


Corporate Profile

Digital Equipment Corporation designs, manufactures, sells and
services computers and associated peripheral equipment, and re-
lated software and supplies. The Company’s products are used world-
wide in a wide variety of applications and programs, including
scientific research, computation, communications, education, data
analysis, industrial control, timesharing, commercial data process-
ing, graphic arts, word processing, health care, instrumentation,
engineering and simulation.

Financial Highlights

%

Fiscal Year 1980 1979 Change
Total operating

revenues $2,368,045,000 S1,804,092,000 +31.3
Net income $ 249,861,000 S 178434000 +40.0
Net income per

share $5.45 $4.10 4329
Total

stockholders’

equity $1,651,749,000 S1,120,236,000 +47.4
Stockholders’

equity per share $36.25 $2759 +314
Return on average equity 18.0% 17.6%

Annual Meeting of Stockholders

The Annual Meeting of Stockholders will be held at 11:00 A M., Tues-
day, October 28, 1980 in the Dorothy Quincy Suite, John Hancock
Building, 180 Berkeley Street, Boston, Massachusetts. Stockholders
of record on September 5, 1980 will be entitled to vote at this
meeting.
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ON THE COVER:

Great care is taken at every step of the manufacturing process to ensure that the
highest possible degrees of quality and reliability are built into all Digital products
At the company's new semiconductor engineering and production facility in Hud-
son, Massachusetts, a technician inspects tiny integrated circuits on a silicon wafer
in a “clean room" where air is meticulously filtered to remove microscopic dust parti-
cles that might wind up as flaws in the complex circuits




President’s Letter

To our Shareholders, Employees
and Friends:

| am pleased to report that during
Fiscal 1980 Total Operating Reve-
nues grew by 31 percent to $2.4
billion and Net Income increased
by 40 percent to $250 million. Earn-
ings per share totaled $5.45 and
return on average shareholders’
equity continued the positive trend
it has followed over the last several
years. | feel the Company made
good progress in managing its rapid
growth in the face of heavy cus-
tomer demand. The year was one
of continued economic uncertainty
for our industry but we were not
adversely affected by the recession
that began at mid-year.

In Fiscal 1980 we continued heavy
investments for the future: in new
products, new services and new
facilities, all designed to ensure
that Digital maintains a high stan-
dard of quality in the eyes of its
customers and investors, its em-
ployees, and the community at
large.

The heavy demand for Digital’s
computer systems from markets
around the world exceeded our
expectations and resulted in longer-
than-desired delivery times for
many of our products. Our manu-
facturing organization responded
by significantly increasing its pro-
duction levels over the previous
year. We are particularly proud of
our Terminals and Far East manu-
facturing groups, whose combined
efforts achieved a near-tripling in
output of Digital's best-selling
VTI100 video terminal to the point
where we are now making these
units at the rate of more than one
per minute. When other Digital

video and printer terminals are
included, the Company now ranks
as one of the world's largest pro-
ducers of computer terminals.
Digital also accelerated its rapid
plant expansion program with the
expenditure of $210 million, more
than double last year's capital
spending. The Company plans to
continue heavy investment in new
facilities and equipment into the
future as our market expands.
Construction continued on
manufacturing facilities in Augusta,
Maine; Phoenix, Arizona; Colorado
Springs, Colorado; Aquadilla,
Puerto Rico; Ayr, Scotland and
Hong Kong. New projects were
begun in Greenville, South Caro-
lina; Clonmel, Ireland; Kaufbeuren,
Germany and Franklin, Mass. Plans

were announced for a large plant in’

Singapore.

The Company increased its in-
vestment in new product develop-
ment by 35 percent to $186 million
to ensure Digital's continued lead-
ership in both hardware and soft-
ware products designed to fill grow-
ing customer needs, particularly in
distributed processing and com-
puter networking applications.
Development also continued on
future additions to our family of
DECsystem-10 and -20 computers.

Important enhancements were
made to Digital's DECnet network-
ing software and to the VMS operat-
ing system software that powers
our VAX-11/780 computer, which
has become a standard for scientific
computation and computer-aided
design. A new mid-range computer,
the PDP-11/44, was added to our
well known PDP-11 family, and a
number of important disk storage
products and terminals were also
introduced.

The Company made significant
investments in the future of the
Digital organization as well, adding
more than 11,000 people to its
worldwide employee population,
which now totals more than 55,000,

an increase of 25 percent over
last year.

A significant portion of our new
hiring involved expansion of our
worldwide customer support or-
ganizations, including sales, main-
tenance, software services and
educational services. These groups
now total almost 20,000 people
at more than 400 locations
in 37 countries.

Automated telephone diagnosis
of computer hardware and software
problems was made available to
Digital's customers in Europe with
the opening of Remote Diagnostic
Centers in the United Kingdom and
France, enabling us to respond to
these customers within 15 minutes
of their call. These new centers
combine with Digital’s first such
facility in Colorado Springs, Col-
orado, to provide the industry’s
most advanced remote computer
maintenance capability.

As we look into the 1980s and
beyond, we feel confident about
the future of Digital. The people in
our organization are bright, hard
working and enthusiastic. We are
financially sound. We currently offer
a broad array of competitive prod-
ucts, with more under develop-
ment that will continue to enhance
our strong position for the future.

Lo ] A

Kenneth H. Olsen
President
September 8, 1980



Digital's Computers:
Quality Products to

Meet the Challenges
of a Changing World.

The original idea that created Digi-
tal Equipment Corporation in 1957
was to make computers that were
affordable, approachable, versatile
and easy-to-use by virtually any-
one. In pioneering this approach,
Digital has contributed to making
the computer a powerful tool to
help meet the challenges of a
changing world

At the same time, the affordable
and adaptable computer has itself
created further changes. Changes
in the ways we access and manage
information. Changes in the way
we produce goods and services
Changes in the way we acquire
knowledge, store it, and use it
Changes in work styles and in
lifestyles

Changes, even, in the way we
think

Of course, the goal of producing
affordable, easy-to-use computers
would mean very little without the
equally important objective of pro-
ducing a quality product. It is qual-
ity that makes our products viable
for the long term, with high reliabil
ity and low cost of ownership. It is
quality that makes us strive to pro-
vide the best possible balance of

‘Growth is not our primary goal
Our goal is to be a quality organiza-
tion and do a quality job, which
means that we will be proud of our
work and our products for years to
come. As we achieve quality, growth
comes as a result. The product we
are selling includes the engineering,
the software, the manufacturing
and the services.”

A Faster Rate of Change.

As we begin the present decade,
we can see that the biggest chal-
lenge of our changing world is the
rate of change itself. Contemporary
trends in politics and economics,
impressive strides forward in sci-
ence and technology, have all con-
tributed to an ever-accelerating
rate of change. Communications
can be instant. The information
base we use can be enormous be-
yond our imaginations. And the
development of lower cost and
easier-to-use communications
and information processing tools
means that the number of people
using them increases daily

price, performance, and functional-
ity in our products. And it is quality
that helps us fulfill our obligations
to our shareholders through growth
and profits. This point is summar-
ized in Digital's Corporate
Philosophies:

Estel Hoogovens on the edge of Holland's North Sea, is one of Europe’s
largest steel works with an annual output of more than five million tons.

The company uses over one hundred of our computers in a variety of
distributed applications from process control to management
information. At this blast furnace, which is one of five in the 2000 acre
plant complex, a PDP-11 controls the raw materials that go into the
Sfurnace “charge,” and monitors the melting process as the furnace
reaches temperatures of 2000 degrees centigrade.






For the high technology com- I. Hardware costs. Ever since it pio-

puter company of the 1980s, the neered the minicomputer in
challenge is to continue to develop 1963, Digital has been commit-
products, services, and an organiza- ted to lowering the cost of basic
tion that can be responsive to this computer hardware. In addition,
ever accelerating rate of change Digital believes in offering the

Affordable, approachable, adapt- market a broad line of products
able computing, delivered in high- so that customers can purchase
quality products designed and built exactly the amount of comput-
for the long term, still appears to ing power they need.
be a strong concept to meet the Today, Digital offers the
challenges of a changing world. broadest product line in the

At Digital, that has been our con- computer industry. Its computer
cept from the beginning central processors (CPUs) range

from the LSI-11/2 microcomputer
for under $500 in quantity, to
DECsystem-10 and DECSYS-

AdvanCmg TeChnOlOgy TEM-20 mainframes for over

Creates New Uses. $400,000. Complete systems
built around these processors

In computers, three significant sell for a few thousand to more

trends have emerged and will con- than a million dollars

tinue to develop during the 1980s The company produces a com-

plete line of printing terminals,
video display terminals, mass
storage and memory devices, and
a range of special options. Digital
also offers a full line of software,
encompassing operating systems,

|. Largely because of advance-
ments in semiconductor tech-
nology, the size and cost of com-
puter hardware will continue to
go down

No

At the same time, people-related
costs are on the rise, impacting
the cost of software develop-
ment, systems operations, train-
ing, and maintenance

With the ever widening use of
smaller computers in new appli-
cations and the increasing ac-
ceptance of distributed process-
ing, the integration and control
of computing resources have
become prime concerns of man-
agers and implementors alike

For each of these trends in to-

day's computer market, Digital's
computers offer a significant, and
often unique, response

language compilers, utilities,
development tools, and applica-
tions software for certain selected
markets such as word processing
and engineering systems.

Dow Jones & Company, Inc., is best known for its WALL STREET JOURNAL,
the nation’s largest circulation newspaper, but the company is actually a
global publishing and communications company that relies heavily on
satellites and computers to move information between offices and
printing plants as far away as Hong Kong. Its administration and research
headquarters in South Brunswick, New Jersey, for example, is the control
point for its Dow Jones News Retrieval Service that gives more than 8,500
subscribers electronic access to news from its publications. That service
links PDP-11 and mainframe computers around the world to store and
transmit news and financial data instantaneously.






These products are available
in a wide variety of configura-
tions, including complete pack-
aged systems designed to be
especially cost-effective for many
standardized uses.

The largest reduction in hard-
ware costs have come about
through developments in semi-
conductor technology. Tiny inte-
grated circuits (ICs), wafer thin
and just Y4" square, can contain
the entire central processing unit
of a computer Ten years ago, this
same unit would have taken up
several square feet of floor space
Twenty years ago it would have
taken up an entire room.

Since the advent of Digital's
first LSI-11 microcomputer in
1974, the Company has been
deeply involved in the develop-
ment of custom large-scale inte-
gration (LSI) semiconductor
technology. This year saw the
opening of our first major semi-
conductor design and produc-
tion facility in Hudson, Mass. It
is among the most advanced
semiconductor manufacturing
facilities in the world, providing
Digital with the capability of
further lowering hardware costs

People-related costs. As costs for
programmers, system operators,
and service people rise, Digital's
long-term commitments to
software-compatible computer
architecture, ease-of-use, and
low-cost maintainability have
become even more important
to customers

Software compatibility has
always been a prime objective
with Digital's computer families
Programs developed on a small
PDP-11 microcomputer will run
on any PDP-11, and on the large
VAX-11/780 as well. And programs
developed on the smallest
member of the DECsystem-10
or DECsystem-20 family will run
on the larger systems in those
families

This compatibility is true not
only system to system, but across
generations. Programs written
on Digital's computers made in
1965 will still run on their mod-
ern day counterparts. In other
words, software investments on
Digital systems are protected
and can be built upon, an in-
creasingly important benefit as
the costs of software develop-
ment continue to rise

Another important objective
has been to make Digital's com-
puters easy to use. Key to meet-
ing this objective is the design of
the operating system software,
the basic programs that run com-
puters. Digital pioneered in the
development of interactive
operating systems that made
computers easier to use, so that
more people could take advan-
tage of them without the need
to be supported by huge operat-

When Boeing Commercial Airplane Company develops new aircraft, or
works on existing programs, our PDP-11 computers perform much of the
data analysis work. The new Boeing 757, for example, now in the final
stages of mockup, has undergone extensive computer-aided data
analysis by Boeing's Interactive Graphics Data Analysis (IGDA) Systems.
Those PDP-11/70-based systems analyze wind tunnel, structural and
flight test data Q(lf/?(’l ed l‘hrougbouf the development process.






ing staffs. Digital continues to
lead in this area with software
that has become easy to use in
every respect. It is easy to de-
velop, easy to implement, easy
to convert, and easy to operate
Finally, in the design stage of
new products and throughout
the continuing development of
existing ones, Digital seeks to
design and build in features that
will make hardware inherently
more reliable, as well as easier
and less costly to maintain.
Digital's leadership in remote
diagnostics is available through
centers in Colorado, the United
Kingdom and France to custom-
ers using the VAX-11/780 and
PDP-11/70 systems and the new
PDP-11/44 computer
Integration and control of computer
resources. Each year has brought
more widespread use of smaller,
more powerful computers in new
and different ways throughout
our customers’ organizations.

The basic adaptability and soft-
ware compatibility of Digital's
computer families give custom-
ers an advantage in integrating
programming, training, and main-
tenance throughout their com-
panies. And Digital's advanced
networking and communications
products provide the final mea-
sure of control necessary in
today's integrated information
processing environment.

For example, a set of easy-to-
use networking software tools
called DECnet permits com-
munication among virtually all
of Digital's computer systems,
irrespective of the software
operating systems under which
they run. It permits the sharing
of resources and capabilities
between systems under a range
of control options.

Digital Network Architecture
(DNA) includes a set of proto-
cols for controlling communica-
tions that also allow intercon-
nection to computers made by
other manufacturers and to third
party carrier services. Several
organizations use DECnet for
linking computers made by
others. With five years of field
experience behind it and more
than 2,500 installations, DECnet is
now one of the most proven and
most advanced networking soft-
ware systems available.

After 12 years of construction, the Gotthard Strassen tunnel opened this
September, to become the world’s longest car tunnel. The ten-mile-long
connection through the Swiss Alps, lets people drive from Northern to
Southern Europe all year-round instead of boarding a car train eight
months out of the year because of bad weather. Because of the tunnel’s
length, ventilation and fresh air circulation is critical, and the electrical
power consumption is considerable. Brown Boveri Company; a Swiss-
based multinational, installed a supervisory control system based on two
PDP-11/34 computers to monitor and control the power management
system and installed a third PDP-11/34 to run the roadside

emergency network.
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Products to Help
Manage Change.

Microcomputers. Digital's family of
16-bit microcomputers includes
LSI-11's on boards and PDP-11's in
both rack-mountable boxes and as
complete packaged systems. This
year, the family was expanded on
the high-end with the PDP-11V23
and PDP-11T23 packaged systems
Both are based on the powerful
LSI-11/23 central processor, which
offers speeds approaching those of
a mid-range minicomputer, plus
the ability to run the PDP-11's ver-
satile multi-user, RSX-11M operat-
ing system. The 11V23 uses conve-
nient flexible disk storage; the 11723
uses higher capacity hard disks
These new systems join the en-
try level LSI-11/2 and PDP-11/03, the
first microcomputers to offer the
performance and comprehensive
software of a minicomputer in
micro-sized packages. Both the
LSI-11/2 and LSI-11/23 modules
measure just 5.2” x 8.9” (13.2cm x
22.8cm) and are supported by a
complete family of memory and
interface modules, peripherals,
terminals, and software develop-
ment systems. With this product

range, the LSI-11 family provides a
complete systems approach to
microcomputers and provides
Digital with leadership in this im-
portant and fast-growing segment
of the market

The software compatibility found
across the PDP-11 family permits a
customer to start with an 11/23,
then migrate downward to the
smaller, less expensive LSI-11/2 or
upward through the entire family of
PDP-11 minicomputers all the way
to the 32-bit VAX-11/780.

PDP-11 Family. 1980 marks the

10th anniversary of the PDP-11, the
largest selling computer ever made.
More than 170,000 are now in use
throughout the world. During the
year, the family was enhanced with
several new software products and
with the introduction of the fourth
generation mid-range PDP-11/44.
The new system gives customers
twice the performance of the PDP-
11/34 and provides an easy migra-
tion path to the larger, more power-
ful PDP-11/70.

Three new PDP-11 software
products merit special note. An
RSX-11M/SNA Emulator enables
PDP-11's running under the RSX-
1M multi-user operating system to
network with non-Digital computers
using the Systems Network Archi-
tecture (SNA) protocol. This per-
mits PDP-11's to exchange data
with large non-Digital hosts, allow-
ing the network to take full advan-
tage of PDP-11 system features.

An enhanced DATATRIEVE pack-
age, for use with RMS-11 record
management software, improves
report generation efficiency for
both novice and experienced users.

In the past year our 32-bit VAX-11/ 780 has gained wide acceptance in
commercial markets, particularly where communication and computer
interaction are important. Commercial Union Insurance in Boston,
Massachusetts, for example, uses two VAX-11/ 780 computers as part of a
communication network that links minicomputers and terminals at
independent agents’ offices to the Boston corporate headquarters. This
agency automation program allows independent agents to produce
quotations and issue policies which are then transmitted to the VAX at
the home office for monitoring. Commercial Union also uses VAXs

and PDP-11s linked with DECnet for in-house timesharing and

word processing.






And the new DPM/Plus software
improves throughput for Distrib-
uted Plant Management systems
running under the RSX-11M Plus
operating system.

PDP-11 based DEC Datasystem. The
DEC Datasystem family of PDP-11
computers which are optimized for
business applications was enriched
with new hardware and software
offerings. On the low-end, Digital
introduced the DEC Datasystem
333 and 335, which incorporate the
high speed LSI-11/23 processor.
These systems bring a new stan-
dard of price-performance to low-
cost business systems intended for
either stand-alone or distributed
applications. To these was added
the DEC Datasystem 540, whose
PDP-11/44 processor creates a high
performance business system at a
mid-range price

LSI-11 based MINC systems. Digital's
MINC (for Modular Instrument
Computer) is a compact, low-cost,
roll-around system specifically de-
signed for laboratory researchers
who are not computer experts. Dur-
ing the year, this popular system
was extended both upward and
downward into a complete family.
The new MiniMINC Desktop Com-
puter System can process data
gathered by standard MINC sys-
tems, or run programs of its own.
The new MINC 23 extends capabili-
ties upwards for researchers who
require greater speed and higher
memory capacity than are available
in the smaller version. In addition,
MINC NFT software can link MINC

VAX-11/780. Within months of its
introduction in 1977, Digital's large
and powerful VAX-11/780 computer
system had become the standard
of excellence by which scientific
computers costing less than
$250,000 are measured. During the
past year, the 11/780 also gained
acceptance among commercial
users.

The unique VAX-11 architecture
has two distinctive features which
contribute to its popularity.

First, VAX's true 32-bit word
length and virtual addressing allow
an extremely large address space
of four billion bytes. This not only
permits VAX computers to run
very large applications, but also
increases programmer productivity,
thereby reducing software develop-
ment costs. With such large address
space available to the user, pro-
grams can be developed far more
easily and quickly than with com-
puters of smaller capacity.

Second, VAX/VMS operating sys-
tem software was designed as an
integral part of the system, with
much of the software functionality
resident in the hardware. The VAX's
rich instruction set can be imple-
mented over a wide range of sys-

systems into a network of Digital
computers running DECnet
software

The Goodyear blimp hovering over the Houston Astrodome or other local
public event, is one of four lighter-than-air ships owned by The Goodyear
Tire & Rubber Company. Their airship ‘America” based in Spring, Texas,
has an onboard PDP-11/03 microcomputer to animate the ship’s four-
color sign. When the America is not covering sporting events, it is making
nightly flights over downtown Houston displaying public service and
advertising messages. The on-board microcomputer can run a
combination of 150 animation and design motifs, and typically goes
through 50 or more different messages each night. The lighted signs on
each side of the ship measure 25 x 105 feet; each sign contains 3,780
lamps making up the four-color display. Flying at an altitude of 1500 feet
and reaching airspeeds of 35 mph, the Goodyear blimp fleet makes
appearances at many public events around the world.
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tem sizes, both larger and smaller
than the original 11/780.

This year also saw the introduc-
tion of an enhanced version of the
VAX/VMS operating system soft-
ware, featuring broadened capa-
bilities of the basic operating
system, a new high-speed version
of COBOL, plus new native mode
language compilers for BASIC,
FORTRAN, CORAL 66, and PASCAL.
These new computer languages,
optimized for the inherent perfor-
mance capabilities of the VAX
processor, extend the 11/780's
usefulness to many more new
applications, particularly among
commercial users.

DECnet Networking Software. Fiscal
1980 saw the introduction of DEC-
net Phase Ill. This latest version of
DECnet software brings significant
new capabilities to customers
networking Digital Equipment Cor-
poration computers. These capabil-
ities include: automatic routing of
messages between non-adjacent
modes; command access to re-
mote systems from a terminal; the
option of either fully distributed or
centralized network management;
and communications support for
multipoint lines. DECnet Phase Il
is the most advanced networking
software currently available and is
proving extremely useful in a wide
variety of commercial and tech-
nical distributed data processing
applications.

DECsystem-10 and DECSYSTEM-20
Families. Supported by over 15 years
of software development, Digital's
36-bit large interactive computers
continue to enjoy widespread use
in high-end general purpose and
timesharing applications involving
large numbers of users. Both fami-
lies now run both TOPS-10 and
TOPS-20 operating systems, ex-
tending software compatibility
benefits even further

Terminals and Peripherals. Following
the success of the DECwriter Il tele-
printer and VTI100 video terminal,
which established new industry
standards, Digital has continued to
introduce new terminal products.
The VSVI11-VSI1 Color Graphics Ter-
minals are Digital's first entry into
that segment of the market. And
the new VT103 has space for the
LSI-11/2 or LSI-11/23 microcom-
puters so that users can develop
specialized table-top computer
systems.

In peripherals, Digital continued
to lower the cost-per-bit of mass
storage with the new 10.4 megabyte
RLO2 hard disk system. And the
TSI1 tape subsystem, with built-in
Microprocessor, permits greater
system efficiency over standard
tape drives

The Mayo Clinic in Rochester, Minnesota is a world renowned medical
care and research facility involved in many areas of human health. Their
Thorasic Disease Research Unit, studies lung-related problems with
special emphasis on the mechanics of the lung such as volume, air flow,
gas pressure and diffusion. Here, in a simulated research project, the
“patient” is placed in a sealed chamber where bis breathing is monitored,
and the data fed through a DECnet communication link to a PDP-11/70
computer for analysis and storage. The Mayo Clinic also uses a PDP-11/34
computer as part of its Regional Pulmonary Function Program that lets
33 remote facilities in hospitals around Minnesota and neighboring
states perform lung tests locally under Mayo Clinic supervision.
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Services to Meet the
Growing Needs of
Customers.

Digital feels that Customer Service
begins even before a prospect be-
comes a customer. Our customer
support organizations in the field
are therefore structured into ac-
count teams, headed by an account
manager, joined by specialists in
hardware, software, maintenance,
installation, and training. Pre-sale
support has become increasingly
important as more and more cus-
tomers look at comprehensive long
term distributed processing strate-
gies requiring comprehensive, cost-
effective solutions.

These services can be purchased
in a wide variety of ways. Because
our customers are in many differ-
ent kinds of applications with
widely varying needs, we offer
everything from per-call service to
around-the-clock contracts with
on-site support. During the year, we
significantly expanded our ability
to service terminals and small sys-

tems through the use of terminals
specialists and mobile stockrooms
dispatched from more than 180
locations around the world
Software Services. During the year,
Digital's Software Services organi-
zation was expanded significantly
throughout the world. A North
American Telephone Support
Center was opened at Colorado
Springs, Colorado and a similar
facility, Digital's first outside the
United States, was established at
Basingstoke, United Kingdom, to
serve the company's fast-growing
European customer base. These
centers, together with the hun-
dreds of software applications spe-
cialists deployed worldwide, make
Digital an industry leader in post-
warranty customer services for
software.

At the close of the fiscal year,
there were over 14,000 people
engaged in Customer Service ac-
tivities in more than 400 locations
worldwide

Customer Satisfaction Survey. The
most important measure of the
quality of Digital's services is made
by the customers themselves. Each
year for the past ten years, we have
sent out our Comprehensive Cus-
tomer Satisfaction Survey to all
customers with hardware service
contracts, and to most of our per-
call customers. This survey was
expanded during the year to in-
clude Software Services customers
as well.

Alfa Romeo, the Italian automaker, has been building fine motorcars
since the early 1900's. At its Arese factory outside Milan, much of the
engine testing and practical development work is performed by Alfa
Romeo specialists in conjunction with one of our Distributed Plant
Management systems. That computer links engine test labs to dual
PDP-11/34 computers that record test results and log data for further
analysis at corporate headquarters. Each prototype engine undergoes
vigorous endurance testing and overall performance both in the lab and
over the road before it goes into mass production.




| —ee |

vanwnngl wwewewyl wew WAR
<. 54 | by Ay !
Ouw OVM o“‘m o.,m




These survey results provide an
important benchmark overall. Each
individual questionnaire helps us
to maintain service at a consis-
tently high level for each individual
customer.

For fiscal 1980, Digital's scores
in this customer survey increased
over those of the previous year; our
goal here is to make them even
higher.

Continued Leadership in Remote Diag-
nostics. Digital now has Remote
Diagnostic Centers in three loca-
tions worldwide. Remote diagnosis
capability is available to all cus-
tomers using PDP-11/44, PDP-11/70,
and VAX-11/780 computers. With
Remote Diagnosis, Digital can re-
spond within 15 minutes of receiv-
ing notification by the customer to
initiation of the diagnosis at the
Center. The Center is equipped with
PDP-11/70 computers that rapidly
and comprehensively check out
the computer at the customer site.

More than 3,000 customers used
Remote Diagnostics during the
year, more than double last year's
coverage, and we expect to con-
tinue to expand this advanced ser-
vice significantly in the future.

Remote Diagnosis provides
faster response time and shorter
repair efforts by dispatching spe-
cialists with the appropriate skills
and parts for the diagnosed prob-
lem. The service is also being used
to run preventative diagnostic
sessions at installations during
off hours

Originally developed to improve
hardware uptime, the Remote Diag-
nostic Centers now have the ability
to handle warranty and contract
services for software customers,
including operating systems, pro-
gramming languages, and utility
packages.

Remote Diagnosis is available 24
hours a day, 7 days a week, and our
objective is to offer this advanced
technology with other Digital prod-
ucts, as appropriate.

Educational Services. Customer train-
ing continues to be a vital compo-
nent of Digital's service offerings.
Since Digital's purpose has always
been to bring the power of comput-
ers closer and closer to more and
more people, our customer training
capabilities have been constantly
expanded and refined.

Digital now operates 23 Cus-
tomer Training Centers around the
world where people can learn every-
thing from how to program a com-
puter to how to fix one. The Educa-
tional Services organization is
headquartered in Bedford, Massa-
chusetts. Other centers are located
in Maynard, Mass_; San Francisco,

Digital’s VAX-11/ 780 computer, with its capability to run very large pro-
grams, has become a standard for scientific computation and computer-
aided design. Sony Corporation’s plant in Atsugi, Japan, designs and
builds over 400 different types of semiconductor chips including inte-
grated circuits and large-scale integration (LSI) products for Sony’s range
of consumer and professional products. Much of the design work for the
tiny chips is carried out on a 32-bit VAX-11/780 that is linked to company
headquarters in Tokyo with our DECnet networking software.
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Los Angeles, Chicago, Washington,
D.C, Dallas, and New York City.
Centers outside the United States
are located in Paris, Munich, Milan,
Tokyo, Madrid, and Zurich; also
Utrecht, Netherlands; Solna, Swe-
den; Reading, United Kingdom:
Kanata (Ottawa), Canada; and
Sydney, Australia

During the year 550 instructors
taught more than 300 different
courses in 17 languages to over
50,000 customer personnel. Re-
sources include more than 500
computer systems to provide
hands-on learning for students.
During the past year, Digital's Cus-
tomer Training organization deliv-
ered more than 2.7 million student
hours of instruction, the equivalent
of a 6000-student university.

In addition, Digital's 26 Retail
Computer Stores provide training
designed to introduce operators
of small businesses to the use of
small computers and word pro-
cessing systems

Digital also offers training
through individualized self-paced
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courses using workbooks, cassette
tapes, and audio/visual aids, as
well as courses conducted on site
at customer facilities.

And to ensure the ability of our
Customer Services organizations
to meet the burgeoning needs of
Digital's customers, 600 managers
from the groups attended more
than 1600 student weeks of man-
agement education during the year.

DECUS. All Digital customers are
invited to join DECUS, with 36,000
members, the largest and most
active computer users' society in
the industry. DECUS issues papers,
supports publications, provides a
forum for the exchange of ideas,
and holds meetings at which Digi-
tal people actively participate. It
also makes available to its mem-
bers a software library containing
more than 1700 active programs.
Computer Special Systems. For

those customers whose needs are
not met by standard Digital sys-
tems, the company also maintains
Computer Special Systems facili-
ties in the United States, Canada,
England, Germany, France, Sweden,
Japan, and Australia. These centers
are dedicated to designing and
building custom hardware and
software for specialized applica-
tions. They also provide program-
ming services, systems engineering
and project management

Wind tunnel testing for many of National Aeronautics and Space
Administration’s (NASA) prototype aircraft is carried out at their Ames
Research Center near Mountain View, California. Here, in the 40 x 80
Joot wind tunnel, NASA technicians prepare the scale model of a new jet
aircraft for simulated flight. Sensors in the support mechanism measure
pressure, temperature and air flow dynamics and feed that data to a
bank of PDP-11 and VAX-11/ 780 computers. Other VAX computers at Ames
are networked into research applications such as computational fluid
dynamics, structural analysis and life sciences involving manned flight.







Responsive Marketing
Channels.

Digital sells its products through

a variety of distribution channels:
directly to end-users, through Orig-
inal Equipment Manufacturers
(OEMSs) and Authorized Distribu-
tors, through a catalog, and through
retail stores.

Direct Sales to End Users. Principal
markets served by direct selling
efforts include: Telephone and Util-
ity Industries; Laboratories; Medi-
cal and Educational Institutions;
Governments; Engineering, Manu-
facturing, Banking, Insurance and
Transportation industries

Selling Through Original Equipment
Manufacturers (OEMs). Digital was
early in recognizing that specialized
companies closely allied with spe-
cial fields could participate heavily
in Digital's growth and success.
The OEM has, from the beginning,
played a vital role in Digital's prog-
ress, and continues to do so.
There are essentially two types
of OEMs. The first builds equip-
ment such as oil rigs, test equip-
ment, and medical brain scanners,
in which the computer made by
Digital is built into their product.
The second type of OEM takes
Digital's systems substantially as
they are, but adds special appli-
cations software needed by the
customer for a special job. The
emphasis of this latter type is on
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understanding the special require-
ments of, and installing a computer
system in, a user's environment
The range of markets and appli-
cations covered by Digital OEMs is
far broader than the markets served
directly by the company. In most
cases, they are highly specialized
markets, understood in fine detail
by the OEM. Some of the more
prominent ones are: Electronic
Test Equipment; Communications
Equipment; Navigation and Guid-
ance Equipment; Process Control
Equipment; Energy Exploration
Equipment; Medical Apparatus;
Sensing Devices; Heavy Equip-
ment; Industrial Systems; Simula-
tion Equipment; Commercial Busi-
ness Packages; Industry-Specific
Business Packages; and Scientific
and Engineering Packages
Selling Through Authorized Distribu-
tors. Two years ago, Digital took a
significant step to ensure even
higher levels of service and sales
support for commercial customers
by offering existing Digital OEMs
an opportunity to become Author-
ized Digital Computer Distributors.
We will grant permission to use a
special Distributor logo, and partic-
ipate in cooperative advertising

During the summer months, Carnegie-Mellon University in Pittsburgh,
Pennsylvania holds classes for young people who have demonstrated
special abilities with computers. One such program is a six-week class
for gifted seventh graders that combines classroom training in computer
science with hands-on experience in the computer lab. Linked to one of
three DECSYSTEM-2060 computers in the computation center, the
keyboard and video terminals give the young students timeshared access
for programming and other computer tasks. Carnegie-Mellon is known
for its Computer Science Department and the diversity of undergraduate
computer courses. Much of the computing power is provided by our
DECsystem-10, DECSYSTEM-20 and VAX-11/ 780 computers.







with those OEMs whose eligibility
has been determined through a
stringent certification process. Dis-
tributors appointed to date repre-
sent a diverse geographical and
specialty cross-section within the
commercial market

Selling Through Retail Stores and Cat-
alog. Digital opened its first retail
computer store in July 1978 in the
Mall of New Hampshire at Man-
chester to test the concept of sell-
ing word processing systems and
small computer systems to small
businesses. Encouraged by the
initial success of this pilot opera-
tion, Digital has since opened 26
retail outlets in 24 major metropol-
itan areas.

The objective of these stores is
to sell small systems with standard
software to businesses that require
such products. Customer's with
non-standard requirements are re-
ferred to the appropriate Com-
mercial OEM or Authorized
Distributor

The Company also sells from a
comprehensive catalog which is
distributed to more than 25,000
users of Digital's computers. These
customers can order spare parts,
supplies, media such as disks and
tapes, and certain modules, simply
by dialing a special toll-free tele-
phone number.
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Digital's
Commitments
to People.

While Digital Equipment Corpora-
tion cannot be all things to all
people, the company nevertheless
recognizes that it has important
obligations to many people. Cus-
tomers expect us to be a reliable
supplier of high quality products
and services. Shareholders expect
us to work hard to make their in-
vestments grow. The Company’s
progress in meeting these commit-
ments is discussed elsewhere in
this report. Here, we will discuss
some of the ways in which Digital
strives to meet its commitments to
its employees and to the outside
world, particularly in those com-
munities where the Company main-
tains facilities and where it is ex-
pected to be a thoughtful neighbor
and a responsible citizen.

Digital meets its primary obliga-
tion to the community by providing
challenging and rewarding jobs in
an environment which encourages
people to learn and grow. The Com-
pany is also committed to making
it easier for more people to secure
these jobs by locating some of its
facilities in city neighborhoods.

During Fiscal 1980, Digital
opened a manufacturing plant in
Boston which will provide mean-
ingful jobs for 600 city residents.

CN Marine’s Atlantic Ferry Fleet of 33 owned and chartered vessels, sails
a million miles a year and carried nearly two and a quarter million
passengers last year among Canada’s four Atlantic provinces and across
the Gulf of Maine. Ships in the fleet carry auto and truck traffic as well as
general cargo and rail cars. A DEC Datasystem 573 at CN Marine head-
quarters in Moncton, New Brunswick, records many of the operational
aspects of their business, to produce statistical reports, both for the
company and for the Canadian Government.







A $9 million expansion of our plant
in Springfield, Mass. will add 200
new jobs, bringing total employ-
ment there to more than 1000.

To support the goal of making
good jobs available to more peo-
ple, Digital is involved in a number
of training programs in coopera-
tion with public educational insti-
tutions and private agencies to
which Digital provides curriculum
materials and teaching aids which
have been developed by our Edu-
cational Services organization. The
goal here is to create new learning
resources through which more peo-
ple can acquire the technical skills
required to secure productive and
satisfying jobs that offer opportuni-
ties for advancement.

Digital's Corporate Contribu-
tions program provided gifts val-
ued at almost S$6 million to scores
of local, regional and national or-
ganizations serving the needs of
thousands of people. Included were
scholarships to 113 college bound
high school seniors in Digital com-
munities, assistance to several
important minority education
programs, support of technical
education and research activities
and a long list of other programs
serving the needs of large segments
of the community through schools,
hospitals and clinics, public service
agencies, cultural organizations
and civic groups. The company also
matched dollar-for-dollar the per-
sonal gifts of individual employees
to these organizations.
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Credit for Digital's progress to
date must go directly to the 55,000
individuals who comprise the com-
pany's employee population world-
wide, for it is their hard work and
dedication to the pursuit of our
goal of quality that make them
Digital's most valuable resources.

Digital strives to recognize their
contributions by providing pro-
grams designed to enhance their
effectiveness in the overall organi-
zation and to promote their indi-
vidual development as well.

Making certain that all employ-
ees have equal opportunities for
hiring and advancement is a seri-
ous commitment and Digital con-
tinues to actively pursue affirmative
action programs to attract and de-
velop minority and female employ-
ees at all levels.

A comprehensive in-company
program of continuing education
offers individual courses, high
school equivalency and University
level courses leading to degrees.
Opportunities are also available
for employees to pursue further
education through company-
sponsored programs at scores of
colleges and universities. In both
cases, the goal is to encourage em-
ployees to increase their job-related
knowledge and broaden their
personal skills and experiences.

Tuition refunds, student loans
(which are also available to depen-
dents of employees) and scholar-
ships are offered to encourage em-
ployees to participate in programs
of continuing education.

As the use of Digital's products
continues to grow around the
world, the company will continue
to expand its organization. Thus,
Digital is committed to ensure that
the jobs it creates are useful and
challenging and the environment
in which our people work is attrac-
tive and enjoyable.

By meeting commitments to
its employees, Digital strengthens
its ability to meet its commitments
to customers, investors and the
community.

Years| 71
Thousands 13

Years| 71
Thousands

Computer Shipments

72 73] 74 75 76 g
19| 28 41| 50| 65 9

Average Employee Population

72 73 74 75 76 ” 78
10 15 18
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Ten Year Financial Summary

Opemtions (In Millions except per share data)

Revenues
Equipment sales
Service and other revenues

Total Operating Revenues

Costs and Expenses

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

Selling, general and administrative expenses
Interest expense (income), net

Total Costs and Expenses

Income Before Income Taxes
Income Taxes

Net Income

Net Income Per Share!
Weighted average number of shares
outstanding during each year

Financial Position (in Millions of dollars except per share data)
Inventories
Accounts receivable, net of allowances
Working capital
Property, plant and equipment, at cost
Total assets
Long-term debt
Stockholders’ equity
Stockholders’ equity per share

General Information and Ratios (Dollars in Millions)

Current ratio

Additions to property, plant and equipment

Depreciation

Income before income taxes as a percentage of
total operating revenues

Net income as a percentage of average stockholders’ equity

Net income as a percentage of average total assets
Average number of employees for year

Revenues per average number of employees (in thousands)

Common shares outstanding (in thousands)
§hareholders at year-end

1980 1979 1978
$1,779.4 51,3818 $1,128.1
588.6 4223 308.5
2,368.0 1,804.1 1,436.6
1,319.9 1,012.3 802.3
186.4 1383 115.7
478.9 370.1 281.0
(26.8) (115) 10.1
1,958.4 1,509.2 1,209.1
409.6 2949 2275
1597 1165 853
$ 2499 S 1784 S 1422
$ 545 S 410 S 340
47.2 449 432
819.9 513.5 4281
629.1 475.1 3752
1,658.2 1,076.9 887.0
772.3 582.1 507.8
2,666.1 1,863.2 1,501.4
489.7 340.7 3416
1,651.7 1,120.2 904.8
S 36.25 $ 2759 S 2269
4.5:1 38:1 471
$ 209.9 S 939 $ 1670
S 698 $ 577 $ 502
17.3% 16.4% 15.8%
18.0% 17.6% 17.3%
11.0% 10.6% 11.1%
50,000 41,500 37,500
S 474 S 435 S 383
45,568 40,606 39,873
35,144 28,835 25,868

ISee Note E of Notes to Consolidated
Financial Statements.




1977 1976 1975 1974 1973 1972 1971

S 8475 S 586.7 S 4332 S 3608 S 2291 S 1663 S 1330
211.1 1496 100.6 61.1 36.4 213 138
1,058.6 7363 533.8 4219 2655 187.6 146.8
595.1 4243 301.2 2336 146.8 101.3 783
797 58.4 485 36.6 25.0 20.1 16.7
2059 136.1 109.3 83.8 55.6 405 336
15 (1.9) 1.2 (1.0) (.5) (.1) (3)
882.2 6169 460.2 353.0 2269 161.8 1283
176.4 119.4 73.6 689 38.6 258 18.5
67.9 46.0 27.6 245 15.1 105 79
108.5 73.4 46.0 44.4 235 S 153 S 106
2.78 1.98 1.28 1.27 72 S 50 S 35
39.0 37.1 359 35.1 326 30.8 30.1
375.0 2188 174.8 137.4 102.7 62.1 44 4
323.1 2193 165.0 144.6 107.2 68.4 499
574.2 499.0 333.2 238.6 152.7 872 86.6
3524 2158 167.6 1274 839 58.9 37.0
1,070.4 856.0 565.1 4403 2874 1924 150.1
90.6 914 85.2 10.6 - — -
735.5 606.0 394 4 339.6 2235 1448 1259
S 1873 S 1561 S 1094 S 949 S 673 S 467 S 410
35:1 43:1 52:1 38:1 3.4:1 2.8:1 46:1

S 1432 S 545 S 459 S 501 S 318 S 277 S 184
S 285 S 220 S 169 S 124 S 80 S 51 S 29
16.7% 16.2% 13.8% 16.3% 14.5% 13.8% 12.6%
16.2% 14.7% 12.5% 15.8% 12.8% 11.3% 10.5%
11.3% 10.3% 9.2% 12.2% 9.8% 8.9% 80%
30,500 22,000 18,300 15,300 10,400 7,000 6,000
S 347 S 335 S 292 S 276 S 255 S 268 S 245
39,259 12,944 12,022 11,932 11,079 10,343 10,239
22738 15,442 15,033 14,393 14,226 15,430 7,420
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Financial Review

Management's Discussion and Analysis of Operations

As an aid to understanding the Company’s operating
results, the following tables indicate the percentage
relationships of income and expense items included

in the Consolidated Summary of Operations for the
three fiscal years ended June 28, 1980 and the percent-
age changes in those items for such years.

Percentage
Income and Expense Items Increase

as a Percentage of 1979 1978 1977

Total Operating Revenues to to to
1978 1979 1980 Income and Expense Items 1980 1979 1978
78.5% 76.6% 75.1% Equipment sales 29% 22% 33%
21.5% 23.4% 24.9% Service and other revenues - 39% 37% 46%
100.0%  100.0% 100.0% Total operating revenues 31% 26% 36%
55.8% 56.1% 55.7% Cost of sales, service and other revenues 30% 26% 35%
8.1% 7.7% 7.9% Research and engineering expenses 35% 20% 45%
19.6% 20.5% 20.2% Selling, general and administrative expenses 29% 32% 36%
1.6% 1.3% 1.1% Interest expense 11% 8% 91%
(.9%) ~ (2.0%) (2.2%) Interestincome 51% 192%  20%
84.2% 83.6% 82.7% Total costs and expenses 30% 25% 37%
15.8% 16.4% 17.3% Income before income taxes 39% 30% 29%
59%  65% 6.7% Income taxes 37% 37% 26%
9.9% 9.9% 10.6% Net income 40% 25% 31%




Revenues

Total operating revenues for fiscal 1980 were $2.368
billion, a 31% increase over the $1.804 billion reported
for fiscal 1979. Equipment sales in fiscal 1980 were
S1.779 billion, an increase of 29% over fiscal 1979 equip-
ment sales of $1.382 billion. The 29% rate of increase in
equipment sales was 7% more than the comparable
fiscal 1979 growth rate of 22%. Service and other reve-
nues, which includes maintenance service, software
revenues, replacement parts, and, to a minor extent,
equipment rentals, were $588.6 million in fiscal 1980, a
39% increase over fiscal 1979 revenues of $422.3 mil-
lion. The 39% growth rate was 2% more than the
corresponding fiscal 1979 growth rate of 37%. The
higher rate of increase of both equipment sales and
service and other revenues experienced by the Com-
pany in fiscal 1980 was due to strong customer order
rates experienced throughout the fiscal year both in
the United States and internationally. This strong cus-
tomer demand extended to both older and newer
products.

International Operations

Total Operating Revenues

Years n 72 73 74 75 76 ” 78 el 80
$ Millions | 147| 188| 266| 422| 534| 736| 1059| 1437 1804| 2368

n 72 73 74 75
$ Millions 53| 66 94| 185| 208

276| 379| 540 679| 928

Sales to customers outside the United States, includ-
ing export shipments from the United States, were
$928.3 million in fiscal 1980 compared to $679.4 mil-
lion in fiscal 1979, an increase of 37%. These sales con-
stituted 39% of total operating revenues in fiscal 1980
compared to 38% in fiscal 1979. The increase in in-
ternational sales in fiscal 1980 reflects continued prod-
uct demand, growth of the Company’s international
sales and service organizations, and, in part, the favor-
able effect of strengthened foreign currencies on the
U.S. dollar reported revenues. Additional information
on the Company's international operations is included
in Notes A and B of Notes to the Consolidated Finan-
cial Statements.
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Expenses

The Company's gross profit margin increased slightly
from 43.9% in fiscal 1979 to 44.3% in fiscal 1980 due to
increased manufacturing productivity partially offset
by higher customer training and field service costs.

Research and engineering expenses increased 35%
from $138.3 million in fiscal 1979 to $186.4 million
in fiscal 1980. This increase is consistent with the
Company's continued investment in new product
development.

Selling, general and administrative expenses increased
29% in fiscal 1980. This increase reflects, primarily, sub-
stantial additions to the Company's sales organization
and increased selling and marketing expenses. As a
percentage of total operating revenues, selling, gen-
eral and administrative expenses were 20.2% in fiscal
1980 and 20.5% in fiscal 1979.

Interest expense increased 11% in fiscal 1980 as a result
of the interest on the $400 million 87% Convertible
Subordinated Debentures issued on April 1, 1980, off-
set by a reduction in interest expense due to the con-
version, in the third quarter of fiscal 1980, of the Com-
pany's 4/2% Convertible Subordinated Debentures.
Interest income increased 51% due to the increase in
funds available for investment and higher prevailing
interest rates.

Years
$ Millions

Research & Engineering

73 74 75 76 78
25 37 49 58 116




[Income

Income before income taxes increased to $409.6 mil- Net Income
lion in fiscal 1980 from $294.9 million in fiscal 1979 and S Y T Ty T T
was 17.3% of total operating revenues in fiscal 1980 suons| 1| 8| 2w 4 7 1ol 1 1 =0

compared to 16.4% in fiscal 1979. Income before in-
come taxes increased 39% in fiscal 1980, compared to
30% in fiscal 1979. These changes are reflective of the
revenue and expense changes discussed above.

Net income increased 40% in fiscal 1980 compared to
25% in fiscal 1979. In fiscal 1980 after-tax income in-
creased slightly more than pre-tax income (40% com-
pared to 39%) because the Company’s effective tax
rate decreased to 39% in fiscal 1980 from 39.5% the
preceding year.

Net income per share for fiscal 1980 was $5.45, a 33% Net Income Per Common Share
increase over the $4.10 in fiscal 1979. This 33% increase veas| 72‘ T T B
is less than the 40% increase in net income for fiscal s| 35| so| 72| 21| 126] 18| 278| 340| 10| 55

1980 due to the common stock equivalents attribut- \
able to the 87s% Convertible Subordinated Debentures. }
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Financial Position

The Company continued to strengthen its financial
position in fiscal 1980. Cash and temporary cash in-
vestments increased $183.3 million to $616.3 million at
the end of fiscal 1980.

Working capital rose $581.3 million in fiscal 1980 to
S1,658.2 million. Accounts receivable increased $154.0
million from $475.1 to $629.1 million. The average num-
ber of days sales outstanding (accounts receivable
divided by fourth quarter operating revenues multi-
plied by 90 days) was 81 days, compared with the 82
day average last fiscal year.

Inventories at the end of fiscal 1980 were $819.9 mil-
lion, up $306.4 million from the end of fiscal 1979, in
response to the higher equipment sales in fiscal 1980,
the anticipated increase in such sales in fiscal 1981,
and the Company’s efforts to improve customer satis-
faction by reducing product lead times.

Additions to property, plant and equipment were
$209.9 million, $116.0 million more than the preceding
fiscal year. This increase reflects expansion of manu-
facturing and other plant and equipment capacity to
meet current and anticipated demand for the Com-
pany's products and services. The major increases in
plant and equipment in fiscal 1980 included machinery
and equipment additions of $125.6 million and $84.3
million invested in new building construction, acquisi-
tion of land and improvements to leased facilities.

Long term debt increased by $149.0 million reflecting
the conversion of the $250 million 4/2% Convertible
Subordinated Debentures into shares of common
stock and the issuance of $400 million 87s% Converti-
ble Subordinated Debentures.

Additions to Property, Plant and
Equipment & Depreciation Expense

Years
$ Millions




Stockholders’ Equity

Stockholders equity rose to $1,651.7 million in fiscal Total Stockholders’ Equity
1980, an increase of $531.5 million. Return on average S Y T Y I
stockholders’ equity was 18.0 percent versus 17.6 per- S Millons| 126| 145| 224| a40| 398|606

cent last year. Stockholders' equity per share was
$36.25 versus $27.59 in 1979.

Common Stock Prices

The Company's common stock is listed and traded on Stock Price Range
the New York Stock Exchange and the Pacific Stock '
Exchange. The high and low quarterly sales prices for
the past two fiscal years are presented below.

1980 1979
Quarter: High Low High Low
First $66.375  $52.750 $54875  S44375
Second 69.500 57.250 54.125 44.625
Third 82.500 56.750 58.250 48.625
Fourth 70.000 59.250 57875 51.125
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Report of Management

The Company’'s management is responsible for the
preparation of the financial statements in accordance
with generally accepted accounting principles, and for
the integrity of all the financial data included in this
Annual Report. In preparing the financial statements,
management makes informed judgements and esti-
mates of the expected effects of events and transac-
tions that are currently being reported.

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

The Board of Directors, through its Audit Committee,

is responsible for determining that management fulfills
its responsibility with respect to the Company’s finan-
cial statements and the system of internal accounting

controls. The Audit Committee meets periodically with
representatives of management, the independent ac-
countants and the Company’s internal auditors to
review audits, financial reporting, and internal control
matters. The independent accountants and the inter-
nal auditors have full and free access to the Audit Com-
mittee and periodically meet privately with the Audit
Committee.

Coopers & Lybrand, independent Certified Public Ac-
countants, have been engaged by the Board of Direc-
tors, with the approval of the stockholders, to examine
the Company’s financial statements. Their report ap-

pears below.

Kenneth H. Olsen
President

Alfred M. Bertocchi
Vice President, Finance
and Administration

Report of Independent Certified Public Accountants

To The Stockholders and Directors,
Digital Equipment Corporation

We have examined the consolidated balance sheets of
Digital Equipment Corporation as at June 28, 1980 and
June 30, 1979 and the related consolidated statements
of income, stockholders’ equity and changes in finan-
cial position for the fiscal years then ended. Our exam-
inations were made in accordance with generally ac-
cepted auditing standards, and accordingly included
such tests of the accounting records and such other
auditing procedures as we considered necessary in
the circumstances.

In our opinion, the financial statements referred to
above present fairly the consolidated financial posi-
tion of Digital Equipment Corporation as at June 28,
1980 and June 30, 1979, and the consolidated results of
its operations and the consolidated changes in its
financial position for the fiscal years then ended, in
conformity with generally accepted accounting princi-
ples applied on a consistent basis.

Boston, Massachusetts

August 5, 1980
Cw‘bm - W

COOPERS & LYBRAND




COHSOlldated StatementS Of IﬂCome (In Thousands except per share data)

Year Ended
June 28,1980  June 30, 1979
Revenues (Notes A and B)
Equipment sales $1,779,466 S1,381,756
Service and other revenues - 588,579 422,336
Total operating revenues - 2,368,045 1,804,092
Costs and Expenses (Notes A and )
Cost of equipment sales, service and other revenues 1,319,912 1,012,257
Research and engineering expenses 186,392 138,266
Selling, general and administrative expenses 478,967 370,128
Interest expense 26,996 24,262
Interest income (53,829) (35,753)
Total costs and expenses 1,958,438 1,509,160
Income before income taxes 409,607 294932
Provision for income taxes (Notes A and D)
Federal 116,784 89,388
Foreign 34,733 18811
State ) 8,229 8299
Total provision for income taxes 159,746 116,498
Net income S 249,861 S 178,434
Net income per share (Note E) $ 5.45 S 4.10

The accompanying notes are an integral part of these financial statements.
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COnSOlldated Balance SheetS (In Thousands)

Assets June 28, 1980 June 30, 1979
Current Assets
Cash and temporary cash investments (Note C) S 616,286 S 433,023
Accounts receivable, net of allowances of $22,151 and $18,182 629,063 475,067
Inventories (Note A):
Raw materials 199,210 111,220
Work-in-process 271,348 195,424
Finished gOQdS 349,366 206,886
819,924 513,530
Prepaid expenses 30,646 18,871
Net deferred Federal and foreign income tax charges 40,693 23,480
Total Current Assets B 2,136,612 1,463,971
Property, Plant and Equipment, at cost (Note A)
Land 38,261 31,738
Buildings 254,609 191,895
Leasehold improvements 45,783 31,106
Machinery and equipment B 433,660 327,342
772,313 582,081
Less accumulated depreciation 242,857 182,872
- 529,456 399,209
Total Assets - $2,666,068 S1,863,180
Liabilities and Stockholders' Equity
Current Liabilities
Loans payable to banks (Note F) $ 17555 S 11992
Accounts payable 103,104 86,839
Federal, foreign and state income taxes 153,518 129,621
Salaries, wages and related items 85,925 65,963
Deferred revenues and customer advances (Note A) 69,770 57,083
Current portion of long-term debt 1,035 972
Other current liabilities o - 57,489 34,650
Total Current Liabilities 478,396 387,120
Net deferred Federal and foreign income tax credits 46,201 15,110
Long-term debt (Note G) 489,722 340,714
Stockholders' Equity (Note J)
Common stock, $1.00 par value; authorized 120,000,000 shares; issued
and outstanding 45,568,498 and 40,605,516 shares 45,569 40,606
Additional paid-in capital 675,110 398,421
Retained earnings 931,070 681,209
Total Stockholders” Equity 1,651,749 1,120,236
~ Total Liabilities and Stockholders’ Equity $2,666,068 S1,863,180

The accompanying notes are an integral part of these financial statements.




Consolidated Statements of Stockholders” Equity in mousands)

Years Ended
June 28, 1980 and June 30, 1979

Additional Total
Common Paid-in Retained Stockholders’
Stock Capital Earnings Equity
July 1, 1978 $39,873 $362,110 $502,775 S 904,758
Shares issued under stock option and purchase plans
(Note J) 733 23,579 24312
Restricted stock plans, charge to operations (Note J) 8,602 8,602
Stock option and purchase plans —excess Federal
income tax benefits (Note J) 4,130 4,130
Net income — 1979 178,434 178,434
June 30, 1979 $40,606 $398,421 S681,209 S1,120,236
Shares issued upon conversion of 4!2% debentures
(Note G) 4384 241,506 245,890
Shares issued under stock option and purchase plans
(Note ) 579 21,287 21,866
Restricted stock plans, charge to operations (Note J) 9,306 9,306
Stock option and purchase plans —excess Federal
income tax benefits (Note J) 4,590 4,590
Net income — 1980 249,861 249,861
June 28, 1980 $45,569 S675,110 $931,070 S1,651,749

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of
Changes in Financial Position i mousands)

Year Ended
B June 2§, 1980 June 30, 1979
Funds from Operations
Net income $249,861 $178,434
Add — expenses not requiring funds in current period:
Depreciation (Note A) 69,809 57,655
Disposal of property, plant and equipment (Note A) 9,841 12,982
Restricted stock plans — charge to operations (Note J) 9,306 8,602
) 7Deferred income tax provision (Note D) - 18,468 (11,084)
Total funds from operations B 357,285 246,589
Funds Used to Support Operations
Increase (decrease) in working capital:
Accounts receivable 153,996 99,862
Inventories 306,394 85,428
Prepaid expenses 11,775 5819
Accounts payable (16,265) (36,332)
Income taxes (23,897) (65810)
‘Other current liabilities - (55,551) (43,377
376,452 45,590
Additions to property, plant and equipment 209,897 93911
~ Total funds used to support operations 586,349 139,501
Net increase (decrease) in funds from operations (229,064) 107,088
Funds provided by Financing Sources
Increase (decrease) in:
Loans payable to banks (Note F) (4,437) 3,170
Long-term debt (Note G)
41/2% debentures (249,995) —
87/s% debentures 400,000 -
Other (997) (909)
Net increase in stockholders’ equity upon conversion of
42% debentures (Note G) 245,890 =
Common stock issued under stock option and purchase plans (Note J) 21,866 24312
Total funds from financing sources 412,327 26,573
Net increase in cash and temporary cash investments 183,263 133,661
Cash and temporary cash investments at beginning of year 433,023 299,362
$616,286 $433,023

Cash and temporary cash investments at end of year

The accompanying notes are an integral part of these financial statements.




Note A— Significant Accounting Policies

Principles of Consolidation  The consolidated financial
statements of the Company include the financial
statements of the parent and its domestic and foreign
subsidiaries, all of which are wholly-owned. All
significant intercompany accounts and profits have
been eliminated.

Translation of Foreign Currencies  Assets and liabilities
of foreign subsidiaries are translated into U.S. dollars
at current exchange rates, except that inventories
and property, plant and equipment are translated at
historical rates. Income and expense items are trans-
lated at average rates of exchange prevailing during
the year, except that cost of sales and depreciation
are translated at historical rates. Exchange gains and
losses arising from translation are included in
income currently.

The Company enters into forward exchange contracts
to reduce the impact of foreign currency fluctuations
on certain sales transactions and the asset and liabil-
ity positions of foreign subsidiaries. The gains or losses
on these contracts are included in income when the
revenue from the sales is recognized and for assets
and liabilities in the period in which the exchange
rates change.

Revenue Recognition  Revenues from equipment sales
are recognized at the time the equipment is shipped.
Service and other revenues are recognized ratably over

the contractual period or as the services are performed.

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

Taxes In general, the Company’s practice is to rein-
vest the earnings of its foreign subsidiaries in those
operations and repatriation of retained earnings is
done only when it is advantageous to do so. Applica-
ble taxes are provided only on amounts planned to be
remitted. The Company has elected to provide for
taxes on the entire income of its Domestic Interna-
tional Sales Corporation (DISC). Investment tax credits
are credited directly to income.

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

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

Depreciation Lives
and Methods

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

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

Classification

Buildings
Leasehold improvements

Machinery and equipment

When these assets are retired or otherwise disposed
of, the cost and related accumulated depreciation are
removed from the accounts and any resulting gain or
loss is recorded in the income statement. When com-
puter systems manufactured by the Company and
used in the business are sold, the net book value is
charged to cost of sales and the proceeds included in
equipment sales.

Maintenance, repairs, renewals and betterments (not
in the nature of capital expenditures) are charged to
expense in the period in which incurred.
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Note B— International Operations

Industry  The Company’s business consists of the
design, manufacture, sale and service of computers
and associated peripheral equipment, and related
software and supplies.

International Operations ~ Sales and marketing opera-
tions outside the United States are conducted princi-
pally through sales subsidiaries in Canada, Europe,
Central and South America and the Far East, by direct
sales from the parent corporation and, to a minor ex-
tent, through various representative and distributor-
ship arrangements. A substantial portion of these
sales consists of products manufactured domestically.
The Company'’s international manufacturing opera-
tions include plants in Canada, Taiwan, Hong Kong,
West Germany, Ireland and Scotland. The products of
these manufacturing plants are sold to the Company’s
international sales subsidiaries, the parent corpora-
tion or other international manufacturing plants for
further processing.

The Company’s prices to international customers are
designed to yield consolidated profits substantially
the same as the profits on products manufactured and
sold to customers in the United States. Intercompany
transfers between geographic areas are accounted for
at discounts from list prices which are designed to be
representative of unaffiliated party transactions.

Due to the organizational structure and complex
manufacturing process, the results of operations of
individual subsidiaries within the geographical areas
are only reflective of the separate functions which they
perform and may not be indicative of the geographical
areas’ contribution to consolidated profitability.

Sales to unaffiliated customers outside of the United
States, including U.S. export sales, were $928,285,000
for the year ended June 28, 1980, $679,354,000 for the
year ended June 30, 1979 and $539,513,000 for the year
ended July 1, 1978, which represented 39%, 38% and
38%, respectively, of total operating revenue.

The retained earnings of substantially all of the Com-
pany's international subsidiaries have been reinvested
to support their operations. These retained earnings,
before elimination of intercompany transactions, ag-
gregated $303,132,000 at June 28, 1980, $185,045,000 at
June 30, 1979 and $112,201,000 at July 1, 1978.

Financial information by geographical area is sum-
marized as follows:

Geographic Area -

- B Fiscal Year

Silef S 1980 1979 1978
(In Thousands)

United States

Unaffiliated

customers $1,474,529 $1,148701 S 913,128

Intercompany 453,814 324,564 297,19}
1,928,343 1,473,265 1210321

Europe

Unaffiliated

customers 678,153 486,451 376,888

Intercompany — -~ =
678153 486451 376888

Canada, Far

East, Americas

Unaffiliated

customers 215,363 168,940 146,546

lnjgcimpany 187,179 1 13,8757 ,,,I 71&13

402,542 2872§ 15 26&)579
Eliminations (640,993)  (438,439)  (411,706)
Net sales S2,368,045ﬁ élk ,§O4,092 S1,436,562
Profits -
United States S 267,809 S 203586 S 184,631
Europe 79,095 50,416 28,270
Canada,

Far East,

Americas 71,889 50,487 34,940
E“m”ﬁaﬂﬂi 1 (36,019) (21,048 (10,208)
Profit from
operations 382,774 283,441 237,633
Interest Income 53,829 35,753 12,254
lﬁnteresﬁﬁaensreii 7("29,996) (24,262) (22,384)

Income before

income taxes 7$ 409,607 S 294932 § 227,503

Assets

United States $1,759,039 $1,239,266 S1,082,697
Europe 500,888 339,383 273,661
Canada, Far

East, Americas 266,743 174,459 147,711
Corporate

assets

(Temporary

cash

investments) 598,733 432240 298,500
Eliminations (459,335) (322,168) (301,167)
Total assets $2,666,068 51,863,180 S$1,501,402




Note C— Cash and Temporary Cash Investments

The Company’s policy is to invest cash in income
producing temporary cash investments. Accordingly,
uninvested cash balances are kept at minimum levels.
Temporary cash investments are valued at cost, which
approximates market, and include principally certifi-
cates of deposit and time deposits.

Note D —Income Taxes

The total provisions for income taxes are at rates less
than the U.S. Federal statutory tax rate for the follow-
ing reasons:

Year Ended
June 28, 1980 june 30, 1979

1980 1979
U.S. Federal statutory tax rate 46.0% 47.0%
Tax benefit of nontaxable income (a):
Puerto Rico (3.7) (2.2)
Ireland (1.8) (2.7
Difference between U.S. and
Foreign tax rates (.2) (1.8)
State income taxes, net of Federal
income tax benefit 1.0 1.4
Other (2.3) (2.2)
39.0%  39.5%

(a) Consolidated net income includes income of a
domestic manufacturing subsidiary operating in Puerto
Rico and of a foreign manufacturing subsidiary operat-
ing in Ireland. Effective in fiscal 1981, the Puerto Rican
subsidiary converted its income tax exemption grants
to the provisions of a new tax law. Under the new tax
law, the subsidiary will be subject to tax at a rate of
approximately 9% on its manufacturing earnings
through fiscal 1995. Previously the income was not
subject to Puerto Rican income taxes. Remitted earn-
ings are not subject to U.S. Federal income taxes, but
will be subject to Puerto Rican withholding taxes at
rates not in excess of 10%, less a partial credit for taxes
paid to Puerto Rico under the new tax law. Under Irish
law, the income from products manufactured for ex-
port is exempt from Irish taxes for a period of 15 years,
which period expires in 1986 (for the years 1987-1991
the income is partially exempt). The income tax
benefits per common share attributable to the tax
status of these subsidiaries for the years ended June
28,1980 and June 30, 1979 were $.48 and $.32,
respectively.

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

U.S. Federal: (In Thousands)
Currently payable $ 97,832 S 93,484
Deferred 18,952 (4,096)

Total S116,784 S 89,388

Foreign:

Currently payable S 35,217 $ 25,799
Deferred (484) (6,988)
Total S 34,733 S 18811

Deferred tax expense results from timing differences in
the recognition of revenues and expenses for tax and
financial reporting purposes. The sources of these
timing differences in the years ended June 28, 1980 and
June 30, 1979 and the tax effect of each were as follows:

Year Ended
June 28, 1980 june 30, 1979

(In Thousands)

Inventory related transactions $ (28,774) $(23,840)
Installment sales, principally
intercompany, and
financing leases 12,468 (974)
Domestic International Sales
Corporation profits 11,964 6,529
Depreciation 10,455 3,952
Other 12,355 3,249
Total S 18,468 S(11,084)

In connection with its normal examinations of the
Company’s 1975 through 1977 tax returns, the Internal
Revenue Service has proposed certain adjustments.
The Company believes its judgments in these matters
have been appropriate and intends to contest certain
of the adjustments proposed by the IRS. In addition,
the Company believes any adjustments which might
result would not have a material effect on the financial
statements.

See Note A of Notes to Consolidated Financial State-
ments for further explanation of the Company'’s in-
come tax accounting policies.
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Note E— Net Income Per Share and Dividends

Net income per share is based on the weighted aver-
age number of common shares and, if their aggregate
dilutive effect is material, common share equivalents,
outstanding during the year. In fiscal 1980 and 1979
common share equivalents are attributable principally
to Convertible Subordinated Debentures (see Note G)
and to a minor extent, stock options.

No cash dividends have ever been paid by the
Company.

Note F — Short-Term Debt

Short-term debt and related interest rates at June 28,
1980 and June 30, 1979 were as follows:

June 28, 1980 June 30, 1979

Average Average

Interest Interest

(In Thousands) Rate (In Thousands) Rate

Loans payable to banks — foreign $7,555 18.8% S11,992 15.2%

The maximum aggregate short-term debt outstanding
at any month-end was $18,894,000 during fiscal 1980
and $16,871,000 during fiscal 1979. Average short-term
borrowings during these years, computed on a month-
end basis, were $13,355,000 and $14,006,<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>