  a n d  w e  s h o u l d  s e e  
b r e a k e v e n  b y  t h e  e n d  o f  t h e  c a l e n d a r  y e a r ,  w h i c h  i s  f o r  u s  t h e  
f i s c a l  s e c o n d  q u a r t e r .  S o  I  t h i n k  B r u c e  h a s  g o t  a  c l e a r  
s t r a t e g y ,  h e  k n o w s  w h a t  h e  w a n t s  t o  d o ,  w e ' r e  c o n t i n u i n g  t o  
i n v e s t ,  w e  w a n t  t o  f o c u s  o n  t h o s e  a r e a s  w h e r e  w e  c a n  r e a l l y  
d i f f e r e n t i a t e  o u r s e l v e s  w h i c h ,  a s  y o u  k n o w ,  i s  i n  t h e  s e r v e r  a n d  
b a l a n c e d  s y s t e m s  a r e a .  W e ' l l  c o n t i n u e  t o  d e l i v e r  c o m p e t i t i v e  
d e s k t o p s  a n d  m o b i l e  p r o d u c t s .  W e ' v e  d o n e  a  g o o d  j o b ,  f r a n k l y ,  i n  
t h e  d e s i g n  a n d  m a n u f a c t u r i n g  o f  o u r  p r o d u c t s .  I ' m  n o t  a t  a l l  
d i s a p p o i n t e d  i n  t h e  q u a l i t y  o f  t h e  p r o d u c t s ,  t h e  d e s i g n  f e a t u r e s ,  
n o r  i s  t h e  m a r k e t .  T h e y ' v e  b e e n  v e r y  w e l l  r e c e i v e d ;  m o b i l e ,  
d e s k t o p  a n d  s e r v e r .  B u t  i n  m a n a g i n g  o u r  s a l e s  c h a n n e l s  w e  d i d  a  
v e r y  p o o r  j o b  a n d  w e  g o t  c a u g h t  w i t h  s o  m u c h  i n v e n t o r y ,  w h e n  
p r i c e s  d e c l i n e d  m o r e  a g g r e s s i v e l y  t h a n  a n y b o d y  h a d  f o r e c a s t e d ,  
D i g i t a l  w a s  m o r e  a d v e r s e l y  i m p a c t e d  b e c a u s e  o f  t h a t  e x c e s s  
i n v e n t o r y  o u t  t h e r e  i n  t h e  c h a n n e l s  a n d  t h e  n e e d  t o  p r i c e  p r o t e c t  
o u r  p a r t n e r s .  S o  w e  k n o w  w h a t  w e  n e e d  t o  d o ,  i t ' s  n o t  a  f a t a l  
k i n d  o f  i s s u e ,  t h i s  i s  s o m e t h i n g  y o u  c a n  u n d e r s t a n d ,  i t ' s  
f i x a b l e ,  i t ' s  c o n t a i n a b l e ,  a n d  w e ' v e  g o t  g o o d  m a n a g e m e n t  l e a d i n g  
t h e  f i x e s  s o  I ' m  o p t i m i s t i c  t h a t  B r u c e  w i l l  a c h i e v e  h i s  o b j e c t i v e  
a t  t h e  e n d  o f  t h e  c a l e n d a r  y e a r .  

W i t h  t h a t  I  n e e d  t o  w r a p  u p  h e r e .  I  h o p e  t h a t  y o u ' v e  h e a r d  
w e ' r e  v e r y  c o n f i d e n t  a b o u t  o u r  f u t u r e ,  w e ' v e  m a d e  a  l o t  o f  
p r o g r e s s  s i n c e  ' 9 4  i n  p a r t i c u l a r .  W e  h a d  a  $ 2 5 8  m i l l i o n  p r o f i t  
i m p r o v e m e n t  o v e r  ' 9 5 ,  b e f o r e  r e s t r u c t u r i n g .  W e  h a d  t h e  f i r s t  
g r o s s  m a r g i n  i m p r o v e m e n t  i n  f i v e  y e a r s  a n d  p r o d u c t  g r o s s  m a r g i n ,  
f i r s t  i m p r o v e m e n t s  i n  e i g h t  y e a r s .  S o ,  c l e a r l y ,  a  l o t  o f  o u r  r e -
e n g i n e e r i n g  h a s  w o r k e d  .  .  .  

B P ;  . . .  m a n u f a c t u r i n g  s i d e .  W e  h a d  t h e  h i g h e s t  c a s h  
f r o m  o p e r a t i o n s  i n  f i v e  y e a r s .  W e  e n d e d  t h e  y e a r  w i t h  $ 2  b i l l i o n  
w o r t h  o f  c a s h ,  w h i c h  i s  p l e n t y  f o r  t h e  r e s t r u c t u r i n g  e f f o r t s  
w e ' v e  a n n o u n c e d ,  a s  w e l l  a s  t h e  s t o c k  b u y  b a c k  p r o g r a m  t h a t  w e n t  
o u t .  T h a t  w e  f e e l  t h a t  a s  f a r  a s  t h e  c o r e  p r o d u c t s  o f  t h e  
c o m p a n y  a n d  t h e  s t r a t e g y  o f  t h e  c o m p a n y  w e ' r e  o n  t h e  r i g h t  t r a c k .  
W e  t h i n k  t h e  n u m b e r s  r e f l e c t  t h a t  a n d  t h e  a c c e p t a n c e  o f  o u r  
p r o d u c t s  a n d  s e r v i c e s  w i l l  c o n t i n u e .  S o  w e ' r e  p r e d i c t i n g  t h a t  
D i g i t a l  w i l l  r e t u r n  t o  a  l e v e l  o f  c o m p e t i t i v e  p r o f i t a b i l i t y  
w i t h i n  t h e  n e x t  c o u p l e  o f  y e a r s  f o r  s u r e  w i t h  t h e s e  s t r a t e g i e s .  
S o  I  w a n t  t o  t h a n k  y o u  v e r y  m u c h  f o r  y o u r  a t t e n t i o n  a n d  c a l l i n g  
i n  a n d  f o l l o w i n g  t h e  c o m p a n y .  

D K :  T h a t  c o n c l u d e d  t o d a y ' s  t e l e c o n f e r e n c e .  T h a n k  y o u  o n c e  
a g a i n  f o r  j o i n i n g  u s .  D i g i t a l  w i l l  d i s t r i b u t e  a  v i d e o  b - r o l l  
p a c k a g e  w i t h  s o u n d  b y t e s  f r o m  B o b  P a l m e r  a t  2 : 0 0  p . m .  P l e a s e  
c a l l  M i c h e l l e  H o e y  a t  5 0 8 - 4 9 3 - 0 2 9 5  f o r  f u r t h e r  d e t a i l s .  I f  a n y  
o f  y o u  e n c o u n t e r e d  t e c h n i c a l  d i f f i c u l t i e s  t h e r e  i s  a  p o s t  v i e w  
l i n e  o p e n  f r o m  1 2 : 3 0  t o  2 : 3 0 .  T h e  d i a l  i n  n u m b e r  i s  8 0 0 - 6 3 3 - 8 2 8 4  
i n  t h e  U S  a n d  3 0 3 - 4 4 6 - 5 3 9 9  f o r  i n t e r n a t i o n a l  c a l l e r s .  T h e  
r e f e r e n c e  n u m b e r  i s  1 8 3 0 2 5 5  .  I f  y o u  h a v e  a n y  f o l l o w  u p  q u e s t i o n s  
I  c a n  b e  r e a c h e d  a t  5 0 8 - 4 9 3 - 2 1 9 5 .  T h a n k  y o u .  
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O P :  L a d i e s  a n d  g e n t l e m e n ,  t h a t  d o e s  c o n c l u d e  o u r  c o n f e r e n c e  
f o r  t o d a y .  Y o u  m a y  a l l  d i s c o n n e c t  a n d  t h a n k  y o u  f o r  p a r t i c i p a t i n g .  

E N D  O F  T E L E C O N F E R E N C E  + + + 
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Operator: 

Welcome to the Digital Equipment conference call. The primary 
speakers will be DIGITAl's Chairman, Bob Palmer and Vin Mullarkey, 
Vice President and CFO. Dan Kaferle, Director of Public Relations at 
DIGITAL, is your chairperson. As a reminder, this conference is being 
recorded today, Thursday, January 16, 1997. Mr. Kaferle, please go 
ahead. 

Dan Kaferle: 

Good morning and thank you for joining us. Our earnings announcement 
was released at 7:00 this morning and is available on PR Newswire and 
the Business Wire. As you are aware, I have with me Bob Palmer and 
Vin Mullarkey. After opening remarks by Bob and Vin, we will open the 
session up for questions. The teleconference will conclude promptly 
at 11:15. 

Before we begin, I want to state that comments made in this_ 
teleconference which are not historic fact are forward-looking 
statements, as that term is defined in the Private Securities 
Litigation Reform Act of 1995 . All forward-looking statements are 
subject to the risks and uncertainties which could cause actual 
results to differ from those projected. Such risks and uncertainties 
are discussed more fully on the company's latest quarter y repor o 
form 10K and the company's other filings with the Securities 
Exchange Commission. 

Now, it's my pleasure to introduce DIGITAL'S Chairman, Bob Palmer. 

Bob Palmer: 

Good morning and thank you for joining us today. As you Jromthe 
Dress release we issued this morning, DIGITAL reported net income 
$32 million for our second fiscal quarter, or 15 cents per common 
share. AS we told you in October, we knew that the comparison wit 
last vear's very strong second quarter, when we earned 91 cents a 
share would be a difficult one. But our goal was to recover from our 
first'quarter results, grow our revenue sequentially and return 
Drofitabilitv I'm pleased to say that we did accomplish those 

9b I'm satisfied with our improvement on a sequential basis, and 
rm confident that we'll continue to improve durin, the second half of 

the year. 
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S e v e r a l  f a c t o r s  c o n t r i b u t e d  t o  o u r  i m p r o v e d  r e s u l t s .  W h i l e  t h e  
c h a n g e s  w e  m a d e  i n  o u r  w o r l d w i d e  c o v e r a g e  m o d e l  c r e a t e d  d i s r u p t i o n s  i n  
Q l ,  t h e  o r g a n i z a t i o n  w a s  m o r e  s t a b l e  d u r i n g  t h e  s e c o n d  q u a r t e r ,  a n d  a s  
a  r e s u l t  w e  w e r e  m o r e  f o c u s e d  o n  e x e c u t i o n .  T h e  e x p a n s i o n  o f  d i r e c t  
c o v e r a g e  f r o m  1  ,  0 0 0  t o  2 ,  5 0 0  a c c o u n t s  i s  b e g i n n i n g  t o  p r o d u c e  r e s u l t s .  
W e  s a w  o r d e r  g r o w t h  i n  b o t h  m e d i u m - s i z e d  a c c o u n t s  a n d  i n  o u r  l a r g e s t  
g l o b a l  a n d  n a t i o n a l  a c c o u n t s ,  w h e n  c o m p a r e d  t o  l a s t  y e a r .  A n d  w e ' r e  
r o l l i n g  o u t  n e w  s a l e s  t o o l s  t h a t  w i l l  h e l p  t h e  s a l e s  f o r c e  b e c o m e  e v e n  
m o r e  p r o d u c t i v e  i n  s e r v i n g  c u s t o m e r s .  

A t  t h e  s a m e  t i m e ,  w e  c o n t i n u e  t o  s t r e n g t h e n  o u r  r e l a t i o n s h i p  w i t h  
d i s t r i b u t i o n  p a r t n e r s  w h o  h a v e  r e s p o n d e d  p o s i t i v e l y  t o  o u r  n e w  
c o v e r a g e  m o d e l .  F o r  e x a m p l e ,  o u r  l a r g e s t  s y s t e m s  d i s t r i b u t i o n  
p a r t n e r ,  P i o n e e r ,  h a d  a  r e c o r d  q u a r t e r  s e l l i n g  D I G I T A L  p r o d u c t s  a n d  
s e r v i c e s .  B u t  w e ' r e  s t i l l  o n e  o r  t w o  q u a r t e r s  a w a y  f r o m  r e a l i z i n g  t h e  
f u l l  b e n e f i t  o f  t h e s e  c h a n g e s .  F o r  e x a m p l e ,  a l t h o u g h  A l p h a  s y s t e m s  
r e v e n u e  i n c r e a s e d  3 3  p e r c e n t  f r o m  t h e  f i r s t  q u a r t e r ,  t o t a l  A l p h a  
r e v e n u e  w a s  u p  o n l y  1  p e r c e n t  o n  a  y e a r - o v e r — y e a r  b a s i s .  T h i s  d u e  i n  
p a r t  t o  w e a k e r  A l p h a  s a l e s  i n  E u r o p e .  I n  a d d i t i o n  t o  t h e  c o n t i n u i n g  
e f f e c t s  o f  o u r  s a l e s  c h a n g e s ,  w e  a l s o  h a d  a  t e m p o r a r y  s u p p l y  c o n t r a m t  
a t  t h e  e n d  o f  t h e  q u a r t e r  t h a t  a f f e c t e d  t h e  s h i p m e n t  o f  h i g h e r  
p e r f o r m a n c e  A l p h a  s y s t e m s .  I  v i e w  t h i s  s l o w d o w n  i n  A l p h a ' s  g r o w t h  a s  
a  s h o r t - t e r m  i s s u e  t h a t  w i l l  b e  r e s o l v e d  a s  w e  f u r t h e r  s t r e n g t h e n  o u r  
s a l e s  a n d  m a r k e t i n g ,  a n d  b r i n g  o u r  s u p p l y  i n  l i n e  w i t h  s t r o n g  s e r v e r  
d e m a n d .  

The  s t ronges t  gr ow th  was  i n  Alpha  s ervers ,  wh ich  were  up  4 3  percent ,  
s equent ia l l y ,  a t  1 3  percent  over  the  same  quar ter  l a s t  year .  In  t ac t ,  
our  Alpha  in s ta l l e d  base  now to ta l s  mor e  than  2 7 5 , 0 0 0  sys t e ms  and  
t o ta l  cumu la t iv e  Alpha  produc t  and  s erv i ce  revenues  exceed  $ 1 2  
mil l i on .  
Our  succes s  t o  da te  r e f l e c t s  A lpha ' s  con t i n u ed  l eadersh ip  in  bo th  
per formance  and  pr i ce  per f ormance ,  and  we ' re  de termined  t o  bu i l d  
add i t i ona l  vo lume  dema nd  f or  our  A lpha-bas ed  produc t s .  Las t  wee k  we  
announced  subs ta nt ia l  p r i ce  reduc t ions  on  A lpha  s ta t i on  and  Alpha  
s erver  sy s t ems .  Th i s  w i l l  enab le  even  more  cus tomers  in  a  bro a der  
r ange  o f  marke t s  t o  l evera ge  the  l eadersh ip  p la t form and  p r i ce  
per formance  advantages  o f  the  Alpha  p la t form.  

Y o u  k n o w ,  A l p h a  i s  t h e  o n l y  R I S C  m i c r o p r o c e s s o r  t o d a y ,  a n d  f o r  a t  
l e a s t  t h e  n e x t  c o u p l e  o f  y e a r s ,  t h a t  h a s  t h e  c o m m i t m e n t  o f  W i n d o w s  N T  
s u p p o r t  f r o m  M i c r o s o f t .  M o t o r o l a  a n d  I B M  h a v e  d r o p p e d  p o w e r  
s u p p o r t  f o r  N T  a n d  M i c r o s o f t  s t o p p e d  N T  d e v e l o p m e n t  f r o m  I P s .  T h a t  
m e a n s  t h a t  D I G I T A L  i s  t h e  o n l y  c o m p a n y  t h a t  c a n  j u s ' t o m e r s  _  
s i g n i f i c a n t  W i n d o w s  N T  p e r f o r m a n c e  a n d  s G a l a b r i i t y  b e y o n d  t h e  h i g h  e  
of the Intel architecture. In our view, that provides <a cle^ opem g 
t o  u n d e r s c o r e  A l p h a ' s  a d v a n t a g e s  a n d  t o  i n c r e a s e  d e m a n d  f o r  A l p h a  
s y s t e m s .  O u r  c o m p e t i t i v e  e d g e  w i l l  b e  e v e n  s h a r p e r  w h e n  
r e l e a s e s  i t s  6 4 - b i t  v e r s i o n  o f  W i n d o w s  N T  f o r  A l p h a .  
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O n e  o f  o u r  m o s t  i m p o r t a n t  s u c c e s s  s t o r i e s  f o r  t h e  s e c o n d  q u a r t e r  w a s  
t h e  p e r f o r m a n c e  o f  t h e  p e r s o n a l  c o m p u t e r  b u s i n e s s  u n i t .  A s  y o u  m a y  
r e c a l l ,  w e  s a i d  l a s t  s u m m e r  t h a t  o u r  g o a l  f o r  D I G I T A L ' S  P C  b u s i n e s s  
w a s  t o  b r e a k  e v e n  i n  t h e  s e c o n d  q u a r t e r .  I t  w a s  a  v e r y  a g g r e s s i v e  
g o a l ,  b u t  B r u c e  C l a f l i n  a n d  h i s  t e a m  e x c e e d e d  i t ,  d e l i v e r e d  a  p r o f i t  
f o r  t h e  q u a r t e r  a n d  a c h i e v e d  a l l  o f  t h e i r  k e y  o p e r a t i o n a l  g o a l s .  T h a t  
i s  a  s i g n i f i c a n t  t u r n - a r o u n d  f r o m  t h e  b e g i n n i n g  o f  t h e  c a l e n d a r  y e a r ,  
w h e n  a n  o v e r s u p p l y  o f  i n v e n t o r y  i n  t h e  c h a n n e l  a n d  r a p i d l y  d e c l i n i n g  
P C  p r i c e s  s e v e r e l y  a f f e c t e d  D I G I T A L ' S  g r o w t h  a n d  p r o f i t a b i l i t y .  

I t ' s  t h e  r e s u l t  o f  s i g n i f i c a n t  i m p r o v e m e n t s  i n  o p e r a t i o n a l  m a n a g e m e n t  
a n d  a  s t r a t e g y  f o c u s e d  o n  e s t a b l i s h i n g  D I G I T A L  a s  t h e  l e a d e r  i n  ^  
p r o v i d i n g  W i n d o w s  N T - b a s e d  s o l u t i o n s  f o r  t h e  e n t e r p r i s e .  D I G I T A L ' S  
I n t e l  b u s i n e s s  i s  a n  e s s e n t i a l  e l e m e n t  o f  o u r  o v e r a l l  W i n d o w s  N T  
s t r a t e g y  a n d  w e ' r e  p l e a s e d  w i t h  t h e  e x c e l l e n t  p r o g r e s s  t h a t  w e ' v e  
m a d e .  I n  f a c t ,  w e  a n n o u n c e d  y e s t e r d a y  t h a t  D I G I T A L  w o n  a  c o n t r a c t  
w o r t h  u p  t o  $ 1 . 5  b i l l i o n  o v e r  t h e  n e x t  f i v e  y e a r s  t o  p r o v i d e  P C  
h a r d w a r e  a n d  s o f t w a r e  t o  t h e  U . S .  D e p a r t m e n t  o f  V e t e r a n s  A f f a i r s  a n d  
o t h e r  c i v i l i a n  a n d  D e f e n s e  a g e n c i e s .  

T h e  i m p r o v e d  p e r f o r m a n c e  b y  o u r  P C  b u s i n e s s  i s  a  g o o d  e x a m p l e  o f  t h e  
p r o g r e s s  t h a t  w e ' r e  m a k i n g  i n  e x e c u t i n g  o u r  o p e r a t i o n a l  p l a n s  m o r e  
e f f e c t i v e l y .  O f  c o u r s e ,  t h e  r e a l  t e s t  f o r  D I G I T A L  i s  o u r  a b i l i t y  t o  
e x e c u t e  o u r  b u s i n e s s  s t r a t e g i e s ,  t o  t u r n  o u r  l e a d e r s h i p  p r o d u c t s  a n d  
s e r v i c e s ,  s t r a t e g i c  a l l i a n c e s  a n d  b u s i n e s s  p a r t n e r s h i p s  i n t o  l o n g - t e r m  
g r o w t h  a n d  p r o f i t a b i l i t y .  O n e  r e a s o n  I ' m  c o n f i d e n t  a b o u t  o u r  l o n g  
t e r m  p r o s p e c t s  i s  t h e  p r o g r e s s  t h a t  w e ' r e  m a k i n g  i n  e x e c u t i n g  t h o s e  
s t r a t e g i e s  a n d  i m p l e m e n t i n g  t h e  g o - t o - m a r k e t  p l a n s  t h a t  w e  d i s c u s s e d  
w i t h  y o u  i n  S e p t e m b e r .  

I ' d  l i k e  t o  t a k e  a  c o u p l e  o f  m i n u t e s  t o  g i v e  y o u  a  f e w  a d d i t i o n a l  
e x a m p l e s  o ?  t h e  s u c c e s s  t h a t  w e ' r e  h a v i n g .  O v e r a l l ,  o u r  U N I X  b u s i n e s s  
c o n t i n u e s  t o  g r o w .  O n e  o f  o u r  k e y  g r o w t h  o p p o r t u n i t i e s  i n  t h e  U N I X  
m a r k e t  i s  D a t a  W a r e h o u s e  S o l u t i o n s ,  w h i c h  b u i l d s  o n  o u r  s t r a t e g i c  
a l l i a n c e  w i t h  O r a c l e  a n d  o u r  i m p o r t a n t  p a r t n e r s h i p s  w i t h  o t h e r  
d a t a b a s e  s o f t w a r e  v e n d o r s  l i k e  I n f o r m i x ,  S y b a s e  a n d  S o f t w a r e  A F .  
e x a m p l e ,  A D T ,  o n e  o f  t h e  n a t i o n ' s  l e a d i n g  p r o v i d e r s  o f  s e c u r i t y  
s y s t e m s ,  a w a r d e d  D I G I T A L  a  $ 3 3  m i l l i o n  c o n t r a c t  t h a t  i n c l u d e s  a  l a r g e  
d a t a  w a r e h o u s e ,  a s  w e l l  a s  t h e  i n f r a s t r u c t u r e  f o r  s i x  r e g i o n a l  c a l l  
c e n t e r s ,  a l l  u s i n g  D I G I T A L ' S  h i g h - p e r f o r m a n c e  A l p h a S e r v e r  8 4 0 0  
s y s t e m s .  O t h e r  m a j o r  D a t a  W a r e h o u s e  w i n s  d u r i n g  t h e  q u a r t e r ,  t n e  
s e c o n d  q u a r t e r ,  i n c l u d e  t h e  D u t c h  P T T ,  B l u e  S h i e l d  o f  N o r t h e r n  
C a l i f o r n i a  a n d  H u m a n  R e s o u r c e s  D e v e l o p m e n t  o f  C a n a d a .  

G r o w t h  i n  o u r  W i n d o w s  N T  b u s i n e s s  r e f l e c t s  i n c r e a s i n g  m a r k e t  
r e c o g n i t i o n  o f  o u r  l e a d e r s h i p  p r o d u c t s  a n d  e s p e c i a l l y  o u r  s e r v i c e s  
a n d  t h e  v a l u e  o f  o u r  s t r a t e g i c  a l l i a n c e  w i t h  H i  « ? « » " •  «  ° ? ? A ° f a ° U  

t a r a e t e d  m a r k e t s ,  m a i l  a n d  m e s s a g i n g ,  w e  a r e  e s t a b l i s h i n g  D I G I T A L  a s  
t h e  l e a d e r  i n  d e l i v e r i n g  s o l u t i o n s  b a s e d  o n  M i c r o s o f t  ^ x e h a n g e  a n d  
W i n d o w s  N T .  W h a t  d i s t i n g u i s h e s  O I G H A L  f r ° m  c o m p e t i  o r s  
a b i l i t y  t o  p r o v i d e  c o n s i s t e n t  d e s i g n  a n d  i m p l e m e n t a t i o n  s e r v i c e s  
w o r l d w i d e  b a s i s ,  a s  w e l l  a s  t h e  h i g h l y  s c a l a b l e  s e v e r s ,  m a i l  
b a c k b o n e s  a n d  d i r e c t o r y  s e r v i c e s  t h a t  a r e  n e c e s s a r y  t o  r u n  E x c  g  
a n d  N T  t h r o u g h o u t  t h e  e n t e r p r i s e .  
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J u s t  s i n c e  S e p t e m b e r ,  w e ' v e  w o n  s e v e r a l  m a j o r  c o n t r a c t s ,  b e g i n n i n g  
w i t h  t h e  1 2 0  ,  0 0 0 - y e a r  w i n  a t  L o c k h e e d - M a r t i n .  D u r i n g  t h e  s e c o n d  
q u a r t e r ,  D I G I T A L  a n d  M i c r o s o f t  w o n  a  l a r g e  c o n t r a c t  t o  d e s i g n  a n d  
i m p l e m e n t  B r i t i s h  T e l e c o m ' s  n e x t  g e n e r a t i o n  m e s s a g i n g  s y s t e m .  T h i s  

E x c h a n g e  s o l u t i o n  w i l l  s e r v e  1 0 0  ,  0 0 0  i n t e r n a l  B T  u s e r s .  W e  a l s o  w o n  
E x c h a n g e  a c c o u n t s  a t  V o l k s w a g e n  a n d  N o r t h e r n  T e l e c o m ,  a n d  m a n y  o t h e r  
s u c h  o p p o r t u n i t i e s  a r e  u n d e r  a c t i v e  d i s c u s s i o n  w o r l d w i d e .  A n o t h e r  
a r e a  w h e r e  w e ' r e  b u i l d i n g  a  l e a d e r s h i p  p o s i t i o n  i s  m  t h e  m a r k e t  f o r  
W i n d o w s  N T - b a s e d  p e r s o n a l  w o r k s t a t i o n s .  J u s t  l a s t  w e e k ,  w e  a n n o u n c e d  
t w o  n e w  m o d e l s  b a s e d  o n  o u r  f a s t e s t  6 4 - b i t  A l p h a  m i c r o p r o c e s s o r .  

W h i l e  o u r  c o m p e t i t o r s  a r e  j u s t  s h i p p i n g  t h e i r  f i r s t  e v e r  N T  p e r s o n a l  
w o r k s t a t i o n s ,  D i g i t a l  i s  r o u n d i n g  o u t  i t s  s e c o n d  g e n e r a t i o n  o f  b o t h  
I n t e l  a n d  A l p h a - b a s e d  s y s t e m s .  I n  f a c t ,  w e ' v e  a l r e a d y  s h i p p e d  5 0 , 0 0 0  
N T  p e r s o n a l  w o r k s t a t i o n s  w o r l d w i d e ,  m o r e  t h a n  a n y  o t h e r  v e n d o r ,  
a r e  a l s o  s o l i d i f y i n g  D I G I T A L ' S  r e p u t a t i o n  a s  a  l e a d e r  i n  p r o v i d i n g  
i n t e r n e t  s o l u t i o n s  f o r  t h e  e n t e r p r i s e  t h a t  b u i l d  o n  o u r  * ° ^ w a r e , ,  
p l a t f o r m s ,  s e r v i c e s  a n d  p a r t n e r s h i p s .  D u r i n g  t h e  l a s t  q u a r t e r ,  
c e l e b r a t e d  t h e  f i r s t  a n n i v e r s a r y  o f  D I G I T A L  s  _  A l t a V i s t a  ^ a r c  
s e r v i c e ,  w h i c h  i s  n o w  a c c e s s e d  m o r e  t h a n  2 4  m i l l i o n  t i m e s  
w e e k d a y ,  m a k i n g  i t  t h e  m o s t  h e a v i l y  u s e d  s e a r c h  a n d  i n d e x  s e r v i c e  
t h e  W o r l d  W i d e  W e b .  

A l s o ,  a n  i n c r e a s i n g  n u m b e r  o f  I n t e r n e t  s e r v i c e  P r o v i ^ e ^ o ^ e n ^ ° ° ^ g 9  

o u r  h i g h - p e r f o r m a n c e  G I G A s w i t c h  a s  t h e  c o r n e r s t o n e  o f  t h e "  n ® 5  
D I G I T A L  d e l i v e r s  a  c o m p l e t e  r a n g e  o f  I n t e r n e t  s e r v i c e s ,  
s t r e n g t h s  i s  i n  p r o v i d i n g  I n t e r n e t  s o l u t i o n s  t o  o u r  n e t w o r k  a n d  
s y s t e m s  i n t e g r a t i o n  s e r v i c e s  b u s i n e s s .  W e  h a v e  J " ™  i v e  
p e o p l e  c o m m i t t e d  t o  I n t e r n e t  s o l u t i o n s  d e v e l o p m e n t  a n d  a n  j g g r e s s i v e  
D e m a n d  G e n e r a t i o n  p r o g r a m  t a r g e t e d  a t  l a r g e  a n d  m e d i u m  e n t e  p r i s e s .  
T o g e t h e r  w i t h  M i c r o s o f t ,  w e  a r e  w i n n i n g  b u s i n e s s  w i t h  c o m p a n l e s  l i k e  
S i n g a p o r e  C a b l e V i s i o n  a n d  P o s t  N e w s w e e k ,  w h o  h a v e  c h o s e n  D I G I T A L  t o  
i m p l e m e n t  M i c r o s o f t ' s  p a c k a g e  o f  I n t e r n e t  s e r v e r  a p p l i c a t i o n s .  

O p e r a t i o n s  M a n a g e m e n t  S e r v i c e s  c o n t i n u e s  t o  g a i n  m o m e n t u m .  D u r i n g  Q 2 ,  
Se  s igneS  a  $70 9 mi l l i on  con t r ac t  w i th  T ransAl t a  U t i l i t i e s  o f  Ca nada  t o  
m a n a g e  i t s  i n f o r m a t i o n  t e c h n o l o g y  e n v i r o n m e n t .  A n d  w ° *  
v e a r  c o n t r a c t  t o  p r o v i d e  a  c o m p l e t e  m u l t i v e n d o r  s u p p o r t  p r o g r a m  f o r  
HA M o? or  Compan? .  Me  a l so  con t i nue  t o  bu i l d  ex t e r n a l  momen tum i n  
o u r  s emiconduc to r  bus ine s s .  I n  e a r l y  De c e mbe r  we  p ro d u ced -  we  
r e d u c e d  p r i c e s  s u b s t a n t i a l l y  o n  A l p h a  m i c r o p r o c e s s o r s ,  a  m ° v e  t h a t  
ben" ;  Shi enhance  t he  a t t r a c t i venes s  o f  ou r  p roduc t s  t o  o the r  
v e n d o r s  w h o  w a n t  t o  t a p  t h e  e x p a n d i n g  m a r k e t  f o r  t h e  W i n d o w s  N T  i n _ _  
a d d i t i o n ,  a  g r o w i n g  l i s t  o f  c o m p a n i e s  a n n ° u n c e d ^ a ^ p ^ a ^ J  e  r n e t  
h a v e  c h o s e n  o u r  S t r o n g A R M  m i c r o p r o c e s s o r  t o  p o w e r  t h e i r  I n t e r n e  
a o o l i c a t i o n s  a n d  t h e n - c l i e n t  c o m p e t i n g  p r o d u c t s  A p p l e  C o m p u t e  ,  f o r  a p p l i c a t i o n s  a n d  t h e n - c l i e n t  c o m p e t i n g  p r o d u c e s .  M i c r o s o f t  
P x a m o l e  s e l e c t e d  S t r o n g A R M  f o r  i t s  n e w  M e s s a g e P a d  2 0 0 0  .  M i c r o s o r c  
a n n o u n c e d  t h a t  i t ' s  p o r t i n g  _  t h e  n e w  ^ ^ " a c c S S n ^ f o r  a l m o s t  
S t r o n g A R M .  A n d  f i v e  c o m p a n i e s ,  i n c l u d i n g  t w o  t  a n n o u n c e d  
8 0  p e r c e n t  o f  t h e  w o r l d ' s  c o m p u t e r  t e r m i n a l  s a l e s  h a v e  a n n o u n c e  
I n t e r n e t  a p p l i a n c e ,  b a s e d  o n  S t r o n g A R M .  
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A s  I  s a i d  e a r l i e r ,  I ' m  s a t i s f i e d  w i t h  t h e  i m p r o v e m e n t s  w e  d e m o n s t r a t e d  
o v e r  Q l .  I n  t h e  s h o r t  t e r m ,  o u r  g o a l  i s  s t e a d y  i m p r o v e m e n t ,  l e a d i n g  
t o  t h e  i n t e r m e d i a t e  f i n a n c i a l  t a r g e t s  t h a t  w e  o u t l i n e d  l a s t  s u m m e r .  
O v e r  t h e  l o n g  t e r m ,  o u r  o b j e c t i v e  i s  t o  a c h i e v e  l e v e l s  o f  g r o w t h  a n d  
p r o f i t a b i l i t y  t h a t  p l a c e  D I G I T A L  a m o n g  t h e  i n d u s t r y  l e a d e r s .  

T o  g e t  t h e r e ,  w e  n e e d  c o n s i s t e n t  i m p r o v e m e n t  a n d  e x e c u t i o n  a n d  t h a t  i s  
w h e r e  w e  w i l l  c o n t i n u e  t o  f o c u s  o u r  e f f o r t s  a c r o s s  t h e  c o m p a n y .  

N o w ,  I ' d  l i k e  t o  t u r n  i t  o v e r  t o  V i n  M u l l a r k e y ,  D I G I T A L ' S  C h i e f  
F i n a n c i a l  O f f i c e r .  

V i n  M u l l a r k e y :  

T h a n k  v o u ,  B o b ,  g o o d  m o r n i n g .  A s  B o b  h a s  i n d i c a t e d ,  w e  a r e  p l e a s e d  
w i t h  t h e  p r o g r e s s  m a d e  i n  t h e  s e c o n d  q u a r t e r .  O u r  f o c u s  o n  i m p r o v e  
e x e c u t i o n  i s  s h o w i n g  p o s i t i v e  r e s u l t s ,  a n d  I  a m  c o n f i d e n t  w e  a r e  o n  
t r a c k  o f  c o n t i n u o u s  i m p r o v e m e n t .  

W e  a c h i e v e d  m o s t  o f  o u r  o p e r a t i n g  g o a l s  f o r  t h i s  q u a r t e r .  W ® 1 ^ ' „ ^ v e  

o f  t h e s e  g o a l s  w e r e  h i g h l i g h t e d  d u r i n g  o u r  q u a r t e r  1  t e l e c o n f e r e n c e .  
T h e  f i r s t  g o a l  w a s  r e l a t i v e l y —  w a s  s e q u e n t i a l  r e v e n u e  g r o w t h .  
Q u a r t e r  2  i n c r e a s e d  1 5  p e r c e n t  v e r s u s  q u a r t e r  o n e ,  c o n s i s t e n t  w i t h  t h e  
g u i d a n c e  t h a t  w e  h a v e  g i v e n  p r e v i o u s l y .  A l t h o u g h  t h i s  r e v e n u e  
r e f l e c t s  a  d e c l i n e  f r o m  t h e  s e c o n d  q u a r t e r  o f  F Y  ' 9 6 .  W e  a r e  
g e n e r a l l y  p l e a s e d  w i t h  t h e  p r o g r e s s  b e i n g  m a d e  i n  o u r  s a l e s  a n d  
m a r k e t i n g  o p e r a t i o n s .  

T h e  n e x t  g o a l  w a s  r e l a t i v e  t o  g r o s s  m a r g i n s .  P r o d u c t  g r o s s  m a r g i n s  
i n c r e a s e d  t o  3 4 . 5  p e r c e n t ,  w h i c h  i s  c o n s i d e r a b l e  i m p r o v e m e n t  o v e r  b o t h  
t h e  f i r s t  q u a r t e r ,  a s  w e l l  a s  t h e  l a s t  t w o  y e a r s .  I ' m  a l s o  P h a s e d  
w i t h  s e r v i c e  g r o s s  m a r g i n s  o f  3 1  p e r c e n t .  W e  h a v e  b e g u n  t o  t u r n  t h e  
c o r n e r  t o w a r d  s e r v i c e  g r o s s  m a r g i n  i m p r o v e m e n t .  I  c o n t i n u e  t o  ®  d  
c o n f i d e n c e  i n  o u r  m a r g i n  i m p r o v e m e n t  p l a n s  a n d  e x p e c t  t o  s e e  c o n t  
i m p r o v e m e n t  d u r i n g  t h e  s e c o n d  h a l f  o f  f i s c a l  y e a r  ' 9 7 .  T h e  t h i r d  g o a l  
w a s  t o  b r e a k  e v e n  i n  t h e  P C  b u s i n e s s .  A s  B o b  p o i n t e d  o u r ,  t h i s  g o  
w a s  e x c e e d e d .  

I t  w a s  a l s o  a  g o a l  f o r  q u a r t e r  2  t o  i m p r o v e  t h e  S ^ t h  r a t e  o f  t h e  
A l p h a  S y s t e m s  r e v e n u e .  T h i s  g o a l  w a s  n o t  a c h i e v e d .  A l t h o u g h  
s e q u e n t i a l  g r o w t h  w a s  3 3  p e r c e n t ,  y e a r - o v e r - y e a r  g r o w t h  w a s  1  p e r c e n t .  
A l p h a  r e v e n u e s  i n  t h e  q u a r t e r  w e r e  n e g a t i v e l y  i m p a c t e  Y  t e :  
s u p p l y  s h o r t a g e  t h a t  l e d  t o  a  s h i p m e n t  s h o r t f a l l  o f  o v e r  $ 5 0  m i i i i o  ,  
a s  w e l l  a s  w e a k  p e r f o r m a n c e  i n  E u r o p e .  

A n d ,  o f  c o u r s e ,  o u r  f i f t h  g o a l  w a s  t o  b e  p r o f : i t a b l e  . O p e r a t i n g  
e x p e n s e s  w e r e  d o w n  6  p e r c e n t ,  y e a r - o v e r - y e a r .  C e l l i n g ,  g e n e r a l  a n  
a d m i n i s t r a t i v e  e x p e n s e s  w e r e  a t  $ 8 1 7  > E l « » c t  t h e  e f f e c t s  
o f  g o o d  c o n t r o l  a n d  f u r t h e r  r e s t r u c t u r i n g .  Q ? a ! ^ ® r  2  e n d i n g  
p o p u l a t i o n  w a s  a t  5 5 , 9 0 0 ,  a  n e t  r e d u c t i o n  o f  1 , 1 0 0 .  R e s t r u c t u r i n g  
a c t i v i t i e s  a r e  p r o g r e s s i n g  t h r o u g h o u t  t h e  c o m p a n y .  A d d i t i o n a  1 1  y ,  

h i " n g P i n 9 s e l e c t i v e  a r e a s ,  w i t h  a p p r o x i m a t e l y  8 0 0  a d d i t i o n s  
d u r i n g  t h e  q u a r t e r .  
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O n  t h e  b a l a n c e  s h e e t  s i d e ,  w e  a l s o  c o n t i n u e  t o  m a k e  p r o g r e s s .  
A c c o u n t s  r e c e i v a b l e  h a s  i m p r o v e d  b y  1 2  d a y s ,  v e r s u s  q u a r t e r  o n e .  
I n v e n t o r y  i s  a t  t h e  l o w e s t  l e v e l  i n  n i n e  y e a r s .  W e  h a d  a  f u l l  t e r m  
i m p r o v e m e n t ,  r e a c h i n g  a  l e v e l  o f  5 . 6  t e r m s .  T h i s  a s s e t  m a n a g e m e n t  l e d  
t o  a  c a s h  a n d  s h o r t - t e r m  i n v e s t m e n t  b a l a n c e  o f  $ 2 . 3  b i l l i o n .  

F r o m  a  b u s i n e s s  u n i t  p e r s p e c t i v e ,  e s s e n t i a l l y  a l l  b u s i n e s s e s  p e r f o r m e d  
t o  e x p e c t a t i o n s .  O f  p a r t i c u l a r  n o t e  a r e  s e r v i c e s  a n d  o u r  n e w  I n t e r n e t  
S o f t w a r e  B u s i n e s s .  S e r v i c e s  a c h i e v e d  i t s  p l a n n e d  p e r f o r m a n c e  t a r g e t s  
t h r o u g h  t h e  f i r s t  h a l f  o f  t h e  y e a r .  T h e  m a r g i n  i m p r o v e m e n t  p r o g r a m s  
t h a t  w e  a n n o u n c e d  i n  e a r l y  S e p t e m b e r  a r e  p r o g r e s s i n g  o n  p l a n .  

N e w  p r o d u c t s  f r o m  t h e  I n t e r n e t  a n d  S o f t w a r e  B u s i n e s s  p r o d u c t  l i n e  a r e  
b e i n g  v e r y  w e l l  — r e c e i v e d  i n  t h e  m a r k e t p l a c e .  W e  l a u n c h e d  t h i s  n e w  
b u s i n e s s  o v e r  t h e  l a s t  s i x  m o n t h s  a n d  a r e  e n c o u r a g e d  w i t h  t h e  b u s i n e s s  
i n d i c a t o r s .  

W e  w i l l  n o w  t a k e  y o u r  q u e s t i o n s .  

D a n  K a f e r l e :  C a r r i e ,  w e  a r e  n o w  r e a d y  t o  t a k e  q u e s t i o n s .  W o u l d  y o u  
p l e a s e  p o l l  t h e  c a l l e r s ?  

O p e r a t o r :  

T h a n k  y o u .  L a d i e s  a n d  g e n t l e m e n ,  w e  w i l l  n o w ^  b e g i n  t h e  q u e s t i o n  a n d  
a n s w e r  s e s s i o n .  I f  y o u  h a v e  a  q u e s t i o n ,  y o u  w i l l  n e e d  t o  p r e s s  t h e  1 ,  
f o l l o w e d  b y  t h e  4 ,  o n  y o u r  p u s h b u t t o n  p h o n e .  Y o u  w i l l  h e a r  a  
t h r e e - t o n e  p r o m p t  a c k n o w l e d g i n g  y o u r  r e q u e s t  a n d  y o u r  q u e s t i o n s  w i  
b e  p o l l e d  i n  t h e  o r d e r  t h e y  a r e  r e c e i v e d .  I f  y o u r  q u e s t i o n s  h a s  b e e n  
a n s w e r e d  a n d  y o u  w o u l d  l i k e  t o  w i t h d r a w  y o u r  p o l l i n g  r e q u e s t ,  y o u  m a y  
d o  s o  b y  p r e s s i n g  t h e  1 ,  f o l l o w e d  b y  t h e  3 ,  o n  y o u r  p u s h b u t t o n  p h o n e .  
I f  y o u  a r e  u s i n g  a  s p e a k e r  p h o n e ,  p l e a s e  p i c k  u p  y o u r  h a n d s e t  b e f o r e  
p r e s s i n g  t h e  n u m b e r s .  O n e  m o m e n t  p l e a s e ,  f o r  t h e  f i r s t  q u e s t i o n .  

B o b  D j u r d j e b i c ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  b y  y o u r  
q u e s t i o n .  

B o b  D j u r d j e v i c :  B o b  D j u r d j e v i c  f r o m  A n n e x  R e s e a r c h .  I  h a v e  a  
q u e s t i o n  f o r  y o u  b o t h ,  V i n  a n d  B o b ,  w i t h  r e s p e c t  t o  t h e  s e g m e n t s  o f  
t h e  b u s i n e s s  p e r f o r m a n c e .  A s  I  r e c a l l ,  i n  t h e  p a s t  t h e  
A l p h a  r e v e n u e s ,  f o r  i n s t a n c e ,  b y  p l a t f o r m s ,  s u c h  a s  N T  a n d  " N I X  o r  
V M S .  I  w o n d e r  i f  y o u  c a n  e x p a n d  o n  t h a t ,  a s  w e l l  a s  t h e n  g i v e  u s  t  
s a m e  o v e r v i e w  a b o u t  t h e  p e r f o r m a n c e  o f  t h e  v a r i o u s  g e o g r a p h i c  u n i t s .  

V i n  M u l l a r k e y :  C e r t a i n l y .  L e t  m e  g i v e  a  p r o f i l e  h e r e .  I ' l l  c o m e  a t  
I t  f r o m  a  c o u p l e  o f  p o i n t s  o f  v i e w  a n d  t h i s  w i l l  t a k e  a  m i n u t e  o r  t w o .  
F i r s t  o f  a l l ,  f r o m  a  p r o d u c t  p e r s p e c t i v e ,  t h e  p r o d u c t  r e v e n u e s  f o r  
a u a r t e r  o v e r a l l ,  a s  w a s  j u s t  p o i n t e d  o u t  b y  b o t h  B o b  a n d  m y s e l f ,  t h e  
A l p h a  s y s t e m s  r e v e n u e  g r o w t h  w a s  o n e  p e r c e n t — w o u l d  h a v e  h e e n '  
t h l  $ 5 0  m i l l i o n  s h o r t f a l l ,  h a d  t h a t  n o t  o c c u r r e d  i n  t e r m s  o f  t h e  
t e m p o r a r y  s h o r t a g e s ,  t h a t  n u m b e r  w o u l d  h a v e  b e e n  u p  m  t h e  d o u b l e  
d i a i t  r a n g e .  T h i s ,  h o w e v e r ,  p u t s  u s  i n  a  s t r o n g e r  p o s i t i o n  f o r  Q 3  i n  
t h a t  t h o s e  c u s t o m e r  o r d e r s  a r e  a v a i l a b l e  f o r  s h i p m e n t  n o w .  e  
b a s e  l i n e ,  o r  t h e  P C  l i n e  i f  y o u  p r e f e r ,  w a s  d o w n  t o  1 9  p e r c e n t ,  
y e a r - o v e r - y e a r .  
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Bob Palmer: A couple of key points on that. As you recall 
previous engagements, our Intel business has been in a period or 
adjustment for a couple of quarters. The adjustment is primarily in 
the area of the inventory in the distribution pipeline, as we 
contracted that inventory we reduce sales. We have done that 
consciously to bring inventories back in line with appropriate levels. 
In any case, this past quarter in the Intel business, we had 
extraordinary performance on the server dimension. And we have 
declines in the desktop site. That's consistent with the strategy, as 
you may recall, from previous sessions. The VAX business continues to 
move in a direction that it has been the last couple or three years, 
with reductions approaching 50 percent. 

On the server side, nothing out of line, the growth in the JJ^egration 
areas and the stroke outsourcing areas, as well as the multivendor 
segment, with the maintenance piece, the captive maintenance piece 
declining somewhat. 

That's a high level profile in terms of the year-over-year growth 
factors associated with the product and service side. From a 
sequential point of view, the Alpha growth at 33 percent is 
impressive, particularly given that the overall growth was on the 
order of 15 percent. The VAX business also grew Sequenha ly at 1 
percent, and the Intel system business and total grew at 33 Percent, 
seauentially — also an encouraging sign. The operating system 
dimensions, from a systems server pe rspective, <ag th 
the company's strategy, we had good progress in the UNIX area witn 
over °0Ppercent growth. Also consistent with our had 
solid growth in excess of 75 percent in the Windows NT arena, 
both on the Intel platform, as well as the Alpha platform. . . 
workstation sales were down. As you know, those are P"dominantly in 
the UNIX operating system environment and they were down for the 
quarter That's I high-level profile, but I think appropriate for 
this forum. Next questions, please. 

Dan Kaferle: Carrie, next question, please. 

Operator: Larry Dignan, please go ahead with your question. 

Larry Dignan: Yeah good ™rning Lout^hat'UpenXiuh 

that°shortfall on Alpha? What exactly was the problem there and also 
a second question I. had was what do the recent price ch's-what 
effect are those going to have on gross margins, g 9 

Bob Palmer: I think that Vin pretty well covered the Alpha picture, 
but let me try it a little differently. As he pointed °^Jt' 

H-SLSF.S vs&tisS&i&sszzr" 
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L a r r y  D i g n a n :  N o ,  a c t u a l l y  I  h a d  a  v e r y  s p e c i f i c  q u e s t i o n ,  w h i c h  w a s  
t h e  $ 5 0  m i l l i o n  t h a t  y o u  c o u l d  h a v e  h a d .  I ' m  j u s t  c u r i o u s ,  w h a t  
h a p p e n e d ?  

B o b  P a l m e r :  O h ,  s o r r y .  I  d i d n ' t  u n d e r s t a n d  t h e  q u e s t i o n ,  t h e n .  O n  
t h a t  c a s e ,  w e  h a v e  t h e  s t r o n g  d e m a n d  f o r  t h e  h i g h  e n d  o f  t h e  A l p h a  
s e r v e r  p r o d u c t  l i n e  t h a t  c a m e  i n  r e l a t i v e l y  l a t e  i n  t h e  q u a r t e r ,  a n d  
i s  a t  t h e  h i g h e s t  p e r f o r m a n c e  c a t e g o r y ,  s o ,  r e q u i r i n g  o u r  5 0 0  
m e g a h e r t z  c h i p s  a n d  t h a t  s o r t  o f  t h i n g .  A n d ,  g i v e n  t h e  t i m e  f r a m e  
t h a t  w e  h a d  a n d  s o  f o r t h ,  w e  j u s t  d i d n ' t  c a p t u r e  t h a t  b u s i n e s s  o r  
d i d n ' t  s h i p  i t ,  a t  l e a s t  i n  t h e  q u a r t e r .  W e  h a v e  t h e  b u s i n e s s  
c a p t u r e d  a n d  w e  e x p e c t  t o  s h i p  i t  i n  Q 3 .  

S o ,  V i n  w a s  p o i n t i n g  o u t  t h a t  h a d  w e  b e e n  m o r e  s u c c e s s f u l  i n  s h i p p i n g  
i t ,  i t  w o u l d  h a v e  c h a n g e d  t h e  p e r c e n t a g e s —  I  b e l i e v e  y o u  s a i d  t h e  
d o u b l e  d i g i t .  S o  t h a t  w a s ,  I  t h i n k ,  t h e  a n s w e r  t o  y o u r  q u e s t i o n .  

L a r r y  D i g n a n :  W e l l ,  I —  s o  w a s  i t  t h e —  s h o r t a g e  w i t h  t h e  h i g h  t h e  
5 0 0  m e g a h e r t z  A l p h a  c h i p .  T h a t  w a s  t h e  s h o r t a g e .  

B o b  P a l m e r :  W e l l ,  p r i m a r i l y  i t  w a s  t h e  s y s t e m s ,  n o t  a  c h i p  s h o r t a g e ,  
b u t  p r i m a r i l y  t h e  i n a b i l i t y  t o  b u i l d  a n d  d e l i v e r  t h e  s y s t e m s  i n  t h e  
t i m e  t h a t  w e  h a d  a v a i l a b l e  t o  u s .  Y o u  m i g h t  s a y  t h a t  t h e  o r d e r  s k e w  
w a s  h e a v i l y  t o w a r d  t h e  e n d  o f  t h e  q u a r t e r ,  a n d  I  t h i n k  i n  g e n e r a l ,  
w a n t  y o u  t o  u n d e r s t a n d  t h a t  i n  g e n e r a l ,  I  t h o u g h t  m a n u f a c t u r i n g  d i d  a n  
e x c e l l e n t  j o b .  T h e  c o m p a n y ' s  i n v e n t o r i e s  a t  t h e  p r e s e n t  t i m e  a r e  a t  a  
l u l l ,  i f  m e m o r y  s e r v e s  c o r r e c t  f o r  a b o u t  n i n e  y e a r s .  A n d  s o ,  o v e r a l l  
i n  m a n u f a c t u r i n g  w o r l d w i d e  t h e y  d i d  a n  e x c e l l e n t  j o b .  B u t  y o u  d o  n e e d  
t o  g e t  t h e  o r d e r  i n  s o m e w h a t  i n  a  r e a s o n a b l e  t i m e .  B u t  t h e  d e m a n d  w a s  
a t  t h e  h i g h - e n d ,  a s  I  n o t e d .  

L a r r y  D i g n a n :  T h a n k  y o u .  M y  s e c o n d  q u e s t i o n  w a s  j u s t  a b o u t  m a r g i n s  
g o i n g  f o r w a r d ,  i f  y o u ' v e  c u t —  y o u ' v e  c u t  t h e  p r i c e s  s u b s t a n t i a l l y .  
W h a t ' s —  

B o b  P a l m e r :  W e l l ,  o n  t h e  m a r g i n s  w e  e x p e c t  t h a t  t h e y ' l l  b e  a b l e  t o  b e  
m a i n t a i n e d  b e c a u s e  o f  t h e  i n c r e a s e d  v o l u m e  t h a t  t h e  p r i c e  r e d u c t i o n  
s h o u l d  a l l o w ,  a s  w e l l  a s  o n g o i n g  i m p r o v e m e n t s  i n  m a n u f a c t u r i n g  a n a  
c o s t s  o f  g o o d s  s o l d .  Y o u  k n o w  t h e r e  w e r e  s u b s t a n t i a l  m e m o r y  p r i c e  
r e d u c t i o n s  a n d  m e m o r y  p r i c e s  —  D R A M s  i n  p a r t i c u l a r  m a k e  u p  a  l a r g e  
p a r t  o f  t h e  c o s t  o f  t h e  s y s t e m  —  a n d  w e ' r e  b a s i c a l l y  p a s s i n g  t h o s e  
t h r o u g h  t o  o u r  c u s t o m e r s  i n  t h o s e  p r i c e  r e d u c t i o n s .  B u t  w e  d o  e x p e c t  
a d d i t i o n a l  v o l u m e s  a s  a  r e s u l t  o f  e v e n  m o r e  c o m p e t i t i v e  p r i c e  
p e r f o r m a n c e  o n  t h o s e  A l p h a  s y s t e m s .  

L a r r y  D i g n a n :  T h a n k  y o u  v e r y  m u c h .  

D a n  K a f e r l e :  C a r r i e ,  n e x t  q u e s t i o n ,  p l e a s e .  

O p e r a t o r :  P a u l  J u d g e ,  p l e a s e  g o  a h e a d  w i t h  y o u r  q u e s t i o n .  

P a u l  J u d g e :  G o o d  m o r n i n g ,  I ' v e  g o t  a  c o u p l e  o f  q u e s t i o n s .  O n e ,  j u s t  
t o  f o l l o w  u p  o n  t h e  l a s t  q u e s t i o n .  W i l l  t h e r e  b e  P ^ i c e  
p l a c e  a n d  w i l l  t h a t  f u r t h e r  c o m p l i c a t e  t h e  i s s u e ,  i n  t e r m s  o f  
p r i c e  c u t s  i n  A l p h a  s y s t e m s  t h a t  w e r e  a n n o u n c e d  e a r l i e r ?  
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Bob Palmer: DIGITAL follows the norms in the industry, with respect 
to price protection for our partners and distributors worldwide. 
There's nothing unusual— also the— about this particular 
announcement. Also, the price reductions have been in the business 
plans, in the business units. So I don't think there s anything 
extraordinary, but price protection is the norm in our industry. 

Paul Judge: OK, and secondly, are you realizing any significant 
revenues from sales of StrongARM yet and, if so, what are those. 

Bob Palmer: We're beginning to see some demand. It's relatively 
early in that product's introduction, but we've been very satisfied 
with the amount of design that I mentioned in my remarks. I don t 
have in front of me the revenues exactly, but the demand has been very 
gratifying from the start. We might be able to give you some 
information. Do we have anything close at hand here we can share. 

Vin Mullarkey: Specifically relative to StrongARM? 

Bob Palmer: StrongARM — 

Vin Mullarkey: Just add it and then what is it at this point? I 
think that— 

Rnh palmer* OK. so I don't have the numbers, I'm sorry. But 
fundamentally? we do see the external volumes increasing and we're 
very pleased with the reception of the product. 

Paul Judge: Thank you. 

Dan Kaferle: Next question, please? 

Operator: Terry Shannon, please go ahead with your question. 

Terry Shannon: Good morning this is Terry Shannon from Shannon^ 
VNNW<; DFT I have a Question for BOD. BOD, IT- S IIIT-C 
back in the blalk again. Nevertheless, the 1 percent year-over-year 
Alpha growth rate indicates that Alpha sales still "J*1 J *n-^ticipate 

a w h i c h ^ m i g h t ' b r o a d e n  ̂ h a - ^ p p e i l T  

performance should enable other companies to inco£P°raJ*tcount I 

K-.JS.rsttSeŜ Ki s o ^'had 

1 "'-"i kni"a: ̂̂ .rit̂irŴ ris;̂ ! "St 
companies that'have a substantial investment in ™u h ue do 

h a v e ' s o m^success^there' s ̂ Ing^r't^n^'iS the Sear term. 
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T e r r y  S h a n n o n :  O K ,  t h a n k  y o u  v e r y  m u c h  a n d  o h ,  o n e  q u i c k  f o l l o w - u p .  
W o u l d  e i t h e r  y o u  o r  V i n  h a v e  a  b r e a k o u t  o f  w h a t  p e r c e n t a g e  o f  y o u r  
r e v e n u e s  f o r  t h e  q u a r t e r  c a m e  t h r o u g h  i n d i r e c t  c h a n n e l s ?  

V i n  M u l l a r k e y :  I t  w a s —  T e r r y ,  i t  w a s  j u s t  o v e r  6 0  p e r c e n t .  

T e r r y  S h a n n o n :  O K ,  t h a n k  y o u  v e r y  m u c h .  

D a n  K a f e r l e :  N e x t  q u e s t i o n ,  p l e a s e .  

O p e r a t o r :  G r e g  G a t l i n ,  p l e a s e  g o  a h e a d  w i t h  y o u r  q u e s t i o n .  

G r e g  G a t l i n :  H i ,  G r e g  G a t l i n ,  M i d d l e s e x  N e w s  i n  F r a m i n g h a m ,  M a s s .  
W o n d e r i n g —  s o r t  o f  a  t h r e e - p a r t  q u e s t i o n .  T o  w h a t  e x t e n t  i s  
A l t a V i s t a  c o n t r i b u t i n g  t o  t h e  r e v e n u e  m i x  a t  t h i s  p o i n t  a n d  I ' m  
w o n d e r i n g  w h a t  t h e  s c h e d u l e  i s  f o r  s p i n n i n g  t h a t  o f f  a n d  h o w  t h a t  
a f f e c t s  D I G I T A L ' S  r e v e n u e  s t r e a m  d o w n  t h e  l i n e  w h e n  t h a t  h a p p e n s .  

V i n  M u l l a r k e y :  F i r s t  o f  a l l ,  t h e  A l t a V i s t a  b u s i n e s s  u n i t  w h i c h ,  a s  
y o u  m a y  r e c a l l  t h e  c o m p a n y  l a u n c h e d  o v e r  t h e  l a s t  y e a r ,  h a s  h a d  a  v e r y  
s u c c e s s f u l  b u s i n e s s  d e v e l o p m e n t  i n  t h e  f i r s t  h a l f .  T h e  b u s i n e s s  u n i t  
h a s  c o m e  t o g e t h e r .  T h e i r  f i r s t  s i z a b l e  q u a r t e r  o f  b u s i n e s s  h a p p e n e d  
t o  b e  t h i s  p a s t  D e c e m b e r  q u a r t e r .  T h e y  d i d  v e r y  w e l l .  T h e  
i n c r e m e n t a l  r e v e n u e s  a s s o c i a t e d  w i t h  t h a t  b u s i n e s s  a r e  q u i t e  
i m p r e s s i v e ,  h o w e v e r ,  a t  t h i s  s t a g e  o f  i t s  d e v e l o p m e n t ,  n o t  t h a t  
m a t e r i a l  f r o m  a  c o r p o r a t e  p e r s p e c t i v e .  F u r t h e r ,  g i v e n  t h e  I P O  
p o t e n t i a l  o f  t h i s  u n i t ,  I  w o u l d  n o t  b e  a b l e  t o  d i s c l o s e  t h e  f i n a n c i a l s  
a t  t h i s  p o i n t  i n  t i m e .  

G r e g  G a t l i n :  G o t  y a  .  

B o b  P a l m e r :  I t  i s  f a i r  t o  s a y  I  t h i n k ,  V i n ,  t h a t  t h e y ' r e  m a k i n g  t h e i r  
a g r e e d - t o  p l a n .  A n d  s o  t h e  u n i t ,  a s  V i n  w a s  a l l u d i n g ,  t h e y ' v e  
a c h i e v e d  t h e  n u m b e r s  t h a t  t h e y  c o m m i t t e d  t o  t h e  c o r p o r a t i o n ,  b u t  a s  a  
s t a r t - u p  a n d ,  g i v e n  t h a t  w e ' r e  a ,  y o u  k n o w ,  a  $ 1 4  b i l l i o n  c o m p a n y ,  
i t ' s  n o t  t h a t  m a t e r i a l  a t  t h i s  p o i n t .  

G r e g  G a t l i n :  T h a n k  y o u .  

D a n  K a f e r l e :  N e x t  q u e s t i o n ,  p l e a s e .  

O p e r a t o r :  G e r a r d  M e u c h n e r ,  p l e a s e  s t a t e  y o u r  c o m p a n y  n a m e ,  f o l l o w e d  
b y  y o u r  q u e s t i o n .  

G e r a r d  M e u c h n e r :  I ' m  f r o m  B l o o m b e r g  N e w s .  I ' d  l i k e  t o  r e t u r n  t o  t h e  
i s s u e  o f  A l p h a .  Y o u  a l s o  m e n t i o n e d  c o n d i t i o n s  i n  E u r o p e  a s  h a v i n g  a n  
e f f e c t .  C a n  y o u  g i v e  m e  s o m e  d e t a i l  o n  e x a c t l y  w h a t  i s  g o i n g  o n  i n  
E u r o p e  a s  i t  r e l a t e s ,  n o t  o n l y  t o  A l p h a  b u t  c o m p a n y - w i d e .  A n d  a l s o  i f  
t h e r e  w a s  a n y  b i g  c u r r e n c y  e f f e c t  i n  t h e  e a r n i n g s  o f  t h i s  q u a r t e r .  
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V i n  M u l l a r k e y :  O K ,  f i r s t  o f  a l l ,  r e l a t i v e  t o  o u r  o v e r a l l  E u r o p e a n  
b u s i n e s s ,  I  t h i n k  i f  I  —  t h i s  i s  V i n  M u l l a r k e y  s p e a k i n g .  I f  I  l o o k  
a t  i t  f r o m  t h e  p e r s p e c t i v e  o f  t h e  m a j o r  m a r k e t s  i n  E u r o p e ,  I  t h i n k  i t  
w o u l d  b e  h e l p f u l .  T h e r e  w e r e  f o u r — t h e r e  a r e  m a n y  m a j o r  m a r k e t s ,  b u t  
t h e r e  a r e  f o u r  i n  p a r t i c u l a r ,  f r o m  a  G D P  p o i n t  o f  v i e w  a n d  a  b u s i n e s s  
v o l u m e  p o i n t  o f  v i e w .  T w o  o f  t h e m  w e ' r e  d o i n g  q u i t e  w e l l  i n ,  t h o s e  -
t h a t  b e i n g  t h e  U n i t e d  K i n g d o m  a n d  t h e  o t h e r  o n e  b e i n g  I t a l y .  G e r m a n y  
a n d  F r a n c e ,  w e  c l e a r l y  h a v e  t h e  p o t e n t i a l  t o  d o  w e l l ,  b u t  w e  a r e  s t i l l  
i n  t h e  m i d s t  o f  s o m e  p r o t r a c t e d  n e g o t i a t i o n s  a s s o c i a t e d  w i t h  t h e  
r e q u i r e d  r e s t r u c t u r i n g  a c t i v i t i e s  i n  b o t h  o f  t h o s e  m a r k e t s .  A n d  t h a t  
t e n d s  t o  b e  a  r e l a t i v e l y  p u b l i c  e v e n t  i n  t h o s e  c o u n t r i e s ,  a s  y o u  
u n d o u b t e d l y  k n o w .  A n d  t h i s  t e n d s  t o  -  h a v e  a n  i m p a c t  o n  s l o w i n g  d o w n  
o u r  m o m e n t u m .  I n  t h o s e  t w o  m a r k e t s ,  w e ' r e  m i s s i n g  a  p l a n  a n d  t h e  
b u s i n e s s  i n  n o t  g r o w i n g .  I n  f a c t ,  i t ' s  d e c l i n i n g .  A d d i t i o n a l l y ,  i n  
t h o s e  t w o  m a r k e t s ,  a s  y o u  u n d o u b t e d l y  k n o w ,  t h e  e c o n o m i e s  t e n d  t o  b e  
w e a k e r .  A  s e c o n d  p o i n t  I  m a k e ,  r e l a t i v e  t o  E u r o p e ,  i s  i n  t h e  c u r r e n c y  
a r e a .  T h e  f o r e i g n  e x c h a n g e  a r e a  h a s  b e e n  w o r k i n g  a g a i n s t  u s ,  a s  t h e  
U . S .  d o l l a r  h a s  s t r e n g t h e n e d  w i t h  r e s p e c t  t o  t h e  E u r o p e a n  c u r r e n c i e s .  

G e r a r d  M e u c h n e r :  T o  w h a t  d e g r e e ,  i f  I  m a y  a s k ?  

V i n  M u l l a r k e y :  T h e  c u r r e n c y  i m p a c t ,  f r o m  a  p r o f i t  p e r s p e c t i v e ,  w a s  a  
n e g a t i v e  i m p a c t  i n  t h e  s e c o n d  q u a r t e r  o f  j u s t  o v e r  $ 2 0  m i l l i o n .  

G e r a r d  M e u c h n e r :  A n d  i s  t h e r e  a n y  r e a s o n  t o  b e l i e v e  t h a t  t h e  
c o n d i t i o n s  i n  G e r m a n y  a n d  F r a n c e  w i l l  b e  r e s o l v e d  s h o r t l y ,  o r  m i g h t  
t h e y  p e r s i s t  t h r o u g h  t h e  t h i r d  q u a r t e r  a n d  i n t o  t h e  f o u r t h ?  

V i n  M u l l a r k e y :  I  t h i n k  w e  h a v e —  w e ' r e  a t  a  s t a g e  i n  b o t h  o f  t h e s e  
c o u n t r i e s  w h e r e  w e ' r e  a t t e m p t i n g  t o  r e a c h  a g r e e m e n t  w i t h  t h e  
a p p r o p r i a t e  p a r t i e s  o n  t h e  p l a n .  O n c e  t h a t  h a s  b e g u n ,  w e  w o u l d  
p r o c e e d  f o r w a r d  w i t h  t h e  i m p l e m e n t a t i o n  o f  t h a t  p l a n .  S o  t h i s  
c l e a r l y  b e  a n o t h e r  c o u p l e  o f  q u a r t e r s .  

D a n  K a f e r l e :  N e x t  q u e s t i o n ,  p l e a s e .  

O p e r a t o r :  B r a n d o n  M u s s l e r ,  p l e a s e  g o  a h e a d  w i t h  y o u r  q u e s t i o n .  

B r a n d o n  M u s s l e r :  I l l u m i n a t a .  M y  f i r s t  q u e s t i o n  i s  —  t h i s  i s  g e n e r a l  
—  i t ' s ,  w h a t  d o  y o u -  w h a t  i s  t h e  p r i m a r y  c o n t r i b u t o r y  f a c t o r  f o r  
w h e r e  v o u r  g r o s s  m a r g i n  i m p r o v e m e n t  a n d  i f  y o u  c o u l d  c o m m e n t  o n  
s e r v i c e  b u s i n e s s  e s p e c i a l l ? .  O r  i s  i t  j u s t  s o m e t h i n g  1 i k e  P a g i n g  
m e m o r y  p r i c e s .  A l s o ,  I  t h o u g h t  I  h e a r d  V i n  s a y  —  a n d  I  J i #  h a v e  
m i s h e a r d  t h i s ,  t h a t  y o u  h a d  a  1 2 - d a y  i m p r o v e m e n t  i n  A R  a n d  I  m  ] u s t  
w o n d e r i n g  i f  t h a t ' s  t r u e ,  i f  y o u  c o u l d  c o m m e n t  o n  i t .  A n d  f o r  B o  ,  
i u s t  w o n d e r  i f  y o u  c a n  g i v e  u s  i n  y o u r  h e a d  w h a t  m o d e l  y o u  h a v e  
t h e  D r o q r e s s  o f  S t r o n g A R M .  I s  i s  a n a l o g o u s  t o  a n y  o f  y o u r  o t h e r  
p r e v i o u s  p r o d u c t s  l i k e  A l p h a ,  o r  m a y b e  t h e  r a t e  a t  t h e  N T  b u s i n e s s  h a s  
i n c r e a s e d ?  
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V i n  M u l l a r k e y :  T h i s  i s  V i n  s p e a k i n g .  W h y  d o n ' t  I  b e g i n  w i t h  t h e  
f i r s t  t w o  q u e s t i o n s  t h a t  y o u  a s k e d .  T h e  g r o s s  m a r g i n  i m p r o v e m e n t s  
t h a t  I  r e f e r  t o  h a v e  b e e n  k e y  g o a l s  o f  t h e  c o m p a n y  f o r  q u i t e  s o m e  
p e r i o d  o f  t i m e .  W e  h a v e  d e m o n s t r a b l e  s u c c e s s  i n  t h a t  r e g a r d ,  r e l a t i v e  
t o  p r o d u c t  g r o s s  m a r g i n s ,  w h e r e  o v e r  t h e  l a s t  c o u p l e  o f  y e a r s  h a s  b e e n  
s o m e  s t e a d y  i m p r o v e m e n t .  A n d  w e  s e e  t h a t  c o n t i n u i n g .  T h e  f a c t  i s  
t h e y ' r e  a  m u l t i p l e ,  b u t  t h e y  p r i m a r i l y  a r e  t h e  s t r e n g t h  o f  t h e  h i g h  
r e n t  m i x  t h a t  w e  h a v e  i n  t h e  b u s i n e s s  t o d a y ,  v e r s u s  a  y e a r  a g o  o r  s o ,  
p r i n c i p a l l y  t h e  s u c c e s s  o f  t h e  8 0 0 0  p r o d u c t  f a m i l y  a n d  t h e  4 1 0 0  
p r o d u c t  f a m i l y  a n d  t h e  a s s o c i a t e d  m o r e  r i c h  m a r g i n s ,  a s  i t  w e r e .  

S e c o n d l y ,  w e  h a v e  h a d  c o n t i n u e d  s u c c e s s ,  i n  t e r m s  o f  c o s t  r e d u c t i o n  
b o t h  i n  t h e  p r o d u c t i o n  a r e a s ,  a s  w e l l  a s  d e s i g n  f o r  l o w e r  c o s t - t y p e  
o p p o r t u n i t i e s .  O n  t h e  s e r v i c e  s i d e  o f  t h e  e q u a t i o n ,  w e  h a v e  a s  h a s  
t h e  s e r v i c e  i n d u s t r y  a t  l a r g e  —  t h i s  s e c t o r  o f  t h e  s e r v i c e  i n d u s t r y  
—  h a s  h a d  a  s t e a d y  d e c l i n e  i n  g r o s s  m a r g i n s  o v e r  t h e  l a s t  f o u r  o r  
f i v e  y e a r s .  A g a i n ,  i t ' s  a  d y n a m i c  i n  t h e  i n d u s t r y .  O n e  o f  t h e  m a j o r  
g o a l s  t h a t  w e  d i s c l o s e d  t h i s  p a s t  S e p t e m b e r  w a s  t o  s t a b i l i z e  t h a t  
d e c l i n e  a n d  w e  p r o j e c t e d  a t  t h a t  p o i n t  t h a t  o v e r  t h e  n e x t  y e a r  o r  s o  
w e ' d  b e g i n  t o  s e e  a n  i m p r o v e m e n t .  I  t h i n k  t h a t  i t ' s  q u i t e  c l e a r  t h a t  
w e ' v e  s t a b i l i z e d  o v e r  t h e  l a s t  c o u p l e  o f  q u a r t e r s  a n d  w e ' r e  h o p i n g  
t h a t  w e ' l l  b e g i n  t o  s e e ,  a l b e i t  m o d e s t ,  s o m e  i m p r o v e m e n t  i n  t h e  s e c o n d  
h a l f .  T h e  k e y  f a c t o r s  t h e r e  a r e ,  a g a i n ,  i m p r o v e m e n t s  o f  m i x  i n  t h e  
b u s i n e s s ,  w i t h d r a w i n g  o r  d e — e m p h a s i z i n g  s o m e  o f  t h e  m o r e  c o m m o d i t y  
s e r v i c e  a c t i v i t i e s  a n d  d e — e m p h a s i z i n g  D i g i t a l ' s  e x c e l l e n t  c a p a b i l i t i e s  
i n  t h e  h i g h e r - e n d ,  v a l u e - a d d e d  t y p e  s e r v i c e  c a p a b i l i t i e s ,  p a r t i c u l a r l y  
i n  t h e  i n t e g r a t i o n  a r e a s ,  n e t w o r k  i n t e g r a t i o n ,  s y s t e m s  i n t e g r a t i o n  a n d  
a l s o  i n  t h e  o u r s o u r c i n g  a r e a s .  

R e l a t i v e  t o  y o u r  q u e s t i o n  o n  D S O ,  o n  d a y  s a l e s  o u t s t a n d i n g  o r  a c c o u n t s  
r e c e i v a b l e s ,  i t ' s  b e e n  a  g o o d  p e r f o r m a n c e .  I  t h i n k  t h e r e ' s  r o o m  t h e r e  
f o r  m o r e  i m p r o v e m e n t  a n d  t h e  b a s i c  f a c t o r s  b e h i n d  t h a t  a r e  i m p r o v e d  
f o c u s .  B o b  p o i n t e d  o u t  e a r l i e r  t h e  i m p r o v e d  e x e c u t i o n  i n  t h e  c o m p a n y .  
A n d  t h e  1 2 - d a y  i m p r o v e m e n t  h a s  a l s o  b e e n  i n f l u e n c e d  b y  i m p r o v e d  
s y s t e m s .  T h e  c o m p a n y ' s  i m p l e m e n t i n g  t h e  S A P / R 3  c a p a b i l i t y  t h r o u g  o u  
t h e  e n t e r p r i s e .  

B o b  P a l m e r :  I t  m i g h t  b e  w o r t h  n o t i n g ,  V i n ,  j u s t  f o r  c l a r i t y ,  w h a t  t h e  
1 2  d a y s  i m p r o v e m e n t  i s  v e r s u s  t h e  f i r s t  q u a r t e r .  A n d  o n  a  
y e a r - o v e r - y e a r  b a s i s ,  I  t h i n k  i t  w a s  m o r e  o n  t h e  o r d e r  o f  a  c o u p l e  o f  
d a y s  i m p r o v e m e n t  f o r  c l a r i t y .  

O n  t h e  S t r o n g A R M  q u e s t i o n ,  m y  p e r s o n a l  e x p e c t a t i o n  i s  t h a t  S t r o n g A R M  
w i l l  r a m p  i n t o  v o l u m e  m u c h  m o r e  r a p i d l y  t h a n  p r e v i o u s m i c r o p r o c e s s o r s  
b e c a u s e  o f  i t s  v e r y  a t t r a c t i v e  f e a t u r e s  o f  e x t r e m e l y  h i g h  p e r f o r m a n c  
a n d  v e r y ,  v e r y  l o w  p o w e r  c o n s u m p t i o n  a t  a  v e r y  l o w  p r i c e  p o i n t .  
T h e r e ' s  n o t h i n g  r e m o t e l y  l i k e  i t  i n  t h e  i n d u s t r y ,  t o  m y  k n o w l e d g e ,  a n d  
w e ' v e  w o n  s o  m a n y  d e s i g n s  i n  i t  t h a t  t h e  a c t u a l / e m f n ^ ? „ ? ° ^ n ^ a ^ e t  
a  f u n c t i o n  o f  h o w  r a p i d l y  t h e  t h i n  c l i e n t  o r  n e t w o r k  c o m p u t e r  
t a k e s  o f f ,  w h i c h  i s  o n e  o f  i t s  p r i m a r y  t a r g e t e d  m a r k e t s .  
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S o  I  t h i n k  t h e r e ' s  e v e r y  r e a s o n  t o  e x p e c t  a  v e r y  r a p i d  r a m p  i n  t h a t  
p r o d u c t .  A n d  s e m i c o n d u c t o r  o p e r a t i o n s  r e m a i n  o n  t r a c t .  T h e y  c o n t i n u e  
t o  a c h i e v e  t h e i r  b u d g e t ,  f r a n k l y ,  y e a r  a f t e r  y e a r ,  a n d  t h e y  r e m a i n  o n  
t r a c k  t o  b e c o m e  l e s s  o f  a  d r a i n  o n  t h e  c o r p o r a t e ' s  p r o f i t a b i l i t y ,  
w e ' v e  s t a t e d  p r e v i o u s l y  t h a t  w e  e x p e c t e d  s e m i c o n d u c t o r  o p e r a t i o n s  t o  
a c h i e v e  b r e a k - e v e n  s t a t u s ,  I  b e l i e v e  i n  1 9 9 8  a n d  w e ' r e  s t i l l  o n  t r a c k .  

B o b  M u s s l e r :  T h a n k  y o u .  

D a n  K a f e r l e :  N e x t  q u e s t i o n ,  p l e a s e .  

O p e r a t o r :  M a u r e e n  O ' G a r a ,  p l e a s e  g o  a h e a d  w i t h  y o u r  q u e s t i o n .  

M a u r e e n  O ' G a r a :  G e n t l e m e n ,  I  w a s  w o n d e r i n g  w h e t h e r  y o u  h a v e  m a d e  a n y  
c h a n g e s  i n  y o u r  c o m p e n s a t i o n  p l a n s —  i n  y o u r  c o m p e n s a t i o n .  

B o b  P a l m e r :  N o ,  t h e r e ' s  n o t  b e e n  a n y  c h a n g e s  i n  o u r  n o r m a l  
c o m p e n s a t i o n  p l a n s .  W e  h a v e ,  o f  c o u r s e ,  a  c y c l e  t h r o u g h o u t  t h e  w o r l d  
o f  a d j u s t i n g  a n d  m e e t i n g  c o m p e t i t i v e  p r i c e s  i n  o u r  s a l a r i e s  a n d  t h a t  
s o r t  o f  t h i n g ,  b u t  t h e r e ' s  n o t h i n g  u n u s u a l .  M a y b e  I  d i d n  t  u n d e r s t a n d  
y o u r  q u e s t i o n .  

M a u r e e n  O ' G a r a :  W e  u n d e r s t a n d  t h a t  y o u  m a y  h a v e  c h a n g e d  t h e  
p e r c e n t a g e  o f  b a s e ,  v e r s u s  t h e  p e r c e n t a g e  o f  c o m m i s s i o n .  

B o b  P a l m e r -  O v e r  t h e  l a s t  t w o  y e a r s  w e  h a v e  b e e n  m o v i n g  t o  a  v a r i a b l e  
c o m p e n s a t i o n  p l a n  t h r o u g h o u t  t h e  c o m p a n y .  I  u n d e r s t a n d  y o u r  q u e s t i o n  
r ' " K U S S l  ° £  t h e -  p e r h a p s  t h e  o n l y  s y s t e m s  c o m p u t e r  c o r . p a n . e s  
t - h A t -  d i d  n o t  h a v e  a  v a r i a b l e  c o m p e n s a t i o n  p l a n  f o r  i t s  s a x e s  
e x e c u t i v e  a s  w e l l  a s  f o r  o t h e r  e m p l o y e e s  t h r o u g h o u t  t h e  c o m p a n y  a n d  
w e ' r e  m o v i n g  m o t e  a n d  m o r e  o f  o u r  p o p u l a t i o n  t o  v a r i a b l e  c o m p e n s a t i o n  
t o  g i v e  p e o p l e  t h e  o p p o r t u n i t y  t o  P a r t j c i P a t e  p e r S o n a l l y  w h < e n  t h e  
c o m p a n y  d o e s  w e l l .  A n d  t h e  o b j e c t i v e  t h e r e  i s  t o  a l i g n  a l l  o f  o u r  
e m p l o y e e s '  i n t e r e s t s  w i t h  o u r  s h a r e h o l d e r s  i n t e r e s t s .  

M a u r e e n  O ' G a r a :  w e  h a d  h e a r d  t h a t  y o u  h a d  c h a n g e d  t h e  b a s e  £ r o m  7 0  
p e r c e n t  t o  6 0  p e r c e n t  a n d  c o m m i s s i o n  f r o m  3 0  t o  4 U .  

—  M n l l a r k e v *  T h e —  i f  I  c o u l d  a d d  t o  B o b ' s  p o i n t .  T h e  
i m p l e m e n t a t i o n  o f  t h e  s a l e s  c o m m i s s i o n  p l a n  h a s  b e e n  o n e  t h a t  e g a  
^  " r e e  y e a r s  a g o -  t w o  a n d  a  h a l f  t o  t h r e e  y e a r s  a g o .  A n d  

^ U g y ^ s  i r n o H i x U  ?  a i h r t h e  f i r s t  

m a r k e t s ?  S o ,  y o u '  1 1  f i n d  a  d i f f e r e n c e  o f  l e v e l  o f  i m p l e m e n t a t i o n ,  
d e p e n d i n g  u p o n  w h a t  c o u n t r y .  
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M a u r e e n  O ' G a r a :  I s  t h a t  h a v i n g  a n y  i m p a c t  o n  y o u r  p e r f o r m a n c e ?  

V i n  M u l l a r k e y :  W e  b e l i e v e  t h e  d a t a  w o u l d  s u g g e s t  i t ' s  h a v i n g  a  
f a v o r a b l e  i m p a c t  o n  t h e  c o m p a n y ' s  p e r f o r m a n c e .  

M a u r e e n  O ' G a r a :  W h a t  a b o u t  t h e  6 4 - b i t  s t u f f ?  W h e n  d o  y o u  e x p e c t  t o  
g e t  s o m e t h i n g  f r o m  M i c r o s o f t ?  

B o b  P a l m e r :  W e l l ,  M i c r o s o f t  h a s  m a d e  t h e i r  o w n  a n n o u n c e m e n t s  r e l a t i v e  
t o  w o r k i n g  o n  6 4 - b i t  W i n d o w s  N T .  T h e y ' v e  b e e n  q u i t e  c l e a r  t h a t  A l p h a  
w i l l  b e  t h e  f i r s t  p r o c e s s o r  t a r g e t e d  b e c a u s e  o f  i t s  a v a i l a b i l i t y  
t o d a y .  T h e y ' r e  a l s o  c l e a r  t h a t  w h e n  t h e  M e r c e d  p r o d u c t ,  w h i c h  i s  
b e i n g  w o r k e d  o n  b y  I n t e l ,  i s  a v a i l a b l e  i n  t h e  m a r k e t p l a c e ,  W i n d o w s  N T  
6 4 - b i t  w i l l  r u n  o n  M e r c e d .  T h i s  g i v e s  D I G I T A L  r e a l l y  a n  e x c e p t i o n a l l y  
g o o d  p o s i t i o n  b e c a u s e  w e  w i l l  h a v e ,  f o r  s o m e  p e r i o d  o f  t i m e  h a r  t o  
k n o w  u n t i l  w e  a c t u a l l y  s e e  b o t h  t h e  t i m e t a b l e  f o r  M i c r o s o f t ' s  
i m p l e m e n t a t i o n  a n d  t h e  I n t e l  i n t r o d u c t i o n  o f  M e r c e d  —  b u t  w e  1 1  h a v e  
s o m e  p e r i o d  o f  t i m e  w h e r e  w e  h a v e  t h e  o n l y  R I S C  p r o c e s s o r  r u n n i n g  
6 4 - b i t  W i n d o w s  N T  a n d  t h a t ' s  v e r y  f a v o r a b l e  f o r  D I G I T A L .  A n d  o y e r  t h e  
l o n g e r  t e r m ,  w e ' l l  c o n t i n u e  t o  h a v e  t w o  p l a t f o r m s  t h a t  r u n 6 4 - b i t  
o p e r a t i n g  s y s t e m s .  T o d a y ,  w e  h a v e  b e e n  s h i p p i n g  6 4 - b i t  u n i t s  f o r  
t h r e e  y e a r s .  O u r  c o m p e t i t o r s  a r e  s t i l l  n o t ,  f o r  t h e  m o s t  p a r t ,  a b l e  
t o  s h i p  a  g e n e r a l  p u r p o s e  6 4 - b i t  o p e r a t i n g  s y s t e m  o n  t h e i r  p l a t f o r m .  
A n d  s o  t h a t ' s  a n  a d v a n t a g e  a n d  w e ' l l  c o n t i n u e  t h a t  a d v a n t a g e .  W e  
h a v e  b o t h  a r c h i t e c t u r e s  r u n n i n g  6 4 - b i t s  b y  t h e  e n d  o f  t h e  d e c a d e ,  
w h i c h  i s  p r e t t y  e x c i t i n g  r e a l l y .  

M a u r e e n  O ' G a r a :  D o  y o u  e x p e c t  t o  h a v e  a  p r e - b e t a  t h i s  q u a r t e r  f r o m  
M i c r o s o f t ?  

B o b  P a l m e r :  W e  w o n ' t  t a l k  a b o u t  t h e  i n t e r n a l  e n g i n e e r i n g  s c h e d u l e s  o f  
M i c r o s o f t ,  w h i c h  i s  o u r  p a r t n e r .  T h o s e  k i n d  o f  q u e s t i o n s  a r e  m u c h  
m o r e  a p p r o p r i a t e  t o  a s k  t h e m .  

D a n  K a f e r l e :  C a r r i e ,  c a n  w e  h a v e  t h e  n e x t  q u e s t i o n ,  p l e a s e ?  

O p e r a t o r :  M i c h a e l  E l l i s ,  p l e a s e  g o  a h e a d  w i t h  y o u r  q u e s t i o n .  

M i c h a e l  E l l i s :  H i ,  B o b .  A t  t h e —  a f t e r  t h e  a n n u a l  n v p r  
N o v e m b e r ,  y o u  s a i d  t h a t  y o u  m i g h t  h a v e  e a r n i n g s  f o r  t h e  y e a r  o f  o v e r  
$ 1  p e r  s h a r e .  N o w  t h a t  y o u ' v e  b e a t e n  t h e  a n a l y s t  f o r e c a s t  f o r  
s e c o n d  q u a r t e r ,  I  w o n d e r  i f  t h a t ' s  s t i l l  t h e  c a s e .  A n d  g u s t  c a n  y o u  
g i v e  u s  m a y b e  h i g h e r  e x p e c t a t i o n s  f o r  t h e  y e a r ?  T h a n k s .  

B o b  P a l m e r :  W e l l ,  I  w o u l d n ' t  c h o o s e  t o  f o r e c a s t  a n  e x p e c t a t i o n ,  b u t  I  
w a s  t a l k i n g  a b o u t  w h a t  o u r  o b j e c t i v e s  w e r e ,  w h a t  o u r  g o a l s  a r e .  A n  
j u s t  a s  w e  s e t  s o m e  g o a l s  f o r  Q 2 ,  w e  h a v e  g o a l s  f o r  Q 3  a n d  Q  .  
a q a i n ,  i t ' s  a l m o s t  i m p o s s i b l e  t o  f o r e c a s t  i n  t h i s  b u s i n e s s .  I  t h i n k  
t h a t  t h e  i s s u e  o f - -  a s  y o u  e n t e r  a n y  p a r t i c u l a r  q u a r t e r ,  s i g n i : f i c a n t l y  
l e s s  t h a n  h a l f  o f  t h a t  q u a r t e r  i s  i n  b a c k l o g ,  s o  y o u  v e  g o t  t o  J > ° °  
a n d  s h i p  a  s u b s t a n t i a l  a m o u n t  o f  t h e  q u a r t e r  i n  t h e  g a r t e r .  A n d  w e  
s a w  t h a t  t h a t  h a d  a  s l i g h t  i m p a c t  o n  o u r  g r o w t h  i n  Q 2 .  J u s t  
f o r e c a s t ,  b u t  t h e  e x p e c t a t i o n s  s e e m  t o  b e  r e a s o n a b l e  t o  m e .  
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D a n  K a f e r l e :  W e  h a v e  t i m e  f o r  o n e  m o r e  q u e s t i o n .  

O p e r a t o r :  J e f f  B l i s s ,  p l e a s e  g o  a h e a d  w i t h  y o u r  q u e s t i o n .  

J e f f  B l i s s :  Y e a h ,  h i ,  t h i s  i s  J e f f  B l i s s  a t  C o m p u t e r  R e s e l l e r  N e w s .  
I  w a s  w o n d e r i n g  i f  y o u  c o u l d  s p e c i f y  w h e t h e r  t h e  s h o r t f a l l ,  p r o b l e m  w a s  
a  p r o b l e m  g e t t i n g  t h e  p r o d u c t  t o  t h e  c h a n n e l  o r  t h e  c h a n n e l  d e l i v e r i n g  
t h e  s y s t e m .  

B o b  P a l m e r :  W h a t  s h o r t f a l l  a r e  w e  t a l k i n g  a b o u t ,  a g a i n ?  I ' m  s o r r y  
i n  t e r m s  o f  r e v e n u e ,  o p p o r t u n i t y  o r —  

J e f f  B l i s s :  W e l l ,  i n  t e r m s —  a p p a r e n t l y  t h e r e  w a s - -  t h e  s h o r t f a l l  
p r o b l e m  w a s  a  p r o b l e m  i n  d e l i v e r i n g  t h e  s y s t e m  t o  t h e = u s t ° m e ^ °  
w h a t  I ' m  w o n d e r i n g  i s  w a s  t h i s  a  p r o b l e m —  w a s  i t  r e a l l y  t h e  c h a n n e I  s  
r e s p o n s i b i l i t y ,  o r  w a s  i t  r e a l l y  g e t t i n g  t h e  p r o d u c t  t o  t h e  c h a n n e l  i n  
t h e  f i r s t  p l a c e ?  

V i n  M u l l a r k e y :  T h e  s h o r t f a l l  o f  $ 5 0 - p l u s  m i l l i o n  t h a t  w a s  r e f e r r e d  t o  
i s  f r a n k l y  a  g o o d  p r o b l e m .  A s  B o b  p o i n t e d  o u t  e a r l i e r ,  t h e s e  a r e  
o r d e r s  t h a t  c a m e  i n  r e l a t i v e l y  l a t e .  I t  r e f l e c t e d  a  m u c h  h i g h e r  
d e m a n d ,  o r  o r d e r  r a t e  i f  y o u  p r e f e r ,  t h a n  w e  h a d  e x p e c t e d  f o r  t h e  

q u a r t e r  a n d  a s  a  r e s u l t ,  w e  d i d  n o t  h a v e  a v a i l a b l e  t h e  i n v e n t o r y  a n d  
s o m e o n e  t o  s u p p o r t  i t  b e c a u s e  i t  w a s  a  m u c h ,  m u c h  s t " ; 0 ^ ® 5  P ® r f o r m a n C e  

t h a n  w e  h a d  e x p e c t e d .  S o  i n  t h a t  r e g a r d ,  i t  s  a  g o o d  p r o b l e m ,  
p a r t i c u l a r l y  i n  t h a t  w e  m e t  o u r  o t h e r  f i n a n c i a l  g o a l s ,  a s  w a s  p o i n t e d  
S " I t  a l s o  p u t s  u s  i n  a  s t r o n g e r  p o s i t i o n  t h a n  w e  o t h e r w i s e  
w o u l d  h a v e  b e e n  i n ,  r e l a t i v e  t o  t h e  n e x t  q u a r t e r ,  g o i n g  J ^ t o  l f c -
i t ' s  n o t  a  m a t e r i a l  f a c t o r ,  i n  t e r m s  o f  c u s t o m e r  s a t i s f a c t i o n ,  n o r  i s  
i t  a  p r o b l e m  t h a t  w e  s e e  c o n t i n u i n g  f o r  a n  e x t e n d e d  p e r i o d  o f  t i m e .  

R e l a t i v e  t o  t h e  i s s u e  o f  s h o r t f a l l ,  h o w e v e r ,  l e t  m e  s h a r e  a  c o u p l e  o f  
o t h e r  p o i n t s  t h a t  I  t h i n k  w o u l d  a d d  s o m e  a d d i t i o n a l  p e r s p e c t i v e .  B o b  
p o i n t e d  o u t  e a r l i e r ,  a n d  i t  w a s  a l s o  q u i t e  e v i d e n t  i n  o u r  r e l e a s e  t h i s  
m o r n i n g ,  t h a t  t h e  c o m p a n y ' s  r e v e n u e s ,  a l t h o u g h  s h o w i n g  
g r o w t h  s e q u e n t i a l l y  f r o m  q u a r t e r  o n e  t o  q u a r t e r  t w o ,  w e r e  d o w n  o n  
y e a r - o v e r - y e a r  b a s i s  i s  r e l a t i v e  t o  t h e  q u e s t i o n  y o u  ] u s t  a s k e d -
n a m e l y  t h a t  $ 5 0 - p l u s  m i l l i o n  o f  s u p p l y  c o n s t r a i n t s .  

L e t  m e  a d d  a  c o u p l e  o f  o t h e r  p o i n t s  t o  t h a t ,  i f  I  c o u l d .  F i r s t  o f  
-  o r  s e c o n d ^ ,  t h e  b u s i n e s s e s  t h a t  w e  h a v e  d i v e s t e d  f r o m  o v e r  t h e  

l a s t  s e v e r a l  q u a r t e r s ,  a s  w e l l  a s  b u s i n e s s e s  t h a t  w e  h a v e  e x i t e d  o v e r  
t h e  l a s t  c o u p l e  o f  q u a r t e r s ,  f o r  e x a m p l e  t h e  P C  r e t a i l  b u s i n e s s ,  t h e  
m e m o r y  b u s i n e s s  a m o n g  o t h e r s ,  r e p r e s e n t e d  a b o u t  a  7  P 0 1 ^  1  

t h e  b u s i n e s s .  I  m e n t i o n e d  t h e  s u p p l y  c o n s f r a i n t  a r e a ,  y o u r  l a s  
q u e s t i o n  w a s  a b o u t  a  3  p o i n t  i m p a c t  i n  t e r m s  o f j h e  d e c i i n e  f a c t o r  
t h e  b u s i n e s s .  A d d i t i o n a l l y ,  i f  o n e  w a s  t o  a n a l y t i c a l l y  l ° o k  a t  t h e  
s a l e s —  t h e  h i g h e r  t h a n  a p p r o p r i a t e  s a l e s  l ^ e l s i n t o - t h e  c h a n n e  
t h a t  w e  h a d  a  q u a r t e r  t o  a  y e a r  a g o  a n ^ ° | ^ l i z e  t h a t  s ^ u a t i o n ,  

2  p o i n t s  i n  g r o w t h .  C o l l e c t i v e l y ,  t h a t  e x p l a i n s  a b o u t  2 0  o f  t h o s e  
p o i n t s  r e l a t i v e  t o  t h e  q u a r t e r  t w o  g r o w t h  p o s i t i o n .  



Q 2  F Y '  9 7  Te lecon fe r ence  
P age  1 6  

D a n  K a f e r l e :  T h a n k  y o u .  T h a t  c o n c l u d e s  t o d a y  s  t e l e c ° n f e r e n c e .  
T h e r e ' s  a  p o s t - v i e w  l i n e  o p e n  f r o m  1 2 : 3 0  t o  2 : 3 0 .  T h e  d i a l - i n  n u m b e  
i s  8 0 0 - 6 3 3 - 8 2 8 4  i n  t h e  U . S .  a n d  3 0 3 - 4 4 6 - 5 3 9 9  f o r  i n t e r n a t i o n a l  
c a l l e r s .  T h e  r e f e r e n c e  n u m b e r  i s  2 3 6 8 2 1 8 .  I f  y o u  h a v e  a n y  f o l l o w - u p  
q u e s t i o n s ,  I  c a n  b e  r e a c h e d  a t  5 0 8 - 4 9 3 - 2 1 9 5 .  T h a n k  y o u .  

O p e r a t o r :  L a d i e s  a n d  g e n t l e m e n ,  t h a t  d o e s  c o n c l u d e  o u r  c o n f e r e n c e  f o r  
t o d a y .  Y o u  m a y  a l l  d i s c o n n e c t  a n d  t h a n k  y o u  f o r  p a r t i c i p a t i n g .  
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DIGITAL EQUIPMENT CORP. 

Moderator: Dan Kaferle 
October 16,1997 
9:00 a.m. MDT 

Operator: Welcome to the Digital Equipment Corporation's teleconference. As a reminder, this conference is 
being recorded Thursday, October 16th, 1997. The primary speakers today will be Digital's vice 
president and CFO, Mr. Vin Mullarkey, and Digital's senior vice president and general manager of 
worldwide sales and marketing, Mr. Bruce Claflin. 

Now, I would like to turn the conference over to the director of Digital's corporate public relations, 
Dan Kaferle. Please go ahead, Mr. Kaferle. 

Dan Kaferle: Good morning, and welcome to Digital Equipment Corporation's first quarter earnings teleconference. 
Thank you for calling in. Our earnings release is available on PR Newswire and can be accessed 
through the Digital homepage on the World Wide Web. This morning 1 have with me Digital chief 
financial officer, Vin Mullarkey, and Bruce Claflin, senior vice president and general manager of 
worldwide sales and marketing. Vin will provide an overview of the quarter, and Bruce will talk 
about Digital sales and marketing. We'll then open the session to questions. The teleconference will 
end promptly at 11:45. 

Before we begin. 1 would like to state that statements contained in this teleconference that are not 
historical facts arc forward-looking statements as that term is defined in the Private Securities and 
Litigation Reform Act of 1995. All forward-looking statements are subject to risks and uncertainties, 
which could cause actual results to differ from those projected. Such risks and uncertainties are 
discussed more fully in the company's latest annual report on Form 10-K and the company's other 
filings with the Securities and Exchange Commission. 

Vin? 

Vin Mullarkey: Thank you, Dan. Good morning, and thank you for joining us. As you know from the press release 
we sent out earlier today, Digital reported net income of $25 million for the fiscal quarter, or 11 cents 
per common share. This represents a $91 million profit improvement over the same quarter of last 
year. We arc pleased with the continued progress being made in nearly all operating areas of the 
company — first, a return to revenue growth with strong growth in our strategic focus areas, and even 
stronger on a constant dollar basis, year-over-year gross margin improvements, solid expense 
controls, continuous profit improvement, and also improvement in all areas of the company's balance 
sheet. 

One of the key factors, as Bruce Claflin will discuss in more detail in a moment, is the increased focus 
on stability in our sales and marketing organization. It's significant improvement from a year ago. 
We are now going to market as one company with a unified marketing strategy and common message 
that supports our growth strategy and our brand. Our new advertising campaign, which began last 
week, is one of the most visible results of this renewed focus. The early success of this approach is 
evident in the 4 percent in growth at product revenues, and even stronger growth in several of our 
strategic markets, including AlphaServer running UNIX in particular, enterprise-based servers 
running Windows NT. and storage systems. 

Although service rev enues were essentially flat with the same quarter last year, we continued to make 
progress in the areas we have targeted for growth, that being client server outsourcing, network and 
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systems integration services, and multi-vendor maintenance services. We are very encouraged by the 
strength, which is building in our sales and marketing operations, and our many examples of success 
which reinforce this. 

Bruce will now elaborate. Bruce? 

Bruce Claflin: Thank you, Vin. Good morning, ladies and gentlemen. As you know, our fiscal year 1997 was a 
very disappointing year in terms of revenue performance. We had four consecutive quarters of year-
over-year revenue decline. As we assess the reasons for this, we concluded that our products and 
services were competitive, our strategy was sound, and the markets we had targeted are growing at 
rapid rates, but that the problems were largely self-inflicted and operational in nature. While 
disappointing, it was also encouraging because we knew that we could fix them and to expect to see 
business improvement in very rapid order. 

As we looked at the type of issues that affected us, we believe the fundamental issue was that our 
approach to market was fragmented. Our business unit model, while helpful at getting cost and 
expense under control and getting it competing to the cycle limes of our major competitors, had 
caused our marketing and sales to become fragmented. And instead of the approaching the customer 
as a unified Digital Corporation, we approached them as several fragmented elements of the 
corporation. This approach was frustrating to our customers, partners and ISV's and it caused us to 
approach customers selling piece parts as opposed to solutions. From an organization standpoint, the 
first and lowest place in the organization where someone had the responsibility to speak for all of 
Digital was the chairman of the board. At the same time, our fragmented approach was not leveraging 
our services capability. Services are an exceptional differentiator in the marketplace and a great 
source of strength for our company. And lastly, our fragmented approach was not allowing us to 
invest and build the Digital brand and all that it stands for as an enterprise solutions company. 

So as a result, we've made a number of changes starting with building an integrated sales and 
marketing organization and empowering our account manager to be responsible for all Digital 
revenue in relationship with our customers, effectively bringing what had been at the chairman of the 
board's level directly to the customer-facing people in our organization. Our country managers are 
responsible for all Digital operations, including revenue, profit loss, and customer satisfaction. And 
our approach is to sell solutions to customers' business problems. We believe that our four decades of 
enterprise experience uniquely position us to be an enterprise solutions provider, and the breadth and 
depth of our hardware-software services, in concert with our partners, again uniquely position us to 
solve customer business problems. By having a unified one face to the customer, we're now 
positioned to sell total Digital solutions with our partners to customers. The intent is, if you have a 
services relationship with the customer, expand it to products. If you have a products relationship, 
expand it to services. And if you have no relationship, solve the customer's business problem, 
oftentimes leading with services and following with products at a later point. This approach of 
maximizing Digital content on every sale is a dramatic change from our approach to market prior to 
this fiscal year. 

Another change that we've made in the idea of unifying was our coverage of our largest global 
customers. Digital is blessed by having a large, loyal customer base, particularly in some of the 
largest global companies of the world. And they wanted and expected us to handle them and support 
them on a global basis. As a result, we have built an integrated, global account management 
organization with a vice president directly reporting to me, who line-manages our 26 largest global 
accounts and program-manages the rest. As a result, we deploy resources in support of the customer's 
global requirements regardless of where the revenue might flow. And we've already received 
exceptional feedbacks from our global customers that this was a step in the right direction. 
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And lastly, we are investing in building the Digital brand and all that it stands for in enterprises, 
particularly with our strong heritage in the technical community, CIO's of enterprises. And this has 
been manifested most visibly in a new advertising campaign, which was recently introduced. All of 
these changes that we've made, we believe, are beginning to show results, and we're very encouraged 
by Ql. As Vin said <>ur revenue was up 2 percent, our products revenue was up 4 percent. While 
services essentially w ere flat growth, exceptional growth occurred in our outsourcing business and our 
strategic network integration areas. Further, if you look at our business on a local currency view, you 
would see that total rowth was, in fact, 6 points higher, and products grew at double-digit rates. 
Another indicator of improvement is the balance of inventory that's maintained by our channels, both 
the aggregate side and the quality of the inventory by age arc the best shape that they have ever been, 
which positions us well for Q2 and beyond. And lastly, morale within our field organization is 
significantly higher than it has been in recent past. And we can find that in a number of indicators, 
but the most of encouraging of which is attrition. Field attrition last year had reached alarming rates. 
Today, it is in the single digits and is reassuring to both us and to our customers that our field 
organization has confidence in our products and our strategies. 

Another reason that we're encouraged is we've had some enormous wins and successes. For example, 
more and more of our customers are coming to us for Internet-based business solutions, whether 
they're trying to build an extranet or extend their market reach through an Internet. During the first 
quarter, for example, we teamed up with Wells Fargo, Microsoft and VeriFone to offer customers a 
complete Internet-based electronic commerce solution. It's called the Virtual Store program, and it 
makes it simpler for retailers to understand and implement secure Internet commerce solutions that 
will help them expand their markets, reduce costs, and improve customer support. We also 
announced plans to build our second Internet exchange facility. This one will be in Kuala Lumpur, 
Malaysia, and it will replicate Digital's very successful Internet exchange that's in Palo Alto, 
California, which, as you know, provides customers with the benefits of a combined switching and 
commercial data center independent of any one Internet service provider or telephone company 
affiliation. 

Digital's output ser\ cr systems arc increasingly regarded as a platform of choice for the most 
demanding Web site*. Digital won a multi-million dollar contract with America Online, for example, 
that includes multipl utput server, 4,100 systems to support their growing Internet business. Lycos, 
one of the leading Internet search services, placed a multi-million dollar order for Alpha and Digital 
x86-bascd systems n> support their expansion in Europe. And last week, Digital received two Dvorak 
Telecommunication Excellence awards, which recognized our AlphaServer 4100 and 8400 systems 
as the best high-performance Web server platforms. 

Another of our keys to success is to deliver business solutions leveraging our services business. Last 
month, we announced the signing of multi-year outsourcing agreements with Dow Chemical, GE 
Aircraft and Perkin I.liner. The combined contracts total more than $165 million and include services 
ranging from custom telephone support to design and implementation of a worldwide roll-out of SAP 
R/3. We've had similar successes in Europe. GlaxoWellcome, the pharmaceutical giant, signed a 
multi-million dollar t < >ntract with Digital to manage and maintain its mission-critical information 
technology environment. In fact, the excellence of our systems integration business was 
acknowledged by a (Dmputerworld magazine survey, which selected Digital as the number one 
systems integrator in its annual customer satisfaction survey in the United States. And IDC concluded 
recently that Digital is the leader in provided mission-critical support for both UNIX and Windows 
NT. 

So while we're very encouraged by our progress in Ql, we're even more optimistic about Q2. As we 
begin this quarter, we start with a complete refresh of our product line, which will strengthen our 
presence in the marketplace. These include enhanced servers and clients, enhanced Digital UNIX 
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capabilities, Affinity Wave 5 for OpenVMS — that includes enhancements for Open VMS servers and 
clusters — improved integration solutions, and a guaranteed up-time program from services. There are 
AlphaServer speed-ups with supporting benchmark data that give us price performance leadership and 
new Windows NT systems, from notebooks to data center with complementary gold and platinum 
services. In addition, we are undertaking massive field training, both for our sales reps as well as our 
partners to make certain that they are fully capable of expressing the competitive advantage of our 
products and services as well as position them as solutions offering. And as I mentioned, on October 
6th, we launched a worldwide advertising campaign. This campaign is designed to build the Digital 
brand and will feature our competencies as a company as well as selected products and services. It is 
being done in a consistent way around the world with a very unique and distinguished look that both 
gets attention and clearly links the campaign to the Digital brand. It speaks in aggressive tones, it is 
not afraid to go toe to toe with competitors, and it often uses our customers to tell our story. We 
believe it's an important part of building the awareness and preference for the Digital brand. 

So, in conclusion, we implemented a very large number of changes at the beginning of the fiscal year 
and were able to get the benefits of those changes without any of the side disruption. The results are 
beginning to show, and in Q2 we will continue to focus on solution selling with our key partners, 
building our skills, enhancing the morale and aggressiveness of our field organization, raising our 
profile in the market through activities like our advertising, while keeping focus on expense margin 
and cash, all while we continue to grow the business. 

Vin? 

V. Mullarkey: Thanks, Bruce. I'll now address a summary of our financial results for the first quarter. These results 
reflect the continued trend of strengthening overall business performance. As you recall from our 
recent teleconferences, our planned return to competitive financial levels is based on steady and 
predictable improvement. Our first fiscal quarter is a seasonally weak one, and the couching situation 
presented an additional challenge for the company. However, we met this challenge, and we 
continued on a path of profitable improvement. At $3 billion, total revenue grew 2 percent over the 
first fiscal quarter of '97 and clearly aligned with our plans and expectations. Product revenue was up 
4 percent, while service revenue showed a modest decline. The adverse effect of couching on a year-
over-year basis was about 6 points of growth. This indicates that in cost and dollar terms, our 
underlying revenue growth and trend is solidly building momentum. 

There are several facts which provide evidence that our solutions-based offering being well received 
that we are gaining ground competitively. First, our Alpha and Intel server revenue growth in total 
was 26 percent over the comparable period of a year ago. AlphaServer growth across all operating 
system environments improved considerably from last year, growing 78 percent. UNIX Alpha server 
growth was up 28 percent. And total Intel server growth was also very impressive at almost 70 
percent, while the Windows NT Intel server business grew in excess of 140 percent. Clear progress in 
market share gains in all of these critical areas. 

Within services, client/server outsourcing continues to grow at a very healthy rate, in excess of 40 
percent. Additionally, the base for future revenue continues to grow in that, during the quarter, we 
added considerably to our book of business. Network and systems integration services gained 
strength as well. The order rate was particularly strong this quarter, increasing our confidence that we 
will be achieving our growth plans this fiscal year. Geographically, revenue growth in North 
America, Latin America, and in Europe was very encouraging, in spite of substantial currency 
challenges. In fact, in local currency terms, Europe experienced double-digit product revenue growth 
this past quarter. Asia Pacific was a disappointment, but we do expect to be back on plan as this 
fiscal year develops Our storage product line continues to do well. Total storage revenues is 
growing at a rate in excess of 20 percent, and it represents growing importance to the company 
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overall. Additionally, our new family of high-performance switches have contributed to a return to 
growth for our network products business. 

Gross margins improved by two points over the first quarter of last fiscal year, driven by focused 
attention on productiv ity and our solutions-based platform strategy, which drives a richer mix of 
servers and services. Total operating expenses were slightly lower than the same quarter of last year. 
This is a result of continued good expense control, while at the same time maintaining our 
commitment of investing in critical areas, such as sales and marketing, advertising, and our strategic 
product line. 

Our balance sheet progress continues. When compared to Quarter one of last year, we reduce 
receivables by some $300 million and inventory by $200 million, both achieved on a higher level of 
sales. And we ended the quarter with a cash and short-term investment balance of 2.4 billion, an 
increase of $300 million year-over-year. As evidence of our growing confidence, we repurchased 
some 3.7 million shares of stock at a cost of $160 million as part of the share repurchase program 
initiated in July of '96. 

Looking forward. 1 would remind you that currency will continue to be a factor. It had a substantial 
impact on the first quarter results, and 1 remain concerned about the potential for future impact. We 
will continue to take actions to mitigate the effect of adverse currency movement to the extent that it 
does not compromise our key strategic investments or our plans to gain market share. Our plans for 
the remainder of fiscal \ car '98 reflect a commitment to revenue growth, market share gains in 
strategic areas, and continued improvement in profitability. 

D. Kaferle: Before we commence with the question and answer period, 1 need to make a comment about subject 
matter we will not discuss. That is the litigation between Digital and Intel, and recent speculation in 
the media. We have nothing new to report, and as a policy, we do not comment on speculation or 
rumor. Consequently, please accept the fact that we will not answer questions of this nature and will 
move on to the next question. Thank you for your cooperation. 

Christie, we will now take the first question. 

Operator: Ladies and gentlemen, we will now begin the question and answer session. If you have a question, 
you will need to press the one, followed by the four on your push-button phone. You will hear a 
three-tone prompt acknowledging your request, and your questions will be polled in the order they are 
received. If your question has been answered and you would like to withdraw your polling request, 
you may do so h\ pressing the one, followed by the three on your push-button phone. If you are using 
a speaker phone, please pick up your handset before pressing the numbers. 

One moment please for the first question. Michael Ellis from Reuters, please go ahead with your 
question. 

Michael Ellis: Hi. Vin, I wonder if you can just go back over again on the server sales, just make sure I got them 
correct. Also, if you have any numbers for work station sales, and then if you can be specific about 
the impact in the currency. Thanks. 

V. Mullarkey: Yes, Mike, let me try The AlphaServer business- To your question on server sales, the Alpha 
server business was up 17 percent. The very strong recovery over the weaker levels that were seen 
over the last couple < f quarters, and again good measure an indicator of the progress that we're 
making, particularly on the sales and marketing front, referenced to points that Bruce made a few 
moments ago. AlphaServer- I'm sorry. Intel server business grew by some 70 percent this past 
quarter with particular strength on the NT side, the company's strategic focus where growth was in 
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excess of 140 percent. The client business overall for the company was down this past quarter, 
consistent with the previous quarter. 

In terms of more specif ics relative to currency? 

M.Ellis: Yeah. 

V. Mullarkey: The currency impact for the company in the first quarter was approximately $100 million. 

M. Ellis: So it's 100 million— off of profits? 

V. Mullarkey: In profit. 

M. Ellis: And one other quick question on servers - I think you said something about up 26 percent year-over-
year. Was that- Is that Alpha? I thought I heard earlier something about AlphaServer sales of 26-

V. Mullarkey: I'm sorry. The UNIX segment of our AlphaServer business was up 28 percent year-over-year. 

M. Ellis: 28 percent. Great. OK. Thanks 

V. Mullarkey: Very strong performance. 

D. Kaferle: Next question, please. 

Operator: Terry Shannon from Shannon Knows DEC, please go ahead with your question. 

Terry Shannon: Yes, good morning. I have a question for Bruce Claflin. I'd like to congratulate you on your results 
in a traditionally lackluster quarter. My question involves Alpha revenue growth and the size of the 
Alpha installed base. A recent trade press article claimed that DEC shipped only 55,000 Alpha 
systems in the last calendar year, which is way inconsistent with my own findings. Can you comment 
on the size of the Alpha-installed base and on current Alpha run rates? 

B. Claflin: Yes, Terry. First, thanks for the kind words. It's nice to have some progress in Ql. As you know, 
Vin told you our AlphaServer business is up. Our overall Alpha business is up as well. Relative to 
the size of the installed base, I'm going to look to my colleagues around the table because I have no 
idea. 

V. Mullarkey: Terry, to your point, the installed base is considerably higher than what you indicated. So your-
either your instincts, which you did not quantify, are clearly directionally more accurate than what you 
indicated somebody else had indicated. We don't disclose that data as a matter of our policy. 

T. Shannon: OK. Thank you. 

D. Kaferle: Next question, please. 

Operator: Leslie Wines from AFX News, please go ahead with your question. 

Leslie Wines: Yes, thank you. You had mentioned that you were optimistic about your performance in the second 
quarter, and I guess throughout your fiscal '98. Is there any way you can ballpark that? Do you see-
What sort of- Do you see any improvement over the 11 cents this quarter? Flow far do you see that 
going up? Do you have any sorts of EPS predictions for the quarter, the second quarter of the year? 
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V. Mullarkey: Well, again, it's noi our practice to be too specific in terms of guidance. We do expect a very 
significant improvement in the second quarter in terms of earnings versus the first quarter. We also 
expect a significant improvement versus the same quarter, that is, Quarter two, of a year ago. It's also 
quite evident that Wall Street expects a fairly significant improvement if you look at the consensus 
estimates on Wall Street They're considerably advanced. But I'm not necessarily endorsing those 
numbers. 1 think it's also fair to say that the general expectations of the company are up if you look at 
the share price of the company. It has approximately doubled over the last several months since the 
April timeframe, obviously a very strong indicator of investment confidence in the track that the 
company's on and of its future earnings potential. 

D. Kaferle: Next question, please. 

Operator: Amy Wohl from Wohl Associates, please go ahead with your question. 

Amy Wohl: Hi, Bruce. Congratulations on the numbers. I'm glad to hear that you've decided to replace the 
monkeys. I've seen the new ad campaign, and I think it's going to be much more effective for you. 

B. Claflin: Oh, you like what-- Still, you haven't seen the best part yet, Amy. It's coming. 

A. Wohl: Oh, well. I'm impatiently wailing. What I'd really like to try to understand a little better is with some 
of the competition reporting unimaginable numbers for revenues in the service sector, do you attribute 
Digital's fiat revenue here to the fact that you weren't more focused on the solutions business or to 
something else? 

B. Claflin: I think there arc a couple of factors. The first is that within our mix of services, we have business 
associated with our traditional, older Digital products mostly associated with hardware and software 
maintenance, availability services, and that business continues to decline, as has been our plan. And 
so it offsets the very rapid growth we've had. particularly of outsourcing in our key network 
integration areas So when you see an overall services revenue that's essentially flat, it masks what's 
happening underneath very rapid growth in the strategic areas offset by declines in our historic 
business. 

Now, as you might have seen, we have some great strengths in key segments. For example, on our 
integration business, we're the world's leader at exchange roll-outs with over 1.3 seats under contract. 
We just dominate that market space, and that's largely through our services capability. I also 
mentioned to you some of the major outsourcing deals that we have won. So we do have strength 
there that the underlying numbers mask. Having said that. Amy, I would expect that the solutions 
focus that we are providing and the responsibility of the account managers to sell total Digital that we 
would see over lime an increase in our services business. As I talk with customers about whats 
important to them, thev continually tell me that the issues that keep them awake at night are how they 
integrate all the technologies that arc coming at them with all the technologies they have, deploy 
applications sooner, and do it at lower cost. As you think about those issues, it's services that largely 
help them through these problems. So service is our- the major differentiator in the customers' eyes, 
and it is a strength for our company, and by leveraging our services capability as a part of solutions, I 
would expect that our services business would have— would grow at an absolute rate faster, 
obviously, than this past quarter. 

A. Wohl: Great. I'm glad to hear that. Thank you. 

D. Kaferle: Next question, please. 

Operator: Paul Judge from Hiisincss Week magazine, please go ahead with your question. 
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Paul Judge: Bruce, I wonder if you could be a little more specific about what caused the upturn in AlphaServer 
sales, and also, what's your analysis of the fact that Intel servers are doing so much better in NT than 
the AlphaServers? 

B. Claflin: Well, the AlphaServer sales, I think, are up because of a focus in the segments where we have 
absolute performance leadership. If you look at where we have been successful, you'll find that in 
high-performance technical computing, in large database environments, and particularly, for Internet 
search- or Internet service providers and search engines, are three very high-growth segments where 
Alpha's performance has undisputed leadership. Let me give you an example. We dominate all of the 
high-end search engines of the world with our Alpha technology. If you were putting up a major 
search engine, you have to have very high scalability and high availability. Our own experience with 
AltaVista, where we brought it up in December of '95 and today have over 35 million hits a day, 
illustrates the kind of scalability you must provide. Digital's Alpha technology is unequaled in the 
ability to provide a highly scalable, highly available platform. And in that market, we have great 
strength. 

Database is another area, where, through our 64-byte capabilities and very large memory, we can 
perform database applications that on non-VLM systems could take minutes and take only seconds 
today — order magnitude improvements in productivity. And so I believe the strength of our 
AlphaServer is because we have more narrowly positioned it to the markets where we have 
exceptional capabilities, and then we partnered well with leading application providers to exploit that 
technology. That's why I believe that our Alpha business has grown so well, Paul. 

On the Intel side, we've continued on the strategy that we began last year, which was the focus on NT. 
We believe that NT will be the platform of choice for deploying many Web-based services. We also 
believe that NT is the clear departmental server environment in the enterprise, and much of our 
strength in mail and messaging is on Intel-class products. So our x86 server business continued the 
very high growth that we'd started last year, I believe, largely because of the focus around NT. 

P. Judge: Can you enlighten us at all about the impact that FX132 is having and whether that's dragging any 
Alpha sales in the direction of NT? 

B. Claflin: I don't think that it's had a dramatic positive impact, although I would expect to be increasingly 
important in the future as Microsoft actually integrates that into Windows NT 5.0. 

P. Judge: 

D. Kaferle: 

Operator: 

Mike Wilman: 

V. Mullarkey: 

Thanks. 

Next question, please. 

Mike Wilman from Dataquest, please go ahead with your question. 

Hi. Good morning. Vin, you mentioned Europe earlier on. Can you be-are you able to be a bit 
more specific about your product and services revenues from you're "up this quarter compared to the 
same quarter in '97"? 

Yes, I would. Inasmuch as that they were both up, and up considerably over the same quarter of a 
year ago, the growth levels on products were higher than the growth levels in services, but they both 
showed very strong growth. 

M. Wilman: Great. That's good news and pretty much what 1 expected. Is it possible at any stage to get hold of 
the actual figures? 
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V. Mullarkey: We don't generally disclose that. I would say, however, that we've had good progress in most of the 
markets of Europe. 1 would particularly refer to England, France, Switzerland, Italy, the Netherlands 
as being the four or five markets where we had exceptional strength this past quarter. 

M. Wilman: Yes, because 1 know countries like Germany have sort of hindered you a little bit in the past with the 
economic downturn there. 

V. Mullarkey: The economy's not helping there, but we're optimistic that we'll see an improved situation develop as 
this fiscal year develops. 

M. Wilman: OK, and then one last question -- you mentioned the impact of the currency situations are being about 
$ 1 (X) million on profit. How much of that came from Europe in terms of, you know, percentage? 

V. Mullarkey: Oh, about approximately 60, 70 percent. 

M. Wilman: OK. Thank you very much. 

V. Mullarkey: That, incidentally, was $100 million compared to Quarter one a year ago. 

M. Wilman: Yeah, right. OK. thank you. 

D. Kaferle: Next question, please. 

Operator: Bruce Francis from CNBC, please go ahead with your question. 

Bruce Francis: Yes, first of all, analysis have you at 62 cents in your second quarter. Do you feel comfortable with 
that? And I'd like to follow up. 

V. Mullarkey: Bruce, it's not our practice to respond directly to the analysts' consensus figures for future quarters. 
We do feel confident in the company's outlook. Wc arc providing guidance to the Wall Street 
investment community of a continuation of growth, in fact, improved growth moving forward to 
Quarter two, improved margins, a continuation of good expense controls, and were also projecting 
again continued balance sheet strengthening. So certainly, the consensus at 60-some odd cents 
reflects that, something in that ballpark. 

B. Francis: OK. And to follow up now - understand I'm not asking you about the Intel case specifically, but what 
impact- business impact-- Have you noticed any concern from your customers regarding this, and 
have you had any changes, negative or positive, in the availability of Intel components as a result of 
this. 

B. Claflin: This is Bruce Claflin. Let me start with the end of your question first. We have had no issues on 
providing Intel-class technology, and, as Vin described, our Intel business grew very nicely last 
quarter, and was fully supplied, supportive in that growth. Relative to our Alpha products, obviously, 
after the press article, there was considerable inquiry. I sent a letter to our field, which has been 
widely reported in the newspapers, and the summary was there s no reason not to sell and no reason 
not to buy our Alpha-based products. We do not believe that there's any impact on our business going 
forward. 

D. Kaferle: 

Operator: 

Next question, please. 

Chris Goodhue from Gartner Group, please go ahead with your question. 
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Chris Goodhue: Hi, thanks. Good morning. This is a question for Bruce. I'm wondering if you could just comment a 
little more specifically on the decline in the client systems business and provide some indication of 
what you anticipate needing to do to turn that around. 

B. Claflin: Yeah, let me comment first on the client side. That was an aggregate statement. In fact, our x86 
clients had modest growth. Our Alpha-based clients declined, and it was largely based on our older 
VMS and to some degree UNIX workstation business, but the Intel clients actually had growth this 
past quarter, and that's the first time they've grown in over five quarters. Relative to— Let's see. 
What was the rest of your question, Chris? 

C. Goodhue: Just how-- what you'd expect to do going forward to ensure that you have sustainable growth in that 
part of the business, specifically on the Intel side? 

B. Claflin: On the Intel side? 

C.Goodhue: Yes. 

B. Claflin: Yeah, well, we're going to continue on the strategy that we've had, Chris. As you know, we've 
narrowed our focus to commercial customers implementing client/server solution with leadership 
around Windows NT. That strategy works. And as you know now, we have had progressively 
improved quarters, each over the other, and while Vin didn't say it explicitly, I know, Chris, that you 
asked this question - our PC business was profitable last quarter as well. So I'm very encouraged by 
the progress we've that made on PCs, and we would expect it would continue. I would comment that 
our server business has very high growth. Our desktop business has resumed growth at single-digit 
rates, and I would expect it to stay at that level. However, in this quarter, I would expect our 
notebook business to grow substantially as a result of the introduction of our Ultra 2000, and 
lightweight package. So we do believe that the notebook line will be a very high-growth segment 
within our PC business this quarter. 

D. Kaferle: Next question, please. 

Operator: Todd Wallach from Boston Herald, please go ahead with your question. 

Todd Wallach: Sure. I noticed that you mentioned a lot of stellar growth in certain products, like AlphaServers and 
NT-based systems. I was curious, though, if the overall revenue increased at just 2 percent, what were 
some of the products that did not sell quite as well? 

V. Mullarkey: There are categorically three areas of the business that from a product services perspective that 
haven't declined, at least two of which have been referred to. Bruce just referred to the Alpha 
workstation business, which is declining, and that is a continuation of the experience we ve had in-- of 
the last few quarters, and the second area is in the VAX area, which has been under decline now for 
several years as we've transitioned to the Alpha platform. And thats a less significant factor today in 
the company. It's becoming less material, of course, as time goes time. And the third area of decline 
is in the maintenance on our older platforms, the maintenance service business of the marketplace. 
It's an important business. It's one that we're highly committed to support our customers from the last 
several decades that still use Digital products, whether they be VAX or PDP-11 s or some of the 
earlier versions of Alpha, but as you would expect, that segment part of our business from a 
maintenance point of view, which is a sizable piece, also a very profitable piece, is declining at 5 or 6 
percent a year. 

D. Kaferle: Next question. 
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Operator: Rufus Williams from "Westminster Times Union," please go ahead with your question. 

Rufus Williams: Bruce, please quantify the significance in the boost to your future Alpha business from the impending 
availability of 64-bytc NT optimized for Alpha. 

B. Claflin: Well, we think that the 64-byle availability of NT will be very important to our Alpha line directly 
and our overall NT business as well. The 64-byte implementation will allow us to exploit very large 
memory capability in an NT environment on Alpha. And as you know from my prior comments, it's 
the exploitation of VLM that has distinguished us so much in the UNIX-based market. We expect the 
same to occur in Windows NT and in the same type of application, particularly in database or data 
mart environments 1 should comment, howev er, that some people just can't wait. And Oracle has 
already enabled their Oracle System 8 to run NT and to exploit VLM capabilities on our Alpha 
technology. At Oracle Open World, we demonstrated VLM exploitation on our Alpha-running NT 
and a Oracle System S with exceptional performance. So the market is clearly ready for this type of 
advancement. NT 5.0 will embed it into the core of its environment, but even other leading 
application providers are exploiting VLM earlier than NT, as exhibited by Oracle's commitment to us. 

R. Williams: 

D. Kaferle: 

Operator: 

M. Ellis: 

V. Mullarkey: 

M. Ellis: 

V. Mullarkey: 

D. Kaferle: 

Thank you. 

Next question, please. 

Ladies and gentlemen, if there are any additional questions, please press the one, followed by the four 
at this time. Michael Ellis from Reuters, please state your follow-up question. 

Hi, Vin. I don't think I heard an overall figure for Alpha sales. Do you have something like that? 

Yes, Alpha sales overall was up 4 percent, a significant improvement from the last couple over the 
last couple of quarters, as I'm sure you can recall. 

Thank you. 

It's a— Let me thank you again for joining us this morning. In closing, allow me to summarize a 
couple of very key points. First of all. our sales and marketing program, along with our product and 
service capability, both have strengthened considerably this quarter, and these improvements clearly 
contributed considerably to a return to growth for our company with very encouraging market share 
gains in these strategic areas which we've focused on here this morning. And finally, as we've 
indicated, our financial performance continues to reflect substantial improvement in every respect, 
and wc remain confident that that will continue to move forward, not only in Quarter two, but in 
quarters to follow. 

Thank you again for participating. 

This concludes Digital's first quarter earnings teleconference conference. The post-view number is 1-
800-633-8284 in the United Slates and 1-303-248-1201 for international callers. The line will be 
open from 1:00 p.m. to 3:00 p.m. If you have any additional questions, please call me at area code 
978-493-2195. Thank you. 

Operator: Ladies and gentlemen, that does conclude our conference for today. You may all disconnect, and 
thank you for participating. 


