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SUMMARY 

1. Tymshare i s  a leader in the rapidly growing Computer Sewices market which has experienced 
long term growth of 15 - 20% annually. Tymshare's annual revenue growth, aided by 
acquisitions, has bwn in the 25 - 30% range. The company provides computer processing 
services to customers via telephone lines. These sewices are based on Tymshare's proprietary 
software for m i f i c  applications deigned to provide cost savingr and productivity 
improvement 

Tymrtlare is also a major participant in the hot growth area of valueadded communications 
networks through its TYMNET operation. Networks combine specialized hardware and 
software with communications lines and represent a major growth area for the future as 
communications and computing become more closely meshed. The company's TYMNET 
operation, growing 50% per year, has been a pioneer in developing networks that link remote 
computer processing. Tymshare is currently planning to implement a series of microwave 
transmission centers in major U.S. cities through itr recently-acquired Microband subsidiary. 
Each city's microwave installation will provide local communications without resorting to 
phone lines. Long distance transmission will be provided by satellite, further reducing 
dependenw on phone lines. r +  

3. We believe current margin difficulties adversely impacting earnings are not indicative of the 
company's long term potential. Unusually large telephone rate increases and dower than 
anticipated growth in much of Tymshare's remote computer processing business caused expense 
level variances which resulted in margin pressure. Growth should improve in the remote 
processing business and expense levels should be brought under control by the later half of 
1982. We expect Tymshare to resume its 20 - 25% annual earnings growth by 1983. 

Add~tional Information Is Ava~lable Upon Request 
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4. We believe that the current mmingr difflcultkr are fulty discounted. Momvw, the raock is 
attMcthrely valued at 13x trailing earnings earnpared to the average multiple of fm the 
SoftwareISsw~ group aml i ts  own I l x  - 27x ran* over the last five yaws. The ftodr is 
currently selling at a 34W prrrmium sbowe Bodc who. Historically, these valuation paramaen 
haverepmmtedablMthrspurChLI~Onff ~ p w c b e I t n c o m m e n d e d .  

FINANCIAL CHARACTERl8TIa 

Common &h#sr OutxClnding 1 1.8 mllw LongTerm Metal Capitalization: 13.7% 
W m d  PI- M m M h  Return on Average Equity: 1980A: 19!% 
Madat? \I& $210.9 million 1981A: 10% 
BaolrVaboFar8h8re $13.36 1982E: 10% 

QUARTERLY EARNINGS Fim - Smnld Third - Fourdl - 

Tymhan, is ma of the largtt mmpanim pnnrS$lhg remute wmputlng m w b  basal on propr&itary 
mftwme. there r e r v b  ur, aocerrad by ow- r ia  tarminals whDdl communi#ute over phone Ifm 
with Tyrndub's rrratwork of comjmtw imra1latiaw. The company has developad its own valueadded 
ewrmnicntimc nemork dkd TYMNET whbh casists of lrrd phau lines, specially Mgr*l  ( , ~~ for network ''W snd @ i r t i c W  ooftwm w cgnad mffCo md pnnride ursr 
hlW@n% W, -bcmpqtfi tilstbry him beriPr dbt@tWrW by tllpld g m &  md M~~dogi ical  
hnrwrq9wr. ?ymhtw@ R 6  all& h mdw in mirim mwkr dirh q~~Miaad cllirrpuwr o e n k  
in Qrfwr tib rrls#nmt gmwh. 

' ,  

Ty&dtera'r mvi&bi& mPd hsr'bamm tmhbd nroemly due ao urwwd experism and t f ~  

tq expenses ppmcima$aly $8 million in exass of exptmbtions for 1981. The 
nt of thi) company i 15u8ifi2b&$ involves various kind of computer applicatiwrt krrown a 

ms (DSS). DSS revenues have not inc- at  their usual 203C mnual prmr 
a# h d  hen anticipated. Consequently, expense levels have outrun revenues and cmted r;evbrs margin 
pBWIW. me unnpany is also coping with several disappointing smaller opdmtkms whkh are 
p d ~ S 0 1 g  shcirt-tern loses. As a result of the various margin pmsurb, 11181 ,ssrhlhp dwindled 
~$br-byquarbr to the point where a slight low was incurred in the seawnatly tht&ak fmrth quarter. 
@aW$i&b for the year as a whole mrnpared poorly with 1980, dthough revenuer ~RE~WWRI 2396. 
. . 

Tymsbarfr is c u m d y  paring q e m  lmelr in its pmeailyl reruioe, burillgwes to improve margins. 
m &pbt di ia Whu wM W n  *rk ii~ *r filyt IUl uf I$@& p- brwing no WOW&. The 
mtbt 'iiMtrM pi& @ ki tb mhd Wf ott lW32 srrel mitt ifi rxiar& irtrprwQmienr. The mpany8s 
TY- t&&ddw CWm thb M w  #sqwWo9aAS h k a  eohdnue its Lhgng W4 annual rata 
o f .  ~ h a ~ @ ~ ~ ~ ~ F ~ t a ~ W ~ ~ ~ n n m r n E O d ' t i o n s i n  
50 0.& b i t h  Thaw Wf&m oMlrbinsd whh tmg rarnl~a tmbissiatr prmWBd by mtsllite, 
should provickr an t ~ ~ m u l y  Wmbb mhmk faa#litv. Tbtephoc#l expew$ thouM be wua l ly  
brought under mntrol as the year prognrsoer with must of the benefit seen later in 1982. In contrast 
to its acquisition emphasis in prior yam, we expeot Tymdram to prune operations in an effort to 



eliminate unprofible entities. The Automatic Teller Machine operation is the most likely candidate 
to be eliminated. 

Margins are expected to be below the historical norm for all of 1982, particularly during the first half. 
Profitable opemths are expected for each q u ~ .  Fortunatofy, the first quarter of 1982, one of the 
wont in terms of d o n  impact will rocahre a big boat frorn the smsonal tax form promsing 
bwtSnes6. Cart control measurn and an impraring economy coukl contribug ao cscond half e8mings 
improw#nent 

INCOME STATEMENT 
($ Amounts in M l l b  Ex- Par Sh#e Amounts) 

Fiscal Year Endsd - December 31 
19%3E J!Bz!L 1981 s!s- 1979 

REVENUES 

Computw Information 
Services Ravgnues $320.0 

Data Communications 
Services Revenues 80.0 

Eliminations - -. .. (as) (0.7) - - 
Total Revenues $400.0 $34OnO $290.0 $235.9 $193.1 

Pwax Income 
Ptetruc Margin 

Taxes 
Tax Rate 

Net Income 
Net Margin 

Earning Per Share $ 2.10 $ 1.40 $ 1.33 $ 1.81 $ 1.53 

INVESTMENT RECOMMENDATION 

Currently, the stock is attractively valued at  13x trailing earning compad with the average 15x 
multiple for the- group and i ts own historical range (1 1 - 27x) over the last f i  years. In addition, the 
stouk is  selling at only a 30% premium to book value. The primary umrtainty surrounding Tymshare 
at this point hingm on the timing of an earnings tumarwnd. We am confident that thk turnaround 
will occur in 1982. 

Joseph R. Kapka 
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