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Tandem Computers Incorpo-
rated designs, develops, manu-
factures, markets and supports a
unique computer system for
on-line transaction processing.
The company's customers
are primarily large, diversified
organizations.

The Tandem NonStop system
—the first on-line, distributed
computer architecture for main-
frame applications—virtually
eliminates the risk of system fail-
ures; protects users' data bases
from damage or loss; expands
modularly from a mid-size system
to mainframe power without
hardware replacement or soft-
ware conversion; and extends
into a distributed data pro-
cessing network of up to 255 geo-
graphically dispersed systems.

Tandem has manufacturing
operations in six locations in the
United States and one in Ger-
many The company supports
customers' NonStop systems
throughout North America,
Europe and Asia from 96 offices.

At the end of fiscal 1982, 599
organizations—of which 139
were new customers during the
year—were using over 4,000
NonStop processors worldwide.
Within the five-year reporting pe-
riod, Tandem's annual revenue
(1982 versus 1978 fiscal years) has
grown by a multiple of 13 to $312
million, and stockholders’ equity
has increased by a factor of 16 to
$251 million.




Preface

hen commercial data processing was born a quarter of a

century ago, it marked the start of using computers as
business tools for increasing productivity and improving com-
petitiveness, Business in the Eighties, however, is much faster
paced—and much more changeable, complex and com-
petitive—than it was in the Fifties, Consequently, enterprises
need a new generation of productivity-enhancing computers
that complement today's business environment. Conventional,
centralized, mainframe computers are no longer state-of-the-art
because they are not ‘state-of-the-business,” and large organiza-
tions throughout the world are looking for ways to bring their
core business functions in line with on-line needs. Only one
computer manufacturer, Tandem, has created an entirely new
architecture to address those crucial needs for instantaneous
and accurate information. This report describes that architec-
ture and the organization that created the NonStop system . . .
and explains how Tandem is playing a key role in the dra-
matically changing marketplace for on-line computer systems.
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Years-Ahead Tandem Technology

Providing

Comprehensive Solutions
to Complex Information

Requirements

Marketplace

W £

“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 | Gartner

President,
Gartner Group, Inc

Gideon Gartner 1s one of the most
highly regarded analysts following
the information industry

he marketplace for computers that perform the functions at the heart

of 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 Seventies when many businesses began
to move applications on-line in order to obtain up-to-the-minute information
that accurately reflects the state of the business. The effect of on-line trans-
action processing is the immediate and automatic capture and updating of
business information that supports timely decisions.

The second major change is the shift from centralized to distributed com-
puting, putting information where it is used in the business. As businesses
distribute data to sites where transactions occur, they naturally want to be
able to link the locations together in on-line networks to vastly enrich the
information flow and automation benefits.

These important changes—the clear trends to on-line computing and
distributed data processing networks—have made the conventional
centralized mainframe architecture obsolete.

The new requirements for computers in this environment are contin-
uous availability modular expandability data integrity programmer produc-
tivity and efficient system performance, tied together in a network that
1s transparent to the user

Recognizing the early signs of these trends, Tandem created a totally new
architecture 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 main-
frame applications.

Tandem’'s unmatched experience in this new marketplace is the foun-

dation of its leadership position. It is fortified by a strong base of nearly 600
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“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 President,

US. Marketing
Tandem Computers
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i | satisfied customers using more than 4,000 Tandem processors, and a capable
[ organization of creative people dedicated to supporting the needs of this
| dynamic marketplace.
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Years-Ahead Tandem Technology

Merging
All Forms of

and Moving

Corporate Information

R R R

TRANSFER

“Competition has arrived
with a vengeance for
commercial banks,
demanding worldwide,
intersystem linkages
that go beyond just
the traditional process-
ing of data”

—Donald R. Hollis
Senior Vice President,
Systems & Management
Information Services
First National Bank of Chicago

First Chicago, among the top ten
U.S. banks, has an extensive and
growing series of domestic and
international computer applications
which are based on 28 NonStop
systems and 87 processors

in 17 countries

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

To 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
with a manufacturing facility in Atlanta which, in tum, will need information
from a Chicago warehouse.

The process may entail telephone calls, telex, telecopiers, photocopiers,
word processors, electronic mail and a range of incompatible computers. The
interdependence of information delivery on these diverse technologies slows
and complicates decisions, and keeps communications costs high.

Traditional data processing and centralized mainframe computers cannot
efficiently address this spectrum of business information requirements.
Business needs demand an on-line computer system with distributed
data bases connected in a global network that can merge and manage
all corporate information resources while preserving investments in a
variety of computers and office devices.

During 1982, Tandem announced a far-reaching new product called
TRANSFER that will do just that. Based on an EXPAND network, TRANSFER
will manage the dynamic interchange of information. It will link together
people, equipment and data independent of form, location or application.

Tandem offers a wide variety of flexible communication links to support
such activity The most innovative among them is INFOSAT, Tandem's newly
announced, fully-integrated, low-cost satellite communications network.

The new TRANSFER and INFOSAT capabilities build upon the unique
attributes of the powerful Tandem NonStop architecture to provide a flexible,
highly reliable backbone network, transforming Tandem NonStop systems
into a truly integrated information management and delivery system.

| 1
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“Tandem provides the
leading edge products
for innovative customers
who are pushing
the limits of traditional
computer usage.”

—David R. Mackie
Vice President,
Tandem Computers




TRANSFER will allow users to
merge different forms of informa-
tion and move them over a
Tandem EXPAND network. To
facilitate the economical move-
ment of large volumes of infor
mation, Tandem has also
introduced the first commercially
available, fully-integrated satellite
communications network
INFOSAT brings all the inherent
NonStop system advantages to
satellit,e communications.

Tandem, which runs its own
worldwide operations on a
100-node on-line EXPAND net-
work, is testing TRANSFER on
this 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. Initial
TRANSFER and INFOSAT deliv-
eries are scheduled during 1983.

Logotypes appearing throughout this
report are a representatuve sampling
of the 599 organizations worldwide
that are using Tandem NonStop
systems at the close of fiscal 1982
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Years-Ahead Tandem Technology

Bringing Applications
On-Line Quicklyand
Cost-Effectively

ENCOMPASS

“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 distribute the
relevant data, is essential
for putting computers

to use to meet end users’
true needs.’

—James Martin
Author and Lecturer

James Martin is a leading author-
ity on data base and applications
development. He is a computer
industry author and lecturer of
intermational repute

Data 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. If the organization is diversified struc-
turally or geographically, the problem is even more 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 ENCOMPASS relational data base management
system, meets these requirements.

ENCOMPASS makes the programmer’s job as simple as writing batch
processing applications because it monitors every transaction, manages data
files, handles the complex terminal functions, and delivers fast, accurate
answers ensuring data integrity and consistency.

ENCOMPASS makes the end-user more productive as well as providing an
easy-to-use relational query language/report formatter called ENFORM.

Consequently Tandem users typically become operational with new
applications at a fraction of the time and cost—and begin enjoying benefits
much sooner—than do users of other systems that require specialized pro-
gramming and highest-skill programmers.

And that explains why, according to the 1982 Cowen/DATAMATION survey
of computer users, Tandem has the highest level of customer usage of
data base management and networking software of all computer manufac-
turers in the survey

“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

Director,

Software Research
Tandem Computers




Tandem’'s ENCOMPASS
software—a powerful tool that
makes programming for
distributed, on-line transaction
processing no more difficult
than writing programs for batch
processing—is widely used
by Tandem customers in
all industries to increase both
programmer and end-user
productivity dramatically

In the manufacturing sector,
Pirelli, a major tire producer, 1s
using ENCOMPASS to bring
quickly into production numer
ous state-of-the-art programs
at four manufacturing facilities
in Italy The company's inter-
active EXPAND network is
scheduled to be extended to
Pirelli plants worldwide

GENERAL DYNAMICS
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Years-Ahead Tandem Technology

Easily Integrating

Widespread

Information Assets
into a Fault-Tolerant Network
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EXPAND

“We're putting more and
more of our business
onto computers—
including linking together
more than 4,400 stores.
To make that com-
mitment, we absolutely
require computer
systems that can be
quickly linked together in
a rapidly expanding
network without having
to write new programs.’
—Carroll Leu

Vice President,

Data Processing
Tandy Corporation

Tandy sells its popular TRS-80 small
computers and other electronic

he purposé of on-line transaction processing networks is to provide

everyone in a geographically-dispersed organization some part of the
total information asset to make the business function more completely, com-
petitively and efficiently.

Tying together the information assets requires an on-line network of com-
puters that is continuously available, cost-effective, and easy to use.

The only architecture that is ideally suited to on-line networks comes from
Tandem technology.

Tandem's EXPAND networking software makes writing applications across
a network easy And, once the network is in place, it can grow and change
to accommodate increased business, new functions or new locations swiftly
and inexpensively without rewriting application software or retraining people.
An EXPAND network can, in fact, painlessly grow to 255 mainframe-power
NonStop systems.

Tandem systems are the logical choice for on-line networks. The fault-
tolerance of the NonStop system architecture inherently extends across
networks of Tandem systems.

In contrast, consider the most advanced conventional mainframe com-
puters claiming 99% availability A business running its computers around the
clock statistically would be out of business eight hours—one full shift—once
a month. The statistical probability of failure for such non-Tandem systems
tied together in an on-line network is even less acceptable: In just a
10-system network of conventional computers, the network would be down
for eight hours every third day.

In a 100-node network like Tandem's own corporate information system, an
organization using conventional mainframes would be off the air more than
on—and that is why NonStop systems will form the backbone networks of the
world's largest organizations.

k-

“We understand our
customers’ networking
needs because our own
international on-line
network is one of the
largest in the world.”
—Jeanne D, Wohlers

Vice President, Treasurer
Tandem Computers
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The ultimate size and confi

on of a new and gr

lication may not, during the
planning stage, be immediately
AP

discemible. With Tandem sys
tems, the network configuration

can easily change as the busi
ness changes

At Wells Fargo Bank, some 50

i ors are ai Nsed
ol 10lesale
l and retail banking applications
| | including a network
| VRIS JENEOE At | automated teller machines |
PREES FOR RERE MLLLCTINN - Fargo plans to upgrade to |

an EXPAND network for greater |
network availability disaster

recovery capability, increased |

maintainability and lower com |

| munications costs
|
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Years-Ahead Tandem Technology

Sizing Systems

for Today’s Needs,
Easily Adding Power

for Tomorrow’s
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Modularity

“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 business.

—Christer Magnusson

President,
Vingressor

With 35 bureaus in Scandinavia,
Vingressor, the travel agency
subsidiary of the Scandinavian
Airline System, books over
390,000 packaged tours annually
to 30 destinations

B usinesses 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

Tandem systems, in contrast, are inherently flexible.

Module by module, Tandem systems grow in power from mid-size to
mainframe—without reprogramming applications or retraining personnel—
and without disrupting business operations. Routinely Tandem users add
incremental processing power to their existing NonStop systems while they
continue to run without interruption.

Instead of purchasing a $2 or $3 million mainframe that will ultimately be
needed to run an application, Tandem users develop the application on a
minimum-size NonStop system for a tenth the investment. Later, when the
application goes on-line, the precise amount of required processing power is
added with no additional programming.

When the application grows, or when new functions are added that will
require more computing power, or when the application is distributed to
other facilities, or when all facilities are linked together in a network, the
requisite power is ‘metered’ to each system by again simply adding more
processor modules.

Each Tandem system can be expanded from two to 16 processors. And up
to 2565 full-size systems can be interconnected in an EXPAND network without
rewriting applications programs.

The dynamics of large organizations and complex marketplaces often
change computing requirements between the time an application is planned
and the time it is executed, and as the users’ needs change. The Tandem
architecture is forgiving of changes by virtue of its inherent 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 President,

Engineenng
Tandem Computers




Growing enterprises need true
modularity of computers to
accommeodate their growth and
added on-line activities, In the
retail and distribution markets
particularly within large chains,
the number of automated lo
cations increase while at the
same time the number of on-line |
services expand. To accommo
date both types of growth, an

|

easily expandable computer re-
source is key to cost-efficiency.
Target Stores, a $2 billion re
tailer and the largest subsidiary
of Dayton-Hudson Corporation, 18
an excellent example of the need
for true modularity Within three
years of installing its first two-
processor Tandem system to
begin developing 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
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Years-Ahead Tandem Technology

Consistently Delivering
Information as Accurate

as the Input

Data Integrity

ok
“Cable television systems
in over 950 cities depend
on us to accurately and
timely bill their 12
million subscribers every
month, utilizing their
on-line data bases

interconnected with ours.

We cannot tolerate lost
or damaged data—or
computer failures—
that would jeopardize
nearly $2.5 billion

of the cable industry's
annual revenues.”
—Robert J. Matthews

President,
Cable Data

Cable Data, an information systems
v snmmesd sl m= mocmseslate

Fundamemah to the integrity of the corporate information management
resource is the assurance that what comes out of the computer
1s as accurate as what goes in, and that the information is delivered to the
intended recipient.

The Tandem architecture and software tools such as Transaction Mon-
itoring Facility combine to achieve an unprecedented level of data integrity,
both within a single system and throughout a geographically distributed
network.

Data contamination and loss caused by system malfunctions and failures
are risks taken by all users of conventional computers. Such occurrences with
batch applications are sometimes recoverable, but in fast-paced on-line trans-
action processing environments—where an organization's critical business
functions are dependent upon the accuracy of rapidly changing information—
system errors are intolerable.

In passenger reservations systems, for instance, many days of departures
could be underbooked or overbooked because of data loss or damage.

In international electronic funds transfers, millions of dollars can be lost if
conventional computers inadvertently deposit cash in the wrong accounts.

Data integrity is inherent to the Tandem NonStop architecture. To
some Tandem users, this feature alone is reason enough to acquire
NonStop systems—and all of the other unique capabilities are regarded as
free benefits.

"“"The most 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
offers the highest

level of data integrity
available today."

—Dennis McEvoy
Vice President,
Software Development
Tandem Computers
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Tandem’s data integrity fea
tures lend important advantages
to all Tandem users, especially
to those having extremely

active and large on-line data 1
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
integrity advantage 1s an
important reason for the govemn
ment’s conversion to NonStop
systems. The Sociale Verze-
kerings Bank is responsible for
keeping accurate, current records
on some 3.5 milion children and
making timely correct payments
of over $200 milion monthly The i
agency's growing Tandem sys
tems are being linked together in
an EXPAND network around the

country extending data integrity

to hundreds of on-line terminals
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Years-Ahead Tandem Technology

Keeping Corporate
Information Assets

Constantly Available

NonStop

“According to the results
of the survey we
conducted with
DATAMATION magazine,
Tandem users were
notable for two factors:
the highest levels of
usage of both data base
management software

and networking software,

and the highest level
of customer loyalty for
any vendor covered in
the survey

—Barry Rosenberg

Partner,
Cowen & Company

Barry Rosenberg is a leading
comoputer industrv securities

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 forever.

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 failure 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 continuous operations employed redundant,
conventional computers hooked together One system stood idle until the
other failed. When that happened, data processing professionals flipped a
switch and hoped the second system was healthy This approach doubled the
cost of computer hardware.

The entire NonStop system performs useful work constantly There is no
wasteful redundancy Even when a NonStop system is undergoing mainte-
nance, the system can continue to run.

And there is no cost premium for fault-tolerance—nor for the other inherent
NonStop features of modularity data integrity and ease of networking.
Tandem's price/performance is second to none in on-line transaction
processing environments.

“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?"

—Gerald L. Peterson
Vice President,

Intermational Marketing
Tandem Computers
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Tandem NonStop systems are
assuring continual operations
and improved customer service
for air, rall, sea and road trans
portation companies worldwide
Around the clock, millions of
Tandem transactions occur daily
10 MAnage passenger reserva
tions, station operations, cargo
bookings and distribution, rail
road yards, dockside activities,

and total airport facilities

In railway-dependent Germany,
for instance, the heavily travel-
ed national Bundesbahn began
converting its domestic and
international passenger reserva
tions systems to Tandem in
1982, By early 1983, the network
will be handling over 20,000
transactions hourly

M-A'IN

Deutsche

Bundesbahn uBﬂ M-A- N
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Years-Ahead Tandem Technology

Assuring Successful
Customer Applications
through Super ior Support

Customer Service
and Support

630

540

450

360

270

180

Number of Customers

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
CowernvDATAMATION survey of computer users in which Tandem, for the
third consecutive year, ranked number one in the industry for customer
satisfaction and loyalty

Fully half of the entire Tandem organization—at some 100 locations in
16 countries—is dedicated to some aspect of the company's broad-based,
far-reaching support activities including sales support, customer education,
field service and applications support.

Even before system delivery Tandem's responsive attitude is apparent. The
Tandem Account Support Team, including both hardware and software
specialists, assists prospective users in planning on-line applications.

In many cases, Tandem's unique Application Design Support group con-
ducts in-depth studies 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 Tandem architecture,

Before shipment, every NonStop system is tested in failed-component
modes to ensure continued operation. Once installed, Tandem systems are
much more serviceable than conventional computers. The modularity of the
architecture lets maintenance and repair take place while the system con-
tinues to run user programs uninterruptedly

Service is provided by an integrated hardware-software Customer En-
gineering team working with advanced, Tandem-developed diagnostic sys-
tems and support techniques as comprehensive as the architecture itself.

]

2800

2100

1400

700

Number of Processors Installed
{ Curnulative)

1978 1979 19B0 1981 1982

Efficiency of Tandem technical
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The objective of Tandem cus-
tomer support in all its aspects 1s
to help make customers’ applica-
tions successful. One way this
is achieved is through Tandem'’s
Application Design Support group
which, during 1982, reviewed
some 150 customer applications
| and made recommendations on

ways to enhance them by making

changes to take maximum
advantage of the NonStop archi
tecture. Further assistance was
provided during the year via

885 technical training classes lor
| customers totaling over 8,000
| student-weeks that were
| conducted at Tandem customer

education facilities

Efficiency of Tandem technical
support personnel is enhanced
by on-line tools such as the self-
contained, microcomputer-based
diagnostics console of the
NonStop II (above) that is used
for on-site and remote trouble-
shooting. Customer engineers
around the world also use
Tandem's corporate EXPAND net- |
work to retrieve technical assis- |
tance automatically from company |
headquarters. Low turnover
within the Tandem field support
organization helps the company
maintain a consistently high
level of technical support.

Customer feedback as well as
service monitoring is facilitated
by Tandem'’s on-line Product Re-
porting System (left) that cap-
tures and disseminates NonStop
system service activity as well as
customer requests for enhance-
ments and new capabilities.

At Tandem headquarters,
the Tandem Executive Institute
conducts seminars for senior |
executives of customer and pro- l
spective customer organizatlons |
within specific industries.
Outside experts define industry
trends, Tandem speakers tell
how NonStop systems can help
companies address those trends
competitively, and a Tandem
user within the given industry
reports on successful NonStop
systemn applications.

17
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Years-Ahead Tandem Technology

Protecting
Users’ Investment
with Flexibility for
Future Enhancements

-
*

Product
Development

$35

Product Development
Expenditures
(Millions)

530

525

520

515

510

-]

1978 1979 1980 1981

1982

In 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.

Tandem's NonStop architecture provides unprecedented flexibility and
adaptability by creating elegant solutions from simple modules.

Since introduction of the original NonStop system, Tandem has 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 mainframe. This design also
provides unique economies in manufacturing, inventory, and service as well
as product development.

The ultimate goal of Tandem'’s product development programs is increasing
the functionality, efficiency, and ease of operation of the users’ back-
bone resource. Toward this end, the company's spectrum of projects
covers new product introductions, enhancements to existing products,
and new technology.

Product enhancements include microcode changes for the NonStop II sys-
tem that led to as much as a 26% performance improvement at no additional
cost to the customer. New products ranged from the 6530 ergonomic terminal,
to TRANSFER information management and delivery software, to INFOSAT
satellite communications system, to SNAX. SNAX software will enable EX-
PAND network users to access IBM SNA networks, devices and applications
programs while retaining the reliability and flexibility of NonStop systems.

Using Tandem-developed tools for the design of custom logic, the company
shipped the first products containing gate arrays of its own design during
fiscal 1982. Tandem will soon offer customers a product that is the outgrowth
of its work in fiber optics. Tandem customers will be able to link up to 14

S




j | maximum-size 1b-processor systems that are up to one Kuometer apart— landem’'s development |
without reprogramming—effectively creating a single system with more pow- expenditures—$34 million during |
| er than the world's largest conventional mainframe computer. fiscal 1982—are divided equally |

between hardware and software |
projects. Introduction of LSI gate
arrays and fiber optics into
NonStop systems is enhancing

| system performance and reliability,
while a steady stream of ad-
vanced software products contri
butes further to system flexibility
and ease of programming.
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A Unique Organization Focused on

The Tandem

Environment

Ensuring

Customer Satisfaction
through Creative,
Dedicated People

kY

Number of Employees
2900

3250

2600

1950

1300

650

1978 1980 1981 1982

1979

Tandem places high value on
employee communications to fa-
cilitate sharing the responsibility
for managing a rapidly growing
business, and to perpetuate the
successful corporate environ-
ment. Although emphasis is on
open communications within the
company’s unstructured environ-

ment, formal media are also used.

T sy

aming the industry's highest rating for customer satisfaction is not

accidental; Tandem employees care about the company’s customers
because Tandem cares about its employees. And because Tandem is a good
place to work.

Tandem's ability to recruit and keep quality, 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 industry,
and the resultant opportunities for individuals that abound in such a
dynamic business.

The Tandem environment is good for its people and good for the company.
Employee productivity is far higher than is typical in the computer industry,
and the company'’s turnover rate is less than one-third of the industry average.

High growth consistent with keeping customers satisfied is achieved
through shared responsibility, open communications, and performance recog-
nition. Creativity, teamwork and individual dedication flourishes at Tandem in
an unstructured environment that is guided by a clear sense of direction
communicated throughout the company

Individual growth is not left to chance. The self-education process that is
promoted by the nature of the workplace is augmented with formal training.
Over 150 individuals monthly attend courses in the Tandem Management
Development Program. And throughout the organization, the company strives
to explain the impact of each individual's performance on the company's
success—and how that success affects each individual.

Job satisfaction is a major reward at Tandem, but the company also pays
its people well, provides stock ownership opportunities (nearly all employees
are optionholders or stockholders), gives employees a voice in selecting
benefits, and provides North American employees six-week, fully-paid sab-
baticals every four years, while employees outside North America take the
customary longer vacations annually.

$105

Employee Productivity

(Revenue Per Employee; Thousands)

1978

1979 1980

1981 1962




Center magazine focuses on
the range of human and busi
ness aspects of life at Tandem,
candidly written by individuals
from all areas of the organization
Teleconferences, initiated
during 1982, communicate tech

nical and business information to

1116

all US. sites simultaneously
aind interactively
Tandem’s shared-management
philosophy works at the top
level of the company as well
Decision-making is shared
by the Management Committee,
compnsed of the senior man
igers from Tandem's domestic
and international operations
And company facilities are
intentionally designed with an
open feeling to encourage easy
interacuon

iy AN D=

One method of employee
recognition is the international
Tandem Outstanding Performers
program that rewards exceptional |
individuals with a company-paid
group trip. The program also
promotes idea exchange among
many of Tandem’s highest
achievers
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1. The biggest change taking place

in commercial data processing
within large organizations is

a. Batch processing is making
a comeback.

b. Companies are consali:
dating and centralizing
data processing.

c. Businesses are moving
their data processing from
batch to on-line to better
control resources, offer im-
proved service to customers,
and have more timely
management information.

2. Tandem's marketplace is

a. Limited niche applications
where users require a
fail-safe computetr.

b. The rapidly growing realm of

on-line transaction processing.

¢. Traditional batch computing
applcations.

3, Tandem is selling

d. A minicomputer

b. A mainframe computer.

c. A continuously available com-
puter system that can grow
modularly from the power
of a minicomputer to that of
a mainframe.

4. Why is continuotis availability im-
: portant in an on-line environment?

a. When the computer stops, the
business stops. -
b. When'the computer stnps.
- sales are lost. :
¢..When the computer stops and
you can't take the customer’s

order; the customer goes
'sornewhete else.

5, Tandem NonStop systems assure
.continuous availability through

‘a: Coupled processors in-a “hot
standby” mode where the =

standby waits for the working -

pracessor to fail.

b, Total systein redundancy, where -

processing is replicated ona -

set of duplicate components. -~

c. A combined hardware and
software solution that allows

theenﬁreaystemmdouseﬁﬂ :

‘work at all times.

B. What is the advantage of
Tandem's satellite link versus a
long distance telephone link in
computer communications?

a. None, because telephones are
the established technology.

b. Costs are lower, speeds are
faster, and you can broad-
‘etist to multiple locations
simultaneously.

¢. You never get a busy signal.

7. The level of Tandem's customer
satisfaction and loyalty is deter-
mined by

~a: Tha number of people in
Tandem's customer support
functions; -
b, The customer’s mood on any.
- given day

c. How successful the customers’

applications are.

8. Who needs Tandem system data
integrity features?
a. A bank that wants a
-multi-million’dollar deposit
recorded accurately.
b..An airfline that wants fully
booked cargo operations.

c. A hospital that wants patients
" to have the correct medication.

9.

10.

Which statement is false?

a. Tandem's employee productiv-
ity is really not much different
than the industry average.

b. Tandem's employee turnover
rate is well below the industry
average.

c. Paid sabbaticals are a really
nice benefit.

Why would anyone buy a com-
puter that fails?

a. S/he does not yet know
about Tandem,

b. S/he does not understand the
cost of downtime.

c. S/he does not use a computer.

More6mMe 8 Lq9929Mmp2E€q972Z2'1
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HIGHLIGHTS

$240

Sle0

1978 1979

1980 98]

|82

Fiscal Year Ended September 30 1982 1981 1980
Revenue $312,143,000 $208,397.000 $108,989,000
Operating Income S 40,708,000 S 40,391,000 S 19.323,000
Operating Margin 13.0% 19.4% 17.7%
Net Income S 29,856,000 S 26,549,000 S 10,687,000
Earnings Per Share S.76 $.72 $.35
Working Capital $194,761,000 $179,102,000 S 61,232,000
Total Assets $337.366.000 $255,971,000 S 95,701,000
Equity $250,988,000 $204,810,000 S 70,294,000
Number of Employees 3.821 2,730 1,387

Revenue

(Millions)

5320
® Domestic
® International

Earnings Per Share

1978 1979 1980 1981

1982
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TO OUR STOCKHOLDERS

In the comparatively short period of time since the Company was
formed in November, 1974 until today. Tandem Computers has become a
significant factor in the computer industry as well as a leader in the
on-line transaction processing marketplace. This outstanding perform-
ance is one in which we take a great deal of pride. When a company
achieves such success and attendant size. however, it is no longer possible
to be totally immune to the effects of the economy. Most of our business
regions remained strong relative to the industry in fiscal 1982, but not in
line with our traditional growth rates. A few geographic areas have been
more affected by the recession, with the result that Fandem’s sales in those
regions grew at a slower pace this year and our overall growth rate
moderated somewhat, At the same time we believe that we strengthened
our competitive position, adding to our cusiomer base of large corpora-
tions making major commitments to Tandem, investing in new products,
and gaining experience lead-time.

For the tiscal year ended September 30, 1982, revenue grew at a rate
of 50% to $312.143.000 from $208.397.000 in fiscal 1981. Operating margins
were 13% in fiscal 1982, compared with 19% in the previous period. Net
income was 529,856,000 or $.76 per share, versus $26,549,000 or $.72 per
share, in 1982 and 1981 respectively. The combination of revenue that was
below target and continued high investment to support product devel-
opment and expansion of our organization led to margins that were
below our goal.

Nonetheless, as our 50% growth rate indicates, Tandem’s marketplace
is one of the most robust in the computer industry. We are committed to
developing the resources—the products, the sales and service organiza-
tion, and the people—necessary to continue to be a leader in this high-
growth market. As an indication of our level of commitment, the Company
spent 534 million on product development and $64 million on property.
plant, and equipment in tiscal 1982.

Investment in Products

During fiscal 1982, the Company introduced a number of enhanced
products and announced a series of new products that will become avail-
able during 1983. Among the product enhancements, the Company
began offering a two-megabyte memory board for the NonStop II that
provides users with increased memory capacity for each processor. In
addition, we introduced a completely new line of higher performance
peripheral products, including disk drives, a high capacity tape drive,
printers, and a terminal. The most important of these products is the
Tandem-designed and manutactured 6530 ergonomic terminal which
we introduced at the Annual Stockholders Meeting last February. The
market acceptance of this product is very good: we have ramped up

production and now ship terminals exclusively of our own manutacture.

Investment in Facllities

In order to maintain our commitment to provide a superior level of
support to our customers, Tandem opened twelve new branch sales offices
in the United States, Canada, and England; opened new sales subsidiaries
in Belgium and Norway: and established distributors in Argentina and
Israel.

Facilities expanded with the opening of a plant to manufacture the
6530 terminal in Austin, Texas, @ manufacturing facility in Bensenville,
Illinois, and an addition to the corporate headquarters in Cupertino, Cali-
fornia, Further, the Company broke ground for a printed circuit board
auiomated assembly and testing plant in Watsonville, California.

Investment in Productivity and Technology

Tandem has a continuing dedication to manufacturing efficiency and
to 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 far we have attained significant gains in produc-
tivity. In addition, a pilot program for automated board assembly was very
successful, which has led us to expand our operations in Watsonville.

Investing in technology has resulted in a unique contribution in
Tandem-developed tools for design of custom logic. 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 creativity
and hard work of Tandem'’s people. The dedication of our people is indi-
cated by their high productivity: average revenue per employee was
$95.000. Turnover, at 9%, remains far below the indusiry standard.

Each person at Tandem works at maintaining an environment that
encourages such ouistanding 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 recognition of superior performance through its
TOPS—Tandem Outstanding Performers—program. TOPS is a way both to
reward people, and to provide a mechanism for ouistanding people to
share their ideas. In addition, we realize that all cur people need a time
to recharge, and we try to find ways to support that. For example, each
employee in the United States earns a paid sabbatical every four years.

Outlook

We believe that Tandem possesses all the necessary atiributes for
continuing success. Our marketplace is one of great potential throughout
the Eighties. We have an impressive customer base, a unique and inno-
vative product, outstanding people, c:pd a wgall developed organization.




ine Lompany exienaea iis markel 10cus wiin mne announcement ol
our planned comprehensive corporate information system. The first prod-
ucts, which will be available during 1983, are TRANSFER intormation
delivery system that allows users to move office information along with
traditional data processing over a Tandem EXPAND network: TRANSFER/
MAIL electronic mail manager; and TRANSFER/FAX facsimile manager.
The Company unveiled the first commercially available, fully integrated
computer/satellite communications network, called INFOSAT, that will
provide a low-cost, highly reliable alternative to terrestrial communica-
tions facilities. This product will be marketed jointly by Tandem and Amer-
ican Satellite Company. Tandem also announced a new communications

product, SNAX, that will provide users of Tandem distributed networks with
access to IBM SNA networks, devices, and application programs while
retaining the high-reliability benetfils inherent in all Tandem products.

SINCe 1ne woriawiae economic environment connnues 10 pe uncer-
tain, we have taken steps to control our expenses better, with the objective
of improving our margins to historic rates. Perhaps most importantly. we
are educating all our people aboutl their individual responsibility for
attaining our goals. Overall, we anticipate fiscal 1983 to be a year of
challenge, but also a year when Tandem continues to be a growth leader
in the industry.

Sincerely yours,

WL e Dyi

Thomas J. Perkins James G. Treybig
Chairman of the Board President and Chief Executive Officer

December 1, 1982

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

SELECTED FINANCIAL DATA
For the Five Years Ended September 30, 1982

(In thousands except

per share amounts) 1982 1981 1980 1979 1978
Revenue §312,143 $208,397 5108,989 $565,974 524,305
Cost of revenue 109,305 75,647 40,831 20,786 9.096
Product development 33,642 17.833 8.786 4,654 2,169
Marketing, general and administrative 128.488 74,626 40,049 20,828 8,808
Operating Income 40,708 40,391 19.323 9,706 4,232
Interest income. net 6,033 10,707 1,769 398 258
Provision for income taxes (16.885) (24.549) (10.395) (5.184) (2.337)
Income Before Extraordinary Credit 29,856 26,549 10,687 4,920 2,153
Net income 29,856 26,549 10,687 4,920 3.371
Earnings Per Share Before Extraordinary Credit S L T 720 (8 o =5 200 T3 110
Earnings per share 76 Y5 35 .20 16
Total assets $337,366 5255971 S 95,701 545,947 $22,0561
Long-term debt and capi-

talized lease obligations 21,102 2,054 1.651 1,144 715
Stockholders’ investment 250,988 204,810 70.294 31,530 15,538
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Overview

Tandem Computers continues iis commiiment to being a techno-
logical leader in the rapidly growing market for on-line transaction
processing systems and networks of on-line systems, The Company
believes that fault tolerance is a fundamental architectural design crite-
rion for computer systems that support such applications. Achieving the
Company’s technological leadership goal involves many factors, includ-
ing strategic market positioning, an ongoing commitment to product
development, and an organizational structure and philosophy that {osters
employee productivity and creativity Also critical is maintaining a finan-
cial position and operating record that allows the Company to maximize
its performance in an environment of rapid growth.

Financial Condition

Financial soundness is a high priority within Tandem. The Company’s
rapid growth 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,
primarily equity issues sold to public investors and to employees through
option and stock purchase programs. All profits after taxes have been
reinvested in the business. Capital equipment has been funded with
equity. lease financing, and Industrial Revenue Bonds, During fiscal 1982
the Company began construction of major facilities in Austin, Texas and
Watsonville, California. These tacilities are being financed during the con-
struction phase under revolving lines of credit, All existing facilities being
used by the Company are leased.

As of September 30, 1962 Tandem Computers has a cash and cash
investment balance of $24.816,000, unused revolving lines of credit total-
ling $63,276.,000, and an equity base of $250,988,000. The Company has a
current ratio of 5:1, and long-term debt was less than 8% of total capital at
fiscal 1982 year-end. The Company’s financial strategy includes maintain-
ing a sound ratio of current assets to current liabilities and a conservative
capital structure. The Company believes this strategy provides it with max-
imum 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 of Operations

The table below summarizes the changes in important operating
indicators for the fiscal years presented. The numbers on the left account
for the revenue dollar by showing various income and expense items as
a percentage of revenue. The numbers on the right measure the yearly
percentage increases (decreases) in the same items.

in the year, and as the new Tandem designed and manufactured 6530
terminal entered volume production and shipment. During the vear, the
Company shipped 1,542 processors, compared with 1,210 processors in
fiscal 1981, Foreign revenue accounted for 33.5% of total revenues for fiscal
1982, compared to 34.3% and 31.4% for fiscal 1981 and 1980 respectively.

Operating Margins

Tandem Computers has a goal of achieving 16-20% operating mar-
gins. During fiscal 1982 the Company did not meet this goal because
shipmenis 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 of
committed expenses in product development and marketing. In addition,
revenue for some 524,000,000 in shipments was deferred into fiscal 1983,
but indirect costs associated with these shipments were charged in fiscal
1982,

The Company’s cost of revenue as a percent of revenue declined
slightly in fiscal 1982 and 1981 despite the opening of new manutfacturing
facilities in Watsonville, California; Austin, Texas; Bensenville, Illinois; and
Reston, Virginia, and despite the start-up costs of manutacturing signifi-
cant new products including the NonStop 1I system and the 6530 terminal.

Tandem’s product development effort is focused on meeting the
needs of computer users who are implementing on-line systems, both at
single sites and in geographically distributed on-line information pro-
cessing networks. The Company believes that the opportunities for tech-
nological innovation in this marketplace are enormous. Investment in
product development is targeted to be in the range of 9-10% of revenue
in fiscal 1983. These funds are being invested in enhancements to existing
products and in important new products that will be introduced over the
years to come.

The Company has focused its marketing sirategy on selling to end-
users who are implementing major on-line applications. Providing a high
level of service and support is essential to meeting the needs of this cus-
tomer base. To maximize its long-term opportunities in this marketplace,
Tandem has built a direct selling and support organization in 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 of
revenue than in previous years due to the rapid expansion of the market-
ing organization during a period of slower revenue growth than antici-
pated. Locking ahead, the Company believes that a relatively high level
of expenditures on marketing and support, such as has been the case in
each of the last three years, is required to compete successfully in its
marketplace.




% of Revenue % Increase ( Decrease)

1982 1981 1980 1982 1981 1980
100 100 100 Revenue 50 91 95
a5 3é 37 Cost of revenue 45 85 96
I 9 8 Product development 89 103 89
Marketing. general
41 36 a7 and administrative 72 86 92
13 19 18 Operating income 1 109 Q0
2 5 2 Interest, net (44) 509 342
15 25 19 Prelax income (" 142 109
5 12 10 Provision for taxes (31) 136 101
10 13 10 Net income 12 148 117
Earnings per share 6 106 75
Weighted average
shares ocutstanding (-] 22 21

(Totals may not! add due to rounding.)

Revenue .

Tandem Computers’' revenue gains over lhe last three years have
resulted directly from 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. During
fiscal 1982 the Company did experience a slowing in its revenue growth
particularly in certain geographic regions, which the Company believes
related to unfavorable economic conditions in those areas. Fiscal 1982
was also a year of significant product transitions, as the NonStop 11,
first shipped in mid-1981, accounted for about 60% of processor shipments

B —

Net Income and Earnings Per Share

Net income growth has differed from operating income growth due
to substantial changes in the Company’s net interest income and a decline
in the effective tax rate. Interest income has been earned on funds raised
from public equity financings in advance of operating requirements. As
these funds have been drawn into the operating assets of the Company.
interest income has declined.

The Company’s tax rate was 36% in 1982, compared with 48% in 1981
and 49% in 1980. The decline in the Company’s effective tax rate in 1982
resulted primarily from tax incentives provided by the Economic
Recovery Tax Act of 1981 for research and development expenditures and
investment in capital equipment.

Earnings per share have grown less rapidly than net income due to
increases in shares outstanding. The Company’s public offerings of com-
mon stock in fiscal 1981 and 1980, combined with sales of stock to
employees under the stock purchase plan and grants under option plans,
resulted in increases in weighted average shares outstanding of 6% in
1982, 22% in 1981, and 21% in 1980. Proceeds from the sale of these addi-
tional shares have been used to finance the capital expansion required to
support the Company’s growth during this period.

Effect of Inflation
The Company believes that the effect of inflation on labor rates has
been olfset by increases in productivity and decreases in materials costs.

Working Capital Property, Plant and Equipment Capitalization
(Millions) (Millions) (Millions)
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TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF INCOME

For the Three Years Ended September 30. 1982

(In thousands except per share amounts) 1982 1981 1980
Revenue

Product revenue $272.591 $186,897 S 98,030
Service and other revenue 39,552 21,500 10,959
Total revenue 312,143 208,397 108,989
Costs and Expenses

Cost of revenue 109,305 75.547 40,831
Product development 33,642 17,833 B,786
Marketing, general, and administrative 128.488 74,626 40,049
Total costs and expenses 271,435 168,006 89.666
Operating Income 40,708 40,391 19,323
Interest expense (967) (282) (293)
Interest income 7.000 10,989 2,052
Income Before Income Taxes 46,741 51,098 21,082
Provision for income taxes (16,885) (24,549) (10,395)
Net Income S 29.856 S 26,549 S 10.687
Earnings Per Share S 76 S 72 S .35
Weighted average shares ouistanding 39,221 37,025 30,241

The accompanying notes are an integral part of this statement

A new facility in Reston,
Virginia for systems integration
and testing was being readied
for occupancy at the close of
fiscal 1982. Other new facilities
this year include an extension to
the corporate headquarters com-
plex in California and leased
manufacturing facilities in
Bensenville, [llinois and Austin,
Texas. Other buildings are
under construction, due
on-stream in 1983




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES
I T T e ——— e e e e e

B CONSOLIDATED BALANCE SHEET 1

As of September 30, 1982 and 1981 l

(In thousands) 1982 1981 (In thousands) 1982 1981
Assels Liabilities and Stockholders’ Investment
Current Liabilities
Current Assets ] Current portion of capitalized
Cash and cash investments S 24816 $ 89.806 lease obligations S 2060 S 682
Accounts receivable, net of allowances of Accounts payable 22918 23,634
53,000,000 in 1982 and $1,000,000 in 1981 98,810 70,671  Accrued liabilities:
Inventories 101.335 54.543 Wages, payroll taxes, and employee benetits 8,913 3,969
Prepaid expenses and other 17.013 5,046 Income taxes 7.136 10,275
Total current assets 241,974 220,066 Other accrued liabilities 6.186 2404
Total current liabilities 47,213 40,964
SIOpefin Monk and Eauipmen:, Ot gom Capitalized Lease Obligations 10378 2,054
Land 4441 ~  Long Term Debt 10,724 =
Machinery and equipment 25.767 13154  poterred Income Taxes 18,063 8,143
Computer equipment and spares 44,274 20,439
Leasehold improvements 21,788 8,147 Stockholders’ Investment
Construction in process 11,196 2,599 Common stock 5.025 par value, authorized
60,000,000 shares, outstanding 37,634,754
107,466 44,339
; in 1982 and 36.409.631 in 1981 941 Q10
Accumulated depreciation and amortization (18.080) (8.434) Additional paid-in capital 177.759 161.468
Net property and equipment 89,386 35905 Retained earnings 72,288 42,432
Other Assets 6,006 — Total stockholders’ investment 250,988 204810
Total Assets $337.366 5255971 Total Liabilities and Stockholders’ Investment  5337.366 $255,971

The accompanying notes are an integral part of this balance sheet.
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TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES
e e e e e e —————— e —

CONSOLIDATED STATEMENT OF STOCKHOLDERS' INVESTMENT
For the Three Years Ended September 30, 1982
Additional i
Common Stock Paid-In Retained ;
(In thousands) Shares Amount Capital Earnings Total
Balance September 30, 1979 25,020 $209 S 25,520 S 5801 $ 31,530
Sale of common stock,
net of related expenses 4,290 36 24,243 — 24,279
Sale of common stock
under stock option plans 589 5 2,037 —_ 2,042
Sale of common stock 5
under stock purchase plan 176 1 949 — 950
Tax benefit from employee
transactions in common stock — — 806 — 806
Net income — —— — 10,687 10,687
Balance September 30, 1980 30,075 251 53,555 16,488 70.294
Sale of common stock,
Sa?eeto?tcge;r:;c?nesfgfknses 4,500 38 95,995 96,033 This yeer Tandem began =
manufacture an ergonomic ter-
under stock option plans 1,692 15 7.381 — 7.396 minal of its own design. The
Sale of common stock new terminal features user com-
under stock purchase plan 143 1 2,272 - 2,273 fort, high throughput, and data
Capitalization of retained earnings integrity In addition to the 6530
for three-for-one stock split - 605 - (605) —_— terminal, Tandem introduced a
Tax benetfit from employee completely new line of higher
transactions in common stock —_ —_ 2,265 — 2,265 performance peripheral devices.
Net income — — - 26,549 26,549
Balance September 30, 1981 36410 Q10 161,468 42,432 204810
Sale of common stock
under stock option plans 863 22 5,028 — 5,050
Sale of common stock
under stock purchase plan 362 9 7,190 —_ 7,199
Tax benefit from employee |
transactions in common stock — - 4,073 — 4,073
Net income — — — 29.856 29.856
Balance September 30, 1982 37.635 5941 $§177.,759 $72.288 $250,988
The accompanying notes are an integral part of this statement.




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION
For the Three Years Ended September 30, 1982

(In thousands) 1982 1981 1980
Working Capital Provided From (Used For):
Net Income § 29,856 S 26,549 510,687
Add back items not currently using working capital

Depreciation and amortization 10,196 4,107 2,647

Detferred income taxes 9,920 4818 2,284
Working capital provided from operations 49,972 35474 15,518
Acquisition of property. plant and equipment, net (63.677) (25,974) (9.966)
Increase in other assets (6.006) - -
Increase in capitalized lease obligations 8,324 403 507
Increase in long term debt 10,724 — -
Tax benetit from employee transactions in

common stock 4,073 2,265 806
Sale ol common stock, net 12,249 105,702 27.271
Net increase in working capital S 15,659 $117.870 534,136 ol K anl Py

ORACLE, a Tandem-developed
system for automatic testing of
printed circuit boards introduced

Working Capital Increase Represented By:
Increase (decrease) in current assets

Cash and cash investments 5(64,990) S 73,561 S 9.487 into Tandem manufacturing
Accounts receivable 28,139 28,119 22,671 locations during 1982, provides
Inventories 46,792 33.642 9.597 testing functions not previously
Prepald expenses and other 11,967 3,081 580 possible, and dramatically boosts
(Increase) decrease in current liabilities manufacturing productivity
Current portion of capitalized lease obligations (1.378) (206) (10l) Other manufacturing enhance-
Accounts payable 716 (12,571) (5.388) ments brought on-stream durmg
Accrued liabilities other than income taxes (8.726) (3.157) (1.947) 1982 include new capabilities for
Accrued income taxes 3,139 (4.599) (763) automated assembly of printed

circuit boards.

Net increase in working capital S 15,659 §117.870 534,136

The accompanying notes are an Integral part of this statement
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TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Consolidation

The consolidated financial statements include the accounts of Tandem
Computers Incorporated and its wholly-owned subsidiaries after elimi-
nation of intercompany 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.

Exchange Gains and Losses

Foreign exchange and 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, first-out) or market and
include materials, labor, and manufacturing overhead. The components
of inventories as of September 30 were:

(In thousands) 1982 1981

Purchased parts and subassemblies 556,822 $33.625
Work-in-process 13413 8819
Finished goods 31.100 12,099
Total $101.335 554,543

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, Plant and Equipment

Systems spares (515,869,000 in 1982 and $8.,610,000 in 1981) are depreci-
ated 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 5-10 years
Computer equipment and spares 5- 7 years
Leasehold improvemenis Lease term

1982 1981 1980
Federal statutory tax rate 46% 46% 46%
State taxes. net of Federal

income tax benetfit “ 4 4

Investment tax credits (8) (3) (3)
Research and development tax credils (8) (1) —
Other 2 2 P
Effective Tax Rate 36% 48% 49%

3. Lease and Other Commitments

The Company leases its headquarters, operating facilities, field offices,
and automobiles under operating lease agreements. The Company also
has capitalized leases for certain equipment. Future lease payments as of
September 30, 1982 are as follows:

(In thousands) Leases
Fiscal Year Operating Capital
1983 5 27,084 § 3,567
1984 25,709 3481
1985 23.665 3314
1986 22,699 3,068
1987 19,151 3.873
1986-2004 112,731 -
Total minimum lease payments $231.039 17,303
Less: Amount representing interest (4%-17%) 4,865
Present value of minimum lease paymenis 512438

Rent expenses were 520,895,000{n 1982, $8,908.000in 1981, and $4,509.000
in 1980.

The Company has entered into a lease agreement for a new facility
in Reston, Virginia, which is expected to be occupied in fiscal 1983, and
for which the Company has guaranteed construction financing of
$13,495,000. In addition, the Company has standby letters of credit totaling
approximately $3,800,000 for other operating purposes.

4. Long Term Debt

As of September 30, 1982 long term debt consisted of $8,724,000 in con-
struction financing and 52,000,000 of Industrial Revenue Bonds, all related
to tacilities under construction in Watsonville, California and Austin, Texas.
Interest costs of $508,000 related to this construction were capitalized in
fiscal 1982. The Industrial Revenue Bonds bear interest at 12% and 12%/s%
and are due in 1992,

The Company has entered into unsecured credit agreements totaling
§72,000,000 with several banks. The agreements provide for revolving
borrowinas throuah various dates in 1984, at which time outstanding
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Earnings Per Share

Earnings per common share have been computed based upon the
weighted average number of common and common equivalent shares
outstanding. Common equivalent shares resull from the assumed exercise
of stock options outstanding 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 tollowing deterred (prepaid)
ftems:

(In thousands) 1982 1981 1980
Current Federal S 5516 .\315.356 § 6,022
Curreni Stale 3,633 3,771 1,682
Current Foreign 2,244 1.401 1,120
11,393 20,528 8,824
Prepaid Federal (3.333) (1.205) (281)
Prepaid State (253) (180) (29)
Prepaid Foreign (842) 588 —
(4.428) (797) (310)
Deferred Federal 6.656 4325 2.104
Deterred State 239 194 82
Deterred Foreign 3.025 209 (305)
9.920 4818 1.881
Total Provision 516,885 524,549 510395
Sources ol deferred (prepaid) taxes were as {ollows:
(In thousands) 1982 1981 1980
Installmen! sale method
for income tax reporting § 3.657 S — § —
Expenses recognized for
financial statements, but not
for income lax reporting (1.508) (897) (195)
Eftect of Intercompany profit
aliminations (2.654) (2.522) (611)
Other items (3.926) 2622 496
Total Prepaid 5(4.428) S (797) S (310)
DISC income § 30la § 3.230 § 1.638
Accelerated depreciation 2,799 1,192 538
Other items 3.203 396 (295)
Total Deterred § 9.920 S 4818 S 1.881

The provision for income taxes differs from the amount obtained by
applying the Federal statutory income tax rate to income before taxes
follows:

amounts may be converted into term loans repayable in equal quarterly
installments through 1987. Domestic borrowings bear interest at or below
the banks’ prime rates during the revolving period and approximately
I/4% above these rates during the term period. The Company is required
o pay a commitment tee of % per annum. Of these facilities $22,000.000
have been earmarked by Tandem for the construction referred to above.
The remaining $50.000,000 are for working capital purposes 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 payment of cash dividends. The
Company was in compliance with all such covenants and restrictions at
September 30. 1982.

5. Preferred and Common Stock

PREFERRED STOCK
The Company has 2,400,000 shares of preferred stock authorized.

STOCK 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 exercis-
able six months after the effective date and expire no later than seven
years after the effective date. Al 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, 1982 options for 5,041,824 shares were oulstanding at
prices ranging from $.58 to $26.88, with an average price of 516.01. Options
for 4,282,209 shares were exercisable as of September 30, 1982, Options for
5,249,407 are available for future grant. Options were exercised at prices
ranging from $.17 to $26.88 in 1982, $.08 to $22.88 in 1981, and S$.08 to
$6.61 in 1980.

EMPLOYEE STOCK PURCHASE PLAN

As of September 30, 1982 the Company has reserved 1,288,526 shares for
future issuance under iis 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 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
tair market value at the grant date. As of September 30, 1982 options to
purchase 275,700 common shares at $17.04 per share, 39,600 at $26.90,
and 370400 at 512,75, were oufstanding under the second method. Such
options are exercisable through January 4, 1983; from November 1, 1982
through January 30, 1984; and from August 16, 1983 through November 15,
1984 respectively.




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

6. Geographic Segment Information

The following table sels forth information about the Company’s opera-
tions in different geographic regions for the three years ended Septem-
ber 30, 1982.

Geographic Area Adjustments
United and

(In thousands) States Europe Other Eliminations Consolidated
1982 ;

Revenue—Customer 5215154 §74.958 522,031 § — 5§312.143
Revenue—Intercompany 60,126 - - (60,126) —
Revenue—Total 275,280 74,958 22,031 (60,126) 312,143
Pre-Tax Income 43,949 9,267 22 (6.497) 46,741
Identitiable Assels 276,886 56,685 15,863 (12,068) 337,366
1981

Revenue— Cuslomer $144392 547294 S516.711 § — 5208,397
Revenue—Intercompany 37.580 - - (37.580) —
Revenue—Total 181,972 47.294 16711 (37.580) 208,397
Pre-Tax Income 50,297 4,145 2,139 (5.483) 51,098
Identitiable Assels 213,693 34,592 12471 (4,785) 255.971
1980

Revenue—Customer 578,758 525,760 § 447] § — 5108,989
Revenue—Intercompany 17,452 1.868 56 (19.376) —
Revenue—Total 96.210 27.628 4,527 (19376) 108,989
Pre-Tax Income 21,469 801 140 (1.328) 21.082
Identifiable Assels 76,181 19.889 2.109 (2.478) 95.701

Intercompany transfers are made at approximately arm’ length prices,
which include manufacturing profits attributable to United States opera-
tions. Identifiable assets are those assets of the Company that are identi-
fied with the operations of the corresponding geographic area. United
States customer revenue includes export sales of $7.687.000 in 1982;
$7,397,000 in 1981; and $3,973.000 in 1980.

7. Unaudited Quarterly Financial Data

Quarters Ended

(In thousands

excep! per share amounts) Dec. 31 March 31 June 30 Sept. 30
Year ended September 30, 1982:
Revenue
As previously reported $74.684 585,593 584,440 $91.182
As resiated 70.985 74.101 79.823 87,234
Gross Margin
As previously reported 48,208 54914 55,855 59,302
As restated 45,804 47,444 52,855 56,735
Operating Income
As previously reporied 13.669 15,634 13,385 12,903
As restated 11,352 8.434 10,493 10,429
Net Income
As previously reported § 8,944 5 9815 S 8,956 S 9.568
As restated 7.788 6,222 7513 8,333
Earnings Per Share
As previously reported Bs 23 S 25 St .23 SR
As restated .20 16 19 21
Year ended September 30, 1981:
Revenue 540,609 547417 555,865 564,506
Gross Margin 25,708 29,933 34,957 42,252
Operating Income 7.521 9.012 11.468 12,390
Net Income 5 4.662 S 6476 S 7,191 § 8.220
Earnings Per Share S .14 Sy 17 s .19 T |

The Company’s previously reported fiscal 1982 quarterly results have
been restated primarily to reflect the deferral of certain sales transactions
into subsequent fiscal quarters. In connection with the preparation of its
year-end financial statements, the Company determined that these
transactions were more properly recognized in the later quarters.
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AUDITORS' REPORT TANDEM STOCK PRICE
To Tandem Computers Incorporated: Calendar Quarter Price High Low
We have examined the consolidated balance sheet of Tandem Com- 1982 3rd Quarter 22’/' 141/2
puters Incorporated (a Delaware corporation) and subsidiaries as of f;‘ldaﬁ‘::;:’ :m A 3?
September 30, 1982 and 1981. and the related consolidated statements of 1981 4th Quarter 34 27V
income, stockholders’ investment, and changes in financial position for 3rd Quarter a2 24
each of the three years in the period ended September 30, 1982, Our 2nd Quarter 34%s 24%4
examinations were made in accordance with generally accepted . ;;‘1 ‘g‘f"e' 25;/’ ?g:f’
auditing standards and, accordingly, included such tests of the account- : e Qu‘;f,:‘; l:;: 9?2
ing records and such other auditing procedures as we considered neces- 2nd Quarter 9 61/
sary in the circumstances. 1st Quarter 9 &'/

In our opinion, the consolidated financial statemenis referred to
above present fairly the tinancial position of Tandem Computers Incor- Inthe second calendar quarter of 1982, Tandem Computers Incorporated
porated and subsidiaries as of September 30, 1982 and 1981, and the common stock began trading via the NASDAQ National Market System
resulls of their operations and the changes in their financial posittion for  under the frading symbol TNDM. For the second and third quarters of
each of the three years in the period ended September 30, 1982, all in 1982, the quotations represent the high and low sales prices. Quotations

conformity with generally accepted accounting principles applied on a that pertain to earlier periods represent prices between dealers without
consistent basis. adjustment for mark-up, markdown, or commissions and may not repre-

sent actual transactions. All prices have been adjusted for stock splits. No
dividends have been declared on the common stock.
Arthur Andersen & Co.
San Jose, Calitornia
December 14, 1982
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December 28, 1983
Dear Stockholder:

You are cordially invited to attend the Annual Meeting of Stockholders which will be held on Friday,
February 10, 1984, at 10:00 A.M. at the offices of the Company at 19333 Vallco Parkway, Cupertino,
California.

The formal notice of the Annual Meeting and the 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 James G. Treybig
Chairman of the Board President and Chief Executive Officer

TANDEM COMPUTERS INCORPORATED

18333 Valico Parkway ¢ Cupertino, CA 85014 < (408)]725-8000




TANDEM COMPUTERS INCORPORATED

Notice of Annual Meeting of Stockholders
To Be Held February 10, 1984

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, California, on February 10, 1984,
at 10:00 A.M. for the following purposes:

. To elect three Class I directors to hold office until 1987.

2. To consider and vote upon a proposal to amend the Company’s Certificate of Incorporation
to provide for the creation of one or more series of Junior Common Stock.

3. To consider and vote upon a proposal to adopt the Tandem Computers Incorporated 1984
Junior Commeon Stock Plan.

4. To ratify the selection of Arthur Andersen & Co. as the Company’s independent auditors.

5. To transact such other business as may properly come before the meeting and any
adjournment thereof.

The Board of Directors has fixed the close of business on December 16, 1983 as the record date for
determining the stockholders entitled to notice of and to vote at the Annual Meeting and any adjournment
thereof. A complete list of stockholders entitled to vote will be available at the Company’s headquarters,
19333 Vallco Parkway, Cupertino, California, for ten days prior to the meeting.

IF YOU DO NOT EXPECT TO ATTEND IN PERSON, PLEASE PROMPTLY SIGN AND
RETURN THE ENCLOSED PROXY.

Henry V. MORGAN
Secretary

December 28, 1983




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, Cupertino, California 95014, of proxies in the accompanying form to be
used at the Annual Meeting of Stockholders to be held on February 10, 1984, and any adjournment
thereof., The shares represented by the proxies received pursuant 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. On the
matters coming before the meeting as to 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 so specified, the shares will be
voted FOR the 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 Meeting and in this Proxy Statement.

Stockholders of record at the close of business on December 16, 1983 are entitled to notice of and to
vote at the Annual Meeting. On December 1, 1983, the Company had 39,770,197 shares of Common
Stock outstanding. Each holder of Common Stock is entitled to one vote for each share held on the record
date, except that, in voting for directors, each stockholder 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 stockholder may cast as many votes 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 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 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 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 materials will be borne by 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.

This Proxy Statement and a form of proxy are being mailed to stockholders on or about December 28,
1983.

IMPORTANT

Please date and sign the enclosed proxy and return it at your earliest convenience in the enclosed
postage-prepaid return envelope so that, 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, each consisting of
three directors. Three Class I directors are to be elected at the Annual Meeting for three-year terms
expiring on the date of the Annual Meeting in 1987 or until each 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 I directors. Mr. Collins and Mr. Marshall are currently members of the Board of
Directors of the Company. Mr. Eugene Kleiner, currently a Class I director, has decided not to stand for
reelection; upon the recommendation of the Nominating Committee, the Board of Directors has
nominated Mr. Knight for election as a Class I 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 has no reason to believe that any such nominee will be unable 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.

Name and Principal Occupation at Present and Director
for the Past Five Years; Directorships Since Age
Class I
Iy LTl 8 et st i e B iy g s B L s Bt W o P 1975 47

General Partner since 1974 and 1981 of DSV Associates and DSV Partners 111,
respectively, Princeton, New Jersey private investment partnerships.
Andrew: Kmighe o5, s . A aiinn e il e A 4 — 44
Editor, The Economist, Economist Newspaper Ltd., since 1974; Member of
Council of Chatham House (The Royal Institute of International Affairs);
Governor of Imperial College of Science and Technology, University of
London; Member of the Advisory Board of the Center for Economic Policy
IIi_f.;.a:larcl'x, Stanford University; Trustee of the Victoria and Albert Museum,
ndon.
R e A e U F S AP 1980 52

Senior Vice President and Chief Operating Officer of the Company since July
1980; g;t;e President and Chief Operating Officer since 1979; Vice President
since 1975.

Class 11
AT w0 T T T ST GO o P s e T L el 55
Owner since 1967 of Asset Management Company, a Palo Alto, California private
investment proprietorship; President since 1974 of Asset Management Capital
Company, a Palo Alto, California small business investment company; General
Partner since 1982 of Asset Management Partners, a Palo Alto, California

private investment partnership; Director of Amgen, California Microwave, Inc.,
Coherent, Inc., SBE, Inc. and Teradyne, Inc.




Thomas J. Perkins (3 U ht utac fe e tuenessoss 1974 51

Chairman of the Board of the Company since 1974; General Partner since 1972,
1978, 1980 and 1982 of Kleiner & Perkins Venture Capital, Kleiner, Perkins,
Caufield & Byers Venture Capital, Kleiner, Perkins, Caufield & Byers II and
Kleiner, Perkins, Caufield & Byers III, respectively, San Francisco, California
private investment partnerships; Director of Collagen Corporation, Corning
Glass Works, Genentech, Inc., Hybritech Incorporated, LSI Logic Corporation
and Spectra-Physics, Inc.

John B. M. PlAaCE( 1 )(4) cericiarcnsuisassnsnsunressssnmmsssssssssssssamsmsstsasanssstassansasssnsasassssssssasssssasans 1983 58

Chairman of the Board and Chief Executive Officer of Crocker National
Corporation and of Crocker National Bank since 1982; Director of Crocker
National Corporation and of Crocker National Bank since 1978; President of
Crocker National Corporation and of Crocker National Bank from 1978 to
1982: Director of Atlantic Richfield Co. and of Pacific Gas & Electric Co.

Class 111
Thomas J. DaVIs, JE.(1)(3) wiecrreriussssissmsmismiesssssassssessssssesissasssssnstssssastssssnssssseassaasssness 1976 71
General Partner since 1973, 1979 and 1981 of Mayfield II, Mayfield III and

Mayfield IV, respectively, Menlo Park, California private investment partner-
ships; Director of Equatorial Communications Co.

RODETt G. SIONE, JE.(2) o.ocviceeusuraressssssesssessisssssssssssasassnsassassassssasussasassssassasssssesseasasssnssssens 1978 60

Chairman of the Board of Kirby Exploration Company and of 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 Corpo-
ration, Combustion Engineering, Inc., Core Industries, Inc., Corning Glass
Works, Great Northern Nekoosa Corporation, Hamilton Brothers Petroleum
Corp., The Japan Fund, Inc., R.H. Macy & Co., Inc. and Western Pacific

Industries, Inc.
James G. Treybig(3) .cccovmimrasmnssssssnsnes

1974 43
President and Chief Executive Officer of the Company since 1974.

(1) Member of Audit Committee.

(2) Member of Nominating Committee.

(3) Member of Compensation Committee. . .
(4) Mr. Place was elected by the Board of Directors, pursuant to authority vested in the Board by the

Company’s By-Laws, to fill the vacancy created by the resignation of Mr. Alvin C. Rice in January
1983,




STOCK OWNERSHIP OF DIRECTORS AND OFFICERS

The following table sets forth information as of December 1, 1983, 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.

Beneficial

Ownership of Common Stock

Number of Percent

Shares(1) of Class

James G. Treybig.............. 537.812(2) 1.3%
T HOMAS . P T s e i s ot ro et T e St et et 499 468 1.2
LT 20 W T T R oo R e e R L i i i I (S 457,293 1.1
Franklin P. Johnson, Jr. .......ccoreeseeseses e T 259.998(3) 0.6
Robert C. Marshall........... e WAL ST 180,900(4) 0.4
RODEIT G SIONE. L. L iavisrensbiiesisesnansreion ity Sonassror 110,050(5) 0.3
£ 55T I B e R e i R L L MR e e el 82,644 0.2
¥ T 0T e P . LS i S e it 31,304(6) 0.1
Johni B M. PIaCE . i iiiiiinsictimm ot sisseressstessssissse 14,000 (7)

All officers and directors as a group (19 persons in-

cluding the nine named above) ........ccccecvciveciiiiicciinecn, 2,626,622 6.5

(1) Includes shares which may be acquired within 60 days pursuant to the exercise of options as follows:
Mr. Place, 12,000 shares; Mr. Treybig, 82,088 shares; Mr. Marshall, 88,000 shares; and all officers and
directors as a group, 458,670 shares.

(2) Includes 1,800 shares of Common Stock held by a trust, of which Mr. Treybig is the trustee.

(3) All such shares are held by Asset Management Capital Company, a corporation all of the stock of
which is owned by Mr. Johnson and members of his family.

(4) Includes 655 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.

(5) Includes 60,568 shares of Common Stock held by trusts, of which Mr. Stone is a trustee, and 49,482
shares owned by Mr. Stone's wife and children, as to which shares Mr. Stone disclaims any beneficial
interest.

(6) Includes 1,400 shares of Common Stock held in a trust for the benefit of Mr. Collins’ children, of
which Mr. Collins is a trustee, and as to which Mr. Collins disclaims any beneficial interest.

(7) Less than one-tenth of one percent of class.




COMPENSATION OF DIRECTORS AND EXECUTIVE OFFICERS

Information is set forth on the following pages as to the compensation paid during the 1983 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” 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 Executive Officers
For Fiscal 1983

Name of Individual or Number in

Group and Capacities in Which Served Amount

James G. TreYDig....cooururreressacnssssssssessensonensensssnesns 3 118,269
President, Chief Executive Officer and Director

Robert C. Marshall....o.....o.cosssopisssssnssressarsasssssssssanses - - 9 103,413
Senior Vice President, Chief Operating Officer

and Director

Dennis L. MCEVOY....c..ormrreresmmessrenseassensscsessrssssnnsess 9 128,750
Vice President Software Development

David R. MACKIE .....c.ccrvcivasrensisreriassssssasssasssssssasssasses $ 123,333
Vice President U.S. Marketing

Lawrence A. Laurich ok b e $ 113,943
Vice President Hardware Development

All executive officers as a group (12 persons
including the five named above) .......ccccccveveienies 31 292,367

Directors who are not officers of the Company are paid an annual retainer of $8,640, plus expenses,
payable quarterly. Directors who are members of one or more of the Executive, Compensation,
Nominating or Audit Committees are paid an additional annual retainer of $3,600. The Chairman of the
Board is paid an additional annual retainer of $2,160. If elected by the stockholders, Mr. Knight will serve
without annual retainer.




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,
1978 1o December 1, 1983, the following table sets forth (i) the aggregate amount of Common Stock
subject to options granted during the specified period, (ii) the weighted average per share option exercise
price thereof, (iii) the net value of shares (market value less any exercise price) realized during the
specified period upon the exercise of such options during 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 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

Executive All
Officers Directors
James G. Robert C.  Dennis L. David R. Lawrence A. as a as a
Common Stock(1) Treybig Marshall McEvoy(2) Mackie(2) Laurich(2) Group(2) Group
Gramed-October 1, 1978 1o
December 1, 1983:
Number of shares..........cocvvvenee. 102,600 105,600 10,200 53,600 104,200 528,700 24,000
Weighted averagc pcr shan: ex-
CICISE PriCE ......conrciisis $13.00 $12.38 $26.63 $15.30 $£8.76 $13.76 $16.88
Exercised- 0clobcr I 1978 o
December 1, 1983;
Net value realized in shares
(market value less exercise
price) .. B O I At e [ $371,746 $165,187 $306,504 $908,240 $3,105,150 $266,508
Sales- chbct I IWS o
December 1, 1983:
Number of shares(3).......ccoeueeeee. 220,750 91.500 20,000 63,800 28,000 533,180 207,416

(1) Adjusted for a two-for-one stock split effective June 30, 1980, and a three-for-one stock split effective
June 30, 1981.

(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 numbers of options granted under such Plan to Messrs. Mackie, Laurich, McEvoy and
all executive officers as a group are 200, 600, 600 and 3,200, 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 $20.90 and $24.59, respectively.

(3) Shares sold were not necessarily acquired by the exercise of options.

During the period from October 1, 1978 to December 1, 1983, employees 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 9,380,087 shares at a weighted average exercise price of $14.38 per share,
adjusted to reflect a two-for-one stock split effective June 30, 1980, and a three-for-one stock split effective
June 30, 1981. Of these, 6,722,827 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
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price for such options is $12.88. Of the total number of options granted, 863,300 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 $18.47.

As of December 1, 1983, 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 5,153,805 shares held by 3,578 participants and there were approximately 4,580 employees
eligible to participate. The expiration dates of all such options range from December 14, 1983 to October
20, 1990, and the weighted average purchase price per share is $22.20.

APPROVAL OF PROPOSED AMENDMENT TO ARTICLE FOUR
OF THE CERTIFICATE OF INCORPORATION

Proposed Amendment

The Company’s presently authorized capital stock consists of 2,400,000 shares of Preferred Stock and
60,000,000 shares of Common Stock. On November 1, 1983, the Board of Directors authorized an
amendment to the Certificate of Incorporation of the Company to reclassify the common equity of the
Company as 60,000,000 Common Shares, consisting of 56,000,000 authorized shares of Common Stock
and 4,000,000 authorized shares of Junior Common Stock. This reclassification will not effect any further
change in the presently authorized or outstanding shares of Common Stock. The proposed Amended
Certificate of Incorporation will provide that the Junior Common Stock may be issued in one or more
series by resolution of the Board of Directors. The proposed amendment would give the Board of
Directors the authority to determine the designation and number of shares to constitute each series, and
the powers, preferences and relative, participating, optional or other special rights and the qualifications,
limitations or restrictions (including without limitation the voting rights, if any, the dividend rate,
conversion rights, redemption price or liquidation preference) of any series of Junior Common Stock
without further stockholder approval, except as otherwise required by law. It is expected that the Junior
Common Stock will be subordinated to the Common Stock with respect to dividends, liguidation preferences
and voting rights, and that it will be convertible into Common Stock upon the occurrence of certain evenls as
may be determined by the Board of Directors from time to time. Accordingly, it is proposed that Article
Four of the Certificate of Incorporation be amended in its entirety to read as set forth in Exhibit 1 to this
Proxy Statement.

Purpose and Effect of Amendment

The purpose of the proposed amendment to the Certificate of Incorporation is to give the Board of
Directors the authority and flexibility to provide for the issuance of Junior Common Stock as an equity
incentive for attracting and retaining directors, officers and key employees, without delay and without the
need for further action by the stockholders. The Board of Directors has adopted a plan, subject to
stockholder approval, under which key employees and certain directors of the Company may be given the
right to purchase Junior Common Stock, subject, generally, to the right of the Company to repurchase such
shares at cost in the event a purchaser’s employment with the Company is terminated during a prescribed
period. The Junior Common Stock will be sold at a price based upon its fair market value as determined
by a committee of directors administering such plan which may, from time to time, seek an independent
appraisal. Because of the subordination of such shares to the Common Stock as to certain matters and the
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uncertainty of the conversion of such shares into Common Stock, the price for shares of Junior Common
Stock is expected to be substantially below the market price for the Common Stock. In the event shares of
Junior Common Stock are converted into shares of Common Stock, the other stockholders of the Company
may experience some dilution. The Company believes that, in view of the ratio of authorized Junior
Common Stock to Common Stock, such dilution will be minimal and will be compensated for by the
retention of key employees, including officers and directors, who respond to the incentive features of the
Junior Common Stock.

The proposed amendment will give the Board of Directors the authority to issue, in series, shares of
Junior Common Stock and to determine the relative rights and restrictions of each such series.

Required Vote

The adoption of the amendment to the Certificate of Incorporation requires the affirmative vote of not
less than a majority of the issued and outstanding shares of Common Stock entitled to vote.

THE BOARD OF DIRECTORS RECOMMENDS APPROVAL OF THE AMENDMENT TO
ARTICLE FOUR OF THE CERTIFICATE OF INCORPORATION.

APPROVAL OF THE TANDEM COMPUTERS INCORPORATED
1984 JUNIOR COMMON STOCK PLAN

The Tandem Computers Incorporated 1984 Junior Common Stock Plan (the *“Junior Stock Plan")
was adopted by the Board of Directors on November |1, 1983, and will become effective on February 10,
1984, if the amendment to the Company’s Certificate of Incorporation authorizing the Junior Common
Stock, described in this Proxy Statement, and the Junior Stock Plan are approved by the stockholders. If
such amendment or the Junior Stock Plan are not approved, the Junior Stock Plan will not be
implemented. A total of 4,000,000 shares of the Company’s Junior Common Stock will be reserved for
issuance under the Junior Stock Plan, subject to such stockholder approval. Shares repurchased by the
Company will again be available for the purposes of the Junior Stock Plan.

The purpose of the Junior Stock Plan is to assist the Company in the recruitment, retention and
motivation of key employees who have outstanding qualifications and who are in a position to make
material contributions to the Company’s progress. A limited number of directors is also eligible to
participate in the Plan. The Junior Stock Plan is designed to offer such individuals a significant incentive
by enabling them to acquire shares of the Company’s Junior Common Stock, thereby increasing their
interest in the Company’s growth and success.

The full text of the Junior Stock Plan is set forth as Exhibit 2 to this Proxy Statement. The following
summary of the main provisions of the Junior Stock Plan is qualified by reference to the full text thereof.

Administration of the Plan

The Plan will be administered by a committee (the “Committee”) consisting of not less than three
disinterested members of the Board of Directors. The Committee will have full authority to construe and
implement the Junior Stock Plan, to select the individuals who will be eligible to purchase shares of Junior
Common Stock, to determine the number of shares that such individuals may acquire as well as the

purchase price thereof and to prescribe all other terms and conditions of each purchase under the Junior
Stock Plan.




Eligibility

The Committee may grant rights to purchase shares of Junior Common Stock to directors (other than
Messrs. Collins, Davis, Johnson and Perkins) and key employees of the Company and its more than 50%
owned subsidiaries. Since the grant of rights to purchase Junior Common Stock under the Junior Stock
Plan is discretionary, it is not possible to estimate the number of shares of Junior Common Stock which
would have been distributable under the Junior Stock Plan had it been in effect during the 1983 fiscal year.

Purchase of Stock

Rights to purchase shares under the Junior Stock Plan will not be transferable and will lapse if they
are not exercised within 30 days after the date of grant, or within such other period as the Committee may
determine. The purchase price will be equal to the fair market value of Junior Common Stock on the date
of grant, as determined by the Committee, which may from time to time seek an independent appraisal.
Due to the characteristics of Junior Common Stock (including its subordination to Common Stock with
respect to voting rights, dividend rights and liquidation preferences as well as lack of marketability and the
contingent nature of its conversion feature), it is expected that the fair market value of the Junior Common
Stock offered for sale will be substantially lower than the fair market value of Common Stock on the same
date. The fair market value that shares of Junior Common Stock issued under the Junior Stock Plan will
have cannot be determined at the date hereof. In the event of a reorganization, recapitalization,
reclassification, split-up, consolidation or similar adjustment of Junior Common Stock, the Committee will
make appropriate adjustments in the number of shares of Junior Common Stock available under the
Junior Stock Plan.

Payment for shares of Junior Common Stock will be made in cash when the shares are purchased or,
if the Committee approves, in the form of an interest-bearing, full-recourse promissory note. Although
permitted, it is not presently anticipated that the Committee will accept payment in the form of shares of
the Company’s Common Stock. Any shares of Common Stock which are accepted as payment will be
valued at their fair market value on the date the Junior Common Stock is purchased.

Transfer Restrictions

It is anticipated that all shares issued under the Junior Stock Plan (both before and after any
conversion ) will ordinarily be subject to the Company’s right to repurchase the shares, at the price for
which they were originally acquired, in the event that the holder’s relationship with the Company is
severed before the shares become vested. Vesting will occur under such terms as the Committee may
specify at the time of the sale. Prior to any conversion into Common Stock, the shares may be subject to a
right of first refusal by the Company and such other transfer restrictions as the Committee may determine.
The shares will not be transferable for the duration of the Company’s right of repurchase, subject to
limited exceptions.

Amendment and Termination of the Plan

The Board of Directors may amend, suspend or terminate the Junior Stock Plan at any time and for
any reason. The approval of the Company’s stockholders is required only for amendments which increase
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the number of shares available for issuance under the Junior Stock Plan, which materially increase the
benefits available under the Plan, or which materially change the classes of persons eligible to participate.
The Junior Stock Plan will automatically terminate on February 9, 1994, unless it has previously been
terminated by the Board of Directors.

Federal Tax Effects

No taxable income results from the grant of a right to purchase Junior Common Stock, nor is the
Company entitled to a deduction with respect to such grant.

All purchasers who are subject to United States income tax liability, as a condition of any grant under
the Junior Stock Plan, will be required to file a timely election under section 83(b) of the Internal Revenue
Code of 1954, as amended, and under any corresponding provision of applicable state and local tax laws.

The consequence of such an election is that the amount of any taxable income is measured at the time of
the purchase and not at the time of vesting.

When an individual exercises his right to purchase shares and files the election under section 83(b)
with the Internal Revenue Service within 30 days after the purchase, the individual has no taxable income
in the year of the purchase ( provided that the purchase price is equal to the fair market value of the shares
of Junior Common Stock on the date of acquisition, determined without regard to any right of
repurchase). Likewise, the individual has no taxable income when his or her shares vest; ie., the
Company’s right of repurchase (if any) lapses as to such shares. The Company is not entitled to a
deduction in the year of the purchase or in the year of vesting.

Upon the disposition of stock acquired under the Junior Stock Plan, any gain (or loss) will be taxed as
short- or long-term capital gain (or loss), depending upon how long the individual has held such stock
from the date of purchase. The amount of the capital gain (or loss) is the difference between (i) the sale
proceeds and (ii) the fair market value of the shares at the time of purchase. The deductible portion of
any net long-term capital gain may be subject to the alternative minimum tax.

A conversion of Junior Common Stock into Common Stock, if and when it occurs, should be treated
as a tax-free exchange and should not affect the tax consequences outlined above. For purposes of the
long-term capital gain holding period, it should be permissible to aggregate the period for which Junior

Common Stock had been held with the period for which the Common Stock acquired upon conversion has
been held.

Proposed Change in Accounting Treatment

At the request of the Securities and Exchange Commission, the Financial Accounting Standards Board
has proposed accounting guidelines requiring companies to account for issues of junior common stock as
compensation to recipients. Presently, such issues, if sold at fair market value, are not treated as
compensation for accounting purposes. If the Financial Accounting Standards Board adopts such

accounting standards, the Company will reevaluate whether or not to proceed with implementation of the
Junior Stock Plan.

Required Vote

The adoption of the Junior Stock 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 DIRECTORS RECOMMENDS APPROVAL OF THE TANDEM
COMPUTERS INCORPORATED 1984 JUNIOR COMMON STOCK PLAN.
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DESCRIPTION OF OTHER PLANS

Tandem Computers Incorporated Employee Stock Purchase Plan

Since 1978, the Company has had in effect the Tandem Computers Incorporated Employee Stock
Purchase Plan (the “Stock Purchase Plan”). The Stock Purchase Plan has two segments, a Payroll
Withholding Accumulation Program and a Stock Option Grant Program, and is administered by a
committee of not less than three directors appointed by the Board of Directors (the “Option Committee”).

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 Stock
Purchase Plan. Directors of the Company may not participate. As of December 1, 1983, approximately
4,580 employees were eligible to participate in the Stock Purchase Plan, of whom 2,323 were participating,
and 2,494,158 shares remained available for purchase.

Under the Payroll Withholding Accumulation Program, an eligible employee may authorize the
Company to withhold from 1% to 10% of his compensation to be applied to 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 per share purchase price for each
participation period is the lesser of (i) 85% of the market 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 during the participation period. During the period October 1, 1978
through December 1, 1983, 1,170,607 shares of Common Stock were purchased under the Plan by all
employees of the Company as a group.

Under the Stock Option Grant Program, options for an identical number of shares are granted
periodically at the discretion of the Option Committee to every person who is eligible to participate in the
program on the date of grant. The exercise price, determined by the Option Committee, can not be less
than 85% of the market value of the Common Stock on the last trading day before 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 Option Committee’s approval given at the
time the option is granted, may be purchased by delivery of a full-recourse, interest-bearing promissory
note.

Four grants have been made since the inception of the Stock Option Grant Program of the Stock
Purchase Plan in 1980. 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 December 1, 1983, there were outstanding options
under the Stock Option Grant Program to purchase 629,600 shares held by 4,466 employees at a weighted
average exercise price of $24.74 per share. The expiration dates of such options range from January 29,
1984 to January 20, 1986.

Stock Option Plans

Tandem Compulers Incorporated 1981 Stock Option Plan. The Tandem Computers Incorporated
1981 Stock Opu01:l Plan (the “1981 Plan”) was approved by the stockholders at the Company’s
1982 Annual Meeting of Stockholders. The 1981 Plan is administered by the Option Committee,
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All employees of the Company and its 50% or more owned subsidiaries are eligible to receive options.
Options are granted from time to time by the Option Committee in its discretion. The Option Committee
determines employees who will be granted options and the number of shares to be optioned to each.
Options granted must 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 times as determined by the
Option Committee. Shares purchased upon exercise of an option must be paid for in full at the time of
exercise or, with the Company’s consent, may be purchased by delivery of a full-recourse, interest-bearing
promissory note. Options may not be exercised after seven years from date of grant and are not
transferable except by will or intestate succession. In the event of a reorganization, stock split,
combination of shares, stock dividend or other recapitalization, the Board of Directors may make
appropriate adjustments in the number of shares reserved for issuance and in the number of shares and the
option price per share specified in any agreement with respect to any unpurchased shares. The 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 at the Company’s option.

The Option Committee may designate certain options as Incentive Stock Options under section 422A
of the Internal Revenue Code of 1954, as amended. An Incentive Stock Option may not be exercised by
an optionee while there is outstanding any previously granted Incentive Stock Option. The optionee
recognizes no income upon the exercise of an Incentive Stock Option. Upon sale of the shares, the
difference between the exercise price and the fair market value on the date of exercise is considered long-
term capital gain, provided certain conditions (including holding period requirements) are satisfied.

Tandem Computers Incorporated 1979 Stock Option Plan. The Tandem Computers Incorporated
1979 Stock Option Plan (the “1979 Plan™) was approved by the stockholders at the Company’s 1980
Annual Meeting of Stockholders. The 1979 Plan is administered by the Option Committee. 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 and employees and
directors of its 80% or more owned subsidiaries are eligible to receive options. Options do not have any
special tax status, except that certain options granted prior to January 1, 1982, may have been designated
as Incentive Stock Options.

Tandem Computers 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. The terms
of the options granted pursuant thereto are substantially similar to those of the 1981 Plan, except that only
employees of the Company and its wholly owned subsidiaries are eligible to receive options.

Tandem Computers Incorporated Qualified Stock Option Plan. The Tandem Computers Incorporated
Qualified Stock Option Plan was approved by the stockholders in 1976 and is administered by the Option
Committee. The provisions of the Qualified Stock Option Plan and the terms of the options granted
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 granted options. Options may not be
exercised after five years from the date of grant. All shares issued pursuant to the exercise of options are
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subject to certain rights of repurchase by the Company. Under certain circumstances, options may not be
exercised while the optionee holds another option previously granted at a higher option price. The
Qualified Stock Option Plan expires on November 12, 1985; however, under certain amendments to the
Internal Revenue Code, no option granted under the Qualified Stock Option Plan which is exercised after
May 20, 1981, will be afforded the special tax treatment available to *“qualified” stock options under the
Internal Revenue Code.

Individual Stock Option Agreements. In addition to the 1981 Plan, the 1979 Plan and the Qualified
and Non-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 per share are $26.75 and $29.125, respectively,
which equal 100% of the market value of the Company’s Common Stock on the dates of grant. The
provisions of these Plans are substantially similar to those described in the description of the Non-
Qualified Stock Option Plan except that no further grants are permitted under either of the two Plans.

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 participate. Awards under
the Bonus Plan were made if certain target increases in revenues, operating profits and asset management
ratios (established by the Board in its discretion) were attained by the Company. No awards were made
under the Bonus Plan during fiscal 1983. The Bonus Plan is not currently in effect.

The Company has no annuity, pension or retirement plans.

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 1984 fiscal year, subject 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
s0, and will be available to respond to appropriate questions. Ratification will require the affirmative vote
of a majority of the shares of Common Stock present and voting at the meeting in person or by proxy.

THE BOARD OF DIRECTORS RECOMMENDS RATIFICATION OF THE APPOINTMENT
OF ARTHUR ANDERSEN & CO,
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BOARD OF DIRECTORS MEETINGS AND COMMITTEES

The Company’s Board of Directors held four meetings during the 1983 fiscal year. All directors
attended at least three meetings except Mr. Stone, who attended two.

The Board of Directors of the Company has appointed an Audit Committee, Nominating Committee
and a Compensation Committee of the Board.

The members of the Audit Committee are Messrs. Eugene Kleiner, Morton Collins, John B.M. Place
and Thomas J. Davis, Jr. The Audit Committee held four meetings during the 1983 fiscal year. lis
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. Eugene Kleiner, Franklin P. Johnson, Jr. and
Robert G. Stone, Jr. The Nominating Committee held no meetings during the 1983 fiscal year. The
Nominating Committee’s function is to select nominees for election as directors. The 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 first
page of this Proxy Statement.

The members of the Compensation Committee are Messrs. Thomas J. Perkins, James G. Treybig and
Thomas J. Davis, Jr. The Compensation Committee held two meetings during the 1983 fiscal year. The

Compensation Committee’s functions are to review and determine salaries and other compensation of
officers and directors of the Company.

CERTAIN BENEFICIAL OWNERS

The following table sets forth information as of December 1, 1983, as to stockholders that have
advised the Company, by filing a Schedule 13G under the rules of the Securities and Exchange
Commission, that each is the beneficial owner of more than 5% of the Company’s Common Stock.

Beneficial
Ownership of Common Stock
Number of Percent
Shares of Class
Jennison Management Corporation( | )
455 Lexington Avenue
New York N Y 00 e e s TRYl0sT Yoa 10.3%
Donaldson, Lufkin & Jenrette, Inc.(2)
140 Broadway
DNew Xark, INYLRO00S. . Jon. st g e e L L e o 2750306 6.9%

(1) In its Schedule 13G dated November 3, 1983, Jennison Management Corporation stated that it has
sole voting and investment power with regard to 3,889,904 and 4,087,104 of such shares, respectively.
(2) In its Schedule 13G dated February 14, 1983, Donaldson, Lufkin & Jenrette, Inc. stated that it had
sole voting power, shared voting power and shared investment power with regard to 1,100,080.
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1,100,080 and 2,750,200 of such shares, respectively. The shares are held in discretionary accounts
managed by Alliance Capital Management Corporation, a wholly-owned investment advisory
subsidiary of Donaldson, Lufkin & Jenrette, Inc.

STOCKHOLDER PROPOSALS

To be considered for presentation at the Annual Meeting of Stockholders to be held in 1985, a
stockholder proposal must be received at the offices of the Company, 19333 Vallco Parkway, Cupertino,
California 95014, not later than August 30, 1984.

OTHER MATTERS

The Board of Directors knows of no other business which will be presented to the meeting. If any
other business is properly brought before the meeting, it is intended that proxies in the enclosed form 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, we urge you to return your signed proxy
promptly.

By order of the Board of Directors,

Henry V. Morgan
Secretary
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EXHIBIT 1

PROPOSED AMENDMENT TO
CERTIFICATE OF INCORPORATION

ARTICLE FOUR

The total number of shares of stock which the corporation shall have authority to issue is sixty-two

million four hundred thousand (62,400,000) shares, of which two million four hundred thousand

| (2,400,000) shares of the par value of ten hundredths dollars ($.10) each, amounting in the aggregate to

| two hundred forty thousand dollars ($240,000), 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 ($1,500,000), 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, participating, optional or other special rights, and the qualifications, limitations or
restrictions (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 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 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
designated “Junior Common Stock,” such Junior Common Stock to be issuable 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, participating, optional or other
special rights, and the qualifications, limitations or restrictions (including, without limitation, the voting
powers, if any, the dividend rate, conversion rights, redemption price or liquidation preference) of any
series of Junior Common Stock, to fix the number of shares constituting any such series of Junior 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 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 orginally 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 election of directors.







EXHIBIT 2

TANDEM COMPUTERS INCORPORATED
1984 JUNIOR COMMON STOCK PLAN

ARTICLE 1.
ESTABLISHMENT AND PURPOSE.

The Plan was adopted by the Company’s Board to become effective February 10, 1984, subject to the
approval of the Company’s stockholders. The purpose of the Plan is to authorize the sale of Shares of the
Company’s Junior Common Stock to key employees and certain directors of the Company and its
Subsidiaries, thereby providing these individuals with an equity interest in the Company as well as a
significant incentive to advance the growth of the Company and to remain in its service, while offering the
Company a valuable tool for the recruitment of additional persons of outstanding ability.

ARTICLE 2.
ADMINISTRATION.

2.1 Committee Membership. The Plan shall be administered by the Committee. The Committee
shall consist of not less than three (3) disinterested members of the Board. The members of the
Committee shall be appointed by the Board for such terms as the Board may determine and may be
removed by the Board at any time. Vacancies on the Committee, however caused, may be filled by the
Board.

2.2 Disinterested Directors. A member of the Board shall be deemed to be “disinterested” only if he,
at the time of his appointment to the Committee and within the 12 preceding months, was not eligible,
under this Plan or under any other plan of the Company or an affiliate of the Company, for the purchase of
stock, for the grant of rights or options to purchase stock, or for the grant of stock appreciation rights.

2.3 Committee Procedures. The Board shall designate one of the members of the Committee as
chairman., The Committee may hold meetings at such places and times as it shall determine. The acts of a
majority of the Committee members present at a meeting at which a quorum exists, or acts reduced to or
approved in writing by a majority of all Committee members, shall be valid acts of the Committee.

2.4 Powers of the Committee. Subject to the provisions of the Plan, the Committee shall have full
authority and discretion:

(a) To interpret the Plan and to apply its provisions;
(b) To determine when Shares are to be offered for sale;
(¢) To select the Offerees who are to have the right to purchase Shares;

(d) To determine the number of Shares that each Offeree may purchase;




(e) To determine the fair market value of Shares for purposes of Section 5.3;

(f) To prescribe the terms and conditions of each sale of Shares, including (without limitation)
the purchase price, and to prescribe the provisions of the Stock Purchase Agreement relating to such
sale;

(g) To modify or amend any outstanding Stock Purchase Agreement, but only with the consent
of the Offeree who entered into such agreement;

(h) To authorize any person to execute, on behalf of the Company, any instrument required to
implement the Plan or to effect a sale of Shares under the Plan;

(i) To adopt, amend or rescind rules, procedures and forms relating to the Plan; and

(J) To make any other determinations deemed necessary or advisable for the administration of
the Plan.

All decisions, interpretations and other actions of the Committee shall be final and binding on all
Offerees and on all persons deriving their rights from Offerees.

ARTICLE 3.

ELIGIBILITY.
Rights to purchase one or more Shares shall be offered only to individuals in the following classes:
(a) Directors of the Company other than Messrs. Collins, Davis, Johnson and Perkins; and
(b) Key employees of the Company or a Subsidiary.

The Committee, at its sole discretion, shall select the Offerees among the foregoing classes, except that
no individual who owns stock possessing more than ten percent ( 10%) of the total combined voting power
or value of all classes of stock of the Company, its parent (if any) or any Subsidiary shall be selected as an
Offeree.

ARTICLE 4.

Stock SuBJECT TO PLAN.

Subject to Article 7, the maximum number of Shares that may be issued and sold under the Plan is
four million (4,000,000). Such Shares may be authorized but unissued Shares of Junior Common Stock or
reacquired Shares of Junior Common Stock. Shares may be issued and sold under the Plan in multiple
series with different restrictions, preferences, rights and privileges. In the event that Shares sold under the
Plan are repurchased by the Company pursuant to a right of repurchase or a right of first refusal under a
Stock Purchase Agreement, such Shares shall become available for reissuance and sale under the Plan
(unless the Plan then has terminated). The Company, during the term of the Plan, shall at all times
reserve and keep available a number of Shares sufficient to satisfy the requirements of the Plan.




ARTICLE 5.
TErRMS AND CONDITIONS OF SALES.

5.1 Stock Purchase Agreement, Each sale of Shares under the Plan shall be evidenced by a Stock
Purchase Agreement between the Offeree and the Company. Each sale shall be subject to all of the terms
and conditions of the Plan and may be subject to any other terms and conditions which are not inconsistent
with the Plan and which the Committee deems appropriate for inclusion in a Stock Purchase Agreement.
The provisions of all Stock Purchase Agreements under the Plan need not be identical.

5.2 Duration of Offers and Nontransferability of Rights. Any right to purchase Shares under the Plan
shall automatically expire if not exercised by the Offeree within thirty (30) days after the grant of such
right was communicated to him by the Committee, except that the Committee, at its sole discretion, may
make a longer period available. Any right to purchase Shares under the Plan shall not be transferable and
shall be exercisable only by the Offeree to whom such right was granted.

5.3 Payment for Shares. The purchase price of Shares to be offered under the Plan shall in no event
be less than one hundred percent (100%) of the market value of such Shares on the date of the offer, as
determined by the Committee. Subject to the preceding sentence, the purchase price shall be determined
by the Committee at its sole discretion. The entire purchase price of Shares sold under the Plan shall be
payable in cash at the time such Shares are purchased, except that the Committee, at its sole discretion,
may accept payment from any Offeree (for all or any part of the purchase price) in one or both of the
following forms:

(a) A full-recourse promissory note executed by the Offeree. The interest rate, term, repayment
schedule and other provisions of such note shall be as specified by the Committee; provided, however,
that such note shall bear interest at a rate not less than the applicable test rate of interest prescribed by
section 1.483-1(d)(1) of the Income Tax Regulations, or its successor, as in effect at the time when
the Shares are purchased, and that the term of such note shall not exceed five (5) years. The
Committee may require that the Offeree pledge his Shares to the Company for the purpose of securing
the payment of such note, and the Company may hold the certificate(s) representing such Shares in
escrow in order to perfect its security interest.

(b) Shares of the Company’s Common Stock owned by the Offeree and surrendered to the
Company in good form for transfer. Such shares shall be valued at their fair market value, as
determined by the Committee, at the time when the new Shares are purchased under the Plan.

5.4 Restrictions on Transfer of Shares. Any Shares sold under the Plan shall be subject to such rights
of repurchase, rights of first refusal and other transfer restrictions as the Committee may determine. Such
restrictions shall be set forth in the applicable Stock Purchase Agreement.

5.5 Election Under Section 83(b). In the applicable Stock Purchase Agreement, each Offeree subject
to United States income tax liability shall agree to file a timely election under section 83(b) of the Internal
Revenue Code of 1954, as amended, and under any corresponding provision of applicable state and local
income tax laws with réspect to the transfer of Shares to him.




ARTICLE 6.

RIGHTS AS AN EMPLOYEE.

Nothing in the Plan shall be construed to give any person the right to remain in the service of the
Company or a Subsidiary or to affect the right of the Company and its Subsidiaries to terminate any
person’s employment at any time, with or without cause.

ARTICLE 7.

ADJUSTMENT OF SHARES.

Subject to the provisions of the Company’s Certificate of Incorporation, as amended, and any required
action by the Company’s stockholders, the number of Shares available for issuance and sale under the Plan
shall be proportionately adjusted if any reorganization, recapitalization, reclassification, split-up, consoli-
dation or similar adjustment of Junior Common Stock is effected or if any distribution other than a cash
dividend is made to the holders of Shares. The Committee, at its sole discretion, shall determine how the
number of Shares available under the Plan is to be adjusted.

ARTICLE 8.

SECURITIES LAW REQUIREMENTS.

Shares shall not be issued under the Plan unless the issuance and delivery of such Shares complies
with all applicable legal requirements, including, without limitation, the Securities Act of 1933, as
amended, the rules and regulations promulgated thereunder, state securities laws and regulations, and the
requirements of any stock exchange on which the Company’s securities may then be listed.

ARTICLE 9.

AMENDMENT OR TERMINATION.

9.1 Term of the Plan. The Plan shall become effective on February 10, 1984, subject to the approval
of the Company’s stockholders at the Company’s regular annual meeting of stockholders held on that date.
The Plan shall be null and void if such approval is not obtained. The Plan shall terminate automatically
on November 8, 1994, and may be terminated on any earlier date pursuant to Section 9.2.

9.2 Right to Amend or Terminate the Plan. The Board may amend, suspend or terminate the Plan at
any time and for any reason; provided, however, that any amendment of the Plan which materially
increases the number of Shares available for issuance under the Plan (except as provided in Article 7),
which materially increases the benefits available under the Plan, or which materially modifies the classes of
persons eligible to purchase Shares under the Plan, shall be subject to the approval of the Company’s
stockholders. Stockholder approval shall not be required for other amendments of the Plan.




9.3 Effect of Amendment or Termination. No Shares shall be issued or sold under the Plan after the
termination thereof. However, the termination of the Plan, or any amendment thereof, shall not affect any
Share previously issued and sold (unless the applicable Stock Purchase Agreement otherwise provides).

ARTICLE 10.

DEFINITIONS.

10.1 “Board” shall mean the Board of Directors of the Company, as constituted from time to time.

10.2 “Committee” shall mean the committee described in Section 2.1.

10.3 “Company” shall mean Tandem Computers Incorporated, a Delaware corporation.

10.4 “Junior Common Stock” means one or more series of the Company’s Common Shares,
excluding the first series thereof (designated as “Common Stock™). Where required by the context, the
term “Junior Common Stock” also includes the Common Stock into which a subsequent series of Common
Shares has been converted pursuant to the Certificate of Determination applicable to such series.

10.5 “Offeree” shall mean a key employee or director described in Article 3 to whom the Committee
offers the right to purchase Shares under the Plan.

10.6 “Plan” means this Tandem Computers Incorporated 1984 Junior Common Stock Plan, as it
may be amended from time to time.

10.7 “Share” means one ( 1) share of Junior Common Stock, as adjusted in accordance with Article
7 (if applicable).

10.8  *“Stock Purchase Agreement” means the agreement entered into by the Company and an
Offeree who purchases Shares under the Plan and containing the terms, conditions and restrictions
pertaining to the purchase of such Shares.

10.9 “Subsidiary” means any corporation, more than fifty percent (50%) of the combined voting
power of which is owned by the Company and/or by one or more other Subsidiaries.

ARTICLE 11.

EXECUTION.

To record the adoption of the Plan by the Board on November 1, 1983, the Company has caused its
authorized officers to execute the same.

TANDEM COMPUTERS INCORPORATED

By James G. TREYBIG

James G. Treybig
President and Chief Executive Officer

By ROBERT C. MARSHALL

Robert C. Marshall
Senior Vice President and

Chief Operating Officer
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Tandem Computers Incorporated
designs, develops, manufactures,
markets and supports a family of
unique computer systems for on-
line transaction processing. The
Tandem NonStop system concept
provides the first on-line, distributed
compulter architecture for main-
stream business applications. Cus-
tomers' systems are supported from
over 100 locations throughout North
America, Europe, Asia and the Pa-
cific. The company operates six
manufacturing facilities in the
United States and one in Germany.
At the close of fiscal 1983, Tandem’s
725 customers— principally large,
diversified organizations — were
using 5824 NonStop processors
worldwide, an increase of 44% over
the preceding year.
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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, putting 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 productivity,
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.
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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 tools, NonStop systems uniquely
meet the requirements of the growing market
for on-line transaction processing.
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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 that 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,
batch-processing computers to distributed,
on-line transaction processing systems inter-
acting within networks.

Second: We developed a revolutionary com-
puter architecture to 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 Transaction Processing Market Size

3 Bitlions
1981 1982 1983 1984 1985 1986
$64 $83 S1.0 S$150 $205 $27.8

Source: InfoCorp

As aresult, even in the changeable economy
of the four year period from 1979 to 1983, our
annual revenues grew seven-fold from $56
million to $418 million. Shareholders’ equity
expanded nearly ten times from $32 million
to $311 million. And we earned more than $100
million during the period—nearly a third of
it in fiscal 1983 alone.

We are well positioned to take
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 growing.
In the short span of a decade, the potential
market has grown, according to independent
research, from an insignificant level to $11
billion. And the market likely will more than
double to over $27 billion by 1986.

The world's largest organizations are making
major, long-term commitments to Tandem as
the supplier of multi-million-dollar systems
{0 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 customers. For
the fourth consecutive year, Tandem in 1983
ranked number one in customer loyalty and
satisfaction in the bellwether Cowen/DATA-
MATION survey of computer users.




The market trend favors distributed 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 installed base has built-in growth potential.
NonStop systems 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 times more customers using nine times

ADDS

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-time users.

In simultaneous customer teleconferences
across the country in October 1983, Tandem
unveiled the new, high-end NonStop TXP sys-
tem. 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 August 1983.

v

MAINSTREAM APPLICATIONS
Continuous avallabllity
Hodular expandabliity
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The dynamic state 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 family 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 Il 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 not 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 penalty.

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 Il processor and reduces the cost
per transaction by up to 50%. NonStop TXP
processors can be added to an existing
NonStop Il system.

NonStop Il. This system is cost-effective for
the middle level of transaction rates. In large
configurations, the NonStop Il 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 Il
processors or fully compatible NonStop TXP
processors to existing NonStop Il systems to
meet transaction volume demand.

Tandem Installed Base
cumulative
1979 1980 1981 1982 1983

Customers 160 290 460 599 725

Processors 646 1299 2509 4051 5824
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NonStop I+. The NonStop I+ 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
NonStop |+ system is cost-effective for smaller
applications in major organizations. This
system can access data and share information
with NonStop Il and TXP systems.

Tandem'’s contribution does not end with
processors. Leading-edge communications
subsystems and state-of-the-art peripheral
products, including our own terminal, enhance
system performance. And the company offers
the most advanced and complete comple-

ment 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 to automate
its entire retail banRing delivery system using
NonStop systems in a backbone network of
distributed host processors. Transaction rates
are expecled lo begin at ten transactions per
second and grow to over 300. Seen here work-
ing with Barry E. Young (right), Wells Fargo
senior vice president, is Christopher L. Palombi,
Tandem major account manager.
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Tandem systems are penetrating
major organizations worldwide for
a wide range of mainstream appli-
cations. 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 for 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, mainstream

applications. Wells 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 Viewtron™
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 Tandem 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 fault-tolerance, data integrity and
expandability. They based their decisions on
other considerations as well:

Customers buy Tandem NonStop sys-
tems for many reasons, not only for
their unprecedented reliability.

1. Advanced Programming Tools. Tandem
supplies superior, high-level tools that dra-
matically reduce the complexities, leadtime
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, maintained easily and enhanced
cost-effectively. And EXPAND networking
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-of-the-Art Communications. Power-
ful local networks of up to 224 NonStop
processors can be quickly, inexpensively
created with Tandem's FOX fiber optic link—
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 SNA and
X.25. And the company’s INFOSAT 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 »

(o field service, customer service and support
activities. The Tandem Executive Institute, for
example, conducts 4-day seminars on using
technology to gain compelitive advantage for
customers and prospects in specific industries.
The institute and its industry-expert guest

speakers have been host to 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.

. Support and Maintainability. Half of the
entire Tandem organization worldwide is
composed of marketing and service people.
They support customers through activities
that include customer education, field service
and applications support—a good 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 interrupting
customer operations because repairs can be
made while the system is running.

5. Price/Performance. Al all transaction vol-
ume levels, Tandem systems offer the best
price/performance. More importantly, the
total cost of NonStop system ownership is
extremely altractive. 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 innovative product
development protects their investments in
Tandem systems.

A
For the first time in the history of its annual
“‘Supplier Superior Performance Award’,
Hughes Aircraft’s Radar Systems Group hon-
ored a computer company. In making the 1983
award to Tandem President Jim Treybig
(right), Hughes’ Dick Bringuel said, “After the
product is delivered, it'’s the service that counts
..the NonStop Il system went on-line ahead
of scheclule and performed perfectly.”
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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 soft-
ware products that make our cus-
tomers more productive and
profitable.
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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 technological leader-
ship in our marketpace. We have invested
more than $100 million in product develop-
ment activities over the past five years. In
the past two years alone, our product develop-
ment expenditures were more than twice the
total 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 of 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 16-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. For 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
£ Millions

1979 1980 1981 1982 1983

$4.7 $8.9 $17.8 $33.6 $39.2




In addition to working on enhancements (o
disc subsystems, terminals and data base
management systems that optimize NonStop
system price/performance, functionality, pro-
gramming ease and user friendliness, Tandem
is developing processors for the future.

Tandem’s INFOSAT product extends the Non-
Stop system advantages to satellite-based
computer networks. INFOSAT's unprecedented
reliability is enhanced by a self-diagnostics
package, the only one of its kind, that auto-
matically identifies and isolates down to the
component level any malfunctions in the
dual-path system.

v

A
One of Tandem’s many product development
contributions during 1983 was FOX, Tandem's
fiber optic link that quickly and inexpensively
ties together up to 224 NonStop processors in
a high-speed local network, creating a system
more powerful than the largest conventional
mainframe computer.

17
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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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\dvanced 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 at 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.

At our computer terminal manufacturing plant
in Austin, Texas, for example, the combina-
tion of automation and participative manage-
ment resulted in inventory turn 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 NonStop TXP system, engineersin product
development and manufacturing pursued
complementary approaches that took advan-
tage of new scan logic design techniques.
The result was a system with greatly enhanced
testability. Utilizing MERLIN, the need for
manual test programming was eliminated.




MERLIN increases testing productivity by as
much as 120 times, completing some test
phases that would have taken up to six minutes
in as little as three seconds.

Pr—

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,
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A
Participative management techniques de-
veloped at Tandem's Austin plant are being
introduced successfully at other Tandem facil-
ities. At Tandem’s power supply manufactur-
ing facility in California, workers use such
techniques as this “focus group” meeting to
improve performance. The result: a three-fold
increase in productivity, lower costs, improved
inventory management and enhanced product
quality.
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; A
At Tandem'’s new paperless plant in Austin,
each person builds and tests a complete term-
inal, and “signs” the finished product.
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Tandem’s effectiveness is due in
large part to 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 to foster
communication and participation.




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 that 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 at 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
profitability.

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
broadcasts 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 opportunity to own
Tandem stock. In fiscal 1983, through pur-
chases of stock and exercises of stock
options, employees contributed $25 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.

Tandem Employee Productivity

§ Thousands

1979 1980 1981 1982 1983
$87.9 $984 81012 $953  $101.8

Revenue per emplovee (avg. number of employees)




A

Tandem electronic classrooms utilize advanced
techniques and technologies to instrucl em-
ployees in comprehensive courses including
sales, manufacturing, technology, professional
and management development, and the
Tandem philosophy.

Announcement of an upcoming Tandem Out-
standing Performers (TOPS) bonus Irip to
Hawaii was made during one of the many
company-wide Tandem Television Network
broadcasts during 1983. TOPS, one way that
Tandem recognizes and rewards outstanding
contributors, provides an opportunity for
exceptional employees from all areas of the
company to exchange ideas.

| 2
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Improved Asset, Management

Inventory/Revenue




The company made major pro-
gress during 1983 in improving as-
sel management through strength-
ened management systems. Among
the results are a $15 million reduc-
tion in inventories and a $69 mil-
lion increase in cash to a year-
end cash balance of $54 million.
Seen at far left is Lary Evans, vice
president of 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.
At the time of the announcement, the new machine was
already in production and installed at four customer sites.
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 Il 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 1
processors and TXP processors within the same system.
They can also run existing application programs on the
TXP system.

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

Revenues
( Dollars in Millions
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believe that we have made Tandem a much stronger
organization. Asset management has improved greatly.
Better 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 tools that use scan logic to
improve product testing and reliability.

Our strong commitment to research and development
continues. In product development over the past two
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
to access IBM SNA networks, devices, and applications
programs while 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 LS 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 o 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.

Financial Performance

Some challenges remain. While revenue for the fiscal
year ended September 30, 1983 grew 34 percent to
$418,282,000 from $312,143,000 a year earlier, operating
income increased 22.3 percent to $49,771,000 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 vear. In addition, the prevailing interest rates were

Outlook

The people at Tandem worked with dedication and
sacrifice 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
position 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 of 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 operating
results.

Eugene Kleiner

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.

WL s ot By

Thomas J. Perkins James G. Treybig

> i sy Chairman of the Board President and
substantially lower than in the prior fiscal year. Chiet Execative Officer
December 1, 1983
TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES
SELECTED FINANCIAL DATA
For the Five Years Ended September 30, 1983
(In thousands excepl per share amounts) 1983 1982 1981 1980 1979
Revenue $418.282 $312,143 $208,397 $108989 $ 55974
Cost of revenue 168,708 109,305 75,547 40,831 20,786
Product development 39,168 33,642 17,833 8,786 4,654
Marketing, general and administrative 160,635 128,488 74,626 40,049 20,828
Operating Income 49,771 40,708 40,391 19,323 9,706
Interest income, net 730 6,033 10,707 1,759 398
Provision for income taxes (19,696) (16,885) (24,549) (10,395)  (5.184)
Net Income $ 30805 $ 29856 $ 26,549 $ 10,687 $§ 4,920
Earnings Per Share $ 76 % g6 $ a2 8 35 9 .20
Total assets $415,525 $337,366 $255971 § 95,701 $ 45947
Long term debt and capitalized lease obligations 23,957 21,102 2,054 1,651 1,144
Stockholders' investment 310,993 250988 204,810 70,294 31,530
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Overview

Tandem Computers is committed to being a techno-
logical leader in the rapidly growing market for on-line
transaction processing systems and networks of on-line
systems. Achieving the Company’s technological leader-
ship goal involves many factors, including strategic
market positioning, an ongoing commitment to product
development, and an organizational structure and phi-
losophy that fosters employee productivity and creativity.
It is also critical to maintain a financial position and
operating record that allow the Company to maximize
its performance in an environment of rapid growth.

Financial Condition

Maintaining a sound financial position is a high priority
within 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 accounts receivable grew at a rate substantially
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
stock and funds generated from operations, cash and
cash investmenlts increased by $68,685,000, to $93,501,000
as of September 30, 1983,

An important part of Tandem’s corporate philosophy is
to provide all employees with the opportunity to share
in the Company’s financial success by means of stock
ownership. As a result of employee participation in the
employee stock purchase program and exercises of
stock options, the Company generated $25,031,000 in
cash in fiscal 1983, $12,249,000 in fiscal 1982, and
$9,669,000 in fiscal 1981,

The Company's financial strategy also includes main-
taining a sound ratio of current assets to current liabil-
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ities and a conservative capital structure. At the end of
fiscal 1983, the current ratio was 5.5:1, long term debt
and capitalized lease obligations were 7.7 percent of total
capital, unused revolving lines of credit totaled $67,117,000,
and the Company's equity base was $310,993,000.
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 of Operations

The table below summarizes the changes in selected
operating indicators for the fiscal years presented. The
numbers on the left account for the revenue dollar by
showing various income and expense items as a per-
centage of revenue. The numbers on the right measure
the yearly percentage increases (decreases) in the same
items,

% Increase

% of Revenues ( Decrease)
1983 1982 1981 1983 1982 1981
100 100 100 Revenue 34 50 91
40 35 36 Cost of revenue 54 45 85
9 11 9  Product development 16 89 103

Marketing, general

38 11 36 and administrative 25 72 86
12 13 19 Operating income 22 l 109
== 2 5 Interest (net) (B8) (44) 509
12 15 25 Pretax income s (9) 106
5 5 12 Provision [or laxes 17 (31) 136
7 10 13 Netincome 3 12 148
Earnings per share 0 6 106
Weighted average
shares outstanding 1 6 22
Numbers may not total due to rounding.
Revenue

Tandem Computers’ revenue gains over the last three
years have resulted directly from 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
both fiscal 1982 and 1983, the Company's revenue growth
was affected by economic recession, leading to a slowing
of revenue growth in certain geographic regions.

During fiscal 1983, the 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 strong 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.

Operating 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 of revenue increased in fiscal 1983, due to higher
costs relating to excess capacity, and to the effects of
Jower 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 focuses 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 States 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 fiscal 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

net 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 latter 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.

The 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.

Effect of Inflation
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 COMPUTERS INCORPORATED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF INCOME

For the Three Years Ended September 30, 1983

(In thousands except per share amounts) 1983 1982 1981
Revenue

Product revenue 5360 133 $272.591 S 186.89:'
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
Marketing, general and administrative 160,635 128,488 74,626
Total costs and expenses 368,511 271,435 168,006
Operating Income 49,771 40,708 40,391
Interest expense (2,806) (967) (282)
Interest income 3,536 7,000 10,989
Income Before Income Taxes 50,501 46,741 51,098
Provision for income taxes (19,696) (16,885) (24,549)
Net Income $ 30,805 $ 29,856 $ 26,549
Earnings Per Share $ .76 $ a6 $ 72
Weighted average shares outstanding 40,784 39,221 37,025

The accompanying notes are an integral part of this statement.




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
As of September 30, 1983 and 1982

(In thousands except per share amounts) 1983 1982
Assets
Current Assets
Cash and cash investments $ 93,501 $ 24816
Accounts receivable, net of allowances of $2 851 in 1983 and $3,000 in 1982 119,558 98,810
Inventories 85,920 101,335
Prepaid expenses and other 11,775 17,013
Total current assets 310,754 241,974
Property, Plant and Equipment, At Cost
Land 3,127 4,441
Machinery and equipment 35,162 25,767
Computer equipment and spares 59,836 44274
Leasehold improvements 27,859 21,788
Construction in process 6,788 11,196
132,772 107,466
Accumulated depreciation and amortization (33,991) (18,080)
Net property and equipment 98,781 89,386
Other Assets 5,990 6,006
Total Assets $415,525 $337,366
Liabilities and Stockholders’ Investment
Current Liabilities
Current portion of capitalized lease obligations $ 3335 $ 2,060
Accounts payable 27,960 22918
Accrued liabilities:
Wages, payroll taxes, and employee benefits 14,081 8,913
Income taxes 4971 7,136
Other accrued liabilities 6,262 6,186
Total current liabilities 56,609 47,213
Capitalized Lease Obligations 15,434 10,378
Long Term Debt 8,523 10,724
Deferred Income Taxes 23,966 18,063
Stockholders' Investment
Common stock $.025 par value, authorized 60,000,000 shares,
outstanding 39,552,963 in 1983 and 37,634,754 in 1982 989 941
Additional paid-in capital 206,911 177,759
Retained earnings 103,093 72,288
Total stockholders’ investment 310,993 250,988
$415,525 $337,366

Total Liabilities and Stockholders’ Investment

The accompanying notes are an integral part of this balance sheet.
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TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS' INVESTMENT

For the Three Years Ended September 30, 1983

Additional
Common Stock Paid-In Retained

(In thousands) Shares Amount Capital Earnings Total
Balance September 30, 1980 30,075  $251 $ 53,555 § 16488 § 70.294
Sale of common stock, net of related expenses 4,500 38 95,995 = 96,033
Sale of common stock under stock option plans 1,692 15 7,381 == 7,396
Sale of common stock under stock purchase plan 143 1 2,272 == 2,273
Capitalization of retained earnings for

three-for-one stock split = 605 = (605) -
Tax benefit from employee transactions

in common stock B - 2,265 - 2,265
Net income = (7T = 26,549 26,549
Balance September 30, 1981 36,410 910 161,468 42432 204,810
Sale of common stock under stock option plans 863 22 5,028 — 5,050
Sale of common stock under stock purchase plan 362 9 7,190 = 7,199
Tax benefit from employee transactions

in common stock — ~ 4,073 = 4,073
Net income — — = 29,856 29,856
Balance September 30, 1982 37,635 941 177,759 72288 250,988
Sale of common stock under stock option plans 1,634 41 19,054 = 19,095
Sale of common stock under stock purchase plan 284 7 5,929 == 5,936
Tax benefit from employee transactions

In common stock = o= 4,169 — 4,169
Net income - - - 30,805 30,805
Balance September 30, 1983 39,553  $989  $206,911 $103,093 $310,993

The accompanying notes are an integral part of this statement.




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION
For the Three Years Ended September 30, 1983

(In thousands) 1983 1982 1981
Funds (Cash and cash investments) at beginning of period $ 24816 $ 89,806 $ 16,245
Provided from Operations
Sources:
Net income 30,805 29,856 26,549
Depreciation and amortization 18.836 10,196 4,107
Deferred income taxes 5.903 9,920 4818
Net book value of property, plant and equipment sold or retired 14,408 2,142 1,264
Total sources 69,952 52,114 36,738
Uses:
Accounts receivable 20,748 28,139 28,119
Inventories (15,415) 46,792 33,642
Net change in prepaid expenses and non-debt current liabilities (13,359) 7,096 (17,246)
Investment in property, plant and equipment 42222 65,819 27,238
Increase in other assets 401 6,006 =
Total uses 34,597 153,852 1,753
Net provided from (used in) operations 35,355 (101,738) (35,015)
Provided from External Financings
Net increase in capitalized leases 6,331 9,702 609
Increase (decrease) in long term debt, net (2,201) 10,724 =
Sale of common stock, net of related expenses = = 96,033
Sale of common stock under employee stock option
and stock purchase plans 25,031 12,249 9,669
Tax benefit from employee transactions in common stock 4,169 4,073 2.265
Total provided from external financings 33,330 36,748 108,576
Funds (Cash and cash investments)
at end of period $ 93,501 $ 24816 $ 89,806

The accompanying notes are an integral part of this statement.
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TANDEM COMPUTERS 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
notsignificant and are reflected 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) 1983 1982
Purchased parts and subassemblies $36,887 $ 56,822
Work-in-process 12519 13413
Finished goods 36,514 31,100
Total $85,920 $§101,335
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, Plant and Equipment

Systems spares ($19,271,000 in 1983 and $15,869.000 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 5-10 years
Computer equipment and spares 5- 7 years
Leasehold improvements Lease term

Earnings Per Share

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 dilutive effect when
applying the treasury stock method. Fully diluted earp-
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) 1983 1982 1981
Current Federal $ 1370 § 5516 815356
Current State 1,532 3.633 Nk
Current Foreign 4,621 2,244 1,401
7.523 11,393 20,528
Prepaid Federal 4,731 (3,333) (1,205)
Prepaid State 309 (253) (180)
Prepaid Foreign 1,230 (842) 588
6.270 (4,428) (797)
Deferred Federal 5,843 6,656 4 325
Deferred State 225 238 194
Deferred Foreign (165) 3,025 299

5,903 9,920 4818
$19.696 S16885 $24549

Total Provision

Sources of deferred (prepaid) taxes were as follows:

(In thousands) 1983 1982 1981
Installment sale method for
income tax reporting $ 8572 § 3657 § -

Expenses recognized for financial
statements, but not for income

tax reporting 810 (1,505) (897)
Effect of intercompany profit

eliminations (4.143) (2654) (2,522)
Other items 1,031 (3,926) 2,622
Total Prepaid $ 6270 S5(4428) § (797)
DISC income $ 3181 $ 3918 § 3230
Accelerated depreciation 2628 2,799 1,192
Other items 94 3,203 396
Total Deferred $ 5903 § 9920 S 4818

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 469 469 169
State taxes, net of Federal income

tax benefit 4 4
Investment tax credits (4) (8) (3)
Research and development tax

credits (7) (8) (1)
Other — 2 2
Effective Tax Rate 390 36% 48%




3. Lease and Other Commitments

The Company leases its headquarters, operating facil-
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:

(In thousands) Leases

Fiscal Year Operating  Capital
1984 $ 29856 § 5,764
1985 27,325 5,632
1986 25,448 5,391
1987 22815 5,140
1988 21,135 3.915
Therealter 130,840 -

Total minimum lease payments $257.419 25,842
Less: Amount representing
interest (496-17%) 7.073

Present value of minimum lease payments $18,769

Capitalized leases totaling $22,038,000 and $12,999,000
are included in the machinery and equipment and com-
puter equipment and spares classification on the Balance
Sheet at September 30, 1983 and 1982, respectively.

Rent expenses were $30,458,000 in 1983, $20,895,000
in 1982, and $8,908,000 in 1981,

4. Long Term Debt

Long term debt as of September 30 consists of the
following:

(In thousands) 1983 1982
Construction financing $ 4203 $ 8724
Industrial revenue bonds bearing interest
of 12% 1o 12-3/8%, due 1992, collateralized
by equipment in Austin, Texas 2,000 2,000
15% promissory note payable in annual
installments through 1986
Other, bearing average interest of 8.6%

1,640 >
680 =
$ 8523 510,724

Construction financing at September 30, 1983 is related
to a facility in Austin, Texas. During June 1983, the
Company retired $7,125,000 of construction financing
relating to a facility in Watsonville, California pursuant
to a sales/leaseback transaction. The associated lease
has been accounted for as an operating lease. Interest
costs of $644,000 and $508,000 relating to these con-
struction projects 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, $22,000,000 have
been earmarked by Tandem for the construction referred
to above. The remaining $50,000,000 are for working
capital purposes 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 30, 1983.

5. Preferred and Common Stock

Preferred Stock
The Company has 2,400,000 shares of preferred stock
authorized.

Stock 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 after 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 4,516,866 shares
were outstanding at prices ranging from $3.92 to $29.13,
with an average price of $19.75. Options for 4,169,216
shares were exercisable as of September 30, 1983.
Options for 4,521,639 shares are available for future
grant. Options were exercised at prices ranging from $.58
to $26.88 in 1983, $.17 to $26.88 in 1982, and $.08 to
$22.88 in 1981.
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Employee Stock Purchase Plan

As of September 30, 1983 the Company has reserved
2,608,040 shares 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
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 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 about the

Company’s operations in different geographic regions
for the three years ended September 30, 1983.

Geographic Area Adj nts

United and Consal-
(In thousands) States  Furope Other Eliminations  idated
1983
Revenue-Customer $207.722 $91.100 $29460 $§ - $418,282
Revenue-Intercompany 68,001 s = (68,001) =
Revenue-Total 365,723 91,100 29460 (68,001) 418.282
Pre-Tax Income 49084 11546 (1127 (9.002) 50,501
Identifiable Assets 336,193 73923 26,058 (20,649) 415,525
1982
Revenue-Customer $215,154 $74,958 522,031 5 = $312.143
Revenue-Intercompany 60,126 o = (60.126) —=
Revenue-Total 275,280 74958 22031 (60,126) 312,143
Pre-Tax Income 43,949 9,267 22 (6,497) 46,741
Identifiable Assets 276,886 56,685 15863 (12,068) 337,366
1981
Revenue-Customer $144392 $47294 $16711 5 — $208 397
Revenue-Intercompany 37,580 - = (37.580) -
Revenue-Total 181972 47294 16,711 (37,580) 208,397
Pre-Tax Income 50297 4,145 2,139 (5,483) 51,008
Identifiable Assets 213,693 34592 12471 (4,785) 255,971

Intercompany transfers are made at approximately arm’s
length prices, which include manufacturing profits attrib-
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 $6,400,000 in 1983; $7,687,000 in 1982; and $7,397,000
in 1981.

7. Unaudited Quarterly Financial Data

(In thousands except Quarters Ended
per share amounis) Dec.31 Mar.31 June30 Sept 30

Year ended September 30, 1983:

Revenue $94,135 $96.006 S110,291 S$117.850
Costs and Expenses

Cost of revenue 37,955 37,856 45117 47,780

Product development 8.997 9.805 9961 10,405

Marketing, general and

administrative 35548 37945 41,561 45,581

Total costs and expenses 82,500 85,606 96,639 103,766
Operating Income 11,635 10,400 13,652 14,084
Interest income, net AT (184) 251 Gl6
Income Belore

Income Taxes 11.682 10216 13.903 14,700
Provision for

income taxes 1.556 3,765 5462 5913
Net Income S 7,126 $ 6451 § B44] S B8B787
Eamings Per Share $ 18 § 16 § 2] S 21

Year ended September 30, 1982:

Revenue $T0985 S$74101 § 79823 § 87234
Costs and Expenses

Cost of revenue 25,181 26,657 26,968 30499

Product development 6816 7.733 9200 9,893

Marketing, general and

administrative 27,636 31277 33.162 36413

Total costs and expenses 59633  65.667 69330 76805
Operating Income 11.352 8,434 10,493 10,429
Interest income, net 2302 1,306 1.489 936
Income Before

Income Taxes 13,654 9,740 11,982 11,365
Pravision for

income laxes 5.866 3518 1,469 3.032
Net Income $ 7788 $ 6222 § 7513 § 8333
Earnings Per Share S 20 § 16 § 19 8 vl

8. Information on the Effects of Inflation
(Unaudited)

The Company has provided an adjusted summary of
operations and selected financial data in accordance
with the Financial Accounting Standards Board in its
Statement 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 lo 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-
line 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 depreciation 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 of 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 cost method more accurately reflects the impact of
inflation on Tandem. The CPI-U used in the constant
dollar method contains items unrelated to the nature of
the Company's business, and also does not attempt to
measure the impact of inflation on its foreign operations.

CONSOLIDATED STATEMENT OF INCOME 39
ADJUSTED FOR INFLATION
FOR THE YEAR ENDED SEPTEMBER 30, 1983
In Average 1983 Dollars
(In thousands except Historic Constant Current
per share amounts) Cosl Dollar Cost

Total Revenue $418,282 §418.282 $418,282

Cost of revenue, excluding

depreciation and amortization 165,352 169,555 165,352
Other costs and expenses, excluding
depreciation and amortization 184,323 184,323 184,323
Depreciation and amortization 18,836 20,852 20,305
Interest (income), net (730) (730) (730)
Provision for income laxes 19,696 19,696 19,696
Nel income § 30,805 §$ 24586 §$ 29,336
Earnings Per Share § T6 § 60 § .72
Net Assets at Year-end $310993 $312887 $312434
Decrease in purchasing power
of net monetary items § 2816 $ 23816
Increase in value of inventories,
property, plant and equipment
held during the year:
Measured in general prices $ 5,040
Measured in specific prices 3.889
Excess of increase in general
price level (constant
dollars) over increase in
specific prices §: 1,151

At September 30, 1983, current cost of inventory was $85.968 and
current cost of property, plant and equipment net of accumulated
depreciation was 5105,628.

FIVE YEAR COMPARISON OF SELECTED
FINANCIAL DATA ADJUSTED FOR INFLATION

( Revenue dollars in thousands)

In Average 1983 Dollars
1983 1982 1981 1980 1979

Total revenue

Constant
dollars
Market price
per share
al end of
period
Constant

S418,282 $322948 $231.648 5134543 578496

dollar § 3477 $ 2295 §2913 S 2067 S 750
Average CPl
(1967=100) 295.9 286.0 266.2 239.7 211.0
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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’ investment, and changes in financial posi-
tion for each of the three years in the period ended
September 30, 1983. 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 con-
sidered necessary in the circumstances.

In our opinion, the consolidated financial 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 their
operations and the changes in their financial position
for each of the three years in the period ended September
30, 1983, all in conformity with generally accepted
accounting principles applied on a consistent basis.

San Jose, California Arthur Andersen & Co.

November 9, 1983

TANDEM STOCK PRICE

Calendar Quarter Price High Low
1983 3rd Quarter 36-1/72 2%
2nd Quarter 34 25-1/2
1st Quarter 30-1/2 235/8
1982 4th Quarter 32-3/4 21-3/4
3rd Quarter 25-3/8 14-1/2
2nd Quarter 29 22
1st Quarter 28-1/2° 2]
1981 4th Quarter 34 27-1/4
3rd Quarter 32 24
2nd Quarter 34-5/8 24-3/4
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 dividends
have been declared on the common stock.

Produced by George E. Browne & Associates 1 Corporate Liaison: Cacey Tangney (] Design: Kay Woon [ Principal photography: Larry Keenan CJ Printed in U.SA.
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Tandem Computers Incorporated
designs, develops, manufactures,
markets and supports a family of
unique computer systems for on-line
transaction processing. The Tandem
NonStop system concept pre wides
the first on-line, distributed computer
architecture for mainstream business
applications. Customers’ systems are
supported from over 100 locations
throughout North America, Europe,
Asia and the Padific. The Company
operates five manufacturing facilines
in the United States and one in
Germany.
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Nineteen Eighty-Four was a year of
significant accomplishments at
Tandem. Our revenues grew 27%.
Earnings, with a one-time tax benefit,
increased 39%. And we ended the
year with a strong balance sheet -
including $107 million in cash, the
highest level in our history.

Since our first producr ship-
ment in 1976, our annual revenues
have grown to over a half billion
dollars. During 1984 we joined the
ranks of the Fortune 500 largest U.S.
industrial corporations.

We significantly expanded our
msr()mcrﬁtusc and our installed base
of processors during the year. The
addition of the new high-perform-
ance TXP system to our family of
NonStop systems made a major
contribution to this expansion.
Introduced in the first month of the
fiscal year, TXP processors accounted
for over half of all shipments for the
full year.

We took action to improve our
business. In the fourth quarter we
laid the foundation for increasing
profits and continuing growth. Owr

first priority is increased profitability. p
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Fiscal Year Ended
September 30

Revenue

Operating income
Operating margin

Net income

E..tmings_pcr share
Working capital

Toral assets
Sm:kimldqs' investment

Number of employees

1984

$532,620,000

S 51,101,000
9.6%

S 42.908,000
$1.04

$263,403,000
$501,873,000
$375,122,000

5223

1983

S$418.282,000
S 49771000
11.9%

S 30,805,000
.76

$254,145,000
$415,525,000
$310,993.000

4.396

1982

$312,143,000

S 40,708,000
13.0%

S 29,856,000
$.76

S194.761.,000

$337.366,000

$250,988.000
3,821

Toward that end we are asising:
0 Managing our growthag‘bpcmmncl
in line with revenue growth.

O Maintaining tight control over our
COSE structure.

0 Contnuing our successful asset

t :
To help orr m contome, we are:
O Aggressively pursuing third-party
abxhrd'm“mf!ﬁps to enhance the mm~
ity of our products in target
industries. During the year we
increased by nearly 8096 the num

of software houses writing applica-
tion to run on NonStop
systems, %\"c expect these joint-

marketing arrangements to signifi-

cantly leverage our marketing
roductivity.

A ing our emphasis on soft-
warcumnrzﬁdonships through
new alliances with select equipment
remarketers. These companies,
which i ntly market value-
added Tandem systems, will expand
our presence in market segments
where we do not concentrate our
own marketing resources.

O Enlarging our sales force and

inging in ¢ experienced
in providing rotal business solutions,
OE zing low-end products to
com t i rformance
TXP system, thereby extending our
ability to penetrate new accounts and
expand existing accounts. As a first
step, we repriced the NonStop 1+

NonStop II systems at aggressive
levels. In 1985 new s will

strengthen our low-end offerings
further.
O Inl:roducing a senes of new

products designed to widen our lead
formance transaction

in high-perfc
processing and to open new oppor-
tunities ingthc arca of professional
support products. |l
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The market for on-
line, distributed data
processing systems is
the fastest 7]
segment of the com-

Federal f'\" mess ."HI J"mfu:‘:'!f
its /’a‘{r Mail™ service based
on Tas mm\ Sy galiiy wrf

this advertisement in 1984.

WHEN THERE'’S
NO TOMORROW.

FEDERAL EXPRESS INTRODUCES ZAPMAIL.
THE TWO-HOUR DOOR-TO-DOOR DUPLICATE.

The market for on-line systems is
huge and rapidly growing. It spans
all industrics and a vast array of
applications.

A number of business needs
drive this growth. To remain com-
petitive in dynamic markets, busi-
NEsses are mov 1nu on-line to:

O Offer new and better services to
attract and retain customers.

U Improve profitability by lowering
the cost of delivering services and
producding pmducts.

0 Gain greater control over business
information to make better business
deasions, and make them more
rapidly.

To achieve these critical objec-
tives, businesses are conv erting from
batch to on-line information process-
ing. As a result, the markuplau for
commeraal computers is in rapid
transition.

Entirely new applications are
also hu.llm_, market growth. The
combination of less m.\tly. better-
performing hardware and the

growing availability of on-linc appli-
cations software Opens up new
business npp{)mlnltlcs for users.
And success breeds success.
Successful applications in one area of
a business can create potental in
other operational areas. Half of our
revenue comes from new applica-
tions—not only from new customers
but from new applications with
existing customers. The remainder of
our revenue comes from customers P

]




who are expanding existing applica-
tions or upgrading their systems.

Users evaluate on-line systems in
a markedly different way from that
of batch-processing systems. Tandem
is a major supplier of systems to the
on-line marketplace because we
designed our system architecture to
meet the new critenia:

Adaptalbility to constantly chang-
1y requavements. By definition, the
user’s on-line environment is more
volatile, more unpredictable, than
that of batch processing. The ex-
pandability of our NonStop systems
makes it easy and economical for cus-
tomers to enlarge existing applica-
tions, add new ones, atld13:£ them
all together.

Competitive price/performance.
The new on-line applications are
cither central to business operations
or to customer services. In both
cases, the cost per transaction directly
affects profitability. The Tandem
family of compatible systems brings
price/performance leadership to a
full range of application sizes.

Quality systems and applications
software. On-line users are demanding
innovative and often complex on-line
applications. We provide advanced
programming tools that simplify pro-
gram development. In addition, our
customers have access to a library of

SOURCE OF TANDEM'S 1984 PRODUCT SALES

proven, economical application pro-
grams developed by Tandem Allkmncc
software houses.

High-performance data base.
Many of today’s applications require
on-line data bases that will support
hundreds of transactions per second.
Tandem’s unique distributed data
base architecture allows growth to
very high transaction rates with
manageable communication costs
and assured data integrity.

Networking and communications
capabilities. In order to exploit their
new on-line .1ppiications cﬂidcntly,
large organizations often need to dis-
tribute data bases and application

processing, and to integrate existing
information resources. Our architec-
ture and systems software offer out-
standing data communications and
Nerw :rEinimpabilitics.

Reliable and available systemss.
Companics using computers to run
their businesses cannot afford system
failures or lost data. Tandem?’s fault-
tolerant features are a fundamental
strength that assures that all the other
product benefits are constantly

productive. ll
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Tandem is widely recognized as the
originator and premier supplier of

general-purpose, fault-tolerant sys-

tems. But fault tolerance is only the
beginning,

We designed our system archi-
tecture specifically for on-line
applications and distributed data
processing, It is singularly well suited
to the on-line environment because
it is based on independent, parallel
processors with separate memory
and high-speed interconnections,
running a unique message-based
operating system that optimizes the
movement of transaction-like events
throughout the system.

What this means for users is:

Easy, economical application growth
Tandem users can expand a system
incrementally from the power of a
large minicomputer to many times
that of IBM’s largest mainframe.
Users with growing applications can
enlarge cach Tandem system modu-
larly ﬁ'om 2 to 16 processors, or to
as many as 224 processors in a local
cluster using FOX, Tandem’s fiber
optic link. NonStop systems eco-
nomically address application
demands ranging from a few transac-
tions per second to hundreds of
transactions per second. As a result,
Tandem users can:

Increase power linearly. When
users double the number of Tandem
processors, they get double the
power.

Buy only as much capacity as they
need. With conventional systems, P

Fault tolerance is only

part of the Tandem

architectuval contvibution,
and-only the beginning

of user benefits.




users must purchase excess capad
to accurmngatc change. g
Add mcremental capacity when
needed without reprogrammang,
thereby protecting their investments
in hardware and software.
Maimtain consistent cost per
transaction as the application grows
and capadty is added.

ormance
The Tandem multiple-processor
architecture and lﬁ&-;trfonnancc
dara basc products provide users
with fast and accurate information.
And our distributed relational data
base capabilities let customers put
information where it is most needed
and used.

Whether customers’ data bases
are large or small, simple or
complex, Tandem systems provide
outstandigF performance at
economical cost. We deliver high
performance using our standard,
general-purpose software.

Even in the most demanding
environments, customers achieve
high performance. Our users can:

0O Accommodate large numbers of
users simultancously accessing a
dara base.

0O Handle the largest data bases with
fast transaction rates and short
response tume.

In a benchmark test conducted
by a major U.S. business during
1984, for example, a TXP system -
configured to only one-seventh of the
maximum system size - outper-
formed one of the industry’s most
powerful mainframes.

Tandem systems are pricc;;’rcr-
formance leaders across a bro
performance range.

Networking and communications
The growing trend toward distrib-
uted darta bases and application
processing, and the proliferation of
mformation-generating devices
within a single organization, have
dearly creared a need for integration
of all this information into a cohesive
resource.

Tandem’s network-oriented ar-
chitecture is ideally suited to the inte-
gration task. Even a basic two-proces-
sor system operates like a network
within a system. Using our EXPAND
software and sophisticated communi-
cations offerings, customers can:

O Establish networks of up to 4,080

Tandem processors without rewriting

applications software. And they can
casillsrcu)nﬁgurc the network as
nceds change.

O Distribute the data base to the
points of greatest use, without
increasing programming complexity.
O Leverage investments in other
technologies. We provide highly
functional links to other systems and
devices, and to networks such as
IBM System Network Architecture
(SNA). According to industry
analysts, Tandem’s SNAX software is
the most powerful SNA interface in
the industry.

Tandem multfunction networks
bring the highest level of flexibility,
performance, functionality and
cconomy to our customers’
applications. [l
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_AUSE AND THE CURE

HE LEADER IN ON-LINE TRANSACTION PROCESSING.

WHAT COMPUTER FAT IS.
Computer Eit is created when you buy more
computer than you need With conventional
computer architecture, you have no other
choice. You buy the closest fit available and
‘grow into it S0 there is always waste and
inefficiency. And you pay dearly for it

WHAT IT COSTS.
THE PERFORMANCE COST

VW, Corvesrion Computer Arm, (OO YO (ROOESIOn
B0 N QOubEe WO [evioeTance. WIN Tancden, mach Sorertert
OOmE € VOO (X (et PTG SeROTTINCE

TANDEM

PERFONMANCE

THE DOLLAR COST

A (TR (TYTE e STl it B PR P
T COFruLEly Ovee e I e B ACRTY [FOCHT G DO
Witk Tarcherm, Qe Fdi P fesd W rever Pt o Ihan
you hawve ID

COMPETITION

FROCEREING FOWER

HOW TO AVOID IT.

Tandem Computers has developed the ulti
mate system for on line transaction - processing

It i5 a Bault-tolemnt system that can grow s
your needs grow, expanding at any increment
you choose You can stan with two processons
andd grow 10 10 processons in i system You can
put in a fiber-optic link and grow o a kcal net
work of 14 systems With a combination ol
land lines and a satelline ink, you can expand
10 255 systemns (4,080 processors ) workdwide
With Tandem, your software expands, oo All
systems work like one system, and youll never
have 10 rewrite 3 ne of applications code

TANDEM'S
NON-FAT ARCHITECTURE

A Tandem NonSiopf system stays on line
without using idle backup components
Instead, each component has at least one
identical twin with which it shares the work
load. The system is also enhanced by a high
performance, relaional data base that can be
peographically distributed 1o wherever it's
needed. And no single component Eilure can
shut you down

I 8 Tancerm sysern. (ese B9 MO CR0 DECKUD COMENenL
Al st e serdioad ard fo S el C3 STUS po down

LETS CHEW THE FAT.

Tandem systems are already at work for

Forune 500 companies in banking, elecum
numications, manubcuning, transponation,

retalling and enemgy, as well as several branches
of the US. Government. To find out what we
can do for you, call (800) 482-6336. Or write
for our annual repon. Comorate Headquaners
19191 Vallco Parkwaiy, Dept. 762, Cupertint,
California 95014

ﬂTAHDEMCOMPUTEHS
NonStop. NonFat.




HOW
TANDEM
SYSTEMS
ARE
USED

Our customer list spans many
industries and reflects a rich variety
of applications. Tandem systems are

g in large and small applications,
both centralized and decentralized,
from the more dassical to the most
innovatve.

Chances are you used a Tandem
system today. You may have used a
Tandem system if you purchased
securities traded on one of the
world’s major stock exchanges; used
an automated teller machine; made a

distance telephone aall; used a
debit card ar a line ;read a
news; ﬁ.lc%lz:o mcd:&ﬂrfsmm*&cc
daim; tclcgmphcd a moncy order;
checked into a hospital; shopped or
banked at home using home infor-
mation services; ased merchan-
dise from a number of large retail
establishments; or had a credit card
purchase authorized.

Because of the flexibility of the
Tandem architecture and our broad-
based price/performance competi-
tiveness, Tandem systems are used in
a wide variety of application types:

Beecham Cosmetics, whose

roduct labels indude such names as
rovan, Yardley of London and

The modularity and
performance continuum

of our systems provides
users with ideally sized

products for all their
needs.

BANKING AND OTHER FINANCIAL
COMMUNICATIONS
MANUFACTURING

FEDERAL GOVERNMENT
PRINTING AND PUBLISHING
OTHERS




CHEMICAL BANK

PRESENTS
THE ULTIMATE IN

PRIVATE BANKING.

Chemucal Bank wsed this
and other advertisements to
mmomce its PRONTO®
home banking and infor-

mation system in 1984, and

by the end of the vear had
over 10,000 PRONTO
customers mi the metropol-
tan New Yok area.
PRONTO s based on
“?IHF.:';‘,'I ‘.\ STEnIy,

__5-;3-—-—-—;_.—-
= TESS.
THE HOME INFORMATION SYSTEM

Vitabath, went from batch to on-line
in 1979 to automate order process-
ing and distribution for their rapidly
growing business. NonStop system
expandability has enabled Beecham
to add major new applications casily.

Thyssen, Germany’s multibillion-
dollar steel producer, is an example
of a stand-alone application that has
grown into a network. Thyssen
ordered its first Tandem system in
1977 to automate its factories, and
now runs its dispersed plants with a
10-node network of Tandem systems.

According to Thyssen, modular
expandability of Tandem systems was
a key reason for sclecting Tandem:
“With Tandem it has not been neces-
sary to define the entire, complex
distributed data processing problem
before taking action. We are doing it
one area at a time, and then integrat-
ing that system into the EXPAND
network.”

Union Bank of Finland has an
expanded system of 50 processors
linked by Tandem’s FOX fiber optic
extension to handle all of its retail
banking services on-line with over
2,300 teller terminals and 140 ATMs
at 560 locations throughout Finland.

The May Department Stores
Company, one ()Fa he largest U.S.
retailers, has a large distributed data
base with more than 35 billion bytes
of business information shared in a
12-node Tandem network.

The reservation system of
Deutsche Bundesbahn, the German
national railroad, is a bigh-perform-
ance data base application managing p»
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all train seats in six European coun-
tries. The yearly reservation volume
is about 20 million seats—as many as
100,000 in asingle day—booked via
3,500 terminals in Germany and 11
other European countries. FOX
linked systems also handle the com-
On-line users, as evident in the
above cxam'plcs, commonly need a
spectrum of applications. Tandem
systems are often used for many
ifferent applications within the

same organization.
GTE, for example, uses Tandem
systems in their separate SPRINT™

long distance telephone and TELE-
MAIL” clectronic message services.

A large organization also
requires systems of varyin capadity,
often within the same application. It
is not uncommon for a single large
corporation to use the full range of
Tandem system sizes to achieve
optimum cffidency.

Extending the GTE example,
that company administers its
SPRINT subsidiary with a nation-

LARGE SYSTEMS
M MosizE systems
B smau sysTEms

In a typical large ovganization,
for every layge system, a
company may need severnl
mednon-size systems and
mazy more small systems,
Tandem supplies this
‘pyramid of needs’
with a totally compat-
ible, expandable

solsution.

PYRAMID OF NEEDS

wide, 43-node network of low cost,
small Tandem systems. Larger
Tandem systems are used elsewhere
in the SPRINT organization for such
applications as on-line unit m
,illing. And an even larger Tandem
system is used at SPRINT head-
arters to integrate information

om those and other related
applications.

In a typical large organization,
for every large system, a company
may need several medium-size sys-
tems and many more small systems.

The modularity and perform-
ance continuum of our systems pro-
vides users with ideally sized offerings
for all their needs. Tandem supplics
this ‘pyramid of needs’ with a rotaélld;
compatible, expandable solution. We
benefit, too, because we can pene-
trate an account at the low, middle or
high end of the user’s performance
and price 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. |l




Now
the card that
filis your wallet
With cash
can fill your tank

al Mobll.

With advertisesments such
as this one, Mobil Oil and
a number of U.S. banks
began jointly promoting an
automated system for using

credit cards and ATM

(automated telley machine)

carvds at Mobil stations.
The Mobil application
runs on Tandem systems.

1l




A top marketing priority at Tandem
is to expand the availability of quality
applications software designed for
onStop systems.
We created the Tandem Alliance
ro in late 1983 to develo

?claﬁf)a:lnsiﬁ with key soﬁwarcp
houses ancr;xpand the presence of
our existing software houses in order
to broaden our marketing oppor-
tunities and effectiveness. By joining
forces with applications software
dcvclopcrs, WCe can;
O Provide total business solutions to
artract new customers and create
opportunities for additional business
within existing accounts.
UJ Enhance the productivity of our
sales force and accelerate the stream
of revenues.
0 Benefit customers by speeding
their application development.

Software houses that joined the
Tandem Alliance in 1984 will
develop or adapt applications soft-
ware in target industries that include
manufacturing, teleccommunications,
transportation, and finance, as well as
for the Federal government. We have
also targeted point-of-sale for cross-
industry applications. When these
arp!ications programs are com-
pleted, we and our Alliance members
will jointly market powerful solutions
for our customers’ business needs.

Our approach is not limited to
traditional software houses. Our
customers, too, develop applications
with significant commerdal value.
We have begun to form alliances
with some of them to cooperatively
market their proven applications to
others in their industnes.

As an example, we have joined
with Michigan Bell, formerly an
operating company within the ATT/

Bk N DRsERGM

el Lo AT COF

Bell system and now a member of
the Ameritech telephone companies.
Together, we are marketing their
application for collecting delinquent
bulls to other, newly independent tele-
phone companies. Similarly, we and
Indiana Bell will jointly market its
on-line service order en .

We have also joincdu\):'lﬁ?“{g
Scandinavian Airlines System sub-
sidiaries, Linjeflyg AB and Scanator
AB, and with U.E.-bascd Bedford
Assodates to market an airline
reservation system and a series of
advanced software packages for
airline management.

In the first full year of the pro-
gram, our Alliance software develop-
ers partiapated in nearly half of our
new account sales. During the year,
we added 23 new Alliance software
houses, expanding the total by nearly
80%. In the fourth quarter of 1984,
more software houses committed to
Tandem solutions than in any quarter
in our history,

The Tandem Alliance attracts
software houses because:

Ouwr strong product features and
price/ performance advantage make their
software more attractive to customers.

ALLIANCE PROGRAM GROWTH

:
:
=
:
g

o beting prioes
at andanistoinm?
sales
" key applications software




Our systems’ compatibility and
modular growth capability let software

“ll och fl'él‘l London aver dan' houses develop an application only once

and it will vien on small, medivm or
flyg SAS non-stop. gt e

Our extensive program of support
includes representatives in all sales
regions dedicated to software houses.
These Tandem employees communicate
the strengths of our software houses and
foster relationships with the rest of the
Tandem sales force.

Alliance software houses also
have access to many Tandem
reSOUrces.

0O Our worldwide sales organization
expands Alliance members’ marketing
opportunitics.

O Alliance software houses partici- ]3
pate in some of Tandem’s closed-
arcuit satellite relevision programs

to make marketing presentations to
our sales force and customers.

] Alliance software houses can take
advantage of our training programs-—
both as student and teacher.

We also join in cooperative
promotional activitics.

In 1985 we will broaden the
Tandem Alliance program to include
new types of equipment remarketers.
A sclect group of remarketers will
contribute products or c,\'fcnjsc to
help us address spedalized market
opportunitics. [l

Tl Stockholm 21.50

Scandimavian Airlines System (SAS) uses
Tandem systems for a vaviety of applications,
and is also a team member in a Tandem
Alliance project that will market to the
airline mdustry a veseyvation system

and a sevies of advanced software packages
for adrline management.

R
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Tandem serves a rapidly growing
market with leading edge, much-
needed producn We have a large
base of prestigious, satisfied cus-
tomers who count on our products
to help make them more compet-
uve. We are confident in the future
of the m u'kup]aw and in our ability
to share in its grow th.

Every time Tandem sells to a
New QUStOMET, YOU Can expect to see
the initial sale y 1eld a stream of
revenues over the years because of
the case and economy of Tandem
system expandability. The unique
modular ex p.mdabllm and lincar
performance continuum of our
systems also serves us in dev cloping
new business, as well as up.mdmg
applications within existing accounts.

We are investing in the future of
our marketplace. In the past two
years alone, we have invested over
$90 million in product development
rmbrama Our development efforts
1ave a magnified impact because our
flexible architecture sprcad.s the en-
hancements over our entire product
line. In all of our programs, we main-
tain our commitment to our architec-
ture, which provides the only com-
puter systems offering fault tolerance
as well as linear expandability.

In 1985 we have focused our
new product programs on these
arcas:

Hugh-performance data base. In
1985 we intend to widen our already
strong leadership in delivering
capabilities for high-performance,
distributed dara bases. We will
introduce software and hardware
products that prov ide significant
Improvements in price/ pcrtnrnunu_
reliability and serviceability for on-
line data base appluanum

Low-end systems. Tandem’s
strategy is to provide a family of

We are in the right
market with leading
edge products, and
we are investing in
the future of our
marketplace.

compatible systems to serve a wider
range of capadity needs with greater
functionality than any other vendor.
In 1984 we moved into very high

rformance applications with the
TXP system. In 1985 we will wage a
new offensive at the low end.

Networking and commumcations.
We will build on our strength in this
technology. In the first quarter of
fiscal 1985, we added a major pro-
gramming productivity enhancement
to our SNAX prnduct already con-
sidered the premier SNA interface
capability in the industry.

Professional support products. In
1985 Tandem will introduce products
aimed at increasing business pro-
ductivity across our entire customer
base. In the first month of the 1985
fiscal year, we introduced our
DYNAMITE multifunction work-
station. DYNAMITE provides the
flexibility of a personal computer
with the functuonality of a Tandem
terminal in a singje desk- -top device.
DYNAMITE g,i\'cs users access to a
wealth of deasion support tools
while accessing their company’s data
base on-line.

The new product introductions
planned for 1985 are designed to
provide more solutions to our
customers’ business needs, thereby
enhandng our competitiveness and
ability to grow. |l
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Germany’s Eurocard tvoduced in 1984 a
pilot program to authorize credst card pir-
chases automatically at point-of-sale locations.
The Eurocard organization, comprising a pool
of banks, runs its business on Tandem svstems.




MIT UNSERER
FIRMENKARTE IST
EINE REIBUNGSLOSE
REISEKOSTEN-
ABRECHNUNG SCHON
VORPROGRAMMIERT.

Die enge Verknipfung der
deutschen Wirtschaft mit der
Welt = Im- und Export, inldndi
sche und auslindische Messen,
engpe Koniakte mit Licferanten
wnd Kunden rund um die
Erde = macht Tag fir Tag
rahliove Geschdfisreisen matig.
Retsen, die fiir ke Untermeh
men Vorwchufl, Spesen, Abrech
nung, Devisenbeschaffung -
kurz mehe Arbeit = bedeuten

Hier kann die EUROCARD
Firmenkarte helfen, Sie machi
Ihre Mitarbeiter auf Reisen
rahlungyfahig, ohne daff Taw
sende von Mark an Vorschufl
aus Threm Betriebrkapital

rogen werden, Im Gegentedl

grie Reisek ostenvor
schufl bringt Ihnen sogar mockh
Grwinn an Zinsen uad Ligué
ditdr. Die Abrechnung wird
cinfachee und die Reise - ohne
Sortemipesen und Ricktausch-
gebuhren - billiger. Und aufler-
dem ist der Jahresheitrag fur
die EUROCARD-Firmenkarte
nack steuerlich aby
Waollen Sie mehr w
uber die Firmenkarte von
EUROCARD? Die Kreditkarie
dir theen gemein

dccess, rimes des ¢ 1
Cardi, und Ameriko

Card weltweit 1
Vertragipartner biele

im Kurs stekr wie das _Madr in
Germany™ awf dreutschen
Exporten’?

Danr wihlen Ste die (061))
' d Wir senden Thnen
heliches Inform
der arree

t Beratungs

Ingicren




Tandem has just marked its tenth anniversary. Since its
founding in November, 1974, the Company has
grown to more than a half billion dollars in revenue.
Our customer list includes more than 850 outstanding
corporations and government agendies throughout
the world. Our own o ization has expanded from
the first site in Califormia to over 80 locations in the
United States and to 18 other countries, employing
more than 5,000 ple. And, during this tenth anni-
versary year, TancEcn‘: joined the ranks of the Fortune
500 largest U.S. industrial concerns.

Developments

Ear'_}y in the fiscal year, 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 majonity of our
fiscal 1984 revenue. We believe this result demon-
strates the strong customer acceptance of the power-
ful TXP system. This system should be a major
contributor to our finanaal performance in 1985.

Tandem continues to place high priority on
product development. In addition to the TXP system,
we introduced a new, sophisticated 6100 communi-
cations subsystem. A new 264 megabyte Winchester
disc drive brings even better mean-time-between-
failure and price/performance to our line of disc
drives. The 6530 terminal product was enhanced with
the inclusion of two smaller, modular terminals as
well as additional functions, The 653X family of
terminals offers IBM 3270 emulation and can use a
variety of alternate input methods including voice. In
1985 we plan to have an active schedule of new prod-
uct introductions.

There were a number of developments in our
marketing programs this year. Tandem identified the
newly deregulated telephone companies as an area of
opportunity. In 1984 we established a telecommuni-
cations industry marketing program to further
penctrate that rapidly growing marketing sector. Tele-
communications proved to be Tandem’s fastest
growing market this year. In addition, through the
Tandem Alliance program, we signed Michigan Bell
and Indiana Bell as new software houses offerin
applications programs to the telephone companies.

The Tandem Alliance, established late last year to
attract software houses to develop application pro-
g)ams on Tandem systems, had other successes as well.
r example, to help us in the recently deregulated
airline market, we added new Alliance members that
are developing application packages for this industry.

We implemented pregrams to enhance our com-
petitive position across our entire product line. By
repositioning the NonStop 1+ and NonStop IT sys-
tems with pricing that is extremely attractive for the
lower end of our marketplace, we believe that our
entire family of NonStop systems offers the best
price/performance for on-line transaction processing
in the industry.

We are very pleased to have a new member on
our Board of Directors this year. Mr. Andrew Knight,
cditor of The Economist, was elected to Tandem’s
Board at the annual meeting of stockholders last

February.

Finandal Performance

Revenues grew 27%, reaching $532,620,000 at the
end of fiscal 1984. Earnings per share grew nearly
37% to $1.04, which included a one-ime tax benefit
amounting to $.24 per share. Our finandal perform-
ance improved in the second half of the year com-
pared with the first half. However, we are not satisfied
with our level of profitability. The Company’s first
priority for fiscal 1985 is increasing profitability while
mcctitr;E our product and marketing objectives. We
have 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 very limited
hiring. Through much of 1984, the growth n employ-
ment exceeded the growth in revenue. To counter
that trend, we have implemented a program designed
to hold employment approximately level. Despite this
plan, we intend to continue to add salespeople. We
achieved this goal in the fourth er of fiscal 1984:
Total employment declined slightly while the number
of salespeople grew by nine percent.

management continued to improve this
year. As a result, Tandem’s balance sheet is the strong-
est it has ever been. This year ended with the highest

-
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level of cash in our history, nearly $107 million. In
addition, inventory turns increased and receivables
collections improved.

Litigation

Just after the dose of the fiscal year, Tandem reached
an agreement with the Securities and Exchange
Commission (SEC) that terminated an investigation
relating to Tandem’s December, 1982 restatement of
revenue and earnings. Without admitting or denying
the allegations of the complaint filed by the SEC,
which related to the second, third and fourth quarters
of fiscal 1982, we consented to the entry of a judg-
ment enjoining the Company against any future viola-
tions of the Federal securities laws and requirin
Tandem’s auditors to conduct annual reviews of cer-
tain of the Company’s internal controls for this year
and an additional two years. Tandem consented to the
entry of judgment in order to avoid the extensive
commitment of finandal resources that would have
been required to contest the allegations in court.

Outlook for 1985

As the business section of this annual report notes,
Tandem has established several areas of emphasis for
1985. The first priority is better profitability. By
iImproving our cost structure, our goal is to provide a
better return to our stockholders while continuing to
offer aggressive price/performance for customers. We
will continue to form business relationships through
the Tandem Alliance. These alliances leverage
Tandem’s direct selling efforts and give customers the
benefit of faster application development. Impor-
tantly, our new product program for the year has
been designed to provide contributions in three
major areas: high-performance data base, low-end
systems and personal productivity tools, all key to
success in on-line transaction processing,

Nineteen cighty-five is off to a good start. In the
first month of the new fiscal year, we announced three
new products. DYNAMITE, Tandem’s multifunction
personal workstation, provides the features of
Tandem’s 653X family of on-line terminals plus the
convenience and local processing capability of a stand-
alone personal computer. As a stand-alone work-
station, it can run most software written for the IBM
PC. Further, using Tandem’s micro-mainframe inte-
gration software, DYNAMITE users can access the
corporate data base and manipulate that information
using off-the-shelf software packages. In addition, the
Company added a more powerful version of the
ENABLE automatic computer program generation

Conmemorating Tnndem’s
tenth anniversary, Jim
Treving, at left, and Tom

Perkins were mmona the

hosts of a special closed-cir-

crit television broadcast to ]7
Tandem facilities i Nov-

ember 1084,

tool, and a major programming productivity enhance-
ment for SNAX, Tandem’s System Network Architec-
ture Access Method.

Tandem believes ours is the most attractive market
in the computer industry, and that our unique archi-
tecture has enabled us to develop the best products
for that market. These advantages are leveraged by
our foremost asset—our people. Through the con-
tinued hard work and commitment of our people, we
look forward to achieving our goals for 1985.

(o Gty

James G. Treybig
President an
Chief Executive Officer

Thomas J. Perkins
Chairman of the Board

November 29, 1984




MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

Tandem Computers is committed to being a techno-
logical leader in the rapidly growing market for
on-line transaction processing systems and networks
of on-line systems. The Company believes that its
computer architecture uniquely satisfies the funda-
mental requirements of fault tolerance and lincar
power expandability for such applications. Achicving
the Company’s technological leadership goal involves
many factors, including strategic market positioning, a
commitment to product development, and an organi-
zational structure and philosophy that foster em-
ployee productivity and creativity. It is also critical to
maintain a strong finanaal position and operating
record to allow the Company to maximize its per-
formance in an environment of rapid growth.

Finandal Condition

Maintaining a sound finandial position is a high prior-
ity within Tandem. The Company’s finanaal condition
further strengthened in fiscal 1984. The year ended
with the highest cash and cash investments balance

in the Company’s history. Cash increased to
$106,862,000 at fiscal year end, from $93,501,000

a year carlier, reflecting income from operations,
employee purchases o%stock, and improved assct
management. As a result of Tandem’s continuing
emphasis on assct m ent, inventory levels
increased modestly, while days of inventory declined.
In addition, accounts receivable increased at a rate
slower than the rate of growth in revenues, and days
of accounts reccivable dedlined. Capital spending in-
creased during the year to §71,519,000. This amount
was substantially above the fiscal 1983 capital spend-
ing level, and was slightly higher than in fiscal 1982.

An important part of Tandem’s corporate philos-
ophy is to provide all employees with the opportunity
to share in the Company’s finanaal success by means
of stock ownership. As a result of employee partiapa-
tion in the employee stock S\mdmc program and
exerases of stock options, the Company generated
$16,991,000 in in fiscal 1984, $25,031,000 in
fiscal 1983, and $12,249,000 in fiscal 1982.

The Company’s financial strategy also indudes
maintaining a sound ratio of current assets to current
liabilities and a conservative capital structure. At the
end of fiscal 1984, the current ratio was 4:1, long term
debt and capitalized lease obligations were 4.4 percent
of total capital, and the Company’s equity base was
$375,122,000. Unused lines of credit total
$70,000,000. Tandem believes this strategy provides
it with the maximum near-term and long-term flexi-
bility to consider the full range of finanang alterna-
tives to fund the capital needs of its projected growth.

Results of Operations
The table below summarizes the changes in selected
operating indicators for the fiscal years presented. The

numbers on the left account for the revenue dollar by
showing various income and expense items as a per-
centage of revenue. The numbers on the right measure
the yearly percentage increases (decreases) in the

same irems.

% of Revenue % Increase (Decrease)
1984 1983 1982 1984 1983 1982
100 100 100 Revenue v 34 50
41 40 35 Cost of revenue 30 54 45
10 9 11 Productdevelopment 34 16 89

Marketing, general
39 38 41  and admunistratve 3l 25 72
10 12 13 Operanng income 3 a2 1
1 - 2 Interest (net) 610 (88) (44)
1 12 15 Pretax income 11 8 %)
4 5 5 Current tax provision 17 17 (31
2) = - DISC reversal N/A - -
8 7 10 Net income 39 3 12
Earnings per share 37 - 6
Weighted average
shares outstanding 2 - 6

Numbers may not total duc to rounding.

Revenue

Tandem’s revenue gains over the last three years have
resulted directly from increased shipments of its
computer hardware and software products to new
and existing customers, and from increases in the
number ofg customers using its support and training
services. The Company’s revenue increased by
$114,338,000 in fiscal 1984 over fiscal 1983. Compar-
ing ge hic segments, international sales outsi

ofs Eglimogc“};xpcﬁgl?td the hi?cs: rate oggmwth,
advandng 97.5 percent over the fiscal 1983 level.
Fiscal 1983 revenue increased $106,139,000 over
fiscal 1982 revenue. In that year, the United States
was the fastest growing geographical area, posting a
38.4 percent rate of revenue growth. During the past
two years, the Company’s international revenue has
been adversely affected g)’ the strength of the U.S.
dollar. International revenue accounted for 32.6 per-
cent of total revenue in fiscal 1984, compared to 30.4
percent in fiscal 1983 and 33.5 percent in fiscal 1982.

Operating Income
O?crating margins of 10 percent in fiscal 1984 were
below the Company’s target range. The prinapal
reason was that rfcraﬁnsg% expenses as a percent of
revenue increased in 1984. During the first half
of the year, the Company hired people in antiapation
of higher rates of revenue growric As a result,
g)pcnses in r:;lation to revenue exceeded plan. The
mpany reduced its hiring targets sh. beginnin
in the fozrth fiscal er (%f ?;%4. In =lr::-spl;xy)m.t: to thlgs
pro total employment declined shightly in the
final fiscal 1984 period even though people were
added in key functions such as sales. The Company
antapates maintaining this limited hiring program in
the near term.
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In fiscal 1983, operating margins at 12 percent
were also below the Company’s target range. The
principal reason was that cost of revenue as a percent
of revenue rose, due to higher costs relating to excess
capadity and to the successful program to reduce
inventory levels.

Tandem’s product development effort focuses on
meeting the needs of computer users who are imple-
menting on-line systems, both at sinFlc sites and 1n
geographically distributed on-line information proc-
essing networks. The Company believes that the oppor-
tunities for technological innovation in this market-

lace are substantial. Product development funds are
Ecing invested in enhancements to existing products
and in important new products that will be intro-
duced in future years. Thercfore, the Company has
increased its investment in product development each
year since its founding. The Company targets product
development expenditures in the range of 9 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 of service and
support is essential to meeting the needs of this
customer base. To maximize its long-term opportuni-
ties in this marketplace, Tandem has built a direct
selling and support organization in the United States
and, primarily through wholly owned subsidiaries, in
industrial markets throughout the world. The
Company’s direct selling efforts are complemented by
relationships established with third-party software
developers and equipment remarketers. The Com-
pany’s marketing, general and administrative expendi-
tures in fiscal 1984 were higher as a percent of rev-
enue than in fiscal 1983, but lower than in fiscal 1982.
Tandem believes that it is essential to invest in market-
ing in order to achieve future growth. However, a
rate of expenditures on marketing and support lower

than that experienced in recent years will be suffident
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 substantial changes in the Company’s net interest
income and effective tax rate. In fiscal 1984 net
interest income was significantly above the level of
fiscal 1983, although lower than in fiscal 1982. The
Company maintained strong cash balances throughout
fiscal 1984, thereby earning substantially more interest
income compared with fiscal 1983. Fiscal 1982
interest income benefitted from higher prevailing
interest rates.

The primary reason net income grew faster than
operating income in fiscal 1984 was a one-time
reversal of taxes that had been accrued on earnings of
the Company’s Domestic International Sales Co
ration (DISC). The effective tax rate in fiscal 1984 was
24 percent, reflecting a $9,70(,000 one-time DISC
benefit. In comparison, the effective tax rates in 1983
and 1982 were i?zﬁacrccnt and 36 percent, respec-
tively. In both fiscal 1984 and 1983, relative to fiscal
1982, there were reduced benefiaal impacts of tax
incentives for investment in capital equipment result-
ing from the Tax Equity and Fiscal Responsibility Act
of 1982. Earnings per share were $1.04 in fiscal 1984.
Without the DISC tax reversal, fiscal 1984 earnings
per share were $.80, compared with $.76 in each of
the two prior fiscal years. Earnings in 1984 were
higher because of the DISC rax reversal and because
of higher operating carnings.

Effect of Inflation

Please see page 27 of this report for a discussion of
the effect of changing prices on the Company’s
operations.

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

SELECTED FINANCIAL DATA

For the Five Years Ended September 30, 1984

(In thousands except per share amounts) 1984 1983 1982 1981 1980
Revenue $532.,620 $418,282 $312,143 $208,397 $108,989
Cost of revenue 218,810 168.708 109,305 75,547 40,831
Product development 52,514 39,168 33,642 17,833 8,786
Marketing, general and administrative 210,195 160,635 128,488 74,626 40,049
Opcrat:ing Income 51,101 49771 40,708 40,391 19,323
Interest income, net 5,183 730 6,033 10,707 1,759
Provision for income taxes

Current pcriod (23.076) (19,696) (16,885) (24.549) (10.395)

Benefit of DISC tax reversal 9,700 ~ - - -
Net Income S 42908 $ 30,805 S 29,856 $ 26549 $ 10,687
Earnings Per Share $ JOALSSET e . 6T 80 s
Toral assets $501.873 $415,525 $337.,366 $255,971 $ 95,701
Long term debt and capitalized

lease Obligations 17,155 23,957 21,102 2,054 1,651
Stockholders’ investment 375,122 310,993 250,988 204810 70,294
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TANDEM COMPUTERS INLORPORAI'E.D AND bUBSIDlARIES

CONSOLIDATED STATEMENT OF INCOME
For the Three Years Ended Septcmbzr 30, 1984

(In thousands except per share amounts)

Revenue
Product revenue
Service and other revenue

Toral revenue

Costs and Expcnsu_—r- ~

Cost of revenue
Product development
Marketing, general and administrative

Total costs and expenses

Operating Income
Interest expense
Interest income

Income Before l.ncomc Taxcs

Provision for Income Taxes
Current period
Benefit of DISC tax reversal

Total provision for income taxes

Net Income

Earnings Per Share
Weighted average shares ourstandmg

Because of the Company’s method of operation, it is not pncuaj or rm:anmgful

to report the cost of service and other revenue as a separate line item.

The accompanying notes are an integral part of this statement.

1984 1983 1982
$448,611 $360,133 $272,591
84009 58,149 . 39,552
532 a0 418282 312,143
218,810 168,708 109,305
52,514 39.168 33,642
210,195 160,635 g 128,488
481519 368,511 271,435
51,101 49.771 40,708
(2,642) . (2,806) (967)
7825 L s, | 70
56,284 50,501 46,741
(23,076) (19,696) (16,885)

9700 o -
(13376) (19,696) (16.885)
$ 42908 $ 30,805 $ 29856
$ 104 $ 76 g 76
41,3_99 40,784 39221




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
As of September 30, 1984 and 1983

(In thousands except share data) 1984 1983
Assets
Current Assets
Cash and cash investments 5106,862 $ 93,501
Accounts receivable, net of allowances of $1,708 in 1984
and $2,851 in 1983 146,342 119,558
Inventories 92,375 85,920
Prepaid expenses and other 6,998 11,775
Toral current assets 352,577 310,754
Property, Plant and Equipment, At Cost
Land 8,782 3,127
Machinery and equipment 46,642 35,162
Computer equipment and spares 85,002 59,836
Leasehold improvements 31,320 27,859
Construction in process 20,009 6,788
191,755 132,772
Accumulated deprediation and amortization (50,253) (33,991)
Net property, plant and equipment 141,502 98,781
Other Assets 7.794 5,990
Total Assets $501,873 $415,525
Liabilities and Stockholders’ Investment
Current Liabilities
Current portion of long term debt and capitalized lease obligations $ 15,025 $ 3335
Accounts payable 36,350 27,960
Accrued liabilities
Wages, payroll taxes and employee benefits 22,527 14,081
Income taxes 4,440 4971
Other accrued liabilities 10,832 6,262
Total current habilities 89.174 56,609
Capitalized Lease Obligations 11,744 15,434
Long Term Debt 5411 8,523
Deferred Income Taxes 20,422 23,966
Stockholders’ Investment
Common stock $.025 par value, authorized 60,000,000 shares,
outstanding 40,616,638 in 1984 and 39,552,963 in 1983 1,015 989
Additional paid-in capital 228,106 206911
Retained carnings 146,001 103,093
Total stockholders’ investment 375,122 310,993
Total Liabilities and Stockholders’ Investment $501.873 $415,525

The accompanying notes are an integral part of this balance sheet.
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TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS’ INVESTMENT
For the Three Years Ended September 30, 1984

(In thousands)

Common Stock
Shares Amount

Balance September 30, 1981 36,410 S 910
Sale of common stock under

stock option plans 863 22
Sale of common stock under

stock purchase plan 362 9
Tax benefit from employce

transactions in common stock
Net income . B
Balance September 30, 1982 37,635 941
Sale of common stock under

stock option plans 1,634 41
Sale of common stock under

stock purchase plan 284 7
Tax benefit from employee

transactions in common stock —~ -
Net income =
Balance September 30, 1983 39,553 989
Sale of common stock under

stock option plans 779 19
Sale of common stock under

stock purchase plan 285 7

Tax benefit from employee
transactions in common stock
Net income

 Balance September 30, 1984

40,617 $1,015

I'he accompanying notes are an integral part of this statement.

Additional
Paid-In
Capital

5161468
5.028

7,190

206,911
9,983
6,982

4,230

$228,106

Retained
Earnings

$' 42,432

29,856
72,288

30,805
103,093

42,908
$146,001

Tortal
$204.810

5,050
7,199

4,073
29,856

250,988
19,095
5,936

4,169
30,805

310,993
10,002
6,989

4,230
42908

$375,122




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION
For the Three Years Ended September 30, 1984

(In thousands) 1984 1983

1982
Funds (cash and cash investments) at beginning of period " $ 93501 § 24816 S 89,806
Provided from Operations
Sources:
Net income 42908 30,805 29,856
Deprediation and amortization 22741 18,836 10,196
Deferred income taxes (3,544) 5,903 9,920
Net book value of property, plant and equipment sold or retired 6,614 14,408 2,142
Toral sources 68,719 69,952 52,114
Uses:
Accounts receivable 26,784 20,748 28,139
Inventories 6,455 = (15415) 46,792
Net change in prepaid expenses and non-debt i
current liabilities (25,652) (13,359) 7.096
Investment in property, plant and equipment 71,519 42222 65,819
Increase in other assets 2,361 401 6,006
Total uses 81467 34597 153852
Net provided from (used in) operations 16 A (12,748) 35355  (101,738)
Provided from External Financings
Increase (decrease) in capitalized leases, net (3,442) 6,331 9.702
Increase (decrease) in long term debr, net 8,330 (2,201) 10,724
Sale of common stock under employee stock
option and stock purchase plans 16,991 25,031 12,249
“Tax benefit from employee transactions
in common stock A 4230 4,169 4073
Total provided from external financings 26,109 33,330 36,748
Funds (cash and cash investments) at end of period £106,862 § 93,501 $ 24816

The accompanying notes are an integral part of this statement.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Consolidation

The consolidated finandal statements include the
accounts of Tandem Computers Incorporated and its
wholly owned subsidiaries after climination of inter-
company 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 con-
tractual period or as the services are provided.

Exchange Gains and Losses

During fiscal year 1984 the Company adopted FASB
Statement No. 52 which concerns accounting for
foreign currency transactions. Using guidelines estab-
lished in the Statement, the Company has selected
the U.S. dollar as its worldwide functional currency.
Adoption of the standard did not have a material effect
on the Company’s consolidated finandal position or
results of operations for the three fiscal years ending
September 30, 1984.

Inventories

Inventories are stated at the lower of cost (first-in,
first-out) or market and incdlude matenals, labor and
manufacturing overhead. The components of
inventories as of September 30 were:

(In d\qgs_.‘n_nds) 1984 1983
Purchased parts and subassemblics S 45259 S 36,887
Work-in-process 12,400 12519
Finished goods 34716 36,514
Toral § 92375 $ 85920
Income Taxes

The Company accounts for investment and research
and development tax credits as a reduction of the pro-
vision for income taxes in the year in which the related
credits are realized.

In accordance with the Tax Reduction Act of 1984,
the accumulated income taxes provided for the Com-
pany’s Domestic International Sales Corporation
(DISC) have been reflected as a reduction to the pro-
vision for income taxes. Through June 30, 1984, the
Company provided deferred taxes on total DISC earn-
ings (see Note 2), the reversal of which has been re-
flected as a reduction in the provision in the fourth
quarter of fiscal 1984.

Property, Plant and Equipment

Systems spares ($25,863,000 in 1984 and $19,271,000
in 1983) are depredated over a five-year period using
the double dedining balance method. All other prop-

erty, plant and equipment are depredated using the
straight-ine method. The estimated useful lives are:

Machinery and equipment 5-10 years
Computer equipment and spares 5- 7years
Leaschold improvements ’ Lease term
Earnings Per Share

Earnings per common share have been computed
based on the weighted average number of common
and common equivalent shares outstanding. Common
equivalent shares result from the assumed exerase of
stock options outstanding that have a dilutive effect
when applying the treasury stock method. Fully diluted
carnings per share are substantially the same as re-

ported carnings per share.

2. Income Taxes

The provision for income taxes included the following
deferred (prepaid) items:

(In thousands) 1984 1983 1982
Federal:
Current $ 13882 $ 1370 $ 5516
Deferred (prepaid) (10,550) 10,574 3,323
3332 11,944 8,839
State:
Current 4,800 1,532 3,633
Deferred (prepad) (297 534 (14)
4,503 2,066 3.619
Forcign:
Current 6,197 4621 2244
Deferred (prepaid) (656) 1,065 2,183
5,541 5686 4427
Total provision $ 13376 § 1969 S 16885

Sources of deferred (prepaid) taxes were as follows:

(In thousands) 1984 1983 1982
Installment sale method

for income tax reporting $ (1950) S 8572 § 3,657
DISC income (6,084) 3,181 3918
Accelerated deprecianon 2950 2628 2.799
Expenses recognized for

finanaal statements, but not

for income tax reporting (4,943) 810 (1,505)
Effect of intercompany profit

chminanons (2,178) (4,143) (2,654)
Other items 702 1,125 (723)

Total deferred (prepaid) $(11,503) $12,173 § 5492




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

4. Long Term Debt

Long term debt as of September 30 consists of
the following:

1984 1983 1982
Federal statutory rax rate 46% 46% 46% (In thousands) 1984 1983
State taxes, net of Federal Construction financing $ 11250 $ 4203
HCOMmE: tax bcncl‘l_t 4 4 4 Industrial revenue bonds bearing interest
Investment tax credits (3) (4) (8) of 12% to 12-3/8%, due 1992, collar-
Rescarch and development rax eralized by equipment in Austin, Texas 2,000 2,000
credits (7) 7 8) 6-7/8% unsecured promissory note payable
Other S = 2 in Japanese yen, due October 1985 2,327 -
41 39 36 15% promissory note duc January 1986 800 1,640
Bencfit of DISC tax reversal (17) - - Other 476 680
Effective tax rate 24% 3%% 36% 16,853 8,523
Less current portion (11.442) =
I . " Long term debt S 5411 § 8523
TI'he DISC tax benefit shown above is attributable to S

the reversal of deferred taxes previously provided on
DISC earnings accumulated through June 30, 1984

in accordance with the Tax Reduction Act of 1984,
and has been reflected as a reduction in the provision
for taxes in the fourth quarter of fiscal 1984. Induded
in this benefit are $7.4 million attributable to carnings
accumulated in years prior to fiscal 1984.

3. Lease and Other Commitments

The Company leases its headquarters, operating
failities, field offices and automobiles under operating
lease agreements. The Company also has capitalized
leases for certain equipment. Future lease payments
as of September 30, 1984 are as follows:

(In thousands) Leases
Fiscal year Operaung  Capital
1985 $ 30637 § 5518
1986 28,528 5377
1987 24,481 5,078
1988 22,258 3,701
1989 21,503 180
Thereafter 112,019 -
Total minimum lease payments § 239426 19,854
Less: Amount representing

interest (4%-17%) 4,527
Present value of minimum lease

payments S 15327

Assets relating to capitalized leases totaling $21,605,000
and $22,038,000 are included in the machinery and
equipment and computer equipment and spares classi-
fications on the Balance Sheet at September 30, 1984
and 1983, respectively.

Rent expenses were $36,726,000 in 1984,
$30,458,000 in 1983, and $20,895,000 in 1982.

Interest costs of $1,606.,000, $644.000, and $508.,000
relating to construction projects were capitalized during
fiscal 1984, 1983 and 1982, respectively.

The Company has entered into unsecured credit
;ﬁ:‘tcmcnm totaling $82,000,000 with several banks.
"The agreements provide for revolving borrowings
through 1988, at which time outstanding amounts are
to be repaid. Domestic borrowings bear interest at
or below the banks’ prime rates through 1985 and
illg?mximatcly 1/4% above these rates through 1988.

c Company is required to ﬂ a commitment fee of
5/16% per annum. Of these faalities, $12,000,000 have
been earmarked by Tandem for construction financing.
The remaining $70,000,000 are for working capital

urposes and contain provisions for Eurocurrency and 75
oreign local currency borrowings at interest rates pre-
vailing in these markets. There are no compensating
balances required under any of these arrangements.

Certain financaial covenants and restrictions are
included in the loan agreements. The Company was
in compliance with all such covenants and restrictions
at September 30, 1984.

The Company has guaranteed payment of bank
loans made to two officers comprising $550,000 at
September 30, 1984.

5. Capital Stock

The Company’s authorized capital stock consists of
2,400,000 shares of Preferred Stock and 60,000,000
shares of Common Stock consisting of 56,000,000
shares of “Common Stock™ and 4,000,000 shares of
“Junior Common Stock™ At September 30, 1984,
there were no shares of Preferred Stock or Junior
Common Stock outstanding.

Stock 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 exeras-
able six months after the effective date and expire no




8. Commitments and Contingencies

The Company, along with three present or former
principal officers, has been named as a defendant in a
single class action complaint filed on October 23,

1984 purporting to state claims for alleged violations
of Federal secunties laws and pendent state daims
arising out of the Company’s December 1982 restate-
ment of revenue and earnings for fiscal 1982. The
action purports to be brought on behalf of all persons
who purchased the common stock of the Company
from April 28, 1982 through December 8, 1982. The
complaint secks damages in an unspedfied amount.
No provision has been made in the accompanying
finandal statements for possible liability because, in the
opinion of management, it is unlikely that the ultimate
disposition of the suit would have a maternial effect on
the Company’s finandal position.

9. Information on the Effects of Inflation
(Unaudited)

The Company has provided an adjusted summary of
operations and selected finandial data in accordance
with the Finandal Accounting Standards Board in its
Statement No. 33 concerning “Financial Reporting
and Changing Prices” This disdosure requirement is
experimental and involves considerably more judg-
ment than traditional finandal statements, and there-
fore should be reviewed with caution.

Inflation-adjusted information is computed using
the “current cost™ method, which requires the Com-
pany to adjust asset values based on spedific indices
and 1

The method does not allow for inflation adjust-
ments to Operating eXpenses, revenue or net interest
income, nor an adjustment to the tax provision,
despite the decrease in pretax income which results
from the inflation adjustments. Only the cost of rev-
enue and depredation expense related to the assets,
which are restated for inflation effects, are adjusted.

Depredation is computed on a straight-line basis,
rather the accelerated basis that is used for some
assets in the Company’s historical finandal statements,
because the accelerated method already recognizes
some of the effects of inflation.

Net income for fiscal 1984 was lower under the
current cost method because of higher depreaation
and amortization expense resulting from hi asset
values, Compani tﬁt hold monetary assets during a

riod of inflation lose purchasing power. Tandem
1d net monetary assets during the period, and their
purchasing power dedined.

Consolidated Statement of Income
Adjusted for Inflation
For the Year Ended September 30, 1984
(In thousands except per share amounts)

In Average
1984 Dollars
Historic Current
Cost Cost

Total Revenue § 532620 §532.620
Cost of revenue, excluding ;

deprecanon and amortizanon 214,603 214,603
Other costs and expenses, excluding

depreaation and amortzaton 244,175 244,175
Depredanon and amortization 22,741 23,437
Interest (income), net (5,183) (5,183)
Provision for income taxes 13,376 13,376
Net Income § 42908 S 42212
Increase in value of inventones,

property, plant and equipment

held during the year:

Measured in general prices $ 8900
__Measured in speafic prices 8.118
Excess of increase in general
price level (constant dollars)
over increase in specific prices $ 782

At September 30, 1984, current cost of inventory was
$92,418 and current cost of property, plant and equip-
ment, net of accumulated depreaation, was §155,776.

Five Year Comparison of Selected Finandial
Data Adjusted for Inflation

(In thousands except per share amounts)

In Average 1984 Dollars
1984 1983 1982 1981 1980

Total revenue
Constant
dollars $532,620 $435386 $336,154
Current cost
information
Netincome § 42,212 § 30536
Earmings per
share s 102 § 75
Net assets at
yearend $382,305 $319.59%4
Excess of

increase in
epe sy
(con-
stant dollars)
OV IncTease
in specific
prices $§ ™ § L1
Onher information
Decrease in
purchasing
power of nct
monetary
ems $ 5471 § 293]
Market price
per share
arend
of period
Average CPI
(1967=100) 308.0 2959 2860 2662 2397

$241,120 5140044

$ 1583 § 3531 § 2389 § 3033 § 2151
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later than seven years after the effective date. At the
discretion of the Company, options granted under the
stock option plans ma quali.F,Er) for Incentive Stock
Option treatment under the Economic Recovery Tax
Act of 1981.

As of September 30, 1984, options for 6,119,873
shares were outstanding ar prices ranging from $3.96
to $34.88, with an average price of $22.07. Options
for 4,602,047 shares were exerdisable as of September
30, 1984. Options for 2,232,619 shares are available
for future grant. Options were exercised at prices
ranging from $3.92 to $26.88 in 1984, $.58 to $26.88
in 1983, and $.17 to $26.88 in 1982,

Employee Stock Purchase Plan

As of September 30, 1984, the Company has reserved
2,189,328 shares 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 beginning or end of a three-
month offering period. Under Lghc 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,
1984, options to purchase 94,100 shares at $12.43 and
28,800 shares at $29.00 were outstanding under the
second method. Such options are exerdsable through
November 15, 1984 and through January 20, 1986,
respectively.

6. 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, 1984.

Intercompany transfers are made at arm’s length
prices, which include manufncturinfﬁproﬁts attributable
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 $5,989,000 in 1984; $6,400,000 in 1983; and
§7,687,000 in 1982.

7. Unaudited Quarterly Financial Data

Quarters Ended
March 31  June 30

(In thousands except
per share amounts)  Dec 31

Year Ended September 30, 1984

Scpt. 30

Revenue $126369 S$111236 5141925 $153090
Costs and Expenses
Cost of revenue 50,437 47,245 57,787 63341
Product
dcvclopmmt 10,849 12,853 13,514 15,298
Markering,
general and -
administrative 48,205 49,132 56,282 56,576
Tortal costs and
cxpenscs 109,491 109,230 127 583 135215
Operating Income 16,878 2,006 14,342 17875
Interest income, net 1076 1,142 1,243 1,722
Income Before .
Income Taxes 17,954 3,148 15,585 19597
Provision for
INCOME axcs
Current period (7,900) (1,174) (6,335) (7.667)
Benefir of DISC
rax reversal - - 9,700
Toral provision for
INCOME taxes (7,900) (1,174) (6,335) 2033
Net Income 5 10054 § 1974 § 9250 § 21630

Eamings_l‘cl‘ Share § 24 3 0s s 23 'S 53

Geographic Arca Adjustments
United and Consoli-
(In thousands) Stares Europe  Other Ebminations  dated

1984
Revenue-

Customer $364.873 5109562 558,185 5 $532.620
Revenue-

Intercompany 90,850 - - (90,850) -
Revenue-Total 455,723 109562 58,185 (90,850) 532,620
Pretax Income 46977 10,842 5,261 (6,796) 56,284
Identifiable

Asscts 421,974 79.747 31732 (31,580) 501,873
1983
Revenue-

Customer $297.722 § 9L100 $29460 $ $418.282
Revenue-

Intercompany 68,001 ~ = (68,001) -
Revenue Total 365,723 9L100 29460 (68,001) 418,282
Pretax Income 49,084 11,546  (1,127) (9,002) 50,501
Identifiable

Assets 336,193 73923 26,058 {20,649) 415,525
1982
Revenue-

Customer $215,154 § 74958 $22031 - | $312,143
Revenue-

Intercompany 60,126 - - (60,126) -
Revenue-Total 275280 74958 22031 (60,126) 312,143
Pretax Income 43,949 9267 22 (6,497) 46,741
Identifiable

Asscts 276,886 56,685 15863 (12,068) 337,366

Year Ended September 30, 1983:

Revenue § 94,135 S 96,006 S$110291 $1 17 850
Costs and Expenses
Cost of revenue 37955 37,856 45,117 47,780
Product
development 8,997 9,805 9,961 10,405
Marketing,
general and
___administrative 35,548 37945 41,561 45,581
Toral costs and
expenses 82,500 85,606 96,639 103,766
Operating Income 11,635 10,400 13,652 14,084
Interest income, net 47 (184) 251 616
Income Before
Income Taxes 11,682 10,216 13,903 14,700
Provision for
- I0MB taxts 4550) _B765) (5462  (5913)
Netlncome ~ § 7126 § 6451 S 8441 S 8787
I_:.imu'_;gsl’t_:r§£c_ 3 8 5 16§ 21 8 21
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AUDITORS’ REPORT

To Tandem Computers Incorporated:

We have examined the consolidated balance sheet of
Tandem Computers Incorporated (a Delaware corpo-
ration) and subsidiaries as of September 30, 1984 and
1983 and the related consolidated statements of
income, stockholders’ investment, and changes in finan-
cial position for each of the three years in the period
ended September 30, 1984. Our examinations were
made in accordance with generally accepted auditing
standards and, accordingly, induded such tests of the
accounting records and such other auditing procedures
as we considered necessary in the drcumstances.

In our opinion, the finandial statements referred to
above present fairly the finandial position of Tandem
Computers Incorporated and subsidiaries as of Sep-
tember 30, 1984 and 1983 and the results of their opera-
tions and the changes in their finandal position for
cach of the three years in the period ended September
30, 1984, in conformity with generally accepted
accounting prindiples applied on a consistent basis.

San Jose, California
November 6, 1984

Arthur Andersen & Co.

TANDEM STOCK PRICE

Calendar Quarter Price ‘High Low

1984 3rd Quarter 243 13
2nd Quarter 3058 16V4
1st Quarter 404 30

1983 4th Quarter 391, 30
3rd Quarter 3642 26
2nd Quarter 34 254
1st Quarter 304 23%

1982 4th Quarter 3234 21%
3rd Quarter 253% 1443
2nd Quarter 29 22
1st Quarrer 2842 21

Tandem Computers Incorporated has been traded via
the NASDAQ National Market System under the
trading symbol TNDM since the second calendar
quarter of 1982. All quotations shown represent the
high and low prices. ‘ézuotations that pertain to earlier
periods represent prices between dealers without
adjustment for mark-up, markdown, or COmMMISSIons
and may not represent actual transactions. No divi-
dends have been dedared on the common stock.
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TO OUR STOCKHOLDERS:

Tandem's financial results for the first fiscal quarter of 1986
continued to reflect the trend of comparatively strong
demand abroad, but considerable weakness domestically.
Total revenue increased 6.5% in the first fiscal quarter

to $170,061,000, compared with the fiscal 1985 level of
$159,653.000. Our international business contributed

39% of revenue, versus 34% a year ago. This performance
was aided in part by a weakening of the U.S. dollar against
other currencies during this period.

The company's pretax income was $20,988,000,
or 12.3% of revenue, compared with the 1985 first fiscal
quarter level of $24,397,000, or 15.3% of revenue. Net
income for the first fiscal quarter was $11,648,000, or $.28
per share, versus $14,028,000, or $.34 per share, earned in
the same quarter of fiscal 1985. The tax rate in the latest
fiscal quarter rose to 44.5% from 42.5% in the same quar-
ter of last year. This increase resulted from the expiration of
the federal R&D tax credit program.

While our pretax margins were down from last year's
level, they improved over the fiscal 1985 fourth quarter.
We are continuing our programs to improve the efficiency
of our operations to meet our goal of higher earnings for
fiscal 1986.

During this quarter, we made further progress in our
product programs that are strategic for our market. For
example, we announced leading-edge security products, a
capability that is critical for large, network-based applica-
tions. The products included our SAFE™ system security
family with SAFEGUARD™ software to control access to
shared resources in a network and the SAFE-T-NET™ data
encryption subsystem.

In addition, we announced the XL8™ disc drive, which
joins the very successful V8 disc drive introduced in the last
fiscal year. Both products employ a unique, proprietary
architecture that is optimized for on-line transaction pro-
cessing applications. The V8 disc drive meets the need for
rapid data access, while the complementary XL8 disc drive
provides the largest storage capacity per square foot in the
industry. We also introduced a state-of-the-art, large capac-
ity tape storage system to allow customers to archive data
from discs faster and more efficiently.

Products such as these are designed for outstanding
performance and low cost of manufacture. The advantages
of our products enable us to win important business, such
as a major contract recently awarded to Tandem by GTE
Corporation valued at more than $40 million for a tele-
phone equipment facilities management system.

Tandem made gains in our targeted industries this
quarter. By adding Continental Illinois National Bank, we
now serve 23 of the top 25 U.S. banks. In the securities
industry, Morgan Grenfell Securities of the United Kingdom
became a customer. Colonial Penn Group joined our grow-
ing roster of insurance companies. We continued to widen
our lead in point-of-sale applications for petroleum com-
panies with the addition of Dansk Shell and Deutsche Shell.
Through our Alliance program, we gained access to a broad
library of existing manufacturing applications through a
relationship with Ever-On Corporation. Ever-On has
become an EXT reseller, offering its PICK-compatible
system software on Tandem systems.

We are optimistic about the outlook for fiscal 1986.
While we anticipate the normal seasonal pattern in the
second quarter with its impact on earnings, we believe the
second half of the year will benefit from the continuing
success of our marketing and product programs.

Sincereley yours,
WL s Diy
Thomas J. Perkins James G. Treybig
Chairman President and
Chief Executive Officer




(In Thousands, Excepl Per Share Amounis )
Revenue

Product revenue

Service and other revenue

Total revenue

Costs and Expenses

Cost of revenue

Research and development

Marketing, general and administrative
Total costs and expenses

Operating Income

Interest income, net

Income Before Income Taxes
Provision for income taxes

Net Income
Earnings Per Share

Weighted average shares outstanding

Tandem Business
Information Center

¥ andem Business
Tenter

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

For the Three Months Ended

December 31 December 31,
1985 1984
$137.228 §134,135
32,833 25518
170,061 159,653
58,844 62,021
19.817 15,127
72,085 59,996
150,746 137,144
19,315 22,509

1,673 1,888
20,988 24,397
(9,340) (10,369)

§ 11,648 § 14,028
§ 028 8 0.34
42,177 41,384

(In Thousands, Except Share Data)

Assets

Current Assets

Cash and cash investments

Accounts receivable

Inventories

Prepaid income taxes

Prepaid expenses and other

Total current assets

Property, Plant and Equipment, at cost
Accumulated depreciation and amortization
Net property, plant and equipment

Other Assets

Total Assets

Liabilities and Stockholders’ Investment

Current Liabilities

Current portion of long term debt and capitalized lease obligations
Accounts payable

Accrued liabilities

Accrued income taxes

Total current liabilities

Capitalized Lease Obligations

Long Term Debt

Deferred Income Taxes

Stockholders’ Investment

Common stock, $.025 par value; authorized 60,000,000 shares;
outstanding 41,604,711 in 1985 and 40,917,329 in 1984

Additional paid-in capital

Retained earnings

Total stockholders” investment

Total Liabilities and Stockholders’ Investment

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

December 31,
1985

$134,311
178,252
75,139
1,924
13,774
403,400
246,915
(88,808)
158,107
8.591

§570,098

§ 7310
33,877
41,773

88,960
6,978
4,426

34,684

1,040
241,987
192,023
435,050

$570,098

December 31,
1984

$112,163
152,920
91,836

9,542
366,461
199,674
(57,161)

142,513
5,101

$514,075

§ 6,638
34,142
37,585

9,022

87,387

10,772
3,231
19,252

1,023
232,375
160,029
393,427

$514,075




Tandem Computers posted revenue growth of 32%
in the second g‘:ml quarter of 1985, which ended
March 31. Revenue for the three-month period was
$146,489,000, compared with $111,236,000 for the
same period last year. Net income was $6,841,000, or
$.16 per share, compared with $1,974,000, or $.05
per share, carned in the second fiscal quarter of 1984.

For the six months ended March 31, 1985,
revenue increased 29% ro $306,142,000, from
$237,605,000 carned in the first six months of fiscal
1984. Year-to-date net income was $20,869,000, or
$.50 per share, compared with $12,028,000, or $.29
per share, carned in the same period in fiscal 1984.

Tandem brought two major innovative products
to market this quarter—the NonStop EXT"™ system
and the V8 Disc Storage Facility. The NonStop EXT
system was announced in mid-April at press confer-
ences held around the world. The EXT is a self-
contained, low-cost and powerful system that is
software- and network-compatible with existing
Tandem systems. It operates in a copy-room environ-
ment and does not require the investment of a
computer room. We also implemented a reseller
program for the EXT system which we believe will
open new markets for our third-party business allies.

nsistent with our practice of shipping products
before formally announcing them, we produced and
shipped scvcmi, EXT systems this quarter. Early cus-
tomer feedback has been very positive, and we are
optimistic about the product’s future.

The V8 Disc Storage Fadility is a state-of-the-art,
high-performance dis?irivc that features a unique
packaging design. V8 packages up to cight high-speed
168-megab c%inchcstcr isc drives in a single

com;';acr cabinet. The multiple drives speed access to
y allo

data wing up to ciﬂt simultancous disc :
accesses. We shipped a substantial number of V8s this
past quarter, and the market acceptance has been
excellent.

During the quarter Tandem continued to be
successful in attracting a significant number of new
Alliance software houses, which we believe are very
important for our continued growth. The quarter was

marked by the addition of important new customers
as well.

Our financal results were quite positive in the
context of a quarter of econonmic uncertainty in our
industry, made more difficult by the continued
stre of the dollar. In addition, the second fiscal
quarter historically has shown a pattern of seasonal
weakness for Tandem, especially pronounced the last
two years. While we were pleased with the improve-
ments achieved over last year, our results fell some-
what below plan. Earnings were under additional
pressure this Fast quarter because of the need to
increase employment. Tandem had not increased total
employment since the end of the third fiscal quarter
of 1984. However, since then revenue has increased
21%, creating a need for people to support this level
of growth. During the second quarter of fiscal 1985,
employment grew 3.5% to 5,367. We expect a lower
rate of employment growth in the next two quarters.

Despite the cautious economic environment, we
remain positive about the state of our business and
our goals for the balance of fiscal 1985. The series of
new products already introduced this year and new
products that are scheduled for introduction, along
with the continued growth and success of our sales
force and software alliances, support our belief that
we will achieve good growth and profitability
this year.

Sincerely yours,

Thomas J. Perkins
Chairman

James G. Treybig
President and Chief
Excautive Officer




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

CONSOLIDATED INTERIM STATEMENT OF INCOME (UNAUDITED) CONSOLIDATED INTERIM BALANCE SHEET (UNAUDITED,
For the Three Montls Ended For the Stx Months Ended ) Mardy 31,
Mardh 31, March 31, March 31, Mardy 31, (In Thousands Except Share Data) 1985 Moai
(In Thousands Except Per Share Amounts) 1985 1984 1985 1984
R
evenue
N Current Assets
?c.(r)\(ir?a:;} :::Ezr revenue g 1,30.081: : ;ll}fl‘;! 3 52:]‘ ‘z)iz " ?3'697 Cash and cash investments $107,737 $ 89.354
-0.40 LS ol S/ .%8 A‘:c‘ nnts rccl..'i\‘abht l621927 12 1,91 7
Total revenue 146,489 111,236 306,142 237,605 Inventories 91,273 108,071
Costs and Expenses Prcpaid expenses and other 7.977 1 3’3 16
Cost of revenue §7.713 47,826 119,734 99,186 Total current assets 369914 332,658
Product development 17.075 12,853 32,202 23,702 .
R e e e - ‘ Property, Plant and Equipment, at cost 215,773 158,965
Marketing, general and administrative 61,998 48,551 121,994 95,833 Accumulated deprediation and amortization (64,554) (42.829)
allis 2 -3 - =
Total utsts. and expenses 136,786 109,230 73,930 218,721 Net property, plant and equipment 151219 116,136
Operating Income 9.703 2,006 32212 18,884 Other Assets 4,882 6.028
Interest income, net 57: 1,142 3461 ' -
£ 1573 2218 Total Assets $526,015 $454.822
Income Before Income Taxes 11.276 3,148 35,673 21,102 =
Provision for income taxes 4435 1.174 14,804 9,074
Net Income S 6.841 S 1974 § 20,869 $ 12,028 ers' T
- Liabilitics and Stockholders’ Investment
Earnings Per Share $. 16 s 05 s .50 s 29 T
Current Liabilities g
Weighted average shares outstanding 42,156 41,794 41,770 41817 Current portion of long term debr and capitalized lease obligations S 6537 § 3534
::-::: ;\S-:::i‘ ,”mm““ associated with cost of service and other revenue have been reclassified in order 1o conform to the current peniod ::t:_i?;:;:lsﬂ:;ﬁ:h iz:ggg gg:zgg
Total current habilities 92.668 62,788
Capitalized Lease Obligations 9,828 13,840
Long Term Debt 2,672 10,757
Deferred Income Taxes 17,810 29,181
Stockholders’ Investment
Common stock, $.025 par value; authorized 60,000,000 shares;
outstanding 41,111,986 in 1985 and 40,242,457 in 1984 1,028 1,006
Additional paid-in capital 235,139 222,129
Retained carnings 166,870 115,121
Total stockholders’ investment 403,037 338.256

Total Liabilities and Stockholders’ Investment 5529015 $454.822




For the three months ended June 30, 1985, Tandem
Computers posted revenue of $144,165,000 com
with $141,925,000 for the same period last year. Net
income was $2,388,000, or $.06 per share,compared
with §9,.250,000,0r $.23 per share, in the third
quarter of 1984.

Toral revenue for the first three quarters of fiscal
1985 reached $450,307,000, compared to revenue of
$379,530,000 for the same period in fiscal 1984. Year-
to-date net income was $23,257,000, or $.56 per
share, compared with $21,278,000, or $.51 per share,
carned in the year-carlier period.

Worldwide revenue for the first nine months of
fiscal 1985 grew 19% over the same period of fiscal
1984. However, results in the third fiscal quarter
reflected the tEcm:ral slowdown being experienced
throughout the computer industry, espedially in the
United States. The strength of the U.S. dollar com-

d with year-ago levels also adversely affected

th revenue and carnings. As a result, carnings fell
significantly below :

We did sce a number of positive developments
during the quarter. We continued to achieve good
results from our high-priority marketing programs to
attract new third-party applications software allies and
to develop new customers. In the third quarter, our

I posted its best gains to date, with
the addition of 18 software houses and two systems
integrators, Also, the number of new customers was
up significantly from the sccond quarter level.

quarter was marked by a very active schedule
of new product introductions. Key among them was
the GUARDIAN 90" operating system software.
Tandem significantly boosted the performance of
NonStop™ computer systems with the introduc-
tion of this new, more powerful version of our
GUARDIAN™ operating system. Initial customer
experience with G%ARDIAN 90 and tests by Tandem,
for example, show performance increases ofy -70%
for Eplimtions using Tandem’s Transaction Monitor-
ing Facility (systems software that provides automatic
recovery from failure and insures transaction integrity ).

The company also announced a multi-vendor sys-
temintegration strategy that will allow our customersto
use their Tandem networks to provide company-wide
electronic information sharing between users of a vari-

of incompatible nal compurers, workstations,
t?nnina]s, Fac;ﬂu?ﬁlc m and lot.F::tIT.l area networks.
Under this Information ent Technology
(IMT) strategy, we anno five new products and
commitments to support the widest range of industry
standards.

We also announced the commitment to support
General Motors” Manufacturing Automation Protocol
(MAP) specifications for the Computer Integrated
Manufacturing market, which is important for our
continued growth in this sector of the business.

The new, low-end NonStop EXT™ system was
received positively by customers and generated a third
of our new customers in the quarter.

These and other new products introduced during
the quarter are intended to open new markets,
improve performance, facilitate system integration

Wsinon us for future growth.

¢ will maintain our commitment to product

programs while tightly managing expenses. We are
continuing our grogram to improve i

productivity and are taking steps to achieve similar
efficiendies in marketing and support. We are very
optimistic about Tandem’s long-term position and are
workinﬁ.:sard to improve the company’s performance
during this uncertain economic period.

Sincerely yours,

WL il G

Thomas J. Perkins James G. Treybi
Chairman President and Chief
Exccutive Officer
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CONSOLIDATED INTERIM STATEMENT OF INCOME (UNAL DITED) CONSOLIDATED INTERIM BALANCE SHEET (UNAUDITED)
For the Three Months Enaded For the Nime Months Ended June 30, Jine 30,
June 30 Jsne 30 June 30, Tune 30 In Thousands Except Share Dara 1985 1084
In Thousands Except Per Share Amounts U85 1984 1985 1084
Assets
venue T
::l ;. . P et g Current Assects
‘Oduct revenue Y 8638 J6H4 371, S318.7 . -
AAOSINEA A S S1lo, {__ - 318,761 Cash and cash investments $109,022 $ 86,090
Service and other revenue 27.29 22,861 9216 60,769 : o =
Accounts receivable 150,606 135,854
Total revenue 144,165 141,925 450,307 379.530 Inventones 94611 103.475
E . . - s raxe O 40%
Costs and Expenses 1“»}‘-‘“: income 1"»"1 : 19,495
: ) . ’ e - -—- , - . . g i Q9  erd
Cost of revenue 56.116 56.563 175.850 155.749 Prepaid expensces and other .24 ] 10,757
Product development 18,027 13,514 50,229 37.216 lotal current asscts 382975 336,176
Marketing, general and : istrarive 9,482 57.50¢ 191.47¢ 53.33¢ Pttt )
Marketing, general anc dministrative 694 Ll s L 153,339 Property, Plant and Equipment, at cost 230.817 177.005
Total costs and expenses 143.625 127.583 417.555 346,304 Accumulated Licprui.nic n and amortzation (72.572) (48.862)
()pcmting Income 540 14.342 32,752 33,226 Ner property, plant and equipment 158,245 128,143
Interest income, net 1.298 1,243 4,759 3461 Other Assets 3.828 5,590
Income Before Income Taxes 1.838 15,585 37511 36,687 Total Assets $545,048 £469.909
Provision for income taxces (550) 6,335 14,254 15.409
Net Income § 2.388 S 9,250 $ 23,257 $ 21278 o E . : .
Liabilities and Stockholders’ Investment
Jarnings Per Share ' ) S 23 : 5¢ S 5 - o Tk S
Earnings Per Share o U6 . o Sl Current Liabilities
Weighted average shares outstanding 41.896 41,039 41812 41,558 Current portion of long term debt and capitalized lease obligations S 6,675 § 3811
. = Accounts pavable 36,678 28.706
Prior period amounts associated with cost of service and other revenue have been reclassihed in order to conform to the current period .\\_\Illt‘tihdl‘!h”t"\ 46.678 29.019
}\Il"ﬂ'llT.lT‘.l 11}
Income taxes pay able 10,889 11,329
Tortal current liabilinies 100,920 72,865
Capitalized Lease Obligations 8.817 12,640
Long Term Debt 2,719 12,570
Deferred Income Taxes 24,988 20,816
Stockholders’ Investment
Common stock, §.025 par value; authorized 60,000,000 shares;
outstanding 41,260,521 in 1985 and 40,448,192 1n 1984 1,032 1,011
Additional paid-in capital 237,314 225,636
Retained carmngs 169,258 124,371
Toral stockholders’ investment 407,604 351,018

Total Liabilities and Stockholders’ Investment $545.048 $469.909
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//"l TANDEMCOMPUTERS

Tandem Computers ncorporaled designs
develops, manufactures, markels and supports
a family of unique compuler systems for on-
line transaction processing. The Tandem
NonStop System concept prot ides the first on
line, distributed o mipiler architecture for
mainsiream business applications. Customers
Sysiems are .~;’f‘,-'l}"h'.ﬂ!'.’l"uf_l.l""ﬂh' over 100 locations
throughout North America, Europe, Asia and
the Pacific. The Company operates manufac-
turing facilities in the United States and in
West Germany.




Lindem earns the highest marks for customer loyalty.

Ouistanding products are a big part of customer
satisfaction. But knowing that Tandem will lead the way is
equally important.

We delivered our unique computer architecture in 1976 to
a data processing communily that was just beginning to under-
stand that information technology would create vast changes in
< business and society.

Businesses began the transition from the first generation
of manual handling of transactions to the second generation of
centralized, batch-processing computers in the 19505.

Tandem was Jounded in response to the need for a third

generation, on-line system to fully auto-
mate transaction processing. To meet this
need, Tandem offered the added values
of constant availability through fault tol-
erance and modular growth with pro-

HIGHLIGHTS

Fiscal Year Ended Seplember 30

Revenue
Operating income

Operating margin

1985 1984
$624,138,000 $532,620,000

§ 50,081,000 $ 51.101,000

1983
$418,282,000

$ 49,771,000

Net income

portional increases in power:

Many of the biggest, most sophis-
. ticated organizations in business recog-
nized that Tandem offered the resource
they needed to revolutionize the way they
did business.

In this decade, the need has developed for a fourth
generation of transaction processing, one where business can
distribute processing and data where they are needed and can
access the information through networks. In this era, advantages
of Tandem’s architecture and systems software products have
become even more important.

And now, we lead the way into the fifth generation with
solutions for integrating previously incompatible information
resources to give our customers a powerful tool to help lake them
to the forefront of their industries.

Earnings per share
\t'nIing capital

Total assets
Stockholders’ investment

Number of employees

8.0% 9.0% 11.9%
§ 34,374,000 § 42,908,000 $ 30,805,000

$.82 $1.04 $.76
£298,611,000 $263,403.000 szi-t,l_ai.tmu— )

$552,544,000 $501.873,000 $415,525,000

$310,993,000

$420,408,000 $375.1
)

5,494 5.2 4,396
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he potential

market Is large and

growing, with very limited direct
competition (for landem).”

~ Orexel Burnham Lambert

Forces driving up
fransaction volumes
Deregulation and
compedilion
Tevhnole iz
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Market direction:

ACCELERATING TRANSACTION RATES
The on-line transaction processing (OLTP) marketplace that Tandem pioneered 1]
is still the most attractive segment of the market for commercial data Sing svstemms

Three major, fundamental sets of forces drive the growth of transaction volumes
and the demand for OLTP systems.

Deregulation and competition. The deregulation of industries and woy
competitive pressures are spawning new, automated procedures and services to contn
costs or attract new customers. An increasingly automation-dependent world ¢
computers that can deal with vastly increased transaction rates and volumes,

Technology. Transaction volumes are also increasing as a result of advances in
computer processor, memory and communications technologies. Costs of transactions
have decreased, inspiring some applications that could not have been considered before,
At the same time, business applications are delivering more value for the dollars spent.

Microprocessor technology, too, is feeding transaction volume growth, Microproces-
sors are bringing intelligence to such devices as automated tellers, retail checkout
terminals and wands, facsimile machines, copiers, personal computers, factory data
collection terminals, industrial robots and even gasoline pumps. These previously ﬁh!‘
devices are now generating transactions at a rapid rate, creating demand for systqmﬂ‘l'
capture and process those transactions.

Integration. As automated procedures multiply, businesses increasingly needﬂiﬁ
together separate batch and on-line applications, usually running on different vendors'
systems and networks, into a single information processing resource. This need creates
additional demand for systems that can effectively and efficiently perform this integration
function. '

Most of the growth in OLTP is yet to come. The impact on transaction volumes
created by these three forces in the marketplace is just beginning to unfold. Fully 75% of
the independent software houses participating in Tandem’s Alliance program, according
to an independent survey, believe that their Tandem based applications have penetrated
less than 10% of their market.

TANDEM LEADS THE WAY:
Dedicated solely to filling the needs of on-line transaction processing for over a decade,
Tandem's computer architecture accommodates the full range of OLTP requirements.

In evidence is the strong Tandem presence among leading-edge applications.

Marketplace innovators look to Tandem for success of new applications, many of
which can only be achieved through the unique capabilities and flexibility of the Tandem
architecture.

The cornerstone of OLTP requirements and a fundamental benefit of the Tandem
architecture is fault tolerance, which significantly increases the productivity of the
computer resource. Equally important, however, are programmer productivity, dill
integrity and security, fast response time, low cost per transaction, ability to distribute
data bases, networking and modular system growth from mini to mainframe power
without performance degradation and without loss of full functionality. .

We believe no other supplier fulfills all of those requirements as well as Tandem. No
OLTP application that is subject to growth or modification should be without this critical
portfolio of capabilities if it is to enjoy long-term efficiencies and success.

We expect major corporations to continue to rely on Tandem to reduce the risks of
automation. Our customers in this rapidly growing, rapidly changing marketplace under-
stand that they can commit to Tandem with confidence. Tandem's technology and focus
on OLTP anticipate the direction of the market in the 1990s.




Industry focus:
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oftware houses

have chosen

Tandem as a superior technical

solution for their specific
applications.”
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Markel direction:
DEMAND FOR APPLICATION SOFTWARE

Customers are no longer just interested in hardware and systems softwm,'ml,m
demand total systems solutions to business problems and the ability to pursue busigecs

opportunities.

Organizations of all sizes are generating strong demand for proven, vailable
application software packages. These packages help to speed impiﬂnenmmnof
tions and cost less than custom-developed systems. They enable users to wﬁ’
to market changes and competitive pressures. And, because these packaged solutions 2
running and demonstrable, they offer users a low-risk path to automation,

TANDEM LEADS THE WAY:

Through the Tandem Alliance program, the expertise of the independent software house
combines with Tandem’s knowledge of the needs of industry to deliver powerful hard-
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-party allies
be successful.

Advantages of the Tandem hardware and software architecture complement the
capabilities of application software produced by independent software houses. Virtually
all Alliance software houses, according to an independent survey, consider Tandem
systems to be an advantage in developing and marketing their application software.
Among major strengths cited are:

[ Reliability of NonStop systems.

O Modularity, compatibility and linear performance growth of Tandem systems, en-
abling an application to be developed only once to run on small, medium or large systems.

O Power and throughput of the NonStop TXP system.

O An ideal entry-level system, the self-contained NonStop EXT that needs no
specially modified computer room.

O Superior networking, communications and distributed data base capabilities.

O Growth potential: over 70% of Alliance software houses have products aimed at
Fortune 1000 customers where Tandem has a strong market presence.

The Alliance program continues to be extremely successful in establishing new
customers for Tandem in target industries, including banking, financial services, manu-
facturing and telecommunications. During 1985, the number of Alliance members
expanded by 80%.




Industry focus:

BANKING

The Tandem Alliance program is succe
internationally.

In France, for example, Groupe Francais
d'Informatique (GF1) recently belped Tandem
win two new accounts in the banking industry.
GF is a major French

software bouse with
over 1,000 employees. % ai
The company EEtutEr EEE
subsidiary of SCICON

International Limited which is a member of
the British Petroleum Group. Other . N
software houses operate in the Unile

Kingdom, West Germany and the U.S.

The new French banking applications are
al Caisse Regionale de Credit Agricole Mutuel
(CRCAM ) de U'lle de France and BANQUE
SOFINCO. The former. with 800,000 accounts
in Paris, is the largest of the CRCAM group
which ranks second among French banks

2 billion in assels). SOFINCO bas
in France and is its second largest provide
consumer credil

CRCAM de Ulle de France is using a GFI
videolex application for bome banking. Ilfs
customers can conduct their banking through
French MINITEL terminals, distributed free o
all telephone subscribers by the French
telephone autbority.

SOFINGO is also using a GFI videolex appli
cation to connect some 2,000 lerminals al re
tailers for instantaneous credit authorization

for instaliment loans.

Tandem bas a strong presence in worldwide
banking. Over 240 bank: Tanidem systems,
including 22 of the top 25 U.S. bank bolding
companies and 15 of Europe’s 25 largest banks.
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Technical focus:

STATE-OF-THE-ART
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andem has
tremendous value-
added in fts technology for

on-line transaction processing.”
- Prudential-Bache
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Technical focus:
ADVANCED DISC SYSTEMS
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andem, through

its architectural
approach, its GUARDIAN
operating system with
DYNABUS, its software
facilities, and its extensive
networking facilites, 1s a
vendor with proven exper-
ence that has met and
addressed the five basic
requirements for on-line
transaction processing.”

- Yankee Grovp Research Inc.

(% of customer sites)

Market direction:
INTERCONNECTION OF APPLICATIONS
With the proliferation of automated applications has come the need to
mhtedappﬂaﬁommmpowuﬁﬂmmmmu
more complete business picture, reduce costs and increase con
Butdlenﬁworhngmdmmuxﬂummtmhm
With conventional computers, there are normally long lead
associated with programming networks.
Performance can deteriorate significantly when linking systems not specifi
designed for networking. j ;
Lack of a single communications standard requires complex in
And businesses in dynamic environments encounter difficulty in forecas
er size requirements at each of many network nodes. It can be even more dif
conventional computers, to alter the network configuration quickly an
business is better than expected or if requirements change. .

TANDEM LEADS THE WAY:
Tandem's networking and communications offerings are comprehensive, easily
implemented and cost effective. _

Building 4 network of Tandem systems is a relatively simple matter becaus
message-based operating system means that even a single Tandem system
a network. Hence, a network is no more complex than a single system.

mmnofwmmm&mm&m
a high-performance, fully transparent network of systems. Progra
auussamorkismcmneaspmgrnmmlngamndmw
know where data resides in the network to complete a transaction. And
networks provide high performance because the networking software is not grafted
on as it is in most systems.

To preserve customers’ investments in their various incompatible syst
gotanwlysumnsuppordngmmumuomstmdmktumvﬁelh
interfaces. Tandem'’s communications products simplify interconnecting with s
and networks of other vendors. )

Tandem’s SNAX software, for example, is recognized as the best software
integrating IBM systems and IBM's SNA networks outside of SNA itself. More than 130
Tandem customers have licensed SNAX software.

Tandemwasoneofdreﬂmmndorslomppondmlzsmnpunm
Interconnection (OSI) standard, and we continue to work to support emerging (
standards.

Tandem was the first vendor independently certified for conformance to
szcmmmmlmmmmmawbm

Tandem’s communications products add the values of fault tolerance, tran
distribution, data integrity and high performance.
We also lead the way with value-added network security in support of the LS.
National Bureau of Standards Data Encryption Standard. Data is protected from unau-
thorized access while on the system, in transmission and in storage with Ta
SAFEGUARD system protection software and SAFE-T-NET data encryption subs
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Industry focus:
MANUFACTURING
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Indusiry focus:
TELECOMMUNICATIONS
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——4— progress this year in
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Tandem has an established position in a number of industries where on-line
transaction processing applications are growing rapidly. This year, for example, we
strengthened our position in retail point-of-sale and in manufacturing control appli-
cations. We increased our penetration of telephone companies, 4 new target market
for Tandem.

We added many important new accounts such as Daimler-Benz and Toshiba in manu-
facturing; Hoare Govett, Bunker Ramo Information Systems and the Chicago Mercantile
Exchange in financial services; 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 year we offered our customers a wide range of new products, many with
strategic importance. The V8 Disc Storage Facility set a new standard for performance in
on-line transaction processing applications through a proprietary packaging design. The
low-priced EXT system extended Tandem's system family into non-computer room
environments. We announced the first products under our Information Management
Technology (IMT) strategy. IMT is a2 multi-vendor system integration strategy to allow
our customers to use their Tandem networks to provide company-wide information shar-
ing between users of a variety of incompatible electronic office devices and networks,

Perhaps most importantly, the new, high-performance GUARDIAN 90 operating
system software gives us the foundation for the applications of the 1990s. GUARDIAN 90,
which represents a significant revision and extension of the original GUARDIAN operating
system, was developed with a view to the requirements of the next decade. We are proud
of the significant performance improvements our customers report from using this new
operating system software.

Tandem introduced numerous other products as well, such as enhancements to
SNAX, our IBM System Network Architecture interface, support for General Motors’
Manufacturing Automation Protocol (MAP) standard, programmer productivity tools,
workstation products and new languages.

Outlook

Fiscal 1986 will continue the rapid pace of product introductions. In the first weeks of
the new fiscal year, Tandem introduced system security tools, three new ergonomic
terminals, as well as high-end disc and tape storage subsystems that incorporate the
latest in disc, tape and VLSI-based controller technologies.

We are working to make fiscal 1986 a more profitable year as well. Although the weak
demand environment may persist for some months, we are taking actions to position the
company for stronger performance. We have created a new organization for leverage,
efficiency and quality. We will limit hiring and continue expense control so that an im-
provement in the selling environment will result in better earnings for our stockholders.

WA= G Bty

Thomas J. Perkins James G. Treybig
Chairman of the Board President and

Chief Executive Officer
December 16, 1985

Thomas ). Perkins

James G. Treybig



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 fundamental requirements for such applications.

Achieving this technological leadership goal involves many factors,
including strategic market positioning, a commitment to product
development and an organizational structure and philosophy that
foster employee productivity and creativity. 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 dynamic market.

Results of Operations

The following table summarizes the changes in selected operating
indicators for the years presented. The percentages on the left show
the relationship of the revenue dollar to various income and expense
items. The percentages on the right measure the year-to-year per-
centage increases or decreases.

% of Revenue % Increase ( Decrease)

1985 1984 1983 1985 1984 1983
100 100 100 Revenue 17 27 34
38 40 42 Cost of revenue 11 23 10
12 10 9 Product development 36 34 16
Marketing, general
42 40 37 and administrative 23 39 31
8 10 12 Operating income (2) 3 22
1 | - Interest income, net 21 610 (88)
9 11 12 Pretax income = 11 L]
1 4 5  Current tax provision (5) 17 17
2 (2) = DISC reversal = - -
Net income excluding
6 6 7 DISC reversal 4 8 3
(] 8 7 Net income (20) 39 3
Earnings per share excluding
DISC reversal 3 5 -
Earnings per share (21) 37

Amounts may not total due to rounding.

Revenue

The rate of revenue growth has slowed over the past three vears as
the Company has undergone a transition to a major supplier in the
on-line transaction processing marketplace. The Company’s product
line has broadened and its customers’ needs have expanded, leading
to changes in Tandem's market. Further, demand for computers

in the U.S. weakened significantly during fiscal 1985, while the
strength of the U.S. dollar negatively affected international revenue
and profits.

Tandem’s revenue gains over the last three years result directly
from increased shipments of its hardware and software 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 increased $92 million in fiscal 1985 over fiscal 1984,
Nearly three-quarters of the increase came from higher product
shipment 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 U.S.
dollar. International operations contributed 33% of total revenue in
fiscal 1985, compared with 31% in the prior year.

In fiscal 1984, revenue increased $114 million over fiscal 1983,
Over three-quarters of the increase resulted from higher product
shipment levels, while the remainder was due to greater service and
other revenue. The growth in international business was consider-
ably stronger than in domestic business. The percentage of total
revenue contributed from international operations grew to 31%
from 29% in fiscal 1983.

Operating Income

Operating income as a percent of revenue has declined in the past
two years because improved gross profit margins were offset by
increased product development and marketing, general and admin-
istrative expenses. In part, the increase in operating expenses as a
percent of revenue resulted from the Company's anticipation of a
stronger demand environment than the industry experienced during
fiscal 1985.

The Company increased its product development expenditures
in fiscal 1985 in support of a2 more aggressive product introduction
schedule. The large number of product introductions in 1985 resulted
in increased marketing costs to bring the products to market and to
train new and existing sales, service and support personnel.

Tandem's product development effort focuses on meeting the
needs of computer users who are implementing on-line systems at
single sites and in geographically distributed information processing
networks. The Company believes that the opportunities for techno-
logical innovation in this marketplace are substantial and, therefore,
has increased its investment in product development each year since
its founding. The Company expects to increase expenditures on
product development in fiscal 1986. However, certain software
development expenditures will be capitalized in fiscal 1986, rather
than expensed as in the past, due to the implementation of Financial
Accounting Standards Board Statement No. 86 which requires
capitalization of certain software development expenses. The effect
of this accounting change cannot be quantified at this time, however,
the Company does expect some positive impact on earnings.

The Company keys its marketing strategy on selling to users who
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 oppor-
tunities in this marketplace, Tandem has built a direct selling and sup-
port organization in industrial markets throughout the world. The
Company's direct selling efforts are complemented by relationships
established with third-party application software developers,
equipment remarketers and distributors.

Marketing, general and administrative expenses have increased
as a percent of revenue since fiscal 1983 as the Company has con-
tinued to build its marketing organization to meet future needs. In
addition to factors noted above, these expenses increased during
fiscal 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 restructured the marketing organization with the goal of

-




improving efficiency and countering the industry trend toward lower
operating margins. In addition, cost savings measures were imple-
mented during the year to reduce total payroll, travel and entertain-
ment and energy costs. 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
fiscal 1985. The Company attributes the improvement primarily to
the success of its programs to increase efficiency in manufacturing
operations. Given a reasonable level of demand, the Company
expects to maintain a strong gross profit margin in fiscal 1986.

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 changes in the Company’s
net interest income and effective tax rate, This year, net interest
income was more than $1 million higher than in fiscal 1984 and

more than $5 million higher than in fiscal 1983. The effect of lower
prevailing interest rates in fiscal 1985 was offset by continuing
declines in interest expense and by higher levels of short-term
investments throughout the year than in the previous two years.

Net interest income in fiscal 1984 was substantially higher than
that of fiscal 1983 because the Company maintained much higher
levels of interest-earning short-term investments,

Net income comparisions for the three years are distorted by a
one-time tax benefit recorded in fiscal 1984. In that year, there was a
reversal of taxes that had been accrued on earnings of the Company’s
Domestic International Sales Corporation (DISC). The effective tax
rate in fiscal 1984 was 24 percent, reflecting a $10 million DISC
benefit. In comparison, the effective tax rate was 39 percent in both
fiscal 1985 and 1983.

Earnings per share in fiscal 1985 were $.82, compared with
earnings per share in 1984 of $.80 (net of the §.24 benefit from the
DISC tax reversal) and $.76 in 1983.

INANFIAL 8T

For the Five Years Ended September 30, 1985

Financial Condition

Tandem's financial condition continued to be strong and improved
throughout fiscal 1985. For the third consecutive year, the cash and
cash investments balance grew. Cash reached an all-time high, rising
to $129 million at September 30, 1985, from $107 million at the end
of fiscal 1984. Key factors contributing to record cash levels were
income from operations, improved asset management and employee
purchases of stock. Compared to the prior year, inventories declined
by more than $13 million despite an expanded product line and a
15% increase in product shipments. Factors contributing to the decline
in inventories were stronger than expected demand in the final fiscal
quarter of the year, improved management of the manufacturing
process, improved planning of materials purchasing and reductions
in component costs.

An important part of Tandem’s corporate philosophy is to provide
all employees with the opportunity to participate in the Company’s
ownership through employee stock purchase and option programs.
As a result of employee participation in these programs, the Company
received $10 million in fiscal 1985 and $17 million in fiscal 1984.

The Company’s financial strategy also includes maintaining a
sound ratio of current assets to current liabilities and a conservative
capital structure. At the end of fiscal 1985, the current ratio was
4.4:1, long term debt and capitalized lease obligations were 2.9% of
total capital, unused lines of credit totaled $70 million and the equity
base was $420 million. Tandem believes this strategy provides the
maximum near-term and long-term flexibility to utilize a full range of
financing alternatives to fund the Company’s future business needs.

Effect of Inflation

Please see page 27 of this report for a discussion of the effect of
changing prices on the Company’s operations.

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

(In thousands except per share amounts) 1985 1984 1983 1982 1981
Revenue $624,138 $532,620 §418,282 $312,143 $208,397
Cost of revenue 240,148 215,692 175,646 120,390 84,868
Product development 71,577 52,514 39,168 33.642 17,833
Marketing, general and administrative 262,332 213,313 153,697 117,403 65,305
Operating Income 50,081 51,101 49.771 40,708 40,391
Interest income, net 0,269 5,183 730 6,033 10,707
Provision for income taxes

Current period (21,976) (23,076) (19.696) (16,885) (24,549)

Benefit of DISC tax reversal - 9,700 - - -
Net Income § 34374 § 42,908 $ 30,805 $ 29856 $ 26,549
Earnings Per Share $ 82 § 104 $ 76 $ 76 $ 72
Total assets §552,344 §501,873 $415,525 $337.366 $255.971
Long term debt and capitalized lease obligations § 12412 § 17,155 $ 23,957 § 21,102 § 2,054

$420,408 $310,993 $250,988 $204,810

Stockholders investment

$375,122




For the Three Years Ended September 30, 1985

(In thousands except per share amounts)
Revenue

Product revenue

Service and other revenue

Total 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 Taxes

Provision For Income Taxes
Current period

Benefit of DISC tax reversal

Total provision for income taxes

Net Income

E_ar_ni-ngs Per Share

Weighted average shares outstanding

Because of the Company's method of operation, it is not practical or meaningful to report the cost of service
other revenue as a separate line item

The accompanying notes are an integral part of this statement.

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

1985

§515,109
109,029

624,138

262,332
574.057
50,081
(2,407)
8.676

56,350

(21,976)

(21.976)
$ 34374
s 82
11,765

ind

1984

$448,611
84,009

532.620

215,092
52514

213,313

481,519

51,101
(2,642)

7,825

56,284

(23,076)
9,700

(13,376)

§ 42908

$ 1.04

41,399

1983
$360,133
58,149

118,282

175,646
39.168
153,697
ﬁh-“i."al |
19.771
(2.806)
3536

50,501

(19.696)

(19,696)

£ 30,805

£ 70

40,784




CONSOLIDATED BALANCE SHEET

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

As of September 30, 1985 and 1984
(In thousands except share amounts) 1985 1984
Assets
Current Assels
Cash and cash investments $128,676 $106,862
Accounts receivable, net of allowances of $3,479 in 1985 and $1,708 in 1984 163.378 146,342
Inventories 78,962 92,375
Prepaid expenses and other 10,746 6,998
Prepaid income taxes 3,655 =
Total current assets 385417 352,577
Property, Plant and Equipment, at cost
Land and Building 25,398 8,782
Machinery and equipment 55,669 46,642
Computer equipment and spares 119,982 85,002
Leasehold improvements 32,363 31,320
Construction in process 7.932 20,009
241,344 191,755
Accumulated depreciation and amortization (80,746) (50,253)
Net property, plant and equipment 160,598 141,502
Other Assets 6,329 7,794
Total Assets $552,344 §501,873
Liabilities and Stockholders' Investment
Current Liabilities
Current portion of long term debt and capitalized lease obligations § 7.049 § 15,025
Accounts payable 33377 36,350
Accrued liabilities
Wages, payroll taxes and employee benefits 28,196 22,527
Income taxes = 4,440
Other accrued liabilities 18,184 10,832
Total current liabilities 86,806 89,174
Capitalized Lease Obligations 7,969 11,744
Long Term Debt 4,443 5411
Deferred Income Taxes 32,718 20,422
Stockholders’ Investment
Common stock $.025 par value, authorized 60,000,000 shares,
outstanding 41,386,572 in 1985 and 40,616,638 in 1984 1,035 1,015
Additional paid-in capital 238,998 228,106
Retained earnings 180,375 146,001
Total stockholders” investment 420,408 375,122
Total Liabilities and Stockholders’ Investment $552,344 $501,873

The accompanying notes are an integral part of this balance sheet.
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TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

For the Three Years Ended September 30. 1985

Additional
Common Stock Paid-In Retained

(In thousands) Shares Amount Capital Eamings Total
Balance September 30, 1982 37.635 § 94l $177.759 $ 72288 $250.988
Sale of common stock y

under stock option plans 1.634 4l 19.054 = 19,005
Sale of common stock : .

under stock purchase plan 284 5.929 - 5.936
Tax benefit from employee

transactions in common stock = = 4,109 - 1,169

Net income - ™ - 30.805 30,805

B;Iance‘Seplember 30, ;)83 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
Tax benefit from employee

transactions in common stock - - 1.230 - 4230
Net income - - - 42,908 42908
Balance September 30, 1984 40,617 1.015 228,106 146,001 375,122
Sale of common stock

under stock option plans 352 10 3,873 = 3,883
Sale of common stock

under stock purchase plan i18 10 6,184 - 6,194
Tax benefit from employee

transactions in common stock - - 835 - 835
Net income - = a 34374 34374
Balance September 30, 1985 41,387 $1,035 $238,998 $180.375 $420,408

The accompanying notes are an integral part of this statement,
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CONSOLIDATED STATEMENT
OF CHANGES IN FINANCIAL POSITION

For the Three Years Ended September 30, 1985

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

(In thousands) 1985 1984 1983
Funds (Cash and cash investments) at beginning of period $106,862 $ 93,501 $24.816
Provided from (Used in) Operations
Sources:
Net income 34,374 42908 30,805
Depreciation and amortization 35.616 22,741 18,836
Deferred income taxes 12,296 (3.544) 5,903
Net book value of property, plant and equipment sold or retired 13810 6,614 14,408
© Total sources 96,096 68,719 69.952
Uses:
Increase in accounts receivable 17,036 26,784 20,748
Increase (decrease) in inventories (13.413) 6,455 (15,415)
Net change in prepaid expenses and non-debt current liabilities 1,795 (25,652) (13.359)
Investment in property, plant and equipment 67,568 71,519 42,222
Increase (decrease) in other assets, net (511) 2,361 401
Total uses 72475 81,467 34,597
Net provided from (used in) operations 23,621 (12,748) 35,355
Provided from (Repayment of) External Financings
Increase (decrease) in capitalized leases, net (3.552) (3,442) 6,331
Increase (decrease) in long term debt, net (9,167) 8,330 (2,201)
Sale of common stock under employee stock option and stock purchase plans 10,077 16991 25,031
Tax benefit from employee transactions in common stock 835 4,230 4,169
Total provided from (repayment of) external financings (1,807) 26,109 33,330
Funds (Cash and cash investments) at end of period $128,676 $106,862 $93,501

The accompanying notes are an integral part of this statement.
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1. 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 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 at 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 translated at historical rates.
Exchange gains and losses, which are not material for each of the
periods presented, are included in earnings currently.

Inventories

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 ) 1985 1984
Purchased parts and subassemblies $41.434 $45.259
Work-in-process 11,176 12,400
Finished goods 26,352 34,716
Total §78,962 $92.375
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 ($35,420,000 in 1985 and $25,863,000 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:

Buildings 30 years
Machinery and equipment 5-10 years
Computer equipment and spares 5- 7 years
Leasehold improvements Lease term

Earnings Per Share

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 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 current
period presentation.

2. Income Taxes

The provision for income taxes included the following deferred
(prepaid) items:

(1n thousands ) 1985 1984 1983
Federal:

Current $ 2950 $13882 $ 1370

Deferred (Prepaid) 4,610 (10,550) 10574

7.560 3332 11,944

State: — .

Current 3,522 4800 1,542

Deferred (Prepaid) 423 (297) 534

3945 1503 2,066

Foreign:

Current 12,005 6,197 4,621

Dl‘f_f'l‘l‘_t‘i! ﬂ"n-chdl (1,534) (656) 1,065
7 10471 5,541 5,686
Total Provision $21976  $13376  $19,696
Sources of deferred (prepaid) taxes were as follows:
{ In thowsands ) 1985 1984 1983
Installment sale method

for income tax reporting $9752  § (1950) § 83572
DISC income (6,117 (6,084) 3.181
Accelerated depreciation 2,586 2950 2628

Expenses recognized for
financial statements, but not

for income tax reporting (2,632) (4.943) 810
Effect of intercompany profit eliminations (90) (2,178) (4,143)
Other - 702 1,125
Total Deferred (Prepaid) $3499  S(11503) 812173

The provision for income taxes differs from the amount obtained by
applying the federal statutory income tax rate to income before taxes
as follows:

1985 1984 1983
Federal statutory tax rate ELEY 6% 46%
State taxes, net of federal income tax benefit 4 4 4
Investment tax credits (3 (3) 4)
Research and development tax credits (8) (7) (7
Tax exempt DISC and FSC income 4) (1) =
Other 4 2 -

39 4l 39
Benefit of DISC tax reversal - (17) St
Effective Tax Rate 39% 24% 39%

The 1984 benefit of Domestic International Sales Corporation (DISC)
tax reversal 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)
effective January 1, 1985.




3, Lease and Other Commitments

The Company leases its headquarters, field offices, certain equipment,
automobiles and most of its operating facilities under operating lease
agreements. The Company also has capitalized leases for certain
equipment. Future minimum lease payments as of September 30, 1985
are as follows:

(in thousands ) Leases

Fiscal Year Operating Capital
1986 § 20900 $ 5349
1987 24.467 3.104
1988 21.280 3.730
1989 19.897 210
1990 18,988 30
Thereafter 79.749 -
Total minimum lease payments $194.281 14,423
Less amount representing interest (4% -17%) 2,648

Present value of minimum lease payments $11,775
The cost of assets held under capitalized leases totaled $20,504,000
and $21,605,000 at September 30, 1985 and 1984, respectively, and
are included in the machinery and equipment and computer equip-
ment and spares classifications in the accompanying Balance Sheet.
The accumulated depreciation associated with these assets totaled
$11,928,000 and $8,686,000 at September 30, 1985 and 1984,
respectively.

Rent expenses were $38,213,000 in 1985, $36,726,000 in 1984
and $30,458,000 in 1983.

4. Long Term Debt
Long term debt as of September 30 consists of the following:
(In thoasands ) 1985 1984
6.9% and 82% promissory notes payable to a bank,
in Japanese yen, due January 1986 and March 1987 $2573 $ 2327

Convertible subordinated debenture, payable to an officer
of the Company, bearing interest at 9.5% and due

September 1959 1.667 -
Industrial revenue bond, bearing interest at 12%,
due July 1992 1,000 1000
Industrial revenue bond, bearing interest at 12.4%,
due July 1992 and collateralized by certain equipment 1,000 1,000
Construction financing = 11,250
Other L446 1276
7,686 16,853
Less current portion 3.243 11,442
Long term debt £4.443 $ 5411

The $1,667,500 convertible subordinated debenture is convertible
into 100,000 shares of Common Stock at a price of $16.675. The
debenture becomes convertible 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 of $594,000, $1,606,000 and $644,000 relating to
construction projects were capitalized during fiscal 1985, 1984 and
1983, respectively.

The Company has entered into unsecured credit agreements
totaling $70,000,000 with several banks for working capital pur-
poses. The agreements provide for revolving borrowings through
December 1985, at which time outstanding amounts may be con-
verted to term loans to be amortized through 1988. Domestic bor-

rowings bear interest at or below the banks’ prime rates through
December 1985 and approximately 1/4% above these rates 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 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, 1985.

The Company has guaranteed payment of loans made to officers
totalling $837,000 at September 30, 1985 under a $2,000,000 bank
line of credit. In 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 10%.

5. Capital Stock

The Company's authorized capital 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 at 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 transferable apart
from the Common Stock, until 10 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 share of a newly created series of preferred stock
of the Company, par value $.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, 1985 options for 6,438,989 shares were
outstanding at prices ranging from $3.96 to $34.88, with an average
price of $21.56. Options for 5,831,459 shares were exercisable as of
September 30, 1985. Options for 5,709,069 shares are available for
future grant. Options were exercised at prices ranging from $3.96 to
$26.88 in 1985, $3.92 to $26.88 in 1984, and $.58 to $26.88 in 1983.



Employee Stock Purchase Plan

As of September 30, 1985 the Company has reserved 1,051,935
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 to purchase the same number
of shares of Common Stock at not less than 85% of fair market value
at the grant date. As of September 30, 1985 options to purchase
22,400 common shares at $29.00 and 472,000 common shares at
$15.73 were outstanding under the second method. Such options are
exercisable through January 20, 1986 and through February 28,
1987, respectively.

6. 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, 1985.

Geographic Area

(In thousands ) l\:lali‘: Europe Other  Eliminations Consolidated
1985

Revenue-Customer $417,460 $136,307 § 70371 § - £624.138
Revenue-Intercompany 111,742 - = (111,742) -
Revenue-Total 529,202 136,307 70371 (111,742) 624,138
Pretax Income 34,586 15496 6,555 (287) 56,350
Identifiable Assets 436,835 101,836 47,386 (33.713) 552,344
1984

Revenue-Customer £364.873 $109,562 $ 58185 § = $532.620
Revenue-Intercompany 90,850 - - (90.,850) -
Revenue-Total 455,723 109,562 58,185 (90.850) 532,620
Pretax Income 46,977 10,842 5.261 (6,796) 56,284
Identifiable Assets 421,974 79,747 31,732 (31,580) 501.873
1983

Revenue-Customer §297.722 § 91,100 § 29460 § - §418.282
Revenue-Intercompany 68,001 = = (68,001)
Revenue-Total 365,723 91,100 29,460 (68,001) 418,282
Pretax Income 49,084 11,546 (1,127) (9.002) 50,501
Identifiable Assets 336,193 (20,649) 415,525

73,923 26,058

Intercompany transfers are made at 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 operations of the corresponding geographic area. United
States customer revenue includes export sales of $7,053,000 in 1985,
$5,989.000 in 1984 and $6,400,000 in 1983.

7. Commitments and Contingencies

The Company, along with 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 the complaint as to the individual
defendants in March 1985 with leave to amend. Subsequently, the
court granted the defendant’s motion for summary judgment and
dismissed the suit 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 to be material to the Company's financial position.

8. Unaudited Quarterly Financial Data

{In thousands except per share amounts )

Quarters Ended Dec. 31 March 31 June 30 Sept. 30
Year ended September 30, 1985
Reveniie $159.653  $146489  S144.065  $173831
Costs and Etpcm-es_ i
Cost of revenue 62,021 57713 56,116 64,208
Product development 15,127 17,075 18,027 21348
Marketing, general and

administrative 59,996 61,998 69,482 70,856
Total costs and expenses 13T 136786 143625 156502
Operating Income - 22509 9,703 S0 17329
Interest income, net 1,888 1573 1.298 1510
Income Before Income Taxes 24397 11.276 1838 18839
Provision for Income Tuxes (10.369) (4.435) 350 (7.722)
NetIncome S 14028 5 681 5 2388 8 11117
ﬁw Per Share § 34 § 16 gt s
Year ended Seplember 30, 1984
Revenue §126.369 $111.236 §141.925 $153,000
Costs and Expenses
Cost of revenue 51,360 47826 56.563 59,943
Product development 10,849 12,853 13514 15,298
Marketing, general and

administrative 47,282 48,551 57,506 57974
Total costs and expenses 109,491 109230 127585 135215
Operating Income L 16,878 2,006 14,342 17 575
Interest income, net 1.07TH 1,142 1.243 1,712
Income Before Income Taxes 17.954 3,148 15585 19597
Provision for Income Taxes -
Cuarrent period (7.900) (1L174) 16335) {7,667)
Benefit of DISC tax reversal = - - 9,700
Total provision for |Et_nr taxes (7.900) (1174) (6,335) 2,033
Net Income $ 10,054 $ 1974 $ 925 § 21,630
Earnings Per Share $ ok It Wt W8 58
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9. Information on the Effects of Inflation (Unaudited)

The Company has provided an adjusted summary of operations 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 require-
ment 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 to operating
expenses, revenue or net interest income, nor an adjustment to the
tax provision, despite the decrease in pretax income which results
from the inflation adjustments. Only the cost of revenue and depreci-
ation expense related to the assets, which are restated for inflation
effects, are adjusted.

reciation is computed on a straight-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 1985 was lower under the current cost
method because of higher depreciation and amortization expense
resulting from higher asset values. Companies that hold monetary
assets during a period of inflation lose purchasing power. Tandem
held net monetary assets during the period, and their purchasing
power declined.

CONSOLIDATED STATEMENT OF INCOME
ADJUSTED FOR INFLATION

For the Year Ended September 30, 1985
In Average 1985 Dollars
(In thousands except per share amounts) Historic Cost ~ Current Cost
Total Revenue §624,138 $624,138
Cost of revenue, excluding
depreciation and amortization 225,550 225,550
Other costs and expenses, excluding
depreciation and amortization 312,891 312,891
Depreciation and amortization 35,616 38,534
Interest ( income ), net (6,269) (6,269)
Provision for income taxes 21,976 21,976
Net Income § 34374 $ 31,456
Increase in value of inventories,
property, plant and equipment
held during the year:
Measured in general prices § 8428
Measured in specific prices 8367
Excess of increase in general
price level (constant dollars)
over increase in specific prices § 61

At September 30, 1985, current cost of inventory was $79,133,000
and current cost of property, plant and equipment, net of
accumulated depreciation, was $180,193,000.

FIVE YEAR COMPARISON OF SELECTED
FINANCIAL DATA ADJUSTED FOR INFLATION
(Dollars in thousands excepl per share amounts)
In Average 1985 Dollars
1985 1984 1983 1982 1981
Total revenue
Constant dollars $624,138 $552,234 $451,501 $348,596 £250,045
Current cost
information
Net income § 31,456 8 43,774 § 31,666
Earnings per share H J5 % 106 § 78
Net assets at
year-end $433.5406  $396,455 $337.247
Excess of increase
in general price
level ( constant
dollars ) over
increase in
specific prices $ 61 § 811 § 1242
Other information
Decrease in
purchasing power
of net monetary
items § 533 § 5673 § 3,040
Market price per
share at end of
period $ 1438 § 1672 § 3832 § 2541 § 33.00
Average CPI
(1967=100) 3194 308.0 2959 286.0 - z§_§.z

)
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To Tandem Computers Incorporated:

We have examined the consolidated balance sheet of Tandem
Computers Incorporated (a Delaware corporation) and subsidiaries
as of September 30, 1985 and 1984 and the related consolidated
statements of income, stockholders’ investment and changes in
financial position for each of the three years in the period ended
September 30, 1985. 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 financial statements referred to above present
fairly the financial position of Tandem Computers Incorporated and
subsidiaries as of September 30, 1985 and 1984, 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, 1985, in
conformity with generally accepted accounting principles applied
on a consistent basis.

San Jose, California, Arthur Andersen & Co.
November 1, 1985.

Calendar Quarter Price High Low

1985 3rd Quarter 185/8 13 1/8
2nd Quarter 237/8 141/2
Ist Quarter I85/8 17 5/8

1984 4th Quarter 201/8 M 3/4
3rd Quarter 243/4 13
2nd Quarter 305/8 16 1/4
Ist Quarter 10 14 30

1983 4th Quarter 912 30
3rd Quarter 361/2 26
2nd Quarter 34 2512
Ist Quarter 301/2 23508

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. No cash dividends have been
declared on the Common Stock.
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HAMBRECHT & QUIST INCORPORATED

Jeffry Canin
August 9, 1985
TANDEM COMPUTERS INCORPORATED (OTC-TNDM) $15 7/8
52-Week Mkt. Year Ends September 30 Calendar P/E Trend-Line
Range Val. (mil.) 1984A 1985E 1986E 1984 1985 1986  Growth Rate
$13-29 $665 $0.80* $0.65 $0.95 17 28 16 25%
* Excluding $0.24/share DISC credit
DJIN: 1320.79 SPIN: 209.43
e Third quarter reported well below projections.
e Near-term expectations effect neutral investment rating.
Third Quarter Results Year to Date: 9 Months
H&Q
6/30/85 6/30/84 % Chg Estimate 6/30/85 §/30/84 % Chg
Revenues (mil.) $144.2 $141.9 2%  $155.0 $450.3 $379.5 19%
Pretax income (mil.) 1.8 15.6  (88) 12.0 37.5 36.7 2
Net income (mil.) 2.4 9.3 (74) 7.0 23.3 21.3 9
Earnings per share $0.06 $0.23  (75) $0.16 $0.56 $0.51 g
Average shares (mil.) 41.9 41.0 2 42.4 41.8 41.5 1
Gross margin 61.1% 59.3% 60.0% 60.9% 59.0%
Operating margin 0.4 10.1 6.8 7.3 8.8
Pretax margin 1.3 11.0 7.7 8.3 9.7
Tax rate (29.9) 40.6 42.0 38.0 42.0
Net margin 1.7 6.5 4.5 5.2 5.6

Third Quarter Results

Tandem is the originator and leading supplier of fault-tolerant computers,
marketing its line of NonStop systems for use in on-line transaction processing
applications. The company reported disappointing results for its third fiscal quarter, the
second quarter of sequentially down revenues, and one in which Tandem barely broke
even on operations. Total sales of $144 million were up marginally on a year-to-year
basis (sales increased only as a result of higher service income) but fell 2% from the
immediately preceding quarter. Gross margins of 61.1% were near record levels but
were more than offset by a sharp ramp-up in operating expenses, both in absolute terms
and in proportion to revenues, yielding an operating margin of only 0.4%. Tandem's sharp
increase in operating expenses stemmed in part from the addition of 148 net new
employees in the third quarter (following 181 new hires in the second quarter), bringing
Tandem's total headeount to over 5,500. The excessive level is a result of both low
manufacturing attrition and hiring in line with an overly ambitious top-line growth
objective. The company's eash position at quarter-end was $109 million, up slightly from
the second quarter; accounts receivable of $151 million represented 95 days outstanding,
while inventory levels of $95 million, or 151 days, were reported (a six-day improvement
and seven-day extension, respectively, from the preceding quarter levels). EPS of $0.06
were produced with the aid of a negative effective tax (owing to a partial reversal of
first half taxes); a full tax rate of 40% would have yielded EPS of $0.03.

The company attributed poor sales, significantly below levels indicated by
management when we visited Tandem only two weeks before quarter end, to the impact
of a strong dollar overseas and industrywide weak domestic bookings. Although Tandem
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does not release revenue composition by product line, management suggests that the
sales shortfall resulted principally from a fairly slow start in deliveries of the low-cost
NonStop EXT system and from below-plan shipments of high-end NonStop TXPs.
(However, NonStop II-to-TXP upgrades apparently were marginally ahead of plan.) One
bright note in an otherwise lackluster quarter was the significant uptick in the number of
new accounts (38) the company added to its installed base. In addition, as part of the
"Tandem Alliance™ program, 21 third-party software houses with industry-specific
application packages were added, bringing the cumulative total to nearly 100.

During the quarter, Tandem announced several new products: the low-end,
compact NonStop EXT; an enhanced performance version of the company's GUARDIAN
operating system; and a set of networking and office automation software packages.
Tandem's EXT offers equivalent performance to and compatibility with the company's
NonStop II, but it doesn't require a computer room environment. Unit priced at $120,000
(roughly 30% below a comparable NonStop II), the EXT will be sold both by Tandem
directly and through a newly created vertical market reseller program. GUARDIAN 90,
representing an estimated 60% rewrite of the Tandem operating system, offers
significantly enhanced performance, estimated by management to be a four- to fivefold
throughput improvement for batch applications and at least a 50% improvement for on-
line programs utilizing Tandem's Transaction Monitor Facility. In June, the company
announced its Information Management Technology offerings, five software packages
designed to enable Tandem users to interconnect and network among Tandem host
processors and various terminals, personal computers, and faesimile machines.
Concurrently, the company announced an OEM and technology licensing agreement with
Sytek to offer broadband local area networking to Tandem accounts. Other recent
product announcements include color versions of the company's Dynamite workstation
and reduced-price NonStop memory boards. We expect a series of near-term enhanced
peripheral announcements and, more importantly, replacement models (presumably based
on CMOS gate array technology) to be introduced over the next twelve months for both
the low and high ends of Tandem's processor line.

Financial Expectations and Investment Opinion

In light of its poor third quarter performance, Tandem has taken a number of
measures to reign in expenses, including a one-week paid vacation in the fourth quarter
for all employees, a hiring freeze, and a three-month deferral on salary increases.
Additionally, in response to its historically poor ability to project quarterly business,
Tandem will adopt new statistical analysis techniques that it hopes will result in
improved forecasting. Although we believe Tandem will retain its position as the
predominant vendor of fault-tolerant computers, benefiting from the recent demise of
several private would-be contenders and, to an extent, from the IBM/Stratus liaison
(which we believe has eliminated the specter of a near-term competitive IBM proprietary
offering), we do not envision a business turnaround in the next couple of quarters. We
are anticipating flat year-to-year revenues in the fourth quarter (of $153 million), with a
65% decrease in EPS to $0.10; our fiscal 1986 estimates assume only a 20% annual
increase in sales and operating margins that will remain below 10% of revenues. Given
the company's current operating plan, we expect the fourth quarter to be cash-flow
positive; additionally, we anticipate modest improvements in receivables and inventory
levels. In 1984, Tandem reported $0.80 in EPS on sales of $533 million. Our revised
estimates call for sales of $603 million, yielding EPS of $0.65 in fiscal 1985 (a down
bottom line after four relatively flat years) and fiscal 1986 revenues of $725 million and
EPS of $0.95. We believe Tandem shares are fully valued at present price levels and
advise investors to defer purchase, pending greater business visibility.

NOTE a
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Hambrecht & Quist Incorporated

Jeffry Canin
November 8, 1985

TANDEM COMPUTERS INCORPORATED (OTC-TNDM) $18 7/8

52-Week Market Fiscal EPS Calendar P/E Trend-Line
Range Val. (mil.) 1984A 1985A 1986E 1985 1986 Growth Rate
$13-29 $786 $0.80  $0.82 $0.90 29 21 25%
Year Ends: September 30 DJIN: 1404.36 SPIN: 214.90 Note: a

o Company reports relatively strong fourth fiscal quarter.
o Significant improvement in balance sheet is demonstrated.

o Cautious fiscal 1986 outlook and recent share price appreciation effects
neutral investment opinion.

Fourth Quarter Results Year to Date: 12 Months

9/30/85 9/30/84 % Chg H&Q Est 9/30/85 9/30/84 % Chg
Revenues (mil.) $173.8  $153.1 14% $169.0 $624.1  $532.6 17%
Pretax income (mil.) 18.8 19.6 (4) 16.8 56.4 56,3 0
Net income (mil.) 11.1 11.9 (7) 10.5 34.4 33.2 +
Earnings per share $0.27 $0.29 (8) $0.25 $0.82 $0.80 3
Average shares (mil.) 41.6 40.9 2 42.0 41.8 41.4 1
Gross margin 63.0% 60.8% 61.5% 61.5% 59.5%
Operating margin 10.0 117 8.1 8.0 9.6
Pretax margin 10.8 12.8 10.0 9.0 10.6
Tax rate 41.0 39.1 37.5 39.0 41.0
Net margin 6.4 7.8 6.2 5.5 6.2

Fourth Quarter Results

Tandem is the originator and leading supplier of fault-tolerant computers,
marketing its line of NonStop systems for use in on-line transaction processing
applications. As expected, the company recovered significantly from its exceptionally
poor third quarter performance, reporting fourth quarter earnings, in line with
projections, on record-level revenues. Quarterly sales of $174 million (of which $144
million represented product sales, and the balance represented service and other) grew
21% sequentially and 13.5% from one year earlier. Gross margins of 63.0%, a 2%
improvement over Q3 (and our expectations), represented the highest levels since 1982,
Operating expenses, while at record levels in absolute terms, were below either of the
previous two quarters in proportion to sales, reflecting the cost-cutting measures
imposed during Q4, which included a hiring freeze, a three-month deferral of salary
increases and a one-week nonelective companywide vacation. Year-end headcount of
5,494 was effectively unchanged relative to one quarter earlier. For the year, revenues
increased 17.2% to $624 million and gross margins improved 2% to 61.5%, countering any
speculation on widespread list price discounting to encourage sales. Marketing and
development expenses budgeted in line with an overly optimistic growth assumption,
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however, effected a contraction in operating margins from the 9.6% reported in fiscal
1984 to 8.0% in fiscal 1985.

The company demonstrated substantial improvement in asset management during
Q4. Tandem's cash position increased from three months earlier by nearly $20 million to
record levels of $129 million, while accounts receivable of $163 million and inventories
of $79 million represented 85 and 110 days-sales outstanding, respectively, impressive
10- and 41-day reductions over corresponding results reported at the end of Q3.

Approximately one third of quarterly revenues represented sales outside the United
States, proportionally consistent with results for the last two years. While international
sales have held up reasonably well through all of fiscal 1985, management notes a long-
awaited pickup in domestic bookings recently. Although disclosing no specific number,
the company indicates a relatively high level of new account activity, with significantly
more new customers added during Q4 than the incremental 38 resulting from the
immediately preceding Q3; the company's customer base now exceeds 1000. During the
quarter, high-end TXP system sales were particularly strong, generating approximately
80% of total revenues. Twenty-two new third parties were added in Q4 to the company's
Tandem Alliance program, which now includes 132 participants. Last week, a fourth
Alliance category—the Independent Software Vendor (ISV) program—was announced,
which now joins Tandem's existing roster of OEMs, system integrators, and direct-selling
software houses, which together generate approximately one third of corporate
revenues. Under the ISV program, Tandem itself will directly sell and support selected
third-party software products.

In October, Tandem announced several new products, including a high-performance
tape subsystem, ergonomic terminal models, a family of data eneryption/security
products, and a cost-effective, large-capacity, high-performance disk storage system.
We anticipate the introduction of a high-end processor (the replacement for the TXP)
during the first half of calendar 1986, with a low-end system announcement scheduled
perhaps six months later.

Management is taking a conservative tack regarding 1986 expectations, suggesting
that the relatively strong performance of 4Q85 is not indicative of a clear trend in
improved business momentum, We are assuming, pending evidence to the contrary, that
the current year's top-line growth will, at best, equal 1985's 17% increase relative to
1984 and more likely will fall short by 2-3%—the continuation of the company's as-yet-
unbroken trend in decelerating annual revenue growth comparisons. While we expect
Tandem to garner substantial continued add-on revenue from its existing customer base
and to present a viable alternative to IBM for large-scale transaction-intensive
applications, we anticipate an increasingly competitive environment at the low end—
particularly represented by the Stratus/32 processor family, sold directly by Stratus or
through its recently enhanced joint marketing agreement with [BM. Our estimates for
fiscal 1986 remain unchanged—EPS of $0.90 on sales of $715 million. We view the one-
month 22% appreciation in Tandem as fully discounting the better-than-expected 4Q85
finish, and, in light of the significant negative bottom-line year-to-year comparisons
expected for the first half of 1986 (followed by a strong projected second half), we retain
a neutral investment opinion.

20




TANDEM COMPUTERS
5/5/5

TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED INTERIM BALANCE SHEET
(UNAUDITED)

(In Thousands)

ASSETS
December 31, December 31,
. 1985 1984
CURRENT ASSETS

Cash and cash investments $134,311 $112,163
Accounts receivable 178,252 152,920
Inventories 7y s b 91,836

Prepaid income taxes 1,924 -
Prepaid expenses and other 13,774 9,542
Total current assets 403,400 366,461
PROPERTY, PLANT & EQUIPMENT, at cost 246,915 199,674
Less accumulated depreciation (88,808) (57,161)
Net property, plant & equipment 158,107 142,513
. OTHER ASSETS 8,591 5,101
TOTAL ASSETS $570,098 $514,075

LIABILITIES AND STOCKHOLDERS' INVESTMENT

CURRENT LIABILITIES
Current portion of long term debt
and capitalized lease aobligations S 7310 $ 6,638

Accounts payable 33,877 34,142
Accrued liabilities 47,773 37,585
Income taxes payable - 9,022
Total current liabilities 88,960 87,387
CAPITALIZED LEASE OBLIGATIONS 6,978 10,772
LONG TERM DEBT 4,426 3,237
DEFERRED INCOME TAXES 34,684 19,252
STOCKHOLDERS' INVESTMENT 435,050 393,427
TOTAL LIABILITIES AND STOCKHOLDERS'
INVESTMENT $570,098 $514,075
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Washington, D.C. 20549

FORM 10-Q

Quarterly Report Under Section 13 or 15(d)
of the Securities Exchange Act of 1934

For Quarter Ended June 30, 1985 Commission File No. 0-9134

TANDEM COMPUTERS INCORPORATED
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Delaware 94-2266618
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required to be filed by Section 13 or 15(d) of the Securities Exchange
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TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

PART I - FINANCIAL INFORMATION

(Unaudited)

The consolidated financial statements included herein have
been prepared by the Company, without audit by independent public
accountants, according to the rules and regulations of the Securities
and Exchange Commission. Consequently, certain information and
footnote disclosure normally included in financial statements prepared
in accordance with generally accepted accounting principles have been
condensed or omitted pursuant to such rules and regulations, although
the Company believes the disclosures that are madg are adequate to
make the information presented not misleading. Further, the
consolidated financial statements reflect, in the opinion of
management, all adjustments (which include only normal recurring
adjustments) necessary to present fairly the financial position and
results of operations as of and for the periods indicated.

It is suggested that these consolidated financial statements
be read in conjunction with the financial statements and the notes
thereto included in the Company's 1984 Annual Report to Stockholders
and the Annual Report on Form 10-K for the year ended September 30,
1984 filed with the Securities and Exchange Commission.

The results of operations for the three-month and nine-month
periods ended June 30, 1985 are not necessarily indicative of results

to be expected for the entire year ending September 30, 1985.




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED CONDENSED INTERIM STATEMENT OF INCOME
(UNAUDITED)

(In thousands except per share amounts)

For the Three Months Ended

June 30, 1985 June 30, 1984

Revenue

Product revenue $116,868 $119, 064
Service and other revenue 27,297 22,861
Total revenue 144,165 141,925
Costs and Expenses :

Cost of revenue 56,116 56,563
Product development 18,027 13,514
Marketing, general and administrative 69, 482 57,506
Total costs and expenses 143, 625 127,583
Operating Income 540 14,342
Interest income, net 1,298 1,243
Income Before Income Taxes 1,838 152589
Provision for income taxes (550) 6,335
Net Income $ 2,388 $§ 9,250
Earnings Per Share $ .06 $ 23
Weighted average shares outstanding 41,896 41,039

See accompanying notes to the consolidated condensed interim financial
statements.




TANDEM COMPUTERS INCORPORATED AND SURBRSIDIARIES
CONSOLIDATED CONDENSED INTERIM STATEMENT OF INCOME
(UNAUDITED)

(In thousands except per share amounts)

For the Nine Months Ended

June 30, 1985 June 30, 1984

Revenue

Product revenue $371,0091 $318, 761
Service and other revenue 79,216 60,769
Total revenue 450, 307 379,530
Costs and Expenses \ :

Cost of revenue 175, 850 155,749
Product development 50,229 = W g i I
Marketing, general and administrative 191,476 153,339
Total costs and expenses 417,555 346, 304
Operating Income 32,752 33,226
Interest income, net 4,759 3,461
Income Before Income Taxes 37,511 36,687
Provision for income taxes 14,254 15,409
Net Income $ 23,257 $ 21,278
Earnings Per Share $ .56 $ s 51
Weighted average shares outstanding 41,812 41,558

See accompanying notes to the consoclidated condensed interim financial
statements.




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED CONDENSED INTERIM BALANCE SHEET
(UNAUDITED)

(In thousands except share data)

June 30, 1985 September 30, 1984

Assets
Current Assets
Cash and cash investments $109,022 $106, 862
Accounts receivable 150, 606 146,342
Inventories 94,611 92,375
Prepaid income taxes 19,495 -
Prepaid expenses and other 9, 241 6, 998
Total current assets 382,975 352,577
Property, Plant & Equipment, at cost 230,817 191,755
Accumulated depreciation & amortization (72,572) (50,253)
Net property, plant & eguipment 158, 245 141,502
Other Assets 3,828 7, 794
Total Assets $545, 048 $501,873
Liabilities and Stockholders' Investment
Current Liabilities
Current portion of long term debt

and capitalized lease obligations $§ 6,675 $ 15,025
Accounts payable 36,678 36, 350
Accrued liabilities:

Wages, payroll taxes, and

employee benefits 29,917 22,:. 527

Income taxes 10,889 4,440

Other accrued liabilities 16, 761 10,832
f&tal current liabilities 100, 920 89,174
Capitalized Lease Obligations 8,817 11,744
Long Term Debt 2,719 5,411
Deferred Income Taxes 24,988 20,422
Stockholders' Investment
Common stock, $.025 par value;

authorized 60,000,000 shares;

outstanding 41,260,521 at June 30

and 40,616,638 at September 30 1,032 1,015
Additional paid-in capital 237,314 228,106
Retained earnings 169, 258 146,001
Total stockholders' investment 407, 604 375,122
Total Liabilities and Stockholders'

Investment $545, 048 $501,873

See accompanying notes to the consolidated condensed interim financial
statements.




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED CONDENSED INTERIM STATEMENT OF CHANGES IN FINANCIAL POSITION
(UNAUDITED)
(In thousands)

For the Nine Months Ended

June 30, 1985 June 30, 1984
Funds (Cash and cash investments)
at beginning of period $106, 862 $93,501
Provided from Operations
Sources:
Net income 23, 257 21,278
Depreciation and amortization 25,078 16,292
Deferred income taxes 4,566 (3,150)
Total sources 52, 901 34,420
Uses:
Increase in accounts receivable 4,264 16, 296
Increase in inventories 2,236 17,955
Net change in prepaid expenses and
non-debt current liabilities 1,642 (16,798)
Investment in property, plant
and equipment, net 41, 249 45,237
Increase (decrease) in other assets (3,394) 17
Total uses 45,997 62,307
Net provided from (used in) operations 6, 904 (27,887)
Provided from External Financings
Net decrease in capitalized leases (2,761) (2,318)
Increase in long term debt 1,823 4,047
Retirement of long term debt (13,031) -
Sale of common stock under employee
stock option and stock purchase plans 8,285 14,453
Tax benefit from employee
transactions in common stock 940 4,294
Total provided from
external financings (4,744) 20,476
Funds (Cash and cash investments)
at end of period $109, 022 $86, 090

See accompanying notes to the consolidated condensed interim financial
statements.




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED CONDENSED INTERIM FINANCIAL STATEMENTS

1. Reclassifications

Prior period amounts associated with cost of certain service and other
revenue have been reclassified in order to conform to the current
period presentation.

2 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 were:

June 30 September 30
(In thousands) 1985 1984
Purchased parts and subassemblies $54,024 . $45, 259
Work-in-process 15,462 12,400
Finished goods 25,125 34,716
Total $94,611 $92,375

3. Earnings Per Share

Earnings per common share amounts 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 diluted earnings per
share are substantially the same as reported earnings per share.

4. Dividends

The Company has not declared or paid any cash dividends on its common
stock. See Item 2 for a discussion of the preferred stock right
dividend issued to stockholders during the guarter ended June 30,
1985.




TANDEM COMPUTERS INCORPORATED AND SUBSIDIARIES

MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Financial Condition

The Company's financial condition remains strong. Cash and
cash investments increased to $109,022,000 from the 1984 year-end
level of $106,862,000. At the end of the third fiscal quarter of
1985, unused lines of credit totaled approximately $72,000,000, and
the equity base was $407,604,000. The Company had a current ratio of
3.8:1, and long term debt and capitalized lease obligations were 2.8%
of total capital (comprising stockholders' investment, lcng term debt
and capitalized lease obligations).

Results of Operations

The following table sets forth items in the Consolidated
Condensed Interim Statement of Income as a percentage of revenue
for the current quarter, the prior year's quarter and the comparable
nine-month periods. J

Percent of Revenue

3 Months Ended June 30 9 Months Ended June 30

1985 1984 1985 1984

Revenue 100.0% 100.0% 100.0% 100.0%

Cost of revenue 38.9 39.9 39.1 41.0

Product development 12.5 9.5 11.2 9.8

Marketing, general

and administrative 48. 2 40.5 42.5 40.4

Operating Income 0.4 10.1 7.3 8.8

Interest, net 0.9 0.9 %3 0.9
Income Before )

Income Taxes 3 B 11.0 8.3 9.7

Net Income 1S 6.5 5.2 5.6

Totals may not add due to rounding.




The table below gives the percentage increase or decrease over
the comparable period a year earlier for items from the Consolidated
Condensed Interim Statement of Income.

Percent Increase

3 Months Ended 9 Months Ended
June 30, 1985 June 30, 1985
Revenue 1.6% 18.6%
Cost of revenue ' (0.8) 12.9
Product development 33.4 35.0
Marketing, general
and administrative 20.8 24.9
Operating Income (96.2) (1.4)
Income Before Income Taxes (88.2) D2
Net Income (74.2) , 9.3

Revenue for the quarter ended June 30, 1985 was $144,165, 000,
1.6% higher than the corresponding figure of $141,925,000 for the
quarter ended one year earlier. For the first nine months of fiscal
1985, revenue was up 18.6% to $450,307,000, compared with $379,530,000
posted in the same period of fiscal 1984.

The 1.8% decline in product revenue for the quarter ended June
30, 1985 compared with the same quarter in the prior year reflected
the generally weak business conditions prevalent throughout the
computer industry during this time period. The continuing softness in
the Company's U.S. business was the major factor in the decline. The
growth of 19.4% in service and other revenue accounted for the
year-over-year gain in total revenue. Service revenues continued to
increase due to a larger installed base of customers. For the
nine-month period, both product revenue and service and other revenue
remained ahead of the 1984 levels.

Operating income in the third fiscal quarter declined to $540,000
from $14,342,000 posted in the third quarter of fiscal 1984. On a
percentage basis, cost of revenue declined versus last year. Both
product development and marketing, general and administration
increased. The Company's product development expenditures were at the
level planned, however, they were higher as a percentage of revenue
because realized revenue was below plan. Marketing, general and
administrative expenses increased due to such factors as salaries and
benefits for additional sales and marketing personnel, and costs
associated with hardware and software product introductions.

For the first nine months of fiscal 1985, operating income was
$32,752,000, 1.4% lower than the corresponding figure of $33, 226,000

in the same period of last year.




Net interest income in the quarter was nearly the same as a
year ago, despite significantly higher cash balances. The Primary
reason net interest income did not grow was that money market interest
rates were lower than a Yyear ago.

Net income was $2,388,000, or $.06 per share, for the third
fiscal quarter, compared with $9,250,000, or $.23 per share, earned in
the prior year's quarter. Nine-month net income was $23, 257,000, or
$.56 per share, versus $21,278,000, or $.51 per share, earned in the
first nine months of fiscal 1984.

The current quarter's net income included a tax credit of
$550, 000, resulting from an over-accrual of taxes in prior gquarters
that reflected the Company's anticipation of higher income in the
third quarter than was achieved. The effective tax rate for the nine
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PART II - OTHER INFORMATION

Item 2. Changes in Securities.

The description of the change in the Company's securities
set forth in the Company's registration statement on Form
8-A filed with the Commission on July 15, 1985 is hereby
incorporated by reference.

Item 6. Exhibits and Reports on Form 8-K.

(a) Exhibits: See Exhibit Index.
(b) Reports on Form 8-K:

A special Report on Form 8-K pursuant to item 5
thereof was filed by the Company on June 5, 1985.




SIGNATURES

Pursuant to the requirements of the Securities and Exchange Act of
1934, the Registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized, in the City of

Cupertino, State of California.

TANDEM COMPUTERS INCORPORATED
(Registrant)

Date August 13, 1985 By JEANNE D. WOHLERS

Jeanne D. Wohlers
Vice President and
Corporate Controller

Date August 13, 1985 By DAVID J. RYNNE

David J. Rynne
Vice President and
Chief Financial Officer
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