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Memorex Corporation 

Financial Highlights 
for the years ended December 31,1970 and 1969 

. . . . . . . . . . .  Net sales and revenues (excluding $42,345,000 billed to ILC in 1970) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Net Income. 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  Earnings per common share(3) 
. . . . . . . . . . . . . . . . . . . . . . .  Depredation and amortization expense. 

. . . . . . . . . . . . . . . . . . . .  Net additions to property, plant and equipment 

. . . . . . . . . . . . . . . . . . . .  Net additions of equipment for lease to others 
Research and development expenditures: 

Expensed against net sales and revenues during the year (including amortization) . . . .  
. . . . . . .  Capitalized as cost of equipment for lease to others (including amortization) 
. . . . . . .  Subtotal: expenses and capitalized costs relating to products marketed 

Capitalized as deferred research and development costs . . . . . . . . . . . .  
Less: amortization of deferred research and development costs . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . .  Total research and development expenditures 

Financial Position: 
Working capital . . . . . . . .  . . . . . . . . . . .  

. . . . . . . . . . . . .  Total assets . . . . . . . . . . . .  . . 
Long-term debt: 

ILC Peripherals Leasing Corporation . . . . . . . . . . . . . . . . . . . .  
Memorex Corporation and Majority-Owned Subsidiaries - 

. . . . . . . . . . . . . . . . . . . . . .  Bank credit and unsubordinated debt 
. . . . . . . . . . . . . . . . . .  Convertible subordinated debentures due 1990 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Shareholders' equity 
. . . . . . . . . . . . . . . . . . . .  Average number of common shares outstanding 

 umber of employees at year's end . . . .  - 
Number of shareholders at year's end . . .  

(1) All information shown for 1970 is for Memorex 
Corporation and Majority-Owned Subsidiaries and 
ILC Peripherals Leasing Corporation as combined. 
Because of the transition of Memorex's business 
from one primarily engaged in the manufacture and 
sale of magnetic media products in 1969 to 
largascale manufacturing and leasing of data 
processing equipment to computer users in 1970, 
prior year's data are not comparable. 

(2) 1969 adjusted to reflect consolidation of Memorex 
Leasing Corporation and acquisition of minority 
interests in subsidiaries as poolings of interests. 

(3) Based on weighted average number of shares 
outstanding. 



To Shareholders: 

Memorex experienced an excellent year 
of growth in 1970. 

Growth was maximal in our computer 
peripheral equipment products business. 
This business is now the mainstay of 
Memorex and involves more manufactur- 
ing and marketing operations, more 
product development programs, and a 
larger application of financial resources 
than does Memorex's long established 
magnetic media products business. 

Memorex's marketing of equipment 
products directly to computer users by 
leasing paced the growth of operations 
in 1970. Large scale leasing activity was 
made feasible by the organization and 
capitalization of ILC Peripherals Leasing 
Corporation ("ILC"), an independent 
leasing company which has contracted to 
purchase a major portion of the 
equipment-for-lease made and marketed 
in 1970-1972 by Memorex. 

It is a consequence of Memorex's leasing 
activity that our growth of operations in 
1970 is not measured by our accounting 
method or evident in our Statement of 
Income. Because of the startup of large- 
scale leasing activity and our use of 
"deferral accounting" for all of the 
equipment-for-lease business, I stress the 
following results for 1970 operations are 
not comparable to results for 1969 
operations. 

In 1970, combined (Memorex and ILC) net 
sales and revenues were $79 million, 
excluding $42 million billed to ILC for its 
purchases but including ILC's $1.4 
million rental revenue. Combined net 
income was $3,183,000, or $0.83 per 
Common Share. This result was based 
upon deferral accounting for most 
costs and expenses, as well as billings, in 
connection with ILC-owned equipment- 
for-lease (82% of all of the 1970 
equipment-for-lease business), as well as 
for Memorex-owned equipment-for-lease 
(18%). None of the Company's interest 

expense, including that allocated to facili- 
ties and operations relating to manufac- 
ture of equipment-for-lease, was deferred, 
thus diminishing the 1970 income result. 

In 1969, Memorex's net sales and revenues 
were $74 million. Net income was 
$6,902,000, or $1.85 per Common Share. 
In 1969, there was almost no computer 
peripheral equipment-for-lease business. 

A comprehensive financial program is key 
to successful competition in the 
computer peripheral equipment industry. 
The compounding factors of the rapid 
growth projected for the industry and the 
large scale operations essential to 
profits make necessary our procurement 
of substantial external capital for 
expansion of facilities and working capital. 
Additionally, the equipment-for-lease 
must be financed either by Memorex's 
own capital investment or by sale of 
the equipment to a leasing company which 
has its own capitalization. In 1970, 
Memorex met both needs. 

First, in April, Memorex tripled the 
amount of its permanently invested 
subordinated capital by public sale 
of $75 million 5% % Convertible Subordi- 
nated Debentures which mature in 
1990. This financing provided funds for 
the investment in facilities, especially 
those relating to the product development 
and manufacturing operations of the 
Equipment Group, and for the working 
capital increases necessitated by the 
growth of operations. 

Second, in December, Memorex and a 
group of commercial banks and insti- 
tutional investors executed agreements 
pursuant to which ILC will be provided 
with $142 million of capital in the years 
1970-1 972, inclusive. These capital 
funds, together with ILC's projected net 
cash flow from leasing, enable it 
to make purchases of computer equipment 
aggregating $197 million from 1970 to 
1972, inclusive. These purchases rep- 

resent a steadily decreasing portion 
of all equipment-for-lease which Memorex 
plans to market in this timeframe. 

Memorex's commitment to the capitali- 
zation of ILC is $26.5 million, which 
includes the purchase of ILC common 
stock representing a minority equity 
interest. Details of the capitalization 
program and the various agreements 
between Memorex and the financial ins 
tutions and ILC are summarized in Not 
to the Financial Statements and on pa 
12 of this Report. 

In its agreements with ILC and with the 
institutions which own a majority 
equity interest in ILC, Memorex has 
achieved two prime financial objec- 
tives. It has developed cash flow from 
ILC's purchases (although Memo 
profits are deferred) to supplement 
flow from other net sales and reven 
which together should finance a su 
tial part of the projected growth of 
Memorex's operations. It has also 
obtained an option to acquire the majo 
equity interest in 1974, which, if exer- 
cised, will constitute ILC a wholly-own 
subsidiary of Memorex. Obtaining th 
option is highly desirable, because 
Memorex's long term goal is to build 
own base of installed equipment-for- 
lease whose rentals will cumulate to p 
duce cash flow sufficient to meet the 
Company's ongoing capital needs for , 
leasing without disposing of ownership 
of leased equipment. 

Particularly noteworthy were the followrng 
accomplishments of 1970 operations: 
(1) Several new equipment products 
were completed in product devel 
programs and brought into production, 
Initial customer shipments of the 1600 
Computer Output Microfilm System 
commenced in April. Initial shipment 
the 661 Disc File Storage Controller 
made in June. During December, the 
units of the 1240 Communication 
Terminal were manufactured and shippe 



and future growth of operations. 
The Equipment Group's manufacturing, 
development, and administrative activities 
were consolidated in new facilities in 
Santa Clara, constructed at a cost of about 
$15 million. Reductions achieved in unit 
costs of equipment products during 1970 
were especially remarkable considering 
these relocations were also accompanied 
by expansions in output and employment. 
Smaller satellite manufacturing plants 
were placed in operation in Eau Claire, 

(2) The value of computer equipment Wisconsin, and Nogales, Mexico. 

shipped in the fourth quarter was 
approximately five times greater than This record of planned and well executed 

shipments in the first quarter of 1970, growth is a matter of pride to Memorex 

indicating the tremendous expansion of people because it was achieved in a year 

manufacturing operations which took of a recessionary economy when many 

place during the year. For the entire year, companies faltered. 

the value of physical output of computer  he downturn of the United States 
equipment Products was approximately economy did adversely affect sales of the 
$60 million which, added to $63 million Of 1600 Computer output Microfilm System. 
magnetic media products, brought the  he less-than-expected volume of orders 
total physical output to approximately in 1970, however, did not result from 
$120 million. BY comparison, the physical loss of business to competitors. Indeed, 
volume in 1969 Was $74 million and in we ,,timate that we received one-half 
1968 $53 million. of all orders for COM equipment placed 

in the computer market. We continue 
(3) Field sales and service capabilities to expect a high rate of long term growth 
grew at an even higher rate than for our COM product line, and we 
manufacturing. At year-end 1970, our regard 1970's less-than-expected growth 
domestic marketing organization for as due to a lack of budgets in data 
computer equipment products exceeded processing departments for new and 
500 people, or seven times its size at supplementary systems for data storage. 
year-end 1969. Salesmen and customer 
service engineers were located in the The 1970 economic downturn also 
largest 34 metropolitan areas of the United adversely affected our magnetic media 
States in which computer users are con- business. Many U.S. customers postponed 
centrated. In international markets, purchases of supplies and an excess 
approximately 160 sales and service of production capacity impelled price 
people were marketing equipment erosion of almost all products, especially 
products in every country of West during the last six months of the year. 
Europe, Japan, Canada, Australia, and Hence, expected domestic sales growth 
Latin America. The combined marketing did not occur. Increased sales in inter- 
organizations for equipment and media national markets were also affected by 
products at year-end exceeded 1,400 on a generally lower prices. As a result, net 
world-wide count, an increase of about sales and revenues of media products in 
300% over the year-earlier number. 1970 climbed modestly to $63 million 

from $59 million in 1969, and operating 
(4) New facilities were constructed in a profits of media products were materially 
maximal program to support current lower than in 1969. 

A new member of the Board of Directors 
was elected: Benno C. Schmidt, 
managing partner of J. H. Whitney & Co., 
New York. Mr. Schmidt brings to our 
Board a wide experience in law, govern- 
ment, and business. 

The hard work and creativity of more than 
6,000 Memorex employees-a substantial 
increase over the year-earlier number of 
3,400-produced these accomplishments 
of 1970. As the Company now progresses 
in a new phase of corporate development, 
with its manufacturing and marketing 
strengths and its resources of facilities 
and capital also substantially increased, 
we look to this spirited organization to 
continue the growth of Memorex. 

Sincerely, 

Laurence L. Spitters 
President 

April 14,1971. 





Corporate Development 

Since 1967, Memorex has emphasized 
corporate development programs to build 
its computer equipment products 
business. Superior opportunities for 
Memorex are predicated upon inherent 
growth in the demand for "computeriza- 
tion." The industry's continued growth 
is underpinned by the ever accumulating 
volume of information in every area and 
by man's ever increasing ability to apply 
computer technology to this "data base" 
to do his work. 

In its corporate development, Memorex 
has used the advantages of its well 
established magnetic media products 
business: worldwide coverage of markets, 
reputation among users for high quality, 
and ample external sources of capital. 

Our equipment products business has 
also been built by extensive use of 
majority-owned entrepreneurial subsidi- 
aries. The outstanding technologists 
employed by each such subsidiary own a 
minority interest in the subsidiary. In 
general, upon successful completion of 
a program, the subsidiary becomes 
wholly-owned as the minority interest is 
converted into Memorex Common Stock 
reflecting the success attained relative 
to the subsidiary's objectives. This 
incentive-related corporate development 
continues to foster economy and expe- 
dition in research and development 
of new products. 

In the first phase of development of our 
equipment business, in 1968 and 1969, we 
sold disc drive products to a limited 
number of customers, original equipment 
manufacturers ("OEMs") and others who 
purchased the equipment for incorpora- 
tion into their own disc storage svstems. 

strategy, and its viability was limited to the 
period during which OEM customers 
were establishing their own internal prod- 
uct development and manufacturing. 
Moreover, Memorex was isolated from the 
end users of its products and the users' 
demand was not subject to our initiative. 

In the second phase of development, 
implemented in mid-1970, Memorex 
started production of the 661 Disc Storage 
Control Unit which links the Company's 
660 Disc Drives to System 360 computers. 
Two other peripheral products were also 
placed in production: the 1600 Computer 
Output Microfilm System and the 1240 
Communication Terminal. These three 
product lines provided the economic jus- 
tification for a direct sales and service 
organization, which was undoubtedly 
Memorex's principal corporate develop- 
ment activity during the year. Its success 
is evident. During the last six months of 
1970, this organization negotiated more 
than 90% of our equipment business 
directly with computer users and created 
a customer base of approximately 600 
users of Memorex equipment. 

Our equipment products business is now 
predominantly based upon "plug 
compatible" disc storage products. 
The business has provided the essential 
economy of scale to achieve low cost, 
profitable manufacturing operations, and 
it continues to have a favorable outlook. 
But, its inherent shortcoming is that "plug 
compatible" products must be inter- 
changeable with the products of computer 
system manufacturers which control 
their specifications, price, and product 
life cycle. 

A product program to fill this need is the 
computer system now being developed 
by our subsidiary, Midwest Systems 
Corporation. This is the largest business 
development program ever pursued by 
Memorex and will involve an investment of 
approximately $10 million prior to its 
introduction to market. The scheduled 
date of introduction and the specific 
description of this system product have 
not been publicized. However, it will be a 
logical extension of our present peripheral 
product lines, emphasizing large disc 
files, data communications, and terminals. 

Memorex's media products business 
remains a very important part, but smaller 
fraction, of our operations. It provides 
economy in obtaining market coverage. 
its R&D activities are complementary 
to equipment product developments, e.g. 
disc packs and disc files, microfilm 
supplies and COM equipment. It is an 
important contributor to our cash-flow 
and enhances our credit. 

During 1970, our computer magnetic 
media business was pursued in an 
optimization, rather than expansion, 
mode. A leveling of demand, price 
erosion, and lower profit margins did not 
encourage additional investment. Hence, 
major development programs lie outside 
the computer supplies area. They 
include the Micrographic Products Pro- 
gram, which has developed microfilm 
supplies products; the Business Products 
Program, based upon a line of high- 
technology office supplies products; and 
the Consumer Products Division's audio 
tape cassette program, which was 
launched in late 1970. 

These media product development - - 
This was an opportunistic business entry programs will not contribute to Memorex's. 

For this reason. Memorex is now ~ ro f i t s  until 1972 at the earliest. Indeed, 

The ,240 Communication Terminal has 94 
embarked upon the third phase develop they will reduce profits in the interim. In 

araohics and a 120-character ~rintina line. merit of our equipment business: to Memorex's media business, as in its 
YGughtheuseof anendless-chaincharacterbelt develop products whose price, product equipment products business, our empha- 
and a unique hammer bank, the 1240 offers the 
remote computer user the combination of high life and profit potential will be determined sis is upon the building of a target 
printing speeds and quiet operation. by Memorex's initiatives. company in the 1973-1975 timeframe. 





Equipment Products D. James Guzy, Executive Vice President and 
General Manager, Equipment Group 

The integration of several programs 
relating to different product lines into a 
unified equipment products business 
was Memorex's accomplishment of 1969. 
The extraordinary growth of that busi- 
ness was the accomplishment of 1970. 

During the year, employment of the 
Equipment Group grew to more than 3,000 
from 1,400 at year-end 1969". Facilities 
more than doubled to approximately 
700,000 square feet. Production for 
domestic and international marketing 
exceeded $60 million (stated at sales 
value of products shipped to customers), 
or four times the output of 1969. 

Concurrent with growth was the Com- 
pany's transition from a reliance upon 
OEM customers (original equipment 
manufacturers) to an equipment products 
business based upon marketing to 
computer users. In 1969 and early 1970, 
an insignificant volume of products 
had been marketed to users. In the second 
half of 1970, approximately 90% of pro- 
duction was shipped to computer users. 

"The employment of the Company 
includes former IBM employees. In 
December 1970, IBM brought suit against 
Memorex, with general allegations 
which named no individuals and alleged 
no specific wrongful acts, which charged 
Memorex with inducing these employees 
to breach their obligations to IBM and 
misappropriate trade secrets for 
Memorex's benefit. In the opinion of legal 
counsel for the Company, IBM's suit is 
without merit and will be successfully 
defended. In a cross-complaint, Memorex 
has charged IBM with abuse of legal 
process and unfair business practices in 
the computer industry. 

Final assembly of the Memorex 660 Disc Drive is 
followed by a series of rigorous inspections and 
operating tests to ensure superior product 
performance. 

This transition was effected by the 
Company's product development success 
making Memorex in 1970 a multi-product 
equipment manufacturer and by the 
Company's success in establishing field 
sales and customer service capabilities. 

Three product developments of entre- 
preneurial subsidiaries formed in prior 
years enabled the transition to an end- 
user business. In April 1970, the first pro- 
duction unit of the 1600 Computer 
Output Microfilm System was shipped. In 
June, the 661 Disc File Control Unit, which 
interfaces the 660 Disc File equipment 
and the System 360, was first shipped. In 
December, the first production run of 
the 1240 Communication Terminal was 
completed and initial evaluation units 
shipped to customers. This diversity of 
product lines now affords a balance 
of opportunities of different segments of 
the peripheral equipment market and 
affords the larger scale of operations 
essential to low cost manufacturing and 
economical market coverage by sales 
and service organizations. 

By year-end 1970, the Equipment Group's 
domestic sales and service were estab- 
lished in 34 principal cities of the United 
States which provided coverage of about 
60% of the domestic market's purchas- 
ing capacity. This program involved the 
organization of the field management 
and administrative structure and the 
recruitment of more than 500 sales and 
service personnel. During 1971, Memorex 
will leverage the increased experience 
and product knowledge of this organiza- 
tion and the Company's ability to expand 
field manpower without an equivalent 
increase in administrative overhead costs. 

Reliability of equipment is dependent 
upon timely and efficient service to cus- 
tomers in the field no less than upon the 
thoroughness of product design and its 
quality control in manufacturing. Hence, 
Memorex has set standards for customer 

service which are exceeded by no other 
computer manufacturer's, and we have 
developed an excellent reputation for 
our service. Contributing to this capability 
is the Company's extensive training of 
service personnel in all product lines. 

Expansion of Memorex's field service 
organization paralleled the buildup of 
shipments. While the initial means of 
expansion was recruitment of experienced 
field engineers whose training require- 
ments were minimal, i t  was accelerated 
in the second half of 1970 by a compre- 
hensive training program for electronics 
technicians. The latter trainees were 
enrolled in a rigorous six months' course 
which graduated fully qualified Field 
Support Representatives (FSR). The spe- 
cial training facility for the course pro- 
vided almost 80,000 student-hours of 
instruction during 1970, and has doubled 
its training capacity for 1971. 

During the year, in anticipation of first 
shipments of the 1240 Communication 
Terminal, the Company's customer service 
organization installed in Santa Clara a 
service center for remote diagnosis and 
service of communication products. 
Memorex customers can now phone the 
Diagnostic Center and be connected 
directly to a computer for diagnosis of 
their difficulties, which frequently elimi- 
nates the need for a service call by a 
Memorex FSR. 



Operating speeds up to 60 characters per second- 
two to six tlmes the speed of other commonly 
used terminals-make the Memorex 1240 Com- 
munication Terminal Ideal for a wide spectrum 
of time-sharing applications. 

The strength of Memorex's sales and 
sewice capabilities is evident in the vol- 
ume of equipment business obtained in 
1970. Total orders received for equipment 
products from domestlc and internationa1 
customers exceeded $100 million (stated 
at sales value). After 1970's shipments 
valued at about $60 million, the Company's 
year-end backlog exceeded $50 million. 

The number and diversity of equipment 
customers in 1970 are no less significant, 
Approximately 600 customers in'domes- 
tic and international markets were using 
Memorex equipment in data processing 
operations at the end of the year. The 
typical computer customer is generally 
receptive to upgrading existing products 
or procurement of new products from 
the equipment manufacturer which has 
provlded the desired cost/performance 
of equipment and customer service. The 
marketing results of 1970 go far in the 
building of a customer base which 
Memorex will seek to protect and expand 
in its future new product programs. 

Disc Storage Products 

The Memorex 3660 Disc Storage System 
is the Company's principal equipment 
product line. Its shipments to domestic 
and international customers reached 
a volume of approximately $40 million 
(stated at sales value) in 1970, an espe- 
cially noteworthy result in light of the 
fact that the first unit was not shipped 
until mid-year. 

The 3660 System consists of from one to 
nine 660 Disc Drives and a 661 Disc 
Drive Control Unit. The 661 interfaces with 
System 360 computers and requires no 
hardware or software modification to 
replace the IBM 2314 Disc Storage Sys- 
tem. The 3660 provides the computer with 
faster access to the computer's stored 
data, greater system .throughput, higher 
rellabillty and cost savings. 

Memorex was in the vanguard of inde- 
pendent peripheral equipment manufac- 
turers whose disc storage products made 
market inroads by providing significant 
rental cost savings to computer users. 
These substantial cost savings were a 
strong inducement to computer users to 
procure Memorex equipment when data 
processing departments experienced 
budget cutbacks during the 1970 reces- 
sion. In September 1970, IBM announced 
a reconfigured 2314-type disc drive 
product, the 2319, for use with its new 
System 370 computers. In December the 
use of the 2319 was extended to System 
360. This product effectively reduced the 
rentals for 2314-type disc storage equip- 
ment. In turn, Memorex lowered its 3660 
monthly rental in early 1971. 

The net effect of these rental reductions 
is a narrowed differential between 
Memorex's and IBM's monthly rentals for 
disc storage equipment. This lesser price 
advantage increases'the effort required 
to market Memorex's equipment, but our 
subsequent orders received for the 3660 
have demonstrated that It is sufficient to 

enable us to protect our installed busi- 
ness and to develop additional businea 
Our success reflects the performance 
advantages of the 3660 relative to comp 
itive equipment and Memorex's reputa- 
tion for reliability and customer service 
As a consequence of the reduced renta 
Memorex's price to ILC for disc storagc 
systems was reduced by about 10%. 
The adverse effect upon this product 
line's profit margin was lessened by 
manufacturing cost improvements. 

In June 1970, the first System 370 produc 
were announced for delivery in mid- 
1971. Specific models of the System 371 
announced during the second half of 
1970 and in early 1971, established tha 
the new computer family's principal 
direct access storage system will be tF 
3330 Disc File System, including its 
external disc storage control unit. The 
cost/performance characteristics of ths 
products represent an improvement 
over present generation equipment, ar 
it will require an important advance in 
Memorex's technology to develop prod 
ucts of equivalent performance. The 
Company has underway an advanced d 
file development program, and our 
expectation is that Memorex will be 
among the first independent manufactu 
ers to deliver next generation equipme 

I 

Achievement of consistent quality in volume pro 
duction of the 1240 Communication Terminal 
derives from Memorex's depth of manufacturing 
planning, resources and experience. 





lpmany varied business applications Memorex's 
16db COM System provides microfilm records of com- 
puter output which correspond exactly to pages of 
paper records traditionally printed by the computer. 

Computer Output Microfilm Products 

The Memorex 1600 Computer Output 
Microfilm ("COM") System is based upon 
the 1603 COM Printer, a device which 
photographs directly on microfilm the 
computer output which is normally printed 
on paper. The 1603 is compatible with 
System 360 and 370 computers and its 
operation is indistinguishable from paper 
line-printers. Its use involves no changes 
in the computer's hardware or software. 
The product line was first announced in 
October 1969 and initial deliveries were 
made in the second quarter of 1970. 

In addition to the 1603, the Company mar- 
kets a full line of ancillary COM System 
products, including all microfilm media 
and chemical supplies. The ancillary 
equipment includes the microfilm devel- 
oper, film duplicators, viewers, and a 
viewer-printer capable of electrostatically 
producing full-sized paper copies from 
the microfilm. All of the equipment is 
manufactured by Memorex with the excep- 
tion of the viewer-printer and the dupli- 
cator which are made under contract by 
an outside vendor. 

The 1600 COM System provides the 
computer user with a means by which 
computer output can be recorded more 
rapidly, copied inexpensively, and dis- 
tributed and stored more efficiently. The 
1603 records the output data at ten times 
the speed of the typical paper printer and 
produces a man-readable record of the 
output (unlike magnetic tape) which 
reduces by 98% the bulk of the alternative 
paper record. Its promising future rests 
upon its low cost and its ability to produce 
an archival record of a computer's output 
simultaneously, or on-line, as the output 
is generated. The monthly rental of the 
1603 is approximately one-half the rental 
of most COM devices. 

The recession of the domestic economy 
did adversely affect the 1970 marketing 
of the 1600 COM System. The general lack 
of budgets of computer installation man- 

agers to increase their equipment rentals 
during the year made difficult the selling 
of a new system for data recording and 
storage. On the other hand, inquiries 
received from prospective users in 
response to advertising and publicity were 
far more numerous for the 1600 COM 
System than for any other Memorex prod- 
uct, and we believe that this high interest 
level is indicative of a large but post- 
poned demand. 

This experience and our study of the 
market potential support our objective to 
be the principal COM equipment supplier 
to the computer market. Memorex's 
receipt of orders during 1970 represented 
approximately one-half of the total of 
orders placed with all COM manufacturers, 
and loss of orders to competitors 
was not a problem. Additionally, the 
range of our COM customers to date- 
in banking, finance, insurance, manufac- 
turing, retailing, data processing service, 
and transportation companies-indicates 
that the 1600 COM System has a potential 
application in virtually every computer 
center. Hence, given an improvement in 
the economy and a relaxation of budget 
constraints among computer users, our 
outlook is for considerable growth in 
this product line. 

Communication Equipment 

With shipment of the first 1240 Communi- 
cation Terminals in December 1970, 
Memorex began delivering its third prod- 
uct line to the data processing equipment 
market. Like the 3660 Disc Storage System 
and the 1600 COM System, the 1240 is 
aimed directly at the end-user market. 
Customer response has been enthusias- 
tic and the market potential is large. 

The 1240 is designed for use with com- 
puter systems which have communica- 
tions capability. The'majority of the 
computer systems currently being deliv- 
ered for commercial data processing 
applications have this capability. 

Laurence M. Wilson, Vice President-Manufacturing 
and Alan F. Shugart, Vice President-Development, 
Equipment Group 

The Memorex 1240 transmits data to, 
and receives data from, a centrally located 
computer over telephone lines. The prod- 1 
uct is designed for commercial data 
processing applications where input/ 
output capability is needed at remote 
locations. I 

The 1240 offers the terminal user a number 
of capabilities which provide superior 
price/performance. The 1240 will produce 
high quality printed output on six-part 
(original plus five copies) continuous 
forms. The terminal operates at 10, 15, 30, 
or 60 characters per second (CPS), and 

The small number of moving parts and an all- 
digital character generating system which never 
requires adjustment provide performance reliability 
in the 1603 Computer Output Microfilm Printer. 





To supplement the core of Memorex markgting a*m , 
people who have experience in computers and 
peripheral equipment products, newly recruited 
salesmen are schooled extensively in all phases of 
customer sewice. 

is the only commercially available terminal 
with both upper case and lower case 
characters that prints at 60 CPS. 

Memorex announced the 1270 Com- 
munication Terminal Control Unit in July 
of 1970. This controller, whose first ship- 
ment was made in the first quarter of 1971, 
is designed to interface the 1240 terminal 
directly with System 360 and 370 com- 
puters. The principal competitor's commu- 
nication controller supports operation of 
terminal devices at only 10 characters per 
second. The Memorex 1270 supports the 
operation of the 1240 at its maximum 
printing speed of 60 CPS. The 1270 is thus 
a key addition to the Memorex com- 
munication products line, and it effects a 
major increase in the market potential 
for 1240 terminals. 

Additional products were recently 
announced to support our communication 
equipment product line, including a 
series of modems (signal modulating/ 
demodulating units) scheduled for first 
delivery in second quarter 1971, and the 
1280 cassette terminal, basically a 1240 
terminal with the added feature of a 
magnetic tape cassette unit integrally 
connected. First customer shipment of the 
1280 is scheduled during the fourth 
quarter of 1971. 

System Development Program 

Memorex has a major development pro- 
gram whose objective is a data processing 
system which emphasizes the use of 
large disc files, data communication 
devices and communication terminals. 
Its purposes are, first, to extend 
the market for the peripheral products 
now manufactured by the Company, and, 
second, to provide an important new 
product line whose life cycle and profita- 
bility will be determined primarily by 
Memorex's initiatives. 

Work in systems design, hardware and 
software development is being pursued by 

our entrepreneurial subsidiary, Midwest 
Systems Corporation, located in Minnea- 
polis, and by the Systems Division in 
Santa Clara. Progress has been satisfac- 
tory. The program employed approxi- 
mately 150 professional and technical 
personnel at year-end 1970. Pursuant to 
the Company's policy relating to invest- 
ments in business diversification, 
expenses of the program are capitalized 
as Deferred Research and Development 
Costs. The amount of the total deferred 
costs allocable to the system program 
at year-end 1970 was approximately 
$1.7 million. 

ILC Peripherals Leasing Corporation 

Memorex's transition to marketing equip 
ment products by leasing to computer 
users was made possible by its affiliation 
with ILC Peripherals Leasing Corporation 
("ILC) which it organized and capitalized 
in 1970. 

This affiliation with ILC is made neces- 
sary by the pattern of short term leasing 
of equipment in the computer industry. 

That is, short-term or "non-payout" leases 
typically provide for the recovery of 
costs to the manufacturer over a much 
longer period of years than the fixed term . 
of his leases. At the customer's insist- ? 
ence, Memorex's equipment must be j 
marketed under short-term leases to per- 
mit the future upgrading of his equip- 

I 
I 

ment to take place. Because the non- 
payout lease is not an acceptable basis 
for credit from traditional sources of 
customer credit-banks, finance com- 
panies, and other institutional lenders and 
lessors-Memorex required an affiliation 
with a leasing company which would pur- - i chase the equipment subject to short , 
term leases. (Memorex needs to be paid I 
for the major portion of its equipment- i 
for-lease to meet its costs of manufacture, I 

marketing and other operating expenses. 
The Company could not itself remain 
the owner and lessor of more than a frac- , 
tion of its equipment-for-lease-18% in : 
1970-because our volume and growth ! 
would result in too great a cash invest- : 
ment in equipment-for-lease.) 

In late 1970, Memorex and a group of 
commercial banks and institutional inves- 
tors executed agreements for the capi- 
talization of ILC, an independent leasing 
company organized for the purpose of 
purchasing equipment-for-lease from 
Memorex. The capital contributions to 
ILC, in the years 1970-1972, inclusive, 
from the banks and investors will aggre 
gate $116 million and Memorex's 
contribution will amount to $26.5 million, 
for a total capitalization of $142 million. 
These capital contributions and the cash 
flow from ILC's leasing business are 
projected to enable it to purchase $197 
million of equipment pursuant to a Master 
Sales and Maintenance Agreement 
between ILC and Memorex. Of that aggre- 

t+emorex's commitment to trouble-free system I 
performance is strengthened by a network of field 
engineers located in key cities around the world. 
Each man is schooled in all phases of preventive 
maintenance as well as in Memorex peripherals 
technology. 





To assure high performance for its 3660 Disc 
Storage Systems, Memorex fabricates many of the 
equipment's component parts which require 
precision manufacturing technology. 

J. Garrett Fltzgibbons, Vice President-Marketing; 
William F. Emmons, Jr., Vice President-Sales; and 
John R. Eastling, Vice President-Systems, 
Equipment Group 

g&e purchase obligation, ILC purchased 
$42 million in 1970 and will purchase the 
balance of $155 million in 1971 and 1972. 

The Master Sales and Maintenance Agree- 
ment specifies the types of equipment 
(disc drives, controllers, COM printers, 
and terminals) which ILC must purchase 

from Memorex, the prices paid by ILC, 
and the provisions for price adjustments 
in relation to the equipment's initial 
monthly rentals and end-user sales prices. 
Under the Agreement, ILC purchases 
only equipment which is the subject of an 
executed lease, Upon delivery of the 
equipment to a user, Memorex receives 
full payment of its purchase price. 
Memorex is liable for income taxes on the 
profit of the transaction, just as on 
conventional sales, and is unrestricted in 
its use of the proceeds of sale. ILC is the 
owner and lessor of the equipment and 
rentals paid by the user are ILC's and not 
Memorex's. (The accounting policy' 
adopted by Memorex for these transac- 
tions with ILC is to defer the revenue, 
casts and expenses applicable to Its bill- 
ings to ILC and to subsequently reflect 
them in the. Compmy's'statement of 
income over the ensuing 48 months.) 

Memorex owns a minority interest In ILC's 
equity and the institutional investors own 
the majority interest. Memorex also holds 
an option, exercisable in 1974, to acquire 
all of the majority Interest. This option 
was obtained to advance the Company's 
long term goal of owning a base of 
equipment-for-lease whose cash flow at 
a future date will fund the cash drain of 
the then manufacturing and leasing of new 
equipment. The exercise of this option 
will depend upon our assessment, in 1974, 
of the then expected revenwe-producing 
life of ILC's assets relative to the option's 
exercise price. The price will be $12.2 
million cash, or, in the event the then 
market prlce of Memorex Common Stock 
is less than $135 per share, $12.2 million 
cash and warrants for 90,178 shares of 
Memorex Common Stock (the exercise 
prlce of which is fixed to return the cash 
payment to Memorex). The institutional 
investors also hold the option, exercisable 
from 1973 through- 1977, to exchange 
their majority interest in ILC for 90,178 
shares of Memomx Common Stock. 
Memorex has agreed to assume the obli- 
gation6 of ILC to the investors and 

lenders in the event that Memorex obtain 
sufficient ILC stock to elect a majority 
of the ILC Board of Directors. (A more, 
detailed description of the terms of the 
Master Sales and Maintenance Agree- 
ment and the agreements between 
Memorex and investors in ILC is summ 
ized in Note 2 to the Financial 
Statements.) 

I 

Mernorex9s Hnear drive motor moves read/w& 
heeds across disc surfaces to select posltlona 
recorded data In leas than 35/1000ths of a s e d  
for the averwe of access times. 







Media Products John P. Del Favero, Executive Vice President and 
General Manager, Information Media Group 

Memorex's magnetic media business 
increased its domestic and international 
physical volume by more than 15% in 
1970, but sales and rental revenue 
increased only 6% because of general 
price erosion. In 1970, sales and 
rental revenues for worldwide media 
operations were $63 million, compared to 
$59 million in 1969. 

Domestic markets for computer tape, 
disc packs and video tapes were 
depressed in the second half of 1970 as 
customers' demands slackened because 
of cost-cutting and postponement of pur- 
chases, market factors attributable to 
the economy's downturn. The lower mar- 
ket demand and the burden of excess 
production capacity in the industry caused 
severe price competition which reduced 
the average price level about 15% for all 
magnetic media products. Hence, 
although Memorex increased its domestic 
market coverage and significantly 
increased its physical volume, our domes- 
tic media business produced sales and 
rental revenue about equal to 1969's. 
Lower prices and higher costs resulted in 
unsatisfactory profit margins. In the first 
quarter of 1971, employment was reduced 
in tape and disc pack operations in 
Santa Clara to bring costs into line and 
improve operating profits. 

International markets for magnetic media 
products continued to grow in 1970 but 
were also adversely affected by price 
erosion of approximately 10%. Memorex 
fully participated in this growth by its 
extensive coverage of international mar- 
kets, and, as a result, achieved for the 
Company the year's modest increase in 
total sales and revenue of media products. 

Master rolls automatically feed audio tape to 
loading stations where it is wound into various 
length cassettes ready for consumer recording. 

Profits from overseas marketing of 
media products were less satisfactory 
than in 1969, notwithstanding cost reduc- 
tions in our European manufacturing, 
because of the lower prices. 

The disc pack product line accounted for 
most of the sales and revenue growth 
of media products. Price erosion of packs 
was also severe, as manufacturers 
marked down monthly rental rates to 
re-lease packs which had come off lease 
or to extend leases of prior years' 
products. The disc pack market was also 
distressed due to customers' upgrading 
their disc storage systems which necessi- 
tated replacement of the 10-surface 
low density pack by the 20-surface high 
density pack. In mid-1970, Memorex 
ceased the manufacture of Mark I packs 
for lease in the domestic market and 
production has since been limited to the 
20-surface Mark VI pack, for which 
demand is steadily increasing in the 
United States and international markets. 
Declining prices for packs were also 
offset to a large extent by substantial 
manufacturing cost reductions in 
Santa Clara and in Europe. 

The next generation disc pack product for 
the System 370, announced in 1970, repre- 
sents a market opportunity which will be 
substantial. This high-performance 
disc pack product will have storage capac- 
ity for 100 million bytes of information, 
or more than three times the capacity of 
the current generation. It is apparent 
from its announced performance specifi- 
cations that the comparable Memorex 
product will require a considerable 
advance in the technology over the pres- 
ent generation product line. Its develop- 
ment will be inextricable from that of the 
advanced disc drive system which 
Memorex's Equipment Group has under 
development. Our confidence is that 
Memorex will be among the first independ- 
ent disc pack manufacturers to market 
this product. 

Video tape production problems persisted 
throughout 1970 and resulted in 
reduced sales of this high technol- 
ogy product line. Yields of broadcast 
video tape were unsatisfactory and raised 
production costs and limited the avail- 
ability of the product for marketing. During 
the year, development of a new broad- 
cast tape was aimed at a product which 
could be more easily controlled in its 
manufacturing processes to effect higher 
yields. At the close of 1970, the new 
product was introduced to the European 
market. 

The Company's closed-circuit television 
tape products were also improved during 
1970 and supplemented late in the year 
with new back-coated products. (A back- 
coated tape has a thin layer of carbon- 
based coating applied to its reverse side 
to improve the tape's handling charac- 
teristics.) These developments will permit 
Memorex to maintain a leading position 
in the rapid growth of this video recording 
tape market. 



1.Roland Jang, Vice President-Manufacturing 
and Robert Jaunich Ii, Vice President-Marketing, 
Consumer Products 

2. James J. McNabb, Vice President-New Products 
and Dr. John A. Perri, Vice President-Technology, 
Information Media Group 

3. Richard D. Boucher, Vice President-Computer 
Media and Hillard P. Tavrow, Vice President- 
Operations (Video Products), Information Media 
Group 

The slowed growth and profits of 
Memorex's magnetic media business in 
1970 emphasize the importance of the 
Company's diversification in equipment 
products. Concurrently, Memorex has 
also launched three programs to estab- 
lish major media product lines which 
exploit our technology in magnetic mate- 
rials and precision coating and which 
exploit our marketing capabllity. 

The Micrographics Division introduced 
microfilm supplies products in 1970. 

,4ntrodyctlon of Memorex's audio tape cassettes 
&as accompanied by extensive advertising and 
promotion efforts, including full-page messages In 
national consumer and special-Interest magazines. 

This supplies product line provides the 
complete needs of users of Memorex's 
1600 COM System. In the fourth quarter, 
the Consumer Products Division intro- 
duced a new product line of cassette and 
open reel audio tape for consumer tape 
recorders. Test market results have been 
excellent and we are confident of 
success in the national marketing pro- 
gram which ensued in early 1971. 
Memorex organized its Business Products 
Division also late in 1970 to market non- 
computer office supplies products based 
upon magnetic materials technology. 
Initial products of this line include mag- 
netic tape cartridges and cards for 
automatic typewriters and magnetic belts 
for dictating machines. 

The outlook for Memorex precision mag- 
netic media products business in 1971 
is for improvement of last year's results. 
The reduced operating expense levels 
in Santa Clara operations, expanded pro- 
duction of video tape products, and 
the forecast of better economic climate 
in the domestic marketplace should 
improve sales volume and profit margins. 
As start-up sales increase, the micro- 
graphics supplies, audio tape products, 
and business products will add to the 
growth of the Company's media business, 
although these new lines will reduce 
profits in 1971. 

In 1970 Memorex entered into a joint 
venture, CMX Systems Inc., with Columbia 
Broadcasting System, Inc., to develop 
an editing system for use in production of 
television programs. The system employs 
disc drives for storage of television 
materials which are retrieved and com- 
piled by an associated computer at the 
instruction of the editor-operator. A proto- 
type system was substantially completed 
at year-end 1970, and production and 
marketing of the product are anticipated 
in early 1971. CMX' Systems is located 1 

in Sunnyvale, California, and employs 
forty technical, marketing and administraw The Memorex audio cassette, first Introduced inlB70, 

incorporates important performance and design 
tive personnel. advantages to improve home-recorded music. 







lnternational Operations John J. Kramer, Vice President and General 
Manager-International Group and 
William S. McCalmont, Vice President and 
Director of European Operations 

The multi-national character of markets 
for media and equipment products 
brought about Memorex's earliest inter- 
national marketing in 1965. Current 
international operations, extensively car- 
ried on in Europe, Canada, Latin America, 
the Far East, and Australia, are vital to 
our business. Overseas revenues and prof- 
its provide economic justification for 
many programs which could not be based 
solely upon United States markets. 
Also, international business conditions 
frequently are counter-cyclical to reces- 
sion of the U.S. economy, as was the 
case in 1970, and, in West Europe in which 
our overseas business is concentrated, 
the demand for Memorex's products has a 
higher growth factor. For example, 
West Europe's demand for computer 
equipment rose 20% in 1970, compared 
to a reduction of shipments in the United 
States. Use of computers in West Europe 
lags that in the United States-with 
almost twice the population and three- 
quarters of the GNP of the U.S.-West 
Europe has only 40% of its computer 
population. Hence, the rate of growth of 
demand in West Europe is expected 
to continue to exceed the rate of U.S. 
market growth for the foreseeable future. 

Memorex's international business in 1970 
experienced growth and change 
paralleling U.S. operations. A 60% expan- 
sion of organization and employment, 
initial marketing of equipment products to 
computer users, extended marketing 
coverage to new geographical areas, and 
increased European manufacture of 
media products were implemented. 

At year-end, nearly 1,000 Memorex em- 
ployees-99% local citizens-were 
engaged in these activities, including 
approximately 160 sales and customer 
service employees for computer equip- 

To meet demanding performance standards, disc 
pack substrates are thoroughly inspected for 
uniform surface conditions prior to coating. 

ment products who were recruited 
during 1970. 

In 1970, the first year of international 
marketing of equipment products, approx- 
imately $6 million of equipment (stated 
at sales value) was marketed to computer 
users, which was about 10% of the 
output of Santa Clara equipment manufac- 
turing operations. lnternational sales 
and revenues of media products amounted 
to approximately $30 million, a 20% 
year-to-year increase. Total international 
volume for all products (equipment 
stated at sales value) amounted to $36 
million, a 43% increase over interna- 
tional volume in 1969. Measured in 
physical volume, approximately 30% of 
the Company's business was obtained in 
international markets during 1970. 
Actual sales and rental revenues were 
$31 million. 

The first overseas installations of 620 and 
630 Disc Drives were made in Europe 
in January 1970. Customers were thor- 
oughly satisfied with the equipment's 
performance and Memorex's service, and 
the combination of these favorable 
references and the strong interest of other 
computer users to obtain Memorex 
equipment's cost savings by replacement 
of 1BM drives resulted in a steady growth 
of business during the first half. With the 
availability of the 3660 Disc Storage 
System after mid-year, this growth accel- 
erated. By year-end, Memorex had 
installed more than 550 units of equipment 
in approximately 160 customer locations, 
including the principal countries of West 
Europe, Canada, and Japan. 

lnternational marketing emphasized the 
immediate growth of our equipment 
business during 1970 and its activities 
were principally directed to disc storage 
products. A program for the 1600 COM 
System was inaugurated late in the second 
half and, in December, the 1240 Com- 
munication Terminal was introduced over- 
seas. During 1971, international business 

will be diversified among these other 
product lines, and with a backlog of orders 
and sales and service organizations in 
place, sizeable growth is expected. 

lnternational marketing of media products 
produced mixed results in 1970. Unit 
volume of tape and disc packs increased 
by about 30%, but price erosion in 
computer tape limited revenue growth. 
New product introductions also partially 
offset the lowering of media profit margins. 
Astron, the computer tape with a con-' 
ductive back coating, was successfully 
introduced overseas, as were a new back- 
coated broadcast television tape and 
an improved video tape for slow-speed 
helical scan recording. The demand for 
disc packs remained strong in inter- 
national markets, and rental rates were 
generally stable. During 1970, a worldwide 
inventory control of leased packs was 
installed to assure the integrated manage- 
ment of Memorex's packs leased by 
international and U.S. customers. 



A major expansion of the Liege, Belgium, manu- 
facturing plant will permit inauguration of peripheral 
equipment assembly operations in support of 
Memorex's international business. 

The transition of Memorex's international 
business from medla to equipment prod- 
uets marketing is evident in the changed 
makeup of our field organlz~tions. At the 
beginning of 1970, field sales a~tkRy 
far equipment ptoducts was c a ~ r i a  on by 
less than a dozen people. k t  ywr-ernd, a 
mafority of the approximately 800 field 
sales and customer servlw personnel 
wen, engaged h marketing equipment 
products. 

Overseas facilities were widely augmented 
during the year. Equipment service cen- 
ters and parts depots were established in 
every major computer market in West 
Europe, Canada, Japan, Latin America, 
and Australia. Nine new offices were 
opened - in Hamburg, Rome, Manchester, 
Ottawa, Calgary, Hiroshima, Talpei, 
Sydney, and Melbourne. European head- 
quarter operations In London were 
enlarged and relocated. Latin American 
headquarters were established in 
Caracas. In Australia, a sdes subsidiary 
was organized to engage in direct mar- 
keting of Memorex products in Australia 

and New Zealand, an area formerly served 
by a distributor. 

A change in marketing in the Japanese 
market was also implemented In 1970. 
Headquarters for Memorex operations 
serving Japan, the Far East, and Southeast 
Asia are located in Tokyo, but marketing 
in Japan had been carried on by a 50%- 
owned sales and service company, 
Memorex Japan Ltd. Ln December, the 
Japanese government granted approval to 
Memorex's agreement to purchase the 
outstanding ownership in the company. 
This alignment of Memorex Japan Ltd. as 
a wholly-owned subsidiary facilitates 
expansion of its organization and positions 
Memorex for marketing equipment 
products in Japan. 

The manufacturing piant in Liege, Bel- 
gium, achieved our production output and 
cost objectives in 1970, completing its 
first full year of operations. During the 
year, prodwctim of the Mark VI Disc Pack 
was stat%& and video tape production 
capacity was expanded. At year end, the 
Liege output of media products supplied 
essentially all of the needs of European, 
Middle East, and Afri~an customers. 

In September, a 67,000 square foot expan- 
sion of the Liege facility was undertaken. 
When completed in 1931, the expansion 
will provide manufacturing space for 
assembly operations relating to a number 
of equipment products. 

Management of international operations in 
the past has emphasized marketing 
capability. In 1970, a number of senior 
financial managers were added, both in 
Santa Clara and overseas, to support and 
provide controls for international opera- 
tions, This maturation of our international 
organization should enable Memorex 
during 1971 to complete the transition of 
our business to a predominance of com- 
puter equipment products while sustaining 
and growing Memorex's excellent 
position in overseas media markets. 

Under critically regulated clean-room conditions, 
the quality of each reel of computer tape Is 100% 
certified an Memorex4esigned equipment. 







Research and Development 

Memorex's equipment and media 
products have consistently maintained a 
high quality level measured by their price- 
to-performance ratios and reliability 
characteristics.The result is that Memorex 
enjoys a strong competitive position in 
markets where quality measures deter- 
mine product differentiation. Willingness 
to invest in technology underlies this 
position. 

The rewards of a continuous commitment 
of sizeable research and development 
expenditures are two-fold: first, our pro- 
grams yield the new products essential to 
growth in revenues and profits; and, 
second, these activities strengthen 
Memorex's base of technology which con- 
tributes to more economical, expeditious, 
and innovative future developments. 

For the tenth consecutive year, Memorex 
increased R&D expenditures in 1970. 
Total expenditures rose to $14.6 million, 
compared to $8.8 million in 1969. Signifi- 
cantly, R&D expenditures for new product 
programs in the Equipment Group more 
than doubled during the year while 
Information Media Group's product devel- 
opment activities were cut back. 
Technologists and engineers employed in 
R&D programs at year-end increased 
to more than 700 from approximately 400 
a year earlier. 

Of 1970's total R&D expenditures, $4.8 
million was charged against sales and 
revenues and $3.2 million, including amor- 
tization, was charged to the costs of 
equipment-for-lease (both Memorex's and 
ILC's) marketed during the year. Thus, 
the combined amount of $8.0 million 
related to products marketed of a com- 
bined value of approximately $120 million 
produces a ratio of 6.7%. In 1969, the 
comparable figures were $5.5 million and 
$75 million. a ratio of 7.3%. 

Integrated modem circuitry developed by Memorex 
technology Is utilized by the 1270 Terminal Control 
Unit for Interfacing with communications networks. 

The flna leads of a "pigtail" when soldered to one 
of the 20 magnetic heads in the 660 Disc Drive 
transmit electromagnetic signab oorresponding to 
information being recorded or read. 

The remainder of 1970 R&D expenditures 
of $8.1 million, after adjustment for amorti- 
zation of $1.6 million, was capitalized as 
Deferred Research and Development 
Costs. The net increase after amortization 
was $6.5 million, and at year-end 1970, the 
cumulative net balance of 1970 and prior 
years' Deferred Research and Develop 
ment Costs was $12.1 million. 
These costs have been incurred in 
connection with a diversified group of 
eleven new products. 

The Company's accounting policy is that 
when commercial production of any 
product begins, no additional develop- 
ment costs are deferred, and ongoing R&D 
activity for the product's improvement is 
expensed against its sales and revenues. 
Also, its past Deferred R&D Costs are 
amortized against its sales and revenues 
at a rate which represents a conservative 
estimate of the amortization period. 
Memorex's experience has been that the 
amortization rate fully eliminates the 
deferred costs in a period of about three 
years from the time commercial produc- 

tion commences. The purpose of this 
policy is to match the costs of acquiring 
new product lines against their revenues. 

Management of our R&D programs, 
including those relating to diversifications, 
is closely integrated with management 
of our financial and marketing programs. 
This integration is vital to an overall 
strategy for each product line, which 
assures that R&D programs will be man- 
aged toward market-oriented objectives 
and not advances of technology for which 
customers are unwilling to pay. Indeed, 
Memorex's customers are usually unable 
to distinguish our products' technology - 
their criteria, which are reflected in our 
R&D objectives, are our products' price- 
to-performance ratio and reliability 
advantages. Thus, the effective manage- 
ment of technology - rather than 
technology itself - is key to product 
success and corporate growth. 

Management has concentrated our R&D 
activities in a limited number of areas in 
in which Memorex's technical proficiency 
rivals or exceeds that of other competitors, 
including major computer system manu- 
facturers. Memorex's full spectrum of 
capabilities -disc packs, disc file units, 
and controllers -contributes to the Com- 
pany's leadership in disc file storage 
technology. In the technology of high- 
speed terminal printing devices and data 
communication equipment, Memorex has 
combined the disciplines of communica- 
tions experts and computer engineers. 
Our terminal products and associated 
communication equipment are clearly 
superior to those of the largest manufac- 
turers of communication equipment and 
computer systems. In the Computer 
Output Microfilm field, our advanced 
technology in character generation using 
fiber optics and in the precision transport 
of photographic film is unmatched by 
any competitor. In magnetic media 
technology, Memorex has long been 
recognized as one of the two technical 
leaders in the industry. 



Management 

2. Edward J. Phillippe, Vice President and Controller 

The management structure at Memorex is 
dynamic as the changing character of 
our business necessitates. During 1970, 
the Company's peripheral equipment 
operations became our principal business. 
Reflecting this, in December the Board 
of Directors promoted D. James Guzy to 
executive vice president and general 
manager of the Equipment Group. Earlier 
in the year, two Equipment Group 
managers were elected vice presidents: 
William F. Emmons, Jr., and John 

I 
R. Eastling. Mr. Emmons manages the 
Equipment Group's domestic field sales 
activities and Mr. Eastling is responsible 
for our newly established Systems Division. 

The Equipment Group's organization 
includes both its large scale ongoing 
business and its several entrepreneurial 
subsidiaries. The first is organized 
functionally, with a vice president respon- 
sible for each of the activities of 

2 1 3  development, manufacturing, and mar- 
keting. Within each function, product - 
ine specialists focus emphasis upon 
ndividual product requirements. The 

jeneral managers of entrepreneurial sub- corporate controller, and William S. 
sidiaries, whose purpose is diversification McCalrnont, vice president and managing 
of our business by development of other director of European operations. 
qroduct lines, are responsible to the 
ice president of development. At year end, Memorex's principal oper- 

ating management included 21 officers, 43 
The Information Media Group, led by directors of divisions and major 
executive vice president John P. Del departments, and approximately 250 

4 Favero, was restructured in 1970 to mirror managers of smaller departments. 
its changing character. A New Products These numbers represent an increase of 
Division was formed for management of a 50% in management personnel over 
program to develop business products the past year and are indicative of actions 
and the CMX disc-recorder editing to build the Company's management 

1.  Prentis C. Hale, Alger Chaney and Fred M. van ~ c k ,  systems (in partnership with CBS). A apace of its growing operations. 
Directors Consumer Products Division was 

2. Benno C. Schmidt, Director established with Roland Jang and Robert Memorex is also committed to a com- 
3. Dr. Theodore Vermeulen, Director Jaunich elected vice presidents for prehensive program for manpower 
4. Dr. Alejandro Zaffaroni, Director manufacturing and marketing, respec- development at all levels of supervision. 
5. T. Robert Sandberg, Director tively. Dr. John A. Perri was elected vice For its needs in 1970, we established 

president, with responsibility for product an, Education Center used for manage- 
development in the Media Group. ment seminars, sales training classes, and 

for a broad list of courses which helped 
Two other officers were elected in 1970: provide more than 150,000 student-hours 
Edward J. Phillippe, vice president and of instruction. 

A 



Facilities During 1970 operations of the Equipment Group 
were consolidated in new facilities in Santa Clara 
which upon completion in mid-1971 will 
include approximately 750,000 square feet for 
manufacturing, development laboratories and 
administrative functions. 

To accommodate expansion of operations 
to 1970's physical output of more than 
$120 million and to provide for continued 
growth, Memorex's facilities construc- 
tion activity during the year was immense. 
Construction projects totalled more 
than $25 million at the peak level of 
activity-a figure two and one-half 
times larger than the cost of all buildings 
and improvements at year-end 1969. 

The greatest portion of the year's con- 
struction occurred at our second major 
plant site in Santa Clara, the 54-acre San 
Tomas site. There a four-phase project for 
construction of manufacturing plant, 
development laboratories, administration 
building and warehouse for the Equip- 
ment Group's operations involved almost 
750,000 square feet. Manufacturing and 
laboratory facilities operations were 
completed at year-end with the balance 
scheduled for completion by mid-1971. 

Other construction projects aggregated 
242,000 square feet of building space. 
They included a specially designed 
manufacturing plant for audio tape and 
cassette products at Santa Clara, and 
a plastic molding and metal fabricating 
plant for components of magnetic 
tape and disc pack products at Santa 
Ana, California. In Liege, Belgium, 
a major expansion of our manufacturing 
plant was undertaken to permit the 
inauguration of equipment assembly 
operations in late 1971. 

At 1970 year-end, total space occupied by 
all operations of the Company approxi- 
mated 1,700,000 square feet, an increase 
of 70% over the year-earlier figure. 
Owned premises, not including incomplete 
construction, amounted to 1,100,000 
square feet, an increase of 110%. The net 
additional investment in property, plant 
and operating equipment during 1970 was 
$37 million, a figure equalling the 
total original cost of all operating fixed 
assets acquired in the history of the 
Company prior to January 1, 1970. 

Memorex is dedicated to the protection of 
man's environment, and its corporate 
policy is to operate its facilities without 
the possibility of nuisance to the public. 
To this end, in 1970, the Board of Directors 
authorized the expenditure of more 
than $1 million for construction of a 
recovery plant for the gaseous effluent 
exhausted from our Santa Clara tape 
plant. Although the effluent has never 
exceeded the tolerable limit defined 
by pollution control authorities, we believe 
it desirable to reduce it to the minimum 
level. The recovery plant will be 
completed in 1971. 



Memorex Corporation 

Ten-Year Summary 
for the years ended December 31 

(Dollar ernounts in thousands except earnings per common share) 

Net sales and revenues (excluding $42,345 billed to ILC in 1970). . . . . . . . . . . . . . . .  $ 78,997 $ 74,067 
Met income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,183 6,902 
Earnings per common share (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .83 1.85 
Depreciation and amortization expense . . . . . . . . . . . . . . . . . . . . . . . . . .  11,314 5,860 
Met additions to property, plant and equipment . . . . . . . . . . . . . . . . . . . . . . .  36,987 1 1,901 
Net additions of equipment for lease to others . . . . . . . . . . . . . . . . . . . . . . .  37,901 7,441 
Resear& end development expenditures: 

Espnseed against net sales and revenues during the year (including amortization) . . . . . .  4,824 5,141 ' 

Capitalized as cost of equipment for lease to others (including amorlization) . . . . . . . . . .  3,177 403 
Subtotal: expenses and capitalized costs relating to produots marketed . . . . . . . . . .  8,001 5,544 

Capikllzed as deferred research and development costa . . . . . . . . . . . . . . . . . .  8,141 3,683 
Less: arnortimtion of deferred m m r & h  md d e w b m n t  mats . . . . . . . : . . . . . . .  (1,577) (387) 

Total reseteuroh wid de,miopment mpe@&tur~ai . . . . . . . . . . . . . . . . . . . . . .  14,565 8,840 
I 

FhlmQMP-: 
Warking mpiW . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  35,355 16,127 ' 
T ~ M i ~ m r n ,  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  223,655 88,197 
tan@km&&: 

ILC Peripherals leasing Corporation . . . . . . . . . . . . . . . . . . . . . . . . . .  31,628 
Memorex Corporation and Majority-Owned Subsidiaries- 

Bank credit and unsubordinated debt . . . . . . . . . . . . . . . . . . . . . . . . .  26,873 22,354 . 

Convertible subordinated debentures . . . . . . . . . . . . . . . . . . . . . . . . .  75,040 65 
Shareholders' equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  39,116 35,074 

. . . . . . . . . . . . . . . . . . . . .  Average number of common shares outstanding(3). 3,829,879 3,733,547 
Number of employees at year's end . . . . . . . . . . . . .  : . . . . . . . . . . . . . .  6,101 3,409 

J 

(1) All information shown for 1970 is for Memorex Corporation and Majority-Owned Subsidiaries and ILC Peripherals Leasing Corporation as Com- 
bined. Because of the transition of Memorex's business from one primarily engaged in the manufacture and sale of magnetic media products in 
1969 to large-scale manufacturing and leasing of data processing equipment to computer users in 1970, prior years' data are not comparable. 
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(2) 1969, 1968, and 1967 adjusted to reflect consolidation of Mernorex Leasing Corporation. 

(3) Retroactively adjusted for 3-for-1 split-up, conversion of debentures, and acquisition of minority shares as poolings of interests. 
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Memorex Corporation 

Consolidated and Combined Statements of Financial Position 
December 31,1970 and 1969 

1970 1969 

Memorex Memorex 
Corporation I LC Corporation 

& Majority Peripherals & Majority 
Owned Leasing Owned 

Subsidiaries Corooration Combined Subsidiaries Working Capital and Non-Current Assets 

Current Assets: 
Cash, including Memorex 1970 short-term investments of $540,572 
Accounts receivable- 

Memorex accounts, including $1 1,417,238 currently due from 
ILC (less allowance of $719,291 in 1970 and $386,105 in 1969 
for doubtful accounts) . . . . . . . . . . . . . . . . .  

ILC accounts (less allowance of $65,508 for doubtful accounts) 
Inventories, at the lower of cost (first-in, first-out) or market 

(Note 3) . . . . . . . . . . . . . . . . . . . . . . . .  
Prepayments . . . . . . . . . . . . . . . . . . . . . . .  
Total Current Assets . . . . . . . . . . . . . . . . . . .  

Current Liabilities: 
Current portion of long-term debt . . . . . . . . . . . . . .  
Notes payable to banks (Note 7) . . . . . . . . . . . . . .  
Accounts payable and accrued liabilities . . . . . . . . . . .  
Accounts payable to Memorex . . . . . . . . . . . . . . .  
Federal, state and foreign income taxes. . . . . . . . . . . .  
Total Current Liabilities . . . . . . . . . . . . . . . . . .  

Working Capital . . . . . . . . . . . . . . . . . . . . .  

Property, Plant and Equipment, at Cost (Note 4) . . . . . .  
Less accumulated depreciation . . . . . . . . . . . . . .  

Equipment for Lease to Others: 
. . .  Disc pack equipment, amortized to estimated value (Note 5) 

Computer peripheral equipment at cost (Note 5)- 
Memorex Corporation and Majority-Owned Subsidiaries . . .  
ILC Peripherals Leasing Corporation . . . . . . . . . . . .  

Less accumulated depreciation on computer peripheral 
equipment- 

. . .  Memorex Corporation and Majority-Owned Subsidiaries 
ILC Peripherals Leasing Corporation . . . . . . . . . . . .  

Deferred Lease Acquisition and Marketing Costs, including sales 
and service organization start-up expenses (Note 5) . . . . .  

. . . . . .  Deferred Research and Development Costs (Note 6) 

Other Assets: 
Cash of ILC deposited as required by long-term loan agreement 
Investment in ILC capital stock, at cost plus equity in undistrib- 

uted earnings (Note 2) . . . . . . . . . . . . . . . . . .  
Other assets and deferred charges . . . . . . . . . . . . . .  

Total Working Capital and Non-Current Assets . . . . . .  

The accompanying notes are an integral part of these statements. 

intercompany accounts and transactions. All such subsidiaries 
were wholly-owned as of December 31, 1970, except for two subsidiaries 
of which the Company owned an interest of 80% or more. During 1970, 
the Company acquired thd minority interests in two of its subsidiaries as 
poolings of interests, and entered into agreements to exchange shares 
held by the remaining minority interests for the Company's shares upon 
occurrence of specific profit performance of the subsidiaries. The 
minority stockholders' interest is not significant and is included in 
accounts payable and accrued liabilities. 

Memorex Corporation 
Notes to Consolidated and Combined 
Financial Statements 

1. Basis of Consolidated and Combined Financial Statements 

The Memorex Corporation and Majority-Owned Subsidiaries 
consolidated financial statements include the accounts of Memorex 
Corporation and all majority-owned subsidiaries after elimination of 

30 



Long-Term Liabilities and Shareholders' Equitv 

Memorex 
Corporation ILC 

& Majority Peripherals 
Owned Leasing 

Subsidiaries Corporation Combined 

Memorex 
Corporation 

& Majority 
Owned 

Subsidiaries 

Long-Term Debt: 
Memorex Corporation and Majority-Owned Subsidiaries (Note 7)- 

5Y4 % convertible subordinated debentures . . . . . . . . .  
Other long-term debt . . . . . . . . . . . . . . . . . .  

ILC Peripherals Leasing Corporation (Note 2)- 
Under loan agreement with banks dated December 29,1970 . . 
Under loan agreement with institutional investors . . . . . .  

Commitments and Contingent Liabilities of Memorex: 
Agreements with ILC and its lenders and investors require the 

Company to make an additional investment of $2.0 million in 
1971 and $14.5 million in 1972 and contain other commitments 
and contingent liabilities. Under certain future circumstances 
the Company could become co-obligor of ILC's indebtedness 
(Note 2) . . . . . . . . . . . . . . . . . . . . . . . .  

Other commitments and contingent liabilities (Note 8) . . .  

Deferred Items Applicable to ILC Billings-Net: 
Deferred profits on billings to ILC (before income taxes) . . . .  9,692,953 
Prepaid taxes on amounts billed to ILC (Note 9) . . . . . . . .  (4,572,606) 
~ l lowance for re-leasing and maintenance costs (Note 2) . . . .  

Deferred Income Taxes (Note 9) . . . . . . . . . . . . . .  

Interest of Other ILC Shareholders . . . . . . . . . . . . .  

Shareholders' Equity (Notes 10, 11 & 12): 
Preferred stock . . . . . . . . . . . . . . . . . . . . . .  
Common stock . . . . . . . . . . . . . . . . . . . . . .  
Paid-in surplus . . . . . . . . . . . . . . . . . . . . . .  
Retained earnings . . . . . . . . . . . . . . . . . . . . .  
Total Shareholders' Equity . . . . . . . . . . . . . . . . .  

Total Long-Term Liabilities and Shareholders' Equity . . . . . .  

The accompanying notes are an integral part of these statements. 

In prior years, Memorex Leasing Corporation, a wholly-owned sub- 
sidiary engaged in leasing disc pack equipment, was not consolidated. 
Consolidation of this subsidiary has been reflected retroactively in 
the December 31, 1969, consolidated financial statements of Memorex 
Corporation and Majority-Owned Subsidiaries, but this had no effect 
on net income and no material effect on the financial statements since 
the Company had previously reflected its equity in disc pack leasing 
operations on the basis of the cost of the equipment and lease 
acquisition costs (see Note 5). 

The accompanying Combined Financial Statements represent a com- 
bination of the accounts of ILC Peripherals Leasing Corporation (ILC), 
a leasing company incorporated on June 29, 1970, with consolidated 
financial statements of Memorex Corporation and its majority-owned 
subsidiaries, after elimination of intercorporate accounts in accordance 
with usual principles of consolidation. The significant elimination and 
combination entries for the combining of ILC include the following: 

(1) Shipments billed to ILC by Memorex and equipment purchased by 



Memorex Corporation 

Consolidated and Combined Statements of lncome 
for the years ended December 31,1970 and 1969 

Memorex 
Corporation 

& Majority 
Owned 

Subsidiaries 

Memorex 
Corporation 

& Majority 
Owned 

Subsidiaries 

I LC 
Peripherals 

Leasing 
Corporation Combined 

Net Sales and Revenues: 
Net sales and revenues (excluding $42,345,105 billed to ILC in 

. . . . . . . . . . . . . . . . . . . . .  1970) (Note 2) 
Rental revenues of ILC . . . . . . . . . . . . . . . . . . .  
Realized income on transactions with ILC (including $39,660 

representing 20% equity in ILC earnings) . . . . . . . . . .  

Operating Costs and Expenses (excluding $32,311,350 applicable 
to amounts billed to ILC in 1970) (Notes 2 & 6): . . . . . . .  

. . . . . . . . . . . . . . . . .  Cost of sales and revenues 
. . . . . . . . . . . .  Research and development expenses 

Costs applicable to realized income on transactions with ILC . . 
Selling, general and administrative expenses . . . . . . . . .  

. . . . . . . . . . . . . .  Employee profit sharing expense 

Operating Income . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . .  Interest expense 

. . . . . . . . . . . . . . . .  lncome Before Taxes 

Provision for income taxes (Note 9): 
. . . . . . . . . . . . . . . .  Taxes payable for the period 

. . . . . . . . . . . . . . . . . . . . . .  Deferred taxes 
Prepaid taxes on taxable income of amounts billed to ILC . . . .  

lncome before elimination of other shareholders' equity in ILC 
. . . . . . . . . . . . . . . . . . . . . . . .  earnings 

Less other shareholders' equity in ILC earnings (80%) . . . . .  

. . . . . . . . . . . . . . . . . . . . . . .  Net Income 

Earnings Per Common Share (Note 12) . . . . . . . . . . .  

The accompanying notes are an integral part of these statements. 

Notes (Continued) hold a 90% voting interest (Classes A and C Common Stock) forwhich 
they paid $3,636,000 ($4,058,000 as of March 30, 1971) in conjunction 
with loan commitments to ILC which they and several commercial banks 
have made which aggregate $1 10,484,000 ($1 11,235,333 as of March 
30, 1971). Classes A and C common stock of ILC have a preference to 
Class B common stock only with respect to certain rights in liquidation. 
The Company has granted ILC a security interest in its Class B shares. 
The Class A and C common stock investors hold the right to select three- 
fifths of the authorized members of the ILC Board of Directors; the 
bank lenders have the right to elect one-fifth of the number of Directors 
and certain other voting rights; and Memorex holds the right to select 
the remaining one-fifth of the number of Directors. Fundamental changes 
in the ILC corporate structure require a majority vote of each class of 
ILC common stock, giving effect to the bank lenders' right to vote with 
the Class A shareholders. 
Memorex also holds an option, exercisable for 90 days beginning 
January 1, 1974, to acquire all or none of the Class A and C stock interest 
in ILC owned by others. The exercise price will be determined as 
follows: (a) in the event the market price of Memorex shares at the time 
of exercise is less than $135 per share, the exercise price will be 
$1 0,908,000 cash ($1 2,174,030 as of March 30, 1971) and warrants for 
80,800 shares (90,178 shares as of March 30, 1971) at a warrant 
exercise price of $135 per share expiring December 31,1977; or (b) in the 
event the market price of Memorex shares at the time of exercise is 
more than $135 per share, the maximum exercise price will be $10,908,000 
cash ($12,174,030 as of March 30,1971). However, prior to consumma- 
tion of the purchase under Memorex's option, Class A and C 
shareholders have the right to exchange their shares for 80,800 Memorex 

ILC are eliminated. In substitution thereof, Memorex's costs are 
capitalized as computer peripheral equipment and deferred lease 
acquisition and marketing costs. 

(2) Depreciation based on ILC's cost is eliminated and replaced by 
depreciation based on Memorex's capitalized costs. 

(3) Deferred profits on billings to ILC and the realized portion of these 
profits are eliminated. 

The financial statements of ILC are not consolidated with those of 
Memorex because ILC is a separate legal entity with a Board of Directors 
and equity voting interests not controlled by Memorex (see Note 2). 
Combined financial statements are presented, however, to disclose the 
inter-relationship between the operations of Memorex and ILC and the 
financial commitments and contingencies that exist between the 
companies. 

2. ILC Peripherals Leasing Corporation (ILC) 
On December 29, 1970, a $142,620,000 financing program was completed 
for ILC by a number of banks, institutional investors and Memorex 
Corporation. Subsequently, on March 30, 1971, an additional institutional 
investor became a participant and respective financial commitments 
by banks and Memorex were revised so that program funds were 
amended to a total of $141,793,333. 

Under these financial arrangements, Memorex Corporation holds a 10% 
voting interest in ILC for which Memorex paid $10 million and which 
comprises all of the Class B common stock of ILC. Institutional investors 



Memorex Corporation 

Consolidated and Combined Statements of Shareholders' Equity 
for the years ended December 31,1969 and 1970 

Total 
Shareholders' 

Memorex Corporation & Majority-Owned Subsidiaries* Equity 

Balance December 31,1968 . . . . . . . . . . . . . . . .  $ 27,295,389 
Net income for the year . . . . . . . . . . . . . . . . . .  6,902,161 
Sale of common stock to employees under stock option plan . . .  904,651 
Conversion of subordinated debentures, due 1972 . . . . . . .  (28,269) 
Shares issued to former shareholders of subsidiary company 

under performance agreement . . . . . . . . . . . . . .  - 
Balance December 31,1969 . . . . . . . . . . . . . . . .  35,073,932 

Common Paid-in Retained 
Stock Surplus Earnings 

Net income for the year . . . . . . . . . . . . . . . . . .  3,183,347 - - 3,183,347 

Sale of common stock to employees under stock option plan . . 684,882 20,528 664,354 - 
Acquisition of minority interests in subsidiary companies (Note 1) 174,079 1 13,356 60,723 - 
Shares issued to former shareholders of subsidiary company 

under performance agreement . . . . . . . . . . . . . .  - 14,771 (14,771) - 

Balance December 31, 1970*. . . . . . . . . . . . . . . .  $ 39,116,240 $ 3,870,370 $ 11,864,427 $23,381,443 

'The Statement of Shareholders' Equity on a Combined Basis with ILC 
as of December 31,1970 is the same as shown above. 

The accompanying notes are an integral part of this statement. 

Total 
Shareholders' Common Paid-in Retained 

ILC Peripherals Leasing Corporation Equity Stock Surplus Earnings 

Balance December 31,1969 . . . . . . . . . . . . . . . .  $ - $ - $ - $ - 

Net income for the year . . . . . . . . . . . . . . . . . .  198,300 198,300 
Sale of common stock . . . . . . . . . . . . . . . . . . .  13,636,000 4,636 13,631,364 - 

Balance December 31, 1970 . . . . . . . . . . . . . . . .  $ 13,834,300 $ 4,636 $ 13,631,364 $ 198,300 

shares (90,178 shares as of March 30,1971) in lieu of cash. As of 
March 30, 1971, whether Memorex will elect to exercise its option was 
uncertain; the Company's decision to exercise the option will be based 
upon circumstances operative in 1974 and principally the then expecta- 
tion of future lease revenues and earnings of ILC. 

ILC's Class A and C shareholders have each been granted the right, 
during the period beginning January 1,1973 and ending December 31, 
1977, to exchange all of their ILC shares for an aggregate of 80,800 
shares (90,178 shares as of March 30, 1971) of Memorex common stock. 
As of March 30, 1971, whether all or some of the other investors will 
exchange their ILC stock for Memorex common stock was uncertain. 

Memorex and ILC have executed a Master Sales and Maintenance 
Agreement which calls for ILC to purchase a total of approximately $197 
million of disc drives, disc drive controllers, computer-output-microfilm 
printers and communication terminal equipment over the period ending 
December 31,1972. During 1970, Memorex shipped equipment to ILC 
in the amount of $42,345,105; ILC is the lessor of the equipment under 
leases, a majority of which are for a period of one year with renewal 
options. Memorex's contract with ILC provides, among other things, that 
Memorex will (1) provide maintenance service for ILC's equipment 
on lease with its lessees, for which Memorex receives a portion of the 
maintenance revenue, and (2) re-lease ILC owned equipment on a best 
efforts basis. Memorex has credited an Allowance for Re-Leasing and 
Maintenance Costs in the Statement of Financial Position in the amount 
of $4,234,510 in 1970 for the estimated future costs applicable to 
billings to ILC in 1970. Costs incurred in 1970 in the amount of $294,208 
have been charged against the above mentioned Allowance. 

The Company defers all revenue and related costs and expenses 
applicable to its billings to ILC. The revenues and costs and expenses 
so deferred are subsequently reflected in the Company's statement 
of income ratably over the ensuing 48 months, the period during which, 
in the opinion of the Company, ILC will fully recover its costs and all 
expenses. Costs and expenses deferred in 1970 were $32,311,350 and 
included a provision of $4,234,510 for re-leasing and maintenance 
costs discussed in the preceding paragraph. 

Under the contracts with ILC, Memorex has agreed to purchase ILC's 
subordinated notes of $4.0 million ($2.0 million per amended agreement 
of March 30, 1971) in October, 1971 and $14.5 million in July, 1972. 

In addition, upon the occurrence of certain events, Memorex may be 
required to purchase additional subordinated notes from ILC should 
(1) the aggregate leased equipment value (remaining depreciable life in 
months times monthly equipment rental rates) of Memorex equipment 
fall below 130% of /LC's outstanding liabilities (reduced by cash balances 
and accounts payable to Memorex) to finance equipment purchased 
from Memorex, (2) the ratio of ILC's senior liabilities to tangible net worth 
be greater than 6.25 to 1 through June 30, 1972, and 4.0 to 1 
thereafter, or (3) ILC's tangible net worth including subordinated notes, 
if any, be less than $13,636,000 ($13,500,000 per amended agreement 
of March 30, 1971) through September 30, 1971, $17,636,000 ($16,058,000 
per amended agreement of March 30, 1971) through June 30,1972 and 
$32,136,000 ($30,558,000 per amended agreement of March 30,1971) 
thereafter. As of December 31, 1970, the aggregate leased equipment 
value amounted to 131.3% of ILC's liabilities (reduced by cash of 
$14,612,580 and accounts payable to Memorex of $1 1,417,238), the 



Memorex Corporation 

Consolidated and Combined Statements of Source and Use of Funds 
for the years ended December 31,1970 and 1969 

1970 1969 

Memorex Memorex 
Corporation ILC Corporation 

& Majority Peripherals & Majority 
Owned Leasing Owned 

Subsidiaries Corporation Combined Subsidiaries 

Funds Were Obtained From: 
. . . . . . . . . . . . . . . . . . . . . . .  Netincome. $ 3,183,347 $ 198,300 $ 3,183,347 $6,902,161 

Depreciation and amortization . . . . . . . . . . . . . . .  10,844,197 705,032 1 1,313,603 5,860,314 
Deferred items applicable to ILC billings-net . . . . . . . . .  9,060,649 - - 
Increase in deferred income taxes . . . . . . . . . . . . .  3,590,034 208,300 - 1,328,024 

Total funds obtained from operations . . . . . . . . . . . .  26,678,227 1,111,632 14,496,950 14,090,499 

Net increase in long-term debt . . . . . . . . . . . . . . .  79,493,334 31,628,000 111,121,334 18,130,877 
Proceeds from issuance of common stock . . . . . . . . . .  862,934 13,636,000 862,934 907,135 
Interest of other ILC shareholders 3,794,640 - . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . .  Total funds obtained $107,034,495 $46,375,632 $130,275,858 $33,128,511 

Funds Were Used For: 
Net additions to property plant and equipment . . . . . . . . .  
Increase in equipment for lease to others . . . . . . . . . . .  
Deferred lease acquisition and marketing costs . . . . . . . .  
Deferred research and development costs . . . . . . . . . .  
Investment in ILC . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . .  Costs incident to long-term debt financing 
Net increase in other assets. . . . . . . . . . . . . . . . .  
Cash of ILC deposited as required by long-term loan agreement 
Decrease in deferred income taxes . . . . . . . . . . . . .  
lncrease (decrease) in working capital, represented by- 

. . . . . . . . . . .  Memorex-ILC intercorporate accounts 
. . . . . . . . . . . . . . . . . . . . . . . . .  Other 

Total funds used . . . . . . . . . . . . . . . . . . . . .  

The accompanying notes are an integral part of these statements. 

Notes (Continued) 
ratio of senior liabilities to tangible net worth is 2.22 to 1, and ILC's 
tangible net worth amounted to $13,199,034. Because of the $635,266 
initial deferred expenses in 1970 related to ILC's debt financing and 
organization costs (intangibles), tangible net worth of ILC was $436,966 
below the agreed upon minimum as of December 31, 1970. However, 
ILC's lenders and investors have waived the tangible net worth minimum 
requirement through March 30, 1971 at which time the minimum was 
met. In Memorex management's opinion, it is unlikely that subsequent 
to March 30, 1971, events will occur to cause these contingencies 
to materialize and, accordingly, no provision for these contingencies 
has been made in the Memorex Corporation and Majority-Owned 
Subsidiaries financial statements. 
To qualify as a vendor for ILC, Memorex has agreed to maintain during 
the term of the Master Sales and Maintenance Agreement its current 
assets to current liabilities at a ratio of at least 2 to 1 and a ratio of its 
consolidated senior liabilities to tangible net worth of not more than 
1.25 to 1. As of December 31, 1970 these ratios were 2.10 to 1 and 
.74 to 1, respectively. 
Promissory notes from ILC held by institutional investors are for 5 year 
terms at an interest rate of 12%. Term loans to ILC from bank lenders 
are repayable in 10 equal quarterly installments beginning the first 
quarter of 1973 and are at interest rates which vary with the prime bank 
lending rate but in no event less than 9% %. 
3. Inventories 
lnventories used in determining cost of sales were priced at the lower 
of cost (first-in, first-out) or market, and were as follows: 

December 31 
1970 19fi9 

. . . . . . . . . . . .  Raw materials $13,185,460 $ 6,883,172 
Work in process . . . . . . . . . . .  17,841,903 2,633,632 
Finished goods . . . . . . . . . . .  16,718,052 6,533,191 

$47,745,415 $1 6,049,995 

Included in December 31, 1970 inventories are $28,860,803 of domestic 
inventories related to the manufacture of computer peripheral equipment 
of which a significant portion will be shipped to ILC in 1971. 

4. Property, Plant and Equipment 
Property, plant and equipment consist of the following: 

December 31 

1970 1969 

. . . . . . . . . . . . . . . .  Land $ 6,221,860 $ 2,585,965 
Buildings and improvements . . . . . .  22,851,922 10,073,237 
Eauioment. furniture and fixtures . . . .  28.228.465 20,468.925 
constructi6n in progress . . . . . . .  17,032,944 4,363,474 

74,335,191 37,491,601 
Less accumulated depreciation. . . . .  (1 1,903,335) (7,829,708) 

$62,431,856 $29,661,893 

Depreciation, for financial reporting purposes, is computed using the 
straight-line method based on the following estimated useful lives: 

Buildings and improvements . . . . . . .  15-33 years 
Equipment, furniture and fixtures . . . .  3-10 years 

5. Accounting for Equipment for Lease to Others 
Computer Peripheral Equipment: 
During 1970, Memorex began leasing certain computer peripheral 
equipment in the U.S. (equipment not shipped to and leased by ILC) 
through its wholly-owned subsidiary Memorex Leasing Corporation. 
Foreign leasing of computer peripheral equipment, which commenced in 
1969, continued through the Company's foreign subsidiaries. Computer 
equipment leased by Memorex Corporation and Majority-Owned 
Subsidiaries is accounted for on the operating method with lease 
revenue recorded as earned. Computer peripheral equipment leased is 
capitalized at cost including lease acquisition and installation expenses; 
such costs are amortized on a straight-line basis over the estimated 
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useful life of the equipment, which varies between 4 and 5 years. Sub- 
sequent costs of re-leasing and reinstallation are expensed as incurred. 
In the accompanying Combined Financial Statements, accounting for 
computer peripheral equipment for lease to customers is on the 
operating method as stated above. The ILC purchase price of equipment 
has been restated to Memorex's cost of the equipment, and the related 
lease acquisition and marketing costs (including sales and service 
organization start-up expenses) have been deferred. Equipment, lease 
acquisition, and marketing costs are being depreciated or amortized 
on a straight-line basis over the estimated useful life of the equipment, 
a substantial portion of which is four years. 
Disc Pack Equipment: 
Memorex Corporation, through Memorex Leasing Corporation (MLC) and 
its foreign subsidiaries, leases disc pack equipment to customers for 
periods of up to five years. A portion of the rentals may be applied by 
customers to purchase of the equipment under a purchase option. 
The accounts of MLC have been consolidated as of December 31,1970 
and, accordingly, 1969 has been retroactively restated on a consolidated 
basis as indicated in Note 1. Sales to subsidiaries of disc packs initially 
leased to a customer have been eliminated in consolidation. 
Disc pack equipment is valued by management at the end of each year 
and the Company's remaining investment in such equipment is 
amortized to such value, by charges to costs. Management's estimated 
values for this purpose are less than the customers' net purchase 
option prices and are estimated to result in recovery of the entire 
investment in the disc pack equipment over less than four years or upon 
exercise of the purchase option. 

6. Deferred Research and Development Costs 
Research and development costs related to major new product 
developments are deferred in order to properly match costs and 
revenues. When commercial production commences, costs are no longer 
deferred and amortization begins. 
It is management's intention to amortize these costs over a period 
which does not exceed the expected life of the products. The Company 
presently amortizes such costs based upon expected product 
shipments over approximately three years from the time when commer- 
cia1 production begins. As of December 31, 1970, the Company had 
deferred costs on a total of eleven major new product developments, 
certain of which are in the development stage; the remainder have 
achieved production status and the related deferred costs are in process 
of amortization. Should it be determined in any period that any deferred 
costs cannot be recovered from future sales, they will be written off 
against operations for that period. 
Changes in deferred research and development costs were: 

1970 1969 

Balance, beginning of year . . . . . . $ 5,585,409 $2,289,082 
Costs deferred . . . . . . . . . . . . 8,140,699 3,683,038 
Costs amortized . . . . . . . . . . . (1,576,923) (386,711) 
Balance, end of year . . . . . . . . . $12,149,185 $5,585,409 

Of the 1970 costs amortized above, $881,881 is applicable to amounts 
billed to ILC in 1970 and such amount is, accordingly, excluded from 
Operating Costs and Expenses in the accompanying Statements of 
Income. 

7. Long -Term Debt of Memorex Corporation and Notes Payable to Banks 
Long-term debt of Memorex and Majority-Owned Subsidiaries 
consisted of the following: December 31 

I 47n 14fia 

Term loans . . . . . . . . . . . . $ 24,592,710 $21,894,406 
5l/4 % convertible subordinated 

debentures due April 1, 1990 . . . . 75,000,000 - 
Other notes and contracts . . . . . . 2,279,650 460,000 
Convertible subordinated promissory 

notes issued by subsidiaries- 
5% due June 15, 1973 . . . . . . - 35,000 
5% due January 15, 1974. . . . 30,000 30,000 
5% % due December 31,1976 . . . 10,380 - 

$101,912,740 $22,419,406 

Term loans at December 31,1970 include two European bank loans 
with interest rates tied to the prevailing ratesforthe currencies borrowed. 
One loan is for $7,494,406 payable in eight quarterly installments 
commencing October 1, 1972. The other loan is for $14,996,136 payable 
in six semi-annual installments commencing January 31, 1972. The 
remaining $2,102,168 represents three and four year loans repayable in 
semi-annual installments which have been purchased by banks under a 
line of credit guaranteed by the Export-Import Bank as to political risk. 
Interest on the 5% % convertible subordinated debentures is payable 
semi-annually beginning October 1, 1970. The debentures are convertible 
into common stock, unless previously redeemed, at a conversion price 
of $142.50 per share, subject to adjustment under certain conditions. 
The Company has reserved 526,315 shares of common stock for issu- 
ance upon conversion. The debentures are redeemable at the Company's 
option at prices set forth in the Indenture. The Company will pay into a 
sinking fund, beginning in 1980, an amount sufficient to redeem 
$6,000,000 of debenture principal annually on April 1 from 1980 through 
1989. The debentures are subordinated to all senior indebtedness as 

defined in the Indenture. The Indenture also restricts cash dividend 
payments to retained earnings after December 31, 1969. Retained 
earnings at that date were $20,198,096. 
Other notes and contracts shown above, which are net of current portion, 
are primarily for the purchase of real property with interest rates 
ranging from 6% to 93/4%, and are secured by deeds of trust. Annual 
maturities over the next five years are: $527,500 in 1971, $521,700 
in 1972, $508,200 in 1973, $498,300 in 1974, and $673,800 in 1975. 
The 5% promissory notes due June 15,1973 were converted during 1970 
into 35,000 shares of the Company's common stock. 
The 5% promissory notes due January 15, 1974 may be converted after 
January 15, 1971, upon the occurrence of certain events, into 30,000 
shares of the Company's common stock. 
The 57/4% promissory notes due December 31,1976 are convertible, 
upon the occurrence of certain events, into 10,380 shares of the 
Company's common stock. 
Notes Payable to Banks of $14,517,387 at December 31, 1970 are 
unsecured loans and are due principally to a domestic bank under a 
loan agreement specifying total unsecured lines of credit of $43,000,000. 
Between December 31,1970 and March 31,1971, additional funds 
of approximately $27,500,000 have been borrowed as a result of addi- 
tional loans made under those lines of credit. Most of the unsecured 
loans were borrowed at the bank's prime lending rate. 

8. Other Commitments and Contingent Liabilities 
Memorex Corporation and Majority-Owned Subsidiaries lease certain 
buildings, including district sales offices under long-term lease contracts, 
which expire at various dates through 1991. Aggregate rentals remain- 
ing under these contracts were approximately $5,900,000 as of December 
31, 1970, of which approximately $1,500,000 was due within one year. 
As of December 31,1970, the outstanding commitments for additions to 
property, plant and equipment were approximately $15,500,000. 
On December 1, 1970, Memorex Corporation and Peripheral Systems 
Corporation were named as defendants in a suit filed by International 
Business Machines Corporation in the Superior Court of the State of 
California, in and for the County of Santa Clara. On December 31, 
1970, Peripheral Systems Corporation, theretofore a wholly-owned 
subsidiary of Memorex, was merged into Memorex. The complaint seeks 
injunctive relief for alleged wrongful appropriation of trade secrets 
and confidential information; breach of contract; breach of fiduciary 
obligation; and interference with advantageous business relations. 
On March 31, 1971 Memorex filed an answer to the IBM complaint 
denying its material allegations. At the same time Memorex filed a cross- 
complaint against IBM for abuse of process, seeking compensatory 
damages as proven and punitive damages, and for interference with 
Memorex's advantageous business relationships with its customers 
and potential customers, seeking damages and injunctive relief. In the 
opinion of counsel, the IBM action is without merit and will be 
successfully defended. 

9. Income Taxes 
The Company's Federal income tax returns through 1967 have been 
examined by the Internal Revenue Service without significant adjust- 
ments to net income. 
Deferred (prepaid) income taxes have been provided to recognize timing 
differences in reporting certain income and expenses in the tax 
returns from those recorded in the books. For Memorex Corporation and 
Majority-Owned Subsidiaries, prepaid income taxes of $4,572,606 as 
of December 31, 1970 applicable to deferred profits on billings to ILC 
are presented as a reduction from those deferred profits. In addition, 
income taxes in the amount of $8,907,800 for Memorex Corporation and 
Majority-Owned Subsidiaries have been deferred at December 31, 
1970 to reflect timing differences resulting principally from depreciation 
computed on the accelerated method for tax purposes and the 
straight-line method for book purposes, research and development costs 
expensed for tax purposes and deferred for book purposes, and the 
difference between the tax and book basis of costs applicable to disc 
pack equipment for lease. Deferred Income Taxes (including those of ILC) 
on the Combined basis of $4,543,494 reflect the same timing differences 
as above, reduced by the aforementioned prepaid income taxes 
applicable to deferred profits on billings to ILC. Such net amounts have 
been charged to income and recorded as deferred income taxes 
in the consolidated and combined financial statements. The deferred 
(prepaid) balances will be reflected in income in future years. 

10. Preferred and Common Stock 
Authorized and outstanding shares of $100 par value preferred stock 
and $1 par value common stock of Memorex Corporation were as follows: 

December 31 
1970 1969 

Authorized preferred stock . . . . . . . 1,000,000 1,000,000 
Outstanding preferred stock . . . . . . . - - 
Authorized common stock . . . . . . . . 10,000,000 10,000,000 

Outstanding common stock (excluding 
10,000 shares held in treasury, with 1969 
adjusted for subsidiary minority shares 
acauired bv poolinas of interests 
dur'ing 1970)'. . .- . . . . . . . . . . 3,860,370 3,741,715 

The Company has entered into agreements with key employees of 
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several of its subsidiaries which call for the potential issuance of up to 
323,157 shares of Memorex common stock upon the occurrence of 
certain events. 
The Company has entered into agreements with shareholders of Class A 
and Class C stock of ILC Peripherals Leasing Corporation which call 
for the potential issuance of up to 90,178 shares of Memorex common 
stock upon the occurrence of certain events (see Note 2). 

11. Stock Options (Parent Company) 
Changes during 1970 in the status of options granted under the 
Stock-0ption 'Ian were: Shares Under Option-Changes During Year 

Year Jan. 1. Granted(G) Exer- Termi- Dec. 31, 
G s d  Option Price 1970 Assumed(A) cised nated 1970 

$16=to $ 19.75 15,964 11,789 - 4,175 
1967 34.79 to 63.92 76,392 5,860 4,875 65,657 
1968 59.75 to 66.63 4,350 650 950 2,750 

1 .OO - 1,914(A) 375 - 1,539 
1969 71.25 to 163.50 105,750 1,854 9,113 94,783 

1.00 to 1.50 - 34,58O(A) - - 34,580 
1970 45.44 to 116.25 - 42,95O(G) - 1,500 41,450 

1 .OO to 1.50 - 5,15O(A) - - -- 5,150 --- 
202,456 84,594 20,528 16,438 250,084 -- -- --- --- 

During 1970 the Company acquired the minority interest of two of its 
subsidiaries and in so doing assumed stock options outstanding for 
41,644 shares with option prices of $1 .OO and $1.50. Terms for exercise 
of the assumed options are the same as under the Company plan. 
Options were granted under a Qualified Stock Option Plan adopted in 
1965. Under this plan, options may be issued to key employees to 
purchase common stock at 100% of market value of the shares at the 
dates the options are granted. The plan provides that options may be 
exercised at one-fourth the total shares each year on a cumulative basis, 
beginning one year after date of grant, with options to expire five years 
after date of grant. As of December 31, 1970 the Company has reserved 
262,055 shares of its common stock for issuance under this plan. 

12. Earnings Per Common Share 
Earnings per common share have been computed on the basis of the 
weighted average number of common shares outstanding during the year 
(3,829,879 in 1970 and 3,733,547 in 1969), excluding 10,000 shares 
held in treasury, after giving retroactive effect to subsidiary minority 
shares outstanding which were acquired as poolings of interests during 
1970. As a result of the 1970 poolings, earnings per common share for 
1969 has been retroactively adjusted from $1.87 to $1.85. Shares 
potentially issuable in exchange for the 5% % Convertible Subordinated 
Debentures and the ILC Class A and Class C stock (both common 
stock equivalents) do not result in dilution of earnings per common 
share. Other common stock equivalents (stock options) do not result in a 
significant dilution of earnings per common share. 
Memorex has entered into agreements to exchange shares of the 
Company's common stock for minority interests in subsidiaries upon 
occurrence of specific profit performance of the subsidiaries. Such 
exchanges will not result in dilution of earnings per common share. 

Auditors' Report 
To the Shareholders and 
Board of Directors of 
Memorex Corporation 
We have examined the consolidated statements of financial position of 
Mernorex Corporation (a California corporation) and Majority-Owned 
Subsidiaries as of December 31, 1970 and 1969, the combined statement 
of financial position as of December 31, 1970, and the related 
consolidated and combined statements of income, shareholders' equity 
and source and use of funds for the two years ended December 
31, 1970 and 1969. 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. The financial statements 
of ILC Peripherals Leasing Corporation, included in the combined 
statements referred to above, were examined by other auditors and 
we were furnished their report thereon. 

In our opinion, the consolidated financial statements referred to above 
present fairly the consolidated financial position of Memorex Corporation 
and Majority-Owned Subsidiaries as of December 31, 1970 and 1969, 
and the results of their operations and source and use of funds for the 
two years then ended, and, based upon our examination and the 
report of other auditors referred to above, the combined financial 
statements referred to above present fairly the combined financial 
position of Memorex Corporation and Majority-Owned Subsidiaries and 
ILC Peripherals Leasing Corporation as of December 31, 1970, and 
the results of their combined operations and source and use of funds for 
the year then ended, all in conformity with generally accepted 
accounting principles applied on a consistent basis after giving 
retroactive effect to the consolidation of Memorex Leasing Corporation 
as set forth in Note 1. 

Arthur Andersen & Co. 
San Jose, California 
April 14, 1971. 
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