ANNUAL RATES  Past

Past Est'd '15-'17

of change (persh) 10 Yrs. 5Yrs. t0'21-23
Revenues 3.0% -1.0% 1.5%
“Cash Flow” 6.0% -.5% 1.0%
Earnings 7.5% -.5% -.5%
Dividends 17.0% 13.5% 4.5%
Book Value -1.5% .- 17.5%
Cal- QUARTERLY REVENUES (8 mill.) Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2015 |19590 20813 19280 22059 |81741
2016 |18684 20238 19226 21771 |79919
2017 |18155 19289 19153 22542 79139
2018 19072 20003 18756 21829 | 79650
2019 18800 19900 18800 22000 | 79500
Cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| VYear
2015 | 244 358 302 459 | 13.60
2016 | 209 261 298 473 | 1239
2017 | 185 248 292 479 | 12.04
2018 | 181 261 294 434 | 1170
2019 | 180 265 295 440 | 11.80
Cal- | QUARTERLY DIVIDENDS PAID Ba Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2014 95 110 110 110 4.25
2015 | 110 130 130 130 5.00
2016 | 130 140 140 140 5.50
2017 | 140 150 150 150 5.90
2018 | 150 157 157 157

plans to acquire Red Hat. It is offering
$190 a share in cash for the provider of
open-source software for cloud computing,
in a transaction valued at $34 billion.
Directors of both companies have approved
the deal, which is also subject to a vote by
Red Hat shareholders and regulatory ap-
proval. IBM intends to finance the deal
with cash and debt, and will suspend its
stock-buyback program in 2020 and 2021.
The purchase is strategic. IBM hopes
the acquisition will assist it in helping
businesses transition to cloud computing.
There should be cross-selling op-
portunities. Too, Red Hat has an extensive
developer ecosystem. IBM expects the
combination to add 200 basis points to its
five-year compound annual revenue
growth rate; be gross-margin and cash-
flow accretive in year one of the merger;
and to add to earnings per share at the
end of year two (but we assume it will
dilute reported earnings in late 2019 and
2020). Our estimates and projections won't
include Red Hat until the acquisition is
completed in the latter half of 2019.
Meanwhile, IBM is facing some head-
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2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 | 2011 2012 |2013 [2014 [2015 [2016 |2017 [2018 [2019 | ©VALUELINEPUB.LLC| 21-23
4714 | 52.60| 5852 | 57.90| 6069 | 71.31| 7739 | 7336 | 8133 | 9192 | 9353 | 9461 | 93.68 | 84.64 | 8449 | 8582 | 88.00 | 87.85 |Revenues persh 92.20
6.53| 727| 824| 871| 956| 1128| 1328 | 1411 | 1601 | 17.77 | 19.04 | 20.07 | 2044 | 17.83 | 17.19 | 17.13| 16.85| 16.95 |“Cash Flow" per sh 18.40
395| 434 505 522| 601| 718| 893| 1001 | 1152 | 13.06 | 1437 | 1494 | 1559 | 1360 | 1239 | 12.04 | 11.70 | 11.80 |Earnings per sh A 12.50
59 63 .70 78| 110 150 190| 215| 250 | 290 | 330| 370 | 425| 500| 550 590| 6.21| 6.52 |DividsDecl'dpersh B 7.15
276 259 265| 244| 290| 334 311| 264| 341 | 353| 365| 393 | 422| 371 | 377| 350| 400| 4.00 |Cap'l Spending persh 5.00
1323 | 1644 | 18.08| 21.03| 1892 | 2055| 10.06% | 1743 | 1887 | 1740 | 16.88 | 21.62 | 11.98 | 14.77 | 1929 | 19.08 | 24.15| 29.55 [Book Value per sh P 46.10
1722.4 | 16945 | 1645.6 | 1574.0 | 1506.5 | 1385.2 | 1339.1 | 1305.3 | 1228.0 | 1163.2 | 1117.4 | 1054.4 | 990.52 | 965.73 | 945.87 | 922.18 | 905.0 | 905.0 [Common Shs Outst'g © | 900.0
214 196( 180| 161| 139| 148( 123| 109 | 114| 131| 137 130 | 117 | 114 | 121 | 131 Bold figyresare |AvgAnn'lP/ERatio 145
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% % | 8% | 9% | 13%| 14%| 17% | 20% | 19% | 17% | 17% | 19% | 2.3% | 32% | 37% | 37% | ""P**  |avg Annl Divid Vield 3.9%
CAPITAL STRUCTURE as of 9/30/18 103630 | 95758 | 99870 |106916 (104507 | 99751 | 92793 | 81741 | 79919 | 79139 | 79650 | 79500 |Revenues ($mill) 83000
) ) ) 20.6% | 23.0% | 23.0% | 235% | 25.1% | 24.3% | 24.0% | 23.9% | 19.8% | 19.0% | 21.5% | 22.5% |Operating Margin 23.0%
[?tg'egfggggggﬂiﬁ“”'- E#fn't”efe ;(tf;gggm mill. - "5450,0 [ 4994.0 | 48310 | 4815.0 | 4676.0 | 4678.0 | 4492.0 | 3855.0 | 43810 | 4541.0 | 4500 | 4550 | Depreciation ($mill) 5200
(LT interest eamned: 17.9x. otal interest coverage: | 12334 | 13425 | 14833 | 15855 | 16604 | 16483 | 15751 | 13364 | 11881 | 11258 | 10750 | 10800 |Net Profit (mill 11375
14.7x) (65% of Cap'l) | 26.2% | 26.0% | 24.8% | 24.5% | 24.2% | 156% | 21.2% | 16.2% | 3.6% | 1.2% | 7.5% | 13.0% |Income Tax Rate 13.0%
. . . 11.9% | 14.0% | 14.9% | 14.8% | 15.9% | 16.5% | 17.0% | 16.3% | 14.9% | 14.2% | 13.5% | 13.6% |Net Profit Margin 13.7%
Pension Assets-12/17 $93.6 bill. Oblig. $106.5 6569.0 | 12933 | 7554.0 | 8805.0 | 5808.0 | 11196 | 9822.0 | 8235.0 | 7613.0 | 12372 | 11000 | 11500 |Working Cap'l ($mill) 13000
bill. 22689 | 21932 | 21846 | 22857 | 24088 | 32856 | 35073 | 33428 | 34655 | 39837 | 36000 | 40000 Long-Term Debt ($mill) | 55000
Pid Stock None 13465E | 22755 | 23172 | 20236 | 18860 | 22792 | 11868 | 14262 | 18246 | 17594 | 21850 | 26750 |Shr. Equity ($mill) P 41500
Common Stock 908,793,777 shs. 35.6% | 31.2% | 33.8% | 37.6% | 39.5% | 30.4% | 34.6% | 28.4% | 23.4% | 18.1% | 19.0% | 17.0% |Return on Total Cap'l 12.5%
- 91.6% | 59.0% | 64.0% | 78.4% | 88.0% | 72.3% |132.7% | 93.7% | 65.1% | 64.0% | 49.0% | 40.5% |Return on Shr. Equity 21.5%
MARKET CAP $106 billion (Large Cap) 72.4% | 46.4% | 50.3% | 61.2% | 68.0% | 54.5% | 96.8% | 59.4% | 36.3% | 32.6% | 23.0% | 18.0% |Retained to Com Eq 12.0%
CUR$$\/IIIEL’\I{T POSITION 2016 2017  9/30/18 21% 21% 21% 22% 23% 25% 2% 3% 44% 49% 53% 55% |All Div'ds to Net Prof 57%
Cash_Aséets 8527 12580 14663 | BUSINESS: International Business Machines Corporation is a Asia, 21%. R&D, 7.3% of '17 revenue. '17 depreciation rate: 14.0%.
Receivables 29245 31630 27087 | worldwide supplier of technology and business services, software, ~About 380,000 employees. Officers & directors control less than 1%
Ion%eenrtory (Avg Cst) iggg %ggg 411291)2 and systems hardware. 2017 revenue breakdown: Technology of stock; The Vanguard Group, 6.88%; BlackRock, 6.2%; State
Current Assets 73888 49735 4go57 | Services & Cloud Platforms, 43%; Global Business Services, 21%;  Street, 5.6% (3/18 proxy). Chairman, Pres. & CEO: Virginia M.
Accts Payable 6209 6451 5384 Systems, 10%; Cognitive Solutions, 23%; Financing & Other, 3%. Rometty. Inc.: NY. Address.. New Orchard Road, Armonk, NY
Debt Dué 7513 6987 10932 | Geographic mix: Americas region, 48% of revenue; EMEA, 31%; 10504. Tel.: 914-499-1900. Internet: www.ibm.com.
Other 22553 23925 20506 - B - - . " "
Current Liab. 26775 37363 3gaz | International Business Machines winds. Currency shifts, which provided a

revenue tailwind in the first half, turned
into a headwind in the September quarter,
clipping two percentage points from reve-
nue growth. But global business services
and strategic business revenues rose.
Meanwhile, systems revenues, which ad-
vanced 10% in the year-earlier period, rose
a modest 2%, as the rollout of IBM’s new
z14 mainframe computer in late 2017 an-
nualized. The gross margin was flat, but
selling expenses moderated.

We think IBM ended 2018 on a weak
note, and look for slight earnings
progress in 2019. Absent another major
new product introduction, systems reve-
nues probably will fall back to a more
sustainable level. It is also taking time for
revenues from strategic imperatives (like
cloud computing) to offset declines in more
mature offerings. But efficiency initiatives
might support better margins.

IBM’s dividend yield is attractive. But
the company continues to struggle to reig-
nite revenue growth, and the stock has
below-average 3- to 5-year potential. It is
also ranked unfavorably for Timeliness.
Theresa Brophy December 28, 2018

(A) Based on diluted shs. Excl. gains (losses) | reform. Quarters may not sum due to change in | reinvestment plan available. (C) In millions.
from discontinued operations; '03, ($0.02); '04,
($0.01); '05, ($0.02); '06, $0.05; '14. ($3.65). In
'17, excludes $5.90 charge related to tax
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shs. Next earnings report mid-January.

(B) Dividends historically paid in early March,
June, September, and December. = Dividend | ment benefit plan loss.
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(D) Incl. Intangibles. As of 9/30/18, $39.7 bil-
lion, $43.64/sh. (E) In '08, incl. $15.2 bill. retire-
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