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Part I. Financial Information

Item 1. FINANCIAL STATEMENTS

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
In millions, except per share amounts

Revenue
Sales
Services

Total Revenue

Operating Expenses

Cost of sales

Cost of services

Selling, general and administrative expenses
Research and development expenses

Quarter Ended June 30

1998 1997
S 861 $ 925
713 720
1,574 1,645
566 641
536 546
359 381

90 96

10

17

Page

18

19

Six Months Ended June 30



Total Operating Expenses

Income (Loss) from Operations
Interest expense
Other (income) expense, net

Income (Loss) Before Income Taxes
Income tax expense

Net Income (Loss)

Net Income (Loss) per Common Share
Basic
Diluted

Weighted Average Common Shares Outstanding

Basic
Diluted

See accompanying notes.

102.6
104.1

102.1
102.1

CONDENSED CONSOLIDATED BALANCE SHEETS
In millions, except per share amounts

Assets

Current assets
Cash and short-term investments
Accounts receivable, net
Inventories
Other current assets

Total Current Assets

Reworkable service parts, net
Property, plant and equipment, net
Other assets

Total Assets

Liabilities and Shareholders' Equity
Current liabilities
Short-term borrowings
Accounts payable
Payroll and benefits liabilities
Customers' deposits and deferred service
Other current liabilities

Total Current Liabilities

Long-term debt

Pension and indemnity liabilities
Postretirement and postemployment benefits
Other liabilities

Minority interests

Total Liabilities

Commitments and contingencies

Shareholders' Equity
Preferred stock: par value $.01 per share,

revenue

liabilities

100.0 shares

102.9
104.0

June 30 December 31
1998 1997
(Unaudited)

$ 770 $1,129
1,472 1,471
451 489

207 182
2,900 3,271
234 248

867 858
1,021 916
$5,022 $5,293
$ 69 S 59
304 378

283 343

445 348

794 836
1,895 1,964
33 35

333 342

813 813

569 522

41 264
3,684 3,940

101.8
101.8



authorized, no shares issued or outstanding -
Common stock: par value $.01 per share, 500.0 shares
authorized; 103.9 and 103.2 shares issued at June 30, 1998

and December 31, 1997,

respectively; 101.7 and 103.2 shares

outstanding at June 30, 1998 and December 31, 1997, respectively 1 1
Retained earnings and paid-in capital 1,458 1,445
Other (121) (93)
Total Shareholders' Equity 1,338 1,353
Total Liabilities and Shareholders' Equity $5,022 $5,293
See accompanying notes.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
In millions

Three Months Six Months
Ended June 30 Ended June 30
1998 1997 1998 1997

Operating Activities
Net income (loss) $ 48 S (4) S 48 s (20)
Adjustments to reconcile net income (loss) to net cash

provided by (used in) operating activities:

Depreciation and amortization 87 94 184 186

Net gain on sales of assets (55) - (55) -
Changes in operating assets and liabilities:

Receivables (109) (110) 7 11

Inventories 7 18 (49) (78)

Payables and other current liabilities (3) 5 (88) (55)

Other operating assets and liabilities (92) 73 (140) 30
Net Cash Provided by (Used in) Operating Activities (117) 76 (93) 74
Investing Activities
Short-term investments, net 142 (40) 66 (277)
Expenditures for service parts (31) (44) (64) (66
Expenditures for property, plant and equipment (23) (57) (84) (83)
Acquisition of minority interest in subsidiary (271) - (271)
Proceeds from sales of facilities and other assets 172 - 172 -
Other investing activities 3 9 25 15
Net Cash Used in Investing Activities (8) (132) (156) (411)
Financing Activities
Purchases of Company common stock (78) - (78) -
Short-term borrowings, net (2 12 10 28
Repayments of long-term debt (2) (8) (2) (12)
Other financing activities 22 18 39 18
Net Cash Provided by (Used in) Financing Activities (60) 22 (31) 34

Effect of exchange rate changes on cash and cash equivalents (9) 17 (13) (21)

Decrease in Cash and Cash Equivalents (194) (17) (293) (324)
Cash and Cash Equivalents at Beginning of Period 787 856 886 1,163

Cash and Cash Equivalents at End of Period $ 593 $ 839 $ 593 $ 839

See accompanying notes.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION

The accompanying condensed consolidated financial statements have been prepared
without audit pursuant to the rules and regulations of

by NCR Corporation (NCR)

the Securities and Exchange Commission and, in the opinion of management,

include all adjustments

(consisting of normal recurring adjustments) necessary



for a fair presentation of the consolidated results of operations, financial
position, and cash flows for each period presented. The consolidated results for
interim periods are not necessarily indicative of results to be expected for the
full year. These financial statements should be read in conjunction with NCR's
1997 Annual Report to Stockholders and Form 10-K for the year ended December 31,
1997.

Certain prior years amounts have been reclassified to conform to the 1998
presentation.

2. SUPPLEMENTAL FINANCIAL INFORMATION (in millions)

Periods Ended June 30

Three Months Six Months
1998 1997 1998 1997
Net income (loss) $ 48 S (4) S 48 $ (20)
Change in:
Additional minimum pension liability 16 - 15 -
Equity translation adjustment (33) 95 (40) 35
Total comprehensive income $ 31 $ 91 $ 23 $ 15
June 30 December 31
1998 1997
Cash and Short-term investments
Cash and cash equivalents $593 $ 886
Short-term investments 177 243
Total cash and short-term investments $770 $1,129
Inventories
Finished goods $378 $ 353
Work in process and raw materials 73 136
Total inventories $451 $ 489

3. CONTINGENCIES

In the normal course of business, NCR is subject to various regulations,
proceedings, lawsuits, claims, and other matters, including actions under laws
and regulations related to the environment and health and safety, among others.
Such matters are subject to the resolution of many uncertainties, and
accordingly, outcomes are not predictable with assurance. NCR believes the
amounts provided in its consolidated financial statements, as prescribed by
generally accepted accounting principles, are adequate in light of the probable
and estimable liabilities. However, there can be no assurances that the amounts
required to discharge alleged liabilities from various lawsuits, claims, legal
proceedings, and other matters, and to comply with applicable laws and
regulations, will not exceed the amounts reflected in NCR's consolidated
financial statements or will not have a material adverse effect on its
consolidated results of operations, financial condition, or cash flows. Any
amounts of costs that may be incurred in excess of those amounts provided as of
June 30, 1998 cannot presently be determined.
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Environmental Matters

NCR's facilities and operations are subject to a wide range of environmental
protection laws in the U.S. and other countries related to solid and hazardous
waste disposal, the control of air emissions and water discharges, and the
mitigation of impacts to the environment from past operations and practices. NCR
has investigatory and remedial activities underway at a number of currently and
formerly owned or operated facilities to comply, or to determine compliance,
with applicable environmental protection laws. NCR has been identified, either
by a government agency or by a private party seeking contribution to site
cleanup costs, as a potentially responsible party (PRP) at a number of sites
pursuant to a variety of statutory schemes, both state and federal, including
the Federal Water Pollution Control Act (FWPCA) and comparable state statutes,
and the Comprehensive Environmental Response, Compensation, and Liability Act of
1980, as amended (CERCLA), and comparable state statutes.

In February 1996, NCR received notice from the U.S. Department of the Interior,
Fish & Wildlife Service (USF&WS) that USF&WS considers NCR a PRP under the FWPCA
and CERCLA with respect to alleged natural resource restoration and damages to
the Fox River and related Green Bay environment (Fox River System) due to, among
other things, sediment contamination in the Fox River System allegedly resulting
from liability arising out of NCR's former carbonless paper manufacturing
operations at Appleton and Combined Locks, Wisconsin. USF&WS has also notified a
number of other manufacturing companies of their status as PRPs under the FWPCA
and CERCLA for natural resource restoration and damages in the Fox River System
resulting from their ongoing or former paper manufacturing operations in the Fox
River Valley. In addition, NCR has been identified, along with a number of other
companies, by the Wisconsin Department of Natural Resources (State) with respect
to alleged liability arising out of alleged past discharges that have
contaminated sediments in the Fox River System. In December 1996, USF&WS, two
Native American tribes, and other federal agencies (Federal Trustees) invited
NCR, the other PRP companies, and the State to enter into settlement
negotiations over these environmental claims. In January 1997, NCR and the other
PRP companies reached agreement on an interim settlement with the State. The
Federal Trustees are not parties to that agreement. In January 1997, the Federal
Trustees notified NCR and the other PRPs of the Federal Trustees' intent to
commence a natural resource damages lawsuit under CERCLA and the FWPCA within 60
days of the notice, unless a negotiated resolution of their claims could be
reached. In July 1997, the State, the United States Environmental Protection
Agency (USEPA), and the Federal Trustees entered into a Memorandum of Agreement
(MOA) . The MOA states that it provides a framework under which the parties to
that agreement can coordinate remedial and restoration studies and actions
regarding the Fox River, including the assertion of claims against the PRPs, and
that removal of the PCB-contaminated sediments is expected to be the principal,
but not exclusive, action undertaken to achieve restoration of impaired natural
resources. In June 1997, USEPA announced its intention to propose the Fox River
for inclusion on the National Priorities List; shortly thereafter, the State of
Wisconsin announced its opposition to such listing. In July 1997, the USEPA sent
the PRPs a Special Notice Letter calling for formal negotiations on the
preparation of a remedial investigation and feasibility study (RI/FS) on the Fox
River; on July 15, 1997, the PRPs agreed to enter into such negotiations. In
December 1997, USEPA denied the PRPs' good faith proposal to perform the
official cleanup studies, took control of the cleanup study process, and is
working on the studies in conjunction with the State. According to the USEPA's
and State's schedule, the key studies may be done in approximately one year.
Based on past experience, it would be unusual to perform adequately such studies
within one year. Thus far, the PRPs and the Federal Trustees have agreed to
postpone litigation while negotiations over the cleanup studies have been taking
place. However, the tolling and standstill agreements between the Federal
Trustees and NCR and the other identified PRPs have expired. USEPA's recent
decision to take control over the cleanup studies appears to minimize the PRP's
ability to settle at this time and it is possible that litigation by the Federal
Trustees could be commenced during 1998. An estimate of NCR's ultimate share, if
any, of such cleanup costs or natural resource restoration and damages liability
cannot be made with certainty at this time due to (i) the unknown magnitude,
scope, and source of any alleged contamination, (ii) the absence of selected
remedial objectives and methods, and (iii) the uncertainty of the amount and
scope of any alleged natural resource restoration and damages. NCR believes that
there are additional PRPs who may be liable for such natural resource damages
and remediation costs. Further, in 1978, NCR sold the business to which the
claims apply. In this connection, NCR commenced litigation against the buyer and
its former parent alleging that they are responsible for the above-described
claims. Subsequent to December 31, 1997, the parties reached an interim partial
settlement and arbitration under which the parties are presently, and for the
foreseeable future will be, sharing both defense and liability costs.



It is difficult to estimate the future financial impact of environmental laws,
including potential liabilities. NCR accrues environmental provisions when it is
probable that a liability has been incurred and the amount of the liability is
reasonably

estimable. Management expects that the amounts accrued from time to time, will
be paid out over the period of investigation, negotiation, remediation, and
restoration for the applicable sites, which may be ten to twenty years or more.
Provisions for estimated losses from environmental remediation are, depending on
the site, based primarily on internal and third-party environmental studies,
estimates as to the number and participation level of any other PRPs, the extent
of the contamination, and the nature of required remedial and restoration
actions. Accruals are adjusted as further information develops or circumstances
change. The amounts provided for environmental matters in NCR's consolidated
financial statements are the estimated gross undiscounted amount of such
liabilities, without deductions for insurance or third-party indemnity claims.
Except for the sharing arrangement described above with respect to the Fox
River, in those cases where insurance carriers or third-party indemnitors have
agreed to pay any amounts and management believes that collectibility of such
amounts 1s probable, the amounts are reflected as receivables in the
consolidated financial statements.

Legal Proceedings

In NCR's report on Form 10-Q for the quarter ended March 31, 1998, NCR reported
that there were approximately 70 product liability cases pending against NCR
alleging that its products caused so-called "repetitive strain injuries" or
"musculoskeletal disorders," such as carpal tunnel syndrome (the "RSI Cases").
The RSI Cases are now nearly concluded. Most of the RSI Cases either have been
decided in NCR's favor in the courts, dismissed voluntarily by the plaintiffs,
or are the subject of an agreement, which NCR expects to be concluded in the
near future, that resolves the underlying claims. That agreement, and NCR's
obligations thereunder, will not have a material impact on NCR's consolidated
results of operations, financial condition or cash flows. A small number of RSI
Cases remain pending in the courts, but resolution of them, whether by trial or
by agreement, is not expected to have a material impact on NCR's consolidated
results of operations, financial condition or cash flows.

NCR was named as one of the defendants in a purported class-action suit filed in
November 1996 in Florida. The complaint seeks, among other things, damages from
the defendants in the aggregate amount of $200 million, trebled, plus attorneys'
fees, based on state antitrust and common-law claims of unlawful restraints of
trade, monopolization, and unfair business practices. The portions of the
complaint pertinent to NCR, among other things, assert a purported agreement
between Siemens-Nixdorf entities (Siemens) and NCR regarding the servicing of
certain "ultra-high speed printers" manufactured by Siemens and the

agreement's impact upon independent service organizations, brokers, and end-
users of such printers. The case is still in the early stages of discovery. The
amount of any liabilities or other costs, if any, that may be incurred in
connection with this matter cannot currently be determined.

A former NCR employee (who currently has a separate federal court employment
action pending against NCR to contest her termination) and her husband, a former
NCR consultant, have filed suit against NCR in a federal district court under
the qui tam provisions of the False Claims Act. This Act permits private
individuals to bring suit on behalf of the federal government to enforce the Act
and to share in any recovery. The litigation involves allegations of billing and
other improprieties under the Office Automation Technology and Services (OATS)
contract with the U.S. Department of Transportation. The complaint does not
specify the total amount of money being sought. If certain of the allegations of
the complaint were true, however, the potential liability could range from
nominal sums representing interest for short periods of time, to tens of
millions of dollars if allegations of false billing are true. NCR has no
evidence, or reason to believe, that such false billing occurred, and believes
that with respect to the only specific allegations made the plaintiffs are
misstating internal reports from a secondary data collection system that had
nothing to do with actual bills to the government. The government, which is
obligated to investigate the allegations and determine whether to assume
prosecution of the action, has declined to intervene in the lawsuit but the
individual plaintiffs have continued to pursue this action, as they are entitled
to do. NCR intends to vigorously contest the allegations, which it believes to
be unfounded.



4. STOCK REPURCHASE PROGRAM

On April 16, 1998, NCR's Board of Directors approved a share repurchase program
authorizing the repurchase of shares valued up to $200 million. As of June 30,
1998, the Company had repurchased 2.2 million shares at a cost of $78 million.

5. ACQUISITION OF MINORITY INTEREST IN SUBSIDIARY

In April 1998, NCR's Board of Directors approved a cash tender offer to purchase
the outstanding 30% minority interest in NCR's Japanese subsidiary, NCR Japan,
Ltd. (NCR Japan). In June 1998, pursuant to the tender offer, NCR acquired an
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additional 27% ownership interest in NCR Japan at a cost of $271 million,
increasing NCR's ownership of the subsidiary to 97%. As a result of the
acquisition, which has been accounted for as a purchase, goodwill of
approximately $65 million was recorded by NCR and is being amortized on a
straight-1line basis over 20 years. On a pro forma basis, the impact of the
transaction on NCR's consolidated net income (loss) and net income (loss) per
share for the six month periods ended June 30, 1998 and 1997 is not material.

6. RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In July 1998, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards No. 133 (SFAS 133), "Accounting for Derivative
Instruments and Hedging." SFAS 133 provides guidance for the recognition and
measurement of derivatives and hedging activities. It requires an entity to
record, at fair value, all derivatives as either assets or liabilities in the
balance sheet, and it establishes specific accounting rules for certain types of
hedges. This Statement is effective for fiscal years beginning after June 15,
1999 and will be adopted by the Company when required. The impact, if any, of
adopting SFAS 133 on NCR's consolidated financial position, results of
operations and cash flows, has not been fully determined.

In March 1998, the Accounting Standards Executive Committee of the American
Institute of Certified Public Accountants issued Statement of Position 98-1 (SOP
98-1), "Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use." This Statement provides guidance on accounting for the costs of
computer software developed or obtained for internal use and establishes certain
capitalization criteria for such costs. SOP 98-1 is effective for fiscal years
beginning after December 31, 1998 and will be adopted by NCR when required. The
impact, if any, of adopting SOP 98-1 on NCR's consolidated financial position,
results of operations and cash flows, has not been fully determined.
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Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND
FINANCIAL CONDITION

RESULTS OF OPERATIONS

The following table displays selected components of NCR's consolidated
statements of operations, expressed as a percentage of revenue.

Three Months Six Months
Ended June 30 Ended June 30
1998 1997 1998 1997
Revenue:
Sales 54.7% 56.2% 52.7% 54.2%
Services 45.3 43.8 47.3 45.8
Total 100.0% 100.0% 100.0% 100.0%
Gross Margin:
Sales 34.3% 30.7% 32.6% 31.6%
Services 24.8 24.2 24.2 24.3

Total 30.0 27.8 28.7 28.3



Selling, general and administrative expenses 22.8 23.2 23.1 23.5
Research and development expenses 5.7 5.8 5.9 6.0

Income (loss) from operations 1.5% (1.2)% (0.4)% (1.2)%

Three Months Ended June 30, 1998 Compared to Three Months Ended June 30, 1997

Revenue

Revenue for the three months ended June 30, 1998 was $1,574 million, a decrease
of 4% from the second quarter of 1997. When adjusted for the unfavorable impact
of changes in foreign currency exchange rates, revenue was flat compared with
the second quarter of 1997.

Sales revenue decreased 7% to $861 million in the second quarter of 1998
compared to the second quarter of 1997. Revenue gains in the quarter in scalable
data warehousing products of 22% were more than offset by revenue declines in
retail products of 14%, financial products of 6% and other computer products of
18%. Services revenue decreased 1% to $713 million in the second quarter of 1998
compared to the second quarter of 1997.

Revenue in the second quarter of 1998 compared with the second quarter of 1997
decreased 21% in Japan, decreased 38% in the Asia Pacific region, excluding
Japan, increased 1% in the Americas and increased 4% in Europe/Middle
East/Africa (EMEA). When adjusted for the unfavorable impact of changes in
foreign currency exchange rates, revenue on a local currency basis decreased 8%
in Japan, decreased 24% in the Asia Pacific region, excluding Japan, and
increased 6% in EMEA. The Americas region comprised 52% of NCR's total revenue
in the second quarter of 1998, EMEA region comprised 31%, Japan comprised 11%
and the Asia Pacific region, excluding Japan, comprised 6%.

Gross Margin

Gross margin as a percentage of revenue increased 2.2 percentage points to 30.0%
in the second quarter of 1998 from 27.8% in the second quarter of 1997. Sales
gross margin increased 3.6 percentage points to 34.3% in the second quarter of
1998. This increase is attributable to favorable product mix, primarily from
increased sales of scalable data warehousing products. Services gross margin
increased 0.6 percentage points to 24.8% in the second quarter of 1998. The
improvement is mainly due to decreased costs resulting from reductions in
customer support personnel.

Operating Expenses

Selling, general and administrative expenses decreased $22 million, or 6%, in
the second quarter of 1998 from the second quarter of 1997. The decrease was
mainly driven by reductions in general and administrative expenses due to NCR's
continued focus on expense discipline. As a percentage of revenue, selling,
general and administrative expenses were 22.8% in the second quarter of 1998 and
23.2% in the second quarter of 1997. Research and development expenses decreased
$6 million to $90 million in the second quarter of 1998. As a percentage of
revenue, research and development
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expenses were 5.7% in the second quarter of 1998 and 5.8% in the second quarter
of 1997. The 1998 research and development expenses reflect the continued move
toward software and solutions development efforts, with less emphasis on
hardware, operating systems and middleware.

Income (Loss) Before Income Taxes

Operating income was $23 million in the second quarter of 1998 compared to an
operating loss of $19 million in the second quarter of 1997. Interest expense
was $4 million in both the second quarter of 1998 and 1997. Other income, net of
expenses, was $73 million in the second quarter of 1998 compared to $25 million
in the second quarter of 1997. The increase in other income was primarily due to
a gain of $55 million on the sale of NCR's TOP END(R) middleware technology and
product family to BEA Systems, Inc. (BEA).



Income before taxes was $92 million in the second quarter of 1998 compared to
income before taxes of $2 million in the second quarter of 1997.

Net Income (Loss)

The provision for income taxes was $44 million in the second quarter of 1998
compared to $6 million in the second quarter of 1997. NCR's second quarter 1997
tax provision resulted primarily from a normal provision for income taxes in
those foreign tax jurisdictions where its subsidiaries were profitable, and an
inability to reflect tax benefits from net operating losses and tax credits,
primarily in the United States.

Net income was $48 million in the second quarter of 1998, compared with a net
loss of $4 million in the same period in 1997.

Six Months Ended June 30, 1998 Compared to Six Months Ended June 30, 1997

Revenue

Revenue for the six months ended June 30, 1998 was $2,883 million, a decrease of
5.0% from the comparable period last year. When adjusted for the unfavorable
impact in foreign currency exchange rates, revenue decreased 1%.

Sales revenue decreased 8% to $1,520 million in the first six months of 1998
compared to the same period of 1997. Revenue gains in financial products of 2%
and scalable data warehousing products of 1% were more than offset by revenue
declines in retail products of 7%, other computer products of 18% and Systemedia
products of 4%. Services revenue decreased 2% to $1,363 million in the first six
months of 1998 compared to the same period of 1997. This decrease was the result
of declines in both customer support and professional services revenues.

Revenue in the first six months of 1998 compared with the first six months of
1997 decreased 21% in Japan, decreased 30% in the Asia Pacific region, excluding
Japan, decreased 1% in the Americas and increased 2% in EMEA. When adjusted for
the unfavorable impact in foreign currency exchange rates, revenue on a local
currency basis decreased 12% in Japan, decreased 13% in the Asia Pacific region,
excluding Japan, and increased 5% in EMEA. The Americas region comprised 52% of
NCR's total revenues in the first six months of 1998, EMEA region comprised 31%,
Japan comprised 11% and the Asia Pacific region, excluding Japan, comprised 6%.

Gross Margin

Gross margin as a percentage of revenue increased 0.4 percentage points to 28.7%
in the first six months of 1998 from 28.3% in the first six months of 1997.
Sales gross margins increased 1.0 percentage point to 32.6% in the first six
months of 1998. This increase is primarily due to improved margins in both
retail and financial products. Services gross margins were down 0.1 percentage
point to 24.2% in the first six months of 1998. This decrease was the result of
a decline in professional services margin, which more than offset improvements
in customer support services margin.

Operating Expenses

Selling, general and administrative expenses decreased $45 million, or 6.3%, in
the first six months of 1998. The decrease was primarily the result of NCR's
continued focus on expense discipline and the favorable impact on expenses of
foreign currency exchange rates. As a percentage of revenue, selling, general
and administrative expenses were 23.1% in the first six months of 1998 and 23.5%
in the same period of 1997. Research and development expenses decreased $13
million to $170 million in the first six months of 1998. As a percentage of
revenue, research and development expenses were 5.9% in the first six months of
1998 and 6.0% in the first six months of 1997. The 1998 research and development
expenses reflect the continued move toward software and solutions development
efforts, with less emphasis on hardware, operating systems and middleware.
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Income (Loss) Before Income Taxes

Operating loss was $11 million in the first six months of 1998 compared to an
operating loss of $37 million in the first six months of 1997. Interest expense



was $7 million in the first six months of 1998 compared to $6 million in the
comparable period of 1997. Other income, net of expenses, was $110 million in
the first six months of 1998 compared to $30 million in the first six months of
1997. The increase over 1997 primarily reflects the $55 million gain on the sale
of TOP END to BEA.

Income before taxes was $92 million in the first six months of 1998 compared to
a loss before taxes of $13 million in the first six months of 1997.

Net Income (Loss)

The provision for income taxes was $44 million in the first six months of 1998
compared to $7 million in the first six months of 1997. NCR's tax provision in
the first six months of 1997 resulted primarily from a normal provision for
income taxes in those foreign tax Jjurisdictions where its subsidiaries were
profitable, and an inability to reflect tax benefits from net operating losses
and tax credits, primarily in the United States.

Net income was $48 million in the first six months of 1998 compared to a net
loss of $20 million for the same period in 1997.

FINANCIAL CONDITION, LIQUIDITY, AND CAPITAL RESOURCES

NCR's cash and short-term investments totaled $770 million at June 30, 1998
compared to $1,129 million at December 31, 1997.

Net cash flows used in operating activities were $93 million in the first six
months of 1998 compared to $74 million provided by operating activities in the
first six months of 1997. 1998 operating activities included a $55 million gain
on the sale of TOP END to BEA. In addition, in the second quarter of 1997, net
cash flows provided by operations included the receipt of approximately $90
million from AT&T Corp. (AT&T) in accordance with certain tax allocation
agreements entered into at the time NCR was spun-off from AT&T. No similar
payments were included in the 1998 cash flows.

Net cash flows used in investing activities were $156 million in the first six
months of 1998 and $411 million in the same period of 1997. In 1998, NCR
purchased the minority interest of its Japanese subsidiary for $271 million.
This use of cash was partially offset by proceeds from the sale of NCR's TOP END
middleware technology to BEA and the sale of NCR's retail and computer systems
manufacturing operations to Solectron Corporation (Solectron). Short-term
investment activity provided $66 million of cash in the first six months of 1998
compared to a $277 million use of cash in the comparable period in 1997, when
NCR was beginning to implement its overall cash management strategy after being
spun-off from AT&T. Capital expenditures were $148 million for the first half of
1998 and $149 million for the comparable period in 1997. Capital expenditures
generally relate to expenditures for reworkable parts used to service customer
equipment, expenditures for equipment and facilities used in research and
development, and expenditures for facilities to support sales and marketing
activities.

Net cash flows used in financing activities were $31 million in the first six

months of 1998 compared to $34 million provided by financing activities in the
same period of 1997. In April 1998, NCR implemented a share repurchase program
which resulted in the use of $78 million of cash in the second quarter of 1998.

NCR believes that cash flows from operations, its credit facility, and other
short- and long-term financings, if any, will be sufficient to satisfy its
future working capital, research and development, capital expenditure, and other
financing requirements for the foreseeable future.
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FACTORS THAT MAY AFFECT FUTURE RESULTS

Management's Discussion and Analysis and other sections of this Form 10-Q
contain information based on management's beliefs and forward-looking statements
that involve a number of risks, uncertainties, and assumptions. Any Annual
Report to Stockholders, Form 10-K, Form 8-K, and other written or oral
statements made by the Company or its representatives may also contain such
forward-looking statements. These statements are not guarantees of future
performance. Therefore, actual outcomes and results may differ materially from
what 1s expressed or forecasted in such forward-looking statements. The Company
undertakes no obligation to update publicly any forward-looking statements,



whether as a result of new information, future events, or otherwise.
Business Strategy

NCR's future operating results are dependent upon the Company's ability to
implement, successfully and in a timely manner, its business strategy. This
strategy focuses on, among other things, profitable revenue growth, improved
gross margins, continued expense discipline, and an improved effective tax rate.
The results, costs, and benefits associated with implementing NCR's strategy and
business plan could vary significantly from those expected. The success of NCR's
strategy is dependent upon, among other things, the technologies, actions,
products, and strategies of NCR's current and future competitors, general
domestic and foreign economic and business conditions, the condition of the
information technology industry and the industries in which NCR's customers
operate, and other factors, including those described below.

Competition

NCR operates in the extremely competitive information technology industry. The
markets for this industry are characterized by rapidly changing technology,
evolving industry standards, frequent new product introductions, and price and
cost reductions. In addition, the movement toward common industry standards
continues to increase the commoditization of products, including servers and
other computer products, making differentiation more difficult. NCR's future
operating results are dependent upon its ability to rapidly design, develop, and
market, or otherwise obtain and introduce new solutions and related products and
services that are competitive in the marketplace. The Company must commit
significant resources in advance of bringing its business solutions to the
marketplace. There are numerous risks and uncertainties inherent in this complex
process, including proper identification of customer needs, technological
changes, timely and cost-effective development and introduction, differentiation
from NCR's competitors, and market acceptance.

New Solutions Introductions

NCR provides its customers with solutions composed of hardware, software,
consulting, installation, or maintenance services. NCR also provides selected
products and services to its customers on a stand-alone basis. The Company
continually refines its current solutions and develops new solutions for its
customers. The success of these efforts is dependent upon a number of factors
and can be adversely impacted by: development or manufacturing delays; changes
in costs; and delays in customer purchases of existing solutions and related
products and services in anticipation of the introduction of new offerings,
among other factors. In addition, the timing of introductions of new products or
services offered by competitors could impact the future operating results of
NCR, particularly when these introductions coincide or precede the introduction
of NCR's own new solutions and related products and services. Likewise, some of
NCR's new solution offerings may replace or compete with the Company's current
offerings.

Emerging Markets

NCR's future operating results are also dependent upon its timely recognition of
and expansion into new and emerging markets. In addition, NCR's future success
may be impacted by its ability to forecast the proper mix of business solutions
and related products and services to meet the demands of its customers in these
markets as well as established markets.
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Margin Pressure

In recent years, the significant competition in the information technology
industry has decreased gross margins for many companies and could continue to do
so in the future. Future operating results will depend in part on NCR's ability
to manage such margin pressure by maintaining a favorable mix of solutions and
other revenues and by achieving component cost reductions and operating
efficiencies. Changes in the mix of NCR's solutions and related products and
services revenues could cause operating results to vary.

Reliance on Third Parties

Due to NCR's focus on providing complex integrated solutions to customers, the



Company frequently relies on third parties to provide significant elements of
NCR's offerings, which must be integrated with those elements provided by the
Company. NCR has from time to time formed alliances with third parties, such as
Solectron, that have complementary products, services and skills. These business
practices often require the Company to rely on the performance and capabilities
of third parties which are beyond NCR's control. NCR's reliance on third
parties, including Solectron, introduces a number of risks to NCR's business,
including the risk of non-performance by alliance partners or other third
parties, difficulties with integrating elements provided by NCR with those of
third parties, and delays in the introduction of new NCR solutions. Further, the
failure of any of these third parties to provide products or services that
conform to NCR's specifications or quality standards could impair the Company's
ability to offer solutions that include such third party elements or may impair
the quality of such solutions.

A number of NCR's solutions rely on specific suppliers for microprocessors and
operating systems. The Company also uses many standard parts and components. NCR
believes there are a number of competent vendors for most parts and components.
However, there are a number of important components, microprocessors, and
operating systems that are developed by and purchased from single sources due to
price, quality, technology, or other considerations. In some cases, these items
are available only from single sources. For example, NCR's computer systems are
based on microprocessors and related peripheral chip technology designed by
Intel Corporation. NCR incorporates UNIX (R) and Microsoft Windows NT (R)
operating systems into certain of its solutions and may utilize Oracle
Corporation's and Informix Corporation's commercial databases for NCR's High
Availability Electronic Commerce solution portfolio. Accordingly, NCR's results
of operations are dependent upon the Company's ability to secure alternative
providers for such parts, components, microprocessors, and operating systems and
upon the ability of such technologies to remain competitive.

Key Personnel

NCR's success is also dependent on, among other things, its ability to attract
and retain the highly-skilled technical, sales, and other personnel necessary to
enable the Company to successfully develop and sell new and existing solutions
and related products and services.

Seasonality

NCR's sales are historically seasonal, with revenue higher in the fourth quarter
of each year. Consequently, during the three quarters ending in March, June, and
September, NCR has historically experienced less favorable results than in the
quarter ending in December. Such seasonality also causes NCR's working capital
cash flow requirements to vary from quarter to quarter depending on the
variability in the volume, timing, and mix of product sales. In addition, in
many quarters, a large portion of NCR's revenue is realized in the third month
of the quarter. Operating expenses are relatively fixed in the short term and
often cannot be materially reduced in a particular quarter if revenue for that
quarter falls below anticipated levels.

International Operations

In the first half of 1998, NCR's international operations represented
approximately 56% of the Company's consolidated revenue. Specifically, Japan,
the United Kingdom, Germany, and France represented approximately 11%, 6%, 5%,
and 4% of consolidated revenue, respectively. Although the diversity of NCR's
operations may help to mitigate certain of the risks associated with geographic
concentrations of operations (for example, adverse changes in foreign currency
exchange rates and business disruptions due to natural disasters and economic or
political uncertainties), there are numerous other risks inherent in operating
abroad. Such operations may be significantly impacted by a variety of factors,
many of which cannot be readily foreseen and over which NCR has no control. In
addition, a significant change in the value of the dollar or other functional
currencies against the currency of one or more countries where NCR recognizes
revenues or earnings or maintains net asset investments may significantly impact
future operating results. NCR enters into foreign currency
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contracts in an attempt to mitigate the impact of changes in currency exchange
rates, generally over the short- or medium-term.

Income Taxes



NCR's tax rate is dependent upon the geographical composition of taxable
earnings and NCR's ability to realize the benefits from tax losses in certain
tax jurisdictions. To the extent that NCR is unable to reflect tax benefits from
net operating losses and tax credits, arising primarily in the United States, to
offset provisions for income taxes attributable to its profitable foreign
subsidiaries, NCR's overall effective tax rate could increase.

Contingencies

In the normal course of business, NCR is subject to regulations, proceedings,
lawsuits, claims, and other matters, including actions under laws and
regulations related to the environment and health and safety, among others. Such
matters are subject to the resolution of many uncertainties, and accordingly,
outcomes are not predictable with assurance. Although NCR believes that amounts
provided in its financial statements are currently adequate in light of the
probable and estimable liabilities, there can be no assurances that the amounts
required to discharge alleged liabilities from lawsuits, claims, and other legal
proceedings and environmental matters, and to comply with applicable
environmental laws, will not impact future operating results.

Year 2000

Year 2000 compliance issues concern the inability of certain computerized
information systems to properly process date-sensitive information as the year
2000 approaches. Systems that do not process such information may require
modification or replacement prior to the year 2000. Year 2000 issues impact NCR
and substantially all companies in the industries in which NCR operates. NCR has
developed plans to address the potential risks it faces as a result of Year 2000
issues. These risks include, among other things, the possible failure or
malfunction of NCR's internal information systems, problems with the products
and services NCR has provided to its customers, the potential for increased
warranty, contract and other claims, and possible problems arising from the
failure of the Company's suppliers' systems. No litigation has been initiated
against NCR in connection with Year 2000 issues, although suits have been
brought against other manufacturers of computers and retail equipment, and such
claims may be advanced against NCR in the future.

NCR's Year 2000 plans involve replacing or upgrading affected internal
information systems, developing Year 2000 qualified products, designating those
products that will not be rendered Year 2000 qualified and, in some
circumstances, making Year 2000 upgrades available for products. Pursuant to
these plans, the Company has completed its analysis of the Year 2000 issues
associated with critical internal information systems and the products it
offers. The majority of the products NCR presently develops and provides to
customers are Year 2000 qualified. The Company expects that the remainder of the
products it presently develops and provides to customers will be Year 2000
qualified by or about the end of 1998. However, certain products that NCR does
not intend to qualify for Year 2000 may continue to be requested by customers.
NCR will evaluate such requests and may, under certain circumstances, provide
these products to customers. NCR also expects to complete the modification of
its critical internal information systems by or about the end of 1998. Worldwide
implementation of these Year 2000 system changes is anticipated to be completed
by the end of 1999. The Company has also completed its analysis of non-critical
internal information systems and has developed plans to address the associated
Year 2000 issues, where appropriate.

In addressing the Year 2000 issues associated with its internal information
systems, management believes it is most efficient to incorporate Year 2000
changes with other anticipated non-Year 2000 system changes, when possible.
Accordingly, NCR does not separately identify the cost incurred to resolve Year
2000 issues from the costs of other non-Year 2000 system changes, as many of
these changes are being implemented concurrently. NCR estimates the combined
cost of such Year 2000 and non-Year 2000 internal information system changes to
be approximately $135 million. These costs consist primarily of compensation for
NCR's information technology employees and contractors, and related hardware and
software costs. Approximately $17 million of the Year 2000 and other non-Year
2000 system upgrade and replacement costs were incurred in 1997. During 1998 and
1999, the Company expects to incur system replacement and upgrade costs,
including Year 2000, of approximately $65 million and $35 million, respectively.
NCR intends to capitalize or expense these costs as required by generally
accepted accounting principles. In addition, the Company expects to fund these
costs through operating cash flows and, because they will be funded through a
reallocation of NCR's overall information
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technology and administrative spending, such costs are not expected to result in
significant increases in information technology expenditures.

In addition, NCR is evaluating the potential impact of Year 2000 on the products
and services provided by its suppliers and has established Year 2000 guidelines
for its suppliers. NCR is conducting audits or reviews of its critical suppliers
in accordance with these guidelines and plans to substantially complete such
activity by the end of 1998. Failure by NCR's critical suppliers to address
potential Year 2000 issues or adhere to these guidelines could adversely impact
the Company's consolidated results of operations, financial condition, and cash
flows.

NCR continues to evaluate the estimated costs associated with Year 2000 issues;
however, the impact of Year 2000 on the Company is not fully determinable.
Furthermore, there can be no assurances that there will not be delays in
implementing the plans described above or increased costs associated with Year
2000 issues or that such delays or costs will not have a material impact on
NCR's consolidated results of operations, financial condition, and cash flows.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

NCR 1is exposed to market risk, including changes in foreign currency exchange
rates and interest rates. NCR uses a variety of measures to monitor and manage
these risks, including derivative financial instruments. Qualitative disclosures
about these risks and derivative instruments are discussed more fully in NCR's
Annual Report to Stockholders for the year ended December 31, 1997.

The table below summarizes information about instruments sensitive to currency
exchange rates, primarily foreign currency forward contracts, options, and swaps
at June 30, 1998 (in millions except for average contract rates). This table
should be read in conjunction with the information presented in NCR's Annual
Report to Stockholders for the year ended December 31, 1997.

U.S. Dollar Value of Net Foreign
Exchange Contracts

Net
Underlying Average
Currency Contract
Exposure Rate
Associated (Foreign
with Firmly Currency
Committed Notional per US
Transactions Value Dollar) Gain/ (Loss)
Forward Contracts:
British Pound 267 585 .62 5
Japanese Yen 194 194 131.81 7
Canadian Dollar 16 68 1.42 (3)
Cross-dollar, non-U.S. 332 351 N/A (30)
Other 194 195 N/A (2)
Options:
British Pound - 82 .62 -
French Franc 23 37 5.94 (1)
Other - 37 N/A -
Swaps:
Cross-dollar, non-U.S. 171 171 N/A (25)

In the second quarter of 1998, NCR revised its foreign currency hedging program
to increase the use of option contracts to hedge forecasted transactions.



Accordingly, the table above reflects the resulting increase in option contracts
held as compared with the information contained in NCR's 1997 Annual Report to
Stockholders. There have been no significant changes in the carrying value, fair
value, maturity schedule, or other information related to NCR's outstanding
borrowings at June 30, 1998, as compared with that reported in its Annual Report
to Stockholders for the year ended December 31, 1997.

17

Part II. Other Information
ITEM 5. EXHIBITS AND REPORTS ON FORM 8-K
(a) Exhibits

10.1 Purchase and Manufacturing Agreement, effective April 27,
1998, by and between NCR Corporation and Solectron
Corporation. Confidential treatment has been requested with
respect to certain portions of this exhibit pursuant to an
Application for Confidential Treatment filed with the
Commission under Rule 24b-2(b) under the Securities Exchange
Act of 1934, as amended.

27 Financial Data Schedule

(b) Reports on Form 8-K

(1) On June 2, 1998, NCR filed a Current Report on Form 8-K with
respect to its news release on the announcement that BEA
Systems, Inc. will acquire NCR Corporation's TOP END
Enterprise Middleware product family.

(2) On July 16, 1998, NCR filed a Current Report on Form 8-K,
including unaudited consolidated balance sheets as of June
30, 1998, and unaudited consolidated statements of
operations, consolidated revenue summary, and condensed
consolidated statements of cash flows for the quarter ended
June 30, 1998, with respect to its news release on the
second quarter financial results of 1998.

UNIX is a registered trademark in the United States and other countries,
exclusively licensed through X/OPEN Company Limited.

Windows NT is a registered trademark of Microsoft Corporation.

TOP END is a registered trademark of BEA Systems, Inc.
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SIGNATURES

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

NCR CORPORATION

Date: August 13, 1998 By: /s/ John L. Giering
John L. Giering, Senior Vice-President
and Chief Financial Officer
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EXHIBIT INDEX
EXHIBIT
NO.

10.1 Purchase and Manufacturing Agreement, effective April 27, 1998, by and
between NCR Corporation and Solectron Corporation. Confidential
treatment has been requested with respect to certain portions of this
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exhibit pursuant to an Application for Confidential Treatment filed
with the Commission under Rule 24b-2(b) under the Securities Exchange

Act of 1934, as amended.

Financial Data Schedule



EXHIBIT 10.1

[ ] Confidential treatment has been requested pursuant to an Application for
Confidential Treatment filed with the Commission under Rule 24b-2 (b) under
the Securities Exchange Act of 1934, as amended. The confidential portion
that is omitted has been filed separately with the Commission.

PURCHASE AND MANUFACTURING SERVICES

AGREEMENT
Agreement Number 98-M-SU-0005
Solectron Corporation NCR CORPORATION
847 Gibraltar Drive 1700 S. Patterson Blvd.
Milpitas, CA 95035 Dayton, OH 45479

This Agreement is effective on April 27, 1998 and will terminate on April 30,
2003, unless renewed in accordance with the Agreement.

Under this agreement, NCR will purchase personal computers, entry level and
server computers from Solectron and have Solectron build MPP computers, point of
sale devices and retail scanners.

ARTICLE I - GENERAL TERMS AND CONDITIONS . &t vttt ittt ittt ittt ettt e eeeseeetaaaneeeeeeeseennnnnnneeess 3
2N 2 O R O 10
ARTICLE III - MANUFACTURING SERVICE S . .. ittt it iitittittttt ittt tetentasaeeeeeeeeeennnananseeeeeeeennn 19
EXHIBIT A - PRODUCT SPECIEICAT IONS . & ittt ittt ettt et ettt e et tae et aaee s aaeeseaeeeseenneeeenneesnnn 29
EXHIBIT B - PRICING, LEADTIME, FLEXIBILITY, ORDER RESCHEDULING, CANCELLATION,

AND RETURNED EVALUATION EQUI PMENT . . .t ittt ittt ittt ettt et ettt e e et taeee s taeeeesaneeeanneeeanneesnns 33
B B L O O U N 36
EXHIBIT D - SUPPORT SERVICE REQUIREMENT S . .. . ittt ittt ittt ettt et tae e et einneeeanneeennn 47

EXHIBIT E - SAFETY AND REGULATORY

REQUIREMEN T S . &ttt ettt ettt ittt ettt e e naaaaeeeeeseneennnans 50
EXHIBIT F - SERVICE LEVEL AGREEMENT . . . . it ittt ittt ittt ettt ettt et et ettt et eeeeeananenaeeeeseeennn 56
EXHIBIT G - ELECTRONIC DATA INTERCHANGE . .. ..ttt ittt ittt ittt ettt e e e ienenaeeeeeeeennn 76
EXHIBIT H - NCR AND THIRD PARTY SOFTWARE . ...ttt ittt ittt ettt ettt et et a e neaaaeeeeeeenan 80
EXHIBIT I - YEAR 2000 . ittt ittt ittt it i ittt ittt et ettt ettt ettt ettt ettt ettt ee e 89

NCR CORPORATION, a Maryland corporation, having a place of business at 1700 S.
Patterson Blvd., Dayton, OH 45479 USA ("NCR") and Solectron Corporation,
having a place of business at 847 Gibraltar Drive, Milpitas, CA 95035
("Solectron "),

AGREE AS FOLLOWS:

This document sets forth a set of agreements between the parties. Each
agreement consists of Article I (General Terms and Conditions) together with a
consecutively number article and any exhibits referenced therein ("Agreement").
For example, Article I and Article II (OEM) make up a contract between the
parties; and Article I and Article III (Manufacturing Services) make up a
separate contract between the parties.



AGREED by the following authorized representatives:

SOLECTRON CORPORATION NCR CORPORATION
BY: /s/ SUSAN A. WANG BY: /s/ WILLIAM J. EISENMAN
NAME: SUSAN A. WANG NAME: WILLIAM J. EISENMAN
TITLE: CHIEF FINANCIAL OFFICER TITLE: SENIOR VICE PRESIDENT
DATE: APRIL 14, 1998 DATE: APRIL 13, 1998
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General Terms and Conditions
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CONFIDENTIAL MATERIALS

For a period of 5 years from the date of receipt, the recipient will use
the same degree of care to prevent the disclosure of Confidential
Information to any other person as it uses to protect other information of
a similar nature which it owns or possesses, but in no event less than
reasonable care, unless disclosure is required by law. The recipient may
disclose Confidential Information only to those of its employees with a
legitimate need to know. Unless the discloser provides written notice to
the contrary, the recipient may disclose Confidential Information to its
affiliates or contractors with a legitimate need to know who agree in
writing to confidentiality obligations consistent with this
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Section. All materials containing Confidential Information are and remain

the discloser's property, and upon written request the recipient will
promptly return them, and all copies of them, except a single archival



copy.
NOTICES

Except as otherwise specifically provided herein, notices and other
communications will be delivered by any method providing for proof of
delivery, except that a notice of default or termination may be delivered
by facsimile transmission if the original document is also promptly
delivered to the recipient. A notice will be deemed given on the date of
receipt at the following address(es): the addresses shown on the cover page
of this Agreement, with an additional copies to:

General Counsel/Notices WHQ-5 Susan Wang
NCR Corporation Senior Vice President and CFO
Dayton, OH 45479 Solectron Corporation
847 Gibraltar Drive
Vice President, Supplier Management Milpitas, CA 95035
NCR Corporation
3325 Platt Springs Rd. Legal Department
West Columbia, SC 29170 Solectron Corporation
847 Gibraltar Drive
Vice President, Supplier Management Milpitas, CA 95035

NCR Corporation
2651 Satellite Blvd.
Duluth, GA 30096

Either party may change its address upon notice as required by this
Section.

AUDIT

During the term of this Agreement, Solectron agrees to keep all usual and
proper records and books of account and all usual and proper entries
relating to the compliance with provisions concerning quality control,
third party software licenses procured by NCR in connection with this
Agreement, NCR software, component and Part price information required to
be disclosed by Solectron to NCR in connection with Exhibit B, Year 2000
and Safety regulatory warranties, Sections 5.5, 5.9, 5,10, 5.11 of Article
I, Section 6.9 of Article II, Section 5.9 of Article III, Section 5.2 of
Exhibit D, Exhibit F, royalties reported under Exhibit B, and most favored
pricing. Solectron shall maintain on Solectron premises such records for
itself and for each Solectron subsidiary which exercises rights under this
Agreement.

In order to verify Solectron's compliance with the terms of this Agreement
expressly set forth in Section 3.1 of Article I and any third party or
governmental audit requirements, NCR may cause (i) an audit to be made of
Solectron's and/or Solectron's subsidiaries' books and records directly
related to the audited matters and/or (ii) an inspection to be made of
Solectron's and/or Solectron's subsidiaries' facilities and procedures.
Any audit and/or inspection shall be conducted during regular business
hours at such facilities, with 5 business days notice. Any audit may be
conducted by NCR or an independent

Page 4

certified public accountant selected by NCR (other than on a contingent fee
basis) reasonably acceptable to Solectron. Such third party auditor shall
enter into a nondisclosure agreement with Solectron and shall only report
to NCR on Solectron's compliance with respect to the audited matter.

Solectron agrees to provide NCR's designated audit or inspection team
access to the relevant Solectron's and/or Solectron's subsidiaries' records
and facilities, except to the extent such access may be limited or
prohibited by Solectron's agreements with its other customers.

Prompt adjustment shall be made to compensate for any errors or omissions
disclosed by such audit unless Solectron objects to the results of the
audit in writing. Any such audit shall be paid for by NCR unless material
discrepancies are disclosed. If material discrepancies are disclosed,
Solectron agrees to pay NCR for the reasonable costs associated with the
audit. 1In no event shall audits be made more frequently than semi-annually



unless the immediately preceding audit disclosed a material discrepancy.
DISPUTES

In the event any controversy or claim arises between the parties to this
Agreement, they will attempt in good faith to negotiate a solution to their
differences by elevating the issue to senior management for resolution and,
if negotiation does not result in a resolution within 30 days, they agree
to participate in good faith mediation as administered by the American
Arbitration Association. In the event of threatened or actual irreparable
harm, a party may elect to bypass this Section and proceed directly
pursuant to Sections 4.2 or 4.4.

Any controversy or claim between the parties to this Agreement, whether
based on contract, tort, statute, or other legal theory (including but not
limited to any claim of infringement, fraud or misrepresentation), which
cannot be resolved by negotiation or mediation will be resolved by
arbitration pursuant to this section and the then-current Commercial Rules
and supervision of the American Arbitration Association. The duty to
arbitrate will extend to any employee, officer, shareholder, agent, or
affiliate of a party hereto making or defending a claim which would be
subject to arbitration if brought by a party hereto. If any part of this
section is held to be unenforceable, it will be severed and will not affect
either the duty to arbitrate hereunder or any other part of this section.

The arbitration will be held in the US headquarters city of the party not
initiating the claim before a sole arbitrator who is knowledgeable in
business information and electronic data processing systems. The
arbitrator's award will be final and binding and may be entered in any
court having jurisdiction thereof. The arbitrator will not have the power
to award any damages excluded by, or in excess of, any damage limitations
expressed in this Agreement. Issues of arbitrability will be determined in
accordance solely with the federal substantive and procedural laws relating
to arbitration; in all other respects, the arbitrator will be obligated to
apply and follow the substantive law of the state or nation specified in
this Agreement. Each party will bear its own attorney's fees associated
with the arbitration and other costs and expenses of the arbitration will
be borne as provided by the rules of the American Arbitration Association.

If a party breaches any provision of this Agreement related to the other
party's or the other party's supplier's intellectual property, the other
party will have no adequate
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remedy at law and may petition a court of law for injunctive relief to
protect the intellectual property.

GENERAL

Assignment.

No assignment of this Agreement by a party will be valid without the prior
written consent of the other party which will not be unreasonably withheld.
As used in this Section, "assignment" shall not include mergers,
consolidations or the acquisition of the majority of the outstanding voting
shares or other controlling interest in the party. This Agreement shall be
binding upon and inure to the benefit of the parties and their respective
successors and permitted assigns. NCR, if it sells an operating unit that
is using this Agreement, may replicate this Agreement to such operating
unit.

Severability. If any provision of this Agreement shall be held to be
illegal, invalid, or unenforceable, the remaining provisions shall remain
in full force and effect provided the intent of the parties has not been
materially frustrated.

Excused Performance. Neither party will be liable for damages because of
delays in or failure of performance when the delay or failure is due to
supplier shortages beyond Solectron's reasonable control, acts of God, acts
of civil or military authority, fire, flood, strikes, war, epidemics,
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shortage of power, or other cause beyond such party's reasonable control
and without its fault or negligence, if the party (a) uses best efforts to
promptly notify the other in advance of conditions which will result in a
delay in or failure of performances (b) uses commercially reasonable
efforts to avoid or remove the conditions (including transferring
production to other manufacturers who are not affiliated with Solectron),
and (c) immediately continues performance when the conditions are removed.

Choice of Law. This Agreement shall be governed by and construed in
accordance with the laws of the State of New York, as applied to contracts
entered into and performed entirely in that State, specifically excluding
its rules on conflicts of law.

Constrained Capacity. During times of constrained capacity, Solectron will
use all commercially reasonable efforts to utilize capacity planned for
NCR to meet NCR requirements. In the event of such constrained capacity,
Solectron will provide NCR first priority within NCR's forecasts, as
regards available capacity allocation and in no event will NCR's available
allocation be lower than the proportion of NCR's pre-allocation Orders as a
percentage of Solectron's business for the Products and/or Parts. Subject
to Section 5.3, acceptance by NCR of such percentage of its Orders will not
be a waiver of any rights or remedies which NCR may have as a result of
Solectron's failure to ship all ordered Products and Parts.

Affiliate Participation. All rights granted to NCR in this Agreement may
be exercised by any Affiliate of NCR agreeing to be bound by the terms of
this Agreement. NCR agrees to guarantee the performance of its Affiliates
that exercise rights under this Agreement.

Waiver or Delay. Failure to enforce any provision of this Agreement is not

a waiver of future enforcement of that or any other provision.
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Solectron Disaster Plan. Upon NCR's request, Solectron will provide NCR an
opportunity to review Solectron's disaster recovery plan which will be
prepared within 180 days after the Effective Date. At a minimum, the plan
shall address production interruptions and the contingencies indicated in
Section 5.3 of Article I.

Duty Drawback. NCR will be entitled to claim duty drawback on Products and
Parts exported by or for NCR. Solectron will submit, for any Products and
Parts containing imported components, a Manufacturing Drawback Entry and/or
Certificate (Customs Form 331 or other as applicable), will retain all
records required by U.S. statutes and regulations and identified in any
drawback contract covering Products and Parts, and will assist NCR as
reasonably requested by providing relevant information to NCR, in order to
claim duty drawback for Products and Parts.

Country of Origin. Solectron will provide to NCR, prior to the first
delivery of any Product hereunder, a certificate of origin stating the
country of origin for the Product or Part and if applicable a NAFTA
certificate of origin. If the country of origin for any Product should
change, Solectron will provide a new certificate of origin prior to the
first delivery of any Product affected by the change.

Compliance with Laws. Both parties will, in the manufacture/sale of the

Products and parts, and in all other performance under this Agreement,
fully comply with all applicable federal, state, local and other
governmental laws and regulations.

Personal Warranties. Each party represents and warrants that it has the

right and power to enter into this Agreement.

Relationship of Parties. The relationship of Solectron and NCR as
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established under this Agreement will be and remain one of independent
contractors, and neither party will at any time or in any way represent
itself as being a dealer, agent or other representative of the other party
or as having authority to assume or create obligations or act in any manner
on behalf of the other party. Nothing in this Agreement creates a
partnership, joint venture, agency, or franchise relationship.

Periods of Time. Saturdays, Sundays, and holidays will be included when
computing the number of days required or permitted for notice, response, or
other action on the part of either party.

Publication of Agreement. Except as may be required by law or by the
order of a court of competent jurisdiction, neither Solectron nor NCR will
publicize or otherwise advertise the existence of this Agreement or its
terms without the prior written consent of the other party. In the event
this Agreement must be disclosed, the party disclosing the Agreement shall
inform the other party of the requirement and shall, as requested by such
other party, provide all reasonable assistance in seeking a protective
order or confidential treatment of this Agreement.

Limitation of Liability. EXCEPT AS EXPRESSLY INDICATED IN THIS AGREEMENT
OR OTHERWISE EXPRESSLY AGREED IN WRITING, IN NO EVENT WILL EITHER PARTY BE
LIABLE TO THE OTHER PARTY FOR ANY SPECIAL, INCIDENTAL OR CONSEQUENTIAL
DAMAGES UNDER THIS AGREEMENT, EVEN IF IT HAS BEEN NOTIFIED OF THE
POSSIBILITY OF ANY SUCH DAMAGES.
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Entire Agreement. This document and any referenced documents sets out the
entire agreement of the parties, and supersedes all prior communications
regarding its subject matter. A waiver or amendment of any provision may
only be made in writing signed by the authorized representatives of both
parties.

Further, this Agreement shall take precedence over any conflicting terms
in any Exhibit hereto or any Purchase Orders hereunder.

OTHER OBLIGATIONS

Reduction []. If, within [ ] after the Effective Date, NCR's unit volume
;;L;i;;;;_;;om Solectron's [ ], are materially less than the [ 1.
Tooling. If, within [ ] after the Effective Date (or such longer time
;;;;_;gich [ 1), NCR's unit volume purchases from Solectron's [ ]

Year 2000 Test. The parties agree that they will test the ability of their
systems that support the business covered by this Agreement to confirm that
there are no Year 2000 incompatibilities or problems with these systems and
their interfaces. The parties will perform this test by the end of Q1 1999
so that the parties can make any necessary changes to each party's
respective systems. Each party will bear its own costs with respect to the
test and changes needed to its own systems.

DEFINITIONS

"Affiliate" shall mean any corporation that has outstanding voting
securities, at least fifty percent (50%) of which are directly held by NCR.

"Confidential Information" is information reasonably related to this
Agreement that complies with this paragraph. Confidential Information
disclosed in documents or other tangible form must be clearly marked as
confidential at the time of disclosure. Confidential Information in oral
or other intangible form must be identified as confidential at the time of
disclosure, and summarized in tangible form clearly marked as confidential
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11.

12.
13.
14.

and delivered to the recipient within 10 calendar days thereafter.
Confidential Information will also include any information which the
recipient knows or should know to be confidential even if not marked.
Confidential Information does not include information which is or becomes
available without restriction to the recipient or any other person through
no wrongful act.

"Effective Date" means the first day of the initial term of this Agreement.

The term

"Products for which NCR or RSG or CSG has design ownership"

(whether capitalized or not) or similar forms shall mean Products for which
NCR has provided the engineering design to Solectron other than pursuant to
the Asset Purchase Agreement between the parties dated April 1, 1998

despite the actual owner of the intellectual property in the design. The
term "Products for which Solectron has design ownership" (whether
capitalized or not) or similar forms shall mean Products for which
Solectron has engineering design responsibility, despite the actual owner
of the intellectual property in the design. The foregoing definitions of
"Products for which Solectron has
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design ownership" includes, but is not limited to, Entry Level Computers
designed by NCR's engineering team before the Effective Date of this
Agreement.
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BACKGROUND

Scope. NCR is in the business of producing, marketing, and integrating

data processing systems and related equipment, software, supplies and
services. Solectron provides products and services related to the business
of NCR and, subject to the terms and conditions set forth herein, agrees to
sell or license its Products and Parts to NCR for either NCR's internal use
or NCR's resale or license to NCR's customers. NCR will at its option
procure Product from Solectron which may or may not be resold under NCR's
logo. From time to time, the parties may agree to additional products or
features that will be defined by their specifications and acknowledged and
added to this Agreement through the new product/feature process set out in
Exhibit F.

Leading Technology. The parties intend that NCR shall be a leading edge
supplier of computer products. To this end, subject to any confidentiality
agreements Solectron may have, Solectron will both inform and provide a
commercially reasonable opportunity for acquisition of new and emerging
Solectron and industry technology. At a minimum NCR will be informed by
Solectron at least on a concurrent basis with Solectron's other OEM
customers in the same or similar markets of such emerging Solectron or
industry technology.

Commitment. [ ]
Exceptions. The commitment in Section 1.3 of Article II does not [ ]

Right of First Negotiation. Subject to NCR's current agreements, NCR shall
provide Solectron with a twenty (20) day right of first negotiation for any
future terminals, network computers, or mass storage subsystems which
Solectron has the capability to provide.

DEFINITIONS

"Entry Level Computers" shall mean general purpose personal computers and
server computers which use up to 4 microprocessors and have a mass storage
device such as a hard disk drive or a removable disk drive and are for
resale to end users under NCR's brand name. Entry Level Computers do not
include terminals, network computers, mass storage subsystems, parts, or
computers specifically identified by an NCR customer.

"Forecast" - A non-binding, administrative document setting forth the
anticipated requirements for Products or Parts during a specific time frame
of 9 months, used to facilitate the placement of individual Purchase
Orders. Forecasts are not Orders.

"Master Purchase Order" or "MPO" - NCR's purchase authorization to
Solectron for Products, Parts or services under this Agreement in
preparation of the receipt of Purchase Orders. It is understood that MPO's
are for planning and administrative purposes and are not Purchase Orders.

"Part" - Any component, subassembly, field replaceable unit, or other
module of the Product sold under this Agreement.

"Product" - An item, including Solectron's standard products, services and
Software, as described in the Specifications attached to Exhibit A,
including any and all modifications, changes and improvements made during
the term of this Agreement.
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Purchase Order", "Sales Order" or "Order" - A document issued by NCR for
the purpose of ordering specific Products or Parts pursuant to this
Agreement. Purchase Orders, Sales Orders or Orders may include an NCR
Purchase Order Form, an NCR Release Order Form written against an MPO, or a
defined Electronic Data Interface (EDI) Order transmission as defined by
the Solectron and NCR in an EDI Agreement attached as Exhibit G. The only
parts of a Purchase Order that become part of this Agreement are the
quantity, price, description, delivery date and delivery terms.



"Software" - Versions of computer programs including software or firmware.
"Specifications" - The specifications for the Product attached hereto as
Exhibit A, including any and all modifications, amendments or changes
thereto made pursuant to this Agreement.

FORECAST/ORDER PLACEMENT/FLEXIBILITY

Provisions related to Forecasts, Order placement and flexibility are set
forth in Exhibit B.

PRICES

Pricing. Pricing will be determined as indicated in Exhibit B of this

Agreement.
Cost Reductions. Solectron will continue throughout the term of this
Agreement to reduce costs for all Products and Parts. All cost reductions

will be shared in accordance with Exhibit B.

SERVICE SUPPORT REQUIREMENTS.

Solectron will provide Product support in accordance with Exhibit D.
LEAD TIME, DELIVERY AND PAYMENT

Lead Time for Products and Parts. Purchase Orders will be placed in
advance of the required delivery date, allowing for the lead time specified
in Exhibit C, unless a shorter lead time is mutually agreed to in a
specific Order.

Shipment. All Products and regular Orders for Parts purchased under this
Agreement will be sold "ex-works" at each Solectron plant and made
available for pick up by carriers designated by NCR in the Purchase Order.
NCR shall pay the freight carrier directly. [ 1 Solectron will notify NCR
prior to shipping a partial quantity of a particular Order of Products or
Parts. [ ]

Delivery Timing. NCR and Solectron will work together to ensure maximum
order delivery flexibility. A maximum of 3 days early and 0 days late
shall be allowed for all deliveries, unless NCR specifically requests other
delivery terms. Provided NCR is not the sole cause of any delay, if
Solectron is unable, for any reason, to supply any portion of NCR's
requirements of the Products or Parts as established by Purchase Orders,
such portion will be considered to have been purchased from Solectron for
purposes of determining price when price is based on Product or Part
quantity purchased by NCR.
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This will not, however, limit any other remedy to which NCR may be entitled
on account of Solectron's inability to supply NCR's requirements.

Title and Risk of Loss. Title, risk of loss and damage will pass from
Solectron to NCR upon receipt of Products and Parts from Solectron by NCR's
selected common carrier at the designated Solectron plant (i.e. Duluth, GA,
W. Columbia, SC, Dublin, Ireland, or other designated Solectron
manufacturing facilities) or when delivered to NCR's representative.

Payment. Payment for all Orders will be [ ] from the date of NCR's
receipt of a proper EDI invoice. Solectron will not invoice NCR prior to
the shipping of the relevant Product or Parts. All prices and payments will
be in US Dollars. Solectron's invoices shall contain the following
information: a) NCR's Purchase Order numbers; b) NCR's Product I.D., part



number or other relevant number; c) a description of the items shipped; d)
the quantity of items shipped; e) the unit and extended price applicable
thereto; and f) Solectron's serial number if applicable. Payment to
Solectron will be made by wire transfer including remittance information or
other electronic means selected by NCR to an account as Solectron notifies
NCR from time to time.

Shipping. NCR may provide shipping information electronically. Solectron
will meet the following shipping requirements unless NCR requests
otherwise:

a) Ship the material complete unless otherwise instructed.

b) Ship all Products, Parts, and other items in accordance with "ex-
works" terms.

c) Initiate shipments in accordance with routing instructions given
by NCR.

d) Enclose a packaging memorandum with each shipment and, when more
than one package is shipped, identify the package containing the
memorandum.

e) Mark the Purchase Order number on all packages and shipping
papers.

f) Mark with the NCR part number.

g) Mark the NCR freight account code on the bill of lading for truck
shipments, or in the shipper's reference field on the air waybill,
or in the reference field for UPS or RPS shipments.

h) All shipments are to be consolidated via the same mode on any one
day to one consignment address under one bill of lading.

i) Include specific shipping instructions for spare parts as
specified in Exhibit D.

Failure to Comply. If Solectron fails to comply with the terms of the
agreed to shipping instructions, Solectron authorizes NCR to charge back
any increased shipping costs incurred by NCR as a result of Solectron's
noncompliance plus an administrative fee of twenty dollars ($20) for each
shipment which is not in compliance. NCR will provide Solectron with
detailed shipping charges incurred by NCR as a result of Solectron's
noncompliance.

Classification. Each company agrees to determine Harmonized Tariff and
Export Control Classification Number data for each Product or Part that it
designs, designs and manufactures, or procures from another vendor, and
subsequently delivers to the other company. Upon request, each company
will provide the other with all available

Page 13

information and assistance to permit an independent classification of the
Product or Part.

Export Documentation. NCR will be responsible for the preparation of all
shipping documents required to support the export of Products and Parts,
including the export (commercial) invoice, SLI/SED, air/ocean waybills and
Certificate of Origin. Solectron will be responsible for completing any
documents required to convey Products and Parts to NCR's designated carrier
and/or courier.

TAXES.

Unless otherwise stated, Product and Part prices do not include applicable
federal, state or local sales, use, property, excise, value added or
similar taxes that may be levied upon Solectron as a result of sale or
delivery of any Product or Part under this Agreement. All such taxes will
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be assumed and paid by NCR except any taxes refundable to or creditable by
Solectron. If a resale certificate or other document is required in order
to exempt the sale of Products or Parts from taxes, NCR will furnish
Solectron with appropriate documentation at Solectron's request. If
Solectron pays any such taxes at NCR's request, NCR will reimburse
Solectron upon being appropriately invoiced for the exact amount of such
taxes and being provided with documentation which will allow NCR to claim a
credit for such taxes. Solectron shall be responsible for all taxes based
upon its personal property ownership and gross or net income.

QUALITY

Solectron will use data driven processes based on continuous improvement
and defect prevention with a goal of delivering defect free Products, Parts
and services to NCR and its customers. Solectron will implement all
quality processes that will contribute to meeting the quality and
reliability requirements defined in Exhibit C.

LICENSE OF SOFTWARE AND DOCUMENTATION

Software. As to Software authored by Solectron (the "Solectron Software")
which may be provided separately or with the Product(s), Solectron hereby
grants to NCR and its software reproducer a perpetual, worldwide, non-
exclusive, non-transferable, royalty-free license to resell and reproduce
copies of the Software for distribution for use with the Products and
Parts. NCR will license the Solectron Software to its customers pursuant
to NCR's standard terms and conditions. Solectron grants to N