January 21,2015 IBM US

. . . Current Price: $157
International Business Machines Corp (IBM) (20/01/15) $
4Q14 & FY14 Top-Line Misses Estimates Target Price: $160

IBM reported falling revenues and income in FY14 with its

profitability and earnings growth under threat over the last few
quarters. The dollar appreciation by ~17% in last 6 months along

Price (closing20/01/15) 157.0
Diluted shares (in M)  989.7

with recent divestment of a few business segments has negatively Market cap ($ in B) 1553
impacted its topline growth. In addition, IBM has greatly accelerated Net Debt ($ inB) 323
buyback of its shares in an attempt to prop up its falling EPS, despite EV (S in B) 187.7
the fact that free cash flow has been falling steadily over the years Exchange NYSE
($12.4 bn in FY14 from $15.0 bn in FY13). Net Gearing ratio Industry Technology Services
accelerated from 1.3 in FY13 to FY14, which is high by industry ISIN Us4592001014
standards, adding to the Company’s risk. We maintain a “Neutral” i'“;mberg :Emiﬁs
euters .

view as execution remain inconsistent for past few quarters and
expect it to trade at a target price of $160/share, based on ~9.3x our

2012 2013 2014 2015e

2015 EPS estimate. SALES 104.5 99.8 92.8 88.5

%growth (2.3%)  (4.6%) (7.0%)  (5.0%)
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IA'!YYIK:S AVISE A LYT|CS 'Ahvggﬂ\m(w |%§ State Farm Invst Mgmt Corp. 1.7

Durin it repurchase areswort 3.9 bn). Northern Trust Invst, Inc. 14

Fidelity Mgmt & Research Co. 13

Norges Bank Invst Mgmt 0.8

4Q14 & FY14 Earnings Snapshot Massachusetts Finandal ServicesCo. 0.7

Geode Capital Mgmt LLC 0.7

PARTICULARS (S in M) 1Q14 2Q14 3Q14 4Q14 FY13 FY14 Total 28.0
Total Revenue 22,4840 24,3640 22,3970 24,113.0 | 99,7510 92,7930

Source: markets.ft.com

Y-0-Y growth % -3.9% -2.2% -4.0% -12.9% -4.6% -7.0%
Gross Profit 10,5430 11,975.0 10,8740 12,8620 | 48,505.0  46,407.0
Margin % 46.9% 49.2% 48.6% 53.3% 48.6% 50.0%
EBITDA 3,8940 6,081.0 5,3780 6,5080 | 24,994.0 22,290.0
Margin % 17.3% 25.0% 24.0% 27.0% 25.1% 24.0%
Operating Income 2,7530 4,9150 4,2390 5,5080 18,777.0 17,790.0
Margin % 12.2% 20.2% 18.9% 22.8% 18.8% 19.2%
Eamings from Cont. Ops. 2,3840 4,1370 3,4550 5,5160 | 16,483.0 15,751.0
Margin % 10.6% 17.0% 15.4% 22.9% 16.5% 17.0%
Diluted EPS Excl. Extra Items 2.3 4.1 3.5 55 14.9 15.6
Y-0-Y growth % -15.2% 41.6% -8.2% -9.5% 4.0% 4.4%

Source: Company reports
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BULLS

* |IBM growth initiatives, including its
Big Data & business analytics, cloud
computing, mobile and social
business are expected to drive
growth.

* Divestments may lead to better

operating leverage.
Disappointing Year Ahead (Historical Stock Price and Estimates)

220.0 4 = e In 2014, IBVI patented more than
7,534 innovations that will position
Loas the company to lead in strategic
areas such as cloud computing,
- analytics, mobile, social and
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VALUATIONS & RISKS cloud with high priced acquisition
but the cloud business is just the 5%
of the total IBVI’s business portfolio.

Its effort is minimal on the larger
business.

Our fair value for IBM is $160 based on 9.3x our non-GAAP FY15 EPS estimate.
Our P/E multiple is at the low end of the 9x to 15x forward earnings multiple
range and in line with the company’s 5-year 12-month forward P/E average.
Risk in attaining the target price includes possibility of weakened demand for IT
services, enterprise software, and enterprise hardware

COMPANY DESCRIPTION

IBM is the largest Information Technology (IT) and consulting services company in the world. IBM’s business can be divided into
four major business segments: IBM Global Setvices (59% of revenue), Software (22%), Systems and Technology (17%), and Global
Financing (2%). IBM Global Services is divided into two divisions, Global Business Services (GBS) and Global Technology Serwvices
(GTS). IBM services six verticals: Financial Services (28% of revenue), General Business (19%), Public (16%), Industrial (11%),
Communications (10%), and Distribution (10%). Across geographies, the Americas is the largest region (43% of revenue), followed
by EMEA (32%) and Asia Pacific (24%). IBM has approximately 400,000 employees worldwide; 190,000 of which are within Global
Services located in over 160 countries.
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Financial Performance
IBM's Quarterly Revenue IBM's Revenue: FY11-FY14
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Income Statement

PARTICULARS ($ in M)
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IFS Securities. Important dis

closures appear at the back of this report
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Balance Sheet

PARTICULARS (S in M)
Assets
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Long-term Debt

Retirement & Non-Pension post-Retirement Benefits Obligations
Deferred Income

Other Liabilities

Total Non-Current Liabilities

Total Liabilities

Shareholders' Equity

Common Stock, par $0.01

Treasury Stock

Retained Earnings

Accumulated Other Comprehensive Income
Total Shareholders’ Equity

Non Controlling Interest

Total Liabilities & Shareholders’ Equity
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TICS
22,857.0 24,088.0 32,856.0 35,073.0
18,374.0 20,418.0 16,242.0 18,261.0
3,847.0 4,491.0 4,108.0 3,691.0
8,996.0 7,607.0 9,934.0 8,892.0
54,074.0 56,604.0 63,140.0 65,917.0
96,198.0 100,229.0 103,294.0 105,517.0
48,129.0 50,110.0 51,594.0 52,666.0
(110,963) (123,131) (137,242) (150,715.0)
104,857.0 117,641.0 130,042.0 137,793.0
(21,885.0) (25,759.0) (21,602.0) (27,875.0)
20,138.0 18,861.0 22,792.0 11,869.0
97.0 124.0 137.0 146.0
116,433.0 119,214.0 126,223.0 117,532.0

Source: Company reports and IFS Research

IFS Securities. Important disclosures appear at the back of this report
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Ratios

PARTICULARS
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International Business Machines Corp

Technical Analysis
Closing Price-$157.1(16 Jan2015)
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