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T andem Computers Incorporated designs, develops, 
manufactures, markets and supports a unique com
puter system for the on-line transaction processing 

marketplace. Called the Tandem NonStop system, its 
innovative architecture virtually eliminates the risk of 
system failures and protects the customers' data bases 
from damage caused by electronic malfunctions. It is also 
the only computer system that can be expanded modu
larly from a mid-size to a large-scale system-or expanded 
into a distributed data processing network of up to 255 
geographically dispersed systems-without hardware or 
software conversions. 

Today, Tandem has manufacturing operations in two 
locations in the United States and one in Germany, and 
supports customers' systems in 11 countries throughout 
North America, Europe and Asia from over 60 offices. 

In mid-1980, Tandem shipped its I ,OOOth processor, 
and ended the year with 290 customers. Fiscal 1980 
earnings rose 117% on a 95% increase in revenues 
over the preceding year, while stockholders' equity 
grew 123%. 

The fundamental advantages behind Tandem's 
success are summarized over the following pages. 





TANDEM ADVANTAGE: UNLIMITED MARKETPLACE 

... At p)rI 1e d busmess renow ned lor 
:3nd· ~ltsmlJnShlP dnd hmiled pn 
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Large organizations are converting 
vital aspects of their daily 

operations to on-line transaction 
processing to improve customer 
service, to increase productivity, 
and to gain a competitive edge . 

T o!Indem wos founded on an un
fulfilled mo!lrketplo!lce need and 
remo!lins the only computer 

monufacturer with sole dedication to 
on -line transaction processing. The 
compo.ny brings to the marketploce a 
unique computer system designed 
from scratch specilicolly to meet the 
criticol requirements of on-line tro!lns~ 
action processing ond distributed do!lto!l 
processing networks. 

This marketplace, choro!lclerized 
by its fundo!lmentol need lor o!Ind use 01 
instanfcneous/y updated in/ormation, 
is a multi-biJlion doJlor seqment of the 
computer industry that Is rapidly ex
panding at a role exceeding that of the 
hiQh-qrowth industry itself. 

SPANS ALL INDUSTRIES 

The need for the insto!lntaneous infor
mation benefits of on-line transaction 
processing spans o!IJI industries and 
represents the applico!ltion of compu
lers to countless to!Isks that areessentio!ll 
10 better maOo!lgement and control 01 
I,~nge businesses. The need is espe-

cially strong in organizations. both 
commercial and govern menlo!' thai 
have multiple locations and recoqnize 
Ihe control. cosl-efficiency and cus
tomer service advantages of having 0 

distributed dato!l bose. 
Tandem NonStop systems are 

alreo!ldy at work in over 25 industriesot 
such diverse tasks o!IS inlernotional 
bonkim;l, hospital patient core, lour 
reservations, intersto!lle electric JX)wer 
monitoring. railroo.d yard mantlge
ment, emerqency vehicle dispatch, 
ond even parimuluel wogerinq-to 
mention just 0 few. 

COMPEWNG NEEDS 

This is a lorge mo!lrketploce because 
the advontoQ"es of converting to on
line transaction processing are com
pellin(;l. Bonks, lor instonce, are oller· 
ing their customers on-line, automated 
teller mo!lchines ond on-line teller 
stalions to provide belter service and to 
increose morket share. Monufacturers 
are <;Ioinq on-line with materials order· 
inq, work flow monitOring, customer 

3 



Worldwide, the number of Tondem eduC<!Itionol centers (such osot Fronldurt. obove, one 
of three in the Federol Republic of Gennony) neorly tripled dUrinQ liscol 1980. Over 
2,800 represenlclives from new or prospective customer oI'Q'oniz.otions underwent 
Tondem ImininQ dUring the yeor. 
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oroers, inventorycontrol.and ShippillQ 
functions to provide faster deliveries 
while increasing PrOOuchvity and 
profitability. Large deportment store 
chains ore inlrOOucinQ on-hne termi
nals to their management 10 track sales 
instantly to assure availability 01 lost
moving merchandise and controlcosls 
of ca rrying slow-moving items. 

RAPIDLY EXPANDING 

It is a rapidly ex~nding morketploce, 
not only because of the imperatives 01 
customer service, PrOOuctivity ond 
profitability, but also becouse the de
mand is self-generaling. When one 
~nk in a market oHers its customers 
automated teller mochines for 24-hour 
~nkmQ, for exomple, others must 
follow to maintam their competitive 
positions. And, once on orgonimlion 
has developed a data bose to be used 
in a primaryapplicalion. thebenefitsof 
oddltional applications to be used else
where in the business-drowinQ on the 
same dato base-become Quickly 
apporenl. 

UNIQUE USER NEEDS 

Conventional computers foil short of 
meeting the well-defined require
ments of on-line tranStlction process
ing. They are prone 10 perioclic failure, 
can lose the users' vitat files of infor
mation, ond are costly ond difficult to 
expond at a single site and even more 
so in a network of geoqr.~phi~lly dis
persed systems. 

If a conventional, overniQht botch 
processing computer fails and is down 
for several hours, the users' customers 
never know it When a business' vitol 
functions are on-line, however; loss of 
computer power meons loss of busi
ness and serious deqrodation of cus
tomer service. This morketpioce, then. 
must have 0 computer thol will run 



continuously WithOut interruption
~nd the Ttlndem NonStop system is the 
only commercitllly tlvtliltlble computer 
th~t htls thet Ctlpobihty. 

A user's dtlltl bcls&-it could be 
thOUSCInds of orders for products or 
services-Is elso subjec1 to sudden 
and totelloss from tl computer system 
malfunction or ftlilure. It is, therefore, 
criticCll thtlt en on-line computer pra
vent demaoe or loss to the dtlttl 
bGse-cnother exclusive fsoture of the 
NonStop system. 

With conventiontll computers, 
oddll'lQ more computinQ ctlpocity is 
cosUy end disruptive. Re-pl"OQrClm
mmQ is necessory, tlnd everything 
stops while the new htlrdwtlre is in
sldlled With the NonStop system, how
ever, tlddltiontll processors ore rou
tinely tldded-while the power is on, 
while business proceeds uninter
rupted With noretrtllning of personnel, 
and with no re-pl"OQromming. 

Simlltlrly, developing networks 
wdh e dJstributed dtltCli btlse is 0 slow, 
complex Clnd cosUy tlfftlirwith conven
tionCliI systems. However, the Ttlndem 
MChlteciure - In conjunction with 
T~ndem's mnovClltive EXPAND soft
wore - mherently CIIllows the quick, 
simple CIInd economic bUilding of net
works With tlbsolulely nochClinge in the 
users' tlppli~tions pl"OQremminQ. 

The morketplCllce forTClndem com
pulers IS ICIIl'Qe CIInd rtlpidly exponding 
~use of the uOlvel'S(l1 oppeol of on
line trensoction processinQ, CIInd be
CClU5e computer users CIIre incl'8(IsinQly 
recoQnlZmg thClit. to be successful with 
their on·hne tlppliCClilions, they need 
the UOlQue system feotures CIIvClliloble 
only With TClindem NonStop systems. 



TANDEM ADVANTAGE: CRITICALLY NEEDED PRODUCTS 

Computers working at on-line 
11'Isks are interacting directly 
ood constantly with people 

having immediate need to acquire and 
update infonnation that is essential to 
the normal conduct of business. 

the only commercially available com- 41 mied Alr lnesMo r.~e 'lee p@ " 

puler system designed to run wIthout "1 Center n $do Fror e 
interruption even if e component foils. 
It is also the oniy compuler system thai 
can be repoired-POrts removed tlnd 
replaced-when the power is on lind 
the system continues to perfonn the 
user's work. 

on:~est comm '" ~tt n & 

focilJty In the worl ::l itree 
pi r opph~oti.s n no n e n 
~el 'I 1981 wtll red..lce energy 

IPt/.On. mlOve re ~:e1V ~ 
Ql en plant secunty 

On-line transection processing is, 
therefore, the most demending envi
ronment fo r a computer system-end 
the most visible to users end to their 
customers. 

CONTINUOUS OPERATION 

When an on-line computer stops in 0 

business thet is dependent on its com
puters for vito} business ironsoctions, 
business stops. 

';'lith -3 lOO empl yee-;;or ~ n 
~ mdhon 1uore eel I b.ll:::ll 1 
~ IS mlun eoor peto 

II largel tho!!n mdny mpolle 
0ne 01 he 1 ~">OSeS II 

Previous attempts to c reate a h iQh
availability system by connectinQ I 

together conventional computers hove 
proved 10 be costly and inefficient. it. 
With the Tandem system, however. 
there is no cost premium, no perfor
mance degradation. and no idle st.!lnd

I W Tandem :iT v n sy n to 
ene t:J by , , nn~ 

by processors. 
Continuous availability, however, 

~TUti :dJlv "XIn' q 11 I ... ven 
hon I!nd he :ibn I I 

The Tandem NonStop system is is just one of the critical requirements J ng lS the r, lell WI II ' 

Customer acceptance of Tandem's 
NonStop system is widespread 

because it is the only commercially 
available computer with proven 
capabilities to run continuously, 

safeguard,data, expand modularly, 
a,nd to be mtegrated economically 
mto a, network of geographically 

dispersed systems with a 
distributed data base, 
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01 on-line compulinQ. Uniquely, 
Tandem fulfills all theseothercustomer 
needs: 

DATA INTEGRITY 

MalfunCTIons in a conventional com
puter system can damage, even de
siruy, a business' on-line data base-
the files 01 information essential today
to-day operations. 

If the data base is destroyed, Helin 
mean the loss of thousonds of business 
tranStlctions. If it is damaQed. the garb
IinQ can cause irreversible and costly 
errors-such as a funds transfer to the 
wrong accounl However, because 
Tandem's NonStop architecture pro
vides continuousoperalion,dalo bases 
are inherently sofeguarded and dol.!!. 
inteQrity assured. 

MODULAR EXPANSION 

The Tandem NonStop system, unlike 
all other computer systems, can be 
quickly and easily expanded from a 
mid-size, two-processor system to a 
lorge-scale, I6-processor system 
raO<;Jing in price from $150,OCIOtoover 
$3,000,000 with no downtime, no re
traininQ of personnel and no re-pro
gramming. Tandem customers enjoy 
substantial savings by installing a 
minimum-size system lor applications 
development work, and then adding 
proceSSing power for the prOOuction 
system only when it's needed. 

Loter, as business qrows or as new 
applications are added, Tandem cus
tomers again odd processors to their 
working systems without disrupting 
operations-while the power is on, 
while work flow proceeds, and with 
exactly the some software. 

INHERENT NETWORKING 

Just as each NonStop system can be 
expanded at a single sile, users of 



EXPAND softw<!are C<!an link multiple 
SiteS and cTe<!lte ~ network 01 up to 255 
Tandem system nodes with 1:1 distrib
uted dat~ txl:se-without costly <!and 
diSruptive h~rdw<!are or soltwllre 
chanQ'es. The unique networking C<!ap
abilihes of the NonStop system llre 
inherent in the T<!andem <!architecture. 

Unlike other ~pproaches to dis
tnbuted processinQ where the d~floJ 
bases are distributed, but kept i nde
pendent Tandem views the network ~s 
onesmgle d~t~ bose with multiple files 
distnbuted Q8OQrl:lphic~lJy. With prop
er security, ~ny hie within the network 
may be ~ccessed <!and upd~ted. Whllt 
this madn! to users is simple: instlln
ltIneous ~ccess to cnhCllI busmess 
mfonnahon which is upd~ted <!auto
mabCtlUy ~S new mfonn<!alion IS en
tered TIllS IS truly on-line oper<!alion. 

Once ~ busmess h<!as put critic,,1 
operabnq infonn"bon on-hne, it must 
be sure that I! can oet to the d"to ond 
thai the dal4 is occurote. Only To ndem 
provides an int8Qroled hardware ond 
software soluhon to this impor1<!ant busi
ness need 

Network communicoilons costs 
can be mimmlzed usinQ EXPAND be
cause the automatic route-through 
capabilities of the software eliminate 
the requirement for point-to-point 
communications lines, ond preserve 
NonStop operation in the event of a 
smqle communicotion line failure. 

PRODUCTIVE SOFTWARE TOOLS 

In convertmo to on· line Iron~chon 
Pl'OCeSsmQ, or when developinQ 0 net
work. of on-hne .ystems, the user's 
tnalorexpendltures of time and money 
are on pl'OQrommmQ 

In addition to EXPAND, Tllndem's 
many other software products enable 
users to Implement on-hne systems 
tlnc:! chstnbuled doto proceSSlnQ (DDP) 

With the Tondem NonStop system, the some I:Irchitecturolleotures thot virillOlly 
ehminote system foilures, protect dllta bases, I:Ind enllble modulorexp<'I.nsion I:Ilso 
provide for an inherent Cilpability to build distributed dllio processing networks quickly 
ond economi~lIy. UsinQ Tandem's EXPAND soitwllre, 1111 of the NonStop system's 
capabilihes are extended to )ofGe, QEIOQ'raphlcally dispersed networks without re
progromminQ. Tondem shipped itsl.OOOth processor during IisclI) 1980. 

networks with much greater ease, 
speed I:Ind economy than ever before 
experienced in the industry. 

For example, with ENCOMPA SS, 
Tondem's relational do!lto!l base man· 
agement system, on-line applicotions 
QO into operotion "t 1:1 fr<!action of the 
typicol time and cost oocause the 
softwl:lre pack"ge handles most of the 
complex termin<!al, trll.nsociion control 
and monitoring functions. Users' pro
Qr"mmers ore free to concentrate on 
their applications. 

Another powerful software tool. 
Tllndem's relational querylreport writ
inQ 10nQuoge called ENFORM, ml:lkes 
it eosier for users toextr<!act information 

from multiple fi les in a data base and 
write repolis quickly. The benefits of 
ENFORM are compounded when 
used with EXPAND in a DDP network 
because infonnation can be swiftly 
and simply accessed regardless of its 
geogrl:lphicl:lliocalion. 

All of Tl:lndem's innovative soft
w<!are products increase users' produc
tivity, make the system easier to use, 
and represent ml:ljor brel:lkthroughs in 
reducing programming time and costs. 

9 



n 
::I: -

o 



TANDEM ADVANTAGE: NO DIRECT PRODUCT COMPETITION 

.. fIrst Chi :.3QO Cc J..nrahon. With osset: 
)Ver $28 billion f<'lnklOQ II among the 
top ten US b<'Ink holdmg compoOle! 
IS bnnQlOQ up 0 number 01 mnovahve 
~·llne opphC4t10n, In Its developing 

worldwide dlstnbutoo d<'1ta processmg 
network uSing Tandem computers (lnd 
EXPAND softw(lre exclUSively. 

In mMY of the world·, ma)orlinon· 
';101 ~nters. First ChlcOQO hos Tondem 
systems to manaQIl mternahonol cur
rency transactions The pnnclp<'ll ben· 
eilts ,I the IIpplicoli mare Qreater 
peed and dCCUraC'f lind reduced 
rOnMC" Ion prooe SlnQ c"">ts on pur· 
hoses and a"lea )f huge blocks If 
~rTeJ\(.y. 

A number 01 other lIdvonced. 
aule :n<'Jtod: Inlcm<'Jlion<'J1 bdnklOQ op· 
pliC<'1110nS together With the bonk· 
EXPAN[)..boaed network Will come on· 
line dunnQ 1981 to Qlve First ChlcaQc 
dnedgeoncustomel ervlce(lnd com· 
pet:t1veness 

nthe S80mehvemllhontrans 
acn.;ns annu<'1l1y ore bemQ handled by 
Fr"ft CruClJgo". T<'!ndem·dnven lIuto
m,tic teller lTlachme$ tmd on-hne tell 
er stdll 18 Olher T<')ndem systems m 
"'ucaQ(\ and overseas ore dl.'·chcoted 
I develop!ng luture opplicohona. 

FU"st ChlcoQo OcqUlred lis first 
T.mdem I;ystems In eorly 1979 By the 
clOGe ·)1 Tondem s 1980 fisc<'J1 yeor 10 

'he I~I the totol complement )f 
Tdndem pn :essors at FIrst ChICOQI 

ad Qrr'"wn'~ ~1 

Six years ago, in 1974, Tandem 
was founded on the then-unful
filled, criticol needs of the on

line tronSllction processing market
place. 

Today, Tandem remoins the only 
computer m1!lnuf1!lcturer concentrating 
solely on this morketploce. Although 
there is intense selling competition in 
the computer industry, the compony's 

the continual introduction of system 
enhancements and software products 
that have estoblished new productivity 
standards. 

Tandem's originol contributions of 
NonStop architecture, dato integrity, 
modular exponsion and inherent net
workinQ have been compounded with 
added features, lunctions and software 
systems in response to marketplace 

Tandem has no direct product 
competition, leads the 

industry in experience in on-line 
transaction processing, 

and is years ahead of any 
potential competition. 

exclUSive. m1!lrket-specific hardwore 
and softwore products ore without 
direct competition. ond have been 
proven 1!It hundreds of customer siles. 

MOVING TARGET 

Over the Ye1!lrs. T1!Indem has been 
o moving target lor potentiol compe
tition os the company's competitive 
adv1!lntages have ropidly multiplied. 

Oeoriy. Tondem has more experi
ence in on-line transllction processing 
thon ony other organizolion. This 
experience hlls been trllnslated into 

experience. 
Foult-toleront h1!lrdware, lor in

stonce. demonds fault-free software. 
Without it. the system architecture is 
meoningless. 

PROVEN SOF'JWARE 

Tondem's software. like the system 
hardwore, hos been proven in billions 
upon billions of working tronsoctions 
in customer business. All of T1!Indem 's 
software products build on the com
pony's experience in on-line transac
tion processing lind are designed to 
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Nearly 300 representatives from Tandem customer organizations around the world 
participated In the third annual Tandem Users' Group meetino in 1980 in Son Dieoo, 
Uilifornia. 
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Tandem systems undel'QO extensive quality 
control iestino before leavino the com-
pany's plants in the United States and <I 

Gennany, After oomponent and sub-
assembly testinQ and liMI system inteqra-
lion. all NonStop systems are subjected toa 
series of simulated failures to assure that. 
even under such severe, unlikely condi-
tions, the system continues tooperate. 

, 
I 
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TANDEM ADVANTAGE, SATISFIED CUSTOMERS 

Computer users select system 
suppliers only after conductinq 
thorouQ'h studies and anolyses 

of a complex sel of competitive factors. 
Of particular interest to potential 

buyers 1!re cost per IranslIciion, equip-

98.8% aVttiiability-a highly respect
able number for a non-Tandem com
puter-the 1.2% downtime is unac
ceptable in on-line transaction proc
eSSing. It meons that the system, if it 
must operate 24 hours 0 day, will be 

Tandem customers internationally 
have a high regard for the 

company and its products as 
evidenced by strong repeat 

business and as confirmed by 
major independent surveys 
ranking Tandem among the 

highest of all computer companies 
in overall customer satisfaction. 

ment reliability, software productivity, 
programming eose and alter-SlIle 
support. 

When the system to be installed is 
to serve fronl-line duty 01 on-line trans
action processing tasks, the impor
lance of those primary selection f1!clors 
is magnified many times. 

UPTIME CRITICAL 

Whereos a user will, for instance, 
instoll a conventionol computer for 
batch processing th(lt has a history of 

14 

inoper(ltive for (In average of once (I 
month for a full eight-hour shift. 

The problems of downtime are 
magnified m(lny times in a DDP net
work. If the S(lme 98.8%-ov(lilability 
computer is tied into an identical 
m(lchine in a DDP network, the entire 
network will be down for (In average o! 
eight hours twice a month. Add a third 
system, and the network will slop 
working three times (I month. And, in (I 
hypothetic(lllO-system network. trans
actions would be interrupted for eight 

The SecUrltles Industry Automation Ii'
Corporation (SIACl subsidiary of the 
New York and Americon Stock Ex· 
changes, develops and operates aut( 
mated information· handling syslems. 
These systems support securihes or· 
der·proce9$lnq. trading, reporting, and 
J~rance and settlement for stock, 

bonds. ophons, and flnonClol futures. 
In (Ill. SIAC uses Tandem equip· 

menl in six different systems. Among 
the most Widely known is the Inler· 
market Tradmg System IITSJ. which 
wos creoted In 1978 10 proVide the 

,mpeblion omonq exchanges reo 
quested by the U.S. Congress m its 
mondole for a nahonol morket system_ 
ITS proVides (In electroniC hnk for SIX 

ptlrliClpabng stock exchanges-New 
York. Amencan. Boston. Philadelphia, 
Midwest. ond Poclflc. A porticlptlnt in 
'me exchange moy send a buy or sell 
order to another for execullon al 0 

belter pnce ond ropldly receive a 
report of the transaction At present. 
neorly two million shares ore traded 
)ver ITS ec!lch day_ 

SIAC olso uses Tandem eqUip
ment in support of order delivery and 
execuhon reportng systems lor the 
New Yr;rk and AmeriCc!ln SI0Ck Ex· 
,,:honges. 





hours every third day. 
In addition, the time required to 

recover distributed doto hoses ofter 0 

foilure in a network of conventionol 
systems may exceed system downtime 
itself, os recovery must involve stop
pinQ operations so thot complex. con
current reconstruction of the dOll! 
bases con ~ke ploce ot eoch system 
node in order to preserve dolo 
inteQrity. 

Avoilobility, then, is 0 criticol con
siderotion in on-line tronsoction proc
essinQ. It is obsolutely essentiol to the 
successful implementation of on on
line DOP network. 

A Ql'eilt deol of customer solisfoc
tion with the Tondem system obviously 
comes from the computers unmotched 
NonStop cop(!bility. But this only por
tiolly expJ,,;ins thehiQh level ofTondem 
customer sotisfoction. Tondem's signif
iC-'nt repeot business results directly 
from the commitment of its people to 
excellent customer support. 

lUGHEST CUSTOMER 
SA TlSF ACTION 

In the 1980 User Rolings of Computer 
Systems published by Doll!pro Re
search Corporotion, Tondem scored 
hiQhest in overoll customer sotisfoc
lion omonQ 011 monufocturers with 10 
or more survey respondents: 3.B on 0 

4.0 scole. 
Nearly 5,000 computer users in 

the o"il!pro survey roted the signifi
cont odvantaQes ond disodvonloges of 
44 suppliers. They were osked. 87 
questions in 14 coteQories. 

Fully 100% of Tondem customers 
surveyed s'~lId they would recommend 
Tandem to other users. 

HIGHEST CUSTOMER LOYALTY 

In another major survey of users, con
ducted. by G S. Grumman/Cowen ond 



Dalamallon, Tandem scored the high
est in customer loyelly-users report
inQ that they had no intention 01 
chanQinQ suppliers. 

This hiQh level 01 customer solis
loebon and loyalty is also evidenced 
by Tandem's rate 01 repeat business: 

DunnQ hseal 1980. hall of all 
Tandem processors shipped went to 
previous customers. 

QUALITY SYSTEMS SUPPORT 

Tandem customers in the Datapro sur
vey also reted. Tandem above average 
in effectiveness and responsiveness of 
held service. One hell 01 all of 
Tondem's people work at acbvlhes thel 
directly support the company's cus
tomers. Eech soles representative is 
boded by at least seven support pro
fessionals-mcludmo customer engi· 
neers, systems analysts and customer 
Iroinino IOstruclors-lo maintain 
Tandem's solid base of sotislied 
customers. 

Tandem's commitment to helpirIQ its users serve Iheircustomers beller is evidenced 
not only by the NonStop system but also by the existence 01 over 60 customer support 
offices worldwide. Over hall 01 all Tandem employees are enoaoed in customer 
support activities (such os the system analyst at riOhl, above, workino with do!!la 
processing executives o!!t the Forward Trust subsidiary 01 Midland Bank in 
Birmingham, EnQland.l 
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TANDEM ADVANTAGE: OUTSTANDING PEOPLE 
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T andem truly cares about its 
people, and its people truly care 
aoout Tandem. That is why the 

compony has productletldership and 
an effective organization. And it ex
plains how Tandem etlrned the indus
try's highest overall customer satislac
tion a nd customer loyalty ratings. 

TOP TALENT 

In an industry continuing to experi
ence an acute shortage 01 quality peo
ple, Tandem is able to attract top talent 
in all disciplines because 01 the excite
ment of the compony's leading edge 
position and its favorable reputation, 
attitudes, policies and stimulating work 
environment. 

Tandem also keeps its good 
people. Employee turnover during 
1980 was 8%, orone-third the average 
01 the U.S. computer industry. 

Job satisfaction at Tandem is 
larvely the result of an intentionally 
c reated team spirit that evolves from 
having a clear corporate focus and e 
minimal organizotional structure. The 
company endeavors to bring to em
ployees an understanding of corporate 

obiectives within the context 01 how 
the business works and the imp.!lcl 01 
each individual's Specific work on the 
compony as a whole. 

Tandem functions under individ
uol responsibility ond peer pressure. 
Everyone hoswell-delinedgoalsand is 
delegated the authority 10 achieve 
those goals. Resp:msibility is pushed 
downward to nourish creativity and 
the development of manogerial tolenls. 

PRODUCTIVE 

Tandem sales per employee exceeded 
$98,000 during liscal 1980, or more 
than double the average 01 the U.S. 
computer industry. This achievement 
was aided by the design concept 01 the 
NonStop system. 

In manufacturing, the simplicity of 
the design-each processor is made 
up of some combination 01 just 17 
printed circuit boo.rds- has many pro
ductivity and inventory control ad
vantages. 

In marketing, the productivity of 
salesmen is also enhanced by the 
modularity feature. Inasmuch as the 

Tandem's success emanates 
directly from the conscientious, 

competent hard work of its people. 
And their productivity is enhanced 

by the product concept itself. 
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HiQhlyqlU!lified people with the ability to accept responsibility are imperative 10 the 
success of rapidlY-QrowinQ, hiQh-technolOQY companies. At Upper lell, Jim TreybiQ (jhlrd 
from left), Tondem president ond chief executive officer, reviews pl'OQress with the 
enQineerinQ desiQn teom responsibleforTendem's lirstl..S1 chip, one 01 the many 
progromsdemonslrotinQ Ihe company's commitment toadvenced lechnolOQies.ln 
adjocent photo, a Tondem software development teem tekes their meetinQ outdoors 
while worbnQ on Hyper Link. one of the live new dete communicetions Prcx::lucls 
introduced by Tandem in late 1980. Bob Marshall, senior vice president end c hief 
operetinQ officer (in bottom photoltelks toa Qroupof new Tandem employeeseboullhe 
compony's philosophy ond Qools. Totol employment Qrew by 68% dUrinQ fiscal 1980. 
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NonStop system represents the equiv
alent of a family of systems ronqinq 
from mid-size to 10rQe scole, ony one 
solesman con oddress the needs of 
Virtually any size user. , 

In field suPPOrt. Tondems cus
tomer engineers ond systems on· 
alysts ore more efficient beco:us~ th~ 
NonStop system eliminotes the hkeh
hood 01 working under the pressure of 
customer irrilolion with 0 down system. 
And the modularity feature mokes cus· 
tomer engineers equally proficient in 
servicinq smoll ond lorge systems, 
while rep.~urs are simplified becouse 
the system is rMintoined while the 
power is on and runmnQ the cus
tomer's work. There is only one sel.of 
spores for any size system, ond repo~ 
(Ire made by simply remoVJnQ 0 

replaCing modulor components. I 
Even in reseorch ond deve~p

menl expenditures ond produchvl~ 
are hiQhly leveroqed becouse 0 



softwere end herdware enhancement 
pl'OQTems epply across the ~rd to 
ony system size or network conliQ
urotion. 

UNIQUE BENEFITS 

These pnxiuctlVlty advantaQes have 
enobled Tendem to implement many 
unique benefits thet express the com
P<'ny's recoonilion of the imporlonce of 
its people to the continued Qrowth of 
the company. AmonQ them: 

o Tendem is committed to hovinQ 
its people shore in the compony's fin
onciol success. Vlrtuolly all employees 
dTe stockholders or option holders, In 
foci, Tondem employees represent one 
of the company's lon~est stockholder 
QfOUpS. 

o The company operates on a 
flexible workinQ hours policy, en· 
obIinQ employees to arrive and leave 
on a schedule that besl suits their 
needs In concert with the demonds 
and responsibilities of their positions. 

o Tandem beheves that its people 
are the best judQe 01 where the com· 
pany should direct Its expenditures on 
QeneTel benefits. hence employees 
have a voice In decidinQ benefit 
pfOQTems. 

o After four years with Tandem, 
tl.ll North American employees are 
eliQible for a fully-paid. six·week 
Stl.bbcticol in addition to vocation 
time. <Elsewhere in the world. Tandem 
employees toke extended v(lcations 
annueUy in accordance with loc(ll 
customs.) 

Opportunities al Tandem abound 
beca:use man(lQement is committed to 
providmQ (lnd nurturinQ a fertile envi
ronment, ond bec(luse the compony's 
rapid Qrowth affords indiViduals 
Ctl.reer Qrowth (It 0 rate consistent 
with their abilities to mOMQe more 
re8JX)nslbility 1 



TANDEM ADVANTAGE: FRAMEWORK FOR HIGH GROWTH 

Focal to Tandem's original and 
ongoing strategy are high growth 

with sustained profitability, 
experienced management, and a 

strong financial position. 

I I has been Tandem's intent since 
the lime of founding to build a 
large company. This continuing 

objective gains momentum from num· 
erous advanl(l:Q8S that include the 
explosive growth of the marketplace, 
the unique compatibility of Tandem's 
products with marketplace needs, the 
company's rapidly expanding bose of 
large users, and Te:ndem's well·qutlli
lied people. 

Of equal importance to Tondem 's 
current and future success, however, is 
the solid frllmework within which the 
company m(lnages and finances high 
growth. Key elements 01 the framework 
are: 

Consistent Revenue and Profit 
Growth. T(lndem has enjoyed excel-

lent revenue growth. while mai nl(lin · 
ing preU!.x operating me:rqins in the 
16·20% t(lnge since commencement 
of volume shipments in e(l:riy 1977. 
Revenue and profit 900ls o f the 
business plan have been consistently 
met within 5% throughout the com· 
pany's history, (l:nd Tandem h(l:s reo 
te:ined all profits to reinvest in growth. 

Equity Financing. As a result 01 
consistent linllnc i(l: l perio rme:n ce, 
Tandem enjoys investor recOQ'n i tion 01 
the company's potential. Th is recOQni
tion, in turn, has enabled Ttlndem 10 
fund growth in excess 01 thtlt possible 
with internally generated cash IhrouOh 
equity financing. 

Financial Strength. Significant re
tained earninqs and equity Iin(l:nclOg 

Tondem h~dqu(lrters locililies in Colifomi!! more them doubled dUl1nQ Iisco11980 Wi th 
theoddition of 165,000 squore leet ol monul(lc1uring, morketim~, lind resellrch and 
development SPlIce. Elsewhere durinQ the y~r TlI l1dem opened 16 new olfices and 10 
lIddilionlll educlItioMI centers lor customer IrllininQ. 
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Moving Int the c!u_""e 01 the <.lfure " 
today with a new nationwide ele;: 
lromc mad service GTE Teiene"~ne 
m·ime with Its Tondem-drwen Te ~. 
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have yielded the strong balance sheet 
essential to high growth. Total assets 
have grown from $5.4 million immedi
ately prior to the company's initial 
public offering of common stock in 
December 1977 to $95.7 million at the 
close of this fiscal year in September 
1980. 

Financial Flexibility. With virtually 
no debt and havinQ equity approach
ing $100 million, Tondem hos a large 
capacity to fund future growth with 
borrowings as a back-up to its equity 
financing stroteqy. 

Aside from the marketplace od
vantages, consistent profitability, and 
financial strengths, Tandem is run by 
experienced managers with proven 
capabilities to thrive on ond function 
effiCiently in 0 rapid growth environ
ment. Management has esloblished 
and is aided by control systems-com
puterized and on-line-that envision 
future needs for eoch functional area. 
These systems are tied together in a 
network of Tandem computers using 
EXPAND software and a distributed 
data base to coordinate and control the 
company's worldwide operotions. 

In facl there are probably few 
companies of Tandem's size that use 
computers in operations control to the 
extent of Tandem. As the company 
grows, these control systems increase 
in sophistication and effectiveness to 
strengthen further Tondem's high
growth framework. 

Tandem's financiol strength and 
strategy, coupled with the company's 
unique products ond high-quality 
people, constitute the vital resources 
lor continued success. 
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HIGHUGHTS OF THE YEAR 

Fiscal year ended September 30 

Revenues 
Income Before Income Taxes 
Pre-Tax Return on Revenues 
Net Income 
Income Per Share' 
Weighted Average Shares Outstanding' 

Working Capital 
Total Assets 
Stockholders' Equity 

Number 01 Employees 

QUA RTERLY RESULTS {Undudlted; dollors in thoU8<llndsexcept per .hdre omounts) 

1979 

Q1 Q2 Q3 Q4 Q1 

Revenues $10.398 $12.471 $14.992 $18.113 $20.826 
Nellncome 951 U23 1,295 1,551 2.161 
Income 

Per Sh(u'e' $ 12 $ 14 $ IS $ 18 $ .23 

. Ad)usted lor Iwo-for-one stock sphl in June. 1980 

INCOME PER SHARE 

1979 

$55,974,000 
$10,104,000 

18.1% 
$ 4,920,000 

$59 
8,356,756 

$27,096,000 
$45,947,000 
$31,530,000 

828 

1980 

Q2 

1980 

$108,989,000 
$ 21,082,000 

19.3% 
$ 10,687,000 

$1.06 
10,080.372 

$ 61,232,000 
$ 95,701,000 
$ 70,294,000 

1,387 

Q3 Q4 

$24,877 $29,194 $34,032 
2.414 2,773 3,339 

$ 24 $ 27 $ .31 

$3S r--------------------------------, 

$.30 1----------------------------

$'S ~----------------------

$IS 1---------

$.10 

$.05 

1979 1980 
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TO OUR STOCKHOLDERS, 

We are pleased to report another year of record 
growth in revenues and profits. The key tooursuccess 
has been a continued emphasis on excellence - in 
people, products and service. 

Without question, the effort of each individuol 
Tandem employee was vito] to the Company's ex
ceptiano] record of performance in 1980.0ulslc!lnd· 
iog people are Tandem's most valuable resource, 
and we remoin commiNed to preserving a stimu]"ting 
work environment which encourages and rewards 
productivity, creativity "od personal growth through 
increased individual responsibility. The investment 
we have mode in hi ring and developing outstanding 
people has paid off. Last yeor productivity at Tandem 
was among the highest in the computer industry, 
and turnover was among the lowest. 

Tandem is dec:licaled 10 maintaining its steady, 
plonned pro/itable growth, and we are confident thot 
we ore well positioned 10 do so. Geogrophically based 
divisions, c~ted in November 1979, have provided 
the decentralized mtlntlgement structure we believe 
necesStlry to support a much larger company while, at 
the Sc!!me time, emphtlsizing a positive workim~ envi
ronment tlnd providing hiQh-level technical service 
and support closer to our customer base. Our man· 
agement structure has been broadened by numerous 
interOtlI promotions, and in August 1980, Robert 
Marshall, Senior Vice President and Chief Operating 
Officer, was appointed to the Boord of Directors. 

We continue to increase our R&D prcx;Jram 10 
keep pace with 1980's strong 95% revenue growth 
and to prepare for /urther growth in the Eighties. We 
have made subslantitll commitments to odvanced 
lechnok>Qies, including large scale integrotion ond 
computer tlided deSign, which will enoble us to 
remain on the leading edge of the computer industry. 

Building upon five yeors of experience in on-line 
transtlction processing. the Company announced 
ENCOMPASS, a relational data base manogement 
system, in May 1980. ENCOMPASS softwareoulomat_ 
iC!llly per/orms complex terminol management and 
dato bose control functions ond ensures the consis. 
tency of information stored in ogeographicallydishib_ 
uted data bose through a unique transaction monitor
ing facility. This product provides users with addi tionol 
software tools that increase programmer productivity 
and decrease the time tlnd costs associoled with 
application software development. 

Major new dattl communications capebililies 
were added to our product line in November 1980 
with the announcement 01 several software ond hard
ware products that allow users of Tandem systems 
to interlace with mainframes and minicomputers of 
other vendors while continUing to utilize fully Ihe 

exclusive software features of the NonStop system for 
on-hne transaction processing. 

Tandem has alwoys viewed cuslomer sotisfaction 
and support as a cnhcal port of our success. We dre 
pleased that repedt business continues 10 represent a 
substantldl pornon of our soles volume. 

Over the past yedr, the Company continued to 
expand its global sales. service dnd support fdcilities 
consistent with our groWing customer ~se. World. 
Wide. Tandem now mamtdms over 60 fdcilities in 
eleven countries, and employs more thdn 1400 pe0-

ple. Sixteen new offiCes wereopeneddurinq the Ye.!lr, 
and ten additional educational centers for customer 
training were opened 

This geographic distribution IS importdnt for 
increoslnq soles, training new users,and for servicing 
the multi·location ond multinotiondl needs of existing 
customers. who typiCdlly use Tdndem systems to 
convert critical aspects 01 their bUSiness to on·line 
operdtions. 

Financially, our results spel!k for themselves. 
Revenues Increased to record levels for the fifth 
straight yeclr. Net income during fiscal 1980 redched 
$10,687,000, up 117% over last yedr. and on tI 

quarterly basis revenues and net income have dd· 
vdnced steddily for 14 ronsecutive periods, Our 
bolo nee sheet remams strong with 0 current rdlio of 
4 10 I dnd a 3% debt to capitalization ralio. 

In the six yeors since Its founding, Tandem 
Computers has become 0. leader in shClpinq the future 
of on-hne transaction processing. The Company's 
unique NonStop systems-providing high dvtlilabil· 
ity, modular expanSion, dota integrity, lind Incredsed 
pl'OQ'rommer prOOuchvity -dre wilhoUlequdl, Weare 
committed to mokim;1 the investment in producldevel· 
opment and support which will keep Tandem althe 
forefronl of the industry, The cnticol col")X)rate reo 
sources to ochieve this Qool-dedicated personnel. tI 
strong ond flexible hnonciol position, and control 
systems desiQned for hiQh growth -are In pldce. Our 
dedication to mOintoininQ the excellence of these vital 
resources is our best assurance of continued success 
in the yedrs ahead. 

Sincerely yours, 

TJ. Perkins 
Chairman of the Board 

November 10,1980 

James G. TreybiQ 
President and 
Chief Executive OHicer 
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TANDEM OOMPlITERS INCORPORATED AND SUBSIDIARIES 

CONSOUDATED STATEMENT OF OPERATIONS 
For the Five YO/UlS Ended September 30, 1980 

(Dollllrs in Thous<'mds Except Per Shore Amounts) 

Year Ended September 30 

1980 1979 1978 1977 1976 

REVENUES $108,989 $55,974 $24,305 $7,692 $ 581 
COSTS AND EXPENSES, 

Cost of revenues 40,831 20,786 9,096 3,514 482 
Product development 8,786 4,654 2,169 1,094 979 
Marketing, general and 

administrative 40,049 20,828 8,808 2,719 1,327 
Interest net (1,759) (398) (258) 36 (38) 

87,907 45,870 19,815 7,363 2,750 

INCOME (LOSS) BEFORE 
INCOME TAXES AND 
EXTRAORDINARY CREDIT 21,002 10,104 4,490 329 (2,169) 

Provision lor Income Taxes 10,395 5,184 2,337 17l 

INCOME (LOSS) BEFORE 
EXTRAORDINARY CREDIT 10,687 4,920 2,153 158 (2,169) 

Extraordinary Credit-Tax 
benefit of net operating loss 
carryforwards 1,218 167 

NET INCOME (LOSS) $ 10,687 $ 4,920 $ 3,371 $ 325 $(2,169) 

INCOME (LOSS) PER 
COMMON SHARE' 

Income Ooss) before 
extrllordinary credit $ 1.06 $ .59 $ .30 $ .03 $ (2.17) 

Extraordinary credit .17 .Q3 

Net income (loss) $ 1.06 $ .59 $ .47 $ ,06 $ (2.17) 

Weighted average 
shares outstanding" 10,080,372 8,356,756 7,179,948 5,359,846 1,060,540 

"Adjusted for a two-for-one stock split in June, 1980. 

"' 



IV 

saof------

.40f----

.20 

1978 1979 1980 
Dollers in M!lJionl; Fllcel Y6<'.Irs 

50 ,---------, 

1979 1980 
Pero&n! of Reven .... ; Fbc<"l Y8d,.. 

$10,-------, 
,,1--- --_ _ 

.6f------

,,1----

" 
OoIL!arsln MllUons; A.cal y"", ... 

MANAGEMENT'S DISCUSSION AND ANALYSIS OF 
THE CONSOLIDATED STATEMENT OF OPERATIONS 

REVENUES 

Revenues in fiscal 1980 increa:sed95%to$108.989.000.This 
gain resulted primarily from increased shipments of syslemsdnd 
software to roth new and existing customers ond from Sdles of 
added processors, peripherals and softwore for existing systems. 
During fiscal 1980 the Company shipped 653 processors to 198 
customers. 

Revenues in fiscal 1979 increased 130%Io$S5,974,OOOfrom 
$24,305,000 reported in Iisca11978. This gom also resulledfrom 
a substantial increase in shipments of systems, processors ond 
peripherals. During fiscal 1979 the Company shipped 389 proc
essors to 118 customers. 

COST OF REVENUES 

Tandem's products are manufactured at the Company's 
Cupertino he~dqu~rters. ~nd in Watsonville. O!lifomio, ond 
Neufahrn, West Germany. Production facilities 01 theselOClltions 
were expanded by approximately 50% during fiscal 1980 10 mee! 
the increased demand for the Company's products. 

The cost of revenues in fisCdI 1980 inc~sed 96(J: to 
$40,831,000. In 1979, cost of revenues advanced 129% over the 
fiscal 1978 level 10 $20,786,000. Cost of revenues, os 0 percent
age of revenues, has remained essentially unchanged over the 
last three y~rs. 

PRODUCT DEVELOPMENT 

The Compony's product development effort is dedicated to 
meeting the needs of computer users who are implementing on
line transaction processing or message handling applications. 
Expenditures on product development in fiscal 1980 were 
$8,786,000, up 89% over the lisC<!1 1979 level. In hscol1979 
product development expenditures were $4,654,000, up 115% 
from the prior y~r. These expenditures resulted m many new 
product introdUctions in both years and funded reseorch on 
future products. 

Product development expenditures as a percentage of reve
nues were 8.1% and 8.3% in fiscal 1980and 1979, respectively. 
The Compony has a long.term obJective of maintaining develop
ment expenditures at approximately 8% to 9% of revenues. 



MARKETING, GENERAL AND ADMINISTRATIVE 

The Company focuses its selling efforts on the end user 
market. where providing a high level of customer support is 
essentiaL These suppoJi costs are encompassed in marketing, 
general and administrative expenditures, which increased 92% 
in fiscal 1980 to $40,049,000. In fiscal 1979 marketing, general 
and administrative expenditures were $20,828,000, up 136% 
over the prior yettr. In fiscal 1980 and 1979suchcoslsrepresented 
36.7% and 37.2% of revenues, respectively. This expenditure 
level reflects not only the Company's end user marketing orienta
tion but also the significant geographical expansion of marketing 
operations over the last two years and the addition 01 marketing 
personnel in anticipation of future growth. 

PRETAX INCOME 

Pretax income increased 109% to $21,082,000 in fiscal 
1980, while pretax margins (pretax income as a percentoge of 
revenues) were 19.3% com~red with 18.1% reported in fiscol 
1979. The increose in pretax margins in lisco! 1980 resulted 
primarily from the increase os 0 percentage of revenues in net 
interest income eorned on cosh equivolent investments. In fiscal 
1979 pretax income was $10,104,000, as compared to$4,490,000 
(18.5% of revenues) in lisca! 1978. 

The Compony's effective tox rate declined in fiscal 1980 to 
49.3% from 51.3% and 52.0%, reported in fiscol1979 and 1978, 
respectively. Net income advanced 117% to $10,687,000 in 
fiscal 1980 from $4,920,000 in fiscal 1979. In fiscal 1978, net 
inoome before extrooroinary credil wos $2,153,000. 

INCOME PER C O MMO N SHARE 

Income per common share increosed. 80% 10 $1.06 in fiscal 
1980. Earnings in fiscal 1979 ond 1978· were $.59 and $.30 per 
shore, respectively. Per share eornings have not increased os 
ropidly as net income before extraordinary credit because of 
increased shares outstanding. The Company completed public 
offerings of common stock in fiscal 1980 and 1979, ond these 
offerings combined with the sale of stock to employees under the 
employee stock purchase plan and grants under option plans 
resulted in increoses in weighted overage shares outstonding of 
21 % and 16%, respectively. Proceeds from the sole of these 
odditional shares hove been used to finance working capital ex
pansion, which wos necessary to support the Company's growth 
during this period. 

·Before extraordm"ry CredIt 

v 

.50 ,----------, 

.401-- ---

""r-----
$201-- --

$101-==-

1978 1979 19S0 

'" ,------- -, 
.20f------

'151------

'10 1----

\120,---------, 

'IOOf------
,eof------

'001---
'''f----
.2<. 



VI TANDEM COMPUfERS INCORPORATED AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF INCOME 
For the Ya"tS Ended September 30. 1980 lind 1979 

(In 1'hous.ands Except Per Sh/lre Amounts) 

REVENUES (Noles 1 and 8 ) 
COSTS AND EXPENSES, 

Cost of revenues 
Product development 
Marketing, general and administrative 
Interest expense 
Interest income 

INCOME BEFORE INCOME TAXES 
Provision for Income Taxes (Note 2) 

NET INCOME 

INCOME PER COMMON SHARE' (Note 7) 

. Adjusted for a: two-for-one stock split in June. 1980. 

The accompanying noles are an integral p art o f this statement 

1900 

$108.9139 

40.831 
8.786 

40.049 
293 

(2.052) 

87.907 

21.082 
10.395 

$ 10.687 

$ 1.06 

1979 

$55.974 

20.786 
4.654 

20.828 
84 

(482) 

45.870 

10.104 
5.184 

$ 4.920 

$ .59 

• 



TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES VII 

CONSOLIDATED BALANCE SHEETS 
All of 5eptember30. 19800nd 1979 

(In Thousonds) 

ASSETS 1980 1979 

CURRENT ASSETS, 
Cosh (Nole 4) $ 9,265 $ 2,198 
Cosh investments 6,980 4,560 
Accounts receivable, net of $1,016,000 allowance for 

doubtful accounts in 1980, none in 1979 42,552 19.881 
Inventories (Note 1) 20,901 11.304 
Prepaid expenses 1,965 1.385 

Total current assets 81,663 39.328 

PROPERTY AND EQUIPMENT, at cost (Notes 1 and 3): 
Production and test equipment 4.135 1,982 
Computer equipment 4,702 2,417 
Office furniture and equipment 1,083 382 
Systems s~res 4,391 2.141 
Leasehold improvements 4,054 1.597 

18,365 8,519 
Less-Accumulated depreciation and amortization 4,327 1,900 

14,038 6,619 

$95,701 $45,947 

(In Thousonda) 

LIABILITIES AND STOCKHOLDERS' INVESTMENT 1980 1979 

CURRENT LIABIUTIES, 
Current maturities of ctl.pitalized lease obligations $ 476 $ 375 
Accounts payable 11,063 5,675 
Accrued expenses 3,216 1,269 
Accrued income taxes 5,676 4,913 

Total current liabilities 20,431 12.232 

CAPITALIZED LEASE OBLIGATIONS, 
net of current maturities (Note 3) 1,651 1,144 

DEFERRED INCOME TAXES 3,325 1,041 
COMMITMENTS (Nole 6) 

STOCKHOLDERS' INVESTMENT (Nole 5), 
Preferred stock-$.lO por value, authorized 2,400,CX)() shares; 
none outstanding 

• Common stock-$.025 por value, authorized 20,OOO,CXX) shares; 
outstanding 8,339,498 shares in 1979 and 
10,024,918 shores in 1980 251 209 

Additional paid-in capilltl 53,555 25,520 
Retoined earnings 16,488 5.801 

Total stockholders' investment 70,294 31,530 

$95,701 $45,947 

The accompanying notes are an integral part of these balance sheets. 



VIII TANDEM COMPllTERS INCORPORATED AND SUBSIDIARIES 

CONSOUDATED STATEMENT OF STOCKHOLDERS' INVESTMENT 
For the Years Ended September 30.1979 ond 1980 

(In Thousands) 

Addi- Total 

Preferred Stock Common Stock 
tionol Stock-
P~id-in Reldined holders' 

Shores Amount Sh~res" Amount ~pilol Utminqs Investment 

Balance, September 30, 
1978 $ 7,352 $ 184 $1 4,473 $ 881 $15,538 

Sale of common stock, net 
of related expenses 840 21 10,054 10,075 

Sale of stock under stock 
option and stock purchase 
plans. net 148 4 758 762 

Income tax benefit resulting 
from exercises of non-
qualified stock options 
and early disJX)Sition of 
shares acquired under 
qualified stock option and 
stock purchase plans 235 235 

Net income 4,920 4,920 

Balance. September 30, 
1979 8,340 209 

Sale of common stock, net 
25,520 5,801 31,530 

of related expenses 1.430 36 24,243 24,279 
Sale of stock under stock 
option and stock purchase 
plans, net 255 6 2,986 2,992 

Income tax benefit resulting 
from exercises of non-
qualified stock options 
and early disposinon of 
shares acquired under 
qualified stock option and 
stock purchase plans 806 806 

Net inrome 10,687 10,687 

Balance, September 30, 
1980 $ - 10,025 $ 251 $53,555 $16,488 $70,294 

"Adjusted fortwo-for-one stock split in June, 1980. 

The accompanying notes are an integrol part of this state ment. 



TANDEM COMPlITERS INCORPORATED AND SUBSIDIARIES 

CONSOUDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
F01the YeersEndedSeptemberJO, 1980 ond 1979 

f WORKING CAPITAL PROVIDED FROM (USED FOR), 

I 

I 
J 

Net income 
Add bock items not requiring the use of working capital: 

Depreciation and amortization 
Deferred income taxes 

Working capital provided from operations 
Acquisition of property and equipment 
Net book value of equipment sold or retired 
Increase in capitalized lease obligations, net of current maturities 
Increase in deferred income taxes 
Sale of oommon stock. net of repurchases 
Tax benefit of stock options and stock purchase plans 

Net increase in working capitol 

WORKING CAPITAL INCREASE REPRESENTED BY, 
Increase in current assets

Cash and cash investments 
Accounts receivable 
Inventories 
Prepaid expenses and other 

Increase in current liabililies-
Current portion 01 capitolized lease obligations 
Acoounts payable 
Accrued expenses 
Accrued income taxes 

Net increase in working capital 

Theacoom~nying notes are an integral part of this statement. 

1980 

$10,687 

2,547 
2,284 

15,518 
(10,255) 

289 
507 

27,271 
806 

$34,136 

$ 9,487 
22,671 

9,597 
580 

(101) 
(5,388) 
(1,947) 

(763) 

$34.136 

(in ThouSIInds) 

1979 

$ 4,920 

1,365 
737 

7,022 
(5,770) 

337 
429 
304 

10,837 
235 

$13.394 

$ 2.311 
1l,766 
4,985 

766 

(172) 
(1,909) 

(316) 
(4,037) 

$13,394 

IX 



x TANDEM COMPlITERS INCORPORATED AND SUBSIDIARIES 

NOTES TO CONSOUDATED FINANCIAL STATEMENTS 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POUCIES 

CONSOUDATION 
The consolidated financial statements include the accounts of Tandem Computers Incorporated 
and its wholly owned subsidiaries after elimination of intercompany a:ccounts and transactions. 
Foreign exchange gains and losses are not significant and are reflected in the resuitsoioperations. 

REVENUE RECOGNmON 
The Company generally rea:>gnizes equipment sales revenues at the time of shipment. 

INVENTORIES 
InventOries are stated at the lower of cost (first-in, first-out) or market and include materiaL 
labor, and manufacturing overhead. The components of inventory used to determine cosl of 
revenues were: 

(In ThouB.!'Inds) 

Purchased parts and subassemblies 
Work-in-prooess and finished systems 

INCOME TAXES 

1980 

$11,832 
9,069 

$20,901 

September 30 

1979 1978 

$ 6,207 $4,196 
5,097 2.123 

$11,304 $6,319 

The Compony proVides for income taxes on total DISC income and accounts for investment tax 
credits as a reduction of the provision lor taxes on income in the yellr in which the relaled credits 
are realized. 

PROPERTY AND EQUIPMENT 
Systems spares are depredated using the double declining bolance method. All other property 
and equipment are depreciated using the straight-line method. The estimated useful lives ore: 

Production and test equipment 
Computer equipment 
Office furniture and equipment 
Systems spares 
Leasehold improvements 

Years 

5·10 
5·7 
5-10 

5 
Leose Tenn 

Expenditures for maintenance and repairs are c harged to operations as incurred. 
Expenditures lor major betterments and renewals are capitalized t!nd depreciated over the 
estimated remaining usefullile of the asset. The net gain or loss on assets retired or otherwise 
disposed of is credited or charged to opert! tions and the asset cost and related depreciation ore 
removed from the accounts. 



2. INCOME TAXES 

The provision for income taxes for the y~rs ended September 30, 1980 and 1979, 
is oomprised ot. 

Current: 
Federal 
Siote 
Foreign 

Prepold: 
Federal 
Siole 

Deferred: 
Federal 
Siole 
Foreign 

The sources 01 prepoid and deferred taxes were as follows: 

Prepaid: 
Increase in revenues recognized lor income tax 
reporting, but not for financial statements 

Expenses recognized for financial statements, 
but nol for income lox reporting 

Deferred: 
DISC Income 
Increose (dec~se) in revenues deferred lor 
foreign lox purposes 

Accelerated depreciation and other, net 

1980 1979 

$ 6,022,000 $3,850,000 
1,682,000 916,000 
1,120,000 326,000 

8,824,000 5,092,000 

(281,000) (638,000) 
(29,000) (7,000) 

(310,000) (645,000) 

2.104,000 718,000 
82,000 

(305,000) 19,000 

1,881,000 737,000 

$10,395,000 $5,184,000 

1980 1979 

$ 115,000 $ 503,000 

195,000 142,000 

$ 310,000 $ 645,000 

$ 1,638,000 $ 449,000 

(403,000) 19,000 
646,000 269,000 

$ 1,881,000 $ 737,000 

The provision for income taxes differs from the amount obtained by applying the expected 
Federol income lax rate 10 income before taxes as follows: 

1980 1979 

Federal fox provision at expected rate 
Stole income foxes nel of Federal income tax benefit 
Foreign losses with no tex benefit end foreign 
income texes in excess of Federal rate 

Investment tax credits 
Other 

$ 9,678,000 
937,000 

352,000 
(611,000) 

39,000 

$4,698,000 
486,000 

294,000 
(216,000) 

(78,000) 

$10,395,000 $5.184,000 

XI 



XII 

3. CAPITALIZED LEASE OBLIGATIONS 

The ComPl'ny leases certain equipment under agreements that extend through Iisca11987. 
The following summarizes the future minimum lease payments together with the present 
value of the minimum lease payments as of September 30, 1980: 

Yel:Jr Ending 
September 30 

1981 
1982 
1983 
1984 
1985 

1986-1987 

Total minimum lease payments 
Less: Amount representing interest (7%) 

Present value of minimum lease payments 

4. LINES OF CREDIT 

$ 007.rx:IJ 
554.rx:IJ 
529.rx:IJ 
449.rx:IJ 
283.rx:IJ 
126.rx:IJ 

2.548.rx:IJ 
421.rx:IJ 

$2.127.rx:IJ 

The Company has a revolving bank Iineofcredil which provides for unsecured borrowings of up 
to $10,000,000 at the bank's prime lending rate. The agreement requires the Company to 
maintain a compensating balance of 21f2% of the line of credit amount plus 5% of borrowings in 
excess of $2,5CK),OOO. The line of credit expires December 31, 1980. 

The Company has a revolving line of credit with another bank providing lor unsecured 
borrowings of up to $5,000,000. The line of credit expires on June 30, 1981. provides for 
borrowings al the bank's prime lending rate, and requires the company to maintain a 
compensating balance of 5% of the commitment. 

There were no amounts outstanding under either line of credit during fiscal 1980. 

5. STOCK OPTION AND STOCK PURCHASE PLANS 

Stock Option Plans 

The Company has three stock option plans in effect lor employees. Under these plans, 
the option price may not be less than 100% of the fair market value on the date of grant. Under 
the qualified plan, adopted in 1976, all options granted are exercisable upon the dateof grant 
and expire five years from the dale of grant. Subsequent to May 20. 1981, however, such 
options will not be eligible for special tax treatment. Under the two non-qualified plans, 
adopted in 1976 and 1979, options are exercisable uJxm the date of grant and expire no later 
than seven years from the date of grant. 



In addition. two option plans covering a total of 8,000 shares have been adopted for two 
directors. Under these plans, ophons to purchase 4,000 shares are exercisable at $11.75 per 
share and an addihonal 4,000 shares are exercisable at $15.13 per share. 

At September 30, 1900and 1979, there were options for 1,047,OOOand 719,400 shares, 
respectively, aVc~lIiable for future grant. Following is a summary of activity under the plans: 

Options outstanding as of September 30, 1980: 

Granted In Number Option Price 

Fiscal Y~r olsh"res Per Sh"re Total 

1976 2,000 $ 25· .50 $ 1,000 
1977 36,674 .50· 1 75 27,000 
1978 229,146 1.75·15.13 2,230,000 
1979 480,656 1125·16.44 6,570,000 
1980 836,848 1569-46.63 19,037,000 

1,585,324 $27.865,000 

Options become exercisable as follows: 

Became 
ExercisGble 

in F"ISCOI Year 

1979 
1980 

Number 
ofsh"res 

585.000 
815.950 

Option Price 

Per Shore Total 

$11 25·1550 
1469-4663 

$ 7,612,000 
18,472.000 

Options were exercised as follows: 

Exercised in Number 
Option Price 

Fiscal Ye.!Ir 01 Sh"res Per Shore Total 

1979 118.238 $ 25·1437 $ 653,000 
1980 203,326 25·1982 2,056,000 

Stock Purchase Plan 

$ 

fllir Market VlIlue 
al D.!!.le of Grllnt 

Per Share Total 

.25· .50 $ 1,000 

.50· 1.75 27,000 
1.75·15.13 2,230,000 

11.25·16.44 6,570,000 
15.69-46.63 19,037,000 

$27,865,000 

Fair Market Value 
at Dote Option 

Became Exercisable 

Per Share Total 

$11.25·15.50 
19.57·46.63 

$ 7,612,000 
20,137,000 

fair Market Value 
at D.!!.1e Option Exercised 

Per Shore Totol 

$11.63 ·18.00 $ 1,676,000 
15.38·56.25 6,142,000 

As 01 September 30, 1980 and 1979, the Company has reserved 97,766 and 156,446 
shares. respectively, of Common Stock for future issuance under its employee stock purchase 
pllln adopted in fiscal 1978. Eligible employees may elect 10 purchase shares of Common 
Stock at 85% of the lower of the fair mllrket value at the beginning or end of a three-month 
offering period, DUring 1980 ond 1979, the Company issued 58,680 and 35,778 shares, 
respectively, 01 Common Stock pursuant to this plan. 

On October 5, 1980, the ~rd of Directors approved an amendment to the employee 
slocK purchase plan. Among other things, the amendment provides for an increase of 
sao,ooo shares in the lotol shares outhorized. The amendment is subject to stockholder 
approval. 

Proceeds from the sole of Common Stock under the stock option pillns and the stock 
purchllse plan are credited to the common stock account to the extent of par value and the 
~mllinder to additional ~id.in Cllpitlli. No charges or credits have been reflected in the 
inCOme statement with respect to stock option or stock purchase plans. 

XIII 



XIV 

6 . COMMITMENTS 

The Company leases its headquarters, oper~ting facilities. field offices and automobiles under 
operating lease agreements which expire through fiscal 2004. Future lease payments ore as 
follows: 

Ye.!I.rEnding 
September 30 

1981 
1982 
1983 
1984 
1985 

1986-90 
1991-95 

1996-2000 
2001-2004 

$ 6.518.000 
6,392,000 
5,520.000 
4.415,000 
3,932,000 

15,044,000 
7,646,000 

639,000 
447,000 

$50,553,000 

Rent expenses included in the results of operations for the y~rs ended September30, 1979 
ond 1980, are $1,738,000, and $4,509,000, respectively. 

The Company has entered into a lease for 140,(X)() square leetof additional space. The leose 
term will be for ISyears, beginning with occuponcy, which is expected tobeMorch31,l982.The 
initial annual rental rate isexpectec:l to be$1,922.000. Theannual rentoi rate will be increosedby 
9% every three years. 

7. INCOME PER COMMON SHARE 

Net income per common share for the years ended September 30,1980and 1979, has been 
computed based upon the weighted average numberof common and commonequivaJenl shares 
outstonding. Common equivalent shares in 1980 and 1979 result from the assumed exercise of 
stock options outstanding that havea dilutive effect when applying the treasury stockmethocl. 
Total shares used in the computation werelO,Q80,372 lor 1980 and 8,356, 756 for 1979. Fully 
diluted income per share is sul::stantially the Mme as reported income per share. 



8. GEOGRAPHIC SEGMENT INFORMATION 

The Compdny designs, develops, manufactures. markets and services multiple processor 
computer systems. The following tllb!e sets forth information about the Company's operations 
in different geographic areas lor the years ended September 30, 1980 and 1979. 

1980 

REVENUES
Customers 
Intracompdny 

Total revenues 

INCOME BEFORE 
INCOME TAXES 

IDENTIFIABLE ASSETS 

1979 

REVENUES
Customers 
introoompony 

Total revenues 

INCOME (LOSS) BEFORE 
INCOME TAXES 

IDENTIFIABLE ASSETS 

Geographic Areo 

United. 
States Europe Other 

$78.758 
17,452 

$96,210 

$21,469 
$76,181 

United 

$25.760 
1.868 

$27,628 

$ 801 
$19,889 

Geogrc!l;phic Areo 

$4,471 
56 

$4,527 

$ 140 
$2,109 

States Euroj:)e Other 

$41,292 
8,846 

$50.138 

$11,127 
$35,667 

$13,501 
102 

$13,603 

$ 230 
$10,113 

$1,181 

$1.181 

$ (173) 
$1,319 

Adjustments 
ond 

(In Thousondsl 

Eliminations Consolidated 

$ 
(19,376) 

$(19,376) 

$ 11,328) 
$ (2,478) 

Adjustments 
ond 

$ 108,989 

$108,989 

$ 21,082 
$ 95,701 

{in ThoWltlndsl 

Eliminlltions Consolidoled 

$ 
(8,948) 

$ (8,948) 

$ (1,080) 
$ (1.152) 

$ 55,974 

$ 55,974 

$ 10,104 
$ 45,947 

introcompony transfers ore made 01 approximately arm's length prices, which include 
manufacturing profits attributable to United States operations. Identifiable assets are those 
assets of the Company that are identified with the operation of each geographic area. 

United States customer revenues include export sales of $3,973,000 in 1980, 
.nd $1.663,000 in 1979. 

xv 
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XVI 

9. UNAUDITED QUARTERLY FINANCIAL DATA 

Shown below are quarterly financial data (in thousands except for per share amounts) for 
the !woyeors ended September 30,1980 and 1979: 

Year Ended September 30, 1980: 
Revenues 
Costs and Expenses: 

Cost of revenues 
Product development 
Marketing, general and adminis

trative 
In terest, net 

Income Before Income Taxes 
Provision for Income Taxes 

Net Income 

Net Income Per Common Share" 

Year Ended September 30, 1979: 
Revenues 
Costs and Expenses: 

Cost of revenues 
Product development 
Marketing, general and adminis

trative 
Interest, net 

Income Before Income Taxes 
Provision for Income Taxes 

Net Income 

Net Income Per Common Share" 

Oec31 

$20,826 

7,535 
1,542 

7,733 
(305) 

16,505 

4,321 
2,160 

$ 2,161 

$ ,23 

$10,398 

3.446 
976 

3,978 
(57) 

8,343 

2,055 
1,104 

$ 951 

$ ,12 

"Adjusted for two-for-one stock split in June, 1980. 

Quarters Ended 

March 31 June30 Sept 30 

$24,877 $29,194 $34,092 

9,272 10,915 13,109 
2,013 2.426 2,805 

9,339 10,759 12,218 
(576) (451) (427) 

20,048 23,649 27,705 

4,829 5,545 6,387 
2.415 2,772 3,048 

$ 2,414 $ 2,773 $ 3,339 

$ .24 $ .27 $ .31 

$12,471 $14,992 $18,][3 

4,791 5,725 6,823 
1,039 1,208 1.430 

4,589 5,500 6,763 
(214) (53) (74) 

10,205 12,380 14,942 

2,266 2,612 3,171 
1,143 1,317 1,620 

$ 1,123 $ 1,295 $ 1,551 

$ .14 $ .15 $ ,18 
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minimizi the rilll; 01 Iyll.m lailur. 0( dal. 10". 
Th. cemp.")' 011 ..... I.mlly of .ytlem contgu-
ration., whtch Include from I'NO 10 Itl proc •• -
Il0l. tog.ther with conlrotlMa, peflphel'.la, op .... 
ating .y.l..,. .ottw.r. ,nd programming I,n-
QUlg ••• 

A.mong ill .ott ... ,. product., the complny 01· 
, ..... rwttworlt opeflling ,y,'em, Guardian/ E.-
pand, Which ,11ow. up 10 255 g:y;,.phlclIlY 
diapMMd Tan,,", Iy.laml 10 b. nl.rconn.cl.d 
In a di'lrlbut~ data proc •• alng network. Th. 
ayat.ma, whelher op.raUng lit a "and-alon. an· 
"'Ironment Of In a dlatnbut~ dala proc.aalng 
natwM,. are daalgn.d 10 mlnlmlz. COlt par 
tranuctlOfl and ar. Intend~ IOf loll. primanly by 
bu.ina .... that depend on Ihe continuoua ..... il· 
.billty 01 tn.ir compvtllf ayatema, af.ICh aa tnoa. 
with ha.vy ... oIl1m. online tr.n •• cttOn proc ••• ing 
or m .... ge handling requM"emeflll. In addllion, 
Tandem ay.tem •• r. dealgned 10 prolect th. in
formation "OI'ed, or in proc ... , Irom dam.g. 
dua to modu" laltur •• M to pro ... ld. for It.lbl. 
modular •• panalon withOut raprogr.mmlng. 

In lac.' 1980, Ihe company ahlppad 'Yltam. 
compriling 853 prOC.uorl 10 108 CuIlOfl'le(I; 
.uch .Yltam. lold .1 prlee. ranging Irom 
$106,000 10 $1 ,011 ,000, 101" n.w Iwo-proc .. · 
.or Iyllem .nd an .ighl·proc.a.or .y.lern, re· 
apactlnly Sine. the comp.ny'. Inc.ptlon, 
.bou1 two·thlrdl 01 il ...... h.y. bean 10 and 
u.era, which eUher de .... lop thair own a=lIca-
lion. progr.m. 01' lubcontr.ct Ih. d.... ani 
01 .f.lCh progr.m.; Ih. r.maining one-thlr h .. 
been to aottw., •• nd .y.'em. de ... alO9mant 
comp.nia • . 

Per .... ,. D ••• (.) 
Yr. EIMMd $apt. 30 .... 1878 

Boo« Vakl. 7.01 3.78 
Ear","ga ' 1.00 0 .59 
Dividenda "' Nol 
P.fO!!! R.tio HI Nd 

Prlca.' - ,. 21Y. 
low I ' V, .... 

P IE R.tio- 72- 11 36-11:1 

M., 8, I9I ' 

I 
~ " 

I .. " . 
;; 

"n1!~!I~lilllllll[. 
Th. geogr.phlc., br.akdown 0 1 ..... In lacal 
1960 wat U.S, 72.3C!b, Europ' 23.8C!b, ott'!« 
countrl •• 4.1C!b. 

Principal '.cilitla. ara In Cupertino, C.IIf. 

Employ ... : About t ,600. 

Import.nt Development. 

M 

Apr, '81-hndem Introduced a new muhlpro-
c ... or computing .y.tem, n.mad Non.lop II. 
Th. new 'yltam I. de.lgned lor I.rg., on-lin. 
proc ... lng .ppllcatlon., aM III baale conlgura
lion ,. priced., .bout $144 ,000. 

".r. '8 1-Th. company beg.n conllrucl\on 01. 
220,000 aqu.r. 1 .. 1 m.nut.cturlng facility in 
Rulon, Vlrglnl. Th. laclllty WIll begin oper • • 
lion, In Iht &pring 01 1882 .nd wlllimploy 200 
peopl • . 

N.xt aarnlng. report due In I. t. July. 

Ill18 1877 

2.11 d223 
030 0.03 

Nil Nol 
N' N' 

18:V. 7'. ... .'. 81-22 NM 

Siandard , Poor'. Corp. Siandard OTC Stock Report. 
Vol 47 / Ho. 53ISec. 21 c...., . ...... , ...... """ ", .... _ 26 BfoaOw'~, NY, NY 10004 

-



5363 Tandem Computer. Incorporated 

Incom. D_t. (1IlIlIon .~ - . 
't.., Opel. No. ... . ... ..... -. to<." Coo· . , .. .. , .. 'No' .. ... _ .. - ... .. ~ .. ~ -. 

.... r ..... .... .... .. ~ 
'OBO .00 21.0 20. , ,. 10.3 2.55 0.29 21. 1 4V.3% 10.7 ..... 
1978 .. ,1.1 19.8'11 ••• 1.37 0.08 10. 1 51.YiI ... 8.a'll 

1978 .. ' .1 19.ft , .. 0." 0.07 ••• 52 .... ,., ..... 
1977 • 0.' ..... 0.' 0. 11 0.08 0.3 52.~ 0.' 2.'" 

_.I.nc. Sh .. t D8t. (1IlIlIon $) .. , .... c- OL' .. , 
---Cwrllftt--- , .... ~ ,- - , ... .... ~ _3D 

""" ...... "'" .... ...... ...... .... .- Coo· • Coo • .-.000 16.2 81.7 20.' ' .0 15.7 '''.~ 1.85 70.3 75.3 2.2~ '9.n. 
,\J19 ••• 30.3 12.2 3.' 4S.1i! 13.W. 1.1 4 31.5 33.1 3.'" 20 .... 
11iI18 ••• HI.5 ••• 3.' 22. 1 ..... 0.72 15.5 18.3 ..... '" NM 
1977 0.' ' .1 ' .3 ' .0 ••• 'A 0.32 d2.8 3.' IQ.4f1b NA 

DU ••• Otto ...... cL t . a.I ICMC- M_ tu.·Hot A . ..... HW-Kot ........... d-OeIdI 

Revenu .. (1IllIIon .) 

D.c .................... . 
M.r ... .................• 
Jun ..................... . ........................ 

laao· , 1978·80 

40.6' 20.83 
47.42 24.88 

29. 19 
34." 

10.40 3.91 
12.47 5.28 
'4.99 6.70 
IB. " 8 ..... 

108." 55.97 24.31 

Reyenue. for the alx month, ended March 31 , 
1981 • • Imo.t doubl.d, y .. r to Y"r, lo 
S88,02t'l ,DOO, 'rom $45,703,000. M.rgin. wid.· 
ned, and n.1 income w .. up 143l1li, 10 
$11 ,138,000, 'rom S4,575,000. On • la,ger num
ber 01 ahate. out.landing, per ahara earning. 
ware SO.94 ver.u. $0.47, II adjulled lor the 2· 
lor· 1 .tock .pltt In Jut)', 1980. 

For Ih. Match, 1981 quat1er .Ion., ,evenu •• 
ro .. 91 .. lrom tho •• 104" the C1lfTnpondIn9 
1980 inl.,im and !'HIt before laJl.' acored • 2.6 -
Iold Inc re •••. Afte, re.p.clIv. IIl1 provl, ioft, 01 
49.~ .nd 5O.QI!b, n.llnCome adv.nc.d 2.7· 
told. E'rning, w.,. SO.52 • ah.r. , .g.ln.1 
SO.24. 

Common Sha, •• amlnl' (S> 
OtIat1tr. liSO- 1 1919-80 1978-9 1&77-6 

Dec ..................... 0 .41 0 .24 0 . 12 
M.r ..................... 0 .52 0.24 0 . 14 
JuII ..................... 0.27 0. 15 
~ ............... ...... 0 .31 0. 18 .... 0.59 

Dividend Data 
No clllh dMclend. h.v. be.n paid. A 2-lor· l 
. Iock 'Plit WII dI.tributed Jut)' 18, 1980. 

0." 
0.07 
0." 
0. 10 
0 .31 

Finane •• 
In Nov.mb.r, 1980. th. comp.ny IOId pul!lltcty 
1,500,000 common ah.r •• , at $66.50 •• ch, 
Ihrough underwriter' headed by L. F. Rolh
schild, Unliltberg. Towbin. Proceed. were •• t · 
mattle<f lor gener.1 corpor.le pur~e • . 

In June, 1980, Tand.m signed an .greement 
with Unilld 51.le, L ... ing Corp. under which 
U.S. Lea.lng b.c.m. Ih •• ndot •• d doma.lle 
comm.rcl.II ••• 1ng .gent lor T.nd.m·, NonStop 
munlpl. proc ••• 1ng cornr.ut., .y.tam • . T.nd~ 
U id the .gr •• mant wll .cl!!t.t. the pt.II'eha .. 
of II • • y.tam. by providing thlrd·p.rty, tun· 

r..yout 1"18 lenn. lor dom .. tlc T.ndem cu.· om.r. through th. n.Uonwid. n.twortt 01 U.S. 
L ... lng olle ••. 

In December, ,97Q, Ih. company .old, through 
llIId.rwnt.raled by l. F. Rothachild, UnI8f"b..-g, 
Towbln, 715,000 common ah.r •• " $36 •• ch. 

T.ndem .m.nd.d It. 55,000,000 lin. 01 b.nk 
credit In 1979, incr •• ,ing the amount of borrow· 
In9' av.ilabl. to $ 10,000,000 " lhe bank' . 
pnm. lending ral • . 

Capltan •• tlon 
Long Term D.bl: $1 ,616.000 I .... Oblig.lion 
( 12/80). 

Common Stock: 11 ,879,573 aha (SO.02 Yr par). 
AboVI 25C1! i. cIo •• 1y hekt, Incl. 10. by H. l. 
Hillm.n. 
In"lluUon. ho«! about 44,*,. 
Sharanold.,.: 4,034 01 racord. 

DpUon.! To purcha •• about 1,400,000 ah • . 

• 

I 
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~ 
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ROTAeMOSLE . , 

PORTFOLIO MANAGER'S SUMMARY 
TANDEM COMPUTERS 
TN",," . 

August 5 , 1981 

Recent 26-Week Earnings Per Share· priceLEarnings Value Ratio 

Price Range 1980 1981E 1982E 1981E 1982E 1981E 1982E 

30 35-21 $0 . 35 $0.70 $1.05 ~2 . 8 28.6 1.17 1. 7S 

*36.3 million shares outstanding . Fiscal year ends September 30 . 

Tande.'s founders correctly identified a major need in the marketplace for a 
"NonStop" computer system specifically designed for on-line transactions pro
cessing, such as tClivel reservations , electronic funds transfers by banks , 
credit verification, order entry and inventory control. After five years , Tandem 
still has no direct product competition. Moreover, we believe the market for 
these systems is large enough to accommodate future competitors without 
significantly slowing Tandem ' s rapid growth. The COmpany is racing toward a 
sales goal of $1 billion in 1985 . This year, sales are on track to pass $200 
million versus $109 million in fiscal 1980. For these reasons, Tandem has the 
potential to become a major computer company. We view the stock as a core holding 
in our technology portfolio . 

1. Tandem's computer systems are unique. In addition to minimizing the risk of 
system failure . they provide for modular expansion without reprogramming . 
protection of the user ' s data base from damage due to module failure . and 
low costs per transaction . Each system includes from 2 to 16 processors , 
related peripherals . operating system software and programming languages. 
Tandem ' s proprietary software package , "EXPA.ND , " allows up to 255 geo
graphically dispersed systems to operate as a single distributed data 
processing network . The Company's proprietary position is indicated by an 
exceptionally high gross profit margin of 63\. 

2. Tandem has earned high cus tomer acceptance . In a 1980 survey of computer 
users conducted by Datapro Research, Tandem received the highest rating for 
product excellence among 34 computer companies . Moreover . 100\ of Tandem's 
customers surveyed said they would recommend the system to others . A new 
customer typically starts out with the minimum two-processor configuration 
and adds to his system and/or network in MOdular fashion over time. This 
pattern has resulted in a large element of repeat business (over 50\ of 
sales) with existing customers. It also provides unusually high visibility 
for future growth from the existing customer base . Although the Company has 
now delivered over 2,100 processors to about 400 customers , no units have 
ever been returned. Tandem is currently adding about 40 new customers per 
quarter . 

COPYRIGHT 1981: ROTAN MOSLE INC. 

'''''_............... .. ............ ~'" i ... '1 ....... ~4" .. ~1O."'4 ..... ' .... ,_ ... , ............... , ... --.. .. Iuoo"".,., ..... 11. _ 
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3. Tandem ' s strategy is to s tay on the leading edge of technolog y. thereby 
presenting a "l!)Oying target"to potential competitors . The COmpany h.l5 s 
already developed "NonStop II,· a new , more powerful sys t em providing 
improved price/ performance for users with very large on-line transactions 
processing requirements. While we fully expect one or more major companies 
will ultimately offer a comparable system , Tandem has a significant head 
start. SOftware development for such complex systems is a costly, slow 
procedure , which must progress serially. Because there are no significant 
economies of scale in softwa re development. a large company cannot 
significantly reduce the time needed for development by simply adding more 
people to the project. Thus, Tandem's leadership position is likely to be 
maintained. 

4 . Concentration and simplici ty are major assets. Tandem operates in one 
market and sells only one product. Each system is made up of some 
combination of 21 printed circuit boards . Thus, any size system- -from 2 to 
16 processors-- can be assembled and tested from these standard boards , 
enabling the same software to be run. This factor results in simplicity in 
manufacturing and service . Moreover , s ince Tandem ' s salesmen concentrate 
on a single product, they are more expert than general purpose computer 
salesmen . This is reflected by the company sales productivity which is the 
highe s t in the industry . 

S. Tandem i s on its way to becoming a billion dollar Company. 'Mle initial 10ng
range plan .... as developed by a group of Hewlett-Packard alumni in conjunction 
with a venture capital firm that provided the seed money to launch Tandem. 
The Company .... as founded and began operations with seasoned management which 
had prior experience in building large compan ies . The potential market for 
on-line systems has been estimated at over $14 billion, growing at 20\ t o 
30\ per year . Any operation with a large volume of transactions and a need 
to continuously access and update its data base is a candidate for a Tandem 
"NonStop" system. A.s time passes, more and more prospective customers 
become committed to Tandem, thereby pre-empting future competitors . 

Allan J. Waldron 

STATISTICAL SUMMARY 
1$ millions except. per shar e data) 

1977 1978 1979 1980 

Revenue $ 7 . 3 $14 . 8 $30 . 8 $56.5 
Pretax Margin 20 . 5\ 22.3\ 20. 1\ 16.4\ 
Pretax Income $ 1. 5 $ 3 . 3 $ 6 . 3 .$ 9 .4 
Tax Rate 47 . 8\ 49 . 9\ 47 . 7\ 46.2\ 
Earnings Per Share $ 0 . 3 $ 0.10 $ 0 . 20 $ 0 . 35 
Return o n Average Equity 77.9\ 72 . 9\ 68.0\ 41. 2\ 

Rotan MosIe Inc. may make a market in the securities of Tandem Computers and it 
and / or certain of its principals and employees may as principal , sell t o or 
purchase from customers of the firll the secur i ties of Tandem Computers in 
executing transactions on behalf of its customers. 

T 
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The data processing industry is undergoing 
a rapid, evolutionary change from centralized, 
batch-processing computers to distributed, on-line 
transaction processing systems communicating in 
networks. This evolution represents the area of 
greatest growth in commercial data processing. 
Tandem, with revolutionary concepts embodied 
in the company's NonStop and NonStop II on-line 
transaction processing systems, is having a fun
damental impact on the changing marketplace. 
The company believes its advanced hardware! 
software solutions not only are favored by the 
market trends, but that the company is in a better 
position than any other to evolve as the major force 
in the new wave of data processing in this dec
ade. This report explains why. 
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It is no coincidence that Thys
sen Aktiengesellshaft, Eu
rope's largest non-g-overnment 
owned steel producer, was 
Tandem's first cystomeron that 
continent. Thyssen is a recog
nized leader in on-line trans
action processing, having 
installed its first on-line com
puter in 1965-long before the 
rest of inciustriahzed Europe_ 

Talk to anyone in the electron
ics industry: thesemioondUclor 
segment-the business of fab
ricating the miniature CirCUitry 
and microprocessors used In 
advanced products-is fiercely 
compellllve. 

Talk to anyone in the seml
oonduclor mdustry, and they 
will add that the business is also 
Incredibly complicated. 

Thyssen ordered lis first 
Tandem system In 1977 to 
achieve the uninterrupted pro
duction operations essenual to 
a steel piant that must contm
ually run 24 hoursaday. 

Here, up to 32-ton slobs of 
hoi sleel from the smelter are 
pressed Intogianlcoilsa1 a rate 
of up to one every rrunute, or 
400,((() tons per month . 

• 
Motorola, for instance, 

produces over 300,(0) differ
ent devices used by makers 
01 a wide variety 01 prod
ucts Including computers, 
communications equipment, 
automobiles and consumer 
electronics. 

At Motorola's Mesa. Ari
zona facility alone. the com
pany has ml1lJons of devices 

Since its hm Tandem 
syslem, Thyssen has been 
aggressively upgrading au
tomation a1 Its Widespread. 
maSSlVe facilities m Western 
Germany. By mid·I9B1. Thys
sen had systemcmcally added 
processor modules 10 create c 
complement of 7 systems w.th 
21 processors. 1besystemscvf. 
rently order matenalsand cca· 

undergoing a complex S8l*d 
delicate processes. The task d 
merely trocklng the pfOC8lllS 
monumental. 

Add 10 that the cruclcl 
quality requIrements to control 
and c1QSSlfy yields and the task 
appears 10 be lffiposs1ble. 

Now. multiply those tmks 
over a vast. worldwKie net
work of facilibes. and the be\Jel 



trol the complex production flow 
at three sep:nate plants which 
interact Inon EXPAND network. 

The company's EDP man· 
agement, in Its on-go!ng, on· 
line upgrade program, spec:U· 
ically Cltas the advantages 01 
Tandem's relational data base 
and the mociukuity feature in 
achieving gools rapidly. 

"With Tandem it has not 

that the semkoncluc1or Indus
trY is "probably one 01 the moet 
data-intensive In the world" 
begins to tal:eon meaning. 

To help sharpen Ita com
petitive edge. Motorola in
stalled ita first Tandem system 
in the fall of 1980 to track. on· 
line, progress and quality 01 
sernicondUC1or wafers during 
the fabrication process •. U ... 

been necessary to define the 
entire, complex distributed data 
processing problem before 
taklng action. We are doing it 
one area at a lime. and then 
easily integrating that system 
into the EXPAND network.· 

Thyssen has over lSO,tlX) 
employees, and In its most re
cent liBcal year had revenues 
of approximately $13.5 billion. 

Ing ENCOMPASS software to 
speed development of appli
cation aoltware. the first pro
duction system was running In 
the first quarter of 1981. 

With built-in oopabilitles to 
Interconnect readily-without 
programming changes-the 
worldwlde-dispersed systems 
In a massive, distributed data 
processing network using 

Tandem's EXPAND IOltwara, 
Motorola has the option ollot
er providing Its managers with 
the ability to view Instantly the 
Slatus of many billions of de
vices undergoing labrlcotlon 
around the world. 

BS 
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"Planning for $1 billion In sales Is 
neither arrogant nor farfetched. 
The Cupertino, Calif.-based 
company has one of the hottest 
track records In a hot 
industry." .~ 

The liming of Tandem's contribu
tions is propitious. It neatly dovetaUs 
with the rapidly-J)Clced changes that 
are sweeping the computer industry. 

Worldwide, busmessesare 
caught between a critical need to 
control the unprecedented escala
tion of costs of doing business. and a 
seemingly contrary, compelling 
requirement to invest even more 
resources in improving customer 
services to meet competitive 
challenges. 

At the same time, individual 
businesses are growing more com
plex. To survive and prosper, all 

Tandem's innovoliveness has 
types of busmesses are actively 
searching for ways to gam better 
control of their operations. It is a 
much faster movmg world today 
than it was just ten years ago. 

Not long ago, gettmg vital mfor
mation to the people who need 11 on 
a daily basis was done exclUSively 
by a relatlVely slow. costJy comput
ing method called batch processing. 
As the name Implies, vast amounts 
of data-such as customer orders, 
raw materials flow, inventories, 
invoices and bookkeepmg records-
were processed in batches at some 
point in time after the updaung mfor· 
mation occurred. 

Today, the costsfservicesJcontroI 
dilemma is exerting strong pressure 
on large numbers of organizations, 
spanning all industnes, to abandon 
I:xnch processmg programs and con
vert their vital busmess funcuons to 
on-line transaction processmg-to 
achieve instantaneous updating of 
mformation at the point and moment 
of each transaction. 

That is why Tandem prospers: 
Tandem is the only experienced 
company that is dedicated solely to 
the new wave of on-Ime transoctJon 
processing with a fotal concept that 
fulfills the specific, cfltical needs of 
organ.izations convertmg from batch 
processing. 

Making other businesses more 
effiCient has been good busmess for 
Tandem. In fact, Tandem !s one of 
the fastest growing publicly-held 
companies in the world. 

Consistently, for 18 consecubve 
quarters through Tandem's hsool 
1981 year-end, every pertod has 
been record-setting. 

Revenues have grown from 
under sa million m fiscall9n to aver 
$208 million m 1981. Operatmg mar
gins dUring the past four years have 
been between l7.3%and 19.4%. 

This consistent performance IS to 

accordance WIth thecompany's 
long-term plans. as is the manner In 

which Tandem has financed Its 
growth through retamed eammgs 
and equity offenngs inslead of 
borrowings. 

Stockholders' equity has tn
creased nearly 75 times Stoce fiscal 

19n. from under $3 million to over 
S204 million. At the close of bscal 
1981. debt represented less than 1% 
of total caPltaJ. 

Much of thts uncommon growth 
With exceptional hnanoal sound· 
ness can be attnbuted 10 another 01 
the Innovative aspectsof the Tandem 
concept: true modulanty. Because 
NonStop systems represent a full 
family of systems rangmg from mld
SlZe 10 large-scale----by merely odd· 
ing processor modules-the compo· 
ny's products Wl a broad spectrum 01 
customer requirements. Tandem 
also benebts from the product modu· 
lanty because product development 
expenditures are highly leveraged: 
all software and haroworeenhance
ments apply across the board toony 
system StZe or network conbgura
bon. Manufactunng operattons. as 
well as the manQgemenl of field ser· 
VIce spore pans. arealsoSlmphbed 
by the product"s modulanry. l.Jke. 
wise. Tandem's markeung. suppor1 
and tratru.ng functlOns share the pro
ducuVlty benebtsof the product·s 
sunpllClfY· 

NonStop systems also ploy 
an unportant role m management 01 
Tandem'soparations. Theenbre 
company IS run on a worldWide net· 
work of over 100 NonStop systems at 
more than 40 locations. 

Sunilarly, the combUKrtton of 
Tandem's dechcabon to on-line trans· 
action processmg and. the product 
SlmpbClty give the company a 
unique control advantage to bemg 
able to for9CXlSt and prepare for 
demand. 

Most of all. however, Tandem's 
remarkable growth emanates from 
the tncreased awareness among 
progr9SSlve comJXllllesof the funda
mental unpact on therr busmesses of 
all aspects of the lllflOVObve Tandem 
concepL 



fueled consistent, profitable growth 
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The Scandanavian Airlines 
System, the cooperative 
domesllcand international air
line of Denmark, Norway and 
Sweden, haso1wayshad a fine 
reputation for innovotiveness 
and customer service. 

It was SAS that developed L.:;~".~u 'c.~IIIAr1l 
the nocessarysyslems to fly the 
first Polar Roule, shortening 1";;2::;'; 
flight time between the Euro-

Norton, Ully&Co., 1nc.(NlJ, like 
all other companies that hove 
developed on-line networks 10 
run complex, last-moving 
businesses. cannot alford a 
computerioilure. 

NL Is one of the notion's 
largest general agents for for
elgn.flag steamship compa
nies, with oflkes in aU major 
U.S. ports. It is the oldest ship-

pean and overseas continents. 
SAS was 0190 among the first 
airlines to convert from batch 
processing to on-line, loying 
down system-wide plans In 
1969, and washrst. in 1971. with 
an outomated cargo system. 

Today. SAS IS the first in
ternationaJ corrler to 'break the 
old philosophy of mainframe 
computers~ by developing 0 

ping company In the U.S., 
founded In 1541 as John Norton 
& Company, merchants and 
charterers, and owners of 9Clil
Ing packets 10 South Amelic:a. 
Over Ihe years, the company 
has been involved in all as
pects of international ocean 
transportation. 

Although today it owns no 
ships, In practice the company 

data processing network. In· 
c1uding Tandem's EXPAND 
software to improve efbcen· 
des and customer servICe fur· 
ther. By the end of 1981. In an 
evolutionary process that will 
contmue through the decade. 
$AS had eight Tandem sys
terns With a total of 26 proca
sors. Their S·node EXPAND 
network: includes Oslo. Stcrl-

....--I 

functions as If its customers' 
ships were thell'own. 

When one of their shiPS is 
in aU. S. port, NLis responsible 
for all aspects of the ship's busi
ness. Nl am:mges tugs, bertha. 
stevedores, cargo distribulJOn 
over land, and, even provides 
fuel and provisions os well as 
paying the crews. 

At all times, NL is the 



holm and Copenhagen. wilhin twoyearson the Tandem a rate consistent with major in-
The Tandem systems are network 10 control all aspects creases In the cost 01 man

controlling station operations, of managing on alTline,includ- JXlWerand fuel. Thenewsystem 
group lour bookings, and ac- ing on entire airport manage· will reduce aircraft deIXIrting 
countmg functions. ment system at Stockholm. with less than lull loads, will 

At Llnjellyg , the SAS SAS decided dunng late keephIghserviceleve1stnlJOles 
Swedish domestic airline servo fi.sca1 1981 to develop a new and handling, and, by distrib
tngthatccuntry's25airports, the cargo handling and soles sys. uting up-to-the-minute infor· 
enbre airline is now running lem on Tandem's NonStop D mation to SAS cargo agents, 
on Tandem systems. Over 30J systemstocopeWlththefactthot will provide SAS cargo cus· 
programs were developed oorgo rates will nolincreaseat tomers with better service. 

~-.------------

Amerk::an marketing force for 
14 ma)Or steamship lines and 
scores of tramp vessel owners. 
Each month , the company 
generates over 12,0Cl) bills 01 
lad ing and controls 15 ,000· 
2O,0Cl) freight containers. An· 
nually, NL controls 4,CXX) port 
calls. 

NL also acta as the lines' 
American bookkeeper-pay. 

tog all bills and collecting all Its 
customers' receivables. 

Prior to converting to a 
Tandem system With four pro
C8S80rsln 1919, NL was vulner· 
able to computer failures. 

'When theokl system went 
down, the whole country went 
down." Interaction between 
New York headquarters and 
NL·. 18 branch offices came to 

a virtual standstill. 
In sharpoontrast, today NL 

believea:it offers "leodlng-edge 
servlcesH with a network that 
responds three times faster and 
is always on the air. 

'Total service to both the 
shipping community and the 
shipping line Is our gooJ , and 
we now find ourselves in a 
molt advantageous com -

SAS Is replacing the main· 
frame computer used In lis 
cargo handling system with 
Tandem systems because of the 
ability to dislribute the system 
In the future using Tandem's 
EXPAND network. SAS is the 
first carrier worldwide 10 put key 
applications on Tandem sys. 
tems, enabling SAS 10 market 
them 10 other airlines. 

petltlve positlon. ~ 
And NL is prepared for 

slgnlfloont increases In Its busl· 
ness: Another reason the com· 
pany oonverted to Tandem is the 
ability lor their system to grow 
quickly without reprogram
ming. and. in fad, without even 
shutting down the working 
portion while addltional pro
cessors are added. 89 



The 

Tandem NonS n system Inlrodl 
during 1981. provides Increased cor"ll 

Jes and CCIJXICI!les 10 users 01 very 
on me oppUC'Otions and t5 designe 
lexlb I ty In ac-epting Utllt8 sy 

1.16n 

"By bringing out a system 
[NonStop III that contains 
significant enhancements to its 
original product, the company 
has reaffirmed its intention to 
keep its place in the forefront of 
the on-line transaction process
ing market ... the complete 
software compatibility and 
serviceability features show a 
real concern for the customer's 

BID 

needs and welfare." .:j't 

Thousands of organizations 
around the world that are changing 
their ways of doing business through 
on-line transaction processing have 
one common, principal concern: 

When an organization commits 
its vital business fundions to on-line 
transaction processing. the business 
becomes truly computer-dependent. 
The ramifications are manifold. 

&fore Tandem. any organization 
considering on-line transaction pro
cessing had to weigh carefully a 
series of risks against the antiClpateci 
benefits. Beoouse, before Tandem, no 
other company addressed all of the 
critical needs of on-line transaction 
processing, nor was any other com
pany dedicated solely to providing 
simple, practical and cost-effective 
solutions to the emerging on-line 

of Tandem's concept 
transaction processing marketplace. 

Among the user's concerns and 
rtskswere: 

If the computer system SlOps. the 
busmessstops. 

Tandem's NonStop systems are 
designed to run contmuously, even 
during component failure--and 
even during maintenance, with 
parts being removed and replaced. 

In the past, attempts to achieve 
uninterrupted computer operations 
have been approached by either 
installing idle back-up computers or 
by developing special purpose 
hardware and software--bolh of 
which were expensive and meffi
cient. With Tandem. the entire system 
performs product!.ve work. 

If the computer manufacturer's 
support organization JS not respon 
sive and effectIVe, the busmess 
remains slopped. 

U a NonStop system should re
quire service. Tandem's field support 
personnel perform mamtenance 
while the system continues to run the 
customer's programs. Tandem has 
a ratio of one field support person 
for each customer. and the field 
organization is backed-up by head· 
quarters experts who assist 
trouble-shooting with Tandem's 
state-of-the-art, remote diagnostics 
system. 

Before Tandem. system contami
nation of the user's on-line data .bose, 
or electronic malfunctlons that 
could send data to the wrong place 
would disrupt business and profits. 

Every Tandem system automatl 
cally protects the users' data bases 
from damage or destruction caused 
by electronic malfunctions. Tandem's 
data integnty features also prevent 
hardware errors from sendmg data 
to the wrong place. 

Before Tandem . when a compa
ny's business grew and new com· 
puters were brought in to increase 
capacity, reprogrammmg and 
retaining costs soared. and the 
business, agOln . was dlSrupted. 

Each Tandem system can be 
expanded to 16 processors with no 
reprogramming and no retraining of 
personnel. That is, a user can start 
with a two-processor Tandem system 

to develop apphcauons proqram. 
mlng. add pnx:essors when the 
application goes into producuon.and 
then continue to add processors as 
the busmess and applicatJ.ons grow. 
In effect. the user has a pmnless, 
mcremental growth path from the 
power of a mid-:mesystem through 
a large-scale mamfrome. 

Before Tandem. when geogropru· 
colly dispersed comp;rny locations 
were tied together In a distributed 
data processmg network. program· 
mingand equipmenrcosrsogmn 
soored. the busmess was agam 
disrupted-andolloftheabovecon. 
carns were ampljfjed many lImes. 

NonStop system usersconcha
tnbute data pTOCeSSlng overg~ 
graphically d1spersed locatl.ons With 

ease and effioency-usmg Tandem's 
unequalled. powerful EXPAND 
software-eUectlvely 10 butld 
a regtonal. national or worldwtde 
network of up to 25S I&-proc-essor 
systems With thousandsoftemunals 
In a fracuon of the urne, and 01 a 
fraction of the cost, 01 networks 
b:tsed on conventional computers. 

And even before the conven
tional system was put to productlve 
wori"-or when new appll· 
cations were later deve/oped
the leadtimes and costs of wntmg 
programs frequently exceeded 
estimates. 

Prog-ramrrung for on-Ime appli
cations on NonStop systems reqUIres 
no speciahzed sohware to be wotten 
by customers. nor does the customer 
have to hire a large staff of rughiy
skllled programmers expenenced m 
on-line appliCOtlons. 

Tandem's NonStop software is as 
mnovatJ.ve as the NonStop hard
ware, and lS Integral to the architec
ture. For example, Tandem's 
relational data base management 
system, ENCOMPASS. makes pro
gramming for on·lme appllcanons 
as easy as for batch pTOCeSSlnQ'. 
With ENCOMPASS software, on-boe 
projects become produCtlve much 
faster and at much lower cost 
because the Tandem software han
dles the complex terminal.tronsoCtlon 
control and morutonng functions. 

From the begmrung, Tandem 



paves the way for the future 
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takes the worry, long leadtimes, and 
excessive costs out of developing 
on-line transaction processing with 
practical. integrated hardware/soft
ware solutions proven at hundreds 
of user siles throughout the world. 

And Tandem'sded.icotion to 
on-line transaction processing carries 
through with commitments to remain 
at the forefront. The company 
focuses all of its experience. and 
productclevelopmenl resources, on 
continual efforts to Increase the 
users' on-line data processing 
productivity. 

During 1981, Tandem introduced 
and began delivering the new 
NonStop U system with even greater 
copabilitiesandcoIXJcities. The 
NonStop 11 system, compatible with 
the original system. improves price/ 
performance for users implementing 
very large on-line transaction pro
cessing applications. incorporates 
state-of-the-art fault-isolation tech
niques to speed servicing. and can 
significantly out-perform other 
computers in an on-line transaction 
processing environment. 

Even more important1y. the 
NonStop D system is engineered to 
accommodate significant system 
enhancements over the next several 
years as Tandem aggressively 
addresses the growing needs of the 
on-line transaction processing 
marketplace. 

BII 
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Established in 1853, Samuel 
Montagu & Co. UmHed Is a 
major merchant bank In the city 
01 London. II Is a memberol the 
Accepting Houses Committee, 
which is the trade association 
01 the leading merchant banks 
in London. os wellosoneof five 
members 01 the London Gold 
Market which meets twice daily 
to determine the price 01 gold. 

With interest rates on $1 billion 
exceeding $400,(00 doily, any 
business involved with mas
sive transfers of funds-such as 
Crocker Bank. which dally 
transfers many billions of dol· 
lars internationally-puts an 
extremely high priority on 
speed., accuracy and reliabll· 
Ity of the transfer mechanisms. 

Crocker's international di· 

Samuel Montagu oper· 
ates in the United Kingdom 
through five divisions-bank· 
ing, corporate finance, deal· 
lng, international capital 
markets, and investment 

The mOJor JXIrt of its busi· 
ness Is made up of fewer, more 
complex and relatJ.vely higher 
value transactions than clear· 
ing .lXIn.1ts in the U.K. or state 

vision. headquartered in San 
francisco, Is a leading provid· 
er of money transfer and cash 
management services 10 for· 
eign banks and large 
corporations. 

Before 1979, Crocker had 
complex, seJXIrate automated 
functions spread Ihroughout its 
international operations. There 
were many redundant func· 

banks in the U.S .. With the 
la~est number of daily Imns
aclJons originating from th 
dealing division. e 

It was, therefore. under. 
standable that in I~ Samuel 
Montagu decided to tum to 
Tandem'sNonStq:,sys!em, With 
Its emphasis on reliability and 
data integrHy, for lis future 
computers development. and 

tions that were costly toope~ 
and more importantly. e
tayed the movement 01 funds. 

''In the international arena, 
. room' you live and die on .~ Be

munications capabIlities. 
. ,,·onal time cause of Interna n' 

differences, they must ~noo 
stantly, 2-4 hoursaday. kef in' 

In ntid·1979. ~ fullY. 
auguraled its high·l>I-"""'" 

awrti from Lis old. batch pro
cessin9 computer system. 

Whenfullydeveloped. the 
new'fandem·based system will 
enable the dealing dIvision to 
It!Yt up-to-date information on· 
bneand jnStantly available. 

"We must hove our trans· 
o:!lOOdcrtO entered rapidly, and 
dehver the results quickly to 
!hoae whoneed them.

M 

~~ Internatlono1 Data 
! ulornation aDA) network us· 
Ting Tandem computers and 
:dem'IEXPAND networking 

tWOre 10 Improve speed, ac· 
~~. reliability and cost of 

tnatIonai funds lronsfers. 
oIl!...~ythe.ndof 1981. Crocker 
A:;' In San FrondscO, Los 
<lI'Id ~~:. New York.. ChkxJgo 

-"1QOn were bed together 

Essential, also, is a highly 
flexible system that can be pro
grammed and expanded eas
ily to respond to changes In the 
dynamic markets in which 
Samuel Monlagu operates. 

'With Tandem, we know 
we can add on additional pro
cessors as our computer devel
opments proceed and our 
business grows. ~ 

bytheon·line IDA network. with 
the New York·Lots Angeles link 
backed·up by aateUUe. Crocker 
will have a tolal of five Tandem 
systems with 23 processors to 
support the IDA networlt and lor 
developing luture links and 
appllcations. During 1982. Hong 
Kong, Tokyo, Manila and Seoul 
are scheduled to be added 10 
the network. 

The network abo provides 
for connections with all of the 
major record corriers, as well 
os fedwlre, CHIPS. and. SWIFT. 

BI3 



A quarter of a century ago, at 
the University of Alberta Hos
pitals (UAH) in Canada's 
northern most major city of Ed
monton, thatoountry's first open 
heart surgery was successfully 
performed. Since then, UAH 
has done over 5,00) of the deli
cate operations, and today the 
1400-bed hospital, through its 

earned an international repu
tation lor quality health care 
and medical research. 

r _"!I.many achievements, has 

As short a time as len years 
ago, this premature child. at 
UAH's Nee Natal Intensive 
Care UnH, weighing barely 
two pounds at birth, proba
bly would not have survived. 
Tooay, he has a 50% better 
chance. 

The hospital's approach to 
compulerizotion embraces the 
30me high standards. Com
plete p:rtienl care records---
from admission through dis
charge, and including such 
activities as drug administra
tion and radiology~e main
tained on UAH's 4-proc:eaor 
Tandem system {which has 
doubled In size Since Insto1led 

SI4 
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To improve customer servk:e by 
speeding-up the processing of 
claims, and togalnacost<:om
petilive advantage by reduc
Ing administrative and 
oommunk:ations costs, the Blue 
Cross and Blue Shield Assoc:!
ations implemented In 198(] a 
massive data oommunications 
network called PLAN-NIT 

The network links together 

• 
• 

• 

' . 
• • 

PAY TO THE ORC'ER ( '>1-• 

, 

93 reglonal SItes throughout the 
U. S. to facilitate faster and more 
accurate flow of information 
used to verify Blue Cross and 
Blue Shield subscribers' eligi
bilityandcoverage. 

In addition, the network, 
(driven by eight geographi
cally dispersed Tandem sys
terns WIth a current complement 
of 21 processors) administers the 

heavy reimbursement work
load between Plans caused by 
subecribers of one Plan Wino 
claims within another state or 
region. PLAN-NE.1' also acts as 
an Intermediary In collecting 
and processing claims infor
mation from throughout the U.S. 
for the federal government's 
Medicare program. 

While PLAN-NET is 01-

M 

• I: 

lJ1 mid-1979 as the lirst cus
tomer 01 Tandem Canada 
umitedJ 

Additional capabilities 
automate the management of 
materials and equipment 
mcnntenance, and provide 
IllS10nt patient movement data 
10 the laboratory and adminis
traUv&'hnancial systems. 

UAH has been awarded. a 

•• 

ready movtng data at aome 16 
I1mes !he rate of the replaced 
system, the two Asaodations 
Vl8W the network as a founda
bon lor the future. 

$300 million grant by the pro
vincial government for medical 
research, and will oomplete the 
first phase of the new Walter C. 
McKenzie Health Service Cen
ter in early 1982. With the 
opening of the center, each 
nursing station will have a 
Tandem terminal. In the sec
ond phase, terminals will in
crease from 00 to ISO. 

• 
• 
• 
• -

J 

-

"PLAN-NET was designed. 
to be adopted quickly to future 
system needs of Plans, even 
thoee needs which aren't prac
Ileal yet or even apparent 

Custom applications IIOft
ware for PLAN-NET was devel
oped by lnternational Micor 
Systems, Inc., of Phoenlx, a 
wholly-owned subsidiary 01 
Ramada Inns. 

ooday." 

------

SIS 
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Tandem. ad~r. ~ re k 
raru;.]ction pn nJ a n w rr. 

:cU 'lS gre:Illy I=: -ewes .lQ1 • 
X 1lVJty 

"Tandem's advanced networking 
software EXPAND, combined 
with ENCOMPASS -- an 
excellent relational data base 
management system-provide 
an Important competitive 
edge." 

Along with the fundamental shift 
from batch to on-line tra nsaction 
processing, large organizations are 
searching for efficient ways to 
distribute and exchange vital 
business information among their 
far-flung operations. 

In fact, on-line distributed data 
processing is a primary focus of most 

distributed data base and network software are the wave of the future 
large-organization data prOC'eSSmg 
departments. It is also the area of 
highest growth in the commercial 
computer industry. 

The basic idea 18 to decentrabze 
data prOC'eSSmg to improve efficien
cies and vastly reduce costs. Instead 
of concentrating all data prOC'eSSing 
under a smgle roof with large, batch 
computers-which Is the way 
computing began-smaller, on-hne 
systems are now being distributed 
throughout an organization's many 
locations. 

Each location manages its own 
essential business data, thereby 
dramatically reducing response 
time, central computer overhead 
burden, and the cost of telecommu
nications (a major data processing 
expense). 

But any gwen company location 
also needs, from time-to-time, 
mformation from other locations. A 
European marketing office of a New 
York-headquartered. company With 
manufacturing operations world
wide may, lor Instance, need to 
know immediately if product is avail
able to fiU a large order. 

With on·line distributed data pro
cessing, then, comes a need for on
line computer networks-the linking 
together of geographically dispersed 
on-linecompulers to enable the 
instantaneous sharing of constantly 
updated information essential to 
the efficient, compebtive conduct 
of business. 

The need is not new, but has 
been constrained by two key factors. 

First. busmesses have been 
reluctant to expose themselves to 
regional, national or worldwide 
computer failures that bring 
busmesses to a halt. 

The most dependable conven
tional computers boast of availability 
in the high 00% range. For batch 

processing, the unplied penocbc fml· 
ure IS an inconvenience. Foron·hne 
networks, JI IS a catastrophy. 

A convenbonal computer WJth 0 

respectable 98.8% availability 
history that runs 24 hours a day wtll, 
statistically. fail once every month lor 
a full eight-hour shift. 

Whereas a l:xrtch processmg 
operation can, perhaps, make up 
the lost time, a business conducted 
by on-line transaction processmg 
depends on constant computer 
availabihty. 

Imagme, now, a company-wide 
network of the same conventional 
computers at, say, 10 locations: 
Statistically, a portion of the networc 
will be inoperatJve, and normal 
business operations will be 
Interrupted, for elght hours every 
thud dayl 

That stark reahty has senously 
constramed the growth of computer 
nelworlc.ng; the nsks, obvtously, 
hove outweighed the benehts. 

Tandem has changed aU of that. 
The reliability mherent m the 

NonStop archJtecture IS extended 
across networks of Tandem systems. 
as are Tandem's data mtegnty and 
modulanty features. 

Over a third of Tandem's large 
base of customers are already 
planning orconductmg business 
routinely on reliable Tandem distrib
uted data processmg networks. 

The second major constrommg 
factor to users developing extensive 
networks has been the unavailability 
of easy-te-use, effective networking 
software. 

Before Tandem, developing soft
ware for a large computer network 
was an extremely complicated, 
expensive and tune-consummg 
task requinng highly-slciUed user 
programmers. With Tandem's 
remarkable EXPAND software, the 
user's batch-tramed programmers 
can write an on-hne, distributed, 
NonStop application completely In 
COBOL with unprecedented ease, 
speed and economy. 

Consequently, users' program
mers are free to concentrate on 
solving the business application 
problem, because Ta ndem has 

"umber 01 Culomere 
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solved the complex networking 
problem. 

When the Tandem network 
comes on-line, it also manages data 
in a unique manner. Unlike other 
approaches thatdistributedata bases, 
but keep them Independent,Tandem's 
EXPAND networks update data with 
consistency across multiple systems 
regardless of a communications 
line failure or power outage. 

Tandem's superior distributed 
data processing and networking 
capabilities cannot be duplicated in 
other systems because the capablll
ties a re integral 10 the archllectureof 
NonStop systems--as opposed to the 
conventional. less eUiden! technique 
ofgralting software onto software. 

The lull impact 01 Tandem's long 
technological lead In this area Is yet 
to come. Tandem's advanced. capa
bilities provide its users, as well as 
Tandem itself, with a strong founda
tion to exploit the opportunities that 
lie a round the corner with the 
convergence of data processing and 
communications. Therein lies the 
next wave of the future, and Tandem 
a nd its users are in the best possible 
position to enjoy its benefits. 

BI7 
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America's first two-way, inter. 
active coble television service 
went on the air In late 1981 ina 
piiot program in San Diego. 01-
fering the first 01 a series of rev
olutionary in-home services. 

able subscribers of the Cox Co· 
ble San Diego cable system
the nation's largest cable TV 
system-to Ixmk: and shop at 
home. 

the boJonc:e immed.Lately up. 
dated, and make funds Irans· 
fers. The lNDAX user cen al!Io 
do catalog shoppmg----even see 
complete product demonstra
liona-and order and pay for 
rnerc:honc:hseat their TV set. 

New Orleans and Tucson. aa 
well as In two of its ex1stJng 00. 

ble systems m Santa Barbaro 
and Macon. As the servU:9 
grows. addJbona.l PI C)JIQlIIS will 
be offered-such os alrUne and 
hotel reservabons. enterto.m. 
ment bckets. home secunl'y. 
and educabonal PfOJIUlIIS tb:JI 
tum sut.c:nber·s homes 1nk:J 
classrooms for one-on-on. 

Developed and intro
duced by Cox Cable Commu
nications. lNDAX'" transforms 
o rdinary television sets into 
computer tennlnals. It will en-

INDAX users gain access 10 
CoxCable'sTandemsystemsby 
means of a small, hand-held 
keypad. With a sectet code. a 
family can look at their current 
bank bakmce. pay bills and see 

In the near future. INDAX 
will be offered to subecrtbers In 

Cox Cabl.'s new Olble fran· 
chlSeS In Omaha. Vancouver. 

lmogtne you are a Canadian 
buSlnesspermn who has been 
travelling much of the week. 
Mail and memce hove stacked 
up on your desk along With 
telephone calla and notes. 

You were unable to call the 
olhce today. and, at the end 01 
the busydoy, 11'1100 late to reach 
the ofbc&-espadolly II you're 
on the oppoe.1te side of the con-

tment and theoffice closed three 
hours ago. 

Too bod, because some 
urgent malters needed your 
immediate attention. The de
lay could be costly. 

ll, however, you are in (or 
out 00 the "office of the luture~ 
With Envoy 100, the new, no· 
Uonel electronic mail service of 
the Computer Communlca-

lions Group (CCG) 01 the 
Ti'ansCanada Telephone Sys
tem, you can be in constant 
touch with your office, at your 
convenience, regardless 01 
where you are or the Ume of 
the day. 

Using any of a variety of 
compact, portable terminals, 
you merely dial.up your per
sonal Envoy looaccessccx:le to 

reach your "mailbox. ~ You can 
scan all messages, read those 
that are urgent and Immedi
ately respond, and file the re
mainder for later action or 
recall. 

Once bacl:: at the office, 
Envoy 100 works thesame way. 
Letters are instantaneous rather 
than days in the mail. Memos 
are simultaneously and in. 

I' I, ~ -, he. I '( 
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Instruction. 
Alter development work on 

a 3-processorTandem system in 
Cox Cable's Atlanta-based 
Science Center, Cox Cable inl
bated INDAX in San Diego and 
Omaha with 2-processor sys
tems, and will add processors 

' 'II.ll:IIl£lll.~ at all lNDAX locations as the 
'. service grows. Cox Cable, the 

!=~~:;:::::: lourth largest cable provider in 

stantly distributed to selected 
persons. And Envoy 100 ser
vices cost surprisingly little: a 
6O-word "Ieller- anywhere In 
Canada costs 35 cents because 
It Is digitized and pocket 
switched over Dcrtapac. a net
work service 01 CCG and the 
TansCanada Telephone 
System. 

Envoy 100 was lntrOOuced 

the U.S. with 62 cable systems 
serving more than one million 
subscribers, projects a need for 
one 16-processor NonStop II 
system lor each J5.0CKl-20,0CKl 
INDAX subscribers. 

The company believes its 
innovative, two-way interac
tive INDAX communications 
service gives it a strong edge in 
competing for new franchises. 

notionally in m1d-I981. sup
ported by an initial four
processor Tandem NonStop n 
system. It Is the lirst in a family 
of Canadian communications 
services for the "offlce of the 
luture.~ A similar U.S. national 
service, coiled Telemail and op
erated by GTE Telenet, is also 
driven by Tandem computers. 

There are currently some 19.3 
millionooble users in the U.S., 
or 25% 01 the toto! 1V markel. 
The market is projected logrow 
to 45 million, or 50%01 the total, 
by 1900. 

lNDAX services across the 
U.S. will be tied together in on 
EXPAND network. 

BIg 
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Technology applied to end-user needs sharpens Tandem's leading edge 

In the ~I va years, n -19m bas 
"Il S2 'TIll! 1 1 pn de .. deve 

10 m"lin lin tbe ::1pany. ~ lee 
-:ivan( :ad 0 U :'Ie tr n 11 1 proc 
, 

''Tandem Computers has 
achieved impressive business 
growth with an outstanding set 
of well differentiated products. 
We expect the company to be 
a major participant in the 
convergence of communica
tions and data processing in 
the mid·1980s." C.F. Hliltc 

The future looks bright for 
Tandem c nd its marketplace. 

No other company has invested 
the time, energy cnd resources to 
meet the onrush of demand for 
systems capable of efficiently and 
reUably driving an array of users' 
innovative on-line applications. 

Nor is any other company better 
prepared. or better positioned, to 

emerge as a major force in the 
changing marketplace during thiS 
decade. 

Withe unique, multi-faceted 
concept that embocUes all that the 
marketplace needs today as well as 
anticipating its needs for tomorrow, 
Tandem has filled a long-standing 
requirement for practical. proven 
systems for on-line tronsaction pro
cessing, distribuled dato prcx:essmg 
and on-line networks that ore with
outpaer. 

No other company has the critical 
moss of Tandem to effectively serve 
the new evolution: 
o An advanced concept express
ed in lotal integration of unique, 
problem-solving hardware With 

advanced, highly-productIVe soft
ware that has been proven by hun
dreds of users in billions of on-line 
transactions. 
D More years of dedicated exper
ience in on-line transaction process 
ing than any other comp:my. 
D A widespread base of satisfied, 
loyal customers-each with rapidly 
expanding applications-that span 
virtually all industries. 
o Strong financial and talent 
resources to support customers' cur
rent applications, and to continue to 
provide leading--edge solutions for 
the future. 
D The ability to enable organiza
tions quickly and relatively inex
pensively to build large, on-lme 
networks of up to 255 IS-processor 
NonStop systems with thousands of 
terminals. 
o The new NonStop D system that is 
already proven in demanding envt
ronments, and Is specifically engi
neered to aOC'Ommodate readily 
future technological advancements. 
o A unique, mherent advantage m 
the modular product concept that 
enables the company to concentrate 

aU of Its product development 
resources toward a common goal,a 
leveragmg ability nol shared by 
others who must chIute efforts overa 
range of mdependent, non-modular 
models With moompaUble goals. 
o AnactJveowarenessoftheevolv. 
ing role of the mtegration of data 
processmg and oommunk:otions 
Wlth technologtes addressmg mfor
mation management of the future. 

E.F'. Hutton, in a research report 
published for institutional investors a 
hall a month ptiorto thecloseof 
Tandem's fiscal year-end m Septem· 
ber, 1981. put tt trus way: 

'The Information proceSSIng 
arena lScurrently undergoingdra· 
mat.ic changes. The once separate 
spheres of data proceSSIng, office 
products and communications are 
mergmg rapidly. Emphasis IS shifang 
from incbviduaJ hardware producu 
to overall systems and the many 
subtle factors involved In thelt lOstal
lotion and unplementatlon. This 
changJng emphQSJS is expecred to 
dramatlcol'y reshape the data pro
cessing marketplace, brlngmg to the 
fore companIes that can respond 10 
the evolving opportUnities. Tandem 
Computers IS well poslt.ioned WIth 

oUlStanding products and on 
effective commun.ication networhng 
strategy. We expect Tandem to 
partiCIpate strongly in this rapid 
evolution." 

Product D.Yelopment ExpendlturM 
,~~ 
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Although tegut Handelszen
trale, one of Germany's large 
food distributors, now regards 
itself as the most advanced. user 
of automatic data prcx:essing in 
that country's grocery busi
ness, just two years ago the 
company viewed its massive 
warehouse operation as typi
cally "chaoUsch. M 

With over 36,CXX) different 

inventory items located along 
55 aisles, tegut management 
was spending a lot of time, 
money and paperwork to con
trol the inventory for the 100 
stores in its Ha We Ge and 
OKAY Kauf chains. 

In late 1978, tegutinsta1led 
its first, 2-processor Tandem 
system to convert the compa
ny's operations from batch 

computing to on-line transac· 
tion processing. By mld-I981, 
tegut's Tandem system had 
grown, a10ng with the com
pany, 10 eight Pr0ces30rs. And 
a series of dramatic changes 
occured. 

Fifteen new stores were 
opened dUring the period with 
no inc::rease in warehouse staff.. 

Warehouse orders are 

being filled much falter. 
Whereas it used to take oYer Q 

half hour from receipt of order 
to pick the goods in the war. 
house, theaverageorderlSTlOW 
processed in two and a half 
minutes. 

Posttive control has been 
gained over stock rotation. Us
ing smoll, pJrtable infra·red 
terminals tied into the Tandem 

The May Department Stores 
Company began implement
ing a far·sighted program in 
1978 that will Unk together the 
major retailer's 138 depart· 
ment stores, 45d.iscount outlets 
and 20 prindpal warehouses 
aCTOSS the U.S. in a totally in
teractive network. Other May 
operating companies, such as 
the liDO-store Volume Shoe 

Corp., may also be tied into 
the network. 

up with a satellite Unk.. At the same time. the dis· 
tributing of data over the on-Una 
network eventually will enable 
the shifting of more p9l"$Onnel 
resources to selling floors from 
back-office, batch Processing 
functions. 

The foundation lor the 
growing, nationwide network 
has been established using 
Tandem's EXPAND software to 
tie together 51. Louis, Los An
geles, Cleveland and Wash· 
Ington, D.C., with the Los 
Angeles-Washington telecom· 
muniartions kmd lines backed· 

The objective 01 the proj
ect, which began wltha single, 
2'processor Tandem system that 
had grown to six systems with 
19 processors by the end of 
fiscal 1981, Is to put powerful 
tools In the hands of store per-
90nnel to Increase efficiency, 
accuracy. and customer 
service. 

A myriad 01 new functions 
to improve management con. 
trol are being introduced. At the 
May Company in CalIfornia, 

system. warehousemenaredl
reeled 10 the hrst·in stock for all 
Items lobe plcked-and the in
ventorY IS instantly, automati
cally adjusted. 

And many other ware
houseodnunistrativelask:sthat 
UMd to take a day to complete 
are now done in an hour. 

N a raeult. customers 01 
He We Ge and OKAY Kauf 

one d the 13 store companies 
d the parenl firm headquar
.. red U1 5,- Louis. buyers are 
now uau10 mteractive termi· 
nals ~sunpWythe mvolved task. 
d merd1and1Ae planning while 
ossurlng customers 01 well· 
SkX:ked Ax., at the acme time 
.ausfylng the complex criteria 
ol tuning. values and gross 
margm pkmning. 

stores are always receiving 
fresh merchandise, and, be
cause tegut is able to handle 
much greater volumes with 
significantly lower manpower 
costs, Its customers benefit from 
lower prices. 

Meanwhile, tegut has In· 
creased its confidence in its 
ability to grow rapidly as a re
sult 01 the better control and its 

On the merchandise re
ceiving end, a new purchase 
order management system now 
In the trial stages will automate 
the labor· Intensive checking 
and marking of Incoming 
goods. 

Another new program 
undergoing tests will provide 
instant aalesaudit through cash 
register balancing. from some 

competitive advantages. 
The company plans to im· 

prove further lis competitive
ness with the installation of 
polnt-ol·sale terminals at Its 
stores that will create sug· 
gested replenishment orders, 
enabling managers automati· 
cally to place store orders di· 
rectly to the warehouse Thndem 
system. 

200 registers in the pilot pro
gram. II will grow to Include 
many thousands. 

And, at corporate head· 
quarters, on· line management 
termina1s now provide the ca· 
pability to generate con8l0ntiy 
up-dated analysis of compara· 
tlve store performance. 

823 
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Confidence in the future comes from a clear sense of 
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" .•• most reassuring of aU is that 
Tandem Is developing 
corporate muscle tone now, in 
the heady growth days, that 
should serve It well .•• ·' 

A great deal has been written 
in national publications about 
Tandem's management philosophy 
and the resulting employee 
prOOuctivity. 

The philosophy is nol complex. 
In essence, Tandem believes that 

its success emanates from a clear 
sense of direction throughout the 
company, and from a sharing of fEr 

sponsibUities and rewards with all 
employees. 

Tandem is an exciting place to 
work. and a good. place to work. Be
cause the company is on the leading 
edge. the environment is stimulating 

and challenging. Because the com
pony is growing rapidly, advance
ment opportunities abound for 
capable people who con take the mi
tiative in accepting responsibility. 

Individual perfonnance is nur
tured by an open door policy, and 
by the company's belief that self
management and peer pressure, In 

a high-technology environment, is 
more productive than a strict 
structure. 

The Tandem philosophy encour· 
ages teamwork by sharing corporate 
objectives with all employees. 
Through various communications 
techniques, from one-to-one ses
sions at weekly informal gathenngs 
to the company's quarterly Journal, 
Center, Tandem strives to give em
ployees opportunities to see where 
they fit in the overall scheme of the 
business. The company's objectlVe 
is to impress upon everyone that 
each area of the company and each 
individual contributes to Tandem's 
success. 

Interrelationships between the 
varied functions of the company are 
explained to employees to foster a 
clear understanding of Tandem's 
goals. The intent is toaid Tandem's 
employees in making correct judge
ments in their own areas of exper
tise, for it is they who are responsible 
for making the company's strategiC 
plan work. 

The company's altitudes and 
practices not only make Tandem a 
good place to work:, but serve the 
comJXlOY well. 

In a survey late in fiscal 1981, 83% 
of employees said they believe ad
vancement opportunities at Tandem 
are greater than at any other place 
they have worked. Tandem believes 
that promotions from withm wUl 
perpetuate consistency and produce 
the management quality essential 
to the company'sCOnbnued, 
prosperous growth. 

Tandem's philosophy and envI
ronment also enable the company to 

keep its good people. In on tndustry 
that, natlonwide, expenencesa 
26% annual turnover of employees 
(almost 29% in CaWomla's Silicon 
Valley where Tandem is headquar
tered), only 6. 7% left Tandem 
dunng fisca.l1981. Same 01 those 
6.7%, of course, are asked to leave; 
98% of Tandem employees, accord
Ing 10 the survey, believe Tandem 
is the best place they've ever worked. 

And Tandem employees are 
more productive. While the elec· 
tronic industry's median revenues 
per employee is under SSO,COJ, 
Tandem employeesdunng liscal 
1981 averaged overSlOO,OXl. 

Because aU employees, through 
their mdivldual good work:, have 
contnbuted to the company's suc
cess, Tandem believes that they 
should share 10 the rewords. 

Virtually all employees, regard
less of pombon, are stockholders 
or opbonholders. In fact, employees 
represent one of the largest blocks 
of company ownership. 

Exceptional employees ore rec
ognized and reworded through the 
company's TOPs ITandem Outstand
ing Performers) program. 

Alter four years, every Tandem 
employee in the U.S, and Canada 
earns a six-week:, fully-paid sabbatl· 
cal that can be taken 10 addition 
to the earned three weeks vaca
tion. (Outside North America, 
Tandem employees toke the custom
ary longer vacabons onnually.) 

A great dea1 of the company's 
confidence 10 the future comes from 
the belief that everyone at Tandem 
understands where the company IS 

headed, and has the drive and 
ability to gel it there. 
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HIGHLIGHTS 

Fiscal Year Ended September 30 1981 1980 % Change 

Revenue $208,397,000 $108,989,000 91 
Operating Income $ 40,391,000 $ 19,323,000 109 
Operating Margin 19.4% 17.7% 
Net Income $ 26,549,000 $ 10,687,000 148 
Earnings Per Share $.72 $.35 106 

WorJang Capital $179,102,000 $ 61.232,000 192 
Total Assets $255,971.000 $ 95,701.000 167 
Equity $204,810,000 $ 70,294,000 191 

Number of Employees 2,730 1.387 97 

Earnings per Share 

S.OI 

1977 



F2 

TO OUR STOCKHOLDERS 

It is a pleasure to report to you the outstanding perfor
mance of Tandem Computers over the last year. Our fis
cn11981 operating results showed oonsistent high growth: 
Revenues increased 91 % to $208,397,(XX); pretax operat
ing margins were 19.JO"{' compared with 17.7% in fiscal 
1980; and earnings per share increased 106% to $.72. 
These financial results attest to the validity of the stra
tegic market posture Tandem established seven years 
ago, and today reflect both the Company's technical 
leadership position in the market for on-line transaction 
processing systems. and the productivity. creativity and 
dedication of Tandem's employees. 

Expanding Marketplace 
The marketplace that Tandem addresses is growing 
rapidJy. and the importance of the unique product fea
tures of OUf NonStop systems is Increasingly being 
recognized by computer users who are implementing 
on-line transaction processing and distributed data 
processing network applications. During fiscal 198 1 our 
customer oose expanded 59% to include 460 users. The 
applications being implemented by these customers 
allow for the more efficient management of critical 
resources such as people. time, capital and inventory. 

These users recognize that the ability to access and up
dale information as events occur-to process trans
actions in an on-line environment-is highly dependent 

-

on having a computer system with Tandem's capabili
ties of NonStop processing and assured data integrity. 

Increasingly. we find that our systems are being m
stalled in large network applications where hundreds of 
processors and thousands of terminals will be required. 
To meet the needs of these users we have continued to 
open new marketing and support olfices In the United 
States and Internationally. and our manufacturing op
erations were expanded during the last year to two ad
ditional slles in California. as well as to Reston, Vuyinia. 
At year end we employed 2,730 people in n fadlities 
located in 14 countries. 

Technological Lead 
Tandem's focus on on-line transaction processing since 
our founding has provided our organization with a vast 
amount of knowledge about the uruque needs of this 
marketplace. The thrust of our development efforts both 
today and in the future is to use this experience to widen 
our technological lead. 

During fiscal 19BI Tandem introduced a major new 
product, the NonStop 0 system. Designed to provide im

proved price/performance for users Implementmg very 
large on-line transaction processing applications, this 
system is also completely compatible with our exlSting 
products. Shipments of NonStop [J systems began in 
March 1981,and customer acceptance has beenexcellent. 

Opeta1lag lDco_ 
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Tandem's commitment to on-9olng technical innovation 
is evidenced by our continued, rapidly growing invest· 
ment in product development. In fiscal 1981 our devel· 
opment budget increased. 103% to $17.8 million. These 
funds were invested in products addressing numerous 
dimensions of our marketplace, including programmer 
productIvity, equipment serviceability, and advanced 
distributed data base, networkmg and communications 
technologies. 

Outltanding People 
Without question, Tandem's position of technological 
leadership and record of growth has allowed us to at· 
trod outstanding people to our organization. We feel that 
it is Important that each of our employees understand 
how aUf business strategy, organizational philosophy 
and hnanciaI performance relates to the innovative and 
challengmg envuonment in which they work. Preserv· 
109 an environment that losters creativity and profes
sional growth is the responsibility of each mdmdual who 
works at Tandem. Our employees are highly producbve 
and dedicated: average revenue per employee ex
ceeded SIOO,OCKJ and turnover was below 7% in fiscal 
1981. Tandem's performance is in everysenseacredit to 
our employees, and we recognize that continuing to at· 
tract and retain outstanding people, and ensunng that 
they are prepared to manage our growth, is no doubt 
our most Important challenge for the future. 

TANOEMOOMPlITERSINOORPORATEOANDSUBSIDlARlES 

SELECTED FINANCIAL DATA 
For the FL .... YeaD Ended September 30, 1981 

On ~uoept per shareamounla) 

Strong Financial POlition 
Tandem is committed to sound fiscal management. In· 
ternally, weuseover lOOTandemsystemsat more than 
40 locations that are linked in an EXPAND network to 
give us on· line control of many aspects of our business. 
Ourunique product features have directly assisted us 
In the management of our growth. 

Our financial position is strong. We ended fiscal 1981 
with a current ratio of 5.4 to I and an equity base of 
$204,810,(0), Borrowings represented less than 1% of 
capitalization. This balance sheet strength, combined 
with our consistent operating profitability, provide us 
with enormous flexibility to fund our future growth. 

Although the coming year appears to be one of some 
economic uncertainty, we believe that Tandem has the 
critical resources--outstanding people, strategically· 
positioned products, market leadership, and financial 
strength-In place to assure our continued success. 

Sincerely yours, 

~~46JL? 
T.J. Perkins 
Chairman of the Board 

Octooor30.1981 

1981 1980 

JamesG. Treybig 
President and 
Chiel Executive Officer 

1979 1978 1977 

Revenue S20B.397 SIOB.9B9 $55.974 $24.305 $7.692 

Cost of revenue 75.547 40.831 20.786 9.096 3.514 
Product development 17.833 8.786 4.654 2.169 1.094 
Marketing. general, andadministrotive 74.626 40.049 20.828 8.BOB 2.719 

Operating Income 40.391 19.323 9.706 4.232 365 
Interest income. net 10.707 1. 759 39B 25B 1361 
Provision lor Income taxes 124.5491 (10.3951 15. 1841 12.3371 (171) 

Income Before Extraordinary Credit 26.549 10.687 4.920 2.153 158 
Netmcome 26.549 10.687 4.920 3.371 32.\ 

Eamingl Per Share Before Extraordinary Credit $ .72 S .35 $ .20 $ .10 S .01 
Earnings per share .72 .35 .20 .16 .02 

Total Assets S255.971 $ 95.701 $45.947 $22.051 $5.370 
Long Term Capitalized Lease Obligations 2.054 1.651 1.144 715 316 
Stockholders'Investment 204.810 70.294 31.530 15.538 2.735 

p. ahare amount. have !»en adjusted here and throughout f!ncmdo1.101ementa lor thr .. lor-one .1OCk .pUt elfectJve June 30, 19111. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL 
CONDITION AND RESULTS OF OPERATIONS 

Overview 
Tandem Computers is committed 10 being a tech

nologicalleader in the rapidly growing market for on
line transaction processing computer systems. Contin
ued achievement of this gool by the Company involves 
many factors, including strategic markel positioning, an 
ongoing comrnibnent to product development. and an 
organizational structure and philosophy that foslers 
employee productivity and creativity. Also critica1lo the 
achievement of this goal is the maintenance of a finan
cial position and operating record that allows the Com
pany to maximize its performance in a high growth 
environment. 

Financial Condition 
Tandem Computers believes that its financial posi

tion is very sound. Over the past three years, the Com
pany has grown rapidly, with revenues, operating 
income, cnd earnings per share before extraordinary 
credit having increased at compound annual rates of 
105%, 112%, and 93%, respectively. In order to fund the 
working capital requirements of this high growth, all 
profits alter taxes have been reinvested in the business, 
and external financing has also been required. Such 
external financing has been primarily in the form of eq
uity issues sold to public investors and to employees 
through option and stock purchase programs. The Com
pony's facilities have been leased, and capital equip
ment has been funded through a combination of lease 
and equIty financing. 

WorklnliJ Copilot 
, • ..u.o.w 

AsofSeptember30, 1981 Tandem Computers had a 
cash cnd cash investments balance of $89,806,(XX), 
unused lines of credit of $15,000,000, and an equity base 
of $2D4,8IQ,COO. The Company had a current ratio of 5.4:1, 
and long term debt was less than I % of lotal capital 
at fiscal year-end 1981. The Company's financial 
strategy includes maintaining a sound ratio of current 
assets to current liabilities and a conservative capital 
structure. The Company believes this strategy provides 
it with maximum near term and long term flexibility to 
consider the full range of financing alternatives to fund 
the capital needs of its projected future growth. 

Results 01 OperatioDs 
The table below summarizes the changes in impor

tant operating indicators for the fiscal years presented. 
The numbers on the left account for the revenue dollar 
by showing various incomeandexpenseitemsasa per
centage of revenue. The numbers on the right measure 
the yearly percentage increase in the some items. 

"01 Revenue " """""" 1911( I"" 1979 ""'I I"" 1979 

100.0 100.0 100.0 Revenue 91 " 1:11 
36.' 37.5 37.1 Cost of Revenue 85 96 129 
'.S '.1 •. , ProduCl Deveiopment 103 89 115 

Marketing, General. 

35.' 36.7 37.2 and AdmmlStroUve 86 92 136 
19.4 17.7 17.3 Operanng !noome 109 99 129 
5.1 1.6 .1 Interest (net.! 509 '42 54 

Earrungs Per Share 100 15 100' 

'FJ..8COII979 beIoreextraorthncuy CTediL 

Revenue 
Tandem Computers' revenue gainsCNer the last three 

years have resulted directly from Increased shipments 
of its computer hardware and software products to new 
and exisUng customers, and from increases in the num
ber of customers using its support and training services. 
In fiscal 1981 first deliveries were made of NonStop n 
systems and ENCOMPASS TransactJ.on Morutonng Fa
cility software. The Company shipped 1210 processors 
to 310 customers during the year, compared to 6S3 pro
cessors to 198 customers in 1980. Foreign revenue ac
counted for 34.3% of total revenue for fiscal 1981. 
compared to 31.4% and 29.ZOk for fiscal 1980 and 1979. 
respectively. 



Operating Margin. 
While Tandem Computers has realized its revenue 

growth goals throughout its corporate history, the Com
pany believes that achievement of its 16-2O%0peratmg 
margin goal is its most important financial operabng 
prtonty. This goal has been met in each of the last four 
years and contmues to be the Company's objective for 
the 1982 fiscal year. During the last three years the Com
pany's cost structure has been essentially unchanged. 
An Important factor conlnbuting to this consIStent per
formance has been the relatively low employee turn
over rate, which has been below 8% annually during 
thiS period_ 

Operobng margins mcreased slightly despite the 
start up of new producbon facihties in Watsonville and 
Santa Claro, California and In Reston, Vlrgmia during 
fiscal 1981. TheComp:my plans to open a faClhtymAus
hn, Texas during fiscal 1982. Tandem's products are also 
manufactured at the Company's Cupertmo headquar
ters, in a second facility In Watsonville. and in Neu
lohrn. Germany. 

The company's product development effort IS dedi
cated. to meetmg the needs of computer users who are 
Implementing on-line transaction processing applica
nons at a single Site or In 9eu:J1ophicaUy distributed data 
processing networks. Product development expendi
tures have been in the range of 8-9% of revenue over 
the last three years. Such expendltures are expected to 
lncrease 10 9-10% of revenue In 1982, as the Ulcenllves 
prOVided by the Economic Recovery Tax Act of 1981 en
able the Company to fund additional worthwhlie prOJ
ects. Product development expenchtures resulted m many 
new product Introductions during the paSI three years, 
Including the most Important product of 1981. the 
NonStop n system. A significant portion of these expen
dltures fund the development of future products. 

Tandem's markellng strategy is focused on the end
user market where providing a high level of customer 
support is essential. Therefore. the Company has pur
sued an aggressive program of establishing sales and 
support ofhces in the United States and subsicUanes 
throughout the world during the past three years. In the 
last year, many of these offices have become fully oper· 
atlono!, resultmg m Increased effiCiency and In a shght 
docltne In marketmg, general. and administratlve costs 
asa percentage of revenue. 

Earning. Per Share 
Earnings per share growth has been somewhat less 

than operating income growth in each of the last three 
years. The favorable influence of increased interest in· 
come and a declining tax rate have been offset by the 
dilution of added shares outstanding. Interest income 
increased substantially in fiscal 1981 as the $96,033.£XXl 
raised in the Company's November, 1980 public offering 
were invested in short-term secunties prior to being re
qUired for mvestment in operating assets of the bUSI
ness. The Company's tax rate was 48% m 1981. versus 
49% in 1980 and 51% in 1979. This dechne m tax rate re
flects the lessening negative impact of start-up losses of 
foreign subsidiaries, which cannot be consolidated lor 
federal income tax purposes, and the effect 01 research 
and development tax credits that began in the fourth 
quarter of fiscal 1981. The Company's public offerings of 
common stock in the past three years, combmed With 
saleof stock loemployees under the employee stock pur
chase plan and gronts under option plans, resulted in 
increases In weighted average shares outstanding of 
22% in 1981 , 21%ln 1980. and 16%m 1979, Proceeds from 
the sale of these addttional shares have been used to 
finance the working coptlal expansion required to sup
port the Company's growth dunng thiS period. and at 
fiscal 1981 year-end provided a substanual pool 01 cash 
investments that is available to lund future growth. 

Effect of Inflation 
The Company beheves that the effect of mflation on 

labor rates has been offset by Increases m productlVlty 
and decreases in materials costs. 

CapltallaatloD 'm _ 
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TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES 

CONSOIJDATED STATEMENT OF INCOME 
For the Three Yean Ended September:l), 19111 

On thouac:mcIa except per ahare amounts) 

Revenue 

Costs and Expenses 
Cost of revenue 
Product development 
Marketing, general. and administrative 

Total costs and expenses 

Operating Income 
Interest expense 
Interest income 

Income Before Income Taxe8 
Provision for income taxes 

Net Income 

Earning. Per Share 

Weighted average shores outstanding 

The accompanying notes are an integral part of this statement. 

1981 

$208,397 

75,547 
17,833 
74,626 

168,006 

40,391 
1282) 

10,989 

5),098 
124,549) 

$ 26,549 

$ .72 

37,025,000 

1980 1979 

$108,989 $55,974 

40,831 20,786 
8,786 4,654 t 

40,049 20,828 

89,666 46,268 

19,323 9,706 
(293) (84) 

2,052 482 

21,082 )0,104 
(10,395) (5, 184) 

$ )0,687 $ 4,920 

$ .35 $ .20 

30,241,000 25.070,000 

.. 
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TANDEM COMPlJI'ERS INCORPORATED AND SUBSIDIARIES 

CONSOUDATED BALANCE SHEET 
AsofSeptember30. 1981 and 19130 

On thouac:mdsl 

Assets 

Current Assets 
Cash 
Cash investments 
Accounts receivable, net of allowance for 

doubtful accounts of$i,(XX)'(XXl in 1981 and $1,016,(0) in 1980 
Inventories 
Prepaid expenses and other 

Total current assets 

Property and Equipment, at cost 
Prcx:iuction and test equipment 
Computerequipment 
Office furniture and equipment 
Systems spares 
Leasehold improvements 

Accumulated depreciation and amortization 

Net property and equipment 

Total Assets 

Liabilities and Stockholderll' lnvelltment 

Current liabilitiell 
Current portion 01 capitalized lease obligations 
Accounts payable 
Accrued liabilities 
Accrued income taxes 

Total current liabilities 

Capitali%ed lealie Obligations 
Deferred Income Taxes 
Commitmentll 

Stockholders' Investment 
Common stock $.025 par value, authorized 6O,(0),((() shares, 

outstanding 36,409,631 in 1981 and 30,074,754 in 1980 
Additional paid-in capital 
Retained. earnings 

Total stockholders' investment 

Total liabilities and Stockholders' lnvestment 

lhe occomponying notal ant an integral part 01 thia balance sheeL 

1981 1980 

$ 9,377 $ 9,265 
80,429 6,980 

70,671 42,552 
54,543 20,901 
5,046 1.965 

220,066 81,663 

11,395 4,135 
11 ,122 4,702 
2,466 1,083 
8,610 4,391 

10,746 4,054 

44,339 18,365 
(8,434) (4,327) 

35,905 14,038 

$255,971 $95,701 

$ 682 $ 476 
23,634 11,063 
6,373 3,216 

10,275 5,676 

40,964 20,431 

2,054 1.651 
8,143 3,325 

910 251 
161.468 53,555 
42,432 16.468 

204,810 70,294 

$255.971 $95,701 
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TANDEM COMPIJI'ERS INCORPORATED AND SUBSIDlARIES 

CONSOLIDATED STATEMENT OF STOCKHOLDERS' INVESTMENT 
For the Three Years Ended September:ll. 1981 

Common Stock 

an_ Shares Amount 

Balance September 30. 1978 22.056 $184 
Sale of common stock. net of related expenses 2.520 21 
Sale of common stock under stock optIon plan 337 3 
Sale of common stock under stock purchase plan 107 I 
Tax benefit from employee transactions in 

common stock 
Nelincome 

Balance September 30. 1979 25,020 209 
Sale of common stock. net of related expenses 4,290 36 
Sale of common stock under stock option plan 589 5 
Sale of common stock under stock purchase plan 176 I 
Tax benefit from employee transactions in 

common stock 
Net income 

Balance September 30. 1980 30,075 251 
Sale of common stock. net of related expenses 4,500 38 
Sale of common stock under stock option plan 1,692 15 
Sale of common stock under stock purchase plan 143 I 
Capitalization 01 retamed earnmgs for three-

lor-one stock split 605 
Tax benelit lrom employee transactions m 

common stock 
Net income 

Balance September 30. 1981 36,410 S910 

The aocompanying not" arean Integral partal UusslOtement. 

Addttional 
Paid-In Retamed 
Capttal Eammgs Total 

S 14.473 S 881 S 15.538 
10.054 10.075 

351 354 
407 408 

235 235 
4,920 4,920 

25,520 5,BOI 31,530 
24,243 24,279 
2,037 2,042 

949 950 

806 806 
10,687 10,687 

53,555 16,488 70,294 
95,995 96,033 

7.381 7,396 
2,2n 2,m 

(605) 

2,265 2,265 
26,549 26,549 

S161.468 542,432 5204,810 



TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES 

CONSOUDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
For the Three YeafllEnded September:l). 1981 

On thouxJnds) 

Working Capital Provided From (Used For): 
Net1Ocome 
Add back Ilems not currently using working capital 

Depredanon and amortization 
Deferred Income taxes 

Workmg capital provided from operations 
Acquisition of property and eqUipment, net 
Increase in capitalized lease obligations 
Sale of common stock. net 
Tax benefit from employee transactions in common stock 

Net increase in working capitol 

Working Capital Increase Represented By: 
Increase In current assets 

Cash and cash 10vestments 
Accounts receivable 
Inventories 
PrepOid expenses and other 

Increase 10 current liabilities 
Current portion of capitahzed lease obligations 
Accounts payable 
Aocrued liabilities 
Accrued Income taxes 

Net mcrease In working capital 

TIle oocompanymg 001_ are an Integral pan of thla statement 

1981 

$ 26.549 

4.107 
4.818 

35.474 
(25.974) 

403 
105.702 

2.265 

$117.870 

$ 73.561 
28. Jl9 
33.642 

3.081 

(206) 
(12.571) 
(3.157) 
(4.599) 

$117.870 

1980 1979 

$10.687 $ 4.920 

2.547 1.365 
2.284 1.041 

15.518 7.326 
(9.966) (5.433) 

507 429 
27.271 10.837 

806 235 

$34.136 $13.394 

$ 9.487 $ 2.3J1 
22.671 11.766 
9.597 4.985 

560 766 

(101) (In) 

(5.388) (1.909) 
(1.947) (316) 

(763) (4.037) 

$34.136 $13.394 
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TANDEMCOMPlITERSINCORPQRATEDANDSUBSIDIAR1ES 

NOTES TO CONSOLIDATED FlNANClAL 
STATEMENTS 

1. Summary of Significant Accounting Policies 

Consolidation 
The consolidated financial statements include the ac
counts of Tandem Computers Incorporated and its wholly 
owned subsidiaries after elimination of intercompany 
accounts and transactions. 

Revenue Recognition 
The Company generally recognizes revenue from 
equipment sales at the time of shipment. 

Exchange Gains and Losses 
Foreign exchange translation gains and losses are not 
significant and are reflected in the results of operations. 

Inventories 
Inventories are stated at the lower of cost (first.in. firsl
out) or market and include materia!, labor, and manu
facturing overhead. The components of inventory as of 
September 30 were: 

(In thousands) 1981 I9JJO 

Purchased parts and subassemblies $33,625 :511,832 
Wo rk·in-processand finished systems 20,918 9,00.9 

Total $54,543 S20,g)1 

Income Taxes 
The Company provides for income taxes on total DISC 
income and accounts for investment and research and 
development tax credits as a reduction of the provision 
for income taxes in the year in which the related credits 
are realized . 

Property and Equipment 
Systems S}Xlres are depreciated using the double de
clining balance methoo. All other property and equip
ment are depreciated using the straight-line method, The 
estimated useful lives are: 

Production and test equipment 
Computer equipment 
Office lumiture and equipment 
Systemssparas 
Leosehold Improvements 

Earnings Per Share 

S-IOyears 
~ 7Y90TI 
S-IOyears 
5 yeaB 
LaaseTerm 

Earnings per common share have been computed based 
upon the weighted average number of common and 
common equivalent shares outstanding. Common 
equivalent shares result from the assumed exercise of 
stock options outstanding that have a dilutive effect when 
applying the treasury stock method. Fully dUuted earn
ings per share are substantially the same as reported 
earnings per share. 

2. Inco me Taxes 

The provision for income taxes included the folloWing: 

(In thoUllQnds) 1981 I9JJO 1979 

Current Federal $15.356 $ 6.022 ",ssa 
Current State 3,m 1,682 'I. 
Current Foreign 1.401 1.120 326 

20,528 8,824 5,092 

Prepaid Federal 11,2(5) J28iJ 16381 
Prepaid State (180) (29) In 
Prepcnd Foreign S88 

(797) (310) (645) 

Deferred Federal ',325 ~104 718 
Deferred Stcrte 194 82 
Deferred Foreign 299 (llS) I' 

4.818 1,881 rn 
Total Provision 524,549 $10.395 $5,184 

Sources of prepaid and deferred laxes were as follows: 

(In thousands) 

Prepaid: 
lncracme in revenues recognized 

for Income tax reporuno. but 
not for financialstatemenlll 

Expensee recogmzed lor hnanctoJ 
statements, but not lor Income tax ,.-

TOlal Prepcnd 

Deferred: 
DlSClncome 
Otherllema 

Total Deferred 

1981 

, (l00J 

897 

$ m 

$ 3.2X1 
1.S88 

$ 4.818 

19(1) 1979 

$ 115 $503 

19S 142 

$ 310 $ .45 

$ 1,638 $ .49 
243 288 

$ 1.881 $ rn 

The provision lor income taxes differed from the amount 
obtained by applying the Federal statutory income tax 
rate to income before taxes as follows: 

19JJI I9JJO 1979 

F eclero.l stcrtutory tax rate "" "" "" State kDaS. net 01 F ecleral Income 
taxbenefll • • 5 

Foreign 10IIS8II WIth no tax beneflland 
foreign income taxes m excess of 
F ecleTOI rate I 2 3 

Investment tax credtts (3) (3) (2) 

Research and development tax credJts Jll 
Ooho, I Jll 

Effective Tw: Rate .... .,.. 51" 



--------------------------------------------------------------. 

3. Leale and Other Commitment. 

The Company leases its headquarters, operating facili
ties, field offices, and automobiles under operating lease 
agreements. The Company also has copitalized leases 
for certain equipment. future lease payments as of Sep
tember 30, 198J were as follows: 

1982 
1983 

l!'" 19B5 
1986 
1987- 2004 

S 16,32J'J $ 8B9 
17,921 m 
15,487 7'l2 
14,313 555 
14,435 314 
70,103 'P 

TotcImlnlmumlecDepaymenm $148.579 3,288 
l..ea Amount repr8Mnting Inter_ (7%) ~ 

Preunt valli. of minimum teaM payment. $2,736 

Rent expenses were$8,91U),),) in 1981. $4,509.(0) in 1930. 
andSI.738.00Jln 1979. 

The Company has entered mto lease agreements for 
new facihties in Reston. Virginia and Cupertino, Call
fornia which are expected 10 be occupied In July. 1982 
and May, 1982. The Company has guaranteed construe
bon hnClllCUlg lor these facilities for a total amount of 
S24.600.00J. 

4. Line. of Credit 

The Company has a revolvmg bank lme 01 credit that 
provides for unsecured borrowmgs of up 10 SIO,CXXl,COJ 
at the bcmk's pnrno lendmg rote. The agreement re
qUires the Company to maintain a compensating bal· 
ance of 21h% of the line of credit amount plus 5% of 
borrowmgs in excess of $2,500,CXXl, The line of credit ex
pires December 31. 1982. TheCompany hasa revolving 
line 01 credit With a second bonk providing for unse
cured borrowmgs of up to $5,CXXl,CXXl. The line of credit 
expires June 30, 1982, provides for borrowmgs at the 
bank's prime lending rote, and requires the Company 
to mamtain a compensatmg balance of 5% of the com
mitment. There were no amounts outstandmg under 
either hne of credit dunng fiscal 1981 or 1980. 

5. Prefe rred and Common Stock 

StockSpIit 
in June, 1981lhe Company effected a three-for-onecom
mon stock split and increased the number of authorized 
common shores from 2O,CXXl,(O) to 6O.(XXUXx). The ac
oompanying consolidated financiaJ statements have been 
restated to reflect this stock split. and an amount equal 
to $605,(0). reflecting the aggregate par value of the 
additional shares issued, was transferred £rom retained 
earnings to the common stock account. 

Preferred Stock 
The Company has 2,400,(XX) shares of preferred stock 
authorized. 

Stock Option Plans 
The Company has employee stock option plans under 
which permanent employees may be granted shores at 
100% of fair market valueat the timeof thegranl. Options 
generally are exercisable upon the date of granl and 
expire no later than seven years after grant. As of Au
gust 13, 1981 all option plans were amended to qualify 
for Incentive Stock Option treatment under the Ec0-
nomic Recovery Tax Act of 1981. At the employee's choice, 
all outstanding option agreements may be amended to 
qualify as well. On October 30, 1981, the Company re
served 5,CO),(O)shares for Issuance under the incentive 
Stock Option plan. 

As of September 30, 1981 options for 4,723,419 shares 
were outstancUng at prices ranging from $.1710$26.58, 
with an average price of $13.68. All outstanding options 
are exercisable. Options for 1,479,562 are available for 
future grant. Options were exercised at prices rangmg 
from $.08 to $22.88 in 1981, $.08 to$6.61 in 1980, and $.08 
to $4.79 in 1979. 

Employee Stock Purchase Plan 
As of Septomber 30. 1981 the Company has reserved 
1,650, 406 shares for future Issuance under its employee 
stock purchase plan. Under the plan, IheCompany may 
offer shares to employees by two methods. Under one 
method, eligible employees may elect to purchase shares 
of common stock at 85% of fair market valueat the begin
ning or end of a three month offering period. Under the 
second method, the Company may grant to employees 
the option to purchase common stock at not less than 
85% of fair market value at the grant date. As of Septem
ber 30, 1981 options to purchase406,200common shares 
at $17.04 per share were outstanding under the second 
method. Such options are exercisable through January 
4.1983. 

fli 
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6. Geographic Segment Information 

The following table sets forth information about the 
Comp:my's operations in different geographic regions 
for the three years ended September 30, 1981. 

G!!oorcphle Area Adjustments 

UN"" and "","",. 

an !houaanda) ""'- .. -au- """""'- ""'*' ,." 
R."em, .. C_ 5]44.392 541,294 S16.1ll S "",.m 
~uE»lntn:Joompclny 37."" (37.5lIJI ......... - 181.972 41.294 16,711 (37,5lIJI zo.m 
Pr. Tax Income "'.m 4,145 2.139 (5.483) 51.098 
identifiable "- 213.693 34.592 12.411 (4,785) ~.971 

'OIl 
Revenue-ClI8IOm8r $78,7!>8 ~.760 $4.471 , SJ{8,9E19 
Revenu.,.[n!rocompany 17.45.2 I. ... " 119,376) 
Reven .... TO'ClI 96.210 27."" 4.527 (19.376) 108.999 
......... !noome 2]'469 ." '40 0.328) 2U182 
IndentiliCibie "-IS 76.181 19.889 "09 (2,478) 95,101 

'979 
Ravanu$-CUSIO!JwI;r $41.292 SI3.SOI $1.181 , S ~.974 
Revenue-lntrooompany 8 .... '" (8,9481 
Revenue-'bJI SO.I38 13.600 1.181 (8.9481 ~.974 
J>r. Tal: Jnc.:m.. a.c.J 11.127 ,., (113) ILOIlO) 10.104 
ldenUlkJbl.~ ~.661 10.113 1.319 11.1521 4~941 

lntracomp::my transfers are made at approximately arm's 
length prices. which mclude manufacturing profits at-
tributable to United States operations. Identifiable as-
sets are those assets of the Comp::my that are idenllfied 
with the operations of the corresponding geographiC 
area. United States customer revenue included export 
soles 01 S7,397,COJ in 1981 . $3.973.000 m 1980. and 
$1.663.000 in 1979. 

AUDITORS' REPORT 

To Tandem Computers Incorporated: 
We have examined the consolidated. balance sheet 

of Tandem Computers Incorporated. (a Delaware cor
poration) and subsidiaries as of September 30. 1981 and 
1980. and the related. consolidated statements of in
come, stockholders' investment. and changes In finan
cial position for each of the three years in the period 
ended September 30. 1981. Our examinations were mode 
in accordance with generally accepted auditing stand
ards and, accordingly, included such tests of the ac
counting records and such otheraudilmg procedures as 
we considered necessary in the circumstances. 

In our opinion. the consolidated finanCial state
ments referred to above present fairly the finanCial 
JX)Sition of Tandem Computers Incorporated and 
subsidiaries as of September 30. 1981 and 1980, and the 
results of their operations and the changes 10 their finan
Cial position for each of the three years in the penod 
ended September 30, 1981, all in conformity With gen
erally accepted. accounllng prinCiples appbed on a con
sistent basis. 

San Jose, California 
October 30. 1981 Arthur Andersen & Co, 

7. Unaudited Quarterly Financial Data 

(In thouaands Qua_Ended 
except perahoreomountsJ Dec. 31 Mcm;h31 }une:Kl Sep<. :J) 

Year .Dd.cl Sepl.m..b.r 30. 1981: 

Revenue "".609 $47,417 555.865 164.la; 

Costsand UpenMe 
Cost of r....enue 14.901 17,484 "'.!DI 22254 
Productdevelopment '-",. 4.0.8 4.617 '.723 
Markellng, general, and 

ad"""","",," 14.752 16.863 18,872 24.139 

Total a.aand expe~ 33.008 38.«>; 44 ,397 52..116 

Operating Income 7.521 9,012 11.468 12,390 
In!erestinc:om., net 1.809 3."" 2.715 2.457 

Income Belore Income Taxes 9.m 12,738 14.183 14.847 
Provuuon for Income ~ '.668 6.262 6.992 6.W 

Netlncom. S 4,662 S 6.476 S 7.191 S 8.220 
Eornino- Per Share S .14 , 

" S " S " Year . oded S.pt.mb.r30. 1980: 

Revenue $20.826 S2un 529.194 "'.092 
Co.teClnd Erpv~ 

Co&! of revenue 7.535 9.m 10,915 13.109 
ProdUCI d_iopment 1.542 2,013 2.426 2."" 
MClrkeung. general. and 

oonum.trau .... 7.733 9.339 10.759 12.218 
Toto! ooats and expe~ 16.810 "'.624 24.100 28,132 

Cporoung Ina>me 4.016 ' .253 '.094 •. "" Int.re.t mcome, net :JlS 57. 45' 427 

lnoome Belorelnoome TCIXaI 4.321 •• 829 5,545 6.387 
Provwonlor 1r1C:Ome tax. ~'60 2.415 ~m 3 .... 

N .. !noomo S 2.16t S 2.414 S 2.m S 3.339 
Eorrungll Per Shore S .08 S .re S .09 S 10 

TANDEM STOCK PRICE 

CalendarQuarterPnce .... ' Low 

1981 3rd QuClrt.r 32 24 
2nd Quar1er 3 ... 24. , .. Qu"" ... 2H "'~ 19IJJ 4th Quarter ,... 

'M 
3rd QuClrter '''' 9" 
2nd Quarter 9" 6 ,,, Quarter 9 6, 

1979 4th Quarter N • 3rd Quor1.r 6 . ~ 

2nd Qua_ '" 4 "~ ,,, Qua_ • 3>. 

Tandem Computers Incorporated common stock IS traded 
10 the over-the-counter market under NASDAQ symbol 
TNDM. The above qUOtatiOns, which have been ad
Justed for stock splits, represent pnces between dealers 
WIthout adjustment for mark-up, markdown, orcommis
sionsand may not represent actual transaC1J.ons. Nodlv
idends have been declared on the common stock. 
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Preface 

T 1\ hen commercial data processmg was born a quarter of a 
V 1 century ago, It marked the start of usmg computers as 

busmess tools for mcreasmg prodUCtlVlty and Improving com
petltlveness. Busmess in the EIghtIes, however, is much faster 
paced-and much more changeable, complex and com
petltive--than It was m the Filtles Consequently: enterpnses 
need a new generatlOn of productlvlty-enhancmg computers 
that complement today's busmess enVllonment. ConventlOnal, 
centralized, mamframe computers are no longer state-of-the-art 
because they are not 'state-of-the-busmess: and large organiza
tlons throughout the world are looklng for ways to bring thell 
core busmess functlons mIme with on-lme needs. Only one 
computer manufacturer, Tandem, has created an entllely new 
architecture to address those crucial needs for instantaneous 
and accurate informatlOn. This report describes that architec
ture and the organizatlOn that created the NonStop system ... 
and explams how Tandem IS playmg a key role in the dra
matlcally changmg marketplace for on-hne computer systems. 

@)§~ FINANCIAL REVIEW 



Years-Ahead Tandem Technology 

Providing 
Comprehensive Solutions 
to Complex Information 
Requirements 

"A growth rate for 
fault-tolerant transaction 
processing of 30-50% 
may leave traditional 
mainframes and 
super-minis in the dust 
in transaction processing 
applications, and there 
will be dislocations for 
companies which cannot 
or choose not to respond." 
- Gideon I Oartnel 

Pre(udent, 
Gartner Group, Inc 

Gideon Gartner is one of the most 
hlghly regarded analystS followmg 
the informe.tlon industrY 

T he marketplace for computers that perform the functions at the heart 
ot business operations is undergoing rapid change. Businesses are 

redefining the Fifties mainframe concept to address the dramatically 
changed needs of the Eighties and Nineties. It is no longer adequate to 
rely on yesterday's information-the output of batch processing-to make 
today's decisions. 

The first major shift started in the Seventles when many businesses began 
to move applications on-line in order to obtam up-to-the-minute information 
that accurately reflects the state of the busmess. The effect of on-line trans
aCbon processing is the unmed.Iate and automatlc capture and updating of 
busmess mformation that supports omely decISions. 

The second majOr change is the shlft from centralized to chstnbuted com
pUtIng, puttmg mformaoon where It is used 10 the busmess. As businesses 
chstnbute data to Sites where transaCbOns occur. they naturally want to be 
able to lmk the locatlons together 10 on-11ne networks to vastly enrich the 
mformaoon flow and automatlon benefits. 

These important changes-the clear trends to on-line computing and 
dlswbuted data procesSing networks-have made the conventional, 
centraJlzed malnirame archllecture obsolete. 

The new requuements for computers 10 tms envuonment are contin
uous avB.Llablhty, modular expandability, data mtegrity, programmer produc
tlVltY, and effiCient system performance. bed together in a network that 
is transparent to the user. 

Recogruzmg the early signs of these trends. Tandem created a totally nSIN 
arclutecture desIgned expressly to serve the emerging on-line transaction 
processing marketplace. The fault-tolerant, modularly expandable Tandem 
NonStop system is the first on-line. distributed computer system for mam
frame applicsoons. 

Tandem's unmatched experience in this new marke tplace is the foun-

dation of its leaderslup posltion . It 18 fortJ.fied by a strong base of nearly 6(X) 

sausHed customers US10g more than 4,<XXl Tandem processors, and a capable 
orgaruzatlon of creative people dedlcated to supporting the needs of this 
dynruruc marketplace. 

Marketplace 

"Tandem's vision of the 
marketplace of the 
Eighties and Nineties led 
us to build in the critical 
features right from 
the start. This means 
that Tandem has an 
unbeatable eight-year 
lead in understanding 
and serving this market." 
-Charles W Ryle 

Vice Presidem, 
U S Marketing 
Thndem Computers 
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Years-Ahead Tandem Technology 

Merging and Moving 
All Forms of 
Corporate Information 

"Competition has arrived 
with a vengeance for 
commercial banks, 
demanding worldwide, 
intersystem linkages 
that go beyond just 
the tractitional process
ing of data." 
-Donak! R Hollta 

Seruor Vice PJ(llJident, 
Syst.emS & Management 
Information ServIOOB 
Fust National Bank 0/ ChICago 

Fust Oucago. among the LOp ton 
US blinks, has an extlmSlve and 
growlOg senes 01 domosuc and 
mternational computer appbcebona 
wtuch tue b6Sed on 28 NonStop 
-vstoms and 87 PI()CJMeOf8 

m 17 oounul8II 

L arge organizations rely upon information in many forms from many 
sources to make business decisions. 

1b initiate a routine customer order, an office in Paris may need to send a 
packet to New York that includes a cover letter, memos, an order form, a 
purchase order, and a drawing. 

Before the transaction is completed, the New York office will communicate 
Wlth a manufacturing facility in Atlanta which, in tum, will need information 
from a Clucago warehouse. 

The process may entail telephone calls, telex, teiecoplers, photocopiers, 
word processors, electroruc mal1 and a range of mcompabble computers. The 
mterdependence of uUormation dehvery on these dlverse technologies slows 
and comphcates deosions, and keeps commurucations costs tugh. 

']}-adwonal data processmg and centralJzed mamframe computers cannot 
e{fjclentJy address this spectrum of busmess mformauon requirements. 
Busmess needs demand an on·bne computer system with distributed 
data bases connected m a global network that can merge and manage 
all corporate mformatlOn resources while preservmg investments in a 
variety of computers and o{fjce devIces. 

Dunng 1982, Tandem announced a far·reachmg new product called 
TRANSFER that will do just that. Based on an El<ffiND network, TRANSFER 
will manage the dynamIC Interchange of mformation. It will lmk together 
people, eqUlpment and data mdependent of form, location or apphcation. 

Tandem offers a wide variety of fleXIble communicatIon hnks to support 
such actJvlty The most mnovatlve among them IS INFOSAT. Tandem's newly 
announced, fully·mtegrated, low·cost satellite commurucatlons network. 

The new TRANSFER and INFOSf>(]' capabIhues bUIld upon the uruque 
attnbute8 of the powerful Tandem NonStop archu.ectwe to provlde a fieXlble, 
tughJy rellable backbone network, transformmg Tandem NonStop systems 
mto a trU1y Integrated mformauon management and dellvery system. 

TRANSFER 

"Tandem provides the 
leading edge products 
for innovative customers 
who are pushing 
the limits of traditional 
computer usage." 
-David R. Mackie 

Vice Presidelll, 
Thndem CompuCers 

TRANSFER will allow users to 
merge different forms of informa
tion and move them over a 
Tandem EXR\ND network. 1b 
facilitate the economical move
ment of large volumes of infor
mation, Tandem has also 
mtroduced the first commercially 
available, fully-integrated satellite 
communications network. 
lNFOSAT brings all the inherent 
NonStoP system advantages to 
satellite communications. 

Tandem, which runs its own 
worldWlde operations on a 
tOO-node on-lme EX9\ND net
work, is testmg TRANSFER on 
Uus network utilizing INFOSAT 
earth stations. Tandem provides 
an ideal test environment for 
TRANSFER because its on-line 
netwOrk, one of the largest in the 
world, is the key corporate infor
mation resource for managing all 
aspects of the business. lrutial 
TRANSFER and INFOSAT deliv
eries are scheduled during 1983. 

(fA.) MOTOROLA INC. 

"""""'" ..--, ".,., 
~ O',C/ffo>"" 

(!)~f"" ~ ct) ••• _1 ... 
Logotypes appearmg throughout Uu8 
report are a tepresentauve aamphng 
of the 599 orgaruzabona worktwlde 
that are usmg 'nlndem NonStoP 
systems at the dose of bscaI 1982 

FINANCIAL REVIEW 

5 



Years-Ahead Tandem Technology 

Bringing Applications 
On-Line Quickly and 
Cost-Effectively 

"The most important 
trend in data processing 
today is facilities for 
obtaining results fast 
... to achieve much 
higher DP productivity. 
This, coupled with the 
ability to distrihute the 
relevant data, is essential 
for putting computers 
to use to meet end users' 
true needs," 

-James Marlin 
AuthOi and Lecturer 

.Jal'Iw Marun ~ 8 loodmg author 
\ty on data base and appbcauons 
development He III 8 computer 
mdusUy sumO! and lectwer d. 
mtemauonal repute 

D ata is the foundation for every business decision. Whether for booking 
reservations, billing customers. transferring funds, or checking inventory, 

the information must be complete, current and accurate. 
As business grows, data proliferates. The larger the organization, the 

greater the need to access and exchange information at all levels, yet the more 
difficult it is to manage and control. H the organization is diversified struc
turally or geographically, the problem is even mOfe complex. 

On-line transaction processing, by its nature. involves large data bases, 
many users, frequent on-line updates, fast response time, and numerous 
terminals communicating with the system simultaneously. 

Only Tandem, through Its ENCOMFl'\SS relational data base management 
system, meets these requirements. 

ENCOMmSS makes the programmer's job as simple as writing batch 
processing apphcaoons because it morutors every transaction, manages data 
files, handles the complex terminal funcoons, and dehvers fast, accurate 
answers ensuring data mtegnty and consIStency. 

ENCOMB\SS makes the end-user more proclucove as well as providing an 
easy-to-use relatIonal query language/report formatter called ENFORM. 

Consequently, Tandem users typically become operational with n9IN 
applicatIons at a fraction of the tIme and cost-and begm enjoying benefits 
much sooner-than do users of other systems that raquue specialized pro
gramm10g and highest-skill programmers. 

And that explams why, according to the 1982 CowenIDATAMPJ'lON survey 
of computer users, Tandem has the lughest level of customer usage of 
data base management and networking software of all computer manufac
turers 10 the survej! 

/.r 
"-") .>'.,j 
---/, ~ '" .- o CI.N.RAL O YNAMICS DCOMSAT 

""""""" .-
IIQDI'IIIMTY 

c.j .. ~- CHAB8 

ENCOMPASS 

"The key to making 
business more productive 
is bringing the 
information asset 
closer in time and space 
to the point of the 
business transaction." 
-Gerald D. Held Du.,,,,, 

Software Research 
Thndem Computers 

Tandem's ENCOMB\SS 
software-a powerful tool that 
makes programming for 
disttlbuted, on-lme transactlon 
processmg no more cbfficult 
than wriung programs for batch 
processmg-lS widely used 
by Thndem customers m 
allmdustIies to mcrease both 
programmer and end-user 
productlvity dramatically. 

10 the manufacturing sector, 
Prrelli, a major tire producer, is 
usmg ENCOMmSS to bring 
quickly mto prcx:luction numer
ous state-of-the-art programs 
at four manufacturing facilities 
m ltal')( The company's inter
actlve EX9\ND network IS 

scheduled to be extended to 
Puelli plants worldwide. 

g,~ 
.~ 

, FINANCIAL REVIEW 

7 



Years-Ahead Tandem Technology 

Easily Integrating 
Widespread 
Information Assets 
into a Fault-Tolerant Network 

"1JIk're putting more and 
more of our business 
onto computers
including linking together 
more than 4 ,400 s tores. 
'lb make that com
mitment, w e absolutely 
require computer 
sys tems that can be 
quickly linked together in 
a rapidly expanding 
network without having 
to write new programs:' 
-c&roIl Leu 

Vice President, 
Data Proce881ng 
Thndy CorporatJon 

1llOdy ... lUI popuI8l TRS-SO ImaII 
computerS and other elecUoruc 
products through 118 I'I8bOnWlde 
Radle Shack stoc'eB that hnk mto II 
Tandem £XAL\ND network. 

T he purpose of on-line transaction processmg networks is to provide 
everyone in a geographically-dispersed organization some part of the 

tota1 information asset to make the business function more completely: com
petitively and efficiently. 

'I)tlng together the information assets reqwres an on-line network of com
puters that is continuously avallable, cost-effective, and easy to use. 

The only architecture that IS Ideally SUlted to on-line networks comes from 
Tandem technology 

Tandem's EXf1:\NO networkmg software makes wnting applications across 
a network easy: And, once the network 15 in place, it can grow and change 
to accommodate mcreased busmess, n8'N functions or n8'N locations swiftly 
and mexpenslvely Wlthout revvnong application software or retrairung people. 
An EX9\ND network can, 10 fact, pamlessly grow to 255 mainframe-power 
NonStop systems. 

Tandem systems are the logical chOice for on-lme networks. The fault
tolerance of the NonStop system arclutecture mherently extends across 
networks of Thodem systems. 

In contrast, consider the most advanced conventional mainframe com
puters clamung 99% availability: A busmess runrung Its computers around tile 
clock statistically would be out of busmess Bight hows-one full shIft-once 
a month. The statistical probability of fallure for such non-18ndem systems 
oed together in an on-lme network IS even less acceptable: In just a 
10-system network o[ conventlOna] computers. the network would be down 
[or eIght hOUlS every thlrd day 

In a 100-node network like Tandem's own corporate Information system, an 
orgaruzation us10g conventional mamframes would be off the au more than 
on-and that IS why NonStop systems will form the backbone networks of the 
world's largest orgaruzatlons. 

EXPAND 

"We understand our 
customers' networking 
needs because our own 
international on-line 
network is one of the 
largest in the world," 
-Jeanne D, Vo.IohJetS 

Vice President. Treasurer 
Thndem Computers 

The ultimate size and config
uration of a new and growing 
application may not. during the 
planning stage. be immediately 
discernible. With Tandem sys
tems. the network configuration 
can easily change as the busi
ness changes. 

At Vklls Fargo Bank, some 50 
Tandem processors are dispersed 
at a variety of wholesale 
and retail banking applications 
mcludmg 8 network of 500 
automated teller machines. V'klls 
Fbrgo plans to upgrade to 
an EXI¥\ND network for greater 
network availability: disaster 
recovery capability: increased 
maintainability: and lower com
munications costs. 

(E) • 
...... 

...,.,....-., ~ "''If;atQlj'''t~± ~.J 
::8':' .. . . . . : . ... , 
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Years-Ahead Tandem Technology 

Sizing Systems 
for Todays Needs, 
Easily Adding Power 
for Tomorrow's 

"Large, dynamic 
organizations that are 
constantly adding 
interdependent functions 
to their interactive 
computer networks need 
a computer system 
that is quickly and 
inexpensively expandable 
without disrupting 
the bus iness." 
-chrlster Magnu89Or1 

Presidenl. 
Vmgressor 

Witb 35 bUlOBUS in ScandlO8vl8, 
Vingressor, the u avel agency 
subslcbary of the Scandll\8vaan 
Alrbne System, ~ oyer 
390,000 packaged tolIli annually 
to 30 doInlnauona 

Businesses change, as does the environment in which they operate. Yet, 
traditional data processing systems do not. Once in place, they are 

immutable until uprooted and replaced by an equally inflexible successor; 
Thndem systems, in contrast, are inherently flexible. 
Mooule by module, Thndem systems grow in power from mid-size to 

mainframe-without reprogramming applications or retraining personnei
and without disrupting business operations. Routinely, Thndem users add 
incremental processing power to their existing NonStop systems while they 
continue to run without interruption. 

Instead of purchasmg a $2 or $3 million mainframe that will ultimately be 
needed to run an application, Tandem users develop the application on a 
mmimum·size NonStop system for a tenth the investment. Later, when the 
applIcation goes on·hne, the precISe amount of reqwred processmg power is 
added WIth no additional programrrung. 

When the applIcation grows, or when neYI functions are added that will 
reqwre more computmg power, or when the applIcatlon IS dlstributed to 
other facilities, or when all facilibes are hnked together in a network, the 
requISite power IS 'metered' to each system by agam sunply addmg more 
processor modules. 

Each Tandem system can be expanded from two to 16 processors. And up 
to 255 full·size systems can be mterconnected in an EXl1\ND network without 
re"'''Cltlng applIcations programs. 

The dynamiCS of large orgamzations and complex marketplaces often 
change computing requirements between the time an applicabon is planned 
and the bme It IS executed, and as the users' needs change. The Tandem 
architecture is forgl.Vmg of changes by virtue of Its Inherent modulan ty. 

Modularity 

"The beauty of a 
computer system that 
can match the 
requirements of a 
rapidly growing business 
is obvious. That it can 
do it while running 
continuously and 
at no cost premium 
is an undeniable 
business advantage." 
- Laurence A Laurich 

Vice Presldem. 
Engmoenng 
Thndem Computers 

Growing enterprises need true 
modularity of computers to 
acoommodat.e their growth and 
added on-line activities. In the 
retaJl and distribution markets. 
particularly within large chalns. 
the number of automated lo
cations increase while at the 
same time the number of on-line 
services expand. 'Ib acoommo
date both types of growth, an 
easily expandable oomputer re
source is key to cost-efficiency. 

Thrget Stores, a $2 billion re
tailer and the largest subsidiary 
of Dayton-Hudson Corporation, is 
en excellent example of the need 
for uue modularity: Within three 
years of installing Its first two
prcx::essor Tandem system to 
begin deveiopmg applications for 
distribution centers and a chain
wide network, Target had five 
Tandem systems on-line using 
25 processor modules, with 
many other on-line applications 
planned. 

~TIME ELF..<:TRONICS ~\~~~ ,0 
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Years-Ahead Tandem Technology 

Consistently Delivering 
Information as Accurate 
as the Input 

"Cable television s ystems 
in over 950 cities depend 
on us to accurately and 
timely bill their 12 
million subscribers every 
month, utilizing the iI 
on·line data bases 
interconnected with ours. 
l,!'Ik cannot tolerate lost 
or damaged data- or 
computer failures-
that would jeopardize 
nearly $2.5 billion 
of the cable indus try's 
annual revenues," 
-Robert J. Matthews 

PrE8ident, 
Gable Dacs 

Cable DlIta. an mformDllOrl systems 
ccmp&n}l prOVIdes oomplet.e 
packages of data ptoceamg products 
and servlC88 to over 60% of the US 
cable TV systems The oc:mpeny 
has over ISO Tandem proc~)(S 
deployed III the US and canada III 
the glOWlng cable 1V Industry and 
8t cabkl Data offices 

a.IIiz 

F undamental to the integrIty of the corporate mformation management 
resource is the assurance that what comes out of the computer 

IS as accurate as what goes in, and that the information is delivered to the 
intended recipient. 

The Thndem architecture and software tools such as Transaction Mon
ltormg Facility combine to achIeve an unprecedented level of data integrity, 
both Wlthln a smgle system and throughout a geograplucally distributed 
network. 

Data contanunatJon and loss caused by system malfunC1Jons and failures 
are rISks taken by all users of convenoonal computers. Such occurrences with 
batch appllcaoons are sometlmes recoverable, but m fast-paced on-line trans
aC1Jon processmg envllonments- where an orgaruzation's critical busmess 
runC1Jons are dependent upon the accuracy of raPidly changmg mformaoon
system errors are mtolerable. 

In passenger reseIVatJons systems. for mstance. many days of departures 
could be underbooked or overbooked because of data loss or damage. 

In mternaoonaJ electronic funds transfers. rrullions of dollars can be lost If 
conventlonaJ computers madvertently deposit cash m the wrong accounts. 

Data integrity IS mherent to the Tandem NonStop architecture. Th 
some Tandem users, this feature alone IS reason enough to acquue 
NonStop systems-and all of the other urnque capabib.tJes are regarded as 
free benefits. 

~ 

Data Integrity 

"The mos t valuable part 
of the computer resource 
is not the hardware or 
the software but the 
data- the information on 
which the business 
relies to operate. Tandem 
offe rs the highest 
level of data integrity 
available today," 

-Denrus McEvoy 
VICe Ptesidenl. 
Soh.wrue Development 
Thndem Compufers 

Tandem's data mtegnty fea
tures lend important advantages 
to all Tandem users, especially 
to those having extremely 
acuve and large on-line data 
bases. And among the world's 
largest data bases are those of 
national governments. 

In the Netherlands. where all 
dependent children are entitled 
to regular government allow
ances from birth through college 
graduation, Tandem's data 
mt.egrity advantage is an 
Important reason for the govern
ment's conversion to NonStop 
systems. The Sociale 'ktze
kerings Bank is responsible for 
keepmg accurate, current records 
on some 3.5 million children and 
makmg timely, correct payments 
of over $200 milbon monthly. The 
agency's growing Tandem sys
tems are being hoked together in 
an E:XB\ND network around the 
country, extending data integrity 
to hundreds of on-line terminals. 

• Ford Aerospace 
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Years-Ahead Tandem Technology 

Keeping Corporate 
Information Assets 
Constantly Available 

"According to the results 
of the survey we 
conducted with 
DATAMATION magazine, 
Tandem users were 
notable for two factors: 
the highes t levels of 
usage of both data base 
management software 
and networking software, 
and the highes t level 
of customer loyalty for 
any vendor covered in 
the survey." 
-Barry Roeenberg """'., 

Cowen & Company 

Barry ~g 111 8 ~ng 
computet mdustry aecutlU88 
analyst and duector of the 
annual CowenlOATAMATlON 
swvey d computer U88f8 

W hen enterprises move to on-line systems, if the computer stops, the 
business stops. 

Failures of batch processing mainframes are, by comparison with an on-line 
system failure, merely nuisance factors. Time lost by idle batch mainframes 
may be recoverable. But on-line systems deal in real time: Time lost is 
opportunity lost forevet 

At the heart of the NonStop architecture is the technology developed by 
Tandem that prevents a failure at any single point from causing the system 
to stop. A component failwe is transparent to users; the remaining processor 
or processors automatically take up the work. Data remains intact, business 
continues as usual. 

EarlIer attempts to achieve contmuous operations employed redundant, 
convenOonaJ computers hooked together. One system stood idle until the 
other f8l1ed. When that happened, data processmg professionals flipped a 
SWltch and hoped the second system was health~ TIns approach doubled the 
cost of computer hardware. 

The entlre NonStop system performs usefuJ work constantly There is no 
wasteful redundancy Even when a NonStop system is undergomg mainte
nance, the system can cononue to run. 

And there IS no cost prerruum for fault-tolerance-nor for the other inherent 
NonStop features of modulanty; data mtegnty and ease of networking. 
Tandem's price/ performance is second to none m on-line transaction 
processmg environments. 

NonStop 

"The basic building 
block of the Tandem 
architecture-as well as 
the foundation of our 
customer loyalty-
is the NonStop feature . 
Why buy a computer 
that fails?" 
-<Jerald L. Peterson 

Vice PJesident, 
lnt.emeuoneJ Markeung 
Thndem Computers 

Thndem NonStop systems are 
assuring continual operations 
and improved customer service 
for 8l!, rall, sea and road trans
portation companies worldwide. 
Around the clock, rrullions of 
Thndem transactions occur daily 
to manage passenger reserva
tions, station operations. cargo 
bookmgs and distribution, rail
road yards, dockside activities, 
and tota] airport facilities. 

In rallway-dependent Oennany, 
for mstance, the heavlly traveJ· 
ed national Bundesbahn began 
converting lts domestic and 
international passenger reserva
tions systems to Thndem in 
1982. By early 1983, the network 
will be handling over 20,000 
transactions hourly: 

M·A·N 
M·A·N 

J 
J 
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Years-Ahead Tandem Technology 

Assuring Successful 
Customer Applications 
through Superior Support 

Numbe. 01 Cual om ••• 

The objeCtlve of Thndem cus· 
tomer support 10 aU Its aspectS 18 
to help make customers' appUca· 
bOns successful. One way th18 
IS aclueved 18 through Tandem's 
Appbcauon Design Support group 
wtuch, dwmg 1982, reviewed 
some 150 customer apphcatlons 
and made recommendauons on 
ways to enhance them by makmg 
changes to take mwomum 
advantage of the NonStop archi
tecture. Further 8SSlStaJlce was 
prOVided durmg the year V18 
885 techrucal tramlOg ctasses for 
customers totaling over 8,(XX) 
student-weeks that were 
oonducted at Tandem customer 
education facthtles 

N ow more than ever, with the movement of critical business applications 
to on-line transaction processing, users of large systems need re

sponsive. effective and proven support systems from the manufacturer The 
best products can be no better than the support, and the support can be no 
less distributed than the data bases, systems and networks themselves. 

That Tandem excels in customer support IS clearly evidenced in the 1982 
CowenIDA'I'AMATION survey of computer users in which Tandem, for the 
third consecutive year; ranked number one in the industry for customer 
satISfaction and ioyalt)< 

Fully half of the enwe Tandem orgaruzabon-at some 100 locations in 
16 COuntries-lS dedicated to some aspect of the company's broad-based, 
far-reacrung support acovlties mcludmg sales support, customer education, 
beld service and appbcatIons support. 

Even before system debvery, Tandem's responsive attitude IS apparent. The 
Tandem Account Support learn, 10cludmg both hardware and software 
specl8hsts, assLSts prospectJ.ve users 10 planning on-hne applIcations. 

In many cases, Thndem's uruque ApplIcatlon Design Support group con
ducts Ul-depth studles of customer plans and Intended software, and recom
mends ways the user can Improve the success of the application through 
changes that take full advantage of the Thndem archItecture. 

Before srupment, every NonStop system IS tested Ul failed-component 
modes to ensme contmued operation. Once Installed, Thndem systems are 
much more serviceable than conventional computers. The modularity of the 
arcrutecture lets mamtenance and repau take place whIle the system con
tmues to run user programs urunterrupted.l~ 

Service IS provIded by an Integrated hardware-software Customer En
glOeermg team workmg Wlth advanced, Tandem-developed dlagnostlc sys
terns and support LeChruques as comprehensive as the ruchttecture Itself. 

; ~~ 
~ ~ --- ~ 

Customer Service 
and Support 

Inltolled. 

EHlClency of Tandem techmcaJ 
support personnel 19 enhanced 
by on·lme tools such as the self· 
contaIned, microcomputer-based 
dlagn06tJcs oonsole of the 
NonStop n (above) that 18 used 
for on'Slte and remote trouble
shooung _ Customer engmeers 
around the world also use 
Tandem's corporate ExmND net
work to retrieve technical assis
tance automatically from company 
headquarters. Low turnover 
Wlthin the Thndem field support 
organization helps the company 
maintain a conslStently high 
level of technical support. 

Customer feedback as well as 
servICe mOOltoring is facilitated 
by Tandem's on-line Product Re
poning System (left) that cap
tures and dLsseminates NonStop 
system service activity as well as 
customer requests for enhance
ments and new capabilities. 

At Thndem headquarters, 
the Thndem Executive Institute 
conducts seminars for senior 
executives of customer and pro
spective customer organizations 
within speclf:ic industries. 
Outside experts define industry 
trends, Thndem speakers teD 
how NonStop systems can help 
companies address those trends 
competltively, and a Thndem 
user within the given industry 
reports on successful NonStop 
system applications. 
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Years-Ahead Tandem Technology 

Protecting 
Users'Investment 
with Flexibility for 
Future Enhancements 

Produ.ct O .... lopm.nt 
axpend.ltur • • 
(MllIIolII) 

" 11-----, 
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I n the final analysis, large organizations that are committing to on-line 
transaction processing and networks seek a supplier that will preserve 

and enhance their original investment by remaining responsive to the 
ever-changing business and technology environments. 

Thndem's NonStop architecture provides unprecedented flexibility and 
adaptability by creating elegant solutions from simple modules. 

Since introduction of the original NonStop system, Thndem bas spent 
some $70 million on product development programs-an investment that is 
heavily leveraged and highly productive for users because the modularity of 
the architecture. both hardware and software, spreads each enhancement 
over a full range of system SIZes from mId to mamframe. This design also 
provides uruque econorrues in manufactuIlng, mventory, and service as well 
as proouct development. 

The ultlmate goal of Tandem's product development programs is mcreasmg 
the functionahty, efficiency, and ease of operation of the users' back
bone resource. Thward thIS end, the company's spectrum of projects 
covers new product mtroductions, enhancements to eXiStIng products, 
and new technology 

Prcx:iuct enhancements mclude nucrocode changes for the NonStop n sys
tem that led to as much as a 25% performance Improvement at no addioonaJ 
cost to the customeL New products ranged from the 6530 ergononuc tenrunal, 
to TRANSFER informatlon management and delIvery software, to INFOSAT 
satellite commurucatlons system, to SNAX. SNAX software will enable EX-
9\ND network users to access IBM SNA networks, devices and applIcations 
programs wlule retammg the re~ability and fleXIbility of NonStop systems. 

Using Thndem-develaped tools for the design of custom IDglc. the company 
shipped the rust products contairung gate arrays of Its own design during 
bscall982. Tandem will soon offer customers a product that 15 the outgrowth 
of Its work In fiber optics. Tandem customers will be able to hnk up to 14 

maxtmum-Slze 16-processor systems that are up to one k:i.1ometer apart
Wlthout reprograrrurung--effectJvely creatmg 8 smgle system Wlth more pow
er than the world's largest conventional mamframe oomputeL 

f ~y>e- ~e~<l I 

Product 
Development 

~ 
~~ 

Thndem's development 
expendlturoo-$34 million during 
fiscal 1982-ere divided equally 
between h&dware and 90ftware 
pro;ects lntroduct1on of LSI gate 
arrays and hber OptICS into 
NonStop systems is enhancing 
system performance end reliability, 
wtule a steady sueam of ad
vanced software products contri
butes further to system flexibility 
and ease of programming. 
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A Unique Organization Focused on 

Ensuring 
Customer Satisfaction 
through Creative, 
Dedicated People 

Mum", o. Implo~. 

~rl ------------~==' 

J2&l~-

""'I -1 

""'I -1 

''''I--
... 

j97' 1919 LotO 1"1 1Q82 

Tandem places high vaJue on 
employee commumcauons to fa 
cilitale sharing the fesponslbwty 
for managmg B rapidly growulg 
business. and to perpetuate the 
succeesful corporate envuon
ment Although emphas18 IS on 
open commumC8uons Wlthm the 
compeny', UnstructUled eovllon· 
ment. fonna! mecba rue 81eo ua«l 

• • 

Center magazme focuses on 
the range of human and busi
ness aspects of life at Tandem, 
candldly wntten by mdJvlduals 
from all areas of the orgaruzauon 

Thleconferences, lrutlated 
durmg 1962. commurucate tech
meal and busUless lnformatlOn to 
all US. sites slmuJtaneous!y 
and mteract1vely 

T\lndem's shared-management 
phlloeophy works at the top 
level of the company as well 
DecisIOO-makmg IS shared 
by the Management Comrruttee. 
compnsed of the sernor man
agers from Thndem's domestlc 
and mternatlonal operatlons 

And company facilities are 
1nlenuonaUy designed With an 
open feeling to encourage easy 
mt.eraC1Jon 

E aming the industry's highest rating for customer satisfaction is not 
accidentaJ; Tandem employees care about the company's customers 

because Tandem cares about its employees. And because Thndem is a good 
place to work. 

Thndem's ability to recrwt and keep quallty; creative people is nurtured 
by the company's reputation for innovativeness and market leadership, 
the exCItement and challenge of being part of a major factor in the ind~ 
and the resultant opporturutJes for mdlvlduals that abound in such a 
dynamiC busmess. 

The Tandem enVlfonrnent 15 good for Its people and good for the company 
Employee productiVIty 15 far lugher than 15 typical in the computer industry; 
and the company's turnover rate 15 less than one-tlurd of the industry average . 

High growth conslStent Wlth keepmg customers satisfied is achieved 
through shared responsibility; open comrnurucations, and performance recog· 
rutJon. CreatJvlty, teamwork and mcbvldual decltcatJon flOW15hes at Thndem 10 

an unsOUctwed enVlfonrnent that is guided by a clear sense of direction 
commurucated throughout the company 

Indlvldual growth 15 not left to chance. The self·educatlon process that is 
promoted by the nature of the workplace 15 augmented with formal training. 
Over 150 mciJvlduals monthly attend cowses 10 the Tandem Management 
Development Program And throughout the orgaruzation, the company strives 
to expJam the Impact of each mdlvldual's performance on the company's 
success-and how that success affects each mcilvldual. 

Job sallSfaCtlon 18 a majOr rB'Nard at Tandem, but the company also pays 
Its people well, prOVides stock ownerslup opporturutles (nearly all employees 
are opoonholders or stockholders), glVes employees a VOice In selecung 
benefits, and prOVides North Amencan employees slX·week, fullY·paId sab
bauca1s every four years, whlle employees outsIde North America take the 
customary longer vacabons annuall\t! 

~ 

The Tandem 
Environment 

Emplo.,. • • rod ucll.Uy 
(R_nu& Per Employee. TI\oIJsonda) 

'" 11-------; 

• 
• 
• 
• 
• 

One method of employee 
recognition is the international 
Thndem Outstanchng Performers 
program that rewards exceptional 
mdwiduals with a oompanY-paid 
group tnp. The program also 
promotes Idea exchange among 
many of Thndem's highest 
achievers. 
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Quiz 
1 The biggest change taking place 

In commercial data processmg 
WIthm large organiz8nons is 

a Batch processmg 18 makmg 
a comeback 

b. Comparues are consolJ
dating and centrahzmg 
data processmg 

c. Busmesses are movlllg 
their data processmg from 
batch to on-hne to better 
control resources, offer im
proved service to customers, 
and have more timely 
management mformauon 

2 Thndem's marketplace 19 

a l..1mlled ruche applications 
where users reqwTe a 
fall-safe computer 

b. The rapidly growlOg realm of 
on-lme uansacuon processmg 

c. Trachuonal batch computmg 
epplicauons 

3. Tandem IS sellmg 

a A mmu:.'omputer 

b A mainframe computer 

c. A continuously available com· 
puter system that can glOW 
modularly from the power 
of a minicomputer to U1at of 
a mainframe. 

4 Why 18 conunuous avat1abthty Im
IXJ[tant m an on-hoe enYltonment? 

a When the computer SlOpS, the 
busmess stops. 

b. When the computer stops, 
sales are lost 

c. When the computer stops and 
you can't take the customer's 
order, the customer goes 
somewhere else. 

5, Thndem NonStop systems assure 
contmuous availability through 

a Coupled processors in a "hot 
standby" mode where the 
standby wruts for the workmg 
processor to faIl. 

b. 1btaI system redundancy, where 
processmg 18 replIcated on a 
set of duphcate components. 

c. A combmed hardware and 
software solubon that allows 
the enUre system to do useful 
work at all umes 

6. What 18 the advantage of 
Tandem's satellite lInk versus a 
long distance telephone link in 
computer commurucatIons? 

a, None, because telephones are 
the establIshed technology 

b, Coots are lower, speeds are 
faster, and you can broad
cast to multiple locatIons 
Simultaneously. 

c. \bu never get a busy signal. 

7 The level of Tandem's customer 
satIsfactlon and loyalty is deter
mined by 

a The number of people In 

Tandem's customer support 
functIons. 

b, The customer's mood on any 
gIVen day. 

c. How successful the customers' 
apphcabons are 

8. Who needs Tandem system data 
mtegnty features? 

a A bank that wants a 
mulu-rruiilon doUsr deposIt 
recorded accurately 

b. An auilne that wants fully 
booked cargo operatIons. 

c. A hospItal that wants paUents 
to have the correct med.lcauon 

9. W1uch statement is false? 

a. Tandem's employee productiv
ity is really not much dlfferent 
than the industry average. 

b. Tandem '5 employee turnover 
rate is well below the industry 
average. 

c. Paid sabbaticals are a really 
nice beneht. 

10. Why would anyone buy a com
puter that fails? 

a, Slhe does not yet know 
about Tandem. 

b. Slhe does not understand the 
cost of downtime. 

c. S1le does not use a computer. 

lIB 'm "9 '6 rre '8:l '1. q '9;) '9 rye 17;) '£ q ·Z;) t 
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HIGHLIGHTS 

Fiscal Year Ended 5eplember 30 1982 

Revenue 5312.143.000 
Operallng Income 5 40.708.000 
Operating Margin 13.0% 
Nel Income 5 29.856.000 
Earnings Per 5hare 5.76 

Working Capital 5194.761.000 
Tolal Assels 5337.366.000 
Equity 5250.988.000 

Number 01 Employees 3.821 

1981 

5208.397.000 
5 40.391.000 

19.4% 
5 26.549.000 

5.72 

5179.102.000 
5255.971.000 
5204.810.000 

2.730 

. . .. . n u. 

Pom.Ue 
• Inlernattonal 

s.,If----

1980 

5108.989.000 
5 19.323.000 

17.7% 
5 10.687.000 

5.35 

5 61.232.000 
5 95.701.000 
5 70.294.000 

1.387 

lennlng. P. r Shill • 
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TO OUR STOCKHOLDERS 

In the comparatively shorl period 01 time since the Company was 
formed in November, 1974 unl1l today, Tandem Computers has become a 
slgnUicanl factor In the computer Industry as well as a leader In the 
on-Une transaction processing marketplace. This outstanding perform
ance is one in which we lake a great deal 01 pride. When a company 
achieves such success cnd attendant size. however, it is no longer possible 
to be totally Immune to the effects 01 the economy. Most of our business 
regions remained strong relal1ve to the industry In Uscol 1982, but not In 
Une with our traditional growth rales. A few geographic areas have been 
more ellacted by the recession. with the result that Tandem's sales In those 
regions grew 01 a slower pace Ihis year and our overall growth rate 
moderated somewhat. AI the same lime we baUeve that we strengthened 
our competitive position, adding to our customer base 01 large corpora
tions making major commitments to Tandem, Investing In new products, 
and gaining exper1ence lead-Ume. 

For the liscal year ended September 30, 1982, revenue g rew at a rate 
0150% to 5312,143,000 Irom 5208,397,000 In Iiscal 1981 . Operating margins 
were 13% 1n lisca! 1982, compared with 191. In the previous per1od. Net 
Income was 529,856,000 or 5.76 per share, versus 526,549,000 or 5.72 per 
share, In 1982 and 1981 respectively. The combination 01 revenue that was 
below target and continued high Investment 10 support product devel
opment and expansion 01 our organization led to margins that were 
below our goal. 

Nonetheless, as our SO" growth rate Indicates, Tandem's marketplace 
Is one 01 the most robust In the computer Industry. We are committed to 
developing the resources- the products, the sales and service organiza
lIon, and the people- necessary to co ntinue to be a leader 10 this htgh
growth market. As an Indication 01 our level 01 commitment. the Company 
spent 534 mUllon on product development and 564 million on property. 
plant, and equlpmentln liscal 1982. 

In"eslment In Products 
Dur1ng tJscal 1982, the Company Introduced a number 01 enhanced 

products and announced a ser1es 01 new products thai will become avail
able dur1ng 1983. Among the product enhancements, the Company 
began olfer1ng a two-megabyte memory board for Ihe NonStop II thai 
provtdes users with Increased memory capacity for each processor. In 
addition, we Introduced a completely new line 01 higher performance 
peripheral products, Including disk dr1ves, a high capacity tape drive, 
printers, and a terminal. The m ost Important o f these products Is the 
Tandem-designed and manulactured 6530 ergono mic terminal which 
we Introduced al the Annual Stockholders M eettng last February The 
markel a ccepta nce ot this product is ve ry g ood; we have ramped up 
productio n and now ship te rminals exclusively o t ourown manutacture_ 

• • 
The Company extended Its market lOCUS wUh the announcem e nt 0 1 

our planned comprehensIve corporate Information system. The Ilrsl prod
ucts, which will be avoUable during 1983, are TRANSFER lnJormaUon 
dellvery system that allows use rs to move oHlce Information alo ng with 
traditional data processing over a 'Ibndem EXPAND network. TRANSFERI 
MAIL electronic mail manager, and TRANSFER/ FAX facsimile manager 
The Company unveiled the tirst commercially available, lully Integrated 
computerl satelllte communications network, called INFOSAT, Ihat will 
provtde a low-cost, highly rellable alternallve 10 terrestrial communica
tions lacillUes. This product will be marketed jolnlly by Tandem and Amer
Ican Saleillte Company. Tandem also announced a new communlcallons 
product. SNAX, Ihal will provtde users 01 Tandem dlslributed networks with 
access 10 IBM 5NA networks, devices, and appUcalion programs while 
retaln10g the high-reliability benellts Inherent In aU Tandem products. 

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARI ES 

SELECTED nNANCIAL DATA 
for the Ave 'Man Ended September 30. 1982 

( In thousands axeepl 
per share amounts) 1982 1981 

Inve. tment In FacWUe. 
In order to maintain our commitment to provide a superior level 01 

support to our customers, Tandem opened twelve new branch sales oUkes 
In the Untted Stales, Canada, and England: opened new sales subsidiaries 
In Belgium and Norway: and established dlstrlbutors tn Argentina and 
Israel. 

Fac1lltles expanded with the opening of a plant to manufacture the 
6530 terminal In Austin, Texas, a manulacturing taclllty In Bensenville, 
IWnois, and an addition to the corporate headquarters In Cupertino, Cali
fornia. Further, the Company broke g round for a printed circuli board 
automated assembly and testing plant In watsonville, California. 

Investment In Productivity and Technology 
Tandem has a cont1oulng dedication to manufacturing e11lclency and 

10 developing new technology. Toward this end, a state-of-the-art board 
testing system was developed by Tandem and Introduced into the manu
facturing process. Thus lar we have attained slgntncant gains In produc
tivity. In addition, a pUot program for automated board assembly was ver y 
successful, which has led us to expand our operations In YVotsonvUle. 

Investing In technology has resulted In a unique contribution In 
Tandem-developed tools lor design of custom laglc. Using these tools, 
during 1982 we developed and shipped the first products containing gate 
arrays of our own design. 

Outstanding People 
This rather formidable list of achIevements Is the result of the creaUvity 

and hard work 01 Tandem's people. The dedication of our people Is indi
cated by their high productivity: average revenue per employee was 
595,000. 1\Jrnover, at 91., remains far below the Industry standard, 

Each person al Tandem works at maintaining an environment that 
encourages such outstanding performance. The Company supports its 
people's efforts by providing technical training as well as management 
training through the Tandem Management Development Program. The 
Company also provides recognlllon ot superior performance through lis 
TOPS- Tandem Outstanding Performers- program. TOPS Is a way both to 
reward people, and to provtde a mechantsm for outstanding people to 
share their Ideas. In addition, we realize that all our people need a lime 
to recharge, and we try to tind ways to support that. fbr example, each 
employee In the Unlled States earns a paid sabbal1cal every four years. 

Outlook 
We beUeve that Tandem possesses all the necessary attributes lor 

conllnulng success Our marketplace Is one 01 great potential throughout 
the Eighties We have an Impressive customer base, a unique and inno
vative product. outstanding people, and a weU developed o rganizaUon. . . 

Slnce the worldwide econo mic enVironment continues 10 be uncer
tain , w e have take n steps to control our expenses better. with theoblecttve 
01 Improving our margins to histo ric roles Perhaps most importantly. we 
are educaUng aU our people about their Individual responslbUUy for 
allatntng our goats- Overall, we ant1c1pate tiscal 1983 to be a year 01 
challenge, but also a year when Tandem continues to be a growth leader 
In the Industry. 

51ncerely yours, 

~ 
Thomas J. Perkin. 
Chairman 01 the Board 

December I , 1982 

1980 1979 

~4~ 
James G. Treyblg 
President and Chlel Executive OIllcer 

1978 

Revenue 5312.143 5208.397 5108.989 555.974 524 .305 

Cost of revenue 
Produd development 
Market1ng, general and administrative 

Operating Income 
Interest income, net 
Provision for Income taxes 

Income aefore Extraordinary Cre dit 
Net Income 

Earnings Per Share a e (ore Extraordinary Cre dit 
Earnings per share 

Total assets 
Long-term debt and capl

tallzed lease obUgations 
Stockholders' Investment 

109.305 
33.642 

128.488 

40,708 
6.033 

( 16.885) 

29.856 
29.856 

5 .76 
.76 

5337.366 

21.102 
250.988 

75.547 
17,833 
74.626 

40.391 
10.707 

( 24 .549) 

26.549 
26.549 

5 .72 
.72 

5255.971 

2.054 
204.810 

40.831 20.786 9.096 
8,786 4,654 2,169 

40.049 20.828 8.808 

19,323 9.706 4,232 
1.759 398 258 

( 10.395) ( 5.184) (2.337) 

10.687 4,920 2.153 
10.687 4,920 3.371 

5 35 5 .20 5 . 10 
.35 .20 .16 

5 95.701 545,947 522.051 

1,651 1,144 715 
70.294 31.530 15.538 
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J4ANAGEMENT ' S DISCUSSION AND ANALYSIS OF nNANCIAL 
CONDITION AND RESULTS OF OPERATIONS 

O • • fYi •• 

Tandem Computers conUnues its cornmttment to being a techno
logical leader tn the rapidly growing market for on-line transact10n 
processing systems and networks of on-line systems, The Company 
believes thai fault tolerance Is a fundamental archilectural design crite
rion lor computer syslems that support such applications. Achieving the 
Company's technoioglcalleadershlp goolinvolves many factors. includ
ing strategic market positioning. on ongoing commitment 10 product 
development. and on organlzatlonal structure and philosophy that fosters 
employee productivity and creativity. Also crit1calls matntalnlng a flnan
ctal position and operating record that allows the Company to maximize 
Its penormance In an environment of rapid growih, 

Ftnanclal Condition 
financial soundness Is a high priority within Tandem. The Company's 

rapid growih has required Increasing investment in working capital and 
property. plant. and equipment. Working capital has been funded 
through Internally generated sources of funds and external financing. 
primartly equity issues sold to publ1c Investors and to employees through 
opUon and slack purchase programs. All prolils after taxes have been 
reinvested In the business. Capital equipment has been funded with 
equity; lease financtng. and Industrial Revenue Bonds. During Iiscal 1982 
the Company began construction oi major laclUUes In AusUn, Texos and 
WatsonvUle, CaUlornfa. These faclllUes are bemg financed during the con
struction phase under revolving llnes of credit. All extsUng lactllUes being 
used by the Company are leased. 

As ot September 30. 1982 Tandem Computers has a cosh and cash 
Investment balance ot 524.816.000. unused revolving lines of credJt total
ling 563.276.000. and an equity bose 01 5250.988.000. The Company has a 
current ratio 01 5: l. and long-term debt was less than 8% ot total capital al 
fiscal 1982 year-end. The Company's financial strategy includes maintain
Ing a sound ratio 01 current assets to current Ilabillties and a conservative 
capital structure. The Company believes this strategy provides it with max
Imum near term and long term llextbllIty to consider the lull range 01 
financing alternatives to lund the capital needs of Its prOjected futu re 
growth. 

R.sults of Op. raUons 
The table below summarizes the changes In imporlant operating 

IndJcators for the fiscal years presented. The numbers on the left account 
lor the revenue dollar by showing various Income and expense lIems as 
a percentage of revenue, The numbers on the right measure the yearly 
percentage increases (decreases) In the same Items 

~~ev~l\ue ~tncr~ (Decr.aM2 

1952 1951 1950 1952 1981 1980 

100 100 100 R_nue '" 
., •• 

" 3. 37 Cost ot r_nue •• .. •• 
II • • Product development •• 103 •• 

Markellng general 
41 " 37 and adminlstrallve " .. ., 
13 I. 

" 
Operallng Income I 109 .. , , , Inlerest. nel ( 44) 509 3" 

" " I. Pretax Income (.) '" '09 , " '0 Provblon lor laxes (31) 13. '0' 10 '3 '0 Nellncome " 14. '17 
Earning. per share • 100 75 
'vVelghled average 

• harM OUiltandlng • " " 
(Totals may not add due 10 rounding) 

R .... nu. 
Tandem Computers' revenue gains over the lost three years have 

resulted directly Irom Increased shipments ot Its computer hardware and 
software products to new and existing customers, and from increases In 
the number 01 customers using Its support and training services, During 
fiscal 1982 the Company did experience a slowing In tts revenue growth 
particularly in certain geographic reg1.ons, which the Company believes 
related to unfavorable economic conditions in those areas. Fiscal 1982 
was also a year 01 slgnlflcant product transitlons. as the NonStop 11, 
first shipped In mld-198l, accounted lor about 60'10 of processor shipments 

tn the year, and as the new Tandem designed and manufactured 6530 
terminal entered volume production and shipment. During the year, the 
Company shipped 1,542 processors. compared with 1,210 processors in 
fiscal 1981. Foretgn revenue accounted for 33.5% of total revenues for fiscal 
1982. compared to 34.3% and 31.4% for fiscal 1981 and 1980 respectively. 

Op.rating Margins 
Tandem Computers has a goal 01 achieving 16-20% operat1ng mar

gins. During fiscal 1982 the Company cUd not meet this goal because 
shipments recognized as revenue during the year did not meet 
proJections. This was due primarily to the previously mentioned economy
related pressure on revenue growth and the Company's high level ot 
committed expenses In product development and marketing. In addition, 
revenue lor some 524,000,000 In shipments was deferred Into IIscal 1983, 
but Indirect costs associated with these shipments were charged In liscal 
1982. 

The Company's cost of revenue as a percent of revenue declined 
slightly In fiscal 1982 and 1981 despite the opening 01 new manufacturing 
facilities In watsonville. CaUfornla; Austin. Texas; Bensenville. Illinois; and 
Reston. Vlrglnla, and despite the start-up costs ot manufacturing stgn111-
cant new products including the NonStop II system and the 6530 terminal. 

Tandem's product development effort is focused on meeting the 
needs 01 computer users who are implementing on-line systems, both at 
single slles and In geographically cUstrihuted on-Une Information pro
cessing networks. The Company believes that the opportuntties for tech
nological Innovation tn this marketplace are enormous. Investment In 
product developmenlls targeted 10 be In the range 01 9-10% of revenue 
In fiscal 1983. These funds are betng invested In enhancements to exisUng 
products and In Important new products that will be Introduced over the 
years to come. 

The Company has focused its market1ng strategy on selling to end
users who are Implementing major on-line applications. Providing a high 
level 01 service and support is essential to meeting the needs ot this cus
lomer base. To maximize Its long-term opportunities In this marketplace. 
Tandem has built a dJrect selling and support organization tn the United 
States and. primarily through wholly-owned subsidiaries. In Industrial 
markets throughout the world. The Company's marketing. general and 
administrative expenditures In fIscal 1982 were higher as a percentage 01 
revenue than In previous years due to the rapid expansion 01 the market
Ing organization during a period 01 slower revenue growth than antici
pated., Looking ahead. the Company believes that a relaUvely high level 
01 expendJtures on markeUng and support. such as has been the case In 
each 01 the lost three years. is required to compete successfully In Its 
markelplace 

Net Income and Earnings Per Share 
Net Income growth has diUered Irom operating Income growth due 

to substantial changes In the Company's nellnlerest Income and a decUne 
in Ihe ellectlve lax rate. Inleresllncome has been earned on lunds raised 
Irom pubUc eqully IJnandngs tn advance 01 operating requirements. As 
these lund.s hove been drawn into the operaUng assets 01 the Company. 
Interest Income has decUned . 

The Company's tax rate was 36% In 1982. compared with 48% in 1981 
and 49'l. In 1980. The decline tn the Company's eUectlve tox rate tn 1982 
resulted primarily Irom tax incentives provided by the Economic 
Recovery Tax Act of 1981 for research and development expenditures and 
Investment In capital equipment. 

Earnings per shore have grown less rapidly than nellncome due to 
Increases In shares outstanding. The Company's public oflerings 01 com
mon stock In liscal 1981 and 1980. combined with sales of stock to 
employees under the stock purchase plan and grants under opUon plans. 
resulted In increases In weighted overage shores outstanding of 6% in 
1982.22" In 1981, and 21% In 1980. Proceeds tram the sale 01 these adcU
Uonal shares have been used to finance the capital expansion required to 
supporl the Company's growth during thts penod. 

Iff.ct of Inflation 
The Company believes that the effect of Inflation on labor rates has 

been ottset by Increases in productivity and decreases In materials costs. 

CCipital Plope'ty, Plant Clnd a q utp ment 
( M lllioru) 

Capita lbatlon 
(MULloru) 
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TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF INCOME 
For the Three Years Ended September 30. 1982 

(In thousand.! except per share amounts) 

Revenue 
Product revenue 
5ervice and other revenue 

Total revenue 

Cost. and Expenses 
Cost of revenue 
Product development 
Marketing. general. and administrative 

Total costs and expenses 

Operating Income 
Interest expense 
Interest income 

Income Before Income Taxes 
Provision for income taxes 

Net Income 

Earnings Per Share 

Weighted average shares outstanding 

1982 

$272.591 
39.552 

312.143 

109,305 
33.642 

128.488 

271.435 

40.708 
(967) 

7.000 

46,741 
( 16.885) 

$ 29.856 

$ .76 

39.221 

The accompanying notes are on tntegral part 01 this statement. 

TANDEM COMPUTERS INCORPORATED AND SU8SIDIARIES 

CONSOLIDATED BALANCE SHEET 
~ o! September 30. \982 and 1981 

(In lhousand.!) 

Assets 

Current Assets 
Cash and cash Investments 
Accounts receivable, net 01 allowances of 

53,CXX),000 in 1982 and 51,000.000 in 1981 
Inventories 
Prepaid expenses and other 

Total current assets 

Property, Plant and EqUipment , at cost 
Land 
Machinery and equipment 
Computer equipment and spares 
Leasehold Improvements 
Construction In process 

Accumulated depreciation and amortization 

Net property and equ1pment 

Other Assets 

Total Assets 

1982 

5 24,816 

98.810 
101.335 

17.013 

241.974 

4.441 
25.767 
44,274 
21.788 
11.196 

107.466 
{I 8.080) 

89.386 

6.006 

5337.366 

The accompanying notes are an Integral port 01 this balance shee!. 

1981 

$ 89.806 

70.671 
54.543 

5.046 

220.066 

13.154 
20.439 

8,1 47 
2.599 

44 .339 
( 8.434) 

35.905 

$255.971 

1981 1980 

$186.897 
21.500 

$ 98.030 
10.959 

208.397 108.989 

75.547 
17.833 
74.626 

168.006 

40.391 
(282) 

10,989 

51,098 
(24.549) 

40.831 
8.786 

40,049 

89.666 

19.323 
(293) 

2.052 

21.082 
( 10.395) 

$ 26.549 $ 10.687 

$ .72 5 .35 

37.025 30.241 

(In thoosands) 

A ne'N facility m Reston. 
Virginia for systems integration 
and testing was being readied 
for occupancy at the close of 
fiscal 1962. Other new facilities 
this year include an extension to 
the corporate headquarters com
plex in California and leased 
manufacturing facilities in 
Bensenville, Illinois and Austin. 
Thxas. Other buildings are 
underconsttuction. due 
on-sttearn 10 1983. 

1982 1981 

LiabUities and Stockholders' Investment 

Current LlabJUUes 
Current portion of capttallzed 

lease obligations 
Accoonts payable 
Accrued llabl11t1es: 

Vlages, payroll taxes, and employee benefits 
Income taxes 
Other accrued Uabllities 

Total current lJabilities 

Capltal1J:ed Lease Obligations 
Long ~rm Debt 
Deferred Income Taxes 

Stockholders' In.eslment 
Common stock 5.025 par value. authorized 

6Q,()()(),000 shares, outstanding 37.634,754 
in 1982 and 36.409,6311n 1981 

Additional paid-In capital 
Retained earnings 

Total stockholders' Investment 

Total Llab1l1Ues and Stockholders' Imestment 

$ 2.060 $ 682 
22,918 23.634 

8.913 3.969 
7.136 10.275 
6.186 2.404 

47.213 40.964 

10,378 2.054 
10,724 
18,063 8.143 

941 910 
177.759 161.468 
72,288 42.432 

250,988 204.810 

$337.366 $255,971 
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TANDEM COMPUTERS INCORPORATED ANO SUBSIDIARIES 

CONSOLIDATED STATEMENT OF STOCKHOLDERS' INVESTMENT 
For the Three 'Ners Ended September 30. 1982 

Additional 
Common Stock Paid-In 

<In thousands) Shares Amount Capital 

Balance September 30, .979 25,020 S209 S 25,520 
Sale of common stock. 

net of related expenses 4,290 36 24,243 
Sale 01 common stock 

under stock option plans 569 5 2,037 
Sale 01 common stock 

under stock purchase plan 176 949 
Tax benefit from employee 

transactions In common stock 606 
Nel lncome 

Balanee Se pte mbe r 30, 1980 30,075 251 53,555 
Sale of common stock. 

net 01 related expenses 4.500 36 95,995 
Sale of common stock 

under stock option plans 1.692 15 7,361 
Sale of common stock 

under stock purchase plan 143 2,272 
Capitalization 01 retained earnings 

lor three-lor-one stock sput 605 
Tax benetlt from employee 

transact10ns in common stock 2,265 
Net Income 

Balanee Se pte mber 30, 1981 36,410 910 161.468 
Sale of common stock 

under slock option plans 663 22 5,026 
Sale of common stock 

under stock purchase plan 362 9 7,190 
Tax benefil Irom employee 

transactions in common stock 4,073 
Net Income 

Balanee Se pte mbe r 30, 1982 37,635 S941 SI77.759 

The accompanying notes are an Integral part 01 thu slatement 

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES 

CONSOLIDATID STATII.I NT OF CKAHGIS IN n NANClAL .OSm ON 
FOr the Three 'Ma~ Ended September 30. 198:Z 

<In thousands) 

Worlt1ng Capital 'ro.lde d From (U.ed For): 
Net Income 
Add back Items not currently using workJng capllal 

Depreciation and amortlzatton 
Delerred Income taxes 

'NorkJng capital provided Irom operattons 
Acqutsttlon 01 property. plant and equipment. net 
Increase in other assets 
Increase in capitalized lease obUgations 
Increase In long term debt 
Tax benetit Irom employee transact10ns in 

common stock 
Sale of common stock, net 

Net increase In working capital 

WorlUng Capital Increa.e Re pre.ente d B,: 
Increase (decrease) tn current assets 

Cash and cash investments 
Accounts receivable 
Inventories 
Prepaid expenses and other 

(Increase) decrease In current Uablllties 
CUrrent portion 01 capitalized lease obligations 
Accounts payable 
Accrued liablllties other than income taxes 
Accrued income taxes 

Net increase in working capital 

The accompanying notes are an Integral part 01 this slalement. 

1962 

S 29,656 

10.196 
9,920 

49.972 
(63,677) 
(6,006) 
6,324 

10,724 

4.073 
12,249 

S 15,659 

S(64,99O) 
26,139 
46.792 
11.967 

( 1.376) 
716 

(6,726) 
3,139 

S 15,659 

Retained 
Earnings 

S 5.801 

10,667 

16.466 

(605) 

26.549 

42.432 

29.856 

S72.266 

1961 

S 26,549 

4.107 
4,616 

35,474 
(25,974) 

403 

2.265 
105,702 

S117.870 

S 73,561 
26 ,119 
33,642 

3,061 

(206) 
(12,571) 

(3 ,157) 
(4 ,599) 

S1I7 ,670 

Total 

S 31.530 

24.279 

2.042 

950 

606 
10,667 

70,294 

96.033 

7,396 

2,273 

2.265 
26.549 

204.810 

5,050 

7,199 

4,073 
29.856 

S250,966 

1960 

SIO,667 

2.547 
2.284 

15.518 
(9,966) 

507 

606 
27 .271 

S34,136 

S 9.467 
22,671 

9.597 
560 

( 101) 
(5,366) 
( 1.947) 

(763) 

S34,136 

This year Thndem began to 
manufacture an ergonomlc ter-
minal of its own design. The 
new terminal features user com-
fort, high throughput, and data. 
integrity: In addition to Ille 6530 
terminal, Thndem introduced a 
completely new line of higher 
performance peripheral devices. 

ORACLE, a Thndem-developed 
system for automatic testing of 
prmted cirCUlt boards introduced 
mto Tandem manufacturing 
locations during 1982, provides 
testmg functions not previously 
posslble. and dramatically boosts 
manufacturing productivity. 
Otller manufacturing enhance
ments brought on-stream during 
1982 mdude new capabilities for 
automated assembly of printed 
CUCUlt boards. 
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TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES 

HOTBS TO CONSOLIDATED nNAHClAL S'D.TIIiENTS 

1. Summary of SlgnlUcant Accounting Policie s 

Consol1daUon 
The consolidated financial statements include the accounts of Tandem 
Computers Incorporated and its wholly-owned subsidiaries after el1mi
nation of intercompany accoonts and transaelions. 

a e"enue Recognition 
The Company generally recognizes revenue from equipment sales at the 
time of shipment. Service and other revenue are recognized ratably over 
the contraelual period or as the services a re provided. 

Exchange Gains and Losses 
foreign exchange and translation gains and losses are not stgn11lcant and 
are relleeled In the results of operations. 

In"entories 
invento ries are stated at the lower of cost (lirst-In . first-oul) or market and 
Include materials. labor. and manufacturing overhead. The components 
of Inventories as ot September 30 were: 

<In Ihousanc1s) 

Purchased porll and lubassemblles 
Work-in-process 
FInished goods 

Tolal 

Income Taxes 

1982 

556.822 
13,413 
31.100 

5101.335 

1981 

$33,625 
8.819 

12.099 

554.543 

The Company provides lor Income taxes on total DISC income and 
accounts for Investment and research and development tax credits as a 
reduelion 01 the provision for income taxes In the year in which the related 
credUs are realized. 

Property, Plant and Iqulpment 
Systems spares ($15,869.000 In 1982 and S8.610.OOO In 1981) are depred
ated over a live-year p eriod using the double declining balance method. 
All other property. plant and equipment are depreciated using the 
stralght-Une method. The estimated wetuilives are: 

Machinery and equlpmenl 
Computer equipment and sparM 
lAc:Qel\old Improveme nt. 

.ornlnv_ Per Shore 

5-10 yean 
5- 1 years 
Leoseterm 

EarnJngs per common share have been computed based upon the 
weighted average number of common and common equivalent shares 
outstandJng Common equivalent sharM resulllrom the assumed exercise 
Of stock opllons outstanding that have a dlluUve eUect when applying the 
treasury stock method. F'Ully diluted earnings per share are substantially 
the same as reported earnings per share. 

2. Incom. Tax.s 

The provision lor Income taxes Included the lollowing delerred (prepaid ) 
Items: 

<In thousanc1s) 1982 1981 1980 

CUrrenl Federal 5 5,516 515.356 S 6.022 
CUrrenl Slate 3.633 3.171 1.682 
Currenl R;)relgn 2244 1.401 1.120 

11 ,393 20.528 8.824 

Prepaid Federal (3.333) ( 1.205) (281) 
Prepaid Stale (253) ( 180) (29) 
Prepaid foreign (842) 58. 

(4,428) (797) (310) 

Deterred Federal ..... 4.325 2. 104 
Deterred Siale m I.' " Deferred FOreign 3.025 299 (305) 

9,920 4.818 1.881 

Total ProvIsIon 516.885 524.549 S 10.395 

Sources 01 deferred (prepaid) taxes were as follows: 

( In thousands) 1982 1981 1980 

Installment sale melhod 
lor Income lax reporting 5 3,651 S S -

E:rperues recognized lor 
tinandal slatements. but not 
lor Income tax reporting ( 1.5(5) (891) ( 195) 

EU&C1 01 Intercompany protll 
ellmlnallons (2.654) (2.522) (611) 

Other Items (3.926) 2,622 ' 96 
Total Prepaid 5(4.428) 5 (791) 5 (310) 

DISC Income 5 3.918 5 3.230 5 1.638 
Accelerated depreclallon 2,199 1.192 538 
Other Items 3,203 3 •• (295) 

Total Delerred 5 9.920 5 4.818 5 1.881 

The provision for Income taxes dillers from the amoont obtained by 
applying the Federal statutory Income tax rate to Income before taxes 
as foUows: 

1982 1981 1980 

Federal slalulory tax rale ,., ,., .. , 
Siale tcues. net 01 Federal 

Income tax benelit , , , 
Investment tax credits (') ( 3) ( 3) 
Research and development tax credits ( ' ) (I ) 
OIhe, 2 2 2 

Effective Tax Rate 3 •• '" 4\'" 
3. L.a • • and Other Commitments 

The Company leases Its headquarters, operating factlities. field offices. 
and automobiles under operating lease agreements. The Company also 
has capital1zed leases for cerlain equipment. Future l ease payments as of 
September 30, 1982 are as follows: 

<In thousands) 
Fiscal 'ftxlr 

1983 
1984 
1985 
1986 
1981 
1988-2004 

Total m1nlmum leale payments 
Less: Amount representing Interest (4,\-1 7'\) 

Present value 01 minimum lease payments 

Operating 

S 21.084 
25.709 
23.665 
22.699 
19.151 

11 2.131 

5231.039 

Leases 
Capital 

S 3.567 
3.481 
3.314 
3.068 
3.873 

17,303 
4.865 

512.438 

Rent expenses were S20,895.000 In 1982. 58,908.000 tn 1981. and $4,509.000 
In 1980. 
The Company has entered Into a lease agreement for a new facillty 
in Reston, Virginia . which Is expected to be occupied In fiscal 1983, and 
for which the Company has guaranteed construction tlnancing 01 
513.495,000. In addition, the Company has standby leiters 01 credit totaling 
approximately S3.800.000 tor other operating purposes. 

t . Long Term Debt 
As of September 30. 1982 long term debt consisted of $8,724,000 in con
struelion 1inanclng and 52,000,000 ot Industrial Revenue Bonds. aU related 
to tac1Utles under construction in Wa1sonville. CaWornia and Austin, Texas. 
Interest costs of 5508.000 related to this construction were capitalized In 
fiscal 1982. The Industrial Revenue Bonds bear Interest at 12'; and 123/8'; 

and are due in 1992. 

The Company has entered Into unsecured credit agreements totaUng 
$72,000.000 with several banks. The agreements provide tor revolving 
borrowings through various dates In 1984. at which lime outstanding 

omounlll may be converted Into term loans ropayableln equal Quarterly 
installments through 1987. Domestic borrowtngs bear interest at or below 
the bonks' prime rotes during' the revolVing pertod and approximately 
114"'1. above these rates durtng the term period. The Company is required 
10 pay a commitment lee 01 WI. per annum. 01 these facUlties $22,000,000 
have been earmarked by Tandem for the construelion referred to above, 
The rematning $50.000,000 are for working capital purposes and contain 
provisions lor Eurocurrency and foreign tocal currency borrowings at 
Interest rates prevalllng in these markets. There are no compensallng 
balances required under any 01 Ihese arrangements. 

Certain I1nanclai covenants and restrlellons are Included In the loan 
ag'reements, IncludJng a restriction on payment of cash dividends, The 
Company was In compliance with aU such covenants and restrictions at 
September 30, 1982. 

5_ Prerened and Common Stock 

PREFERRED STOCK 
The Company has 20400.000 shares of prelerred stock authorized. 
STOCK OpnON PLANS 
The Company has employee stock opllon plans under which permanent 
employees may be granted opllons to purchase shares at 100% 01 lair 
market value at the time 01 the grant. Options generally become exercis
able stx months after the effective date and expire no later than seven 
years after the el1ective date. At the discretion of the Company, options 
granted under the stock option plans may quall1y for Incentive Stock 
Option treatment under the Economic Recovery Tax Ael of 1981. 

As 01 September 30,1982 options tor 5,041.824 shares were outstanding at 
prices ranging from S.5810 S26.88. with an average price of 516.01 , Options 
lor 4.282,209 shares were exercisable as 01 September 30, 1982. Options for 
5,2490407 are available for future grant. Options were exercised at prices 
ranging from 5.17 to $26.88 In 1982. $.08 to $22.88 in 1981. and 5.08 to 
$6.61 In 1980. 

EMPLOYEE STOCK PURCHASE PLAN 
As of September 30. 1982 the Company has reserved 1.288.526 shares for 
luture Issuance under its employee stock purchase plan. Under the plan. 
the Company may offer shares 10 employees by two methods. Under one 
rnethcxl, el1gtble employees may eleel to purchase shares of common 
stock at 85% of fair market value at the beginning or end of a three-month 
offering period . Under the second method, the Company may grant to 
employees the option to purchase common stock at not less than 85% of 
fair market value at the grant date. As of September 30. 1982 options to 
purchase 275.700 common shares at 517.04 per share. 39.600 at 526.90, 
and 3700400 at $12.75. were outstanding under the second method.. Such 
options are exercisable through January 4, 1983; from November I. 1982 
through January 30. 1984: and from August 16, 1983 through November 15, 
1984 respectively. 
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TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES 

NOTES TO CONSOLIDATED "NANCIAL STATEMENTS 

6 . Geographic Segment Information 

The following table sets forth information about the Company's opera-
tions in dillerent geographJc regions for the three years ended Septem-
ber 30, 1962, 

Ge~raE:h1C Area Adjustments 
United and 

(In thoWonds) States Europe othe, EliminoUons Consolidated 

1982 
Revenue- Customer 5216,154 574,958 522,031 S 5312.143 
Revenue- Intercompany 00.120 (60.120) 
Revenue- Total 276.280 74 .958 22,031 (00.126) 312,1 43 
Pte·Tax Income 43.949 9.267 22 (6.497) 46.74 1 
Identltlab1e Assets 276.880 56.685 15.803 (12.068) 337.366 

1981 
Revenue- Customer 5t44.392 S47.294 516,711 S $208.397 
Revenue- Intercompany 37.580 ( 37.580) 
Revenue- Tolal 181.972 47.294 16.71 t ( 37.580) 208.397 
Pte-lbll Income 50.297 4.145 2.139 (5.483) 51 .098 
IdentUlabte Assets 213.693 34.692 12.471 (4.785) 255.971 

1980 
Revenue- CUstomer 578.768 $26.760 5 4.471 S 5108.989 
Revenue-Intercompany 17.462 1.868 56 ( 19.376) 
Revenue- Total 96.210 27.628 4.627 ( 19.376) 108.989 
Pte-Tax Income 21,469 .01 140 ( 1.328) 21 .082 
IdentlHable Assets 76.181 19.889 2.109 ( 2.478) 95.701 

Intercompany transfers a re made at approximately a rm's length prices, 
which Include manufacturing proUts attributable to United States opera
tions. IdentWable assets are those assets of the Comp any that are identi
fied with the operallons 01 the corresponding geographic a rea. United 
States customer revenue Includes export sales 01 $7,687,000 in 1982; 
57.397.000 In 1981: and 53.973.000 In 1980. 

AUDITORS ' RIPORT 

To Tandem Computers Incorporated 

We have examined the consolidated balance sheet 01 Tandem Com
puters Incorporated (a Delaware corporation) and subsidiartes as 01 
September 30. 1982 and 1981. and the related consolidated statements 01 
Income, stockholders' Investment, and changes In financial posilton lor 
each 01 th e three years In the pertod ended September 30, 1982. Our 
examinations were made tn accordance with generally accepted 
auditing standards and, accordingly. Included such tests 01 the account. 
ing records and such other auditing procedures as we considered neces· 
sary In the circumstances, 

In our opinion, the consolidated Hnancial statements relerred to 
above present fairly the Hnancial position of Tandem Computers Incor
porated and subsidiaries as of September 30, 1982 and 1961, and the 
results 01 their operations and the changes In their financial position for 
each of the three years in the pertod ended September 30. 1982, all in 
conformity with generally accepted accounting principles appited on a 
consistent basis. 

Son Jose. California 
December 14, 1962 

Arthur Andersen Be Co. 

7 . Unaudited Quarterly FtnancJal Data 

<In thousands 
Quarters Ended 

eltcept per mare amounts) Dec. 31 March 31 June 30 Sept. 30 

Tear en4e4 September 30, 1912: 

Revenue 
AJ previously reported $74.664 $85,593 S64.440 59 1.182 
AJ restated 70.965 74.10 1 79.823 67.234 

Gross Margtn 
AJ previously repor ted 48.208 54,91 4 55,855 59,302 
AJ restated 45.804 47,444 52.655 56.735 

Operattng Income 
AJ previously reported t3.669 15,634 13.385 12.903 
AJ restated 11.352 8.434 10.493 10,429 

Net Income 
AJ previously reported 5 8,944 5 9.815 S 8.956 5 9.568 
AJ restated 7,788 6.222 7.513 8.333 

Earnings Per Share 
AJ previously reported S .23 S .25 S .23 S .24 
AJ feltated .20 .16 .19 .21 

Tear en4e4 September 30, 1911: 

Revenue 540,609 S47,417 S55.865 564.506 
Grou Margin 25,708 29,933 34.957 42.252 
Operating Income 7,521 9,012 11.468 12.390 
Net Income S 4,662 5 6.476 S 7.191 S 6.220 
Earnlngl Per Share S .14 S .17 S .19 S .21 

The Company's p reviously reported fiscal 1982 quar terly results have 
been resta ted primarily to reflect the deferral of certain sales transactions 
Into subsequent fiscal quarters. In connection with the prep aration 01 Its 
year-end financial statements. the Company determined that these 
transactions were more prop erly recognized in the later quarters. 

TANDEM STOCI[ PRICE 

Catendar Quarter Price Hl!ii!h !.ow 
1982 3Td Quarter 253/1 14'/2 

2nd Quarter 29 22 
1st QUarter 281/ 2 21 

1981 4th Quarter 3< 27 1/4 
3Td Quarter 32 24 
2nd Quorter 340/1 243/4 
lit Quarter 251/ 2 201/ 2 

1980 4th Quarter 253/1 181/1 
3Td Quarter 180/1 97/1 
2nd Quarter 97/1 6 lJ2 
lsi Quarter 9 0 1/1 

In the second calendar quarter 01 1982. Tandem Computers Incorporated 
common stock began trading via the NASDAQ Na tional Market System 
under the trading symbol TNDM . For the second a nd third quarters of 
1982, the quotations represent the high and low sa les prtces. Quotal1ons 
that pertain to earlier p eriods rep resent p rices b etween dealers without 
adjustment lor mark-up, markdown. or commissions and may not repre
sent actual transactions, All p rtces have been adjusted for stock spUts. No 
dividends have been declared on the common stock. 
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TANDEM COMPUTERS INCORPORATED 

Notice of Annual Meeting of Stockholders 
To Be Held February 5, 1982 

The Annual Meeting of Stockholders of Tandem Computers Incorporated (the "Company") 
will be held at the offices of the Company at 19333 Vallco Parkway, Cupertino, CalifoOlia, on 
Febmary 5, 1982, at 10 A.M. for the following purposes: 

1. To elcct three Directors. 

2. To consider and vote upon a proposal to approve the Tandem Computers Incorporated 
1981 Stock Option Plan. 

3. To ratify the selection of independent auditors. 

4. To transact such other business as may properly come before the meeting and any 
adjouOlment thereof. 

The Board of Directors has fixed the close of business on December 8, 1981, as the record date 
for detennining the stockholders entitled to notice of and to vote at the Annual Meeting and any 
adjouOlment thereof. A complete list of stockholders entitled to vote wilJ be avai lable at the Com
pany's headquarters, 19333 Vallco Parkway, Cupertino, Ca lifornia, for ten days prior to the meeting. 

IF YOU DO NOT EXPECT TO ATTEND IN PERSON, IT WOULD BE APPRECIATED IF 
YOU WOULD PROMPTLY SICN AND RETURN TIlE ENCLOSED PROXY. 

December 16, 1981 

Henry V. Morgan 
Secretary 





PROXY STAmMENT 

This Proxy Statement is furnished in connection with the solicitation by the Board of Directors of 
Tandem Computers Incorporated, a Delaware corporation (the "Company"), 19333 VaHco Parkway, 
Cupertino, California 95014, of proxies in the accompanying form to be used at the Annual Meeting of 
Stockholders to be held on February 5, 1982, and any adjounullcnt thereof. The shares represented by 
the proxies received pursuant to this solicitation and not revoked will be voted at the Annual M<'t'ting. 
A proxy may be revoked at any time before it is exercised. On the matters coming before the meeting 
as to which a choice bas been speciSed by the stockholders by means of the ballot on the proxy, the 
shares will be voted accordingly. If no choice is so specified, the sha res will be voted FOR the election 
of the three nominees for Director listed in this Proxy Statement and FOR approval of proposals 2 
and 3 described in the Notice of Meeting and in this Proxy Statement. 

The close of business on December 8, 1981, has been fixed as the record date for dctennining 
the holders of the Common Stock entitJed to notice of and to vote at the meeting. On such date the 
Company had 36,717,508 shares of Common Stock outstanding and entitled to vote. Each such share 
is entitled to one vote on all matters, except that in voting for Directors, each stockholder entitled 
to vote at the meeting is entitled to one vote for each share held as of the record date and to cumulate 
votes for the election of Directors whose names have been placed in nomination ; that is, a stockholdcr 
may cast as many votes as tllCrc arc Directors to be ciecled multiplied by the number of shares which 
the stockholder holds. All such votes may be cast for one candidatc or distributcd among tJie 
nominees for Director as the stockholder sees fit. The persons authorized to vote shares represented 
by executed prodes in the enclosed form (if authority to vote for thl' election of Directors is not 
withheld) will have full discretion and authority to vote cumulatively and to allocate votes among 
any or all of the Board or Directors nominees as they may detenninc or, if authority to vote for a 
specified candidate or candidates has been withheld, among those nominees for whom authority to 
vote has not been withheld. 

The expense of printing and mailing proxy material will be bome b}' the Company. In addition 
to the solicitation of proxies by mail, solicitation may be made by certain Directors, officers and other 
employees of the Company by personal interview, telephone or telegraph. No additional compensation 
will be paid for such solicitation. 

ELECTION OF DDIECTORS 

The Company's Certificate of Jncorporation provides for three classes of Directors, Classes I, 11 
and III, each to consist of three Directors. The lenn of each class of Directors ends on the date of the 
third annual meeting of stockholders following the annual meeting at which such class was elected. 
Notwithstanding the foregOing, each Director shall serve until his successor shall have been duly 
elected and qualified. 

Unless authority to vote for Directors is withheld, it is intended that the shares represented by 
the enclosed proxy ,viII be voted for the election of Franklin P. Johnson, Jr. , Thomas j. Perkins and 
Alvin C. Rice as Class II Directors for a three-year tenn expiring on the date of the annual meeting 
in 1985. Each of the nominees named is currently a member of the Board of Directors of the 
Company. In the event any of them shall become unable or unwilling to accept nomination or election, 
the shares represented by the enclosed proxy will be voted for the election of such other person as 
the Board of Directors may recommend in his place. The Board of Directors has no reason to believe 
that any such nominee will be unable to serve. 



The following information is furnished with respect to the nominees and the Directors of the 

Company: 

Class I 

Name and Principal Oealpalion II Presenl and 
for the Past F ive Yean( 1); Directorships 

Morton Collins(2) 
General partner since 1974 and 1981 of DSV Associates and DSV Part
ners Ill, respectively, Princeton, New Jersey private investment partner
ships; director of MSI Data Corporation 

Eugene Kleiner( 2) 
General p..'lrtner since 1972 and 1978 of Kleiner &: Perkins and Kleiner, 
Perkins, Caufield &: Byers, respectively, San Francisco, California private 
investment partnerships; director of Drexler Technology Corporation and 
Monolithic Memories, Inc. 

Robert C. Marshall 
Senior vice president since July 1980; \'ice president and chief operating 
officer of the Company since 1979; vice president since 1975 

Class D 
Franklin P. Johnson, Jr. 

Owner since 1967 of Asset Management Company, a Palo Alto, California 
p rivate investment proprietorship; chairman of the board since 1974 of 
Asset Management Capital Company, a Palo Alto, California small busi-
ness invesbnent company; director of California Microwave, Inc., Coher
ent, Inc., SHE, Inc. and Teradyne, Inc. 

Thomas J. Perkins(3) 
Chairman of the bo.ud of the Comp:l.Ily since 1974; general partner since 
1972, 1978 Ilnd 1980 of Kleiner &: Perkins ; Kleiner, Perkins, Caufield &: 
Byers; and Kleiner, Perkins, Cau6eld &: Byers II, respectively, San Fran
cisco, California private investment partnerships; director of Collagen 
Corporation, Cenentech, Inc., Hybritech Incorporated and Spectra-Phys
ics, Inc.. 

Alvin C. Rice 
Chairman of the hoard and president of Imperial Bank since 1979; various 
management positions from 1964 to 1978 with Bank of America National 
Trust and Savings ASSOCiation, including vice chairman of the bo.'lrd with 
responsibility for the world banking division 

aass m 
Thomas J. Davis, Jr.(2)(3) 

General partner since 1973, 1979 and 1981 of Mayfield II , Mayfield III 
and Mayfield IV, respectively, Menlo Park, Cllifornia private i1westment 
partnerships 

Robert C. Stone, Jr. 
Chainnan of the board of West India Shipping Company, Inc. since 1974; 
chairman of the hoard of Ceneral Energy Corporation since 1971 ; direc-
lor of Chubb Corporation, Combustion Engineering, Inc., Core Indus-
tries, Inc., Corning Class Works, Creat Northern Nekoosa Corp., Hamil-
ton Bros. Petroleum Corp., The Japan Fund, Inc. and Western Pacific 
Industries, Inc. 

James C. Treybig(3) 

Director 
Since( I) 

1975 

1974 

I9BO 

1975 

1974 

1978 

1976 

1978 

1974 

45 

58 

50 

53 

49 

58 

69 

58 

41 
-;:-;-:,.-:p"resident and ehief c:<ccutive officer of the Company since 1974 
(1) ReRects the period during which such persons have served as officers and Directors of Tandem 

Computers Incorporated, a Delaware corporation, and its predecessor California corporation. 
Member of Audit Committee. (2) 

(3) Member of Executive and Compensation Committees. 
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STOCK OWNERSHIP OF MANAGEMENT 

Th(' following table sets forth information as of November I, 1981, as to shares of Common 
Stock heneficially owned by the persons named under "Election of Directors" above and the Directors 
and offi<X'rs of the Company as a group. Ex:cept as otherwise indicated, each person has sole investment 
and \'otinl!; l)Qwcr with respect to the shares shown. Ownership information is based upon information 
fumished by the rcsl>cctive individuals. 

N:lImf' of Indi.idu.1 or 
Identity. of '-roup 

ElI~ene Kleiner 
J.Illlt' \ C. Trcybig 
Thomas J. Perkim 
Frnnl.lin P. Johnson , Jr. 
Hobert C. Marshall 
Robert C. Stone, JI. 
Thomas J. Da\'i~, Jr. 
\lorlon Collins 
Alvin C. nice 
All offi('(-u and din'(.' tors as n group ( 15 persolls) 

Amount of BtM6c:ia1 Ownership 

Number of 
Shares 

560,993 
562,812( I ) 
535.468 
259,998(2) 
184,650(3) 
111,450(4 ) 
82,644 
31,70'(5) 
18,000(6) 

3,232,662(7 ) 

PeUC!nt 

1.5% 
1.5 
1.4 
0.7 
0.5 
0.3 
0.2 
0.1 
0.1 
8.7 

( I ) Includes pr('senll~ ('x(-rcisable options to purchase 87,000 sha res of Common Stock; also includes 
I,WO iharcs of Common Siock held by a tmsl of which Mr. Trcyhig is a trustee. 

12 ~ All such sh;u('~ are held by Asset ~Ianagement Capital Company, a coI']>or&tion all of whose 
dock i~ o\\llcd h), \Ir. Johnson :md members of his family. 

(3 ) Inc1l1de~ prcc;t>ntly <'xercisablc options to purchase 75.000 shares of Common Stock and 300 
shares O\nlro by a minor child of Mr. Marshall. 

(4 ) Includes prt'Sf'nli}, cxcrcisablc options 10 purchase 12,000 shares of Common Stock; also 
indud('$ 26.100 shares of Common Stock held by trusts of which Mr. Stone is a trustee and 
44.9';2 shan's owned by ~Ir. Stone"s wife and children. Mr. Stone disclaims beneficial interest 
in Ih(' shar~ held by such trusts and by his wife and children. 

~.; ) Includes l.~ shares of Common Stock held in trust ror the benefit or Mr. Collins' children. 
\lr. Collins di~daims beneficial interest in the shares held by such trust. 

(6 ) Includes presently cxerciS;lble options to purchase 12,000 shares or Common Stock. 

17 I IndudM shart·s or Common Stock held by trusts as discussed in notes It 4 and 5 above and 
prc~ntly c\erci.~nblc options to purchase 465,600 shares or Common Stock. 
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REMUNERATION 

The following table sets forth as to each of the five most highly COnl l>ensatro e~ecutive officers 
or Directors of the Company whose total cash and c.~sh equivalent remuneration c-'tcecded $5O,(X)(), 
and a.~ to all officers and Directors as a group, infonnation conceming all remuneration from the 
Company for services in all capacities during the fiscal year ended September 30, 1981. 

tnfonnntion conccming Directors and officers is included in this Proxy Statement only for the 
period each served :15 a Din:ctor or officer of the Company. 

Salari~, Fen, 
Directors' Fft:S. 

Name of Indh'K1ual or Persons in Croup and Commissions 
Capacities in which ~ .... ed and BOII~ 

James C. Treybi~ $ 180.846 
President and Director 

Robert C. Marshall $ 149,454 
Senior Vicc President ,md Director 

Michael D. Creen $ 149,454 
Senior Vicc President 

David n. Mackie S 119.092 
Vicc President 

Lawrence A. Laurich S 117,687 
Vicc President 

All officers and directors ,IS a group (151)(.0;0ns) $1,121,135(1) 

( 1) For the first and second quarters of fiscal 1981, nonmanagcmellt Directors rccei\'cd fees at 
the following annual rates, plus expenses: S6.000 for sen'ing on the Bo.'lrd of Directors; an 
additional $2,500 for serving on the executive, compensation or audit committee, or all such com
mittees; and an additional SI.500 for sen'ing as chainnan of the board. For the third and 
fourth quarters of fiscal 1981, nonmanagement Directors received fees at the following annual 
rates, plus e .. penses: $7.200 for sen'ing on the Board of Directors; an additional 83,000 for 
serving on the e:<ecutive, compensation or audit committee. or all such committees; and an 
additional 51,800 for scrving as chainnan of the board. For fiscal 1982, fees will be at the same 
annual rates as for the third and fourth quarters of fiscal 1981. 

(2) The Company has nn incenth·e cash bonus plan in which the e'(ecutin' officers of the Company 
are eligible to participate. Awards under the plan may be made if certain inCTl'3."es in quarterly 
rc"enues and operating profits are attained by til(> Compan)·. 

(3) The Compan)' has no annuity. pension or retirement plans. 

(4) In Fcbruary 1981 , thc Company loaned $47,625, 521,375 and S3 I,OOO to ~lr. Laurich, Jeanne D. 
\Voll1ers, Vice President and Treasurer, and Henry V. Morgan, Vicc President and Secretary, 
respectively, in connection with the e:<crcii>e or stock options. TIle loans were at an interest 
rate of 18%. and were in each case secured by a pledge of til(' shares. All such amounts 
have been repaid in full. 



CERTAIN TRANSACTIONS 

WitJl respect to options to purchase Company Common Stock which had been granted to 
certain officers and to all officers and Directors as a group as of December 1, 1981, the following 
table sets forth (i) the agc;regatc amount of Common Stock subject to options granted during the 
specified period, (ii) the average per share option exercise price thereof, (iii) the net value of 
shares ( market value less any exercise price) realized durin ~ the specilled period upon the exer
cise of such options during the specified period or prior therelo, (iv) the numbers of shares of 
Common Stock sold during the specified period in which options wert" e'(ercised, (v) the aggregate 
amount of Common Stock subject to all such options outstanding as of the end of the specified period, 
and (vi) the potential (unrealized) value of such outstanding options as of the end of the speci6ed 
period (market va1ue less any exercise price). 

Common Stock( I ) 

Cmnted-October 1, 1977 to 
December 1, 1981 : 

Number of shares 
Weighted average per sha re 

exercise price 
Exercised-October I. 1977 to 

December 1, 1981 : 
Net value rcnlized in shares 

( market \'aJue less e\:er· 
cue price) 

SaJes-October 1, 1977 to 
December 1, 1981: 

Number of shares 
Unexercised at DCC<'mbcr 1. 

1981, 
Number of shares 
Potential (unrealized) 

value-( market value 
Jess e\:ercise price) ( 2) 

--

James C. Robrrt C \Iichael D. 
Tre) big " arshllll Green 

87,600 93,600 81,600 

810.65 810.54 SI t.t 3 

8383,256 

76.500 

8;,000 75,000 81,000 

1,557,735 81,236,375 $1 ,417,905 

All OffiCC'!'! 
and Dincto!'! 

La .... rence A, Dill id R, as a Croup 
LAurich Mllclie (IS PersollJ ) 

93,600 45,000 552,000 

$6.77 813.2 1 810.00 

SOO~,248 S306,5().j 82,292,808 

43,800 121,500 

33.000 45,000 429,000 

5548,955 8693,675 87,240,941 

(1) All Common lock figures are adjusted for a two·for-one stock splil effective June 30, 1980, 
and a three-for-one stock split effective June 30, 1981. 

(2) AJI options arc currently e.'(ercisable, 

(3) This table does not include information pertaining to transnctions by any individual before 
such individual became an officer or Director, and does not include options 10 purchase 400 
shares granted to each of the six officers who are not directors undcr the Company's Employee 
Stock Purchase Plan, 

No options were granted to officers or Directors of the Company nt any time prior to 
October I, 1977, 

In addition, during the period from October 1, 1976 to December 1, 1981, employees were 
granted options for 8,738,253 shares at an average option price or $8,38, 3djusted to reflect a 
two-for-one stock split effecth:e June 30, 1980, and a three-for-one stock split effective June 30, 1981. 
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PRINCIPAL STOCk'H OW E R 

To the Company's knowledge, no person owned beneficially more than 5% or the Company's 
outstanding Common Stock on November I, 1981, except the following stockholder, whoS(' name. 
address and beneficial ownership are given below: 

Name 

The Hillman Company( 1) 
Grant Building 
Pittsburgh, PA 15219 

'i'umbrr or 
Shan't 

2.030,000 

"Cn"tlll 

(I) A corporation the controJlint!; portion of whose \oting stock is owned hy H('IlI)' L. Hillman. 

APPROVAL OF THE TANDEM CO.\lPUTERS INCORPORATED 
1981 E MPLOYEE STOCK OPTION PLAN 

On October 30, 1981, the Board of Directors adopted. subject to stockholder approval. the 
Tandem Computers Incorporated 1981 Stock Option Plan ( the "1981 Plnn" ) under which 5.000.000 
shares of Common Stock will be available for the grant of options. The Board of Directors Ix·!ieves 
that stock options are an effective means of securing to the Company and its stockholders the 
advantages of the incentive inherent in stock ownership by participating emplo)'ees. upon whose 
judgment, initiative and efforts the Company is largely dependent for the suCC(-'s~ru l conduct of its 
business. Consequently, the Board of Directors believes that the use of stock options as a supplement 
to other fonns of compensation paid by the Company is desirable. 

On December 11, 1981, the closing bid and asked quotations for the Compnny's Common Stock 
as reported by NASDAQ (National Association of Securities DenIers' Automntro Quotatiom S~·~tem). 
were 281h and 28~~, respectively. 

The full text or the 1981 Plan is set forth as Exhibit A to this Prox), Stat(·n1('nt. The follo\\ in~ 
is a general summary of the principal provisions of the 1981 PI.ln. 

Administration 

The )981 Plan is administered by a three-member Option Committee, which has the authority 
to select the emplo)'ees to be granted options, detennine the number of shares to he optioned to 
each employee, fix the tenns and conditions of options and interpret the 1981 Ptm .\nd any option 
granted thereunder. 

Eligibility 

All employees of the Company and its 50% or more owned subsidiaries, including officers and 
Directors who are also employees, arc eligible to receive options undl·r the 19S1 Plan. 

Option Price and Non-Assignability 

Options granted onder the 1981 Plan are required to have al\ option priet' of not It.>~ than 
1~ of the fair market value of the Company's Common Stock on the datt of want. Options are 
not assignable except by "ill or the laws of descent and distribution. 
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Term and Exercise of Options 

Options may be made c,<crcisablc at such time or times as detennined by the Option Committee 
and provided in the option a~reemcnt entered into between the Company and the employee. 
However, except when the optionee's employment tenninates because of death or pennanent dis
ability, an option may not be exercisable before six months following its effective date. 

The Ot}tion Committee, at the time of grant, may designate ccrtain options as Incentive Stock 
Options for the purpose of falling within Section 422A of the Internal Revenue Code. An Incentive 
Stock Option may not be e~ercised while any previously granted Incentive Stock Option remains 
outstanding. The aggregate fnir market value of stock (detennined as of the date Ole option is 
granted) for which Incentive Stock Options are granted to any employee may not , in any calendar 
year, exceed $100,000. plus one half the unused portion of the $100,000 limit from each of the 
three preceding calendar years (e,<eluding nny year prior to 1981). 

An employ('(' may exercise an option only while employed by the Company or one of its 
subsidiaries. or within 30 day .. following the tennination of such employment (three months, if 
termination is due to permanent disability). If an optionee dies while in the employ of the Company 
or a subsidiary, the optionee's legal representative may exercise the option within one year following 
the optionee'lli death. In no event mayan option be e~ercised more tlmn seven yean after the date 
of grant. 

Shares purchased upon the e'<ereise of an option must be paid for in full at the time of exercise, 
e,<cept that, with the consent of the Company. an optionee may deliver a full recourse, interest
bearing promissory note to the Company, calling for periodic repayments over a period not to 
e,<ceed ten )ean from the date of ('."ereise. 

Right of Repurchase 

111e Option Committee may determine that an option to be granted under the 1981 Plan will 
pro\ide that the share~ to be issued upon e,<erei~ of the option shall be subject to a right of repur· 
chase by the Compan)' at the option price. In such case, the option agreement will provide that 
if the optionee's employment tenninates, the Company may repurchase a specified percentage of 
the shares. 

Adjustment Upon Hecapitaliution 

The 1981 Plnn provides for appropriate adjustment by the Board of Directors of the number 
of shares subjcct to outstanding options and of the purchase price thereof and of the number of 
shares available for issuance pursuant to the 1981 Plan in the event of reorganization , stock splits, 
combinations of shares, stock dividends or other recapitalizations of the Company. 

Amendment and Tennination 

The Board of Directors may at any time amend, suspend or discontinue the 1981 Plan. Certain 
amendments, described in Section 14 of the 1981 Plan, will not become effective until approved 
by stockholders. If not earlier terminated by action of the Board of Directors, the 1981 Plan will 
tenninate automatically on October 29, 1991. 
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Federal Income Tax Effects 

The following is a summary of the Federal income tax treatment of options granted under the 
1981 Plan, 

Options designated as Inccntive Stock Options are intended to fall within the provisions of 
Section 422A of the Internal Revenue Code. An optionee is deemed not to have realized any taxable 
income as the result of the grant of an option. For employees who do not dispose of their shares 
for two years following the date the option was granted nor within 12 months following the trans
fer of the shares upon exercise of the options, the gain on sale of the shares (which is defined to 
be the difference between the sale price and the purchase price of the option) will be taxed as 
long-term capital gain. If an employee is entitled to long-tenn capital gain treatment upon a sale 
of the stock, the Company will not be entitled to any deduction for Federal income tax purposes. 
Participants who dispose of their shares within two years after the date of grant or within one 
year after their shares were recei\'ed will reali7-C a combination of ordinary income and/or short
or long-term capital gain or loss, depending upon the option price, the fair market value of the stock: 
on the date of exercise, the sale price and the length of time the shares were held Any ordinary 
income realized by the optionee upon the disposition of stock wiU be deductible by the Company 
for Federal income tax purposes. 

Options not designated as Incentive Stock Options have no special tax status. An optionee is 
deemed not to have realized any taxable income as the result of the grant of an option. Upon exer
cise of an option which is not subject to a repurchase right, the optionee realizes ordinary income 
in the amount of the difference between the option price and the fair market value on the date of 
exercise. However, nn individual who exercised such an option and who is subject to the insider 
trading rules of Section 16 of the Securities Exchange Act of 1934 will not reali7.e ordinary income 
until six months from the date of exercise (based on the fair market value of the stock on that 
later date ), unless such individual makes an election under Section 83(b) of the Internal Re .... enue 
Code within 30 days after the date of exercise. This amount will constitute earned income eligible 
for the 50% maximum tax on personal service income, Upon the sale of stock acquired by the 
c-'(ercise of an option, any gain or loss, based on the difference between the sale price and the 
fair market value on the date of recognition of income, will be taxed as short- or long·tenn cap
ital gain or 1055, depending upon the length of time the optionee has held the stock from the 
date of recognition of income. No tax deduction is available to the Company with respect to the 
grant of the option or the sale of stock acquired pursuant thereto. TIle Company does have a 
deduction equal to the amount of ordinary income that the optionee is required to recognize as 
a result of the exercise of the option. 

Depending upon the circumstances, the deductible portion of a participant's long-tenn capital 
gains, as described above, may be subject to an alternative minimum tax at graduated rates ranging 
from 10% to 200/0. 

The inclusion of the repurchase right described abo\'e may affect. the time of recognition. the 
amount of the optionee's ordinary income and the Company's deduction. 

Approval of the Plan will require the affinnative vote of a majority of the outstanding shares of 
Common Stock of the Company present in person or by proxy at the meeting. 

THE BOARD OF DIRECTORS RECOMMENDS THAT TIlE TANDEM COMPUTERS 
INCORPORATED 1981 STOCK OPTION PLAN BE APPROVED. 
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CERTAIN COM~UITEES OF THE BOARD OF DffiECTORS 

The Company has II standing Audit Committee and a standing Compensation Committee of the 
Board of Directors. The Company has no standing Nominating Committee of the Board of Directors. 

The Audit Committee consists of Morton Collins, Thomas J. Davis, Jr. and Eugene Kleiner. The 
Audit Committee held four meetings during the fiscal rear ended September 30, 1981. Its functions are 
to monitor the effectiveness of the audit effort and the Company's financial and accounting organization 
and financial reporting and to select a firm of certified public accountants, whose duty it is to audit 
the books and accounts of the Comp.·my for the fiscal rear for which they are appointed. 

The Compensation Committee consists of Thomas J. Perkins. James C. Treybig and Thomas J. 
Davis, Jr. The Compensation Committee did not hold an)' mcctings during the fiscal year ended 
September 30, 1981. Instead, issues relati ng to compensation were considered and approved by the 
Board of Directors. TIle Compensation Committee's functions are to review and approve sala ries of 
officers of the Company and to set the criteria for payments to be made to officers and ccrtain selected 
employees under the Company's incentive cash bonus plan. 

The Company's 80ard of Directors held four meetings during the fiscal year ended September 30, 
1981. 

INDEPENDENT AUDITORS 

The Board of Directors of the Company has selected the firm of Arthur Andersen &: Co. as its 
independent auditors for the fiscal rear ending September 30, 1982. Representatives of Arthur 
Andersen &: Co. are expected to be present at the Company's Annual Meeting with the opportunity 
to make a statement, if they desire to do so, and they are e:tpecled to be available to respond to 
appropriate questions. 

Audit services performed by Arthur Andersen &: Co. for the year ended September 30, 1981 
consisted of their examinations of the financial statements of the Company and its subsidiaries for the 
years ended September 30, 1981 and 1980, and services related to filings with the Securities and 
Exchange Commission. Nonaudit services performed during the year ended September 30, 1981, and 
the percentage relationship which the fee for each such service bore to the audit fee are as follows; 
tax consultat ion (27%) and assistance in the preparation and filing of the Company's Federal and 
state tax returns (22%). Nonaudit services were approved in advance by the Audit Committee 
which considered, among other things, the possible effect of the perfonnance of such services on the 
auditors' independence. 

THE BOARD OF DlllECTORS RECOMMENDS RATIFICATION OF T H E APPOINTMENT 
OF ARTHUR A DERSEN & CO. 

STOCKHOLDER PROPOSALS 

To be considered (or presentation to the Annual Meeting of Stockholders to be held in 1983, a 
stockholder proposal must be received at the offices of the Company, 19333 Valleo Parkway, Cupertino, 
California 95014, not later than September 16, 1982. 
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OTHER MA TIERS 

The Board of Directors knows of no other business which will be presented to the meeting. U any 
other business is properly brought before the meeting, it is intended that proxies in the enclosed Conn 
will be voted in respect thereof in accordance with the judgment of the persons voting the proxies. 

Whether you intend to be present at this meeting or not, you are urged to return your proxy 
promptly. 

By order of the Board of Directors. 

10 

HENRY V. MOI\CAN 
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TANDEM COMPUTERS INCORPORATED 
1981 STOCK OPTION PLAN 

EXHIBIT A 

1. Purpose. nlis 1981 Stock Option Plan (the "Plan") of Tandem Computers Incorporated (the 
"Company") is intended to provide incentive to employees of the Company Ilnd its subsidiaries. to 
encourage employee stock ownership and proprietary interest in the Company. and to encourage 
employees to remain in the employ of the Company or of its subsidiaries. 

2. Effective Date of Plan. This Plan ,vas adopted by the Board of Directors, and was effective, 
on October 30, 1981. 

3. Definition.r. 

"Boord" sha ll mean the Boord of Directors of the Company. 

"Code" shall mean the I nlcmal Revenue Code of 1954, as amended. 

"Common Stock" sha ll mean the $0.0"..5 par value Common Stock of the Company. 

"Com1xlrIY" shall mean Tandem Compu ters Incorpornted, a Delaware corporation. 

"Employee" shall mean an individual (who may be an officer or a director ) employed 
by the Company or a Subsidiary ( within the mean ing of Code Section 3<101 and the regulations 
thereunder ). 

"Fair Market Value" of a Share as of a specified date shall mean the average of the bid 
and asked price of such Share as reported by the National Association of Securities Dealers' 
Automated Quotations System ( NASDAQ ) at the close of business on such date. 

"Incentive Stock Option" shall mean an Option described in Code Section 422A ( b ). 

"Nonstotrltonj Stock Option" shall mean an Option not described in Code Section 422( b). 
422A(b), 423( b ) 0,424(b). 

"Option" shall mean a stock option granted pursuant to the Plan. 

"Option Committee" shall mean the committee appointed by the Board in accordance 
with Section 5 of the Plan. 

"Option Price" shall mean the pricc per Share of Common Stock determined by the 
Option Committee at which an Option may be exercised. 

o;Optionce" shall mean an Employee who has received an Option. 

"Plan" shall mean this Tandem Computers Incorporated 1981 Stock Option Plan. 

"Pu rc' lose Price" shall mean the Option Price times the number of Shares with respect 
to which an Option is exercised. 

"Share" shall mean one Share of Common Stock adjusted in accordance with Section 8 
of the Plan. 

"Subsidion/' shall mean a corporation 50% or more of the voting stock of which is owned, 
directly or indirectly, by the Company. 

4. Stock Subject to Option. The stock subject to Options granted under the Plan shall be 
Shares of the Compan)"s authorized but unissued or reacquired Common Stock. Subject to the pro-
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visions of Section 8, the total number of Shares with respect to which Options may be granted under 
the Plan is 5,000,000 Shares. The number of Shares subject to Options outstanding under the Plan 
at any time may not exceed the number of Shares remaining available for issuance under the Plan. 
rn the cvent that any outstanding Option under thc Plan for any reason expires or is tenninate<i, the 
Shares allocable to the unexercised portion of such Option may again be subjected to an Option 
under the Plan. 

5. Administration of tile Plan. The Plan shall be administered by an Option Committee 
apL>oinh.>d by the Board and consisting of not less than three members thereof. TIle Board may from 
time to time remo\'e members from, or add members to, the Option Committee. Vacancies on the 
Option Committee, howsoever caused, shall be filled by the Board. 

TIle Option Committee shall hold meetings at such times and places as it may detennine. Acts 
of a majority of the Option Committee at which a quorum is present, or acts reduced to or approved 
in writing by a majority of the members of the Option Committee, shall be the valid acts of the 
Option Committee. The Option Committee shall from time to time at its discretion make determi
nations with respect to Employees who shall be granted Options, the number of Shares to be optioned 
to each and the designation of such Options as Incentive Stock Options or Nonstatutory Stock Options. 

All questions of interpretation, construction and application of the Plan and of any Options 
issued under it shall be c1etennincd by the Option Committee, and such detennination shall be final 
and binding upon all persons. No member of the Option Committee shalJ be liable for any action 
or detennination made in good faith with respect to the Plan or any Option granted thereunder. 

6. Partici1JarltS. Participants .... ;11 be selected by the Option Committee from among Employees, 
but subject to the tenus and conditions set forth below: 

(a) Ten Percent Shareholders. An Employee who owns more than ten percent of the total 
combined voting power of all classes of outstanding stock of the Company, or any of its Sub
sidiaries, is not eligible to receive an Incentive Stock Option pu",uant to this Plan unless., at 
the time such Option is granted to him or her, the Exercise Price of the Shares subject to such 
Option to such Employee is at least one hundred ten perrent of the Fair Market Value of such 
Shares, and such Option by its tenus is not exercisable after the expiration of five yean from the 
date such Option is granted. 

For purposes of this Subsection 6(a), in detennining stock ownership, an Employee shall be con
sidered as owning the Shares owned. directly or indirectly, by or for his or her brothers and 
sisters, spouse, ancestors, and Iinea1 descendants. Shares owned, directly or indirectly, by or for 
a corporation, partnership. estate or trust shall be considered as being owned proportionately 
by or for its shareholders, partners or beneficiaries. Stock with respect to which such Employee 
holds an Option shall not be counted. 

For purposes of this Subsection 6(a) "'Outstanding Stock" shall include all shares actually issued 
and outstanding immediately after the grant of the Option to the Optionee. Outstanding Stock 
shall not include treasury Shares or Shares authorized for issue under outstanding Options held 
by the Optionee or by any other person. 

(b) l\'umuer of Options. An Optionee may hold more than one Option, but only on the 
terms and subject to the restriclions hereinafter set forth. 
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7. Award of Options and Effective Date. 

(a) Award. The Option Committee may, in its discretion, grant Options under the Plan 
from time to time prior to the tcnnination of the Plan on October 29, 1991. 

(b) Effective Date of 1981 Stock Option Agreement. Each 1981 Stock Option Agreement 
required by Section 9 hereof shaJl specify an effective date ("'Effective Date") which shall be 
not earlier than the date upon which the Optionee became an Employee of the Company and 
not later than the date of such 1981 Stock Option Agreemcnt. 

8. Ad;ustrnent8. Subject to any required action by the stockholdcrs, in the event that the 
outstanding shares of Common Stock of the Company are hereafter increased or decreased or changed 
into or exchanged for a diHerent number or kind of shares or other securities of the Company or of 
another corporation by reason of reorganization, merger, consolidation, recapitalization, reclassi6ca
tion, stock split, combination of shares, share dividends or any other increase or decrease in the 
number of Shares effccted without receipt of consideration by the Company, the number and kind 
of shares for the purchase of which Options may be granted under the Plan, and the number and 
nnd of shares as to which outstanding Options, or portions thereof then unexercised, shall be exer
cisable, and the Option Pricc thcn:.>()f shall be proportionately adjusted. Such adjustment in outstanding 
Options shall be made without change in the total price applicable to the unexercised portion of the 
Option and with a corresponding adjustment in the Option Price per share. 

To the cxtent that the foregOing adjustments relate to stock or securities of the Company, such 
adjusbnents shaJl be made by the Option Committee, whose determination in that respect shall be 
&nal, binding and conclusive. 

Except as hereinbefore expressly provided in this Section 8, the Optionee shall ha\'e no rights 
by reason of any subdivision or consolidation of shares of stock of any class or the payment of any 
stock dividend or any other increase or decrease in the number of shares of stock of any class or by 
reason of any dissolution, liquidation, merger, or consolidation or spin..off of assets or stock of another 
corporation, and any issue by the Comp.1.ny of shares of stock or any class or securities convertible 
into shares of stock of nny class, shall not affect, and no adjustment by reason thereor shall be made 
with respect to, the number or price of Shares subject to the Option. 

The grant of any Option pursuant to the Plan shall not affect in Rny way the right or power of 
the Company to make adjustments, reclassifications, reorganizations, or changes of its capital or 
business structure or to merge or consolidate or to dissolve, liquidate, sell or tmnsfer all or any part 
of its business or assets. 

9. Ternl$ Dnd Conditions of Options. Options granted under the Plan shall be subject to the 
follOwing terms and conditions and shall be evidenced by 1981 Stock Option Agreements in such 
fonn not inconsistent with the Plan as the Option Committee shall from time to time detennine: 

(a) Stockholder Approool and Option Term. Effectiveness of the Plan, including the 
issuance of Shares hereunder, is cooditioned upon obtaining stockholder approval of the Plan at 
the first annual meeting of stockholders of the Company follOwing tbe adoption of the Plan. 
Provided, however, Options may be granted prior to obtaining such stockholder approva~ but 
no such Option may be exercised prior to the date such approval is obtained. No Option will be 
exercisable after the expiration of seven years £rom the Effective Date of the Option, and no 
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Incentive Stock Option granted to an Optionee described in Sub~ection 6(a) hereof shall be 
exercisable after the e'l;piration of Bve rears from the dale it is granted. 

(b) Option Price and Number of Shares. Each Option shall state the number of Shares to 
which it pertain!i and shall provide for the adjustment thereof in accordance with the provisions 
of Section 8 herE"Of. 

Each Option shall state the Oplion Price, which price shall Ix- the price per share fixed by 
the Option Committet', but not less than the Fair \Iarket Valut' of a Share on the date of grant, 
or, in the case of an Option granted to au Optionee who is described. in Subsection 6(a) hereof, 
not l es~ than one hundred ten percent of the Fair \Iarket \'"Iue of a Shar{' on the date of grant. 

(c) Exercise of Option!. Each Option shall state the time or times when it becomes exer· 
cisable, Ilowever, IlO Option shall be e'l;ercio:able for a p<'riod of six months from the Effecth'e 
Date of the Option. At the discretion of the Option Committee, Options may be ext·rcisable in 
wholt' or in part at any time, subject to the restrictions pro\ided in Subsections 9(a), 9(g) and 
9(;) and subject to the right of repurchase provided in Section 10, if applicable. 

(d) Method of Exercise. Options may be t''I;ercised from time to time by written notice to 
the Company stating the number of Shares with respect to which the Option is being exercised, 
which notice shan be accompanied by payment in full ill Unilro Statl'S doUars for the Purchase 
Price of the Shares acquired (which payment may be by )lNsonal check). Notwithstanding the 
foregoin~, with the consent of the Company, an Optionee (or his or her le~al representative or 
the person entitled to the Option under his or her will or the laws of intestate succession. in the 
e,'{'nt of the exercise of an Option upon the death of the Emplo)'ee, as provided in Subsection 
9( f) below ), may purchase such Shares upon e'l:crcise of an Option by deli .... ery of a full recourse 
promisso'1 note payable to the Company. In such case, such note shan bear interest at a rate 
specified by the Company, and pro\'ide for repayment in periodic installments oyer a period not 
to exceed ten )ears from the date of exercise, No Share shall be issued until full payment therefor 
has been made ( whether in cash, by promisso'1' note or partially in cash and partially by prom
isso'1' note, as pro\'ided abo\'e). 

(e) Non·A.f$i~llI1bility of Option Right.. No OI>lion shall be assignable or transferable by 
an Optionee otherwise than by "ill or the laws of descent and distribution. During the life of an 
Optionee, the Options shall be exercisable only by 'iuch Optionee and shall not be assignable 
or tmnsferable. 

(f) Exercise After Tennination of Employment or Deatli. 
(i) TermilllltiOll by Reason Other tllUlI Death or Di.ro/Jilily. If for any reason other than 

his or her death or permanent disability an Optionee shall cease to be employed by the 
Company and its Subsidiarics. unexerciscd Options held at the date of tennination, as to 
which (if e'l;crciscd) there would be no right of repurchase und('r Section 10, may be exer· 
ci.~ed by the Employee in whole or in part at any time within thirty days after the date of 
tennination of employment, subject to the restrictions of Sub~('Ctions 9(a), 9(c) and 9(j) 
hereof. For this purpose, the employment relationship will be treated as continuing intact 
while thc Optionee is 011 military leavc, sick leave or other bona fide leave of absence (to be 
dctennined in the sole discretion of the Option Committet', in accordance with rules and 
regulations construing Code Section 422A( a )(2) ). NotWithstanding the foregoing, in the case 
of an Incentive Stock Option, employment shall not be deemed to continue beyond the 
ninetieth day after the Optionee ceased acth'c employment, unless the Optionee's reemploy· 
ment rights are guaranteed by statute or by contract. 
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(ii) Tcrminntion by Dellth. In the event of the termination of employment of an 
Option£!(> by n'ason of dcath, notwithstanding the prohibition on exercise in Subsection 9(c), 
unexercised Options held at the date of termination mny be c:-:ercised. to the extent of the 
greater of 2(Y"',., of Ihe lotnl Shares covered by the 1981 Stock Option Agreement (less 
such number of Shares as have previously been issued under the 1981 Stock Option Agree
ment) or the number of SharI's as to which (if exercisro) there would bl:' no right of repur
cha~ under S£'Ction 10, within one fror from the dale of death by the- executors or admin
istrator<; of Ih(' OpliClne("s cstate or by any person or persons to whom Ihe Oplion is 
transferred hy will or the applicable laws of d('~C<"nt and distribution, subject to the 
restrictions of Suh_~e(:lion'i 9( a) and 9( j) hereof. 

(iii) Termination by Dhability. In the evcnt of the termination of employment of an 
Oplione(' by rt:<lSOIl of permanent disability (as delennined by the Option Committee), not
withstAnding the prohibitif)!) on exercise in Subsection 9(e), unexercised Options held at the 
date of temlination may be exercised, to the edent of the greater of 20% of the total Shares 
covered hy the 1981 Sto(:k Option Agreement (less such number of Shares as have pre\i
ousl)" hN'n is~ued under the 1981 Stock Option Agreement) or the number of Shares as to 
which (ir e~erci~ed) then.' would be no right of repurchasc under Section 10, within 
three month, from the datp of termination of emp loyment, subject to the restrictions of 
Subsections 9(.1) .1Ild 9( i) hereof. 

(g) Limitation 011 hSlumcc of Shares, The Company shall not be obligated to sell or 
issue an)' Shan.'~ if sllch ~ale or issuance would violate applicable law. 

(h ) Rig./lts O-f a Stockholtll'r. An Optionee or a transferee of an Optionee shall have no 
ri~hts as a stockholder with respect to any Shares covcred b)' his or her Option until the date 
of issuance- of a !ftock Ct.,rtificate for such Shares. No adjustment shall be made ror dividcnds 
(ordinary or extraordinary, whether in cash, securities or other property) or distributions or other 
rights for which the rt'COrd date is prior to the date such stock certillcate is issued, except as 
pro\<ided in S4..odion 8, 

(i) Modi!icatiorl, Ertension and Reneu'al of Options. Subject to the temlS and con
ditions and within the limitations of the Plan, the Option Committee rna)' modify, extend or 
rencw outstanding Options granted under the Plan, or accept the exchange or outstanding 
Options (to the (-'xknt not theretofore exercised) for the granting of new Options in substitution 
therefor. NotWithstanding the foregOing, however, no modillcation of an Option shall, without 
the consent of the Option('(', alter or impair any rights or obligations under :lIly Option there
tofore grnntt-d under the Plan. 

(j) Sequential Exercise. An Option (the "New Option") which is designated by the 
Option Committee as :111 Incentin' Stock Option shall not be excrcisable with respect 10 all 
or any part of thl' Shares subject thereto while there is outstanding any olher Incentive Stock 
Option, granted to the Optionee prior to the grant of the New Option, to purchase Common 
Stock in Ihe Company or Subsidiary or thc Company. For purpos(-'s of the preceding sentence, 
an Incentive Stock Option shall be tn'atro as "outstanding" until such Option is exercised in full 
or expires by reason of thc I;lp_~e of time. 

(k) Oilier Prol;isions. TIlC option agreements authorized under the Plan shall contain 
such other provi!tions not incrlnsisteut with the lenns of the Plan, including, without limitation, 
restrictions upon the exercise of the Option, as the Option Committee shall deem advisable. 
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10. Repurchase Option. The Option Committee may, in its discretion, detennine that an 
Option to be granted under the Plan shall provide that the Shares to be issued upon the exercise of 
the Option shaH be subject to a right of repurchase by the Company. [n such case, the Option 
and the Shares issued pursuant thereto shall be subject to, and the 1981 Stock Option Agreement 
shall include, the following tenns and oonditions: 

(a) Right of Repurchase. Shares purchased upon exercise of Options shoJI be subject to 
a right of repurchase by the Company at the Option Price provided in the 1981 Stock Option 
Agreement if the Optionee ceases for any reason to be an Employee of the Company or its 
Subsidiaries prior to the expiration of four years from the Effective Date of the Option. Such 
right of repurchase shall be limited to the number of Shares, if any, purchased by the Optionee 
pursuant to his exercise of Options granted under this Plan in excess of the number of Shares 
equal to the product (rounded to the nearest integer) of the number of days of the Optionee's 
continuous employment (including all days of any approved leavC$ of absence) from the 
Effective Date times the number of Shares covered by the Option times 0.000685. Such right 
of repurchase shall terminate if not exercised by written notice from the Company to the 
Optionee within 60 days of the date on which the Optionee ceases to be employed by the 
Company or its Subsidiaries. In the event the Company exercises its right of repurchase here
under, the Shares subject to repurchase shaD be delivered to the Company, fully endorsed or 
accompanied by a duly executed stock transfer power, within 60 days of said written notice by 
the Company to the Optionee, against receipt of the Company's payment therefor. TIle certificate 
for Shares issued pursuant to the exercise of such an Option shall (with respect to Shares subject 
to a right of repurchase) have stamped upon its face and reverse sides a legend indicating that 
the Company has a right to purchase the Shares pursuant to this Section 10. 

(b) Lapse of Option and of RepllrcMse Option. In the event Optionee shall cease to 
be an Employee of the Company or its Subsidiaries, outstanding Options covering Shares 
which would be subject to repurchase by the Company under Subsection 10(a) hereof shaH 
immediately lapse and tenninate. In the event the Company does not elect to exercise the 
repurchase option as to an or part of the Shares covered thereby, the repurchase option shan 
expire as to all Shares not eJected to be purchased. 

11. Limitation on Annllal AW<Jrds. 

(a) General Rule. The aggregate Fair Market Value (determined as of the date an Option 
is granted) of the stock for which any Optionee may be granted Incentive Stock Options in any 
calendar year commencing after December 31, 1980, under this Plan and all other plans main
tained by the Company or its Subsidiaries shall not exceed the sum of (i) $100,000 plus (ii) any 
unused limit carryover(s) to such year. 

(b) Camjover,. For purposes of Subsection l1(a), an "unused limit carryover" shall 
arise only in a ca1endar year commencing after December 31, 1980. and shall be equal to one 
half of the excess of (i) $100,000 ("basic $100,000 limit") over (ii) the aggregate Fair Market 
Value (detennined as of the date an Option is granted) of the Shares for which the Optionee 
is granted Incentive Stock Options in such year under the Plan or under any other plan main
tained by the Company or any Subsidiary. The unused limit carryover arising in any calendar 
year may be carried over to any of the three consecutive calendar years next foDowing such 
year, but only to die extent not used in an earlier calendar year. The value of the Shares for 
which Options are granted in any calendar year shall be applied 6rst against the basic $l00,OCK:I 
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limit for such year and then against any unused limit carryovers which may be carried over to 
such year in the order of the calendar years in which such cafl'yovers arose. 

12. Application of Funds. TIle proceeds receivoo by the Company from the sale of Common 
Stock pursuant to the exercise of an Option will be used for general corporate purposes. 

13. No Obligation to Exercise O"tion. The granting of an Option shall impose no obligation 
upon the Optionee to exercise such Option. 

14. Termination or Amendment of Plan. The Board may. insofar as permitted by law, at any 
time, with respect to any Shares at the time not subject to Options, suspend or terminate the Plan 
or revise or amend it in any respect whatsoever except that, without approval of the stockholders, 
no such revision or amendment shall: 

(a) Increase the number of Shares subject to the Plan; or 

(b) Change the designation in Section 6 of the Plan of the class of Employees eligible 
to receive Options; or 

(c) Amend this Section 14 to defeat its purpose. 

Termination or amendment of the Plan will not affect rights and obligations with respect to 
Options theretofore granted and then in effect. 
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Tandem Computer!'; Incorporated 
designs, dc\:elop~, manufacture!>" 
markets and !';upporb a family of 
unique computer ~y"tem" for on
line transaction processinR_ The 
Tandem :\on."ilop sy"tem concept 
provides the fir..;t on-line, di.·>tributed 
computer architecture for main
stream busine!';.<; applil'ations. Cus
tomers' sy~tem<; are supported {rom 
over 100 locations throu~hout \orth 
America. Europe -' Asia and the Pa
cific. The company operate" six 
manufaclurinR facililie~ in the 
United Siales and one in Germany 
At the cb;eof fLd 1983.Tandcm's 
725 cuslomt'rs - pritK'ipally large. 
diversified OrR<lnizations - were 
using 5,82·1 'onStop proc·css.ors 
world\\-ide.an increase 01 1-1 ·over 
the preceding year. 



------------------------------------
As the pace and complexity of conducting 
business intensified in the Seventies. two 
major trends emerged in the data processing 
marketplace. 

The first trend was to on-line transaction 
processing. Businesses began to move criti
cal applications on-line in order to obtain 
timely information that accurately reflects the 
state of the business. 

Following closely on this development. busi
nesses began distributing the computer re
source, pulling information where it is used. 
The desire to tie together these distributed 
locations evolved naturally: on-line networks 
would vastly increase the information flow 
and automation benefits. 

Aggressive organizations began envisioning 
innovative ways to apply data processing to 
control daily operations, enhance proouctivity, 
reduce costs, improve customer service and 
sharpen competitiveness. But their mainstay 
resource-batch-processing, centralized main
frame computers-proved inherently inade
Quate to the new automation tasks. 

Batch processors are not designed to auto
matically capture, instantly update and im
mediately deliver constantly changing infor
mation. Further. in on-line applications, when 
the computer stops, the business stops. 

Recognizing the early signs of these trends, 
Tandem alone tailored technology to fit the 
rapidly evolving requirements for the Eighties 
and Nineties. 

Tandem bases the family of NonStop systems 
on a revolutionary, proprietary architecture 
for on-line. distributed mainstream applica
tions that virtually eliminates the risk of sys
tem failures. At the same time, the system 
protects users' data from damage or loss. 
NonStop systems expand modularly from 
mid-range to mainframe power-and into 
networks of up to 255 mainframe-size, geo
graphically dispersed systems-without hard
ware replacement or software changes. 

Complemented by an extensive variety of 
software lools. NonStop systems uniquely 
meet the requirements of the growing market 
lor on-line transaction processing. 

-------------=----------------------

F 
I 
N 
A 
N 
C 
I 
A 
L 
S 



2 MARKETPLACE 

------=------
Nearly a decade ago. Tandem 
alone responded decisively to 
what is now widely regarded as 
one of the most significant market
place changes in the history of 
commercial data processing. By 
contributing the only technology 
and architecture specifically de
signed to meet the needs of the 
new on-line transaction process
ing marketplace. Tandem has en
joyed rapid growth. Tandem has 
earned a strong position in an $11 
billion market segment Ihal is ex
pected to increase to $27 billion 
by 1986. 
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Building on strength in a dynamic marketplace 

Few companies in the world 
are as ideally positioned in 

their marketplace as Tandem. 
Five fundamental reasons explain why. 

First: Tandem accurately foresaw the impact 
of an evolving, yet dramatic, change in the 
marketplace. Needs shifted from centralized. 
balch-processing computers to distributed, 
on-line transaction processing systems inter
acting within networks. 

Second: We developed a revolutionary com· 
puter architecture 10 specifically address what 
we correctly judged would be the critical 
needs of this changing marketplace. 

Third: We carefully built a Quality organiza
tion that has won us a broad base of pres
tigious customers worldwide. 

Fourth: We have attracted the level and quality 
of creative, productive people we need to 
sustain high growth. We are perceived in our 
industry not only as a principal contributor 
to technological excellence. but also as a 
major contributor to quality of work life. 

And fifth: We accomplished all of that years 
before the world recognized the market trend 
for what it is: The biggest change in market 
demand for medium· and large-scale com
puter applications since the beginning of com
mercial data processing. 

Potential Transaaion Processing Market Size 

S BIllions 

1981 

S6.4 

1982 

S8.3 

Source.' /,,(oCorp 

1983 1984 1985 

SILO S15.0 S20.5 

1986 

S27.8 

As a result. even in the changeable economy 
of the four year period from 1979 to 1983. our 
annual revenues grew seven-fold from S56 
million to $418 million. Shareholders' equity 
expanded nearly ten times from S32 million 
to$311 million. And weearned morethanS1OO 
million during the period - nearly a third of 
it in fiscal 1983 alone. 

We are well positioned to lake 
maximum advantage of market 
opportunities. 

Now, as Tandem approaches its second de
cade as a strong organization with established 
market presence, we believe we are well 
positioned to take maximum advantage of 
market opportunities for these reasons: 

The marketplace for on-line transaction proc
essing systems is huge and rapidly groUiing. 
In the shorl span of a decade. the potential 
market has grown, according to independent 
research, from an insignificant Jeveito SII 
billion. And the market likely will more than 
double to over 527 billion by 1986. 

The worlds largest organizations are making 
major. long-term commitments to Tandem as 
the supplier of multi-million-dol/ar systems 
to run their mainstream business operations. 
They are deploying large Tandem systems 
as distributed mainframe computers linked 
in geographically dispersed networks. Only 
Tandem's NonStop architecture and advanced 
software tools meet their needs for uninter
rupted computer operations, modular expand
ability, assurance of data integrity, ease and 
low cost of programming. inherent net
working capability and high-speed. low-cost 
transactions. 

Tandem ranks first in satisfied CUSIomers. For 
the fourth consecutive year, Tandem in 1983 
ranked number one in customer loyalty and 
satisfaclion in the bellwether Cowen/DATA
MATION survey of computer users. 

~-------------------------------------~ - -

----=-=------=----------=------==---
The market trend favors disrributed processing. 
The same survey shows that Tandem has the 
industry'S highest percentage of customers 
using data base management and networking 
software. Two-thirds of all Tandem users are 
employing software to manage large data 
bases, as compared to an industry average 
of only one-third. And use of networking soft
ware at Tandem installations is nearly double 
the industry average. 

Our inSialled base has buill-in growth potenh'al. 
NonStopsystems expand modularly from mini
computer to mainframe size. and from single 
systems to networks of up to 255 systems-all 
without programming changes. This modular 
expandability creates a natural growth potential 
for Tandem. We ended 1983 with 725 cus
tomers using 5,824 processors- four-and-a
half limes more customers using nine times 

more processors than five years earlier. During 
fiscal 1983 alone. Tandem shipped 1,773 proc
essors, adding 44% to our installed base. 
Three-quarters of our 1983 shipments were 
to customers who are expanding their sys
tems. adding new systems or developing 
new applications. And 126 customers were 
first-lime users. 

In simultaneous customer teleconferences 
across the country in October 1981, Tandem 
unveiled the new, high-end NonSrop TXPsys
ten/. The TXP system expands the family of 
NonStop systems to accommodate the full 
spectrum of on-line transaction processing 
price/performance requirements. First TXP 
processor shipments were made to customers 
in AugUSl/983. 
~ 
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6 PRODUCTS 

----=-=------
The dynamic slate of the on-line 
transaction processing market
place produces a range of rapidly 
changing requirements for the new 
backbone networks of Tandem 
distributed mainframe computers. 
Tandem 's three-tier famity of sys
tems leads the industry not only 
in capabilities. functionality and 
versatility, but in price/ perform
ance, too. Tandem's new NonStop 
TXP system, announced in October 
1983, is the world's highest per
formance computer for on-line 
transaction processing applications. 
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The right products at the right price 

Tandem's family of systems is unprecedented 
in reliability, functionality and compatibility. 
And they offer the best price/performance 
for on-line transaction processing. 

Tandem's single focus on transaction proc
essing has allowed us to extend our original 
contribution of system fault tolerance. data 
integrity and inherent expandability. A stream 
of new products and product enhancements 
has met the rapidly evolving requirements 
of the marketplace. And we fill those needs 
more cost-effectively than anyone in the mar
ket while providing an easy growth path to 
accommodate users' expanding applications, 

Users are making major commitments 
to Tandem and enjoying the benefits 
of compatibility and an easy growth 
path from relatively modest to massive 
transaction rates. 

The Union Bank of Finland, for example, 
chose Tandem systems to replace their 
conventional mainframe system whose proc
essing power had become a major bottle
neck. Tandem met the new requirements for 
99.9% system availability, high transaction 
rates with short response time, easy expand
ability, fast application development and 
reasonable cost. On the very first day of 
operation, the three-system, 36-processor 
NonStop II installation processed 500,000 trans
actions with a peak load of 30 transactions per 
second (tps). Ten weeks later, transaction 
volume exceeded one million, and peak load 
reached 45 tps. With the addition of the new 

NonStop TXP system, the Union Bank of 
Finland nol only will be able to handle in
creasing transaction levels. They also will 
be able to enhance applications and add 
new services cost-effectively, and without 
performance penally. 

Tandem's three-tier family of compatible sys
tems spans the performance spectrum from 
relatively modest to massive transaction rates. 

NonStop TXP.Tandem·s new high-end system 
is the world's highest performance computer 
for on-line transaction processing. The Non
Stop TXP system is the most cost-effective 
system for handling transactions in the range 
of 100 per second. An increasing number of 
new services and rapidly growing businesses 
are developing applications requiring such 
performance. The 32-bit TXP processor has 
two to three times the performance of the 
NonStop II processor and reduces the cost 
per transaction by up to 50%. NonStop TXP 
processors can be added to an existing 
NonStop II system. 

NonStop II. This system is cost-effective for 
the middle level of transaction rates. In large 
configurations , the NonStop II system can 
process in the 50 tps range , satisfying the 
current performance requirements of a wide 
array of applications in all industries. As those 
requirements change, users can add NonStop II 
processors or fully compatible onStop TXP 
processors to existing NonStop II systems to 
meet transaction volume demand. 

Tandem Ins/ailed Base 

cumulallve 

1979 1980 1981 1982 1983 
Customers 160 290 460 599 725 
Processors 646 1299 2509 4051 5824 • 

-====-------=----------=--=--------= 
NonSIOp If. The NonStop 1+ system fills cus
tomers' needs for fault-tolerance, easy expand
ability and NonStop software at lower-demand 
nodes in a network of NonStop systems. An 
attractively priced, entry-level system, the 

onStop 1+ system is cost-effective for smaller 
applications in major organizations. This 
system can access data and share information 
with NonStop II and TXP systems. 

Tandem's contribution does not end with 
processors. Leading-edge communications 
subsystems and stale-of-the-art peripheral 
products. including our own terminal, enhance 
system performance. And the company offers 
the most advanced and complete comple-

men! of software tools available for develop
ing distributed, on-line transaction processing 
applications. 

Wells Fargo Bank has made a multi-million
dollar commitment to Tandem 10 automale 
its entire retail banking deJivery system using 
NonStop syslems in a backbone nelwcrk of 
distributed hosl processors. Transaclion rates 
are expected 10 begin at ten lraflsadions per 
second and grow 10 over 300. Seen here work
ing with Barry E. Young (right), Wells Fargo 
senior vice president. is Christopher L Palombi, 
Tandem major aCcounl manager. 

• 

9 

F 
I 
N 
A 
N 
C 
I 
A 
L 
S 



\0 MARKETING 

-------------
Tandem systems are penetrating 
major organizations worldwide for 
a wide range of mainstream appli
calions. Some companies became 
customers to automate a single 
function. Later, they moved 
Tandem systems into multiple 
mainstream applications at the 
heart of their business. Others im
mediately made Tandem systems 
their new backbone network. 
Customers buy Tandem systems 
not only for their hardware attri
butes, but also lor advanced func
tionality, programmability, net
working capabilities, maintainabil
ity-and the fact that only Tandem 
systems can cost-effectively proc
ess high transaction volumes. 
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A broad base of prestigious users 

Many customers who 
began by using Tandem systems 

to automate a single function are 
now implementing broad-based, ma!nstream 
applications. Welts Fargo Bank, for Instance, 
began by basing the largest automated teller 
machine ( ATM) network in California on 
Tandem systems-over 700 ATMs in a net
work of 24 Tandem NonStop processors. 
This leading bank now is implementing its 
Retail Outlet Automation program entirely 
with Tandem equipment. NonStop systems 
will support thousands of ATMs, teller termi
nals and administrative terminals in over 350 
branch locations throughout California. 

Other customers base entire businesses on 
Tandem systems. NonStop systems provide 
GTE's SPRINT'· long distance telephone ser· 
vice with its backbone, internal administrative 
network. It is currently the largest Tandem 
customer network -and expected to triple in 
size by 1985. Tandem systems are also driving 
emerging applications like the View.tr?n" 
service of Knight-Ridder's Viewdata SUbsidiary, 
a leading contender in the market for videotex 
services. Viewdata had 16 NonStop processors 
for their 1983 start-up service, and they plan 
expansion into 18 cities commencing in 1984, 
30 cities within ten years. (By 1990, industry 
sources estimate that 45 million homes may 
be using videotex.) And Tan~em systems. are 
at the heart of other innovative new serviCes 
like the Federal Express Satellite Network. 
Federal Express, which delivers 250,000 
packages daily, in 1984 will launch a vast , 
electronic delivery service for documents 
that ultimately will use a network of multiple 
earth stations at numerous locations, with 
Tandem NonStop computers at the heart of 
the business. 

These customers did not buy Tandem systems 
only because of the NonStop system capa
bilities of faulHolerance, data integrity and 
expandability. They based their decisions on 
other considerations as well: 

Customers buy Tandem NonStop sys
tems for many reasons, nol only for 
their unprecedented reliability. 

I. Aduanced Programming Tools. Tandem 
supplies superior, high-level t?ols that ~ra
matically reduce the complexilles, leadllme 
and costs of programming on-line applica· 
tions. Using Tandem's ENCOMPASS distributed 
relational data base management system, 
customer applications can be brought up 
quickly, m?intained easily and enhan~ed 
cost-effectively. And EXPAND networklOg 
software makes writing applications across 
a network equally productive. Customers 
regularly report on new applications coming 
on-line in record time and below budget. 
Rockwell International, for example, began 
operating a plant automation program just 
four months after programming started. 

2. State-ol·the-Art Communications. Power
ful local networks of up to 224 NonStop 
processors can be quickly, inexp~ns!vely 
created with Tandem's FOX fiber opllC hnk
over 300 times faster than conventional 
communications lines. Using EXPAND soft
ware, users can build a worldwide network 
of up to 4,080 processors without program
ming changes. Tandem also provides gate
ways to other networks. including S A and 
X.2S. And the company's [ FOSAT product 
is the first commercially available, fully inte
grated satellite communications network. 
FOX, EXPAND and INFOSAT extend NonStop 
system reliability and data integrity across 
networks. 

3. Advanced Functionality. Backbone net
works of the future will integrate and dis
seminate information from such diverse office 
equipment as telex, photocopiers, telecopiers. 
word processors and a range of incompatible 
computers. Tandem has already provided 

--=-==-=----====--------------------
Half of the Tandem organization is dedicated .. 
to field service, customer service and support 
activities. The Tandem Executive Institute, for 
example, conducts 4-day seminars on using 
technology to gain competitive advantage (or 
cuSlomers and prospects in specific indUStries. 
The institute and its industry-experl guest 
speakers ',aue been hoSlto hundreds of senior 
management people from the world's largest 
corporations. 

the capability for such multi·media transaction 
processing. TRANSFER moves integrated data 
from person to person, or program to program, 
to put the information where it is needed, when 
it is needed. 

4. Support and Mainlainability. Hall ?f t~e 
entire Tandem organization worldWide IS 

composed of marketing and service ~~Ie. 
They support customers th~ough actlvlt~es 
that include customer educallon, field sel'VlCe 
and applications support-a goOO part of the 
reason why Tandem ranks first in the industry 
for customer satisfaction and loyalty. And the 
Tandem NonStop architecture allows mainte
nance to be performed without in~errupting 
customer operations because repairs can be 
made while the system is running. 

5. Price/Performance. At all transaction vol
ume levels, Tandem systems offer the best 
price/performance. More importantly: th.e 
total cost of NonStop system ownership IS 

extremely attractive. Reliable data, no down
time and low program development costs 
ensure economy. And the system's flexibility 
allows the user to reconfigure systems and 
networks of systems, without replacing equip
ment or rewriting software. 

6. Demonstrated Leadership. Customers make 
major commitments to Tandem because our 
dedication to quality and inn,:,vative produ~t 
development protects their IOvestments 10 

Tandem systems. 

• For the firsl time in the history 01 its annual 
·Supplier Superior Performance Award: 
Hughes Aircraft s Radar Systems Group lion
ored a computer company. In making the 1983 
award to Tandem President Jim Treybig 
(right), Hughes ' Dick Bringue/ ~id, "After the 
produa is delivered, its the servIce that counts 
. Ihe NonSJop /I syslem went on-line ahead 
of schedule and performed perlectly . .. 
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14 PRODUCT 
DEVELOP\IENT 

----=--------
Tandem is attuned to rapidly 
changing marketplace require
ments. We have unmatched ex· 
perience in on-line transaction 
processing and close relation
ships with users who are develop
ing advanced applications. Over 
the past five years, the company 
has invested more than $100 mil
lion to develop hardware and sofl
ware products thai make our cus
tomers more productive and 
pro fitable. 
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Sustained technological leadership 

Tandem's focus on on-line transaction proc
essing since its founding has provided the or
ganization with a vast amount of knowledge 
about the particular needs of the marketplace. 
Our experience and understanding enable us 
to provide products and enhancements spe
cifically designed to allow our customers 
to do more and more on-line transaction 
processing applications, and to do them 
cost-effectively. 

Users share the benefits of our unique 
product development leverage. 

Tandem is committed to lechnologicalleader
ship in our markelpace. We have invested 
more than $100 million in product develop
ment activities over the past five years. In 
the past two years alone, our proouct develop
ment expenditures were more than twice the 
lolal amount spent over our entire previous 
corporate history. This investment is highly 
leveraged: The modularity and compatibility 
of our hardware and software products mean 
that time and dollars directed at product 
development and enhancement programs 
benefit our entire family of products. And 
that means that all users reap the benefits of 
increased functionality, productivity, ease of 
use and improved price/ performance. 

The NonStop TXP system exemplifies the 
ability of Tandem to develop products that 
fill the needs o f our marketplace. Using 
our advantages of years of experience in 
this market and a large customer base, our 
development team created a technique to 
model actual applications so they could 
design the system to maximize transaction 
processing performance. As a result, the TXP 
system utilizes a unique combination of 
64-bit, 32-bit and I6-bit features that are 
optimized for on-line transaction processing. 

Tandem's software development focus has 
also been on protecting and leveraging our 
customers' investments in their Tandem 
systems-as well as their earlier data proc
essing investments. ror example, in 1983 we 
delivered our SNAX software product that 
enables EXPAND network users to access 
IBM SNA networks. devices and applications 
programs while retaining the reliability and 
flexibility of NonStop systems. We also de
livered the most advanced software prod
ucts available for distributed relational data 
base management, networking and communi
cations-all designed to increase our users' 
programming productivity. 

Tandem has invested in technologies and 
design techniques to further enhance the 
company's ability to anticipate and meet 
customers' needs. for example. our engineers 
extensively used computer-aided techniques 
to create the NonStop TXP system. We have 
also built an advanced laboratory where we 
are designing our next generation of chips 
and developing techniques to speed the 
development cycle, 

The requirements for on-line transaction 
processing constantly expand-in part because 
Tandem has given customers the ability to do 
more. Tandem will continue to lead the way, 
capitalizing on our experience and under
standing to develop the products for the 
market of the future. 

Tandem Product Development Expenditures 

S \lllltrms 

1979 

54.7 

1980 

$8.9 

1981 

517.8 

1982 

S33.6 

1983 

S39.2 

-=-==-=----=-==-----------=--=--=--= 

• 
In addition to working on enhancements to 
disc subsystems, ferminals and data base 
management systems that optimize NonStop 
S}'Slem price/performance, functionality, pro
gramming ease and user friendliness. Tandem 
is developing processors for the luture. 

Tandem:S INFOSA T product extends tile Non
Stop system advantages to satellite-based 
computer networks. INFOSA rs unprecedented 
reliability is enhanced by a self-diagnostics 
package. tile only one of its kind. thaI auto
matically identifies and isolates down to the 
component level any malfunctions in a,e 
dual-path system. 

• 

• 
One of Tandem:S many produd development 
contributions during 1983 was FOX, Tandem:S 
fiber optic link that quickly and inexpensiueiy 
ties together up to 224 NonStop processors in 
a high-speed local network, aeating a system 
more powerful than the largest conventional 
mainframe computer. 
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18 MANUFACTURING 

----=--------
Advanced automation technol
ogies and participative manage
ment techniques introduced at 
Tandem manufacturing facilities 
have significantly increased pro
ductivity and product quality. They 
play an important part in sustain
ing Tandem's aggressive price/ 
performance position in the 
marketplace. 
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Advanced techniques to achieve high productivity 

Tandem manufacturing facilities, which are 
among the most advanced in the world, con· 
tribute to the company's competitiveness in 
the marketplace. 

The integration of technology and participative 
management techniques al our plants has sub
stantially enhanced productivity and product 
quality. They are key factors in our ability to 
deliver products with attractive price/ perform
ance ratings while maintaining acceptable 
product margins. 

New techniques and technologies 
strengthen our ability to meet con
stantly increasing demand for our 
products. 

AI our computer terminal manufacturing plant 
in Austin, Texas, for example, the combina
tion of automation and participative manage
ment resulted in inventory lurn rates and sales 
per employee in 1983 that are well above the 
industry average. 

The Austin plant has no assembly lines: Each 
Tandem terminal is completely assembled 
and tested by one person who personally 
'signs" the completed unit. 

The plant is paperless: Everyone uses term
inals tied to a Tandem system as production 
tools to control the manufacturing process. 

Production decisions that were once made 
only by managers are made by the people 
who make the products: Everyone partici
pates in weekly plant meetings and daily "focus 
group' meetings to set and review goals. 

The meetings are called and run by the 
workers: Managers attend and provide open
book information on how the business is 
progressing. 

Quality is a major end result: Virtually every 
unit produced passes all test procedures the 
first time. 

Our Austin operation is so impressive that 
scores of executives from major industrial 
companies-prospects for Tandem systems
toured the facility during 1983. And we are 
adopting the Austin techniques in other 
Tandem facilities as well. 

We have also automated the assembly oper
ations at Our circuit board facility in Watson
ville, California. Slow, tedious work that was 
previously performed manually is now accom
plished with greater speed and accuracy using 
computer-controlled equipment. 

Our manufacturing emphasis on quality and 
productivity has led us to develop our own 
sophisticated testing equipment for NonStop 
proceSSOr circuitry. Last year we developed 
an automatic testing system called ORACLE 
that gave us testing capabilities not previously 
possible-and reduced the circuit board test
ing cycle from 30-60 minutes to 3-6 minutes, 
a tenfold increase in productivity. 

Even as ORACLE was being installed, we were 
at work on MERLIN, the next generation of 
automated system diagnostics. To create the 
new 'onStop TXPsystem, engineers inproducI 
development and manufacturing pursued 
complementary approaches thai took advan
tage of new scan logic design techniques. 
TIle result was a system with greatly enhanced 
testability. Utilizing MERLI ,the need for 
manual test programming was eliminated. 

1 
! 
\ 

------------------------------------

• 
At Tandems new paperless plant in Austin, 
each person builds and tesiS a complete term
inal, and 'signs" the finished product. 

MERLIN increases testing productivity by as 
much as 120 times, completing some lest 
phases that would have taken up to six minutes 
in as lillie as three seconds. 

Tandem has an outstanding record of meeting 
production targets. The new techniques and 
technologies, in addition to enabling us to 
build quality products at lower cost, strengthen 
our ability to meet constantly increasing de
mand for our products. 

• 
Participatiue management techniques de-
veloped 01 Tandems Austin plan/ are being 
imroduced successfully at otller Tandem facil
ities. At Tandem s power supply manufactur
ing facility In California, workers use such 
techniques as this "focus group· meetiflg to 
improve performance. The result: a three-fold 
increase in prodUdiuiry, lou;er coSls, improved 
invenlory management and enhanced prodUd 
quality. 

21 

F 
I 
N 
A 
N 
C 
I 
A 
L 
S 



22 

-

THE COMPANY 

----=--------
Tandem's effectiveness is due in 
large part 10 the cohesiveness that 
results from widespread individual 
understanding of company goals 
and how individual performance 
affects those goals. Much of the 
employees' understanding comes 
from our use of advanced tech
niques and technologies 10 fosler 
communication and participation. 
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Creativity, Productivity, Contribution 

Tandem's success re
sults directly from the 

creativity, productivity and contribution of its 
people. As the company grows larger. a key 
challenge is facilitating communication within 
a multinational organization. Tandem is meet
ing thai challenge by utilizing advanced tech
niques and technologies to foster communi
cation and participation, and to manage the 
company. 

Democratic management practices tap the 
creativity of employees al all levels and 
increase our productivity. 

Written and electronic media augment per
sonal contact to communicate information 
and to share ideas. 

Tandem's own technology supports people 
in their jobs via one of the largest computer 
networks in the world. Our EXPAND network 
links more than 150 nodes, bringing applica
tions programs and electronic mail to em
ployees at Tandem 's worldwide locations. 

Along with our commitment to keep 
Tandem a good place to work, we also 
focus on the disciplines necessary to 
achieve growth while maintaining 
profitabili ty. 

Employee publications. including CENTER 
magazine, NonStop News and technical and 
marketing publications, distribute information 
about the company's activities, products, 
customers, philosophy and goals throughout 
the organization. Our electronic classrooms 
utilize videotape, computer programs and 
live broadcasts along with personal instruc
tion to train employees. Tandem's manage
ment development program helps people 

and the company grow through course offer
ings in management skills with particular 
emphasis on communicating. The Tandem 
Television Network produces live, interactive 
broadcaslS to 37 Tandem locations, bringing 
timely information about technical issues, 
our financial performance, programs and 
objectives, and other important activities 
within the company. 

Along with striving to keep Tandem a good 
place to work , we also focus on the disci
plines necessary to achieve growth while 
maintaining profitability. We continue to im
prove our control systems. Over the past 
year we have added key managers to em
phasize critical planning and control functions. 
And we have seen the results in tremendously 
increased organizational strength. 

Tandem's philosophy includes enabling all 
employees to participate in the financial suc
cess of the company. In addition to the ben
efits of a stimulating place to work and oppor
tunities for contribution and recognition . 
employees have the 0PP0rlunity to own 
Tandem stock. In fiscal 1983 , through pur
chases of stock and exercises of stock 
options, employees contributed 525 million 
in cash to Tandem. The employees' level of 
participation in these stock ownership plans 
attests to the commitment and faith of our 
employees in the company's future. 

1979 

S87.9 

Tandem Employee Productivity 

1980 

598.4 

S Thou.<;(Jnds 

1981 

5101.2 

1982 

S95.3 

1983 

5101.8 

____ ==_w ___ === _________ _ 

• 
Tandem electronic dassrooms utilize aduonced 
techniques and technologies to instruct em
ployees in comprehensive courses including 
soles. manufaduring, technology. profeSSIOnal 
ond management development, alld Ihe 
Tandem philosophy. 

Announcement of an upcoming Tandem 0/11- ... 
standing Performers (TOPS) bonllS trip to 
Hawaii was mode during one of the many 
companY-IL'ide Tandem Television Network 
broadcasts dllring 1983. TOPS, one way thot 
Tandem recognizes and rewards olltstanding 
contributors, provides on opportunity for 
exceptional employees from all areas of the 
company to exchange ideas. 
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----=--------
The company made major pro
gress during 1983 in improving as
set management through strength
ened management systems. Among 
the results are a S15 million reduc
tion in inventories and a $69 mil
lion increase in cash to a year
end cash balance of $9·1 million. 
Seen at far left is Lary Evans, vice 
president 01 manufacturing, meet
ing with (from left) Bob Marshall , 
senior vice president and chief 
operating officer; Jim Treybig, pres
ident and chief executive officer: 
and Jan Jensen, vice president , 
human resources. 
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TO OUR STOCKHOLDERS 

As we look back in fiscal 1983. we believe that Tandem 
became a much stronger organization during the course 
of the year. Despite the fact that the economic recession 
continued to impact our customers and therefore impact 
Tandem. our revenues grew 34 percent. More importantly, 
this was a year when the Company strengthened its 
management organization, control systems, and asset 
management, while maintaining our emphasis on product 
development and marketing. 

Shortly after the close of the fiscal year, we announced 
our innovative new computer system. the NonStop TXP. 
Allhe lime of the announcemenl. the new machine was 
already in production and installed at four customer siles. 
Early customer response has been enthusiastic. 

The NonStop TXP system is the most powerful machine 
in the world for on-line transaction processing. The 32-bit, 
multiple processor based TXP system provides users 
with two to three times the processing power of the 
NonStop II system, and reduces the cost per transaction 
by up to 50 percent. The TXP system achieves an 
unprecedented level of hardware and software com
patibility. Our customers can even combine NonStop II 
processors and TXP processors within the same system. 
They can also run existing application programs on the 
TXPsystem. 

With this addition to the product line. in 1984 we offer a 
full range of price-performance to address the complete 
spectrum of processing needs for our marketplace. 

Strengthening our Operations 
Our revenue growth rate exceeded that of most computer 
companies during this recessionary year; however, it 
was slower growth than Tandem had experienced in 
prior years. Tandem used this period of relatively slower 
growth to focus on internal operations, devoting time 
and effort to strengthening the organization in order to 
maximize our growth opportunities in the future. We 
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believe that we have made Tandem a much stronger 
organization. Asset management has improved greatly. 
Beller control of capital spending, inventory. and ac
counts receivable has contributed to a dramatic increase 
in our cash balance. which will help us fund our growth 
in the coming year. 

Other internal developments during the year included a 
continuing emphasis on cost control measures instituted 
in November of 1982. We have programs in place to 
control hiring and salaries as well as discretionary 
spending. We initiated a new internal audit function to 
further identify ways to improve our systems and con
trols. In addition, we added David Rynne to our manage
ment staff as Vice President and Chief Financial Officer. 
Prior to joining Tandem, Mr. Rynne was with the Burroughs 
Corporation for 18 years where he held various finance 
positions, including most recently vice president and 
corporate controller. 

In the manufacturing area, in addition to improving in
ventory control, we have also invested in automation 
and productivity. A new facility in Watsonville, California 
came on-line this year that is a state-of·the-art, fully auto
mated board assembly and test facility. This plant will 
allow us to produce the majority of our board needs in 
a highly efficient facility. Our Austin, Texas terminal man
ufacturing plant uses a computer-aided manufacturing 
system that has resulted in a truly paperless factory. 
Manufacturing productivity was further enhanced by the 
in-house development of lools that use scan logic to 
improve product testing and reliability. 

Our strong commitment to research and development 
continues. In product development over the pastlwo 
years , Tandem has invested more than $70 million, 
greater than two times the amount invested during our 
entire previous corporate history. The most visible 
results of that investment are new products such as 
SNAX software that enables our EXPAND network users 
10 access IBM SNA networks, devices. and applications 
programs whjle retaining the reliability and flexibility of 
NonStop systems; the FOX fiber optic extension that 
allows the connection of up to 14 closely proximate 
NonStop systems into a very high-speed information 
network; and the top-of-the-line NonStop TXP system. 

Tandem invested extensively in technology as well. For 
example, this year we expanded our computer-aided 
design capability and opened an LSI lab for prototype 
chip development Further, throughout the year, about 
50 percent of our development people were working on 
enhancements to existing products, while the other 50 
percent were developing new products that will be 
introduced in coming years. 

- -

We have continued to invest in marketing. In 1983 we 
inaugurated the Tandem Alliance, a new program to 
enhance our relationship with software houses. We also 
furthered our emphasis on major account marketing 
during the year. In addition to beginning some exciting 
new projects with existing customers. we increased our 
customer base by 126. with 47 new customers added in 
the fourth Quarter. This has augmented our established 
position as a leader in the market for on-line transaction 
processing. 

Financia l Performance 
Some challenges remain . While revenue for the fiscal 
year ended September 30. 1983 grew 34 percent to 
5418.282,000 from $312,143.000 a year earlier, operating 
income increased 22.3 percent to 549,771.000 compared 
to $40,708,000 in fiscal 1982. Operating margins were 
under pressure this year due to increased cost of revenue. 
The combination of excess manufacturing capacity and 
the Company's successful inventory reduction program. 
which required lower production levels. resulted in sub
stantially higher overhead costs being applied to products 
shipped. Earnings per share were $.76 in both years. 
Earnings per share were flat despite the increase in oper
ating income due to lower net interest income and a 
higher effective tax rate. Although the Company's cash 
balances grew markedly during the year. much of this 
cash build-up occurred in the latter half of the year, so 
most interest-earning funds were only available part of 
the year. In addition, the prevailing interest rates were 
substantially lower than in the prior fiscal year. 

TA1'OOEM CO\tPllTERS INCORPORATED AND SUBSIDIARIES 

SElECTED RNANCIAL DATA 
For the Five Years Ended September 30. t983 

(In thousands except per share amounts) 

Revenue 
Cost of revenue 
Product development 
Marketing, general and administrative 
Operating Income 
Interest income. net 
Provision for income taxes 
Net Income 
Earnings Per Share 
Total assets 
Long term debt and capitalized lease obligations 
Stockholders' investment 

Outlook 
The people at Tandem worked with dedication and 
sacrif ice to improve our operations while launching 
exciting new products and expanding our marketing 
efforts. We will continue to work hard to improve margins 
while emphasizing customer satisfaction and investing 
for our future growth. We feel we are in an excellent 
posi tion to capitalize on improvements in the economy. 
While European operations continue to experience weak 
economic conditions and the adverse effects of the strong 
dollar, we believe we have seen a strengthening of the 
domestic economy. With the combination 01 outstanding 
employees, unique and innovative products. a high
potential marketplace, an impressive customer base. and 
a strengthened internal organization, we feel optimistic 
that fiscal 1984 will be a year of improved opera ting 
results. 

Eugene Kl einer 
Eugene Kleiner has decided not to stand for reelection 
as a director. Gene was instrumental in the formation 
and initial funding of the Company. He has served as a 
director since the Company's founding and has been a 
significant factor in its success. We will miss him. 

Thomas J. Perkins 
Chairman of the Board 

December I. 1983 

1983 1982 
5418,282 5312,143 

168,708 109,305 
39,168 33,642 

160,635 128,488 
49,771 40,7OB 

730 6,033 
(19,696) ( 16,885) 

$ 30,805 $ 29,856 
5 .76 5 .76 
5415,525 5337,366 

23,957 21,102 
310,993 250,988 

James G. Treybig 
President and 
Chief Executive Officer 

1981 1980 1979 
5208,397 $IOB,989 $ 55,974 

75,547 40,831 20,786 
17,833 8,786 4,654 
74,626 40,049 20,828 
40,391 19,323 9,706 
10,707 1,759 398 

(24,549) ( 10,395) (5, 184) 
$ 26,549 $ 10,687 S 4,920 
$ .72 $ .35 $ .20 
5255,971 $ 95,701 S 45,947 

2,054 1,651 1,144 
204,810 70,294 31,530 
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MANAGEMENT'S DISCUSSIDN AND ANALYSIS OF FINANCIAL 
CONDITION AND RESULTS OF OPERATIONS 

Overview 
Tandem Computers is committed to being a techno
logical leader in the rapid ly growing market for on-line 
transaction processing systems and networks of on-line 
systems. Achieving the Company's technological leader
ship goal involves many faclors . including strategic 
market positioning. an ongoing cammilmenl lo product 
development, and an organizational structure and phi
losophy thaI fosters employee productivity and creativity. 
II is also critical 10 maintain a financial position and 
operating record that allow the Company to maximize 
its performance in an environment of rapid growth. 

Financial Condition 
M~i~tajning a sound financial position is a high priority 
wllhm Tandem. The Company's financial condition im
proved significantly in 1983 as a result of the emphasis 
placed on asset management. Inventory levels declined 
and accoun ts receivable grew at a rate sUbSlantiaJJ~ 
below that of revenue growth. Capital spending was held 
to a conservative level. As a consequence of improved 
asset management. along with employee purchases of 
stoc~ and funds generated from operations, cash and 
cash Investments increased by 568.685,000.t0593,501.000 
as of September 30. 1983. 

An imp?rtant part of Tandem's corJX)rate philosophy is 
~o prOVide all employees with the opportunity to share 
m the C~mpany's financial success by means of stock 
ownership. As a result of employee participation in the 
employee stock purchase program and exercises o f 
stock ~pt~ons, the Company genera ted 525.031,000 in 
cash m fi scal 1983, $12,249,000 in fiscal 1982 and 
$9.669,000 in fiscal 1981. ' 

T~e. Company's financial strategy also includes main
tammg a sound ratio of current assets to current liabil-

Ino·"nIOrh,. 
0.-. ,\I ., 
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i~ies and a conservative capital structure. AI the end of 
fiscal 1983, the current ratio was 5.5:1. long term debt 
and. capitalized lease obligations ..... ere 7.7 percent of total 
caPItal, unused revolving lines of credit tocaledS67,)17.000. 
and the Company's equity base was S3IO,993.000. 
Tandem believes this strategy provides it with maximum 
near term and long term flexibility to consider the full 
range of financing alternatives to fund the capital needs 
of its projected future growth. 

Results or Oper ati ons 
The table below summarizes the changes in selected 
operating indicators for the fiscal years presented. The 
numbers on .the I~ft account for the revenue dollar by 
showmg various IOcome and expense items as a per
centage of revenue. The numbers on the right measure 
~ yearly percentage increases (decreases) in the same 
Items. 

IlKt~'i(' 

01 Rt'H"flOes [)e(r~. 

1983 t9SZ 198t 1983 tail:? 19111 

100 100 100 Revenue " 5<J 91 
10 35 3. CO'>l of It'\·t'n~ " 15 " • II • ProdOCl de\'elopmenl I. 89 W3 

\lat'keung. general 
38 II 3. and admmlSlrall\e 25 72 ... 
12 13 

" 
Operating IIlCOITlt' 22 I ,,~ 

2 5 Inlert'S/tnel) ,881 '" .~ 
12 15 25 Prt>l.lX Income 8 ", ''''' 5 5 12 ProvISIOn lor taxes " (31 ) '" 7 <0 13 '\CI Income 3 12 IHI 

Earnings pt'l .share 0 6 !Ufo 
Weighle-d a\t!rage 

.shares oUlSranding , • 22 
Numbel~ may Il()I lotal due 10 rounding. 

Revenue 
Tandem Computers' revenue gains over the last three 
years have resulted directly rrom increased shipments 
of its computer hardware and software products to new 
and existing customers, and from increases in the number 
of customers using its support and training services. In 
roth fiscal 1982 and 1983, the Company's revenue growth 
was atrected by economic recessjon. leading to a slowing 
of revenue growth in certain geographic regions. 

During fiscal 1983, (he Company shipped 1,773 processors 
to 509 customers, compared with 1,542 processors to 
483 customers in fiscal 1982, and 1,210 processors to 436 
customers in fiscal 1981. The fourth quarter of fiscal 1983 
was a particularly Slrong period for new customer genera
tion, with 47 new customers added. To date, the Company 
has 5,824 processors installed with 725 customers. 

International revenue grew at a slower rate than domestic 
revenue in fiscal 1983. Foreign revenue accounted for 
30.3 percent of total revenue for fiscal 1983, compared 
to 33.5 percent and 34.3 percent for fiscal 1982 and 1981, 
respectively. 

Oper ating Income 
Operating margins of 12 percent in fiscal 1983 were 
below the Company's target range of 16 to 20 percent. 
The principal reason was that cost of revenue as a per
cent o f revenue increased in fiscal 1983, due to higher 
costs relating to excess capacity, and to the effects of 
lower production rates resulting from our successful 
program to reduce inventory levels. Partly offsetting these 
higher costs was our significant improvement in manu
facturing productivity, which enabled the Company to 
reduce manufacturing employment by six percent. 

The Company targets product development expenditures 
in the range of 9 to 10 percent of revenue. Tandem's 
product development effort locuses on meeting the 
needs of computer users who are implementing on·line 
systems. both at single sites and in geographically dis
tributed on· line information processing networks. The 
Company believes that the opportunities for techno
logical innovation in this marketplace are enormous. 
Product development funds are being invested in en
hancements to existing products and in important new 
products that will be introduced in future years. 

The Company keys its marketing strategy on selling to 
users who are implementing major on-line applications . 
Providing a high level of service and support is essential 
to meeting the needs of this customer base. To maxi· 
mize its long· term opportunities in this marketplace, 
Tandem has built a direct selling and support organiza
tion in the United Slates and, primarily through wholly
owned subsidiaries. in industrial markets throughout the 
world. The Company's marketing, general and administra
tive expenditures in fiscal 1983 were lower as a percent 
of revenue than in fiscaJ 1982, but were approximately in 
line on a percentage basis with the pattern of fiscal 1981 
and prior years. Looking ahead, the Company believes 
that it is essential to invest in marketing in order to 
achieve future growth. A rate of expenditure on market
ing and support similar to that experienced in fiscal 1983 
and 1981 will be required to compete successfully in its 
marketplace. 

Net Income and Earnings Per Share 
Net income growth has differed from operating income 
growth over the past three fiscal years because of sub
stantial changes in the Company's net interest income 
and effective tax rate. Operating income grew faster than 

nel income in fiscal 1983 due to a substantial decline in 
net interest income and a higher tax rate, compared with 
fiscal 1982. Over the course of fiscal 1983, the Company 
has increased its cash balances from $24,816,000 at the 
end of fiscal 1982 to $93.501,000 at the end of the current 
fiscal year. Interest income has been earned on these 
balances. Because the majority of the increase in cash 
and cash investment balances occurred in the laller part 
of the fiscal year, and because debt obligations are pri· 
marily at higher fixed rates , net interest income was 
modest. Further, the rate at which interest was earned 
was lower than in the two previous fiscal years. 

TIle Company's effective tax rate was 39 percent in fiscal 
1983, compared with 36 percent in 1982 and 48 percent 
in 1981. The increase in effective tax rate versus 1982 is 
largely due to the reduced beneficial impact of tax in· 
centives for investment in capital equipment resulting 
from the Tax Equity and Fiscal Responsibility Act of 1982. 
The fiscal 1982 tax rate decrease versus fiscal 1981 was 
attributable primarily to the tax incentives provided by 
the Economic Recovery Tax Act of 1981 for research and 
development expenditures and investment in capital 
equipment. 

Earnings per share were flat versus 1982, while net in
come grew slightly. The difference is due to increases 
in weighted average shares outstanding. The Company's 
public offering of common stock in fiscal 1981, combined 
with sales of stock to employees under the stock pur
chase plan and grants under option plans. resulted in 
increases in weighted average shares outstanding of 
four percent in 1983, six percent in 1982, and 22 percent 
in 1981. Proceeds from the sale of these additional shares 
have been used to finance the capital expansion required 
to support the Company's growth during this period. 

Efreel of Innalion 
See page 39 of this report for a discussion of the effect 
of changing prices on the Company's operations. 
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TANDEM COMPlJTERS INCORPORATED AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF INCOME 
For Ihe Three Years Ended Seplember 30. 1983 

32 (In thousands excepl per share amounts) 1983 1982 1981 
Revenue 
Product revenue 5360, 133 5272,591 5186,897 
Service and other revenue 58,149 39,552 21,500 
Total Revenue 418,282 312,143 208,397 
Costs and Expenses 
Cost of revenue 168.708 109,305 75,547 
Product development 39,168 33,642 17,833 

Operating Income 
Interest expense (2,806) (967) 
Interest income 3,536 7,000 10,989 
Income 8erore Income Taxes 50,501 46,74 1 51,098 
Provision for income taxes ( 19,696) ( 16,885) (24,549) 
Net Income S 30,805 S 29,856 5 26,549 
Earninss Per Share S ,76 S .76 S ,72 

Weighted average shares outstanding 40,784 39,221 37,025 

The accompanying nOles are an integral parI of this Slalemenl. 

TANDEM COMPlJTERS INCORPORATED AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEET 
As of Seplember 30. 1983 and 1982 

(In thousands excepl per share amounts) 

Assets 
Current Assets 
Cash and cash investments 
Accounts receivable, net of allowances of 52,851 in 1983 and 53,000 in 1982 
Inventories 
Pre~aid expenses and other 
Total current assets 
Property, Plant and Equipment, At Cost 

Land 
Machinery and equipment 
Computer equipment and spares 
Leasehold improvements 
Construction in ~rocess 

Accumulated de~reciation and amortization 
Net ~ropert~ and ~ui~ment 
Other Asset8 
Total AS8ets 

liabilities and Stockholders' Investment 

Current liabilities 
Current portion of capitalized lease obligations 
Accounts payable 
Accrued liabilities: 

Wages, payroll taxes. and employee benefits 
Income taxes 
Other accrued liabilities 

Total current liabilities 
Capitalized Lease Obligations 
Long Term Debt 
Deferred Income Taxes 
Stockholders' Investment 
Common stock 5.025 par value, authorized 60,000,000 shares. 

outstanding 39,552,963 in 1983 and 37,634,754 in 1982 
Additional paid-in capital 
Retained earnings 
Total stockholders' investment 
Total liabilities and Stockholders' Investment 

The accompanying nOles are an integral pari ollhis balance sheel 

1983 1982 33 

S 93,50 1 S 24,816 
119,558 98,810 
85,920 101 ,335 
11,775 17,013 

310,754 24 1,974 

3,127 4.44 1 
35, 162 25,767 
59,836 44,274 
27,859 21.788 

6,788 11,196 
132,772 107,466 
(33,991) ( 18,080) 
98,781 89,386 

5,990 6,006 
S415,525 S337,366 

5 3,335 5 2,060 
27,960 22,918 

14,081 8,913 
4,971 7,136 
6,262 6,186 

56,609 47,2 13 
15.434 10,378 
8,523 10,724 

23,966 18,063 

989 941 
206,911 177,759 
103,093 72,288 
310,993 250,988 

5415,525 5337,366 



TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES TA~DEM Co\lPUTERS INCORPORATI:D AND SUBSIDIARIES 

CONSOUDATED STATEMENT OF STOCKHOLDERS' INVESTMENT CONSOLIDATED STATEMENT OF CHANGES IN RNANCIAL POSmON 
For the Three Years Ended September 30, 1983 For the Three Years Ended September 30, 1983 

34 Additional (In thousands) 1983 1982 1981 35 
Common Stock Paid-In Retained Funds (Cash and cash investments) at beginning of eeriod $ 24.816 $ 89.806 $ 16.245 

(In thousands) Shares Amount Caeital Earnings Total Provided from Operations 
Balance September 30, 1980 30.075 5251 5 53.555 5 16,488 5 70.294 Sources: 
Sale of common stock, net of related expenses 4.500 38 95.995 96.033 Net income 30.805 29.856 26.549 
Sale of common stock under stock option plans 1.692 15 7.381 7.396 Depreciation and amortization 18.836 10. 196 4.107 
Sale of common stock under stock purchase plan 143 1 2.272 2.273 Deferred income taxes 5.903 9.920 4.818 
Capitalization of retained earnings for Net book value of property, plant and equipment sold or retired 14.408 2.142 1.264 

three-far-one stock split 605 (605) Total sources 69.952 52.114 36.738 
Tax benefit from employee transactions 

Uses: 
in common stock 2.265 2.265 Accounts receivable 20.748 28. 139 28.119 

Net income 26.549 26.549 Inventories (15.415) 46.792 33.642 
Balance September 30, 1981 36,410 910 161 .488 42.432 204.810 Net change in prepaid expenses and non-debt current liabilities (13.359) 7.096 ( 17.246) 
Sale of common stock under stock option plans 863 22 5.028 5.050 Investment in property, plant and equipment 42.222 65.819 27.238 
Sale of common stock under stock purchase plan 362 9 7.190 7.199 Increase in other assets 401 6.006 
Tax benefit from employee transactions 

Total uses 34.597 153.852 71.753 
in common stock 4.073 4.073 

et provided from (used in) operations 35.355 ( 101 .738) (35.015) 
Net income 29.856 29.856 
Balance September 30, 1982 37.635 941 177.759 72.288 250.988 

Provided from External Flnancings 

Sale of common stock under stock option plans 1.634 41 19.054 19.095 
Net increase in capitalized leases 6.331 9.702 609 

Sale of common Slack under stock purchase plan 284 7 5.929 5.936 
Increase (decrease) in long term debt, net (2.201 ) 10.724 

Tax benefit from employee transactions Sale of common stock, net of related expenses 96.033 

in common stock 4.169 4.169 
Sale of common stock under employee stock option 

Net income 30.805 .30.805 
and stock purchase plans 25.03 1 12.249 9.669 

Tax benefit from emelolee transactions in common stock 4.169 4.073 2.265 
Balance September 30, 1983 39.553 5989 5206.911 5103.093 5310.993 

Total erovided from external financings 33.330 36.748 108.576 
The accompanying notes are an integral part of this statemenL Funds (Cash and cash investments) 

at end of ~riod S 93.501 S 24.816 5 89.806 

The accompanying nOles are an Integral part of Ihis statement 
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TANDEM COMPIJI'ERS INCORPORATED AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. Summary of Significant Accounting Policies 

Consolidation 
The consolidated financial statements include the ac
counts of Tandem Computers Incorporated and its 
wholly owned subsidiaries after elimination of inter
company accounts and transactions. 

Revenue Recognition 
The Company generally recognizes revenue from equip-
ment sales at the time of shipment. Service and other 
revenue are recognized ratably over the contractual 
period or as the services are provided. 

Exchange Gains and Losses 
Foreign exchange and translation gains and losses are 
not significant and are renected in the results of operations. 

Inventories 
Inventories are stated at the lower of cost ( first-in , first
out) or market and include materials, labor, and manu
facturing overhead. The components of inventories as of 
September 30 were: 

(In Thousands) 
Purchased parts and subassemblies 
Work·in-process 
Finished goods 
Total 

Income Taxes 

1983 

536.887 
12.5 19 
36.514 

585.920 

1982 

5 56,822 
13.413 
31.100 

5101.335 

The Company provides for income taxes on total DISC 
income and accounts for investment and research and 
development tax credits as a reduction of the provision 
for income taxes in the year in which the related credits 
are realized. 

Prope rty, Plant a nd Equipme nt 
Systems spares (SI9,271,000 in 1983 and SI5,869,000 in 
1982) are depreciated over a five-year period using the 
double declining balance method. All other property, 
plant and equipment are depreciated using the straight
line method. The estimated useful lives are: 

Machinery and equipment 
Computer equipment and spares 
Leasehold improvements 

Earnings Per Share 

5-10 years 
5- 7 years 
Lease term 

Earnings per common share have been computed based 
upon the weighted average number of common and 
common equivalent shares outstanding. Common equiv
alent shares result from the assumed exercise of stock 

options outstanding that have a diJutive effect when 
applying the treasury stock method. Fully diluted earn
ings per share are substantially the same as reported 
earnings per share. 

2. Income Taxes 

The provision for income taxes included the following 
deferred (prepaid) items: 

(In thousands) 
Current Federal 
Current State 
Current Foreign 

State 

Federal 
Deferred State 
Deferred Foreign 

Total Provision 

1983 

S 1,370 
1.532 
4.621 

5,843 
225 

( 165) 

5,903 

519,696 

1982 1981 

5 5,5 16 $15.356 
3,633 3,771 
2,244 1,401 

I . 

6.656 4.325 
239 194 

3.025 299 
9.920 -1 ,818 

516.885 524.549 

Sources of deferred (prepaid) taxes were as follows: 

( In thousands) 1983 1982 1981 

Installment sale method for 
income tax reporllng 5 8.572 5 3.657 $ 

Expenses recognized lor financial 
statements, but not for income 
taJI reporting 810 ( 1.505) (897) 

Effect of intercompany prollt 
eliminations ( 4.143) (2,654) (2,522) 

Other items 1.031 (3.926) 2,622 

Total Prepaid $ 6.270 $(4,428) $ (797) 

DISC income 5 3.181 5 3.918 $ 3.230 
Accelerated depreciallOn 2.628 2.799 1.192 
Other items 9' 3,W3 396 
Total Deferred $ 5.903 $ 9.920 $ 4.818 

The provision for income taxes differs from the amount 
obtained by applying the Federal statutory income tax 
rate to income before taxes as follows: 

1983 1982 1981 

Federal statutory tax rate 46' "'0 46 
State taJles, net of Federal income 

tax benefit 4 4 , 
Investment taJI credits (4) (8) (3) 
Research and development tax 

credits (7) (8) ( I ) 
om" 2 2 
Effective Tax Rate 39% " .. 48'" 

-

3. Lease a nd Other Commitme nts 

The Company leases its headquarters, operating faci l
ities, field offices, and automobiles under operating 
lease agreements. The Company also has capitalized 
leases for certain equipment. Future lease payments as 
of September 30, 1983 are as follows: 

(tn thousands) 
riSCal Year 
198~ 
1985 
19 6 
1987 
1988 
Thereafter 
Total minimum lease payments 
Less: Amoont represenhng 

interest (4 ·17' ) 

Present value 01 minimum lease paymenls 

".~ 
Operating capital 
$ 29.856 5 5,764 

27,325 5,632 
25,448 5,391 
22,815 5,140 
21,135 3.915 

130.840 

5257.419 25,842 

7,073 

$18.769 

Capitalized leases totaling S22,038,000 and SI2,999,000 
are included in the machinery and equipment and com
pUler equipment and spares classification on the Balance 
Sheel at September 30, 1983 and 1982, respectively. 

Rent expenses were S30,458,Ooo in 1983, S20,895,000 
in 1982, and 8,908,000 in 1981. 

4. Lo ngTerm Debt 

Long term debt as of September 30 consists of the 
following: 

(tn thousands) 1983 1982 

ConstructIOn financing 5 4.203 5 8.724 
Industrial revenue bonds bearing Interest 

0112 1012·38 , due 1992. collateralized 
by equipment in AuslIn, Texas 2.000 2.000 

IS'" promISsory note payable in annual 
installmenls throush 1986 1.640 

Other. bearing a"erage interest 018_6'" 680 
$ 8,523 510,724 

Construction financing at September 30, 1983 is related 
to a facility in Austin, Texas. During June 1983, the 
Company retired S7,12S,000 of construction financing 
relating to a facility in Watsonville, California pursuant 
10 a sales leaseback transaction. The associated lease 
has been accounted for as an operating lease. Interest 
costs of 5644,000 and 5508,000 relating to these con
struction pro;ects were capitalized during fiscal 1983 and 
1982, respectively. 

The Company has entered into unsecured credit agree
ments totaling $72,000,000 with several banks. The 
agreements provide for revolving borrowings through 
various dates in 1984 and 1985, at which time outstand
ing amounts may be converted into term loans repay
able in equal quarterly installments through 1987. Do
mestic borrowings bear interest at or below the banks' 
prime rates during the revolving period and approxi
mately 1/4% above these rates during the term period. 
The Company is required to pay a commitment fee of 
3/8% per annum. Of these facilities, 522,000,000 have 
been earmarked by Tandem for the construction referred 
to above. The remaining SSO,OOO,OOO are for working 
capital purJXlses and contain provisions for Eurocurrency 
and foreign local currency borrowings at interest rates 
prevailing in these markets. There are no compensating 
balances required under any of these arrangements. 

Certain financial covenants and restrictions are included 
in the loan agreements, including a restriction on pay
ment of cash dividends. The Company was in com· 
pliance with all such covenants and restrictions at 
September 3D, 1983. 

5. Preferred and Common Stock 

Prefe"ed Stock 
The Company has 2,400,000 shares of preferred stock 
authorized. 

Slock Option Plans 
The Company has employee stock option plans under 
which permanent employees may be granted options to 
purchase shares at 100% of fair market value at the time 
of the grant. Options generally become exercisable six 
months after the effective date and expire no later than 
seven years alter the effective date. At the discretion of 
the Company, options granted under the stock option 
plans may qualify for Incentive Stock Option treatment 
under the Economic Recovery Tax Act of 1981. 

As of September 30, 1983 options for 4,SI6,866 shares 
were outstanding at prices ranging from 53.92 to 529.13, 
with an average price of SI9.7S. Options for 4,169,216 
shares were exercisable as of September 30, 1983. 
Options for 4,S21,639 shares are available for future 
grant. Options were exercised at prices ranging from $.58 
10526.88 in 1983. SJ7 10 526.88 in 1982. and 5.08 10 
522.88 in 1981. 
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38 Employee Stock Purchase Plan 
As of September 30, 1983 the Company has reserved 
2,608,040 shares for future issuance under its employee 
slock purchase plan. Under the plan, the Company may 
offer shares to employees by two methods. Under one 
method, eligible employees may elect to purchase shares 
of common stock at 85% of fair market value as of the 
beginning or end of a three-month offering period. Under 
the second method, the Company may grant to employees 
the option to purchase common stock at not less than 
85% of fair market value at the grant date. As o f Sep-
tember 30, 1983 options to purchase 30,800 common 
shares at $26.90 and 204,500 common shares at $12.43 
were outstanding under the second method. Such options 
are exercisable through January 29, 1984 and through 
November 15,1984, respectively. 

6, Geographic Segment Information 

The following table sets forth information aboul the 
Company's operations in different geographic regions 
for the three years ended September 30, 1983. 

Geoeraphol: Are.. ~ntt 

""''''' ... """"" (In dIousands) "'~ ....... ""'" ..... - .. "" 
'983 
Rcv~·CWiIOme. 129T.722 $91.100 S29,460 , - $418.2.82 
Rewnue-tnlel'company 68.001 (68.001) 
Rew-nue·T~ 365.723 9l.loo 29.460 (68.000 418.282 
Pl'e·~.1ncome 49,084 11 ,546 (1.127) (9.002) SO.SOI 
Idenullable Assets 336.193 73.923 26.05-8 ( 20,649) 415.525 

19" 
Re_CuslOmel' S215,1S4 HU58 $22.031 , - 5312,143 

60. 126 
275.280 74.958 22.031 

43.1149 " 
RewnlHl-Cl,Iscome. SI44.392 S47.2S4 SI6.7Il , - 5208.397 
Rewnue-lnleKOmp&lly " .... (37,S80) 
Revenue·TOIa! t81.972 ." .. 16.711 (37,S80) 208.397 
Pre·1h Inc:ome S0297 4.145 2.t39 (5.483) 51.098 -_ ..... 213.693 )4,592 12.471 ( 4.785) 255,911 

Intercompany transfers are made at approximately arm's 
length prices. which include manufacluring profits attri~ 
utable to United States operations. Identifiable assets 
are those assets of the Company that are identified with 
the operations of the corresponding geographic area. 
United States customer revenue includes export sales 
of S6.4()(),000 in 1983; S7,687,000 in 1982; and S7,397,000 
in 1981. 

7. Unaudited Quarterly Financial Dala 

(In thousands ~xcePI Quarters Ended 

per share amounts) Dec.3! Mar. 31 June 30 
Yea r e nded September 30.1983: 

Revenue 594.135 596,006 5110,291 

CostS and EJcpen.ses 
COS! of revenue 37,955 37.856 45.1 17 
Product development 8,997 9,805 9.961 
Marketing. gcneral and 

adminis tratIVe 35,548 37,945 41 .56 1 

Total costs and expenses 82.500 85,606 96.639 

Operahnglncome 11.635 lD,4oo 13.652 
Interest income, net 47 (184) 251 
Income Belore 

Income Taxes 11,682 10.216 13.903 
PrOvision lor 

Income taxes 4.556 3.765 5.462 

Net Income S 7.126 S 6,451 S 8.441 
EarninRs Per Share S 18 S 16 S 21 

Year ended Septe mber 30, 1982 : 

Revenue 570.985 574,101 S 79,823 

Costs and Expenst's 
Cost of revenue 25.181 26.657 26,968 
Product de~'elopment 6.816 7,733 9200 
Marketing. general and 

adminIStratIVe 27,636 31,277 33.162 

Total costs and expenses 59.633 65.667 69.330 

Operating Income 11.352 8,434 10.493 
Interest income, net 2.302 1.306 \.489 

Income Before 
Income Taxes 13.654 9.740 11.982 

Provision for 
income taxes 5.866 3.518 4.469 

Net Income 5 7.188 5 6,222 S 7.513 
Earnings Per Share S .20 S .16 S 19 

8. Information on the Effe cts of Innation 
(Unaudited) 

Sept. 30 

5117..850 

47,780 
10.405 

45,58 1 

103.766 

14,084 
616 

14,700 

5.913 

S 8.787 
S .21 

5 87,234 

30.499 
9.893 

36.413 

76,805 

10.429 
936 

11,365 

3.032 

S 8,333 
S 21 

The Company has provided an adjusted summary of 
operations and selected financial dala in accordance 
with the financial Accounting Standards Board in its 
Statemenl No. 33 concerning "financial Reporting and 
Changing Prices." This guideline requires that inflation
adjusted information be computed using two methods, 
·constant dollar" and "current cost: This disclosure 
requirement is experimental and involves considerably 
more judgment than traditional financial statements, and 
therefore should be reviewed with caution. 

Under the ·constant dollar" method, historical results 
are restated into dollars having the same purchasing 
power as measured by the Consumer Price Index for 
All Urban Consumers (CPI·U). The ·current cost' method 
requires the Company to adjust asset values based on 
specific indices and appraisals. 

Neither method allows for inflation adjustments to oper
ating expenses, revenue or net interest income, nor an 
adjustment to the tax provision, despite the decrease in 
pretax income which results from the inflation adjust
ments of the two methods. Only the cost of revenue 
and depreciation expense related to assets, which are 
restated for inflation effects, are adjusted. 

For both methods, depreciation is computed on a straight
Hne basis, rather than the accelerated basis that is used 
for some assets in the Company's historical financial state
ments, because the accelerated method already recog
nizes some of the effects of inflation. 

Net income for fiscal 1983 was lower under both methods 
because of higher depredation and amortization expense. 
As a result of higher asset values under the inflation· 
adjusted methods, depreciation and amortization ex
penses were also higher. Companies who hold monetary 
assets during a period 01 inflation lose purchasing power. 
Tandem held net monetary assets during the period, and 
their purchasing power declined. 

Of the two methods, the Company believes that the cur
rent cos t method more accurately reflects the impact of 
inflalion on Tandem. The CPI-U used in the conSlant 
dollar method contains items unrelated to the nalure of 
the Company's business, and also does not attempt to 
measure the impact of inflation on its foreign operations. 

CONSOLIDATED STATEMENT OF INCOME 
ADJUSTED..-oR INFLATION 

FOR THE YEAR ENDED SEPTEMBER 30, 1983 

In Average 1983 Dollars 

(In Ihousands except 
per share amounts) 

Total Revenue 

Cost of revenue, excluding 

Historic 
Cost 

5418.282 

depreciation and amortization 165,352 
Other costs and expenses, excluding 

depredation and amortization 184 .323 
Depreciation and amortization 18.836 
Interest (income), net ( 730) 
Provision for income taxes 19,696 

Net income 

Earnings Per Share 

Net Assets at Year·end 

Decrease in purchasing power 
01 net monetary items 

Increase in value of inventories, 
property. plant and equIpment 
hekl dUMIl the year: 

Measured in general prices 
Measured in specifIC prices 

ExC6S of increase in general 
price Ie~'el (constant 
dollars) over increase in 
slM!CiflC prices 

S 30.805 

S .76 

5310,993 

Constant 
Dollar 

5418.282 

169.555 

18023 
20,852 

(730) 
19,696 

$ 24,586 

S .60 

5312,887 

S 2,8 16 

Current 
Cost 

$418,282 

165.352 

184 .323 
20,305 

(730) 
19,696 

$ 29,336 

S .72 

5312,434 

S 2.816 

5 5,040 
3.889 

5 1,151 

At September 30. 1983, currenl cost 01 inventory was $85.968 and 
cunent cost 01 property, plant and equipment net 01 accumulated 
depreciation was 5105,628. 

FIVE YEAR COMPARISON OF SELECTED 
FINANCIAL DATA ADJ USTED FOR INFI.ATION 

( Revenue dollar~ in thousands) 

Total revenue 
Constant 

1983 

In Averalle 1983 Dollars 

1982 1981 1980 1979 

dollars 5418,282 5322.948 $231.648 5134,543 578.496 
Market price 

", .... -
at end of 
p<riod 
Constant 

dollar 5 34.77 S 22.95 5 29.\3 5 20,67 5 7.50 
Average CPI 

(1967-100) 295.9 286.0 266.2 239.7 211.0 
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40 AUDITORS' REPORT 

To Tandem Computers Incorporated: 

We have examined the consolidated balance sheet of 
Tandem Computers Incorporated (a Delaware corpora
tion) and subsidiaries as of September 30, 1983 and 
1982, and the related consolidated statements of income, 
stockholders' inves tment. and changes in financial posi· 
ti on for each of the three years in the peri od ended 
September 30, 1983. Our examinations were made in 
accordance with generally accepted auditing standards 
and, accordingly, included such tests o f the accounting 
records and such other auditing procedures as we con
sidered necessary in the circumstances. 

In our opin ion, the consol idated fi nancial statements 
referred to above present fairly the financial position of 
Tandem Computers Incorporated and subsidiaries as 
of September 30, 1983 and 1982, and the results of thei r 
operations and the changes in their financial position 
for each of the three years in the period ended September 
30. 1983, att in conformity with generally accepted 
accounting principles applied on a consistent basis. 

San Jose, California 
November 9, 1983 

Arthur Andersen & Co. 

TANDEM STOCK PRICE 

Calendar Quarter Price HIgh Low 
1983 3rd Quarter 36-1 2 26 

2nd Quarter 34 25·1 /2 
1st Quarter 3el-] '2 23·58 

1982 4th Quarter 32·34 21·3 4 
3rd Quarler 25-3 8 14·1 '2 
2nd Quarler 29 22 
1st Quarler 28·1 2 21 

1981 4th Quarter 34 27·, 4 
3.d Quarter 32 24 
2nd Quarter 34-5 8 24·34 
1st Quarter 25·1 ' 2 20-1 /2 

Tandem Computers Incorporated has been traded via 
the NASDAQ National Market System under the trading 
symbol TNDM since the second calendar quarter of 1982. 
Beginning in the second quarter of 1982. the quotations 
represent the high and low sales prices. Quotations that 
pertain to earlier periods represent prices between 
dealers without adjustment for mark·up, markdown. or 
commissions and may not represent actual transactions. 
All prices have been adjusted for stock splits. No divktends 
have been declared on the common stock. 
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Fiscal Year Ended 
1984 

September 30 

Revenue 5532,620,000 
Operating inmnlc S 51,101,000 
Operating margin 9.600 
Net income S 42,908,000 
Eamings pcr share 51.04 

Working capital 5263,403,000 
T oral assets S50 I ,873,000 
Stockholders' investment 5375,122,000 

Number of employees 5,223 

U 

1983 

5418,282,000 
S 49,771,000 

11.900 
S 30,805.000 

5.76 

5254,) 45,000 
5415,525,000 
53 iO.993,()()() 

4,396 

T 

1982 

5312,143,000 
5 40,708,000 

13.0% 
S 29,856.000 

5.76 

5194.761,000 
5337,366,000 
5250,988.000 

3,821 

1oll'am ,bm end wt: are mtpJJfI,si:i"O: 
o Man~lg our growth of personnel 
in line WIth rc,ocnuc gTOwth. 
o Maintaining tight control o\'er our 
cost strucrurc. 
o Continuing our successfitl asst-'t 
managcmcm program. 
To help mit' grou>th amrimle, R'e art: 
o A~ivcly pursuing third-party 
rekmonships to enhance the market
abiliry of our produas in target 
industries. During the \'car we 
increased by nearly so4o the number 
of software houses writing applica
tion programs to run on NonStop 
syStcms. "' Ve expea dle:st: joint
marketing arrangements to signifi
cantly levcrnge our marketing 
productivity. 
o Augmenting our emphasis on soft
ware house relationships mrough 
new alliances ,~~m se1ea equipment 
remarkcters. These companies, 
which independently market value
added Tandem systems, "ill expand 
our presence in market segments 
where we do not conccntrnte our 
own marketing rcsourccs. 
o Enlarging our sales force and 
bringinS in salespeople c.xpericnccd 
in proVIding toral business solutions. 
o Emphasizing low-end productS to 
compfement the high.perfonnancc 
TXP systcm., thereby extending our 
ability to penctrate new accounts and 
expand existing accounts. As a first 
step, we repriccd the NonStop 1 + 
and NonStop U systems at aggress,,·c 
levels. In 1985 new products will 
strengthen our low-end offerings 
further. 
o Introducing a series of new 
produCts designed to widen our lead 
111 high-pcrfonnanct rransaaion 
proccsslflg and to open new oppor
runiries in the area of professional 
support produCts .• 



The market for 011r 

line) distributed data 
processing systems is 
the fastest QY!'lVing 
segment ojthe com
mercial compttter 
industry. 

The market for on-line s)'Sfcms is 
huge and rapidly growing. It spans 
:ill Uldustrics and a vast am)' of 
applications. 

A number ofbu~incss needs 
drive this growth. To remain com
petitive in dynamic m3fkcts., busi
nesses arc moving on-line ro: 
o Offer new and bener services to 
attract and retain customers. 
o lmprovc profit:l.biliry by lowering 
the COSt of delivering services and 
producing produas. 

MHKEr~lA(E 

RDBlAI £1CPR£SS INTRODUCES ZAPMAlI.. 
'I'H£ TWO-HOUR DOOR-TO-DOOR DUPlICATE. 

o Gain greater control over business 
information to make bener business 
decisions, and make mcm more 
rapidly. 

To mc\'c these aitica1 objec
tives, businesses an.: convening from 
barm to on·~ information process
ing. As .. result, the marketplacc for 
rolllI!l~rcial compmcrs is in rnpid 
rranSIDOIl. 

Entirely new applications arc 
also fueling market growth. 111e 
combination oflcss costly, better
performing hardware and the 

growing availability of on-line appli. 
cations software OJ.X:1lS up new 
busincss Opponuillties for users. 

And succcss br(."Cds success. 
Succcssfiil applications in one area of 
a business can create potential in 
other operational areas. Half of our 
fC"enue comcs from new applica
tions-nor only from new rusromcrs, 
but from new applications with 
existing Olstomers. The remainder of 
our re"enue comes from rustomers .. 

3 



lISCrs mUSt purchase excess capacity 
to accommodate dmngc. 

Add ;m:rcmcntnl tnpncity wbC1l 
"eeded 'UlitIJollt reprogramming, 
thereby protecting their invcstments 
in hardware and software. 

Mn;'lfni" amnsr"tFIt am pt:r 
mmstUtioll as the appliClrion grows 
and opaciry is added. 

High perfonnance 
TIle Tandem multiptc.. ... proccssor 
architecture: and high-pcrfonnancc 
data base products provide users 
with fast and accurate infomlanoll. 
And Ollf distributed relational data 
base Clpabilirics let customers put 
infommion where it is most needed 
and used. 

Whether customers' data bases 
arc large or small, simple or 
complex, Tandem systems provide 
outstanding performance at 
cconomicaf cost. We deliver high 
pcrfonm.nee lIsing Ollf srandard, 
general·purpose soltwarc. 

Even in the most demanding 
environments, C\lstomers adlic"c 
high Ix:rfomlancc. Our users can: 
o Accommodate large numbers of 
users simulr:mcously accessing a 
darn base. 
o Handle the largcst data bases with 
fast transaction rates and shon 
response:: time. 

In a bcndmlark test conducted 
by a major U.S. business during 
1984, for example, :1 TXP system
configured to only (me-!ePmth of the 
maximum system size- ourpcr
fonned one of rhe industry s most 
powerfUl mainframes. 

Tandem systems arc price/ per
fon1l::mcc leaders across a broad 
pctfonnance range. 

Networking and conmmnications 
The growing trend toward distrib
uted data bases and application 
processing, and the I?roliferatioll of 
mfom13tioll'pcnetatlllg de\'ic:cs 
within a single organization, han' 
dearly created :1 need for inregratioll 
of all this infomlation into a cohesive 
resource. 

Tandem's Iletwork.-oricmcd ar
chitccrure is ideally suited to the inte
gration rask.. E"cn a basic two-proces
sor system operates like a network 
withlll a system. Using our EXPAt'lD 
software and sophisticated communi· 
cations offerings, customers can: 
o Establish nen\'orks of up to 4,080 
Tandem processors without rewriting 
applications software. And they can 
easily reconfigure the nen\'o rk. as 
needs mange. 
o Distribute the data base ro the 
points of greatest usc, without 
IIlcreasing programming complexiry. 
o Leverage investments in other 
technologies, We provide highly 
functional links [0 odler systems and 
devices, and to nen\'orks such as 
IBM System Nenvork Architeaure 
(SNA). Acrorilin~ to industry 
analysts. Tandem s SNAX software is 
the most powerful SNA interface in 
the industry. 

Tandem multifunction lleN'orks 
bring chc highest level of flexibility, 
performance, funcrionaliry and 
economy ro our customers' 
applications, • 
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who arc expanding existing applica
tions or upgrading their s)'stcrns. 

Users evaluate on-line systems in 
a markedly differenr W:1)' from that 
ofbarch.proccssing systems. Tandem 
is :I major supplier of systems to tbe 
Oil-line marketplace because we 
designed o llr system ardlircaurc to 
meet the new (:rircria: 

Adaptability to amstnm!y cbang. 
ing rC'ltlln:malls. By definition, the 
user's OIl·line environment is morc 
\'Oiarilc, more unpredictable, than 
that ofbardl processing. The ex
p:mdabiliry of our NonStop systems 
makes it casy and economical for cus
tomers to enlarge existing applica. 
tions.. add new ones, and link them 
all rogcdlcr. 

Comperitil'c priulpcrfomllmce. 
111e new on-line appbcuions arc 
either central to business operations 
or to Olstomcr services. In both 
(.'J.scs., the COSt per tr:llls:laion directly 
affeCTS profirability. 1lle T.1ndem 
fumil)' of compatible systems brings 
price/performance leadership to a 
filii r:mgc of application si7£5. 

Qunlity systellls at'" nppliCflwms 
!Oftwnrc: On-line uscrs are demanding 
innovative and ofien complex on-line 
applications. We provide advanced 
programming tools that simpli!)' pro
b>r.lm development. In addition, our 
cuswmers have access w a library of 

EXPANSION Of EXISTING SYSTEMS AND UPGRADES 

NEW SYSTEMS TO EXISTING CUSTOMERS 

NEW CUSTOMUS 

prO\'en, economictl application pro
grams de\'cJorx:d by T.1ndem Alliance 
sofiware houses. 

High-pafommnCl dll((l bnsc. 
Man)' of today's applications require 
on-line dara bases that will suppon 
hundreds of transactions per second. 
Tandem's unique disrribured dara 
base architecrure allows growth to 
vcry high transaction ratcs with 
manageable communication COSts 

and assured dara integrity. 
Nenmrki,'.9 III'" cmmmm;catimlS 

Cilpabilitin. In order to exploit their 
new on-line applications efficiently, 
la~ge organizanolls ofien need to dis
mbute dara bases and applic.uion 

processing, and to integratc existing 
mformatioll tcsources. Our architec
ture and systems software offer Out
standing data communications and 
networking capabilities. 

R£1inble Rl1d mmilnble syrums. 
Companies using computers to run 
their businesses cumot afford s\'stem 
f.tilurcs or lost dara. Tandem'S &u1t
rolc ... ant features arc a fimdament:a.l 
strength that assures that all the other 
produa benefits arc COllstanrl\· 
productive.. . 

p R o o u c T 

T.mdem is widely recognized as the 
origin:uor .lIld prcmier supplier of 
gcneral-pul"}Xlsc, f.Ullt-wlcr.l.llt sys
tems. nut muir wier.lIlee is only the 
beginning. 

We designed our system atdli
tecture spc,-itictlly for on-l im:: 
lpplications lnd distributed dlt:l 
processing. It is sinb'lll.lrl ), well suited 
to the oll-linc elwironmem occausc 
it is based on independent, parallel 
processors with separate memory 
and high-speed interconnections, 
n lllllins a unique message-based 
oper.umg s),stem that optimi7£5 the 
movement of transaction-like evems 
throu~ut the s\'sreOl. 

\ \ hat this means for uscrs is: 

Easy, economiClI appliCltio n growth 
T.'lndem users ,--an exp.·md a system 
incrementally from the power of a 
large minicomputer to many times 
that of I nJ\I's larQesr mainframe. 
Users with growlIlg applications GIll 

enlarge eaeh 'r.mdem system modu
larly lrom 2 to 16 processors, or to 
as man)' as 224 processors in a local 
duster using FOX, Tandem's fiber 
optic link. NonStop s}'stems ceo
nomictlly ;1ddrcss application 
demands ranging from ;1 few transac
tions per second to hundreds of 
tranS3ctions ,XI' second. As a result, 
Tandem users GIll: 

bu:rtase POJl'Ct' Ii,~nrly. When 
uscrs double the number ofTandcm 
proa."SSOtS, they get double the 
power. 

Blty 011£'1 (J.J milch cnpncity as they 
tJted. With conventional systems, '" 

Fault tolerance is ~ 
part of the Tandem 
architectural rontribution, 
and onfJ the bt'tJillning 
of user benefits. 
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Our customer list SP.'l1lS many 
industries and reflects a rich v.lriery 
of appliCltions. 'Emdcm systems arc 
lIscd III large and small applications, 
both centralized and dc(."Cnrralizcd, 
from the more dassic:t1 to the most 
1I1nO\'3tI\'C. 

Chances 3rc you used a T.'mdcm 
svstcm today. You may have used 3 

Tandem system if you purdlascd 
semrities traded o n one of the 
world's major stock exchangcs; used 
an automated teller madlinc; made a 
Ions distance telephone ClII; used a 
debit Cll"d at a gasoline pump; read a 
newspaper; filed a medICal insurance 
daim; telegraphed a money order; 
checked into a hosl,>italj shopped or 
banked at home lIS1l1g home infor
mation services; purdlascd merchan
dise trom a number of large retail 
establishments; or had a credit Qrd 
purchase authorized. 

BeCluse of the flexibility of the 
Tandem ardlirccturc and our broad
based price/ perfonn:mce rompeti
ti\'cncss, Tandem systems are used in 
a wide varict), of appli~tion types: 

Beecham CosnlCtlCS, whose 
product labels indude such names as 
Jovan, Yardley of London and 

984 NDUSTRY ?MENTS 

The tmidtdariPy and 
peifarnmnce amtimmm 
of our systems provides 
users Jvith Ukally sized 
products for all their 
1weds. 

• BANKING ANO OTHU flN..-.,.,QAL 

• COMMUNICATIONS 

• MANUfACTlJRING 
fEO£RAL GOVERNMfNT 

• PRINTING AND PU8l1SHING 

• OTHERS 

Vitabath, went from batcb to 011-/;11& 

in 1979 to automatc ordcr process
ing and distribution for theIr rapidly 
b'Towing business. NonStop system 
cxp:mdabiliry has cnabl.ed ~ked,a~l 
to add major new appilcmons easily. 

l1lyssen, Germany's multibillion
dollar su.-cI producer, IS an exam pic 
of a staud-almle applicntilm um has 
grown inro a 'lttlmrk. Thysscn . 
ordered its first Tandem system III 
19n to automatc its factories, and 
now runs its dispersed plants with a 
IO-node network of Tandem systems. 

According to Thysscn, modular 
expandabiliry ofTaJlru:m systems was 
a key reason for selecting Tandem: 
"'WIth Tandem it has nor been neces
sary to define the emire! complex 
distributed data processing problem 
before taking action. We are doing it 
one area at a time, and then ime~t
ing that system imo the EXPAND 
network." 

Union Bank of Finbnd has an 
e.xpmuied J)'stem of 50 processors . 
linked by Tandem's FOX ~ber optIC 
extension to handle all of Its retall 
banking services on-line with over 
2300 teller terminals and 140 ATMs 
a: 560 locations throughout Finland. 

11,e May Dcpanmem Stores 
Company, onc of the larl?CSf U.S. 
retailers, has a Inrge distribllud darn 
base \\~d, more than 35 billion bytes 
ofbusincss infoml:ltion shared in a 
12-node Tandem lletwork. 

The reservation system of 
Deutsche Bundcsbahn, the German 
national railroad, is 3 lIigll-pt:rfom,. 
alice data base application managing .... 
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LARGE SYSTEMS 

• MID-SIZE SYSTEMS 

• 

PYRAMID N 

all train seats in six Euro!,Xan coun
tries. The yearly rescrvaoon volume 
is about 20 million scats-as many as 
100,000 in a single day-booked via 
3,500 tcmlinals in Gcmlany and 11 
other European countries. FOX 
linked systems also handle the rom
tmmicarUms switchiniJ. 

On-line users, as evident in me 
abo\"(= examples, commonly nttd a 
spectrum of applications. Tandem 
systems are orren used for many 
different appli~tions within the 
same ~lZ3non. 

GTE, for example, uses Tandem 
systems in their separate: SPRll\'T'" 
long distance telephone and TELE
MAlL" electronic message scrvictS. 

A large organization also 
requires systems of varying t'atnoty, 
often \\~thin me same:: applicauon. It 
is nor uncommon for a sUlgie large 
corporation to usc me full range of 
Tandem system sizes to achieve 
optimum efficiency. 

Extending the GTE example, 
that company administers its 
SPR..I1\'T subsidiary with a nation-

wide, 43-nodc network oflow cost, 
small Tandem systems. I....arger 
Tandem systems are used elsewhere 
in the SPR.IJ\T"[' organization for such 
aeplications as on-line unit message 
billing. And an even larger Tandem 
system is used at SPRINT head
quaners to integrate information 
from those and other rdated 
applications. 

In a typical large organization, 
for every large system, a company 
may need several medium-size: sys
tems and many mOrt small systems. 

The modularity and perform
anet: connnuum of our s)'stems pro
vides users with ideally siud offerings 
for all their needs. Tanckm supplies 
chis 'pyramid of needs' with a (orally 
compatible, expandable solution. We 
benefit, tOO, because we can pene
trate: an account at the low, midille or 
high end of the user's pcrformanet: 
and priet: needs. We can then share 
in the success of the application by 
expanding it, winning other applica
tions, and extending our presence to 
other of the user's locations .• 

card 
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A top marketing priority at Tandem 
is to expand the availability of quality 
applications software designed for 
NonStop systems. 

We created dlC Tandem Alliance 
program in kite 1983 to develop 
relationships with key software 
houses and expand the presence of 
OUf existing software houses in order 
to broaden our marketing 0r??f
mnitics and cficcOvcncss. By Joining 
forces with applications software 
dc"clo~rs, we em: 
o ProvIde tara! business solutions to 
:lnnct new rusromcrs and create 
oppomillitics for ::J.dditional business 
within existing accounts. 
o Enhance the producti\·ity of our 
sales force and accdcr.ltc the stream 
of reve!lllcs. 
o Benefit rustomcrs by speeding 
their application development. 

Software hOllses that joined d,c 
Tandem AlIi:mcc in 1984 will 
dc\'c1op or adapt :lppliotions soft
ware in rnrgcr industries that include 
rl1anufucnlring. telecommunications., 
transpomtion, and finance, as well as 
fo r the Federal govemment. We ha\'C~ 
also targeted poim-of-sale for cross
industry apphcuions. When these 
,\,plicarions programs are com-
p cted, wc and our Alliance members 
will joincly market powerful solutions 
for our QJstolllers' business nceds. 

Our approach is nOt limited to 
traditional software houses. Our 
(llstomers, too, develop applications 
with significant commercial value. 
We havc begun to fo011 alliances 
with some of cllem to coopcrati\'ely 
market their proven applications to 
others in their industnes. 

As an example, we ha\'c joined 
with Michigan Bell, formerly an 
operating company within the ATf I 
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Bell system and now a member of 
the Ameritech telephone companies. 
Together, we are marketing dleir 
application for collecting delinquellf 
bills to o ther, newl)' independent tele
phone comranics. Similarly, we and 
Indiana Bel will jointly market itS 
on-line scn'icc order entry package. 

We have also joined wnh rwo 
Scandinavian Airlines System sub
sidiaries., Linjeflyg A Band Sc:maror 
AB, and widl U.S.-based Bedford 
Associates to market an airline 
rcscn':ltion system and a series of 
advanced software packages for 
airline management. 

In the first filii year of the pro
gram, our Alliance software dc\'clop
ers participated in nearl)' half of our 
new aCCOUnt sales. Dunng (he year, 
we added 23 new Alliance software 
houses, expanding the total by nearl), 
8O%. l.n the fourth quarter of 1984, 
more software houses committed to 
Tandem solutions than in any quarter 
in our history. 

TIle Tandem Alliance attracts 
software houses because: 

Ollr stTrn!!J product ftatllres at'" 
pt-icdperfDnllmue tuiJlfllllngc mnkt t1Jtir 
JOj1u'flre more altmail't! ro customers. 

0 1 02 03 

A top marketing priori/ly 
at Tandem is to increase 
sales through alliances with 
key applicati<ms software 
firms. 

Till och fran London iWerdan, 
flygSAS non-stop. 
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Our J]Sh'utr compnribility miff 
monlllal'groll'th capability let'Sojhl'flnt 
/JoIMes dC11c1op nil appliCfltiOIl Dilly ollce 
nlld it lIIi/l " m 011 SlImll, medium or 
la rge systems. 

Om' (.\'ttllsil'C progmm o/mplHJrt 
indudes l'L'pl'cstlltflrit'(J ill nil sales 
regio"s dcnicaud to soft1l'are "OIlSes. 

'nJtse 7imnl-'1l1 L'1Ilployees (OlIlIIlIl1Iimtc 
tbe strcI!!JI"S of 01/1' SOjhl'fl/Y; bOllses alld 
fostt'Y ,t'/nriollslJip1I1';lb the I'CSI oflbe 
Tmulan snles for«. 

Alliance sofiwafC houses also 
ha\'e access to man)' -[uuk'm 
resources. 
o Our worldwide s.1.Ics 0'f1ni7 ... 1tion 
expands ~1I.iallce members marketing 
opportlmttlcs. 
o Alliance software housc:.'S partii.i. 
p.1te in some of'l;mdcm's dosed
ciralit satellite tele"ision pro~rams 
to make marketing prescnr.mons to 
our s."lIes fOR'C and mStol1ll'rs. 
o Alliance software hOllscs "-'an take 
advantage of our training programs
both as studelU and reacher. 

We a.[so join in cooperative 
promotional activiries. 

[n 1985 we will broaden rhe 
T.'mdem Alliance program to include 
new types of eqUIpment remarkerers. 
A sclecr group of rcmarkerers will 
contribute producrs or eXlxrtise ro 
help us address spccialiJ'.cd market 
oppommities .• 



-Hmdclll serves a rapidly growing 
marker with leading edge, Illud,
needed producrs. \ VI.' have a large 
b:tSC of prestigiolls, satisfied ms
tomers who count 011 our produCTS 
to help make them morc competi
tive. We arc confldcm in rhe filmrc 
of the marketplace and in our abili ty 
to share in irs growth. 

Evcry rime Tandem sells to a 
new uisromcr, rOll all expect to sec 
the initial sale yield a stream of 
revenues over tJ1C years bcCl.USC of 
the case and cconoow of Tandem 
system cxp.mdabiliry:-n,C unique 
modular cxpandability .lJ1d linear 
pcrfoml:mcc continuum o f our 
systems also servcs us in de"eloping 
new business., as well as expanding 
applk'3tions within existing accounts. 

We arc invcsting in the filrurc of 
our marketplace. In the past two 
years :llone, we have invcsted o\'er 
$90 million in product de"elopment 

IJrOgr:l.IllS. Our development cRortS 
1an: a magnified impact bcClllSC our 
flexiblc ard1itccmrc spreads the en
hanccmentS ovcr our entire product 
linc. ln all of ollr programs, we main
tain our commitment 10 our architec
nlre, which provides the only com
pmer systems oRering fuult tolerance 
as well as linear expandability. 

In 1985 we have foruscd our 
new produl.'t programs on these 
areas: 

High-pcrfonlllllla ""fa bast. In 
1985 we intcnd to widen our already 
$[fong leadership in delivering 
ctpabilities for high-performance, 
distributed d.na bases. \ \'e will 
inrroducc software and hardware 
productS that provide signifiCl.1lt 
ImprovementS in priccl~rformancc, 
rehability and s(,.'rviccabdity for on
line d:U-:l base applit-ations. 

J.AJII'-tlJa J-ystClIIS. T.1ndem's 
sfr~ltegy is 10 provide a fumily of 

We are in the right 
market with leading 
edge products) and 
we are investing in 
the jittztre of ollr 
marketplace. 

l.-ompatible systems to serve a wider 
range of Clpacity needs with greater 
functionality than any other vendor. 
h1 1984 we moved inro vcr\' high 
pcrfonnance applicttions ",lth the 
TXP system. [n 1985 \\e will wage a 
new oRcnsi\'e at the low end. 

Nenl'Orkillg mm rmmmm;cnrimu. 
\ Vc will build 011 our srrcllbrth in this 
tedmolow. III the first quarter of 
fiscal 198=>, we added a major pro
grammin~ prodlll.1:ivity enll.lncemem 
to our SNAX product, alread)' COil' 

sidered the premier SN A imerfucc 
ctpability in the industry. 

Projessumnl IIIpport products. In 
1985 Tandem will introduce products 
aimed at increasing business pro
ducti\'in' across our cll(ire customer 
base. [n' the first momh of the 1985 
fiscal ycar, we introduced our 
DYNAMITE lllultifililction work· 
station. DYNAMITE provides the 
flexibility of a personal computer 
with the functlonaJin' of a Tandcm 
tenninal in a sin~e desk-top devkc. 
DYNAI\IITE gtves users access to a 
wealdl of deciSion support tools 
while: at-ccssing their company's dara 
base on-line. 

The new product introductions 
planned for 1985 arc designed fO 

provide more solutions to our 
customers' business needs., thereby 
enhancing our compctiti\'eness and 
abilil)' to grow .• 
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Tandem has just marked its tenth anniversary. Since its 
founding in November, 1974, me Company has 
grown to morc than :1 halfbillion dollars in revenue. 
Qur l1.1sromcr list includes more than 850 olltstanding 
corporations and govcmmcnt agencies dlrougbout 
the world. Our own organization has expanded from 
the first site in C.'liifonl13 to o \'cr 80 locations in the 
United States and ro 18 other countries, employing 
morc than 5,000 people. And, during this temh anni· 
\'crs:uy ),c..-ar, Tandem joined rhe ranks of the Forn'/le 
500 largest U.S. industrial concerns. 

Developments 
Early in the fiscal )"1 .. '31", Tandem intrOduced the high
performance NonStop TXP system. TXP processor 
shipments ramped up rapidly during the year, so that 
the TXP product accounted for the majoriry of our 
fiscal 1984 re\'enue. We believe this result demon
strates dIe stron~ cusmmcr acccprancc of the power
fiil TXP system. Illis system should be a major 
contributor to our financial perfonnaJlce in 1985. 

Tandem continues to place high priority on 
producr dcvelopment. In addition to the TX P system, 
we introduced a new, sophisticated 6100 communi· 
Gltions subsystem. A new 264 megabyte Windlestcr 
disc drivc brings cvcn bener mean·time-bctwccn
fuilllre aJld price/ perfornullce to our line of disc 
drivcs. 111<; 6530 tcnninal product was enhanced with 
the indusion of twO smaller, modular temunals as 
well as :ldditional fimctions. The 653X fam ily of 
ternlin:lls offers mM 3270 emulation and can use a 
varicty of altcm:ltc input methods including voia:. In 
198? we pl:ln. to havc an active smcdule ornew prod
uct IIltrodllcoons. 

-'nere were a number of oc-vclopmems in our 
marketing programs this year. Tandem identified the 
newly deregulated telephone companies as an area of 
oppommity. In 1984 we established a tclccommuni· 
canons industry marketing program to funhcr 
penetrate that rapidly growing markc..-ting .scaor. -1'Cle· 
communications provcd to be Tandem's fastest 
growing market this year. In addition. through dle 
Tandem Alliance program, we signed Midtipafl Bell 
aJld Indiana Bell as new software houses oftCrin~ 
applications programs to the telephone compamcs. 

( H o l o E R s . 

The Tandem Allia.tll..-e, established late last year to 
anract software houses to develop application pro
grams on T.·lIldem sY5tems, had od,cr successes as well. 
For example. to help us in d,e reccndy deregulated 
airline marker, we addcd new Alliance members d,at 
.1fe de\'eloping application packages for this industry. 

We implemented programs to enhance our com
petitivc position al.TOSS Ollr entire product line. By 
rcpositioning the NonStop I + and NonStop U sys
tems with pncing thar is extremely attractive for the 
lower end of our marketplace, we believe that our 
entire fumily of NonStop 5)'stems offers the best 
pricc/pcrfonnana: for on-line rransaction processing 
III the 1l1dustry. 

We arc "cry pleased to h.we a new OlCmber on 
our Board of Directors this year. Mr. Andrew Knight, 
editor of 17JC Eamo",ist, was clcoed to Tandem'S 
Board at the a.tlllUal meeting of stodholdcrs last 
February. 

Financial Pcrfonnanec 
RI. ... 'enues grew 27%, reaching S532,620,000 at the 
end offiscalI984. Earnings per share grew nearly 
37% to S 1.0-1-, which induded a one-time tax: benefit 
amouming to S.24 per share. Our fina.tlCial perfornl
:lncc iml?roved in the second half of the year com
pared WIth d,e first half. However, we arc not satisfied 
\\~th our le\'eI of profitability. The Companr.'s first 
priority for fisca11985 is increasing profitability while 
meeting our product a.tld marketing objectives. We 
havc taken a number of steps to lay the groundwork 
for improved profitability in 1985. 

Tandem is working hard to improve our COSt Struc
ture through conservative spending and vcry limited 
hiring. Through much of 1984, the growth 111 employ· 
menr exceeded the growth in rt:\'enuc. To counter 
that trend, we ha,-c Implemcnted a program designed 
to hold employment approximately level. Despite this 
plaJt, we intend to continue to add salespeople. Wc 
achieved this goal in the founh quaner offiscal 1984: 
Total employment declined slightly while the number 
of salespeople grew by nine percent. 

Asset managcment cononlled to improve this 
year. As a result, Tandem's bala.tlCC shcct is the strong
est it has cver been. This )'car ended \\~th the highest 

Ie'l'el of cash in our history, nearly S 107 million. In 
addition, im'enrory rums increased aJld reccivables 
collccrions impro\-ed. 

Litigation 
Just after the dose of the fiscaJ year, Tandem readled 
an agreement ,,~th the Scruri~es aJld ~d,ange . 
Commission (SEC) that ternunated an 1Il\'esugatJon 
relating to Tandem's Dec~mber, 1 9~2 ~tatel11cn~ of 
revcnue and earnings. Wlthom admlttlllg or dcnymg 
the allegations of the complain~ fi lcd by the SEC, 
which related to the second, thIrd and fourth quartcrs 
offiscal 1982 we consented to d,e entry of a judg
mem enjoini.!;g dlC Comp~ny against any fi!~lre viola· 
aons of the Federal serunnes laws and reqmnng 
Tandem's auditors to conduct annual reviews of eer· 
min of the Company's internal controls for this year 
and an additional two ycars. Tandem consented to thc 
entry of judgment in order to avoid the extensive 
commitmcm of financial resources that would have 
been requircd to comest the allegations in court. 

Outlook for 1985 
As the business section of this aJlllUai report notes, 
Tandem has established sevcral areas of emphasis for 
1985. Thc first prioriry is better profita~iliry. By . 
Improving our cost structure, our goal IS to I?rovidc a 
better return to our stockholders while contllluing to 
offer aggressive pricc/per,fonnancc .for ".Istomcrs. We 
\\~II continuc ('0 form buslllCSS relanonshlps through 
the Tandem Alliancc.lllCSC alliances Ic\"crage 
Tandem's direct selling effortS and give customers the 
benefit ofmter application de\'elopment. Impor. 
tandy, our new product program for dlC rcar has 
been designed to providc contributions in three 
major areas: high-perfonnancc data base, low-end 
systems and personal productivity t~ls, all key to 
success in on-line transaction proccsslllg. 

Nineteen eighry-five is off to a good stan. In the 
first mondl of the new fiscal year, wc announa:d three 
new productS. DYNAMfI'"E, TaJldem's multifimction 
personal workstation, provides d,C fcarurcs of 
tandem's 653X family of on·linc terminals plus the 
COO\'eniencc and loctl processing capability of a stand· 
alone:: personal computer. As a stand·alone work· 
Station, it can run most software wrinen for the IBM 
PC. Further, using Tandem's micro-mainframe ime· 
gr.arion softwarc, DYNAMITE users can access the 
corporate data base: and manipulate that inf~n:nation 
using off-thc·shclf sofTwarc packages. tn addinon, the 
Company added a more powerfu1 \'ersion of the 
EN ABLE automatic computer program generation 

, 

rool and a major programming productivity enha.tlcc
men~ for SNAX, Tandem's System Network Ard,itec· 
Ulre Access MedlOd. 

Tandem believes ours is the mOSt attractivc market 
in the computer industry, :lnd that our unique archi
tecture has enabled us to develop the best productS 
for tim market. 11,CSC advantages are lC\'craged by 
our foremost asset -our people. Thtough the con· 
rinucd hard work and commItment of our people, we 
look forward to achieving our goals for 1985. 

~40Lr 
James G. Treybig 
President and 
Chief Exerutive Officcr 

1110mas J. Perkins 
OIairman of d,C Board 

November 29, 1984 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDmON AND RESULTS OF OPERATIONS 

Overview 
Tandcm Compucers is committed to being a techno
logical leader 111 the rapidly growing market fo r 
on-lim' transaction proct:SSing systems and networks 
of on-line systems. The Company bclieves that its 
computer architecrurc uniquely satisfies the funda
menral requirements offuulr tOlerance; and linear 
power cxpandabiliry for SUdl applications. Acrueving 
dlC Company's technologicallc:tdership goal involves 
many ~ctors, including strategic market positioning, a 
conmumlent to product development, and an organi· 
7..ational strucrure and philosophy that fosrer em
ployee productivity and creaovity. It is also critical to 
maJntain a strong financial position and operating 
record to allow the Company to maximize its per
fonnancc in an environment of rapid growth. 

rmancial Condition 
~\1ain.rai~il1g a sound financial position is a high prior· 
Ity within Tandem. The Company's financial condicon 
funhcr strengthened in 6scaJ 1984. The year ended 
with the highest cash and cash in\'esonems balance 
in the Company's history. Cash increased to 
SI06,862,000 at fiscaJ year end, from 593,501,000 
a year earlier, reflecting income from operations, 
employee purdl3SCS of Stock, and improved 3SS(t 
management. As a result of Tandem's continuing 
~mphasis on asset management, inventor), levds 
II1creased modestly, while days of inventory declined. 
In addition, accounts receivable increased at a rate 
slower than the .rate of g;ro.wth in r~enues, at~d days 
of accounts. receivable declined. Capital spending in
m:ascd dunng the year to S7I,519,OOO. This amount 
was substantially abo\'e the fiscal 1983 capital spend· 
ing level, and was slighdy higher than in fisctl 1982. 
~ import~nr part ofTandem'~ corporate philos· 

ophy IS to prOVide all employees With the opportunity 
to share in the ~mpany's financial success by means 
~f St?,* owners;hlp. As a result of employee: panicipa
non 111 the employee Stodt. purchase program and 
exerciscs of st~ op~ons, the Company generated 
516,99 1,000 111 cash 111 fiscal 1984, 525,031,000 in 
fiscal 1983, and S U,249,OOO in fiscal 1982. 

The Company's financial strategy also indudes 
mainraining a sound raco of rurrent assets to rurrent 
liabilities and a conscrvative capital structure. At the 
end offiscal 1984, the rurrent ratio was 4:1 , long term 
debt and capitalized lease obligations were 4.4 percent 
of toral capital, and the Company's e:quity base was 
5375,122,000. Unused lines of credit toral 
~iOJOOO,ooo. ~andem believcs this strategy provides 
Ir With the maximum near-term and long-teml flexi
~i lj ry to consider th~ full range o~ financ:ng a1tema
aves to fund the capital needs of Its proJc:cred growth. 

Results of Operations 
The table below summarizes the changes in selected 
o~rating indicatOrs for the fiscal years presented. The 

numbers on the: lc:ft acCOunt fo r the: reve:nue: doUar by 
showing various income: and expensc: ite:ms as a per
cenragc of revenue. The: numbers on the: risht measure: 
the )'~arly perce:nrage: incrc:~ (decrc:asc:s) III the: 
same Items. 

%of~tn~ 
1984 1983 1982 

100 100 100 Rn'c:n~ .. .. 3S Cos!: of rtVtnuc: I. 9 II Product dn'dopmtm 
;\btt.mng. gtntral 

39 38 .. and admtfllSlnO\'t I. Il J3 Optr:mng mromt 
1 InltrtSl (nn) 

II Il " Prau IIlcomt 

• s S Curn-m ru pr<)\"lSIOn 
(l) DISC m.-trs.al 
8 1 I. Ntt If1(Omt 

Earnings per mlf"C 
Weighted :!.\"tngt: 

m:ua oulSlafldmg 

!l:umlxn nuy 001 loul due to roundmg. 

Revenue 

~ InQ'W(' (Dtcrwc) 
1984 1983 1982 

21 " so .. 54 .. ,. 16 89 

31 " n , 12 I ... "" '''I II • (9) 
)1 )1 Ill) 
NlA 
39 , Il 

" • 
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Tandem's revenue gains over the last thrce years have 
resulted dircaly from increased shipments of its 
computer tw-dware and software products to new 
and existing rustomers, and &om mcreascs in the 
number of rustomers using its supPOrt and training 
services. The Company's revenue lflcreased by 
SII4,338,OOO in fiscal 1984 over fiscal 1983. Compar
ing geographic segments. international sales outside 
of Europe experienced the highest rate of growth, 
advancing 97.5 percent o\'er the fiscaJ 19831(:\·e!. 
Fiscal 1983 revenue increased SI06,139,000 over 
fiscal 1982 revcnue. In that year, the United Stues 
was the fustest growing geographical area, posting a 
38.4 percem rate ofr(:\'enue growth. During the past 
two years, the: Company's intematiorul revenue has 
been adversely affected by the strength of the: U.S. 
doUar. International revenue accounted for 32.6 per
cenr ofroral revenue in fiscal 1984, compared to 30.4 
percent in fiscal 1983 and 33.5 percent in fiscal 1982. 

Operating Income 
Operating margins of 10 percent in fiscal 1984 were 
below the Company's ~et range. The: principal 
reason was that operaDng expenses as a perce:m of 
revenue increased in fisca1 1984. During the first half 
of the year, the Company hired people in anticipation 
of higher rates of revenue growth. & a result, 
expenses in relatio~ to ~~'cnue exceeded plan. 111e 
~mpany reduced Its hinng targets sharply beginning 
In the fourth fiscal quarter of 1984. In response to this 
program. total employment declined slighdy in the 
6naf fiscaJ 1984 period even though people were 
ad~e~ in key ~~~ns su~ :u ~es. ~e Company 
anDopates mamrauung thiS limited hinng program in 
the ncar tenn. 

-

In fiscal 1983, opernting margins at 12 percent 
w~re: .a1so below the Company's targe:t range. The 
pnnapal reason was that cost of revenue as a percent 
of revenue rose, due to higher costs relating to excess 
capacity and to the successful program to reduce: 
inventory levels. 

Tandem's product devclopmenc effort focuses on 
me«ing the needs of computer users who art implc:
menting on-line systems, both at sin2/e sites and 111 

geographically distributed on-line inroml3[ion proc
essin~ networks. The Company bclieves that the oppor
tunioes for technological innovation in this market
place: are subsrantial. 1>roduct development funds arc 
bein~ invested in enhance:ments to existing products 
and 111 important new products that will be mero
duce:d in furure years. Therefore. the Company has 
increased its investment in product development each 
year since its founding. The Company targets product 
devdopment expendirures in the range or9 to 10 
percent of revenue. 

"The Company keys its marketing strategy on 
selling to users who are implementing major on-line 
applications. Providing a high level or service and 
support is essential to meenng the needs of this 
customer b3sc:. To maximize: Its long·term oppommi
ties in this marketplact, Tandem has built a dircct 
selling and support organization in the Unite:d States 
and, primarily through whoUy owned subsidiaries, in 
industrial markets throughout the world. The 
Company's direct sdling efforts are complemented by 
relationships established \\~th third-party software 
lk\relopc.rs and equipment remarketers. The Com
pany's marketing, geJl(rai and administrative expendi
tures in fiscal 1984 were: higher as a percent of rev
enue than in 6sca11983, but lower than in fiscal 1982. 
Tandem believes that it is essential to iIwest in market
ing in order [0 achieve future growth. However, a 
rate of expendirurcs on marketing and support lower 

thatl that ex~rienccd in recent years will be sufficient 
to compete successfully in its markctpl::tce. 

Net Income and Eamin~ Per Share 
Net income growth has differed from operating 
income growth over dle past three fiscal years beCIlISC 
of substantial changes in dle Company's net interest 
income and effective tax rate. In fiSCll1984 net 
interest income was significmdy above: the level of 
fisctl 1983, although lower thatl in fiscal 1982. The 
Company maintained strong cash balances throughout 
fiscal 1984, thereby earning substantially more inrerest 
income compared Witll fisca.l1983. Fiscal 1982 
interest income benefitted from higher prevailing 
interest rates. 

The primary reason net income grew fuster dlatl 
operating income in 6sct11984 was a o lle-time 
reversal of taxes that had been aCOlled on earnings of 
the Company's Domestic International Sales Corpo
ration (DISC). The effe:ctive tax rare in fiscal 1984 was 
24 percent, reflecting a 59,700,000 one-time DISC 
benefit. In comparison, the effective tax rates in 1983 
and 1982 were 39 percent and 36 percent, respec
tively. ln both fiscal 1984 and 1983, relative ro fiscal 
1982, therc werc reduced beneficial impacts ofrax 
ince:ntives for investment in capital eqwpment result
ing from the: Tax Equity and Fiscal Responsibility Act 
ofl982. Eamin~ per share were S1.04 in fisca.l1984. 
Withom d1e DISC tax reversal. fiscal 1984 earnings 
per share were $.80, compared widl S.76 in eadl of 
the twO prior fiscal )·ears. Earnings in 1984 were 
hiv)lcr because of the DISC tax reversal and because or higher operating earnings. 

Effect of Inflation 
Please see page 27 of this rqx>rt for a discussion of 
the effect of dlatlging prices on the Company's 
operations. 

TANDEM COMPlITERS INCORPORATED ANDSUBS IDlARlES 

SELECfED FINANCIAL DATA For the Five Yean EtJlud Stptmwtr 30, /984 

(In Ihow;mds t:Ctrpr per shm: amounts) 1984 1983 1982 1981 1980 

Revenue 5532,620 5418,282 53 12,143 S208,397 S108,989 

Cost of revcnue 218,8 10 168,708 109,305 75,547 40,83 1 
Product development 52,514 39,168 33,642 17,833 8,786 
Marketing, general and adminisrr:ative 210,195 160,635 128,488 74,626 40,049 

Operating Income 51,101 49,771 40,708 40.391 19,323 
Interest income, ncr 5, 183 730 6,033 10,707 1,759 
Provision for income faXes 

Current period (23,076) (19,696) (16,885) (24,549) (10,395) 
Benefit of DISC tax reversal 9,700 

Net Income 5 42,908 S 30,805 S 29,856 5 26,549 5 10,687 

Earnings Per Share S 1.04 5 .76 5 .76 5 .72 5 .35 

T oral assets 5501,873 5415,525 5337,366 5255,971 S 95,70 1 
Long term delK and capitalized 

lease: obligations 17, 155 23,957 21 ,102 2,054 1,65 1 
Stockholders' investment 375.122 310,993 250,988 204,8 10 70,294 
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TANDE~I COMI'lJrERS INCOR.PORATED AND SUBSIDIARIES 

CONSOLIDATED STATEMEr-.'T OF INCOME 
I-"or the 17,"e Yean Elided Sepumber 30, 1984 

(In thOOS.lJ)fu e-,"(ept per sh.m: .unounts) 1984 

Revenue 
Produa- rc\'cnuc 5448,611 
Service and other f"C\'cnuc 84.009 

Tot:tl revcnuc 532,620 

Costs and Expenses 
CoSt of rcvenue 218,810 
Produa- development 52.5 14 
Marketing, gencral and administrativc 210,195 

Tot:tl costs and expenses 481,519 

Operating Income 51,101 
Interest expense (2.642) 
Imerest incomc 7,825 

Income Before Incomc Taxes 56,284 

Provision for Income Taxes 
Current period (23.076) 
Benefit of DISC taX f"Cvcrsal 9,700 

Tot:tl provision for incomc taXCS (13.3761 

Net Income 5 42.908 

Earnings Per Share S 1.04 

Wcighted average shares outstanding 41,399 

BcCIUJoC oftllc Comp.1n($ method of operauon. It IS nOl: prxt~ or lTlC:lmngfUl 
10 report the lust of \CI"\' k,.""C.md other !"C',enue:lS J ~Jr~te hne Item. 

TIle ~'oompan)"Ulg noteS:lre:m lIlr.:graJ part Oflhl~ 5UlelTlCnt. 

1983 1982 

5360,133 S272,591 
58,149 39,552 

418,282 3 12,143 

168,708 109.305 
39,168 33,642 

160,635 128.488 

368.51 I 271,435 

49,771 40,708 
(2.806) (967) 
3,536 7.000 

50,501 46,741 

(19.696) (16,885) 

(19.696) (16,885) 

5 30.805 S 29.856 

S .76 S .76 

40,784 39,221 

TASDE.\l CO~U'UTERS INCORJ'ORATED ANI) SUBSIDIARIES 

CONSOLIDATED BALAI"IoJCE SHEET 
NofSeptember 30, 1984 a"d 1983 

On thou!>.UIds except shAre d;IIJ ) 

Ass<ts 

Current Assets 
Cash and cash invcstments 
Accounts rcceivable, net of allo\\ances ofS I ,708 in 1984 

and S2,85 I in 1983 
hwcnrorics 
Prepaid c"pellscs and other 

Total QIITCnr assets 

Property, Plant and Equipmcnt, At Cl~'t 
Lmd 
Madlincry :md equipmcnt 
Compurcr equipmcnt and spares 
Leasehold improvcmcnts 
Construction in process 

AcrumulJrcd depreciation and amoniZltion 

Ncr property, plam and cquipmem 

Othcr Asset" 

Toed Assets 

Liabilitics and Stockholders' In\"cstment 

Current Liabilities 
Currcnt portion oflong term debt and Clpit:tlizcd lease obligations 
Accounts payable 
Accrued liabilities 

Wages, payroll taXes and employec ocnefirs 
Incomc taxes 
Other aCOllcd liabilities 

Total OJrrcm liabilitics 

Capitalized ~ Obligations 
Long Tcnn Debt 
Defon:d Income Taxes 

Stockholders' Im'esnnent 
Common sred S.025 par \"aluc, authorizcd 60.000,000 shares, 

outstanding 40,616,638 in 1984 and 39,552,%3 in 1983 
Ackbrional paid-in apit:tl 
Retained earnings 

Total stockholders' im'cstmcnt 

Total Liabilities and Stockholders' Investment 

The xcompmpng IlOICS arc an IIllegr.ll pJn orlhls b:lbncc !Jl('ct. 

1984 1983 

5 106.862 S 93.50 1 

146.342 119,558 

92.375 85,920 

6,998 11 ,775 

352.577 310,754 

8.782 3, 127 

46.642 35,162 

85.002 59,836 

31.320 27,859 

20.009 6,788 

191.755 132.772 
(50,253) (33.99 1) 

141,502 98,781 

7.794 5,990 

5501.873 5415,525 

21 

S 15,025 S 3.335 
36,350 27.960 

22,527 14,081 

4.440 4,971 
10,832 6.262 

89,174 56.609 

11.744 15,434 

5,411 8.523 
20,422 23,966 

1,015 989 
228,106 206,911 

146,001 103.093 

375,122 310,993 

5501,873 5415,525 
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TANDEM COMPtrrERS INCORPORATED AND Sl1BSIDIARIES TA."I1DEM CQM PtrrERS INCORI'ORAn:D ANDSUBSIDIARJES 

CONSOLLDATED STATEMEl\'T OF STOCKHOLDERS' INVESTMENT CONSOLLDATED STATEMENT OF CHANGES IN FINANCIAL ros m oN 
For tbe 17nTe Ycan' Ended September 30, /984 For tbe 71Ine Yean Ended Sepumber 30, 1984 

Additional l in mous;l.llds) 1984 1983 1982 
(In thous.lIId$) Common Stock P.tid· ln RctJJncd 

Sharcs Amount Capit.t.l Earnings Tora! Funds (cash and ClSh im'csrmcms) at beginning of period S 93,501 S 24,8 16 S 89,806 

B.1lancc September 30, 1981 36,410 910 5161.468 S 41,H2 5204,810 Provided from Operations 
Sale of common stock under Sources: 

srock option plans 863 22 5.028 5.050 Ncr income 42,908 30,805 29.856 

Sale of common srock under Depreciation and amortization 22,74 1 18,836 10. 196 

srock purdl3SC plan 362 9 7.190 7,199 Deferred income ta.xcs (3,544) 5,903 9.920 

Tax benefit from employee Nct book value of property, plam and equipment sold or retired 6,61 4 14,408 2,142 

rr:UlsactiollS in common stock 4,073 4,073 ToraJ sources 68,719 69,952 52,1 14 
Ncr inwme 29,856 29,856 Uses: 
Balance September 30, 1982 37,635 941 177,759 72,288 250,988 AcwulUs receivable 26,784 20,748 28, 139 
5.'lIe of wmmon srock under I r1\'cnrorics 6,455 (15,415) 46,792 

srock option plans 1,634 41 19,054 19,095 Ncr change in prepaid expenses and non-debt 
Sale of wmmon srod;, under OJrrcnr liabilities (25,652) (13,359) 7,096 

srock purdl3SC plan 284 7 5,929 5,936 Invcsm1ent in property, plant and equipment 71,519 42,222 65,819 
Tax benefit from employee Increase in other assets 2,36 1 -W I 6,006 

tr:msactions in common srock 4,169 4,169 Total uses 81,467 34,597 153,852 Ncr income 30,805 30,805 
Balance September 30, 1983 39,553 989 

Nct provided from (used in) operations ( 12,748) 35.355 (10 1,738) 
206.911 103,093 310,993 

Sale of common srod;, under Provided from Extemal Financings 
stock option plans -""<) 19 9.983 10,002 Increase (decrease) in capiraJizcd leases., net (3,442) 6,33 1 9,702 

22 Sale of common stock under Incre3SC (decrease) in long term debt, net 8,330 (2,20 1) 10,724 23 stock purd13SC plan 285 7 6,982 6,989 Sale of common stod under employee stock 
Tax benefit from employee option and S«Xx purm3SC plans 16,99 1 25,031 12,249 

transactiolls in common stock 4.230 4,230 Tax benefit from employee transactions 
Net income 42,908 42,908 in wmmon srod;, 4,230 4, 169 4,073 

B.·dance September 30, 1984 40,617 SI,Ol5 S228, 106 S 146,00 1 S375,122 Total provided from extemal fi nancings 26, 109 33,330 36,748 

111c Jll:omp:I.tl)'lng nOlC~ uc In IIltCgraJ pall ofthrs statcmcnt Funds (cash and ClSh invcstments) at end ofpcriod 5 106,862 S 93,50 1 S 24,8 16 

The accomp;myiog note! ~;m inlcgral pan Oflhll smcmcnl. 

1 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENT S 

1. SWllmary of Significant Accounting Po licies 

Consolidation 
TI,e mnsolidarcd financial sr:ncmcms indudc dlC 
'1(..:ounr5 of Tandem Computers Incorporated and its 
wholly owned subsidiaries after elimination or imer
colllp.1ny 31.."Coums and rr.l.I )S.1(tions. 

Revenue Recognitio n 
'Ih: Companl.' generally rcro~izcs revenue from 
equipment 5.1 cs at dlC time of shipment. Scrvil.."C and 
other f<.'VCIlUC arc recog.nized ratabl), over dlC con
tr:lL1"ual period or as the services arc provided. 

Exchange Gains and Losses 
During hS<..",] year 1984 the Company adopted FA5B 
Statement No. 52 which conceOlS accouming for 
foreign curn:m:y tranSJcrions. Using guidelines C"lab
lishcd in [he S[';ltcmcm, thc Company has selected 
the: U.S. dollar as its worldwide functional currency. 
Adoption of the standard did nor have a m:ncriaJ drCl..l 
on the Company's consolidarcd financial position or 
resultS of opcr.uions for the threc fiscal rears ending 
September 30, 1984. 

Invcntories 
Inventories arc stared at the lower of COst (first-in, 
first-out) or markct and indude materials, labor and 
manuf.I(,:turing overhead. The components of 
ilwentories as of September 30 were: 

(In IhouSJnd~) "8< 1983 
[\Jrdmcd PJ.ns ;1.1101 sub;mcmbhcs s 45,259 S 36,88-
\\brk·in·prcKcss 12,400 12.519 
MllIshed good. 34.716 36.514 
'101.11 S 92.3:"5 S 85,9ID 

Incomc Taxcs 
l1u.' Company acc,:ounrs for investmcnt and research 
and dC\'elopmcllt t3.X credirs as a reduction of the pro
\'i5ion for income taxes in the year in which the related 
I..TCdirs arc realized, • 

In accordance with the Tax Reduction Act ofl984, 
the :l<."l1.lI1ll1lared inmme taxes provided for the Com
pany's Domestic International Sales Corporation 
(DISC) ha\'c been reflccted as a rcduction to the pro
vision for income taxes. Through June 30, 1984, thc 
Company e0\'ided deferred taxes on total DISC cam
ings (sec Note 2), the reversal of which has been re
flccred as a rcduction in the provision in the fourth 
quarter offiscall984, 

Property, Plant and Equipment 
Systems spares (S25,863,000 in 1984 and 519,271,000 
in 1983) arc depreciared over a five-year period using 
the double declining balance method. An other prop-

crt)', plalU and equipment arc depreciated using the 
straight-linc method. The estimatcd useful lives are : 

,\I~tlln~ J.nd ~I~nl 
ComPUlet eqtllpmau llld splTCS 
LcJ.SChold Improl'C'mcms 

Earnings Pcr Share 

!j IO\'c~ 

!j . .,. \·C.ll"> 

Lc.lSC'lerm 

Earnings per common sharc havc becn computed 
based on the wci~htcd avengc number of common 
and common eqUIvalent shares outst:tnding, Common 
equivalcllI shares rcsulr ITom the assumed exercise of 
stock options outsranding that have a dilutive effcct 
when applying the treasury stock method, Fully dilutcd 
carnings per share are subsr:mti:illy the same as rc
ported caming; per sharc. 

2, Incomc Taxes 

TIlt: pro\'ision for incomc t3xes included the following 
defcrred (prepaid) itcms: 

( Inlhou.~1 11>8< 19IIJ 1982 
I'aknI 

UlrTt'm S 1J..882 S 1.'-' S 5.510 
OdCITCd (prqwdl ,10,550, 10.5-4 3..323 

3,332 II .,*" • .JI39 

.'lute: 
CUrTt'1lI <.8" 1.532 3.633 
Dcfem:d !prcp.udJ (29':", ,3< 

" 4.,503 1 .... 3.61<,1 
Mrnsn 

Cum:m 6,197 4.621 W" 
Defcrred ( prcp~kI ) (656) 1.116' 2.183 

'.5<1 , .... 4,0-
'IOt:u pro\'l~101i S 13,3';"0 S 19_ S 16.SSS 

Sources of dcfcrrcd (prepaid) taxes wcre as follows: 

t in thouWlthl 1911< 19IIJ 1911.2 
IIISf;;illmcm SJ.k ffiC1hod 

for Ulromc III rrpornng S 1,9501 S ... " S 3.65-
DIS(' IJK'OI1lC , ..... , 3,181 3,918 
A... .... "Ckr.n«i dcprcoanon 2,950 1.61' 1 ..... 

bprn-n rrrosnl7~ fOr 
fin.mculsulcrncnrs. bul 001 

for Inrome 1U rcpomnS ",9·U) .10 1,5051 
effro ofill1rn.'"OfI1pm\ profit 

cbmuulJOflS (2,1-81 ...... 31 ,2.654 
OdlCT IIcnn "1" 1.125 17231 
lbl:U dcfcm:d Iprcp.iJd1 SIlI.5031 S 12.1-3 S S,-l92 

Thc provision for incomc taxCS diflcrs from the 
amount obtained by applying the Federal stannory 
income taX rate to income beforc taxes as fo llows: 

1984 1983 1982 

Fcdcr.l! ~U1UtOr)' III rare "'" .... -<;I~I(, Ino. net of Fcdct:ll 
IfK'OIllC fll benefil , , , 

Inw:~lmelll [;LX credits 13) ," '" RC"\C:ll'I.tI J.nd dc-.clopmelll U .'( 

Lttdlts 171 '':''1 ", omu 1 

" " '" IkncfilofDISC [;LX I'C\cNl (17) 

F..ffeCiJ\·e IU r~le " .. .,yo, "'" 
TI1C DISC tax bencfit ShO\\11 above is attribur:tblc to 
the reversal of deferred £aXes previously providcd on 
DISC carning; accumulated through June 30, 1984 
m accordance with thc lax ReductIon Act of 1984, 
Mid h3.. .. been rcfk'Ctcd as a reduction in thc provision 
for t'.L'<cs in thc founh quartcr of fiscal 1984. Included 
In this benefit arc 57A million attributable to earnings 
acrumulal'cd in years prior to fi>eal 1984. 

3, ~ and Other Comminncnts 

TI1C Compan" leases its headquarters., opcr.uing 
facili ties, field 'offices and automobiles under operating 
lease: agrecments. The Company also has capitalized 
leases for certain cquipment, Furorc lease parmcnts 
as ofSeptcmbcr 30, 1984 arc as follows: 

lin thou~K.!sl 
FDClI \CM 

1985 , ... 
198" 
1988 
1989 
Thc'rc.mc-r 

Toul mlllJrnum kouc p~ym(ms 
Lew Amount 1'Cprc!>CntUlg 

1I11en::sl:( 411tt- 1~) 

Prelcm \:uuc: of mUlU11Um bsc 
pJ.\'TTlC11ts 

OperJ.ung 
S 30,637 

28,528 
24,481 
22,258 
21,S03 

112,019 
S 239,"26 

Clpn;a] 

S 5,518 
5,3:-" 
5,078 
3.;01 

1 .. 

19.854 

",52';" 

S 15,,32:' 

ASS(."t.S relating ro capitalized leases toraJinsS21,605,OOO 
and 522,038.000 an: included in the machlllcry and 
equipment and computer equipment and spares classi
fications on the Balance Shcct at September 30, 1984 
and 1983, respectively. , 

Rent expenses werc S36,726,OOO I!' 1984, 
S30,458.000 in 1983, and 520,895,000 111 1982, 

4, Long Tenn Debt 

Long term debt as of September 30 consists of 
the following: 

(In IhOIlSlnds) 198. 

Cons1I11",ion fin.mcmg S IIlf.(l 

InduQri.1l rnCllUC bonds Ix':l.ring Inlcresl 
orl2~ (0 12-3. ~du(' 1992.roll~l -

er.lll7.c.'d by eqUipment III Allsun.li:~.b 2.000 
6-7, Sot un!o('(llrcd promlSSOr .... nOle p;lHbk 

III JJ.pJ.n{'~ ),cn. dliC October 1985 2,327 
15~ promlSSOl)' nmc du(' J;muJ.~' 1986 '00 
OIher n 

16.853 
u» l'Um:m £IOnian 01.40) 
Long rcm' debl S 5,"11 

1983 

S ",203 

1.000 ,_ 
"'" 8,523 

S 8.5B 

Interest msrs of51,606.000, $644,000, and S508,000 
relating to construction projectS wcre Clpiralizcd during 
fiscal 1984, 1983 and 1982, respectively. 

The Compatl)' has cmcred into unscCllred crcdir 
agrecments totaling 582,000.000 with scveral banks, 
lne agrcemcnts provide for re\'oh'ing borrowings 
through 1988, 3t which time olltsr:mding amounrs are 
to be rep.1.id. Domestic borrowings bear inrcrest at 
or below thc banks' prime ratcs rfuough 1985 :tnd 
approximately 1/ 4% abovc d,CSC rates through 1988. 
TIle Company is required to pal' a commitment fcc of 
5, 16% per annum. Of these fuci irics. $12,000.000 ha\'e 
been earmarked by Tandem for construction financing, 
lllC remaining S70.000,000 arc for working Clpiral 
purposes:tnd contain pro\'isio!,s for ~urocurrem .. )' and 
foreign local rurrenc), borroWings at mterest rat~ prc
vailing in these markets. 1l,cre are no compcnsatlng 
balances rcquired under any of these arr:mgcmcnrs, 

Ccruin financial co\'cnams and resnicrions arc 
included in the loan agreements, 11,e Cornp:Ul)' was 
in compliance with aIr sud, covenants and rcstrictions 
at Septcmber 30,1984. 

TI,c Company has guarantced pa),ment of bank 
loans made to two officers mmprismg $550.000 at 
September 30. 1984. 

5. Capital Stock. 

TI,C Company's authorized capit.l! stock consisrs of 
2.400,000 shares ofPrcfcrred Stock and 60.000,000 
sharcs of Common Stock consisting of:;(),OOO,OOO 
shares of '"Common Stock" :Uld 4.000.000 shares of 
"Junior Common Stock:' At September 30. 1984, 
there were no shares of Prefcrrcd Stock or Junior 
Common Stock outStanding, 

Stock Option Plans 
Thc Company has employee stock option plans l~ndcr 
which permancnt employces may be granted options 
to purdl3SC shares 3t 100% offair market value at rhe 
time of the grant. Options gen~rally becomc c~crcis· 
ablc six months aller thc cffect1vc date and expire no 
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larer than scven years after the effective dare. At the 
discretion of the Company, oyrions granted under the 
srock option plans may quality for inccntive Srock 
Option treatment under rhe Economic Recovery T:lX 
Act of 1981. 

As ofScptcmbcr 30, 1984, options fo r 6,119.873 
shares were olltstanding at prices ranging from 53.96 
to 534.88, widl an average price of522.07. Options 
for 4,602,047 shares were exercisable as of September 
30, 1984. Options for 2,232,619 shares arc available 
for furure gram, Options were exercised ar prices 
ranging from 53.92 (Q 526.88 in 1984, 5.58 to 526.88 
in 1983, and 5.17 to 526.88 in 1982. 

Employee Srock Purchase Plan 
As ofScptcmbcr 30, 1984, the Company has reserved 
2,189,328 shares for limlre issuance under its employee 
srock purdl3SC plan. Under the plan, the Campan)' 
may offer shares to employees by two methods. 
Under one method, eligible employees may clen to 
purchase shares of common stod at 85% o f fuir 
market value as of the beginning or end of a three
month offering period. Under the second method, 
the Company may gram to employees the optio n to 
purchasc common stod at not less than 85% of fuir 
market value at the grant date. As of Septcmber 30, 
1984, options to purd,:lSC 94,100 shares at S12A3 and 
28,800 shares at 529.00 wcre ourstanding under d,e 
second method. Such options are exercisable through 
November IS, 1984 and through January 20, 1986, 
respect1vcl)'. 

6. Geographic Segment lnfonnation 

Thc foUowing table setS fonh information abom the 
Company's operations in diffCrent geographic regions 
for the three years ended September 30, 1984. 

Grojr,rlphoc Arel AdlUSlmrnu 
UIUl~d .md Conoolr-

Un IhouWlds) SI~l tS Eul'OpC Oth.:r ElunuuI ...... U WIt<! 

" .. 
RtnnlX'-

ImC'l'OOll'lpMl) 9O.MO 
Rn-mut·To:ul ~ 55.~lJ 109.562 sa, I15 
I'rUll IIlOOfT>C #r..'177 IO,l-tl 5..261 
Ilknufublc 
~ ~21.9~4 7'9.~~7 31,-32 

"., 
Rntnut

Custornc:r 
R .... ·t nuc· 
Inlcrromp~ny 

lI...-.·tntlt-Tor.J 
I'm .... 1rl\."OOX 

Ilknnf'ubk 
A~ 

"" 1I...-.'('I1ut-

"""""" R..-,-muc-

UII7.722 $ "'1 ,100 $21'.+60 $ 

lJO.I9J 

91.]00 

" .... 

$115.,154 $ -HSI $22JUI S 

hlltl'COrt1JW1y IIO.Ua 
R .... -.:nut·TOI;l) 2~S.211O - •• 1151 22.0.!I 
I'rtl.u In..vme 43.\104\1 "',,267 22 
]dcmin.bk 

AlOSt'I$ 27~!6,bII5 15.16.! 

. 

<90.1501 
190.150. SJ l ,blO 

'Ia..:'% ' S6J:14 

1110,126, 

S411.11l 

418.212 
",,so, 

SJI l, IU 

U.o.12a) JI2. I~J 

a.,4\l71 46,~4 1 

l.mercompanl' transfers arc made at arm's length 
prices., which tnd ude maJ1ufucrurin~profitS attributable 
to United States operations. Idennfiable assetS are 
those assetS of the Company that arc identified with 
the operations of the corresponding geographic are3. 
United States CUStomer fCvenue indudes export sales 
of55,989,OOO in 1984; S6,400,OOO in 1983; and 
S7,687,OOO in 1982. 

7. Unaudited Quarterly FUlancial Data 

(In m005;lllds t.lcqx 
pcrUa~~unol.mu) Da:. 31 

QwrnnEnd«! 

Much 31 June: 30 &pc. 30 

U#T &Wi Yptntthcr 30, / 984 

Rcvcnut 

Cosu and E;(pc:nses 
Cost o f m 'crltlc 
Prod"" 

development 
f., larkcong. -'" "'" ~lJllstr'ao\( 

TonI~and 

aprn~ 

Opcr.mng Inrome: 
Imc~t Income, nCI 

Income Befon: 
Incom c T.ucs 

PrOVISIOn for 
InCOl1lC IOlXts 

Cu~mpc1iod 
Bendit of DISC 

r:u f"l:\'rrs.U 

Toni p«n'is!on for 
Ulcome lUC$ 

N~ Income 

$ 126.,369 $ 111 .136 $ 1. 1,925 $ 153.0Y0 

50, • . 17 

10,8. 9 

48,205 

109.491 

,.,." 
].076 

17,954 

12.853 

]09.230 

2.006 
1.1.2 

3.L .. 8 

57,:'87 

]3.51. 

127,S8J 

1-4; . 2 
1.1-43 

15.58S 

,6.,3351 

IS.19H 

lJ5.115 

Ic..8~5 

1.722 

19.597 

2.oJ3 

$ 10.054 $ ].9":"" $ 9)50 $ 11..b30 

~mlllgs Per ShJ.n: $ ,. S os s 
" S " 

unr &ukd Scptmrlxr 30, 1983: 

Rc-\'('I1Ut 

Costs and F..xpc:nscs 
Cost of m'cnut 
Prod"" 

development 
M.ukmng, 

gcncnl and 
~U1isffilU\ c 

Tom rostS and 
cxpcn~ 

Opcr.llring Incom c 

I IIICrcsl income, nct 

Income Befon: 
Income Tncs 

I'ro\'is!on for 
IllCOfTX 1:UC$ 

Nt! Income 

$ 9-4.lJ5 $ 96.006 $ 110.29 1 $117..850 

37.955 

8,997 

35.5. 8 

82.500 

] 1.635 
47 

4~.780 

9.805 9.96 1 ]0.405 

.1,56] .5.S81 

85,606 96,639 103,166 

10.400 13.652 H .08. 
(184) 2S 1 616 

11.682 10.216 lJ.903 14,":"00 

H.5S6f (3,:-65) 15.-4621 ,5.91J , 

$ 7.1 26 S M51 $ 8.411 $ 8.78~ 

Earnings Per Shan: S 
" S 

,. S 
" S 

8. Commitments and Contingencies 

'fl1( Company, along with three present or form~r 
principal officers, has been named as a defendant 111 a 
single dass action complaint filed on Ocrobcr 23, 
1984 purportin~ to state claims for alleged violations 
ofFcderal scamties laws and ecndcnr state daims 
arising Out of the Company's Deccmber 1982 restare
ment of re\'enue and e3nlings for fi.scal1982. The 
anion purpons to be brought on behalf of al.l persons 
who purchased the common st(Kk of dle Company 
from April 28, 1982 throUgil December 8, 1982. The 
complalllt seeks damages in an unspecified anlOWlt. 
;-':0 proyision has been made in the OlccompaJlying 
financial statements for possible liabiliry because, III the 
o'plIlion of management, it is unlikely that the ultinme 
disposition of the suit would have a material effen on 
me Company's financial position. 

9.lnfomlation on the Effects oflnflation 
(Unaudited) 

lbc Company has provided an adjusted summary of 
OJ?C:rations and selected fina,ncial data in accordancc 
\\lm the financial Accounting Standards Board in its 
Statement No. 33 concemin~ " Financial Reporting 
lJld Changing Priccs~ This disclosure requiren.lcnr is 
experimental and inmlves considerably more Judg
ment than tr:l.ditional finam..ial st:uements, and there
fore should be reviewed with elution. 

inflation-adjusted information is computed using 
the "current cosr' method, whid, requires the Com
pmy to a~just asset values based on specific indices 
and ' pprnisals. 

lbc method docs nOI allow for inflation adjust
mentS to operating expenses, revenue or net interest 
mcomc, nor an adJusnnem to the taX provision, 
despite the decrease in prer:u: income which resultS 
&om dle inflation adjustmenrs. Only the COSt of rcv
enue and depreciation expense related to the assets, 
which arc restated for inflation cffens, arc adjusted. 

Depreciation is computed on a straight-line basis, 
rather than the accelerated basis dm is used for some 
.1SSC:ts in the Company's historical financial statemc.nts, 
bcause the accc.lerated method already recognizes 
some of the effectS of inflation. 

Net income for fiscal 1984 was lower under the 
current COSt method beClUSC of higher depreciation 
and amortization expense: resulting from higher asset 
values. Companies thOlt hold mo netary :lSSCtS during a 
period of inflation lose purchasing power. Tandem 
held ner monetary assets during the period, and dleir 
purchasing power declined. 

Consolidated Statement of Income 
Adjusted for Inflation 

For the Year Ended September 30, 1984 
<In thousands tjU,'l:PI per ~Illn: amounts) 

In Avcragc 
1984 DoUars 

T{)(~I K .... ·tnut 

Cost or f"l:\'cnuc:, cxduding 
dqm:cuuon J.nd amortiz;r.oon 

omc.-rcmu J.nd u ptnscs, cll.dudlllg 
dcpn:ri.mon and ,uno n l1..l00n 

Ikpr((:i.lUo n .u'ld J.lT1OrtI1..ltion 
hm n:SI ( in~"Omc:), IlCt 

Prm ' ISIOrI for 1II(ooIC I.lxrs 

liislOric 
eo" 

$ 532.020 

2]-1.603 

2 ..... 1- 5 
l2.i-I 1 
(S. 183) 
13.376 

CurrCn! 
eo .. 

5532,620 

2 .... . I7S 
23.417 
15.183) 
13.376 

Net Income S . 2.Y08 S .. 2.2 t2 

Inll"casc III valuc o ruWcntoric:s, 
prol>cny. pl.ull and equipment 
hdd d unng tht )·tJ.r: 

MeJ.surc:d IJl general pnccs 
McJ.surc:d III sprofic p rK'CS 

Excns or 1JlCR:;\sc m gCTlCT.lI 
pn..'l: Ic\'d (ronS1J.nt doIUrs) 
mcr inm~J.SC IJl spcafK l'n..--cs 

s ~"'" 8.1]8 
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AUDITORS' REPORT 

To Tandem Compurers Incolpxared : 

\ Ve have examined rhe consolidated balance sheet of 
Tandem Computers Incorporated (a Delaware corpo
ration) and subsidiaries as ofScprcmbcr 30.1984 and 
1983 and the rdated consolidated statements of 
income, stockholders' invcstment, and changes in finm
cia! positio n for each of the: three years in the period 
l'ndcd September 30, 1984. Our cx:uninario ns were 
made in accord.mec with generally accepted auditing 
standards and, accordingly, included such t CStS of the 
accounting records and such o ther auditing procedures 
as we considered necessary in the circumstances. 

In o ur opinion, the financial statements referred to 
above prescm f.tirly the financial position of Tandem 
Compurcrs [ncorporarcd and subsidiaries as o f Sep
tember 30, 1984 and 1983 and the results o f their o pera
tions and the d langcs in their financial ~sjtion fo r 
each of the thn.'e years in the period ended September 
30, 1984, in conformity with generally accepted 
accounting principles applied o n a consistent basis. 

San Jose, Califo rnia 
November 6, 1984 

Anhur Andersen & Co. 

TA.'IDEM STOCK PR.ICE 

G.1knd.lr Qu.lncr 1'rM.-c HI¢l Loll 

1984 3rd Qu.lncr 2+J. 13 
211d Qu.lncr 3Qs, 161. 
lsi Qumer -I01 t 30 

1983 4m Qu.lner 3912 30 
3rd Qumcr 3612 26 
2nd Qu;ancr 34 2512 
I~ QuHler JOll 23~. 

1982 4m Qu.lrIcr 321. 2 lit 
3rd Qu;ancr 25~. 14 1) 
2nd Qumcr 29 22 
lSI Qu.lrrcr 2811 2 1 

Tandem Computers Incorporated has been traded via 
the NASDAQ N.ltio naJ Nlarket S\'stem wlder the 
trading symbo l TND!\ t since the Scwnd calendar 
q~larter o f 1982. AJI quotations sho wn represent the 
high and low prices. Quot:ttio ns that pertain to earl ier 
periods represent prices between dealers withom 
adjusrmcnr for mark-up, markdown, o r w mmissions 
and may Ilo r reprcscm acrual transa~:tions. No divi· 
dends han: oc"Cn declared on the common srock. 
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January 2. 1985 

Dear Suxkholder: 

You are cordiaJ1)' Invited (0 Inend the Annual Meetina of Stockholders which will be held on Friday. 
February 22. 1985 at 10:00 A.M. at the omen of the Company at 19333 Yallco Parkway. CUpeMlDO, 
California 

The formal notice of the Annual Meelln& and the Proxy Statement ha~'e been made a pan of Ihl> 
Invltallon 

After readin& the Proxy Statement. plea!oe mark, sian and return. at an early date. the enclO!.ed proxy 
in the prepaid envelope addre~d to the Bank of America. our agem. to assure that your sharn Will be 
repre!oented. YOUR SHARES CAN]'.;OT BE VOTED UNLESS YOU SIGN AND RETURf\; THE 
E!"CLOSED PROXY OR ATIEND THE ANNUAL MEETING Il" PERSO~, 

A copy of the Company's Annual Repon 10 Stockholders IS also endo!oed, 

The Board of DireCtors and Manaaemenl look forward to seein& you al the meetin&. 

Smccrely yours. 

Thomas 1. Perkins 
C/io;rma'l o/tht Boord 

James G. Treybig 
PrtJidefif aM Chitf Ex"uti~e Offiur 

TANDEM COMPUTERS INCORPORATED 

19333 Valioo f>Drkwev • CupertIno. CA 950104 (0408) 725--6CXXJ 





TANDEM COMPUTERS INCORPORATED 

Notice of Annual Meeting of Stockholders 
10 be held February 22, 1985 

The Annual Meeting ofSlockholders of Tandem Computers Incorporated ( the "Company" ) will be 
held at the offices of the Company at 19333 Valleo Parkway. Cupertino. California, on February 22, 1985 
at 10:00 A.M. for the faUowin, purposes: 

I. To elect three Class II Directors to hold office umil 1988. 

2. To conside r and vote upon a proposal 10 amend the Company's Cenificate of Incorporation to 
provide for the authorized number of directors 10 range fro m nine (9) to fineen ( 15) and to authorize 
the Board of Directors to designate the exact number of directors within such limitS and to restate the 
Certificate and all amendments as a single document. 

3. To consider and vote upon a proposal to amend the Tandem Computers Incorporated 1981 
Stock Option Plan to increase the number of shares of Common Stock available for issuanoe under the 
Plan. 

4. To ratify the selection of Anhur Andersen & Co. as the Company's independent auditors. 

5. To transact such other business as may properly come before the Meeting and any 
adjournment of the Meeting. 

The Board of Directors has fixed the close of business on Deoember 24, 1984 as the record date for 
determining the stockholders entitled to notice of and to vote at the Meeting and any adjournment of the 
Meeting. A complete list of stockholders entitled to vote will be available at the Company's headquaners, 
19333 Valko Parkway, Cupenino, California, for ten days before the meeting. 

IF YOU DO NOT EX P ECT TO ATTEND IN PERSON, PLEASE PROMPTLY MARK, SIGN 
AND RETURN THE ENCLOSED PROXY. 

January 2. 1985 

THOMAS LYMAN CHUN 

S~c'~/ary 





TANDEM COMPUTERS INCORPORATED 

PROXY STATEMENT 

This Proxy Statement is furnished in connection with the solicitation by the Board of DirectOrs of 
Tandem Computers Incorporated, a Delaware corporation (the "Company"), with principal executive 
offices at 19333 Vallco Parkway, Cupenino, California 95014, of proxies in the accompanying form 10 be 
used at the Annual Meeting of Stockholders 10 be held on February 22. 1985 and any adjournment afme 
Annual Meeting_ The shares represented by the proxies received in response: to this solicitation and not 
revoked will be voted at the Annual Meetina. A proxy may be revoked at any time before it is exercised by 
submillina a later-dated proxy or by voting in person at the Annual Meeting. On the matters coming 
before the Meeting for which a choice has been specified by a stockholder by means of the ballot on the 
proxy, the shares will be voted accordingly. If no choice is specified, the shares will be voted FOR tbe 
election of the three nominees for director listed in this Proxy Statement and FOR approval of proposals 2, 
3 and 4 described in the Notice of Annual Meeting and in this Proxy Statement. 

Stockholders of record at the close of business on December 24, 1984 are entitled to notice of and to 
vote at the Annual Meeting. On November 20, 1984, tbe Company had 40,819,085 shares of Common 
Stock outstanding. Each holder of Common Stock is entitled to one vote for each share held as of the 
rerord date, except that, in voting for directors, each stockholder is entitled to cumulate votes for the 
election of directors whose names have been placed in nomination; that is, a stockholder may cast as many 
VOtts as there are directors to be elected multiplied by the number of shares which the stockholder holds. 
All such votes may be cast for one candidate or distributed among the nominees for director as tbe 
stockholder sees fit. The persons authorized to vote shares represented by executed proxies in the enclosed 
form ( if authority to vote for the election of directors is not withheld) will have full discretion and 
authority to vote cumulatively and to allocate votes among any or all of the nominees for election to the 
Board of Directors as they may determine or, if authority to vOle for a specified candidate or candidates 
bas been withheld, among those nominees for whom authority to vote has not been withheld. 

The expense of printing and mailing proxy materials will be borne by the Company. In addition to the 
solicitation of proxies by mail, solicitation may be made by cenain directors, officers and other employees 
of the Company by personal interview, telephone or telegraph; no additional compensation will be paid to 
such persons for sucb solicitation. The Company bas also engaged Corporate Investor Communications, 
Inc. to assist in the solicitation of proxies and will pay this firm a fee of approximately $5,000 plus 
expenses. The Company will reimburse brokerage firms and others for their reasonable expenses in 
forwarding solicitation materials to beneficial owners of the Company's Common Stock. 

This Proxy Statement and a form of proxy are being mailed to stockholders on or about January 2. 
1985. 

IMPORTANT 

Please mark. date and sian tbe enclosed proxy and return II at your earliest convenience in the 
enclosed postage-prepaid return envelope so Ibat. if you are unable to auend the Annual Mutina. 
)"OtIr shares may be voted. 



ELECfION OF DIRECfORS 

The Company has three classes of directors serving staggered tMee-year terms. Each class consists of 
three directors. Three Class II directors are to be elected at tbe Annual Meeting for three-year terms 
expiring on the date of the Annual Meeting in 1988 or until each such director's successor shall have bttn 
duly elected or appointed. 

Unless authority to vote for directors is withheld. it is intended that the shares represented by the 
enclosed proxy will be voted for the election o f Messrs. Franklin P. Johnson. Jr., Thomas J. Perkins and 
Thomas I. Unterberg as Class II directors. Messrs. Johnson and Perkins are currently members o f the 
Board of Directors of the Company. Mr. John 8 . M. Place, currently a Class II director, has decided nOllO 
stand for reelection. Upon the recommendation of the Nominating Committee, the Board of Directors has 
nominated Mr. Unterberg for election as a Class 1I director. In the event any of such nominees becomes 
unable or unwilling to serve, the shares represented by the enclosed proxy will be voted for the election of 
the balance of those named and such other person as the Board of Directors may select. The Board of 
Directors bas no reason to believe that any such nominee will be unable to serve. 

Set forth below are the names and aaes of the nominees and directors, the class to which each has 
been elected or nominated for election. their principal occupations at present and for the past five years, 
certain directorships held by each and the year in which each became a director o f the Company. 
Infonnation with respect to the Company includes the Company's predecessor California corporation. 

Na_ and Pri.d ... 1 Occ:uplltoa II PTuenl 11M! Director 
ror lite PIJI five Yean; Direclonllips SUlfe Aae 

Class I 
Morton Collins ( 1 )....................................................... ......................... ..... 1975 48 

General Panner ofDSV Associates and DSV Panners III, Princeton. 
New Jersey private investment partnerships. since 1974 and 1981 . 
respectively. 

Andrew K.night ........................................................ .. .................... ........ ... .. 1984 45 
Editor. The Economist, Econo mist Newspaper Ltd ., since 1974; 

Member of Council o f Chatham House ( The Royal Institute of 
International Affairs); Governor of Imperial CoUeee of Science 
and TechnoloiY, University of London; Member of the Advisory 
Board of the Center for Economic Policy Research, Stanford 
University; Trustee of the Victoria and Albert Museum. London. 

Robert C. Marshall...... ........................................................................... ... . 1980 53 
Senior Vice President and Chief Operating Officer of the Company 

since July 1980; Vice President and Chief Operatina Officer from 
1979 to 1980; Vice President from 1975 to 1979. 

Class 1.1 
FranldioP. Jobnson. Jr.( 2)...................................................................... 1975 56 

General Panner since 1982 of Asset Management Partners, a Palo 
Aho, California private investment partnership; Owner from t 967 
to 1984 of Asset Management Company, a Palo Alto. California 
private investment proprietorship; Director of Amgen. Boole & 
8abbage. California Microwave. Inc .• Coherent. Inc., SBE, Inc. 
and Teradyne. lnc. 

(See footnotes on Jollowing page) 
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N.llle .. d Prindp.t Ouup.lioa.1 Pre:senl.nd Director 
(Of Ihe Put .·ive Yura; Dtreclonhips SiCll;t Aae 

Thomas J. Perkins ( 2) (3) ... ............... ...................................................... 1974 52 

Chairman of the Board of the Company since 1974; General Panner 
since 1972, 1978. 1980 and 1982 of Kleiner &: Perkins, KJeiner, 
Perkins, Caufield &: Byers, Kleiner, Perkins, Caufield &: Byers II 
and Kleiner, Perkins, Caufield &: Byers III, respectively, San 
Francisco, California private investment partnerships; Director of 
Coming Glass Works, Genenteeh, Inc., Hybritech Incorporated, 
LSll.oJie Corporation and Spectra-Physics, Inc. 

Thomas I. Unterberg ............................... ...... ........... ...................... ·· ........ .. 

Chairman and Senior Managing Director of L. F. Rothschild, 
Unterberg, Towbin, an investment banking firm. since 1983; 
Managing Senior Partner of such firm from 1981 to 1982; General 
Partner of such firm from 1971 to 1980; Director of Applied 
Energy Services, Inc., ASK Computer Systems, Inc., LIN Broad
casting Corporation, Scitex Corporation Ltd., Systems &: Comput
er Technology Corporation and Thermo Electron Corporation. 

Class III 

Thomas J. Davis. Jr. ( 1 ) ( 3 ) .................................................................... . 

General Partner since 1973, 1979, 1981 and 1983 of Mayfield II, 
Mayfield III , Mayfield IV and Mayfield V, respectively, Menlo 
Pa rk, California private investment partnerships; Director of 
Businessland, Inc., Compression Labs, Inc. and Equatorial Com
munications Co. 

Robert G. Stone, Jr. (2) ........................................................................... ·· 

Chairman of the Board of Kirby Exploration Company, an oil and 
gas exploration company, and its predecessor, General Energy 
Corporation, since 1971 ; Chairman of tbe Board of West India 
Shipping Company. Inc. from 1974 to 1983; Director of The 
Chubb Corporation, Combustion Engineering, Inc .• Core In
dustries, Jnc., Coming Glass Works, Great Northern Nekoosa 
Corp .• Hamilton Brothers Petroleum Corp., The Japan Fund. Inc. , 
The Pittston Company, R. H. Macy &: Co., Inc. and Western 
Pacific Industries, Inc. 

James G, Treybi& (3) .................................... , ..... , .................................... . 

President and Chief Executive Officer of the Company since 1974. 

( I ) Member of Audit Committee, 
( 2) Member of Nominating Committee. 
(3) Member of Compensation/ Option Committee. 

3 

53 

1976 72 

1978 61 

1974 44 
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STOCK OWNERSHIP OF DIRECTORS AND OFFICERS 

The fo llowing table sets forth information as of November 20, 1984 as to shares of Common Stock 
beneficially owned by tbe directon and no minees named under " Electio n of Directors" and the directOrs 
and o fficers of the Company as a group. Except as o therwise indicated. each person has sole investment 
and voting power with respect to tbe shares shown. Ownership infonnatioD is based upon information 
furn ished by the respective individuals. 

8eMficl. 1 
Ow ....... 0( C _ _ S4ect 

N" .. berof Pernal 
g..raCI ) ofClau 

Thomas J, Perkins ...................................... ........................................... . 510,468 1.2% 
James G. Treybig( 2) .................................... ...................................... .. . 296,447 0.7 
Franklin P. Johnson, 1r.( 3 ) ..... ......... ............. .................. ..... ................ . 259,998 0.6 
Robert C. Marshall( 4) ... ............ ... .... ................................................... . 182,000 0.4 
Roben G. Stone, Jr.( S) ..................... ................................................... . 107,725 0.3 
Thomas J. Davis, Jr ............................. .......... .. .................................... . 82 ,644 0.2 
Mon on Collins( 6) ................................................................................ . 31 ,704 0. 1 
John 8 . M. Pl ace ....... ........................................................................... .. 14,000 ( 7) 
Thomas L Unterberg ............................................................................ . 10,000 ( 7) 
Andrew Knight .................................................................................... .. 12,000 ( 7 ) 
All officers and directors as a group ( 26 persons including the nine 

directors named a bove ) ............................. ...................................... .. 2, 133,630 5. 2 

( I ) Includes shares which may be acquired within 60 days pursuant to the exercise of options as follows: 
Mr. Treybig, 82 ,088 shares; Mr. MarshaU, 83,800 shares; Mr. Place, 12,000 shares.; Mr. Knight, 12,000 
shares; and a ll officcn and diltttors as a group, 483,00 I shares. 

( 2 ) Includes 1,800 shares held by trusts, of which Mr. Treybig is tbe trustee. 
( 3) All such shares are held by Asset Management Partners, a pannership of which Mr. Johnson is 

general panner. 
( 4) Includes 2,7SS shares held in a trust for the benefit of a minor child of Mr. Marshall, of which the 

trustee is Mr. Marshall 's wife, and as to which Mr. Marshall disclaims any beneficial interest. 
( S ) Includes 23,143 shares held by trusts, of which Mr. Stone is a trustee, and 4S,982 shares beneficially 

owned by Mr. Stone's wife and children, as to all but 600 of which shares Mr. Stone disclaims any 
beneficial interest. 

(6) Includes 400 shares held in a trust for the benefit of Mr. Collins' children and as to which Mr. Collins 
disclaims any beneficial interest. 

(7 ) Less than one-tenth o f one percent. 
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COMPENSATION OF EXECUTIVE OFFICERS AND DIRECTORS 

Information is set rOM below as to the cash. compensation paid during the 1984 fiscal year by the 
Company and its subsidiaries to each of the five most highly compensated executive officers of the 
Company individually. to all executive officers as a group and to directors. Information is given only for 
the period each served as an executive officer or director of the Company. Information for the past five 
fiscal years as to stock options granted and amounts allocated 10 such persons, to all officers and directors 
as a group and to employees under the Company's employee benefit plans is set fonh under "Stock 
Options" on page 6 or the description of each plan under " Description of Other Plans" commencing on 
page 11 of this Proxy Statement. 

Cash Compensation of [x«ulive Officers 
for Fiscal 1984 

Nlme or IndJ¥ldull Of Numkr III 
Group .nd C.,.dllQ. Whic. SeI"¥H 

James G. Treybig .................................................... .. 
President, Chief Executive Officer and Director 

Roben C. Marshall .................................................. . 
Senior Vice President, Chief Operating Officer 

and Director 
David R. Mackie .................................................... .. 

Vice President - U.S. Marketing 
Dennis L. McEvoy .................................................. .. 

Vice President - Software Development 
Lawrence A. Laurich .............................................. .. 

Vice President - Hardware Development 
All executive officers as a group (19 persons 

$ 

$ 

$ 

$ 

S 

"mounl 

290,05 1 

242,968 

194,223 

194,218 

192,445 

including the five named above) ....................... .. $2,895,173 

Directors who are not officers of the Company are paid an annual retainer of S13,000 plus expenses, 
payable quanerly. Directors who are members of one or more of the Executive, Compensation/Option, 
Nominatine, Confticts of Interest or Audit Committees are paid an additional annual retainer of S I ,000 for 
each such oommiuee of which they are a member. The Cbairman of the Board is paid an additional 
annual retainer of S2,000 per year. Mr. Knight has chosen to serve without an annual retainer. 

During AuguSt 1984, the Company made a short-term loan to Mr. Marshall in the amount of 
5100.000 to enable him to maintain his ownership position in the Company's Common Stock. The annual 
interest rate on the loan was a variable rate equal to the lesserof(i) the Bank of America's prime rate plus 
one percent or (ii) 14 percent. The largest amount outstanding under the loan was $102,782. Mr. 
Marshall has paid the loan in full. 

From time to time, the Company has guaranteed bank loans to officers. Durini the 1984 fiscal year 
the Company guarantet:d bank loans to Messrs. Laurich and Mackie in the principal amounts of53OO,OOO 
and 5250,000, respectively, plus interest. The Company has not had to perform uoder the guarantees. 
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STOCK OPTIONS 

With ~spect to options to purchase shares of the Company's Common Stock ,ranted 10 cenain 
executive officcrs, aU executive officers as a group and aU directors as a ,roup durina: the period October I. 
1979 to November 20,1984, the following table sets fonh (i) the aeUCIale amount of Common Stock 
subject 10 options ,ranted ( nct of cancellations) during the specified period, (ii) the weiehted average per 
shart option exercise price of such options, (ill) the nel value of shares (market vaJue less any exercise 
price) realized during the specified period upon the exercise of such options durina the specified period 
and (iv) the numbers of shares of Common Stock sold by the named persons and by all executive officers 
as a group and by aU direCtors as a group during the specified period. Information is given only for the 
period each served as an executive officer or director of the Company. 

All 
E"~"lht All 
Office", Dir«lon-

Jam~C. Rob.." C. O • • id R. DeMis l.. l.II .. reMcA. lSI u. 
Common SIOfk( I ) Tre)'bil Marsh.1I Maekie(l) MeE,o),(l) l.IIlIrkh(l) GfOIIp( l) Group(J) 

Gral'iltd- Oaober I . 1919 " November 20. 1984; 
Number of sham ........................ 90.000 99.000 63.600 20.200 55.600 "".300 24.000 
Wctehlcd avcraec per ,hare 

c,'(erct~ pnee ............................ SIS.95 S14.48 S15.36 $lUI $15.53 SIU/) S2386 
Excrri~d-<kIober I. 1979 ,. 

Novtmber 20. 1984: 

" valut reahud '" sham 
(mari.cl valut "" utm~ pl'K'Cl ..... N ................................ S405.214 S474.789 5677.435 SI65. 166 $1.161 .8 12 U .990.684 $266.508 

Salcs- Ocrobet I, 197910 ~ -
November 20.1984: ---
Number of lhlrt1( 4 ) ._ ..... ....... 133.000 74.500 63.800 23.000 28,000 146.562 202.868 

( I ) Adjusled for stock splilS. 
(2) Includes options granted under the Stock Option Gram Program of the Company's Employ~ Stock 

Purchase Plan, all of which have an exercise price of 85~ofthe market value of the shares on the date 
of grant. The numbers of options granted under such Plan to Messrs. Maclcie, McEvoy, Laurich and 
all executive officers as a group are 500, 100. SOO and 1,800, respectively, and Ihe weighted average 
per share exercise price of such options and the markel price of the Common Stock on the date of 
grant are SI8.06 and $21.25, respectively. 

( 3) Excludes directors who are also executive officers. 
( 4) Shares sold were nOt necessarily acquired by the exercise of options. May include shares disposed of 

by gift. 

During the period from October 1, 1979 to November 20,1984, employees (excluding officers) were 
granted options under the Company's stock option plans and the Stock Option Grant Program of the 
Employee Stock Purchase Plan to purchase a total of 10,269,804 shares (net of cancellations) at a 
weighted average exercise price of SI8.64 per share (adjusted to reflect stock splits). Of these, 3,514, I 52 
were not "qualified" stock options, incentive stock options or options granted pursuant to an "employee 
stock purchase plan," as the quoted terms are defined in Sections 422 through 423 of the Internal Revenue 
Code of 1954, as amended. The weighted average per share exercise price for such options is $17.47. Of 
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the total number of options granted, 931,900 were granted under the Stocle Option Grant Program of the 
Company's Employee Stock Purchase Plan at 85%ofthe market price of the Common Stock on the date of 
gram. The weighted average per share market price of the Common Stocle on the dates of gram is SI9.60. 

As of November 20, 1984 there were outstanding options under the Company's 1981 Stock Option 
Plan, 1979 Stock Option Plan, Non-Qualified Stock Option Plan and Qualified Stock Option Plan to 
purchase 5,417,491 shares held by approximately 4,300 participants and there were approximately 5,200 
employees eligible to participate in such plans. The expiration dales of all such options range from October 
10,1986 to September 20,1991 and the weighted average exercise price per share is S22.49. 

RECENT EVENTS 

On October 2. 1984 the Securities and Exchange Commission (the "Commission") filed a civil action 
for injunctive and other equitable relief in the United States District Court for the Northern District of 
California against the Company, Messrs. Treybig and Marshall and a former officer of the Company. The 
Commission's complaint alleged that during fiscal 1982, the Company. aided and abetted by the named 
persons. engaged in certain conduct which resulted in improper recognition of revenue. This conduct was 
alleged to bave resulted in the violation by the Company of certain provisions of the Securities Exchange 
Act of 1934 (the "Exchan&e Act") throuah the filing with the Commission of reports which overstated the 
Company's revenue and net income for the second and third fiscal quarters of 1982 and the issuance of a 
press release which overstated the Company's revenue and net income for the fourth fiscal quarter of 1982 
and fiscal 1982 as a whole. The complaint further alleged that during fiscal 1982, the Company, aided and 
abetted by the named persons, violated certain accountin& provisions of the Exchange Act relating to 
r«Ord keeping and internal accounting controls. The Company had restated its fiscal 1982 financial 
statements in December 1982 and the Commission did not seek a further restatement. 

In order to avoid the time and expense of protracted liti&ation, without admitting or denying the 
allegations in the complaint, on October 2. 1984 the Company and the named persons consented to the 
entry of a final judgment permanently enjoining them from violating various provisions of the Exchange 
Act and requiring certain ancillary relief, including an annual review and report for three years by the 
Company's independent accountants of the Company's system of accounting and internal controls in 
specified areas, including revenue recognition. 

Subsequent to October 2, 1984, a stockholder class action suit was filed against the Company and the 
persons named in the Commission's complaint alleging violations of the antifraud provisions of the 
Exchan&e Act and certain state fraud and misrepresentation laws. This suit is based primarily upon the 
allegations of the Commission's complaint and seeks damages in an unspecified amount. The Company 
and the individuals named in this suit beLieve they have meritorious defenses to the allegations in this 
action and will vigorously defend the litigation. In addition. a stockholder derivative suit based upon the 
same events was filed by an individual against the Company, certain of its present and former directors 
and a former officer a1leeing waste of corporate assets under Delaware law. 

7 



APPROVAL OF PROPOSED AMENDMENT AND RESTATEMENT 
OF THE CERTIFICATE OF INCORPORATION 

The proposed amendment 10 Arnde V of the Company's Cenificate of Incorporation would change SI 

the authorized number of directors from nine to an indefinite Dumber ranein, from nine to IS. If tM 
stockholders approve the proposed amendment, the Board of Directors will, from time to time. designalt 
the eJl8ct number of directors within this range. The Board would continue 10 be divided IntO three classes 54 
of directors serving staggered three-year terms. The amendment would also expressly deie,alc to a 
incumbent directors the power to elect additional directors to fill any vacancies 00 the Board Jawline from q 
an increase in itS size. If the size: of the Board were increased, the additional directors would be , 
apponioned among the three classes so as to make aU classes as nearly equal in number as possible. The a 
additional directors would hold office until the completion of their respective classes' tenns and until their ~ 

successors were elected and qualified . ! 

The proposed restatement of the Company's Cenificate of Inoorporation would integrate into a single ( 
document the Company's orieinal Certificate and aU amendments, including the proposed amendment to I 
Anicle V. The proposed restatement would also reflect the new address of the Company's reeistered office 
in Delaware and delete obsolete provisions designating the incorporator of the Company and the now-
expired initial terms of office of the various classes of the Company's directors. Delaware law does not 
require such changes to be approved by the stockholders. 

The proposed amendment and restatement is set fonh in full in Exhibit A to this Proxy StatemenL 
Please refer to that Exhibit for a full statement of the proposed amendment to Article V. 

The Board of Directors has no present intention of increasing the size of the Board but believes that 
the proposed amendment would benefit the Company and its stockholders by allowing the Company the 
flexibility to increase the size of the Board if qualified candidates for director become available. 

The adoption of the amendment and .restatement of the Cenificate of Incorporation requires the 
affinnative vote of nOt less than a majority of the issued and outstandine shares of Common Stock entitled 
to vote. 

The Board or Directors recommends a vote FOR the amendment and restatement or the Certificate 

or Incorporatkm. 

APPROVAL OF AMENDMENT TO THE TANDEM COMPUTERS 
INCORPORATED 1981 STOCK OPTION PLAN 

The Board of Directors believes that stock options are an invaluable tool for the recruitment, retention 
and motivation of qualified employ«s, including officers. who can materially oontribute to the Company's 
success. The Board of Directors believes that availability of stock options for employees will oontinue to be 
essential in the future and is therefore requesting stockholder approval of an increase in the number of 
shares of the Company's Common Stock reserved for issuance under the Tandem Computers Jnoorporated 
1981 Stock Option Plan (the "1981 Plan") from 5,000,000 10 9,000,000 shares. As of November 20, 1984, 
options to purchase 3,581,091 shares (some of which have been cancelled due to employ« terminations) 
had been granted under the 1981 Plan, of which options to purchase I 5,554 shares had been exercised, 
and only 1.640,290 shares remained available for additional option grants. See "Description of Other 
Plans" below for a discussion of tbe Company's other benefit plans. 
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Description of the Plan 

The 1981 Plan was approved by the stockholders at the Company's 1982 Annual Meeting of 
Stockholders. A general summary of the principal provisions of the 1981 Plan is set forth below. 

The 1981 Plan is administered by the Compensation/ Option Committee, which has the authority to 
seleCi the employees to be granted options, determine the number of shares for each option, fix the terms 
and conditions of options, designate certain options as Incentive Stock Options (ISOs) for the purpose of 
qualifying under Section 422A of the Internal Revenue Code, and interpret the 1981 Plan and any option 
granted under the Plan. Grants of options under the 1981 Plan to employees who are also direCiors are 
administered by the Directors' Option Committee. a committee consisting of four directors who do not 
hold outstanding options and who are not eligible to be gramed options. All employees of the Company 
and its 5&), or more owned subsidiaries, including officers and directors who are also employees, are 
eligible to receive options under the 1981 Plan. The maximum value of ISO grants is limited to SIOO,OOO 
per year for each employee, subject to certain canyover provisioos. 

Options granted under the 1981 Plan are required to have an option price of nOt less than 100% of the 
market value of the Company's Common Stock on the date of grant. Options may be made exercisable at 
such time or times as determined by the administering Committee and provided in the option agreement 
entered Into between the Company and the employee. However, except when the optionee's employment 
terminates because of death or permanent disability, an option may not be exercisable before six. months 
following its effective date. In addition, an ISO may not be exercised while there is outstanding any ISO 
previously granted to the same employee. 

An employee may exercise an option only while employed by the Company or one of its subsidiaries, 
or, subject to certain limitations, within 30 days following the termination of such employment (three 
months, if termination is due to permanent disability). If an optionee dies while in the employ of the 
Company or a subsidiary, subject to certain limitations, the optionee's legal representative may exercise the 
option within one year following the optionee's death. Options may not be transferred except by will or 
the laws of descent and distribution. In no event mayan option be exercised more than seven years after 
the date of grant. Shares purchased upon the exercise of an optioo must be paid for in full at the time of 
exercise, except that, with the consent of the Company, an optionee may deliver a full reoourse, interest
bearing promissory note to the Company, calling for periodic repayments over a period not to exceed 10 
years from the date of exercise. 

The administering Committee may determine that an option to be granted under the 1981 Plan will 
provide that the shares to be issued upon exercise of the option shan be subject to a right of repurchase by 
the Company at the option price. In such case, the option agreement will provide that if the optionee's 
employment terminates, the Company may repurchase a specified percentage of the shares. 

Any shares subject to options which lapse or terminate become available for the grant of options. In 
the event of any change in the outstanding shares of Common Stock resulting from a stock dividend, stock 
split, reorganization or the like, the administering Committee may proportionately adjust the number of 
shares reserved for issuance under the 1981 Plan and the number of shares and per share exercise prices of 
outstanding options. 
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The Board of Directors may at any time amend , suspend or discontinue the 1981 Plan, subject to the 
requirement that certain amendments be approved by the stockholders. Ifnot earlier terminated byactioo 
of the Board of Directors, the 1981 Plan will terminate automatically on October 29, 1991. 

Federal Income Tax Effects 

When a nonstatutory option is granted, the optionee realizes no tuable inoome as the result of the 
Irant. Upon the exercise of a nonstatutory stock option, the optionee must recoanize ordinary income in 
the amount of the difference between the option price and the fair market value on the date of exercise. 
Upon the subsequent sale of stock acquired by the exercise of a nonstatutory stock option, any aain or lou, 
based on the fair market value of the stock on the date of recognition of ordinary income, will be taxed u 
short-term or long-term capital lain or loss, depending on the lenath of time the optionee has held the 
stock from the date of reoognition of income. 

In gene ral, the Internal Revenue Code makes certain tax advantaaes available to the holders of ISO$. 
As to such options, the optionee realizes no taxable income upon either the arant or the exercise of the 
option. If the optionee makes a disposition of the stock acquired by the exercise of the option within twO 

years from the date of grant o r within one year from the date of exercise (a disqualifyina disposition), the 
difference between the option price and the fair market value on the date of exercise (not to exceed the 
gain recognized on the sale) will be taxed as ordinary inoome and any ,ain in excess of such amount will 
be treated as a long-term or shon-term capitaJ gain, depending on the lenath of time the stock was held by 
the optionee. If the optionee sells the stock acquired by the exercise of the option more than one year after 
the date of exercise and more than two years after the date of grant, the difference between the option 
price and sales price will be taxed as a long-term capital lain or loss. 

In the case of an ISO, the spread between the option price and the fair market value of the stock on 
the date of CJ:ercise will be classified as an item of tax preference. Special rules apply to optionees who 
exercise a stock option when subject to the "shon swing" tradinl restrictions of Section 16(b) oftbe 
Securities Exchange Act of 1934. 

The Company will have no tax deduction with respect to the &tant or exercise of an ISO or the sale of 
stock acquired by such exercise, except to the extent that an employee recolniz.es ordinary inoome upoo a 
disqualifyina disposition of such stock. The Company will have no tax deduction with respect 10 the crant 
of a nonstatutory stock option or the sale of stock acquired by such exercise. The Company will have a 
deduction equal 10 the amount of ordinary inoome that the optionee is required to recognize as a result of 
the exercise of a nonstatutory slock option. 

Required Vote 

The amendment of the 1981 Stock Option Plan requires the affirmative vote of not less than a 
majority of the shares of Common Stock present and voting at the meeting in person or by proxy. 

The Board of Direc tors r«ommends a Yote FOR the amendment to the Tandem Computers 

Incorporated 1981 S tock Option Plan. 

10 



DESCRJPTION OF OTHER PLANS 

Other Stock Option Plans 
Tandem Computers Incorporated 1979 Stock Option Plan. nle Tandem Computers Incorporated 1979 

Stock Option Plan (the "1919 Plan") was approved by the stockholders al the Company's 1980 Annual 
Meeting of Stockholders. The 1979 Plan is administered in the same manner as the 1981 Plan. The 
provisions of the 1979 Plan and the terms of the options granted under the 1979 Plan are substantially 
similar 10 those of the 1981 Plan, except as foUows. Only employees of the Company and employees and 
dim:tors of its 80% or more owned subsidiaries are eligible to receive options. Certain options outStanding 
on January I, 1981 could nOI be designated as Incentive Stock Options. 

Tandem Computers Incorporated Non-Qualified Stock Option Plan. The Tandem Computers In
corporated Non-Qualified Stock Option Plan was approved by the stockholders at the Company's 1978 
Annual Meeting of Stockholders and, as amended, at the 1979 Annual Meeting of Stockholders. The 
terms of the options granted under this Plan are substantially similar to those of the 1981 Plan, except that 
only employees of the Company and employees and directors of its wholly owned subsidiaries are eligible 
to receive options. 

Tond~m Comput~Ts Inco1pOToted Qualified Stock Option Plan. The Tandem Computers incorporated 
Qualified Stock Option Plan was approved by the stockholders in 1976 and is administered in the same 
manner as the 1981 Plan. The provisions of the Qualified Stock Option Plan and the terms of the options 
&ranted pursuant thereto are substantially similar to those of the 1981 Plan described above. except as 
follows. Only key employees of the Company and its subsidiaries may be gramed options. Options may not 
be exercised aOer five years from the date of grant. All shares issued pursuant to the exercise of options 
are subject to cenain rights of repurchase by the Company. Under cenain circumstances, options may nOt 
be exercised while the optionee holds another option previously granted at a higher option price. The 
Qualified Stock Option Plan wiU expire on November 12, 1985. Under cenain amendments of the Internal 
Revenue Code, no option gramed under the Qualified Stock Option Plan which is exercised after May 20, 
1981 will be afforded the special tax treatment formerly available to "qualified" stock options under the 
Jntel1)al Revenue Code. 

Individual Srock Oplion Agr~~m~nts. In addition to the 1981 Plan, the 1979 Plan and the Non
Qualified and Qualified Stock Option Plans, the Company has entered into two separate Non-Qualified 
Stock Option Plans and Agreements with Mr. John B. M. Place who is a director of the Company. Under 
these Plans, Mr. Place was granted options to purchase 2,000 and 10,000 shares of the Company's 
Common Stock, respectively. The exercise prices of the options are 526.75 and 529.125, respectively. which 
equal 100% of the market value of the Company's Common Stock on the dates of gra.nt. The provisions of 
these Plans are substantially similar to those described in the description of the Non-Qualified Stock 
Option Plan except that no funher grants are permitted under any of these Plans and the options granted 
to Mr. Place may be exercised for 36 months after the end of his term as a director. Mr. Andrew Knight. 
also a director of the Company, has similarly been granted an option to purchase 12,000 shares of the 
Company's Common Stock at $19 per share. 

Tandem Computers lnc:orporated Employ« Stock Purchase Plan 
Since 1978. the Company has had in effect the Tandem Computers Incorporated Employee Stock 

Purchase Plan ( the "Stock Purchase Plan") . The Stoek Purchase Plan has twO segments. a Payroll 
Withholdin, Accumulation Program and a Stock OptMln Grant Program, and is administered by the 
Compensation/Option Committee. 
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All employees of the Company and itS 50% or more owned subsidiaries, including officers, woo 
customarily work more than five months in a calendar year are eligible 10 purchase shares under the Stock Ii 
Purchase Plan. Non-employee directors of the Company may oot panicipate. As of November 20, 1984, ( 
approximately 5,200 employees were eligible to panicipale in the Stock Purchase Plan, of whom 1,980 ~ 
were panicipating, and 1,979,639 shares remained available for purchase. 

Under the PayroU Withholding Accumulation Pro&ram, an eLieible employee may authorize tl\( 

Company to withhold from 1% to 10% of his or her compensation 10 be applied 10 the purchase of the 
maximum number of whole shares (up to 1,500) of the Company's Common Stock which can be: 
purchased with the amount withheld during a participation period (calendar quarter). The purchase priet 
for each panicipation period is the lesser of (i) 85% of the mar~et value of a share of Common Stock on 
the last trading day before the participation period commences or (ii) 85% of the market value of a share 
of Common Stock: on the last trading day of the participation period. 

During the period from October I, 1979 through November 20, 1984, the aggregate difference 
between the purchase price and the fair market value on the date of purchase of shares acquired pursuant 
to the Payroll Withholding Accumulation Program by Mr. Mackie (the only participant among the 
persons named in the table under the caption "Compensation of uecutive Officers and Directors"), all 
executive officers as a group and all employees (including officers) was $2,647, SI4,021 and S5,815,167, 
respectively. 

Under the Stock Option Grant Program, options for an identical number of shares are granted 
periodically at the discretion of the Compensation/Option Committee to every person who is eligible to 
panicipate in the program on the date of grant. The exercise price, detennined by the Com· 
pensation/ Option Committee, cannot be less than 85% of the market value of the Common Stock on the 
date of grant. Options expire no later than 27 months after the date of grant. Shares purchased upon the 
exercise of an option must be paid for in full at the time of exercise or, with the Compensation/ Option 
Committ~'s approval, may be purchased by delivery of a fuU-reoourse, interest-bearing promissory nOle. 

As of November 20, 1984, four grantS had been made under the Stock Option Grant Program of the 
Stock Purchase Plan. A grant of 100 shares was made to each employee in 1980, 1981, 1982 and 1983 
(without giving effect to a stock split in 1981). As of November 20, 1984, there were outStanding options 
under the Stock Option Grant Program to purchase 25,000 shares held by 250 employees at a weighted 
average exercise price of $29 per share. The expiration date of these options is January 20, 1986. 

Incentive Cash Bonus Plan 

The Company has in the past had an incentive cash bonus plan (the "Bonus Plan") in which the 
executive officers of the Company were eligible to panicipate. Awards under the Bonus Plan were made if 
cenain target increases in revenues, operating profits and asset maoaaement ratios (established by the 
Board in its discretion) were attained by the Company. No awards were made under the Bonus Plan 
during fiscal 1984 and any amounts paid since October I, 1979 have been included in the disclosure of 
management remuneration for such years. The Bonus Plan is not currently in eWect. 

1984 401(k) Investment Plan 

Employees of the Company, including directors who are employees of the Company, are eligible to 
panicipate in the Company's 1984 401(k) Investment Plan (the "Investment Plan"). Each participant 
may elect to contribute from 2% to 10% of his or her compensation, and the Company matches 25% of the 
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first 6% of the employee's compensation contributed to the Investment Plan, subject to a maximum 
Company matching contribution of 51,200 per employee per plan year ending September 30. An 
employee's contributions are made by deferring that portion of his or her compensation, thereby enabling 
such contributions to be made on a before·tax basis. A panicipant is at all times fully vested in his or her 
contributions and becomes fuUy vested in Company contributions upon the last day of the fourth calendar 
quarter following the quarter for which such contributions were made. Contributions are held and invested 
by the Investment Plan trustee in three different funds. A participant may designate. within certain 
limitations, in which funds his or her accounts are to be invested. The Investment Plan permits participants 
to make withdrawals and to borrow from their accounts at market rates under certain conditions. In 
general, the vested portion of a panicipant's accounts is distributed upon termination of employment. 

Between July I, 1984 (the inception of the Investment Plan) and November 30. 1984. the Company 
made matching contributions under the Investment Plan for the accounts of Messrs. Marshall, Mackie, 
McEvoy and Laurich, all executive officers as a group and all employees as a group in the amounts of 
51.406, 51,125,51,125,51,012.514,330 and 5590,321, respectively. These amounts include contributions 
made during the first plan year, which ended September 30, 1984, and during the first quarter of the 
current plan year. 

RATIFICATION OF INDEPENDENT AUDITORS 

Upon the recommendation of the Audit Committee, the Board of Directors has reappointed the firm 
of Arthur Andersen &: Co. as the Company's independent auditors for the 1985 fiscal year, subject to 
ratification by the stockholders. Representatives of Arthur Andersen &: Co. are expected to be preseot at 
the Company's Annual Meeting. They will have an opportunity to make a statement, if they desire to do 
so, and will be available to respond to appropriate questions. 

The Board of Diruton: recommends a vole FOR ratification of the appointment of Arthur 

Andersen &. Co. 

BOARD OF DIRECTORS MEETINGS AND COMMITTEES 

The Company's Board of Directors held four meetings during the 1984 fiscal year. All directors except 
Mr. Place attended at least 75% of the agaregate number of meetings oftbe Board and of the committees 
on which such directors serve. 

The Board of Directors of the Company has appoimed an Audit Committee, Nominating Committee, 
Compensation/Option Comm..ittee and a Direaors' Option Committee of the Board. 

The members of the Audit Committee a re Messrs. Morton Collins, John 8 . M. Place and Thomas J. 
Davis, Jr. The Audit Committee held five meetings during the 1984 fiscal year. Its functions are to monitor 
the effectiveness of the audit effort, to supervise the Company's financial and accounting organization and 
financial reporting and to select a firm of certified public accountants, whose duty it is to audit the books 
and accounts of the Company for the fiscal year for which they are appointed. 

The members of the Nominating Committee are Messrs. Franklin P. Johnson, Jr., Tho mas J. Perkins 
and Robert G. Stone, Jr. The Nominating Committee held one meeting during the 1984 fiscal year. The 
Nominating Committee's functio n is to select nominees for election as directors. The Nominating 
Committee will consider nominees recommended by stockholders. Such recommendations should be 
submitted in writing to the Nominating Committee in care of lhe Secretary of the Company at its address 
set forth on the front paae of this Proxy Statement. 
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The members of the Compensation/ Option Committee are Messrs. Thomas J. Perkins, James G. 
Treybig and Thomas J. Davis, Jr. The Compensation/ Option Committee held four meetings during the 
1984 fiscal year. The Compensation/ Option Committee's functions are to determine and supervise 
oompensation to be paid to officers and directors of the Company and to supervise and manage the 
Company's Stock Purchase Plan and stock: option plans (except with respect to options granted to 
directors). 

The members of the Directors' Option Committee are Messrs. Thomas J. Perkins, Thomas J. 
Davis, Jr., Franklin P. Johnson, Jr. and Monon Collins. The Direc::tors' Option Comminee held DO 

meetings during the 1984 fiscal year. The Directors' Option Committee's function is to supervise and 
manage the Company's stock option plans as to directors of the Company. 

CERTAIN BENEFICIAL OWNERS 

The following table sets forth information as of November 20, 1984 as to stockholders that have 
advised the Company that each is the beneficial owner of more than 5% of the Company's Common Stock. 

Jennison Associates Capita] Corp. 
466 Lexington Avenue 

~fkl.t 
ChMI'5h1, of C __ SIOfIt 

Percml 
oroUIJ 

New York, NY 10017.......... ......... ......................................... 1,801,770( I ) 9.1% 
Sanford C. Bernstein &: Co., Inc. 

767 Fifth Avenue 
New York, NY 10153 .................... ................. " ............... " .... 3,779,000(2 ) 9.2% 

(I) In its Schedule 13G dated April 5, 1984, Jennison Associates Capital Corp. stated that it has sole 
voting and investment power with regard to 3,526,870 and 3,803,770 of such shares, respectively. 

(2) The Company has no direct information as to the number of such shares as to which Sanford C. 
Bernstein &: Co .• Inc. has voting or investment power. 

STOCKH OLDER PROPOSALS 

To be considered for presentation at the Annual Meeting of Stockholders to be held in 1986. a 
stockholder proposal must be received at the offices of the Company, 19333 VaJlco Parkway, Cupertino, 
California 95014, not later than October 25, 1985. 
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OTHER MATTERS 

The Board of Directors knows of no other business which will be presented to the Annual Meeting. If 
any other business is properly brought before the Annual Meeting, it is intended thai proxies in the 
enclosed form will be voted in accordance with the judgment of the persons voting the proxies. 

Whether you intend to be present at the Annual Meeting or not, we urge you to return your signed 
proxy promptly. 

By order of the Board of Directors, 
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THOhlAS LYMAN CHUN 

S«'~tary 
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RESTATED CERT IFICATE OF INCORPORATION 

OF 

TANDEM COMPUTERS INCORPORATED 

ARTICLE I 

The name of the corporation is Tandem Computers Inoorporated. 

ARTICLE 11 

EXHIBIT A 

The addreS5 of its registered office in the State of Delaware is Corporation Trust Center, 1209 Orange 
Street, in the City of Wilmington, CoUnlY of New Castle. The name of its registered agent at such address 
is The Corporation Trust Company. 

ARTICLE III 

The nature of the business or purposes to be conducted or promoted is to engage in any lawful act or 
activity for which oorporations may be organized under the General Corporation Law of Delaware. 

ARTICLE IV 

The total number of shares of stock which the corporation shall have authority to issue is siAtY-lwo 
million four hundred thousand (62,400,OOO) shares, of which two million four hundred thousand 
(2,400,000) shares of the par value of leD hundredths doUars (S.IO) each. amounting in the aegregate to 
two hundred fony thousand dollars (S240,OOO), shall be preferred stock and sixty million (60,000,000) 
shares of the par value of twenty-five thousandths dollars ($.025) each, amounting in the aggregate to one 
million five hundred thousand dollars (SI,500,000), shall be common stock. 

The preferred stock may be issued from time to time in one or more series. The Board of Directors is 
hereby expressly vested with authority to fix by resolution or resolutions the designations and the powers, 
preferences and relative, panicipating, optional or other special righlS, and the qualifications, limitations or 
restrictions thereof (including, without limitation, the voting powers, if any, the dividend rate, conversion 
rights, redemption price, or liquidation preference of any series of preferred stock), to fix the number of 
shares constituting any such series, and to increase or decrease the number of shares of any such series (but 
not below the number of shares thereof then oUlStanding). In case the number of shares of any such series 
shall be so decreased, the shares constituting such decrease shall resume the status which they had prior to 
the adoption of the resolution or resolutions originally fixing the number of shares of such series. 

Fifty-six million (56,000,000) shares of the common stOCk authorized hereinabove are designated 
"Common Stock" and four million (4,000,000) shares of the common stock authorized hereinabove are 
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designated "Junior Common Stock." such Junior Common Stock to be issuable from time to time in one Of 

more series. The Board of Directors is hereby expressly vested with authority to fix by resolution or 
resolutions the designations and the powers. preferences and relative. panicipating, optional or other 
special rights, and the qualifications, limitations or restrictions (including. without limitation. the votina 
powers, if any, the dividend rate, conversion rights, redemption price, or liquidation preference) of any 
series of Junior Common Stoclc.. to fix the number of shares constituting any such series of Junior CammoD 
Stock. and to increase or decrease the number of shares of any such series of Junior Common Stock (but 
nOt below the number of shares thereof then outstanding). In case the number of shares of any such series 
of Junior Common Stock shall be so decreased. the shares constituting such decrease shall resume that 
status which they had prior to the adoption of the resolution or resolutions originally fixing the number of 
shares of such series. 

The number of authorized shares of any class or classes of stock may be increased or decreased (but 
not below the number of shares thereof then outstanding) by the affirmative vote of the holders of a 
majority of the stock of the corporation entitled to vote in the ejection of directors. 

ARTICLE V 

The number of directors which shall oonstitute the whole Board of Directors of this corporation shall 
be nOt less than nine (9) nor more than fifteen (15). The Board of Directors of this corporation may, 
within the limits specified by this Article V, increase or decrease the exact number of directors from time to 
time by resolution adopted by the affirmative vote ofa majority of the entire Board of Directors. The exact 
number of directors shan be nine (9) until changed pursuant to this Article V. No decrease in the number 
of directors shall shorten the term of any incumbent dir~or. 

The directors shall be divided into three classes: Class I, Class II and Class III. The number of 
directors in each class shall be as nearly equal in number as possible. Directors of each class shall serve for 
a term ending on the third annual meeting of stockholders following the annual meeting at which such 
class was elected. The foregoing notwithstanding, each director shall serve until his successor shall have 
been duly elected and qualified, unless he shall die, resign or be removed. 

At each annual election the directors chosen to succeed those whose terms then expire shall be 
identified as being of the same class as the directors they succec:d. If for any reason the number of directOrs 
in the various classes shall not oonform with the formula set forth in the preceding paragraph, the Board of 
Directors may redesignate any director into a different class in order that the balance of directors in such 
classes shall oonform thereto. 

At all elections of directors of this corporation. each holder of Common Stock shall be entitled to as 
many votes as shall equal the number of votes which, except for this provision as to cumulative voting. he 
would be entitled to cast for the election of directors with respect to his shares of Common Stock. 
multiplied by the number of directors to be elected, and he may cast all of such votes for a single nominee 
for director or may distribute them among the number to be voted for. or for any two or more of them as 
he may see fit. 
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In case of any increase in the number of directors, the additionaJ directors may be elected by the 
laard of Directors 10 hold office until the next election of the class for which such directors have been 
bosen and until their successors are eJected and qualified. 

ARTICLE VI 

In funherance and not in limitation of the powers conferred by law, the Board of Directors is 
:xpressly authorized, by resolution passed by a majority of the whole board, to make, amend, alter or 
ICpeaJ the by-laws of this corporation. 

ARTICLE VII 

This corporation reserves the right to amend, aiter, change or repeal any provision contained in this 
::Cnificate of Incorporation in any manner now or hereafter prescribed by law, and aU rights herein 
Dnferred upon the stockholders are granted subject to this reservation. 

ARTICLE VIII 

Whenever a compromise or arrangement is proposed between this corporation and its creditors or any 
:lass of them and / or between this corporation and its stockholders or any class of them, any coun of 
:quitable jurisdiction within the State of Delaware may, on the application in a summary way of this 
:orporation or of any creditor or stockholder thereof or on the application of any receiver or rca:ivers 
tppointed for this corporation under the provisions of Section 291 of Title 8 of the Delaware Code or on 
!he application of trustees in dissolution or of any receiver or receivers appointed for this corporation under 
:he provisions of Section 279 of Tide 8 of the Delaware Code. order a meeting of the creditors or class of 
:reditors, and/or of the stockholders or class of stockholders of this corporation, as the case may be, to be 
:ummoned in such manner as the said coun directs. If a majority in number representing three-founhs in 
~ue of the creditors or class of creditors. and/or of the stockholders or class of stockholders of this 
:orporation, as the case may be, agree to any compromise or arrangement and to any reorganization of this 
prporation as a consequence of such compromise or arrangement, the said compromise or arrangement 
ind the said reorganization shall. if sanctioned by the court to which the said application has been made, 
)e bindin, on all the creditors or class of creditors, and/ or on all the stockholders or class of stockholders. 
)f this corporation, as the case may be. and also on this corporation. 

ARTICLE IX 

This corporation is to have perpetual existence. 

ARTICLE X 

Meetings of stockholders may be held outside the State of Delaware, if the by-laws so provide. The 
)()()ks of Ibis corporation may be kepI (subject to any provision ofJaw) outside of the State of Delaware. 
~ections of directors need not be by ballot unles.s the by-Jaws of this corporation shall so provide. 
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/lITANDEMCOMPUTERS 
Tallt/em Compulm Incorporated designs. 
det'eltJps, mamfactures, ",orielS otld supports 
Q Jamil), of umqra rompllier s)'stems.for on 
li"e /rrlllsaclWn proasstng. The Tandem 
NotlSIOp s}'sJem amapl prot'ides JbejirsJ on
lillt, dislnbultd rompuler ardJl/tc/ure for 
mtllnsJream busI,leSSapplirohOns CusIomm' 
systems are supported .from at'" l(}() Iocohons 
IhrougbouI NQrlh Ammm, E/II'OfN, Asia and 
/be Paafic- Tbe (»mpa"J' opmuts mtlm(oc. 
turtngJodlilits,,, tbe Uniled SIiIIes alld In 

WesJ GfTml",Y 



Tandem eOl7lS Ibe bigbeslllltlrks jor cuslolller loyalty 

Ollisiallding prodllcls are a big part if customer 
saliiflcliol/. Bill knO/l'illg Ibal Ttllldelllll'illiead Ibe 1l,{IY is 

eQllal0' illlporlalli. 
1ft' delil'el'lid 0111' IIl1iqlle compliler arrbilecillre ill 197610 

a dala processillg COlllllllllli(J' Iballl'aS jllsl begilllling 10 IIl1der
slalld Ibal injiJnllaliolllecbnolo{!J' wOllld creale l'tIsl cbanges ill 

bllsilless alld sodely 
Bllsillesses began Ibe Ircmsilioll ji'OlII IbeJirsl genemlioll 

iflllanllal band ling ojlmllsacliolls 10 Ibe secolld gellemtioll if 

cenlmlizeci, balcb-processillg colI/pllters illibe 19500'. 
Ttllldelflu'(Isjolinded ill respollse 10 Ibe needjiJr a Ibinl 

genemlion, on -lille ,),stelllio jiill)' alllo

lIIale Inmsaclioll proce'~'illg. 7b lIIeellbis 
nee(i, Ttllldelll ~ffo/'li{llbe added l'tIllles 

if consulIIl al'tlilabili(J' Ibrollgb jallillol
emllGe and 1II0dlliar lJ''Oltib ll'ilb pro
po,tional illCl'liases ill polte/: 

HIGHLIGHTS 

Fiscal li'of Ended ~Plt",btr jO 

Operating income 

Oper:tting margin 

Sct income 

E.amin~ per share 

\\'orking C2pital 

1985 

$614,138,000 

$ 50,081,000 

8,0~ 

$ 3',374,000 
$.81 

$298,611 ,000 

$551J·H,000 

1984 1983 

$531.620,000 $-11 8,282,000 

5 51.101 ,000 $ 49,7"'1 1,000 

9.6 .. 11 .9" 

5 42.908.000 S 30,805,000 

SUI4 $.-6 

5263.403,(100 5254,145,000 

550 1,873,000 $415,525,000 

.I/all)' of/be bipgesl, 1II0si sopbis

lim/ed organiZllliolls ill bllsilless l'licog
lIized Ibal Talldelll qIfomd Ibe I'liSOlll'Ce 
Ibey lIeeded /0 l'lil 'oill/ionize /be U,{I)' Ibey 

did bllsilless. 

Stockholders' Invcstment _.::14:::20:::,4=08::,000::::....---=:== ::::....---=:== $375,122 ,000 53 10,993.000 

Kumbcr of cmplo)'etS 5,494 

III Ibis deCt/de, /be lIeed bas dellelopedjor a jiJllr/b 

gellem/ion if/mnsaC/ioll processillg. one ll'bel'li bllsilless [£111 

disIJibllle processillg and data ll'bere /bey are lIeeded and call 
access Ibe Ii!fonlltl/ioll/brollgb ne/ll'orks. In Ibis em, admlliages 

ifTalldelll l' arrbi/ecillre alld ~J'slellls sQ/llcare prodllcts btll'e 

becollle el'(!IImOl'li illlporulII/. 

5,223 4.396 

~ 

A lid nOll ; ll'e leaLi Ibe ll'tl)' illio Ibe fiJIb gellemiiollll'ilb 

SOIIl/iolls jiJr in/egmllilg PI'liI'ioIlS0' incolllpalible li!fonlla/ioJl 
I'liSOlll'CeS 10 gil'!! 0111' cuslolllers a poll'erjiil 100110 belp lake /belll 

10 IbejiJlYjivnl iflbeir indllsllies. 

C/ISItHfftr 'iotuj<ldrotl ~ , ... ..-..-_) 
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he potential 
market is large and 

growing, wlih very limited direct 
competition (for Tandem)." 
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Markel direction: 

ACCELERAnNG TRANSACTION RATES 

The on-line transaction processing (OLTP) m~:~~~:~:~::~::;:: 
is still the most altrJaiw segment of the market for commerci:1l dau 

Three mator, fundamental set:; of forces drh"e the growth of tr.lJl<iaaioo 
and the demand for OlTP systems. 

~uJalion and com/Nlilion. The deregulation of lindllStri", ,lOCI ... 
competjth"c pre;sures are ~wning new, automated procedures and .,.vias III 
cost!; or aur.lct ne~ customcr.i. An irlCTea\ingly autom:uion-dependmt "lKId 
computer.; that can deal With rastJy iocreased tr.msaction rates and '-Illumes. 

Technology. Transaction ,'olumes are also if1CTel:)ing a., a result or..., ..... 
computer proce;..-;or. memory and rommunicn.iOll.'> technologib. Q~l":::: 
have decreased. inspiring some applications thai could not tu\'e bet'fI c 
AI the same time, busincs.\ applicatiOlt\ are deliH~ring more \alue for !he doll-.. 

\licroprocessor technology. too. is feeding tr.lIlsaction \'olume gro\\1h. 
sors are bringing intelligence to ~u(h de\'ic('S as automated leIlers, rt1a.i1 dwdoII 
tenninals and wands, facsimile machines. copier.;, personal computm. 
collection tenninals, industrial robots and e\'en gasoline pumps. Tht'Sf .",10"",,' 
devices arc now generating trJ.OSactions at a rapid rate. creating 00=111 I" ... .,... 
Clpture and process those transactions 

Integration. :\S automated procedure. multipl), busine....es 111<""",,1)' D" 
together separ:!:le batch and on-line applicatiolb. usuall) running on ddfmu 

syStems and net\\·orks. into a single infonnation proce..'ilflg rt':!tOUl""":;'. TIu>:: ::: 
additional demand for S)'~lems thaI Clfl effeethel) and effidentl} p 
function. 

\lost of the growth in OLTP b let to rome. The impact. on tr:UlSOICtioll volums 
crelled by these three forces in Lhe marketplace IS just beginning 10 unfokl FuDy 

the independent :;oft .... -are houses participating in Tandem's :\1Ii:3.nce P~~:f:::S 
to an independent sunc)', bc!iC\'c thatlhcirTandem ~ applicttiolb h 
less than IO~ of their markct. 

TANDEM LEADS THE WAY: 
Dedicated solely to filling the nec<b of on-line tr.msaction processing foro\-eradeade, 
Tandem's computer architecture accommodates the full r:tnge of OLTP requil't'l11ftJlS. 

In evidence is the strong Tandem presence among leading-edge appliations. 

\larketplace innm'ators look 10 Tandem for success of ne .... appliCltio8). many fA 
which can only be achie\'ed through thc unique capabilities and flexibilit}· of lhr TIndal 
architecture. 

The comerstone of OLTP requirements and a fundamental benefit of the Tandem 
architecture is fuult tolerJJlCe, which significantl)· increases the producti\·jt)-· of lht 
computer resource. Equall)" important, hoy. ('\'er, are programmer producti'it)". data 
integrit}· and securit)', fast respon'ie time. 10"'" cost per transaction. abilil) to distribulr 
data bases, net ..... orking and modular s)·:,tem growth from mini to Illlint'rame po .. er 
.... ithout performance degradation md wilhout loss of full functiorulJity. 

We belie\'e no other supplier fulfills all of those requirements a-. ..... ell as Tandem. No 
OLTP application that is subject to growth or modifiCltion should be Yt;thout this CIidaII 
portfolio of capabilities if it is to enjoy long-tcnn efficiencies and success. 

\le expect major corporations to continue 00 rei)' on Tandem to reduce the risks of 
automation. Our rustomers in this rapidly gro ..... ing. rapidly changing marketpJace under
stand that they can commit to Tandem ..... ith confidence. Tandem's technolog)" and focus 
on OLTP anticipate the direction of the market in the 19905. 



Industry focus: 
POINT-OF-SALE: 
Mobil Oil's leMil/g-edge project 10 (IIllolI"f/e 
/rrmSildiol/s a/the poinl oj SIlk (POS) is an 
e.r:celletu e.r:IIII/p/e oj/be use of Oll-lille proces· 
Sillg 10 gam ros/ mu/ rompefilit't (l(/l'fllllllgts. 
as II'ell as aI/ illus/rolion of mlcroprocessor
basttl ledJllolo'K), acaIem/ing the grou"/b of 
1rallSlldlOll processing tolumf'S.. 

The POS IIppiialiioll flIl/Qt1"lies 1I1111xm:o 
/um (11u/ (/alii (tip/lire of credil ami snits 
(Mobil or /xmk (tIrds) ",ul debtt mrrl snits 
al serl'/Cl! slll/iOllS. ",u/ dmllUi/iclIJJy millets 

Mobt/s rosl of ClIlT)'illg lbose snits. 
,l/icroproceSSQr-eqwpped 01/- line lermillllis 

fli blgh-I'()/Ilme Mobil Sill/lOllS 1101/' {1II10mllll 
colly anti illS!tmlJy 
IIpt/flle msJOlllers' 
(lWIIIIIs (al Mobil or 
a spedjic /xlllk). This 
repltlctS the /1"11111111 

hlIlu/lill8 of charge 
recetpts flxll previo/lSly 
deltlJ'et1 {ICCQIIIII IIp
dtlllllg m,,1 coIleellOII by S()lIIe letl doys_ 

,11obt1 1$ al!if) able 10 lIego/Ulle IIIOff fmor 
able /xll/R-aml discount rolts btc{Jllse lbe 011 
IlIIt, /Xlperless POS syslem also red/lCts /xmks' 
bmu/J1II8 rost,.;, .11obt1 alii pass 0/1 /{) customers 
the rom/XIIlY's dls{()/1111 for cash by a/lol/ '/tIg 
them 10 I/.Se /xmJz alltomaled !tiler mrds ill "til of msb, 

.I1obt1 beganlhe proJect 1111983. mu/lbe 
J 600 blghesJ -!'OIl/me slatiol/S of tbe comptltlJ'S 
1l,0fX) OIlllels 11111 be POS-au/Qmotttl by eari.I' 
1986. ~1ml11ll8 I1r",sactlO//S altbe mle oj 
appro.nllUlltly 7,()()().0fX) per 1II01l1b_ 

Tandem Is a /eatimg supplier of romp,,!" 
systems for /JOIn1ofso/e app/iafIiO//s III ""III)' 
/full/sInes, lIte/lltimg S()me of /be "'rges/ 
ff!tlllers, /xIllRs mu/ petro/tum romIX/IIIes_ 
H/'t of/he Sl!I'et/llulJOr Mr/b Amtnc/III 
petrolcllm c()1IJ/Xlllies der.'tloping POS IIpp/iro 
lions chose Tt",,/em systems, 
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oftware houses 

have chosen 
Tandem as a superior technical 
solution for their specific 
applications. " 

ao 
110 

" 70 ,.--
01 01 (JJ (J4 OJ 01 OJ fJ'f 

198' "., 

100. 
80 

60 ., 
JO 

AI/;a//Ct f>mRrom 
GrQlI.lb 

rcM1IUIItIht~--"') 

,4Uwl1Ct ID/IuQrr 

IxNun tbtll bti,ft'f 

_rtm for tbftr 

prodlKt£ UTr Itss 

tba" 10" fNndmltd. 

I<>oIm ~ &Icbt 

Markel direction: 
DEMAND FOR APPLICATION SOFTWARE 
Customers are no longer just interested in hardware and systems software. Today they 
demand total systems solutions to business problems and the ability to pursue buSiness 
opponunitit'S. 

Organizations of all sizes are generating strong demand for PfO\'Cfl, readily·a\'aibble 
application software packages. These packages help to speed implementation of applica· 
tions and cost less than cuslom-de\'eloped systems. They enable users 10 respond quickly 
to market changes and cornpetith'c pressures. And, because these packaged solutions:lIf 
running and demonstrable, the), offer users a low-risk path 10 automation. 

TANDEM LEADS THE WAY: 
Through the Tandem Alliance program, the expenise of the independent software house 
combines with Tandem's knowledge of the needs of industry to delh-er powerful Ittrd
ware and application software solutions. 

Our philosophy is to work closely with software houses and other third parties 
as development partners. Our objective is to do all we can to help our third-part)' allies 
be succe;sful. 

Advantage; of the Tandem hardware and software architecrure complement the 
capabilities of appliC'Jtion software produced by independent software hollSel. \lrtuall) 
all Alliance software houses. according to an independent sun'cy, consider Tandem 
systems to be an advantage in devcloping and marketing their applicatlOn software. 
Among major strengths cited are: 

o Rcliability of \onStop sy:Jtems. 
o Modularity, compatibility and linear perfonnance growth of Tandem s)':Jtems. en

abling an application to be dc\cloped onl)' once to run on small, medium or large S}'StemS. 

o Power and throughput of the \OnS10P TXPs),stem. 
o An ideal entry-Ie\-el S},SlClTl, the self-contained ~onStop E)''T thai needs no 

specially modified computer room. 
o Superior networking. communication'i and distributed data base capabilities. 
o Growth potential: over "'0% of\Uiance software houses have produCl'i aimed at 

Fortune 1000 customers where Tandem has a strong market presence. 
The Alliance program continues to be extremely successful in establishing new 

customers forTandem in target industries. including trJnking, finantial services. manu
facturing and telecommunications. During 198;, the number of Alliance menlbers 
expanded by 80%. 



Industry /oc/ls: 
BANKING 
Tbe Til/uk", Alliallce program is s/lccessjid 
lII/mUilloIUlII), 

Itl FrmlCe.for e:{(Imp/e, Groupe FnmCIJlS 
d'ltifonnaliqllf (GR) remlll)' helped Ttmdem 
1t'l1I lu'Q lieu' oaVlmlS i" lbe banking itl('uSI1')~ 
GHls a "UljOr French 
sofill'(lre bouse uilh 
Ol'fr 1,{)(X) empW)'tts. 
The rompo"y is a 
.~lIbsutJ{l'" of saaJ,\ 
IlIlmll/honol Linllieti u'him is a member of 
lbe Bnhsh i'1'/rr)/ellm Group. Olher SClCON 
so.ftu·are /JoustS operale In the ~'m'ed 
Kingdom, Wesl GmIUl")' OIuJ lbe liS. 

The 11m' Fmleh ballklllg appliGltlol1S are 
lit Clllsse Reglollllle de Credit Agncole AIl/hie! 
(CRCMI) de me de Fnll/ce lIIulBANQUE 
SOFI,\'CO. Tbe flnn", 1I'llb 8fJI),fXJ() aeCf)/lIIts 

11/ Paris, is tbe lIIrgesl of the CRCA..II group 
ubieh rallks second amol1g Frellch btlllks 
(192 b,l/,on m lIsselS). SOf7XCO!x1S 80 offices 
m Fnmce (JIul is ilS second klrgest prot'll/ero/ 
Cf)IISUlller credIt. 

CROW de Ille de Fnmce is /lSmg 0 Gf7 
/'Itko/ex (lpplial/iollfor home bankillg. Its 
customers (1111 CQlulllct lbe". bal/RlIIg Ihrough 
FrtllCb .ill\1TfL lermm(l/s, dlslnbllted.fret /() 
all Ielepholle mbscnbm by the FretlCb 
tefeplxme (llllhoril)' 

IiOFI\"CO is oJso /lSmg (I Gf7 l'ukotex lIppll 
mholl to comll!d some 1.{X)() termmols 01 reo 
tllllersjor I1Istllll/olU!OUS credll alllhon:RhQII 
for mslo/lme'IJl kJo'lS. 

Ttl/llltm has (l sJro1lg presmce III u'OIulu'u/e 
bal/RlIlg. 0,," 240 banks use Tandem s),Slems. 
melud/tlg 11 o/the lOp 15 U.s. balll: hoJdmg 
companies OIuJ 15 oj£uropes 25 "'rgesl banks. 
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e expect 

Tandem to 
build upon key strengths. 
including a leadership position 
in large-scale transaction 
processing networks and a 
substantial customer base 
in over 800 corporations 
worldwide. " 
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IIIIIIIJor fhTrfIIJ-

Market directiQ": 
RAPIDLY EXPANDING APPLICAnoNS 
The forces driving OLTP growth create a dilemma for users: oon\'l~fllional compuler 
architectures force users to choose between highrr pcrfonnance and functioltLlilY
But users need both. 

As performance requirerl1l"n~ grow, appticalioru. that run on com"entiOruI computer'. 

typically trade-off such function', a:. progr.unming east. data integrity and the ability 10 
manipulate the dati base for anaIytiC'.tI querie< 

The perfomunce n-fSu:. functionalilllm~'>(' will undoubtedly amplify in the ntar 

future. 'Ia.ximum OLTP perfonnance requirements today. with the exception of the 
largest airline resen'alion ~)~terl'bi. rarely e\cet'<l 90 trarc.Jctioru. per ~nd (q>s). Man,
are still under the Ips. Indu:.try (''-pet'''' tpo. r'Jte-. to incrt"'.bt to 100-')00 in the nt'\1 ft'\l 
years. And thai in the \inetie. Ulet'S will need !'»~tt1lb C'J.pahll' of perfonning in the 
1,000 Ips range-over ten limes (hal of mosl of loday 's highest performing applicalio~ 

TANDEM LEADS THE WAY: 
Other vendors may promise full functioTl~ al high transaction rJle.., bUI Tandem delin'f!;, 
Tandem use~ get the same ClJl:lbililiC'll on largc 'onSlop sy~lems deli\ering the indu.'1T) 's 
highesllr.msactiOn rJI(':S thai the)' get on smallcr 'onSlop S)stl'lm handling lower 
throughput deman~. ~'unctionaJily is preser.ed with virtually no degr.1da.lion of 
perfomlance. 

Tandem can deli\'er consblcnt functionality and IlCIfOmlaflCe for our sy~lC!lb 
because of the unique lurdware and 'ic,lnwm' architecture ofTandem'~ product line 

Applications can be implenll'flll'li on Tmdcm\ Cfllr)'·JeHi 'ollSIOP EXT system and 
directly moved to 3 'onStop II or a higher·po\\ erTXP s}stelll gl\ing increased perfor· 
manet withoul rewriting applicatiun ~ftWart. In additiCln. the 'unStop II and TXP 
systems can be e\panded modularly LO mamf ... dme le\el, of pow('r- \\ith linear g:Utl\ in 
perfonnance while retaining full functi<lIh and Without reprogramming. 

D:l.la bases can he diSllibutt"l1tO;lilY slleT:lOdem ~)~tem using E'OO\lPASS ~n\\:.IJ't. 
the induslry's only high·perforTlUJk·e. dt:.lributed reiational data b:be m:tnagement 
syStem. And application:. (".in he linkt'd togethl'f tr.iTl-.parmtly with E..XPA\D networtinlt 
sofN..-are. also common 10 all Tandem ')~ICtruo, 

Applications implemented today on Tmdem S),sll'lllS will continue to deli,-er 
function and value ~ future transaction r'dles muillpl) -c\'Cn with growth in transactiun 
reqUirement:. to 1,000 Ips and beyond. 



Technical foclIs: 
STATE-OF-THE-ART 
PRODUCTS 
I'l'I)' large-salle ifllrgmlioll ( I'LSI) amli/'J' 
applied ill Ttmde", Pf'Q(Jllcts helps meellhe lseed 
for rrlii/btlll)', jimctiolllllily alld petfomlll1lce 
III l()ll'fr «.JSb'. Tandem's stmtl'f1J' Is to 1iN-elop 
Ietldmg l't/gt I'LSI drt. ires jOlIllI)" u'ilb semi
rolliluclOr mll1l1fJacturm. Tmlliem desigtlS its 
OU'II I 'LSI proIoIJpe de!'ice5. tbm bu)"s produc
tio1l lfenees from IlVIdmg .t('T111ro"ductor 
.~ll{JfJIiers. 10 .dJorlnl product de!-eJopml!1ll 
Il.'rIllJmles alld to build the Imou-ledgr thai 
nlt/bles us 10 appl)" lhe nghl/edmQ/ogyfor the 
rtf,hljQb_ 

emmu/)' u·t ball! ts/llblished dose rrla 
tlo//...,hlflj )ilr the uJih:a/IOII oJbigb-perJor 
IIIlIII(e btpolar tedJlloiogJ' (IS u'dl (IS /()u
{JOIl'f!r. lou," ptrfomllllJCe elias /(!(/;lIo1O[!J' 

"'lIb Ihet/rtlltgiC 11IIl!.,/mnll tlxu u"/! IIIiIIk 
11/ btl/lllmg ourou'li ~ZJ:I proIoI)peJabnmliOll 
It,bomlu'J' fIIlII rompliler {I/(/{'(I (ieJlgtl system 
II't are able 10 Improl"t Ollr de!dopnlt!lll fligi 
IJem' prrxllldll'II)' (IIIlI (k/lI'er compel/tilY! 
pf'Q(IlIc/s rtlPI(o)" to lhe IIlIlrkl These resources 
rlllible us 10 produce pro/Ol)pes Ihree loJour 
fillies JlSler tlxlllihe IIIIII/...t/'J' .~/IIIII",rd 

lJllnllg 1985 Ife beglm 1II1f'Q(/II01l8 products 
Ilxll mrorportlfe Tmlliem lIe.~lgtll'ti ~7.S1 Wilt 
amtl's for eXllmple. s/lbsystl'1/lS such as Ollr 

II(!U' J20711JjN ron 
troller mill 5130-31 
IIIpt dmY' empl(/y 
IlIIle-oJfbt arlo 
Tmlliem Ik~lfl!ted 
Z.()()()- (II'" 4. ()()()-~/te 
gellellm/)) Tbt3Z07 
prQmlt.'_\ _rlp,tltjkalll 
pna III'" jimcttO/I 
(1111)' (Illtem. 11/ a Jt11g1e oraul botJrtI. 
rompmtd ullbrompel/IIIY! de!lce5 lhal are 
"Illlly 1,"1et> Itl~ m sIZe. 

Ire (Ire I/I)U' potsed for (I J/re(IIII oJproducts 
III (ulltn:b if" our .~yslem emplo)Tllg 17.SJ 
techiloiopJ' 
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and em has 
tremendous value

added in its technology for 
on-line transaction processing." 
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Market direcIi01J: 
LOWEST COST PER TRANSACTION 
With organizations in all industries becoming dependent on on·line transaction prot'af

ing to run their businesses. the CO!lt of a lr.msaction has become central to the total COIl 
of doing busincs.-.. In many cases, the infonnation system ;s the busin~, The ion& ..... 
tolal cost of dclherin& OLTP ~'ices can be cruaal [0 the profiubilit}' of all infOl'lllltoll. 

based busintSSeS. 
Businesses are, therefore. beginning to make sptems purchasing deci~ion., basedoa 

total cost per tr.lOsaction. The many factors that can affect trans:lction (()SIS o\er thr Iifr 
of the sy~tern must be included in the pre'purrhase analy:-.is.. 

TANDEM LEADS THE WAY: 
Tandem focuses on pro\'iding products and services that help our rustomcr.; reduct die 
total cost of their transaction processing appliC'JliOns. Initial system price and the I't'bdoa. 
ship of price to perfonnancc are only part of the total cost picture_ 

Tandem hclps cut progmmming cost'i by making the programmer's OLIT l;l .. k:lS 
simplc as writing lr,uch proccs~ing applicatiom. Tandem users typically implemt'nl 
applications at a fraction of thc time and cost -and begin enjoying cost·sa\·ing bmrfits 
much sooner- than do users of convcntional sl~terns. 

l"sers of conventional S)·~tems pal for ·computer fa( - the Oler·imestmt'rlt In 

larger-than-needed s)"~tems 10 accommodate future growth. Tandem eliminatl"). tht COSI 

of computer fat \onStop s)"~tcm!l can be appropriately sized to an applicatJOn C11 \ noo
ment and then e\panded modularly \l; ith C'Jch gro\\1h increment-all the way to tht 
power of a mainframe-Tandem users get proportional perfonnance gains and ret2Ul 

functionalit) . 
Another major cost of sy~tem gro\\1h with other \"t'ndors c; the rewritin~ of 

programs and retraining of people at each growth stage. Tandem software b compatible 
across the Widest range of pcrfonnance in the indw,lJ) . That mt"'.lm thai the T;mdem 
s)'!ltem can grow 10 a lerylarge dbtributed environment Without reprogrammlllg 
or retraining. 

L"sing our dbtriootcd relational data b:be management software. Tandem ll..er.; an 
rut communications cost:. by distributing applications and data to remotc 1000tioru. wildt 
assuring dala integrity. 

Tandem s),slem!l are casy to u~ and highly productin'. They handle large data base. 
with large numbers of simultaneou~ U!iCTS, yet deliver both high transaction rate. and 
fast reiponse time. 

Productivity also comes from the u3i1ability of the sy~tem pro\·ided by the fault
tolerant \onStop architeclure. 

The ease of networking and of changing network configurations with Tandem 
sy~tems can yield huge cost s.:l\·ing.'. 

And cost per transaction on Tandem Slstems is continually impro,·ing. A new soft· 
ware product released in 198;' for example. ga,·eTandem users the abilit)· to reduCt: 
transaction cost substantially. GLARD!.\\ 90XF softw:J.re. a more powerful ,om-ion of the 
Tandem operating system software. increJ.SCS performance ;0--0% for rustomers lblllK 
all the faCilities of E\cmlP.'\SS data base m:uugcment software. at no additional «& 



Techn;cal fOClls: 
ADVANCED DISC SYSTEMS 
AIKJ1btr ""'jor ((Iuse of'oomp/ller Jill' lind 
pnfomlll1lO! boil/{!fuxJzs is a)11t'etlliollIlJ disc 
acass and sroragt. Users of ro1lt'etIiiOl1I1J 
det'ias mil)' umte as milch as ~ of disc 
space to ,u:/Jlet.'f the rapid response rales 
l1eedetJ for OL11' appliClllifJns. 

TtI111/etl1 btlS rrull((llly Improt'ed OL'JP (ksc 
peifomllmce (11111 cosl through the /Xlmlle! 
filllll access archilec
lure O/Ihe lieU! va 
(llid XL8 Disc Storage 
Fool/lies. 

LP 10 elgbl anl'tS 
are jJlICllIIged III a 
smgle, comptld CIIm 
Iltl Tbt ra /ooftl), 
Is de.~lgt1ffl1O be 
extremel), cosl 
ejJedll't for high 
(ICIII'II), oll-/me ""II, 
bases. Response lillie 
is the filSlesllII the 11llJllstr), And 100" o/the 
dISC space is used The romplemmJary X!.8 
/ool/t)' is de.fig"ed for mlIXImum "'1111 wrage 
III the Imlllmum .fjJlIa 

TheJe lIeU' Tandem prodllds also dratn(lllc
a/I)' reduct the hIgh rosJ of wmjJt/Jer room 
.fptlct. The 1'8 (llId XL8 dtsc s)'s/ems rollct7lfmte 
mIlCh "/f)re CIlpaal)' per squllre fOOttlx", any 
roflt'e1ltIOll(l/ dISC denCt: 13011(142 gtg(lbytes 
fbl/hons o/bytes), respectil'e/y, ill )lISt SIX 
sqtllire feet of floor sfJllCe- /11 Ollt Inrgt apph 
CIItioll,jil'e 1'8 dm'eS pronde 700 accesses per 
sero'l(lllI OII1!-fijlb the space m'" u'llb 1100,(}()() 
I~ m eqlllpntftlttixlllthe "enresl rompeblOr 

LIke Ibt .\'mlSkJp arcblledurt. the 1'8 (It'" 
Xl8 Disc .fIorage Foolttlts are /01111 toIerrlllJ til'" expollli ml){hdarl)' L"sers (lin slilri 1I1tb 
four dnres perCllbmd til'" expo'''' up 10 etght 
as IIppllal/IOIts groll' 
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and em. through 

Its architectural 

approach. Its GUARDIAN 
operating system with 

DYNABUS, Its software 

facilities. and Its extensive 

networking factllties. is a 

vendor with proven expert~ 

ence that has met and 

addressed the five basic 

requirements for on-line 

transaction processing." 
• YIhhe Group Resurdt Inc. 

fO 

Market direction: 
INTERCONNECTION OF APPLICATIONS 
With me proliferation of automated applications has come the need 00 tie t~t1her 
isolated applications into powerful networks. Interconnected applicatiom pn)\idta 
more complete busines:; picture. reduce CO~b and increase competith'e ad\'antago.. 

But the networking and communiClliofl'S tJ:;k CUI be fonnidable. 
~ ith rom'cotional computer.-. there are nonnall} long lead times and high CO§IS 

associated with programming networks. 
Pcrfonnancc can deteriorate ~lgnifjcant1y when linking S)"Sletm onl ~pecifiCilly 

de;.igned for networking. 
Lack of a single communications standard rt.'quires comple" interface. 
And bu~in~ in dynamic etl\"ironmenb encounter difficuhy in fOIl''GlM.ing 0,...· 

er size requiremenb at l"Jch of man) network nod~. It can be cwn more difficull ... 
rom'entional computer.;, 10 alter the network: configuration qUicld) and inexlX'lblvety I 
business is better than expected or if requirements Change, 

TANDEM LEADS THE WAY: 
Tandem's networking and communications offerings are comprehensiH~, ea.'ilr 
implemented and cmt efferti\-e. 

Building a network of Tandem ~r:-.tcms is a relati\el) simple matter bt.'Cau-.e the 
mcs..-;age-based operating system mean~ that ('\'en a single Tandem sl~tem opcrall.~ as 
a network_ lienee. a network i) no more complex than a ~ingle sptfm 

The integration of EXPA\D networking softwart" into the operaung sptem creaIe 

a high-performance. fully trJflSpart'flt netwnrk of systems. Programming appliatiuos 
across a network is the 'iame 0lS programming a stand-aJone application, lser.. nt't'd POl 
know where data re;:idei in the network to complete a lJ'aJ\'i3.ctiOn_ o\nd EXP\\D 
networks pro\'ide high perfomtance because the networking software is not grafttd 
on as it is in m~t systems. 

To preserve rustomers' inH.'Slnlenb in their "anous incompatible :-.ystt'Trut. Tandem 
got an earl) stan in supporting communications standards to provide the n(.'ce..,..:m 
interfaces. Tandem's communicJtions product'i simplil)" interconnecting with Sptl11b 
and networb of other \·endor\, 

Tandem's S\A X 'iOftware. for exanlple. is recognized as the be:;t software for 
integrating IB\I sy)tetns and 18.\l's S." networks outside of S\A i~lf. \Iore than 1.\0 
Tandem customers have lirenst'<l. S\ \X software. 

Tandem was one of the first \'t~ndors to support the X.15 European Open S}'~U11b 
Interconnection (OSl) standard. and we continue to work to support enlCfging OS] 
standards. 

Tandem W3.'l the first \-endor independently rmified for confonnanre to \"P l,t\e! 
1.1. the General 'lotol'S protocol for interconnt-'Ction of incompatible devices and 'l:-.lt1IL\ 
\IAP is e\·oh·ing a.'i an important communications standard for manufacturing. 

Tandem's communications products add the ,·a1ues of fault tolerance. transparent 
distribution, data integrity and high perfonnaoce. 

\l;e abo lead the wa)' with value-added network securit)' in support of the L S 
:\ational Bureau of Standards Oat! Encryption Standard Data is protected from unau
thorized access while on the system. in transmis."ion and in storage with Tandem·s new 
SAFEGLARD system protection software and SAFE-T-"ET data encryption SU~)":-.tl'ffi. 



Industry l ocus: 

FINANCIAL 
Bunkrr Ramo, a nllljQr supplier of rea/-lim' 
i11l'f'.sJmeul ilifomlilHo1l smyctS, sigllifial1l/~)' 
c/xmget/ Its U'(I), oft/mllg busilltSS (lIId Its 
compel/lIl't {IOSllIre u'llh lhe ill/rot/lldlollill 
1% of lis Super,\er broIIerage III!fU'()rR. 

SuperSellrrmsjiJmls Bllllker Rnmo from II 
Imnlllli/ nUlI/lljildllrer (ll1d Ilifortl/Illl011 pro
I'ider /0 (I/Nlllmg edge supplier of illlegmietl 
lIelll'ork senrlces. BllllRer Ramo's illslallcd 
base of ol'er 3O,{)()I) brokemge subscribers 1/011' 

((111 OOI'f' (1CCfj.$ 10 f:rpmtded serf'ices 011 ellher 
III/ e,f/Slmg /JIlIlRer HtIl1/O Imllltllll, (1II1/J..I1 
PC -b(lsf{1 broltmlge (11110"11111011 system or the 
!JrokerJ' 0/1'1/ /J"SOI",I complller. 

A HI1U/em 61J1Xk EXPtt\V backbo1le lid 
uorllll',11 tIIlwale (11111 ImllS"ulup /0 -Ihe
serolld llYortlllillOIl heltrml pm'lously II/COIII 
/Xillble lenill/uds (/1111 hosl rompultl'S. The 
lIew lIe/IIYJrR ((III milia! brrJkrr's rommlllllCl/ 
1I0IlS cosls, protide tlcass 10 II grettler /'olllllle 
olllmely it!fOl'lI/(III01l lIIlI/IIu:retlSe protlllclll'lly 

TlIIU/e",:f IIdll'OrRlIIg lIfmlledure is II~' 
/Xlr/ oj the S/lpn:\1!f slmlf'g)' 10 presert'f' 
cusJomm' Im't'~IfI" III &ltliltr RJ/lIIQ 

s)'s/ems tlnd. oJ lhe Sllllle lime, Prot'lde them 
u'llh the jlenbtltJ)' 10 (KUSS lhe IIl'/U"Orllll 'llh 
OIher office equ/plllfill 

HUU/em s rorporrlle lIelll"Orll orgtlm:Ol/(/1I 
u'III/I'Qrit dosel)' u'llh Bllllker Htm/(//o help 
(1SS1Ire the 
sl/ceess oj 
Super-Aet, AIIII 
Blillt'l't'RIIIIIO 
has jolllN/ 

ALLIED Bunker 
~ Ramo 

the Hmde", AlltnllCt progmllllo ntnrkf/'I.~ 
proptTelllry Hmt/em dl'lm, IlppbcallOIIS 
10 Illrgt' ji,l/mom IIIslllldlOIIS, 

Tbt jilllllJdltl ,fm:1ctS mdusJ,J' is I", ,,,,por 
"",1 port ofHllllietn s btlSllim. FiflmJ IlIIIjQr 
Sloa e:rcJxmgts u'Qrililntie lISt Hmdelll s):'" 
letllS, (IS do 17 f!!lhe ''''8esl brokerage jil'lllS_ 
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andem Computers' 

proven record of 
user acceptance for the concept 
of multiprocessing Will give 
strength to the trend of distrib
uting transaction work loads: 

72 
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Markel directio": 
DISTRIBUTED APPLICATIONS 
The sucres:; of an application al onc location in a large organization pro\'ides a gmt 

incenth"e to introduce the appliCltion companywide. 
To do so, companie!i typically begin by installing tenninals at the remote Ioarica 

that communicate with the ccntr.tllocation\ compulel'. But, as tr.tnsactioru. mullipty: 
communicating over long distances can drh"c tml'i up ~harpl). 

Long distance communication abo slows lr.lrbaction response tim(~ which ".. 
producti\"ity, further eroding the \'alue of the tr:lJ1saCtion. 

The ideal, therefore, i!i to distribute all or part of the application's data ba·1t to 

systems located at the sites where the lr.lmactions ocrur, while preserving 3CCb.\ by 
all locations, 

TANDEM LEADS THE WAY: 
Although for many ye-JTh !.here has been a nl't>d to dhtribute data. the Clp:lbilily'A'15 
rarely implemented until Tandem, fh'c yea~ ago, began deh\cring the industr}'~ flnl 
high·perfonnance, di!!tributcd relational data ba.<;e (DDB) system, E.\CO"PASS. 

Two fundamental problem!! of distributing data ba.'iCS-me distribution il.\clf and 
data integrity -ha\'c been succe!'sfully addres..-.ed by Tandem. 

The distribution task on Tandt'fl1 systems h relati\'ely simple because me dau t.sr 
management function in a Tandem !.)stcm is already distributed aCl'{)\.' all pmce<o...ors.. Tbr 
architecture has no !.ingle point of control and no common memory. \\ im me inttgn· 
tion of E\CO\tPASS relational dab ba.\e IlW1Jgement software. progr.unming and ust 

are no more diffirult man wim a cl'fltn.lized data base: neither the p~r.unmer nor dar 
user need know where the dau re.ide. 

Data integrity a~'i a DDB mlbt be a.....'~ured before an application can be di.,tnbutrd 
or a user risks contaminating me data ba.\e. ~ im Tandem's Transaction \Ionitorilllt 
Facility (nIF), lraJtSactions automatically update records in multiple flI"I<b of the DOB 
In the e\'ent of a communiC'Jtions or systt.'fJ1 failure anywhere in the DDB. nlF a-" .. ..uM 

that there are no incomplete trJruactions. il!i.')uring the consistency of the information I't
gardles:; of location. \0 other computer manufacturer offers mis Ie\'el of logical d.lu. 
integrity acros.'i a distributed data ba.<.e. 

T\IF also give:iTandem fast data base rl'co\'ery. In the e\'Cnt of a failure anywhere in 

me DDB, rt"CO\"cry is automatic. 



Industry focus: 
MANUFACTURING 
Socieln Plleumnlici P;relli SpA, o,~ oj/he 
largest iflllus/riII! companies in IfIllyand 
milker oj/be u'()rid mpected Pirelli fires, bas 
d'slribtlled ils mnnt(adun'lIg dnlll bnses 011 

Tandem S)'SJems tbrougbouilltdy. 
The dtlffl ixlSts are distributed 10 three 

plants ill1KJrlbeni and c(!TIlralltllly and one 
in Sicily They are in/eramlleded by a Tal/dem 
EXPAND nelu'OrM Iblil enables users allbejour 
pkmls 10 tiCCtSS tit/fa IrtmsparellJ'y from allY 
olle of tbe II()(/es as u-ell asJrom (/ host nil/III 
Jmme ill Allum. The neJwo'" (l/stJ integrates 
Ttmdem lenmlla/s (Illd tbose oj oJber 
rompuler suppliers. 

Plrellis Ttmdem ""t01 appliCll/iOtJS ill 
IlIIiy, German)' (Illd the (Jmled Kingdom are 
used for prot/uctio" 
pltl1llJlflg (lIId step 
by-step mnmif(lC
IlInng control, stock 1 ..... 111 .. 
roll/ro!, scbetlull1lg 
of equipment "'lilli/trill/la, nllt!1ld(lIIce rMJrds, 
tkfed alJnJ)'.~s aT/dji'Ii,1 il/spemon. 

Pfrelft has mtllltiftldunl18jaciltltes m t/ghl 
COlmlnes and btgan IIsmg Tandem systems ill 
1981 In add,IIQ1I 10 11m. tbe rompall), product.! 
rltdnCilI cables.jiberopl/cs 011(/ auJortU)/lL't 

rnbber romponnlls. 
Ta"dem systems are at u'Ork 01 Ot~ 2fX) 

'tllllltljaclunflg rompmlles u'Orldll'/(/e 
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he highest inci
dence of advanced 

systems software usage is at 
Tandem installed sites.' 

-DATAMATION/Cowen fI Co. 1985/1986 Survey 

, 

Market direction: 

INTEGRATED APPLICATIONS 8> RESOURCES 
In almost e\'cry industry. the challenge of the Sixties and Seventies was to automalt. II 
the Eighties and fo.iincties, the challenge expands to integration of multiple appl~ 
systems, devices and networks into 2 single information resource. 

Imegr·,ujon multiplies the rost·effecti\'coess and competitilent'SS of me indiVidlll 
information asselS.1t has become essential 10 presern' customers' huge im'esIIDenI5l1a 
array of incompatible appliCltions, lenninals and mainframe computerS whiledisulibi6c 
information to more user.;. 

The challenge is not limited to o~anilations integrating their own resourm. 1hert 
are increasing opportunities for interJ.Ction with incompatible data bases and networb 
of other organil1l.tions (retail point·or-sale wim banks, for example) to accomplish IDIft 

emdent mnsactions and provide new, competitive services. 
Sor is the challenge limited to integration of computer systems and networks. AD 

evolving need must be met 10 imegl'"Jte infomlation from olher de\'ices (!iUch as faaiIIt 
and copying machines, smart temlinals and wands) that are becoming increa-;ingly 
sophislicaled data capturers and transmitters. 

TANDEM LEADS THE WAY: 
The Tandem architecture SUil~ the integration task. \\ e ha\'e invested hea\'ily to procUr 
superior prodUCb that are fundamenuJ to imegrJtion. 

Integration is impossible without networking to imerconOl'Cl multiple s)!'deItlSa 

different locations. Broad communicatiOns produCl'i are essentiaJ to tie into a \anety 0( 

incompatible systems and networks. DisUibuted data base capabilities are ke~' beaust 
applications may be in multiple iOOllions. Fault tolerance is crucial because inltgr:Won 
concentrates all of the infonnalion needed to run a l>lbiness into in a sinwe resourt"t. 

And modular expandability with linear perfonnance is fundamenl3.llo h:mdIinJt cost
effecth·ely the increased trans:u;:tion workloods generated by integration. 

Tandem provides all of those integration capabilities. And more. 
Tandem has a family of leading-edge integration produCl'i collerti\·eI.) called 

(nfonnalion Management Technolog)' (1.\lT). lIS foundation isTRA\SFER software whim 
merges and mo\'es infonnation between indh'iduals or application programs ~ 
of the source, fonnat or location of the infonnation. 

l.\tT produru, running under TRA~SFER software, move combinations of text. data 
and images from a wide variety of devices through a Tandem network a~ a single 
package. L"sing PS MAIL electronic mail software in combination with FAXU \ K and PC 
LlXK facilities, a user can, for example. transmit a drawing with an electronic mo..'i;lJte 
and also -atuch - a copy of a personal computer file. 

The integration function is narurallo the Tandem \onStop architecture. Decal1St' 
integration solutions with Tandem systems can be de\"eloped with compar:ati\'e ease-and 
because Tandem \"jell's integration as an extension of on-line lr:l.ruiaCtion proca'i.inJt
Tandem intend:; to continue to lead the way in this important market direction. 



Industry Joms: 
TELECOMMUNICATIONS 
AI Get/eml Teleplx)11t Compa,,), oj the Norlh· 
u:tsI (CTNW,) as tIseu'bere u:;/binlhe GTE 
orgtlniZlllioll, integrtllion ojt'(lriOUS applim· 
li01JS, det'ices. sJS/ems muilleluQrir is 
adltY!ly Ululeru.'ay. 

Dlle example is G1iVWs 6'II(x/e Tmllkm 
EXPAND lIelu'Qriz calfetl LEADS (Line Equip· 
ment AssigwlIlml {/fuIDisp"'y System) Ibnl 
links some /.500 tertl/ifl/lls ill Oregol/, 
Washing/oil (lfulltil/bo. This appli((l/ioll, 
u'bich rtplacts (I 

m",mal, pa"" [=. ~ 
~=::~:::Ie =' .., 
btn, su:llcb 
tqulfmlt'lll fllldmbie pairs, bas cui /be pret'lQus 
ptople·mtnlSlt't, 1/t'Q or tbree day process 
10 ",l11ules. The s),stem bas also heell txportetl 
10 Clllllull,. 

GTNW is (I «II/tie", Alliance member By 
/tI'tT'Oglllg lIS LEADS e:cperifT/Cf, GTNW u111 
be able 10 offerflll mlegraled nelU'orJz mll1l1lgt· 
num} pacltagt U"blcb Q)IISiSIs oj foalilies moll 
agemetll, smlce order nlf1J~ bllIillg, repmr 
and diredfJry w s/mlCe pacJeages. Tbest S):s" 
/ems. deslgtltd /() e.recuJe on TmJ(/em barduwrt. 
are seed fln,I sroptd for both leieplxmt 
companies (lilt/ fJt'!t'iI/e Iw/um opera/iOllS 

nil/de", btu a grou'Itlg pmetlCl! itl tbe Me· 
rommfI1ll(l11l01IS'tuJllslry. Forty telecomlllfilli 
wI/OtIS compllllles illlbe u.s., CiIlIlllJa, Umletl 
Kingdom, Europe flIul Ausira/ill use Till/dem 
systems. A lid 111(1111 etlixmced sen.'ias, sudJ as 
Federal F..:cpress Ztlp.llmr and Weslem UmOIl 
Eas)1111R- aft rklwertd 011 Tandem S)'Slems. 
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andem made major 
progress this year in 

the areas critical for long
term success. 

76 

TO OUR STOCKHOLDERS 

This year Tandem did well strJtcgicllly and became stronger as a company. By augmenting 
support and introdudng many new products, we maintained a high level of customer 
satisfaction. Our future position strengthened through the continued commitment w our 
product programs and through the enh:mcernent of our support of third parties that develop 
application solutions for Tandem systems. Asset management improved. increasing our 
financial sLreflgth. Tandem made matof progress this year in the areas critical for 

long-leon success. 
Tandem grew despite the weak demand etl\'ironment in the United Stales. yet growth 

was nOI equailO the rates of prior years. The strength of the L:.S. dollar compared with 
last year adversely affected both revenue and earnings. 

We did not hold expenses as well as we would have liked. We added needed people in 
customer-related areas and in deyelopment. We also invcsted in third-party relationships 
essential for future markct pcnetrAtion. Pretax income was Slightly ahead of the fiscal 
1984 level. N'onetheless, we missed our goal of achieving profitability impro\'cment 

this year. 

The foundation for 1986 
In fiscal 1986, we will continue our focus on strAtegic areas while we improve expense 
control so we can grow with \'Cry limited increases in employment \'('e have taken s~ 
to control expenses to position Tandem for improved profitability if capital spending in 
our market improves. We rurrently are holding employmenlle\'els approximatel)' flat 
until our marketplace strengthens. Total employment at the end of fiscal 198; w~ down 
slightly from the prior quarter's Ic\·eJ. We implemented a number or short-tenn me-JSure. 
W reduce operating expcru.es, We also consolidated some manufacturing operati()~. 
which should help to continue the impro\-ement in manufacturing effidency. 

\t;'e have achieved Significant efficiencies in manufacturing over the pa."ll two),ean; as 
a result of ma;or changes we madc in our manufacturing oper.ttions. 1000ento~ Ic\'Cb 
ha,'C been reduced and the gross profit margin has increased \t;'e beiie\'c wc can achif\c 

similar efficiencies in marketing. 
AI the beginning of the 1986 fiscal year, we restructured our marketing organization_ 

Tandem's market is changing, and we saw the opportunity to change our organization in 
order to build on our successes in tllis markct 

For cxample, we have madc significant penetrJtion of major accounts. and many or 
these accoun~ are nationally and internationally distributed. We ha\'c defined better 
ways to support and sell to these accounts throughout their locations. :\s our rustomer.. 
undertake projects to develop important applications on Tandem system!' that are critical 
to their business operations, Tandem increasingly is 33ked to p'Mlicipate in the develop
ment of the project \1;'e ha\'e created a new organization that will pro\'ide prof~ion:tl 

management of such pro;eru. 
These two examples represent the \\-<iys we intend W \e\'erage our ~-;e, and 

increase efficiency in marketing ..... hile maintaining quality. We belif\'(' the opportunities 
are greater than C\-er. and the new organization will increase our ability to win and 

win efficiently. 

Market Strength 
This lear we enhanced our strong lead~hip poSition in on-line transaetion pf'OCt&i,ing. 
networking, distributed data base and integration of applications and resource, in 
antidpation of emerging competition, The foundation for this leadership is Tandem's 

multiprocessor architecture. 

s 



Tandem has an established position in a number of industries where on-line 
transaction processing applications are growing rapidly. This fe'Jr, for example, we 
strengthened our position in retail point-of-sale and in manufacturing control appli
cations. We increased our penctration of telephone companies, a ncw target market 
for Tandem. 

\re added many important new accounb such as Daimler-Benz and Toshiba in manu
facturing; HO'.tre Gowu, HunKer Ramo Information Systems and the Chicago Mel"C'Jntile 
Exchange in finandal sen·iCl'S: Bank of Tokyo, Amro Bank and Standard Chartered Bank 
in banking; and Shell Canada,j.C. Penney and Ross Stores in point-of-sale retailing. 

This past yC"Jr we offered our ctl'tomm a wide range of new products, man) with 
str:l.tegic importance. The \·S Di!'oC SlOrage facility set a ncw standard for performance in 
on-line tramaction proce.~ing applications through a proprietary packaging design. The 
low-priced E>"I~)"~tem extended Tandem's sy~tem famil)" into non-computer room 
emironmenb. V; e announced the first produru under our Infomlation Management 
Technology ("'IT) strJtC&}". 1\IT is a multi-wndor system integration strategy to allow 
ourcuslomers to use their 1andem networks to pro,·ide company-wide infomlation shar
ing between lC>CI"S of a variel)" of incompatible electronic office devices and networks. 

Perhaps most importantJy, the new, high-performance GLARDIAN 90 operating 
system :;oftware girt.'S us tJle foundation for the applications of the 1990s. GlARDIA\ 90. 
which represenb a significant re,·bioo and extension of the original GLARDIAS operating 
s)·stem. was dc\·eloped with a view lO the requiremenb of the next decade. We are proud 
of the <;ignifiC'Jnt performance improH'rnenb our rustomers report from using this ne .... 
opmting s)'~tem ~ftw-art. 

Tandem introduced numt.'rous other products as well, such as enhancements to 
~\\\, our 18\1 Sy~tem '('(Work .\rchitecture interface, support for General 'lotors
'Ianufacturing AulomatJOn Protocol ('lAP) standard. programmer producti\·it) tools, 
wortstation products and oe .... language;. 

Outlook 
fJSCall986 will continue the rapid pace of product introductions. In the first weeks of 
the new fiscal )·ear, Tandem introduced system security tools. three new ergonomic 
terminals. as well as high-end disc and t.ape slorJge subsystems that incorporate the 
latest in disc. tape and \1.SI-trJSCd conlroller technologies. 

We are working 10 make fisca.119S6 a more profitable)"ear as well. Although thc wC"Jk 
demand environment ma)· persist for some months, we are taking actions to position the 
company for stronger pcrfomJance. We have ere'Jted a new organization for leverage, 
effidency and qUality. \1;"e will limit hiring and continue expense control so that an im
prm·ement in the ~ling enrironment will result in better earnings for our stockholders. 

Thomas J. Perltins 
Oaauman of w &ant 

December 16, 198; 

James G. Treyb'g 
Pft<.ldffitand 
Ch~r[\l'CUtM OffICer 

James G. Tr~)'lIIg 
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lUf'IAI~r. lIlTS DISCUSSION AND ANAL YSIS O~ 
:0 nRF TSDFDPE 

Onrview 
Tandem Computers is committed to being a technological leader in 
the expanding market for on-line transaction processing systems and 
networks. The Company believes that its computer architecture 
uniquely satisfies the fundamental requirements for such applications. 
Achieving this technological leadership goal im'olves many factors. 
including strategic market positioning, a commiunent to product 
development and an organizational structure and philosophy mat 
foster employee productivity and creativity. further, Tandem 
believcs it is essential to maintain a strong financial position and 
opemling record wallow the Company to maximize its opportunities 
within this dynamic market. 

Results of Operations 
The following table summarizes the changes in selected operating 
indicators for the years prcscnlcd. The percentages on the left show 
the relationship of the revenue dollar to various income and expense 
items. The percentages on the right mC'JSUre the year-lo-year per-
centage increases or decre'dSCS, 

"of Rt,mllt ... IIItI"tH' ( Dtrrnsc-) 

I'" 19M 19" 198; ' .... 198.\ 

100 100 100 R~frnllt 1- ,- ,. 
j8 10 " Co:;! of m ·tnlM' " " •• 
II 10 , Product cIt\tIopmnu .16 ,. 16 

\larle!IOZ. IImtrl1 ., lO ,- anel admlni$tr.lu,,, " " " 8 10 II OpmUD3i~ (2) , II 

I InlC'ftSl incomt. ne"I " 610 (88) 

9 " II I'ft:IU inromt " 8 

• • , Cum'Q11li1 pro'<lsi(1n '" I- I-

(2) D1SCre\'~1 

6 , \ et Income ududms 
DISCrf\"maJ • 8 , , 8 \rllnromt (20) " 

, 
~:amlngs per share excludIng 

OISCrfH"N1 , ; 

Eammgs per share (2 1 ) r 
Amounts may not loul dut 10 roundJrlJ. 

Rc\'enuc 
The rate of revenue growth has slowed over the past three years as 
the Company has undergone a tr.msition to a major supplier in the 
on-line trJ.nsaction p~ing marketplace. The Company's product 
line has broadcoed and its Olstomer.s' needs have e.xpanded,leading 
to changes in Tandem's market, Further, demand for computers 
in the U.S. weakened significantly during ftSCalI98;, while the 
strength of the U.S. dollar negath'ely affected international re\'coue 
and profits. 

Tandem's revenue gains over the last three years result directly 
from increased shipments of ib hardware and software products to 
new and existing customers and from increases in the number of 
Olstomers using its support and lrJ.ining services. The Company's 
total fCvcnue increased S92 million in fiscal 198; over fiscal 1984. 
Nearly three-quarters of (he incrC'.t.Se C'.une from higher product 
shipmcot levels, while the remainder was due to greater service and 
other revenue. International business, led by Europe, grew more 

rapidly than domestic. despite the adverse effects of the strong L.S, 
dollar. International operations contributed 33~ of total reo.enue in 
fiscal 198;, compared with 31~ in the prior year. 

In fisca1198o.f, fC\'cnue incre-.tSCd SUi million o\"(,'!' flSC'Ji 1983. 
O'er three-quarters of the increase resulted from higher produo 
shipment leo. els, while the remainder was due to greater service and 
other re\·cnue. The growth in international business was consider
ably stronger than in domestic business. The percentage of total 
revenue contribUied from international operations grew to 31% 
from 291loo in fisc-.11 1983. 

Oper".J.ting Income 
Oper.lting income as a percent of revcoue has declined in the p'J.'It 
two years because improved gross profit margins wcre off~t b) 
increJSed product developmcot and marketing, general and admin· 
istrJ.t1l'c expenses. In part, the increase in opt.'f"Jting expcnses as a 
percent of re\Cllue resulted from the Company's anticipation of a 
stronger demand cm'ironmcot than the industry experienced during 
rlSC:l11985. 

The Company increJSed ib product devclopment expenditUre! 
in flSCl1198; in support of a more aggrt'5Sh'e product imroduoion 
schedule. The large number of produo introductiOns in 198; resulted 
in increased marketing COSb to bring the prodUCb to market and to 
tra.in ncw and existing Slles, sen'icc and support personncl. 

Tandem's produo de\'clopmenl effort focuses on meeting the 
needs of computer users who are implementing on-line systenlS at 
single sites and in geogrJphica.lly distributed in{onnatiOn processing 
networks. The Company belie\'es that the opportunities for techno
logical iOl'Kwation in this marketplace are substantial and. therefore, 
has increased ib im"estmcnt in product development each )'C'M since 
its founding. The Company e.xpects to increase expenditures on 
produo development in f15Cl.l1986. 1I0weo.'er, cenain software 
de\'eloprnent expenditures will be C'J.pitaJized in fiscal 1986, rilther 
than expensed as in the past, due to the implemcotation of Financial 
Accounting Standartb Board Statement So. 86 which requires 
capitalization of ecrtlin softw'Jre developmcnt expenses. The effect 
of this accounting change cannot be quantified at this time, howC\'er, 
the Company does expect some positive impact on C'Jmings. 

The Comp'Jny keys its marketing SlrJtegy on selling to users who 
are implementing major on-line transaction processing applications. 
!)f()\'iding a high le\"cI of service and support is esscntialto meeting 
the needs of this CUStomer base. To maximize its Jong-tenn oppor
tunities in this marketplace. Tandem has built a direct selling and sup
port organi1.ation in industria.! markets throughout the world. The 
Company's dirert selling efforts are complemented br rebtionships 
established with third-pany application soft\\"lI'C del-elopers, 
equipment rcmarketers and distributors. 

Marketing, generJ.l and administrati\·c expense! have increased 
as a percent of fC\'CJ1Ue since fl5Cl.l1983 as the Company has con
tinued to build ib marketing organization to meet future needs. In 
addition to factors noted above, these expenses il1Cre'JSed during 
fisca.l 1985 due to further development of Tandem third·party 
marketing relationships. 

In response to the changing needs of the marketplace, the 
Company slowed the growth in employment during 1985 and has 
recently re;tructurcd the marketing organization with the goal of 



--------------------------------------------------------------. 
improving efficiency and countering the industry trend toward lower 
operJting margins. In addition, cost 5a\'ings nle'JSurcs were imple
mented during Lhe )'C'Jt 10 reduce total payroll, tfl'l\'cl and entertain
ment and energy COSIS. The Company expects to reduce the 
employment growth rate further during fiscal 1986. 

Cost of revenue as a percent of revenue continued to decline in 
ftSCllI98;. The Company attributes the improvement primarily to 
the success of its programs to incrt."JSe effidency in manufactUring 
OperAtiOns. Given a reasonable level of demand, the Company 
expects lO maintlin a strong gross profit margin in fiscal 1986. 

Nel lncome and Eanlings Per Share 
The rJle of change in net income has differed from that of operating 
income over the pasllhrce years bcc'JUSC of changes in the Company's 
nct interest income and effective lax r.ttc. This year, nct interest 
income was more than $1 million higher limn in fiscal 1984 and 
more than S5 million higher than in fiSC'Ji I983. The cffect of lower 
prcY'Ji iing interest I"Jtcs in fiscal 1985 was offsct by continuing 
declines in interest expcnsc and by higher levels of shon,tenn 
il1\'cstments throughout the YC'Jr than in the previous two years, 

~ct interest income in fiSCl1198·j was substantially higher than 
that of fisca.t 1983 bcc!use the Company maintained much higher 
levels of intcresH'arning shorHcml invcsunents. 

Net incomc comJYJrisions for the three years arc distorted by a 
one-time tax benefit recorded in fiscal 1984, In that rear, there was a 
reversal of taxcs that had been accrued on earnings of the Company's 
Domcstic Intcrnational Sales Corpomtion (DISC), The effective tax 
mte in fiscal 1984 was 24 percent. reflecting a SIO million DISC 
benefit. In comparison, the effective tax I"Jte was 39 percent in both 
foscal198; and 1983-

Eamings per share in rascaJ 1985 were 5.82, comJYJred with 
C'JITlings per share in 19B-i ofS,80 (net of the S,24 benefit from the 
DISC I3x re\'maJ) and S,76 in 1983. 

For lbe f'it't Years Hllded Stpll!mber )0, 1985 

(In thous:mds except per ~hur amounl~) 

Re\enue 

Cost of re\enue 

Product dC"elopment 

\Iarketing. generJ.! and :ldmmJStrati\'c 

Operating Income 

Interest income, net 

Pro\'ision ror income uxes 

OJrrem period 

Benefit or DISC w m 'ersaI 

Net tncome 

Earnings Per Share 

Totti as.se1S 

long tcon debt :lnd Clpiulu.ed IClSe obligation<i 

Stockhol(\m' inn'Stmenl 

Financial Condition 
Tandem's finanCial condition continued to be strong and improved 
throughoutl'iscal 1985, For thc third consecutive year, the cash and 
cash ill\'esunems balance grew, Cash reached an all-time high, rising 
to SI29 million at September 30. 1985, from SI07 million at the end 
of fisc-.u 19S·l. Key factors contributing to record cash le\'els were 
income from opcmtions, impr'O\"ed :L'iSC1 management and employl'C 
purchases of stock. ComJYJred to the prior year, in\'entorie; declined 
by more than SI3 million despite an eXp'Jnded product line and a 
15% increase in product shipments. Factors contributing to the decline 
in inventories werc stronger than cxpected demand in the final fiSClI 
quaner of the YC'Jr, improved management of the manufactUring 
process, improved planning of materials purchasing and reductions 
in component costs. 

An importllll pan of Tandem 's COrpol"JIC philosophy is to provide 
all employees with the opponunity 10 parlidpate in the Company's 
ownership through employee stock purchase and option progmms. 
As a result of employee partidpalion in IhC!Sc progmms, the Comp:lIlY 
received 510 million in I'iscal 1985 and 517 million in fiscal 1984. 

The ComJY.IIlY·s financial stl"Jtcgy also includes maintaining a 
sound ratio of current assets to current liabilities and a conservalive 
capital structure. At the end of fiscal 1985, the current muo was 
4.4:1, long teml debt and capi13lized IC'JSC obligations were 2.9l'b of 
total capital. unused lines of credit totaled SiO million and the equilY 
base was S420 million. 'PJndcm belie\'e; this straleg)' provides the 
maximum near-tenn and long·term nexibility to utilize a fulll"Jnge of 
l'inancing altemali\'ei to fund the Company's future business needs. 

Effect of Inflation 
Please see JYJge 27 of this rcpon for a discussion of the effect of 
changing prices on the Compan)"s operations. 

TA.. ... OE..\I COMPlTIRS ISCORPORATIO A~'D SLf8SIOIARJES 

1985 1984 1983 1982 198\ 

S6N, 138 SS32,620 $418,282 $311, 143 $208.397 

2'10,1-18 lIS,692 I- S,(H6 110,390 8·1.868 

"'15-- 51.5 11 39.168 33,642 17,833 

l62.33Z 21j,313 153,69"1 117,103 65.305 

50.081 51.101 19:-1 .. 0.-08 oiO,391 

6,269 5,183 7;0 6.D33 10::-0" 

(' 1.9"6) !Z3,0"6) (19,696) (16,88;) (2'I,;W) 

9,700 

5 3 ... j"loi I 12.908 5 30.805 S 29,856 I '6,1'9 

I 8' I 1.04 S "6 5 ,"6 I ," 
$552,3" I 550 1,8-3 $115,525 Sm,366 5255.97 1 

$ Il ,4 12 S 17,155 5 23,957 S ll ,102 S 2,054 

$420,108 5375. 122 5310,993 SZ::;0,988 5204,810 
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;OME 
FQr tbe Tbret Years Ended S#plember 30, 1985 

(In thou~nds except per sh:lI'e amounts) 

Re\'erlUe 

Product re\'enue 

$m'ire and other T"e\lenue 

Total re\'enue 

Costs and Expenses 

Cost of rt\'enue 

Product de"e!opment 

M:uketing, general and administrative 

Thtal costs and expenses 

Operating Income 

I merest expense 

Interest income 

Income Before Income Taxes 

Provision For Income Taxes 

Current period 

Bcnefil of DISC tax re,'ersaj 

Total provision for income l2Xes 

Nd [nrome 

Earnings Per Share 

\\;Icighlcd a,'erage shares outstanding 

Beause of !he Comp1lly's method of operaoon. II is nol pncbCaI or mtarungfuilO rtpOrt the cost of sen'lCt and 
othtr m"enue as a ~ bot lIem. 

1M accomlWl)in8 noces are :lIl integr.ll part of this Sutemtnl 

o 
. 

TA.\'OEM CO~lPUTF.RS INCORPORATED Al\1) srBSIDIARIES 

198; 1984 1983 

$; 15.109 $4-.18,6 11 $360.133 

109,029 84.009 ;8.149 

624. 138 532,620 '118.282 

240,148 21 ;,692 17 ;,646 

71,5-7 52,5 14 39.168 

262,332 213,J13 153.69" 

;74.05- <181';19 368.511 

50,081 51.101 49,7"'1 

(2.40-) (2.642) (2.806) 

8,676 7,825 3536 

56.350 56.2&1 50501 

(21.9'6) (2).0- 6) ( 19,696) 

9.':'00 

(2:1.976) (ll,r6) ( 19.696) 

$ lfY4 S 42.908 S 30.805 

$ . 82 S I. ... I - 6 

41,765 41399 40.-~ 
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HEET 
As oj September 30, 1985 and /984 

(tn thousands except share amounts) 

Assets 

Current Assets 

cash and cash in\'(!stments 

Accounts recch'able, net of allowances of 53,479 in 1985 and $1,708 in 1984 

Inventories 

Prepaid expenses and other 

Prepaid income I3.xes 

Total current assets 

Property, Plant and Equipment, al cost 

Land and Building 

Machinery and eqUipment 

Computer equipment and spares 

l.e:isehold improvcmcTlls 

Construction in process 

Accumul:lted depreciation and amortization 

Net propeny, planl and eqUipment 

Other Assets 

Total Assets 

liabililies and Stockholders' Im'eSlmenl 

Current Liabilities 

QUTen! portion of long tenn debt and C3pitalized lease obligations 

ACCOUnis payable 

Accrued liabilities 

Wages, p:lyroll ttxes and employee benefits 

Income we; 

Oilier accrued liabilitie; 

Tou! curTCnlliabililie; 

Capitalized Leas~ Obligations 

Long Term Debt 

Deferred Income Taxes 

Stockholders' ln\'estment 

Common stock s.o25 par \'2lue, authorized 60,000,000 share;, 
oulStmding 41.386.572 in 1985 and 40,616,638 in 1984 

Additional paid-in capittl 

Retained earnings 

Total stockholders' iO\'e;tmem 

Total Liabilities and Stockholders' ln\'estment 

The aa:ompan)lIIg notes are an integral !W1 of this baboce sheet. 

TANDEM CO~tPIJI'ERS INCORPORATED M'D SUBSIDIARIES 

1985 1984 

$128,676 $106,862 

163,378 146,342 

78,962 92,375 

10,746 6,998 

3.655 

385,417 352,577 

25,398 8,782 

55,669 46,642 

119.982 85,002 

32.363 31,320 

7,932 20,009 

24 1.344 191.755 

(80,746) (50,253) 

160,598 141,502 

6,329 7,794 

5552 ,344 5501 ,873 

5 7,049 $ 15,025 

33,3i7 36,350 

28,196 22,527 

4,440 

18,184 10,832 

86,806 89,174 

7,969 11 ,744 

4,443 5,411 

32,718 20,422 

1,035 1,015 

238,998 228,106 

180,375 146,001 

420,408 375,122 

5552,344 $501 ,873 



TM,'OEM CO~U'UTERS INCORPORATED AND SUBSIDIAKIFS 

For 100 Tbree tetlrS lillded Siptember 30, 1985 

Additional 
Common Swelt P.,lid-In Retained 

(In thousands) Shares Amou11l capitt! Earnings Toul 

Balance September 30. 1982 37.635 S 9<1 SI --.-59 S -2.288 S2;0.988 

Sale or common stock 
under stock option plans \,634 '1 19,0)4 19.09; 

Sale of common stock 
under stock purchase plan !54 ;'929 5.936 

Tax benefit from ernplo)'ee 
trJnsactions in common stock • .169 1.169 

Net income 
30.80; 30.80'; 

Balance September 30. 1983 39,553 989 206.911 103.093 310.993 

Sale of common stock 
under stock option plans 779 19 9.983 10.002 

Sale of common stock 
under stock purchase plan 285 7 6.982 6.989 

lax benclit from employee 
transactions in common stock 

4.230 ".230 

Set income 
U .908 .. 2.908 

Balana September 30.1984 40.61- 1,015 228.106 1 .. 6.()()1 run 

Sale of common stock 
under )Iock option plans p ). I' 3.8-3 3.883 

Sale of common stock 
under stock purcluse plan '18 I' 6,184 6.19-1 

Tax bencfll from emplo)'ee 
transactions in common stock 835 83; 

Net income 
3-i,3 .... ..i-U-" 

Balance September 30. 1985 41.387 51.03; 5238.998 5180.3"'5 S-120.-108 

The accompan)'lRg notes are an integral part ormis statemtrll 
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ON 
For lbe Three Years Elided SIp/ember 30, 1985 

(In thousands) 

Funds (Cash and cash in\'estnlcnts) :11 beginning of period 

Pn)\'ided from (Used in) Operalions 

Sources: 
Nel income 

Depreciation and amortization 

I>cferred income taxes 

l\CI book \':llue of propeny, plant and equipmcm sold or retired 

Total source; 

Lscs: 
Increase in accounts recch'llhlc 

Incre2Se (decrease) in inwmories 

~t1 change in prepaid ex~ and non-debt rurrenlli2bitities 

Inn5lmefll in propert)'. plan! and equipment 

Incre'.ase (decrease) in olher assets, nee 

Total USC!'l 

\et pro\'ided from (used in) oper.lIions 

Pro\'ided [rom (Repa}ment of) External Financings 

locrt:lSoe ( decrease ) in capitalized leases, IlC! 

Incre.lSe (decrease) in long tenn debt, net 

S:l.le of common stock under employee stock option and stock purchase plans 

Tax benefit from emplo)'ee Ir.lI1s:actions in common stock 

Total pro\-ided from (rtp;tyment 00 external fin:lIlcin&'i 

Funds (Cash and ruh inrestments):n end of period 

Tht ICCUIllpm)'rng noteS:art an InttgnJ p:u1 of this sbteml'l1 t 

TA.,"OEM CO\lPUTERS INCORPORATI:n AND SUBSIDIARIES 

1985 

$106,862 

34.J74 

J5.616 

12,296 

13.810 

96.096 

17,036 

(13.413) 

1,795 

6",568 

(511) 

72,475 

23,62 1 

(J.552) 

(9.167) 

10,077 

8J5 

(1 .807) 

SI28 ,6~6 

1984 

S 93,501 

42.908 

22,74 1 

(3.544) 

6.614 

68."9 

26,784 

6,455 

(25.652) 

71,519 

2,361 

81,467 

(12.748) 

(3.442) 

8.JJO 

16.991 

4.2JO 

26,109 

5106,862 

1983 

$24,816 

30,805 

18,836 

5.903 

14,408 

69.952 

20,748 

(15.415) 

(13359) 

42.222 

401 

34.597 

35.355 

6.33 1 

(2.201) 

25,031 

4.169 

33')30 

S93.501 
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1. Summary of Significant Accounting PoUcies 

ConsoUdation 
The consolidated finandal statements include the accounts of 
Tandem CompUiers Incorporated and its wholly·owned subsidiaries 
after elimination of imcroomp'.my accounts and transactions. 

Revenue Recognition 
The Company generally recognizes revenue from equipment sales 
at the time of shipment Service and other revenue are recognized 
ratably over the contractual period or as the services are provided. 

Translation of Non-U.s. Currency Amounts 
Assets and liabilities of the Company's subsidiaries which are 
denominated in the local currency of the subsidiary are translated 
into U.S. dollars (the functional currency) at year·end exchange 
rates, except for inventories and property, plant and equipment, 
which are translated al approximate rates prevailing when the assets 
were acquired. Income and expense items are translated al average 
rates of exchange prevailing during the year, except that COSI of 
goods sold and depreciation are translated at historiCll rates. 
Exchange gains and losses, which are nOI material for each of the 
periods presented, are included in earnings rurrentJy. 

Inventories 
Inventories are stated al the lower of cost (first-in, first-out ) or 
market and indude materials, labor and manufacwring overhead 
The components of inventories as of Seplember 30 were: 

( ........ ) "" J98; 

Purcbascd pans:and sub:wnnbl~ S41.4.J4 H5,lS9 

'I'ort·iq·procm IIr6 IHOO 

Finished goods 16J51 j1.716 

"'" n.96l S91J7~ 

Income Taxes 
The Company accounts for investment and research and develop· 
ment tax credits as a reduction of the provision for income taxes in 
the year in which the related credits are generated. 

Property, Plant and Equipment 
Systems spares (n5,420,000 in 1985 and S25,863,000 in 1984) are 
depreciated over a five-year period using an accelerated depreciation 
method. All other property, plant and equipment are depreciated 
using the straight·line method The estimated useful lives are: 

Bulldlllp; 

Mx'hinery :and tquiplllmt 

Computertquipmmt and spam 

le:IsdIold improvttBtllt! 

Earnings Per Share 

lO,= 
S·IOJnrli 

s· 'JtD'S 

""' ... 
Earnings per common share have been computed b3sed upon the 
weighted a\'crage number of common and common eqUivalent 
shares outstanding. Common cquiV:i.lent shares result from the 
assumed exercise of stock options outstanding that have a dilutive 
effect when applying the treasury ~lock method FuUy diluted 
earnings per share are substantially the same as reported earnings 
per share. 

Reclassifications 
Prior period amounts associated with cost of service and other 
revenue have been reclassified in order to conform to the rurrent 
period presentation. 

2. Income Taxes 

The provision for income taxes included the following deferred 
(prepaid) ilCmS, 

( .. dootiIJIob) '90S "'. 
ftdtr:al· '''' 
"'~, S 1.950 S l3.88l S ' .ro 
Dtfmtd (Prrpald) -1.610 (lO.S5O) lorl 

-.'" jJjl 11.9-+ I 

SUt~ 

"'~, J.SH • .800 I.Bl 

Utfemd (Prtpaid) '" (297) ". 
j.!HS 450) '.066 

'om", 
'"~, u.oo; 6.19':' ... 6lt 

""""" 1-"') (I.m) (6S6) 1.06S 

10.4'1' 1 'i.H I , .... 
1\)111 Pro\ision $21.9- 6 S13y6 SI9.696 

Sources of deferred (prepaid) taxes were as follows: 

I ......... ) "" 
,,.. 

"" Insullmtnt ~ mttbod 
fOf mcomt W rrponi .. S9.- 52 S (I.9S01 • .~-l 
OISCi~ (6.117) (6.084) j,181 

Accdmtcd deprmallon l.S86 2.950 l6l11 

Expmse!l ~ fOf 
filUociaI wttmmU. but not 

for inromt tax ~ng 12.6j2) (4.9H) ." 
Eff«t of in~pmr profit dlmilUlJ(IRS (oo) !l.P8) (U4j) 

""'" -" UH 
1\)111 [)d~ (Prqr.lId) SJ.~99 1(11.503) 1121-j 

The provision for income taxes differs from the amount obtained by 
applying the federal statutory income tax rate to income before taxes 
as follows: 

"" 
,,.. 

'''' rfdenl5Ututory III !'lit ." .. ~ .. ~ 
SUite WI'S, nH of ftdtrallllCOtDl! w benefit • • • 
In\'tSlIntntlU ~b (l) III (., 
Research md de\-dopmmt w cmblS (O) m n 
Tn: rnmpt DISC and rsc Incomt (4) 0' 
""'" • , 

" .. " Bmefil 01 DISC w: rtVrnaI ( 1" ) 

Eff«u\·rTu. bit ,,. H~ , .. 
The 1984 benefit of Domestic International Sales Corporation (DISC) 
tax re,ersaJ represents the benefit of deferred taxes previously 
proVided on DISC earnings accumulated prior to the enactment of 
the Tax Reduction Act of 1984. 

The Company established a Foreign Sales CorporAtion (FSC) 
effe<tive January I, 1985. 

.. 



3. Lease and Other Commitments 

The Company leases ilS headquancrs, field offices, certain equipment, 
automobiles and mosl of its operating fadlities under operating lease 
agreements. The Company also has capitalized leases for certain 
equipment Future minimum lease payments as of September 30, 1985 
art as follows: 

( .. ~, 
fiscal rear 

"" "'-... 
.m .,.. 
"""'ftn 
Toul mlrumum letiI' ~)'InmlS 

Ltssamount I'l'JIrtSttlt!l18lntemt (~"- I~ 'IIo) 

Prestnl l'2lue of minimum lent p~ymenl$ 

""" Opm.tll18 

s 29.900 
2U67 

21.280 

19.89~ 

18.988 
~9.~19 

51911.Z81 

Capiul 
S SJ., 

5.lo-t 
3.~jO 

'" 
" 

14.423 

2.648 

SI1.17S 

The cost of assets held under capilalized leases totaled S20,504,000 
and 121,605,000 at September 30, 1985 and 1984, respectivdy, and 
are included in the machinery and equipment and computer equip
ment and spares classifications in the accompanying Balance Sheet 
The acrumuJaled depreciation associated with these assets totaled 
111,928,000 and 8,686,000 at September 30, 1985 and 1984, 
n:spectively. 

Rent expenses were 138,213,000 in 1985, 136.726,000 in 1984 
and 130,458,000 in 1983. 

4. Long Tenn Debt 

Long tenn debt as of September 30 collSists of the following: 

( ........ 1 "" .,.. 
69'110 and 8.2'" promISSOry OOtei papblt to I bank. 

in Japznese )m. dut January t986 and \lltth 198- n.n S 2Jr 

Con\f'ftlblt subordinattd dtbmlUrt. plpble 10 an oflkcr 
or lilt Company, btaril18 in~ at 9 5'and dut 

Stplmlbtr 1989 1.667 

InduSltbI m 'mut bond. btarins Intemt It IZIIIo . 
dutJuly 1991 ' .000 • 000 

!nduSIlu.1 mmut bond, btarin81ntemt Illl4-.. 
dutJuly 1992 and rollJleraJtml by muln tqulpttll'flt .. 000 •. 000 

Constrvct.ion finananl II,lSO 

""'" 1 .• 46 Ir6 
7,686 tUB 

Ia OIJTtftt portion 3JH 11 .• 42 

"'" "'" "'" U,143 , U ll 

The 51,667,;00 con\·ertible subordinated debenrure is colI\·ertible 
into 100,000 shares of Common Stock at a price ofSI6.675. The 
debenture becomes con\·ertible as to 25,000 shares each year begin
ning in September 1986 and is subject to conversion acceleration in 
the event of certain occurrences. 

Interest costs ofS594,OOO, SI.606,OOO and 5644,000 relating to 
ronsuuaion projects were capitalized during fiscal 1985, 1984 and 
1983, respectively. 

The Company has entered into unsecured credit agreements 
totaling 570,000,000 with several banks for working capital pur
poses. The agreements prO\'ide for revolving borrowings through 
December 198;, at which time outstanding amounts may be con
verted to tenn 10'.1115 to be amortized through 1988. Domestic bor· 

rowings reJr interest at or below the banks' prime rates through 
December 1985 and approximately 1/4% abo\'e these r:ues through 
1988. The Company is required to pay a commitment fee of 5/16% 
per annum. There are no compensating balances required under any 
of these amngements. 

Certain finandal covenants and restrictions are included in the 
In-,In agreements. The Company was in rompliance with all such 
covenants and restrictions at September 30, 1985. 

The Comp-Jny has guaranteed p'Jyment of loans made to officers 
totalling 1837,000 at September 30, 1985 under a 12,000,000 bank 
tine of credit In addition, the Company has a SI ,667,;OO nOle 
receivable from an officer included in Other Assets which matures in 
September 1989 and rem interest at an annual rate of 10%. 

5. Capital Stock 

The Company's authori7.ed capilaJ stock consists of 2,400,000 shares 
of preferred stock, 4,000,000 shares of Junior Common Stock and 
56,000,000 shares of Common Stock. At september 30, 1985, 
13,794.393 shares of Common Stock were reserved for future 
issuance under stock option plans, the employee stock purchase plan 
and a convertible subordinated debenture. There were no shares of 
preferred stock or Junior Common Stock outstanding al September 
30, 1985. 

Preferred Stock Rights 
During 1985, the Company declared a dividend of one preferred 
share purchase right for each then outstanding share of Common 
Stock. In addition, one right will be issued with each share of 
Common Stock issued by the Company before the date the rights 
become exercisable, are redeemed by the Company or expire on May 
17, 1990. The rights will not be exercisable, or transfer.lble apart 
from the Common Stock, uotillO days after another person or group 
of persons acquires 20% of the Common Stock or commences, or 
announces its intention to commence, a tender or exchange offer for 
30% of the Common Stock. Each right entitles its holder to buy one 
one-hundredth of a sh:tre of a newly created series of preferred stock 
of the Company, par value S.JO per share, designated as Series A 
Partidpating Preferred Stock, at an exercise price of S80.00. In 
certain drcumstances, the right will entitle its holder to purchase a 
larger amount of preferred stock or stock in an acquiring company . 

Stock Option Plans 
The Company has employee stock option plans under which 
pennanent employees may be granted options to purchase shares of 
Common Stock at 100% of fair market value at the time of the grant 
Options generally become exercisable six months after the effective 
date and expire no later than seven years after the effecth'e date. At 
the discretion of the Board of Directors, options granted under the 
stock option plans may qualify for Incentive Stock Option treaunent 
under the Economic Recovery Tax Act of 1981. 

As of September 30, 1985 options for 6,438,989 shares were 
outstanding at prices ranging from S3.96to S34.88, with an average 
price ofS21.56. Options for 5,831,459 shares were exercisable as of 
September 30, 1985. Options for 5.709.069 shares are available for 
future grJnt Options were exercised at prices ranging from S3.96 to 
$26.88 in 1985,13.92 to $26.88 in 1984, and $.58 to $26.88 in 1983. 
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Employee Stock Purchase Plan 
As of September 30,1985 the Company has "",,,cd 1,051,935 
shar~ of Common Stock for furure issuance under its employee 
stock purchase plan. Under the plan, the Company may offer shares 
to employees by two methods. Under one method, eligible employees 
may elect to purchase shares of Common Stock at 85% of fair 
market value as of the last trading day before or the last trading day 
of the participation period. Under the second method, the Company 
may grant to all employees the option to purchase the same number 
of shares of Common Stock at not less than 85% of fair market value 
at the gram dale. As of September 30, 1985 options to purchase 
22,400 common shares at $29.00 and 472,000 common shares at 
S15.73 were outstanding under the second method Such options are 
exercisable through January 20, 1986 and through February 28, 
1987, respectively. 

6. Geographic Segment Infonnation 

The following table sets forth infonnation about the Company's 
operations in different geographic regions for the three YC'drs ended 
September 30, 1985. 

~l'lIphIcA,,", 

lniled 
(bllrou5mlh) Stales '""'" 0,1>" ElimilUlIOTIS ComoIidiled 

"" Rt"enue-Cu5!omer U 1".46(l SI36.30" 1 70,371 , S6H.!}8 

Revenue·lnlercompan)· 11I.-~2 ( 111 .742 ) 

Rtvelllll'·Tot31 52'1.102 136,307 "0371 (111.~~2) 6H.I}8 

I'ftlu IIKOIlle }4,586 15.496 6555 (287) 56.3$0 

ldenlirlable~ 436.8JS 101.836 .7,386 <H.713) SS2J'~ 

",. 
ReVl'nue-Cu5lO)fIler UH.873 110'1.561 S 511.185 , $511.610 

Rtv~lIt· lnlerrompany 90.8$0 (90.11;0) 

Revt'nue·T0I31 HS:H 11)9.562 58.185 (90.II~) m,620 

l'rMu IIICOITIe "6.97- 10.IH! 5.261 (6.796) 56.1114 

Idenlm~bIe AHts -tl1.9-4 -9"4~ 31.732 01.580) S01.873 

198j 

Rev~II!'·Cusulm~r Sl9-.-n 1 91.100 I Z9.460 , 54 18.282 

1te'l'TlII!'·lnll'fWfllp;lll ,· 68.001 (68.00 1) 

Re'·enu~·ToI3! 36S.7B 91.100 19,t6(l (68.00 1 ) 4111.2111 

Pmu'~ 49.0II0l II .S46 ( L.W) ('1,001) 500501 

Idenlir.~bIe Assas 3.16.1'13 "3.923 26.058 (20.64'1) 41 S.SlS 

Intercompany tmnsfers are made al ann's length prices, which 
include manufacturing profits attributable to United States operations. 
Identifiable assets are those assets of the Company that are identified 
with the opel"Jtions of the corresponding geographic area. United 
States rustomer revenue includes expon saI~ of $7,053,000 in 1985, 
S5,989,000 ;n 1984 and $6,400,000 ;n 1983. 

7. Commitments and Contingencies 

The Company, along ytith three present or fonner principal officers, 
was named as a defendant in a class action complaint filed in the 
United States District Court for the Nonhem District of Califomia on 
Octol:M!r 23, 1984 purporting to state daims for alleged violations of 
federal securities laws and pendent state claims arising out of the 
Company's Detember 1982 restatement of revenue and earnings for 
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fiscal 1982. The court dismissed the complaint as to the indh'iduai 
defendants in March 1985 with leave to amend. Subsequently, the 
court granled the defendant's motion for summary judgment and 
dismissed the suil in September 1985. The plaintiff filed a notice of 
appeal in October 1985. No provision has been made in the accom· 
panying financial statements for possible liability because, in the 
opinion of management, it is unlikely that the ultimate disposition of 
the suit would have a material effect on the Company's financial 
position. 

In addition, there are various actions or claims which have been 
brought or asserted against the Company. Management does not 
consider them 10 be material to the Company's finanCial position. 

8. Unaudited Quarterly Financial Data 

( In Ihovs:Incb tl<q1I ptr Wrt _ .... ) 

Qu,1ners Ended ""''' IImh j l June jO ,.,.." 
r('arended Stplnnber 30.1985 
ac.'UlUI' HS'1.6S.J 5u6.~8') $WU6S U -1831 

COSts and bpenses 

Cost of ~"enlW 62.011 ,- -u ,6.116 6U98 

Product de''I'lopmenl IS .I P 1- .0-5 18.01' !1J~8 

1I1MIng. ~ 3nd 
admlnlslnlh'e S'1.9% 61.998 69 .. 182 -OAS6 

10taI t05IS and ~ L37,1 .. ~ 136.~86 li3 .6lS • 56.S02 

Opmllins 'IK'Omr H.5!l9 9_"03 '" I" JZ9 

IOIC1l'$l. 11lroI'M'. net ..... U"} 1.198 I .S IO 

IfI('()me lId'ort: IlI('(Ime Tua ! ... OW 11 .1"6 1,8" 11.8}9 

Pro,"ision for llItOCHTucs (LoJ69J ("'35) 'SO I~ ~!!I 

Nd Inrome I 1·1.028 , 6.IIH , !.j88 ~ I I I I" 

t.rninp ~ ShalT ,. 
" " .,-

l'tar ended SePkmbeT 30. 1984 
ac.l'D1I1' m6J69 ~1l1 .H' S141.9lS ILB.09O 
CosI$IlIId Expenses 

Cost o( ~\'enlW SIJ60 -4;.1116 56.S65 S9,94} 

Product deVtlopmtnl 10.1H9 1!.8B 13.SI~ 15.l98 

lIaMins. ~llnd 
3dminlStnuvt ~ - .l81 ~8.5H l~.s06 s~.!n 

Total COSIS and ~ 109.491 109)50 n - .il} 13S.lli 

Opn'allns IIK'OIDt' 16.11"8 , .... L4J41 I-.II"S 

Inl!'ft:ll inrocne. net L,076 1.142 1.2H 1.~22 

II'Il'OOlt' adore 1_ Tua 1".9H 5.ld IH8S 1'.197 

ProI'ls lon (or IllCOmcTua 

Current perIOd ( 7.900) ( 1.1-4) (6J35) 1".66-) 

Benelil of DISC 131' m'maI 9.-00 

Total provMln For IIlt'l)fI'If IUa ( ~.900) ( II"-tl (6JjS) 1.033 

Nd Inromt: $ 10.OH , 1 .9~~ , 9,l5O S 21630 

t.minss Ptr Share " OS ." , 
" 



9. Information on the Effects of Inflation (Unaudited) 

The Company has provided an adjusted summary of operations lind 
selected financial data in accordance with the Financial Accounting 
Standards Board Statement No. 33, as amended. concerning 
-Financial Reporting and Changing Prices." This disclosure fe(juirc
ment is experimental and involves considerably more judgment than 
trJditional financial statements and, therefore, should be reviewed 
with caution. 

Innation-adjusted infoonation was completed using the -current 
rose method which requires the Company to adjust asset values 
based on Specific indices and apprJisals. 

The method does not allow for innation adjustments to opcr:uing 
expenses, revenue or net interest income, nor an adjustmenllo the 
w provision, despite the decreJSC in pretax income which results 
from the innation adjustments. Only the cost of revenue and depreci· 
ation expense rclated to the assets, which are restated for innation 
effects, are adjusted. 

Depreciation is computed on a str'Jight-line IrdSis, rJther than 
the accelerated basis thaI is used for some assets in the Company's 
historical financial statements, because the accelerated method 
already recognizes some of the effects of innation. 

Net income for fiscal 1985 was lower under the current cost 
method because of higher depreciation and anlortization expense 
resulting from higher asset values. Companies that hold monetary 
assets during a period of innation lose purchasing power. Tandem 
held net monetary assets during the period, and their purchasing 
power declined. 

rA. ~ME 

For tbe rear E"ded ~plcmber 30, 1985 
In A" ~I';I r;t' ]985 DoI~1"5 

( In ttIous:ands u cq» per w~ llIIOIInlS) -""- lHslori(' Cost Currtnt Cost 

Cost of 1t.'ftI~. ududin& 
d/ol'f"datlon l nd lmonll:niOll 

Otlwr rosu lnd u~ ududln& 
dq>ttdaooo and amort.lz:acion 

Dq!rrd:ItJon and amortizatlon 

IntertSt (iIIfotM). lid 

Provlsioo (or lnC'ome laxes 

IIlCrnSt In .'aIw of 1n.'m tO!iH. 
proptrIy. pbnt and ~ipmmt 
hdd durtns eM ~r 

\lnsurtd in r;t'1Itt.I] prices 

• ... ttiUrN In 5pKiflc priml 

~oIl_jn~ 

pm ~ (toItIWIL doIIan J 

S62".lJ8 

n S.S50 

31'1.89 1 

n.M6 

(6.l~) 

11.916 

S 34J74 

~~In~~~~ ______________ __ 

S6H. B I 

12S.550 

311.119 1 

1M3. 

(6.l~) 

21.976 

S jl,456 

S 8.428 

8J67 

. " 
At September 30, 1985, current cost of inventory was 579,133,000 
and current cost of property, plant and equipment, net of 
accumulated depreciation, was SI8O, 193,000. 
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To Tandem Computers Incorpomted: 

'«'e have examined the consolidated balance sheet ofTandem 
Computers Incorporated (a Delaware corporation) and subsidiaries 
as of September 30, 198; and 1984 and the related consolidated 
statements of income, stockholders' inrestment and changes in 
finandal position for each of the three yem in the period ended 
September 30, 198;, Our examinations were made in accordance 
with generally accepted auditing standards and, accordingly, included 
such tests of the accounting records and such other auditing proce
dures as we considered necessary in the circumstances. 

In our opinion, the f'inancial statenlents referred to above present 
fairly the financial position of Tandem Computers Incorporated and 
subsidiaries as of Septembcr 30, 1985 and 1984, and the results of 
their opcmtions and the changes in their finandaJ position for each 
of the three yC'Jrs in the period ended September 30, 198;, in 
confomlity with genemlly aL'Ccpted accounting principles applied 
on a consistclII basis. 

San Jose, California. 
No\'embcr I, 198;. 
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Anhu( Andersen & Co, 

PRICE 

~endM Qwlrtt'f Price nigh Low 

1985 3rd Qu:utt'f 18 5 8 13 I 8 

Znd Qu:uter U~ 8 IHI 

1st Quarter 28 58 I~ 5 8 

1984 ith Quarter 20 I 8 I~ j ot 

3rd Quarter !~ 30t " 2nd Quarter JO SS IH ot 

lsI Quarter 40 1' <10 jO 

1933 4th Quarter 391 1 jO 

3rd Quarter 36 12 16 

1nd Quarter " 15 I I 

hI Quarter 30 I ! I n 8 

Tandcm Computers Incorpomted is traded via the NASDAQ National 
Market System under the trading symbol TND~1. All quotations shown 
represcnt the high and low sale prices, No cash dividcnds have been 
declared on the Common Stock, 
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~TANDEM 
~ COMPUTERS 

January 2. 1986 

Dear Stockholder: 

You arc cordially Invited to attend the Annual Meeting of Stockholders which will be held on 
Monday, February 3, 1986 at 10:00 A.M. al the offices of the Company at 19333 Valleo Parl-way. 
Cupcnino. California. 

The formal notice of Ihe Annual Meeting and Ihe Proxy Sltllcmcnt have been made a part of this 
invit3Uon. 

Arter reading the Proxy Statement. please mark. sign and return. at an early date, the enclosed proxy 
in the prepaid envelope addressed to the Bank of America. our agent. 10 assure that your shares will be 
represented. YOUR SHARES CANNOT BE VOTED UNLESS YOU SIGN AND RETURN THE 
E CLOSED PROXY OR ATIEND THE ANNUAL MEETING IN PERSON. 

A copy of Ihe Company's Annual Repon 10 Slod-hoiders is also enclosed. 

The Board of DLrectors and Management look forward to seeing you at the meeting. 

Smcerely yours. 

Thomas J, Perlms 
Chamnan of /he Boord 

James G. Treybig 
President alld ChIef £xeculI\'t! Officer 

TANDEM COMPUTERS INCORPORATED 

19333 Valleo Parkway • Cupertino, CA 95014 • (4081725·8000 
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TA OEM COM PUTE RS INCO RPORATED 

olice of Anllual Meeting of S tock holders 
to be Held Fcbnmr) 3. 1986 

The Annual Meeung orStod-holders of Tandem Computers Incorporated ( the "Company") will be 
held a l the offices of the Company 31 19333 Valko Pad, way. Cupertino. Californ ia , on February 3. 1986 al 

10:00 A.M. for the follo ..... mg purpo.scs: 

I. To ciccI three Class III D irectors 10 hold olliec until 1989. 

2. To consider and vote upon a proposa l to amend the Company's Restated Certificate of 
Incorporation 10 Increase the au thorized number of shares of common '>Iock from 60,000.000 to 
200,000,000 share~. 

3. To consIder and vote upon a proposal 10 amend the Tandem Compu ters Incorporated 
Employee Siock Purchase PI ;)" 10 increase the number of shares of Common 510ck available for 
issuance under the Plan 

4 To rallf} Ihe ~1ecuon of Anhur Andersen & Co. as Ihc Company's mdependenl audilors. 

5. To lran~aCI such olher business as may properly come before the Meellng and any 
adJournmcni of Ihc Mectlng. 

The Board of Olreclors ha~ fixed Ihe close of business on December 17, 1985 as Ihc rccord dale for 
dClermmmg the slodholders entllled 10 notIce of and 10 VOIC al Ihe Mecllng and any adjournmem of Ihe 
Mecllng. A complele IIsl ofstockholdcrs cmitled 10 vOle will be available allhe Company's headquarters. 
19333 Valko Parl~a}. Cupertino. California. for Icn days beforc Ihc meellng. 

IF ' OL DO OT EX PEcr TO ATfEND IN I)ERSON. I)LEASE PROMPTLY MARK, SIGN 
AND RETURN TilE ENCI.OSEO PROXI' . 

January 2, 1986 

TIIOMAS J. K I ITGAAII.D 
Secretary 





TANDEM COMPUTERS INCORPORATED 

PROXY STATEMENT 

This Proxy Statement IS furnished in conneclion with the soliciHlIion by the Board of Directors of 
Tandem Computers Incorporated. a Delaware corporation (the "Company"). with principal cxeculive 
offices al 19333 Valleo Parkway. Cupenmo. California 95014, of proxies in the accompanying form to be 
used at the Annual Mccung of Stockholders 10 be held on February 3, 1986 and any adjournment of the 
Annual Mcctlng. The shares represcnted by the proxies received in response to this solicitation and not 
revoked will be VOIcd 31 the Annual Meeting. A proxy may be revoked al any time before il is exercised by 
submltllng a laler-dated proxy or by voting in person al the Annual Meeting. On the matters coming 
before the Mcctlng for which a choice has been speci fied by a stockholder by means of the ballot on the 
proxy. the shares will be vOIed accordingly. If no choice is specified. the shares will be vOled FOR the 
elecllon of the three nominees for director listed in this Proxy Statement and FOR approval of proposals 2. 
3 and 4 described In the NOIice of Annual Meeting and in this Proxy Statement. 

Stocl..holders of record at the close of business on December 17. 1985 are entitled to nOlice of lind to 
vote at the Annual Mcctlng. On November 20, 1985, the Company had 41 ,526.844 shares of Common 
Stock outstanding. Each holder of Common Stock is entitled to one vOte for each share hcld as of the 
record date. Cllccpt that, in voting for directors, each stockholder is entitled to cumulate votes for thc 
election of directors whose names have been placed in no mination: that is, a stockholder may cast as many 
votes as there are dIrectors to be elected multIplied by the number of sha res which the stockholder holds. 
All such votcs may be cast for o ne candidate or distributed among the nominees for director as the 
stocl..holder sees fit. The persons authorized to vote shares represented by executcd proxies in the enclosed 
form (if authonlY to vote for the election of directors is not withheld) will have full discretion and 
aUlhonty to vote cumulallvely and to allocate "otes among any o r all of the nominees for election to the 
Board of Directors 3S they may determine or, if authority to vote for a specified candidate or candidates 
has been withheld. among those nominees for v. hom authority to vote has not been withheld. 

The expense of pnnting and mailing proxy malerials Will be borne by the Company. In addition to 
the sollcltallon of proxies by mail. solicitation may be made by cenain directors. officers and other 
employees of the Company by personal interview, telephonc o r tclegraph. No addlllonal compensation 
will be paid to such persons for such solici tation. The Company has also engaged Corporate Investor 
CommunicatIOns. Inc. to assist in the solicitation of proxies and will pay thIS firm a fee of approximately 
55.500 plus expenses. The Company will reimburse brokeragc firms and others for their reasonablc 
expe nses In forwarding solicitation material s 10 bencficial owners of the Company's Common Stock. 

ThiS Proxy Statcment lind a fo rm of proxy are being mailed to stockholders on or about January 2, 
1986. 

IMPO RTANT 
Please marL., date and s ign th e enclosed prox)' and return it at )'ou r earliest coO\'enicnce in the 
enclosed postage-prepaid return en,elope so that. if lOU are unable to allend the Annua l Meeting. 
lour shar~ mal be 'oted. 



ELECTION O F DIRECTORS 

The Company has three classes of directors serving staggered three·year terms. Each class 
consists of three directors. Three Class III directors are to be elected al the Annual Meeting for three
year terms expiring on the date of the Annual Meeting in 1989 or until each such director's successor 
shall have been duly elected or appoiOled. 

Unless authorily 10 vOle for directors is withheld. it IS imcnded Ihal the shares represcnted by the 
enclosed proxy will be voted for the elcclion of Messrs. Thomas J. DaVIS. Jr., Roben G. Slone. Jr., and 
James G. Treybig as Class III directors, each of whom is currently a member of the Board of OireclOrs 
of the Company. In the evenl any of such nominees becomes unable or unwilhng to serve, the shares 
rcprescmcd by the enclosed proxy will be voted for the election of the balance of those named and 
such OIher person as the Board of Directors may select. The Board of Directors has no reason to 
believe that any sueh nominee will be unable to serve. 

Set fonh below arc the names and ages of the nominees and directors. the class to which each has 
been elected or nominated for election. their principal occupations at present and for the past five 
years, certain directorships held by each and the year 10 which each became a director of the 
Company. Informa tion wi th respect to the Company includes the Company's predecessor California 
corporation. 

Name lind PTineiplI l Occupalion a l Presenl and Direclor 
for Ihe PIS! Fi. e YU I1i : DirK IOf~ hi ps Since Ale 

Cia ..... I 
Morton Collins (I )........................................................................................ 1975 49 

Gcneral Partner of DSV Associates, DSV Panners III and DSV 
Partners IV, Prlnccton, New Jersey private investment partnerships, 
since 1974, 1981 and 1985, respectively. 

Andre'" Knight.............................................................................................. 1984 46 
Editor. T"~ Economis(, Economist Newspaper ltd .. Since 1974; Gov· 

ernor of Imperial College of Science and Technology. University of 
london; Memberofthe Advisory Board of the Center for Economic 
Policy Research, Stanford University; Trustee of the Victoria and 
Alben Museum, London. 

Robert C. Marshall (2)................................................................................. 1980 54 
Senior Vice I'rcsident and ChIef Opera ting Officer of the Company 

since July 1980; Vice President and Chief Operating Officer from 
1979 to 1980; Vice Presidenl from 1975 to 1979. 

Class II 
Franklin P. Johnson, Jr. (3) ......................................................................... 1975 57 

General Partner since 1982 of Asset Management Panners. a Pa lo 
Alto, California privatc investment partnership; Owner since 1967 of 
Asset Management Company, a Palo Alto. California Investment 
management proprietorship; Director of Amgen. Boole & Oabbage. 
California Microwave. Inc .. Coheren t, Inc .. Ross Stores, Inc .. SOE. 
Inc. and Teradyne, Inc.; Member of the Advisory Board of the 
Center for Economic Policy Research, Stanford University. 

f See footnotes on follo .... ·jng poge) 
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Namt' and PrilKipal Occopation al Pr~nl and Direclor 
for tile PIiSI File l'uo.; Dirfflor..hips SilKe. Aat 

Thomas J. Perkins (3) (4) ........................................................................... 1974 53 
ChaIrman of the Board of the Company since 1974: General Partner 

.l.IflCC 1972. 1978. 1980 and 1982 of Kleiner & Perkins. Kleiner. 
Perlms. Caufield & Byers. Kleiner. Perkin!l. Caufield & Byers II . 
and Kleiner, Perlins. Caufield & Byers III. respecllvely. San Fran· 
cisco. Califorma pnvalc !nvcstmCni partnerships: Directo r of Corn
ing GIa!l!l Worb, Gcncntcch. Inc., Hybritech Incorporated. LSJ 
Logic Corporalion and Spectra-Physics, Inc. 

Thomas I. Unlcrberg ( I ) (5 }....................................................................... 1985 54 
Chairman and Senior Managing Director or L.F. Rothschild, Unler· 

berg, Towbin, an Investmenl ban~ing firm, si nce 1983; Managing 
Punner or such firm rrom 1981 to 1982: General Parmer or such 
firm rrom 1977 to 1980; Director or Applied Energy Services, Inc .. 
ASK Computer Sy~tems, Inc .. J . Rothschild Holdings pic. LI N 
Broadca!.ung Corporation, Seitex Corporat ion LId. and Systems & 
Com pUler Technology Corporation. 

Cia.\,<; III 
Thomas J. Davis. Jr.(I)(4) ....................................................................... 1976 73 

General Partner .\,lOce 1973, 1979. 1981 and 1983 or Mayfield II . 
Mayfield III. Mayfield IV and Mayfield V. respectively. Men lo Park. 
Callrornia private Investmenl partnerships: Director or Compression 
Lab'\', Inc. and Equatorial Communications Co. 

Roben G Stone. J r. (3 ) .......................................................... ,................... 1978 62 
Chairman or the Board or Kirby Exploration Company. an oil Ilnd gas 

explorallon company. and liS predecessor. General Energy Corpo· 
rallon. Since 1971 ; Chairman or the Board or \Vest India Shipping 
Company. Inc. from 1974 to 1983: Director or The Chubb Corpo· 
ration. CombuSlion Engllleenng. Inc .. Core Industnes. Inc .. Cormng 
Gla .... \Vorl-s. Great Northern Nekoosa Corp .. Hamilton Brothers 
Petroleum Corp .. The Japan Fund . Inc .. The Pittsto n Company. R. 
H Maey & Co .. Inc. and \VeMern Pacific Industnes. Inc. 

James G Treyblg (2) (4 )... ...................................................................... 1974 45 
Presiden t and Chid Executive Officer orlhe Company smce 1974. 

( I ) Member or Audn Cornmlllee. 
(2) On October 2. 1984 the Securities and Exchange Commission (the "CommiSSion") filed a civil action 

ror injunctive and other eqUi table relier 10 Ihe United States District Court ror the Northern DI.\, triCI or 
Calirornia against Ihe Company, Messrs. Treybig and Marsha ll and a rormer officer or the Company. 
The Commission's complainl alleged thai during fiscal 1982. the Company, aided and abetted by the 
named persons. en&aged in certam conduci which resulted in improper recogmllon or revenue. This 
conduct was alleged 10 have resulted in the violation by the Company or certam provisions or Ihe 
Securities Exchange Act o r 1934 (the "Exchange Act") through the filing with the Commission or 
reports which overslaled Ihe Company's revenue and net Income ror the second and Ihird fiscal 
quarters or 1982 and the issuance or a press release which overstated the Company's revenue and net 
Income ror the fourth fiscal quarter or 1982 and fiscal 1982 as a whole. The complaint rurther alleged 
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thai during fiscal 1982. the Co mpany. aided and abeued by the named persons. violated cenain 
accounting provisions of the Exchange Act relating to record keeping and internal accounting controls. 
Thc Company had restated its fiscal 1982 financial statemems in Dccember 1982. and the 
Commission did nOt seek a funher restatement. 

In order 10 avoid the time and expense of protracted litigation. without admitting or denying the 
allegations in the complaint, on OclOber 2, 1984 the Company and the named persons consented to 
the emry of a final judgmem permanently enjoining them from violating various provisions of the 
Exchange Act and requiring cenain ancillary relief. including an annual review and repon for three 
years by the Company's independent accountants of the Company's system of accounting and imemal 
controls in specified areas, including revenue recognition. 

(3) Member of Nominating Commiuee. 
(4) Member of Compensation/Option Comminee. 
(5) From time 10 lime, L.F. Rothschild. Umerberg. To \'\' bin advises the Company with respect to 

investment banking matters. 
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STOCK OWNERS HIP OF DIR ECTO RS AND OFFICERS 

The following table sets fonh information as of November 20. 1985 as (Q sha res of Common Stock 
beneficially owned by the dircClors and nominees named under "Election of Direclors" and the directors 
and officers of the Company as a group. Except as OIherwise indicated. each person has sole inveslmcnl 
and voting power with respect to the shares shown. Ownership information is based upon mformalion 
fur01shed by the respective individuals. 

Thomas J. Perkins ................................................................................... . 
JamesG. Treybig(2) ............................................................................. . 
Franklin P. Johnson, Jr. (3) ................................................................... . 
Robert C. Marshall (4) .......................................................................... . 
Robert G. Slone, Jr. (5) ......................................................................... . 
Thomas J. Davis, J r ............ , ................................................................... . 
Andrew Knight ................................................... .................................... . 
Morton CollIns (7) .................................................................................. . 
Thomas I. Unlerberg .............................................................................. . 
All officers and directors as a group (28 persons including the nine 

directors named above) ...................................................................... . 

8enefkial 
o...DHShip c.f Common Sioek 

Nl,lmbc-r or 
Shlrn(l) 

500,468 
309.444 
200,000 
184,000 
95,086 
38,572 
12,000 
11 .304 
10,000 

2, 141,856 

"n('~nl 
or Clan 

1.2 
0.7 
0.5 
0.4 
0.2 
0.1 

5.1 

(6 ) 
(6) 
(6) 

(I) Includes sha res which may be acquired wilhin 60 days pursuanllo the exercise or options as rollows: 
Mr. Treyblg, 82,333 shares: Mr. Marshall , 75.800 sharc.~s: Mr. Knight, 12,000 shares and all officers 
and directors as a group, 615,271 sha res. 

(2) Includes 1,800 sha res held by trusts, or which Mr. Treybig is the trustee. 
(3) All such shares are held by Asset Management Partners. a partnershIp or which Mr. Johnson is 

general partner. 
(4) Includes 2.755 shares held in a trust ror the benefit or a minor child or Mr. Ma rshall, or which the 

trustee is Mr. Marshall's wire and as to which Mr. Marshall disclaims any beneficial interest. 
(5) Includes 19,100 shares held by trusts. or which Mr. Stone is a trustee, and 39,186 shares beneficially 

owned by Mr. Stone's wire and children, as to all but 1.000 or which shares Mr. Stone disclaims any 
beneficial Interest. 

(6) Less than o ne· tenth or one percent. 
(7) Includes 1,400 shares held in a trust ror the benefi t or Mr. Collins' children and as to which Mr. 

Collins disclaims any beneficial interest. 
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COMI'ENSATION OF EXECUTI VE OFFICERS AN D DIR ECTORS 

Information is SCI fonh below as to the cash compensation p.lld during the 1985 fiscal year by the 
Company and its subsidiaries to each of the five most highly compensated executive officers of the 
Company individually. 10 all executive officers as a group and to direclOrs. Information is given only for 
the period each served as an executive officer or director of the Company. Informalion for the past five 
fiscal years as to 510c1 options granted and amouOlS allocated 10 such persons, 10 all officers and directors 
as a group and to employees under the Company's emplo)cc benefit plans is set fonh under "Stock. 
Options" on pages 7 and 8 or the description of each plan under" Approval of Amendment to the Tandem 
Computers Incorporated Employee Stock Purchase Plan" and "Oescriplion of Other Plans" which 
commence on page 9 of this Proxy Statement. 

Cash Compen.!>:l tion of E\:cclllhc Officer.!> 
fo r Fisca l 1985 

Name of IOOfl idllMl or Numocr in 
Group gOO C.p:.cilit~ in Whkh Stnt(! 

James G . Treybig .................................................. .. 
President. Chief Executive Officer and OireclOr 

Robert C. Marshall .................................................. . 
Senior Vice President, Chief Operating Officer 

and OireclOr 
David J. Rynne ........................................................ . 

Vice President and Chief Financial Officer 
Dennis L. McEvoy ................................................... . 

Vice President-Softwa re 
Lawrence A. Laurich .............................................. .. 

Vice Preside nt -Engineering 
All executive officers as a group (21 persons 

$ 

$ 

$ 

Amoun! 

320.056 

266.723 

257.499 

213.390 

200.092 

mcluding the five named above) ........................ . $3.572.729 

Directors who are not officers of the Company are paid an annual reHuner ofSI3.000. plus expenses. 
payable quarterly. Directors who are members of one or more of the Executive, Compensation/Option, 
Nominating. Contllcts of Interest or Audit Commiuees arc paid an addiuonal annual retainer ofSI.OOO for 
each such committee of which they arc a member. The Ch:urman of the Board is paid an additional 
annual retainer o f $2.000. 

From time to time. the Company has guaranteed bank loans to officers. Dunng the 1985-fiscal year 
the Company guaranteed bank loans under a $2.000,000 bank line of credit 10 Lawrence A. Laurich , 
David R. Mackie (a former officer). Dennis L McEvoy and Gerald L Peterson (Vice President 
- Marketing) in the principal amounts of £430.000. $200,000. SIOO.OOO and SI50.000. respectively. plus 
interest. The Company has not had to perform under the guarantees. 

During August 1984. the Company made a short-term loan to Mr. Marshall in the amount of 
$ 100.000 to enable him to maintain his ownership position in the Company's Common Stock. The annual 
interest rate on the loan was a variable rate equal to the lesser of (i) the Bank of America's prime rate plus 
one percent or (ii) 14 percent. The largest amount outstanding under the loan was SI02,782. On 
November 6, 1984. Mr. Marshall paid the loan in full. 
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Since May 9, 1983, Ihe Company has made loans 10 Jan E. Jensen, Vice PresideOl - Human 
Resources, 10 enable him 10 purchase a residence. The inleresl rales on the loans arc adjuslable semi
annually and are variable rales equal to the lesser of (i) the Bank of America's prime rate plus one percem 
or (ii) five percent above the Federal Reserve Bank of San Francisco's discoum rate, The loans are due on 
dates ranging from March 3, 1986 to June 30.1988. The largest aggregate principal amount oUlstanding 
under the loans was S212,811 .4O. all of which is currently outstanding. 

On September 26, 1985. the Company loaned Mr. Treybig SI.667.500 in considcration of his 
promissory note In thai amount. The principal amoum of the note is due September 26. 1989 and bears 
interest at 10% per annum payable Quarterly. The note is fully secured. See ';Description of Other 
Plans - Convenible Debenture Issuance." 

STOCK OPT IONS 

With respect to options 10 purchase shares of the Company's Common Stock gramed to cenain 
executive officers. all execUlive officers as a group and all directors as a group during the period October I. 
1980 to ovember 20. 1985. the following table sets forth (i) Ihe aggregate amoum of Common Stock 
subject to options granted (net of cancellations) during the specified period. (ii) the wcighted average per 
share option exercise price of such options. (iii) the net value of shares (market value less any exercise 
price) realized during the specified period upon the eAercise of such options during the specified period 
and (iv) the numbers of shares of Common Siock sold by the named persons and by all executive o fficers 
as a group and by all directors as a group during the specified period. Information is given only for the 
period each served as an executive officer or director of the Company. 

All 
Eu-culht 
01'ktr~ All UireC:U)f~ 

J.mH G. Robtrl C- U.,·KI J. l}tnni, L.. U.orentt A. ... a~ • 
Common Sleck(! J Trt)bi& Man;lI.n R)nnt(2) McE.o)(2) LI"rkh(2) Gmup(2) Group(J) 

Granled """I><, I. "., 00 
-':o~·tmber 20. 198j: 
!'-L1mber ors.hillret. 148.000 63.000 >0,300 38.400 49.800 61 1.000 24,000 
WCIVlICd . '"rflllt per . hare 
utra~ pnc:c 5t911 522.60 S22.81 n O. 14 521 13 520.36 523 86 

EJItraKd October I. "., •• No."tmber 20, 1985: ,,, valut ru hud " shlrn 
fmar~rl valLit less t:ltrasc 
pnc:c ){ 4 ) 5S39,481 S71t .286 S .0- St6S.I66 51.1l S,S64 54,434,681 5266.508 

Slln <k1obtr ., "., •• 
ovtmber 20. 1985: 

NLlmbc:r or sha res( 5). " ,000 40,250 .()- 27.500 30,000 216,95t 251 .384 

( I) Adjusted for stock splits. 
(2) Includes options granted under the SlOck Oplion Grant Program of the Company's Employee Stock 

Purchase Plan. all of which have an exercise price of 85% of the market value of the shares on the date 
of gram. The numbe~ of options granted under such Plan to Messrs. Rynne. McEvoy. Laurich and 
all ex.ecutive officers as a group are 200. 300. 700 and 5.300, respectively. and the weighted average 
per share exercise price of such options and the market price of the Common Stock on the date of 
grant are S16.62 and SI9.54. respectively. 
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(3) Excludes directors who a rc also executive officers. 

(4) Represents the difference between the exercise price and the falf market value of Ihe Company's 
Common Stock on the dale or dales of exercise of stock opuons for the specified Individual or group 
These amounts do nOi reflect, and mayor may nOI bear any relallonship 10, the nct realized value 
when or if the sha res are sold. Pursuant to rules of the SccunllCS and Exchange CommISsion. no 
executive officer or director of the Company may sell shares of the Company's Common Siock wlthm 
six months prior 10 or after exercising an opllon without the possible Imposillon of a ~vere penaJry. 

(5) Shares sold .... ere nO! necessarily acquired by the exercise of options. May lnc:iude shares disposed of 
by gift. 

During the period from October I, 198010 November 20. 1985. employees (excluding officers) were 
granted options under the Company's stock option plans and the Stock Opllon Grant Program of the 
Employee Stock Purchase Plan to purchase a total of 10.352.284 shares (net of cancellations) at 3 

weighted average exercise price of$21.12 per share (adjusted to reflect stod splits). Of these. 3.707,894 
were not "qualified" stock options, incentive stock options or option~ granted pursuant to an "employee 
stoel purchase plan." as the quoted terms are defined in Secllons 422 through 423 of the Internal Revenue 
Code of 1954. as amended. The weighted average per share exercise price for such options IS $20. 10. Of 
the IOtal number of options granted. 2.00 1.900 were granted under the Stock Option Grant Program of the 
Company's Employee Stock Purchase Plan at 85% of the market price of the Common Stock on the date of 
grant. The weighted average per share market price of the Common Stock on the dates of grant is S 19.15. 

As of November 20, 1985 there were outstanding options under the Company's 1981 Stock Opllon 
Plan. 1979 Stock Option Plan and Non-Qualified Stock Option Plan to purchase 6.153.040 shares held by 
approximately 4,800 panicipants. and there were approximately 5.500 employees eligible to pamcipate In 

such plans. The expiration dates of all such options range from January 23. 1986 to 'o\'ember 10. 1992. 
and the weighted average exercise price per share is S2 1.5 I. 

API)ROVAL Of AMENDME T TO TI-t E COMPANY'S RESTATED 
CERTIFICATE m-I CORPO RATION 

The Board of Directors has unanimously approved an amendment of Anicle IV of the Company's 
Restated Cenific3te of Incorporation to increase the number of shares of presently authorized common 
stock from 60.000.000 to 200.000.000 and recommends such amendment to the Company's stockholders 
for adoption. At November 20. 1985. 41.526.844 sha res of Common Stock were outstanding. The text of 
Anicle IV. as proposed to be amended, is set forth in Exhibit A to this Proxy Statement. 

Management of the Company has no arrangements. agreements. understandings or plans at the 
present time for the issuance or usc of shares of common stock. except for the addition of 2.000,000 sha res 
to the Tandem Computers Incorporated Employee Stock Purchase Plan as proposed for stockholde r 
approval at the Annual Meeting. The Board of Directors believes. however. that the availability of 
additional shares of common stock will provide Ihe Company .... Ith the tlexibility reqUired 10 mcel business 
needs as Ihey arise. 
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The amcndmcni of the Resta ted Ccnific31c of Incorporation requires the affirmative vote of not less 
than a majonty of the outstand ing shares of Common Stock. 

The Board of Directors recollllllends a 'Ole fOR the Amendment to the Company's Restated 

Certifica te of Incorporation. 

APPROVAL OF AMENDMENT TO TH E TANDEM COMPUTERS 
INCORPORATED EMPLO\ EE STOCK PURnlASE PLAN 

On o .. 'cmber 10. 1985. the Board of DireclOrs adopted an amendment 10 the Tandem Computers 
Incorporated Employee 510d Purchase Plan ( the "Plan") to increase the number of shares of Common 
Slod, ava il able for purchase under the Plan from 4,100,000 to 6.100,000 shares. As of November 20, 
1985. 1.538.945 shares remamed available for purchase under the Plan, before giving effect 10 the 
amendment, and a tOlal or2.561.055 sha res had been purchased under the Plan. Of the shares remalnmg 
available for purchase, 1.003.500 are reserved for issuance upon the fUlUre exercise of options granted 
under the Stock Option Grant 11rogram of the Plan described below. 

The purpose of the Plan is to anract, retain and motivate qualified employees by providing them with 
the opponumty to subSCri be for and purchase Common Stock from the Company at a price lower than its 
market value at the time of purchase and to pay for such stock through payroll deductions. The Board of 
Directors believes that employee stock ownershi p is an effective means of sccuring to the Company and its 
stockholders the advantages of the incentive inherem in stock owne r!.h ip by panicipating employees, upon 
whose Judgment. initiative and etrons the Company is largely dependent for the successful conduct of its 
business. Consequently, the Board of Directors believes that the usc of the Plan as a supplement to other 
form!> of compensation paid by the Company is desirable. The following is a general summary of the 
pnnclpal provisions of the Plan . as amended. 

Adminb.tration 

The Plan is admimstered by the Board of Directors. The Board of Directors may interpret the Plan. 
adopt rules and regulations for ItS administ ration. prescribe additional terms and hmitations on the options 
and delegate admmistration of the Plan to a committee consisting of nOI less than three members of the 
Board of Directors. The Board of Directors has delegated admlOlstration of the Plan to the Com
pensation/Option Commlllee (the "Commi ttee" ). 

Eligibilil} 

All employees of the Company and its 50% or more owned subsidiaries. including officers, who 
customarily work more than five months in a calendar year are eligible to purchase shares under the Plan . 
DireclOrs of the Company are not eligible 10 panicipate in the Plan. As of November 20, 1985. 
approxtmately 5.500 employees wcre eligible to panicipate in the Pl an. No employee may be granted a 
right or an option to purchase Common Stock under the Plan which if cxercised would result in (i) his or 
her own ing stock possessin& 5% or more of the total combined voting power or value of all classes of stock 
of the Company or any !>ubsidiary, or (ii) his or her ability to purchase stock under the Plan o r similar 
plans of the Company in anyone calendar year with a fair market value in excess ofS25,000 (dctermined 
as of the time such right or option is granted). 
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Purchase Price and Terms 

The Ptan has two segments, a Payroll Withholding Accumulation Program and a SlOck Option Gram 
Program. 

Under the Payroll Withholding Accumulation Program. an eligible employee may authorize the 
Company to wllhhold any whole percentage from I to 10% of his or her compensation. "Compensation" 
means, for Ihis purpose, a participant's total annual compensation including bonuses and commissions but 
excluding special payments (such as moving expenses) and income with respect to stock options or other 
stock purchases. A participant is deemed to have elected to purchase the maximum number of whole 
shares of the Company's Common Stock which can be purchased with the amount withheld during a 
participation period (calendar quarters commencing on each JuJy I, October I, January I and April I 
while the Plan is In effect). A participant may not purchase more than 1,500 shares in anyone 
participation period. At the end of each participation period the participant's accumulated payroll 
with holdings are divided by the purchase price for that participation period, which is the lesser of (i) 85% 
of the fair market value of a share of Common Stock on the last trading day before the participation period 
commences or (ii) 85% of the fair market value of a share of Common Stock on the last trading day during 
the participation period. 

If a participant's employment terminates for any reason (includi ng death), his or her participation In 
the Payroll Withholding Accumulation Program will terminate Immediately and the entire amount 
credited to his or her Plan account will be refunded to the participant In cash, without Interes!. 

During the period from October I, 1980 through November 20, 1985, the aggregate difference 
between the purchase price and the fair market value on the date of purchase of shares acquired pursuant 
to the Payroll Withholding Accumulation Program by all executive officers as a group and aU employees 
(Including officers) was S41 ,918.38 and 56,644,007.88, respectively. 

Under the Stod. Opllon Grant Program, options for an identical number of shares of Common Stock 
arc granted periodically at the discretion of the Committee to every participant who is eligible on the date 
of grant. The exercise price must not be less than 85% of the fair market value of 9 share of Common 
Stod. on the date of grant. Oplions expire no later than 27 months after the date of granl. Shares 
purchased upon the exercise of an option must be paid for in full 3.t the time of exercise. Payment may be 
by personal check or by delivery of an irrevocable direction to a secunties broker. approved by the 
Company, 10 sell shares and deliver all or a ponion of the proceeds 10 the Company in payment for the 
shares. In addition, with the Committee's approval given at the lime the op"on is granted. payment may 
be by delhrery of a full recourse, interest-bearing promissory note. 

Upon termination of employment, an optionee may exercise an outstanding option granted under the 
Stock Option Grant Program ( to the extent it was exercisable on the date of terminalion) within 30 days 
follOWing the date of termination (but in no event later than the expiration date of such option). unless 
termination of employment is because of permanent disability, In which case the option may be exercised 
within three months following the date of termination. In the case of the death of an optionee while an 
eligible emplo)'ee. the optionee's heirs or legal representative may exercise the option within one year after 
the date of death. 
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Adjuslmcnl Upon Rcca pil alizlt lion 

The Plan provides for appropriate adjustment by Ihe Board of Directors of the number and price of 
shares subject to ou t~t3ndlng rights and the number of shares and option price of any outstanding Option!. 
and of the aggregate number of shares available for issuance under the Plan In the event of a 
reorganization. stock spin. combination of shares. stock dividend o r other recapllalization of the Company. 

Term or the Plan. Amcndmenl IIld Termina lion 

The Board of Director.. may at any lime amend. modify o r terminate the Plan . Any Increase III the 
aggregate number of shares to be Issued under the Plan wit! not be effective until approved by the 
slod-holders of the Company. Unless earher terminated by the Board of Directors, the Plan will be In 

effect unlll June 30. 1988_ 

T ran .. rerabilil) 

A participant may not assign his or her rights or interest In the Plan, in any option granted under the 
Plan or In any Common Stock or moneys 10 which he or she may become enlJlled under the Plan during a 
present or future panicipation period to any othe r person. Any such anempted assignment other than by 
will shall be tre:lled as an election by the participant to withdraw from the Plan . 

Federal Incoll1 e Tu. Inrorm ation 

The Plan is Intended to qualify as an "employee stock purchase plan" under the provisions of Section 
423 of the Internal Re\'enue Code of 1954. as amended. No taxable income IS recognized by a participant 
either at the lime a nght or an option is granted 10 purchase Common Stock under the Plan o r at the lime 
the shares arc purchased thereunder. 

If a panlClpant does nOI dispose of shares acqUIred under the Plan before tWO years after the date of 
granl (which under the Payroll Withholding Accumulation Program is the first day of each paniclpation 
penod and the Stock Option Granl Program IS the date an option is granted) nor In the case of sha res 
acqUIred under the Stock Option Grant Program, before six months after the date the shares arc 
transferred to him or her (12 months for sha res acquired prior 10 June 23. 1984). then upon such 
disposillon the United States federal Income tax consequences will be as follows: ( I ) the lesser of (a) the 
excess of the fair market value of the Common Stock on the date of disposllion over the purchase price or 
(b) 15% of the fair market value of the shares on the dale of grant will be taxed to the participant as 
ord inary Income. but the Company Will not be entitled to any deduction with respect thereto, and (2) the 
exccss. If any. o f the fair marlel value of the shares on the date of di ll position over the sum o f the purchase 
price and the amount of ordinary income recognized upon diloposi tion will be laxed as long-term capital 
gain. If such taxable disposition produces a loss (i.e .• the value of the shares on the date of disposi tion is 
less than the purchase pnce) and the disposillon involves cenain unrelated parties. the loss will be a long
term capital loss. 

If a parllCl pant dISposes of the shares earlier than twO years after the date of grant. or in the case of 
shares acquired under the Stock Option Grant Program, earlier than SIX months after the date the shares 
are transferred to him or her (12 months for shares acquired pnor to June 23, 1984), then upon such 
disposition Ihe United States federal income tax consequences will be as follows: ( I ) the difference 
between the purchase pnce and the fair market value of the Common Stock on the date of purchase will be 
taxed to the panlcipanl as ordinary Income in the year of disposition and Will be deductible by the 
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Company, and (2) the excess, if any, of the fair market value of the shares on the dale of disposition over 
their fair ma rket value on the date of purchase will be taxed as capital gain (long-term or shon-term. 
depending upon the holding period). If the value of the shares on the dale of disposition is less than the 
sum of the purchase price and the amount of ordinary income recognized upon disposition. then such 
difference will (esuh in a capital loss (long-term or shon-term, depending upon the holding period I. 
provided the disposition is between certain unrelated panies. Any such loss will not affect the ordinary 
income realized upon the disposition. 

Generally. a Itansfer of shares to a decedent's estate or to an heir by bequest or Inheritance or to any 
transferee pursuant 10 certain tax-free exchanges is not considered a disposillon by the participam for 
purposes of the foregoing rules. Also, a pledge of the shares is nOt considered a disposition unle$5 the 
shares arc actually disposed of pursuant to the pledge. 

If a participant dies after purchasing shares under the Plan, then upon the partiCipant's death he or 
she will realize ordi nary income equal to the amount he or she would have recognized as ordinary income 
if he or she had made a qua lifying disposition of the shares on the date of his or her death. The basis of 
the shares in the hands of the estate or legatee will be determined Wllhout regard to the realization of such 
ordinary income. and the Company will receive no deduction with respect thereto. 

The deductible portion of a participant's long-term capllal gain may constitute an item of tax 
preference subject to the alterna tive minimum tax which was enacted as part of the Tax Equity and Fiscal 
Responsibility Act of 1982. The alternative minimum tax. which imposes a 20% lax on certain Items of lax 
preference in excess of an exemption amount. is payable if II exceeds the amount of the regular United 
States federal income tax for the same taxable year. 

Required VOle 

The amendment of the Plan requires the affirmallvc vOle of not less than a majonty of the outstanding 
shares of Common Stock. 

The Board of Direc tors recommends a ' ote FOR th e amend ment to the Tandem Computers 
Incorporated Employee S tock Purchase Plan. 

DESCRIPTIO OF OTH ER PLANS 

Stoc k O ption Pl ans 

Tandem Compuf~rs I ncorporafed 198/ Sfock Option Plan. The Tandem Computers Incorporated 
198 1 Stock Option Plan (the "1981 Plan") was approved by the stockholders at the Company's 1982 
Annual Meeting of Stockholders and, as amended. at the 1985 Annual Meellng of Stockholders. The 1981 
Plan is administered by the Compensation / Option Committee. except that the Directors' Option 
Commi llee administers grants of options to employees who are also directors. All employees of the 
Compa ny and its 50% or more ow ned subsidiaries. including officcrs and directors who are also employees, 
are eligible to receive options. Options may be either non-statutory stock options or IOccnlive stock options 
(" ISOs") . The maximum value of ISO grants is limited to SIOO.OOO per year for each employee. subJect 10 

cenain carryover provisions. Options granled must have an option price of not less than 100% of the fair 
market value of the Company's Common Stock on the date of granl. Options may be made exercisable at 
such times as determined by the administering committee. provided that an ISO may not be exercised 
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whilc thcrc is outstanding any ISO previously granlcd to the samc cmployec and, except when an 
optionec's cmploymcnt terminates because of death or permanent dIsability. an option may nOt be 
excrcisable before six months following its effective date. Shares purchased upon exercise of an option 
must be paid for in full at the time of exercise. Payment may be by personal ched, or. with the consenl of 
the Company. by delivery of an Irrevocable direction to a securuies broker. approved by the Company. to 
sell shares and deliver all or a portion of the proceeds to the Company in payment for the )hares. In 
add ilion, with the Company's consent. payment may be by delivery of a full recourse. interest-beanng 
promissory nOh~. Options may not be exercised after seven )'ears from thc date of grant and are not 
tran.)ferable eXCept by .... 111 or the laws of descent and distribullon. In the e\'enl of a reorgani13tlon, stock 
spltt. combination of shares, Slock dividend or other recapltail1.al1on. the Board of Dlrecto~ may make 
appropriate adjustments in the number and kind ofshare!t available for Issuance under the 1981 Plan, in 
the number and kind of shares as to which outstanding options will be exerci!tablc and 10 the exercise price 
specified In any agreemeOl With respect 10 any unpurchascd shares. The administering committee may 
determine that an option Will provide that the shares 10 be Issued upon exercise of Ihe option shall be 
subject to certain nghts of repurchase by the Company at thc option prtce. In such case. the option 
agreement will provide thai if the optionee's employmeOl ternunales. the Company may repurchase a 
specified percentage of Ihe shares. 

Tal/dem Computt'r~ Incorporated 1979 Stoel.. Optioll Plan. The Tandem Computers Incorporated 
1979 Stock Option Plan (the "1979 Plan") was approved by the stockholder.) al the Company's 1980 
Annual r-.leellng of Stockholders. The 1979 Plan is administered In the same manner as the 1981 Plan. 
The proviSions of the 1979 Plan and the terms of Ihe options granted under the 1979 Plan are substantially 
similar 10 those of Ihe 1981 Plan, except as follows. Only employees of the Company. Including officers, 
and employees and dlr«:tors of lIS 80% or more owned subsidiaries. arc eligible to receive options. Cerlain 
options outstanding on January I. 1981 could not be designated as incentive Mock opuom. 

Tandem Computers Incorporated Non-Qualified StocJ.. Option Plan. The Tandem Computers 
Incorporated Non-Qualified Siock Opl1on Plan was approved by the stockholders at the Company's 1978 
Annual Meeting of Stockholders and. as amended. at the 1979 Annual Meeung of Stockholders. The 
terms of the Options granted under this plan are substantially similar 10 those of the 1981 Plan, except as 
follows. Only employees of the Company, including officers and directors, and employees and directors of 
us wholly owned SubSldlanes. arc eligible to receive options. Payment for share~ purchased upon the 
exerci~ of an option may ~ by personal check or ..... uh the consent of the Company. by dehvery of a full 
recourse. Interest-beanng promissory nOle. The Non-Qualified Stock Option Plan expired on ovember 
12. 1985. 

Ta"dem Computers Incorporated Qualified Stock Option Plan. The Tandem Computers Incorporated 
Qualified Stock Option Plan was approved by the stockholders in 1976 and is administered in the same 
manner as the 1981 Plan. The provisions of the Qualified Stock Option Plan and the terms of the options 
granted pursuant therelo arc substantially similar to those of the 1981 Plan. except as follows. Only key 
employees of the Company, including officers and directors, and ilS subsidiaries may be granted options. 
Options may not be exercised after five years from the date of grant. Under cenain circumstances, options 
may not be exercised while the optIonee holds another option previously granted at 11 higher option price. 
Payment for shares purchased upon the exercise of an option IS to be by personal check. The Qualified 
Stock Option Plan expired on Novem~r 12, 1985. 
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Indi~'idual StOCA Option Agreemems. In addilion 10lhe 1981 Plan, the 1979 Plan and the \'on. 
Qualified and Qualified SlOd Oplion Plans. Ihe Company has enlered 1010 a Non-Qualified SIOC!. OplJon 
Plan and Agrecmenl wilh Mr. Andrew Knighl who is a dlreclor of Ihe Company. Under Ihis Plan. Mr 
Knighl was granled an oplion 10 purchase 12,000 shares of Ihe Company's Common Siod. The cxerCl50e 
pnce of Ihe opllon is £ 19.00 per share. which equals 100% of Ihc markel valuc oflhe Company's Common 
SIOCI. on Ihe dale of gran!. The pro\;sions of Ihis Plan are subslanlially Similar 10 those described In I~ 
descrlpllon of the Non-Qualified Stock Oplion Plan exec-pi Ihal no funher granls are permlUed under Ihis 
Plan. Mr. John B. M. Place. a former dirCClor of Ihe Company, was ~Imllarly granled, dunng hiS tcrm a~ 
dlrCClor. IWO opllons 10 purchase 2,000 and 10.000 shares of the Company's Common Siod at S26.75 and 

29.125. respecU\'cly, per share. The oplions granlcd 10 Mr. Place may be exef('l\Cd on or before February 
22. 1988. 

Inccnlil c CIl, h Honus I' lan 

The Company has in the past had an inCCnlivc cash bonus plan (Ihe "Bonus Plan") 10 which the 
cxccutlVC officcrs of the Company wcre eligible 10 pantCipale. Award:>. under the Bonus Plan were made If 
certain largcl increases In revenue, operating profi ts and assc t managemenl rallos (eslabJished by the 
Board of Dlreclor!> in its discretion) were attained by Ihe Company. No awards werc made under the 
Bonus Plan during fiscal 1985 and any amounls paid since October I. 1980 have been included In the 
di\c1o~ure of managemenl remuneration for such years. The Bonu:, Illan is nOI currenlly 10 ctrecl. 

1984 401 (k) Im e!> llII cnl Plan 

All non-union employees of Ihc Company who arc on ItS Unned Stale:>. payroll. including direClers 
who art' employces of Ihe Company. and the employees of cenain panlcipaling sub:>.idiaries. are ehgible 10 
panicipalc in the Company 's 1984 401(k) Im'cslmcO! Plan (Ihe " ' nvcsimcni Plan"). The 'nvcslmcnt 
Plan wa!> amended and reslated on November 7. 1985 to comply w IIh Ihe Tax Reform ACI of 1984 ancll~ 
Relirement Equity ACI of 1984. and to make cenalO addmonal changes. IOdudlOg. but nOI Iimlled 10. an 
increa~c in panlclpant contributions from 10% 10 12% of compcnsallon. 

Each panlcipaO( may elect 10 coO(nbule from 2% 10 12~ of his or hcr compcnsallon. and the 
Com pan) matche:>. 25% of the tim 6% of Ihe employee's compcnsallon conlribuled to the Investmcnl Plan. 
subJC'ct to J maXlOlUm Company malching coOIribullon of 1.200 per emplo)ee per plan year end 109 
Seplcmber 30. An employee's contribullons are made by defernng Ihal ponion of hIS or her 
compensalion. thereby enabling such contributions to be made on a before- lax basis. A panlcipaOl is at all 
limes fully vested 10 hiS or her contributions and becomes fully vested 10 Company coOlribulions upon the 
lasl day of Ihe founh calendar quaner following the quaner for whIch such contnbutions were made. 
Contnbullons arc held and invested by the InvcstmeOI Plan IrUSlee 10 threc diffcrcnt funds. A pamclpant 
ilIay de~ignate. WllhlO cCriam limitations. in which funds his or hcr accounls are 10 be Invested. The 
Invc.!.tment Plan permits participant:. 10 make wilhdrawals and to borrow from their accounts at market 
ralc~ under certaIn conditions. In general. the vC"sled POrtion of a panicipant's accounts IS distributcd in a 
single-sum ca~h payment upon his or her lermlnalion of employmeOI. 

BClwecn July I. 1984 (the inccplion of the Investmcnl Plan) and ovcmber 30.1985. the Compan) 
madc matching conlnbulions under the InvestmeO( Plan for the accounts of Messrs. Marshall. Rynne. 
McEvoy and Laurich. all execulI\'c officers as a group. and all employees as a group 10 the amoun!.) of 
$2.957. £2.497. 2.621. S2.541. $39.346 and $2. 16 1.502, rcspecllvely. 
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Comcrliblc Dcbcnlurc b!>UlIllce 

On September 26. 1985. the Company issued a 9.5% Convertible Subordinated Debenture Due 
September 26. 1989 (the " Debenture") in the pnncipal amount of $1.667.500 to Mr. Trcybig. The 
Company may redeem the Debenture In whole or In pan beginning September 26. 1986. The OcbcnlUrc 
I ~ convertible 1010 shares of the Company's Common Siock 31 $16.675 per share . .... hieh YO:!!> liSe;, of the 
do!>mg sale price of the Common Stod. on the dale of issuance of the Debenture. The principal amount 
.... hleh may be convened at any time IS limited to Ihe greater of (i) the amount which hal> been called for 
redemption hut not )CI redeemed or (ii) 25% of the aggregate principal amount commencing September 
26. 1986 and an additional 25% each September 26 thereafler through 1989: unless Mr Treybig is disabled 
or dIes or a "change m control." as defined. occurs In which case the entire amount then oUbtanding is 
convenlble. The Debenture may nOl be transferred by Mr. Treyblg except upon his death. 

RATIFICATION OF INDEPENDENT AUDITORS 

Upon the recommendation of the Audi t Committee. the Board of DIrectors h:IS reappointed lhe firm 
of Arthur Andcr .. cn & Co. as the Company's independen t audllors for the 1986 fiscal year. subject to 
rnuficatlon by the stockholders. Represent3uves of Arthur Anden.en & Co. are expected to be present at 
the Company's Annual Meeting. They will have an opponunity to make a Slatement. if they deSIre to do 
so, and will be available to respond to appropriate questions. 

The Board of DireclOr!> recomllle nd!> a ,ote FOR ratiflclltion of the appointlllent of Arthur Anderloen 

& Co. 

BOA RD Of D1R .. : crORS MEETINGS A D COMMITTEES 

The Company's Board of DIrectors held four meetings dunng the 1985 fiscal year. All dIrectors 
anended at least 75% of the aggregate number of meetings of the Board and of the comminee~ on which 
such dIrectors serve. 

The Board of DIrector; of the Company has appointed an Audtt Commmee, omtnatmg Comminee. 
Compensation/Option Commlltec and a DIrectors' Option CommIttee of the Board 

The member; of the Audit Commlltee arc Messrs. Monon Colhns, Thomas I Unterberg and Thomas 
J. Dav;!" Jr. The Audit Commmee held five meetings dunng the 1985 fiscal year It!' functions arc to 
monitor the effectiveness of the audit efron, to supervise the Company's financial and accountmg 
organiz:llion and hnancial reporting and to select a firm of certified pubhc accountants, whose dUlY II is to 
audll the books and accounts of the Company for the fi!'cal year for which they arc appointed. 

The memben. of the Nommal1ng Comminee are Messrs. Franklin P. Johnson, Jr.. Thomas J . Perkms 
and Robert G. Stone. Jr. The Nommating Commlltee held one meeting dUring the 1985 fiscal year. The 
Nomlnallng Commlltee's funcllon is 10 se leCI nominees for election as dIrectors. The Nominating 
Commlllee WIll consider nominees recommended by stockholders. Such recommendallons should be 
sub milled In wnung 10 the Nominating Commiuee in care of the Secretary of the Company at tiS address 
SCt forth on the front page of this Proxy Statement. 

The members of the Compensation/Option CommIttee are Messrs. Thomas J . Perkins. James G. 
Treyblg and Thomas J. Davis, Jr, The Compensation/Option Committee held ten meetings during the 
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1985 fiscal year. The Compensation/Option Commincc's funclions arc (0 determine and supervise 
compcns31ion to be paid to officers and direclOrs of the Company and to supervise and manage the 
Company's Employee Stock Purchase Plan and SIOCK option plans (except wilh respect to options granlcd 
10 directors) , 

The member!. of the DIrectors' Option Comminee are Messrs. Thomas 1. Perkins. Thomas J . Davis. 
Jr. . Franklin P. Johnson. Jr. and Monon Collins. The Direclors' Option Commutee held one mccl/ng 
during the 1985 fiscal year. The Directors' Option Comminec's function is to supervise and manage the 
Company's Slocl opuon plans as to directors of the Company. 

CERTAIN 8ENEFICIAl OW ERS 

The followmg table selS fonh information as of Novembe r 20, 1985 as 10 stockholders thai have 
advised Ihe Company thai each is the beneficial owner or more than 5% orthe Company's Common Siock. 

Sanrord C. Bernstein & Co .. Inc. 
767 Fifth Avenue 

8cndkill 
O .. ncrship of Common Siodri 

Num~r 
of 

Shres 
PCf(~c.nl 
ora,!>, 

New Yorl. NY 10153.. .......................................................... 3.777.I05( I) 9.1% 
The Capital Group. Inc. 

333 Soulh Hope Street 
Los Angeles. CA 90071 ......................................................... . 

T. Rowe Price Associates, Inc. 
100 Easl Pratt Street 

2.580.500( 2) 6.2 

Baltimore. MO 21202 ............................................................. 2.178.300(3) 5.2 

( I ) In its Schedule 13G dated February 15. 1985. Sanrord C. Bernstein & Co .. Inc. staled thai It has sole 
voung and InVestment power "'"uh regard 101.039,100 and 3.777.105 or such shares, respectively. 

(2) The Capital Group. Inc. advised the Company on February 13. 1985 Ihat the shares arc held by two 
or its opcraung Subsidiaries ror various institutional Investors. The subsidiaries have sole Investment 
power with regard to 2.580.500 shares and one subsidiary has sole \'ollng power with regard to 
1.074.500 or such shares. The Capital Group. Inc. disclaims beneficial ownership or the shares. 

(3) The shares arc owned by various individual and inslllutional investo rs ror which T. ROwe Pricc 
Associates. Inc. serves as inveSlment adviser with sole investment powe r with regard to 2.178.300 
sha res and sha red voting power with regard 10 442.800 or such shares. T. Rowe Pnce Associates. Inc. 
disclaims beneficial ownership or the shares. 
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STOCKHOLDER PROPOSALS 

To be considered fo r presentation at the Annual Meeting of Stockholders to be held in 1987, a 
siod-hoider proposal must be received 31 the offices of the Company, 19333 VaHoo Parkway. Cupenino. 
California 95014. not laler than September 5. 1986. 

OTHER MA TIERS 

The Board of Directors knows of no o ther business which will be presented to the Annual Meeting. If 
any other business IS propedy brought before the Annual Meeting. it is intended Ihal proxies in the 
enclosed form will be voted 10 accordance with the judgment of the persons voting the proxies. 

Whether you Intend 10 be present at the Annual Meeting or not. we urge you to return your signed 
proxy promptly. 

By order of the Board of DircclOrs, 

T HOMAS J . KI..ITGA .... RIl 

Secretary 
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RESTATED CERTIFICATE OF INCO RPOHATIO 

OF 

TANDEM COMPUTE RS INCORPORATED 

ARTICLE IV 

.: XHIBIT A 

The total number of shares of stock which the corporation shall have authority to issue IS two hundred 
tWO million four hundred thousand (202,400.000) shares, of which two million four hundred thousand 
(2.400,000) shares of the par value often hundredths dollars (S.IO) each. amounting in the aggregate to 
two hundred forty thousand dollars (S240'()00). shall be preferred stock and twO hundred million 
(200.000.000) shares of the par value of twenty-five thousandths dollars (S.025) each. amounting In the 
aggregate to five million dollars (S5,000.000), shall be common stock. 

The preferred stock may be issued from lime to time in one or more series. The Board of Directors is 
hereby expressly vested with authority to fix by resolution or resolutions the designations and the powers. 
preferences and relatU'c, partIcipating. optional or other special rights, and the qualifications, limitations or 
restriClions thereof (includmg. without limitation. the voting powers. if any, the dividend rate. conve rsion 
rights. redemption price. or liquidat ion preference of any series of preferred stock), to fix the number of 
shares constitullng any such series. and to increase o r decrease the number of shares of any such series (but 
not below the number of shares thereof then outstanding). In case the number of shares of any such series 
shall be so decreased, the shares constituting such decrease shall resume the status which the) had prior to 
the adoption of the resolution or resolutions origtnally fixing the number of shares of such series. 

One hundred ninety-six million ( 196.000,000) shares of the common stock authoriz.cd hereinabove 
arc designated ··Common Stock" and four million (4.000,000) shares of the common stock authorized 
hereinabove are designated "luotor Common Stock," such luotor Common Stock to be issuable from lime 
to lime in one or more series. The Board of Directors is hereby expressly vested with authomy to fix by 
resolution or reso/ullons the deSignations and the powers. preferences and relative. participating, optional 
or other special righ ts. and the qualifications. limitations or restrictions (including. without limitation, the 
vOllng powers. if any. the dIvidend rate, conversion rights. redemption price. or liquidation preference) of 
any seneS of Junior Common Stock, to fix the number of shares conslltuung any such series of lunior 
Common Stock. and to increase or decrease the number of shares of any such series of Junior Common 
Stock (but not below the number of shares thereof then outstanding). In case the number of shares of any 
such se ries of Junio r Common Stock shall be so decreased. the shares constituting such decrease shall 
rC!lume that status which they had prior to the adoption of the resolution or reSOlutions originally fixing the 
number of shares of such senes. 

The number of authoriz.ed sha res of any class or classes of stock may be IOcreased or decreased (but 
not below the number of shares thereof then ou tstanding) by the affirmatlve vote of the holders of a 
majority of the s tock of the corpora tion entitled to VOte in the election of dIrectors. 
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"llTANDEMCOMPUTERS 

n 
=== 

ompanies worldwide 
have discovered that 

Tandem's architecture for on-line 
transaction processing frees 
them to solve the more difficult 
and important computing 
problems now. This has led 
to Tandem's outstanding 
financial performance in 1986 
and represents the company's 
fundamental strength. Tandem's 
solution brings the future to 
its customers today." 

Carol E. Muratore 
Vice President 
Morgan Stanley & Co. Incorporated 
December, 1986 I 

1986 ANNUAL REPORT 



Tandem Computers 
Incorporated, founded 

12 years ago, today ranks as a 
Fortune 500 company and 
employs over 5,700 people world
wide. It is a leading supplier of 
computer systems and networks 
for on-line transaction processing. 
Tandem systems are used widely 
to run ATM and point·ol-sale 
networks, stock exchanges, facto
ries, and other enterprises where 
hundreds of business transactions 
must be processed each second 
and recorded instantly. Tandem 
provides a fully compatible family 
of systems thai spans lhe ranse of 
performance requirements 'Of 
on-line transaction processing 
applications.lbe systems can run 
the same applications and can be 
networked With each other and 
with equipment from many other 
vendors 10 provide a single com
puting resource for an organiza
tion. Tandem supports its 
customers from over 130 locations 
worldwide and manufactures its 
products in the United Siales, 
Mexico, and West Germany. 

Highlights 
F"lSCai Year Ended September 30 1986 1985 1984 

Revenue 5767,793,000 5624,138,000 5532,620,000 
Operating income 5 I 05,978,000 5 50,081,000 5 51.101.000 
Operating margin 13.8' 8.0'~ 9.6% 
Net income 5 63,766.000 5 34,374,000 5 42.908,000 
Earnings per share S 1.44 S .82 5104 
Working capital 5385,220,000 5298.611.000 5263.403.000 
Total assets 5705,025.000 5552.344,000 5501.873,000 
Stockholders' investment 5534.680.000 5420.408.000 5375.122,000 
Number of employees 5.719 5.494 5.223 

Revenue by Industry 
(FLSCall986; amounts may not tOlai due to rounding.) 

Communicaoon.. .. 12'111 

Wholesale & Retail 
Distribution 

S'. 

Transportation 6'" 

Government 
S'. 
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To Our Stockholders: 

iscal 1986 was a good year for Tandem. Despite a difficult environment for the 
computer industry, our year-end results set records in both revenue and earnings. 

Compared to fiscal year 1985, revenue grew 23 percent to $768 million and earnings 
per share grew 76 percent to $1.44. We ended the year with a 
record cash balance of $240 million .• Our strong financial 
performance is the result of strengthening our marketing or
ganization; introducing many products based on new, leading
edge technology; and improving productivity throughout the 
company, particularly in manufacturing .• Marketing Focus: 
Early in fiscal 1986, we reorganized and strengthened our 
marketing organization, and we have begun to see positive 
results. Productivity in our U. S. sales organization has im

Thomas J. Perkins (JeIt),Chairma.n 
o''''e''' 'd,J'm~G . T'''''ig. proved. Our revenue growth rate increased over fiscal 1985. 
President and Chief Executive Officer. 

We are adding customers and increasing penetration of exist-
ing accounts. In addition, many customers have begun to build strategic networks 
using Tandem products .• During 1986, we broadened our emphasis on strategic 
relationships with other companies to leverage our internal resources and bring solu
tions to market faster. For example, to reach smaller businesses outside of our tradi
tional customer base,we began to develop value-added resell-

'986 

er distribution channels. We worked with independent software 
companies to increase the quantity and quality of third-party "" 
software. More than 200 companies now provide software 
solutions for Tandem system users .• We made equity invest
ments in two companies that support our long-term industry 
strategies, one in telecommunications and the other in manu
facturing. To broaden markets in specific geographic areas, we 
formed a l·oint venture company in Japan and entered into 

.~ $ f~ tx..M _ DISC WI on_I 
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negotiations to establish joint venture companies in the Nether
lands and Australia. We also entered into several strategic joint 
development agreements to leverage the technologies of other 
companies .• New Products, Advanced Technology: The 
unique architecture of Tandem systems has given the com
pany a fundamental advantage in the marketplace. During 1986, 
we significantly strengthened this advantage with the introduc
tion of new technology. We began investing in the development 
of semi-custom bipolar and CMOS gate array technology six 

years ago. This investment not only produced important new products during 1986, but 
it also provided Tandem with the automated design tools and facilities necessary to 
reduce development time for future products .• The successful introduction of our 
new high-end NonStop VLX system in April marked the first 
of several Tandem processors that will be based on gate array 
technology. The VLX system processes more transactions per 
second than many of the industry's largest mainframe com
puters. Its bipolar gate array technology and expert-system 
based diagnostic capability reduce service costs by two-thirds 
on a per-transaction basis for customers who select our re
mote support option .• Management Focus: In 1986, we 
achieved substantial productivity improvements in manufac
turing as part of our long-term strategic plan. We also initiated ""d,m d"oo, 'od d",~", g'" 

array technology for use in many 
new budgeting, asset management, and review processes that ",w p",d"," 

have improved revenue forecasting and expense control. These new processes, com
bined with increased employee efforts, enabled us to achieve a 23 percent revenue gain 
with only a 4 percent increase in hiring . • We strengthened Tandem's management 
team and board of directors. Walter B. Wriston, Chairman of the President's Economic 

II 
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Policy Advisory Board, joined our board of directors. Mr. Wriston "'i1 n. "' ......... " 
retired in 1984 from Citicorp, where he was Chairman and Chief 
Executive Officer. His experience in managing a multibillion- "" 
dollar corporation, plus his extraordinary grasp of the benefits 
that technology can bring to large organizations, will be of so 

tremendous value to Tandem as we go forward .• Three 
senior individuals joined Tandem as vice presidents for stra
tegic planning, management information systems, and Austin 
Operations. In recognition of the growing importance of in

AnnualIZed revenue 
per average employee 

ternational sales, third-party marketing, and new ventures, three individuals were pro
moted to newly created vice presidential positions .• Outlook: Fiscal 1987 will be 
another year of important product introductions. We plan to announce systems with low 
entry prices to extend the Tandem network to the individual store, to the branch bank, 
to the manufacturing cell, and to the departments of large corporations. One of these 
new systems will be based on custom CMOS technology and also will feature semi
custom CMOS gate arrays and 680XO microprocessors in input/output controllers. In 
addition to new systems, we plan to announce new storage products, communications 
products, and printers .• Fiscal 1987 will be a significant year for software. Products in 
development build on the unique capabilities of the GUARDIAN 90 operating system 

11le Tandem NonStop VLX s),slem impron5 
performance and reduces senice COSb. 

and we believe they will establish a new standard in 
software technology for on-line transaction processing. 
Tandem believes it will advance the state of the art 
in database technology with the announcement of 
a relational database that implements the emerging 
industry-standard interface, SQL. This new product 
will be optimized for high-performance, distributed 
on-line transaction processing, and we believe it will 



be the industry's firstSQL database to allow on-line updates with transaction integrity for 
data distributed across networks. We also plan to announce products for network and 
system management that are implemented within a common architecture . • Strategic 
relationships will become more important as we target new opportunities with lower 
cost, departmental systems. We will continue to develop value
added reseller distribution channels to reach smaller businesses 
outside of our traditional customer base.Through strategic third
party relationships, we plan to increase the quality and quantity 
of application solutions .• We will continue our efforts to im
prove productivity throughout the company. In addition, we 
plan to strengthen our systems analyst organization, as well as 
our capabilities in management information systems, human 
resources, and project management. • We believe that the 
fundamental trends in the marketplace favor Tandem. With the 
planning and review programs that are in place, we anticipate 

TIle po .... erful Tandem 6AX wotksra
bOIl. IIltrod~ III rlSUJ 1986, can 
operate as a stand-alone workslatlOn 
or as a fuJly Inlesrate«5)'~tem terminal 

another good year. 

Sincerely, 

James C. Treybig 
President and Chicf Executive Officer 

Thomas 1. Perkins 
Chairman 01 the Board 

December 9, 1986 

The Tandem X1.8 disk storage facility 
(right) won !he prestigious Hanno\'et 
Faire"Good lndustnal Destgn' award 
dunng 1986. The va dISk storage facif. 
lly (left) won the "Industrial DesIgn 
Magazine 1985 Design RevieW Award" 
for excellence in industrial des'8n. 
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Dynamic Marketplace 

andem's marketplace, on-line transaction 
processing (OLTP). is one of the fastest 
growing marketplaces in commercial data 

processing. In businesses and financial institutions 
worldwide, OLTP systems and networks are being 
used as competitive weapons to deliver new cus
tomer services electronically, to collect and process 
business transactions, and to run operations 
profitably. 

alncreasingly, the very viability of retail stores, 
banks, brokerage houses. airline reservation offices, 
and manufacturing plants - in short, vast segments 
of the U.S. economy-depends on machines that 

T,andem'S 'Jault-tolerant 
design is now offering a 

new payoff: a powerful role 
in distributed computing and 
networking, two of the high
growth markets of the 19BOs." 

Electronics, April 14, 1986' 

conduct rapid-fire transactions as they occur, nol 
overnight in a windowless back office: wrote Busi
ness Week on July 14, 1986. ~ If on-line machines 
didn't exist, banks would have to hire more tellers, 
the stock markets couldn" handle anywhere near 
their current volume, and lines at airline ticket 

counters might stretch around the comer~ • 
The market demand is for networks of on-line 

transaction processing systems that can collect and 
process transactions generated by hundreds of 
devices, and thai can speed up and ensure the 
delivery of money, stocks, bonds, news, messages, 
and many other goods and services. Tandem was 
first to recognize and fulfill this market demand. 

Tooay, Tandem systems offer a unique blend 
of features that enable them to process gro\\<; ng 
numbers of transactions across networks, integrate 
devices from other vendors. provide data accuracy, 
expand modularly, minimize downtime, deliver 
up-to-the-minute reports, and allow users to interact 
with a network as easily as if it were a single, 
centralized system. 

Tandem Is an Industry Leader 

According to a Merrill Lynch investment 
research report dated May 5. 1986, Tandem -is the 
leading supplier of high availability transaction pro
cessing systems. Tandem's onStop systems have 
met excellent user acceptance, building a substantial 
customer base in over 1,000 major enterprises world
wide .... The company has important strengths in its 
large user base and expertise in large-scale computer 
networking. In our view. these strengths ensure a 
continued leadership role for Tandem~ , 

In the view of the Gartner Group, a respected 
market research company, "Tandem Computers is 
the leading player, behind IBM, in the on-line trans
action processing (OLTP) market, one of the fastest 

Chances are, you have used a Tandem computer if you . .. 

.. . read a major city 
newspaper 
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growing markets in the information processing in
dustry .... Tandem has successfully challenged IBM 
in the financial services OLTP business, which is 
an extremely dynamic business as a result of bank 
deregulation, brokerage consolidations, and raj rash 
of mergers and acquisilions.~ 7 

OL7P Is Mainstream 

Unlike traditional mainframe data processing. 
where data is stored at a central computing facility 
and is processed only at specific times, OLTP 
updates data to reflect changes as they occur. The 
power of this concept is thai it matches the flow of 
business operations, transaction by transaction. 

According to Omri Serlin, a prominent compuler 
industry analyst, ·OLTP applications are in the main
stream of the business they serve. Sometimes they 
are the business. More often than not. they are 
the major tool the business uses to offer revenue
generating services to customers, or to run day-to
day operations~ ~ 

OLn'Markel Grows 

~Since 1981, when on-line transaction processing 
accounted for less than one-third of new sales, the 
market has grown in size and importance to more 
than $17 billion in worldwide revenue in 1985. As the 
effective cost per transaction continues to shrink, this 
market will grow to more than 70 percent of new 
business computer system revenue (not necessarily 
unit replacements), or $35 billion in 1 990,~ according 

. . run a business 
01 a factory 

to a 1986 report from Dataquest, a leading market 
research company. 

Commenting on the forces for growth, Data
quest observed, ~The service sector of the economy 
is growing much faster than the manufacturing sector, 

" Tandem is very focused, 
1. dedicated to providing 
high-value-added products to 
the transaction-processing 
marketplace . ... This focus, 
plus Tandem's product breadth, 
should keep it one of the 
industry's bright spots during 
the next three to flve years:' 

Colt/m(lII, Sachs & co., OClober 13. 1986 ' 

and on-line transaction processing lends itself to 
service businesses such as telemarketing, insurance, 
and banking. Service companies see Oll'? as a way 
to gain a competitive advantage. Typical applications 
indude automated teller machines, electronic funds 
transfer, credit authorization, directory assistance. 
manufacturing shop noor control, and reservation 
systems~ The report conduded, "The on-line trans
action processing market will continue to grow as 
more applications are developed and more batch 
applications are converted to on-line~ 10 

- 'I 
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Customer Highlight 

elailing, like many industries, is highly 
competitive and cost-conscious. II is an 

IA..M industry where on-line transaction processing 
(OLTP) and poinl-of-sale networks are becoming 
key strategic tools for success. 

At Ross Stores, Inc., of Newark, California, OLTP 
is a key ingredient in the company's plans for future 
growth. In less than five years, Ross has become the 
third largest off-price fashion retailer in the U.S., and 
it has one of the lowest operating costs as a percent
age of sales in the industry. 

The poinl-of-sale networking solution Ross uses 
is from Tandem. It links 1,400 cash registers in 147 
stores to inventory and distribution systems and to 
credit authorizers throughout the U.S. On-line access 
to the latest sales and inventory information gives 
Ross a competitive edge in controlling its business, 
says Peter C. M. Hart, Ross's Vice President of 
Management Information Systems. 

~From the beginning, we have taken a different 
view of computer technology. To us, computer tech
nology-particularly on-line transaction processing
is a strategic business weapon. Indeed, certain parts 
of our growth plan and corporate philosophy could 
not exist without the help of OLTP,~ Hart said. 

Technology Is Critical to Success 

"Our business is off-price fashion retailing. We 
provide the same quality name-brand and designer 
merchandise as the big department store chains, but 
at 20 percent 10 60 percent less cost to the customer. 

·We operate on very low margins, so profit-

ability and growth in our business depend on how 
well we serve our customers and how well we man· 
age merchandising. Our corporate molto, 'Dress 
for Less: altracts new customers, but 10 keep them 
coming back, we have to provide great service and 
continue to offer quality and value. 

'N0W that the Tandem 
network is in place, we are 

planning new ways to use it that 
will cut some of our operating 
expenses and make communica
tions with our stores much 
more elfident and timely." 

Peter C. M. Hart 
Ross Stores, Inc. 

-Not long ago, we faced a dilemma in our 
procesSing that illustrates the critical role that tech
nology plays in our success. 

·We were using six NCR [Corporation) mini
computers to provide credit authorization and 10 
collect the point-of-sale information we need to drive 
our merchandising process. 

-The problem was that we had reached a point 
where we needed to add more minicomputers to 
sUPIXlrt our growth. But that created a larger prob
lem because the minicomputers couldn't talk to each 
other or 10 our inventory and distribution system. 

Chances are, you have used a Tandem computer if),oll __ . 

... purchase gasoline with 
a credit card or bank 
ATM card 



a 

Instead, each minicomputer generated a tape at the 
end of each day, which we would mount onto anoth
er com puler and rerannat the data. That process 
look about 45 minutes per tape. and then we still had 
to run the balch applications using the new data 

~There simply wasn't enough time to do all that 
before the next morning. when our buyers need the 
data-especially during the Christmas season with 
extended shopping hours. 

Network Helps Ross Provide 
Convenient Shopping 

-At that point, we turned to Tandem and one 
of its independent application software vendors, 
Signorum !Jnc .. Fremont, Calif.]. for a solution. 

·Without replacing any cash registers or in-store 
controllers, we now have an on-line, point-of-sale 
transaction processing network from Tandem with 
StoreUnk software that supports 1,400 cash registers 
in over 140 slores. Not only does it eliminate tapes 
and feed sales data directly into our host, but it gives 
us numerous competitive advantages by helping us 
provide better customer service. 

-For instance, we are dedicated to providing 
'hassle-free' shopping. When there are three people 
in a checkout line, we open another register-we 
don't want our customers to wait. Ukewise, they 
shouldn't be made to wait for credit authorization 
when they are making a purchase. 

·So one of the things our Tandem network 
allows us to do is monitor the performance of our 
check and credit card authorizers. I use a terminal 

... use an automated teller 
machine 

to get up-to-the-minute reports about how many 
authorizations they completed in under five seconds, 
two seconds, and so on. If the performance of an 
authorizer is lalling below an acceptable level, I 
contact them immediately and begin fixing the 
problem. That's just one example of how we use 
technology to serve our customers better. 

"Not only that: for the first time, we can link into 
multiple credit authorizers. That means we can shop 
for the best discount rates and support as many dif· 
ferent credit cards as we choose. It also means we 
can make it easy to write checks-even out·of·state 
checks. We request only a driver's license. That's 
what 'hassle-free' is all about 

Tcll1dem Provides a 
Foundation Jor the Future 

-Now that the Tandem network is in place, we 
are planning new ways to use it that will cut some of 
our operating expenses and make communications 
with our stores much more efficient and timely. For 
instance, we frequently send information via courier 
to each 01 our stores. We'll eliminate most of those 
courier packages in the near future by using the 
Tandem network to send that same information 
electronically on a daily basis. 

-With Tandem, we now have a strategic network 
foundation in place to support our growth and help 
us capture market share: Hart said. -With creativity 
and a clear sense of what we want our business to 
be five years from now, we can use our network as a 
very powerful tool to help us be successfue 

' 'I 
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Unique Parallel Architecture 

n the battle for a competitive edge in emerging 
markets, corporations are using computers to 
create new computer-based products and serv-

ices that will generate revenue. But they are finding 
that their traditional , centralized computers do not 
provide the distributed networking foundation they 
need. As a result, many are investing in ner.vorks for 
on-line transaction processing-networks that will 
deliver new services, move infonnation between 
incompatible systems, and support unpredictable 
transaction volumes in the future. 

During 1986, Tandem was awarded several 
contracts to install strategic, large-scale networks for 
retailers, financial institutions, and other businesses. 
A key element of Tandem's success in applications 
such as these is its system architecture. 

Tandem's Strength: 
17:Je System Is a Network 

·Others build networks on top of individual 
processors. Our lowest-level operating system is a 
network~ explained James G. Treybig, President and 
Chief Executive Officer of Tandem, in the April 14. 
1986, issue of Electronics. In that same article, 
Electronics described the essence of Tandem's 
uniqueness: 

"The location of a data base or a peripheral is 
immaterial in a Tandem system, which makes it well
suited for networking. One process communicates 
with another through packet-switched messages 
without regard for physical location. The process of 
creating a network is therefore straightforward~ lZ 

In a June II, 1986 investment research report, 
Bear, Stearns & Co. Inc. described the advantages of 
Tandem's architecture. Following are excerpts from 
that report. 

"[Tandem's! architecture enables users to: 
1) physically and geographically distribute processors 
and data throughout their organization, yet perceive a 
single syslem image; I and I 2) expand Ihe perform
ance of their systems in a much wider range than 
found in traditional computer designs .... 

Distributing Programs and Data 

" ... With Tandem computers, users can physi
cally distribute data and programs throughout their 
organization. Yet, the user perceives the image of a 
single system-transparent to the user, the operating 
system fetches and stores data at remote sites if 
needed. The user perceives the data to be local .... 

-The importance of being able to physically dis
tribute processors and data becomes apparent when 
one realizes thai businesses and their employees are 
geographically dispersed, yet it is desirable to main
tain only a single copy of important dala. Consider 
the problem of allocating airline sealS from any of 
20,000 travel agent locations. While it is imperative 
not to allocate the same seat at different locations, 
il is desirable to alter the data from any location. In 
older systems. each travel agent and ticket counler 
was tied into where the data resides (al the airline's 
central computer). We think that the airline industry 
represents one of the biggest opportunities for 
Tandem over the next few years .... 

Chances are, you have used a Tandem computer if)'ou ... 

... send messages over 
a public electronic mail 
network 



Exp andability Without Degradation 

~Unlike today's mainframes, Tandem's machines 
do not experience performance degradation when 
multiple processors are strung together. ... A Tandem 
user can achieve a linear growth in performance 

" lV7hile fault tolerance is 
W certainly a key feature 

of Tandem's machines, it is 
only one of many architec
tural advantages that makes 
Tandem's systems more suitable 
than traditional mainframes 
and minicomputers in the 
commercial marketplace." 

Bear, Stennis & Co. Inc.,jlllle 11, 1986 " 

by adding processor modules to the system. [For 
example, an 8-processor NonStop VLX system pro
cesses 80 to 100 transactions per second (TPS), while 
a 16-processor VLX processes twice as many-l60 to 
200TPS.J .... 

a ... In a sense, Tandem's systems are really a 
form of para/fel processing for the commercial world. 

MThe importance of linear performance expand
ability is better understood by realizing that on-line 

transaction processing systems tend to grow as the 
customers' business grows. This stems from the fact 
that interactive/ transaction processing systems gen
erally form the core of the customers' own product 
offering-the computer becomes part of the cus
tomers' competitive repertoire. For example, major 
stock exchanges use Tandem systems for order 
execution and reconciliation .... With the burgeoning 
transaction volumes of recent years, such expanda
bility was a necessary requirement .... 

aFinally, the President of the Tandem Users' 
Group, an independent association, informed us 
that customers are now purchasing Tandem 
systems more for their expandability than for 
fault tolerance .... 

Application 
Software Solutions 

" ... When we queried the [Tandem third-partyJ 
software houses as to why they chose Tandem, they 
said that Tandem's architecture allowed the software 
houses to develop an application that could not be 
conceived on a conventional mainframe. Over time 
we believe that Tandem will be able to attract more 
third-party software vendors than other computer 
companies because of this unique architecture. 
[Tandem currently works with over 200 third-party 
companies. I ... Attracting third-party software 
vendors who add value to a vendor's machine 
has become the key to success in the computer 
'dtry "" [n us .... 

... make retail purchases 
with a credit card 
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Comprehensive Support and Service 

andem's support and service mission has 
a single goal: 10 provide the highest quality. 
most comprehensive assistance available in 

the industry. At Tandem, this means supplying much 
more than traditional installation and maintenance. 

It means helping customers to design their 
applications. It means understanding customers' 
business objectives and configuring networks that 
will support their goals. 

As a result, Tandem staffs its service and support 
organization with highly experienced people and 
provides training to keep them informed about the 
latest technologies. In addition, Tandem sponsors 
programs to assist customers with application and 
network design, capacity planning, and benchmark
ing. Customers who participate in these programs 
can reduce system costs by fine-tuning system con
figurations before they are installed. 

Education 

A key element of Tandem's support philosophy 
is education. Courses cover everything from daily 
system operation to application design and develop
ment. Instruction is available worldwide through 
classes, teletraining, computer-assisted learning, 
or self-paced tutorials. 

Supporting Large Networks 

Assisting customers with large-scale network 
design is an important part of Tandem's support 
strategy. The company recently expanded its 

Performance Center in Sunnyvale, California, to in
clude a Netvvork Environment Studies Facility for 
testing customer applications in large networking 
environments. In addition, Tandem offers consulting 
and benchmark testing to help customers design 
applications and networks thai are optimized for peak 
performance and lowest possible cost. 

Ongoing Research: 
Hign-Performance Systems 

Research also is a significant clement in 
Tandem's support philosophy. In Frankfurt. Gennany, 
Tandem operates its High-Perfonnance Research 
Center, where architectural research is done by 
studying system requirements for very high-volume 
transaction processing applications. The knowledge 
generated is shared with customers to help maximize 
throughput of their Tandem systems. The knowledge 
also is shared with Tandem development groups, 
where it contributes to the design of future high
performance systems. 

Support Centers 

Located in Austin , Texas; Frankfurt. Germany; 
and High Wycombe, England are support centers that 
provide a combination of remote hardware and soft
ware support to Tandem customers. All centers are 
connected electronically via Tandem's worldwide 
network, allowing customers to calion the expertise 
of Tandem's support people located around 
the world. 

Chances are, you have used a Tandem computer if you . . . 

... make long distance 
telephone calls 

\ 
I 

\ 
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Through Customer Information Services, 
Tandem customers worldwide can dial into a 
Tandem system for up-la-date technical information 
that is sto red on-line. 

Flexible, Cost-Effective Service 

Tandem's service organization has over 130 10-
eations worldwide to support customers. Computer/ 
£lecJronic Service News, in its August 1986 issue, 
wrote, ~Tandem products span the full range from 
micros to large mainframes, with all of the associated 
peripherals. And Tandem has made a name for itself 
in servicing those products. 

A ssisting customers with 
targe-scale network design 

is an important part o/Tandems 
support strategy. 

-Tandem has been servicing its own equipment 
for more than 12 years. From disk drives to main
frames, from power supplies to operating systems, 
Tandem has provided maintenance and repair on 
over 360 products. And now, they have moved inlo 
complete networks ... 

-Large installations have dedicated field service 
engineers on site. A standard service package usually 
calls for full coverage from eight a.m. to five p.m., 
five days per week. This can be extended to include 
second and third shifts. Total on-site service (requir· 

ing seven day, 24-hour coverage) is avai lable. Or, the 
plan may include full coverage on a specified shift 
only, with second shift and/ or third shift on-call 
service .... 

• [A number of products are] ... supported with 
remote diagnostics. No on-site visits are required to 
troubleshoot either the hardware or software; a CE 
[customer engineer] goes to the site only w hen a 
part replacement or system adjustment is required .... 

SelVice Philosophy 

~Speaking on the subtect of service, James G. 
Treybig, Tandem President and Chief Executive 
Officer, stated, 'We are dedicated to reducing system 
maintenance costs by using new technologies to 
increase product reliability and to offer the highest 
quality of service to our customers: He went on 
to say that Tandem's use of new technologies in the 
VLX mainframes, including VLSI circuits, expert 
system-based diagnostics, and remote support, 
directly led to ... [reduced} maintenance pricing. 

~Tandem constantly initiates customer surveys 
to judge the effectiveness and efficiency of field 
service. It also regularly gauges customer satisfaction 
levels with these polls, asking their customers what 
they want and what they expect from field service .... 

'The newer VLSI technology used in VLX main
frames has more than doubled system reliability 
compared to similar Tandem configurations using 
previous technologies. This has reduced service time, 
and the cost of service by more than 50 percent
making field service better and beller ....• 1~ 

... send money via a 
public telegraphic service 
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A Strategic Foundation 

oday's business environment is undergoing 
fundamental and dramatic change. Competi
tion is intensifying and industries are being 

restructured because deregulation and technology 
are enabling companies to enter new markets. For 
instance, insurance will be available through banks. 
Convenience stores will distribute tickets for enter
tainment and travel. News distribution companies 
will offer home shopping. And a new class of service 
companies will emerge and create more competition. 

To be successful in this new environment, 
businesses are beginning to offer computer-based 
services and products thai will change where 
and how consumers shop. and how they pay 
for merchandise. 

The Future Demands 
OIIP Networking 

New computer uses such as these demand the 
rapid response and competitive advantages of on
line transaction processing (OLTP). Many computer 
vendors now market systems for use in OLTP. Most 
of their offerings are traditional, single-processor or 
single-memory architectures. 

But corporations that want to be competitive 
in the 1990s are planning for the long tenn. They are 
reviewing their technology strategies and are dis
covering many market-driven reasons why single, 
centralized computers will not help them compete 
in the future. First, they must respond to market 
changes quickly by offering new services faster than 

the competition. They also must have a low-cosl. 
wide-area distribution system to market products 
and services in many locations. In short. infonnation 
delivery networks are becoming vital strategic tools 
in long-tenn business strategies. 

Tandem Delivers a Competitive Edge 

Many businesses with a long-tenn view are 
selecting Tandem based solutions. With Tandem, 
corporations gain easy-to-use tools for developing 
new computer-based services rapidly-services that 
are distributed, networked, and on-line. With Tandem 
systems, corporations can add new customers easily. 
Modular expansion lets them support growing 
transaction volumes without rewriting software. In 

" 'T"fandem 's architecture en-
1 ables customers to do things 
that cannot be done ejfectil'ely 
on other vendors' systems." 

Bear, Steal1lS & Co. Inc.,june 11, 1986 p 

addition, Tandem networking lets corporations open 
new markets and add users in remote locations 
quickly. The Tandem architecture lets people interact 
with data and services on the network as easily as if 
the network were a single. centralized system. 

Chances are, you have used a Tandem computer if )'ou ... 

== == 

... make stock market 
transactions 

Businesses are uncertain about the future: Does 
it include changes such as mergers or acquisitions? 
What new technology will have to be integrated to 
remain competitive? Because of this uncertainty, 
corporations want flexibility to merge new tech
nology and business operations into their existing 
systems. Tandem provides this flexibility. Tandem 
systems today process transactions generated by 
hundreds of different electronic devices: mainframes, 
cash registers, gas pumps, ATMs, facsimile devices, 
robots on the factory floor, personal computers, 
ticketing devices, and many others. 

Tt:mdem Integrates 
and Preserves Investments 

Over 200 independent companies provide ap
plication software and other solutions for Tandem 
systems. Software companies and Tandem customers 
can migrate their applications to the next generation 
of Tandem equipment without reprogramming 
because Tandem systems are software compatible. 

Tandem's support for a wide variety of industry
specific, incompatible devices preserves customers' 
existing investments in automation. 

Many Businesses Select Tandem 

Tandem is hard at work in 21 of the top 25 
U.S. banks (by assets as of June 30, 1986) and 46 of 
the top banks outside of the U.S. In Australia, 80 
percent of retail electronic funds transfer transactions 
go through Tandem systems. Over 60 percenl of the 

top U.S. regional automated teller machine inter
changes use Tandem systems to switch consumer 
electronic funds transfer transactions ber.veen 
financial institutions. Nine U.S. and 12 international 
retailers automate merchandising or distribution 
functions with Tandem equipment, or have Tandem 

" pzcreasingly, the information 
.1 stored in OLTP systems is 
not only vital to the corporation 
itself, it is the corporation's 
business." 

Computerworld 
September 29, 1986 IN 

point-of-sale networks installed. Five major European 
and several major U.S. automobile manufacturers are 
using Tandem solutions. Two of the three leading 
stock exchanges in the world-and 17 others
automate trading or other functions with Tandem 
equipment. 

Businesses are making technology decisions 
today that will influence their future market positions. 
Teday's decisions will have a critical and strategic 
impact in the long tenn. Many businesses select 
Tandem because Tandem's system architecture meets 
tOOaY's on-line business requirements and establishes 
a strategic foundation for the future. 

. .. drive a car manufac
tured by any of several 
major automobile 
companies 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

Overview 
Tandem Computers is committed to being a technological 
leader in the expanding market for on-line transaction 
processing systems and networks. The Company believes 
that its computer architecture uniquely satisfies the funda
mental requirements for such applications. Achieving its 
goat of technological leadership involves many factors, 
including strategic market positioning, a commilmenllo 
product development, and an organizational structure and 
philosophy that foster employee productivity and creativ
ity. Further, Tandem believes it is essential to maintain a 
strong financial position and operating record to allow 
the Company to maximize its opportunities within this 
growing market. 

Financial Condition 
Tandem's already strong financial condition continued to 
improve throughout fiscal 1986. For the fourth consecutive 
year, the cash and cash investments balance grew. Cash 
reached an all-time high of $240 million at September 30, 
1986, up from 5129 million at the end of fiscal 1985. Key 
factors contributing to the record cash levels were income 
from operations, employee purchases of stock, and im
proved asset management Net income increased 86 
percent over the fiscal 1985 level. 

An important part of Tandem's corporate philosophy 
is to provide all employees with the opportunity to partic
ipate in the Company's ownership through employee stock 
purchase and option programs. As a result of employee 
participation in these programs, the Company received 
$45 million in fiscal 1986 and SID million in fiscal 1985. 

Asset management improved as the Company re
duced its inventory levels and improved its collection of 
receivables. Inventories declined 19 percent from the fiscal 
1985 year-end level. Inventory days improved to 86 days 
at fiscal year-end, down from 123 days at the end of fiscal 
1985. Accounts receivable days improved to 82 days at fis
cal year-end, down from 86 days at the end of fiscal 1985. 

From left: lawrence A. Laurich. VICe President - Engineering; Dennis 
L McEvoy. Vice President-Software; Barry E. Young, VICe 
President-Austin Operations. 

From Ie't ~ Gerakl L Peterson, Vice President- Marketing; Lawrence 
W McGraw. VICt' President -US. Sales Operations. 

The Company's financial strategy includes maintaining 
a sound ratio of current assets to current liabilities and a 
conservative capital structure. At the end of fLSCalI986, 
the current ratio was 3.9:1, long-term debt and capital 
lease obligations were 1.2 percent of total capital. unused 
lines of credit totaled 565 million, and the equity base was 
5535 million. Tandem believes this financial strategy pro
vides the maximum near-term and long-term nexibility 10 

utilize a full range of financing alternatives to enable the 
Company to invest for future growth. 

Results of Operations 
The following table summarizes the changes in selected 
operating indicators for the years presented. The percent
ages on the left show the relationship of various income 
and expense items to revenue. The percentages on the 
right measure the year·to-year percentage increases or 
decreases. 

PeToentof~~nue Percentlocrease ( Decrease) 

1986 1985 198' 1'" 1985 198' 
100 100 100 Revenue 23 17 27 
3) 38 40 C05t of re\'enue 3 11 23 
11 12 10 Research aod de-."eIoprnent 21 " 34 

Marketmg. general and 

" 42 40 admllltstrallVe 25 23 39 
14 8 10 Operatulg lIlCOOle 112 (2) 3 
1 1 InterestlrlCOme, net 36 21 610 

15 9 11 Pre"" """"" I" 11 
7 , , Cunellt tax proVJSM)n 131 (51 17 

(2) DISC reversal 

Net IflCOrTIe excluding 
8 6 6 DISC re\'ersal 86 , 8 
8 6 8 Net income " ( 20) 39 

Earnings per share eJL:dud-
ing DISC reversal 76 3 5 

Eamlllgs per share 76 ( 21 ) 37 

Amounts may not 101<11 due to roun<lmg. 

Revenue 
The rate of revenue growth in fiscal 1986 surpassed that 
of fiscal 1985, although it was lower than that of fiscal 
1984. The rate of revenue growth in fiscal 1986 improved 
as the Company strengthened its position as a major 
supplier in the on-line transaction processing marketplace. 
Significant new products introduced during the fiscal year 
had a positive inOuence on revenue growth. While demand 
in the United States was relatively weak, international 
demand was strong. 

Tandem's revenue gains over the past three years 
result from increased shipments of its hardware and soft
ware products to new and existing customers and from 
increases in the number of customers using its support 
and training services. The Company's total revenue in 
fiscal 1986 increased 5144 million, or 23 percent, over 
fiscal 1985. Revenue in fiscal 1985 increased $92 million, 
or 17 percent, over fiscal 1984. International business, led 

From left : Stephen C Schmidt. Vice President - OperatIOn'!;; MIChael 
K. Batemdn. VIce Presldent-Third-Party Ma,kebog; Robert C. Marshall. 
SenIOr VICe President and Chiel Operating OffICer 

by Europe, continued to grow more rapidly than domestic 
business in fiscal 1986. The percentage of total revenue 
contributed from international operations reached 40 per
cenl. compared with 33 percent in fiscal 1985 and 31 
percent in fiscal 1984. 

Operating lncome 
Operating income as a percentage of revenue increased 
sjgnificantly in fISCal 1986 compared with the prior two 
flSCal years. The improving trend in operating income is 
primarily attributable 10 higher gross profit margins. Cost 
of revenue as a percentage of total revenue declined 
sharply. Research and development expenditures as a 
percentage of total revenue declined slightly compared to 
fISCal 1985, largely because certain software development 
expenses were capitalized in fiscal 1986 (see Notes to 
Consolidated Financial Statements). Marketing, general. 
and administrative expenditures increased modestly as 
a percentage of total revenue. 

From lelt: Alois J. Strnad, Vice President-Management Information 
Systems: David J. Rynne. Vice President and Chief Financial Officer; 
Jeanne D. Wohlers, VICe President and Corporate Controller; Richard 
A. Lamb. Treasurer. 

The Company increased its research and devel
opment expenditures to support an active product 
introduction schedule. Tandem's product development 
activities focus on meeting the needs of computer users 
who are implementing on-line systems at single sites and 
in geographically distributed information processing net
works. The Company believes that the opportunities for 
technological innovation in this marketplace are sub
stantial and, therefore, has increased its investment in 
research and development each year since its founding. 
The Company expects to increase expenditures on 
research and development in fiscal 1987. 

The Company's marketing strategy focuses on selling 
to large organizations that are implementing major on-line 
transaction processing applications. Providing a high level 
of service and support is essential to meeting the needs of 
this customer base. To maximize its long-term opportunities 
in this marketplace. Tandem has built a direct selling and 
support organization in industrial markets throughout the 
world. The Company's direct sales activities are comple-

From left: Thomas J. K~18aard, Vice President, General Counsel 
and Secretary; Jan E. Jensen. Vice President-Human Resources; 
Gerald D. Held, Vice President-New Ventures; Donakl E Fowler, 
V'lCe President-Strategy and Corporate Development 

29 



30 

mented by relationships established with third-party 
application software developers, equipment remarketers, 
and distributors. 

Marketing, general, and administrative expenses have 
increased as a percentage of revenue over the past three 
fiscal years as the Company has continued 10 build its 
marketing organization and to develop marketing relation
ships with third parties to foster future growth. The prod
ucts introduced during this period resulted in increased 
marketing costs to bring the products to market and to 
train new and existing sa1es, service, and support personnel 

The improvement in the ratio of cost of revenue to 
total revenue is attributable to a number of factors: Tandem 
continued its successful programs to increase the efficiency 
of its manufacturing and service operations. The Company 
sold a favorable mix of products, including a high ratio of 
newer products. 1l1ese products incorporate new tech
nology that provides greater performance at lower cost. 
The weakness of the U.S. dollar against European cur
rencies had a favorable impact on the cost of revenue ratio_ 

The 23 percent increase in revenue for fiscal 1986 
was achieved with only a four percent increase in employ
ment. Total employment at fiscal year-end was 5.719_ The 
Company expects that, in order to support a higher level 
of revenue, it will be required to add a greater number of 
new employees in fiscal 1987. 

Nellncom e and Earnings Per Share 
The rate of change in net income has differed from that of 
operating income over the past three years because of the 
factors discussed above and because of changes in the 
Company's net interest income and effective tax rate. This 
year, net interest income was more than $2 million higher 
than in fiscal 1985 and more than $3 million higher than 
in fiscal 1984. While prevailing interest rates continued to 
decline, the effect has been offset by continuing growth 
in the amount of interest-earning cash investments. 

Net income comparisons for the three years are 
distorted by a one-time tax. benefit recorded in fiscal 1984. 
In that year, $9.7 million of taxes that had been accrued 
on earnings of the Company's Domestic International 
Sales Corporation (DISC) were reversed. 

The effective tax rate in fiscal 1986 was 44 percent. 
compared with rates of 39 percent in fiscal 1985 and 24 
percent in fiscal 1984. The effective tax rate in fiscal 1986 
was higher than that in fiscal 1985 primarily because of 
higher levels of pretax income and a reduction of the 
research and development credit. The Company expects 

From lell: Robert F. Hoogstraten, Vice President and Manasing 
Director-European Division: Michael C. Moore. Vice President and 
Intercontinental Division Manaser; Jack W. Chapman, Vice Presidenl
Intemational Sales Operations. 

the Tax Reform Act of 1986 to have an immaterial impact 
on the fiscal 1986 effective tax rate. 

The effective tax rate in fiscal 1984 was lower than 
that in fiscal 1985 primarily because of the $9.7 million 
DISC benefit. 

Earnings per share in fiscal 1986 were 51.44, com
pared with earnings per share in fiscall9S5 of $.82 and in 
fiscal 1984 of 5.80 (net of the $.24 per share benefit from 
the DISC tax reversal ). In each of the three years, the 
growth in earnings per share differed from that of net 
income because of a higher number of weighted average 

shares outstanding. 

Effect of Innatlon 
Please see page 39 of this report for a discussion of the 
effect of changing prices on the Company's operations. 

From left: lnomas Lyman Chun, VICe P"reskienl-Corporate Projects; 
George C. Eckert, VICe Presidenl- Ma;or Protects Management 

SELECTED FINANCIAL DATA 
For the Five Yrors Ended September 30. 1986 

(In thousands except per share amounts) 

Rev enue 

Cost of revenue 
Research and development 
Marketing, general and administrative 

Oper ating Income 
Interest income, net 
Provision for income taxes 

Current period 
Benefit of DISC tax reversal 

Nellncome 

Earnings Per Share 

Total Assets 
Long Term Debt and Capital Lease Obligations 
Stockholders' Investment 

1986 1985 1984 1983 1982 

$767.793 5624.138 5532.620 54 18.282 5312.143 

247.87 1 240. 148 215.692 175.646 120.300 

86.614 71.577 52.5 14 39.168 33.642 
327.330 262.332 213.313 153.697 117,403 

105.978 50.08 1 51.101 49.771 40.708 

8.504 6.269 5.183 730 6.033 

(50.7 16) (21.976) (23.076) ( 19.696) ( 16.885) 
9.700 

5 63.766 5 34.374 5 42.908 $ 30.805 $ 29.856 

5 1.44 5 .82 $ 1.04 $ .76 $ .76 

$705.025 5552.344 550 1.873 $4 15.525 $337.366 
$ 6.526 5 12.4 12 $ 17.155 $ 23.957 $ 21.102 
$534.680 $420.408 $375. 122 $3 10.993 $250.988 

Audito r s' Report 

To Tandem Computers Incorporated: 

We have examined the consolidated balance sheet of 
Tandem Computers Incorporated (a Delaware corpora
tion) and subsidiaries as of September 30. 1986 and 1985 
and the related consolidated statements of income, stock
holders' investment and changes in financial position for 
each of the three years in the period ended September 3D, 
1986. Our examinations were made in accordance with 
generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such 
other auditing procedures as we considered necessary 
in the circumstances. 

In our opinion. the financial statements referred 
to above present fairly the financial position of Tandem 
Computers Incorporated and subsidiaries as of September 
30. 1986 and 1985, and the results of their operations and 
the changes in their financial position for each of the three 
years in the period ended September 30, 1986. in con
formity with generally accepted accounting principles 
applied on a consistent basis. 

San Jose, California, 
Oc.ober 28. 1986. 

Arthur Andersen & Co. 
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CONSOLIDATED STATEMENT OF INCOME 
For the Three Yoors Ended September 30. 1986 

(In Ihousands except per share amounts) 1986 1985 1984 

Revenue 
Product revenue 5618.357 5515.109 5148.611 

Service and other revenue 149.436 109.029 84.009 

Total revenue 767,793 624.138 532.620 

Costs and Expenses 
Cost of revenue 247.871 240,148 215.692 
Research and development 86.6 1'1 71.577 52.5 14 
Marketing, general and administrative 327.330 262.332 213.313 

Total costs and expenses 661.815 574.057 481.519 

Operating Income 105.978 50.081 51. 101 
Interest expense ( 1.979) (2.407) (2.642) 
Interest income 10.483 8.676 7.825 

Income Before Income Taxes 114.'182 56.350 56.284 

Provision For Income Taxes 
Current period (50,716) (2 1.976) (23.076) 
Benefit of DISC tax reversal 9,700 

Total provision for income taxes (50,716) (21.976) ( 13.376) 

Nellncome S 63.766 5 34.374 512.908 

Earnings Per Share S 1.41 5 .82 S 104 

Weighted average shares outstanding 44.201 11,765 41.399 

Because of the Company's method of operation. it is nOI practical or meanmgfullO report the cost 01 sen·ice and other reo.enue as a separale 
line item 

The accompanying notes are an integral part of this stalemenl 

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEET 
As of September 30. 1986 and 1985 

(In thousands except share amounts) 

Assets 
Current Assets 
Cash and cash investments 
Accounts receivable, net of allowances of S 7 ,292 in 1986 and $3,4 79 in 1985 
Inventories 
Prepaid expenses and other 
Prepaid income taxes 

Total current assets 
Property, Plant and Equipment, at cost 

land and buildings 
Machinery and equipment 
Computer equipment and spares 
leasehold improvements 
Construction in process 

Accumulated depreciation and amortization 
Net property, plant and equipment 

Other Assets 
Total Assets 

lIabillties and Stockholders' Invesbnent 

Current Liabilities 
Accounts payable 
Accrued liabilities 

Wages, payroll taxes and employee benefits 
Income taxes 
Other accrued liabilities 

Current portion of long term debt and capital lease obligations 

Total current liabilities 
long Term Debt and Capital lease Obligations 
Deferred Income Taxes 
Stockholders' Investment 
Common stock, S.025 par value, authorized 200,000,000 shares, 

outstanding 43,918,756 in 1986 and 41,386,572 in 1985 
Additional paid-in capital 
Retained earnings 
Total stockholders' investment 
Total liabilities and Stockholders' Investment 

The accompanying notes are an inlegral pari of this balance sheeL 

1986 1985 

5239.819 5128.676 
197.658 163.378 
64.229 78.962 
17.505 10.746 

3.655 
519.21 1 385.4 17 

38.652 25.398 
62.302 55.669 

137.388 119.982 
34.270 32.363 
9.5 13 7.932 

282.125 24 1.344 
( 107.103) (80.746) 

175.022 160,598 
10.792 6.329 

5705.025 5552.344 

5 50.768 5 33.377 

31.132 28. 196 
21.670 
21.452 18. 184 
5.969 7.049 

133.991 86.806 
6.526 12.412 

29.828 32.718 

1.098 1.035 
289.441 238.998 
244.141 180.375 
534.680 420.408 

5705.025 5552.344 

TANDEM COMPlITERS INCORPORATED AND SUBSIDIARIES 
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CONSOLIDATED STATEMENT OF STOCKHOLDERS' INVESTMENT CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
For the Three Years Ended September 30. 1986 For the Three Years Ended September 30, /986 

Additional 

Common Stock Paid-In Retained 
( In thousands) 1986 1985 1984 

Funds (Cash and cash investments) at beginning of perioo 5128.676 $106.862 $ 93.501 

( In thousands) Shares Amount Capital Earnings 

Balance September 30, 1983 39.553 S 989 S206.911 S103.093 
Total Funds Provided from Operations 

S310.993 et income 63,766 34.374 42.908 

Sale of common stock under stock option plans 779 19 9.983 
Sale of common stock under stock purchase plan 285 7 6.982 

34 Tax benefit from employee 
transactions in common stock 4.230 

Net income 42.908 
Balance September 30. 1984 40.617 1.0 15 228.106 146.00 1 

10.002 Items not requiring current outlay of funds 
6.989 Depreciation and amortization 43.242 35.616 22.741 

Deferred income taxes (2.890) 12,296 (3.544) 35 
4.230 Net book value of property, plant and 

42.908 equipment sold or retired 8.742 13.810 6.614 

375.122 Total provided from operations 112.860 96.096 68.719 

Sale of common stock under stock option plans 352 10 3.873 
Sale of common stock under stock purchase plan 418 10 6.184 
Tax benefit from employee 

3.883 Funds Used for Operations 
6.194 Increase in accounts receivable 34.280 17.036 26.784 

Increase (decrease) in inventories ( 14.733) ( 13.413) 6.455 

transactions in common slock 835 
Net income 34.374 
Balance September 30, 1985 41.387 1.035 238.998 180.375 
Sale of common stock under stock option plans 2.143 53 39.253 
Sale of common stock under stock purchase plan 389 10 5.926 
Tax benefit from employee 

transactions in common stock 5.264 
Net income 63.766 
BaJance September 30, 1986 43.919 S 1.098 S289.441 S244.141 

835 Net change in prepaid expenses and non·debt 
34.374 current liabilities (45.161) 1.795 (25.652) 

420,408 Investment in property, plant and equipment 65.011 67.568 71.519 

39.306 Increase (decrease) in other assets, net 5.860 (511 ) 2,361 

5.936 Total used for operations 45.257 72.475 81.467 

Net increase {decrease) in funds from operations 67.603 23.621 ( 12.748) 
5.264 Proyided fro m ( Repayment of) External Flnandngs 

63.766 Increase (decrease) in long tenn debt 
S534.680 and capital lease obligations, net (6.966) ( 12,719) 4.888 

The acrompanying notes are an integral part of Ihis statement Sale of common stock under employee 
stock option and stock purchase plans 45.242 10.077 16.991 

Tax benefit from employee transactions in common stock 5.264 835 4.230 

Total provided from ( repayment of) external financings 43.540 ( 1.807) 26.109 

Funds (Cash and cash investments) at end of perioo 5239.819 S128.676 5106.862 

1lle accompanying notes are an mtegral part of thiS statement 

TANDEM COMPlITERS INCORPORATED AND SUBSIDIARIES TANDEM COMPlJfERS INCORPORATED AND SUBSIDIARIES 
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NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS 

I. Summary of Significant Accounting Policies 

Consolidation 
The consolidated financial statements include the accounts 
of Tandem Computers Incorporated and its wholly-owned 
subsidiaries after elimination of intercompany accounts 
and transactions. 

Revenue Recognition 
The Company generally recognizes revenue from equip
ment sales at the lime of shipment Service and other 
revenue are recognized ratably over the contractual 
period or as the services are provided. 

lranslation of Non-U.S. Currency Amounts 
Assets and liabilities of the Company's subsidiaries which 
are denominal.ed in the local currency of the subsidiary 
are translated mto U.S. dollars (the functional currency) 
al year-end exchange rates, except for inventories and 
property, plant, and equipment, which are translated 
a l approximate rates prevailing when the assets were 
acquired. Income and expense items are translated at 
average rates of exchange prevailing during the year, 
except that cost of goods sold and depreciation are 
tra~lated at ~istorical rates. Exchange gains and losses 
are Indu.ded In current earnings as operating expenses 
and are Immaterial in amounl 

lnventorles 
Inventories are stated at the lower of cost ( first-in, 
first-out) or market and include materials, labor, and 
manufacturing overhead. The components of inventories 
as of September 30 were: 

(In thousands) 

Purchased parts and subassemblies 
Work·in·process 
Finished lloods 
Total 

lncome Taxes 

1986 
531,191 

12.138 
20.900 

564,229 

1985 
541,434 

11,176 
26.352 

$78.962 

The Company accounts for investment and research and 
dev,elopment tax credits as a reduction of the provision 
for Income taxes in the year in which the related credits 
are generated, 

Property, Plant and Equipment 
Systems spares (original cost of S34,785,000 and 
535.420,000 at September 30, 1986 and 1985, respectively) 
are depreciated over a five-year period using an accelerated 

depreda~n me~, AU other property, pIan~ and equipment 
are depreciated ustng the straight-line method. The estimated 
useful lives are: 

Buildings 
Machinery and equipment 
Computer equipmem and spares 
~~Id improvements 

30 years 
5·10 years 
3·7 years 

Lease term 

Induded in the Land and buildings and the Construction 
in process balances at September 30, 1986 and 1985 are 
approximatel,y 526,575,000 and SI2,789.000, respectively, 
of costs relatmg to land and land improvements on a 
parcel held for future development. 

Software Development Costs 
During fiscal 1986, the Company adopted the Financial 
Accounting Standards Board Statement No. 86 which 
requires the capitalization of certain software develop
ment costs. The amount of software development costs 
included in Other Assets as of September 30, 1986 was 
52,982,000, net of amortization of SI90,ooo, The Company 
does not consider the capi tal ization of these costs to be 
material to the fiscal 1986 operating results. 

Earnings Per Share 
Earnings per common share have been computed based 
upon the weighted average number of common and com
mon equivalent shares outstanding. Common equivalent 
shares r~ult from the assumed exercise of outstanding 
stock optIons and a convertible debenture that have a 
dilutive effect when applying the treasury stock method. 
Fully diluted earnings per share are substantially the same 
as reported earnings per share. 

2, Income Taxes 

The provision for income taxes included the following 
deferred (prepaid) items: 

(In thousands) "86 1985 1984 
Federal 

Cutrent 526,037 S 2.950 513,882 
Deferred Q'repaid) _~3,923) 4,610 ( 10,550) 

22.114 7.560 3,332 
State; 

Current 6.880 3,522 4,800 
Deferred i Prepaid). 89 m _(297) 

6,969 3.945 4,503 

Foreisn: 
CUrrenl 21.686 12.005 6.197 
Delerred (Prepaid) (53) (1.534) (656) 

21,633- 10.471 - 5.541 
Total ProviSion 550,716 521,976 513,376 

Sources of deferred (prepaid) taxes were as follows : 

(In thousandS) 1986 1985 1984 
Installment sale melhod 

lor income laX reporting 5(8.043) 59,752 5 (1.950) 
DISC income (6. 117) (6,084) 
Acceleraled depreciation 447 2.586 2.950 
Effeel of inlercompany profit 

eliminations 2.048 (90) (2.178) 
Other (including expenses 

reeognized fOl" financial 
statements. but not lor 
income tax reporting) 1,661 (2,632) .(4,24 1) 

Total Deferred (Prepaidf S(3.887) 53,499 5,( 1 1,503)' 

The provision for income taxes differs from the amount 
obtained by applying the federal statutory income tax rate 
to income before taxes as follows: 

1986 1985 1984 

Federal Slatutory tax rate 46 -16' 16 

Slate taxes, net of federal 
Income \aJI: benefit 3 , • 

Investment tax credits (2) (3) (3) 

Research and development 
tax credits ( I J (8) (7) 

Tax exempl DISC and FSC 
lllcome (2) (' ) (I) 

Other I 2 

II 39 " Benefit 01 DISC \aJI: reversal ( 17) 

Elfecbve Tax Rate " 39 24 

The 1984 benefit of DISC (Domestic International Sales 
Corporation) tax reversal represents the benefi t of 
deferred taxes previously provided on DISC earnings 
accumulated prior to the enactment of the Tax Reduction 

Act of 1984. 
The Company established a Foreign Sales Corpora· 

tion (FSC) effective January I. 1985. 
In fiscal 1986, the Company provided taxes pursuant 

to tax laws in effect on September 30, 1986. The Company 
expects the subsequent enactment of the Tax Reform Act 
of 1986 10 have an immaterial impact on the fiscal 1986 
effective tax rale. 

3. long Term Debt, Capital Lease Obllgations and 
Other Commitments 

Long term debt and capilal lease obligations as of 
September 30 consist of the following: 

(In thousands) 
5.8 ' and 8.2 promissory noles payable 

to a bank In Japanese yen, due October 
1986 and March 1987. respecll\ely 

Convertille subordmated debenture 
payable 10 an offICer of the Company. 
beannglrUerest at 9.5' and due 
Seplember 1989 

fndliStnal revenue bond. beanng imeresl 
at 12 " due June 1992 

Industna.! rC\'enue bond. beanng Ulterest 
at 121 due July 1992 and collateral' 
ized by certain e<]ll!plTlellL 

ObbgatlOM under capital leases. inlerest 
.-angUlg from ~ 10 Ii net of 
imputed IIlterest totaling $749 and 
52.648, in 1986 and 1985, rcspKlI\ely 

<>he, 

Less amenl porllOn 
Long Term Debt and capllal Leases 

1986 

S 3,292 

1.667 

1.000 

1.000 

-1.735 
801 

12.495 
5,969 

5 6,526 

1985 

$ 2.573 

1,667 

1.000 

1.000 

11.775 
1,4·16 

19,461 
7.049 

$12,412 

The SI.667,500 convertible subordinated debenture is 
convertible into 100,000 shares o f Common Stock at a 

price of 516.675. The debenture becomes convertible as to 
25,000 shares each year beginning in September 1986 and 
is subject to conversion acceleration in the event of certain 

occurrences. 
There were no interest costs capitalized during fiscal 

1986, Interest costs of S594.000 and $1,606,000 relating to 
construction projects were capitalized during fiscal 1985 
and 1984, respectively. 

The Company has entered into unsecured credit 
agreements totaling 565,000,000 with several banks for 
working capital purposes. TIle agreements provide for 
revolving borrowings through March 1988, at which time 
outstanding amounts may be converted to term loans to 
be amortized through 1991. Domestic borrowings bear 
interest at or below the banks' prime rates through March 
1988 and approximately 1/4'1b above these rates through 
1991. The Company is required to pay a commitment fee 
of 1/4% per annum. There are no compensating balances 
required under any of these arrangements. 

Certain financial covenants and restrictions are 
included in the loan agreements. The Company was in 
compliance with all such covenants and restrictions at 

September 30. 1986. 
The Company has guaranteed payment of loans 

made to officers totaling 5250.000 at September 30, 1986 
under a 52,000,000 bank line of credit. In addition, the 
Company has a SI,667,5OO note receivable from an officer 
included in Other Assets which matures in September 
1989 and bears interest at an annual rate of 10'1t. 

The Company leases its headquarters, field offices, 
cer.I~.n equipment, automobiles, and most of its operating 
facllJlies under operating lease agreements, The Company 
also has capital leases for certain equipment. Future min· 
imum lease payments as o f September 30, 1986 are as 
follows: 

(In thousands) 

F"~al Year 
1987 
1988 
1989 
1990 
1991 
1l1ereaher 
Total mlfUlTlum \ease payments 

Lease Obligations 
capital ()perlltlng 
53,210 $ 38,647 

1.902 33.047 
243 29.545 
63 26.739 
33 23,268 
33 83.954 

55,'~84 5235,200 

The cost of assets held under capital leases totaled 
511,981.000 and 520,504.000 at September 30, 1986 and 
1985, r~pectively, and are included in the Machinery 
and eqUIpment and Computer equipment and spares 
classifications in the accompanying Balance Sheet. The 
accumulated depreciation associated with these assets 
totaled 58,894,000 and 511,928,000 at September 30, 1986 
and 1985, respectively, 
. Rent expenses were $43,092,000 in 1986, 538,213,000 
Ifl 1985, and S36,726,000 in 1984. 
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4. Capital Stock 

The Company's authorized capital stock conc;ists of 
2.400,000 shares of preferred stock, 4,000,000 shares of 
Junior Common Stock, and 196,000.000 shares of Common 
Stock. At September 30, 1986. 13.258,490 shares of Com
mon Stock were reserved for future issuance under stock 
option plans. the employee stock purchase plan, and a 
convertible subordinated debenture. There were no shares 
of preferred stock or Junior Common Stock outstanding at 
September 30. 1986. 

Preferred Stock Rights 
During 1985, the Company declared a dividend of one 
preferred share purchase right for each then outstanding 
share of Common Stock. In addition. one right will be 
issued with each share of Common Stock issued by the 
Company before the date the rights become exercisable. 
are redeemed by the Company. or expire on May 17, 1990. 
The rights will nol be exercisable, or transferable aparl 
from the Common Siock. until 10 days after another per
son or group of persons acquires 20% of the Common 
Siock or commences, or announces its inlention to com
mence, a tender or exchange offer for at least 30'1b of the 
Common Stock. Each right entitles the holder to buy one 
one-hundredth of a share of a newly created series of 
preferred stock of the Company, par value 5.10 per share. 
designated as Series A Participating Preferred Stock, at an 
exercise price of $80.00. In certain circumstances. the 
right will entitle its holder to purchase a larger amount 
of preferred stock or stock in an acquiring company. 

Stock Option Plans 
The Company has employee stock option plans under 
which permanent employees may be granted options to 
purchase shares of Common Stock at 100% of fair market 
value at the time of the grant. Options generally become 
exercisable six months after the effective date and expire 
no later than seven years after the effective date. At the 
discretion of the Board of Directors. options granted 
under the stock option plans may qualify for Incentive 
Stock Option treatment under the Economic Recovery 
Tax Act of 1981. 

As of September 30. 1986 options for 6,008,986 shares 
were outstanding at prices ranging from 55.23 to S34.88. 
with an average price of 522.60. Options for 4.860.946 
shares were exercisable as of September 30, 1986. Options 
for 4,653,538 shares are available for future grant. Options 
were exercised at prices ranging from 53.96 to 534.88 in 
1986. S3.96 to 526.88 in 1985, and 53.92 to 526.88 in 1984. 

Employee Stock Purchase Plan 
As of September 30, 1986 the Company has reserved 
1.605.666 shares of Common Stock for future issuance 
under its employee stock purchase plan. Under the plan, 
the Company may offer shares to employees by two 

methods. Under one method, eligible employees may 
elect to purchase shares of Common Stock at 85% of fair 
market value as of the last trading day before or the last 
trading day of the participation period. Under the second 
method, the Company may grant to all employees the 
option 10 purchase the same number of shares of Com
mon Stock at not less than 85% of fair market value atlhe 
grant date. As of September 30. 1986 options to purchase 
100.600 common shares at 515.73, 225,000 common 
shares at 516.15, and 564,700 common shares at S23.91 
were outstanding under the second method. Such options 
are exercisable through February 28. 1987, February 10, 
1988, and October 10. 1988. respectively. 

5. Geographic Segment Information 

The following table sets forth information about the 
Company's operations in different geographic regions for 
the three years ended September 30, 1986. 

Geographic Area 

United Elimi· Consol· 
( In thousands) States Europe Other nations idated 

1986 
Re\-mue-CUSIOmet 5463,7055201,670 S 96.418 $ $167,793 
Reo.-mue-

Intercompany 
Reo.'eIlue-Tocal 
PrelalC tncome 
identifiable Assets 

1985 

118.989 
582.694 

73.716 
541,38] 

201.670 
39.821 

]31.853 

96.418 
1.007 

63,701 

Re\'enue-CuslOl'ner $4]7.460 $136.307 $ 70.371 S 
Re\'eIlue-

IllIe rcompany 111,742 
Re\'enue-TOIal 529.202 136.307 70.371 
Pretax Income 34.586 15,496 6.555 
Identifl1lble Assets 436.835 ]01,836 47.386 

198' 
Re\'enue-Customer 5364,873 $109.562 $ 58.185 S 
Revenue-

tlllercompany 90,850 
Re\'eIlUe-TOIal 455.123 109.562 58.185 
Pretax Irn::ome 46.917 10.842 5.261 
tdentifiable Assets 42'-974 79.747 31.732 

( 118.989) 
( 118.989) 767,793 

(62) 114.482 
(31.9 10) 705.025 

5624.138 

( 111 .742) 
( 111.742 ) 624.138 

(287) 56.350 
(33.7 ]3 ) 552.344 

5532.620 

(90,850) 
(90.850) 532.620 

(6.796) 56.284 
(3'-580) 501.813 

Intercompany transfers are made at arm's length prices, 
which include manufacturing profits attributable to Uni ted 
States operations. Identifiable assets are those assets of 
the Company that are identified with the operations of the 
corresponding geographic area. United States customer 
revenue includes export sales of SIO,048,OOO in 1986, 
S7,053,OOO in 1985, and 55.989,000 in 1984. 

6_ Contingencies 

The Company, along wilh three present or former 
principal officers. was named as a defendant in a class 
action complaint filed in the United States District Court 
for the Northern District of California on October 23, 1984, 
purporting to state claims for alleged violations of federal 

securities laws and pendent state claims arising out of the 
Company's December 1982 restatement of revenue and 
earnings for fiscal 1982. The court dismissed Ihe complaint 
as to the individual defendants in March 1985 with leave 
to amend. SubsequenUy, the court granted the defendant's 
motion for summary judgment and dismissed the suit in 
September 1985. The plaintiff filed a otice of Appeal in 
October 1985. No provision has been made in the accom
panying financial statements for possible liability because, 
in the opinion of management, it is unlikely that the ulti
mate disposition of the suit would have a material effect 
on the Company's financial position. 

In addition, there are various actions or claims which 
have been brought or asserted against the Company. Man
agement does not consider them to be material to the 
Company-s financial position. 

7, Unaudited Quarterly Financial Data 

(In thousands except per share amounts) 

Quarters Ended Dec. 31 March 31 June 30 SepL 30 

Year ended September 30: 1986: 

Re l'e nue 5170.061 $ I 76,327 5200.853 5220.552 

COils a nd Expenle. 
Cost 01 re'o'enue ...... 58.025 61.030 69.972 

Research and 
development 19,817 21.318 22,299 23.180 

Markellllg, general 
and iKlminl:§tratlvE' 72.085 76.986 86.923 9t .336 

Total costs and expenses 150.146 156,329 170,252 184,488 

Opera ting Income 19.3t5 19.998 30.601 36,06·1 

Interestll1come, ne t 1,673 2.362 2.054 2,415 

Income Before 
Income Tpea 20.988 22.360 32.655 38,479 

Pr ovl.lon For 
Income Tue. (9.340) (9,950) (1 4,531) ( 16.895 ) 

Nellncome S 11.648 S 12AI0 S 18.124 $ 21.584 

Earning. Per Sha r e S .28 $ ,29 $ <0 S .47 

Year ended September 30. 1985: 

Re \'e llue $159,653 5146.489 5144.165 5 I 73.831 

COlt. and Expense. 
Cost 01 re-venue 62,02 1 57,7 13 56.1 16 64,298 

Reo.earc:h and 
de\'i'lopment 15.127 17.075 18.021 21.348 

Marketlllg, general 
and admin~tratl\'e 59'" 61.998 69.482 70.856 

Total costs and expenses 131.144 136,786 ]43.625 156.502 

Ope-ri llo, Income 22,509 9.703 5<0 17.329 

Interest .ncome. net '''' 1.573 1298 1.510 

Income Befor e 
Income TIlU!' 24.397 ] 1276 1.838 18,839 

Provb lo n For 
Irn:ome Taxel (10.369) ( 4.435) 550 (7,122 ) 

Nellncome S 14.028 S 6,84] S 2.388 S 11.117 

Earnlngl Per Sha r e S .34 S .16 $ .06 S 27 

8_ Information on the Effects of Innation (Unaudited) 

The Company has provided an adjusled summary of opera
tions and selected financial data in accordance with the 

Financial Accounting Standards Board Statement No.33, as 
amended. concerning "Financial Reporting and Changing 
Prices: This disclosure requirement is experimental and 
involves considerably more judgment than traditional 
financial statements and, therefore_ should be reviewed 

with caution. 
Inflation-adjusted information was completed using 

the ·current cost" method. which requires the Company 
to adjust asset values based on specific indices and 
appraisals. 

The method does not allow for inflation adjustments 
10 operating expenses, revenue, or net interest income. 
nor an adjustment to the tax pro\!ision. despite the de
crease in pretax income which results from the inflation 
adjustments. Only the cost of revenue and depreciation 
expense related to the assets, which are restated for 
inflation effects, are adjusted. 

Depreciation is computed on a slraight-line basis, 
rather than the accelerated basis that is used for some 
assets in the Company's historical financial statements, 
because the accelerated method already recognizes some 
of the effects of inflation. 

Net income for fiscal 1986 was lower under the 
current cost method because of higher depreciation and 
amortization expense resulting from higher assel values. 
Companies that hold monetary assets during a period 
of inflation lose purchasing power. Tandem held nel 
monetary assets during the period, and their purchasing 
power declined. 

Consolidated Statement of Income Adjusted 
for Innation 
For the year ended September 30, 1986 

In Aler.tg(' 19116 Dollars 

( In thousands) 

Total Re\·enue 

Cost oJ rel"enue. exdudlll!l 
depreciatIOn and amortu.ltlOn 

Oth(,r costs and expenses. el[chJdlllg 
dq>reciatlOn and amortIZation 

DeprecatIOn and amortaatlOn 
Interest (income). net 
ProvblOn lor Irn:ome taxes 

Nt'tlrn::ome 

Increase 11 \"alue: 01 inventones. 
property, plant and eqUipment 
held dunng the year 

Measured III general pnces 
Measured In specifIC prices 

Excess of IIlC rease in gen(,ral 
price level (constant dollars ) 
over Increase III SpecirlC prices 

HlStonc 
Cost 

5767.793 

232,91\ 

385.629 
IJ2~2 
(8,5(H) 

$ 50.116 

$ 6.1,166 

Currl'nt 
<:0>, 

5767,193 

232.9 1'1 

3115.629 
16.311 
(8.5(H) 

550.716 

5 60.697 

$1.5J~ 

(3.6771 

5 8,211 

AI Seplember 30, 1986, current cost of inventory was 
$64,343.000 and current cost of property, plant and equip
ment, nel of accumulated depreciation was $183,490,000. 
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Five Year Comparison of Selected 
FInancial Data Adjusted for Inflation 
(Inlhousands except per share amounb) 

1986 
Total revenue 

In A\'crage 1986 Dollars 

1985 1984 19~ 1982 

Constant dollars S76U93 5639,575 5565,995 $462.669 5357,218 
Current COlt 

Information 
Net income 
Eaming~ 

per share 
Net assets 

!II yearo('nd 
Excess of 

increase in 
general price 
level (constant 
dollars) over 
IIlcrease in 

$ 60,&17 S 32,23-1 S 1-1.761 S 32,149 

S 1.37 5 .77 S 1.08 S .80 

5538.5535-1-14.269 $406.26 1 $345.589 

specifIC prices S 8.211 S -1.53\ $ 831 S 1.273 
Otber Information 

Decrease in 
purchasing 
po .... er of 
net monelarv 
,,~ 

Marketp~ 

per share 

5 4.191 $ 5,466 S 5.81·' 5 3.115 

al end of 
peOOd 

A\'eragt' CPI • 33.i0 S lUI S 16.82 5 38.51 S 25.39 

(1967~100) 327.3 319.-1 308 .• 295.9 2.!16.0 

Tandem Siock Price 

Calendar Quarter Pnce High Low 
1986 ltd Quarter 39 I/: 27 

2nd Quarter 3·1 1/ , 22 I • 
1st Quart€.'! 26 ;/~ I' " 

1985 1111 Quarter 
23' _ 12 

3rd Quarter 18 • 13 
2nd Quarter 23 rll l' , 
ht Quarter 28 H. Ii I • 

1984 ~th Quarter 20! • 11 
3rd Quarter " 13 
2nd Quarter 30 IS 
1st Quarter " 30 

Tandem Computers Incorporated is traded via the 
NASDAQ National Market System under the trading 
symbol TNDM. All quotations shown represent the high 
and low sale prices. The company has not declared or 
paid any cash dividends on its Common Stock and has 
no plans to do so in the foreseeable future. 
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A1TANDEM 
J COMPUTERS 

January 7, 1987 

Dear Stockholder: 

You are cordially invited to attend the An nual Meeting of Stockholders which will be held on 
Friday, February 20, 1987, at 10:00 A. M. at the offices of the Company at 19333 Vallco Parkway, 
Cupertino, California. 

The fo rmal notice of the Annual Meeting and t he Proxy Statement have been made a part of 
this invitation. 

After reading the Proxy Statement, please mark, sign, and return, at an early date, the enclosed 
proxy in the prepaid envelope addressed to the Bank of America, our agent, to assure that your shares 
will be represented. YOUR SHARES CANNOT BE VOTED UNLESS YOU SIGN AND RETURN 
THE ENCLOSED PROXY OR ATTEND THE ANNUAL MEETING IN PERSON. 

A copy of the Company's Annual Report to Stockholders is also enclosed. 

The Board of Directors and Management look forward to seeing you at the meeting. 

Sincerely yours, 

THOMAS J. PERKINS 

Chairman of the Board 
JAMES G. TREYBIG 
President and Chief Executive Officer 

TANDEM COMPUTERS INCORPORATED 

19333 Vallco Parkway • CupertIno. CA 95014 • (408)725·6000 



ELECTION OF DIRECTORS 

The Company has three classes of directors serving staggered three-year terms. Classes I and 
II consist of three directors and Class III consists of four directors. Tilree Class I directors are to 
be elected at the Annual Meeting for three-year terms expiring on the date of the Annual Meeting 
in 1990 or until such director's successor shall have been duly elected or appointed. 

Unless authority to vote for directors is withheld, it is intended that. the shares represented by 
the enclosed proxy will be voted for the election of Messrs. Morton Collins, Andrew Knight, and Robert 
C. Marshall as Class 1 directors, each of whom is currently a member of the Board of Directors of 
the Company. In the event. any of such nominees becomes unable or unwilling to serve, the shares 
represented by the enclosed proxy will be voted for the election of the balance of those named and 
such other person as the Board of Directors may selecl The Board of Directors has no reason to believe 
that any such nominee will be unable or unwilling to serve. 

Set forth below are the names and ages of the nominees and directors, the class to which each 
has been elected or nominated for election, their principal occupations at present and for the past five 
years, certain directorships held by each, and the year in which each became a director of the Company. 
Information with respect to the Company includes the Company's predecessor California corporation. 

Class I 

Name and Principal Occupation at Pre.H.nt and 
for the Put Five Yean: Dirretorshlpt 

Morton Collins (lX2) ...................................................... . 
General Partner of DSV Associates, DSV Partners lIl, and DSV Partners IV 

Princeton, New Jersey, private investment partnerships, since 1974, 1981, and 
1985, respectively; Director of The Liposome Company. 

Andrew Knight (3) ........ . .......... . ................................... . . 
Chief Executive, The Daily Telegraph pic, since February 1986; Editor, The 

Economist, Economist Newspaper Ltd., from 1974 to 1986; Chairman, Ballet 
Rambert; Governor of Imperial College of Science and Technology, University 
of London; Member of the Advisory Board of the Center for Economic Policy 
Research, Stanford University; Trustee of the Victoria and Albert Museum, 
London. 

Robert C. Marshall (4) ........... . ........................................ . 
Senior Vice President and Chief Operatin~ Officer of the Company since July 

1980; Vice President and Chief Operating Officer from 1979 to 1980; Vice 
President from 1975 to 1979. 

Class II 

Franklin P. Johnson, Jr. (1)(3) .............................................. . 
General Partner since 1982 of Asset Management Partners, a Palo Alto, 

California, private investment partnership; Owner since 1967 of Asset Manage
ment-Investments Company, a Palo Alto, California, investment management 
proprietorship; Director of Amgen, Boole & Babbage, Coherent, Inc., Ross 
Stores, Inc., SBE, Inc., and Teradyne, Inc.; Member of the Advisory Board of 
the Center for Economic Policy Research. Stanford University. 

2 

Director 
Since ~ 

1975 50 

1984 47 

1980 55 

1975 58 



2 

Name and P rincipal Oc:c:upation It Prnent and Dir«1.or 
ror Ihe Put Five Yean; Direc:tol'llhip! Since ~ 

Thomas J. Perkins (2X3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1974 54 
Chairman of the Board of the Company since 1974; General Partner since 1972, 

1978, 1980, and 1982 of Kleiner & Perkins, Kleiner, Perkins, Caufield & J:!yers. 
Kleiner, Perkins, Caufield & Byers II, and Kleiner, Perkins, Caufield & Byers 
III , respectively. San Francisco, California, private investment ~rtnerships; 
Director of Acuson Corporation, AJliant Computer Systems Corporation, 
Genenteeh, Inc., and LSI Logic Corporation. 

Thomas I. Unt<rberg (IX5) ........ ........................ . ................ 1985 55 
Chairman from January 1986 to December 1986 and Chief Executive Officer from 

March 1986 to December 1986 of L.F. Rothschild, Vnterberg, Towbin Holdings, 
Inc., and Chairman and Senior Managin~ Director of its predecessor partner
ship, an investment banking and securities brokerage firm, from 1983 to 1985; 
Managing Partner of such firm from 1981 to 1982; General Partner of such 
firm from 1977 to 1980; Director of Apl?lied Energy Services, Inc., ASK 
Computer Systems, Inc., LIN Broadcastmg Corporation, and Systems & 
Computer Technology Corporation. 

Class I I I 

Thomas J . Davis, Jr. (l}(2) ................................................. . 
General Partner since 1973, 1979, 1981, and 1983 of Mayfield II, Mayfield III , 

Mayfield IV, and Mayfield V, respectively. Menlo Park, California, private 
investment partnerships; Director of Equatorial Communications Co. 

Robert G. Stone, Jr. (3) . . ...... .. ........................... . .............. . 
Chairman of the Board of Kirby Exploration Company, Inc., an oil and gas 

exploration company, and its predecessor, General Energy Corporation, since 
1971; Chairman of the Board of West India Shipping Company,lnc. from 1974 
to 1983; Director of The Chubb Corporation, Combustion Engineering, Inc., 
Core Industries, Inc., Corning Glass Works, Great Northern Nekoosa Corpora· 
tion, Hamilton Oil Corporation, The Japan Fund, Inc., The Pittston Company, 
and Scudder International Fund. 

JaPre:si~e~~~ilf;~1~:)E~eeuti~~' offi~~~' or 'th~' CO~pa~y si~~~ ·i974.· .......... . 
Walter B. Wriston ....................................................... . . 

Chairman and Member, President's Economic Policy Advisory Board since 1982 
and 1981, respectively; Chairman and Chief Executive Officer of Citicorp and 
Citibank, N.A~ from 1981 to 1984; Director of BRIntec Corporation, The Chubb 
Corporation, veneral Electric Company, J.C. Penney Company, Inc., Pan Am 
Corporation, Pfizer Inc., and Reuters Holdings PLC. 

1976 74 

1978 63 

1974 46 

1986 67 

(1) Member of Audit Committee. Mr. Davis' term ended on February 3, 1986, and Mr. Johnson beeame 
a member on the same date. 

(2) Member of Compensation/Option Committee. Mr. Davis' term ended on February 3, 1986, and Mr. 
Collins became a member on the same date. 

(3) Member of Nominating Committee. Mr. Knight became a member on February 3, 1986. 

(4) On October 2, 1984, the Securities and Exchange Commission (the "Commission") filed a civil action 
for injunctive and other equitable relief in the United States District Court for the Northern 
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District of California against the Company, Messrs. Treybig and Marshall, and a former officer 
of the Company. The Commission's complaint alleged that during fiscal 1982, the Company, aided 
and abetted by the named persons, engaged in certain conduct which resulted in improper 
recognition of revenue. This conduct was alleged to have resulted in the violation by the Company 
of certain provisions of the Securities Exchange Act of 1934 (the "Exchange Act") through the 
filing with the Commission of reports which overstated the Company's revenue and net income 
for the second and third fiscal quarters of 1982 and the issuance of a press release which overstated 
the Company's revenue and net income for the fourth fiscal quarter of 1982 and fiscal 1982 as a 
whole. The complaint further alleged that during fiscal 1982, the Company, aided and abetted by 
the named persons, violated certain accounting provisions of the Exchange Act relating to record 
keeping and internal accounting controls. The Company had restated its fiscal 1982 financial 
statements in December 1982, and the Commission did not seek a further restatement. 

In order to avoid the time and expense of protracted litigation, without admitting or denying the 
allegations in the complaint, on October 2, 1984, the Company and the named persons consented 
to the entry of a final judgment permanently enjoining them from violating various provisions 
of the Exchange Act and requiring certain ancillary relief, including an annual review and report 
for three years by the Company's independent accountants of the Company's system of accounting 
and internal controls in specified areas, including revenue recognition. 

(5) From time to time, L.F. Rothschild, Unterberg, Towbin, Inc. advises the Company with respect 
to investment banking matters. 

STOCK OWNE RSIUP OF DIRECTORS AND OFFICERS 

The following table sets forth information as of November 28,1986, as to shares of Common Stock 
beneficially owned by the directors and nominees named under "Election of Directors" and the 
directors and officers of the Company as a group. Except as otherwise indicated, each person has sole 
investment and voting power with respect to the shares shown. Ownership information is based upon 
information furnished by the respective individuals. 

Thomas J. Perkins ................................ . 
James G. Treybig(2) .................•............. 
Robert C. Marshall(3) ..................... , .... , .. . 
Franklin P. Johnson, Jr.(4) ........ . , ............... . 
Robert G. Stone, Jr.(5) ........... . .. \ •.... . ........ 
Thomas I. Unterberg ................•............. 
Thomas J. Davis, Jr ............................... . 
Andrew Knight ........................... . ....... . 
Morton Collins(7) ................................. . 
Walter B. Wriston ................................ . 
All officers and directors as a grour (31 persons including 

the ten directors named above .................. . 

Btndidal Ownfc.-.hip 
o( Common Stock 

Numbfcr or 
Sharltl( I) 

500,468 
334,444 
202,000 
200,000 
95,086 
22,000 
13,572 
12,000 
11,30;1 

2,160,774 

Pfcrcfcnt 
or Clau 

1.1 
0.8 
0.5 
0.4 
0.2 

4.9 

(6) 
(6) 
(6) 
(6) 

(1) Includes shares which may be aequired within 60 days pursuant to the exercise of options or 
convertible securities as follows: Mr. Treybig, 107,333 shares; Mr. Marshall, 63,000 shares; Mr. 
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Unterberg, 12,000 shares; Mr. Knight, 12,000 shares; and all officers and directors as a group, 
783,626 shares. 

(2) Includes 1,800 shares held by trusts, of which Mr. Treybig is the trustee. 

(3) Includes 2,755 shares held in a trust for the benefit of a minor child of Mr. Marshall, of which 
the trustee is Mr. Marshall's wife, and as to which Mr. Marshall disclaims any beneficial interest 

(4) All such shares are held by Asset Management Partners, a partnership of which Mr. Johnson is 
general partner. 

(5) Includes 19,100 shares held by Lrusts, of which Mr. Stone is a trustee, and 39,186 shares beneficially 
owned by Mr. Stone's wife and children, as to all bull,OOO of which shares Mr. Stone disclaims 
any beneficial interest 

(6) Less than one-tenth of one pereent 

(7) Includes 1,400 shares held in a trust for the benefit of Mr. Collins' children, and as to which Mr. 
Collins disclaims any beneficial interest 

CO~IPENSATION OF EXECUTIVE OFFICERS AND DIRECTORS 

Information is set forth below as to the cash compensation paid or accrued during the 1986 fiscal 
year by the Company and its subsidiaries to each of the five most highly compensated executive officers 
of the Company individually, to all executive officers as a group, and to directors. Information is given 
only for the period each served as an executive officer or director of the Company. Information for 
the past five fiscal years as to stock options granted and amounts allocated to such persons, to all 
officers and directors as a group, and to employees under the Company's employee benefit. plans is 
set forth under "Stock Options" which commences on page 6 or the description of each plan under 
"Description of Other Plans" which commences on page 18 of this Proxy Statement 

Cash Compensation of Executive Officers for Fiscal 1986 
Name or Individual or Number In 

Group and C.pac.iliu In Which Se"ed 

James C. Treybig ..................................... . 
President, Chief Executive Officer, and Director 

Robert C. Marshall .... . ............................... . 
Senior Vice President, Chief Operating Officer, and 
Director 

David J. Rynne ........................................ . 
Vice President and Chief Financial Officer 

Dennis L. McEvoy ..................................... . 
Vice President-80ftware 

Gerald L. Peterson ...........................•......... 
Vice President-Marketing 

All executive officers as a group 
(21 persons including the five named above) . . . . . . . . . . . . 
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Amount --
$ 347,544 

$ 289,109 

$ 235,096 

$ 234,364 

$ 222,201 

$3,956,855 



For the 1986 fiscal year, directors who were not officers of the Company were paid an annual 
retainer of $13,000, plus expenses, paid quarterly. Directors who were members of one or more of 
the Executive, Compensation/Option, Nominating, Conflicts of Interest, or Audit Committees were 
paid an additional annual retainer of $1,000 for each such committee of which they were a member. 
For the same period, the Chairman of the Board was paid an additional annual retainer of $2,000. 

For the 1987 fiscal year, directors who are not officers of the Company will receive an annual 
retainer of $20,000, plus expenses, payable quarterly. The Chairman of the Board will receh'e an 
additional annual retainer of $5,000. No additional compensation will be paid to directors who serve 
as members of any committee of the Board of Directors during the 1987 fiscal year. If the proposal 
to approve the Stock Option Plan for Non-Employee Directors of Tandem Computers Incorporated 
is approved at the Meeting, each non-employee director will receive a ten-year option pursuant to such 
Plan to purchase 5,000 shares of the Company's Common Stock exercisable at the fair market value 
of such shares on the date of grant. On the date of each subsequent annual meeting, each non-employee 
director will receive a similar option to purchase 3,000 shares. See "Approval of the Stock Option Plan 
fo r Non·Employee Directors of Tandem Computers Incorporated" which commences on page 13 of 
this Proxy Statement. 

During the 1985 fiscal year, the Company guaranteed bank loans under a $2,000,000 bank line 
of credit to Lawrence A. Laurich (Vice President-Engineering), David R. Mackie (a former officer), 
Dennis L. McEvoy, and Gerald L. Peterson in the principal amounts of $430,000, $200,000, $100,000, 
and $150,000, respectively, plus interest, which were the largest aggregate amounts outstanding under 
such guarantees during fiscal 1986. At September 30,1986, the outstanding balance of Mr. Laurich's 
bank loan was $150,000. Messrs. Mackie, McEvoy, and Peterson paid their loans in full during the 
1986 fiscal year. The Company has not had to perform under the guarantees. 

Since May 9, 1983, the Company has made loans to Jan E. Jensen, Vice President-Human 
Resources. On December 31, 1985, these loans were consolidated into a single loan bearing interest 
at the fixed rate of 9.5% payable monthly. The principal of the loan is due in full on June 30, 1988. 
The largest aggregate principal amount outstanding under the loan during fiscal 1986 was $209,157, 
of which $205,406 is currently outstanding. 

On September 26, 1985, the Company loaned Mr. Treybig $1,667,500 in consideration of his 
promissory note in that amount. The principal amount of the note is due September 26, 1989, and bears 
interest at 1~ per annum payable quarterly. The note is fully secured. See "DescriptioI"'! of Other 
Plans-Convertible Debenture Issuance" on page 20 of this Proxy Statement. 

STOCK OPTIONS 

With respect to options to purchase shares of the Company's Common Stock granted to certain 
executive officers, all executive officers as a group, and all directors as a group during the period 
October 1, 1981, to November 28, 1986, the following table sets forth (i) t.he aggregate amount of 
Common Stock subject to options granted (net of cancellations) during the specified period, (ii) the 
weighted average per share option exercise price of such options, (iii) the net value of shares (market 
velue less any exercise price) realized during the specified period upon the exercise of such options 
during the period, and (iv) the number of shares of Common Stock sold by the named persons, by 
all executive officers as a group, and by all directors as a group during the specified period. Information 
is given only for the period each served as an executive officer or director of the Company. 
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ALI 
.:Xecud~e ALI 
Office,. OIl'ftlon 

J _Inft G. .... " c. I)uld J . IH nnil L. Gerald L. p. • •• 
Common S IOC'k(1) Trfybl, ~ Rrnnel:2) ~l c t:~ol(Z) Ptlutan(!) GruuP(2) Crullp(3) 

Grant.ed---Oclober I, 1981. to 
NOl'ember 28, 19S6: 
Number of share. ........ 127,000 4~000 ",'" 38,'" "' ... 592,300 " ,000 
Weight~ a\'~rage per share 

$17.88 $20.61 S22.81 $20.15 119.62 "".09 123.11 exerctSe p~ ............ . 
Exen:;ised--Oct.ober 1, 1981, to 

November 28, 1986: 
Net value realized in shart's 

(market value leu exercise 
priee)(4) ..•.•••..••.•••.• . $539,481 _.383 SI,I87 $165.166 $133,362 $2,596,135 $200 .... 

SaIes--(klOber I, 1981 , to 
November 28, 1986: 
Number of Ilhare.(5) ........ 40,000 25,250 37,500 10,000 277,766 208.384 

(I) Adjusted for stock splits. 

(2) Includes options granted under the Stock Option Grant Program of the Company's Employee Stock 
Purchase Plan, all of which have an exercise price of 85% of the market value of the shares on 
the date of grant The number of shares subject to options granted under such Plan to Messrs. 
Rynne, McEvoy, Peterson, and all executive officers as a group during the period October 1, 1981, 
to November 28,1986, are 300, 400, 400, and 5,600, respectively, and the weighted average per share 
exercise price of such options and the per share market price of the Common Stock on the date 
of grant are $18.88 and $22.21, respectively. 

(3) Excludes directors who are a lso executive officers. 

(4) Represents the difference between the exercise price and the fair market value of the Company's 
Common Stock on the date or dates of exercise of stock options for the specified individual or group. 
These amounts do not reflect. and mayor may not bear any relationship to, the net realized value 
when or if the shares are sold. Pursuant to rules of the Securities and Exchange Commission, no 
officer or director of the Company may sell shares of t he Company's Common Stock within six 
months prior to or after exercising an option without the possible imposition of a severe penalty. 

(5) Shares sold were not necessarily acquired by the exercise of options. May include shares disposed 
of without consideration. 

As of November 28, 1986, there were outstanding options under the Company's stock option plans 
to purchase 5,321,836 shares held by approximately 4,625 participants, and there were approximately 
5,900 employees eligible to participate in such plans. The expiration dates of all such options range 
from November 30, 1986, to November 4, 1993, and the weighted average exercise price per share 
is $23.03. As of November 28, 1986, approximately 5,829,655 shares had been issued upon the exercise 
of options under the Company's stock option plans. 
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BACKGROUND REGARDING APPROVAL OF THE AMENDMENT TO 
TilE COM PANV'S RESTATED CERTIFI CATE OF INCORPORATION AND 

RATIFICATION OF FORM OF TilE INDEM NITY AGREEMENT 

The Company is incorporated under the General Corporation Law of the State of Delaware (the 
"Delaware Law"). For many years, the Delaware Law has permitted a corporation to indemnify its 
directors and officers against expenses, judgments, settlement payments, and other costs incurred 
in connection with litigation or similar proceedings, subject to certain limitations. The Delaware Law 
also permits a corporation to purchase, on behalf of its directors and officers, insurance against 
liabilities incurred in their capacities as such, regardless of whether the corporation would have the 
power to indemnify against such liabilities under the Delaware Law. 

During the past few years, the market for directors' and officers' liability insurance has changed 
dramatically. It is becoming increasingly difficult to obtain insurance. To the extent that insurance 
is available. the scope and amount of coverage is decreasing and the cost is rising significantly. In 
response to these conditions, the Delaware legislature recently enacted amendments to the Delaware 
Law that permit a corporation to provide additional protection for its directors and officers. 

The Company's Board of Directors believes it is in the best interest of the stockholders to provide 
liability protection for its directors and officers to the fuU extent permitted under the Delaware Law. 
The incidence of claims and litigation against directors and officers of corporations has risen, and the 
costs of defending such proceedings are enormous. Few individual directors or officers have the 
personal resources to sustain the legal costs of defending such claims. In addition, recent judicial 
decisions have created uncertainties as to the standards to which directors and officers must conform. 
As a result, an individual may conclude that these risks outweigh the potential benefit of becoming 
a director or officer of the Company, making it difficult for the Company to attract and retain the high 
caliber of individuals it needs to serve in these capacities. While the Company has not experienced 
any problems to date in recruiting or retaining qualified persons as directors or officers, the Board 
of Directors believes that the Company should take every possible step to ensure that it will continue 
to be able to attract the best possible persons for these positions. 

In order to provide the protection considered necessary. the Company is seeking stockholder 
approval to amend its Restated Certificate of Incorporation (the "Charter Amendment") and 
stockholder ratification of the Board's adoption of a form of indemnity agreement between the 
Company and its directors and such officers as the Board may from time to time determine (the 
"Indemnity Agreement"). These actions are covered by items 2 and 3 on the Proxy accompanying 
this Proxy Statement and are discussed in detail below. The text of the Amendment to the Restated 
Certificate of Incorporation and the form of Indemnity Agreement are set out in Exhibits A and B, 
respectively, to this Proxy Statement 

The Charter Amendment and the Indemnity Agreement are applicab le only to claims arising out 
of events which occur after they become effective. If approved by the stockholders, the Charter 
Amendment will become effective upon filing with the Secretary of State of Delaware shortly after 
the Annual Meeting. An Indemnity Agreement will become effective as to any person on the date the 
Company enters into an Agreement with such person. The Company has not entered into any 
Indemnity Agreements to date. There are no pending or threatened claims against any director or 
officer for breach of his or her fiduciary duties under the Delaware Law. Over two years ago, a 
stockholder derivative action in which certain directors and officers of the Company were involved 
was dismissed. In addition, there is currently pending a stockholder action relating to the restatement 
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of the Company's 1982 financial statements in which certain directors and officers of the Company 
are involved. If the Charter Amendment had been in effect at the time the events which gave rise 
to such actions occurred, it would have been applicable to such actions. 

The Board of Directors has unanimously approved the amendment to the Restated Certificate 
of Incorporation and the form of Indemnity Agreement The members of the Board recognize that 
they may in the future personally benefit from these actions but., for the reasons discussed in this 
Proxy Statement, believe that such actions are in the best interests of the Company and its 
stockholders and are therefore recommending such actions to the stockholders. 

Delaware Law 

APPROVAL OF THE AMENDMENT TO THE COMPANY'S 
RESTATED CERTIFICATE OF INCORPORATION 

The Delaware Law provides that the board of directors has the ultimate responsibility for 
managing the business of the cor poration. A director owes fiduciary duties of care and loyalty to the 
corporation and its stockholders. The duty of care requires that a direct-or inform himself or herself 
of all material information relating to a matter on which he or she will use business judgment and 
then exercise due care in using such judgment Under Delaware judicial decisions, liability for a breach 
of the duty of care generally requ ires a finding that the director was grossly negligent. The duty of 
loyalty requi res that a director act in good faith and in the honest belief that an action taken is in 
the best interests of the corporation. 

A recent amendment to the Delaware Law permits a corporation to include in its certificate of 
incorporation a provision that eliminates or limits a director's liability for monetary damages for 
breach of the duty of care. The change in the Delaware Law does not affect the availability of injunctive 
or other equitable relief as a remedy for breach of fiduciary duty. 

Descri pt io n and Effect of the Chllrter Amendment 

The proposed Charter Amendment provides that a director of the Company will not be liable to 
the corporation or its stockholders for monetary damages for breach of his or her fiduciary duty as 
a director. Absent the adoption of the Charter Amendment, under Delaware case law, a director may 
be held liable for negligence or gross negligence in connection with decisions made in the performance 
of his or her duty of care. Under the Charter Amendment. a director will remain liable fo r monetary 
damages fo r (i) acts or omissions not in good faith or which involve intentional misconduct or a knowing 
violation of law, (ii) breach of the director's duty of loyalty, (iii) an improper payment of a dividend 
or an improper repurchase of the Company's stock under the Delaware Law, or (iv) any transaction 
from which a director derives an improper personal benefit If futu re changes in the Delaware Law 
permit either greater or lesser limitation of directors' liability, such new limitation is intended to 
become effective automatically with respect to the Company's directors. 

In addition, the Charter Amendment provides that the Company shall, to the fullest extent 
permitted by the Delaware Law, indemnify any person who is involved in any proceeding, other than 
one by or on behalf of (a derivative action) the Company, because the person is or was a director, 
officer, employee, agent, fiduciary, or other official of the Company or, at the request of the Company, 
of another entity, against all liabilities actually and reasonably incurred by the person in connection 
with the proceeding. The Charter Amendment also includes the right of indemnification for, and to 
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receive payment in advance of incurring, expenses in proceedings, including those by or on behalf 
of the Company, to the extent permitted by the Delaware Law. If the Charter Amendment is approved, 
many of the permissive indemnification provisions under the Delaware Law will become mandatory. 
See "Ratification of Adoption of the Form of Indemnity Agreement-Delaware Law and the 
Company's By-laws." 

The Charter Amendmentstates that the right to indemnification shall be enforceable as a contract 
right. The Company is permitted to enter into contracts with individuals to provide for indemnification 
and may enter into arrangements, including letters of credit, to ensure payment of amounts necessary 
to cover the Company's obligations under the Charter Amendment or any Indemnity Agreement. 

The Charter Amendment provides that a person requesting indemnification shall be presumed 
entitled to such indemnification. The Company shall ha\'e the burden of proving otherwise. 

The Charter Amendment states that any repeal or modification of its provisions will not adversely 
affect any right or protection of any director or indemnified party existing at the time of such repeal 
or modification. The Delaware Law provides that provisions in a corporation's certificate of 
incorporat.ion may be modified or repealed by a vote of a majority of the outstanding shares, unless 
the certificate of incorporation sets forth a higher vote requirement. The Charter Amendment requires 
the approval of at least 80?'0 of the outstanding shares of stock entitled to vote in order to repeal or 
modify the Charter Amendment. At the Company's annual meetings held in 1984, 1985, and 1986,63%, 
84%, and 74% of the outstanding shares were voted in person or by proxy, 

The Charter Amendment limits the rights of stockholders to recover monetary damages when 
directors are negligent or grossly negligent in making business decisions, including business decisions 
relating to takeover proposals. It may also deter stockholders from bringing a lawsuit against 
directors and officers for breaches of their duties to the Company, even though such an action, if 
successful, would benefit the Company and its stockholders, The Charter Amendment will not prevent 
a finding of liability under the federal securities laws, if warranted by the evidence, but is intended 
to provide indemnification to a director for expenses and monetary damages in appropriate 
circumstances. The Securities and Exchange Commission has advised that indemnification for liability 
under the federal securities laws is against public policy; however, this matter has not been finally 
adjudicated, 

Reasons for Approving the Charter Amendment 

The Board of Directors believes that the Charter Amendment will significantly increase the 
Company's ability to continue to attract and retain qualified people to serve as directors and officers 
by providing additional protection for directors and officers in making good faith business decisions. 
The Board also believes that prospective directors' and officers' liability insurance carriers will view 
the Charter Amendment favorably, and that it may aid the Company in obtaining adequate directors' 
and officers' coverage at a reasonable cosl 

Required Vote 

The Charter Amendment requires the affirmative vote of a majority of the outstanding shares 
of Common Stock. 

The Board of Directors recommends a vote FOR the Amendment to the Company's Restated 
Certificate of Incorporation. 

10 



RATIFI CATION OF ADOPTION OF THE 
FORM OF INDEMNITY AGREEMENT 

Delaware Law and the Compa ny's By-laws 

The Delaware Law provides that a director, officer, employee, or agent of a corporation (i) shall 
be indemnified by the corporation for expenses in defense of an action if the person is sued in his 
or her capacity as such, to the extent that such person has been successful in defense of the action, 
(ii) may be indemnified by the corporation for expenses (but not judgments or set.tlements) of an action 
by or on behalf of the corporation, even if he or she is not successful, provided that such person acted 
in good faith and in a manner such person reasonably believed to be in or not opposed to the best 
interests of the corporation, although no indemnification is permitted without court approval if the 
person was found liable to the corporation, and (iii) may, in any other actions, be indemnified for 
expenses, judgments, and settlements, even if he or she is not successful on the merits, if such person 
acted in good faith and in a manner such person reasonably believed to be in or not opposed to the 
best interests of the corporation (and in a criminal proceeding, if he or she did not have reasonable 
cause to believe the conduct was unlawful). 

The permissive indemnification described in clauses (ii) and (iii) above may be made only upon 
a determination by (a) a majority of a quorum of disinterested directors, (b) the stockholders, or (c), 
under certain circumstances, independent legal counsel that indemnification is proper in the 
circumstances because the applicable standard of conduct has been met. Litigation expenses may be 
advanced to an indemnified party upon receipt of an undertaking by such party to repay the expenses 
if it is ultimately determined that he or she is not entitled to indemnification. 

A provision in the Company's By-laws requires the Company to indemnify directors, officers, 
employees, and agents to the extent and under the cireumstances permitted by Delaware Law as 
described above. The By-law provision also states that the indemnification provided for in the By-laws 
is not exclusive of any other indemnification rights. 

Description and Effect of the Indemnity Agreement 

The form of Indemnity Agreement adopted by the Board of Directors contains specific substantive 
and procedural provisions to ensure adequate indemnification for directors and officers. The form of 
Indemnity Agreement attached to this Proxy Statement as Exhibit B relates to directors, but the Board 
may from time to time enter into agreements which contain similar provisions with such officers as 
it deems appropriate. While stockholder approval of the Indemnity Agreement is not required by the 
Delaware Law, because members of the Board may become beneficiaries of the rights contained in 
the Indemnit.y Agreement, t.he form of Indemnity Agreement is being submit.ted to the stockholders 
for ratification. The Company believes that the stockholders will be estopped from challenging the 
validity of the form of Indemnity Agreement if they vote to ratify it. However, the ultimate 
determination of the validity of such Agreements or the stockholders' rights to challenge their validity 
would have to be made by a court of law. The Board of Directors has not determined what action 
it will take if the form of Indemnity Agreement is not ratified. The following description of the terms 
of the Indemnity Agreement is only a summary. Stockholders are urged to read the full text of Exhibit 
B. The major provisions of the Indemnity Agreement are: 

1. The Company is required to maintain directors' and officers' liability insurance which 
provides a reasonable amount of coverage. 
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2. The Company is required to advance expenses to an indemnified party within 20 days 
after request if accompl.mied by, to the extent required by the Delaware Law, an undertaking 
to repay these amounts if it is ultimately determined that the person is not entitled to 
indemnification. 

3. The Company is required to determine entitlement to indemnification within 90 days after 
the Company's receipt of a written request (or such indemnification, and the person seeking 
indemnification is permitted to select the forum for such determination. 

4. In the event the Company fails to indemnify or advance expenses to a director or officer 
on a timely basis, the director or officer will be entitled to sue fo r indemnification or advancement 
of expenses. 

5. If a person acquires 3O'.l> or more of the outstanding stock of the Company, the Company 
is required to obtain a letter of credit of at least$I,OOO,OOO to secure its obligation to an indemnified 
party. 

The terms of the Indemnity Agreement may require the Company to incur expenses it would 
otherwise not incur. The Company currently maintains a directors' and officers' liability insurance 
policy which terminates in February 1987. Although the Company has been able to maintain such 
insurance policies to date, and intends to obtain a new policy when the current policy expires, in 
February 1986 it experienced a decrease in the number of companies offering such insurance and a 
ten-fold increase in the cost of such insurance. Accordingly, the coverage of the directors' and officers' 
liability policy may vary from time to time depending upon the availability and cost of this type of 
insurance. While the Company believes the adoption of the Charter Amendment will have a positive 
effect on its ability to secure adequate directors' and officers' liability insurance at reasonable rates, 
there can be no assurance that the Company's rates will not increase in the future. The Company 
could also be required to obtain a letter of credit for each person with whom it has an Indemnity 
AgreemenL 

The Indemnity Agreement permits an indemnified party to select the forum for determination 
of indemnification, appeal an adverse determination as to his or her rights to indemnification, and be 
reimbursed by the Company for such person's actual and reasonable expenses of prosecuting any 
such claim. The Delaware Law does not specifically provide these rights. The Indemnity Agreement 
also provides that a person is presumed to be entitled to indemnification, and that the burden is on 
the Company to prove otherwise. It is not clear under the Delaware Law whether the indemnified 
party has the burden of proving his conduct entitles him or her to indemnification. 

The enforceability of certain provisions of the Indemnity Agreement has not been tested in court 
and remains subject to considerations of state law and public policy. 

Reasons for Ratifying the Adoption of the Indemnity Contract 

The Board of Directors believes that it is in the best interest of the Company and its stockholders 
to provide broad and clear indemnification, not only in order to attract and retain a high caliber of 
directors and officers. but also to ensure that such persons are not unduly fettered by the increasing 
incidence of litigation when conducting the business of the Company. 

The Indemnity Agreement, being a contractual obligation of the Company, also provides 
assurance that a subsequent board of directors or controlling stockholders will not disavow or 
retroactively change the conditions under which indemnification is available by amending the 
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Company's By-laws or Restated Certificate of Incorporation. This assurance is particularly important 
in today's climate of hostile takeovers. 

The Board of Directors recommends a vote FOR the ratification of the adoption of the form 
of Indemnity Agreement 

APPROVAL OF THE STOCK OPTION PLAN FOR 
NON-EMPLOVEE OIRECTORS OF TANOEM COMPUTERS INCORPORATED 

The Company believes it is important to encourage the Company's non-employee directors to 
acquire a proprietary interest in the Company and to continue their association with the Company 
or its subsidiaries. To accomplish this goal, Tandem has over the past several years granted an option 
to each new non-employee director of the Company through individual stock option plans and 
agreements. While the Company plans to continue using such option grants for new non-employee 
directors, the Board of Directors has determined that adopting a plan that provides for specified annual 
option grants would provide on-going incentives to its non-employee directors. The Board of Directors 
therefore adopted the Stock Option Plan for Non-Employee Directors of Tandem Computers 
Incorporated (the "Directors' Plan") on November 3,1986, to be effective February 20, 1987, subject 
to the approval of the Company's stockholders. 

An explanation of the Directors' Plan and a summary of its significant provisions is set forth 
below. A copy of the full plan may be reviewed by stockholders upon request to Patricia E. Garvey 
at the offices of the Company at 19333 Valko Parkway, Cupertino, California 95014, during normal 
business hours. The following summary is qualified in its entirety by reference to the plan document 
itself. 

Administration 
The Directors' Plan will be administered by the Compensation/Option Committee of the Board 

of Directors. The Committee will have the responsibility for carrying out all terms of the Directors' 
Plan. However, the Committee will have no discretion either to determine which directors shall receive 
option awards or to set the number of shares subject to such option awards. 

Aggregate Shares Subject to Option 
The aggregate number of shares which may be issued under options exercised pursuant to the 

Directors' Plan may not exceed 250,000. All such shares will be authorized but unissued or reacquired 
shares of Common Stock of the Company. The number of shares available is subject to adjustment 
upon a recapitalization, stock split, or similar event Shares for which options were granted but have 
since lapsed or otherwise terminated may again be subject to options under the Directors' Plan. 

Eligibility 

The Directors' Plan provides for automatic annual option grants to each director who is not also 
an employee of the Company or a subsidiary. 

Option Grants 
In February 1987, if the Directors' Plan is approved by the stockholders, each non-employee 

director automatically will receive an option grant of 5,000 shares. Thereafter, each non-employee 
director automatically will receive an option grant of 3,000 shares on the date of each annual meeting 
of stockholders. 
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Options will not be transferable, other than by will or the laws of descent and distribution, and 
will be exercisable during the lifetime of an optionee only by the optionee. The exercise price fo r shares 
subject to options granted under the Directors' Plan will be the fair market value of the shares at 
the date of the option grant Payment of the exercise price must be made in cash or by the surrender 
of previously-held shares of Common Stock, which shares will be valued for this purpose at their fair 
market value on the date of exercise, or a combination thereof. 

Except as provided below, options granted under the Directors' Plan will not be exercisable for 
a period of six months after grant. Thereafter. the option becomes exercisable as to an increasing 
amount on a daily basis, with the full amount exercisable 48 months after the date of grant. In the 
event that an optionee ceases to be a director within six months of the date on which the option was 
granted, the portion of the outstanding option which is not then exercisable will be forfeited. An 
optionee who ceases to be a director for any reason after six months from the grant date shall be 
entitled to exercise the portion of his or her option which is then exercisable within 12 months following 
such termination to the extent not previously exercised. All options granted under the Directors' Plan 
will lapse on the date ten years following the date of grant of the option. 

If the Directors' Plan had been in effect in 1986, all non-employee directors as a group would have 
received options fo r an aggregate of 35,000 shares. 

Amendment and Termination 

The Directors' Plan may be amended or terminated by the Board, except thatstockhoJder approval 
is required for any amendment which would increase the number of shares subject to option under 
the plan, change the number of shares subject to option that may be granted each year, or decrease 
the price at which options may be granted. 

Federal Income Tax Information 

The options granted under the Directors' Plan are nonstatutory options (Le., they do not have 
any special status under the lax laws). See the discussion under "Approval of Amendments to the 
Tandem Computers Incorporated 1979 Stock Option Plan and 1981 Stock Option Plan-Federal Income 
Tax Information" for a summary of the federal tax law applicable to nonstatutory options. 

Required Vote 

Adoption of the Directors' Plan requires the affirmative vote of a majority of the outstanding 
shares of Common Stock present and voting at the meeting in person or by proxy. 

The Board of Directors recommends a vote FOR the adoption of the Plan for Non.Employee 
Directors of Tandem Computers Incorporated. 

APPROVAL OF AMEND~lENTS TO THE TANDEM COMPUTERS 
INCORPORATED 1979 STOCK OPTION PLAN AND 

1981 STOCK OPTION PLAN 

The Board of Directors believes that stock options are an invaluable tool for the recruitment, 
retention, and motivation of qualified employees, including officers, who can materially contribute to 
the Company's success. The Board believes that the terms of the Company's stock option plans should 
be as flexible as possible in order to provide strong incentives to the Company's employees. The Board 
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is therefore requesting stockholder approval to amend the Tandem Computers Incorporated 1979 
Stock Option Plan (the "1979 Plan") and the Tandem Computers Incorporated 1981 Stock Option Plan 
(the "1981 Plan") (collectively, the "Option Plans") to (i) provide (or the exercise of options upon the 
surrender of previously· held shares of the Company's Common Stock, and (ii) extend the maximum 
term of options to ten years. The Board has also authorized certain technical amendments to the Plans 
to conform to the new incentive stock option qualification rules contained in the Tax Reform Act of 
1986. The Committee administering the Option Plans has authority to modify outstanding options to 
conform to the amendments to the Option Plans. 

The 1981 Plan was approved by the stockholders at the Company'8 1982 Annual Meeting of 
Stockholders and, as amended, at the 1985 Annual Meeting of Stockholders. The 1979 Plan was 
approved by the stockholders at the 1980 Annual Meeting of Stockholders. 

An explanation of the Option Plans and a summary of their significant provisions is set forth 
below. Where the provisions of the 1979 Plan and the 1981 Plan are not the same, such differences 
are noted. Copies of the full plans may be reviewed by stockholders upon request to Patricia E. Garvey 
at the Company's address set forth above. The following summary is qualified in its entirety by 
reference to the plan documents themselves. 

Administration 

The Option Plans are administered by the Compensation/Option Committee of the Board of 
Directors. The Committee has the authority to select the employees to be granted options, determine 
the number of shares for each option, fix the terms and conditions of options, designate certain options 
as incentive stock options (lSOs) for the purpose of qualifying under Section 422A of the Internal 
Revenue Code, and interpret the Option Plans and any option granted under the Option Plans. 

Aggregate Shares Subjut to Option 

The aggregate number of shares which may be issued under options exercised pursuant to the 
1979 Plan may not exceed 6,000,000. As of November 28, 1986, options to purchase 5,666,022 shares 
had been granted under the 1979 Plan, of which options to purchase 3,814,297 shares had been 
exercised. The aggregate number of shares which may be issued under options exercised pursuant 
to the 1981 Plan may not exceed 9,000,000. As of November 28, 1986, options to purchase 4,809,235 
shares had been granted under the 1981 Plan, of which options to purchase 757,428 shares had been 
exercised. All shares issued upon the exercise of options under the Option Plans are authorized but 
unissued or reacquired shares of Common Stock of the Company. The number of shares available, 
and the number of shares and per share exercise price of outstanding options, is subject to adjustment 
upon a recapitalization, stock split, or other event Shares for which options were granted but have 
since lapsed or otherwise tenninated may again be subject to options under the Option Plan pursuant 
to which they were gr'J.nted. 

Eligibility 

All employees or the Company and employees and directors of its 80% or more owned subsidiaries 
are eligible to receive options under the 1979 Plan. All employees of the Company and its 50% or more 
owned subsidiaries, including officers and directors who are also employees, are eligible to receive 
options under the 1981 Plan. 
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Option Grants 

Options granted under the Option Plans are required to have an option price of not less than 1~ 
of the fair market value of the Company's Common Stock on the date of grant. Options may be made 
exercisable at such time or times as determined by the Compensation/Option Committee and provided 
in the option agreement entered into between the Company and t he employee. However, except when 
the optionee's employment terminates because of death or permanent disability, an option may not 
be exercisable before six months following the date of g rant. 

ISOs granted before 1987 may not be exercised while there is outstanding any ISO previously 
granted to the same employee. ISOs granted after 1986 need not be exercised sequentially and may 
be exercised prior to the exercise of ISOs granted before 198'7. The maximum value of IS0s granted 
before 1987 is limited to $100,000 per year for each employee, subject to carryover provisions. 180s 
may be granted for any value after 1986, provided that the value of shares subject to one or more 
ISOs first exercisable in any calendar year does not exceed $100,000. 

An employee may exercise an option only while employed by the Company or one of its subsidiaries 
or, subject to certain limitations, within 30 days following termination of such employment (three 
months if termination is due to permanent disability). If an optionee dies while in the employ of the 
Company or a subsidiary, subject to certain limitations, the optionee's legal representative may 
exercise the option within one year following the optionee's death. Options may not be transferred 
except by will or the laws of descent and distribution. In no event mayan option be exercised more 
than ten years after the date of grant. 

Shares purchased upon the exercise of an option must be paid for in full at the time of exercise 
in cash or, with the consent of the Company, by (i) the surrender of previously-held shares of the 
Company's Common Stock, which shares will be valued for such purpose at their fair market value 
on the date of exercise, (ii) the surrender of shares and cash, (iii) delivery of a full recourse, 
interest-bearing promissory note to the Company, calling for periodic repayments over a period not 
to exceed ten years from the date of exercise, or (iv) delivery of an ir revocable direction to a securities 
broker to sell shares and deliver all or a portion of the proceeds to the Company in payment fo r t he 
stock. 

The Compensation/Option Committee may determine that an option to be granted under the 
Option Plans will provide that the shares to be issued upon exercise of the option shall be subject 
to a right of repurchase by the Company at the option price. In such case, the option agreement will 
provide that if the optionee's employment terminates, the Company may repurchase a specified 
percentage of the shares. 

Amendment and Termination 
The Board of Directors may at any time amend, suspend, or discontinue t he Option Plans, subject 

to the requirement that certain amendments be approved by the stockholders. If not terminated earlier 
by action of the Board of Directors, the 1979 Plan will terminate automatically on April 18, 1989, and 
the 1981 Plan will terminate automatically on October 29, 1991. 

Federal Income Tax Information 
The grant of a nonstatutory option is not taxable to the optionee and the Company cannot claim 

a deduction on account of the grant. When a nonstatutory option is exercised, the optionee is taxed 
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at ordinary-income rates on the difference between (i) the exercise price and (ii) the fair market value 
of the shares on the date of exercise. In the case of an officer or director, the recognition of ordinary 
income is deferred until six months after the date of exercise and is calculated based on the fair market 
value of the shares on such date. However, an officer or director may file a Section 83(b} e1ection within 
30 days after exercise, in which case the amount of ordinary income to be recognized would be 
determined on the date of exercise. The Company will have a deduction equal to the amount of ordinary 
income that the optionee is required to recognize. 

In general, an optionee's basis in !Jhares acquired by exercising a nonstatutory stock option is 
equal to their fair market value on the date of exercise (or six months thereafter in the case of an 
officer or director if a Section 83(b) election is not made}, and the holding period for long-term capital 
gain purposes begins on such date. Upon a subsequent disposition of the shares in a taxable 
transaction, the optionee will have a short-teno or long-term capital gain (or loss), depending on the 
holding period, equal to the difference between his or her basis and the sale proceeds. 

Special rules apply if the optionee surrenders previously-held shares of Common Stock to pay 
some or all of the exercise price. The exchange is tax-free with respect to the number of old shares 
equal to the number of new shares being acquired. The optionee's basis in the new shares is the same 
as that of the old shares and his holding period includes the time the old shares were held. The optionee 
must recognize ordinary income on any additional new shares acquired equal to the difference between 
(i) their fair market value on the date of exercise and (ii) any cash paid upon the exercise. The optionee's 
basis in such shares is their fair market value on the date they are transferred to him or her and 
the holding period commences on such date. 

Neither an optionee nor the Company incurs any tax consequences as a result of the grant of 
an ISO. An optionee has no taxable income upon the exercise of an ISO, except that the difference 
between (i) the fair market value of the shares on the date of exercise and (ii) the exercise price is 
a tax preference item and is subject to the alternative minimum tax. The Company receives no 
deduction at the time of exercise. 

If an optionee does not dispose of shares acquired upon exercise of an ISO for two years following 
the date of grant and one year following the date such shares were transferred to him or her upon 
exercise of the option, any gain (or loss) equal to the difference between (i) the exercise price and (ii) 
the sale proceeds will be long term. The Company is not entitled to a deduction under these 
circumstances. If the holding periods are not met prior to disposition (a "disqualifying disposition"), 
the optionee will recognize ordinary income equal to the difference between (i) the exercise price and 
(ii) the fair market value of the shares on the date of exercise (but in no event exceeding the gain 
realized on the sale). Any gain in excess of that taxed at ordinary-income rates will be long· term or 
short-term capital gain, depending on the length of time the shares were held. If no gain is realized, 
there generally will be no ordinary income and any loss will be a short-teno or long· term capital loss. 
The special deferral and basis rules applicable to officers and directors pertain in these circumstances. 
The Company is entitled to a deduction equal to the amount of ordinary income recognized by the 
optionee. 

If the optionee pays all or a portion of the exercise price of an ISO by surrendering shares 
previously acquired upon the exercise of an ISO and the requisite holding periods described above 
have not been met with respect to the old shares, such surrender will be deemed a "disqualifying 
disposition" and the ordinary-income tax consequences discussed above will apply. In other situations, 
complex rules exist with respect to the determination of the optionee's basis in the new shares. 

17 



1984 401(k ) Investment Plan 

All non-union employees of the Company who are on its United Stat.es payroll, including directors 
who are employees o(the Company, and the employees of certain participating subsidiaries are eligible 
to participate in the Company's 1984 401(k) Investment Plan (the "Investment Plan"). The Investment 
Plan was amended and restated on November 7, 1985, to comply with the Tax Reform Act of 1984 
and the Retirement Equity Act of 1984, and to make certain additional changes, including, but Dot 
limited to, an increase in participant contributions from 10% to I~ of compensation. The amended 
and restated Plan was amended in January and September of 1986 to add a fourth investment fund 
and to provide for the crediting of interest to amounts distributed to t.erminated participants. The 
Plan will also be amended, effective January I, 1987, to comply with the Tax Reform Act of 1986. 

Each participant may elect to contribute from 2% to 12% of his or her compensation. The Company 
matches 25% of the first 6% of the employee's compensation contributed to the Investment Plan, 
subject to a maximum Company matching contribution of $1,200 per employee per plan year ending 
September 30. An employee's contributions are made by deferring that portion of his or her 
compensation, thereby enabling such contributions to be made on a before-tax basis. Effective for 
taxable years beginning January 1, 1987, only $7,000 may be contributed by a participant during a 
calendar year on a before·tax basis. A participant is at all times fully vested in his or her contributions 
and becomes fully vested in Company contributions upon the last day of the fourth calendar quarter 
following the quarter for which such contributions were made. Contributions are held and invested 
by the Investment Plan trustee in four different funds. A participant may designate, within certain 
limitations, in which funds his or her accounts are to be invested. The Investment Plan permits 
participants to make withdrawals and to borrow from their accounts at market rates under certain 
conditions. In general, the vested portion of a participant's accounts is distributed in a single-sum 
cash payment upon his or her termination of employmenL 

Between July 1, 1984, (the inception of the Investment Plan) and November 28, 1986, the Company 
made matching contributions under the Investment Plan for the accounts of Messrs. Marshall, Rynne, 
McEvoy, and Peterson, all executive officers as a group, and all employees as a group in the amounts 
of $4,026, $3,622, $3,795, $3,567, 351,116, and $3,728,855, respectively. 

Convertible Debenture Issuance 

On September 26, 1985, the Company issued a 9.5'.k Convertible Subordinated Debenture Due 
September 26, 1989, (the "Debenture") in the principal amount of 51,667,500 to Mr. Treybig. The 
Company may redeem the Debenture in whole or in part beginning September 26,1986. The Debenture 
is convertible into shares of the Company's Common Stock at $16.675 per share, which was 115% of 
the closing sale price of the Common Stock on the date of issuance of the Debentu re. The principal 
amou nt which may be converted at any time is limited to the greater of (i) the amount which has been 
called for redemption but not yet redeemed or (ii) 25% of the aggregate principal amount commencing 
September 26, 1986, and an additional 257"0 each September 26 thereafter through 1989. If Mr. Treybig 
is disabled or dies or a "change in control," as defined, occurs, the entire amount then outstanding 
is convertible. The Debenture may not be transferred by Mr. Treybig except upon his deat.h. 

RATIFI CATION OF INDEPENDENT A DITORS 

Upon the recommendation of the Audit Committee, the Board of Directors has reappointed the 
firm of Arthur Andersen & Co. as the Company's independent auditors for the 1987 fiscal year, subject 
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to ratification by the stockholders. Representatives of Arthur Andersen & Co. are expected to be 
present at the Company's Annual Meeting. They will have an opportunity to make a statement, if 
they desire to do so, and will be available to respond to appropriate questions. 

The Board of Directors recommends a vote FOR ratification of the appointment of Arthur 
Andersen & Co. 

BOARO OF DIRECTORS MEETINGS AND COMMITTEES 

The Company's Board Directors held four meetings during the 1986 fiscal year. All directors 
attended at least 75% of the aggregate number of meetings of the Board and of the committees on 
which such directors serve. Mr. Wriston became a director in July 1986 and was unable to attend the 
only meeting of the Board held after such time. 

The Board of Directors of the Company has appointed an Audit Committee, Nominating 
Committee, and Compensation/Option Committee of the Board. 

The current members of the Audit Committee are Messrs. Morton Collins, Franklin P. Johnson, 
Jr., and Thomas I. Unterberg. The Audit Committee held six meetings during the 1986 fiscal year. 
Its functions are to monitor the effectiveness of the audit effort, to supervise the Company's financial 
and accounting organization and financial reporting, and to select a firm of certified public accountants, 
whose duty it is to audit the books and accounts of the Company for the fiscal year for which they 
are appointed. 

The current members of the Nominating Committee are Messrs. Franklin P. Johnson,Jr., Andrew 
Knight, Thomas J. Perkins, and Robert G. Stone, Jr. The Nominating Committee held two meetings 
during the 1986 fiscal year. The Nominating Committee's function is to select nominees for election 
as directors. The Nominating Committee will consider nominees recommended by stockholders. Such 
recommendations should be submitted in writing to the Nominating Committee in care of the Secretary 
of the Company at its address set forth on the front page of this Proxy Statemenl 

The current members of the Compensation/Option Committee are Messrs. Morton Collins, 
Thomas J. Perkins, and James G. Treybig. The Compensation/Option Committee held five meetings 
during the 1986 fiscal year. The Compensation/Option Committee's functions are to determine and 
supervise compensation to be paid to officers and directors of the Company and to supervise and 
manage the Company's Employee Stock Purchase Plan and stock option plans (except with respect 
to options granted to directors). 
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CERTAIN BENEFICIAL OWNERS 
The following table sets forth information as of November 28,1986, as to stockholder;; that have 

advised the Company that each is the beneficial owner of more than 5',l of the Company s Common 

SUlek. 
IJfnc-Hd.1 O.-ntNhip 

or Common Siock 

Number or Puttnt or 
~ CIUI 

Sanford C. Bernstein & Co., Inc. ....................... . .... 3,465,577(1) 7.8 
767 Fifth A venue 
New York, NY 10153 

The Capital Group, Inc ........ , ... _... . ............ . ........ 3,407,000(2) 7.7 
333 South Hope Street 
Los Angeles, CA 90071 

The Equitable Life Assurance Society of the United States 2,575,850(3) 5.8 
787-7th Avenue 
New York, NY 10019 

---
(I) Sanford C. Bernstein & Co., Inc. has advised the Company that as of September 30. 1986. it had 

sole voting power with regard to 1,250,650 shares and sole investment power with regard to 

3,465,577 shares. 
(2) The Capital Group, Inc., in its Schedule 13G dated February 12, 1986, advised the Company that 

the shares are held by three of its operating subsidiaries for various institutional investors. The 
subsidiaries have sole investment power with regard to 3,407,000 shares and one subsidiary has 
sole voting power with regard to 1,307,000 shares. The Capital GrouP. Inc. disclaims beneficial 
ownership of the shares. 

(3) The Equitable Life Assurance Society of the United States, in its Schedule laG dated February 14. 
1986, advised the Company that t.he shares are held by it and two of its subsidiaries. These entities 
have sole investment power with regard to 2,575,850 shares and sole voting power with regard 
to 1,069,340 shares. 

STOCKHOLD ER PROPOSA LS 
To be considered for presentation at the Annual Meeting of Stockholders to be held in 1988 . • 

stockholder proposal must be received at the offices of the Company, 19333 Vallco Parkway, Cupertino, 
California 95014, not later than September 10, 1987. 

OTHER MATTERS 
The Board of Directors knows of no other business which will be presented to the Annual Meeting. 

If any other business is properl~ brought before the Annual Meeting, it is intended that proxies in 
the enclosed fo rm will be voted m accordance with the judgment of the persons voting the proxies. 

Whether you intend to be present at the Annual Meeting or not.. we urge you to retum your signed 
proxy promptly. 

By order of the Board of Directors, 

22 

THOMAS J. KUTGAARD 

Secretary 



EXIHBIT A 

PROPOSED AMENDMENT TO TANDEM COMPUTERS INCORPORATED 
RESTATED CERTIFICATE OF INCORPORATION 

ARTICLE XI' 
A. A director of the corporation shall not be liable to the corporation or its stockholders for 

monetary damages for breach of fiduciary duty as a director except for liability which, by express 
provision of the General Corporation Law of Delaware as in effect from Lime to time (hereinafter 
"Delaware Law"), cannot be eliminated. 

B. (i) The corporation shall. to the fullest extent pennitted by Delaware Law, indemnify any 
person (the "Indemnitee") who is or was involved in any man ner (including, withoullimitation, as a 
party or a witness) in any threatened, pending or completed investigation, claim, action, suit or 
proceeding, whether civil, criminal, administrative or investigative (including without limitation, any 
action, suit or proceeding brought. by or in the right of the corporation to procure a judgment in its 
favor) (a "Proceeding"), by reason of the fact that Indemnitee is or was a director, officer, employee, 
agent, fiduciary or other official of the corporation, or is or was serving another entity or enterprise 
in such capacity at the request of the corporation, against a ll expenses and liabilities actually and 
reasonably incu rred by Indemnitee in connection with such Proceeding. 

(ii) The right to indemnification conferred. by this Article XI shall be presumed to have been relied 
upon by Indemnitee and shall be enforceable as a contract right The corporation may enter into 
contracts to provide individuallndemnitees with specific rights of indemnification to the fullest extent 
permitted by Delaware Law and may create trust. funds, grant security interests, obtain letters of 
credit or use other means to ensure the payment of such amounts as may be necessary to effect the 
rights provided in this Article Xl or in any such contracl 

(iii) Upon making a request for indemnification, Indemnitee shall be presumed to be entitled to 
indemnification under this Article Seventh and the corporation shall have the burden of proof to 
overcome that presumption in reaching any contrary determination. Such indemnification shall include 
the right to receive payment in advance of any expenses incurred by Indemnitee in connection with 
any Proceeding, consistent with the provisions of Delaware Law. 

C. Any repeal or modification of the foregoing provisions of this Article Seventh shall not 
adversely affect any right or protection of any director or any Indemnitee existing at the time of such 
repeal or modification. 

ARTICLE VII" 
This corporation reserves the right to amend, alter, change or repeal any provisions contained 

in this Certificate of Incorporation in any manner now or hereafter prescribed by law, and all rights 
herein conferred upon the stockholders are granted subject to this reservation; provided, however, 
that the affirmative vote of t.he holders of at least 80% of the voting power of all of the then<outstanding 
shares of the capital stock of this corporation entitled to vote generally in the election of directors, 
voting together as a single class, shall be required to amend or repeal :.his Article VII or Article XI 
hereof . 

• Article XI is new . 

•• New Portion of Article VII is underscored. 
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EXHIBIT 8 

DIRECTORS' FORM OF INDEMNIFICATION AGREEMENT 

THIS INDEMNIFICATION AGREEMENT is entered into this day of • 
19 ("Agreement"), by and between TANDEM COMPUTERS INCORPORATED, a Delaware 
corporation (the "Company"), and (the "Director"), 

In consideration of the mutual promises in this Agreement. and intending to be legally bound, 
the Company and Director hereby agree as follows: 

SECfION 1. Services by Director. Director agrees to serve as a director of the Company or 
any of its subsidiaries for such period of time as he is duly appointed or elected. and qualified, or until 
he resigns, is removed, or fails to stand for election. 

SECTION 2. Maintenance of Insurance. As long as Director continues to serve as a director 
and thereafter as long as Director is subject to any possible proceeding because Director served in 
such capacity, the Company shall promptly purchase from reputable issuers a nd maintain in full force 
and effect one or more valid, binding, and enforceable Directors' and Officers' Liability Insurance 
Policies ("0&0 Insurance") for the benefit of Director, which policies shall provide a reasonable 
amount of coverage for Expenses and Liabilities. 

SECI'ION 3. Indemnification. (a) The Company shall indemnify Director against Expenses 
and Liabilities in connection with any Proceeding arising outof acts or omissions of Director occurring 
subsequent to the date hereof to the full extent permitted by applicable law or the Restated Certificate 
of Incorporation of the Company in effect on the date hereof or as such law or Restated Certificate 
of Incorporation may from time to time be amended (but, in the case of any such amendment, only 
to the extent such amendment permits the Company to provide broader indemnification rights than 
the law or Restated Certif1cate of Incorporation permitted the Company to provide before such 
amendment). The right to indemnification provided in the Restated Certificate of Incorporation shall 
be presumed to have been relied upon by Director in serving or continuing to serve the Company and 
shall be enforceable as a contract righL Without diminishing the scope of the indemnif1cation provided 
by this Section 3, the Company shall indemnify Director (i) whenever he is or was a party or is 
threatened to be made a party to any Proceeding, other than a Proceeding brought by or in the right 
of the Company, because he is or was an Agent or because of anything done or not done by him in 
such capacity, against Expenses and Liabilities actually and reasonably incurred by Director or on 
his behalf in connection with such Proceeding, includ ing the costs of any investigation, defense, 
settlement, or appeal and (ii) whenever he is or was a party or is threatened to be made a party to 
any Proceeding brought by or in the r ight of the Company because he is or was an Agent or because 
of anything done or not done by him in such capacity, against Expenses actually and reasonably 
incurred by Director or on his behalf in connection with such Proceeding, including the costs of any 
investigation, defense, settlement, or appeal, except that no indemnification shall be made with respect 
to any claim, issue, or matter if Director was finally adjudged to be liable to the Company by a court 
of competent jurisdiction due to his gross negligence unless and to the extent that a Delaware Court 
of Chancery or the court in which the action was heard determines that Director is entitJed to 
indemnification for such amounts as the court deems proper. 

(b) Director shall be paid promptly by the Company all amounts necessary to effectuate the 
foregoing indemnity. 
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SECflON 4. Adtlancement of Expenses; Letter of Credit. 

(a) Advances. All reasonable Expenses incurred by or on behalf of Director shall be advanced 
to him from time to time by the Company within 20 days after the Company's receipt of a written 
request for an advance of Expenses, whether prior to or after final disposition of a Proceeding (unless 
there has been a final determination that Director is not entitled to be indemnified for such Expenses), 
including without limitation any Proceeding brought by or in the right of the Company. The request 
shall contain a description in reasonable detail of the Expenses incurred by Director. If required by 
law at the time of such advance, Director will agree to repay the amounts advanced if it is ultimately 
determined that he is not entitled to be indemnified pursuant to the terms of this Agreement. 

(b) Letter of Credit. To secure the obligations of the Company to indemnify Director against 
Expenses and to advance Expenses to Director pursuant to this Agreement, at the time of any 
Triggering Event the Company shall obtain an irrevocable standby letter of credit naming Director 
as the 80le beneficiary (the "Letter of Credit"). The Letter of Credit shall be in a reasonable amount, 
but in no event less than $1,000,000, issued by a financial institution having assets in excess of $100 
million and containing terms and conditions reasonably acceptable to Director. The Letter of Credit 
shall provide that Director may from time to time draw amounts thereunder to pay Expenses, upon 
written certification by Director to the issuer of the Letter of Credit that (i) Director has made written 
request of the Company for an amount not less than the amount he is drawing under the Letter of 
Credit and that the Company has failed or refused to provide him such amount in full with 20 days 
after receipt of the request and (ii) Director believes that he is entitled under the terms of this 
Agreement to the amount that he is drawing under the Letter of Credit. 

(c) Term of Letter of Credit. Once a Triggering Event occurs, the Company shall maintain and 
renew the Letter of Credit or a substitute letter of credit meeting the criteria of Section 5(b) during 
the term of this Agreement The Letter of Credit shall have an initial term of five years, be renewed 
for successive five-year terms, and always have at least one year of its term remaining. The issuance 
of the Letter of Credit shall not, in any way, diminish the Company's obligation to indemnify Director 
against all Expenses to the full extent required by this Agreement. 

SECI'10N 5. Procedure for Determination of Entitlement to Indemn1'fication. 

(a) Whenever Director believes that he is entitled to indemnification against Expenses or 
Liabilities pursuant to this Agreement, Director shall submit a written request for indemnification 
to the Company t.o the attention of the President or the Secretary. This request shall include such 
documentation or information as is then reasonably available to Director to support his claim for 
indemnification. A final determination of Director's entitlement to indemnification shall be made not 
later than 90 days after the Company's receipt of his written request for such indemnification. In any 
event, Director shall submit his claim for indemnification within a reasonable time, not to exceed five 
years, after any settlement, dismissal, conviction, acceptance of a plea of nolo contendere or its 
equivalent, or final termination of any Proceeding, whichever is the later date for which Director 
requesU! indemnification. The President or the Secretary shall, promptly upon receipt of Director's 
request for indemnification, advise the Board in writing of such request. 

(b) Director's written request may designate the forum which shall determine his entitlement 
to indemnification. The forum shall be one of the following: 

(i) A quorum of Disinterested Directors of the Board, provided that such quorum shall not 
be less than three persons; 
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(ii) Independent Counsel selected by Director, and reasonably approved by the Board, which 
counsel shall make the determination in a written opinion; or 

(iii) A panel of three arbitrators, one selected by the Company, another by Director, and the 
third by the first two arbitrators selected, If for any reason three arbitrators are' not selected 
within 30 days after the appointment of the first arbitrator, selection of the remaining arbitratorts) 
shall be made by the American Arbitration Association. If any arbitrator resigns or is. unable 
to serve in such capacity for any reason, the American Arbitration Association shall select his 
replacement. The arbitration shall be conducted pursuant to the commercial arbitration rules of 
the American Arbitration Association now in effect. 

If Director fails to make such designation, his claim shall be determined by an appropriate court 
of the State of Delaware. 

SECfION 6. Presumptions and Effect of Certain Proceedi,tgs. Upon making a request for 
indemnification, Director shall be presumed to be entitled to indemnification under this AgreemenL 
The Company shall have the burden of proof to overcome that presumption in any action or proceeding 
under Section 5(b) to determine Director 's right to indemnification. If the person or persons empowered 
in Section 5(b)(i) through (iii) fail to make a detennination of whether Director is entitled to 
indemnification within 90 days after Diredor has submitted his request fo(' s uch determination. the 
determination of such entitlement shall be deemed to have been made in favor or Director and Director 
shall be absolutely entitled to indemnification under this Agreement, absent (i) misrepresentation by 
Director of a material fact in the request for indemnification or (ii) a final judgment by a Delaware 
Court of Chancery that all or any part of such indemnification is expressly prohibited by law. The 
termination of any Proceeding by a judgment or order adverse to Director, sett.lement. conviction, 
or upon a plea of nolo contendere or its equivalent, shall not of itself (a) adversely affect the rights 
of Director to indemnification excepl.as may be provided herein, (b) create a presumption that Director 
did not act in good faith and in a manner which he reasonably belie\'ed to be in or not opposed to 
the best interests of the Company, or (c) with respect to any criminal action or proceeding, create 
a presumption that Director had reasonable cause to believe that his conduct was unlawful. 

SECfION 7. Remedies of Directorin Cases of Determination not to Indemnify or to Ad/'oll('r 
Expenses. 

(a) In the event that (i) an initial determination is made by a forum specified in Section 5(b)(i) 
through (iii) that Director is not entitled to indemnification, (ii) advances are not made pur~uant to 
this Agreement, (iii) payment has not been timely made following a determination of entitlement to 
indemnification pursuant to this Agreement, or (iv) Director otherwise seeks enforcement of Lhis 
Agreement, Director shall be entitled to a final adjudication of his rights in an appropriate court of 
the State of Delaware. The Company shall not oppose Director's right to seek any such adjudication. 
In any such proceeding, Director shall be presumed to be entitled to indemnification under this 
Agreement and the Company shall have the burden of proof to overcome that presumption. 

(b) In the event a determination previously has been made, in whole or in part, that Director i:s 
not entitled to indemnification, the decision in the judicial proceeding provided in paragraph (a) of this 
Section 7 shall be made de novo. 

(c) If a determination previously has been made or deemed to have been made pursuant to the 
terms of this Agreement that Director is entitled to indemnification, the Company shall be bound by such 
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determination in the absence of (i) a misrepresentation of a material fact by Director or (ii) a specific 
finding {which has become final} by an appropriate court of the State of Delaware that all or any part 
of such indemnification is expressly prohibited by law. 

(d) In any court proceeding pursuant to this Section 7, the Company shall be precluded from 
asserting that the procedures and presumptions of this Agreement are not valid, binding, and 
enforceable. The Company shall stipulate in any such proceeding that the Company is bound by all 
the provisions of this Agreement and is precluded from making any assertion to the contrary. 

(e) Expenses incurred by Director in connection with his request for indemnification under, 
seeking enforcement of, or to recover damages for breach of this Agreement shall be borne by the 
Company. 

SECTION 8. Other Rights to Indemnification. Director's rights of indemnification and ad· 
vancementof Expenses provided by this Agreement shall not be deemed exclusive of any other rights 
to which Director may now or in the future be entitled under applicable law, the Restated Certificate 
of Incorporation, By-laws, agreement., vote of stockholders, resolution of the Board of Directors, or 
otherwise. 

SECTION 9. Limitations on Indemnity. The Company shall not be liable under this 
Agreement to make any payment to Director to the extent that he has already been reimbursed 
therefor pursuant to such 0&0 Insurance as the Company may maintain for his benefit However. 
Director may claim indemnification directly from the Company pursuant to this Agreement by 
assigning to the Company any claims under such insurance to the extent he is reimbursed by the 
Company. 

SECTION 10. Duration and Scope of AgreemenL This Agreement shall continue so long as 
Director may be subject to any possible Proceeding because he is or was an Agent and shall be 
applicable to Proceedings commenced after execution of this Agreement arising from acts or omissions 
occurring after such execution. 

SECTION 11. Binding Effect. This Agreement shall be binding upon the Company and its 
successors and assigns and shall inure to the benefit of Director and his spouse. assigns, heirs, 
devisees, executors, administrators, and other legal representatives. 

SF.CTION 12. Severability. If any provision or provisions of this Agreement (or any portion 
thereof) shall be held to be invalid, illegal, or unenforceable {or any reason whatsoever, (a) the validity, 
legality, and enforceability of the remaining provisions of this Agreement shall not in any way be 
affected or impaired thereby, and (b) so far as legally permitted, the remaining provisions of this 
Agreement shall be construed so as to give effect to the intent manifested by the provision held invalid, 
illegal, or unenforceable. 

SECTION 13. Interpretation of Agreement. This Agreement shall be interpreted so as to 

provide indemnification to Director to the fullest extent now or hereafter permitted by law. 

SECTION 14. DefinWons. For purposes of this Agreement: 
(a) "Agent" shall mean any person who is or was a director, officer, employee, agent. 

fiduciary, or other official of (i) the Company (which term shall include any predecessor 
corporation) or a subsidiary of the Company or (ii) any domestic or foreign corporation, 
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partnership, joint venture, trust, employee benefit plan (as such term is defined in section 3(3) 
of the Employee Retirement Income Security Act of 1974, as amended ("ERISA"», or other 
enterprise either at the request of, or to represent the interests of the Company or a subsidiary 
of the Company; or is determined or alleged to hold any such office or status. 

(b) "Disinterested Director" shall mean a director of lhe Company who is not or was not a 
party to the Proceeding in respect of which indemnification is being sought by Director. 

(c) "Expenses" shall include all direct and indirect costs (including, without limitation, 
attorneys' fees, retainers. court costs, transcripts, fees of experts, witness fees, travel expenses, 
duplicating costs, printing and binding costs, telephone charges, postage, delivery service fees, 
all other disbursements and out-of-pocket expenses, and lost wages and other lost compensation 
for time spent by Director for which he is not compensated by the Company) actually and 
reasonably incurred in connection with either the investigation, defense, settlement, or appeal 
of a Proceeding or establishing or enforcing a right to indemnification under this Agreement or 
applicable law; provided. however, that "Expenses" shall not include any judgments, fines, ERISA 
excise taxes or penalties, or amounts paid in settlemenl 

(d) "Independent Counsel" shall mean a law firm or a member of a law firm that neither is 
presently nor in the past five years has been retained to represent (i) the Company or Director 
in any matter material to either party or (ii) any other party to the Proceeding giving rise to a 
claim for indemnification hereunder. Further, the term "Independent Counsel" snail not include 
any person who, under the applicable standards of professional conduct then prevailing, would 
have a conflict of interest in representing either the Company or Director in an action to determine 
Director's right to indemnification under this Agreement 

(e) " Liabilities" shall mean all liabilities of any type whatsoever, including, but not limited 
to, judgments, fines, ERISA excise taxes or penalties, and amounts paid in settlement 

(f) "Proceeding" shall mean any action, suit., arbitration, alternate dispute resolution 
mechanism, investigation, administrative hearing, or any other proceeding whether civil, criminal, 
administrative, or investigative. 

(g) "Triggering Event" shall mean the acquisition by any person (ot.her than the Company) 
of 30% or more of the outstanding shares of common stock of the Company unless a majority 
of the entire Board, which shall include the affirmative vote of at least one director from each 
class of the Board, shall have earlier approved such acquisition. 

SECl10N 15. Modijication and Waiver. No modification, amendment, or waiver of this 
Agreement or any term hereof shall be binding unless executed in writing by both of the parties to 
this Agreement No waiver of any provision of this Agreement shall be deemed to constitute a waiver 
of any other provision hereof (whether or not similar) nor shall such waiver constitute a continuing 
waiver. 

SECIlON 16. Notice by Director and Defense of Claims. Director shall promptly notify the 
Company in writing upon being served with any summons, citation, subpoena, complaint., indictment. 
information, or other document relating to any matter which may be subject to indemnification 
hereunder, whether civil, criminal, administrative, or investigative; but the omission so to notify the 
Company shall not relieve the Company from any liability which it may have to Director if such 
omission does not prejudice the Company's rights. If such failure does prejudice the Company's rights, 
the Company shall be relieved from liability only to the extent of such prejudice. Such failure shall 
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not relieve the Company from any liability which it may have to Director apart from this Agreement 
With respect to any Proceeding as to which Director gives such notice to the Company: 

(a) The Company shall be entitled to participate therein at its own expense. 

(b) Except as otherwise provided below, the Company shall be entitled to assume the defense 
of Director therein, with counsel reasonably satisfactory to Director. After notice from the 
Company to Director of its election to assume the defense of Director, the Company shall not 
be liable to Director under this Agreement for any Expenses subsequently incurred by Director 
in connection with the defense thereof other than Director's reasonable costs of investigation 
or as otherwise provided below. Director shall have the right to employ his counsel in such 
Proceeding, but the fees and expenses of such counsel incurred after notice from the Company 
of its assumption of the Director's defense shall be at the expense of Director unless (i) the 
employment of counsel by Director has been authorized by the Company, (ii) Director shall have 
reasonably concluded that there may be a conflict of interest between the Company and Director 
in the conduct of the defense of such Proceeding or that counsel retained by the Company may 
not adequately represent Director's interests, (iii) a Triggering Event shall have occurred, or (iv) 
t.he Company shall not in fact have employed counsel to assume the defense of Director in such 
Proceeding, in each of which cases the fees and expenses of counsel shall be at the expense of 
the Company. The Company shall not be entitled to assume the defense of Director in any 
Proceeding as to which Director shall have reached the conclusion provided in (ii) above or if an 
event specified in (iii) above shall have occurred. 

(c) The Company shall not be liable to indemnify Director under this Agreement for any 
amounts paid by Director in settlement of any Proceeding effected without. the Company's written 
consenL The Company shall not settle any Proceeding in any manner which would impose any 
penalty or limitation on Director without Director's written consent. Neither the Company nor 
Director will unreasonably withhold their consent to any proposed settlement 

SECJ'lON 17. Notices. All notices, requests, and demands hereunder shall be in writing and 
shall be deemed to have been duly given if (i) delivered by hand to the other party or (ii) mailed by 
certified or registered mail, with first class postage prepaid, addressed as follows: 

(a) If to Director, to: 

....................................... 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

...................................... . 
(b) If 00 the Company, 00: 

Tandem Computers Incorporated 
19333 Vallco Parkway 
Cupertino, CA 95014 
A ttn: Corporate Secretary 

With a copy to: 

President and Chief Executive Officer 

or to such other address as previously may have been furnished in writing to the other party. 

-



; 

SECTION 18. GOV6nling Law. This Agreement shall be governed by, and construed and 
enforced in accordance with, the laws of the State of Delaware, as applied to contracts between 
Delaware residents entered into and to be performed entirely within Delaware. 

SECTION 19. Consent to Ju.risdiction. The Company and Director each hereby irrevocably 
consent to the jurisdiction of the courts of the State of Delaware for all purposes in connection with 
any Proceeding which arises out of or relates to this Agreement and agree that any Proceeding 
instituted under this Agreement shall be brought only in the courts of the State of Delaware. 

SECTION 20. Pronouns. Use of the masculine pronoun shall be deemed to include usage of 
the feminine pronoun where appropriate. 

SEeriON 21. Headings. The headings of the Sections and paragraphs of this Agreement are 
inserted for convenience only and shall not be deemed to constitute part of this Agreement or to affect 
its construction. 

SECTION 22. Identical Counterparts. This Agreement may be executed in one or more 
counterparts, each of which shall for all purposes be deemed to be an original but all of which together 
shall constitute one and the same Agreement Only one such counterpart signed by the party against 
whom enforceability is sought needs to be produced to evidence the existence of this Agreement 

IN WITNESS WHEREOF, the parties hereto have executed this Agreement on the day and year 
first above written. 

ATIEST: TANDEM CoMPUTERS INCORPORATED 

By ..........•...• . ......•••.••• . ..••.. .. By .......................................... . 

Director 

Address: 
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Highlights 

Fiscal 'rear Ended September 30 1987 1986 1985 

Revenue $1,035,495,000 $767,793,000 $624,138,000 
Operating income $ 170,688,000 $105,978,000 $ 50,081,000 
Operating margin 16.5" 13.8% 8.0% 
Net income $ 105,604,000 $ 63,766,000 $ 34,374,000 
Earnings per share $ \.08 $ .72 $ AI 

Working capital $ 495,540,000 $384,419,000 $297,964,000 
Tolal assets $ 967,241,000 $705,025,000 $552,344,000 
Stockholders' investment $ 720,919,000 $534,680,000 1420.408,000 

Number of employees 7,007 5,719 

• • • • • 
11mdem Compulen Incorporated, 
founded 13 years ago. today ranks as 
II Fortune 500 company and m'lploys 
OVe!" 7,000 people woridv.kle. II is II 
leading supplier of computer systems 
and nehl-orks lor on-line transactiOn 
processing.l1mdem systems are ..... idely 
used to run ATM and point-of-sale net
works, $lock exchanges. factOries. and 
other enterprises ..... here hundreds 
of business transactions must be pro
cessed each second and recorded 
instantly. 

1andem pro\'ides the fully com
patible famity of t\onStop systemslhal 

Spilln the range of perfonnance rtqUirc· 
menu lor on-line transactiOn process
inll applications, NnnSlop S)~tems can 
run the samt' applications lind can be! 
nt'h\'orked with t'tIch otht'r lind with 
t'quipmenl from other vt'Odors 10 pro. 
vidt' II ~lOglt' computing rt'SOUrct' for 
In organization_ The Company also 
offm II U~IX· ~5t'd system, as ",'dillS 

",",0 hnes of workstations. 
1andt'fTl supports its customm 

from o\'er ISO locations wortdwidt' 
lind manufactures its products in tht' 
United Slates, Mt'xicQ, lind West 
Germany. 
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T his has been a year of 
tremendous achieve
ment for Tandem. We 
reached a major mi le-

stone surpassing $1 billion in 
revenue for fiscal 1987, with strong 
earnings growth over last year. 

Our fiscal 1987 results reached 
record levels in both revenue and 
earnings. Compared with fiscal 
1986, revenue grew 35 percent to 
$1.035 billion, up from $768 mil
lion, and earnings per share grew 
50 percent to $1.08, up from $.72. 

Worldwide, our business 
showed significant strength. U.S. 
sales improved markedly, up 27 
percent from fiscal 1986. Interna
tional business grew 47 percent 
and now accounts for 43 percent 
of our revenue. 

In April 1987, Tandem Common 
Stock was traded for the first time 

on the New York Stock Exchange. 

base software that combines high 
productivity with high perfor
mance. It significantly expands the 
markets for our products and gives 
us a competitive advantage. 

At the high end of our product 
offerings, we added six models to 
the NonStop VLX mainframe line. 
At the low end, we significantly 
strengthened our position to meet 
the growing demand for distributed 
processing and networking by 
extending our GUARDIAN soft
ware-based product family with 
the introduction of the CMOS
based NonStop CLX system. 

The LXN multiuser system, 
also introduced in 1987, is Tandem's 
first offering for users of UNIX soft
ware. It is an important product for 
us, one that will allow us to open 
new markets and develop addi
tional distribution channels. 

To capture transactions gener
Listing on the Exchange increases 
our visibility in international mar
kets and allows our stock to be 
traded more widely. 

InterNtional Revenue.s. ated on the desktop, we added 
new models to our 6AX worksta
tion family ; and, late in the year, 
we announced the PSX worksta
tions, a new line of MS-DOS- and 
OS/ 2-based workstations designed 
around Intel 80286 and 80386 
microprocessors. 

Percent of Total 

Strategic New Products 
During the year, we announced 

a record number of hardware and 
software products. 1983 1984 1985 1986 1987 To address the important area 

of workstation integration, we be-The NonStop SQL distributed 
relational database management 

system, based on the industry
standard Structured Query lan
guage (SQL) interface, provides 
the industry's first relational data-

gan installing our MULTILAN local 
area network product at customer 
sites. MULTILAN allows customers 
to connect workstations to Tandem 
systems through nearly every type 



-

of local area network 
Recognizing the need to inte

grate and manage large networks 
of distributed systems and applica
tions, we introduced the Distribut
ed Systems Management software_ 

Developing New Markets 

We made equity investments 
in companies whose strategies 
complement our own. Netlink, a 
leading-edge supplier of SNA in-
terfaces, strengthens our ability to 
integrate Tandem systems into 
SNA networks. Automated Moni-

Tandem continued to focus 
on strategic relationships with 
other companies to develop op
portunities in new industries and 
to expand current markets. 

Earnings Per Share 
(amounts reHect a 2-lor-l stock spill) 

toring and Control International, 
Inc. lAMe!), a joint venture with 
Union Pacific and SEL Canada, will 
allow us to seek new opportunities 
in the transportation industry. 

We worked to strengthen rela
tionships with more than 280 soft
ware providers and value-added 
resellers (VARs) in Tandem's Alli
ance program and, through agree
ments with VARs, we opened new 

('..-cIllo" $ 12 benM.t 110m DISC u.~ " ....... 

Shortly after the close of the 
fiscal year, we agreed to acquire 
Atalla Corporation, a leading sup
plier of secure transaction systems. 
Atalla's market presence and exten
sive experience in security systems 

distribution channels. 
Responding to the market 

opportunity for automation and in
tegration in manufacturing, we 
announced the Tandem Integrated 
Manufacturing Environment 
(T.l.M.E.) strategy. We joined with 
three industry leaders, Electronic 
Data Systems (E DS), Boeing 
Computer Services, and MSA 
Advanced Manufacturing Inc., to 
develop new software solutions 
for this market. 

Also in 1987, we signed an 
agreement with a value-added 
reseller, Ultimate Corporation, 
which allows us to offer OLTP 
capabilities to the user base that 
has developed applications on the 
PICK operating system. 

-

complement our own position in 
financial and retail markets. 

ExceUence in Service and Support 
During the year, we signifi

cantly strengthened our service 
and support organizations. 
Emphasizing our commitment to 
quality service for customers, we 
added a vice president of Customer 
Engineering to our executive staff 
and introduced a number of new 
service and support options. 

To reduce service costs and 
enhance flexibility, we introduced 
our first user-serviceable systems, 
which diagnose faults and alert the 
computer operator. In the U.S., 
users will be able to order parts by 
phone and have them dispatched 
for overnight delivery. 



Outstanding Employee 
Productivity 

To ensure quality support for 
a growing customer base and to 
support our future growth, we 
made the first material increase 
in our employee population since 
1984, adding employees in sales, 
support, field administration, and 
research and development At the 
end of fiscal 1987, the number of 
employees worldwide reached 
7,007, compared to 5,719 at the 
close of fiscal 1986. 

Employee productivity is at 
an all-time high, with annual reve
nue per employee reaching a 
record $163,000. People remain 
our most important asset, and we 
are investing in them through 
innovative educational and man
agement development programs. 

We are proud of our results in 
fiscal 1987. This annual report pro
vides a perspective of the past and 
the future of the Company. It in
cludes statements from Tandem's 
original business plan. This plan 
is used at the Stanford Graduate 

School of Business as an example of 
a strategy successfully implemented. 

Our original business strategy 
has been the foundation for our 
success. The ongoing evolution and 
implementation of our long-term 
market and product strategies pro
vide momentum for our goal of 
continued growth. 

The management and em
ployees of Tandem have their 
sights set well beyond the first bil
lion. We believe we have put the 
programs and products in place to 
help us achieve that goal. 

Sincerely, 

James G. Treybig 
President and Chief Executive Officer 

Thomas J. Perkins 
Chairman of the Board 

November 13, 1987 

James G. Treybig (Ieftl, President and 
Chief Executive Officer; Thomas J. Perkins. 
Chairman 01 the Board. 





The New VOrl< Stock Exchange 
on one of the record-breaking 
volume days in October 1987. 

The Securities Industry Automation 
Corporation (SIAC) Is charged with the 
monumental task of providing automa
tion support to the New 'tbrk and 
American stock exchanges. 

SIAC uses Tandem systems to 
support almost every area of the secu
rities industry, including order process
ing, trading, and market data reporting 
for the New 'tbrk Stock Exchange. 

In 1976, anticipating dramatic 
growth in stock trading volume and the 
need for a highly reliable computer 
system that could grow efficientty with 
it, SIAC looked to two-year-old Tandem 
Computers.. 

At the time, typical daily trading 
volume on the New 'tbrkStockExchange 
was 20 to 30 million shares. As predict
ed by SIAC, this volume increased 
steadily over the next ten years.. By the 
end of fiscal 1987, SIAC was using a 
network of 22 Tandem systems (more 
than 200 processors) to handle an 
average of 170 millton shares daily. 

A critical test for the Tandem 
systems came on October 19 and 20, 
1987, wnen the 22 systems, intended to 
process up to 450 million shares daily, 
successfully handled over 600 million 
shares on successive days. 

As it did ten years ago, SIAC today 
forecasts sweeping changes in trading 
floor support systems, and it plans to 
work with Tandem to meet these new 
opportunities. 

• • ••• 
Around the world, 28 
securities and commodi
ties exchanges and over 
40 brokerage firms use 
Tandem systems
positioning the Company 
to grow as deregulation 
and competition drive the 
industry toward greater 
efficiency, 24-hour trading, 
and greatly increased 
transaction rates. 



n 1976, Tandem revolu

tionized the compu ter 

in OLTP. At Tandem, technology technologies, without sacrificing soft-

leadership starts with a unique parallel ware compatibility. This allows cus· 

industry by introducing computer architecture. tomers to increase processing power 

while maintaining their investments in a totally new parallel • • • • • 

computer architecture designed specif- Tandem Sets the OLTP Standard existing software applications. 

ically for the on-line transaction pro- We believe that landem sets the Improving the ratio of price to 

cessing (OLTP) marketplace. standard by which all other OLTP performance is a key part of Tandem's 

OLTP is characterized by the con· systems must be judged. Many users strategy. In April, Tandem addressed 

tinual need for instantaneous informa- of on-line systems have found the the requirement for cost-effective, 

tion to support vital aspects of business fundamental elements of Tandem's low- end systems with the introduction 

operations. OLTP is the industry's most architecture-linear expandability, of the NonStop CLX and LXN systems 

demanding environment because sys- data integrity, fault tolerance, inherent for smaller network nodes or 

tern failures and loss of or damage to a networking. and high perfonnance- remote locations. 

user's databases can seriously disrupt are requirements in the demanding Equally important is the Com-

business operations. OLTP environment. pany's emphasis on the development of 

In stock exchanges, retai l stores, Tandem's flexible, parallel archi- software that makes distributed process-

factories, communications companies, lecture has become a strategic COIll- ing easier and more cost-effective. 

airlines, and other organizations. the petitive advantage to many customers • • • • • 
number of transactions that must be who have been first in their industries Distributed Database Management 

processed is burgeoning, creating an to deliver new revenue-generating The cornerstone of Tandem's dis-

increasing demand for on·line transac- services with OLTP systems. tributed processing strategy is an im-

lion processing systems that market Because of their network founda- partant new product, the NonStop SQL 

analysts forecast will exceed $49 bi!- tion, Tandem systems are well suited to relational database management sys-

lion within the next five years. 

Customers have come to trust 

and depend on Tandem products to 

run mainstream applications for one 

meet the increasing demand for distrib- tem. We believe it provides a compel· 

uted computing and networking. There ling reason for customers to develop 

are Tandem systems for virtually any new applications on Tandem systems. 

transaction processing need-from NonSlop SQL software conforms 

simple reason: Tandem systems provide small, stand-alone systems to those to an emerging industry standard 

a competitive advantage. 

Many industry experts consider 

the Company a technology leader 

handling hundreds of transactions per for relational database management 

second in a single mainframe OT across systems that provides significant 

networks of branch office systems. productivity improvements for appli-

Over the years, Tandem has en

riched its product offerings by using 

higher performance, state-of-the-art 

cation developers. 

Before the introduction of 

NonStop SQL software. the industry 



Research & Development Expense 
C$lnm,'loonal 

1983 1984 1985 1986 1987 

lacked a relational database manage· 

ment system that could provide the 

high performance necessary for OLTP. 

NonStop SQL provides a ratio of price 

to performance that is up (0 five times 

better than other SQL products running 

on the industry's largest mainframes. 

Tandem's NonStop SQL software is 

also the industry's first fully distributed 

relational database management sys

tem. A single transaction can trans

parently query or update information 

in multiple Tandem systems wherever 

they are located in the network. 

• • • • • 
Networldng and Distributed 

SY8tems 

There is an emerging demand to 

link together workstations and dis

persed systems to gain the numerous 

advantages of distributed computing. 

For customers wanting to bring 

the benefits of OLTP to the desktop, 

Tandem offers the MUL11LAN prod· 

ucts. With these products, users have 

the flexibility to choose virtually any 

local area network that uses standard 

NETBIOS protocols-extending 

Tandem system capabilities, such as 

fault tolerance and data integrity, to 

personal computer applications. 

In addition, users must have tools 

to monage systems and networks. 

Tandem's DistributedSystems Man

agement (OS1\'1) products, announced 

in fiscal 1987, meet this requirement 

This flexible software allows the man· 

agement of systems, applications, and 

devices in a Tandem network to be 

centralized, distributed, or both, de

pending on the customer's needs. DSM 

software tools increase operator pro

ductivity by providing a single view of 

the network. 

• • • • • 

Standards are importanlto Tudm: 

because they provide users "ith lowe' 

costs and better connectivit)~ and 1110 

help them leverage their im'estments 

in other computer systems. 

• • • • • 
Defining the Future or OL1l' 

The future requires innmation 

technology, and Tandem is committed 

to advancing the state of the art 10 I 

products. The Company's ~trak'llc ~ 

vestments in its own \"1.51 circuit 

prototype fabrication laboratory and 

computer-aided design systems ha\~ 

produced the circuit designs for the

NonStop VLX systems and controllers 

Using silicon compilation tech

niques, we have been able to incretit" 

our circuit design productivity to df'

velop products more rapidly. In 19Mi'. 

Adding Va lue to Standards we announced the first result of our 

Tandem is committed toadopting efforts. the NonStop CLX system. 

and making contributions to inter· This system will enable us to bring 

national and national standards such as Tandem's unique architectural ad\-a~ 

SQL, SNA, the Ada" language, UNIX, tages to users at smaller locations. 

OSI, and local area network standards. Tandem's commitment to tech· 

For example, in 1987, we intra- nological excellence in hardware and 

duced NonStop SQL software, Tandem software, combined with future prod· 

Ada, and MULllLAN products. \\le also uct plans and a strategy to add \'alue 

began shipping our new LXN multiuser to industry standards. provides the 

system that gives customers with stand- momentum to help us achieve our goal 

ard UNIX applications access to Tandem to grow beyond the fi rst bill ion. 

OLTP networks. adding a high degree 

of data integrity and system reliability. 



Testing in November 1987 In 
Chicago of J.C. Penney's new 
Tefection home shopping 
system. 

J.e . Penney selected Tandem systems 
in 1985 to accomplish a major data 
processing project The $15 billion 
retailer enhanced its infonnation re
source to become its industry's leader 
in low-cost transactions. Using this 
transaction processing infonnation 
resource, J.e. Penney provides high. 
quality customer service. And, simul· 
taneously, the company leverages its 
data processing Investment by market· 
ing its value-added network services. 

Initially, the company chose 
Tandem systems to integrate point-of· 
sale (:Tedit authorization into its existing 
IBM SNA network. This move improved 
reliability and dramatically decreased 
average response time to within three 
seconds at the company's 70,000 point. 
of-sale terminals. In winning the account. 
Tandem demonstrated a capability to 
deliver 50 percent more than the 100 
transactions per second required by 
J.C. Penney. 

In 1987, J.e. Penney announced 
a revolutionary interactive television 
home shopping service using Tandem 
NonStop computers. Called Telaction, it 
brings the products of many retailers 
to cable television viewers. The first 
consumer-controlled home shopping 
system, it should be available in 60 
major cities over the next five years. 

• • • • • 
Faced with increasing 
competition. major re
tailers look to Tandem 
systems to help them 
expand customer servo 
ices, reduce costs, and 
more efficiently man· 
age their multistore 
operations. 
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L 
eading businesses and Tandem Alliance Program 

government organiza- The Tandem Alliance program 

tions are demanding encourages the development ofapplica-

comprehensive solu- tion software solutions and new distri-

lions-proven, cost-effective combina- bution channels. It has established rela-

tions of computer hardware and appli- tionships with more than 280 software 

cation software that complement their providers and value-added resellers. 

long-term strategies. Business solutions The Tandem Alliance program 

are critical to the success of Tandem as provides sales, marketing, and techni-

well as of its customers. cal support to help ensure the success 

Tandem has aggressively estab- of its partners. 

lished a broad range of strategic rela- The majority of Tandem Alliance 

tionships to offer customers quality members are independent application 

business solutions and to leverage our software houses Ihal provide either ofr-

position in specific industries, goo- the-shelf or custom programs that run 

graphic markets, and technologies. on Tandem systems. They focus on in-

Tandem's strategic partnerships dustries identified by Tandem as high-

take several forms: equity investments, growth OLTP markets. 

joint ventures, acquisitions, and the Among Alliance members arc 

highly successful Alliance program. some of the world's largest and most 

• • • • • 
Revenue by Industry 

(liscaI1987) 
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respected software houses. They COI11-

mit development and marketing re

sources to lhndem systems because 

Tandem's architecture enhances their 

own products and competitiveness. 

Some Alliance participants are 

Tandem customers who have devel

oped sophisticated application soft

ware for their own use and then have 



joined with Tandem to license their 

solutions to others. 

To increase the availability of 

Tandem systems and industry solutions 

for a wider spectrum of customers, the 

Alliance program has aggressively 

sought new channels of distribution 

through its value-added reseHer pro

gram. During 1987, revenue generated 

by value-added resellers doubled. 

In 1987. as part ofTandem's 

Alliance value-added reseUer program, 

the Ultimate Corporation began mar

keting Tandem systems packaged with 

software enabling them to run applica

tions based on the PICK operating sys

tem. Since PICK is an industry-standard 

operating system that runs an esti

mated 75,000 applications, this repre

sents an important ma rket opportunity 

for Tandem. 

+ + + + + 

Stra tegic New Ventures 

With the increasing sophistication 

of customer organizations and their 

OLTP application plans. Tandem fore

sees a growing need by customers for 

solutions that are not currently avail

able. Tandem is fulfilling that need with 

equity investments, joint ventures, and Shortly after the close of the fiscal 

acquisitions to broaden its OLTP indus- year, Tandem agreed to acquire Alalia 

try offerings. Corporation. Atalla provides secure 

During 1987, to bring the benefits system solutions in the areas of net-

of OLTP to the transportation industry. work interchange, electronic payment, 

Tandem joined with SEL Canada and and computer security. These products 

Union Pacific Railroad as stockholders complement Tandem's own capabilities 

in a new company, Automated Moni- in OLTP and will provide new product 

toring and Control International, Inc. offerings for the financial and retail 

(AMCI). AMCJ will initially concen- point~f-sale markets. 

Irate on developing an Advanced Train + • • • • 

Control System (ATCS) 10 enhance Meeting Worldwide Needs 

safety and significantly improve Tandem invests in selected rom-

operating efficiency. panies that offer software application 

• • + + + design and support for key geographic 

Leveraging Produd De ve lopme nt markets. 

To complement its own develop- In 1987, Tandem formed Twinac, a 

ment efforts, Tandem has made equity joint venture with the VOLMAC groop, 

investments in companies whose tech- a leading Dutch software company 

nologies we believe can be leveraged with more than 2,000 employees. 

for OLTP. Similar to Vartces (Tandem's joint 

In 1987, Tandem invested in Net· venture in Japan), Twinac will help 

link, Inc., to strengthen further Tandem's meet the growing demand for OLTP 

position in providing products for inte- systems in the Netherlands by provid-

gration with IBM's Systems Network ing project management and contract 

Architecture (SNA). Netlink's experi- consulting services. 

ence in providing solutions for the Tandem will continue to develop 

evolving SNA communications en- these relationships and seek others thaI 

vironment complements and extends benefit customers as we work to move 

our own technical capabilities in SNA. beyond the first billion. 

NeUink and Tandem will jointly develop 

and market products that enhance the 

SNA-connectivity of Tandem systems 

with IBM systems. 

I 



Glrobank automatad teller 
mechines are located at post 
ollices throughout England. 

In 1975, Applied Communications, 
Inc. (ACt), a start-up company with 
three employees, made a bold, strategic 
decision to entrust the future of its 
business to the entirely new computer 
architecture of another start-up 
company, called Tarldem. ACI is now a 
leading provider of electronic delivery 
systems to the financial industry. 

To gain the competitive edge, 
ACI developed its software for auto
mated teller machines (ATM) on Tandem 
systems. Its customers could depend 
on the high availability of their systems 
and the Integrity of the data. Arld as 
customers' businesses grew, comput
ing capacity could be expanded cost
effectively to meet business needs. 

The strategy worked. ACI has 
won the largest share of the world 's 
ATM networU, with over 250 installa
tions in 34 countries. In 1986, ACI was 
acquired by U S WEST, Inc., the $8 bil
lion telecommunications company with 
nine million customers in the 14 west
ern states. 

Today, ACt, with 25 percent of 
its business in nonfinancial markets, 
is expanding its offerings in the retail , 
petroleum, and telecommunications 
markets-with a business strategy still 
based on Tandem systems. According 
to ACt, " It was the right strategy 12 
years ago, and it', the right strategy for 
the future." 

• • • •• 
With installations at 
more than 300 banks 
worldwide, Tandem and 
its Alliance partners are 
poised to cap italize on 
the forces of deregula
tion and competition 
that are driving the ex
pansion of OLTP into 
new areas of banking. 



Businesspeople In Australia 
are using Telecom Australia's 
Telememo. 

~ 
~ 

Telecom Australia, the continent-wide 
telecommunications company serving all 
of Australia 's businesses and 16 million 
people, began expanding its traditional 
revenue base in 1986 by introducing 
aHractive new services that run on 
Tandem systems. Telecom chose the 
software and systems for these new 
services because they have been proven 
successful in other parts of the world 
by other Tandem customers. 

Telecom Inaugurated Its public elec
tronic mail service, called Telememo, in 
1986, and plans to launch 8 public data
base access service called fUnk (for 
" intelligent link") in 1988. fUnk will pro
vide users easy access to a variety of 
interactive databases. 

Both of these new services demon
strate how Tandem customers often !)e. 

come mal1teting "partnan" with Tandem 
by offering other companies in their 
industry proven, proprietary packages 
that run on Tandem systems. Telememo 
is derived from the Telemafl package, 
developed to run on Tandem systems 
by GTE Telenet and licensed to Telecom. 
iUnkwas originally developed, also on 
Tandem systems, as INet by Bell canada 
and licensed to Telecom. 

In preparation for a more deregu
lated telecommunications environment 
in Australia, and to compete effectively 
against other private intemation~ net
working organizations, Telecom has ere-
ated a separate division called Custom 
Unk that is dedicated to pursuing other 
value-added-service opportuntties. 

• • ••• 
A significant player in 
the dynamic telecom
munications industry. 
Tandem presently has 
more than 70 customers 
worldwide and is antic;
pating an even bigger 
role as part of this indus
try's exciting future. 





ustomer satisfaction these needs. Just as Tandem's goal is to 

has played a major role set the standard for OLTP, it also seeks 

in Tandem achieving its to set the industry standard for quality 

serviced more easily and quickly, the 

customer's decision to install an in· 

creased number of distributed Tandem 

systems is simplified first billion-dollar year. service and support. 

A fundamental reason why Tandem 

continues to rank high in customer 

satisfaction surveys is the Company's 

emphasis on excellence in customer 

service and support. 

Tandem systems are designed to 

meet the demanding requirements of 

on-line transaction processing. To 

many of our customers, this means that 

their systems must be running 24 hours 

• • • • • Perhaps even more important to 

Quality Ser vice Today customers implementing large-scale 

Today, Tandem offers flexible projects is Tandem's commitment to 

service and support alternatives, from joint strategic planning. This joint plan-

24-hour on-site service to telephone !ling helps Tandem customers meet 

consultation. In addition, the Company their business objectives and renects 

provides project and program manage- the Company's dedication to providing 

ment, network and application design the highest level of customer support 

and assistance, operations consulting, 

performance evaluation, and capacity 

in the industry. 

• • • • • 
a day. This high level of system avail· planning. New Services in 1988 

ability not only requires computer sys- Tandem also offers classroom The environment for computer 

tems designed to operate despite com- training at education centers and cus· users is growing more exciting every 

ponent failures, but also a service and tomer sites around the world, and self· day, as new technologies and capabili· 

support team that can maintain and paced computer-aided instruction for ties emerge. This environment is also 

repair the systems while business selected products. becoming more complex. Tandem's 

operations continue. • • • • • goal is to make computing easier for 

As Tandem installations grow in Improved Serviceability by Design its customers. 

size and sophistication, so do the serv- Tandem is continuing to empha· For example, Tandem systems are 

ice requirements. Tandem, in turn, con· size serviceability as a key engineering typically connected to a wide variety of 

tinues to expand its offerings to meet design goal for every new product. other vendors' devices. In 1988, the 

Technical innovation in product design Company plans to broaden its service 

supports Tandem's goal to offer a high offerings to include support of some of 

level of service and reduced service 

costs. And, because equipment can be 



Robotic welding or Saab auto
mobiles in Sweden. 

In 1982, Saab Scania AB decided 
to Introduce just-in-time manufacturing 
techniques for the production of its 
Increasingly popular automobiles. To 
control its already highly automated 
plants, Saab selected Tandem computer 
systems because of its requirements 
for an on-lIne information resource that 
could grow easily and inexpensively to 
meet the anticipated increase In demand 
for its cars. Since then, Saab has steadi
ly increased both production and its 
computer capacity. By 1989, it expects 
to produce 50 percent more cars than 
It did in the ear1y 1980s. 

Saab's Tandem systems now 
control every phase of manufacturing 
at the company's two plants in Sweden. 
All cars are manufactured to advance 
customer orders on an assembty line 
that has been segmented into many 
small "mlnilines," each with 20 to 30 
workers and its own quality control 
group. Part of the role of the TarKiem 
systems is to direct parts assemblies 
from numerous off-site locations to 
each miniline just in time to build 8 

specifiC car to the advance order. 
Saab's fut1Jre goals are ambitious. 

A third, state-of-the-art plant is planned. 
In addition, the company intends to In
tegrate the production systems with its 
robotic control systems. For greater 
efficiency, productivTty, and employee 
satisfaction, it expects to develop a 
Tandem EXPAND network to link all 

• • • • • 
With more than 240 
manufacturers world
wide using Tandem 
systems, the Company 
is well positioned to 
playa leading role in the 
challenging market for 
computer-integrated 
manufacturing. 



The loreign eJlchange trading 
room at First Chicago's Tokyo 
ollice. 

At a pivotal point for its business 
in 1978, First National Bank of Chicago 
developed new long-range strategies 
to meet the growing national and inter
national requirements of its customers. 
To help accomplish its goals, the bank 
chose Tandem, with its cri tical fault
tolerant technology, as a "strategic 
partner." In turn, Tandem opened 
new overseas offices to support First 
Chicago, as well as to develop other 
International business. 

Today, First Chicago, with more 
than $44 billion in assets, is ir\8ugurat
ing new strategies to meet the sophisti
cated needs of its corporate, middle 
mar1tet, and consumer banking custom
ers. And First Chicago still considers 
Tandem a strategic partner. 

Extending its working relationship 
with Tandem, First Chicago is develop
ing new applications and is upgrading 
its existing systems in global financial 
centers. In fiscal 1987, First Chicago 
awarded Tandem the largest computer 
order in First Chicago's history. 

For the past two years, First 
Chicago has named Tandem as its out
standing data processing supplier,citing 
" distinguished service and support" 

• • • • • 
Distributed relational 
databases, flexible net
working, and gateways 
offer all industries more 
efficient ways to handle 
information, In this area 
of tremendous potential 
growth, the Tandem 
architecture has distinct 

• 



these key devices. Tandem also plans 

to expand its customized services for 

large users who want a single source 

of support. 

Some Tandem customers are plan

ning to implement large networks by 

purchasing quantities of l and em's 

lower-<:ost Cue. EXT, and LXN systems 

and installing them in numerous gecr 

offerings also are being made available 

in more nexible formats and through 

new delivery systems, such as the 

landem Television Network. 

Tandem plans to open an ad

vanced customer support facility in 

Cupertino, California, to provide serv

ices to Tandem customers worldwide. 

The facil ity will house centers for 

graphically remote locations. To sup- expanded benchmark operations, ap. 

port these customers, Tandem plans to plication software conversion, design 

establish and staff additional service assistance, and network assurance to 

and support centers in locations test large network configurations prior 

throughout the world. These centers to installation. 

will become the first points of contact Tandem's High-Performance 

for customers, either by telephone or Research Center in Frankfurt, West 

other electronic connections, providing Germany. also has been expanded to 

prompt system diagnosis. provide additional consul ting capabili-

• • • • • ties to Tandem's key customers and 

Enhanced Support Programs software houses around the world. As 

The Company is enhancing its more customers move to distributed 

on-line Customer Information Service. computing and networked environ-

through which subscribing customers ments, the high level of service and 

can keep abreast of a broad range of support Tandem provides will become 

Tandem technical topics. Educational even more importanl 

Customer satisfaction remains a 

cornerstone of our success. Tandem 

plans to continue investing in new serv

ice and support offerings to achieve its 

goals beyond the first billion. 

Sertllce and Support Personnel 

1983 19a-4 1985 1986 1987 





andem is a recognized the employees themselves to our cus· PS MAIL software, a standard 

leader and innovator in tomers, who are the beneficiaries of Tandem product, operates over the 

employee relations, the experience and motivation of Company's worldwide network, 

making significant in- Tandem people. instantly linking more than 7,000 

vestments in its most important asset- The heart of Tandem's programs employees in 19 countries. 

Tandem employees. is communication. The Company be· [n addition to communicating im-

"We develop people as well as lieves that employees who are in- portant business news, PS MA[L allows 

systems~ exemplifies Tandem's altitude fonned and encou raged to participate employees to have access to'landem's 

toward and development of this stm- will be more productive and build a far technical specialists around the world, 

legic resource. stronger company. History has proven efficiently leveraging our resources to 

Over the years, Tandem has im· Tandem righl support customers. 

plemented numerous programs aimed 

at a single goal: attracting and retain· 

ing outstanding employees. The bene

fits of these programs extend beyond 

Annual Reyenue Per Employee 

'" 

'02 -1983 1984 1985 1986 1987 

The results of these programs are • • • • • 
impressive: an employee turnover rate Tandem Te levision Network 

well below the industry average; one The Company's use of television 

of the highest employee productivity as an employee communication 

levels in the nation; and a 1987 ranking medium began in 1982 with monthly 

of Tandem by Business ~\~k magazine broadcasts. Originating from the 

as one of the 50 most competitive Cupertino headquarters, the first tele· 

U.S. corporations. conferences reached 15 sites in the 

The Company invests in the latest United States. 

communication technology. Tandem Today, the Tandem Television Net-

goes beyond the usual employee news- work 09rN) is an award-winning 

letter to electronic mail, teleconfer

encing, and incentive programs that 

facilitate communication across job 

functions and organizational and geo

graphic boundaries. 

• • • • • 
Electronic Open Door 

Tandem has extended its tradi

tional open door policy through the 

use of a private, worldwide electronic 

mail system. 

private broadcast network reaching 68 

sites in North America. Several times 

each year, it broadcasts to European 

sites also. 

Originally designed to improve 

internal communication, TIN has be

come a valuable corporate resource 



Tendem's Harald Sammer, at 
tert, with Dr. Andreas Reuter 01 
Ihe University 01 Stuttgart. 

One of the world's foremost academic 
experts in the field of transaction pro
cessing is now pursuing practical, pro
ductive research into hlgh..pelformance 
parallel processing, largely due to the 
initiative of a Tandem employee who 
secured a grant from Tandem. 

Independent research urn:!er the 
direction of Or. Andreas Reuter at the 
Department of Computer Science at 
the University of Stuttgart was ham· 
pered by the lack of the ideal computer. 

In Frankfurt, Harald Sammer, 
director of Tandem's High-Perlormance 
Research Center, asked Tandem man
agement to donate a system to the 
university. \Norking wTth the Corporate 
Contributions Committee, he won 
approval for the gift of a NonStop TXP 
system, valued at over $600,000. 

"The best system for our 
PROSPECT research program- which 
stands for Processor Organization Sup
porting Parallel Execution of Complex 
Transactions- is the Tarn:!em system 
with its inherent parallel processing 
capabilities arn:! message-based oper· 
ating system." The PROSPECT team's 
objective is to develop a programming 
interface for parallel processing 
that is as simple as classical, sequential 
programming and that executes 
automatically. 

Tandem also provided training 
for a group of faculty members and 
graduate students, and maintained the 
system. The state government now pro
vides funding for full·time researchers, 
and Sammet's staff supports them with 
consultation arn:! exchange of ideas. 

In addition to its use In advanced 
research, the Tandem system is used 
to teach undergraduate students the 
basics of database, transaction pro
ceSSing, and expert systems. 

• • • • • 
Tandem remains an 
exciting company by 
attracting quality individ· 
uals who want demanding 
challenges in a creative, 
stimulating environment 



extended to our customers. During 

1987, TIN broadcast severallnterna

tional Tandem Users' Group telecon

ferences and the Tandem VlSIONS 

series. which features noted authorities 

discussing future business, economic, 

and social trends. 

This year, Tandem began an 

exciting new venture, Educational Tele

vision (LrV). Designed to deliver 

technical infonnation to employees, 

customers, and business partners, ETV 

provides cost-effective, comprehensive 

education to a wide audience. 

• • • • • 

In addition, several times each 

year, selected individuals are recog

nized for exceptional achievement by 

nomination to Tandem Outstanding 

Performers (TOPS). TOPS winners 

come from all job functions, organiza

tions, and locations. The winners are 

invited to attend an off-site meeting 

that provides an opportunity to 

exchange ideas and information with 

senior management. 

• • • • • 
Sabbatical Programs 

Another valued employee benefit 

is our sabbatical program. Tandem's 

work with a charitable organization. 

landem grants the volunteer additional 

leave·time, as well as monetary sup

port for travel and living expenses for 

the employee and immediate family. 

New benefit programs constantly 

are under development and introduc

tion. Among those inaugurated during 

1987 are childcare referral and depend

ent care assistance programs; a health 

and welt ness program that provides 

on-site physical examinations as welt 

as fitness and nutritional counseling; 

and financial planning seminars. 

Tandem's focus on hiring, develop-

Rewarding Outstanding program (available worldwide, except ing, and retaining outstanding people-

Performance in countries where local customs allow along with continuing investments in 

Tandem offers a wide variety of extended annual vacations) grants an programs to support those goats- will 

benefit programs, developed to reward employee, on each fourth anniversary help the Company grow beyond the 

excellence in performance. of employment, a six-week, fully paid first billion. 

Employee stock purchase and 

option programs, for instance, are 

designed to allow all employees to 

share financially in the success of 

thcCompany. Virtually all employees 

own or have options to purchase 

Tandem stock. 

leave-in addition to vacation time. 

In 1987, the scope of that program 

was expanded to include the Public 

Service Sabbatical, which reflects 

the Company's commitment to return 

some of the rewards of success to 

the community. 

Under the Public Service Sabbati· 

cal program, employees volunteer to 



Martha Jennings took her 
Tandem Public ServlceSabba
tical in rural Senegal. 

Village women of Senegal were among 
the first beneficiaries of Tandem's newty 
inaugurated Public Service Sabbatical 
program, which supports employees' 
desires to perfonn volunteer work 

Martha Jennings. who joined 
Tandem in 1982 as a marketing support 
specialist. developed an interest in the 
role of women In Third World cultures 
during her years working at Tandem 
locations throughout Asia. 

Yf'llen the time came for her 
Tandem sabbatical, Martha became one 
of the first participants in Tandem's 
Public Service Sabbatical program. This 
program enables employees to com
bine public service with the regular six
week, fully paid leave that employees 
earn every four years. Tandem extends 
the sabbatical and helps pay expenses. 

Martha chose to spend five 
weeks as a \fOlunteer with the U.s. 
Agency for International Development, 
teaching rural Senegalese women in 
seven different villages how to make 
money from ongoing projects such as 
cattle raising. Her courses covered 
choosing a feasible project, marketing 
the product, and understanding credit 
systems. Drawings were used in the 
makeshift outdoor ciassrooms because 
the women were unable to read. 

Martha is now a project leader in 
the Strategic Planning/New Ventures 
group at Tandem headquarters. 

• • • • • 
Tandem is as innovative 
in designing programs 
that encourage em
ployee loyalty as it is In 
designing systems. 



• 



Overview 
Tandem Computers seeks to provide leadership in the 
expanding market for on-line transaction processing 
(OLTP) systems and networks. The Company believes that 
its computer architecture has major advantages in satisfying 
the fundamental requirements for such systems and net
works. Achieving its goal of leadership involves many fac
tors. including strategic market positioning, a commitment 
to product development, customer satisfaction, and an 
organizational structure and philosophy that foster 
employee productivity and creativity. Additionally, Tandem 
believes it is important to maintain a strong financial posi
tion to compete effectively in the rapidly growing OLTP 
marketplace. 

Financial Condition 
Throughout fiscal 1987, the Company strengthened its finan
cial position. Cash and cash investments grew for the fifth 
consecutive year. from S240 million at September 30, 1986. 
to S317 million at September 30, 1987. Contributing to the 
growth of the cash balance were income from operations. 
employee stock purchases. and improvements in asset 
managemenlln fiscal 1987, net income increased 66 per
cent over the prior fiscal year, and cash now from opera
tions reached $159 million, compared with SI38 million in 
fiscal 1986 and S91 million in fiscal 1985. 

The Company believes that attracting and retaining 
high-quality employees are key to success. Methods to 
achieve these objectives include employee stock option and 
stock purchase programs. These programs also serve as a 
source of funds for the Company. As a result of these pro
grams, the Company received $81 million in fiscal 1987, S51 
million in fiscal 1986, and Sl1 million in fiscal 1985 in the 
form of employee stock purchases and related tax benefits. 

The Company continues its emphasis on asset manage
ment. During fiscal 1987, accounts receivable grew at a rate 
lower than that of revenue. Accounts receivable days out
standing improved to 80 days at year-end, compared with 
82 days at the end of fiscal 1986 and 86 days at the end of 
fiscal 1985. Inventories at fiscal year-end increased S28 
million over the fiscal 1986 year-end level. Although inven
tory days increased slightly to 80 days in fiscal 1987 from 78 
days in fiscal 1986. current inventory management repre
sents a substantial improvement over the 110 days recorded 
in fiscal 1985. The Company believes the current inventory 
level is appropriate. 

During fiscal 1987, the Company invested SI61 million 
of cash in property. plant and equipment, and other assets, 
compared with S71 million and S67 million in each of the 
previous two fiscal years. The increased investment primar
ily supported the Company's rapid growth. For example. the 
Company installed its newest computer systems in field 
offices. expanded systems to accommodate personnel 
growth, and invested in field-replaceable parts 10 support 
an expanding customer base. 

In addition, during the year. Tandem purchased two 
buildings in Cupertino. California. Previously, Tandem had 
not owned the buildings it occupied in its headquarters 
area. In fiscal 1987, the Company began implementing a 
program to create a permanent headquarters complex. This 
program includes projects to improve owned and leased 
buildings. In fiscal 1988. the Company plans to purchase at 
least five additional buildings in the community, including 
some that it currently leases. The additional space will allow 
for expansion and for relocation of employees housed in 
other Santa Clara County. California. locations. 

Tandem believes that demonstrated financial strength 
is important in order to compete effectively in high tech
nology markets. Consequently, the Company considers it 
strategically important to maintain a sound ratio of current 
assets to current liabilities and a conservative capital struc
ture. The current ratio at fiscal year-end remained strong at 
3.6:1. although it declined slightly from 3.9:1 at the end of 
the prior year. This was primarily the result of capital acqui
sitions programs that invested cash in long-tenn assets. At 
the end of fiscal 1987, the ratio of long-term debt and capital 
lease obligations remained at a very low 1.2 percent of total 
capital. Unes of credit totaled $65 million, all of which were 
unused. The equity base grew to $721 million in fiscal 1987. 
from $535 million in fiscal 1986. 

Results of Opera/ions 
The following table summarizes the changes in selected 
operating indicators. The percentages on the left show the 
relationships of various income and expense items to reve
nue. The percentages on the right measure the year-to-year 
increases or decreases. 



Percent of Revenue Percent Increase 
(Decrease) 

Fiscal Year 
1987 1986 1985 1987 1986 

83 82 84 l'roduct revenue 36 21 

17 18 16 Service and other revenue 29 35 

100 100 100 Tow revenue 35 23 

22 23 30 Cost of product 29 (6) 

13 " 13 Cost of service and other 26 26 

35 37 43 Total cost of revenue 28 , 
10 " 12 Research and development 25 18 

Marketing, general and 

38 38 37 administrative 35 27 

16 14 8 Operating income " 112 

I I I Interest income, net 67 36 

18 IS 9 J'relax income 62 103 

8 7 , Provision for income laxes 56 131 

10 8 6 Net income 66 86 

Earning, per shllre 50 76 

Amounts may not 101.31 due to roundinll· 

Revenue 
Tandem's revenue growth rate again increased in fiscal 1987, 
as the Company expanded its position as a leading supplier 
of on-line transaction processing systems and networks. 
Revenue grew 35 percent to SI.035 billion in fiscal 1987 over 
the S768 million posted in fiscal 1986. The fiscal 1986 reve
nue growth rate was 23 percent. Tandem's revenue gai ns 
over the past two years resulted from increased shipments 
of hardware and software products to new and existing cus
tomers and from an increased number of customers using 
its support a nd training services. 

Over the past two years, the Company introduced a 
number of new products, including systems, software, stor
age products, and peripherals. which contributed to revenue 
growth. In particular, the NonStop VLX computer system, 
introduced in fiscal 1986, and related products opened new 
high-end markets fo r the Company. Product revenue in fi s
cal 1987 grew 36 percent, partly due to continued customer 
acceptance of these products. Service and other revenue in 
fiscal 1987 grew 29 percent, somewhat slower than product 
revenue, in part because new technology lowered service 
costs to customers. 

Domestic business strengthened throughout the year, 
growing at 27 percent in fiscal 1987, compared with 11 per
cent in fiscal 1986. As in the prior fisca l year, international 
revenue growth exceeded domestic growth. Revenue from 
Europe grew 46 percent in fisca l 1987, somewhat slower 
than the prior fiscal year's rate of 52 percent International 
business accelerated in non· European cou ntries by 50 per-

cent in fiscal 1987, compared with 37 percent in fiscal 1986. 
International business continued to grow as a percent 

of revenue. Europe contributed 29 percent of fi scal 1987 
revenue, compared with 27 percent in fiscal 1986 and 22 
percent in fiscal 1985. Ot her international business contrib
uted 14 percent of revenue in fiscal 1987 versus 13 percent in 
fi scal 1986 and 11 percent in fiscal 1985. While the United 
States remained the largest contributor to revenue, with 57 
percent of the Company's business coming fro m domestic 
customers, its share was 60 percent in fi scal 1986 a nd 67 
percent in fiscal 1985. 

Operating Income 
Operating income increased sharply, reaching $171 million. 
or 16 percent of revenue, in fi scal 1987. This represents a 
significant improvement from the $106 million, or 14 percent 
of revenue, recorded in fisca l 1986 and the $50 millio n, or 8 
percent of revenue, recorded in fiscal 1985. The improve
ment in operating margin is largely attributable to higher 
gross profit margins resulting from a favo rable product mix 
and the Company's continued improvements in manufactur· 
ing and service operations. 

Cost o f Revenue 
The improvement in cost of revenue as a percentage of 
revenue is due to several factors. Tandem successfull y con
tinued its programs to increase the efficiency o f its manu
factu ri ng and service operations. In addition, cost of product 
as a percentage of revenue declined over the past three 
years. The percentage improved because the Company sold 
a favorable mix of products, many of which incorporate 
new technologies that provide greater performance at lower 
cost. The improvement in cost of service and other as a per
centage of revenue was partially attributable to dramatic 
improvements in reliability of peripheral subsystems, such 
as the XLS disk subsystem. 

Cost of product increased 29 percent in fiscal 1987 over 
its fi scal 1986 level, primarily due to increases in volume. In 
fiscal 1986, cost of product declined 6 percent from the fis
cal 1985 level, as ma nufacturi ng efficiencies offset volume
related cost increases. The 26 percent increases in cost of 
service and other recorded in both fiscal 1987 and 1986 
were primarily attributable to growth in the installed base. 

Research and Develo pme nt 
Research and development expenditures declined as a per
centage of revenue over the past three years. This was par
tially attributable to higher than anticipated revenue, as well 



as capitalization of certain software expenditures. Although 
declining as a percentage of revenue, research and develop
ment expenditures increased over the past three years to 
support new product development efforts and programs to 
enhance existing products. Research and development activi· 
ties focus on meeting the needs of customers who are im
plementing on·line systems al single sites and in geographi
cally distributed information processing networks. Among 
the products announced in fiscal 1987 that resulted from 
prior years' research and development spending were 
NonStop SQL software, the NonStop CLX computer system, 
and the Distributed Systems Management software. The 
Company expects to increase expenditures on research and 
development in fiscal 1988. 

Marketing, General and Administrative 
The Company's marketing strategy emphasizes direct sales 
to organizations that are implementing on-line transaction 
processing applications critical to their businesses. The 
Company believes that offering solutions to customers' 
business problems and providing a high level of service and 
support are essential to meeting the needs of the customer 
base. To do this, Tandem has built a direct selling and sup
port organization in the United States and in international 
industrial markets. Direct sales activities are complemented 
by relationships established with third-party application soft
ware developers, equipment remarketers, and distributors. 

Over the past three years, the Company introduced 
products that required expenditures to bring those products 
to market. Despite this, in fiscal 1987, marketing. general 
and administrative expenditures as a percentage of revenue 
remained unchanged from the prior year, although they 
were slightly higher than in fiscal 1985. 

The level of marketing, general and administrative ex
penditures has increased over the past three years as the 
Company continued to build its marketing organization, to 
train new and existing sales, service, and support personnel, 
and to develop marketing relationships with third parties in 
order to support the Company's growth. Tandem has also 
invested in joint ventures and taken equity positions in 
companies whose product, market. or geographic strengths 
support the Company's strategies. 

Net Income and Earnings Per Share 
The rate of change in net income has differed from that of 
operating income over the past three years because of the 
factors discussed aoove and because of changes in the 
Company's interest income and effective tax rate. In fiscal 
1987, net interest income was almost $6 million higher than 
in fisca l 1986, and S8 million higher than in fiscal 1985. Net 
interest income increased primarily because of significantly 
higher balances of interest-earning investments. 

The effective tax rate in fiscal 1987 was 43 percent. 

compared with rates of 44 percent in fiscal 1986 and 39 per
cent in fiscal 1985. The decline in the effective tax rate in fis
cal 1987 versus 1986 was primarily the result of lower 
federal statutory tax rates brought about by the passage of 
the Tax Reform Act of 1986, offset by the repeal of the 
investment tax credit. The effective tax rate in fiscal 1986 
was higher than in fiscal 1985 primarily because of higher 
levels of pretax income and a reduction of the research and 
development credit. Under the Tax Reform Act of 1986, the 
Company anticipates a lower tax rate in fiscal 1988 due to 
the lowering of statutory rates. 

Earnings per share in fiscal 1987 were SI.08, compared 
with earnings per share in fiscal 1986 of $.72 and in fiscal 
1985 of S.41. (Earnings per share reflect a two-for-one stock 
split effected in the fonn of a stock dividend in the 1987 fis
cal year.) In each of the last three fiscal years, the growth in 
earnings per share differed from that of net income because 
of a higher number of weighted average shares outstanding. 
Under the treasury slock method of calculating weighted 
average shares outstanding, higher stock prices result in a 
greater dilutive effect from outstanding stock options. Sales 
of stock to employees under the stock purchase plan and 
grants under option plans, combined with higher stock 
prices, resulted in increases in weighted average shares 
outstanding of 11 percent in fiscal 1987, 6 percent in fiscal 
1986, and I percent in fiscal 1985. 

Personnel 
In fisca l 1987, to support growth experienced over the past 
three fiscal years, Tandem increased personnel by 23 per
cent. This compares with a 4 percent personnel increase in 
fiscal 1986 and a 5 percent personnel increase in fiscal 1985. 
While hiring occurred in all functional areas, the greatest 
percentage increases were in research and development 
and marketing. reflecting investments in areas the Company 
believes are critical to its success. 

Impact of Currency 
In fiscal 1987, the weakness of the U.S. dollar against foreign 
currencies had a positive influence on revenue; however, 
the Company believes the impact was largely moderated by 
price reductions taken to maintain consistent pricing across 
international boundaries. This factor, combined with the 
negative effect of strengthening currencies on international 
expenditures, resulted in an overall impact that the Com
pany believes was not significant to operating income. 

Effect of Inflation 
The effect of inflation on the Company's financial results has 
not been significant. 

Certain prior period amounts have been reclassified 10 conform with 
the current period presentation. See footnote 2 to the financialstatemenlJ. 



For the Five Years Ended September 30, 1987 

(In thousands except per share amounts) 1987 1986 1985 1984 1983 

Revenue $1,035,495 $767,793 $624, 138 $532,620 $4 18,282 

Cost of revenue 358,228 279,924 268,589 233,846 188,228 
Research and development 108,474 87,024 73,832 52,982 39,489 
Marketing, general 

and administrative 398,105 294,867 231,636 194,691 140,794 

Operating Income 170,688 105,978 SO,081 51,101 49,771 
Interest income. net 14,223 8,504 6,269 5,183 730 
Provision for income taxes 

Current period 79,307 SO,716 21,976 23,076 19,696 
Benefit of DISC tax reversal (9,700) 

Net Income $ 105,604 $ 63,766 $ 34,374 S 42,908 $ 30,805 

Earnings Per Share $ 1.08 $ .72 $ .4 1 $ .52 $ .38 

Total assets $ 967,241 $705,025 $552,344 $SO I ,873 $415,525 
Long term debt and capital 

lease obligations $ 9,013 $ 5,725 $ 11 ,765 $ 16,87 1 $ 23,922 
Stockholders' investment $ 720,919 $534,680 $420,408 $375,122 $3 10,993 

Certain prior period amounts Ilave been reclassil1ed to contonn to the current period presenlation. See footnote 2 to the financial slalemenl5. 

Shown above are lOme of the newer members of the Tandem product line. Qoc:kwise, from left, are the NonStop ClX, NonStop VLX, and 
NonStop EXT25 systems, the PSX woritslation, and the LXN system. 



For the Three Years Ended September 30. 1987 

(In thousands eJ(cepl pet share amounts) 1987 1986 1985 

Revenue 
Product revenue $ 861,042 $632,277 $523,413 
Service and other revenue 174,453 135,516 100,725 

Total revenue 1,035,495 767,793 624,138 

Costs and Expenses 
Cost of product revenue 226,804 175,239 185,565 
Cost of service and other revenue 131 ,424 104,685 83,024 
Research and development 108,474 87,024 73,832 
Marketing, general and administrative 398,105 294,867 231,636 

Total costs and expenses 864,807 66 1,8 15 574,057 

Operating Income 170,688 105,978 50,081 
Interest expense ( 1,588) (1,979) (2,407) 
Interest income 15,811 10,483 8,676 

Income Berore Income Taxes 184,911 114,482 56,350 

Provision For Income Taxes 79,307 50,716 21,976 

Net Income $ 105,604 S 63,766 S 34,374 

Earnings Per Share S 1.08 S .72 S AI 

Weighted average shares outstanding 97,711 88,402 83,530 

The accompanying notes are an integral pari of these statements. 

TANDEM COMP\JfERS INCORPORATI:O AND SUBSIDIARIES 



As of September 30, 1987 lind 1986 

(In thousands except shll re amounts) 

Assets 

Current Assets 
Cash and cash investments 
Accounts receivable, net of allowances of $8,378 in 1987 and $7,292 in 1986 
Inventories 
Prepaid expenses and other 

Total current assets 

Property, Plant and Equipment, at cost 
Land and buildi ngs 
Machinery and equipment 
Computer equipment and spares 
Leasehold improvements 
Construction in process 

Accumulated depreciation and amortization 

Net property, plant and equipment 

Other Assets 

Total Assets 

Liabilities and Stockholders' Investment 

Current liabilities 
Accounts payable 
Accrued liabilities 

Accrued payroll and payroll related 
Accrued vacation 
Accrued commissions to third parties 
Deferred income 
Income taxes 
Other 

Current portion of long tenn debt and capital lease obligations 

Total cu rrent liabilities 

Long Term Debt and Capital Lease Obligations 

Deferred Income Taxes 

Stockholders' Investment 
Common stock S.025 par value, authorized 200,000,000 shares, 

outstanding 93,160,054 in 1987 and 87,837,512 in 1986 
Additional paid-in capital 
Retained earnings 

Total stockholders' investment 

Total Liabilities and Stockholders' Investment 

The accom~nying notes are an integnl part of these balance sheets. 

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES 

1987 1986 

$317,461 $239,819 
254,758 197,658 
92,315 64,229 
22,776 17,505 

687,310 519.211 

54.336 38.652 
80.395 62.302 

199.901 137,388 
41.348 34,270 
21.821 9.513 

397,801 282.125 
( 145.000) (107. 103) 

252,801 175.022 

27.130 10.792 

5967.241 5705.025 

5 78.71 4 $ 50,768 

27.925 21.290 
15.789 10,795 
13,008 4.996 
13.521 2.719 
10.989 21,670 
30.324 16,585 

1.500 5,969 

191.770 134,792 

9.013 5.725 

45,539 29,828 

2.329 2,196 
368,845 288.343 
349,745 244,141 

720,9 19 534,680 

5967.241 5705.025 



For the Three Years Ended September 30, 1987 

Additional 
Common-.Stock Paid-In Retained 

(In thousands) Shares Amount Capital Earnings Total 

Balance September 30, 1984 81,234 $2,031 $227,090 1146,001 $375,122 
Sale of common stock 

under stock option plans 704 17 3,866 3,88J 
Sale of common stock 

under stock purchase plan 836 21 6,173 6,194 
Tax benefit from employee 

transnctions in common stock 835 835 
Net income 34,374 34,374 

Balance September 30, 1985 82,774 2,069 237,964 IBO,375 420,408 
Sale of common stock 

under stock option plans 4,286 107 39,199 39,306 
Sale of common stock 

under stock purchase plan 778 20 5,916 5,936 
Tax benefit from employee 

transactions in common stock 5,264 5,264 
Net income 63.166 63,766 

Balance Seplember 30, 1986 87,838 2,196 288,343 244,141 534,680 
Sale of common stock 

under stock option plans 4,859 121 51,839 51,960 
Sale of common stock 

under stock purchase plan 463 12 7,613 7,625 
Tax benefit from employee 

transactions in common stock 21,050 21,050 
Net income 105,604 105,604 

Balance Seplember 30, 1987 93,160 $ 2,329 $368,845 $349,745 1720,919 

The accoml'anyinl! notes are an integral part of these statements. 

TANDEM COMPlIfERS INCORPORATED AND SUBSIDIARIES 



For the Three Yean Ended September 30, 1987 

(In thousands) 1987 1986 1985 

Funds (Cash and cash investments) 
at beginning of period 5239,8 19 5128,676 5106,862 

Funds Provided by Operations 
Net income 105,604 63,766 34,374 
Items not requiring current outlay of funds 

Depreciation and amortization 52,025 43,242 35,616 
Deferred income taxes 15,711 (2,890) 12,296 

et book value of property, plant 
and equipment sold or retired 14,868 8,742 13,810 

Funds provided by (used for) working capital items 
Increase in accounts receivable (57,100) (34,280) ( 17,036) 
Decrease (increase) in inventories (28,086) 14,733 13.413 
Net change in prepaid expenses and 

non·debt current liabilities 56,176 45,161 (1 ,795) 

Total provided by operations 159, 198 138,474 90,678 

Funds Invested 10 SuPI)orl Operations 
Investment in property, plant and equipment 142,364 65,011 67,568 
Increase (decrease) in other assets, net 18,646 5,860 (511) 

Total invested to support operations 161,010 70,871 67,057 

Fund8 Provided by (Used for) financing Activities 
Decrease in long term debt and 

capital lease obligations. net (1,181) (6,966) (12,719) 
Sale of common stock under employee 

stock option and stock purchase plans 59,585 45,242 10,077 
Tax benefit from employee transactions 

in common stock 21,050 5,264 835 

Total provided by (used for) 
external financing activities 79,454 43,540 (1,807) 

Net increase in cash and 
cash equivalents 77,642 111,143 21,814 

Funds (Cash and cash investments) 
at end of period $317,461 $239,819 $128,676 

The accompanying notes are an integral pari of these statements. 

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARI£S 



I. Summary of Significant Accounting Policies 

Consolidation 
The consolidated financial statements include the 
accounts of Tandem Computers Incorporated and its 
wholly owned subsidiaries after elimination of intercom
pany accounts and transactions. 

Revenue Recognition 
The Company generally recognizes revenue from equip
ment sales at the lime of shipment. Service and other 
revenue are recognized ratably over the contractual 
period or as the services are provided. 

Translation of Non-U.S. Currency Amounts 
Assets and liabilities of the Company's subsidiaries which 
are denominated in the local currency of the subsidiary 
are translated into U.s. dollars (the functional currency) 
at year-end exchange rates, except for inventories and 
property, plant a nd equipment,which are translated al 
approximate rates prevailing when the assets were 
acquired. Income and expense items are translated at 
average rates of exchange prevailing during the year. 
except that cost of revenue and depreciation are trans
lated at historical rates. The Company enters into for
ward exchange contracts to reduce the impact of foreign 
currency fluctuations on asset and liability positions of 
foreign subsidiaries. The net gains and losses arising from 
foreign currency transactions are generally not signifi
cant and are included in income as incurred. 

Inve nto ries 
Inventories are stated at the lower of cost (first-in, first
out) or market and include materials. labor. and manu
facturing overhead. The components of inventories as of 
September 30 were: 

(In thoussllds) 

Purchased parU and subassemblies 
Work-in-process 
Finished 

Income Taxes 

1987 
S53,166 

16.567 

1986 
$31,191 
12.138 

The Company accounts for investment and research and 
development tax credits as a reduction of the provision 
for income taxes in the year in which the related credi ts 

are generated, In general. the Company's practice is to 
provide U.S. federal taxes on all undistributed interna
tional earnings. 

Cash and Cash Investme n ts 
Short-term cash investments are valued at cost, which 
approximates market. and principally include certificates 
of deposit, time deposits, treasury notes, preferred 
stocks. municipal notes. and commercial paper. 

Pro perl y. Plant and Equipme nt 
Systems spares (original cost of $54,963.000 and 
$34.785,000 at September 30,1987 and 1986. respectively) 
are depreciated over a five-year period using an acceler
ated depreciation method. All other property, plant and 
equipment are depreciated using the straight.line 
method. The estimated useful lives are: 

Buildings 
Machin~ry and ~uipment 
Computer ~ulpmenl 
Leasehold improvem~nt.s 

30yNts 
5-)1) years 
3-7 )'Nts 

I...eut I~nn 

Included in the land and buildings and the construction 
in process balances at September 30, 1987 and 1986 were 
approximately 26,743.000 and 26.575,000. respectively, 
of costs relating 10 land and land improvements on a 
parcel held for future developmenL 

Softwa r e Develo pme nt Costs 
During fiscal 1986. the Company adopted the Financial 
Accounting Standards Board Statement No. 86, which re
qu ires the capitaliz.'ltion of certain software development 
costs, The Company capitalizes costs as the development 
o f products becomes "technologically feasible" and 
amortizes those costs as a charge to the income state
ment when, and as, the particula r products are shipped. 
However, in no event will the amortization be less than 
that which would be achieved by amortizing such costs 
on a three-year straight. line basis from the date of prod· 
uct release. The amounts of unamortized software develop
ment cost included in other assets at September 30, 1987 
and 1986 were $8.419.000 and S2,982.000, respectively. 
The amounts amortized and charged to expense for 1987 
and 1986 were $1.090,000 and SI90.000. respectively, 

Earnings Pe r Sha r e 
Earnings per share have been computed based upon 
the weighted average number of common and common 
equivalent shares outstanding, Common equivalent shares 



result from the assumed exercise of outstanding stock 
options and a convertible debenture that have a dilutive 
effect whe n applying the treasury stock method. Fully 
diluted earnings per share are substantially the same as 
reported earnings per share. 

2, Reclassifications 

The current period income statement has been refonnatted 
to disti ngu ish -Cost of product revel1ue~ from "Cost of 
service a nd other revenue.~ In addition, to conform to 
industry trends in fi nancial reporting, certain items pre
viously classified as marketing, general and administra
tive expenses have been reclassified to cost of product 
revenue and research and development expense. Similar 
amou nts for 1986 and 1985 associated with revenue a nd 
costs and expenses have al so been reclassified in order 
to conform to the current period presentation. Certain 
other prior period amounts have also been reclassified 
10 confo rm to the current period presenlation. 

3. Leasing Program 

In fisca l 1986, the Company enle red into a vendor leasing 
progra m and associated remarketing arrangement with a 
bank, whereby up to $15,000,000 of trade lease receiv
ables may be financed either through Iimiled recourse 
sales of the receivables or borrowings. In the event of a 
default by a lessee, recourse by the bank is limited 10 the 
colla te ra lized computer equipment and the amount 
availa ble. if any, in a limited recourse pool established as 
a percentage of each associated group of financed lease 
transactions. In addition, upon repossessio n, the Com
pany may, at its option, repurchase the equipment from 
the ba nk at the greater of the bank's book or fa ir market 
value. Under the agreement, the Com pany may also be 
required to remarketlhe computer equipment on a -best 
effo rts" basis on the bank's beha lf. All administration and 
collection of lease receivables a re carried out by the bank. 
In fiscal 1987, $7,462,000 was received as fi nancing for 
lease receivables, of which $2,550,000 (see note 5) was 
received in the form of borrowings and $4,912,000 was 
received as a result of sales of such receivables. At 
September 30, 1987, approximately $433,000 was ac· 
crued as a reserve for recourse liabilities on the sales 
of lease receivables. 

4. Income Taxes 
The provision for income taxes included the fo llowing 
deferred ( prepaid) items: 

( In thousands) 1987 1986 1985 

Federal: 
Current $110235 526.037 $ 2.950 
Deferred (Prepaid) 4.750 (3.923) '1.610 

<1 <1.985 22.1 14 7.560 
State: 

Curren t 9.261 6.880 3.522 
Deferred 3.171 89 423 

12.432 6.969 3.!M5 
Foreign: 

Current 2<).804 21.686 12.005 
Deferred (PrC\l.lIid) 1.086 ( 53) ( 1.53·1) 

21.890 21.633 10,47 1 

Total Provision $79,307 $50,7 16 $21.976 

Sources of deferred ( prepaid) taxes were as fo llows: 

(In thousands) 

Installrnent sale method 
for income tax rel>orting 

DISC Income 
Accelerated depreciation 
Effect of intercompany profit 

eliminations 
Other (including expenses 

recognized for fillllncial 
statements, bui liot fo r 
income tax reporting) 

Total Deferred ( Prepaid) 

1987 

$10.300 

1.606 

(10.227) 

7.328 

$9.007 

1986 

$(8.043) 

2,(}<I8 

1.661 

.(3.887) 

1985 

$ 9.752 
(6.117) 
2.586 

( 90) 

(2,632) 

$ 3,499 

The provision for income taxes differs from the amount 
obta ined by applying the federa l statutory income tax 
rate to income before taxes as follows: 

1987 1986 1985 
Federal statutory tax rate 43.0% 46.~ 46.0% 
State taxes, net of federal 

income tax benefit 3$ 31 3$ 
Investment tax credits (2.1) (2.6) 
Research and development tax 

credilJ (2.1) (0.8) (7.6) 
Tax exempt Dl5ClI nd FSC 

income (2.5) (2.0) (4.3) 
Other 0.7 3.7 
Effective Tax Rate 42,9"e 44.39t 39.0% 

In fiscal 1986, the Company provided taxes pur
suantlo tax laws in effect on September 30, 1986. On 
October 22, 1986, the Tax Reform Act of 1986 was passed 

-



into law and, as expected, had an immaterial impad on 
the fiscal 1986 tax provision. The negative effects of the 
Tax Reform Act ( repeal of investment tax credit, reduc· 
tioll of research and development tax credit, and certain 
changes in international provisions) were largely offset 
by the reduction in the federal statutory tax rate from 
46% to 43% in fiscal 1987. A scheduled reduction of the 
federal statutory tax rate to 34% in fiscal 1988, currently 
provided in the legislation, is expected to further reduce 
the Coml>any's effective tax rate in the future. 

In September 1986, the Financial Accounting Stan· 
dards Board issued an Exposure Draft, entitled "Account· 
ing for Income Taxes.~ The currently proposed changes, 
if adopted. are not expected to have a material impact on 
the Company's results of operations. 

5, Long Tenll Debt, Capital Lease Obligations, and 
Other Commitments 
Long ternl debt and capital lease obligations as of 
September 30 consist of the following: 

(In Ihousand!) 1987 

5.7" and 5.6"t promi!sory noles payable 
10 a bank in JapanI!$(' yen. due November 
1989 and December 1989. respectively S 3.552 

Insll!lImenl nOles payable 10 a bank 
Ihrough 1990. HI a weighlcd average 
inleresl mIl" of 8.75Gt, colialeralized 
by lease receivables 2,441 

Convertible 5uoordlnaled debenture 
payable 10 all officer of the Compan): 
bearing inieresl <II 9.5'10 and due 
Scplernberl989 1.667 

Induslrial revenue oond, bearing 
inleresl all~ due July 1992 1.000 

Induslrial revenue oond, bearing 
inleresl al 12.4'to, due July 1992 
and collateralized by certain 
equipmenl 1.000 

Obligalions under capilalleases. 
inlcrest ranging from ~ 10 19'Ito, net 
of impulcd interest tOlaling $99 
and $749. in 1987 .nd 1986, 
respectively 853 

10.513 
Lesscurrentpor1ion 1.500 
Long Teml Debland Capilall.eases $ 9.013 

1986 

$ 3.292 

1,667 

1,000 

1,000 

4.735 

11.694 
5,969 

S 5,725 

The $1,667,500 convertible subordinated debenture is 
convertible into 200,000 shares of Common Stock at a 
price of $8.3375. The debenture becomes convertible as 
to 50,000 shares each year beginning in September 1986 

and is subject to conversion acceleration in the event of 
certain occurrences. 

Interest costs of S2 1 3.000. none, and $594.000 were 
capitalized during fiscal 1987. 1986. and 1985, respective
ly. relating to construction projects in process during 
those fiscal years. 

The Company has entered into unsecured credit 
agreements totaling $65,000.000 with several banks for 
working-capital purposes. The agreements provide for 
revolving borrowings through March 1988. at which time 
outstanding amounts may be converted to term loans to 
be amortized through 1991. Domestic borrowings bear in· 
terest al or below the banks' prime rates through March 
1988 and approximately 1/ 4Qll above these rates through 
1991. The Company is required to pay a commitment 
fee of 1/ 4% per annum. There were no compensating 
balances required. and there were no borro .... ings out· 
standing at September JO, 1987. under any of these 
arrangements. 

Certain financial covenants and restrictions are in· 
cluded in the loan agreements. The Company was in 
compliance with all such covenants and restrictions at 
September JO. 1987. 

The Company has guaranteed payment of loans 
made to officers and other key employees totaling 
$913,000 at September 30, 1987. under a $2,000,000 bank 
line of credilln addition. the Company has a $1,667,500 
note receivable from an officer. included in other assets, 
which matures in September 1989 and bears interest at 
an annual rate of )Q9\). 

The Company leases its headquarters, field offices. 
certain equipment, automobiles. and most of its operating 
facilities under operating lease agreements. The Company 
also has capital leases for certain equipmenl Future 
minimum lease payments as of September 30, 1987. are 
as follows: 

{In thousands} 

FISCal 'WMr 

1988 
198. 
1990 
1991 
1992 
Thereafter 

Tolal minimum lease payments 

Lease Obligations 

Capital Operating 

S 757 S 47.720 
&j 42,015 
~ l4,I89 
35 30,649 
32 25.432 

76,713 

S 952 $256.718 

The cost of assets held under capitalized leases totaled 
$3,547,000 and $11,981,000 at September 30, 1987 and 
1986. respectively, and are included in the machinery and 

• 



equipment and computer equipment and spares classifi
cations in the fi nancial statements. The accumulated de
preciation associated with these assets totaled $3,254,000 
a nd $8,894,000 at September 30, 1987 a nd 1986, 
respectively. 

Rent expenses were S5O,767,000 in 1987, 543,092,000 
in 1986, and $38.213,000 in 1985. 

6. Capital Stock 
The Company's authorized capital stock consists of 
2,400,000 shares of preferred stock (of which 800,000 
have been designated Series A Participating Preferred), 
4,000,000 shares of Junior Common Stock, and 
196,000,000 shares of Common Stock. At September 30, 
1987, 21,095,790 shares of Common Stock were reserved 
for future issuance under stock option plans, the em
ployee stock purchase plan and a convertible subordi· 
nated debentu re. There were no shares of preferred 
stock or Junior Common Stock outstanding at 
September 30, 1987. 

Stock Split 
On April 27, 1987, the Board of Directors declared a 
two-for-one stock split of the Company's Common Stock, 
effected in the form of a stock dividend. The additional 
shares were issued on June 12, 1987, to stockholders of 
record on May 22, 1987, Accordingly, the Common Stock, 
additional paid in capital, and all common share and per 
share data in the financial statements have been retroac
tively adjusted to renect the split. 

Pr e re rred Stock Rights 
During 1985, the Company declared a dividend of one 
preferred share purchase right for each then outstanding 
share of Common Stock.. In addition, one right will be 
issued with each share of COl11mon Stock issued by the 
Company before the date the rights become exercisable, 
are redeemed by the Company, or expire on May 17, 
1990. The rights will not be exercisable, or transferable 
apart from the Common Stock, unti l 10 days after another 
person or group of persons acqui res 20% of the Common 
Stock or commences, or announces its intention to com
mence, a tender or exchange offer for at least 30% of the 
Common Stock. Each right entitles the holder to buy one 
one-hundredth of a share of a series of preferred stock of 
the Compan;; par value S.10 per share, designated as 
Series A Participating Preferred Stock, at an exercise 
price of $80.00. In certain circumstances, the right will 
entitle its holder to purchase a larger amount of pre
ferred stock or slock in an acquiring compan)o: 

Stock Optio n Plans 
The Company has employee stock option plans under 
which permanent employees may be granted options to 
purchase shares of Com mon Stock generally al lO()I}u of 
fair market value at the time of the gra nt. Options gen
erally vest over a four-year period, become exercis" .. ble 
six months after the effective date. and expi re no later 
than ten years after the effective date, At the discretion of 
Ihe Board of Directors, options granted under the stock 
option plans may qualify fo r Incentive Stock Option 
treatment under the Economic Recovery Tax Act of 1981. 
At September 30, 1987, options for 5.015,355 shares were 
available fo r future grant. 

Employee Stock Purchase P la n 
Under the plan, the Coml>any may offer shares to em
ployees by two methods. Under one method, eligible em
ployees may elect to purchase shares of Common Stock 
al85% of fai r market va lue as of the last trading day 
befo re, or the last tradi ng dayof. the participation period. 
Under Ihis method. in fiscal years ended September 30. 
1987, 1986.and 1985, employees purchased 463.000 shares 
for aggregate proceeds of $7,625,000; 778,000 shares for 
aggregate proceeds of $5,936,000; and 836,000 shares for 
aggregate proceeds of S6,194,OOO, respectively. Under a 
second method, the Company may grant to all employees 
the option to purchase the same number of shares of 
Common Stock at not less than SSdn of fair market value 
at the grant date. As of September 30. 1987, the Company 
has reserved 3,981,448 shares of Common Stock for 
fu ture issuance under its employee stock purchase plan. 

Information concerning the combined option activ
ity during the three fiscal years ended September 30. 
1987, under the stock option and employee stock pur
chase plans is summarized as follows: 

1987 1986 
Aggregate Aggregate 

Shares Pri<. Shares ""', 
(In thousands except per share amounts) 

Beginning of 
year 13.799 SI54.521 

Options I/I'MI«I 4.516 110. 103 
Optionl exCTCised 

($2.62 to 537.00 
per share) (4.859) (5 1,960) 

Options 
CIIoceI led (324) (4,240) 

End of )'fll r 13.132 S208.42·1 

Optionllll Ye<lr end 

Exercisable 11 .503 
Vested 7.062 

13.867 $ 146.900 
5.384 59.968 

(4.286) (39.306) 

(1. 166) (13.().1I ) 

13.799 SI54.52I 

""'" 7.536 

1985 
Aggregate 

Shares Pri<, 

12.-185 S137,071 
3.225 2<.581 

(70-1 ) (3.SS3) 

(1,139) ( 12,869) 

13.867 SI46,900 

12.611 
8.195 



Although all outstanding dilutive stock options and a 
convertible debenture are considered common stock 
equivalents in presenting earnings per share under 
the treasury stock method, the following table shows the 
maximum share dilution that would occur from assumed 
option exercises under existing options based upon vest
ing in future years within specified price ranges. The 
Company has had a long-standing policy of encouraging 
all levels of employees to become stockholders through 
various stock option and purchase programs. This policy 
is based upon a belief that all stockholders will benefit 
from the higher productivity, lower turnover, and im
proved customer satisfaction realized by providing em
ployees with a personal stake in the Company's future 
success. 

Maximum number of existing options vested each fiSCilI year 
Exercise 1987 

Price Aggregate and 
Range Price Shares Prior 1988 1989 1990 1991 

( In thousands except price ra nges) 

$ 0- $10 
$10-520 
520-$30 
$30- $40 

I 36,865 U II 2,77 1 893 510 37 
97.1 26 6,523 4.110 84' 793 677 
31,536 1,079 8 1 278 210 270 
42.897 1.3 19 100 'OS 310 310 

5208.424 13.132 7.062 2,423 1,883 1.294 

Cornman and Common Equivalent Shares 
Outstanding Outstanding 

99 
ISO 
191 

470 

Shares Equivalents Tota l 

Fiscal 1987 weighted average 
At Seplcmber 30, 1987 

7. Contingencies 

90.927 
93.160 

6.784 
6.1 19 

97.711 
99179 

The Company. alo ng with one fonner and two present 
principal officers. was named as a defendant in a class 
action complaint filed in the United States District Court 
for the Northern District of California on October 23, 
1984, purporting to state claims for alleged vio lations of 
federal securities laws and pendent state claims arising 
out of the Company's December 1982 restatement of 
revenue and earnings for fi scal 1982. The court dismissed 
the complaint as to the individual defendants in March 
1985 with leave to amend. In September 1985. the court 
granted the defendant's motion for summary judgment 
and dismissed the suil The plaintiff filed a notice of 
appeal in October 1985. On June 3, 1987, the Federal 
Court of Appeals for the Ninth Circuit reversed the lower 
court's dismissal of the suit, reinstated claims against the 
individual defendants, and remanded the case for further 
proceedings. No provision has been made in the financial 
statements concerning possible liability because, in the 

opinion of management, it is unlikely that the ultimate 
dispositio n of the suit would have a material effect on the 
Company's financial position. 

In addition. there are various actions or claims which 
have been brought or asserted against the Company. 
Management does not consider them to be material to 
the Company's financial position. 

8. Geographic Segment Information 

The following table sets forth information about the 
Company's operations in different geographic regions for 
the three fi scal years ended September 30,1987. 

(In thousands) 

Revenues 
Umled Slates·customers 
United States·interarea 
Euro!)e-OIslOmen 
Europe-interarea 
Americas l'aciflC<uSlomers 
Americas PaciflC-lnterarea 

Eliminations 
Total re1o'enue 

Preua" Income 
Uni ted Stales 
Euro!)e 
Americas Pacinc 

El iminations 
lOtal pretax Income 

Identifiable Assets 
United States 
Euro!)e 
Americas Pacific 

EJimlllations 
TOlal idenlifl.!lble assets 

1987 

S 587.634 
249.034 
302.966 
22.383 
14~.895 

s 146.503 
37,229 
7,726 

191.458 
(6.5~7 ) 

s 184.911 

S 707 .. 154 
213.688 
105.791 

1.026.933 
(59.692) 

S 967,2-11 

1986 1985 

5 463.705 S 41 7.460 
118.989 111.742 
207.670 138.307 
57.032 75.583 
96,418 iO.371 

S 73.71 6 I 34.586 
39.821 15.496 

1.007 6.555 
114.541 56.637 

(62) (287) 

s 11 '1.482 S 56.350 

S 541.381 5 436,835 
131.853 101.836 
63.701 17.3116 

736.935 586.057 
(31.910) (33,713) 

S 705.025 S 552.3-14 

Interarea transfers are made at arm's-length prices, which 
include manufacturing profits attributable 10 each respec· 
tive area's operations. Identifiable assets are those assets 
of the Company that are identified with the operations of 
the corresponding geographic area. United States cus
tomer revenue includes export sales of S12,390,OOO in 
1981, SIO,048.000 in 1986, and S1,053,000 in 1985. The 
Company operates primarily in one industry segment 
which includes the manufacture, servicing, and market
ing of computer systems. 

• 



9. Unaudited Quarterly Financial Data 
(In thousands except per share amounts) 

Quarters Ended Dec. 31 March 31 June 30 Sepl30 

Year ended September 30. 1987 

Revenue 
Product revenue 
Service and other revenue 

Total revenue 
CostA and Expensell 
CoSI of product revenue 
Cost of service and 

5198.725 5202.010 5218,838 52 11.469 
39.310 40.358 45.140 -19.(i-15 

238.035 242.368 263.978 291.114 

53.581 54.912 57,028 61.283 

other revenue 27,837 30.061 36, 154 37.362 
Research and development 21,315 25.867 27,,116 30.876 
Marketing. general and 

administrative 86,761 96.235 102,346 112,763 

Total costs and expenses 

" 

192.4~ 207.075 222.954 2-12.2&1 
45,541 35.293 41.024 48.830 

Provision For\ncomeTaxes 21.291 16.082 19.341 22.593 

~ellncome S 27.097 S 22.444 S 25.617 S 30.446 

Eamill its Per Share S.29 S .23 S .26 S .31 

Year ended September 30. 1986 

Revenue 
Product revenue $140.293 $146.109 $163,361 $1 2.514 
Service and other revenue 29.768 30.218 37.492 38.038 

Total revenue 170.061 176.327 200.853 22Q.552 

CMr. a nd Expenses 
Cost of product revenue 
Cost of service and other 

~3.3 1 0 41.500 43.431 46.998 

revenue 22.821 2'1.754 26,924 30.186 
Research and development 19,847 21,287 22.337 23.553 
Marketing. general and 

I 

Income Before Income Taxes 
Provision For Income Taxes 

20.988 
9.310 

Net Income $ 11.&18 

Earnings Per Share S .I. 

22.360 32.655 38,479 
9.950 14.531 16,895 

$ 12.<110 $ 18. 124 $ 21.584 

S .14 $ .20 $ .23 

/0. Merger of Subsidiary Subsequenllo rear End 
(unaudited) 

On November 12. 1987, the Company and one of its 
wholly owned subsidiaries entered into an agreement 
with Atalla Corporation (Atalla) which will resul t, sub
ject to approval by Atalla's shareholders. in Atalla be
coming a wholly owned subsidiary of the Company. The 
agreement provides for the exchange of Atalla common 
stock into Tandem Common Stock Atalla provides secure 
system solutions in the areas of network interchange, 
electronic payment, and computer security. The merger 
transaction will be accounted for as a pooling of interests. 

Auditors' Report 
To Tandem Computers Incorporated: 

We have examined the consolidated balance sheets of 
Tandem Computers Incorporated (a Delaware corpora
tion) and subsidiaries as of September 30, 1987 and 1986, 
and the related consolidated statements of income. stock
holders' investment, and changes in financial position for 
each of the three years in the period ended September 30, 
1987. Our examinations were made in accordance with 
generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such 
other auditing procedures as we considered necessary in 
the circumstances. 

In our opinion, the financial statements referred to 
above present fai rly the fi nancial position of Tandem 
Computers Incorporated and subsidiaries as of Septem
ber 30, 1987 and 1986, and the results of their operations 
and the changes in their financial position for each of the 
three years in the period ended September 30, 1987, in 
confo rmity with generally accepted accounting prin· 
ciples applied on a consistent basis. 

San Jose, Cal ifornia 
October 20, 1987 

Tandem Stock Price 
Fiscal Quarter 

1987 4th Quarter 
3rd Quarter 
21\d Quarter 
1st Quarter 

1986 4th Quarter 
3rd Quarter 
2nd Quarter 
1st Quart~r 

1985 4th Quarter 
3rd Quarter 
2nd Quarter 
lsi Quarter 

Arthur Andersen & Co. 

High Low 

33 1/ 4 261/2 
367/8 JO 7/8 
37 1/ 4 17 1/2 
193/ 8 163/ 4 
195/ 8 14 
163/ 4 11 J / 8 
13 1/ 8 \0 
117/8 65/ 8 
9 1/ 8 7 

117/ 8 75/ 8 
14 1/ 4 91 / 4 
9718 7 1/2 

Through April 6, 1987, Tandem Computers Incorporated 
was traded via the NASDAQ National Market System 
under the trading symbol TNDM. On April 7, 1987, the 
Company's Common Stock began trading via the New 
York Stock Exchange under the trading symbol TOM. All 
quotations shown represent the high and low closing sale 
prices as reported in the Wall Street Joumal. The Compa
ny has not declared or paid any cash dividends on its 
Common Stock and has no plans to do so in the foresee. 
able future. 
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DOM ESTIC SALES OFFICES 

ARIZONA 
Phoenix 
Tucson 

ARKAN.')AS 
Little Rock 

CALlFOR'\/A 
Culver City 
Los Angeles 
Oakland 
Sacramento 
San Diego 
San Francisco 
Santa Ana 
Santa Clara 

COLORADO 
Englewood (Denver) 

CO,\\'Ecnctrr 
Hartford 
Norwalk 

FLORIDA 
Jacksonvllie 
MiamI 
Orlando 
Tampa 

GEORGIA 
Atlanla 

HAil/Ali 
Honolulu 

ILLI.\OIS 
Chicago 
Itasca 
Palatme 

/\DlAf'lA 
FI. Wayne 
Indianapolis 

IOIVA 
Bellendorf 
Cedar Rapids 
Des Moines 

KANSAS 
O\'erlalld Park (Kansas City) 

KE,\TIJCJ(Y 
Lou~ville 

LOll'ilAl'iA 
Metairie (NewOrlNns) 

,\lARYLAlVD 
Linthicum (Baltul'IC)re) 

JfA.tt4 O/l'SflTS 
NeWlon (Boslon) 

MlatlGAN 
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Flint 
Lan~ng 

M1-\\£SOTA 
Mmneapolis 

MISSOl'Rl 
Cre\'e Coeur (SI. Louis) 

A'EBRASKA 
Omaha 

NHADA 
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NEWJERSEr 
Cherry Hill 
HlIsbrouck Heights 

N£WMEX/CO 
Albuquerque 

N£WYOHK 
Jericho 
New York City 
Amherst (Rochester) 

AOH11I CAROL/.VA 
Charlotte 

'01110 
Cincinnati 
Cleveland 
Columbus 
Dayton 

OKLAHOJfA 
Oklahoma CIty 
Tulsa 

OREGO/V 
Portland 

PEA\snVA:\,IA 
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TEItr.\£SS££ 
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TEXAS 
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tffAIi 
Salt Lake City 

~'IRG1\'IA 
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Tai ..... an 
Thailand 
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Tasmania 

Al}STRIA 

Tandem Computers Ges.m_bJ-1 
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Tllndem ComputenSAI NY 
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CANADA 

Tandem Computers Canada 
Limited 

Edmonton 
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Ottawa 
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TOTOnto 
Vancouvl!'r 

D£\,WARK 

Tandem Compute" A 'S 

Glostrup (Copenhagen) 

FHA,/reE 

Tandem Computcrs S,A 

Paris 
Stras/.)()urg 

HO.\'GKO.\'G 

Tandem Computer. (Hong Kong) 
Limited 

Kowloon 

ffALY 

Tandem Computers Jtalia S.p.A 

Milan 
Rome 

JAPAN 

Tandem Computers Japan, Limited 

Nilgoya 
Osaka 
Tokyn 

nJE M.THERLANDS 

Tandem Computers BY 

lIoofddorp (Amsterdam) 

:\'£W ZEAU,\D 

Tandem NonStop Ply.Ud, 

Auckland 
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\ORIMY 

Tandem Computen 
(f'>orway)A 'S 

Hovik (Oslo) 

SI\GAPQRE 

Tandem Computers International 
Incorporated 

Singapore 

SPAI.V 

Tandem Computers Iberica, SA_ 

Madrid 

SWEDEN 
Tandem Computers AB 

Spanga (Stockholm) 

SWrrLERLAND 

Tandl!'m Compute" AG 

Zurich 

t/SffED KI,\'GD'OM 

Tandem Computers Limited 

Birmingham 
Glasgow 
High Wycombe 
London 
!IIortholt 
Rochdale 

WUTGERMANY 

Tandem Computen GmbH 

8000 
Dortmund 
Frankfurt 
Hamburg 
Iliiden (Dueueldorf) 
Mannheim 
Neufahrn (Munich) 
Stuttgart 
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~TANDEM 
~ COMPUTERS 

December 18. 1987 

Dear Stockholder: 

You are cordially invited to anend the Annual Meeting of Stockholders which will be held on 
Wednesday, January 27, 1988, at 10:00 A.M. al the offices of the Company at 19333 Valloo Parkway. 
Cupertino, California. 

The formal notice of the Annual Meeting and the Proxy Statement have been made il part of this 
invitation. 

After reading the Proxy Statement, please mark, sign, and return, at an early date, the enclosed proxy 
in the prepaid envelope addressed to the Bank of America. our agent, to assure that your shares will be 
represented. YOUR SHARES CANNOT BE VOTED UNLESS YOU SIGN AND RETURN THE 
ENCLOSED PROXY OR ATTEND THE ANNUAL MEETING IN PERSON. 

A copy of the Company's Annual Report to Stockholders is also enclosed. 

The Board of Directors and Management look forward to seeing you at the meetin;;. 

Sincerely yours, 

Thomas J. Perkins 
Chairman of the Board 

James G. Treybig 
President and Chief Executive Officer 

TANDEM COMPUTERS INCORPORATEO 

19333 Velleo Perkwey • CupertIno. CA 95014 • (408) 725.8000 



TANDEM COMPUTERS INCORPORATED 

Notice of Annual Meeling of Siockhoiders 
to be beld January 27, 1988 

The Annual Meeting of Stockholders of Tandem Computers Incorporated (the "Company") will be 
held at the offices of the Company 81 19333 Valleo Parkway, Cupertino, CaHfomia, on January 27, 1988, 
at 10:00 A.M. fo r the following purposes: 

I. To elect three Class 11 Directors to hold office until 1991. 

2. To consider and vote upon a proposal to amend the Tandem Computers Incorporated 
Employee Stock Purchase Plan to increase the number of shares of common stock available for 
issuance under the Plan. 

3. To consider and vote upon a proposal to amend the Stock Option Plan for Non-Employee 
Directors of Tandem Computers Incorporated to decrease, and to eliminate aUlomatic adjustment of, 
the number of shares of Common Siock subject to annual option grants under the Plan. 

4. To ratify the selection of Anhur Andersen & Co. as the Company's independent audilOrs. 

5. To transact such other business as may properly come before the Meeting and any 
adjournment of the Meeting. 

The Board of Directors has fixed the close of business on November 30, 1987, as the record date for 
determining the stocIrnolders entitled to notice of and to vote at the Meeting and any adjournment of the 
Meeting. A complete list of stockholders entitled to vote will be available at the Company's headquaners, 
19333 VaUco Parkway, Cupertino, California, for ten days before the meetina. 

IF YOU DO NOT EXPECT TO ATTEND IN PERSON, PLEASE PROMPTLY MARK, SIGN, 
AND RETURN THE ENCLOSED PROXY. 

December 18, 1987 

THOMAS J. KLITGAARD 

Secretary 



TANDEM COMPUTERS INCORPORATED 

PROXY STATEMENT 

This Proxy Statement is furnished in connection with the solicitation by the Board of Directors of 
Tandem Computers Incorporated , a Delaware corporation (the "Company"), with principal executive 
offices at 19333 Vallco Parkway. Cupenino, California 950 14, of proxies in the accompanying form to be 
used at the Annual Meeting of Stockholders to be held on January 27, 1988. and any adjoummem of the 
Annual Meeting. The shares represented by the proxies received in response to this solicitation and not 
revoked will be voted at the Annual Meeting. A proxy may be revoked at any time before it is exercised by 
submitting a later·dated proxy o r by voting in person at the Annual Meeting. On the mailers coming 
before the Meeting for which a choice has been specified by a stockholder by means of the ballot on the 
proxy, the shares will be voted accordingly. If no choice is specified, the shares will be voted FOR the 
election o f the three nominees for director listed in this Proxy Statement and FOR approval o f proposals 2, 
3, and 4 described in the Notice of Annual Meeting and in this Proxy Statement. 

Stockholders of record at the close of business on November 30, 1987, are entitled to notice of and to 
vote at the Annual Meeting. On November 30, 1987, the Company had 93,473,9 12 shares of Common 
Siock outstanding. Each holder of Common Stock is entitled to one vote for each share held as of the 
record date, except that in voting for directors each stockholder is entitled 10 cumulate votes for the 
election of directors whose names have been placed in nomination; that is, a stockholder may cast as many 
votes as there are directors 10 be elected multiplied by the number of shares which the stockholder holds. 
All such votes may be cast for o ne candidate or distributed among the nominees for director as the 
stockholder sees fit. The persons authorized to vote shares represented by executed proxies in the enclosed 
form (if authority to vote for the election of directors is not withheld) will have full discretion and 
authority 10 vote cumulatively and to aUocate votes among any or aU of the nominees for election to the 
Board of Directors as they may determine or, if authority to vote for a specified candid;l.te or candidates 
has been withheld, among those nominees for whom authority to vote has not been withheld. 

The expense of printing and mailing pro:ty materials will be borne by the Company. In addition to 
the solicitation of proxies by mail , solicitation may be made by cenain directors, officers, and other 
employees of the Company by personal interview, telephone, or telegraph. No additional compensation 
will be paid to such persons for such solicitation. The Company has also engaged Corporate Investor 
Communications. Inc. to assist in the solicitation of proxies and will pay this firm a fee of approximately 
$5,500 plus expenses. The Company will reimburse brokerage firms and others for their reasonable 
expenses in forwarding solicitation materials to beneficial owners of the Company's Common Stock. 

This Proxy Statement and the accompanying form of proxy are being mailed to stockholders on or 
about December 18, 1987. 

IMPORTANT 

Please mark, date, and sign the enclosed proxy and return it at your earliest convenience in the 
enclosed postage-prepaid return envelope so th at, if you are unable to attend the Annual Meeting, 
your shares may be voted. 



ELECTION OF DIRECTORS 

The Company has three classes of directors serving staggered three·year terms. Classes I and II 
consist of three directors and Class III consists offour directors. Three Class II directors are to be elected 
at the Annual Meeting for three-year terms expiring on the dale of the Annual Meeting in 1991 or until 
each such director's successor shall have been duly elected or appointed. 

Unless authority to vote for directors is withheld. it is imended that the shares represented by the 
enclosed proxy will be voted for the election of Messrs. Franklin P. Johnson. Jr., Thomas J. Perkins. and 
Thomas 1 Umerberg as Class II directors, each of whom is currently a member of the Board of Directors 
of the Company. In the event any of such nominees becomes unable or unwilling 10 serve, the shares 
represented by the enclosed proxy will be voted for the election of the balance of those named and such 
other person as the Board of Directors may select. The Board of Directors has no reason to believe that 
any such nominee will be unable or unwilling to serve. 

Set forth below are the names and ages of the nominees and directors, the class to which each has 
been elected or nominated for election, their principal o<::cupations at present and for the past live years, 
certain directorships held by each, and the year in whkh each became a director of the Company. 
Information with respect to the Company includes the Company's predecessor California corporation. 

Name aad Priacipal Ottupalioa.1 PrCSC'DI UId Oir«lor 
(<< the PHI Fife Years; OiceclorUips Siace Ate 

Class I 
Morton Collins (1)(2)...................................... ....................................... ..... 1915 51 

General Partner of DSV Partners, DSV Partners III. and DSV 
Partners IV, Princeton, New Jersey. private investment partnerships, 
since 1914, 1981 , and 1985, respectively; Din:etor of The Liposome 
Company. 

Andrew Knight (3) ...................................................................................... 1984 47 
Chief Executive. The Daily Telegraph pic, since February 1986; 

Editor, The Economist. Economist Newspaper Ltd., from 1914 to 
1986; Chairman, Ballet Rambert; Governor of Imperial College of 
Science and Technology, University of London; Member of the 
Advisory Board of the Center for Economic Policy Research, 
Stanford University. 

Robert C. MarshaU (4) ............................................................................ .... 1980 56 
Senior Vice President and Chief Operating Officer of the Company 

since July 1980. 
Class II 
Franklin P. Johnson, Jr. (1)(3) .................................................................. 1975 59 

General Partner since 1982 of Asset Management Panners, a Palo 
Alto, California, private investment partnership; Owner since 1967 
of Asset Management Company, a Palo AltO, California, investment 
management proprietorship; Director of Amgen, 800le &: Babbage, 
Coherent, Inc., Ross Stores, Inc., SBE, Inc., and Teradyne, Inc.; 
Member of the Advisory Board of the Center for Economic Policy 
Research, Stanford University. 

2 

(See footnotes on page 4) 



N.me.nII Princlp.1 OcCUpUIon.1 Pr~n l .nII 
ror Ibe PUI Five YUI'$; Direclomlps 

OlrecllN" 
SIM. 

Thomas J. P~rkins (2)(3) .................................. .......................................... 1974 55 
Chairman of the Board of the Company since 1974; G~neral Partner 

since 1972, 1978, 1980. 1982, and 1986 of Kleiner & Perkins. 
Kleiner, Perkins, Caufield & Byers. Kleiner, Perkins, Caufield & 
Byers II, Kleiner, Perkins, Caufield & Byers tIl, and Kleiner. 
Perkins. Caufield &: By~rs IV, respectively, San Francisco. Califor
nia, private investment pannerships; Chairman of the Board of 
Acuson Corporation and Genemech, Inc.; Director of Alliant Com
puter Systems Corporation and LSI Logic Corporation. 

Thomas J. Unterberg (I )(5) ....................................................................... 1985 56 
Managing Director since January 1987 of Shearson Lehman Brothers 

Inc., an investment banking and securities brokerage firm; Chair
man from January 1986 to December 1986 and Chief Executive 
Officer from March 1986 to December 1986 of L.F. Rothschild , 
Umerberg, Towbin Holdings, Inc., and Chai rman and Senior 
Managing Director of its predecessor partnership, an investment 
banking and securities broke rage fi rm, from 1983 to 1985; Manag
ing Panner of such firm from 198 1 to 1982; General Partner of such 
firm from 1977 to 1980; Director of Applied Energy Services, Inc., 
ASK Computer Systems, Inc., LI N Broadcasting Corporation, and 
Systems & Computer Technology Corporation. 

Class III 
Thomas J. Davis, Jr. ..................................................................................... 1976 75 

General Partner since 1913, 1979, 1981, and 1983 of Mayfield II, 
Mayfield III, Mayfield [V, and Mayfield V, respectively. Menlo 
Park. California, private investment partnerships; Director of Equa
torial Communications Co. 

RobertG. Stone. Jr.( 3) ............................................................................... 1978 64 
Chairman of the Board of Kirby Exploration Company, Inc., an oil 

and gas exploration company, and its predecessor, General Energy 
Corporation, since 1971; Chairman of the Board of West India 
Shipping Company, Inc. from 1974 to 1983; Director of The Chubb 
Corporation, Combustion Engineering, Inc., Core Industries. Inc., 
Coming Glass Works. Great Northern Nekoosa Corporation, Ham
ilton Oil Corporation. The Japan Fund, Inc., The Pittston Company, 
Scudder International Fund, Inc., and Scudder New Asia Fund, Inc. 

James G. Treybig (2)( 4) ..................... ....................................................... 1974 47 
President and Chief Executive Officer of the Company since 1974. 

Walter B. Wriston(3) ................................................................................... 1986 68 
Chairman and Member, President's Economic Policy Advisory Board 

since 1982 and 198 1, respectively; Chairman and Chief Executive 
Office r ofCiticorp and Cilibank, N.A., from 1970 to 1984; President 
and Chief Executive Officer of Cilicorp from 1968 to 1970; President 
and Chief Executive Officer of Citibank, N.A., from 1967 to 1970; 
Director of Bechtel Investments, Inc., BRlntec Corporation, The 
Chubb Corporation, General Electric Company, J. C. Penney 
Company, Inc., Pan Am Corporation, Pfizer Inc., Reuters Holdings 
PLC, Sequoia Ventures. Inc., and United Meridian Corporation. 

(See footnotes on following page) 
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(I) Member of Audit Commiuee. 
(2) Member of Compensation/Option Committee. 
(3) Member of Nominating Commiuee. 
(4) On October 2, 1984, the Securities and Exchange Commission (the "Commission") filed a civil action 

for injunctive and other equitable reliefio the United States District Coun for the Northern District of 
California against the Company, Messrs. Treybig and Marshall and a former officer of the Company. 
The Commission's complaint alleged that during fiscal 1982, the Company, aided and abeued by the 
named persons, engaged in certain conduct which resulted in improper reoo,-nition of revenue. This 
conduct was alleged to have resulted in the violation by the Company of certain provisions of the 
Securities Exchange Act of 1934 (the "Exchange Act") through the filing with the Commission of 
repons which overstated the Company's revenue and net income for the second and third fiscal 
quarters of 1982 and the issuance of a press release which overstated the Company's revenue and net 
income for the fourth fiscal quarter of 1982 and fiscal 1982 as a whole. The complaint further alleged 
that during fiscal 1982, the Company, aided and abetted by the named persons, violated certain 
accounting provisions of the Exchange Act relating to record keeping and internal accounting controls. 
The Company had restated its fiscal 1982 financial statements in December 1982 and the Commission 
did not seek a further restatement. 

In order to avoid the time and expense of protracted litigation, without admitting or denying the 
allegations in the complaint, on October 2, 1984, the Company and the named persons consented to 
the entry of a final judgment permanently enjoining them from violating various provisions of the 
Exchange Act and requiring certain ancillary relief, including an annual review and report for three 
years by the Company's independent accountants of the Company's system of acoounting and internal 
controls in specified areas, including revenue recognition. 

(5) From time to time. Shearson Lehman Brothers Inc. advises the Company with respect to investment 
banking matters. 
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STOCK O WNERSHIP OF DIRECTORS AND OFFICERS 

The following table sets fonh information as of October 30, 1987, as to shares of Common Stock 
beneficially owned by the directors and nominees named under "Election of Directors" and the directors 
and officers of the Company as a group. Except as otherwise indicated , each person has sole investmem 
and voting power with respect to the shares shown. Ownership information is based upon information 
furnished by the respective individuals. 

Benefiel.1 
OwIteDhip or C-_ Slotk 

Number or Perunt 
S.ua( l) orous 

Thomas J. Perkins .......................................... ............ .......................... ... . 1,0 10,936 1.1 

James G. Treybig (2) ................ ............................................................. . 714,266 0.9 

FrankBn P. Johnson, Jr. (3) ........................................ ........................... . 410,000 0.5 

Raben C. Marshall .................................................... .......... .................... . 380,490 0.4 

Raben O. Stonc, Jr. (4) .......................................................................... . 157,200 0.2 

Thomas I. Untcrberg ....... .. ......................... ............ ................................ . 54,000 (5) 

Tho mas J. Davis, Jr .................................... ............................................ . 37,144 (5) 

Andrcw Knigtll ....................................................................................... . 34,000 (5) 

Monon Collins ( 6) ............................................... .................................. .. 30,608 (5) 

Waltcr 8 . Wriston ............................ _ ..................................................... .. 30,000 (5) 

All officers and directors as a group (31 persons including thc tcn 
directOn; namcd abovc ) ................................. __ ................................... .. 4,41 0,005 4.7 

( I) Includcs shares which may be acquircd within 60 days pun;uant to thc excrcise of options or 
oonvcrtiblc securities as follows: Mr. Pcrkins, 10,000 shares; Mr. Trcybig, 296,000 shares; Mr. 
Johnson, 10,000 shares; Mr. Man;hall, 151,000 shares; Mr. Stonc, 10,000 shares; Mr. Unterberg, 
34,000 sharcs; Mr. Davis, 10,000 sharcs; Mr. Knight, 34,000 sharcs; Mr. Colli ns, 10,000 shares; Mr. 
Wriston, 28,000 sharcs; and all officers and directors as a group, 1,538.265 shares. 

(2) Includcs 3,600 sharcs hcld by trusts, of which Mr. Treybig is the trustec. 
(3) Includcs 400,000 sharcs held by Assct Managemcnt Panners, a pannership of which Mr. Johnson is 

general panner. 
( 4) Includes 14,400 shares held by trusts, of which Mr. Stone is a trustee, and 69,200 sha res beneficially 

owncd by Mr. SlOne's wife and children, as to all but 1,200 of which shares Mr. Stone disclaims any 
beneficial interest. 

(5) Less than o ne-tcnth of onc percent. 
(6) Includes 2,800 sharcs hcld in a trust for the benefit of Mr. Collins' children, and as to which Mr. 

Collins disclaims any bencficiaJ interest. 
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COMPENSATION OF EXECUTIVE OFFICERS AND DIRECfORS 

Information is set ronh below as to the cash compensation paid or accrued during the 1987 fiscal year 
by the Company and its subsidiaries to each of the five most hlghly compensated executive officers of the 
Company individually, to aU executive officers as a group, and to directors. Information is given onJy for 
the period each served as an executive officer or director of the Company. Information for the paSt three 
fiscal years as 10 stoclc options granted and amounts allocated to such persons, to all curren! executive 
officers as a group, to all directors as a group, and to aU employees under the Company's employee benefit 
plans is set fonh under "Stock Options" on page 7, " Approval of Amendment to the Tandem Computers 
lnoorporated Employee Stock Purchase Plan" on page 8, "Approval of Amendment to the Stock Option 
Plan for Non·Employee Directors of Tandem Computers [ncorporated" on page 12. and the description of 
each other plan under "Description of Other Plans" which commences on page 15 of this Proxy Statement. 

Cash Compensation of Execulive Officers 
for Fiscal 1987 

James G. Treybig .................................................... .. 
President, Chief Executive Officer, and Director 

Roben C. Marshall .................................................. . 
Senior Vice President, Chief Operating Officer, 

and Director 
David J. Rynne ....................................................... .. 

Vice President and Chief Financial Officer 
Gerald L. Peterson ................................................. .. 

Vice President-Marketing 
lawrence A. Laurich ............................................... . 

Vice President-Transaction Systems Division 
All executive officers as a group ( 24 persons 

$ 

$ 

$ 

$ 

$ 

......... 
513,405 

385,743 

356,630 

314,908 

313,502 

including the five named above) ........................ . $5,867,644 

For the 1987 fiscal year. directors who were not officers of the Company were paid an annual retainer 
of$20,OOO, plus expenses, payable quanerly. For the same period, the Chairman of the Board was paid an 
additional annual retainer of S5,000. For the 1988 fiscal year, directors who are not officers of the 
Company will be paid an annual retainer of $25,000, plus expenses, payable quanerly. and the Chairman 
of the Board will be paid an additional retainer of $2,500. 

During the 1985 fiscal year, the Company guaranteed a bank loan under a $2,000,000 bank line of 
credit to Lawrence A. Laurich in the principal amount of $430,000, plus interest. The largest aggregate 
principal amount outstanding in fiscal 1987 was SI50,OOO, plus interest. Mr. Laurich paid his loan in full 
during the 1987 fiscal year. During the 1987 fiscal year, the Company guaranteed bank loans under the 
line of credit to Jan E. Jensen (Vice President - Human Resources), Thomas J. Klitgaard (Vice President, 
General Counsel and Secretary), and Gerald L. Peterson in the principal amounts of $747,000, $75,256, 
and $100,000, respectively, plus interest, which were the largest aggregate amounts outstanding under such 
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guarantees in fiscal 1981. At September 30, 1987, the outstanding balances of the loans of Messrs. Jensen 
and Klitgaard were $747,000 and $75.256, respectively. Mr. Peterson paid his loan in full in fiscal 1987. 
The Company has not had to perform under the guarantees. 

In addition to the iuaraotee discussed above, since May 9, 1983, the Company has made loans to Jan 
E. lensen. Thesc loans have been consolidated into a single loan bearing interest at the fixed rate of9.5% 
accrued monthly. The principal of and interest on the loan are due in full on June 30, 1988. The largest 
aggregate principal amount outStanding under the loan during fiscal 1987 was $205,406, all of which is 
currently outstanding. 

On September 26, 1985, the Company loaned Mr. Treybig $1,667,500 in consideration of his 
promissory note in that amount. The principal amount of the note is due September 26,1989, and bears 
interest at 10% per annum payable quarterly. The note is fuHy ~ured. See "Description of Other 
Plans- Convertible Debenture Issuance" on page 18 of this Proxy Statement. 

STOCK OPTIONS 

With respect to options to purchase shares of the Company's Common Stock: granted to certain 
executive officers, all current executive officers as a group, and all directors as a group during the period 
October I, 1984, to September 30, 1987, the following table sets forth (i) the aggregate amount of 
Common Stock subject to options granted (net of cancellations) during the specified period, (ii) the 
weighted average per share option exercise price of such options. and (iii) the net value of shares (market 
vaJue less any exercise price) realized during the specified period upon the exercise of such options during 
the period . The information set forth below includes the options granted to current executive officers and 
directors, as the case may be. discussed under "Approval of Amendment to the Tandem Computers 
Incorporated Employee Stock Purchase Plan," .. ApprovaJ of Amendment to the Stock Option Plan for 
Non· Employee Direaors of Tandem Computers Incorporated," and "Other Plans," as well as options 
granted under the Company's 1981 and 1979 Stock Option Plans. Information is given only for the period 
each served as an executive officer or director of the Company. 

Contmo. SI~k(1) 

Gn nted - October I, 1984, 10 
September 30.1987: 
Numbcro(shareJ ....................... . 
Wei,tlled avenlt per shire ex-

ercise pric:e ............................. .. 
E.lerci5ed.- October I, 1984, to 

September 30,1987: 

JamnC. Robert C. 
Trc:"bia Manball 

224,000 85,000 

$8.)48 $15.137 

Net value re&lju,d in Ihares 
( market value leu exercise 
pric:e)(4) ................................. $1 , 180,642 $888,8SO 

(1) Adjusted for stock splits. 

Gerald 1... 
Dayid J . PeteBOll 

Rynne(l) (1) 

56,600 59,600 

$16.6) $17.29 

$5,627 $I , IM,HI 
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All 
Curnal 
En~ul"c: All 
OIIcc:n Di1'fflon 

lAwrence A. u. u. 
Laurkb(l) Group(l) Croup(3) 

56,600 975.950 148.000 

$16.6)1 515.)4 $21.12 

5318,3)3 59,649,651 $26.120 



(2) Includes options granted under the Stock Option Grant Program of the Company's Employee Stock 
Purchase Plan, aU of which have an exercise price of 85% of the market value of the shares on the date 
of grant. The numbers of options granted under such Plan to Messrs. Rynne, Peterson, and 
Laurich, and all current executive officers as a group during the period October 1. 1984, to September 
30,1987. are 600, 600, 600. and 7,800, respectively, and the weighted average per share exercise price 
of such options and the per share market price of the Common Stock on the date of grant are $9.403 
and SI 1.063. respectively. 

(3) Excludes directors who are also executive officers. 
(4) Represents the difference between the exercise price and the fair market value of the Company's 

Common Stock on the date or dates of exercise of stock options for the specified individual or group. 
These amounts do nOt reflect, and mayor may not bear any relationship to, the net realized value 
when or if the shares are sold. Pursuant to rules of the Securities and Exchange Commission, no 
executive officer or director of the Company may sell shares of the Company's Common Stock withjn 
six months prior to or aOer exercising an option without the possible imposition of a severe penalty. 

During the period October I. 1984 to September 3D, 1987. employees other than the current executive 
officers and directors included in the above table were granted ( net of cancellations) options to purchase 
9,372.050 shares of Common Stock at an average per share option price ofSI5.83. As of September 3D, 
1987. there were outstanding options under the Company's stock option plans to purchase 13,132,064 
shares held by approximately 5,886 participants, and there were approximately 7,143 employees eligible to 
participate in such plans. The expiration dates of all such options range from November 3D, 1987, to 
December 25, 1997, and the weighted average exercise price per share is SI5.1O. Of such options, options 
to purchase 21,800 shares were granted to employees of a foreign subsidiary of the Company pursuant to 
the Tandem Computers Incorporated Stock Option Plan for Employees of Affiliated Companies at an 
exercise price of 70% of the market value of the shares on the date of grant. The average per share exercise 
price of such options and the per share market price of the Common Stock on the date of grant are S 11 .955 
and S17.00. respectively. As of September 3D, 1987, approximately 16,436.520 shares had been issued 
upon the exercise of options under the Company's stock option plans. 

APPROVAL OF AMENDMENT TO THE TANDEM COMPUTERS 
INCORPORATED EMPLOYEE STOCK PURCHASE PLAN 

On November 10, 1987, the Board of Directors adopted an amendment to the Tandem Computers 
Incorporated Employee Stock Purchase Plan (the "Purchase Plan") to increase the number of shares of 
Common Stock available for purchase under the Purchase Plan from 12,200,000 to 22,200,000 shares, 
subject to approval of Ihe Company's stockholders. As of September 3D, 1987, 3,981,448 shares remained 
available for purchase under the Purchase Plan. before giving effect to the amendment, and a lotal of 
8,218,552 shares had been purchased under the Purchase Plan. Of the sha res remaining available for 
purchase, 997,000 have been reserved for issuance upon the future exercise of options granted under the 
Stock Option Grant Program of the Purchase Plan described below. 

The purpose of the Purchase Plan is to attract, retain, and motivate qualified employees by providing 
them with the opponunity to subscribe for and purchase Common Stock from the Company at a price 
lower than its market value at the time of purchase and to pay for such stock through payroll deductions. 
The Board of Directors believes that employee stock ownership is an effective means of securing to the 
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Company and its stockholders the advantages of the incentive inhereD! in stock ownership by panicipating 
employees, upon whose judgment, initiative, and elforts the Company is largely dependent for the 
successful conduct of its business. Consequently, the Board of Directors believes that the use of the 
Purchase Plan as a supplement to other forms of compensation paid by the Company is desirable. 

An explanation of the Purchase Plan and a summary of its significam provisions is set fonh below. A 
copy of the full plan may be reviewed by stockholders upon request to Pauicia E. Han at the offices of the 
Company at 19333 Vallco Parkway, Cupertino, California 95014, during normal business hours. The 
following summary is qualified in ilS entirety by reference to the plan document itself. 

Administration 

The Purchase Plan is administered by the Board of Directors. The Board of Directors may imerpret 
the Purchase Plan, adopt rules and regulations for its administration, prescribe additional terms and 
limitations on the options, and delegate administration of the Purchase Plan to a committee consisting of 
not less than three members of the Board of Directors. The Board of Directors has delegated 
administration of the Purchase Plan to the Compensation/Option Committee (the "Committee"). 

Eligibility 

All employees of the Company and its 50% or more owned subsidiaries, including officers, who 
cuStomarily work more than five months in a calendar year are eligible to purchase shares under the 
Purchase Plan. Directors of the Company are not eligible to panicipate in the Purchase Plan. As of 
September 30, 1987, approximately 7,143 employees were eligible to panicipate in the Purchase Plan. No 
employee may be granted a right or an option to purchase Common Stock under the Purchase Plan which 
if exercised would result in (i) his or her owning stock possessing 5% or more of the total combined voting 
power or value of all classes of stock of the Company or any subsidiary or (ii) his or her ability to purchase 
stock under the Purchase Plan or similar plans of the Company in anyone calendar year with a fair market 
value in excess of $25,000 (determined as of the time such right or option is granted). 

Purchase Price and Terms 

The Purchase Plan has two segments, a Payroll Withholding Accumulation Program and a Stock 
Option Grant Program. 

Under the PayrolJ Withholding Accumulation Program, an eligible employee may authorize the 
Company to withhold any whole percentage from 1% to 10% of his or her compensation. "Compensation" 
means, for this purpose, a participant's 101al quanerly compensation including bonuses and commissions 
but excluding special payments (such as moving expenses) and income with respect to stock options or 
other stock purchases. A panicipam is deemed to have elected to purchase the maximum number of whole 
shares of the Company's Common Stock which can be purchased with the amount withheld during a 
panicipation period (calendar quaners commencing on each July I, October 1, January I, and April I 
while the Purchase Plan is in elfeet). A panicipant may not purchase more than 1,500 shares in anyone 
panidpation period. At the end of each paniciparion period the panicipant's accumulated period payroll 
withholdings are divided by the purchase price for that period, which is the lesser of (i) 85% of the fair 
market value of a share of Common Stock on the last trading day before the panicipation period 
commences or (i..i) 85% of the fair market value ofa share of Common Stock on the last trading day during 
the panidpation period. 
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Ir a participant's employment terminates for any reason (including death), his or her participation in 
the Payroll Withholding Accumulation Program will terminate immediately and the entire amount 
credited to his or her Purchase Plan account will be refunded to the participant in cash, without interest. 

During the period from October I, 1984 to September 30,1987, the aggregate difference between the 
purchase price and the fair market value on the dates of purchase of shares acquired pursuant 
to the Payroll Withholding Accumulation Program by all current executive officers as a group and by all 
employees (excluding current executive officers) was SI18,350 and S8,518,409, respectively. 

Under the Stock Option Grant Program, options for an identical number of shares of Common Stock 
are granted periodically at the discretion oflhe Committee to every participant who is eligible on the date 
of gram. The exercise price must not be less than 85% of the fair market value of a share of Common 
Stock on the date of gram. Options expire no later than 27 months after the date of grant. Shares 
purchased upon the exercise of an option must be paid for in full at the time of exercise. Payment may be 
by personal check or by delivery of an irrevocable direction to a securities broker, approved by the 
Company, to sell shares and deliver all or a portion of the proceeds to the Company in payment for the 
shares. In addition, with the Committee's approval given at the time the option is granted, payment may 
be by delivery of a full recourse, imeresl-bearing promissory note. 

Upon termination of employment, an optionee may exercise an outstanding option granted under the 
Siock Option Grant Program (to the extent it was exercisable on the date of termination) within 30 days 
following the dale of termination (but in no event later than the expiration date of such option), unless 
termination of employment is because of permanent disability, in which case the option may be exercised 
within three months following the date of termination. In the case of the death of an optionee while an 
eligible employee, the optionee'S heirs or legal representative may exercise the option within one year after 
the date of death. 

As of September 30, 1987, there were outstanding stock options under the Stock Option Grant 
Program to purchase 400, 2,800, and 994,200 shares held by Mr. Rynne, by all current executive officers as 
a group, and by all employees (excluding currem executive officers>, respectively. These options have a 
weighted average exercise price of $22.50 and have expiration dates which range from February 10, 1988 
to October 18, 1988. As of September 30,1987, the aggregate market value of the shares subject to such 
options was $33, 150,250, based upon a closing price of 533.25 per share for the Company's Common 
Stock on the New York Stock Exchange on that date. 

Adjustment Upon Recapitalization 

The Purchase Plan provides for appropriate adjustment by the Board of Directors of the Dumber and 
price of shares and option price of any outstanding options and of the aggregate number of shares 
available for issuance under the Purchase Plan in the event of a reorganization, stock split, combination of 
shares, stock dividend, or other recapitalization of the Company. 

Term of the Plan, Amendment. and Termination 

The Board of Directors may at any time amend, modify. or terminate the Purchase Plan. Any 
increase in the aggregate number of shares to be issued under the Purchase Plan will not be elfective until 
approved by the stockholders of the Company. Unless earlier terminated by the Board of Direclon, the 
Purchase Plan will be in effect until June 3D, 1998, pursuant to an amendment to the Purchase Plan 
adopted by the Board of Directors on November 10,1987, extending the term of the Purchase Plan for 10 
yean. 
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Transferability 

A participant may not assign his or her rights or interest in the Purchase Plan. in any option granted 
under the Purchase Plan, or in any Common Stock or moneys to which he or she may become entitled 
under the Purchase Plan during a present or future participation period to any other person. Any such 
attempted assignment other than by will shall be treated as an election by the participant to withdraw from 
the Purchase Plan. 

Federal Income Tax Information 

The following tax discussion is only a brief summary of current United States federal income tax 
consequences of participation in the Purchase Plan. The federal income tax laws have frequently been 
revised and may be changed again any time in the fUlUre. Beginning in 1988. net capital gain is taxed at 
the same rate as ordinary income. In addition, capital gain ceases to be an item of tax preference. Capital 
losses continue to be allowed up to $3,000 of ordinary income, but now on a favorable one-for-one basis. 

The Purchase Plan is intended to qualify as an "employee stock purchase plan" under the provisions 
of Section 423 of the Internal Revenue Code of 1954, as amended. No taxable income is recognized by a 
participant either at the time a right or an option is granted to purchase Common Stock under the Purchase 
Plan or at the time the shares are purchased thereunder. 

If a participant does nOI dispose of shares acquired under the Purchase Plan before two years aner the 
date of grant (which under the Payroll Withholding Accumulation Program is the first day of each 
participation period and under the Stock Option Grant Program is the date an option is granted) or, in the 
case of shares acquired under the Stock Option Grant Program, before six months aner the date the shares 
are transferred to him or her, then upon such disposition the United States federal income tax 
consequences will be as follows: ( I) the lesser of (a) the excess of the fair market value of the Common 
Stock on the date of disposition over the purchase price or (b) 15% of the fair market value of the shares 
on the date of lf8.nt will be taxed to the participant as ordinary income, but the Company will not be 
entitled to any deduction with respect thereto, and (2) the excess, if any, of the fair market value of the 
shares on the date of disposition over the sum of the purchase price and the amount of ordinary income 
recogniud upon disposition will be taxed as capital gain. If such taxable disposition produces a loss (i.e., 
the value of the shares on the date of disposition is less than the purchase price ) and the disposition 
involves certain unrelated parties, the loss will be a capital loss. 

If a participant disposes of the shares earlier than two years after the date of grant, or in the case of 
shares acquired under the Stock Option Grant Program, earlier than six months after the date the shares 
are transferred to him or her, then upon such disposition the United States federal income tax 
consequences will be as follows: ( I) the difference between the purchase price and the fair market value of 
the Common Stock on the date of purchase will be taxed to the participant as ordinary income in the year 
of disposition and will be deductible by the Company, and (2) the excess, if any, of the fair market value 
of the shares on the date of disposition over their fair market value on the date of purchase will be taxed as 
capital gain. If the value of the shares on the date of disposition is less than the sum of the purchase price 
and the amount of ordinary income recogniz.ed upon disposition, then such difference will result in a 
capital loss, provided the disposition is between certain unrelated parties. Any such loss will nOt affect the 
ordinary income realized upon the disposition. 
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Generally, a transfer of shares to a decedent's estate or to an heir by bequest or inheritance or to any 
transferee pursuant to cenain tax-free exchanges is not considered a disposition by the participant for 
purposes of the foregoing rules. Also, a pledge of the shares is not considered a disposition unJess the 
shares are actually disposed of pursuant to the pledge. 

If a participant dies after purchasing shares under the Purchase Plan, then upon the participant's 
death he or she will realize ordinary income equal to the amount he or she would have recognized as 
ordinary income if he or she had made a qualifying disposition of the shares on the date of his or her 
death. The basis of the shares in the hands of the estate or legatee will be determined without regard to 
the realization of such ordinary income, and the Company will receive no deduction with respect thereto. 

Because the capital gain deduction was repealed by the Tax Reform Act of 1986, it is no longer 
classified as an item of tax preference, and the entire capital gain upon the disposition of stock is included 
in "a1temative minimum taxahle income." Alternative minimum taxable income is defined as regular 
taxable income plus items of tax preference plus an add-back of cenain itemized deductions which are not 
allowable for minimum-tax purposes. 

If a taxpayer's alternative minimum taxable income exceeds S4O,000 in the case of a married 
individualliling a joint return (530,000 in the case of a single taxpayer) , then the minimum tax equals 21% 
of the excess. The exemption amounts, e.,., 540,000 and 530,000, are reduced 5.25 for each doUar by 
which alternative minimum taxable income exceeds 5150,000 for joint returns (5112,500 for single 
taxpayers and 575,000 for married taxpayers filing separately). The minimum tax is payable ifil exceeds 
the amount of the taxpayer's regular federal income tax for the same taxable year. The ponion of a 
taxpayer's minimum tax attributable to cenain items of tax preference (including the spread upon the 
exercise of an incentive stock option) can be credited against the taxpayer's regular tax )jability in later 
years to the extent that liability exceeds the alternative minimum tax. 

Required Vote 

Adoption of the amendment to increase the number of shares of Common Stock available under the 
Purchase Plan requires the affirmative vote of a majority of the outstanding shares of Common Stock. 

The Board of Directors recommends a vote For the amendment to the Tandem Computers 
Incorporated Employee Stock Purchase Plan. 

APPROVAL OF AMENDMENT TO THE STOCK OPTION PLAN FOR 
NON·EMPLOYEE DIRECTORS OF TANDEM COMPUTERS INCORPORATED 

The Company believes it is imponant to encourage the Company's non-employee directors to acquire 
a proprietary interest in the Company and to continue their association with the Company or its 
subsidiaries. The Board of Directors therefore adopted the Stock Option Plan for Non-Employee 
Directors of Tandem Computers Incorporated (the "Directors' Plan") on November 3,1986, which was 
effective February 20, 1987, upon being approved by the Company's stockholders. As of September 30, 
1987, options to purchase 80,000 shares had been graDled under the Directors' Plan pursuant to its terms 
which provided for an initial grant on February 20, 1987, to each of the eight non-employee directors of an 
option to purchase 10,000 shares (as adjusted for the two-for-one stock split effected in the form of a stock 
dividend on May 22, 1987). As of September 30, 1987,420,000 shares remained available for option 
grants. 
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Under the terms or the Directors' Plan as approved by the stockholders at the 1987 Annual Meeting, 
each non-employee director would automatically receive on the date or each subsequent annual meeting or 
stockholders an option grant ror 3,000 shares, subject to adjustment ror a stock split. combination or 
shares, stock dividend, or similar event. Accordingly, to reHect the two-ror-one stock split effected in the 
rorm or a stock dividend on May 22, 1987, annual granlS to each non-employee director would be 
increased to 6,000 shares and would be subject to ruture adjustments. The Board or Directors has 
determined that. in order to be consistent with the procedures rollowed ror option grants to new 
employees. the number or shares to be subject to the annual grants should remain at 3,000 shares. 
Thererore. on November 10, 1987. the Board amended the Directors' Plan. subject to approval of the 
stockholders at the Meeting. to provide that no adjustment in the number or shares subject to the annual 
option granlS would be made for a stock split, combination of shares, stock dividend, or similar evenl. The 
number of shares and option price of shares subject to outstanding options and the aggregate number of 
shares to be issued under the Directors' Plan will remain subject to such adjustment. 

An explanation of the Directors' Plan and a summary of its significant provisions is set forth below. A 
copy of the full plan may be reviewed by stockholders upon request to Patricia E. Hart at the offices of the 
Company at 19333 Valleo Parkway, Cupertino, California 95014, during normal business hours. The 
following summary is qualified in ilS entirety by reference to the plan document itself. 

Administration 

The Directors' Plan is administered by the Compensation/Option Committee of the Board of 
Directors. The Committee has the responsibility for carrying out all terms or the Directors' Plan. 
However, it has no discretion either to determine which directors shall receive option awards or to set the 
number of shares subject to such option awards. 

Eligibility 

The Directors ' Plan provides for automatic annual option grants to each director who is nOt also an 
employee of the Company or a subsidiary. 

Exercise Price and Terms 

The exercise price for shares subject to options granted under the Directors' Plan is the fair market 
value of the shares at the date of the option grant. Payment of the exercise price mUSt be made in cash or 
by the surrender of previously held shares of Common Stock, which shares will be valued for this purpose 
at their fair market value on the date of exercise. or a combination thereof. 

Except as provided below, options granted under the Directors' Plan are not exercisable for a period 
or six months aOer grant. ThereaOer, the option becomes exercisable as to an increasing amount on a daily 
basis, with the full amount exercisable 48 months aOer the date or grant. In the event that an optionee 
ceases to be a director within six months of the date on which the option was granted . the ponion of the 
outstanding option which is not then exercisable will be forfeited. An optionee who ceases to be a director 
for any reason aOer six months from the grant date is entitled to exercise the ponion of his or her option 
which is then exercisable within 12 months following such termination to the extent nOt previously 
exercised. All options granted under the Directors' Plan will lapse on the date 10 years following the date 
or grant of the option. 
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Following the Annual Meeting held on February 20, 1987, pursuant to the terms of the Directors' 
Plan each of the Company's eight non·employee directors received an option to purchase 10,000 shares at 
an exercise price of $29.00 per share, the fair market value of the shares on such date (adjusted to reflect 
the two·for.ane stock split effected in the form of a stock dividend on May 22, 1987), aU of which are 
currently outstanding. These options expire on February 20, 1997. As of September 30, 1987, the 
aggregate market value of the shares subject to such options was $2,660.000, based upon a closing price of 
$33.25 per share for the Company's Common Stock on the New York Stock Exchange on that date. 

Amendment and Termination 

The Directors' Plan may be amended or terminated by the Board, except that stockholder approval is 
required for any amendment which wouJd increase the number of sha res subject to option under the plan, 
change the number of shares subject to option that may be granted each year, or decrease the price at 
which options may be granted. 

Transferability 

Options are not transferable, other than by will or the laws of descent and distribution, and are 
exercisable during the lifetime of an optionee only by the optionee. 

Federal Income Tax Information 

The options granted under the Directors' Plan are nonstatutory options (i.e., they do not have any 
special status under the tax laws). 

The grant of a nonstatutory option is not taxable to the Director and the Company cannot claim a 
deduction on account of the grant. When a nonstatutory option is exercised, the Director is taxable at 
ordinary-income rates on the difference between (a) the exercise price and (b) the fair market value of the 
shares on the date six months after the date of exercise. However, the Director may file a section 83(b) 
election within 30 days after the date of exercise, in which case the amouDl of ordinary inoome to be 
recognized with respect to the exercise would be determined on the date of exercise. The Director's basis 
in shares acquired by exercising a nonstatutory option is equal to their fair market value on the date six 
months after the exercise date (or on the date of exercise, if a section 83( b) election is made). In the year 
in which the Director recognizes inoome, the Company is entitled to a deduction equal to the amount of 
ordinary inoome so recognized. Special tax rules apply to the exercise of an option upon the surrender of 
previously held shares of Common Stock. 

Required Vote 

Adoption of the amendment to decrease, and to eliminate automatic adjustment of, the number of 
shares of Common Stock to be subject to annual option grants under the Directors' Plan requires the 
affirmative vote of a majority of the outstanding shares of Common Stock. 

The Board of Directors recommends a vote For the amendment to the Stock Option Plan for Non
Employee Directors of Tandem Computers Incorporated_ 
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DESCRIPTION OF OTHER PLANS 

Otber Stock Option Plans 

Tandem Compulers Incorporated 198J Slock Option Plan. The Tandem Computers Incorporated 
1981 Stock Option Plan (the "1981 Plan") was approved by the stockholders at the Company's 1982 
Annual Meetings of Stockholders and. as amended, at the 1985 and 1987 Annual Meetings of 
Stockholders. The 1981 Plan was subsequently amended by the Board of Directors on (i) February 20, 
1987, to delegate administration on cenain routine malters to the Non-Insider Option Committee 
(consisting of a person designated by the Board of Dirw.ors) and (ii) September 22, 1987, to provide for 
administration as to officers and directors by a oommittee of three disinterested members of the Board of 
Directors or the Board of DireClors and to provide that an optionee may satisfy all withholding tax 
requirements incident to the exercise of a nonstatutory stock option with shares of the Company's Common 
Stock. Except as indicated above, the 1981 Plan is administered by the Compensation/Option Committee. 
All employees of the Company and its 50% or more owned subsidiaries, including officers and directors 
who are also employees, are eLigible to receive options. Options may be either nonstatutory stock options 
or incenlive stock options (" 150s"). The maximum value of ISOs granled before 1981 is limited to 
SIOO,OOO per year for each employee. subject to certain carryover provisions. ISOs may be granted for any 
value after 1986; however, options first exercisable in a calendar year that exceed $100,000 will be 
nonstatutory options. Options granted must have an option price of not less than 100% of the fair market 
value of the Company's Common Stock on the date of grant. Options may be made exercisable at such 
times as determined by the administering committee, provided that an ISO granted before 1981 may not 
be exercised while there is outstanding any ISO previously granted to the same employee. ISOs granted 
after 1986 need not be exercised sequentially and may be exercised prior to the exercise of ISOs granled 
before 1981. Except when an optionee's employment terminates because of death or permanent disability. 
an option may not be exercised for six months following the date of grant. Shares purchased upon the 
exercise of an option must be paid for in full at the time of exercise in cash or, with the consent of the 
Company, by (i) the surrender of previously·held shares of the Company's Common Stock, which shares 
will be valued for sueh purpose at their fair market value on the date of exercise. (ii) the surrender of 
shares and cash, (iii) delivery of a full recourse, interest· bearing promissory note to the Company, calling 
for periodic repayments over a period not to exceed 10 years from the date of exercise, or (iv) delivery of 
an irrevocable direction to a securities broker to sell shares and deliver all or a portion of the proceeds to 
the Company in payment for the stock. An optionee may satisfy all withholding tax requirements incident 
to the exercise of a nonstatutory stock option with shares of the Company's Common Stock. An option 
may not be exercised after 10 years from its effective date and is not transferable except by will or the laws 
of descent and distribution. In the event of a reorganization, stock split, combination of sha res, stock 
dividend, or other recapitalization, the Compensation/Option Committee may make appropriate adjust· 
ments in the number and kind of shares available for issuance under the 1981 Plan, in the number and 
kind of shares as to which outstanding options will be exercisable, and in the exercise price specified in any 
agreement with respect to any unpurchased shares. The Compensation/Option Committee may determine 
that an option will provide that the shares to be issued upon exercise of the option shall be subject to 
certain rights of repurchase by the Company at the option price. In such case. the option agreement will 
provide that if the optionee's employment terminates, the Company may repurchase a specified percemage 
of the shares. 
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Tandem Computers Incorporated 1979 Stock Option Plan. The Tandem Computers IncorpJrated 
1979 Stock Option Plan (the "1979 Plan") was approved by the stockholders at the Company's 1980 
Annual Meeting of Stockholders and, as amended, at the 1987 Annual Meeting of Stockholders. The 1979 
Plan has been subsequently amended in the same manner as the 1981 Plan. The 1979 Plan is 
administered in the same manner as the 1981 Plan. The provisions of the 1979 Plan and the terms of the 
options granted under the 1979 Plan are substantially similar to those of the 1981 Plan. except as follows. 
Only employees of the Company, including officers and directors who are also employees, and employees 
and directors of its 80% or more owned subsidiaries, are eligible to receive options. Cenain options 
outstanding on January I, 1981, oould not be designated as incentive stock options. 

Tandem Computers Incorporated Stock Option Plan for Empluyees of Affiliated Companies. The 
Tandem Computers Incorporated Stock Option Plan for Employees of Affiliated Companies (the 
"Affiliated Companies Plan") was adopted by the Board of Directors on August I, 1986. The Affiliated 
Companies Plan is administered by the Compensation/Option Committee. Employees, including officers 
and directors, of cenain designated subsidiaries of the Company are eligible to receive options. As of 
September 30, 1987, the only such designated subsidiary was Tandem Computers de Mexico, SA de c.v. 
In addition, options may be granted to employees of oompanies in which the Company owns voting 
securities but which are not deemed to be subsidiaries and to employees of companies with which the 
Company has established a business or oommercial relationship. Only nonstatutory options may be 
granted under the Affiliated Companies Plan. Options granted may have an option price of 100%, or any 
percentage thereof as determined by the Compensation / Option Committee, of the fair market value of the 
Company's Common Stock on the date of grant. Options may be made exercisable at such times as 
determined by the Compensation/ Option Committee, provided that an option may not be exercised after 
seven years from its date of grant. Payment may be made in cash or, with the consent of the Company, 
delivery of a promissory note or irrevocable sell direction to a securities broker as described above. The 
remaining provisions of the Affiliated Companies Plan are substantially similar to those of the 1981 Plan. 

Tandem Computer~ Incorporated Non-Qualified Stock Option Plan. The Tandem Computers 
Incorporated Non-Qualified Stock Option Plan was approved by the stockholders at the Company's 1978 
Annual Meeting of Stockholders and, as amended, at the 1979 Annual Meeting of Stockholders and was 
administered in the same manner as the 1981 Plan. The Non-Qualified Stock Option Plan expired on 
November 12, 1985, and no options granted under this plan are outstanding. The terms of the options 
granted under this plan were substantially similar to those of the 1981 Plan , except as follows. Only 
employees of the Company, including officers and directors, and employees and directors of its wholly
owned subsidiaries, were eligible to receive options. Payment for shares purchased upon the exercise of 300 

option could be by personal check or, with the oonscnt of the Company, by delivery of a full recourse, 
interest-bearing promissory note. 

Tandem Computers Incorporated Qualified Stock Option Plan. The Tandem Computers Incorporated 
Qualified Stock Option Plan was approved by the stockholders in 1976 and was administered in the same 
manner as the 1981 Plan. The Qualified Stock Option Plan expired on Novembt'r 12. 1985, and no 
options granted under this plan are outstanding. The terms of the options granted under this plan were 
substantially similar to those of the 1981 Plan, except as follows. Only key employees of the Company, 
including officers and directors, and its subsidiaries could be granted options. Oplions could not be 
exercised after five years from the date of grant. Under cenain circumstances, oplions could nOI be 
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exercised while the optionee held another option previously granted at a higher option price. Payment for 
shares purchased upon the exercise of an option was by personal check. 

Indi\lidual Slock Option Agreements. The Company has entered into Non·Qualified Stock Option 
Plans and Agreements with Messrs. Andrew Knight, Thomas I. Unterberg, and Walter 8. Wriston, 
directors of the Company. Under the Plans, Messrs. Knight and Unterberg were each granted a five-year 
option to purchase 24,000 shares of the Company's Common Stock, and Mr. Wriston was granted a five· 
year option to purchase 20,000 shares of the Company's Common Stock. The per share exercise price of 
the options for Messrs. Knight, Unterberg, and Wriston are 59.50, 512.375, and $14.063, respectively, 
which equal 100% of the market value of the Company's Common Stock on the dates of grant (as adjusted 
for the two·for-one stock split effected in the form ofa stock dividend on May 22, 1987). The provisions of 
these Plans are substantially similar to those of the Non-Qualified Stock Option Plan except that no further 
grants are permitted under these Plans. Mr. John 8.M. Place. a former director of the Company, was 
similarly granted. during his term as director, two options to purchase 4,000 (of which 2,006 have lapsed) 
and 20,000 (of which 12,108 have lapsed) shares of the Company's Common Stock at 513.375 and 
SI4.563, respectively, per share. 

Incentive Cash Bonus Plan 

The Company has an incentive cash bonus plan (the "Bonus Plan") in which selected individuals 
who have material roles in achieving certain corporate goals are eligible to participate. Awards under the 
Bonus Plan are made if cenain goals are met with respect to revenue and pretu profit, or in cases of 
special individual contribution. Prior to fiscal 1986, only executive officers of the corporation were eligible 
to panicipate. No awards were made for fiscal years 1982 through 1985. For fiscal years 1986 and 1987, 
Messrs. Treybig, Marshall. Rynne, Peterson, and Laurich. al1 current executive officers as a group, and all 
employees (excluding current executive officers) were awarded an aggregate of S123,604, $92,478. 
$83,159, $77,131, $74,356, SI,264,653, and $4,827,874, respectively, Amounts awarded to current 
executive officers for fiscal 1987 are also included in the disclosure of management remuneration. 

1984 401(k) Invutment Plan 

All non-union employees of the Company who are on its United States payroll, including directors 
who are employees ofthe Company, and the employees of cenain panicipating subsidiaries, are eligible to 
panicipate in the Company's 1984 401(k) Investment Plan (the "Investment Plan"). The Investment 
Plan was amended and restated on November 7,1985, to comply with the Tax Reform Act of 1984 and 
the Retirement Equity Act of 1984, and to make cenain additional changes, including, but not limited to, 
an increase in maximum panicipant contributions from 10% to 12% of oompensation. The amended and 
restated Plan was amended in January and September of 1986 to add a fourth investment fund and to 
provide for the crediting of interest to amounts distributed to terminated participants. The Plan was also 
amended, elfective January I, 1987, to comply with the Tu Reform Act of 1986 and, effective October I, 
1987, to permit maximum participant contributions of 18% of oompensation. 

Each participant may elect to oomribute from 2% to 18% of his or her compensation, and the 
Company matches 25% of the first 6% of the employee's quanerly compensation contributed to the 
Investment Plan, subject to a maximum Company matching oontribution of$I,200 per employee per plan 
year ending September 30. An employee's oontributions are made by deferring that portion of his or her 
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compensation, thereby enabling such contributions to be made on a pretax basis. Effective for taxable 
years beginning January I, 1987, only $7.000 may be contributed by a participant during a calendar year 
on a pretax basis. A participant is at all times fully vested in his or her contributions and becomes fully 
vested in Company contributions upon the last day of the fourth calendar quarter following the quaner for 
which such contributions were made. Contributions are held and invested by the Investment Plan trustee 
in four different funds. A participant may designate, within certain limitations, in which funds his or her 
acx:ounts are to be invested. The Investment Plan permits participants to make hardship withdrawals and 
to borrow from their acxounts at market rates under certain conditions. In general, the vested ponion ofa 
participant's acx:ounts is distributed in a single-sum cash payment upon his or her termination of 
employment. 

Between October I, 1984 and September 30,1987, the Company made matching contributions under 
the Investment Plan for the acxounts of Messrs. Marshall, Rynne, Peterson, and Laurich, all current 
executive officers as a group, and all employees (excluding current executive officers) in the aggregate 
amounts ofS3,600, S3,600, S3,335, S3,600, S50,488, and S5,129,294, respectively. Amounts of Company 
contributions for current executive officers for fiscal 1987 are also included in the disclosure of 
management remuneration. 

Convertible Inbenlure Issuance 

On September 26, 1985, the Company issued a 9.5%. Convertible Subordinated Debenture Due 
September 26, 1989, (the "Debenture") in the principal amount of SI,667,500 to Mr. Treybig. The 
Company may redeem the Debenture in whole or in part. The Debenture is convertible into shares of the 
Company's Common Stock at $8.338 per share. which was liS%. of the closing sale price of the Common 
Stock on the date of issuance of the Debenture (as adjusted for the two-for-one stock split effected in the 
form of a stock dividend on May 22, 1987). The principal amouD! which may be converted at any time is 
limited to the greater of (i) the amount which has been called for redemption but not yet redeemed or (ii) 
25%. of the aggregate principaJ amount commencing September 26, 1986, and an additional 25%. each 
September 26 thereafter through 1989, unless Mr. Treybig is disabled or dies or a "change in control," as 
defined, occurs in which case the entire amOUD! then outstanding is convertible. The Debenture may not 
be transferred by Mr. Treybig except upon his death. 

RATIFICATION OF INDEPENDENT AUDITORS 

Upon the recommendation of the Audit Committee, the Board of Directors has reappointed the firm 
of Arthur Andersen & Co. as the Company's independent auditors for the 1988 fiscal year, subject to 
ratification by the stock.holders. Representatives of Anhur Andersen &: Co. are expected to be present at 
tbe Company's Annual Meeting. They will have an opportunity to make a statement, if they desire to do 
so, and will be available to respond to appropriate questions. 

The Board of Directors recommends a vote For ratification or the appointment of Arthur Andersen 
It: Co. 
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BOARD OF DIRECTORS MEETINGS AND COMMITTEES 

The Company's Board of Directors held six meetings during the 1987 fiscal year. All directors 
ancnded at least 75% of the aggregate number of meetings of the Board and of the comminees on which 
such directors serve. 

The Board of Directors of the Company has appointed an Audit Committee, Nominating Committee. 
and Compensation/Option Committee of the Board. 

The current members of the Audit Commiuee are Messrs. Morton Collins, Franklin P. Johnson, Jr., 
and Thomas I. Unterberg. The Audit Committee held eight meetings during the 1987 fiscal year. Its 
functions are to morular the effectiveness of the audit effon, to supervise the Company's financial and 
acc:ouDling organization and financial reporting, and to select a firm of certified public aCOOUniants, whose 
duty it is 10 audit the books and accounts of the Company for the fiscal year for which they are appoimed. 

The curren! members of the Nominating Comminee are Messrs. Franklin P. Johnson, Jr., Andrew 
Knight, Thomas J. Perkins, Roben G. Stone, Jr., and Waller B. Wriston. The Nominating Committee 
held one meeting during the 1987 fiscal year. The Nominating Committee's function is to select nominees 
for election as directors. The Nominating Committee will consider nominees recommended by 
stockholders. Such recommendations should be submitted in writing to the Nominating Commillee in care 
of the Secretary of the Company at its address set fonh on the front page of this Proxy Statement. 

The current members of the Compensation/Option Committee are Messrs. Monon Collins, Thomas J. 
Perk.ins, and James G. Treybig. The Compensation/Option Committee held nine meetings during the 
1987 fiscal year. The Compensation/Option Committee's functions are to determine and supervise 
compensation 10 be paid to officers and directors of the Company and to supervise and manage the 
Company's Employee Siocie Purchase Plan and stock option plans (except with respect to options granted 
to directOrs) . 

BENEFICIAL OWNER 

As of November 13, 1987, The Equitable Life Assurance Society of the United States. 787-7th 
Avenue, New York, New York 10019, owned 5,577,613 shares (or 5.97%) oflhe Company's outstanding 
Common Stock. The Equitable Life Assurance Society of the United States has advised the Company that 
the shares are held by it and four o f its subsidiaries. These entities have sole invest ment power with regard 
to 5.577,513 shares, shared investment power with regard to 100 shares, sole voting power with regard to 
3,174,0 13 shares, shared voting power with regard to 454,800 shares. and no voting power with regard to 
1,948,800 sha res (as to which shares, the entities' clients have retained voting power). 

STOCKHOLDER PROPOSALS 

To be conside red for presentation al the Annual Meeting of Stockholders to be held in 1989, a 
stockholder proposal must be received at the offices of the Company, 19333 Vallco Parkway, Cupenino, 
California 95014, not later than August 21,1988. 
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OTHER MA TrERS 

The Board of Directors knows of no other business which will be presented at the Annual Meeting. If 
any other business is properly brought before the Annual Meeting, it is intended that pro;ties in the 
enclosed form will be voted in accordance with the judgment of the persons voting the proxies. 

Whether you intend to be present at the Annual Meeting or not, we urge you to return your signed 
proxy promptly_ 

By order of the Board of Directors, 

THOMAS J. KLITGAARD 

Secretary 
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Highlights Fur the yeafli enot'"<! St'ph_·"lber 30 

i Dullan Ul 11'0usands 
('"cept per share amounts) 

Revenue 
Operating income 
Operating margin 
\:et income 
Earnings per share 

Working capital 
Total assets 
Stockholders' investment 

Number of employees 

1988 

SI.31·1.721 
S IH.26J 

11.2'l1· 
S 9·1.185 
S .96 

5 278,.t65 
51.318.377 
S 856.861 

8.62·' 

To"dem Computers '''corporoted. 
a FORTUNE sao company, Is 0 
leading supplier of on-line transac
tion processing computer systems 
a"d enterprise-wide networks. 

Founded in 1974, Tandem 
employs more tho" 8,600 people 
",orldwide. Tandem systems 
around the world run ATM and 
point-of-sole networks. stock 
elCchanges, factories. and other 
enterprises where hundreds of 
business transactiOns must be 
processed each second and 
recorded Instantly. 

1987 198. 

$1.047.532 5778.01·1 
5 

S 
S 

S 
5 
S 

170,439 5107.013 
16.311b 13.8"0 

105.229 $ 64.2SX 
1.07 S .72 

197.713 S387.()'12 
973.0~0 $710.02·1 
723.855 5537.978 

7.077 5.7M 

The Tandem NonStop system 
family spans the range of perform· 
once requirements foran-line 
transaction processing applica
tions. NonStop systems ore saft.
wore compatible and con ron the 
some application progroms. Thel} 
can be connected in networks with 
each ather and with equipment 
from other vendors to provide a 
single computing resource for an 
organization. 

Through its wholly owned sub
sidiaries Ungermann-Bass. Inc;.., 
and Atalla Carporotion. Tandem 
provides additional products for 
enterprise-lNide networks and 
security appliCations. respeclivelg. 
Tandem'S ... hol'y olNned subsid
iaflJ. Tandem Telecommunications 
Systems. Inc., is developing net· 
lNom serviCes software for the 
telecommunications industry. 

Tondem and its ..,holly owned 
subsidiaries manufacture products 
in the United States. Mexico. West 
Germany. and Japan. and support 
customers from more than ISO 
locations world..,ide. 

O'li n u : CO\i-;R: 
landt'Jn fundamentals fnr on·lint' transaction proce;sing fonn the foundation for the nn-liTH' entl'rprise These fundanwut.als, illustmt("<i 
on tilt, ixl\tnm row from I('ft 10 right. arc price/performaoce.1lt'tWorking. dislribull'd data, lim'ar ('\-palldabilily. data iHtegrity. sa"rity, and 
faulllfllt>rann'. 
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THE ON-LINE ENTERPRISE 

• • • • • 
Today, more than ever before, organizations need a 
competitive edge. Whether managing people, inventory, 
or the bottom line, improving productivity and meeting 
customer needs are no longer merely sound business 
practices - they are necessary for survival. 

Nowhere are the requirements more demanding, 
the pace of change faster, or the competitive advantages 
greater than in the area of on-line computer systems. 

The market Tandem helped pioneer, on-line trans
action processing, has bee.n both a force for change and 
a tool with which to manage it 

The environment of the 1990s will demand a dra
matic shift in thinking. Business must be more global. 
Decisions must be made faster. Entire organizations 
must be brought on-line to weld together the power of 
enterprise-wide resources. 

We believe that no company is better prepared or 
more dedicated than Tandem to bringing to real ity the 
emerging phenomenon we call the on-line enterprise. 



To Our Stockholders: 

1988 was an importan~ strategic year for 
Tandem - a year in which we continued to 
strengthen our foundation for the future. Among 
our accomplishments were several mergers that 
will enable us to serve our customers better and 
to maintain our leadership position as we meet 
the needs of the developing on-line enterprise. 

Revenue growth of 26 percent in fiscal 1988 
over the prior year was good, considering the 
weak market for large systems in the United 
States. Revenue reached $1.3 billion in fiscal 
1988, up from $1.0 billion a year earlier. 

Although we achieved record revenue in 
fiscal 1988, earnings were affected by our invest
ments in mergers, the resolution of a dass-action 
lawsui~ revenue below our plan due to softness 
in the U. S. market for computers, and some 
product delays which were resolved during the 
year. Earnings per share were $.96, compared 
with $1.07 in fiscal 1987. 

International operations performed es
pecially well during fiscal 1988, accounting for 
50 percent of our annual revenue. In the fourth 
quarter, our U. S. business became more robust 
as well. 

TIlE NEW TANDEM 

Today Tandem is more than just one 
company dedicated to on-line transaction 
processing (OLTP). Although OLTP remains 
at the heart of Tandem, we are now a family of 
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companies focused on the evolution of OLTP to 
the on-line enterprise. 

Most significant to this change was our 
merger with Ungermann-Bass, Inc., a leader in 
open, enterprise-wide networks. 

Tandem and Ungermann-Bass merged not 
only because our product lines are complemen
tary, but also because our strategies match very 
well. We are both committed to standards in net
working. We both sell primarily to the largest 
corporations, and we focus on similar industries. 
We are both entrepreneurial Silicon Valley com
panies that believe in the importance of high 
growth. 

Since the completion of the merger in June, 
each company has opened the door to new 
opportunities for the other. 

Two other mergers were completed in fiscal 
1988 that sharpen our focus on serving the 
enterprise. 

As OLTP networks increase in size and 
scope, data security becomes more complex and 
critical. To strengthen Tandem's leadership in this 
area, we merged with a leader in secure transac
tion systems, Atalla Corporation. Atalla currently 
focuses on the finance and retail industries, but 
its expertise will help enhance security offerings 
for Tandem's entire product line. 

We also merged with Integrated Technology, 
Inc., renamed Tandem Telecommunications 
Systems, Inc. (TTSO. TTSI is developing 
advanced products for the telecommunications 
industry, where new services and applications 
are being sought aggressively. 



We are excited to welcome the people of 
Ungermann-Bass, Atalla. and TTSI to Tandem. 
They have dynamic, positive cultures of their 
own. We look forward to working together to 
create an even more successful Tandem. 

Open communication has been instrumental 
to the success of integrating our new companies. 
Tandem television programs help create under
standing among our groups. Electronic mail is 
used to communicate joint sales opportunities. 
And people from all of our new groups have the 
opportunity to meet other Tandem employees at 
our symposiums for outstanding perfonners and 
at our educational seminars. 

STRENGTII FROM PEOPLE 

The mergers and our shift to a broader 
market view led Tandem to reorganize into five 
operating groups. Our goal is to maintain the 
entrepreneurial spirit of the merged companies 
and our operating groups, while incorporating 
the processes and procedures that underlie the 
strength of a large company. 

One operating group develops and 
manufactures our OLTP systems and networks. 
Another markets these products. Ungennann
Bass remains an independent group, pursuing 

TANDE-\1 SUPPORTS TIlE ENRICHMENT 

OF LIF! IN MANY co\tMUNmES 

"'lIERE IT OPERATt.S. IN FlSCJr.L 1988. 

TlIE eo"lPANY SPOSliOREO TllE FTRST 

FAR EAst ron J N JO \'£ARS BY SAs

FRANCISCO &LLlT. A'oIEltlu's 

OLDEST PROFf.SSJOSAL IAIJ.£T 

CO\4PM/y. 

The fifth group provides Tandem's highly regard
ed worldwide customer service and support 

We strongly believe that Tandem's outstand
ing employee programs bond this organization 
together In fac~ our employee turnover rate in 
1988 was just above eight percent-far superior 
to the industry average. Tandem has been very 
successful in attracting and retaining top-flight 
people. 

While adding more than 1,500 outstanding 
people through our mergers and select hiring in 
1988, we also expanded our Board of Directors 
and initiated an International Advisory Board. 

The new members of our Board of Direc
tors are Jack E Bennett, a senior vice president 
and director of Exxon Corporation, and Ralph K. 
Ungennann, president and chief executive officer 
of Ungennann-Bass. Dr. Martin M. (John) Atalla. 
founder of Atalla Corporation, is a new advisor 
to the Board of Directors. These members pro
vide insight in the strategic areas of international 
and economic issues, enterprise networking, and 
security, respectively. 

The International Advisory Board will further 
our international success by giving us a greater 
understanding of the special needs of markets 
worldwide. 

its complementary activities. The Tandem Com
panies Group manages Atalla and TTSI, our equity 
investments, and our Micro Products Division. 

MOVING TIlE ENTERPRISE ON-LINE 

More and more computing functions of 
major enterprises are moving on-line. Tandem is 

1n1~1ion#I ~~III. 
P~nl oITottII 

a leader in meeting the requirements of this emerg
ing environment The products we delivered in 
1988 will help customers make this transition. 

The record number of new customers who 
turned to Tandem for solutions in the last two 
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TANDE.',"S PuBLIC SERVICE SABBATICAL 
PROGRAM SUPPORTS VOWmEER WORK 

BY EMPLOYEES. PARTICIPANT RosE. ... ARIE 

HALL 'IIo'ORIW) fOR SIX WEEKS IN FISCAL 

1988 fOR mE CALIFORNIA MAIUSE 
MA. ...... A1. CE."lTE1l. A PRlYATE. NON

PRom GROUP llIAT RESCUES, REHABILI 

TATES. ANO IlEllASES DISTRESSED 

IoIARISE MA. ... MALS. 

quarters of 1988 is indicative of the increasing 
strength of our product line. 

Customers are looking for a wide range of 
capabilities. They want the flexibility to put their 
computing power where it is needed-whether 
in a large central site, at multiple remote locations, 
or on desktops. And they want the ability to tie 
all their data together with a fully distributed 
database. 

The NonStop CLX system, which became 
fully available in the fourth quarter, showed its 
potential. More than half of our new customers 
in the last quarter purchased CLX systems. 

The CLX system is designed for remote 
sites and for distributed applications, where 
price/performance, ease of use, and ease of 
maintenance are particularly critical. When it is 
coupled with NonStop SQL software, our rela
tional database management system, customers 
have a powerful solution for their distributed 
applications. 

Our computer-room system, the NonStop 
VLX, continued to be well-received in fiscal 1988. 
Enhancements are making this flagship product 
even more powerful. Expanded memory modules 
and ultra high-capacity disk storage facilities tar
get the demand for cost-effective processing of 
large numbers of transactions. 
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The proliferation of workstations and 
personal computers is a phenomenon that we 
saw accelerate in 1988. We believe in future years 
this trend will enhance Tandem's growth. Tandem 
systems can be the critical connection to bring 
this desktop power into the on-line enterprise. As 
database servers, our systems can capture and 
process the millions of transactions created on 
the desktops of large organizations. 

To help make this possible, we are working 
with the leaders of emerging standards in per
sonal computers - Apple Computer, Inc., and 
Microsoft Corporation - as well as with providers 
of leading personal computer database tools and 
application-generation tools. 

Reduced instruction set computing (ruSC) 
is now recognized as an important technology 
for advanced system architectures. Tandem is 
working closely with MIPS Computer Systems, 
Inc., a leader in this technology, to apply rusc to 
future UNIX· systems from Tandem. This relation
ship was further strengthened when Jim Treybig 
was elected to the MIPS board of directors. 

ENTERPRISE-WIDE NETWORKS 

To integrate the many elements of the 
on-line enterprise, customers need the ability to 
connect to a variety of standard networks. 

Tandem has strong offerings for SNA 
connectivity. Along with our own development 
projects in SNA, our investment in Netlink, Inc., 
is helping us maintain this leadership position. 
This partnership already has led to new SNA 
product offerings and joint sales. 

Ungermann-Bass's leadership in open, 
enterprise-wide networking, combined with 
Tandem's leadership in providing the funda
mentals of OLTP, will be key to taking entire 
enterprises on-line. 



During 1988, Ungennann-Bass introduced 
its Access/One network delivery system, which 
exceeded sales projections in its first two quarters 
of general availability. The Access/One product 
sets new standards with the most advanced com
bination of networking and wiring capabilities in 
the industry. 

We also have made important investments 
to address products for public networks. We 
believe that TfSI and a new partnership with 
AT&T will help put Tandem at the forefront of 
Integrated Services Digital Network (ISDN) 
technology, which combines voice, data, and 
other infonnation on a single telephone line. 
This emerging technology is expected to have a 
major impact on the telecommunications indus
try worldwide well into the next century. 

LEADERSHIP IN SOWI10NS 

We are also excited about the directions of 
our markets. New OLll' applications are con
stantly being created that make our customers 
more productive and more competitive. 

Major software houses and system inte
grators are joining us in providing solutions. For 
example, this year we welcomed NYNEX Infor
mation Solutions Group, Inc., into our Alliance 
program. 

We are pleased to be working with finns 
such as Electronic Data Systems, Boeing Com
puter Services, and MSA Advanced Manufac
turing, Inc, in connection with OLll' systems for 
manufacturing. These three are codevelopers of 
T.I.M.E., the Tandem Integrated Manufacturing 
Environmen~ which provides an architecture to 
integrate various manufacturing applications. 

We plan to apply this concept to other Tandem 
markets moving toward the on-line enterprise. 

LOOKING FORWARD 

We are excited about our future. The chal
lenge going forward is to reach our potential. We 
must remain cautious about the U.S. marketplace 
and currency movement and the impact they 
can have. Bu~ as this report will show, we 
believe that strategic actions taken in 1988 make 
Tandem better equipped than ever to compete 
and grow. 

Sincerely, 

James G. Treybig 
President and Chief Executive Officer 

--
Thomas J. Perki ns 
Chairman of the Board 

December I, 1988 

!A. ... ES G. TltEYB]G (R.IGHT). 

PRESIDEH1' AND CHI EF F.x£.CtnlVE 

OmCER.; THOMAS J. PERCNS. 

DIAl 1M"" Of llfE BoARD 
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Duality Is important in every 
aspect of Tandem products
from the OLTP advantages they 
offer on-fine enterprises to their 
reliability, serviceability, and 
overall design. 

Because of this attention to 
design, several Tandem products 
received prestigious owards in 
fiscal 1988. West Cermon!ls 
Hannover Faire presented its 
Good Industrial Design award 
to the NonStop ax system, V80 
disk storage facility. and P5X 
workstation-alf three of which 
were first delivered to Tandem 
customers In fiscal 1988. Japan's 
Ministry o( International Trade 
and Industry (Mm) gave Its 
Good Design Prize for foreign 
Products to the high-perform
ance NonStop VLX system. 

Pictured, from left to right. 
ore the V80 dish storage facility, 
NonStop VLX and NonStop eLX 
systems, and PSX workstation. 
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POWERFUL SYSTEMS AND 
DATABASE PRODUCTS 

TANDEM OLTP SYSTEMS 
AND DATABASES 
OFFER FUNDAMENfAL 
ADVANTAGES FOR TIlE 
ON-UNE ENTERPRISE. 

••••• 
O rganizations are recognizing 
the advantages of instant access to 
accurate, up-ta-date infonnation. 
Entire businesses and government 
groups are moving to on-line trans
action processing (OlIP) systems 
to ensure their competitiveness in 
a changing world. 

Meanwhile, computing envi
ronments are changing dramati
cally. Gone are the days when a 
massive central computer could 
answer the varying needs of a 
growing organization. Companies 
today need to harness the power of 
many different systems, from large 
to small, including numerous per
sonal computers valued for their 
inexpensive power and ease of use. 

The proliferation of different 
systems and resulting isolation of 
information present a new cha]

Jenge to computer vendors. How 
can systems and data be united to 
extend the advantages of on-line 
systems throughout organizations 
without creating data processing 
chaos? And, how can the pro
ductivity bonuses of resources such 



TH£ Foa[IGS Orne! OF Tlt£ G[AMAN FW[RAL R£pu8LIC IS ISSTALlING T"' ... oOl NONSTOP a.x SYSTDIS AT ""OIU.DYl10[ LOCATIONS. 

ttllume shipments 
01 Tandem's well-

• .. received, entry-level 
NonStop ax systems began 
during fiscal 1988. 

A large order come from 
The ForeIgn Office of the 
German Federal Republic, 
which began to implement 
a far-reaching program to 
streamline communications 
between Bonn and its 
embassies and consulates 
worldwide. 

As manyasBOSiemensdesk
top computers at each faolity 
will be linked uia a IOCJJI 
area network and Tandem's 
MUmL4N product to each 
of the distnbuted-processing 
ax systems, replao'ng type
writers and integrating isolated 
word processors. 

Three ax systems were 
installed at Bonn dun·ng the 
year, including one in the 

foreign minister's priuate 
office. 11rree more systems 
were installed in New York, 
including one at the German 
representation to the United 
Nations. And shipments began 
to other IOCJJtions worldwide, 
a process that will continue at 
an accelerated rate during 
/989 alld beyond. 

Key considerations of The 
Foreign Omce in selecHng ax 
systems included the ease of 

use, self-maintainability, and 
tolerance of power fluctuations 
and failures. 



In 1988, FORTUNE magazine 
named Tandem's distributed 
database management tech
nology among the '700 Products 
That America Makes Best" 

Tandem's NonStop SOL 
distributed relational database 
management system combines 
the productivity of the SOL sto".. 
dard with high performance for 
OLTP. At the some time, NonStop 
SOL software incorporates 
Tandem OLTP fundamentals. 
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as perronal computers and local 
area networks (lANs) be added to 
OLTP systems? 

The answers lie in an emerg
ing kind of computing environment 
Tandem calls the on-line enterprise. 
Here, the potential synergy between 
on-line systems and other powerful 
computing resources throughout 
the enterprise becomes reality. 

We believe the product 
strengths and market experience of 
an OLTP pioneer such as Tandem 
are required to lead the way to the 
on-line enterprise In fiscal 1988, 
Tandem took strategic actions to 
position itself better to address 
these emerging needs. 

• • • • • 
OLTP LEADERSHIP 
For over a decade, Tandem has pro
vided OLTP solutions to customers. 
In OLTP applications, transactions 
must be handled and data updated 
instantly-so that the most current 
state of the business is always accu
rately reflected. 

OL TP systems are central to 
the minute-by-minute operations 
of businesses. Understanding this, 
Tandem offers a rich combination 
of fundamental system advantages 
that protects applications, data, 

, 

a ClopllallzM ~ 
O,.,IoPl'lWlt eo.e. 

and customers' competitive posi
tions. These fundamentals indude 
fault tolerance, data integrity, 
linear expandability, superior 
price/performance, distributed 
data, networking, and security. 

These combined strengths 
become even more valuable in 
the on-line enterprise because 
so many systems and applications 
depend on each other. 

From the high-end NonStop 
VLX system to the mid·range 
NonStop CLX system to NonStop 
SQL relational database soitware, 
Tandem products address the re
quirements of the on-line enterprise. 

• • • • • 
D1STRIBlJfED POWER 
THROUGHOUT 11IE ENTERPRISE 
For locations far from headquarters 
resources, users need systems that 
are cost-effective and easy to install 
and maintain, yet ensure availabil
ity and protect the integrity of data. 

The NonStop CLX system, 
first delivered in fiscal 1988, fills this 
vital role in the on-line enterprise. 
Designed to work in the office envi
ronment. this system is ideal for 
regional centers or branch offices. 

The CLX system combines 
superior price/performance with 
all of the other OLTP fundamentals 
of NonStop systems. It offers fault 
tolerance and expandability, and is 
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PACIFICQ BHl -

ENHANCED CUSTOMER SERVICE IS THE PIUMARY "IECTIVE Of AN IMPOItTAHT !l;EW APPUCATlOS KI PACIFIC BEu. IN CAuFOR..,1A. 

Smce becoming a 
Tandem customer In 
1981, Pacific Bell has 

usaf Tandem systems In a 
number of proJeds. 

In 1987, Pacific Bell began 
developing a major project 
intended to assist Its 5,000 cus
tomer service representatives, 
who handle scme BO,CXXJ re
QUests daily at the company's 
48 California business offices. 

The project is based on a 
network of Tandem NonStop 

Vl.X and ax systems and 
PSX workstations, as well as 
local area networks (LANs) 
from Tandem subsidiary 
Ungermann-Bass,/nc. 
(Ungermann-Bass also 
provides Pacific Bell with 
LAN products for many other 
appliootions throughout the 
company,) 

Scheduled to begin imple
mentation in (ale 1988. the 
project will allow customer 
service representati"ues to use 

the advanced presentation 
capabilities of desktop work
statIons to access and display 
data slfTlultaneotJsly from seu
erol different customer service 
programs. 

Later phases of the project 
are planned to refine and en
hance the presentation further: 
And, elsewhere within Pacific 
Be/~ other appliootions are 
underdevelopment on Tandem 
systems. 

Pacific Bell is a subsidiary 
of Pacific Telesis Group, one of 
the seven U.S. Regional Bell 
Holding Companies. Pacific 
Telesis has more than 70,000 
employees and annual reve
nue of more than $9 billion 
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-BANK OF TOrn) HEADQUARTERS IS JAPAN IS CONSECTED 10 MORE TKA.S 250 LOCATIO!';$ WOIU.DWIDf! BY It. N"ETWOU: Of TUOE-\! VlX SYSTDls, 

" ..... w 1 &nk of Tokyo, Ltd 
~"=.;;;"J (BOT), Japon$fo"," 

most intemotional 
financial institution, began in 
J98fj to build what is today, 
according to BOT, the world~ 
largest international bonking 
network. 

Over 250 BOT and subsid
iary locations worldwide are 
tied together through four 
nodes of Tandem VLX system,.; 

in Tokyo, New York, London. 
and Hong Kong-lhe latter 
coming on-line dun"ng 1988. 
Operating around the clock, 
the network handles on 

average of 40,000 foreign 
exchange transactions doll): 
in addition to administratiue 
rommun;rorions. 

Through its foreign ex
change, capital markel, and 
international corporate finance 
activilles, BOT plays an impor
tonI role in the international 
development of the Japanese 
economy. In the coming year 
and beyond, BOT plans to ex
pond its Tandem network in 

Europe and the Umted Stales 
to keep pace with the globa/ 
expansion of Japanese 
businesses. 

Anhdpared business growth 
and the ability of Tandem 
systems to expand in small in
crements were key considera
tions in the banks selection of 
a Tandem network. 

BOT has assets of more 
than S/6() billion. 
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easily added to a network of other 
NonStop systems. 

The CLX system is designed 
for ease of service. Nearly all com
ponent failures are user-serviceable. 
Should a component fail, the 
computer itself can automatically 
report the failure to a Tandem 
support center. 

• • • • • 
IDGH-PERFORMANCE 
COMPUI'ER-ROOM SYSTEMS 
Headquarters sites in the on-line 
enterprise require powerful sys
tems that can handle very high 
transaction volumes with excellent 
response times and can store vast 
amounts of data cost-effectively. 

Designed for the computer
room, the high-performance 
NonStop VLX system is capable of 
handling many hundreds of trans
actions per second. 

With its new VLX Large 
Memory modules, introduced short
ly after the fiscal year ended, the 
VLX system can store large amounts 
of infonnation in main memory, 
where data can be directly accessed 
by application programs to speed 
processing further. 

The new XL80 disk storage 
facility, first delivered to customers 
in fiscal 1988, increases the VLX 
system's already powerful ability to 
handle the growing databases of 
on-line enterprises. This product 
stores large amounts of data in a 
small floor area-preserving costly 
computer-room space-and offers 
low-cost-per-megabyte storage. 

• • • • • 

ENTERPRISE DATABASE 
ARClDTECJ'URE 
Information is the lifeblood of a 
successful enterprise. As organiza
tions move on-line, OLTP databases 
are increasingly becoming the 
main repositories of infonnation: 
the corporate databases of record. 

In the on-line enterprise, data
bases must satisfy a wide range of 
demands. High performance is 
essential to keep pace with ever
increasing transaction volumes. 
Databases must be distributed 
throughout a network so that infor
mation is stored dose to where 
it is used most often, yet must be 
available to the entire network. 
And to make programme" more 
productive, databases need the 
emerging industry standard Struc
tured Query Language (SQL). 

Tandems commibnent to 
implementing standards-while 
adding value to them-is refiected 

In the on-line enterprise, per
formance is more essential than 
ever. Advanced memory and 
storage products are key contribu
tors to tronsoctlon-processlng 
performance. 

In 1988, Tandem invested In 
Anomortic Umited of Combridge, 
England. Anomortic is 
deveJoping a new class of hlgh
performance storoge subsys
tems that combines Anomortic's 
own proprietary whole-wafer 
Integrorwn arrhitecture with 
stote-of· the--art semiconductor 
technology. 
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Building on a strategy of 
integrating powerful desktop 
devices with on-line tronsoction 
processing networks, Tandem 
entered Into on agreement In 
fiscal 1988 with Apple Computet; 
Inc., under which Tandem wfll 
sell, support, and service Apple 
Madntosh computers for its 
OLTP customers. Tandem will 
also develop products to lin" 
the Modntosh computer with 
Tandem systems. 

PicruredoreJamesC. freyblg, 
Tandem PresIdent and CEO (on 
left), and John Sculley. Apple 
Chairman and CEO, with 0 

Tandem NonStop CLX system; 
and (bottom photograph) on 
Apple Modntosh /Ix computer. 
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in the Company's NonStop SQL 
software, the industry's first fully 
disbibuted relational database 
management system. 

Generally available to custom
ers in fiscal 1988, NonStop SQL soft
ware combines the productivity of 
SQL with high OLll' performance. 
At the same time, because NonStop 
SQL software runs on Tandem 
NonStop systems, it benefits from 
fundamental OLll' strengths. 

We believe Tandem database 
technology offers customers an 
important strategic advantage 
in the new environment of the 
on-line enterprise. 

• • • • • 
PRODUCl1VE APPUCATION 
ENVIRONMENTS 
The on-line enterprise will require 
a single. open computing environ
ment for a variety of application 
types. Some OLll' applications will 
continue to use tenninals to capture 
transactions. Others will provide 
database services to connected 
personal computers. In other appli
cations, personal computers and 
host systems will share processing 
tasks. Tandem is leveraging its dec
ade of experience with OLll' data
base technology and its NonStop 
SQL software to meet these needs. 

To make application program
ming more productive, Tandem 
plans to market application
development and decision-support 
tools from well-known third-party 
vendors. Because these tools are 

common throughout the industty, 
they will allow programmers to 
create Tandem applications faster 
and more easily. 

• • • • • 
MANAGING COMPLEX 
RESOURCES 
The trend toward increasingly 
disbibuted networks of systems, 
data, and applications means users 
must be equipped to manage these 
complex resources efficiently. 

Tandem's Disbibuted Systems 
Management (DSM) software, fi"t 
delivered to customers in fiscal 1988, 
manages resources throughout a 
network of Tandem systems, includ
ing remote systems, applications, 
and communications facilities. 

DSM software gives users the 
freedom to consolidate or decen· 
tralize the management and control 
of systems, applications, and net
works according to business needs. 
Its architecture will support future 
capabilities to automate critical 
applications such as problem man
agement and tracking. 

• • • • • 
POWERFUL ANSWERS FOR THE 
ON-LINE ENTERPRISE 
Systems and databases that meet 
the diverse needs of organizations 
are all-important to tOOais-and 
tomorrows-computing environ· 
ments. Tandem strives to add value 
to these core elements to give our 
customers solutions that provide a 
competitive edge. 

When connected through 
enterprise networks, these systems, 
databases, and management tools 
become the foundation for serving 
the on· line enterprise. 



Microsoft Corporation., 
the worldS Iorge;t pro
dUCPr 01 microcompu

ter software, has used Net/One 
products from Ungermann
Bass, Inc., SInce /9&5. The firms 
growing corporate network in
cludes one of the largest local 
area networks (I.ANi) In the 
United States. 

Miaosoft's network is aucial 
---Indian Art USA 15c 

to the productivity of hundreds to share o-itical source code 
of programmers at the firm's and other resources, Microsoft 
sprawling fadlities in the is consistently able to meet re-
Seattle area. Using the network lease dates of new products. 

The network also handles 
some one million eleclronic 
mail messages each month. 

With a total of 4.200 nodes, 
the network links domestic 
soles offices and international 
subsidiaries. By the end of 
1988, over /,(}()f) of these nodes 
were connected to the net
work tJy Acress/One systems. 
The Access/One system is 
Ungermann-Bass's newoffer
ing that allows the use of 
conventional twisted-pair 
telephone win·ng for network 

connections. prooiding supe
rior flexibility and brood 
connectivity to a wide variety 
of devices. 

Microsoft, which is expand
ing its marketing activities 
worldwide, had Ungennann
Bass networks at 16 locah·ons 
at the end of /988. Net/One 
products are slated for instal
lation at / / new locations 
dun'ng /989. 



In a major move to position 
itself for the future, US Sprint, 
the Kansas City based provider 
af state--of-the--art telecommtr 
nications services. has Installed 
the first nationwide all-digital 
fiber-optic network. 

As 0 second Important step. 
US Sprint has deployed Signal
ling System 7, the system that 
supports Inter-LATA Intelligent 
networll features and services. 
These services include enhanced 
BOO-number translation, cOiling
cord validation, and virtual pri
vate networlls. 

High-tronsaction-rote Data 
Control Points for the networll 
are provided by Tandem 
Telecommunications Systems, 
Inc (T15I), ond ron on 
Tondem NonStop VLX systems. 
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CONNECTINC THE 
ENTERPRISE 

STRATEGIC MOVES 
IN 1988 BUILD 
A FOUNDATION 
FOR LEADERSHIP IN 
ENTERPRISE 
NETWORKING. 

• • • • • 
I n the on-line enterprise, computing 
is strategically tied to networking. 
As more databases move on-line, 
more users demand immediate 
access to this always--current infor
mation. To provide this access., 
on-line systems must allow differ
ent systems to connect to on-line 
resources through LANs and 
through the support of major 
networking standards. 

Because the success of an 
organization can depend on the 
success of its on-line applications, 
enterprise networks also require 
fast response time, availability, data 
integrity, and security. 

Tandem has long been a leader 
in providing networks with funda
mental OLTP advantages. In fiscal 
1988, strategic mergers, new rela
tionships, and new products further 
strengthened the Company's capa
bilities in enterprise networks, 

workstation integration, support of 
standards, and security. We believe 
these moves position Tandem to 
serve the networking needs of the 
on-line enterprise. 

• • • • • 
UNGERMANN-BASS, INC.
A LEADER IN ENTERPRISE 
NETWORKING 
Today, processing power is moving 
to computers on users' desktops. 
These systems need to access and 
share data with others and with 
corporate resources. 

Such developments mean that 
vendors who want to meet the re
quirements of customers in the 1990s 
need to offer complete networking 
capabilities that link LAN-based 
systems with other organizational 
resources. 

To address this key market 
need. Tandem joined with an indus
try leader: Ungermann-Bass, Inc. 

Through entetprise networks, 
Ungermann-Bass products connect 
workstations and other intelligent 
devices to each other and to a 
variety of resources, induding file 
servers and host systems from dif
ferent vendors. 

Ungennann-Bass is committed 
to supporting open networking stan
dards. An example of Ungermann
Bass's approach to standards is the 
Access/ One network delivery 
system, introduced in fiscal 1988. 
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The Access/ One system gives 
network planners and end users a 
common architectural platform for 
distributing network services to per
sonal computers and workstations 
over ordinary telephone wiring. 

This system integrates personal
computer LANs into enterprise net
works. It works in environments of 
mixed systems from a variety of 
vendors and supports both industry 
networking standards and interna
tional standards. The Access/ One 
system also includes features for 
high network availability and mod
ular growth, and powerful tools for 
network management and controL 

Tandem and Ungermann-Bass 
are cooperating in product develop
ment and jointly calling on major 
customers-and generating signif
icant opportunities for both compa
nies. We believe that Tandem and 
Ungermann-Bass can grow together 
by meeting market needs for OLl1' 
systems and enterprise networks. 

• • • • • 
UNKING WORKSTATIONS AND 
TANDEM SYSTEMS 
Since before its merger with 
Ungerrnann-Bass, the Company's 
strategy has been to allow worksta
tions to access the OLl1' benefits of 
Tandem systems. Customers can 
then use personal computers for 
what they do best-provide sophis
ticated, user-friendly interfaces
while Tandem OLl1' systems 

Tandem and Ungermann-Boss 
merged not only becouse our 
product lines orecomplemerrtory, 
but also bemuse our strategies 
match well. We ore committed 
to standards in networlfing, sell 
primorily to the largest corpo
rotJons, and focus on similar 
Industries. 

.++ • 
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Security products from Atalla 
Corporation, a wholly owned 
Tandem subsldiory. have helped 
reduce operating expenses and 
increase customer satisfaction 
at San Francisco based Wells 
Fargo Bonk since 1983. 

The bank uses the Atalla 
Cord Activation and PIN Selec
tion System (CAPS), In conjunc-
tion with a Tandem NonStop 
VLX system. The CAPS product 
allows the bonk's customers to 
choose their own debit and 
credit card personal Identifica
tion numbers (PINs) with security 
and ease. 

Wells Fargo has on active 
cord bose well beyond the 
bonking Industry overage The 
use of customer-selected PINs 
has contributed to this success 
because customers can remem
ber them more easily than 
bonk-generoted PINs. 

As part of Its fraud ~ 
tion program. Wells Fargo also 
uses Atalla Security Modules 
attached to Tandem VLJ{ sys
tems to verify encrypted PINs 
from the bonlt's 1,200 A TMs. 
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process transactions and manage 
on-line data. 

Tandem's MULTILAN products 
are examples of this strategy. They 
allow a wide variety of standard 
IANs to connect to Tandem sys
tems. This capability lets customers 
implement cooperative processing, 
whereby personal computers and 
Tandem systems share application 
tasks. 

In fiscal 1988, we began work
ing with Microsoft Corporation to 
extend similar support to OS/ 2 
based personal computers. 

Tandem is committed to sup. 
porting a wide variety of personal 
computers and workstations, 
including workstations running the 
UNIX" operating system and Apple 
Macintosh computers. 

Reflecting this commibnen~ in 
1988 we entered into a value-added 
reseller agreement with Apple 
Computer, Inc., under which Tandem 
will sell, suppo~ and service 
Macintosh computers as part of 
Tandem OLl1' systems. Tandem, 
Ungermann-Bass, and Apple are 
developing new products to con
nect Macintosh computers and 
Tandem systems. 

• • • • • 
STANDARDS FOR WIDE-AREA 
NE1WORKS 
Networking standards are increas
ingly important to our customers. 
Not just IAN and workstation stan
dards, but also other networking 
standards are key. 

An international networking 
standard independent of any single 
vendor, Open Systems Interconnec
tion (OSt) is importantlo Tandem's 



future. Customers can today 
implement OSI applications using 
capabilities Tandem provides, and 
work is underway to strengthen OUf 

offerings for this standard. 
Another important standard is 

IBM's Systems Network Architecture 
(SNA). Tandem already provides 
a wide range of SNA connectivity 
solutions. 

Tandem strengthened its 
SNA offerings in fiscal 1988. The 
Company delivered software that 
supports LU6.2, a strategic SNA 
protocol. In addition, Tandem be
came a reseller of the SNA_Hub 
product from Netlink, Inc., in which 
Tandem has an equity investment 
This product lets devices in an SNA 
network access the benefits of 
OLIT applications running on 
Tandem systems. 

The Company is working to 
provide more ways for use" to add 
Tandem systems to SNA networks. 
Our goal is to add the value of 
Tandem OLIT fundamentals while 
protecting customers' existing net
work invesbnents. 

• • • • • 
OLIT BENEFITS FOR TELECOM
MUMCATIONS NETWORKS 
Around the world, telecommunica
tions networks are being upgraded 
to enable telephone companies to 
provide new services, improve 
service quality, and lower operating 
costs. Key to these changes are 
international networking standards 

that will allow computers to connect 
to telecommunications networks to 
provide services, including ones 
based on on-line applications. 

Two important actions in fiscal 
1988 reflect Tandem's commitment 
to becoming a leader in this exciting 
new arena. 

Tandem merged with Inte
grated Technology, Inc. Renamed 
Tandem Telecommunications 
Systems, Inc. (ITSI), this wholly 
owned subsidiary is developing 
products that we believe will allow 
Tandem systems to provide a variety 
of services and applications within 
telecommunications networks. 

We also signed a cooperative 
agreement with AT&Tto develop 
Integrated Services Digital Network 
(ISDN) applications for OLTP. 
ISDN is an international standard 
for combining transmission of 
voice, data, and other information 
over a single phone line. 

Making Tandem equipment 
compatible with specific AT&T 
equipment will enable telephone 
companies and many Tandem 
system users to offer new OLTP
based services. 

• • • • • 

1 

SECURITY: THE NEW IMPERATIVE 
As networks grow, more users 
require access. Inevitably, data 
security becomes increasingly 
crucial. 

In fiscal 1988, Tandem merged 
with Atalla Corporation, a supplier 
of secure transaction systems to 
financial and retail industries 
worldwide. 

Tandem and Atalla are 
jointly marketing secure financial 
and retail payment systems. Shortly 
after the end of the fiscal year, 
Atalla announced that its Card 
Activation and PIN Selection 
System (CAPS) will now run on 
Tandem NonStop systems. 

Atalla plans to continue to 
develop its expertise in security 
and to apply its knowledge to 
OLIT networks. 

• • • • • 
PREPARING FOR THE 
FUTURE OF OLT(' 
Strategic moves in fiscal 1988 
expanded Tandem's capabilities in 
enterprise networking, workstation 
integration, support of networking 
standards, telecommunications, 
and security. 

Combined with Tandem's 
OLIT product strengths in systems 
and database, we believe the past 
year's achievements enhance our 
ability to serve the needs of the 
on-line enterprise. 

17 
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lIME-the Tandem Integrated 
Manufoc:tJJring Environment-Is 

designed to enhance productivi
ty and quality by linking Is/onds 
of automation In engineering. 
planning, and production 

MoybeJJine Cosmetics will 
implement T1M.E. factory CO~ 

troI systems with software from 
MSA Advanced Manufacturlng, 
Inc.. at its BOO,OOO-squore-foot 
plant In North Uttle Rock, 
ArlKJnsas. This massive plant 

produces and distributes all 

Maybelline cosmetics sold in the 
United States. 

Maybel/ine Is port of the 
Consumer Operations Divis/on 

of Scherlflg-Plough Corp .. with 
headquarters in Memphis, 

Tennessee. 

18 

LEADERSHIP IN SOLUTIONS 

MARKET 
UNDERSTANDING 
AND INNOVATIVE 
SOLUTIONS 
MAKE TANDEM 
A LEADER IN OLTP. 

• • • • • 
On-line bansaction processing is 
a dynamic marketplace-one of 
the fastest growing in commercia1 
data processing. InfoCorp, a lead
ing market research finn, estimates 
worldwide OLlP revenue will 
nearly double by 1993. 

Businesses faced with in
creased competition, government 
regulation, and changing economic 
conditions look to on-line systems 
for solutions that enhance service, 
Quality, profitability, and account
ability. 

OLlP systems have trans
formed the way many organiza
tions conduct business. Users have 
strengthened competitiveness 
through increased effidency and 
through completely new services
automated teller machines, 
automated gasoline pumps, and 
computerized home shopping. 

We believe Tandem's under
standing of this complex market 
and our advanced approach to 



An ambitious program 
will make electronic 

.... .e fund> Irons!., (EFT) 
available at retail pOinl5 of 
safe (POS) throughout the 
United Kingdom during /989. 

Of the /4 participanl5 of 
EftPosUK.Ltd-whlchinclude 
the UK. s largest banks and 
building societies. and the 
major bank credit cord consor· 
tium-/2 have installed or 
ordered Tandem systems in 

A &RCW'CARO HOLDER MAlES A PliRCHAS£ AT Lo~O())'s FAMEO FoIIDIUM & ~fAsos OEPAJtT\lENT STOR£. 

preparation for the program's 
inauguration. The inaugural 
service will act as a proving 
ground in advancE' of roll-out 
of the full national service. 
Many of the banks have begun 
independent EfT/POS ',,"ices. 
which will later link to the 
national service. n,ese inde
pendent services are already 
supporting approximately 
15,()()() EfT/POS terminals. 

Some of these institutions 
are converting their automated 

teller machines to run on 
Tandem systems as welL 

In the UK., most retail pur· 
chases are made by cash or 
check. Major financial institu· 
tions have joined EftPos UK. 
LId, whose board includes a 
representative of The &mk of 
Eng/and, in a concerted effort 
10 reduce check</earing 
paperwork by creating fXlper
less customer transactions. 



Westinghouse Elec
~ tranic Systems Group 
~ (ESG), whid, pro

duces commercial and military 
radar systems, uses a network 
of Tandem systems {or shojr 
floor control, factory dato col
lection, and quality assurance. 
The network provides access 

WESTtNGHOUSE E'.ucrROSIC SYSTE.\lS GRoe, IS EXPANDING ITS NFTWOIiI Of TA.'iOE,\I SYSTOIs.. 

to distn'buted applications and 
data for more Ihan 4,000 users 
at ESC's J.6-million-square
foot {aoUty noor Baltimore, 
Maryland. 

ESC plans to expand the 
network of NonStop Vl.X and 
TXP systems in 198910 link 
others of its 26 locations 
worldwide and to implement 
an applirotion under deuel-

opment rolled Westinghouse 
Integrated Systems for Engi
neering (WISE). 

ApnIz8,-r{88 USA 

Ma,yland 22 

Using the Tandem NonStop 
SQL relational database 
management system, W7SE 
will enhance productivity by 
linking engineenng and sho{r 
floor data and automating 
engineering functions for the 
complete life cycles of 
producl5.. 



application solutions are key 
reasons for continued leadership as 
the Company grows to support the 
on-line enterprise. 

• • • • • 
SERVING LEADING ORGANIZATIONS 
WITH OLTP SYSTEMS 
Today, Tandem systems are helping 
customers maintain leadership in 
their respective markets. 

Tandem systems enable cor
porations, consumers, and financial 
institutions to transfer vast amounts 
of money electronically-and safely. 
Many banks connect ATMs and 
point-of-sale terminals to Tandem 
systems, providing rustomer serv
ices 24 hours each day, every day. 

Tandem systems help run 33 
stock exchanges around the world 
and prepare trade orders in 70 
brokerage firms. Large retailers use 
Tandem systems to approve credit 
requests, ensure adequate mer
chandise distribution, and retrieve 
store sales data electronically. 

More than 300 manufacturers 
in the automotive, aerospace, elec
tronics, phannaceutical. and chemi· 
cal industries, for example, use 
Tandem systems for applications 
that include shop-floor control, 
work-in-process tracking, collec
tion and analysis of quality·control 
data. and inventory management 

Telecommunications provid
ers worldwide use Tandem systems 
for applications such as service 
order entry and customer billing, 
and for value-added services such 
as electronic mail, infonnation 
gateways, and videotex. 

As more organizations realize 
the competitive advantages OLTP 
systems offer, opportunities to 
apply this technology multiply. Cus
tomers find new applications, new 
services, and new ways to stream
line the computer-based functions 
that support the enterprise. 

To maintain a market leader
ship position, Tandem strives to an
tidpate such changes in the market 
and to lead the way with solutions. 

• • • • • 
NEW ON-LINE SERVICES 
Important changes in the telecom
munications industry make it an 
exciting market for OLTP systems. 
Regulatory changes around the 
world are providing telecommunica· 
tions companies with opportunities 
to offer new, revenue-generating 
services. 

Many emerging telecommuni
cations services are transaction
oriented. These services require 
continuous system availability and 
high performance-strong features 
of Tandem NonStop systems. An
other Tandem system advantage is 
the ability to start an on-line system 
small, then expand it in steps as the 
service grows. 

• • • • • 
ELECTROMC DELIVERY SYSTEMS 
OLll' users are discovering that 
there are many significant advan
tages to the electronic delivery of 
consumer services. 

Retailers, for example. can 
implement electronic systems for 
debit cards, check authorization, 
and check clearing. The tedious job 
of sorting paper credit-card slips 

Under a strntegy o( joining with 
partners to address emerging 
morl4et needs, Tandem agreed 
with AT cfi. T in 1988 to develop 
intet10ces between Tandem sys
tems and AT« rs SESS- centrol 
offlce switch for Integrated 
SerWces Digital Network 
(ISDN) applications. 

ISDN. on intemotioool net
womJng standard for combining 
transmission o( volc~ data. and 
other Information over a single 
phone line, is key to providing 
many new services. 

MolUng Tandem equipment 
compatible with AT« T equip
ment through the use o( ISDN 
will help telephone companies 
and others offer new OLTP 
set'Vices to the marlu!tploce. 

.+. • 
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can be eliminated, and the entire 
process handled electronically. 
These applications improve check· 
out service and save labor, while 
providing immediate on-line access 
to current sales and inventory data. 

• • • • • 
INTEGRATING APPUCATIONS 
A variety of organizations want to 
link existing automated functions 
into enterprise-wide, on-line net
works. The goa] is to create a 
single. cohesive application envi
ronment for greater efficiency, 
improved decision making, and 
better customer service. 

An example is found in the 
manufacturing industry, where 
users want to integrate islands of 
automation in engineering, busi
ness management. and factory
floor operation. 

To address these needs, 
Tandem developed Tl.M.E., the 
Tandem Integrated Manufacturing 
Environment. in cooperation with 
major development partners Elec
tronic Data Systems Corporation, 
MSA Advanced Manufacturing, Inc., 
and Boeing Computer Services. 
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Tl.M.E. helps protect custom
ers' investments in systems by pro
viding open specifications that 
allow software developers to create 
compatible products and to incor
porate future applications as they 
are developed. 

Tandem is working to develop 
application architectures similar to 
Tl.M.E. for other industries. 

• • • • • 
1lIE TANDEM AUJANCE PROGRAM 
As business and government organ
izations seek to implement new 
services and streamline operations, 
they require comprehensive solu
tions involving computer hardware 
and application software. 

Tandem has addressed this 
need with the Tandem Alliance, a 
program that encourages the devel
opment of application software for 
Tandem systems. The program 
indudes more than 260 software 
providers, value-added resellers, 
and other third parties. 

Most Tandem Alliance mem
bers are independent software 
houses providing off-the-shelf or 
custom software programs. Among 
the Alliance members are some 
of the world's largest and most 
respected software houses. 

Tandem customers who have 
developed application software for 
their own use may also join the 
Alliance program to license their 
solutions to others. 

In addition, this program 
supports system integrators who 
provide numerous essential serv
ices-from initial planning to final 
installation-induding integrating 
Tandem systems with custom 
software and hardware from 
other vendors. 

In flscalI988, NYNEX Informa
tion Solutions Group, Inc., a subsidi
ary of NYNEX Corporation, joined 
the Tandem Alliance. NYNEX Infor
mation Solutions Group will assist 
Tandem users with large-scale 
integration projects in the telecom
munications and financial services 
industries. 

The Tandem Alliance program 
contributes to Tandem's market 
leadership by providing key busi
ness solutions in a wide range of 
major industries. 

• • • • • 
Tandem's market understand

ing and innovative solutions have 
helped make the Company a leader 
in OLTP. We believe that these 
strengths, plus Tandem's powerful 
systems, database products, and 
networks to connect the enterprise, 
will help the Company maintain a 
leadership jX)sition as it serves the 
evolving on-line enterprise. 

I 
j 



Daiei Group, Japan's affiliated convenience SIores 
largest retailer; is un· for processing orders and 
dertaking a massive collecting point-of-sale 

program to replace existing (POS) data. 
computer systems with an on· In addition, the Tandem 
line, distributed dota network network connects more than 
that the firm believes will be 10,000 POS terminals at 
the biggest in Japan's dynamic several hundred general mer
and competitive retail industry. chandise SIores, discount and 

The network began opera- department stores. offices, and 
tions during 1988 with two distribution centers. More than 
NonStop VLX systems, with a 3,500 vendors are tied into 
total of 24 processors divided the network. 
between Tokyo and Osalw. Daiei chose Tandem sys-
Today, it links 3,000 Daiei- terns because the firm needed 

the flexibility to grow its net· 
work and distribute data as 
its business needs require. The 
rapidly growing company 

expects to have 7,()(){) outlets 
within five years. To support 
this expansion, NonStop VLX 
nodes are planned for five 
other major dties over the 
next few years. 

The company also wanted 
an integrated networking 
capability that could reduce 
Its dependence on centralized 
host computers while protect· 
ing its investment in ament 
systems. 

Daiei had sales in its most 
recent year of over $11 billion 



••• • 
Tandem offers systems with 
on impressive combination o( 

proven OLTP fundamentals: foult 
tolerance, dow integrity, linear 
expandobllity, distributed data, 
networlling, superior price! 
performance, and security. 

The Company Is building on 
these fundamentals-plus its 
12 years of experience serving 

OLTP customers-to meet the 
developing needs of the on-line 

enterprise. 
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DEDICATED TO CUSTOMER 
SATISFACTION 

CUSTOMER 
SATISFACllON IS OUR 
ULTIMATE GOAL. 

• • • • • 
Systems and databases, enterprise 
networks, and application solutions 
are essential to the on-line enter
prise. We believe that Tandem is 
meeting these requirements through 
superior products and strategic 
relationships that complement our 

strengths. 
OUf ultimate goal is customer 

satisfaction. Tandem customers 
must know that our products will 
meet expectations from the time 
they are installed. Two ways in 
which we ensure customer satisfac
tion are through petionnance meas
urement and through customer 
support and service. 

• • • • • 

-



ENSURING SUPERIOR 
PERFORMANCE 
Critical on-line applications demand 
superior system performance to 
keep customers ahead of their com
petition. That perfonnance must a1so 
increase as the business grows. 

We believe that Tandem sys
tems offer the best combination of 
perfonmance and OLTP functional
ity in the industry. Our development 
efforts and strategic partnerships 
are aimed at maintaining this 
competitive advantage. 

To maximize their investments 
in OLTP systems, customers need 
effective tools for comparing the 
perfonnance of different vendors' 
systems. As a resul~ Tandem 
supports efforts to develop useful 
performance benchmarks. 

An example is the so-called 
OebitCredit benchmark. This 
benchmark is embraced by many 
consulting, research, and auditing 
firms as a measure of transaction
processing performance. 

Key to the value of the Oebit
Credit benchmark is that it not only 
measures performance, but also 
specifies that vendors incorporate 
many functions critical to on-line 
transaction-processing applications. 

The DebitCredit benchmark is 
useful, bu~ like most benchmark 
specifications, it leaves many im
plementation details up to the 
vendor, which can greatly influence 
the outcome of testing. 

Tandem is looking at ways in 
which the value of benchmarks as 

measures of transaction-processing 
performance may be enhanced for 
the benefit of customers. 

• • • • • 
CUSTOMER BENCHMARKS 
A tool such as the OebitCredit 
benchmark provides one measure 
of transaction-processing perfonm
ance. Tandem rustomers also want 
to know what kind of perfonmance 
they will achieve running their own 
applications. 

So that customers can test 
actual applications on Tandem sys
tems, the Company maintains state
of-the-art benchmark centers in 

The most reliable benchmarks 
are those performed for specific 
custonJtY applications. In Cuper
tino, Colifornia. Tandem's Bench
mom Center (pictured above) 
gives customets and Tandem 
Alliance partners a stote-of
the-art environment: for testing 
software applications. 

The center uses Tandem sys
tems with a total of 64 proces
sors. ranging from the powerful 
NonStop VLX system to the 
NonStop CLX system. 

••• • 
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Cupertino, California, and Frankfurt, 
West Germany. Here, customer 
applications can be run on large 
Tandem systems updating massive 
on-line databases. 

• • • • • 
EXPERIENCED SERVICE AND 
SUPPORT TEAMS 
The most important key to customer 
satisfaction is high-quality sel'Vice 
and support. Tandem is dedicated 
to excellence in comprehensive, 
state-of-the-art service and support. 

Tandem's large internal com
puter network, in addition to help
ing run the Company's business, 
links thousands of experienced 
Tandem support specialists allover 
the world-ready to help customers 
with installation, hardware mainte
nance, and software support 

In this on-line environment, 
Tandem customer engineers and 
systems analysts exchange ideas on 
how best to serve customers. They 
maintain a knowledge base on the 
network of service-related prot>. 
lems and solutions from around 
the world. 
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Flexible support plans give 
Tandem customers a range of op
tions. Customers can select that all 
services be delivered by Tandem or 
can choose to assume responsibil
ity for part of the maintenance 
themselves. 

When a customer has a sup
port problem, a call may be placed 
to the local or regional Tandem 
office or directly to one of the 
Tandem National Support Centers 
in Canada, Denmark, France, 
Japan, Sweden, the United King
dom, the United States, and West 
Germany. 

We continue to search for new 
ways to enhance communication 
between Tandem and our custom
ers. For example, shortly after the 
dose of fiscal 1988, Tandem and the 
Intemational Tandem Users' Group 
jointly announced the creation of 
a worldwide infonnation network 
for sharing technical infonmation 
among the Company and its 
customers. 

Through these support offer
ings and others, Tandem customers 
receive re1iable service for all the 
components of their Tandem sys
tems-whether mainframes, distrib
uted systems, database software, 
workstations, or entire enterprise 
networks. 

• • • • • 

POISED TO WIN 
Tandem is moving forward to serve 
the evolving needs of the OLTP 
market We believe the strong 
foundation built while successfully 
serving OLTP customers since 1976 
strengthens our position and pro
vides momentum. 

Tandem products offer funda
mental advantages that many other 
vendors are just beginning to ad
dress. In fiscal 1988, the delivery 
of important new products, the 
establishment of strategic relation
ships, and the addition of a record 
number of new customers served 
to maintain Tandems leadership. 

We believe these advances 
mean that Tandem is now-more 
than ever-poised to win and 
grow by meeting the needs of the 
on-line enterprise. 

I 



TtLEtruRS AG IN ZuliCH IS A UNIQUE flNANCIAS. SERVICES ORGANIZATION TttAT SELLS ITS PRODUCTS INTERNATIONAllY USING A URGE TANDEM N~1. 

Telekurs AG,jointly 
owned by Switzer
land's 350 banks, is 

a unique and rapidly growing 
financial services organization 
with worldwide activities. A 
Tandem alstomer since 1983, 
Telekurs operates a distributed 
dato network of 24 NonStop 
systems (at the close of 1988) 
with over 130 processors. 

Telekurs' Tandem network 
gathers, processes, and distnb· 
utes information on intema· 

tional secunlies, commodih'es. 
and foreIgn exchange for the 
Swiss banks and other financial 
organizations globolly.lts on· 
line database, with details on 
more than 230,(}()() securities 
from some 100 exchanges. 
IS claimed to be the most 
comprehensive of its kind 
in the world 

In addition, the high-volume 
network processes and u~ 
dates all transactions on the 
five Swiss slock exchanges. 

Furthermore, it handles all 
funds transfers for the Swiss 
banks, including those related 
to check clearing, the nation· 
wide ATM network, EFT/POS 
system (electronic funds trans· 
ferat paint of sale), and 
EUROCARD/ Maste.(:aro. 

Dun'ng J988, Telekurs began 
expanding its domestic four· 
node Tandem network inter· 
nationally with new locotions 
in London. Frankfurt, and the 
New York area, The company. 

which is growing 30 percent 
annually. intends to extend the 
network to additionalloca· 
tions in Europe, Asia, and tI,e 
United States. 
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Management's Discussion and Analysis of 
Financial Condition and Results of Operations 

Overview 
In 6scal1988, Thndem Computers Incorporated took major 
steps to enhance its leadership position in providing sys
tems and networks for on-line transaction processing 
(Oll'P) and to meet the needs of the developing on-line 
enterprise. During the year, Tandem merged with Atalla 
Corporation, a leading vendor of secure transaction sys
tems; acquired Ungennann-Bass, Inc. (Ungermann-Bass), 
a leader in open enterprise networks for multivendor 
environments; and acquired Thndem Telecommunications 
Systems, Inc (ITSO, formerly Integrated Technology, Inc., 
a developer of computer products and services for the tele
communications industry. The Company believes the new 
business combination will lead to increased market oppor
tunities and enable it to bring important competitive prod
Jets '() market in a shorter time than previousJy possible. 

During the year. Tandem experienced some of the 
benefits of those increased opportunities as Ungennann-Bass 
cor.'libuted to the Company's revenue growth. However. 
iesp re tight operating management practices, operating 
income declined because of a product mix shift, increased 
\"esearch and development spending partially as a result of 
the acquisitions, and the amortization of cost in excess of 
net assets acquired. The acquired companies (Ungennann
Bass and ITS!) are not included in results of operations 
from prior years.. so these and other growth rates and ratios 
are affected as discussed belOw. 

The Company believes achieving its goal of market 
leadership involves many factors, induding strategic posi
tioning, a commitment to product development, partner
ships with companies that have complementary strengths. 
customer satisfaction. and an organizational structure and 
philosophy that foster employee productivity and creativity. 
Additionally, Thndem believes it is important to maintain a 
strong financial position to compete effectively in the rapicUy 
gro~ ring Ol1P marketplace. The bold moves and financial 
choices the Company made throughout the year reflect 
these priorities. 

All references to the years 1988, 1987, and 1986 through
out this section represent the Company's fiscal year ended 
September 30. 
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Results of Operations 

The following table summarizes the changes in selected 
operating indicators. The percentages on the left show the 
relationships of income and expense items to total revenue 
The percentages on the right measure the year-to-year 
changes. 

Percenl of Revenue Percent Increase 
(Decrease) 

1988 1987 19116 1988 1987 

82.1 831 82.4 Produl1 revenue 24 36 
17.9 "A 17.6 Service and other revenue 34 2. 

100.0 100.0 100.0 Total revenue " --.6 22.1 22.9 Cost 01 product revenue " " COSI of service and other 
I: S 12.6 I: .5 I"l'venue " " 37.1 l4. • • oW rost of revenue .' 28 
1~.9 10.4 II. RHeaKb and devdoptrent • 2": 

Marketing.areneral.uc 

"" "" ,,- administrative 1:6 ", 
112 16: I· ()p-.ting i~_= ... _ " 

., 
~ac er 'lDcome 

(.IJ I. I.! (expeme) NM 69 
ILl IV) •• ~rne before income taxes (21) SO -, 7.' L Pro\ision far Income taxes (36J 55 
72 10.0 83 Net income (IO) 54 

Earnings per mare (10) .. 
Prior period amounts have been restated to reflect the merger with 
Atalla Corporlltion. which occurred during 1988, and was accounted 
for as a pooling ollnterests. 

ClIrrent period arno.mb in..Judt the consolidation of results oflTSl 
from January 8. 1988. and of Ungennann·Bass from March 18,1988, 
the :lalet Thndefl" auumed effective control of each company. 

Rt!rNi1I1le 

Revenue in J988 was 26 percent higher than in the prevJous 
year. Revenue reached $1.3 billion in 1988, compared with 
Sl.0 billion posted in :98i a: .,:1, $778 million reu. rdt d in 
1986. Tandem's revenue gains over the past two years re
sulted from increased shipments of hardware and software 
products to new and existing customers and from an in
creased number of customers using its support and training 
services. Revenue from Ungermann-Bass is included in the 
consolidated results since March 18, 1988, the date when 
Tandem assumed effective control of the company. Its reve
nue contributed to revenue growth in 1988. 

The revenue growth rate was lower in 1988 than in the 
prior year, primarily because of reduced domestic demand 
experienced by the Company and in the computer industry 
as a whole. Domestic revenue growth for 1988, including 



the contribution made by Ungermann-Bass, was 11 percent, 
compared with the strong domestic performance of 27 
percent growth a year earlier. 

As in the prior year, inten'lational revenue grew faster 
than domestic revenue in 1988. European operations main
tained the 46 percent growth rate achieved in the prior year. 
Revenue growth in non-European countries remained high 
at 43 percent, although less than the very strong 50 percent 
growth posted in 1987. Ungennann-Bass contributed to the 
growth in international revenue, though less significantly 
than to domestic revenue. 

Strong international performance. coupled with the less 
robust domestic environment, brought the contribution from 
international business to 50 percent of the Company's 1988 
revenue, compared with 43 percent in 1987 and 39 percent 
in 1986. Europe contributed 34 percent of 1988 revenue, com· 
pared with 29 percent in 1987 and 27 percent in 1986. Other 
internationaJ business grew to 16 percent of 1988 revenue, 
compared with 14 percent in 1987 and 12 percent in 1986. 

Over the past three years, the Company has introduced a 
number of systems, software, storage products, and periph
eral products that have contributed to revenue growth. 
These products include the NonStop V1..X computer system, 
introduced in 1986; NonStop SQL software. introduced in 
1987; the NonStop a.x computer system, first sold in 1988; 
and related products. These products opened new markets 
for the Company. The addition of Ungermann-Bass's open, 
enterprise-wide networking products to the Companys 
product line also contributed to revenue growth in 1988. 

Despite continued customer acceptance of the Com
pany's products, product revenue growth slowed to 24 per
cent in 1988 from the 36 percent recorded in the prior year. 
This was primarily the result of lower domestic demand. 

The growth rate of service and other revenue increased 
to 34 percent, compared with the 28 percent achieved a 
year earlier. The Company believes the growth in service 
and other revenue in 1988 reflects the increase in the size of 
its customer base resulting from the strong product growth 
achieved in the prior year. 

Operating Income 

Operating income in 1988 was $147 million, or U percent 
of revenue; compared with $170 million, or 16 percent of 
revenue, reached in 1987; and SI07 million, or 14 percent of 
revenue, recorded in 1986. Operating margin decreased as 
a percentage of revenue in 1988, compared with the prior 
two years., primarily as the result of higher cost of revenue, 
additional research and development spending. and the 
amortization of cost in excess of net assets acquired related 

to the acquisitions of Ungennann-Bass and TrSJ. The im
provement in operating income from 1986 to 1987 was 
largely attributable to higher gross profit margins resulting 
from a favorable product mix and the Company's improve
ments in manufacturing and service operations. 

Cost of revenue as a percentage of revenue increased 
in 1988, compared with a decrease recorded in 1987. The 
improvement in 1987 was primarily the result of ongoing 
programs to increase the efficiency of manufacturing and 
service operations. Cost of product revenue as a percentage 
of revenue also improved in 1987, in part because the 
Company sold a favorable mix of products, many of which 
incorporated new technologies that provided greater 
performance at lower cost In 1988, however, the costs of 
product revenue and service and other revenue each in
creased as a percentage of revenue, leading to an increase 
in total cost of revenue as a percentage of revenue. This 
was primarily the result of the acquisition of Ungermann
Bass, which has lower product and service margins than 
Tandems historic business. In addition, product upgrade 
programs. a product-mix shift toward the Company's PSX 
workstations and NonStop CLX computer systems, and an 
increase in discounts granted to customers contributed 
to the increase in the Company's product costs as a per
centage of revenue. 

Cost of product revenue grew 34 percent in 1988 over 
its 1987 level, compared with a 30 percent increase recorded 
in the prior year. In both cases, this was due primarily to in
creases in volume; however; in 1988, product cost grew faster 
than product revenue for the reasons stated above. The 
growth in the cost of service and other revenue in 1988 and 
1987 was attributable primarily to growth in the installed 
base. The acquired companies contributed to increases in 
costs of both product and service revenue in 1988. 

Research and development expenses increased as a per
centage of revenue in 1988 from the prior year level. This 
compares with the decrease recorded in 1987, which was 
partially attributable to higher-than-anticipated revenue, as 
well as capitalization of certain software development costs. 
In 1988, the increase in research and development expenses 
as a percentage of revenue was attributable primarily to 
lower-than-anticipated revenue growth and the acquisition 
of TrSI. In addition, the Company capitalized less software 
development cost in 1988 than in the prior year. 

Research and development activities focus on meet
ing the needs of customers who are implementing on-line 
systems for single sites or for geographically distributed 
information processing networks. The level of research and 
development expenses increased over the past three years 
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to support new product development efforts and programs 
to enhance existing products. Among the products that 
resulted from prior years' research and development spend
ing were the XL80 disk subsystem, which began shipping in 
1988, and NonStop SOL software, the NonStop CLX com
puter system, and the V80 disk subsystem, which became 
generally available during the year: 

The acquisitions of Ungermann-Bass and TfSI, a 
development organization, also contributed to the growth 
in research and development expenses. The Company ex
pects to support new product development with increased 
research and development spending, although the Company 
expects the expenses as a percentage of revenue to decline. 

The Company's marketing strategy emphasizes direct 
sales to organizations that are implementing OLTP applica
tions critical to their businesses. The Company believes that 
providing a high level of service and support and offering 
solutions to customers' business problems are essential 
to meeting the needs of the customer base. Consequentl% 
Tandem has built a direct sales and sUp(X)rt organization in 
the United States and international industrial markets. Rela
tionships established with third-party application software 
developers, equipment remarketers, and distributors com
plement direct sales activities. 

Although marketing, general, and administrative 
expenses as a percentage of revenue have remained stable 
over the past three years, the level of spending has increased 
as the Company has continued to build its marketing organi
zation, to Irain new and existing sales, service, and support 
personnel, and to develop marketing relationships with 
third parties to support the Company's growth. In addition 
to the acquisitions of Ungermann-Bass and TfSI, Tandem 
has invested in joint ventures and taken equity positions in 
companies whose product, market, or geographic strengths 
support its strategies. These factors have all contributed to 
the growth in marketing, general, and administrative 
expenses. Although the 1988 marketing, general, and adminis
trative expenses include the amortization of cost in excess 
of net assets acquired from the acquisitions, the Company's 
continued tight management of spending levels has 
enabled it to match the growth in marketing. general, and 
administrative expenses with revenue growth in both 1987 
and 1988. 

Net Inoome and fuming. Per Share 
Net income in 1988 was $94.5 million, compared with 
$1052 million in 1987 and $64.3 million in 1986. In addition 
to factors discussed above, changes in net income over the 
past three years were the result of changes in the Company's 
net other income or expense and its effective tax rate. 

In 1987, net interest income was approximately 
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$6 million higher than in 1986. Interest income in 1987 in
creased primarily because of significantly higher balances 
of interest-eaming investments. However, in 1988, the 
Company expended a large portion of its cash balance to 
purchase tendered shares and the outstanding debt of 
Ungennann-Bass; the Company also incurred interest 
expense in connection with borrowings related to the 
Ungennann-Bass acquisition and the assumption of mort
gages on real estate purchased during the year. As a result, 
net interest income during 1988 was approximately $7 mil
lion lower than in the prior year. In addition, in 1988, the 
Company settled a class action lawsuit that resulted in a 
pretax charge of $9.4 million. 

The effective tax rate in 1988 was 35 percent. compared 
with rates of 43 percent in 1987 and 44 percent in 1986. The 
effective tax rate in 1988 would have been lower except for 
the amortization of cost in excess of net assets acquired 
resulting from the Ungennann-Bass acquisition, which is 
not tax-deductible. The decline in the effective tax rate was 
primarily the result of lower federal statutory tax rates 
brought about by the passage of the Tax Refonn Act of 
1986. The Company elected not to implement financial Ac.
counting Standards Board Statement of financial Ac.counting 
Standards No. 96, "Accounting for Income Taxes: in 1988 
and believes adoption will not have a material effect on the 
Company's financial statements. 

Earnings per share in 1988 were $.96 per share, com
pared with $1.07 per share earned in 1987 and $.72 per 
share in 1986. In 1988, the decline in earnings per share 
matched the decline in net income. However, in 1987, the 
growth in earnings per share, compared with the prior year, 
differed from that of net income because of a higher 
number of weighted average shares outstanding. Sales of 
stock to employees under the stock purchase plan, grants 
under option plans. and changes in stock prices resulted in 
increases in weighted average shares outstanding of less 
than one percent in 1988, and of 10 percent in 1987. 

Personnel 

During the year, the number of employees increased by 
J..547, bringing the total number of employees at year-end to 
8,624. More than two-thirds of the increase was the result of 
the acquisitions of Ungennann-Bass and TfSI. Other hiring 
occurred in areas the Company believes are critical to its 
success, with the greatest percentage increases in research 
and development, marketing, and service. 

l~ctofCu~cyandlnflalion 

In 1988, the weakness of the U.s. dollar against foreign 
currencies had a positive innuence on revenue; however, 
the impact on operating income was largely moderated by 



price reductions taken to maintain consistent pricing across 
international boundaries. combined with the negative effect 
of strengthening currencies on international expenses. 

The effect of inflation on the Company's financial 
results has not been significant 

Roondal Condition 
The Company's financial position remains strong. Total 
assets at year-end increased to $1.3 billion, compared with 
$973 million in 1987 and $710 million in 1986. The 1988 in
crease was due to the Ungennann-Bass acquisition and 
favorable operating results during the year. The equity base 
grew to $857 million from $724 million and SS38 million in 
1987 and 1986, respectively. Cash and equivalents declined 
during the year, and the Companys debt and shor1-lenn 
borrowing increased as the Company invested in the acqui· 
sitions of Ungennann·Bass and TfSI and acquired more 
property, plant, and equipment The balance of cash and 
equivalents stood at $125 million at September 30,1988, 
compared with $318 million at September 30, 1987, and 
$240 million at September 30, 1986. 

Funds to support the Company's operations have his
torically been generated internally from operations and 
improvements in asset management These sources of 
funds have traditionally been supplemented by employee 
stock purchases. In 1988, cash flow from operations was 
$123 million, compared with $153 million in 1987 and $134 
million in 1986. 

During 1988, Tandem invested $270 million in cash, net 
of cash acquired, in the acquisitions of Ungermann-Bass 
and TfSI, and $216 million in additional property, plan~ 
and equipmenl The cost of these investments includes the 
acquired debt There were no significant business acquisi
tions prior to 1988. Property, plant, and equipment invest
ments were $143 million in 1987 and $65 million in 1986. 
The increased investment primarily supported the Company's 
growth. Property, plant. and equipment investments in 1988 
included the purchase of six buildings in the Company's 
headquarters area in Cupertino, California, and a building 

near London for the Company's headquarters in the United 
Kingdom. Tandem purchased two buildings in 1987 in 
Cupertino. Prior to 1987, Tandem did not own the build
ings it occupied in its headquarters area. The Company 
previously leased most of the buildings it has purchased. 
The additional space will allow for expansion and for 
relocation of employees housed in other Santa Clara 
County, California, locations. 

In 1988, the Company borrowed to support itsinvestment 
activity. In connection with acquisitions and real estate pur
chases, Tandem's borrowings at year-end were $148 million, 
compared with $11 million at the end of 1987. 

Tandem believes it is strategically important to maintain 
a conservative capital structure and a sound ratio of current 
assets to current liabilities in order to demonstrate its finan
cial strength and to compete effectively in high-technology 
markets. As a result of the level of investment activity in 
1988, the Company's current ratio decreased and its long
tenn obligations to capital ratio increased. The current ratio 
at year-end 1988 was L8:I, compared with 3.6:1 and 3.8:1 at 
the end of 1987 and 1986, respectivel)! Nineteen percent of 
the Company's current assets are cash and equivalents; the 
Company believes the current ratio is sound The Company 
plans to repay a portion of the short-tenn borrowings duro 
ing fiscal 1989, which would improve the current ratio. 
Long·tenn obligations as a percent of capital at the end of 
1988 were 6.4 percent, compared with 1.2 percent at the end 
of 1987 and 1.I percent al the end of 1986. 

The Company has various alternatives to meet future 
capital needs, including funds generated from future opera
tions, continued stock issuances under employee stock pur
chase and option plans, and a new $200 million multiple
option financing facility. The new facility replaces a former 
$65 million credit line and was unused at year-end_ 

Inventory management improved over the prior year, 
as inventory days declined to 78 days at the end of fiscal 
1988. compared with 87 days recorded in 1987 and 76 days 
in 1986. Accounts receivable days al year-end were 85, com
pared with 80 and 82 at the end of 1987 and 1986, respectively. 
The increase in receivable days was partially attributable 
to the acquisition of Ungennann-Bass. Ungennann-Bass 
has historically had higher average receivable days 
than Tandem_ 

The Company believes that attracting and retaining 
high-quality employees are keys to success. Methods to 
achieve these objectives include employee stock option 
and stock purchase programs, which also provide funds for 
the Company. As a result of these programs, the Company 
received $33 million in 1988, $81 million in 1987, and SSI 
million in 1986 from employee stock purchases and related 
tax benefits_ 
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Selected Financial Data 

For the years ended September 30 

(In thousands except 
per share amounts) 1988 1987 1986 1985 1984 

Revenue 11,314,721 51,047,532 5778,014 !635,983 5540,514 

Cost of revenue 487,791 363,730 283,227 273,516 236,416 
Research and development 169,356 109,504 88,202 75,357 54,144 
Marketing, general, and 

administrative 510,313 403,859 299,572 238,152 199,709 

Operating income 147,261 170,439 107,013 48,958 50,245 
Net interest income 7,477 14,207 8,399 6,178 5,289 
Settlement of litigation (9,375) 
Provision for income taxes 

Current year (50,878) (79,417) (51,154) (2 1,554) (22,876) 
DISC tax reversal 9,700 

Net Income 5 94,485 $ 105,229 5 64,258 1 33,582 $ 42,358 

Earnings per share $ .96 5 1.07 $ .72 $ .40 5 .51 

Total assets 11,318,377 $ 973,040 $710,024 5559,244 5507,935 
Long-term obligations 1 58,197 5 9,055 5 5,795 $ 11,884 5 17,072 
Stockholders' investment 5 856,861 5 723,855 $537,978 5423,214 $378,715 

Set' the Business Combinations note 10 the consolidated financial sllliemenls for II dHCriptkm of signifICant transactions affecting the 1988 dala. 

Members of70ndem~ Executiue Committee, reporting 10 James G. Treybig. president and chief executiue officer, are. from left to right: 
Ralph K. Ungermann, senior vice president, Ungermann-Bass Croup; Donald E. Fowler. senior vice president, Tandem Companies Group; 
Gerald L Peterson, senior vice president, 7iJndem Sales and Markeh'ng Group; Robert C Marshall, senior vice president and chief oper
ating officer; Stephen C Schmid( senior vice president, 7iJndem Systems Group; and Thomas J. Klitgoard, senior vice president, general 
counsel and secreta/')/. Not pictured: Gerold D, Held, vice president, 5trdegy and corporae development; and [)wid J. Rynne, senior vice 
president and chief financial officer. 
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Consolidated Statements of Income 

For the years ended September 30 

(In thousands except per share amounts) 1988 1987 1986 

Revenue 
Product revenue $1,079,563 $ 872,003 $640,993 
Service and other revenue 235,158 175,529 137,021 

Total revenue 1,314,721 1,047,532 778,014 

Costs and expenses 
Cost of product revenue 309,896 231,659 178,300 
Cost of service and other revenue 177,895 132,071 104,927 
Research and development 169,356 109,504 88,202 
Marketing, general, and administrative 510,313 403,859 299,572 

Total costs and expenses 1,167,460 877,093 671,001 

Operating Income 147,261 170,439 107,013 
Interest income 15,560 15,811 10,483 
Interest expense (8,083) (1,604) (2,084) 
Settlement of litigation (9,375) 

Income before income taxes 145,363 184,646 115,412 

Provision for Income taxes SO,878 79,417 51,154 

Net income $ 94,485 $ 105,229 $ 64,258 

£aromgs per share $ .96 $ 1.07 $ .72 

Weighted average shares outstanding 98,683 98,424 89,096 

The accompanying notes are an integral part of these statements. 
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Consolidated Balance Sheets 

September 30, 1988 I'lnd 1987 

(In thousands e}Ccept share amounts) 

Assets 

Current assets 
Cash and equivalents 
Accounts receivable, net of allowances of 59,491 in 1988 and 58,394 in 1987 
Inventories 
Prepaid expenses and other 

Total current assets 

Property, plant, and equipment, at cost 
Accumu lated depreciation and amortization 

Net property, plant, and equipment 

Cost in excess of net assets acquired, net of amortization of $6,248 
Other assets 

Total assets 

LiabUities and stockholders' investment 

Currenlliabllities 
Notes payable 
Accounts payable 
Accrued liabilities 

Accrued payroll 
Accrued vacation 
Accrued commissions 
Deferred income 
Income taxes 
Other 

Current maturities of long-term obligations 

Total current liabilities 

Long-term obligations 

Deferred income taxes 

Stockholders' investment 
Common stock $.025 par value, authorized 200,000,000 shares, outstanding 

96,108,000 in 1988 and 93,849,000 in 1987 
Additional paid-in capital 
Retained earnings 
Accumulated translation adjustments 

Total stockholders' investment 

TolalliabillUes and stockholders' invesbnenl 

The accompanying not6 are an integral part of these slatements. 

1988 1987 

$ 124,599 $318,271 
355,635 256,296 
129,426 94,846 
34, 103 22,891 

643,763 692,304 

633,159 399,350 
(2 14,638) ( 146,118) 

418,521 253,232 

205,128 
50,965 27,504 

$1,318,377 $973,040 

$ 80,971 ! 
91,935 79,489 

35,136 28,140 
17,450 15,847 
14,757 13,793 
29,479 13,928 
25,412 10,728 
60,836 31,129 
9,322 1,537 

365,298 194,591 

58,197 9,055 

38,021 45,539 

2,403 2,346 
403,241 370,142 
445,852 351,367 

5,365 

856,861 723,855 

51,318,377 $973,040 
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Consolidated Statements of Stockholders' Investment 

For the years ended September 30 

Additional Accumulated Total 
Common Stock Paid- In Retained Translation Stockholders' 

(In thousands) Shares Amount Capital Earnings Adjustments Investment 

Balances, September 30, 1985 83,45 1 52,086 5239,248 $181,880 $ $423,2 14 
Sale of Common Stock under stock 

plans, including lax benefits 5,064 127 50,379 50,506 
Net income 64,258 64,258 

Balances, September 30, 1986 88,515 2,2 13 289,627 246, 138 537,978 
Sale of Common Stock under stock 

plans, including tax benefits 5,334 133 SO,515 80,648 
Net income 105,229 105,229 

Balances, September 30, 1987 93,849 2,346 370, 142 351,367 723,855 
Effect of redesignating 

functional currency 10,191 10,191 

Balances, October I, 1987 93,849 2,346 370, 142 351,367 10,191 734,046 
Sale of Common Stock under stock 

plans, including tax benefits 2,259 57 33,099 33,156 
Translation adjustments (4,826) (4,826) 
Net income 94 ,485 94,485 

Balances, September 30, 1988 96, 108 52,403 5403,24 1 $445,852 $ 5,365 $856,861 

The accompanying notes /Ire an integra] part of these statements. 
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Consolidated Statements of Cash Flows 

For the years ended Seplellli>er 30 

(In thousands) 1988 1987 1988 

Cash flow8 from operating activities 
Net income S 94,485 1105,229 $ 64,258 
Adjustments to reconcile net income to net cash 

from operating activities: 
Depreciation and amortization 85,97 1 52,5{)1 43,366 
Deferred income taxes ( 11,83 1) 8,582 (4,003) 
Loss on property, plant, and 

equipment sales 1,820 1,068 246 
Foreign currency hedging losses 3,172 1l,064 4,108 
Translation adjustments 3,775 2,767 
Changes in: 

Accounts receivable (60,993) (48,591) (26,966) 
Inventories ( 12,728) (29,084) 15,296 
Lease receivables ( 13,337) (2,252) 
Prepaid expenses and non-debt current liabilities 36,292 5{),435 34,814 

Net cash from operating activities 122,851 152,727 133,886 

Cash flows used in investing activities 
Payments for UB and ITI, net of cash acquired (240,5{)3) 
Investment in property, plant, and equipment ( 185,IOB) ( 142,552) (65, 169) 
Proceeds from property, plant, 

and equipment sales 12,046 13,800 7,144 
Increase in other assets (6,093) (l6,55{)) (4,681) 
Foreign currency hedging activity (6,447) ( 13,227) ( 4,OB5) 

Net cash used in investing activities (426, 105) (158,529) (66,791) 

Cash flOW8 from flnanclng activities 
Borrowings 88,518 2,701 3,420 
Repayments (11,061) (4, 147) (13,094) 
Issuance of Common Stock under stock plans, 

including tax benefits 33,156 60,648 5{),5{)6 

Net cash provided by financing activities 110,613 79,202 40,832 

Effect of exchange rate fluctuations on 
cash and equivalents (1,031) 4,562 3,343 

Net lncrease (decrease) in cash and equivalents $(193,672) 1 77,962 Slll,270 

Supplementary cash flow infonnation -
cash paid during the year for: 

Income taxes 1 39,077 S 54,291 S 23,017 
Interest 1 7,328 S 2,746 S 2,561 

The accompanying notes are an in legrnl part of Ihese statements. 
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Notes to Consolidated Financial Statements 

Summary of Significant Accounting Policies 

Consolidation 
The consolidated financial statements include the 
accounts of Tandem Computers Incorporated and its 
subsidiaries after the elimination of intercompany 
accounts and transactions. 

Revenue recognition 
The Company generally recognizes revenue from 
equipment sales at the time of shipment Service and 
other revenue arc recognized ratably over the con
tractual period or as the services are provided. 

Translation o( non-U.S. currency amounts 
As a result of growth and other changes relating to 
business conducted internationally, on October I, 1987, 
the Company redesignated the functional currency of 
its foreign subsidiaries to the local currencies of the 
countries in which they operate. The most significant 
impact is that inventory and long-Ienn assets, for periods 
after October I, 1987, have been translated at year-end 
rather than historical exchange rates. Using the prior 
method, cost of revenue and depreciation expense were 
translated using historical rates in effect when the related 
assets were acquired. All revenues and expenses are now 
translated at average rates of exchange during the year. 
The effect of this change on 1988 income was insignificant 
In addition, all ongoing adjustments resulting from the 
process of translating each subsidiary's financial stale
ments into U.S. dollars have been accumulated and 
recorded within a separate component of stockholders' 
investment. For years prior to 1988, such adjustments 
were included in net income. 

The Company enters into forward exchange and 
option contracts to reduce the impact of foreign currency 
fluctuations on monetary asset and liability positions of 
foreign subsidiaries. 

Inventories 
Inventories are stated at the lower of cost (first-in, 
first-out) or market. The components of inventories at 
September 30 were: 

(In thouSlinds) 
Purchased parts and subauemblies 
Work·ln·process 
Rnlshed goods 
Tola! 

1988 
$ 68,718 

25,894 
34,814 

$129.426 

1987 
$54,521 

16.567 
23,758 

$94,846 

Income taxes 
The Company accounts for research and development 
and investment tax credits as a reduction of the provision 
for income taxes in the year in which the credits are gen
erated. In general, the Company's practice is to provide 
U.S. federal taxes on undistributed international earnings. 

Cash and equivalents 
In November 1987, the Financial Accounting Standards 
Board issued Statement No. 95, ~Statement of Cash 
Flows~ The Company adopted the provisions of the 
Statement in its fiscal 1988 financial statements and 
restated previously reported statements of changes in 
fi nancial position for fiscal 1987 and 1986. Short-term 
cash investments are valued at cost, which approximates 
market; have maturity dates not exceeding ninety days; 
and generally consist of certificates of deposit, time 
deposits, treasury notes, money market preferred stocks, 
municipal notes, and commercial paper. 

Property, plant, and equIpment 
Property, plant, and equipment is stated at cost. Depreci
ation and amortization are computed using the straight
line method over estimated useful lives, as follows: 
buildings, 30 years; computer equipment, 3-7 years; 
leasehold improvements, 1-7 years (the lease term). 
System spares are depreciated using the double-declining 
balance method over five years. Property, plant, and 
equipment balances at September 30 were as follows: 

(III thousands) 1988 1987 
Lalld !Iud buildiugs $193.940 5 54.336 
Machinery and equipment 113,133 81.866 
Computer equipment 206.076 144,938 
System spares 65,022 54,963 
Leasehold improvemcul$ 39.939 41,426 
Construction in progrefl 15.049 21.821 

Total 5633,159 $399.350 

Included in the land and buildings and the construction 
in progress balances at September 30. 1988 and 1987. 
were approximately $27 million of costs relating to land 
and land improvements on a parcel located in San Jose, 
California, held for future development. 

During fiscal 1988, the Company purchased land and 
six buildings for its headquarters in Cupertino, California, 
for $85.5 million. The purchases were financed using 
$54.8 million in cash and the assumption of mortgages 
totaling $30.7 million. The Company also purchased land 
and a building for $16.7 million near London for its 
U.K. headquarters. 
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Cost in excess o f ne t assets acquired 
The excess acquisition cost over the fair value of net 
assets of businesses acquired is being amortized using 
the straight-line method over estimated lives ranging 
from 10 to 20 years. 

Software development costs 
The Company capitalizes software development costs as 
the resulti ng products become "technologically feasible~ 
and amortizes those costs when, and as, the products are 
shipped. At a minimum, the amortization must be that 
which would result using a three-year straight-line method 
from the date of product release. The amounts of un
amortized software development costs included in other 
assets at September 30, 1988 and 1987, were $12.2 million 
and S8.7 million, respectively. The amortization expense 
for 1988 and 1987 was $5.2 million and $1.3 million, 
respectively. 

Earnings per share 
Earnings per share have been computed based upon 
the weighted average number of common and common 
equivalent shares outstanding. Common equivalent 
shares result from the assumed exercise of outstanding 
stock options and a convertible debenture, which have a 
dilulive effect when applying the treasury stock method. 
Fully diluted earnings per share are substantially the 
same as reported earnings per share. 

Leasing Progrom 

The Company has a vendor leasing program whereby 
trade lease receivables may be financed by a financial 
institution either through limited recourse sales of the 
receivables or through direct borrowings. In the event of 
a default by a lessee, recourse by the financial institution 
is limited to the collateralized computer equipment and 
a recourse amount, if any, from either a limited recourse 
pool established as a percentage of each associated group 
of financed lease transactions or limited recourse speci
fied in the individual transaction agreement. The Company 
may also be required to remarket the computer equip
ment on a "best efforts~ basis on behalf of the financial 
institution. Collection of the lease receivables is per
formed by the financial institution. In fiscal 1988 and 1987, 
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the following amounts were received under the leasing 
program: 

(In thouu.nds) 
~Ies or lease receivables 
Borrowingl 
Total financing 

1988 
$25.915 

14.147 

$40.062 

1987 
$4.91 2 
2.550 

$7.462 

At September 3D, 1988 and 1987. reserves for recourse 
liabilities on sales of lease receivables were approxi
mately $1. 7 million and $.4 million, respectively. 

Business Combinations 

Atalla Corporation (Atalla) merger 
Atalla provides secure system solutions in the areas of 
network interchange, electronic payment., and computer 
security. On November 24, 1987, Atalla became a wholly 
owned subsidiary of the Company. The merger involved 
the exchange of 689,363 of the Company's shares for all 
of the outstanding shares of Atalla. The transaction has 
been accounted for as a pooling of interests and the 
consolidated financial statements have been restated for 
periods prior to the combination. The effects of the re
statement were insignificant 

Integra ted Technology, Inc. ( ITI ) acquisition 
ITI is a telecommunications company that specializes in 
software development for intelligent telephone networks. 
In a series of transactions during the year, the Company 
acquired ITI. In May 1988, ITI became Tandem Telecom
munications Systems, Inc. errs!). 

The Company has paid approximately $5.9 million 
in cash, issued a five-year note for $6.1 million, and as
sumed ITI's obligations, resulting in cost in excess of net 
assets acquired of S16.2 million, which is being amortized 
on a straight-line basis over ten years. 

Ungermann-8ass, Inc_ (UB) acquisition 
UB designs, manufactures, markets, and services open 
enterprise-wide data communications systems for large 
organizations worldwide. The Company acquired UB for 
an estimated $271.4 million, which includes S21 million of 
UB debentures. Subsequent to the acquisition, an addi
tional $6.2 million of debentures were acquired. For 
accounting purposes, March 18, 1988, was established as 
the effective date of the acquisition. Accordingly, the 
Company's consolidated financial statements include the 
results of UB's operations from that date forward. 



The acquisition was accou nted fo r as a purchase 
and, accordingly, the net assets acquired have been 
recorded at their estimated fa ir values at the date of ac
quisition. A summary of what was acquired, including 
the excess of the purchase price over the fair value of net 
assets acquired, follows: 

(In thousands) 

Current assets 
Cost in excess of netllssets IIcqui red 
Other assets 

TOlalllssets 

Current liabilities 
Other liabilities 

Tolalliabili lies 

TOlalllcquisi lion cost 

$i03,432 
194,722 
35,190 

333,344 

44.soo 
17,451 

61,951 

S271 ,393 

The cost in excess of net assets acquired is being 
amortized on a straight· line basis over 20 years. 

The following unaudited pro fonna financial in· 
formation shows the results of operations as if the UB 
acquisition had occurred at the beginning of fiscal 1987 
at the purchase price established in March 1988. The 
information does not include the effects ofTfSI because 
its impact on the pro forma resu lts is immaterial. 

The results are not necessarily indicative of what 
would have occurred during the periods presented had 
the acquisition actually been made on October I, 1986, 
or of future operations of the combined companies. The 
pro fo rma resu lts include a reduction of interest income, 
and where necessary, an increase in interest expense 
fo r the cost of funds that wou ld have been used in the 
assumed purchase at the beginning of each respective 
period. The pro forma information includes the straight· 
line amortization of the cost in excess of net assets 
acqui red. Net income and earnings in fiscal 1988 include 
an after-tax charge of $6.1 million, or approximately $.06 
per share related to the settlement of litigation. 

(In thoua.ands 
except !)E'r shllre amounts) 

Revenues 
Net income 
Eamingl!)E'r share 

Pro Fonna (Unaudited) 
For the year ended 

September JO 
1988 1987 

$1,372,000 $1, 185,000 
$ 94.900 5 90.100 
5 .96 5 .92 

Settlement 0' litigation 

On May 12, 1988, the U.S. District Court for the Northern 
District of California entered the fina l order of judgment 
providing for the settlement of a 1984 securities class 
action lawsuit arising from the Company's December 
1982 restatement of revenue a nd earnings fo r fisca l 1982. 
In light of the ongoi ng costs of providing the Company's 
defense, and without any admission or presumption of 
liability, the Company elected to contribute $9.4 million 
to a settlement fund of $16.5 million. The Company's 
insurance carrier contributed $7.1 million. 

Income Taxes 

The provision for income taxes included the following 
deferred (prepaid) items: 

(In thousands) 1988 1987 1986 

Federal: 
Current 5 21,220 $40,669 $26.492 
Deferred (p re~id) (8,253) 4.402 (4,039) 

12.967 45.071 22,453 

State: 
Current 10,195 9,362 6,979 
Deferred (prepaid) (917) 3,1194 89 

9,278 12,456 7,068 

Foreign: 
Current 31,294 20,804 21.686 
Deferred (prepaid) (2,66 1) 1,086 (53) 

28,633 21.890 21.633 
Total provision 5 50,878 579,41 7 551,154 

Sources of deferred (prepaid) taxes were as follows: 

(In thousands) 

Inventory reserves 
InslaUment a.ale method 

for Income tax reporting 
Accelerated depreciatklll 
Effect of in tercompany 

profit eliminations 
Other (Including eX!)E'nses 

recognized lor financial 
slatements, but not for 
Income laX reporting) 

Totlll deferred (prepaid) 

1988 
'(3,688) 

(1.700) 
440 

(2,681) 

(4,222) 

$(11,831) 

1987 
$(2,574) 

10,300 
1,606 

(10,227) 

9,477 

5 8,582 

1986 

• (:ro5) 

(8,043) 
447 

2.048 

1,750 

$(4,003) 
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The provision for income taxes differs from the amount 
obtained by applying the federal statutory income tax 
rate to income before income taxes, as follows: 

Federal sta tutory lax rate 
Slate taxes, Ilet of federal 

income tax benefit 
In\"estmcnttax credits 
Research lind development 

tax credits 
Tax excmpt DISC lind FSC 

income 
AmortiZlllion of cost In excess 

of net assets lIequired 
Other 

Effective tax rate 

1988 
34.0fh 

4.2 

(3.8) 

(2.9) 

" 2.0 
35.0" 

1987 

43.0-' 

3.8 

(2.1) 

(2.5) 

~ 

43.0% 

1986 
46.0% 

3.2 
(2. 1) 

(.8) 

(2.0) 

44.3" 

Largely as a result of the reduction in the federal tax 
rate by the Tax Refonn Act of 1986, the effective tax rate 
decreased from 44.3 percent in 1986 to 43 percent in 
1987, and to 35 percent in 1988. The 3 percent reduction 
in the federal rate between 1986 and 1987 was partially 
offset by the elimination of the investment tax credit. 

In December 1987, the Financial Accounting 
Standards Board (FASB) issued Statement of Financial 
Accounting Standa rds (SFAS) No. 96, "Accounting fo r 
Income Taxes,~ which, under a current proposal, the 
Company would not be required to adopt until fiscal 
1991. Earlier adoption has not been elected by Manage
ment, pending resolution of certain implementation issues. 
However, the adoption of SFAS No. 96 is not expected 
to have a material impact on the Compa ny's financial 
statements. 

Noles Payable 

Shorl-term notes payable at September 30, 1988, consist 
of notes and bankers' acceptances of approximately 
$74.5 million at a weighted average interest rate of 8.5 
percent, and borrowings under uncommitted foreign 
credit lines of approximately $6.5 million at a weighted 
average rate of 8.2 percent. 
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Long·lenn Obligations 

Long-tenn obligations at September 30 consist of the 
following: 

(In thousands) 
Mortgllges (9.3- 14.5%) (1) 
Installment notes due throullh 1993, 

collatcralized by lease 
receivables (10.6%) ( Z) 

Industrial revenue and development 
oond! due 1991 to 1996 
(7.5-12.411t1)U) 

Tenn note, variable Interest, due 
May 1993(4) 

Notes payable in Japanese yen, payable 
1989 thrOUllh 1993 ( 5.7-') Ul 

Convertible subordinated debenture, 
payable to an officer in September 
1989 (9.5,,) /5) 

6.875" convenible lubordinated 
debenture5, due March 2011 t6) 

Capital lease obligations due 
1989·1992 (5-15'-) 

Total obligations 
Less current ponion 

I.ong·tenn obligations 

1988 
529.998 

14.524 

'063 

6.085 

4.606 

1.667 

1.564 

1.212 

67.519 
( 9,322) 

$58,197 

1987 . -
2,441 

2.000 

3,552 

1,667 

932 

10.592 
( 1.537) 

5 9.055 

(I) Payable monthly; mIIturinsl990 to ZOOI; weiShted average interest 
rate at September 30, 1988, was 1l.94t. The mortgases are secured 
by certain land and buildings with a cost of $68.3 million. 

It) Weillhted average interest rate at September 30.1988. 
Il) Weighted averalle in terest rate at September 30, 1988, was 8.7"
(4) Interest r/lle al Seplember 30,1988, was 6.3%. 
(I) The debenture ilia), be convened into II total of 200,000 shares of 

Common Stock ( 50,000 shares per year, beginning September 30, 
1986) al a price of 58.3375, subiect 10 acceleration in certain events. 

{IJ Convertible into 5833.34 per 51,000 of principal amount. 

Pri ncipal repayments required in the next five fiscal 
years are as follows On millions}: $9.3 (l989), $23.2 
(1990), $5.2 (1991), $6.0 (1992) and 59.2 (1993). 

Interest costs related to construction in progress of 
$1.6 million and $.2 million were capitalized in 1988 and 
1987. No interest was capitalized in 1986. 

In September, 1988, the Company entered into a 
five-year multiple-option financing facility with 12 banks. 
The facility agreement provides for US. dollar and 
multi currency advances. Borrowings under the agree
ment carry interest based on one of the following: the 
agent bank's prime rate, an average of the banks' certifi
cate of deposit rates, or the London Interbank Offered 
Rate (UBOR). The facility agreement also provides for 
the establishment of an uncommitted note placement 
facility, whereby the Company may request the banks to 
bid for the subscription of notes. Borrowings under the 
various options are allowed up to an aggregate amount 
of $200 million. 



• 

The Company pays an annual facility fee of S.4 
million for the commitment, and there are no compensat· 
jng balance requirements. The agreement also contains 
certain fina ncial covenants and restrictions with which 
the Company was in compliance at September 30, 1988. 

The Company has guaranteed payment of loans 
made to officers totali ng $1.9 million at September 30, 
1988, under a $5 million bank line of credit. In addition, 
the Company has a $1.7 million note receivable from 
an officer, bearing interest at 10 percent, and maturing in 
September 1989 included in other assets. 

The Company leases its field offices, certain equip
ment, automobiles, and some of its operating facilities 
under operating lease agreements. The Company also 
has capital leases for certain equipment. Future minimum 
lease payments. as of September 30, 1988. are as follows: 

(In thousands) 
FISCal 
Year 

1989 
1990 
1991 
1992 
1993 
Thereafter 

TOIaI minImum leas.e payments 

Lease Obligations 

Capilal Operating 

$ 659 $ 52.518 
475 45,048 

66 36.401 
28 28,746 
2 15.863 

71,741 

$1.230 $250.317 

The cost of assets held under capitalized leases totaled 
$6.5 mi llion and $3.7 million at September 30,1988 and 
1987, respectively. The accumu lated deprecia tion associ
ated with these assets totaled $5.4 million and $3.3 
million at September 30, 1988 and 1987, respectively. 

Rent expenses were $53.4 million in 1988, $51.1 
million in 1987, and $43.2 millio n in 1986. 

Capital Stock 

The Compa ny's authorized capital stock consists of 
2.4 million shares of preferred stock. of which 800,000 
shares are designated as Series A Participating Preferred 
Stock; 4 million shares of Junior Common Stock; and 196 
million shares of Common Stock. At September 30, 1988, 
29.1 million shares of Common Stock were reserved for 
future issua nce under stock option plans, the employee 
stock purchase plan, and a convertible subordi nated 
debenture. There were no shares of preferred stock 
or Junio r Common Stock outstandi ng at September 
30, 1988. 

Stock rights 
On June 17, 1988, the Company amended and restated its 
rights plan (Plan), origi nally adopted in 1985. The Plan is 

intended to protect stockholders from unfair takeover 
practices. Under the Plan, each share of Common Stock 
carries one right to obtain additional stock or other prop
erty with equivalent value on terms provided in the Plan. 
The rights will not be exercisable, or transferable apart 
from the Commo n Stock. until another person o r group 
of persons (subject to certain exceptions) acquires at 
least 20 percent of the Common Stock or commences, or 
announces its intention to commence, a tender offer for 
at least 30 percent o f the Com mon Stock. 

The rights are redeemable by the Board of Directors 
or upon vote of the stockholders for $.05, or property 
with an equivalent value, per right and expire on 
June 17, 1998. 

Employee Benefils 

Stock option plans 
The Compa ny has employee stock optio n pla ns under 
which employees a nd no nemployee directors may be 
gra nted options to purchase shares of Commo n Stock 
generally at fair market value at the time of the granl 
In general. optio ns become exercisable six months after 
the effective dale, vest over four years, and expire no 
more than ten years after the effective date. At the discre
tion of the Board of Directors, options granted under the 
stock option plans may qualify for incentive stock option 
treatment under the Economic Recovery Tax Act of 1981. 
At September 30, 1988, optio ns for 1.2 million shares 
were available for future grant. 

Employee stock purdlase plan 
Under the plan, the Com pany may offer shares to 
employees in two ways. Under one method, eligibl e em
ployees may elect to purchase shares of Commo n Stock 
at 85 percent of fair market value as of the last trading 
day before, or the last trading day of the quarter. Under 
this method, in 1988, 1987, and 1986, employees purchased 
610,000 shares for aggregate proceeds of $11.2 million, 
463,000 shares for aggregate proceeds of 57.6 million, 
and 778,000 shares for aggregate proceeds of S5.9 mil
lio n, respectively. Under a second method, the Company 
may grant to a ll employees the option to purchase the 
same num ber of shares of Common Stock at not less than 
85 percent of fair market value at the grant date. As of 
September 30, 1988, the Company has reserved 10.7 
millio n shares of Common Stock for future issuance 
under its employee stock purchase plan. 
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Infomation concerning the combined option activ
ity during the fiscal years ended September 30, under 
the stock option and the option portion of the employee 
stock purchase plan, follows: 

1988 1987 1986 
Aggreg8te Aggregate Aggregate! 

Shares Pri~ Shares Pri~ Sh8res Pri~ 

(tn millions except per share amounts) 
Beginning of 

year 13.2 $2{)8.9 13.8 5154.8 13,9 5147.2 
Options granted '.1 100.4 4.' 110.3 5.4 60.0 
Options exercised 

(52.62 to 537.00 
per share) (I..) (18.5) ('.9) (52.0) (4.3) ("') 

Options cancelled (.7) (12,9) (,) ('.2) (12) (13,1) 
End of year 17.0 5277.9 132 5208.9 13,8 $154.8 

Options vested al 
year-end 7.3 7.1 7.' 

Although all outstanding dilutive stock options and a 
convertible debenture are considered common stock 
equivalents in presenting earnings per share under the 
treasury stock method, the following table shows the 
maximum share dilution that would occur from assumed 
option exercises under existing options, based upon vest-
ing in future years within specified price ranges, The 
Company has a long-standing policy of encouraging all 
levels of employees to become stockholders through 
various stock option and purchase programs, This policy 
is based on a belief that all stockholders benefit from 
higher productivity, lower turnover, and improved cus-
tomer satisfaction realized by providing employees with 
a personal stake in the Company's success, 

Maximum number of existing options vested each fiscal year 
Exercise 
Price 1988 Total Aggregate 
Range and prior 1989 1990 1991 1992 Shares Pri« 
(In thou5ands except price range amounts) 
$0,510 2,844 888 41 3,579 $ 31,486 
$10-520 3,702 3,501 1,734 1.115 683 10,735 166,890 
520,$30 325 351 350 259 27 1,312 36,161 
530-540 '" 371 363 234 1,352 43,398 

7.255 4,911 2,494 I.'" 710 16,978 5277,935 

Common and common equivalent shares 

Outstanding Outstanding 
Shares Equivalents TOIaI 

Fiscal 1988 y,'eighted average 94,976 3,707 98,683 
At September 30,1988 96,108 2,070 98,178 
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Commitments and CQnlingendes 

In fiscal 1988, the Company entered into a partnership for 
the development of an office building in Cupertino, Cali
fornia, and is committed to fund 50 percent of the proj
ect's esti mated cost of approximately $14 million over 
the next two years, 

Various actions and claims have been brought or 
asserted against the Company, Management does not 
consider them to be material to the Company's financial 
position, 

Geographic Segmenllnfonnation 

The following table sets forth information about the 
Company's operations in different geographic regions for 
the fiscal years ended September 30, 

(In thou5ands) 1988 1987 1986 
Revenues 
Unit~ States-customers S 664,458 S 599,671 $473.926 
Unit~ States-Interarea 302,601 249,034 118,989 
Europe-customers 442,735 302,966 207,670 
Europe-interarea 16,823 22,383 57,032 
Americas/ Pacific -

customers 207,528 144.895 96.418 
Americas/ Pacific-

interarea 7,308 10.813 
1,641,453 1,329,762 954,035 

Eliminations (326,732) (282,230) (176,021) 
Total revenue $1,314,121 $1,047,532 $778,014 

Pretax income 
United States $ 79,521 S 146.238 $ 74,646 
Europe 64,310 37,229 39,821 
Americas/ Pacific 10,575 7,726 1,007 

154,406 191,193 115,474 
Eliminations (9,043) (',547) (62) 
Total pretax income S 145,363 S 184,646 5115,412 

Identirl3ble assets 

United States S 895,062 S 713.253 154<380 
Europe 319,413 213,688 131.853 
Americas/ Pacinc 164.782 105,791 63,701 

1,379,257 1,032,732 741,934 
Eliminations (60,B80) (59,692) (31,910) 
Total kientirlable assets 51 ,318,377 $ 973,040 5710,024 
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Intercompa ny transfers are made at arm's-length prices. 
Identifia ble assets are those assets of the Company that 
are identified with the operations of the corresponding 
geogra phic area. United Stales customer revenue 
includes export sales of $20.3 million in 1988, $12.4 
millio n in 1987, and $10 million in 1986. The Company 
operates primarily in one industry segment, which in
cludes the manufacturing, servicing, and marketing of 
computer systems and networks. 

Quarterly Financial Data (Unaudited) 

( In tho usands except per share amounts) 
Fiscal 1988 
Quarte rs Ended Dec.3 l March 31 June 30 Se.pl 30 
Total revenue $282,282 1309,449 $338,993 $383,997 
Grou ma rgin $1 80,026 $\99.547 521 4.248 5233,109 
Income before 

i r'lCOme taxes S 37,019 S 36.452 S 26,232 S 45,660 
Net income S 23,693 S 23,330 S 17,286 S 30,176 
EAl mings per share S .2< S 2< S .18 S " 
F'i5C~1 1987 

Quarters Ended 0«. 31 March 31 June 30 Sept. 30 
Total revenue $240,240 $245,695 $267.824 $293,773 
Grou margin $157,868 $159, 134 $1 72.885 $193,915 
Income befo re 

income !axes $ 48.343 S 38,649 $ 45,490 $ 52. 164 
NI.'l Income $ 27,074 S 22,465 S 25,884 S 29,806 
Earn ings per share S .29 S .23 S .26 • .30 

Tandem Stock Price 

Fiscal Quarter High low 
1988 4th Quarter 2i)7/, 12 1/~ 

3rd Quarter 20 $1. 161ft 
2nd Quarter 281/4 171/2 
lsI Quarter 363/, 19 7/ , 

1987 4th Quarter 33 1/ 4 26 1/2 
3rd Quarter 3611. 30 7/1 
2nd Quarter 37'/ 4 171/2 
151 Quaner 193/, 16]/4 

Tandem Computers Incorporated is traded on the New 
York. Midwest, and Pacifi c Stock Exchanges under the 
trading symbol TOM. All quotations shown represent the 
high and low closing sale prices. The Company has not 
declared o r paid any cash dividends on its Common 
Stock and has no plans to do so in the foreseeab le future. 

Auditors' Report 

To Tandem Computers Incorporated: 

We have audited the consolidated balance sheets of 
Tandem Computers Incorporated (a Delaware corpora
tion) and subsidiaries as of September 30, 1988 a nd 1987, 
and the related consolidated statements of income, stock
holders' investment, and cash flows for each of the three 
years in the period ended September 30, 1988. These 
fi nancial statements are the responsibility of the Company's 
management. Our respo nsibility is to express an opinion 
on these financial statements based on our audits. 

Weconducted our audits in accordance with generally 
accepted auditing standards. Those standards require 
that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements ate 
free of material misstatement. An audit includes examin
ing, on a test basis, evidence supporting the amounts and 
disclosures in the fi nancial statements. An audit also 
includes assessing the accounting principles used and 
significant estimates made by management, as well as 
evaluati ng the overall financial statement presentation. 
We believe that our audits provide a reasonable basis fo r 
our opinion. 

In our opinion, the financial statements referred to 
above present fairly, in all material respects, the financial 
position ofTandem Com puters Incorporated a nd subsidi
aries as of September 30, 1988 a nd 1987, and the results of 
their operatio ns and their cash flows fo r each of the three 
years in the period ended September 30, 1988. in con
formity with generally accepted accounting principles. 

San Jose, California Arthur Andersen & Co. 
October 24, 1988 
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Jack F. Bennett, Washington SyCiP. Senior Vice President lind 
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Tandem, NonStop, ax Apple and Macintosh /Ix are MIPS is a trademark of MIPS • 

· " MULTILAN, PSX, T.l.M.E..TXP, registered trademarks of Apple Computer Systems. Inc. 0 

VLX. VlX Large Memory, lind Computer, Inc. SNA_Hub is a tflidemMk of l 
XLSO are trademarks of Tandem IBM is a registered trademark of Netlink.. Inc. e 
Computers Incorporated. • International Business Machines • 
CAPS is a trademark of Atalla Corporation. UNIX and 5£SS are registered , 
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