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CAPITAL STRUCTURE as of 6/30/19

LT Interest $1115

Total Debt $73039 mill. Due in 5 Yrs $29245 mill.
LT Debt $58445 mill.
(LT interest earned: 12.5x; total interest coverage:

mill.

(77% of Cap'l)

Pfd Stock None
Common Stock 885,875,161 shs.

MARKET CAP $126 billion (Large Cap)

Pension Assets-12/18 $84.9 hill. Oblig. $93.6 bill.
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Long-Term Debt ($mill)
Shr. Equity ($mill)

31.2%
59.0%

37.6%
78.4%

39.5% | 30.4%
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Return on Total Cap'l
Return on Shr. Equity

Other

CURRENT POSITION 2017
(SMILL)

Cash Assets
Receivables
Inventory (Avg Cst) 1583
Other 3942

Current Assets
Accts Payable
Debt Due

Current Liab.

2018

12580 12222

31630

6/30/19
46408

49735
6451
6987

23925

37363

46.4% 61.2% | 68.0% | 54.5% | 96.8% | 59.4% | 36.3%
21% 2% | 23% | 25% | 21% | 37% | 44%

41.5% | 41.6% | 26.0% | 21.0% |Retained to Com Eq 13.5%
43% | 45% | 50% | 49% |All Div'ds to Net Prof 49%

BUSINESS: International Business Machines Corporation is a
worldwide supplier of technology and business services, software,
and systems hardware. 2018 revenue breakdown: Technology
Services & Cloud Platforms, 43%; Global Business Services, 21%;
Systems, 10%; Cognitive Solutions, 23%; Financing & Other, 3%.
Geographic mix: Americas region, 47% of revenue; EMEA, 33%;

Asia, 20%. R&D, 6.8% of "18 revenue. '18 depreciation rate: 13.8%.
About 350,600 employees. Officers & directors control less than 1%
of stock; The Vanguard Group, 7.9%; BlackRock, 6.8%; State
Street, 5.9% (3/19 proxy). Chairman, Pres. & CEO: Virginia M.
Rometty. Inc.: NY. Address.: New Orchard Road, Armonk, NY
10504. Tel.: 914-499-1900. Internet: www.ibm.com.
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QUARTERLY REVENUES ($ mill)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2016
2017
2018
2019
2020

18684 20238 19226 21771
18155 19289 19153 22542
19072 20003 18756 21760
18182 19161 18300 22157
19100 20125 18850 22925

79919
79139
79591
77800
81000

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2016
2017
2018
2019
2020

209 261 298 473
232 294 326 514
244 308 342 487
225 317 270 468
230 290 320 5.00

12.39
13.66
13.81
12.80
13.40

Cal-
endar

QUARTERLY DIVIDENDS PAID B
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2015
2016
2017
2018
2019

110 130 130 130
130 140 140 140
140 150 150 150
150 157 157 157
157 162 162

5.00
5.50
5.90
6.21

IBM acquired Red Hat on July 2nd. It
paid $190 a share in cash for the provider
of open source software, in a transaction
valued at about $34 billion. The deal is ex-
pected to result in faster growth in IBM’s
business of helping companies shift their
workloads to a hybrid cloud environment.
Due to the purchase, IBM has reduced
its share-net expectations for 2019.
Noncash acquisition accounting items,
mainly related to deferred revenues, are
expected to reduce operating earnings per
share by $1.20 in the second half. Interest
expense has risen due to the additional
debt to support the purchase. IBM also
has suspended its stock repurchase pro-
gram, which helped lift earnings per share
during much of the past. Although Red
Hat is expected to enhance IBM's gross
margin immediately, management has
lowered its full-year share-net forecast,
from at least $13.90 to $12.80.

But the company expects the deal to
result in faster revenue growth over
the next five years. Red Hat's revenues,
which have been growing at a double-digit
pace, ought to benefit from IBM's scale

and broad geographic reach. The deal

should provide opportunities for IBM to
cross-sell products to Red Hat customers.
The dilution from acquisition accounting
items is expected to decline quickly. Man-
agement intends to reduce debt, which
should lower interest expense. IBM ex-
pects Red Hat to be accretive to earnings
by mid-2021.

Meanwhile, June-quarter earnings
benefited from a wider gross margin.
To be sure, revenues slipped 1.6% year to
year, depressed by an 18% decline in sys-
tems hardware, as IBM's z14 mainframe is
approaching the end of its product life
cycle. But margins expanded, supported by
a greater proportion of higher-margin soft-
ware and business services in the mix;
productivity improvement; and reductions
in low-value technology services contracts.

IBM’s comeback has been proceeding
at a glacial pace. Although the acquisi-
tion of Red Hat is a positive move, how
much of a help it will provide is unclear.
IBM'’s dividend yield is attractive but, un-
less earnings growth exceeds our projec-
tions, the stock has less-than-average 3- to
5-year total return potential.

Theresa Brophy September 27, 2019

(A) Based on diluted shs. Excl. gains (losses) | '18, $4.30; '19. $0.84. Quarters may not sum | Dividend reinvestment plan available. (C) In
from discontinued operations; '03, ($0.02); '04, | due to change in shs. Next earnings report | millions. (D) Incl. Intangibles. As of 6/30/18,
($0.01); '05, ($0.02); '06, $0.05; '14. ($3.65). | mid-Oct. (B) Dividends historically paid in early | $38.0 billion, $42.91/sh. (E) In '08, incl. $15.2
Excludes nonoperating expenses: '17, $7.52; | March, June, September, and December. =
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