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ANNUAL MEETING OF SHAREHOLDERS 
The annual meeting will be held at 2 p.m.,Tuesday, February 
27 1979, at Hewlett-Packard's Santa Clara Division plant, 
5301 Stevens Creek Boulevard, Santa Clara, California. A 
formal notice of the meeting, with a proxy statement and form 
of proxy, will be mailed to each shareholder separately from 
this report. 



kr .--\r- - 8 

- -. i-.. .l . e m  -, - -- - 8 : *il.- 
tt-Packard report for the fiscal year ended October 31,1978 

- 

,, . 

FINANCIAL HIGHLIGHTS 
(millions of dollars) 

Domestic orders 
International orders 

Total orders 

Net sales 

Pre-tax earnings 
Provision for taxes 

Net earnings 

Net earnings per share 

DISTRIBUTION OF HP'S SALES DOLLAR 

- 
Profit from Operations 

Ws total orders in 19Tt3, Mp~rcenf, or $898 miillon 
le mrn intemuflonal r r~ s tome~  The chart show8 a 
mtage bmkauf of the company's infernationa) buolness 
aeographical regions. I Dividends to Shareholders (1 cent) 

. 

Income Taxes to 
Federal, State and Foreign Governments (8 cents) 

Pfnsion and Profit Sharing to Employees (5 cents) 

Hewlett-Packard's profit from operations amounted to 
22 cents on the dollar in fiscal 1978. Of this, 9 cents 
(the darker portion above) was the company's net profit. 



TO OUR 
SHAREHOLDERS 

It is a pleasure to report that 1978 was a very 
good year for Hewlett-Packard. Sales, earnings and 
incoming orders exceeded the record levels of 1977, 
and there was considerable growth and progress 
in other important areas as well. 

Sales totaled $1.73 billion, up 27 percent from 
the previous year. Net earnings increased 26 per- 
cent to $153 million. Earnings per share were $5.27 
on 29 million shares of common stock outstanding, 
up 23  percent from $4.27 a share on slightly fewer 
shares last year. 

The company's fourth quarter performance 
was particularly strong. Benefitting primarily from 
a marked improvement in our shipment volume 
and good control of costs and expenses, net earn- 
ings for the quarter totaled $52 million, or $1.76 a 
share. As a result of this fine fourth quarter effort, 
we were able to maintain a high level of earnings 
during a period of rapid growth for the company. 

All of our business segments contributed to 
sales and earnings growth in 1978. Electronic data 
products sales were up 31 percent from the previous 
year. Operating profit for this segment grew at a 
somewhat lesser rate of 17 percent, reflecting in 
part the disappointing shipment levels of our new 
handheld calculator models during the second half 
of the year. Delays in delivery of purchased integrated 
circuits contributed to this problem. We are now 
manufacturing these circuits ourselves and this, 
along with improved deliveries from our outside 
supplier, resulted in more encouraging calculator 
shipment levels by year-end. 

Our other business segments also exceeded 
targeted levels and completed the year with sales 
and earnings substantially above those of 1977. 
The electronic test and measurement products seg- 
ment reported a 3 4  percent increase in operating 
profit on a 25 percent increase in sales, and analyt- 
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ical instrumentation had a 33 percent gain in profit 
and a 29 percent increase in sales. Medical prod- 
ucts, which had a stronger yesr than earlier antic- 
ipated, report~d an increase in operating praftt a+ 
18 percent on a 21 percent gain in sales. 

Operations d each segment of our b 
are discussed in more detail in the d o n  
this letter. 

The mmpanyps incamlng ordm during 1978 
wsxs $1.87 billion, 31 percent higher than the 
$1.43 billion In orders booked in fiscal 1977. 

A year ago WQ reported that there were signs 
of gradual economic recovery in some of our key 
intmtlona3, markets. This trend continued through- 
out 1978 and that, coupled with a somewhat stronger 
than anticipated domestic econmy,  resulted in 
quarterly order levels well above those for the 
corresponding periods in 1977. The fourrth quarter 
was particularly good, with orders totalling $501 
million, up 35 percent fram a ymt ago. 

Domestic orders in 1978 amounted to $977 
million, an increase of 27 perecenk. Intexnational 
orders rose 35 percent ta $8%@ mfllion. Although 
the output of our ovemms has increa* 

States continue to re 



increase of 28  percent; $171 million for medical 
ronic equipment, an increase of 27 percent; a 108 million for analytical instrumentation, up 

36 percent. 
Research and development expenditures 

amounted to $154 million in 1978, representing 9 
percent of sales revenue. We continue to place great 
emphasis on our product development programs, 
which we consider a fundamental strength of our 
company Many new products were introduced this 
past year, a number of which are pictured and 
described in the following section. These products, 
along with others scheduled for introduction in the 
next few months, will add an important increment 
to our sales volume in 1979. 

We invested $159 million in new plant and 
equipment in 1978. Construction was completed on 
741,000 square feet of additional plant capacity and 
on new sales and service offices totalling 253,000 
square feet.We started construction on new plants 
and additions that will provide 1,143,000 square feet 
of capacity when completed in 1979. 

We obtained options on land near Roseville, 
California, and Spokane and Vancouver, Wash- 
ington, for future plant sites. We also started 
design and construction on several new sales and 
service offices totalling 302,000 square feet. 

We estimate that our capital expenditures in 
1979 will be about $240 million. Although this is 
a major commitment, we believe it is appropriate 
in view of the anticipated growth in the company's 
business over the next several years. Consistent 
with our long-standing policy, we intend to finance 
these capital investments with internally generated 
funds. 

This practice of internal financing for capital 
expenditures resulted in a decrease in net cash (cash 
and equivalents less short-term borrowings) of $22 
million this past year. We are entering 1979, however, 
in a strong financial position with adequate funds. 
to finance our future growth. 

With the steadily increasing need for additional 
plant and office capacity, and the inflated costs of 
land and building construction, we will be paying 

- - - - 

CONTRIBUTIONS TO SALES AND EARNINGS 
BY BUSINESS SEGMENTS I 

(Millions of dollars) 

SALES* 

1978 1977 1976 1975 1974 - - - - -  
Electronic test and measurement products 740 593 501 453 404 
Electronic data products 761 580 453 395 379 
Medical electronic equipment 163 135 119 99 78 
Analytical instrumentation 98 76 58 53 40 - - - - -  

TOTAL 1,762 1,384 1,131 1,000 901 

Less sales between business segments (34) (24) (19) (19) (17) - - - - -  
Net sales to trade customers 1,728 1,360 1,112 981 884 - - - - -  - - - - -  

EARNINGS' 
Electronic test and measurement products 180 134 103 94 82 
Electronic data products 124 106 69 68 84 
Medical electronic equipment 26 22 21 13 8 
Analyt~cal instrumentation 16 12 7 8 4 

- - - - -  
OPERATING PROFIT 346 274 200 183 178 

Less elim~nations and corporate items (50) (45) (39) (34) (34) - - - - -  
Earnings before taxes on income 296 229 161 149 144 - - - - -  - - - - -  

'Prior year amounts are restated to conform to A 

1978 Business Segments reporting requirements. 



particular attention this coming year to the man- 
agement of our fixed assets. First, we will be look- 
ing for ways to add capacity at existing plant sites 
without diminishing our community obligations or 
letting our organizational units approach unman- 
ageable size. Second, we will be re-examining the 
utilization of our buildings and equipment to assure 
that we are operating at maximum efficiency. 

We believe that improvements in the produc- 
tivity of our assets, and more cost effectiveness in 
product design, will help counteract inflationary 
pressures. Further comments on inflation, and other 
matters of public concern, are in the section of this 
report beginning on page 22. 

Our expanding operations provided more than 
7,000 new jobs in 1978,  bringing our year-end 
employment to approximately 42,400. Of this num- 
ber, about 31,000 are employed in the U.S. 

We continue to place strong emphasis on our 
professional recruiting program, and with gratify- 
ing results. In a highly competitive U.S. market, we 
were able to hire about 1,600 engineers, scientists 
and other professional people in 1978. Some 700 
of these people were graduating students, 5 0  per- 
cent of whom had earned master's or doctorate 
degrees. The other 900  were experienced profes- 
sionals. 

Concurrent with the growth in employment 
worldwide, we have expanded our training and 
development programs to help people upgrade 
their technical skills, and broaden their supervisory 
and management capabilities. The management 
programs are of particular importance in that they 
will enable us to continue our policy of developing 
leadership largely from within our own ranks. 

The company's hiring, training and develop- 
ment practices this past year reflect HP's long- 
standing commitment to equal employment oppor- 
tunity and affirmative action. Information about the 
company's activity in these areas, including a 
statistical review, is provided in the Public Concerns 
section of this report. 

At its meeting last May, the company's board 
of directors adopted a policy of paying dividends 
quarterly rather than semiannually.The board also 
declared a quarterly cash dividend of 15 cents pay- 
able in July, 1978. These actions effectively increased 
the annual dividend rate by 5 0  percent. A 20-cent 
dividend was paid on the previous semiannual basis 
in April, 1978. 

Another item of business at the May meeting 
was the election of President John A.Young as  
Chief Executive Officer. 

One of the company's key executives, Ray L. 

Wilbur, Jr., retired in April, 1978, completing a dis- 
tinguished career of 21 years with Hewlett-Pac 
As both vice president of personnel and of hu 'Bi 
resources, Mr. Wilbur made many significant and 
lasting contributions to  our employee and com- 
munity relations policies. We are especially appre- 
ciative of his dedicated efforts in helping sustain 
the basic character of the company during two 
decades of major transition and growth. 

Looking to the immediate future, we anticipate 
that 1979 will not be without its difficulties. There 
a re  a number of uncertainties in the  domestic 
economy which may lead to  a slowdown in U.S. 
business growth later on in the year. Inflation will 
continue to have a serious impact on the costs of 
doing business, as  will the sharp increase in Social 
Security taxes scheduled for 1979. 

On a more positive note, our European mar- 
kets, which account for about one-third of HP's 
business, appear to be at the front end of uptrend- 
ing economies. We are entering the year with a 
large backlog of orders. We have a number of impor- 
tant new products coming from our laboratories, 
and the capability to manufacture and market them 
effectively. 

Overall, we are optimistic about the company's 
prospects for 1979. 
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DAVID PACKARD 
Chairman of the Board 

WILLIAM R. HEWLETT 
Chairman of the Executive Committee 

JOHN A. YOUNG 
President and 

Chief Executive Officer 

December 28. 19 @ 



The Business of Hewlett-Packard 

The Hewlett-Packard Company is a major designer and manufacturer 
of precision electronic equipment for measurement, analysis and compu- 
tation.The company makes more than 4,000 products, which are sold 
worldwide and have broad application in the fields of science, engineering, 
business, industry, medicine and education. 

Principal product categories include computers and computer 
systems, electronic calculators, and computer/calculator peripheral 
products (43 percent of sales); test and measuring instrumentation and 
solid-state components (42 percent); medical electronic equipment 
(9 percent); and instrumentation for chemical analysis (6 percent). 

MARKET DIVERSIFICATION AND GROWTH 
(Net trade sales in millions of dollars by business segments) 
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ELECTRONIC DATA PRODUCTS: 

Extending the customer's choice in 
computational power and versatility 

That segment of Hewlett-Packard's business 
known as electronic data products encompasses 
the entire line of HPs computational and data proc- 
essing equipment, ranging from personal calcu- 
lators to desktop and general purpose computers. 
There are two HP product groups involved in this 
activity-Computer Systems and Calculator Prod- 
ucts. Between them they serve a broad range of 
customers in science, business and industry. 

Industry trends 
"Two important trends are clearly evident in 

the business we are in:' says Paul C. Ely, Jr., vice 
president and Computer Systems Group general 
manager, "The first is the favorable impact of tech- 
nology on computer cost and performance. The 
price/performance ratio is decreasing at a nearly 
constant 30  percent per year. This improvement 
should continue into the foreseeable future. It results 
not only from advances in integrated circuitry, but 
also through improvements in software technology 
(sets of instructions that translate user's needs into 
an electrical code understandable to the computer) 
and mass memory devices. An example of HP 
leadership in technology is the use of proprietary 
silicon-on-sapphire (SOS) chips in our newest com- 
puter systems, resulting in high performance com- 
puters of smaller size and lower cost that require 
less power than computers using more traditional 
technologies. The use of SOS technology reduces 
the size of the HP  3000 central processing unit 
from portions of nine printed circuit boards totalling 
700 square inches to just three tiny SOS chips with a 
total area of less than one square inch. 

"The second trend is a change in the way 
computers are being used. Large mainframe com- 
puters, operated to their full capabilities, become 
inaccessible and less well suited for many of today's 
applications. There is growing interest in distribut- 
ing some of the processing load away from these 
central mainframes to smaller computers at key 

Electronic Data Products 

ORDERS SALES OPERATING 
PROFlT 

millions of dollars millions of dollars millions of dollars 

900 900 180 

Representative product lines for the Electronic Data Products 
business segment include business computers, scientific 

and financial calculaton, and programmable cakula;tor$: 

Manufacturing plants are located in Cupertino, Mountain 
View and Santa Clara, California; Fort Collins and Loveland, 
Colorado; Boise, Idaho; Coroallis, Oregon; Campinas, Bmzil; 
Grenoble, Fmnce; Tokyo, Japan; Singapore; and Boeblingen, 
West Germany. 

locations throughout an organization. These smaller 
computers a n  serve as the only data processing 
resource of a department or small division, or they 
can be linked together into a network of computers 
which can communicate with one another. Hewlett- 
Packard is a leader in developing these small, 
general purpose computers and computer net- 
working, and is therefore in an ideal position to 
benefit from this trend? 

Today's computer business offers numerous 
market opportunities. A company must be careful 
not to over-extend itself by trying to serve too many 
of them. "'Our challenger Ely says, 'Ys to identify 
those areas of the market, such as distributed com- 
puting, where HP can make real contsibutions 
while achieving long-term strength and prd-tability. 
We are in a unique pssiticwn to $@ma thm@ 
markets through technol~gical 



I Wul C. El& Jr., vice presjdent snd general manag% 
Computer Systems Group 

FW-4 
, The compact HP 25Q computer system provides fast, cost-effective 
I data proceasing for growing smaU businesses. M. Levin and Son, 1 an electrial parts manufacturers' representative in Portland, Oregon, 

uses the system for all tts accounting functions including order entry, 
, receivables, inventory control, payables, payroll, and sales analysis. 

(Below) 
Codenamed Amlgo for its "friendly" opmting features, the new 

, HP 300 general-purpose business computer us- silicon-on-sapphire 
(50s)  sem~conductor technology to package powerful computing 

main memory, and built-in disc drive in a unit that 
in any office environment. The computer can support 

16 terminals for processing business transactions. 

pi" .: 



bination with our long experience as a worldwide 
manufacturing and marketing organization? 

Within the last year, a family of four new busi- 
ness computers was introduced that extends over 
the range of price and performance of this new and 
growing market. The computers are the HP 250, 
HP 300, HP 3000 Series 33 and HP 3000 Series 111. 
Customers can select a model to suit their compu- 
tational needs at prices ranging from $25,000 to 
approximately $250,000. Also introduced during 
the year was the Model 1000 F-Series, two com- 
puters for technical applications featuring extremely 
fast processing speeds. Other important new prod- 
ucts include a family of low-priced programmable 
graphics and printing terminals, several mass mem- 
ory disc drives and a high-speed printer. These 
additions to the company's peripheral family are 
particularly significant to computer systems cus- 
tomers. HP is now alone among small-computer 
companies in its ability to design and manufacture 
all of the elements of its computer systems. 

The point of interaction 
T h e  Computer Systems Group focuses its 

product development on systems that communi- 
cate easily with the user, thereby speeding and sim- 
plifying the entry and retrieval of information. User 
interaction with a computer is very often accom- 
plished through data terminals. "For that reason:' 
says Ely, "HP terminals are a key element in attract- 
ing customers to our computer systems.The Data 
Terminals Division, in little more than three years, 
has earned an  enviable reputation for the ease-of- 
use and reliability of its products. Our new large- 
memory disc and high-speed printer lines a r e  
earning similar reputationsl' 

The experience gained from the use of HP 
computer systems within Hewlett-Packard exerts 
an important influence on new product develop- 
ment. According to  Ely, "Not only d o  we gain 
important insights into customer needs, but we also 
are able to strengthen the rest of the company as 
the result of our skills in computation.The company's 
own distributed business computer networks for 
manufacturing data processing and sales order 
management are good examples of internal pppli- 
cations. Obviously, the company's test and measure- 
ment segment has been particularly active in apply- 
ing HP computation products in its systems. The 

analytical and medical segments also are bene- 
fitting from H P  computer expertise, develo 
state-of-the-art products that use HP compute 

purpose systems alone? 

e microprocessors. In return, they serve custom 
in locations that we could never reach with general 

Meeting the demands of growth 
Rapid growth can also bring problems, how- 

ever there is a major effort to minimize their effects. 
Anticipating and scheduling new manufacturing 
plants is an obvious area for close attention. Stay- 
ing ahead with technology is essential. But what sets 
the true limit on growth in the fast moving computer 
business is the ability to recruit, train and develop 
the many professionals required to continue this 
growth. In accord with a traditional H P  policy, 
Computer Systems prefers to  grow from within by 
developing managers from among Hewlett-Packard 
people. Another challenge, then, is identifying and 
training employees for future managerial and super- 
visory responsibilities. According to Ely, "The dilemma 
is how to develop a stable base of operations by 
taking the time to carefully nurture the management 
skills of our people, while at the same time keeping 
pace with the growth of the industry around us. 

"There are many risks in this business, but I am 
very optimistic. We are in competition with so  
the better managed companies in the 



(Ahwe) 
The HP $WQ %ria 39 mmputer system, 
d&gnd to t a b  no spas% h n  an Q&C:~- 
sty. d ~ t ,  ts mmpa%tbI%, d t h  &a rnembem af 
the HP 3000 family and uses the same powerful 
operathg $&wm XEi technology bas redwd 
eh sim of Ehe HP 300Q central pracwing unit 
from 700 square tnchw on portions of nine 
printed-circuit baa& to less than one square 
in& an thme tiny SO$ ht&.gra€ed+ckatt chips. 

(Rfght) 
HP5 capability oi manufacturing all the 
equipment far its mrnpuker systerms, indurfing 
psriph~rals such as disc drives, printers, plotters 
and terminals, is 94 pwti%ule~~ hpaKanm to 
oushmr% Y t h  e W S d s  of quality and r&- 
ability are mur(z4 9s &u&&d here Zgr the 
clean room anwimnmenr and pmzidon tiestag 
procdurm 'for disc memory pack assembly. 

(Far left) 

I As the company's computer systems become 
more powerful and "friendly:' HP's output 
peripherals keep pace by providing data in 
increasingly innovative and useful forms. This 
new "intelligent" graphics terminal can auto- 
matically display data as a graph, a pie chart or 
bar chart. Hard copies are produced on the 
HP four-color plotter. 

(Left) 
Manufacturing and Consulting Services, Inc. of 
Costa Mesa, California-an original equipment 
manufacturer-uses the newest HP 1000 series 
computer system to develop three-dimensional 
graphics software for its own customers' design 
applicationsThe 1000 series, a direct but much more 

I powerful and versatile descendant of HP's first 
computer, serves many customers in science, 
engineering and industrial processing applications. 



have gained a significant position in a large and 
dynamic market. This success has led to a shift in 
both employee and customer perceptions of our 
company. Hewlett-Packard is now known as a com- 
puter company as well as an instrument company. 
This new role brings with it greater responsibilities 
and challenges. We have an important tradition to 
uphold and extend? 

A growing desktop computer line 
This past year, the HP Calculator Products 

Division changed its name to the Desktop Computer 
Division to reflect more accurately changes in its 
product family. "The name change was a recognition 
of the growth of our desktop computer line in both 
capability and features:' says Robert E. Watson, 
general manager of HP's Calculator Products Group. 
"The desktop computers that we currently offer 
provide an expanded computational capability, 
including graphics, to scientists and engineers in 
many fields. The products introduced in 1978 pro- 
vide a more complete range of capability for com- 
putational and control applications than we have 
ever offered before. Our substantial gains in orders 
and shipments this past year indicate good customer 
awareness of these capabilities? 

Expanding product applications 
Products now range from book-sized devices 

designed to gather information from basic labora- 
tory instruments like voltmeters and counters, to 
desktop machines that combine the power and 
peripherals of a well-equipped, full-sized computer 
within a package little larger than a typewriter. 
Applications for these machines include scientific 
computation, data acquisition, and instrument con- 
trol, especially in areas requiring laboratory automa- 
tion or production testing of electronic assemblies. 

Customers include manufacturing firms, en- 
gineering laboratories, medical laboratories, and 
educational institutions.Typica1 users are individual 
scientists and engineers who can effectively utilize 
the integrated problem-solving capability of a desk- 
top computer. 

Design integration 
'With the continuing advances in integrated 

circuit technology, the capability of desktop machines 
continues to expand. Modern desktop computers 
now have about the same capability as large main- 

Ralph E. Lee [/eft), executive vice president; Robert E. 
Watson, general manager, Calcu/ator Products Group I 

frame computers of ten years ago at a fraction of 
the cost:' says Watson. "This trend of increasing 
capability at decreasing price shows no sign of 
slowing down in the near future. 

'The technology also allows us to design prod- 
ucts that are not only compact, but include many 
of the key peripheral devices which normally are 
remotely attached to larger computers. The end 1 

result is a single unit that is easier to use.Thie 
'friendly7 is often used to define the kind of u 
machine interaction we try to provide. "Q 

'This system integration process is improved 
with each succeeding generation. NGW products may 
retain many of the language and operating features 
of earlier models, but gain the performance and cost 
advantages of newer technology, thus making it 
easier for users to upgradel' 

Important new products 
One of the major product introductfons of the 

year was a new scientific desktap computer, the 
HP 9835A. Designed for use En both general pur- 
pose and control applications, this new product 
might typically be used to dirt& the operation of 
instruments in the gathering of technical data, and 
manipulate these data according to user instruc- 
tions. The 9835A is the first desktop computer to 
offer special operating features whlch simplify the 
programming of machine language routines. 

Also introduced in1978 was the first HP manu- 
factured digitizer. This device makes it possible to 
convert locations on a chart or g a p h  to X-Y coor- 
dinates and transmit those data to a desktop com- 
puter for pracessinsThe di@@~er b s  appbcati~ns 
in such divergent fields as en@-miwiq chdtln~, 
sis of medical X-rays, and tcqwg~phiad 



@'=el 
To BI1 the n& for dedicated high-sped computation and 
Tiah acquisition equipment In science and engineering, HP 
fntroduced the 983SA desktop computer system in 1978. 
Its large mernary and assembly-language programming 
capability make it unique among desktop computers. 

A Universal Studios special-effects unit, working on the 
smn-to-be-released feature production of "BucVRogers:" 
usas an HP digitizer and desktop computer ta simulate the 
flight of model spacecraft for filming. The new digjtizer has 
many important applications involving computer simulations 
tn industry, medicine, dvEl engineering, and other fields. 

Thp.E-&a is HW third generation of handheld calculators. 
These .three scientific and two businw and financial 
caLdatws offer mare functions and ease-&-use features 

1mqr prices than earlier comparable models, and the 
cus@xx has a chaice 61 either preprogrammed or 
progarnmable models. 



HP's calculator manufacturing facility in Corvallis, Oregon, is representative of 
the company's efforts to build plants and offices that offer pleasant working environments, 
and that are attractive and in harmony with their neighboring communities. 

Personal computation 
Increased competition within the personal elec- 

tronic calculator industry over the past few years 
has dramatically reduced the number of actively 
involved firms. According to Watson, 'Qf the hand- 
ful of survivors, HP has been one of the few manu- 
facturers to rely solely upon outside suppliers for 
integrated circuits (ICs). The need for in-house 
produced ICs for our handheld calculators has been 
well recognized for some time. However, it wasn't 
until we moved the entire calculator manufacturing 
operation from California to its new site in Corvallis, 
Oregon, that the necessary land space became 
available to us. As soon as we had completed the 
difficult task of moving, we started construction on 
that site of an IC facility. It is now in operation and 
approaching volume production? 

New inexpensive series 
In mid-year, the new Series E calculators- 

covering a price range from $60 to $120-were in- 
troduced.There are three scientific models and two 
with business and financial functions. "The prod- 
ucts were received enthusiastically by our customers; 

1 however, we encountered serious problems through- 
out most of the second half of 1978 because we 
were unable to get significant quantities of ICs from 1 
outside suppliers:' Watson reports. "Now that our 
own IC production is increasing, we should be able 
to avoid future problems of that nature. In the longer 
term, our in-house IC capability should also give us 
added proprietary advantage? 

Expanding the customer*e alternatives 
In 1978 HP took some impartant steps toward 

the goal of developing a more complete and con- 
tinuous family of computational products.This 
family now ranges from full-sized computers fea- 
turing on-line, real-time pr~gramming,multiple task 
operation and distributed processing; to desktop 1 \ 

computers offering the individual user highly inte- 
grated "stand-alone" units providing powerful prob- 
lem solving capabilities fm a wide range of problems; 
to the personal calculators which combine compu- 
tational power with extsema portability. 4 

In the final analysis srustomars must weigh the 
advantages of each, chaosing the machine best 
suited to their applicaticm. HP Is mmg. the 
companies capable of oSfwlng them such a 
choice. 



ECTRONIC TEST AND MEASUREMENT PRODUCTS: 

@A year of solid growth and 
expanding markets 

Hewlett-Paekard's electronic test and measure- 
ment market is served by literally thousands of HP 
instruments, components and accessory devices. 
These products, emerging from more than a dozen 
HP divisions, are the basic tools of the electronics 
industry; they are found in research laboratories, 
manufacturing plants, product testing facilities, 
satellite tracking stations-any place where a need 
exists for the rapid, accurate measurement of elec- 
tronic phenomena. Primary responsibility for serv- 
Ing the electronic test and measurement market 
rests with two HP product groups-Instruments 
and Components. 

8gns of new vitality 
Electronic test and measurement products rep  

resents the traditional segment of ~ewlet-t-packard, 
lines having included the very first HP 

- 
Despite its longevity, however, the  test and 

measurement business is hardly static. H P s  instru- 
ment sales have shown a consistent upward trend, 
and performance during the past several years has 
been particularly satisfying. What has brought 
about this new vitality? 

True automatic measurement 
William E. Terry, vice president and Instrument 

Croup general manager, says, 'There are really three 
reasons. Ftrst, the arrival of true automatic measure- 
ment. Instruments alone have had certain limita- 

, tions. However, let one 'talk' to an  HP computer/ 
controller, or add a microprocessor plus memory, 
and you have opened the world of what we call 
'smart' instruments. 

"HPs development of what has become an 
international inter-device communications standard 
- IEEE Standard 488-1976 -was a significant step 
in the evolution of smart instruments. We are mov- 

I ing toward a truly universal interfacing standard, 

(continued) 
I 

William E. Terry (left), vice president and general manager; 
Instrument Group; Dean 0. Morton, executive vice president 

Electronic Test and Measurement Products 

ORDERS SALES OPERATING - 

PROFIT 
millions of dollars millions of dollars millions of dollars 

Representative product lines for the Electronic Test and 
Measurement Products business segment include microwave 
semiconductors, light-emitting diodes, logic analyzers, 
voltmeters, frequency analyzers, power supplies, board 
testers, pbtters, recorders, counters,frequency sources, 
network and signal analyzers, and signal generators. 

Manufacturing plants are located in Mountain Vies 
Palo Alto, San Diego, San Jose, Santa Clara* and Santa 
Rosa, California; Colorado Springs and Loveland, Colorado; 
Rockaway, New Jersey: Tokyo, Japan; Penang, Malaysia; 
Soah Queensferq Scotland; Singapore; and Boebltngen, 
West Germany 



the long-term goal being an integrated, compatible 
family of instruments and controllers capable of 
being combined in custom groupings to meet the 
increasingly specialized needs of our customers. The 
transition is still irfits early stages-the era of truly 
practical automated measurement really being only 
two or three years old. 

Classic models and new measurement 
techniques 

"A second important stimulus to growth has 
been HP's encore performances-what one might 
callLclassic mode1s:That is how we maintain vitality, 
constantly refreshing our older products as new 
technology arrives and by making them easier to 
use and more responsive to the user's needs. 

"A third key element is pioneering new mea- 
surement techniques. Digital signal analysis, for 
example, has generated growth in a brand new 
market? 

But growth is not without its pitfalls. Says 
Terry,"During a boomperiod,thereare dangers that 
in the rush to build products, quality assurance will 
slip below acceptable levels. However, we have a 
reputation for tough standards that we have to up- 
hold. You see, our customers expect to own and use 
our products for a very long time. We've had an 
excellent year for high quality products and reliable 
product performance? 

Aggressive, well-aimed R&D 
1978 has been a year for solidifying established 

product lines through the introduction of many up- 
dated models, and major investments in new product 
development programs. 

Success, both in new instruments and new 
innovations on established products, hinges upon 
aggressive, welldirected research and development. 

A good example of such an effort is logic state 
analysis. Introduced in 1975, HP's analyzers were 
some of the earliest entries into what was then a 
largely unknown field.The concept of analyzing the 
internal logic of computers was so new to many 
engineers that considerable customer education 
had to take place before the instruments were 
readily accepted. As a result, only now has the suc- 
cess of HP's entry into logic state analysis become 
fully apparent. . 

Product development efforts of previous years 
also resulted in several major new products this 
past year. A printed circuit board tester has opened 

an important new market. Indicative of the increasing 
role of computers in all phases of company opera- 
tions, the board tester features a built-in HP desktop 
computer/controller. Other important product 
introductions included a miniature X-Y plotter, a 
low-cost counter, a synthesized signal gerr~rator, - 

and a 500 watt switching power supply, a p r d u  
of particular interest to computer mandad 
And, in a perfect example of product craMiuZ 

company's first product - was intrnidumd 

* I  
new audio oscillator-a direct dwendant  of the 

Future trends 
"The future? Certainly o m  trend will be toward 

even greater use of computers md microprocessors 
in instruments and system: says Terry. "The tech- 
nology and industry are moving in that direction. 

'We also can expect increased emphasis on 
product development grql~rrsms at our manufactur- 
ing plants in Eurcpe, Japan, and the United Kingdom. 
Each plant is respansib18 for developing proprietary 
products in certain areas af tieehnology where it has 
a high level of interest and expertise. Our division 
in South Quesnsferry, Scotland, for example, has 
combined an intensive R&D program and an inti- 
mate knowledge of eustamer needs to establish 
itself as a major supplier of telecommunications 
test equipment for worldwide markets. 

"Finally, we will continue to serve as an impor- 
tant training g r a d  for new HP managers. Because 
of our well-established structure and the multlplicity 
of our product lines, we offer an ideal environment 
for to develop their ma 
advancing into new jobs with 

.i 
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An expanding market 
It is interesting to note that not only has HP's 

electronic test and measurement products segment 
experienced considerable growth, but the market 
has grown with it - at a rate faster than anyone would 
have expected. Who would have predicted 30 years 
ago the dramatic impact of electronic technology on 
entertainment, science, finance, communications and 
dozens of other fields? Among the key participants 
in this technological revolution have been electronic 
engineers and technicians - and they represent a 
large and growing market for sophisticated test and 
measurement equipment. 

"That:' says Terry, "is why the instrument busi- 
ness is enjoying steady and healthy growth. There 
is always a good market for useful electronic tools. 
Most important, if we retain our vitality and creativity, 
1 think we can continue to grow and contribute as 
a major element of HP. Opportunity is a matter of 
attitude. I like to think that there are no tired products 
or markets, only tired ideas7 

and gain a significant competitive edge. HP's com- 
ponents activity has broadened both in prod 
and customers in the years since, but there conti 
to be a close engineering affinity between the 
ment and components organizations. 

HP's Components Group has two main areas 
of activity. Microwave semiconductors represents 1 
the oldest of these, having started as a commercial 
venture in 1963. Present products include diodes, 
transistors and integrated circuits used in instru- 
mentation and communications equipment, and in 
many consumer products. 

In 1968, the group added a second line of prod- 
ucts - optoelectronic devices. These light-emitting 
components, which range from tiny warning lights I 
to large alphanumeric displays, have enjoyed wide 
acceptance, stimulated by the introduction in recent 
years of sophisticated calculators and digital watches. 

According to David R. Weindorf, Components 
Group general manager, the group is just now en- 
tering a new and equally promising market, fiber 
optics. HP's first product in this field-a complete 
link, with transmitter, receiver and cable-was intro- 
duced in October. The science of fiber optics, wherein 
large quantities of data are economically transmitted , 
through tiny glass strands, promises to revolutionize 
many areas of electronics, including telecomrnu 
cations and instrurnent/computer/pariph@ 
interfacing. 1 

Contributing to technological leadership 
In 1961, the company established its first re- 

search and manufacturing facility to design and 
produce high technology solid state components 
for use in HP's test and measuring instruments. It 
proved to be a sound move since this capability 
enabled the instrument divisions to add new dimen- 
sions of precision and reliability to their products 



dding a competitive edge 
"Unlike most other HP products:' Weindorf 
cccomponents are designed to be sold in rela- 
large quantities and at a small unit price- 

much Iess than a dollar. By necessity, then, we 
1 bke a somewhat different marketing approach. In 
addition to selling through our HP components 
field sales force, we sell through a worldwide net- 
m k  of components distributors. 

'We also have a somewhat different product 
development approach than usually found in the 
simiconductor industry in' that our central strategy 
b one of concentrating our efforts on a select group 
af specialized high-technology devices that are 
hquently unavailable elsewhere, thereby provid- 
bg our customer with a competitive edge" 

The Components Group, looking to continuing 
gjmwth in 1979 and the years beyond, recently 
maved i ts  Microwave Semiconductor Division to a 
new 172,000 square-foot plant in San Jose, Cali- 
Emia. This highly advanced components design 
&%I manufacturing facility will provide the Group 
Wth a good headstart into the next decade. 

All quality and reliability checks on printed-circuit boards are 
performed automatically with HP's new fully self-contained 
computer-based test wstem. It checks each component individually, 
then tests the full board as  it will function bn the end product. 

L 

(Below] 
H P s  newest oscilloscope is a storage mudel that produces stored 
traces of a quality ordinarily seen only in constantly-refreshed 
displays. It's suited to reseeurch arxl development, and a 
wide range of systems test and measurement applications. 

David R. Weindorf, general manager, 
Components Group 

(Right) - - - - -  

HP's fiber optic link consists of transmitter and receiver modules 
used for sending signals, via Iight waves, through optical fibers. 
For one H P  application, this link replaces the bundle of cables 
shown beside it. 



MEDICAL ELECTRONIC EQUIPMENT: 

Helping improve the quality and 
cost of health care services 

HP medical products, used in diagnosing, 
monitoring and treating patients and in managing 
many aspects of hospital operation, range from 
portable electrocardiographs (ECGs) to powerful 
computer-aided patient monitoring and patient 
data management systems. 

The ever increasing need for technological 
assistance to improve the quality and cost-effective- 
ness of health care service is indicated by the con- 
tinuing expansion of the company's medical business. 

The role of computational technology 
According to Richard C. Alberding, general 

manager of HP's Medical Products Group, "The 
trend is toward an increasing role for data processing 
in medicine. Hospitals, when planning a major pur- 
chase of capital equipment, are looking more and 
more to firms with well-established computer capa- 
bility. Fortunately, HP's extensive experience in 
computational technology provides a valuable pool 
of expertise for us to draw upon to meet the needs 
of our medical customers. 

"This past year, for example, we introduced a 
microprocessor-controlled mobile medical x-ray 
system. On operator command, the system will auto- 
matically compute and set correct exposure, adjust 
for various types of film, detect operator error, and 
even run a self-diagnostic check to identify defective 
electronic components? 

Also introduced was new software for HP's 
computerized electrocardiograph (ECG) manage- 
ment systems.This analysis software program sub- 
stantially improves ECG waveform measurement 
and permits physicians to modify computer-generated 
interpretations to reflect each cardiologist's preferred 
criteria and nomenclature. 

Two other products receiving good customer 
acceptance in 1978 were a new family of bedside 
patient monitors, and a companion recorder of 
patients' medical data. 

The bedside monitors combine waveforms and 
numerical values of other parameters on o ~ e  dis- 
play. They are offered in eight configurations so 
that the customer hospital can select an instrument 
that most closely meets its monitoring needs. The 

Medical Electronic Equipment 

ORDERS SALES OPERATING 
PROFIT 

millions of dollars millions of dollars millions of dolla? 

Re~resentative ~roduct lines for the Medical Electronic 1 
~hipment  bushess segment include continuous monitoring 
systems for critical caripatients, medical data manageme 
systems,fetal monitors, electrocardiographs and related 

cardiac catheterization laborato y systems, blood gas 
jqpJ interpretive and stress systems, puimonaryfunction artal 

1 
measuring instruments, portable x-ray devices, cardiac 
defibrillafors, and hospital supplies. 

Manufacturing plants are located in Andover and Waltham, 
Massachusetts; McMinnuille, Oregon; Campinas, Brazil; 
Tokyo, Japan; and Boeblingen, West Germanu 

7 - :a  
recorder provides a printed record of the pai-ameters. 

Products that support the primary instrument 
lines also are becoming increasingly important. 
Consumable items (accessories, disposables, 
supplies) greatly enhance the use of HP medical 
instrumentation. To provide more efficiencies and 
better service in this area, the group consolidated 
the management, development and marketing of 
its consumable products during 1978. 

Reducing the "cost of ownership" 
The highest priority commitments for the group 

are product reliability and after-sale support and 
service. Health care customers and patients rely on 
HP medical products to perform dependably and 
safely day in and day out in life support situations. 
The overriding factor, of course, is the human 
But a second factor, often not as a 
relationship of reliability to " 

. - . - 



(Lower left) 
Stress testing at Cooper Clinic, the medical-exam unit of 
Dallas's famed Aerobics Center, is aided by an HP electro- 
cardiograph. The patient's cardiovascular fitness is indicated 
by measuring the heart's performance during exercise. 

chard C. Alb ng (I&, general rnonager, 
Medical Products Group; Robert L Boniface, 
executive vice president 

In the past few years, a new variable has sur- 
faced in the health care market. Previously, medical 
equipment purchases were influenced primarily by 
technological considerations-equipment capability 
being a more persuasive fador than cost.Technolagy 
still has considerable influence, but decisions are 
increasingly affected by financial considerationsh 
This is particularly true for large systems that not 
only represent a major expenditure in their own 
rfght, but also may require building remodeling. 

"We support this concern about health care 
wts:' says Alberding, "and think that we can help. 

$140 billion spent annuaily in the United 
nly about $I billion is for 

uipment. On the other hand, 
ly $100 billion. For that 
to automate to a greater 

tine tasks and thereby assist 
and other medical personnel in improving' 
oductlvity. We also are trying to help hold 

r e p t a k a  costs by continuing to make our 
one generation to the 

ir and maintenance ex- 
possible level, our products 

ngly will include selfdiagnostic capabilities, 
designed so that replacement of faulty 

quickly and easily onsite 
e efforts, we hope to make a 
Bon to the solution of spiraling 

(Lower right) 
HP's fetal telemetry system frees an expectant mother from 
cable connections during labor, and enables her to walk 
about the hospital ward during the early stages. Her unborn 
baby's heart rate is continuously monitored via radio 
signals transmitted to a cardiotocograph. 

(Below) 
A new family of Hewlett-Packard patient monitors, 
displaying both waveforms and numerical values, makes it 
easier to check a patient's vital signs. Northwestern Hospital 
in Frankfurt, West Germany, uses the equipment at bedside 
and this central station to monitor patients after surgery. 



ANALYTICAL INSTRUMENTATION: 

Providing greater levels of automation and 
precision for chemical analysis 

Hewlett-Packard instruments and systems for 
chemical analysis provide highly sensitive and 
specialized techniques for identifying and analyz- 
ing chemical compounds in complex mixtures. 
These products serve a broad range of customers 
in science and industry. 

An industry pioneer 
HP has been an industry pioneer in adapting 

computational technology to enhance the speed 
and accuracy of chemical analysis. Utilizing internal 
microprocessors and externally located HP com- 
puters, the company's gas chromatographs (GC), 
liquid chromatographs (LC), and gas chromato- 
graphs/mass spectrometers (GC/MS) have become 
highly automated intelligent detection systems. 

The most sophisticated of these chemical anal- 
ysis systems, the GC/MS, not only sorts out and 
identifies a sample's components, but measures 
their concentrations as well.This equipment can be 
programmed to operate unattended, and has the 
capability of communicating by phone with major 
chemical libraries when necessary to compare 
spectra of isolated unknown compounds with known 
compounds for precise identification. 

Broadening professional contacts 
According to  Emery H. Rogers, Analytical 

Instrumentation Group general manager, 1978 
was a year for extending the capabilities of exist- 
ing product families, and for intensifying new prod- 
uct development programs. 'We also continued to 
emphasize our personal contacts with the chemical 
profession to assist in the exchange of technical 
application experiences. We are attempting, through 
this effort, to help chemists make maximum use of 
their HP equipment so that they are freed to spend 
their time in the important area of researcb and 
application of new analysis methods and procedures? 

There are some well-publicized applications 
for the company's analytical instrumentation, such 

as drug testing of athletes at the Olympic Games. 
However, these HP products also have less hwafded 

1 

applications daily in hospital laboratories, police 
departments, pollution control centers, energy re- 
search facilities and industrial plants worldwide. i Routine applications include measurmnt d herbi- 
cide levels in food, analyses of illicit drugs,and deter- 1 
minations of the level and type of pollution in a 
community's water supply. ~ 
An international technological base 

One of HP1s major objectives for its inter- 
national manufacturing operations is to have these 
overseas plants establish their own pradud devel- 

t 
opment capabilities, drawing on the considerable 
technical competence in their countries. In the 
analytical instrumentation field, for examplq the i 
com~any's Waldbronn, West Germany, pl&t: - 
primary responsibility for the design of a1lI-P 1' 
chromatographs. *( 

'These products are now rnanufdured in the 
U.S. as well as in the originating counfry)Mamrding 
to Rogers,"and the technical proficiency and invent- I 

Analytical Ifisstrummta2k,n 

ORDERS SALES WEEATING 
PBaFIT 

millions of dollars mfllions of d@JI~rs mfi1tms of dollars 

Representative product lines for the Analytical Instrumenfa- 
tion business segment include gas chromatographs, liquid 
chromatographs, mass spectrometers combined with chromate 
graphs, laboratory automation systems, and integmbrs. 

Manufacturing plants are lacated in Palo Alto, 
Avondale, Pennsylvania; and Waldbronn, West Gwrnany, 

1 



ess of the Waldbronn staff has positioned HP 
of the technological leaders in liquid chroma- 

tography worldwide? 
Incoming orders for HPs analytical instrumen- 

tation segment in 1978 totalled $108 million, a strong 
36 percent increase over orders booked last year. 
With HPs specialized knowledge in chemical anal- 
ysis, and its strength in computation technologies, 

' this area of the company's business can be expected - to grow steadily and become an increasingly impor- 
tant part of HP's overall operations. I7 



ISSUES OF PUBLIC CONCERN 

Equal Employment Opportunity and 
Affirmative Action 

Consistent with Hewlett-Packard's long-standing 
policy, hiring and training activities are conducted 
with a strong commitment to  equal employment 
opportunity and affirmative action. At the end 
of the fiscal year, minorities represented 17.5 per- 
cent, and women 40.8 percent of HP's total U.S. 
employment.The table below provides a statistical 
review of HP's affirmative action program over the 
past five years. 

Within the past year, the company joined with 
the National Alliance of Business in a program 
directed at increasing the employment of veterans, 
added new conveniences and facilities for the handi- 
capped, developed training classes for supervisors 
to help them better communicate with deaf employ- 
ees, and continued its on-going equal employment 
opportunities programs at international locations. 

Hewlett-Packard also continued its support of 
minority businesses and its program of loaning 
professionals to  serve in faculty positions at pre- 
dominantly minority colleges. 

AFFIRMATIVE ACTION REVIEW 

Total Minority Female* 
number Total Percent Total Percent 
~~~~~ 

Managers 
& Supervisors 
1973 1,831 95 5.2 70 3.8 
1978 3,849 302 7.9 640 16.6 

Professionals 
1973 3,501 251 7.2 232 6.6 
1978 7,278 748 10.3 1,132 15.6 

Technicians 
1973 2,138 226 10.6 174 8.1 
1978 3,338 448 13.4 367 11.0 

Skilled Craft 
1973 1,848 230 12.5 279 15.1 
1978 2.283 366 16.0 292 12.8 

'Includes minority females 

Job totals and percentages are based on HP's 
employment in the U.S. The job categories shown 
are among those defined by the U.S. Equal Employ- 
ment Opportunity Commission. In 1978, a number 
of lead jobs were reclassified into first-line supervisor 
positions and this resulted in a substantial increase 
in the percentage of women in the Managers and 
Supervisors category. 

Energy Conservation 

Since the  energy crisis in 1973,  Hewlett- 
Packard has intensified its efforts to reduce energy 
consumption. In all facilities, HP monitors each form 
of energy use, developing monthly reports for each 
plant, listing consumption of gas, electricity and 
fuel oil. Of all energy used in most buildings, 5 0  
percent is for air conditioning, 25  percent for lighting. 
These then, are the two critical targets for any con- 
servation program. By careful thermostat control, 
variable volume air conditioning instead of reheating, 
and improved lighting techniques, the company 
has reduced its 1 9 7 3  energy-per-square-foot 
requirements by nearly 2 5  percent. 

Additional conservation resources in new 
plants include better insulation techniques and 
physical designs that minimize the effect of the 
sun's heat. 

Hewlett-Packard will continue to set stringent 
energy conservation guidelines,attempting to achieve 
even greater savings without compromising 
employee comfort or productivity. 

Pollution Control 

In the past three years, the company has spent 
approximately $3 million on air and water pollution- 
control equipment and installation at essentially all 
HP facilities involved in fabrication processes.This 
includes several major waste treatment and air 
scrubber systems. 

New techniques, developed by the company 
in conjunction with another firm, convert HP's 
industrial waste treatment sludge into dry cakes for 
disposal. Also, several process changes, such as  
switching to water-based paints, have been made 
to reduce the emission of hydrocarbons in the form 
of evaporating solvents. Finally, present pollution 
control systems have been redesigned to reduce 
the use of water. 

Health and Safety 

Under general corporate guidelines, each 
Hewlett-Packard manufacturing operation 
its own health and safety programs. Safety c 



cils and safety coordinators at each location are 
responsible for program development, including 
setting local standards, selection and installation 
of safety equipment, on-going testing of air, noise 
and other physical agents, inspection and correction, 
and employee training. Among the training courses 
currently offered are first-aid, cardio-pulmonary 
resuscitation, chemical safety, and  fork-lift 
operator safety. 

~~ornrnuni t~  Assistance 

Hewlett-Packard supports the communities 
which it operates in many different ways - through 

nancial contributions, donations of company 
roducts, loans of people to assist public and private 
gencies, and the participation of H P  individuals 
a wide range of community activities and projects. 

The company's contributions of cash and 
ucts amounted to $3.7 million in 1978. A large 

of the cash contributions went to educational 
tions and to  various health and welfare 
es. Gifts of H P  equipment, in terms of dollar 
amounted to  approximately $2 million. 

incipal recipients were schools of science and 
gineering in various colleges and universities, and 
number of hospitals in areas where HP has major 

Hewlett-Packard's sales operations in South 
frica are conducted by a wholly-owned subsidiary 

ny established in 1968. Its business amounted 
million in fiscal 1978, and it currently employs 

As is common to  H P  sales organizations 
orldwide, the South African subsidiary requires 
ople with considerable technical education and 

aining to sell and service H P  products. These 
ualifications are found almost exclusively among 
outh Africa's white population; nevertheless, 15 of 
ewlett-Packard's 98 employees are non-whites and 

everal of these people, through various company- 
sored educational and training programs, have 
nced to positions of considerable responsibility 
in the organization. 

Consistent with its basic worldwide policy, H P  
has maintained equal and fair employment prac- 
tices for all its people in South Africa, and was 
among the early subscribers to the Sullivan Prin- 
ciples. Developed by the Reverend Leon Sullivan, 
these principles have now been adopted and en- 
dorsed by many American firms operating in South 
Africa. The principles are designed not only to  
assure equitable pay, benefits and working conditions 
for all employees, but to  enhance the upward 
mobility of non-white employees and improve the 
quality of their lives outside the work environment. 
They are consistent with HP's corporate objectives, 
and the company is committed to  their full and 
continuing implementation. 

Hewlett-Packard believes that its presence in 
South Africa is a positive, constructive influence 
toward improving the economic and social condition 
of the country's non-white population. It intends to 
continue expanding job opportunities for blacks 
and other non-white men and women, and enabling 
them to make increasingly important contributions 
to the progress of the company and to the better- 
ment of their communities. 

The Inflationary Spiral 

Inflation is clearly one of the United States' 
most pressing national problems. President Carter's 
recently announced voluntary wage and price con- 
trol program is part of an  overall administration 
plan to reduce the rate of inflation during 1979. 

Hewlett-Packard will cooperate with the Pres- 
ident's request, but the company strongly believes 
that wages and prices are not the primary causes 
of inflation. Controls in these areas, therefore, will 
be largely ineffective in halting inflation. There must 
be a concerted effort on the part of the Federal 
government to reduce spending, to reduce the money 
supply, and to review carefully the excessive costs 
to  industry and government of ever-expanding 
Federal regulation and reporting requirements. 

Real reductions in the rate of inflation can only 
be achieved through a determined and effective 
effort t o  eliminate deficit spending and regain a 
balanced budget. 



THE FINANCIAL STATEMENTS 

SUMMARY OF QUARTERLY EARNINGS 
(Unaudited) 

Three Months Ended 

January 31 April 30 July 31 October 31 

1978 (Millions except per share amounts) 

Total revenues $375 $420 $432 $524 
Cost of goods sold 167 192 207 239 
Research and development 35 38 39 42 
Marketing 57 65 67 75 
Administrative, general & interest 52 55 57 68 

- - - - 

Earnings before taxes on income 64 70 62 100 
Taxes on income 32 34 29 48 

- - - - 

Net earnings $ 32 $ 36 $ 33 $ 52 
- - - - - - - - 

Net earnings per share $1.14 $1.23 $1.14 $1.76 
- - - - - - - - 

1977 
Total revenues $302 $345 $345 $382 
Cost of goods sold 141 154 155 172 
Research and development 28 30 31 36 
Marketing 45 5 1 52 60 
Administrative, general & interest 40 51 49 50 

- - - - 

Earnings before taxes on income 48 59 58 64 
Taxes on income 22 27 28 31 

- - - - 

Net earnings $ 26 $ 32 $ 30 $ 33 
- - - - - - - - 

Net earnings per share $ .93 $1.13 $1.07 $1.14 
- - - - 
- - - - 

In May 1977, the Board of Directors approved a U.S. Supplemental Pension Plan which 
became effective as of the beginning of fiscal year 1977. To meet the anticipated expense 
of the approved plan, a $6 million accrual was made in the second quarter for the entire 
first half. Additional $3 million accruals were made in both the third and fourth quarters 
of fiscal 1977. Equal accruals were made for the plan in each quarter of fiscal 1978. 



I ~ONSOLIDATED STATEMENT OF EARNINGS 
For the years ended October 31,1978 and 1977 
(Millions except per share amounts) 

Costs and expenses: 
Cost of goods sold (note 2) . . . . .  . . . . . . . . . . . .  805 
Research and development . . . . . . . . .  . . . . . . . .  154 
Marketing . . . . . . . . . .  264 . . . . . . . . . . . . .  Administrative and general . . . .  . . . . . . . . . . . . .  226 
Interest . . . . . . . . . . .  

. . . . . . . . . . . . .  6 
1,455 

. . . . . . . .  nings before taxes on income 

Taxes on income (notes 1 and 3) . . 

Net earnings. . . . .  

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



CONSOLIDATED BALANCE SHEET 
October 31,1978 and 1977 

ASSETS 
1978 1977 

(Millions) 

CURRENT ASSETS: 

Cash, including interest bearing and time deposits 
(1978 - $149; 1977- $113) . . . . . . . . . . . . . . . .  $ 158 $ 131 

Commercial paper and other marketable securities, 
at cost which approximates market . . . . . . . . . . . . .  3 1 4 2  

Notes and accounts receivable, net of allowance for doubtful 
accounts and notes ($1 in both 1978 and 1977) . . . . . . . . .  371  272 

Inventories (note 1): 
Finished goods . . . . . . . . . . . . . . . . . . .  99 89 
Purchased parts and fabricated assemblies . . . . . . . . .  257 190 

Deferred taxes on income, deposits and prepaid expenses . . . . . .  3 6  2 8 
TOTAL CURRENT ASSETS . . . . . . . . . . . . . . .  952 752 

PROPERR PLANT AND EQUIPMENT, at cost (note 1): 
Land. . . . . . . . . . . . . . . . . . . . . . . . .  4 4  
Buildings and improvements . . . . . . . . . . . . . . . .  338 
Machinery and equipment . . . . . . . . . . . . . . . . .  20 1 
Leaseholds, leasehold improvements and other. . . . . . . . . .  8 0  
Construction in progress. . . . . . . . . . . . . . . . . .  58 

721 
Accumulated depreciation and amortization . . . . . . . . . . .  245  

476  

OTHER ASSETS: 

Investment in unconsolidated Japanese affiliate (note 1). . . . . . .  
. . . . . . . . . . . .  Noncurrent receivables and other assets 

The accompanying notes are an integral part of these financial statements. 
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LIABILITIES AND SHAREHOLDERS' EQUITY 

1978 1977 
(Millions) 

CURRENT LIABILITIES: 

Notes payable (note 2) . . . . . . . . . . . . . . . . . .  $ 57 $ 47 
Commercial paper (note 2) . . . . . . . . . . . . . . . . .  28 - 
Accounts payable . . . . . . . . . . . . . . . . . . . .  7 1 46 
Employee compensation, benefits and other accrued liabilities . . . .  171 137 
Accrued taxes on income (notes 1 and 3) . . . . . . . . . . . .  88 62 

TOTAL CURRENT LIABILITIES . . . . . . . . . . . . . .  415 292 

LONG-TERM DEBT less current portion included in notes 
. . . . . . . . . . .  payable above (1978 - $7; 1977- $3) (note 2) 10 12 

DEFERRED TAXES ON INCOME (notes 1 and 3). . . . . . . . . . . . . .  3 5 

9 
LOMMITMENTS AND CONTINGENCIES (notes 3 and 8) 

SHAREHOLDERS EQUITY (note 4): 
Common stock, par value $1 a share: 

1978 1977 
(Thousands of shares) 

Authorized. . . . . .  40,000 
Reserved for: 

Stock option plans . . . . . . .  612 
Stock purchase plans . . . . . .  478 
Service award plan. . . . . . .  92 

Issued and outstanding . . . . . . .  29,010 
Capital in excess of par value . . . . . . . . . . .  

. . . . . . . . . . . . . . .  Retained earnings 
TOTAL SHAREHOLDERS' EQUITY . . . . . . . .  

8 
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CONSOLIDATED STATEMENT 
OF CHANGES IN FINANCIAL POSITION 
For .the years ended October 31. 1978 and 1977 

1978 1977 
(Millions) 

Working capital provided: 
. . . . . . . . . . . . . . . . . . . . . .  Net earnings 

Add charges not affecting working capital: 
Depreciation and amortization . . . . . . . . . . . . . .  
Deferred taxes on income . . . . . . . . . . . . . . .  
Employee stock plans and other . . . . . . . . . . . . .  

Working capital provided from operations . . . . . . . .  
Proceeds from sale of common stock . . . . . . . . . . . . .  
Proceeds of additional long-term debt . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . .  Other. net 
Total working capital provided . . . . . . . . . . . .  

Working capital used: 
Investment in property. plant and equipment . . . . . . . . . .  
Dividends to shareholders . . . . . . . . . . . . . . . . .  
Reduction in long-term debt . . . . . . . . . . . . . . . .  

. . . . . . . . . . . .  Total working capital used 
Increase in working capital . . . . . . . . . . . .  

Working capital at beginning of year . . . . . . . . . . . . . . .  
Working capital at end of year . . . . . . . . . . . . . . . . .  

Increase in working capital consisted of: 
Increase (decrease) in current assets: 

Cash and marketable securities . . . . . . . . . . . . .  
Notes and accounts receivable . . . . . . . . . . . . . .  
Inventories . . . . . . . . . . . . . . . . . . . . .  

. . . .  Deferred taxes on income. deposits and prepaid expenses 

Decrease (increase) in current liabilities: 
Notes payable and commercial paper . . . . . .  
Accounts payable and accrued liabilities . . . . .  
Accrued taxes on income . . . . . . . . . . .  

Increase in working capital . . . . . . . .  

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

......... 
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' '~~ONSOLIDATED STATEMENTS OF CAPITAL IN 
EXCESS OF PAR VALUE AND RETAINED EARNINGS 

I For the years ended October 31,1978 and 1977 

CAPITAL IN EXCESS OF PAR VALUE: 

Amount at beginning of year . . . . . . . . . . . . .  
Excess of proceeds received, less expenses, 

over par value of common stock issued under: 

1978 1977 
(Thousands of shares) 

Stock option plans . . . . .  13 48 
Stock purchase plans . . . .  507 424 
Service award plan . . . . .  11 11 

Amount at end of year . . . . . . . . . . . . . . . . .  

1978 1977 
(Millions) 

TAINED EARNINGS: 

. . . . . . . . . . . . . . . .  Amount at beginning of year $587 
Net earnings . . . . . . . . . . . . . . . . . . . . . .  153 
Dividends paid . . . . . . . . . . . . . . . . . . . . .  (14) 

The accompanying notes are an integral part of thesefinancial statements. I@ 
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NOTES T O  THE CONSOLIDATED 
FINANCIAL STATEMENTS 
October 31,1978 and 1977 

1. Summary of significant accounting policies 
Principles of consolidation -The consolidated 

financial statements include the accounts of Hewlett- 
Packard Company and all domestic and foreign 
subsidiaries. All significant intercompany accounts 
and transactions, including intercompany profits 
in inventories, have been eliminated. 

The Company accounts for its investment in 
its unconsolidated Japanese affiliate (49 percent 
owned) on the basis of its equity in the underlying 
net assets. 

Translation of foreign currency-The accounts 
and transactions of subsidiaries located outside the 
United States are translated into United States 
dollars at current or historical rates of exchange in 
accordance with generally accepted accounting 
principles. Foreign subsidiary borrowings and 
forward exchange contracts are employed to min- 
imize foreign exchange gains or losses on the Com- 
pany's net asset position and order backlog in 
foreign currencies. Realized and unrealized gains 
and losses on forward exchange contracts under- 
taken to protect net assets are included currently 
in other income. Gains and losses on forward 
exchange contracts undertaken to protect order 
backlog are recognized at date of shipment and 
are classified as sales. 

Foreign operations -The following amounts, 
included in the consolidated financial statements, 
relate to the operations of foreign subsidiaries. 
Sales from United States divisions direct to foreign 
customers are excluded, and intercompany sales 
and profits in inventories have been eliminated. 

Net assets: 
Working capital 

1978 1977 
(Millions) 

Taxes on income- Deferred taxes on income 
are provided for timing differences between earn- 
ings reported for tax and financial purposes. Such 
differences relate primarily to the earnings of the 
Company's Domestic International Sales Corpo- 
ration (DISC), intercompany profits in inventories, 
state taxes and various tax and book differences in 
foreign countries. 

Investment tax credits reduce the income tax 
provision in the year the related assets are placed 
in service. 

Income taxes are provided on the undistrib- 
uted earnings of subsidiaries which are not intended 
to be reinvested for an indefinite period of time. 

Inventories -Inventories are principally valued 
at standard costs which approximate first-in, first- 
out, not in excess of market. Standard costs include 
materials, labor and overhead. 

Depreciation and amortization-The principal 
methods and depreciable lives used in computing 
depreciation and amortization are listed below: 

Buildings and 150% declining-balanc 
improvements (15 and 4 0  years) 

Machinery and sum-of-the-years-digits 
equipment (3 to 10 years) 

Leaseholds and leasehold straight-line over the 
improvements life of the lease or asset, 

whichever is less 

Other sum-of-the-years-digits 
(3 to  10 years) 

Additions, major renewals and betterments 
are included in asset accounts at cost. Maintenance, 
repairs and minor renewals are charged to expense 
as incurred. When property is sold or otherwise 
disposed of, the asset and accumulated depreciation 
accounts are relieved and the difference between 

Property, plant and equipment, net 9 0  72 the net carrying value and the net proceeds is 
Other assets (liabilities), net (5) (13) 

(72) -- (45) 
included in other income. 

Intercompany balances, net 
$255 

Revenue recognition -Revenues from equip- 
$207 

- - 
- -- ment sales are recognized at the time the equip- 

Net sales 

Net earnings 

- . - 
$711 - -- $544 ment is shipped. 
$67 
- 

$ 5 0  
-- .- 
- 
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Leases-In fiscal 1977, the Company prospec- 
ly adopted the currently required method for 
e accounting. The effect of retroactive applica- 

tion would be insignificant. 

2. Short-term debt, commercial paper and 
long-term debt 

Short-term debt-The unused portion of line 
of credit agreements with various foreign banks was 
approximately $106 million and $108 million at 
October 31,1978 and 1977, respectively. Informa- 
tion relating to  short-term debt during the years 
ended October 31,1978 and 1977 is as  follows: 

1978 1977 
(Millions) 

Balance at October 31 $50 $44 
Weighted-average interest 

rate in effect at year-end 11.3% 13.3% 
Highest month-end balance $92 $57 

(May, (January, 
1978) 1977) 

Average borrowings during 
the year computed on 
month-end balances $62 $50 

Weighted-average interest 
rate on average borrowings 
during the year 10.4% 15.3% 

I@ Interest expense incurred in foreign operations 
to finance collection periods longer than in the 
United States is included in cost of goods sold and 
has been charged to customers as part of the selling 
price of products sold. Such interest expense 
amounted to $5 million in both 1978 and 1977. 

Commercial paper-The Company began 
issuing commercial paper in September 1978. No 
commercial paper was outstanding during the year 
ended October 31,1977. The unused lines of credit 
with various domestic banks, to support the issued 
commercial paper, amounted to approximately $40 
million at October 31,1978.There were no lines of 
credit with domestic banks in 1977. Approximately 
$28 million of commercial paper was outstanding 
as of both September 3 0  and October 31,1978. 
Interest rates averaged 9.0 percent since issuance 
and 9.2 percent at year-end. 

Long-term debt-Nearly all of the long-term 
debt outstanding at October 31,1978 and 1977 is 
foreign borrowings. Maturities of long-term debt 
extend to  1993, and interest rates range from 5 
percent to 15 percent. 

3. Taxes on income 
The United States Internal Revenue Service 

(the "Service") has examined the Company's federal 
income tax returns through the year ended October 
31,1975. Proposed additional taxes being contested 
by the Company relate principally to the Company's 
Domestic International Sales Corporation (DISC) 
and to the earnings of certain foreign subsidiaries. 

The Service contends that certain costs and 
expenses should have been allocated to the DISC. 
The effect of such allocation would be to lower the 
tax deferred income of the DISC and increase the 
taxable income of the Company. Additional taxes 
of $22 million (exclusive of interest) have been 
proposed by the Service for the years 1972 through 
1975.The Company has consistently provided de- 
ferred taxes on the undistributed earnings of its 
DISC. Consequently, any adverse determination of 
this issue would only affect interest expense. 

The remaining contested additional tax adjust- 
ments aggregate $30 million (exclusive of interest) 
and relate principally to the earnings of the Com- 
pany's subsidiaries in Singapore and Malaysia, 
which are substantially tax free under pioneer status 
acts of those countries.The Service has asserted 
that substantially all of the earnings of these sub- 
sidiaries for the years 1972 through 1975  should 
have been reported as taxable earnings of the parent 
company in the United States.The Company believes 
that the earnings of these subsidiaries are properly 
attributable t o  them, and not t o  the parent. After 
review of the matter with counsel, the Company 
believes it is unlikely that the Service will be able 
t o  successfully maintain its current position that 
substantially all of the earnings of the subsidiaries 
should have been attributed to the parent company; 
however, it is not possible at this time to estimate 
the amount of additional taxes that might be incurred 
upon a final determination of these matters, or when 
such determination might occur. 

The Company's federal income tax returns 
for the years subsequent to October 31,1975 are 
subject to examination by the Service.The Company 
has continued to report the earnings of its subsid- 
iaries in Singapore and Malaysia on substantially 
the same basis. In 1976,1977 and 1978, the Com- 
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pany's subsidiaries in Singapore and Malaysia 
reported tax-free earnings of $16 million, $21 million 
and $12 million, respectively. Upon examination, 
the Service may similarly propose reallocation of 
a substantial portion of such earnings to the parent 
company. 

If the above issues, which are being protested 
with the appellate level of the Service, cannot be 
resolved to the Company's satisfaction it intends to  
contest the proposed adjustments in the courts. In 
the event that ultimate settlement of all of the 
contested adjustments results in a liability in excess 
of related book accruals, such excess will be charged 
to future earnings. However, the Company believes 
that final resolution of these matters will not have 
a material adverse effect on its consolidated financial 
position or results of operations. 

The components of the provision for taxes on 
income are presented below: 

1978 1977 
(Millions) 

Federal taxes 
Current $ 88 $ 6 8  
Deferred - - 

Investment tax credits (3) - (3) 
85 6 5  

Foreign taxes 4 3  30 
State taxes 15 13 - - 

$143 $108 - - - 

The difference between the United States stat- 
utory income tax rate (48 percent) and the Company's 
effective income tax rate is reconciled as follows: 

Amounts 
(Millions) Percentages 

1978 1977 1978 1977 
Taxes on income at the 

United States statutory 
rate $142 $110 48.0% 48.0% 

Effect of earnings in 
countries subject to 
pioneer status acts (7) (9) (2.4) (3.9) 

State income taxes, net of 
federal tax benefit 8 7 2.7 3.1 ---- 

Taxes on income ~rovided 
in the consolidated 
statement of earnings $143 $108 48.3% 47.2% ---- ---- 

Cumulative undistributed earnings of foreign 
subsidiaries which have been, or are intended t 
reinvested for an indefinite period of time, aggre 
approximately $230 million at October 31,19 I tc: 
Such amounts, if distributed, would incur income 
tax expense at an average effective tax rate less 
than the United States income tax rate as a result 
of previously paid foreign income taxes in certain 
jurisdictions which, under current law, would become 
available as foreign tax credits or deductions. 

4. Stock option and stock purchase plans 
Stock option plans- All outstanding options 

under the qualified stock option plan were granted 
to  employees at prices equal to market value of 
the stock at the date of grant. All qualified options 
are exercisable cumulatively at the rate of 2 5  per- 
cent annually beginning one year from grant date 
and expire five years from such date. 

Under the terms of the nonqualified stock 
option plan, options are granted at prices equal to 
the market value of the stock at date of grant.They 
become exercisable cumulatively at the rate of 2 5  
percent annually beginning one year from grant 
date and expire ten years from such date. 

The Company also has nonqualified employee 
stock options which were granted in 1970 to holders 
of qualified stock options for shares equal in 
ber to the shares underlying unexercised qua11 rip' 
options on their dates of expiration. Such "tandem" 
options are at prices equal to the original options 
and expire five years from expiration date of the 
original options. Included in the table below, as of 
October 31,1978, are exercisable "tandem" options 
for 72,439 shares at prices from $33 to $54 per 
share. "Tandem" options for 6,080 and 10,295 
shares were exercised in 1978 and 1977, respectively. 

Following is a summary with respect to options 
during the two years ended October 31, 1978: 
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Option Shares 
price per Out- Exer- Available 

share standing cisable forgrant --- 

$25-107 370,332 192,357 313,000 
73 123,200 - (123,200) 

exercisable 58-107 - 59,625 - 
25- 74 (47,925) (47,925) - 

41- 74 (10,735) (10,735) - 

$33-107 434,872 193,322 189,800 
80 59.450 - (59,450) 

exercisable 58-107 - 90,424 - 

38- 88 (12,680) (12,680) - --- 

$33-107 481,642 271,066 130,350 --- --- 

The Company will make loans to officers, upon 
request, to fund the exercise of currently outstand- 
ing nonqualified options. 

Stock appreciation rights-The shareholders 
approved a stock appreciation rights (SAR) pro- 
gram for officers at their annual meeting in February, 
1978.The officers who receive SAR's are required 
to choose between exercising a stock option or 
exercising an SAR with respect to the same shares. 

ct to receive the gain in cash, shares 
any combination thereof, except that any 

ion to receive any cash must first be approved 
ee composed of directors who are not 

eligible t o  participate in any of the Company's 
stock option or SAR programs. While these rights 
affect current earnings, the effect was not significant 
in fiscal 1978. Included in the above table, as  of 
October 31,1978, are outstanding SAR's for 90,325 
shares at prices from $44 to $88 of which 71,388 
shares were exercisable. No SAR's were exercised 

Stock purchase plans-The Company and 
certain of its subsidiaries have employee stock 
purchase plans whereby employees may contribute 
not in excess of 10 percent of base pay toward 
purchase of the Company's shares and the Company 
will contribute 2 5  percent of the purchase price 
(approximate market value). 

5. Pension and profit sharing retirement plans 
Substantially all employees throughout the 

world are covered under some combination of 
governmental and/or company sponsored pension 
and profit sharing retirement plans. Contributions 
to the U.S. Deferred Profit Sharing Retirement Plan 
are established by formula which mav be modified 

by the Board of Directors.The US.  Supplemental 
Pension Plan requires the Company to make con- 
tributions to assure the specified minimum retire- 
ment benefits. 

All foreign and domestic pension and deferred 
profit sharing retirement plans except the U.S. 
Supplemental Pension Plan are essentially fully 
funded. Since past service costs incident t o  the  
Supplemental Pension Plan cannot be deducted in 
one year for financial or U.S. tax purposes, the 
Company has an  unfunded pension liability. At 
October 31,1978, the date of the Plan's valuation, 
the unfunded past service cost was approximately 
$62 million. Past service costs are being funded 
and amortized over 30 years. 

Total expenses for worldwide pension and 
profit sharing retirement plans were $45 million in 
1978 and $38 million in 1977. 

6. Other income, net 
Major items included in other income, net are 

shown below: 

1978 1977 
(Millions) 

Leasing and rental income, net $ 5  $ 6  
Interest income 14 9 
Equity in net earnings of unconsoli- 

dated Japanese affiliate 4 2 
Foreign currency gains, net (note 1) 2 - 

Other, net (3) (2) __ 
$14 $23 __ 

7. Net earnings per share 
Net earnings per share is based on outstanding 

shares at each year-end. The use of weighted- 
average number of shares outstanding during the 
years would have no significant effect on earnings 
per share. Outstanding stock options considered 
to  be common stock equivalents have not been 
included since the effect would be immaterial. 
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8. Commitments and contingencies 
At October 31,1978, the aggregate obligations 

of the Company and its subsidiaries under long-term 
leases for real and personal property in effect at that 
date which are accounted for under the operating 
method were as follows: 

1979 
1980 
1981 
1982 
1983 
1984-1988 
1989-1993 
1994-1998 
Through 2033 

(Millions) 
$17 

12 
8 
5 
5 

13 
6 
5 

Certain of the leases also require additional 
payments for property taxes, insurance and ordinary 
maintenance and repairs. Some leases include 
escalation clauses. Rent expense amounted to $18 
million in both 1978 and 1977. 

At October 31,1978, the Company and its 
subsidiaries were committed for plant site acquisi- 
tion, facility construction and related machinery and 
equipment purchases aggregating $64 million. 

Various suits and claims arising in the ordinary 
course of business are pending against the Com- 
pany and its subsidiaries. Management is of the 
opinion that the ultimate disposition of these actions 
will not have a material adverse effect on the 
Company's consolidated financial position or results 
of operations. 

9. Quarterly earnings (unaudited) 
The unaudited summary of quarterly earnings 

for years ended October 31,1978 and 1977, is 
presented on page 24. 

10. Estimated replacement costs (unaudited) 
The Company is required by the Securities 

and Exchange Commission to estimate the replace- 
ment cost of its inventories and plant and equip- 
ment. This information and its estimated effect on 
depreciation expense and cost of goods sold for 
the year is included in the annual report on Form 
10K (which is available on request to the Corporate 
Secretary). 

Historically, the Company has been able 
to maintain profit margins, despite inflationary pres- 
sures, by pricing its products to  keep pace with 
changing manufacturing and operating costs and 

by introducing new and improved products.The 
Company's ability to  continue 
products, and improving existing ones, plays a 
role in maintaining future profitability. Because 
the Company is growing, plant and equipment are 
relatively new and generally include the latest 
technology. Inflationary effects on equipment costs 
do not tend to  be significant, on  the average, 
due to  the relatively short economic useful lives 
which apply to  equipment used in a changing 
technological environment. While the inflationary 
pressures on building replacement costs have been 
significant, the Company's building program has 
been the result of expansion -not  replacement. 
The use of accelerated depreciation methods has 
minimized the effect of higher replacement costs 
on earnings. For these reasons the Company believes 
the effect of inflation on its financial statements is 
not significant. 

11. Business segments and geographic areas 
The following information is presented in 

accordance with the new requirement for financial 
reporting of business segments. 

Business Segments-The Company's operations 
are  organized into four segments: electronic test 
and measurement products, electronic data prod- 
ucts, medical electronic equipment, and anal 
instrumentation. Descriptions of represent @' 
product categories included in each segment follow. 

Electronic test and measurement products 
includes microwave semiconductors, light emitting 
diodes, logic analyzers, voltmeters, frequency ana- 
lyzers, power supplies, board testers, plotters, 
recorders, counters, frequency sources, network and 
signal analyzers, and signal generators. 

Electronic data products includes business 
computers, scientific computers, desktop computers 
and instrument controllers,data terminals,printers, 
disc memories, personal scientific and financial 
calculators, and programmable calculators. 

Medical electronic equipment includes con- 
tinuous monitoring systems for critical care patients, 
medical data management systems, fetal monitors, 
electrocardiographs and related interpretive and 
stress systems, pulmonary function analyzers, cardiac 
catheterization laboratory systems, blood gas mea- 
suring instruments, portable x-ray devices, cardiac 
defibrillators, and hospital supplies. 

Analytical instrumentation includes gas  
chromatographs, liquid chromatographs, mass 
spectrometers combined with chromatographs, 
laboratory automation systems, and integrat 0 
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Business seqment information for the year Geographic Areas -The Company has man- 
ufacturing facilities throughout the United States 
and in Brazil, France, Malaysia, Singapore, the United 
Kingdom and West Germany. The Company sells 
its products and services throughout the world. The 
Company's only domestic export sales to unaffiliated 
customers are in "rest of the world and aggregate 
$111 million. 

Geographic area financial information for the 
year ended October 31,1978 follows: 

e d October 31,1978 follows: 

(Millions) 
Sales 

Electronic test and measurement products 
Electronic data products 
Medical electronic equipment 
Analytical instrumentation 

Less sales between business segments from 
Electronic test and measurement products 
Electronic data products (Millions) 

Sales 
United States $1,333 
Europe 596 
Rest of the world (excluding $111 above) 200  

2.129 

Net sales to  trade customers 

Operating profit 
Electronic test and measurement products 
Electronic data products 
Medical electronic equipment 
Analytical instrumentation 

Total operating profit 
Eliminations and corporate items 
Earnings before taxes on income 
Identifiable assets 

Electronic test and measurement products 
Electronic data products 
Medical electronic equipment 
Analytical instrumentation 
Corporate 

Less transfers between geographic areas from 
United States 
Europe 
Rest of the world 

Net sales to trade customers 

Operating profit 
United States 
Europe 
Rest of the world 

Total operating profit 
Eliminations and corporate items 

segment receivables and profit in inventory 
assets 

Earnings before taxes on income 

Identifiable assets 
United States 
Europe 
Rest of the world 
Corporate 

Capital expenditures 
Electronic test and measurement products 
Electronic data products 
Medical electronic equipment 
Analytical instrumentation 
Corporate 

Total capital expenditures 

Total identifiable assets 
Inter-area receivables and profit in inventory 
Total assets 

Depreciation and amortization expense 
Electronic test and measurement products 
Electronic data products 
Medical electronic equipment 
Analytical instrumentation 
Corporate 

Total depreciation and amortization expense 

Corporate research and development, mar- 
keting and administration, interest expense, interest 
income and equity in the earnings of the uncon- 
solidated affiliate are classified as  corporate items. 
Interest-bearing cash, marketable securities and 
headquarters facilities are classified as corporate 
assets. The Company's policy is to transfer products 
between affiliates at the prevailing market price, less 
an  allowance to compensate the receiving unit for 
subsequent production and/or marketing services. 
Direct and indirect sales to the United States Gov- 
ernment, the Company's only customer accounting 
for as much as  5% of orders, amounted to approx- 
imately $225 million in 1978. 
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REPORTS OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 

To the Shareholders and Board of Directors The Board of Directors and Shareholders 
of Hewlett-Packard Company Hewlett-Packard Company 

In our opinion, the accompanying consolidated 
balance sheet and the related consolidated state- 
ments of earnings, capital in excess of par value, 
retained earnings and of changes in financial posi- 
tion present fairly the financial position of Hewlett- 
Packard Company and its subsidiaries at October 
31,1978, and the results of their operations and the 
changes in their financial position for the year then 
ended, in conformity with generally accepted 
accounting principles applied on a basis consistent 
with that of the preceding year. Our examination 
of these statements was made in accordance with 
generally accepted auditing standards and accord- 
ingly included such tests of the accounting records 
and such other auditing procedures as we consid- 
ered necessary in the circumstances. 

555 California Street 
San Francisco, California 
December 15,1978 

We have examined the consolidated balance 
sheet of Hewlett-Packard Company and subsidiaries 
as of October 31,1977, and the related consolidated 
statements of earnings, capital in excess of par 
value, retained earnings and changes in financial 
position for the year then ended. Our examination 
was made in accordance with generally accepted 
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, such financial statements present 
fairly the consolidated financial position of Hewlett- 
Packard Company and subsidiaries at October 31, 
1977, and the results of their operations and the 
changes in their financial position for the year then 
ended, in conformity with generally accepted 
accounting principles applied on a basis consistent 
with that of the preceding year. 

1 California Street 
San Francisco, California 
December 28.1977 

MANAGEMENT'S DISCUSSION AND ANALYSIS OF THE 
CONSOLIDATED SUMMARY OF EARNINGS 

Fiscal 1978 Compared t o  Fiscal 1977 

Consolidated sales and earnings: 
Net sales increased $368 million, or 27 percent, 

in 1978.This increase was accompanied by a $442 
million (31 percent) increase in orders due primarily 
to the introduction of a broad range of new prod- 
ucts and continued overall market strength. Orders 
from customers outside the United States grew $234 
million (35 percent) while domestic orders increased 
$208 million (27 percent) over 1977. Net earnings 
increased $32 million, or 26 percent, over 1977. As 
a percent of net sales, each element of costs and 

expenses as well as taxes on income remained 
substantially the same as in 1977. Other income 
increased $9 million to $23 million due primarily 
to increased interest income. 

Segment sales and earnings: 
Net sales of electronic test and measurement 

products increased $147 million, or 25  percent, in 
1978. Orders increased $169 million (28 percent) 
due primarily to the introduction of new products 
and continued market growth. Operating p 
increased $46 million (34 percent) during 1 
The increased profit margin as a percent of 



in 1978 versus 1977 was due primarily to  lower 
1 costs and expenses per sales dollar in 1978. a s volume exceeded estimates on which period 

costs were budgeted. 
Net sales of electronic data products increased 

$181 million, or 31 percent, in 1978. Orders increased 
$208 million (35 percent) due primarily to both the 
introduction of new computers and peripheral 
equipment as well a s  the increased utilization 
of electronic data products in the product offerings 
of the other segments. Operating profit increased 
$18 million (17 percent).The reduced profit margin 
as a percent of net sales in 1978 versus 1977 was 
due primarily to  reduced shipments of handheld 
calculators caused by delivery problems with critical 
purchased integrated circuits, higher than expected 
start-up costs in the segment's two new integrated 
circuit facilities and the  completion of a plant 
relocation. 

Net sales of medical electronic equipment 
increased $28 million, or 21 percent, in 1978. Orders 
increased $36 million (27 percent) due primarily 
to the introduction of new products which incor- 
porate data processing capabilities, improved mar- 
ket demand for such products and an  increased 
emphasis on product cost effectiveness. Operating 

ofit increased $4 million (18 percent) during 1978. 
Net sales of the analytical instrumentation h ent increased $22 million, or 2 9  percent, in 

1978. Orders increased $29 million (36 percent) 
due primarily to introduction of new products with 
enhanced capabilities and increased market appre- 
ciation of product capabilities. Operating profit in- 
creased $4 million (33 percent) in 1978. 

Fiscal 1977 Compared to  Fiscal 1976 
Net sales increased $248 million, or 22 percent, 

in 1977.This increase was accompanied by a $283 
million (25 percent) increase in orders due primarily 
to the introduction of a large number of new prod- 
ucts and the continued improvement in general 
economic conditions, especially in the United States. 

All of the product segments contributed to  
increases in net sales in 1977. Growth in net sales 
greater than the Company average was achieved in 
1977 by the analytical instrumentation and elec- 
tronic data products segments. The rate of sales 
growth in medical electronic equipment declined 
in 1977, due in part to federal and state legislation 
designed to contain medical costs. 

Net earnings increased $30 million (34 percent) 
which exceeded the growth in orders and net sales 

rimarily to substantially improved performance 
product segments except medical electronic 

where margins declined due primarily 

to  higher expenditures for research and develop- 
ment. A major factor in the Company's earnings 
improvement was the introduction of many new 
products, particularly electronic test and measure- 
ment products and electronic data products, which 
were well received in the marketplace.The success 
of new products contributed to the lowest cost of 
goods sold ratio in the last several years.The adop- 
tion of a supplemental retirement plan for the Com- 
pany's U.S. employees added approximately $12 
million to administrative and general expense.The 
Company's other costs and expenses were at lower 
proportional levels than in 1976 primarily because 
sales exceeded estimates on which budgeted ex- 
penses for the year were based. 

Fourth Quarter 1978 Compared to Fourth 
Quarter 1977 

Net sales increased $137 million, or 36  percent, 
over the fourth quarter of 1977. Net sales exceeded 
orders by $15 million even though orders increased 
$129 million (35 percent) over fourth quarter 1977. 
The high volume of shipments in the fourth quarter 
resulted from the reduction of order backlog which 
had grown by approximately $150 million during 
the first three quarters of the year.The Company 
believes that the growth in sales and earnings from 
the third to the fourth quarters of 1978 will not be 
sustained into the first quarter of fiscal 1979. 

As a percent of net sales, each element of 
costs and expenses, except research and develop- 
ment, was substantially the same as  in the fourth 
quarter of 1977. Research and development ex- 
pense was lower in 1978, as a percent of net sales, 
because sales volume exceeded estimates on which 
expenses were budgeted. 

Net earnings increased $19 million (58 per- 
cent) in the fourth quarter 1978 due primarily to  
the higher volume of shipments. 

PRICE RANGE OF HEWLETT-PACKARD STOCK 

Quarter ended High Low 

January, 1977 $953/8 $755/s 
April, 1977 7 8 '14 68% 
July, 1977 8351s 687h 
October, 1977 8471s 69% 

January, 1978 7 7 65l/4 
April, 1978 76% 6 1 3/4 
July, 1978 86'12 7 2% 
October, 1978 9Z3/4 74 

The company's stock is traded on the New York 
Stock Exchange and the Pacific Stock Exchange. 
Cash dividends have been paid each year since 
1965. Per share amounts are included in the 
Ten-Year Consolidated Summary of Earnings on 
pages 38-39. 



TEN-YEAR CONSOLIDATED SUMMARY O F  EARNING 
(Millions except per share amounts) & 

Years ended October 31 

Net sales . . . . . . . . . . . . . . . . .  $1,728 $1,360 $1,112 $ 981 
. . . . . . . . . . . . . . .  Other income, net 23 14 12 9 ---- 

Total revenues. . . . . . . . . . . . .  1,751 1,374 1,124 990 ---- 

Costs and expenses: 
Cost of goods sold . . . . . . . . . . . . .  805 62 2 535 463 
Research and development . . . . . . . . . .  154 125 108 90 
Marketing, administrative and general . . . . . .  490 394 316 286 
Interest . . . . . . . . . . . . . . . . .  6 4 4 2 ---- 

Total costs and expenses . . . . . . . . .  1,455 1,145 963 84 1 ---- 

Earnings before taxes on income . . . . . . . . .  296 229 161 149 14 

Taxes on income . . . . . . . . . . . . . . .  143 108 70 ---- 

Net earnings . . . . . . . . . . . . . . . .  $ 153 $ 121 $ 91 $ 84 ---- ---- 

Per share(.): 
Net earnings . . . . . . . . . . . . . .  $ 5.27 $ 4.27 $ 3.24 $ 3.02 ---- ---- 

. . . . . . . . . . . . . .  Cash dividends $ .50 $ .40 $ .30 $ .25 ---- ---- 
. . . . . .  Common shares outstanding at year-end(.) 29 29 28 28 ---- -- -- 

(")Based on the shares of common stock outstanding at the end of each year, giving retroactive 
effect for the 2 for 1 stock split in February, 1970. 

HEWLETT-PACKARD COMPANY AND SUBSIDIARIES 
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DIRECTORS 

$Luis W. Alvarez, Professor of Physics, Emeritus, 
University of California 

$Ernest C. Arbuckle, Chairman of the Board, 
Saga  Corporation 
(restaurant and food service business) 

George F. Bennett, President and 
Chief Executive Officer, 
State Street Investment Corporation 
(investment company) 

Robert L. Boniface, Executive Vice President, 
Hewlett-Packard Company 

Robert Minge Brown, Partner, 
McCutchen, Doyle, Brown and Enersen 
(law firm) 

William P. Doolittle, Vice President, 
Hewlett-Packard Company 

Robert J. Glaser, M.D., President and 
Chief Executive Officer, 
Henry J. Kaiser Family Foundation 
(private charitable trust) 

William R. Hewlett, Chairman of the Executive Committee, 
Hewlett-Packard Company 

$James D. Hodgson, Chairman of the Board, 
Pathfinder Mines Corporation 

Antonie T. Knoppers. M.D., President, 
St. Luke's Institute for Health Sciences, New York City, 
Director of various companies 

Ralph E. Lee, Executive Vice President, 
Hewlett-Packard Company 

Dean 0. Morton, Executive Vice President, 
Hewlett-Packard Company 

$Francis Moseley, Technical Consultant 

Bernard M. Oliver, Vice President, 
Hewlett-Packard Company 

David Packard, Chairman of the Board, 
Hewlett-Packard Company 

$Thomas P. Pike, Honorary Vice Chairman, 
Fluor Corporation (engineering and 
construction of oil refineries, offshore drilling, 
mining and petro-chemical facilities) 

Edwin E. van Bronkhorst, Vice President and 
Treasurer, Hewlett-Packard Company 

John A. Young, President and Chief Executive Officer. 
Hewlett-Packard Company 

EMERITUS DIRECTORS 

Harold H. Buttner, Retired Vice President, 
International Telephone 
and Telegraph Corporation 

OFFICERS 

David Packard, Chairman of the Board 

William R. Hewlett, Chairman of the Executive Committee 

John A. Young, President and Chief Executive Officer 

Robert L. Boniface, Executive Vice President 

Ralph E. Lee, Executive Vice President 

Dean 0. Morton, Executive Vice President 

Jean C. Chognard. Vice President, Patents and Licenses 

Raymond M. Demere, Jr.. Vice President, 
Corporate Manufacturing Services 

William P. Doolittle, Vice President, International 

John L. Doyle. Vice President, Personnel 

Paul C. Ely, Jr., Vice President and General Manager, 
Computer Systems Group 

Bernard M. Oliver, Vice President, 
Research and Development 

Alfred P. Oliverio, Vice President, Marketing 

William E. Terry, Vice President and General Manager, 
Instrument Group 

Edwin E. van Bronkhorst, Vice President and Treasurer 

W. Bruce Wholey. Vice President, Corporate Services 

S. T. Jack Brigham 111. Secretary and General Counsel 

Frederick E. Terman, Vice President and 
Provost Emeritus. Stanford University 

?Audit Committee 



I CORPORATE OFFICES 
1501 Page Mill Road, Palo Alto, California 94304 

DOMESTIC OPERATIONS 

/ Manufacturing 

California: Cupertino, Mountain View, Palo Alto, 
San Diego, San Jose, Santa Clara, Santa Rosa, Sunnyvale 
Colorado: Colorado Springs, Fort Collins, Loveland 
Idaho: Boise 
Massachusetts: Andover, Waltham 
New Jersey: Rockaway 
Oregon: Corvallis, McMinnville 
Pennsylvania: Avondale 

Marketing 

Regional Headquarters: North Hollywood, 
California; Atlanta, Georgia; Rolling Meadows, 
Illinois; Rockville, Maryland. 
Sales and Service Offices: In more than 6 0  cities 
throughout the United States. 

P [ERNATIONAL OPERATIONS 

1 Manufacturing 

Campinas, Brazil 
Grenoble, France 
Boblingen and Waldbronn, German Federal Republic 
Tokyo, Japan 
Penang,'Malaysia 
South Queensferry, Scotland 
Singapore 

Marketing 

Regional Headquarters: Palo Alto, California; 
Geneva, Switzerland. 
Sales and Service Offices: More than 100 
in 64 countries. 

TRANSFER AGENT AND REGISTRAR 
Crocker National Bank, San Francisco 

FORM 10-K REPORT 
Information concerning the company's operations 
and financial position is provided in this report, and 
in the Form 10-K report filed with the Securities 
and Exchange Commission. A copy of the 10-K 
report will be furnished on request to the Corporate 
Secretary, Hewlett-Packard Company, 1501 Page 
Mill Road, Palo Alto, California 94304.  
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