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b 31 2014 2013 2012 2011 2010
92,793 98,367 102,874 105,056 98,018
15,751 16,881 16,999 16,108 15,082
(3,729) (398) (395) (253) (249)
12,022 16,483 16,604 15,855 14,833
GAAP 16,702 18,356 18,022 16,571 15,272
15.59 15.30 14.71 13.27 11.71
(3.69) (0.36) (0.34) (0.21) (0.19)
11.90 14.94 14.37 13.06 11.52
15.68 15.42 14.88 13.46 11.89
(3.71) (0.36) (0.35) (0.21) (0.20)
11.97 15.06 14.53 13.25 11.69
GAAP 16.53 16.64 15.60 13.65 11.86
4,265 4,058 3,773 3,473 3,177
4.25 3.70 3.30 2.90 2.50
3,740 3,623 4,082 4,108 4,185
1BM 72.5% 83.8% 81.6% 71.2% 66. 8%
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117,532 126,223 119,213 116,433 113,452

10,771 13,821 13,996 13,883 14,096

9,822 11,196 5,807 8,805 7,554
40,804 39,718 33,269 31,320 28,624
12,014 22,929 18,984 20,236 23,172
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GAAP
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1 31 2011 2010
106,916 99,870
15,855 14,833
GAAP 16,318 15,023
13.06 11.52
GAAP 13.44 11.67
105,056 98,018
16,108 15,082
13.27 11.71
1,859 1,853
(253) (249)
0.21) (0.19)

GAAP

GAAP 16,571 15,272
GAAP 13.65 11.86
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)
2014
22,236 24,047 22,397 24,113 92,793
10,627 12,044 10,874 12,862 46,407
2,530 4,251 3,455 5,515 15,751
(146) (115) (3.437) 31) (3.729)
2,384 4,137 18 5,484 12,022
GAAP 2,790 4,456 3,671 5,785 16,702
2.43 4.23 3.46 5.54 15.59
(0.14) (0.11) (3.44) (0.03) (3.69)
2.29 4.12 0.02 5.51 11.90
2.44 4.25 3.48 5.57 15.68
(0.14) (0.11) (3.46) (0.03) (3.71)
2.30 4.14 0.02 5.54 11.97
GAAP
2.68 4.43 3.68 5.81 16.53
0.95 1.10 1.10 1.10 4.25
195.63 199.21 196.40 190.89
172.19 179.27 181.70 150.50
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23,101 24,544 23,338 27,385 98,367

10,734 12,184 11,429 14,337 48,684

3,161 3,365 4,139 6,216 16,881

(129) (138) (98) (32) (398)

3,032 3,226 4,041 6,185 16,483

GAAP 3,505 3,718 4,485 6,649 18,356

2.81 3.03 3.77 5.76 15.30

(0.11) 0.12) (0.09) (0.03) (0.36)

2.70 2.91 3.68 5.73 14.94

2.84 3.06 3.79 5.80 15.42

(0.12) (0.13) (0.09) (0.03) (0.36)

2.72 2.93 3.70 5.77 15.06

GAAP
3.12 3.35 4.08 6.16 16.64
0.85 0.95 0.95 0.95 3.70
)
215.90 214.89 200.94 187.79
190.39 187.68 181.10 172.57
1BM
2014 2013 GAAP 2015 20
8-K Form 8-K 2014 10 20 8-K Form 8-K 8.01
44 45 2014 2013 GAAP
2014 10 28 2014 10-Q Form 10-Q 86
2014 2013 GAAP
GAAP 2011
2010 GAAP
GAAP
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1BM L 100 1BM
( ) 2014 12 31
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100 8,862 9,018 8,009 @.7)% 12_6%
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1BM 1BM
12 2014 2013
)
37,130 38,551
(4,442,233 ) (4,612,242 ) @G.7N (1.6 ,
38.3 38.1 0.2
17,825 18,396
(2,132,583 ) (2,200,897 ) (CRY) 1.1
30.8 30.9 0.0
25,434 25,932
(3,042,924 ) (3,102,504 ) (1-9) (0-9)
88.6 88.8 0.2)
9,996 12,988
(1,195,921 ) (1,553,884 ) (23.0) (16.8) ,
39.5 40.8 (1.3)
2,034 2,022
(243,348 ) (241,912 ) 0.6 3.0
49.4 45.6 3.7
374 478
(44,745 ) (57,188 ) 21.7) (20.4)
(215.0) (195.6) (19.4)
92,793 98,367
(11,101,755 ) (11,768,628 ) (G (%-5) ,
46,407 48,684 @1
(5,552,133 ) (5,824,554 ) .
50.0 49.5 0.5
416 388 Sy
(49,770 ) (46,420 ) -
- 5
- ) (598 ) (100.0)
173 629
(20,698 ) (75,254 ) (72.4)
GAAP 46,996 49,706 .5
(5,622,601 ) (5,946,826 ) .
GAAP 0.6 s —
2015 18
( 119.64 )
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50.0 49.5 0.5
26,421 28,440 7.1
28.5 28.9 0.4)
19,986 20,244 1.3)
4,234 3,363 25.9
15,751 16,881 6.7)
17.0 17.2 0.2)
(3,729) (398)
12,022 16,483 (27.1)
) 15.59 15.30 1.9
11.90 14.94 (20.3)
1,010.0 1,103.0 (8.4)
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12 31
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C D
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W.
(Thomas W. Rosamilia) 1BW 54 2013
J.
Martin J. Schroeter 50 2014
J.
(Stanley J. Sutula I11) 49 2015
A.
18l 51 2012
(Bridget A. van Kralingen)
M 1BM

M 2014 1BM

26

198/508



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)

OooooOodd
)
( C ) 10
vV .M 2014| 1,500,000 0| 12,460,409 0| 12,460,409 0| 3,600,000 295,985 | 1,106,740 0 381,991 | 19,345,125
2013| 1,500,000 0| 11,703,869 0| 11,703,869 0 0 0 0 0 761,808 | 13,965,677
2012| 1,500,000 0 9,259,000 0 9,259,000 0| 3,915,000 181,656 641,346 0 687,725 | 16,184,727
M. J (1 2014 660,000 0 3,616,006 0 3,616,006 0 747,600 8,481 0 80,812 5,112,899
K.M. (1n 2014 450,000 500,000 2,897,601 4,190,813 7,088,414 0 510,300 0] 1,011,731 9,560,445
S. AL 2014 730,500 0 4,886,428 0 4,886,428 0 703,500 328,713 | 1,525,970 0 94,941 8,270,052
2013 716,000 0 4,661,284 0 4,661,284 0 0 0 0 0 214,146 5,591,430
2012 716,000 0 4,629,500 4,135,911 8,765,411 0 987,360 136,953 976,530 0 211,912 | 11,794,166
J. E 11 2014 638,000 0 3,909,248 0 3,909,248 0 791,100 | 1,043,296 92,989 0 96,193 6,570,826
2013 625,000 850 4,941,039 0 4,941,039 0 0 0 0 0 128,016 5,694,905
PSU
2014 18,690,613 2013 17,555,803 2012 13,888,500
2014 5,424,009 2014 4,346,402 2014 7,329,642 2013
6,991,926 2012 6,944,250 2014 5,863,960 2013 7,411,656
RSU 2012
RRSU
R
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2013
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W. R 250,000 61,773 311,773
K. I. 250,000 91,193 341,193
M. L. 285,000 72,520 357,520
D.N. 250,000 23,094 273,094
A. 83,333 159 83,492
S. A. 258,333 84,664 342,997
AN 250,000 27,066 277,066
.. 250,000 45,008 295,008
J. W, 250,000 54,186 304,186
J. E 250,000 77,945 327,945
S. 270,000 98,724 368,724
L. H 99,000 35,945 134,945
2015
PFS 43,392
PFS 51,657
PFS 91,077 PFS 72,404
15,000 PFS
64,548 20,000 PFS
26,950 PFS 29,893
15,000 PFS 54,070 PFS
72,829 PFS 88,109
10,500 PFS 35,896
2014
2014 2003
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ooooooo
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1BM
PwC
34.2 59.9 35.0 36.4
(4,091.7 ) (7,166.4 ) (4,187.4 ) (4,354.9 )
0 0 0 0
34.2 59.9 35.0 36.4
(4,001.7 ) (7.166.4 ) (4,187.4 ) (4,354.9 )
2002
404
SEC
1BM
2014
16
13 2013
17 33
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2014 2013

4.5 7.5

0.3 0.3
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OooooOodd
() 1BM 1934
SEC 10-K  Form 10-K 10-K
S-X
38 59

131

() IBM 2014 2013 12 31 2014 12 31
2014 12 31 IBM
23 103
193
() 1BM
1BM
134 2015 18
119.64

( ) IBM
)

()
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12 31

2014 2013 * 2012 *

55,673 | 6,660,718 | 57,655 | 6,897,844 | 59,453 | 7,112,957
35,063 | 4,194,937 | 38,666 | 4,626,000 | 41,381 | 4,950,823
2,057 246,099 2,047 244,903 2,040 244,066
92,793 | 11,101,755 | 98,367 | 11,768,628 | 102,874 | 12,307,845

36,034 | 4,311,108 | 37,564 | 4,494,157 | 39,166 | 4,685,820
9,312 | 1,114,088 ( 11,009 | 1,317,117 | 12,260 | 1,466,786
1,040 124,426 1,110 132,800 1,087 130,049

46,386 | 5,549,621 | 49,683 | 5,944,074 | 52,513 | 6,282,655

46,407 | 5,552,133 | 48,684 | 5,824,554 | 50,361 | 6,025,190

« )
23,180 | 2,773,255 | 23,451 | 2,805,678 | 23,463 | 2,807,113
5,437 650,483 | 5,743 687,003 | 5,816 695,826
(742)|  (88.773)|  (822)|  (98.344)| (1,074) (128,493)
« ) (1,938)| (231,862)]  (333)] (39,840)|  (843)| (100,857)
484 57,906 402 48,095 459 54,915
« ) 26,421 | 3,161,008 | 28,440 | 3,402,562 | 27,821 | 3,328,504

19,986 | 2,391,125 | 20,244 | 2,421,992 | 22,540 | 2,696,686
4,234 506,556 3,363 402,349 5,541 662,925
15,751 | 1,884,450 16,881 | 2,019,643 | 16,999 | 2,033,760

G3.729)| (446,138)]  (398)] (47.617)|  (395)|  (47,258)

12,022 | 1,438,312 16,483 | 1,972,026 | 16,604 | 1,986,503
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2014 2013 * 2012 *
15.59 1,865 15.30 1,830 14.71 1,760
(3.69) (441) (0.36) (43) (0.34) (41)
11.90 1,424 14.94 1,787 14.37 1,719
15.68 1,876 15.42 1,845 14.88 1,780
3.71) (444) (0.36) (43) (0.35) 42)
11.97 1,432 15.06 1,802 14.53 1,738

1,010,000, 480 1,103,042,156 1,155,449,317

1,004,272,584 1,094, 486,604 1,142,508,521
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12 31
2014 2013 2012
12,022 | 1,438,312 | 16,483 | 1,972,026 | 16,604 | 1,986,503
(1,636) (195,731)| (1,335) (159,719) (44) (5,264)
( (29) (3,470) ) 479) 8 957
( 5 598 ) (957) 42) (5,025)
0 0 4 479 20 2,393
4) (2,871) () (957) (14) (1,675)
( 958 114,615 43 5,145 32 3,828
( ©n| (@1,605)| (@166)  (19,860)  (253)|  (30,269)
861 103,010 @123)| (@4,716) (220)| (26,321)
1 120 16 1,914 — —
(9,799)| (1,172,352)| 5,369 642,347 | (7,489) (895,984)
24 2,871 ®) (359) ©) (239)
(114)|  (13.639)| (114)] (13.639) (148)  (17,707)
2,531 302,809 | 3,499 418,620 | 2,457 293,955
(7,357)| (880,191)| 8,767 | 1,048,884 | (5,182)| (619,974)
(8,156)| (975,784)| 7,301 873,492 | (5,460)| (653,234)
1,883 225,282 | (3,144)| (376,148)[ 1,587 189,869
(6,274)| (750,621)| 4,157 497,343 | (3,874)| (463,485)
5,748 687,691 | 20,641 | 2,469,480 | 12,731 | 1,523,137
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(©))
12 31
2014 2013
8,476 | 1,014,069 10,716 | 1,282,062
0 0 350 41,874
(
2014 336 (40,199 ) 9,090 | 1,087,528 10,465 | 1,252,033
2013 291 (34,815 )
(
2014 452 (54,077 ) 19,835 | 2,373,059 19,787 | 2,367,317
2013 308 (36,849 )
(
2014 40 (4,786 ) 2,906 347,674 1,584 189,510
2013 36 (4,307 )
2,103 251,603 2,310 276,368
2,044 244,544 1,651 197,526
4,967 594,252 4,488 536,944
49,422 | 5,912,848 | 51,350 | 6,143,514
39,034 | 4,670,028 | 40,475 | 4,842,429
28,263 | 3,381,385 | 26,654 | 3,188,885
10,771 | 1,288,642 13,821 | 1,653,544
(
2014 126 (15,075 ) 11,109 | 1,329,081 12,755 | 1,526,008
2013 80 9,571 )
2,160 258,422 5,551 664,122
4,808 575,229 3,051 365,022
30,556 | 3,655,720 | 31,184 | 3,730,854
3,104 371,363 3,871 463,126
5,603 670,343 4,639 555,010
117,532 | 14,061,528 | 126,223 | 15,101,320
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2014 2013
5,084 608,250 4,633 554,292
5,731 685,657 6,862 820,970
6,864 821,209 7,461 892,634
4,031 482,269 3,893 465,759
11,877 | 1,420,964 12,557 | 1,502,319
6,013 719,395 4,748 568,051
39,600 | 4,737,744 | 40,154 | 4,804,025
35,073 | 4,196,134 | 32,856 | 3,930,892
18,261 | 2,184,746 16,242 | 1,943,193
3,691 441,591 4,108 491,481
8,892 | 1,063,839 9,934 | 1,188,504
105,518 | 12,624,174 | 103,294 | 12,358,094
1BM
0.20 )
4,687,500,000 52,666 6,300,960 51,594 | 6,172,706
2014  2,215,209,574
2013 2,207,522,548
137,793 | 16,485,555 | 130,042 | 15,558,225
2014  1,224,685,815 (150,715)| (18,031,543)| (137,242)| (16,419,633)
2013  1,153,131,611
« ) (27,875)| (3,334,965)| (21,602)| (2,584,463)
1BM 11,868 | 1,419,888 22,792 | 2,726,835
146 17,467 137 16,391
12,014 | 1,437,355 22,929 | 2,743,226
117,532 | 14,061,528 | 126,223 | 15,101,320
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12 31

2014 2013 2012

12,022 | 1,438,312 16,483 | 1,972,026 16,604 | 1,986,503

3,145 376,268 3,327 398,042 3,392 405,819
1,347 161,155 1,351 161,634 1,284 153,618

512 61,256 614 73,459 688 82,312

@30  (28.355)|  (1,610) (192,620) 797 95,353

) (1,535)| (183,647) (236)]  (28,235) (729)|  (87,218)
3,381 404,503 — — _ _

( ) 1,270 151,943 @1,407)| (168,333)| (2.230)| (266,797)
655)  (78,364) 294 35,174 | (1,008)| (120,597)

(39) (4,666) G7) (6,819) 280 33,499

(1,886)| (225,641) @an|  (89,371) 733 87,696

“56)|  (54,556) G29)  (63,290) @8  (26,799)

16,868 | 2,018,088 17,485 | 2,091,905 19,586 | 2,343,269

(3,740)| (447,458)  (3.623)| (433,456)| (4,082)| (488,370)
404 48,335 372 44,506 410 49,052
(443)  (53,001) G| (61,854) 635)|  (75,971)

(2,338)| (279,718)|  (4.608)| (551,301)| (4,109)] (491,601)

2,493 298,263 4,873 583,006 3,142 375,909

@,078)| (128,972)|  (1.063)| (127,177) 608)|  (72,741)

(656)]  (78,484)|  (3,056)| (365,620)| (3,722)| (445,300)
2,357 281,991 297 35,533 599 71,664
(3,001)| (359,040)]  (7,326)| (876,483) (9,004)| (1,077,239)
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2014 2013 2012
8,180 | 978,655 16,353 | 1,956,473 | 12,242 | 1,464,633
(4,644)| (555,608)|  (10,013)| (1,197,955)| (9,549)| (1,142,442)
« ) (1,753)| (209,729) 621 74,296 @ (52,761)
(13,679)[(1,636,556)|  (13,859)| (1,658,091)| (11,995)| (1,435,082)
709 84,825 1,074 128,493 1,540 184,246

(4,265)| (510,265) (4,058)| (485,499)| (3,773)| (451,402)
(15,452)|(1,848,677) (9.883)| (1,182,402)| (11,976)| (1,432,809)

(655)|  (78,364) 28 3,350 (116)]  (13,878)

(2,240)| (267,994) 304 36,371 | (1,511) (180,776)

10,716 | 1,282,062 10,412 | 1,245,692 | 11,922 | 1,426,348

12 31

8,476 | 1,014,069 10,716 | 1,282,062 | 10,412 | 1,245,692

5,748 | 687,691 4,024 481,431 3,169 379,139

1,061 | 126,938 982 117,486 1,009 120,717

2 239 14 1,675 10 1,196
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®)
( )
1BM
« D
2012 48,129 104,857 | (110,963)|  (21,885) 20,138 97 20,236
2012
C D
16,604 16,604 16,604
C ) (3,874) (3,874) (3,874)
« ) 12,731 12,731
(3,773) 3,773) (3,773)
(15,001,320 ) 1,532 1,532 1,532
(2,406,007 ) (2,746,169 ) (48) (160) (208) (208)
) (61,246,371 (12,008) (12,008) (12,008)
448 448 448
27 27
2012 12 31 50,110 117,641 | (123,131)|  (25,759) 18,860 124 18,984
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( )
1BM
« )
2012 5,758,154 |12,545,091 |(13,275,613)|(2,618,321)| 2,409,310 11,605 | 2,421,035
2012
« )
1,986,503 1,986,503 1,986,503
« ) (463,485)|  (463,485) (463,485)|
« ) 1,523,137 1,523,137
(451,402) (451,402) (451,402),
(15,001,320 ) 183,288 183,288 183,288
(2,406,007 ) (2,746,169 ) 5,743)]  (19,142) (24,885) (24,885)
) (61,246,371 (1,436,637) (1,436,637) (1,436,637)
53,599 53,599 53,599
3,230 3,230
2012 12 31 5,995,160 |14,074,569 |(14,731,393)|(3,081,807)| 2,256,410 14,835 | 2,271,246
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( )
1BM
« )

2013 50,110 117,641 | (123,131)|  (25,759) 18,860 124 18,984

2013
C )

16,483 16,483 16,483

C ) 4,157 4,157 4,157

« ) 20,641 20,641

(4,058) (4,058) (4,058)

(9,961,389 ) 1,216 1,216 1,216

(1,666,069 ) (1,849,883 ) (25) 117) (142) (142)

) (73,121,942 (13,993) (13,993) (13,993)

268 268 268

13 13

2013 12 31 51,594 130,042 | (137,242)|  (21,602) 22,792 137 22,929
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( )
1BM
« )
2013 5,995,160 | 14,074,569 |(14,731,393)|(3,081,807)| 2,256,410 14,835 | 2,271,246
2013
(

1,972,026 1,972,026 1,972,026

« ) 497,343 497,343 497,343

C ) 2,469,489 2,469,489
(485,499) (485,499) (485,499)

145,482 145,482 145,482

(9,961,389 ) 5,48 5,48 5,48
(1,666,069 ) (1,849,883 ) (2,991)|  (13,998) (16,989) (16,989)
) (73,121,942 (1,674,123) (1,674,123) (1,674,123)
32,064 32,064 32,064

1,555 1,555

2013 12 31 6,172,706 | 15,558,225 |(16,419,633)|(2,584,463)| 2,726,835 16,391 | 2,743,226
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( )
1BM
« )
2014 51,594 | 130,042 (137,242)|  (21,602) 22,792 137 22,929
2014
« )
12,022 12,022 12,022
C ) (6,274) (6,274) (6,274)
« ) 5,748 5,748
(4,265) (4,265) (4,265)
(7,687,026 ) 977 977 977
(1,313,569 ) (1,264,232 ) (6) @) (85) (85)
) (71,504,867 (13,395) (13,395) (13,395)
95 95 95
8 8
2014 12 31 52,666 | 137,793 (150,715)|  (27,875) 11,868 146 12,014
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( )
18M
C )
2014 6,172,706 |15,558,225 | (16,419,633)| (2,584,463)| 2,726,835 16,391 | 2,743,226
2014
C )

1,438,312 1,438,312 1,438,312
« ) (750,621)|  (750,621) (750,621)
D) 687,601 687,601
(510, 265) (510,265), (510,265),
116,888 116,888 116,888

(7,687,026 ) ; , ,
(1,313,569 ) (1,264,232 ) (718) (9,452) (10,169) (10,169),
) (71,504,867 (1,602,578) (1,602,578) (1,602,578)
11,366 11,366 11,366
957 957
2014 12 31 6,300,960 |16,485,555 | (18,031,543)| (3,334,965)| 1,419,888 17,467 | 1,437,355
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( 1BM )
( GAAP )
2014 10 20
2014 12 31
2014 2013 2012 12 31
11 «C )

1BM

95 «
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( 10-K Schedule 11 Valuation and Qualifying
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2013 12 31

2013 12 31

6,352

1,833
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2014 2013 12 31 2,230
2,402 2014 12 31 2015 738
2016 525 2017 388 2018 250 2019 329
2014 2013 12 31 64 89 2014 12 31
2015 27 2016 15 2017 2018

2019
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( ) 2014 2013

$ 376 $ 394

240 346

* (120) 22

(298) (387)

12 31 $ 197 $ 376
* 2014 (125 )
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)

( 2014 2013
$ 579 $ 606
298 305
(316) (324)
ke (€Z)) ®
12 31 $ 536 $ 579
$ 254 $ 284
282 295
12 31 $ 536 $ 579

* 2014 (21 )

2014 2013 2012 1,307 1,294

1,339
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12
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C )
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( RSU ) ( PSU )
RSU

50
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(105
109 « ) )
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0.20
2014 ( FASB )
2017
2014 FASB
( )
2015
( )
2015
2013 FASB
2014
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2013 FASB
2014
2013 FASB
2014
2013 FASB AOCI
AOCI
2013
2012 12 31
2012 FASB
2012 15
2012
2014

2014 608
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2014 12

oOoOooodn

(

31

39

442

68

77

18

701

(26)
(67)

(93)

$ 608
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2013
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7.0
(
)
(
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2013
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6.8
442 (430
11 )
100
3,219 10
( )
1,977
100
1BM
1,285
) (39 )
) (
( )
) Daeja (
Xtify ( Xtify )
)
cSL ( CcSL )

100
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2013 12 31
2013
(
$ 80 97
300 41
1,285 961
290 181
245 97
2 J—
75 32
2,277 1,408
(56) (61)
(244) (105)
(300) (166)
$ 1,977 $ 1,242

CSL

Daeja

Xtify
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6.6
961
(948 ) 13 )
2012
2012 3,964 11
( )
2012 12 1,351 100
1,014
71 ) (243 )
10
6.5
( ) (

) ( )

( )

( ) ( )

( )
( )
( )
( ™S 2012

100
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2012 12 31
2012
(
$ 133 $ 278
98 217
1,014 1,880
169 403
179 194
— 11
39 37
1,632 3,020
(93) (143)
(188) (264)
(281) (407)
$ 1,351 $ 2,613
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1BM
10
IT
2015
2014
47
24
15
2014 30
2014
12 31
750 200
2014 30
2014 30 2014
30
( )
12 31 2014 2013 2012

$ 1,335 $ 1,384 $ 1,633
(619) (720) (638)
(4,726) — —
(5.346) (720) (638)
(1,617) (322) (243)

$ (3,729) $ (398) $ (395)
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( )
12 31 2014 2013
$ 245 $ 166
380 481
— 2,322
92 90
$ 717 $ 3,059
$ 177 $ 172
87 84
163 20
$ 427 $ 276
2014 23 1BM ( )
21 ( 18 )
System x BladeCenter Flex System x86 Flex
NeXtScale iDataPlex
1BM 1BM Storwize
General Parallel File System
SmartCloud Entry Systems Director Platform Computing 1BM
OEM
1BM

IT
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2014 10 2014 12 31
2015
15
12 11 2014
2019
2013
46
2014 30
2014 30
2014 12 31
2014 30
2014 30 solidDB
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® 74 — — 74
® 243 — — 243
(©)
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— 24 — 24
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@
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®
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628 308 — 13
632 187 50 331
17 26 21 112
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$ 90 3 94 $ 101 $ 40
37 67 4 1
24 36 14 4
0 — 5 —
$ 151§ 197 $ 125§ 45
$ 0 $ 190
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$ 231 $ (109) $ 65 $ (127) $ 202 $ 59
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) 34 — —
51 164 110
(
) (©) — —
$ (263) $ (347) $ (8l) $ (241) $ 340 $ 108
( ) C )
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ocl
(©)
12 31 2014 2013 2012 2014 2013 2012 2014 2013 2012
$ — $ — $ — $ (1) $ —3$ ) — $ — $ —
958 43 32 () 98 162 237 @ 0 3
@15)  (34) 7 — — —
15 39 6 — — —
(O]
1,136 173 (26) — — — 0 3 11
$2,005 $216 $ 6 $ 97 $167 $ 253 $ (1) $ 3 $ 14
(€Y
@
©) « )
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(5) 2014 12 31 2013 12 31
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( ) 7,631 7,243
$ 19,835 $ 19,787
$ 4,449 $ 5,700
( ) 6,660 7,055
$ 11,109 $ 12,755
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10,049 4,639 14,687
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$ 15,665 $ 6,156 $ 21,821
$ 86 $ 425 $ 511

2014

$ 42 $ 80 $ 123
95 147 242
$ 137 $ 228 $ 365
18) ©) @4
3 240 243
12) 11) @3)
2014 12 31 $ 111 $ 450 $ 561
$ 32 $ 133 $ 165
$ 79 $ 317 $ 3%
$ 42 $ 39 $ 81
$ 69 $ 41 $ 480
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$ 17,325 $ 6,212 $ 23,537
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$ 119 $ 199 $ 318

2013
$ 59 $ 55 $ 114
121 84 204
$ 180 $ 138 $ 318
(23) (10) (33)
(21) 105 84
1 ©) ®)
2013 12 31 $ 137 $ 228 $ 365
$ 42 $ 80 $ 123
$ 95 $ 147 $ 242
$ 45 $ 48 $ 93
$ 93 $ 179 $ 272
(

)
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122 116
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B B- 372 176
ccc D 55 85
$ 5,702 $ 1,943
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BB BB 1,393 350
BB- B 595 368
B B- 365 214
ccc D 76 74
$ 6,796 $ 2,200
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A A 2,344 307
BBB  BBB- 3,271 1,745
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) ( ( (90
90 )* 90 ) )
$ 6 $ 5,696 $ 5,702 $ 6
32 1,911 1,943 14
$ 38 $ 7,607 $ 7,645 $ 20
$ 9 $ 10,040 $ 10,049 $ 9
35 4,603 4,639 18
$ 44 $ 14,643 $ 14,687 $ 27
$ 82 $ 22,250 $ 22,332 $ 47
2013 12 31
) ( ( (90
90 )* 90 ) )
$ 6 $ 6,789 $ 6,79 $ 5
19 2,181 2,200 11
$ 25 $ 8,970 $ 8,996 $ 16
$ 9 $ 10,520 $ 10,529 $ 6
34 3,979 4,012 18
$ 43 $ 14,499 $ 14,542 $ 25
$ 68 $ 23,469 $ 23,537 $ 4

2013 2013 2014 12 31
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37,578 38,555
27,500 25,576
10,078 12,979
1,456 1,920
763 1,078
693 842
$10,771 $13,821
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2014 2013
$ 1,527 $ 1,652
681 401
98 110
496 200
332 352
300 316
509 174
356 392
518 305
788 738
$ 5,603 $ 4,639
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18 (6) 12
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2,910 (1,224) 1,687
13 — 13
358 (154) 204
7 ) 2
$ 6,930 $ (3,059) $ 3,871
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2015 $ 420 $ 648 $ 1,068
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2017 65 494 559
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2019 — 210 210
2014 2013 12 31
2014 2014
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$ 4,33 $ — $ 0 $ 0 $ (248) $ 4,086

4,129 11 20 (54) (109) 3,998

21,121 430 an (19) (516) 21,000

1,601 — — (110) (19) 1,472

$31,184 $ 442 $ 4 $(83) $ (891) $ 30,556
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$ 4,357 $ — $ 0 $ @ (21) $ 4,334
2,916 1,246 17 — (50) 4,129
20,405 987 11 ) (279) 21,121
1,568 13 33 — (14) 1,601
$ 29,247  $2,246 $ 61 $ (7)) $ (363) $31,184
2014 2013 2013 12 31 2012 12
31 12
2014 2013
12 31
( ) 2014 2013
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0.97 2015 2016 $ 9,254 $ 6,456%*
4.73 2017 2018 6,835 8,465
2.19 2019 2021 6,555 6,206
1.88 2022 1,000 1,000
3.38 2023 1,500 1,500
3.63 2024 2,000 —
7.00 2025 600 600
6.22 2027 469 469
6.50 2028 313 313
5.88 2032 600 600
8.00 2038 83 83
5.60 2039 745 745
4.00 2042 1,107 1,107
7.00 2045 27 27
7.13 2096 316 316
31,404 27,887
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.75 ) 2017 2020 1,176 1,254
0.5 ) 2017 2019 733 1,057
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2.2 ) 2017 432 471
(10.1 ) 2015 2017 367 291
39,737 37,036
853 872
* 792 546
39,675 36,710
4,601 3,854
$ 35,073 $ 32,856
-
o 100 1BM LLC 2014
17 1BM LLC
10
(2.20 1.0
500
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* 12,420 0.82 6,587 0.87
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* 2014 2013
5,839 3,106 (105 109 « )
)
2014 12 31
( )
2015 $ 4,600
2016 5,331
2017 5,242
2018 2,621
2019 4,069
2020 17,874
$ 39,737
12 31
( ) 2014 2013 2012
$ 542 $ 587 $ 545
484 405 470
0 ®) 11)
4 22 18
$ 1,030 $ 1,011 $ 1,022
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401(K) 1,658 1,673

675 699

31 126

431 440

469 500

288 1,741

17 186

240 231

91 171

136 129

50 205

* 1,124 40

536 604

$ 8,892 $ 9,934

2014

2006

2014 12 31
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0.01 150,000,000 (2014 12 31
2014 2013 2012
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61,246,371 12
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2014 1,264,232 2013
1,849,883 2012 2,746,169
2014 2013 2012 236
1,313,569 336 1,666,069 468
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« D $ 29) $ 11 $ 18)
« ) « ) 5 @ 3
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« )
«C D $ 958 $  (341) $ 618

« )

15 ©) 9
(15) 6 ®
«C ) (98) 38 (60)
1 0 0
¢ ) $ 86l $  (304) $ 557

@
( $ 1 $ 0 $ 1
« ) (9,799) 3,433 (6,366)
24 ©) 17
« ) (114) 41 (73)
«c ) 2,531 (852) 1,678
$ (7,357) $ 2,615 $  (4,742)
«C D $ (8,156) $ 1,883 $ (6,274)

[6H) AOCI ( 131 145 C )

319/508



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)

ooooOoog
2013 12 31
( ) «C )
« )
$ (1,335) $  (66) $ (1,401)
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« )
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« )
34 14) 21
(39) 14 (25)
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0 0 0
¢ ) $  (13) $ 47 $  (76)
@
( $ 16 $ 0 $ 16
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® 1 &)
C ) (114) 40 (75)
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320/508



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)

ooooOoog
2012 12 31
( ) «C )
« )

$ (44) $ 10 $ (34
«C ) $ 8 $ 0 $ 4
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« ) $ 32 $ @7 $ 5

« )

) ) 13)
(16) 4 (12)
« ) (237) 91 (146)
6 ©) 3
¢ ) $  (220) $ 59 $  (161)

@
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@ 0 @
« ) (148) 59 (89)
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28 (1,401) 3,409 0 2,036
(103) 0 2,229 G) 2,121
(76) (1,401) 5,639 5) 4,157
2013 12 31 (165) 332 (21,767) @ (21,602)
618 (2,074) (6,348) (18) (7,822)
(60) 0 1,605 3 1,548
557 (2,074) (4,742) (15) (6,274)
2014 12 31 $ 392 0§ (1,742) $ (26,509) $ (15) $ (27,875)

175 1BM
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105 (708) 415
1,239 986 1,971
541 277 168
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436 (53) 459
2,825 3,067 3,006
(266) (637) 105
2,559 2,430 3,111
4,234 3,363 5,541
(1,617) (322) (243)
4,068 4,198 4,331
$ 6,685 $ 7,238 $ 9,629
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2014 2013 * 2012 *
35 35 35

(14) (13) (10)

1 0 1
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21 17 25
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1,263 1,173
912 1,119
421 558
374 424
1,111 841
$ 4,773 $ 6,680
( 579 )
965
10
2014 12 31
2014 12 31 2014 646 5,104
( ) 2014 2013 2012
$ 4,458 $ 5,672 $ 5,575
697 829 401
586 417 215
) ( (579) (2,201) (425)
(58) (259) (94)
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2014 IRS 2011 2012
2015
614
2014 2013 2012
5,816
2012 368 483
2014 2013 2012
5,959 6,034
2012 3,064 3,077
2014 2013 2012

268
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486

3,078

oOoOooodn
2014 12 31
5,437 5,743
2014 2013
5,595
2014 2013
211 267
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12 31
2014 2013 2012
1,004,272,584  1,094,486,604 1,142,508,521
4,332,155 6,751,240 10,868,426
1,395,741 1,804,313 2,072,370
1,010,000,480  1,103,042,156 1,155,449,317
$ 15,751 $ 16,881 $ 16,999
(3,729) (398) (395)
$ 12,022 $ 16,483 $ 16,604
$ 15,751 $ 16,881 $ 16,999

(©)) @ ()

$ 15,749 $ 16,880 $ 16,998
(3,729) (398) (395)

$ 12,020 $ 16,483 $ 16,603
$ 15.59 $ 15.30 $ 14.71
(3.69) (0.36) (0.34)

$ 11.90 $ 14.94 $ 14.37
$ 15.68 $ 15.42 $ 14.88
(3.71) (0.36) (0.35)

$ 11.97 $ 15.06 $ 14.53
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2014 17,420 2013 8,797
2012
2014
2013 2012 1,592 1,759 1,767
2014 2013 2012 95
115 110
( ) 2015 2016 2017 2018 2019 2020
( ) $ 1,350 $ 1,161 $ 988 848 754 $ 1,051
$ 24 $ 9 $ 6 2 0 $ —
$ 12 $ 10 $ 8 6 5 $ 6
$ 13 $ 7 $ 2 2 2 $ 2
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12 31
( ) 2014 2013 2012
$ 121 $ 122 $ 132
350 435 498
54 57 59
« ) * (13) — @
512 614 688
174) (213) (240)
$ 338 $ 402 $ 448
* 2014
2014 2013 12 31
874 995 2014 12 31 2.5
2014 2013 2012 12 31
( )
( )
2014 12 31 274
2014 12 31 66.2

2014 12 31 115.5

336/508



EDINETOOOO

OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)

oOoOooodn

)
(RRSU) ( RSU )

( PSU )

2014 2013 2012 12 31 RSU PSU
RSU 2014 2013 2012

$ 166 8,635,317 $ 148 9,841,461 $ 129 12,218,601

RSU 172 2,525,947 189 2,541,081 184 2,635,772
RSU 157 (2,401,761) 131 (2,952,363) 117 (4,338,787)
RSU 167 (1,025,226) 154 (794,862) 139 (674,125)
12 31 $ 171 7,734,277 $ 166 8,635,317 $ 148 9,841,461
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OooooOodd
PSU 2014 2013 2012
$ 178 2,824,294 $ 151 3,172,201 $ 122 3,686,991
PSU 180 1,430,098 195 869,875 185 1,004,003
. 157 29,960 118 152,069 102 550,399
PSU 157 (1,027,181) 118 (1,321,784) 102 (1,998,746)
PSU 187 (116,464) 170 (48,067) 131 (70,446)
12 31 o $ 185 3,140,707 $ 178 2,824,294 $ 151 3,172,201
* PSU
RSU
RSU RSU
2014 2013 2012 12 31 RSU
2014 2013 2012 12 31
RSU 434 481 486 2014 2013
2012 12 31 RSU 378
386 509 2014 2013 2012 12 31 RSU
754 871 938 2014 2013
2012 12 31 RSU
2011 400,000
2015 12
PSU
PSU PSU
2014 2013 2012 12 31 PSU
257 170 186 2014 2013 2012 12 31
PSU 161 156 203
2014 2013 2012 12 31 RSU PSU
222 312 454
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25 10
2014 2013 2012 12 31
2014 2013 2012 12 31
2014 2013 2012
$97 5,622,951 $94 11,389,721 $90 20,662,322
97 (3,740,252) 90  (5,585,127) 86  (9,080,170)
95 (131,750) 86 (181,643) 75 (192,431)
12 31 $97 1,750,949 $97 5,622,951 $94 11,389,721
12 31 $97 1,750,949 $97 5,622,951 $94 11,389,721
2014 12 31
$ 85 $ 83 351,690 $ 27,409,244 1.2
$ 86 100 1,399,259 84,243,181 0.7
$ 97 1,750,949 $ 111,652,425 0.8
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2014 2013
323 614

2012 12 31
1,005

505 785
2012 12 31
341
2014 2013 12 31

1,225 1,153

12 31

1BM

(
ESPP 10

1BM ( )
ESPP
ESPP
25,000
ESPP 2014
1.6

2013 2012 12 31

ESPP

2014 2014 ESPP 25
2014 ESPP 2014

ESPP

2014 2013

ESPP

2012 12 31
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2014

2013 2012
107
0.5
56
ESPP )
ESPP
1,000
24.4 2.3
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12 31
364
2014 2013

199

2014

1.3 1.5
ESPP

3.8
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ooooOoog
IBM
18M
IBM 2005 IBM
2008 IBM
2008
( PPP ) PPP
PPP PPP
PPP

IRS
PPP
IBM 2007 12 31

( )

2007 12 31
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1811 401(k)
IBM 401(K)
2005
2005
30 1BM 401(K)
1999 30
12 15
I8/ 401(k)
2008
)
401(k)
401(k)
401(k) 401(k)
401(k)
2009 30
401(k)

12 15

2013

IRS
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2007 12 31
IBM

« )

401(K)
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2008

401(K)

401(K)

PPP

12 15

oOoOooodn

1BM 401(k)

2009

12 15

1BM
401(K)
401(K)
1BM 401(K)

2013



FHA

2004
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1999

FHA
2014

( HRA )
2015
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12 31

( ) 2014 2013 2012 2014 2013 2012 2014 2013 2012

$ (833) $ (223) $ (526) $1,267 $1,396 $1,040 $ 434 $ 1,173 $ 515

15 21 18 — — — 15 21 18

¢ ) $ (818) $ (202) $ (507) $1,267 $1,396 $1,040 $ 449 $ 1,195 $ 533

1BM 401(k) $ 713 $ 785 $ 857 $ 526 $ 575 $ 621 $ 1,239 $ 1,361 $1,478
401(K) 14 24 29 — — — 14 24 29

$ 727 $ 809 $ 83 $ 526 $ 575 $ 621 $ 1,253 $ 1,384 $1,506

$ 206 $ 218 $ 268 $§ 66 $ 79 $ 82% 272 % 298 $ 350

$ 115 $ 826 $ 646 $1,859 $2,051 $1,743 $ 1,974 $ 2,876 $2,389
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PBO
APBO
.
12 31

2014 2013 2014 2013 2014 2013
PPP $ 54,708  $49,315 $55772 $53,954 $ 1,065 $ 4,639
PPP $ 1,602 $ 1,425 $ — $ —  $(1,602) $ (1,425)
334 294 — — (334) (294)
5,053 4,633 16 177 (5,037) (4,456)
$ 6,989 $ 6,352 $ 16 $ 177  $ (6,973) $ (6,175)
$16,794 $ 9,336 $ 17,888 $ 10,240 $ 1,094 $ 904
11 10 11 11 0 1
$16,804 $ 9,346 $ 17,898 $ 10,251 $ 1,094 $ 905
$ 26,278  $32,607 $ 21,655 $ 29,223  $ (4,623) $ (3,474)
6,762 6,587 — — (6,762) (6,587)
806 822 73 81 (733) (741)
$ 33,846  $40,106 $ 21,729 $ 29,304  $(12,118)  $(10,802)
$ 71,512 $58,661 $ 73,671 $ 64,205 $ 2,159 $ 5,544
$ 40,836  $ 46,458 $ 21,745 $ 29,481  $(19,091)  $(16,977)

C )
) ( )
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2014 12 31 97
PPP 102 90
136 (
PPP PPP
« )
12 31
( ) 2014 2013 2012 2014 2013 2012
$ — $ — 8 — $ 449 $ 501 443
2,211 1,980 2,196 1,533 1,524 1,779
(4,096) (3,981) (4,043) (2,247) (2,195) (2,303)
— — — 0 0 0
( 10 10 10 (111) (119) (154)
1,056 1,790 1,331 1,400 1,600 1,027
— — — 26 0 0
— — — 217 85 247
C ) $ (818) $ (202) $ (507) $ 1,267 $ 1,396 $ 1,040
* 2014 1B 148 2012
1BM UK 162 136 (
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12 31
2014 2013 2012 2014 2013
$ 26 $ 35 $ 36 $ 7 $ 10 14
187 164 200 63 60 64
0 @ — © © ©
— — — 0 0 0
™ — — () () *
0 21 32 11 23 17
— — — 0 0 0
$ 206 $ 218 $ 268 $ 66 $ 79 82
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ooooooo
C )
( ) 2014 2013 2014 2013 2014 2013 2014 2013
$ 51,034 $ 56,810 $ 48,620 $ 49,319  $4,633 $5,282 $ 832 $ 1,019
- — 449 501 26 35 7 10
2,211 1,980 1,533 1,524 187 164 63 60
— — 37 42 61 191 — —
— — (90) 89 0 @) 0 0
( ) 6,968 (4,344) 6,662 (362) 548 (481) 38 (89)
(3.455) (3,303) (1,985) (1,920) (388)  (557) ®) (6)
(114)  (108)  (465)  (464) @37 (43) (26) (28)
— —  (5,073)  (115) — — D) (89)
—_ — — — 23 30 — —
— — 146 6 0 15 @) (44)
12 31 $ 56,643 $ 51,034 $ 49,834 $ 48,620  $5,053 $4,633 $ 817 $ 832
« D
«C ) $ 53,954 $ 53,630 $ 39,464 $38,068 $ 177 $ 433 $ 92 $ 119
C ) 5,274 3,626 5,579 2,515 0 0 9 5
- — 465 449 166 110 0 0
— — (59) 35 0 — 0 0
o — 37 42 61 191 — —
(3.455) (3,303) (1,985) (1,920) (388)  (557) Q) (6)
— —  (4,049) 121 — — @an a4
- — 93* 164* — — 0 12)
12 31
«C ) $ 55,772 $ 53,954 $39,543 $39,464 $ 16 $ 177 $ 84 $ 92
12 31 $ (871)$ 2,920 $(10,291) $ (9,157)  $(5,037) $(4,456) $ (733) $ (740)
*x $ 56,643 $ 51,034 $ 47,516 $ 47,806
* IBM 2011 2013 (
) 2011 2013 IBM
2014 122 2014 12 31
C ) ¢ )

**
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12 31

2014 2013 2014 2013 2014 2013 2014 2013

$ 1,065 $ 4,639 $ 1,005 $ 912 $ 0 $ 0 $ 0 $ 1
(111) 107) (326) (364) (381) (256) (13)  (16)

(1,825)  (1,612) (11,060) (9,705) (4,656) (4,200) (720) (725)

$ (871) $ 2,920 $(10,291) $(9,157) $(5,037) $(4,456) $(733) $(740)
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ocl C ) C )
AOCI «C ) « )

( ) 2014 2013 2014 2013 2014 2013 2014 2013

$ 13,709 $ 19,488 $ 19,777 $ 22,188 $ 304 $ 806 $ 161 $ 269

« ) 5,789 (3,989) 3,324  (8l4) 548  (480) 38  (85)
_ — (25) 3 S — 1 0
(G (1,056) (1,790) (1,400) (1,600) 0 @D a1 (23)
12 31 $ 18,442 $ 13,700 $ 21,676 $ 19,777 $ 852 $ 304 $ 189 §$ 161
¢ $ 120 $ 130 $ (49%6) S (614) $ 15 8 — $(32) $ (6)
N _ _ 1) 0 — 15 0 (3)
( ) ) N (10) () 111 119 A 5 5
%2 3; $ 110 $ 120 $ (386)$ (49%) $ 23 $ 15 $ (26) $ (32)
C ) s s _— s 0s$ 08 —8% — $ 08 0
( )( N — — 0 0 - 0 0
12 3 C ) s s —s 0s$ 0% —$% — $ 08 0
C ), $1855 $13,820 $21,200 $19,281 § 875 $ 319 § 163 $ 129

* AOCI 118 121 C )

ocl C )
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« ) C )
2015 AOCI « )
)
$ 1,659 $ 1,693 $ 43 $ 11
«C ) 10 (98) %) )
« ) — — — —
2013 12 31 2014
HRA 91
2015 76
2014 24 1BM
2014 148
134 « ) —
2012 IBM UK
1BM 1BM
2012 162
123
« )
« )
(
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OooooOodd
« )
2014 2013 2012 2014 2013 2012
12 31 )
4.50 3.60 4.20 3.32 3.23 4.28
8.00 8.00 8.00 6.08 6.21 6.26
2.52 2.51 2.43
(12 31 )
3.70 4.50 3.60 2.34 3.32 3.23
2.49 2.52 2.51
2014 2013 2012 2014 2013 2012
12 31 )
4.10 3.30 3.90 7.78 6.43 7.37
0.35 10.22 9.01 9.01
(12 31 )
3.40 4.10 3.30 7.51 7.78 6.43
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2014
2012 258
12 31 PBO 4,437
298
110
« )
AOCI
PPP
8.00
2015
2014 2013
2007 12 31
2014

26

275

2014

2014
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2012 12 31
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OooooOodd
« ) PBO
2013 162
2014 2013
4,785
2014 2013 2012 12 31
2013 12 31 APBO 256
2014 12 31
139 «C )
2013 2012 12 31
« )
7.5
2014 12 31



PPP
« )
10

PPP 2013 12 31

2014
2013 12 31 1.2
31 1.3

10
2015
2014 2013
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1.2
2013
2012 12 31
2012
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2014 12
2012 12 31

1.1

2014

31
1.1

2013

1.1

2012

12 31
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2011 12
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Ogoooood
PPP
137 138 «C )
PPP
2014
PPP 33
57
PPP 6,229
( ) 2014 12
PPP 2,629
32 56 10
140 «C )

50
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ooooood
2014 12 31
PPP
)
@ $11,527 $ 1 $ — $11,528 $5,652 $ — $ — $5,652
()() 85 2,277 — 2,362 126 7,415 — 7,540
@) — 7,883 — 7,883 — 8,159 32 8,191
© — 18,828 4 18,832 — 2,063 1 2,063
— 567 20 587 — 238 — 238
312 3,118 295 3,725 87 9,715 — 9,802
)
— — — — — 1,053 — 1,053
©)) 345 2,304 — 2,650 158 393 — 551
— 1,474 889 2,362 — 745 — 745
Q) — — 3,287 3,287 — — 513 513
Q) — — 2,942 2,942 — — 664 664
() (55) 3 — (53) 2 846 — 848
Oa) — — — — 33 1,513 220 1,766
12,214 36,455 7,437 56,106 6,056 32,139 1,429 39,625
0 — — — (333) — — — (82)
$12,214  $36,455 $ 7,437 $55,772 $ 6,056 $32,139 $1,429 $39,543
@ IBM 55 ( 0.1 )
IBM 21 ( 0.1 )
(®)
©
(@
© IBM 10 ( 0.02 ) 1BM (
0.01 )
)
@
Q)
Q)
@
Y
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16
( )
84
2013 12 31
PPP
)
@) $15,929 $ — $ — $15,929 $6,489 $ — $ — $ 6,489
) 216 2,593 — 2,809 132 8,325 — 8,457
@ — 7,093 1 7,004 — 8,682 42 8,724
©) — 14,639 5 14,644 — 1,881 4 1,885
— 691 19 709 — 8 — 8
221 716 274 1,211 75 8,59 — 8,670
™
— — — — — 1,19 — 1,19
@) 427 1,915 — 2,343 154 451 — 605
— 1,368 860 2,228 — 740 — 740
‘D) — — 3,711 3,771 — — 410 410
D) — — 3,038 3,038 — — 655 655
i) 1 6 — 7 1 150 — 151
OG) — — — — 36 1,518 — 1,554
16,795 29,021 7,968 53,784 6,886 31,547 1,110 39,544
) — — — 170 — — — (80)
$ 16,795 $ 29,021 $ 7,968 $53,954 $ 6,886 $31,547 $1,110 $39,464
@) 1BM 83 ( 0.2 )
18M 31 ( 0.1 )
®
©
(@D
©) 18M ( 0.02 ) 18M (
0.001 )
®
@

357/508



EDINETOOOO

OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)

oOoOooodn

@)

O)

a

Q)

177
)

2013 12 31

(

2014 5 $ 19 $ 274 $ 860 $3,771 $3,038  $7,968
0 0 21 28 (10) 197 238
0 0 — — 332 199 531
0 ®) — —  (807)  (492) (1,302)
@ 4 — — — — 2

2014 12 31 4 $ 20 $ 295 $ 889 $3,287 $2,942  $7,437

(

2013 6 $ 11 $ 45 $ 267 $ 756 $4,085 $2,861  $8,032
0 @ 7 104 1,104 889 2,103
0 0 — 0 (528) (412)  (939)
3 0 — 0  (891)  (301) (1,194)
® (26) — — — — (33)

2013 12 31 5 $ 19 $ 274 $ 860 $3,771 $3,038  $7,968
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2014 2013 12 31
(
2014 42 $ 4 $ 410 $ 655 $ — $ 1,110
3 0 26 83 26 138
0 0 46 12) — 34
®) ®3) 75 (13) 104 155
— — 0 — 102 102
) 0 (45) (49) 12) (110)
2014 12 31 32 $ 1 $ 513 $ 664 $ 220 $ 1,429
(
2013 76 $ 5 $ 353 $ 609 $ 1,042
(12) 0 1 33 22
1 0 18 ®3) 16
(D) ()) 26 1 1
2 0 12 15 29
2013 12 31 42 $ 4 $ 410 $ 655 $ 1,110
2014
1BM
NAV ) NAV
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2013



2014 2013 12

2015
2015

2006 2006

2007 12 31

31

54

PPP
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24
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)

)

465 449
57
«c )
)
2008
2014 12 31 2015
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2015 600
2015
2014 2013 12 31 1,239
2015 12
2014 2013 12 31
80 145
2014 12 31
( )
2015 $ 3,449 $ 113 $ 1,849 $ 348 $ 5,758
2016 3,476 115 1,854 344 5,790
2017 3,492 117 1,880 348 5,837
2018 3,501 118 1,911 357 5,887
2019 3,458 120 1,949 374 5,901
2020 2024 17,566 607 10,290 2,060 30,523
( ) 2015
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2014 12 31 APBO
( )
2015 $ 426 $ 8 $ 31 $ 465
2016 405 8 35 448
2017 410 9 38 457
2018 412 9 41 463
2019 412 10 44 466
2020 2024 1,871 59 257 2,187
2015
2003 2013
2014
2014 2013 12 31
23 30
1BM
2014
( ABO )
135 «C )
12 31
2014 2013
( )
PBO $ 34,976 $ 21,655 $ 41,003 $ 29,223
ABO 33,148 20,680 40,315 29,213
PBO 71,501 73,660 58,651 64,194
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(Management Discussion) 29 31 ( ) (Description of Business)
33 38 ( ) (Segment Details)
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( ) ) *
12 31
2014
$ 37,130 $ 17,825 $ 25,434 $ 9,99 $ 2,034 $ 92,418
934 543 3,496 647 2,488 8,108
$ 38,063 $ 18,367 $ 28,931 $ 10,643 $ 4,522 $ 100,527
$ 6,340 $ 2,999 $ 10,699 $ 34 $ 2,189 $ 22,262
3.9) (3.9) ©.7) (21.6) 5.1 4.9)
9.2) (6.7) G.7) (84.1) 0.8 (6.0)
16.7 16.3 37.0 0.3 48.4 22.1
2013 *
$ 38,551 $ 18,396 $ 25,932 $ 12,988 $ 2,022 $ 97,889
1,063 714 3,101 593 2,282 7,843
$ 39,615 $ 19,109 $ 29,123 $ 13,581 $ 4,304 $105,732
$ 6,983 $ 3,214 $ 11,106 $ 213 $ 2,171 $ 23,687
“.3) (0.9) 1.4 (18.7) 5.7 (4.0)
0.3 7.7 2.7 (88.6) 6.8 (3.9)
17.6 16.8 38.1 1.6 50.4 22.4
2012 *
$ 40,236 $ 18,566 $ 25,448 $ 16,034 $ 2,013 $102,297
1,166 719 3,274 676 2,060 7,896
$ 41,402 $ 19,286 $ 28,722 $ 16,710 $ 4,073 $110,193
$ 6,961 $ 2,983 $ 10,810 $ 1,866 $ 2,034 $ 24,653
a.n (4.0) 1.8 7.0) 2.9 Q.1
10.8 (0.8) 8.4 (11.6) 1.1 5.4
16.8 15.5 37.6 11.2 49.9 22.4

364/508



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)

OooooOodd
1BM
12 31
( ) 2014 2013 * 2012 *
$ 100,527 $ 105,732 $ 110,193
374 478 577
(8,108) (7,843) (7,896)
1BM $ 92,793 $ 98,367 $ 102,874
12 31
( ) 2014 2013 * 2012 *
$ 22,262 $ 23,687 $ 24,653
(791) (758) (703)
12) (46) (36)
« ) (353) (1,062) (538)
(1,914) (1,480) (1,197)
o 795 (98) 361
$ 19,986 $ 20,244 $ 22,540
"
** 2014 2013 2012
2014
()
()

365/508



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

148 « )

31 ( )

76 « )

(Management Discussion)
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( ) . o
12 31
2014
$ 17,245 $ 7,795 $ 25,813 $ 4,235 $ 38,845 $93,933
* 1,873 58 1,210 712 455 4,308
2,272 33 534 600 482 3,921
— — — — 1,951 1,951
— — — — 518 518
2013 **
$ 18,048 $ 8,311 $ 27,101 $ 4,901 $ 40,138 $98,499
* 1,670 72 1,211 435 574 3,963
1,938 69 540 395 467 3,410
_ _ — — 1,904 1,904
— — — — 405 405
2012 **
$ 15,884 $ 8,022 $ 26,201 $ 5,092 $ 38,882 $ 94,170
* 1,597 75 1,157 404 853 4,088
1,760 42 618 517 708 3,644
— — — — 1,972 1,972
— — — — 410 410

**k
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1BM
12 31
( ) 2014 2013 * 2012 *
$ 93,933 $ 98,499 $ 94,170
(5,193) (4,740) (4,943)
7,182 9,697 9,779
4,253 2,907 3,987
6,643 4,532 5,194
2,169 4,827 4,900
C ) 2,160 5,551 945
6,386 4,949 5,181
1BM $117,532 $ 126,223 $ 119,213
*
2014 2013 2012 10
10
*
12 31
( ) 2014 2013 ** 2012 **
$ 32,021 $ 33,427 $ 34,653
8,382 9,070 10,696
52,390 55,871 57,525
1BM $ 92,793 $ 98,367 $ 102,874

**x
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12 31
2014 2013 2012
$ 4,388 $ 6,723 $ 6,555
5,690 6,257 6,299
$ 10,078 $ 12,979 $ 12,854

1BM
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12 31

2014 2013 * 2012 *
$ 28,817 $ 29,953 $ 31,161
6,853 7,111 7,343
1,294 1,322 1,574
165 164 159
$ 17,515 $ 18,065 $ 18,216
185 221 208
124 109 142
$ 22,722 $ 23,420 $ 23,144
2,712 2,512 2,304
$ 7,320 $ 9,946 $ 12,623
2,676 3,041 3,411
$ 1,543 $ 1,493 $ 1,471
491 529 542
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2015 27 1.10
2015 10 2015 10
2015 1.125 15 LIBOR 19
20
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12 31
( )

2014
$ 636 $ 276 $  (48) $  (35) $ 829
$ 80 $ 57 $ ) $ D $ 126

2013
$ 560 $ 127 $  (60) $ 9 $ 636
$ 66 $ 27 $ 0 $ (12) $ 80

2012
$ 578 $ 41 $  (45) $  (15) $ 560
$ 38 $ 10 $ 0 $ 17 $ 66
2014 $ 623 $ 21 $ (232) $  (38) $ 564
2013 $ 652 $ 201 $  (214) $  (16) $ 623
2012 $ 625 $ 204 $  (240) $  (28) $ 652
2014 $ 827 $ 2,519 $ (2,693) $ @3 $ 616
2013 $ 777 $ 3,061 $ (3,004) $ (D $ 827

2012 $ 861 $ 3,228 $ (3,345) $ 33 $ 777

**

372/508



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

©))

1BM

1BM

1BM

1BM
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Q)
(i)
Gii)
(C0S0) (2013 )
2014 12 31
1BM
« )
M.
CEO( )
2015 24
J.
CFO( )
2015 24
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Consolidated Statement of Earnings

International Busingss Machings Corporation and Subsidiary Compinics

{5 in millions except per share amounis

EDINETOOOO
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Far the year ended December 32 Mies o4 20 3 b1 T
Revenue
Services 5 85673 % 57655 8 S0 483
Sales 35,063 ER 41,381
Financing 2.057 2047 204100
Tutal revenue T 92,793 983067 102,574
Cast
Services 36,034 37,504 30166
Sales 9,312 11w 12,260
Financing 1,040 110 1087
Tt cost 46,386 44,683 52,513
Giross profit 46,407 45,084 S0k 36l
Expense wnd other {incomae)
Selling, general mnd administmtive 23,180 23451 23463
Rescarch, development and engineering O 5437 5743 5816
Intellectunl property and custom development
income (742) (B2} {1.074)
Other (income ) and expnse (1,938} {333) (B3]
Imieeest expense D& S 484 402 459
Tortal cxpense and other (imcome) 6,421 28 440 27.821
Income from continwing operations before
income [Aases 19,986 20,244 22540
Provision for income taxes N 4,234 3363 5541
Income fram continuing operations 15,751 16,R81 6,009
Loss from discontinued operations, net of tax C (3,729 [398) {395)
MNet income 5 12,022 % 16,481 8 16614
Enrnings/{loss) per share of comman stock
Assuming dilution
Continuing operations P 5 1559 % 1530 § 14.71
Dhiscontinued operations P {165 {0.36) ({834
Total P ] 1.9 % 144 5 14,37
Basic
Cominuing operations P 5 15.68 5 1542 8§ 14.588
Driscontinued operations P (3.71) {0.36) ((L25)
Total F ] 11.97 % 1506 % 14.53
Weighted-average number of common shares
outstanding
Assuming dilution 1010000480 1 103042 156 1155449317
Basic 1.004,272,584 1 094 486,604 1 142 508 521

* Reclassified 1o reflect discontinued operations presemtation.

Amounts oy not add due o rounding.

The accompanying nodes on pages 86 through 150 are an integral par of the financial statements

&0
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Consalidated Stavement of Comprehensive Income
Intermationil Business Machines Corporation and Subsidiary Compianics

{5 in millions)

[-'irllrﬂrudﬂl December 3z HNies 2014 pITE] o1l
Met income % 1202 § 16483 § LR CIE]
Oiher comprehensive incomeNloss), before tax
Foreign currency transkition asdjustments L (1.636) (1.335) (44}
Met changes related to available-Tor-sale securitics L
Unrealized gains/(losses) ansing during the period {29} (43 £
Reclassification of (gainshlossss to net income 5 (2} (42}
Subsequent changes in previously impaired securnitics
arising during the period i - 0
Total net changes related to available-for-sale securitics {24) (4] i 14y
Unrealized gains/{losses) on cash Mow hedges L
Unreplized gainsi(losses) anising during the period 458 43 a2
Reclassification of (gainsylosses to net income (97) i163) 253)
Total unrealized gains/(losses) on cash Mow hedges Kol 1123) (220}
Retirement-related benefit plans L
Prior service costsicredits) 1 16 -
Met (losses)/gains arising during the period {0.799) 5,365 (T A%Y)
Curtaitinents and seitlements 24 (3 )
Amorization of prior service {creditseosts (114) (114} (148)
Amorization of net { gains)/bosses 1531 3499 2457
Total refirement-related henefit plans (7357 8,767 (5, 182)
Other comprehensive incomeNloss), before tax L (8.156) 7,301 {5,404)
Income tax {expense)lhenchit related o items of other
comprehensive income L 18R (3.144) 1587
Other comprehensive incime/{Ioss) L (6.274) 4,157 (3874}
Total comprehensive income 5 5748 S 0adl 5 12730

Amounis may not add due (o0 roundmg.
The accompanying nodes on pages 36 through 150 are an integral part of the financial satements.

Bl
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Consolidated Statement of Financial Position
International Busingss Machings Corporation and Subsidiary Compinics

{5 in millions except per share amounis

At December 31 Notes 2014 2013
Assets
Current assels

Ciish iind cash equivalents 5 B4ATa 510706

Murketable sécurities D n 350

Moies and agcounts receivable—irade (net of allowanges of 5336 in 20014 and

£291 in 2013) 9,000 10465
Shon-term financing receivables (net of allowances of S452 in 2014 and S30&
in 2013} F 19,835 19,787

Other accounis receivable (net of allowances of $40 in 2014 and S36 in 2003} 106 1,554

Inveniories E 103 2310

Deferred xes N 244 1.651

Prepaid expenses and ather curmen assels 4,067 4458
Total current asscis 49,422 51,350
Property, plant and cquipment G 39,034 40475

Less: Accumulaed depreciation G 28,263 o654
Property, plant and cquipment—nct G 10,771 13.821
Long-teri fuiancing recerviables (net of allowanees of $126 1 20014 and 530 in

2013 F 11104 12,755
Prepaid pension asscls L3 2160 5,551
Deferred tmes N 4, K08 3051
Goodwill I 30,556 31E4
Intnngible asseis—net I 3104 871
Investmenis and swndry asscis H 5,603 4,634

Tutal assels 5 17832 S 1262313
Liabilitics and equity
Current liabilitics

Taxes N 8 SE4 5 40633

Shor-term debi D&l 5731 6,562

Accounts payable 6,564 7461

Compensation and beneliis 4,031 AR03

Defermed income 11,677 12,557

Other accrued expenses and liabilities 6,013 4.748
Taotal curreni Habilitics 9600 i, 154
Long-term debe e 35073 32856
Retiremend and nonpension postretirement benefit obligations 5 18.261 16,242
Deferred mcome 3601 4, 108
Other Habilites K B2 9.034
Tudal liabilities 105,518 1003 3
Contingencics and comamiimenis M

ity L
IBM stockholders” equity

Common stock, par value 3,20 per share, and additional paid-in capital 52666 51,504

Shares authorized; 4,687, 500,000
Shures issued (200 4—2 315209 574; 2003—2 207 522 548)

Retained camings 137,703 130,042
Treasury stock, al cost (shares; 2004—1 224 685 815; 20003—1, 153,131.611) {150, T15) {137,242)
Accumulated other comprehensive income{loss) (27.875) (21.602)
Total 1BM stockholders™ equity 11,868 22792
Moncontrolling interests A 146 137
Tuotal equity 12,014 22,019
Tostal Habilities and equity 5 117532 5 126213

Amounis may not add due 1o roundimg.
The sccompanying nodes on pages 86 through 150 are an integral part of the financial siaiements.

L]
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Consalidated Statement of Cash Flows
Intermationil Busingss Machines Corporation and Subsidiary Compianics

{5 in millions)

Far the vesr ended December 312 __ o4 2113 2012
Cush flows from operating activitics
Med income § 12022 3 16483 5 64604
Adjustments 1o reconcile net income 1o cash provided by operating activitics
Depreciation A 145 3327 1392
Amortization of imangibles 1,347 1,351 1,254
Stock-hased compensation 512 G4 GER
Deferred taxes {237) {1,610} 797
Net (gainyloss on assel sales and other {1.535) {236) (710}
Loss on microclecironics business disposal 3381 — _
Clange in operating assets and liabilities, net of acquisitions'divestilures
Receivables (including financing receivables) 1,270 (1.407) (2230
Retirement related (655) 204 {1008
Inventories (L] (57 280
Other asscts‘other Habilitics {1.B86) (TdTy 713
Accounts payable {456) {520) 224)
Met cash provided by operating activitics 16,868 17485 19,586
Cash Mows from investing activitie
Fayments for property, pliant and couipment {3, 740) (3.623) (A AE2)
Procecds [rom disposition of property, plant and equipmeéit 404 172 410
[nvestment in soflware {443) (517) (635K
Purchases of marketable secunties and other investmenis {2.338) {4.608) {4 109y
Procecds from dispasition of marketable securities and other investments 2,493 4573 3,142
Mon-opersting linanee receivables—unet {1.078) (1.063) (e
Acquisition of busincsses, net of cash acquired {656) (3,056) (3.722)
Divestiture of businesses, net of cash transferred 257 297 509
Met cash wsed in investing sctivities {3.001) {7,326) {90043
Cash flows from financing activitics
Proceeds from new debi B, 180 16 353 12,242
Payments to seitle debt {4,644) {10013y (9,549
Short-term borrowings | repayments) less than 9 days—mei {1.753) 62l {441y
Common siock repurchases (13.679) (13859 {11.995)
Comunon siock ransactions—other T 14574 15400
Cash dividends paid {4,265) {4.058) (3,773
Met cash wsed in financing activities 15,452) [EETED] TR
Effect of exchamge rate chunges on cash and cash equivalenis (655) 28 {116y
MWet clange in cash and cash equivalents {2.240) k1T (1.511)
Cash and cash cquivalems a1 Janary | 10,7160 10412 11,922
Cash and cash equivalents at December 31 § BATG 5 I0TI6 5 10412
Supplemental data

5748 5 4024 5 316w
Lo6l = 982 5 1,009
s 14 = I

Income taxes pad—net of refinds received
Interest pard on debt
Capital bease obligations

A

Amounis may not add due io rounding.
The sccompanying nodes on pages 86 through 150 are an integral pan of (e financial statcments,

83

Consolidated Statement of Changes in Equily
International Busingss Machines Corporation and Subswdiary Compinics

{5 in il lions)

Commnn Aecummlatod
Stk mnal Uhiher Tomal 1AM Nom-
Aulditional Hedakned Treasury Comprebiensive  Stockholders' Costrolling Tutal
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Paid-In € apital Farnings Sorh st i s Equiey Intrrrats Equity
iz
Equaty, Janary 1, 2012 H 48020 SHMABST 5 (N10963) § 21,883 § 138§ 9T 5 0136
et income plus odher
comprehensive income/
s}
Mel meome 14604 16,604 16,604
(her comprehensive
oo {loss) [3,574) {3474 (1,E74)
Total comprchensave
imcomne| lossh 5 12,731 5 12,781
Cash divadends paid—
conmon sbick (3.1 {3,773 (3,771)
Commean stock issued under
emploves plans
115,091,320 shases) 1532 1,532 1,532
Purchnses (2,406,007
shnres) and sales
12,7486 169 slwares) of
Ircasury siock wnler
emplovee plans.— pel (45} {16y (20%) 1208
Other treasury shares
parchased, mid netined
161 246,371 shares) {12, MRy (R200H) (12, 008)
Changes in other equity 448 A5 Ad%
Changes i nencontrollmg
inlerests 27 27
Equity, December 31,
2012 § S0000 S117.641 5 (123031) § (25,7591 S 18860 5 124 5 18984

Amounts mey not add due to rounding.
The sccompanying nodes on pages 36 through 150 are an integral part of (e Ainancial satcments.

{5 in millions)

Csmmom Accummalated
Sioeck and Ubther Total TN Nom
Mulditisnal Hedakned Treasury Comprelionsive  Stockholders’  Coatrolling Tatal
Paid-In € apital Farnings Siock Insieme Lo Fyuity Interesis Equity
zml3
Equity, January 1, 2013 5 S00000 S117641 5 (0230300 8 25750 % IgE60 8 124§ 184984
Met income plus other
coanprehensive incone/
Hoss)
Ml meome i A%3 16,433 16,483
Criher comprehensive
incoane {loss) 4,157 4,157 4.157
Talal comprehensave
imgome lossh 5 XS]] § hoodl
Cash divadends paid
oo stick {4.05%) {4,058) {4, 058)
Common stock issued under
emplovee plans
15,9601 389 shares) 1216 1216 1.216
Purchoses { 1 i, 065
shores) amd sales
{1 B9 BH3 slwares) ol
Ireasury siock under
employes plans-—nel (25) (17 (1420 (1423
Other weasury shares
parchased, m retired
(73,121,942 shares) {13, 593) (13,091 {13,593
Changes m ather equaly 208 268 168
Changes i nongoninolling
inleesis 13 13
Equity, December 31,
mi3 5 SLAM S130041 5 (137,242) (Z1602) 3 11,791 3 137§ 12,919

Amounis may nol add due o rounding.
The accompanying noles on pages 86 through 150 are an integral pan of the financial statcments,
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{5 in millicns§

Coammon Accummalated
Stk mial Thther Tutal TR -
Adlditlenal Hetalned Treaaury Compreliensive  Stockholiders”  Costrolling Tatal
Pakil-Im € apital Earnings Suck Insvane| Lo Equliy Interests Eguiry
ELIE]
Equaty. January 1, 2014 5 51554 S130042 S (137,242) § 1201,602) S 222 3 137 % 22919
Met income plus other
conyprelicnsive nconse
iloscs)
MNel imcome 12 022 12022 12,022
{(Mher comprehemarve
imconeeiloss) (6,274) {2745 {6, X7
Total comprehensive
meomey los) g 5,748 g 5748
Cash divadends paid
commom stock {4._265) {4, 265) (4, 2a5)

Commion shack dissued under

emplovee plans

I74687,036 shares) o7y 977 9477
Puschases { 1,313,504

shnres) and sales

11,264,232 shares) of

ireasury stock wnder

emplover plans — nel (1] (e (®5) {8%)
[ither treasury shares

parchased, not retired

171,504,867 sharcsp {13,395) [13,395) [13,395)
Changes in ather equily 05 a5 a5
Changes in noncontrallmg

michess i |}
Equity, December 31,

4 5 SLosh  %137,793 5 EI.“.TIﬁi 5 (ITHTH) § 11,808 5 146 5 Iliﬁl 4

Amounis may not add due o rounding.
The pecompanying nodes on pages 36 through 150 are an mtegral part of the financial statements,
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Motes to Consoliddated Financial Siatements
International Busingss Machings Corporation and Subsidiary Compinics

MNOTE A,
SIGMIFICANT ACCOUNTING POLICIES
Basis of Presentation

The sccompanying Consolidated Fonancial Statements and footnoies of the International Business Machines Corporation
(1BM or the company ) have been prepared in accordance with accounting principles generally accepred in the United
Stmes of America (GAAP).

Within the financial stitements and tibles presemed, certain columns and rows muy oo add due to the use of rounded
numbers for disclosure purposcs. Percentages presenied are caloulated from the underlying whole-dollar amounis.
Cerain prior yvear amounts hiave been reclassilied 1o conform to the current vear presentation. This is annotated where
applicable.

O Crctober 20, 2014, the company announced a definitive agreement 1o divest its Microclecironics business and
manufacturing operations o GLOBALFOUNDRIES. The assets and liabilites of the Microelectronics business are
reporicd as held for sale at December 31, 2004, The operating results of the Microclectronics business have been
reponed as discontinwed operations. Prier periods have been reclassificd 1o conform io this preseniation 1o allow for a
meaning ful comparison of continuing operations. Refer to note C, *AcquisitionsDivestitures,” for additional mfomuation
o the trasaction,

Moswcomtralling imerest amouwms of 56 million. 37 million and 11 millson, net of tax, for the vears ended
December 31, 2004, 2013 and 2002, respectively, are imcluded in ile Consolduted Statement of Eamings within the
other (income) and cxpense ling iem,

Principles of Consolidation

The Consolidated Financial Stmements include the accounts of IBM and its controlled subsidiaries, which are primarily
micpority owned, Any noncentrolling mterest in the equity of o subsidiary is reporied m Equaty in the Consolidated
Stmement of Finangial Posinoa. Met income and losses aurbutable 1o the noncontralling interest s reported as descnbed
above in the Consolidaed Statement of Eamings. The accoums of variable interest emtities {VIEs) are included in the
Consolidned Financial Statements, il required. Investments in business entities in which the company does not have
control, but has the ability 1o exercise significant influence over operating iwd fnancial policies, are accounted for using
il equity method and the company's propertionsic share of income or loss is recorded in other (income) and expense.
The accounting palicy for other investments in equily securities is on page 95 wathin “Marketable Securities.” Equity
imvestments in non-publicly tmded endities are pnimanly accounted fior using the cost method. All miercompany
irnsactions and accounts have been eliminaled in consolidmion

Use of Estimaies

The preparation of financial siatements in conformity with GAAP requires management 10 make estinaies and
assumptions that afTect the amounts of asseis, liabilitics, revenue, costs, expenses and other comprehensive income{loss)
(OCT) than are reported in the Consolidaled Fimancial Suneimems and sceompanying disclosures. These estimales ane
hased on management s best knowledge of curment events, historical experience, actions thit the company muy underiake
in the future and on various other assumplions that are believed 1o be reasonable under the circumstances. As a resull,
actual results may be differem from these estimates. See “Critical Accounting Estimates” on pages 68 to 71 for a
discussion of the company’s critical accounting estimales,

Revenue

The company recogniees revenue when it 15 realised or realizable and camed, The company considers revenue realized
or realizable and carmed when it has persussive evidence ol an armungement, delivery has occurred, the sales price is lixed
or determinable and collectibility is reasonably assured, Delivery does not occur uniil products have been shipped or
services have been provided o the clicnt, nsk of loss has iransferred 10 the client, and either client acceptance has been
obrined, client acceptance provisions have lapsed, or the company has objeciive evidence that the criteria specified in
e chient acceplance provisions have been satisfied. The sales price s nol considered 10 be fixed or determinable until all
contingencics relaied 1o the sale have been resolved.

The company recogniscs revenue on sales o solulion providers, resellers and distibutors (hergin referred 1o as
“resellers™) when the reseller has: economic substance apan from the company, credit risk, title and risk of loss (© the
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inventory; and, the fee 1o the company is nod contingent upon resale or pavment by the end user, e company has no
further obligations related 1o bringing aboul resabe or delivery and all other revenue recopnition criteria lave been miet

The company reduces revenue for estimated client retums, stock rotation, price protection, rebaites and other similar
allowances. {See Schedule 11 “Valuation and Qualifyving Accounts and Reserves” included in the company’s Annual
Report on Form 10K}, Bevenue is recognized only if these estimites can be reasonably and reliably determined. The
company bases iis estinates on hisiorical resulis aking inio consideration ihe type of client. ihe iype of iransaction and
il specifics of cach armangement. Payments made under cocperative marketing programs are recognized as an expense
onlby if the company reccives from the client an identifiable benefit suMciently separable froa the product sale whose
fair value can be reasomably and relinbly estimated. [F e conrpainy docs not receive an identifiable benelit sufficiently
separable from the product sale whose Dair vilue can be reisonably estimated, such payments are recorded as a reduction
of revenue.

Revenue from sales of third-pany vendor products or services is recorded mes of cosis when the company is actng as
an agent between the client and the vendor, and gross when the company

Bh
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Motes 1o Consolidated Financial Statements
International Busingss Machings Corporstion and Subsidiary Conipsnies

is 5 principal v the wransaction. Several fcters are considered 10 determine whether the company (s mn dgent or principal,
mest notably wiiother e compuey is Use primany obligor to the cliont, or has myventory risk. Consideration is also given
0 whethier the company adds meaningeful value o the vendor's product or service. was invalved in the seleciion of the
vimdor's product or serice, has latiede in estoblishime the sales price or has credil risk

The company repons neyvenue net of any revenne-based tixes assessed by governmemal autheritics that i inposed
on and concurrent with specific revenue-producing irmmsactions, [n addition to il aforementioned general policies, the
follow iug sire the specific revinue recognition policies for muiltiple-deliverable srangemenis and Tor each major carcgory
of revenue:

Mubtiphe-Deliveralbile Arrpngements

The company enlers inbo revenue armingements that may consist of multiple deliveribles of s products and serviges
based on (he needs of its clients. These armangements nmay include any combinaion of services, sofiware, hardware
and/or finoneing: For example, & client may purchase & server that includes operating system software. In addition, the
ammgement may include post-contmet suppor for the sofiware ind a contrect for post=wamumy maintenance service for
ilee Tardware. These ivpes of amangemenis éan also include finawing provided by the company. These arrangemenis
consist of multipie deliverables, with thic lardwsre and sofiware delivered in e reportmg period and the softwae
support and lasdware maimcnanee services delivered across maltiple reporting periods, In another example, o client may
ouzource the runming of 15 diacenier vpersiions 1o the compieny on J long-tem, multiple-vear basis and periodically
purchase servers and'or sofiware products from the company 1o upgrade or expand s faciliey. The owlsourcing services
are provided on i contiiuous basks scross muliple reporting periods and Use hardware wnd sofiware produets are
delivered in ong reporting period. To the extent that o detiverable in 2 moltiple-defiverahle armngement is subject to
specilic sccouniing guidance that delivesable is accounted for in accordanee with such specilic puidance. Examples of
such mrrangements may tnclude leased hardware which 1s subject w0 specific leasing puidonce or soltware which is
sailsjpect 10 specilic sofiware revenue recopnition pindamed on whethes aid'od ow o separate miltipbe-deliverable
ATAELINCNES 0 separale units of accountig dsepambility ) and how o allecue the amuigenen) considertion mng
these sepamic units of secounnng caltocanion); For all other deliverables in nmltiple-deliverable pmangenments, te
gubdnnce below s applied for separability and allocanon. A multiple-delivernble mrngenien 18 separted o tmone thar
ane unir of accounting i the following criteria ane meid:

o The delivered itemis) has valoe o the client on s stand-alome basis; and
o I the orrasgement mcludes a general right of renom relative 1o the delivered itemis), delivery or performunce of the
undelivered ifemis) is considered probabile and substantiafly in the control ol 1he company,

IF these eriteria ane ot met, the ammgement is sccouniod for o5 o anit of accounting which would resull b revenie
being recognieed ratibly over the conteact tern or being delered witl] the earlier of when such crileria are met of whea
e last wndelivercd elemgnt is debivered. [ these criteria ane mect fon cich elonionl md there is s relative sclling price (o
Al uniz of secounming in an arrangement, the ereangement consideration iz slloeated 1o the separate units of sccounting
hased on cach unit’s relutive selling price, The foltowing revenne policies wre then opplicd to each wnit of accountmyg, as
applicable.

Fevenue from the company’ s business analviics, mobale, security, social and cload offernnes Tollow the specific
revenie feconition pahicies for wiultiple deliverable armmpanents and for cach mupor eatéiory of revenue depending of
1 1y pe of ellering which can be comprised of services, Tardware and/or soflware.

Services

The company’s primary services offerings inchisde Information iechnobogy (1T datncenter and business process
ouEeUFCing, application manasement services, conseling and systems imegration, techuology mfrastmciure and system
memtenanee, hosting and the design and development of complex IT systems {0 a client’s specifications (design and
Bubld), These services are provided an a nng-and-material basis, as o fixved-prece contrgt or a5 a fixcd-price per measurg
of outpul contruet and the contract terms range from less than one year 1o over 11 years

Reverue from IT dutacentier aod business process oulsourcing contimcts s recogiized m e period (he services are
provided using cither an ohjective measure of output or o siragghi-line basis aver e torm of the comrasct. Under the
outpul mthod, (e amount of revenne recognired 15 based on the services delivered in the penod

RBevenue Mnom application mmugenent services, iechnology infrastriciure and svstem maintemance and losting
contracts is recopnired on i straighi-line busis over s erms of the contracts, Revenue from time-and-matenasl contracts
is recopnized as labor howrs are delivered anid dircer expenses arg ingurred, Reverme related 1o extended warmanty ang
product muuntemusce conracts 15 recorbed ona stougli=line basis over the delivery penod.
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Revenue from lixed-price design and build contrects is recoanized under the percentige-of-completion {POC)
method, LUnder the POC mehod, revenue is recognized based on the labor costs incurred 1o dae as a percentage of the
toial estimuted labor costs o fulfill the contract. 1F circumstances anse Ui change (he original estimates of revenues,
costs, or extent of progress toward completion, revisions o the estimaes are made. These revisions may result in
increnses or decreases in cstimated revenues or costs, and such revisions are reflected in income in the pertod m which
ilee circumsiances that gave rise io ibe revision become known by ihe company.
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The company performs ongoing profiiabiliiy analyses of iis services coniracis accounied for under the POC method in
order to determine whether the latest estimates of revenues, costs and profits redquire updating. [T any time these
estimaies indicate that the contract will be unprofiiable, the entire estimated loss for the remainder of the coniract is
recorded wnmediately. For non-POC method servaces contracts, any losscs are recorded as incurred.

In somé services contracts, the company bills the client prior w recognizng revenue from perfonming the services,
Defermed income of 6,352 million and $7,153 million al December 31, 2004 and 2003, respectively, is included o the
Consolidmed Sisiement of Financial Position. In other services coniracs, the company performs il services prior to
billing the client. Unbalied accounts recemvable of 51,833 million and $2.053 million al December 31, 2004 and 2013,
respectively. is included in notes and accounis receivable-irade inthe Consolidared Stmemeni of Financial Position,

Billings usually eccur in the month afier the company performs the services or in accordance with specific comracnal
provisions, Unballed receivables are expected to be bilked within four months,

Hardware

The company”s hardware offerings include ihe sale or ease of sysiem servers, storage soluitons and ibe sabe of
semiconduciors. The compary also offers insiallation services for its more complex lurdware products

Fevere from hardware sales and sales-tvpe lenses is recognized when risk of loss hus transferred 10 the client and
ihere are no unfulfilled company ebligations that affect the elicnt's fingl aceepiance of the arrangement, Any cost of
standard warranties and remaining obligations that are inconsequential or perfunciory are sccmed when the
corresponding revenue is recognized. Revenuce from rentals and opernting Icases is recogniced on a straight-line basis
over ihe lerm of the rental or lease,

Software

Revenue from perpetwal (one-1ime charged license software s recognized m the wmeeption of the hieense term if all
Teviense recaenition criteria have been mel. Revene from term (recurming license charge) license software is recognieed
on a sirnight-line basis over the period that the clicnt is entitled (o use the license. Revenue from post-contesct suppaort,
which may include unspecified upgrades on a when-and-if=mailable basis, is recognized on a straight-ling basis over the
period such items are delivered, Revenue from saltware hosting or softwarc-as-a-service ammgements s recoznized as
the service is delivered, pemerally on a straight-ling basis, over the longer of the 1orm of the anangeinent or the expecied
period of the customer relationship. In software hosting amangements, the rights provided to the customer (e,
ownership of @ license. coniract 1erminmion provisiens and the feasibility of e customer 1o operate the sollware) are
considered it detenmining whether the srrangement mehedes a license, In armungements which include a software license,
ihe associmed revenue s recognized according to whether the license is perpetual or term. subject 10 the guidance above,

In multiple-deliverable amangements that include software that is more than incidental to the products or services us a
whole (software multiple-deliverable arranpements), soflware and software-related clemenls ore accodled o in
accordance with softwane revenue recognition guidance, Software-related clements i lude software products and
services for which a software deliverable is essential o s Tunctiomaliny. Tangible produwcts containing software
componenis and non-software components that funclion together 1o deliver the mngikle produsct ‘s cssential flJnEl‘im‘Htl‘iIr
arg mot within the scope of software revenue recognition guidance and are sccounted for based on ather applicable
revenee recognition mudance.

A software miuliple-deliverable arfangeanent i sepasated into more than one uiil of accounting i all of the llowing
criteria are met;

* The functionulity of the delivered elementis) is not dependent on the undelivered clement(s);

+ There 15 vendor-specilic ohjective evidence (VSOE) of bur value of the undebvered clement(s), VSOE of Gor value
is based on e price charged when the deliverable is sold scparaiely by the company on o regular Basis and no us
part of the muliple-deliverable armngement; and

= Delivery of the delivered elementds) represents the culmination of the camings process for Uil eleneni(s).

I any one of these criteria is ngl mel, the armngemen 5 acomanted for as one unit of secounting which would result in
revene being recognized ratably over the contract term or being deferred until the eartier of when such crtera are met
ar when e last undelivered element is delivered. If these criteria are met for each element and there is VSOE of fair
vilue for all units of accounting it an arrmgensent, the arrangemen considerition is altocaied 10 the separate units of
accouniimg based on each umit’s relitive VS0E of [ value, There may be cases, however, m which ihere is VSOE of
fair value of il undelivered iteands) but no such evidence for the delivered inemish, In these cases, the residual method is
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wsed o allecate the armangement considermtion. Under the residual method, the amount of consideration allocated o il
delivered ilemi(s) cquals the 10dal armngement consideration less thie aggregate VSOE of fair value of the undelivered
clemens.

The company s multiple-deliverable arrangemenis may have a stand-alene sofiware deliverable that is subject to the
existing software revenue recognition guidance. The revenue for these mulliple-deliverable amangements is allocuted o
il sofiware deliverable and the non-sofiware deliverables based on ihe refative selling prices of all of the deliverables in
the armmangement using the hicrairchy: VSOE, third-party evidence { TPE) or best estimate of selling price (BESP). In the
limited circumstances where the company cannot determine VSOE or TPE of the selling price for all of the deliverables
im the arangement, including the soflware deliverable, BESP i3 used for the purpose of performing this allocation.

RE
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Financing

Financing income atiributable 1o sales-ivpe leases, direct financing leases and loans is recognized on the accrual basis
using the effective imercst method, Operting lease income is recognized on a straight-ling basis over the erm of the
lease.

Hest Estimate of Selling Price

In certuin himited mstanees, the company 15 001 able to establish YSOE for all clements m a multiple-deliverable
amangement, When V30E cannot be established, ihe company aticmpis o establish the selling price of cach clemeni
based on TPE. TPE is determined based on competitor prices for similar deliverables when sold separaely.

When the company is wnable 1o esablish selling price using VSOE or TPE, the company uses BESP in its allocition
of armmgement consideration. The objective of BESP is to determine the price a1 which the company would transact a
sale il the product or service wore sold on a stand-alone basis, Due 1o the et that the company sells its products and
services on o stand-alone busis, and therefore has established VSOE for its products and services offerings, the company
uses BESP 1o dewermine the relative selling price for a product or service in a muliiple-delivernble srrangemen on an
imfrequent basis. An example of when BESP wounld be used is when the company sells a new product, for which VSOE
and TPE does noi yei exist, in a muliiple-deliverable armngement preor to selling the new produci on a stand-alone basis.

The company delermines BESP by considering multiple feiors ineluding, bist isot limited 1o, overnll imarket
conditions, including geographic or regional specific factors, competitive positioning, competitor actions, infernal costs,
profit objectives and pricing practices. The determination of BESF is a formal process that includes review and approval
by the company s mamsgenent. In sddivioa, e compuny repularly reviews VSOE and TPE for s products aod services,
im addition 10 BESP.

Services Cosls

Recurring operaning costs for services contracts, inchuding costs relmed 1o bid and progosal activities, are recognized as
imcurred. For fixed-price desien and build contracts, the costs of extermal hardware and software accounted for wnder the
POC method are deforred and recounized based on the labor cosis incurred 1o date, a5 a percentage of the 1ol estimaied
labor costs 1o fulfill the comntract. Cenain ebigible. nonrecurmng costs incurred in the inital phases of oulsowrcing
contracis are delferred and subsequently amontized. These costs consist of ransition and selup costs related 1o the
imsgalliation of sysiems and processes id are amartized on i stright-line basis over the expected period of benefil, nod 10
exceed the term of the contract. Additionally, fixed assels associated with owisourcing contracts are capitalized and
dcprecinted on o straight-ling basis over the cxpected usefil Fife of the asset, 10an assel is coniract specific, then ihe
deprecimtion period is e shoner of the wse ful Tife of the asset or the contract term. Amownts paid to clienis in excess of
the Grir value of agquired assets used in outsourcing arrangements are deformed and mmoriized on i straight-line basis as o
reduction of revenue over the expecled penod of benefit not to excecd the tenm of the contracl. The company performs
periedic reviews o assess the recoverability of deferred coniract ransition and seiup cosis. This review is done by
comparing the estimaed miminrm remamng undiscounted cosh Mows of a comract 1o (e unamortized contract costs, 17
such minimmm undiscounied cash fows are not sulTicient 1o recover ihe unamonized costs, am umpairment loss is
recognized.

Deferred services transition and seup costs were 52,230 mallion and 52,402 million a December 30, 2014 and 2013,
respectively, Amoriizntion of deforred services iransition and sefup cosls was estimated o1 December 31, 2014 10 be 3718
million in 2005, $323 million in 2006, 388 million in 2017, $2350 million in 2018 and S339 milllon thereafier.

Deferred amounts paid o clienis in excess of the fair value of scquired assets used in oulsourcing armangements were
864 million and S89 million at December 31, 2014 and 2013, respectively. Amoniztion of deferred amounts piid (o
clicis i exeess of the fair valoe of acquired 428218 s recorded as on offset of revenie and was colimated st
December 31, 2004 1o be 527 million in 2015, 515 million in 2006, 37 million in 2017, %6 million in 201% and S8 million
thereaficr. In siluations in which an owlsourcing contrael is terminated, the tenms of the contract may require the client 1o
reimburse the company for the recovery of unbilled sccounis receivable, unmmonized defermed costs incurred 1o purchase
specilic asects uliliced in the delivery of services and 10 pay any addiionnl costs incurmed by the company 10 Iransition
il services.

Soliware Costs
Cotts that wre relaved to the conceptual formulation and design of licensed sollware progrums are expensed as mcurred 1o

ressarch, development rmdmgin:r:ring CAPCISE; COsl5 that are incurred to produce the finished product after
technological feasibility has been established are capitilized as an mtangible assel. Capitalized amouns are amarized on
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a sirmghi-ling basis over periods ranging up o three years and are recorded in soflwine cost within cost of sales. The
company performs periodic reviews to ensure thil unamortized progrm costs remain recoverable from Gnure revenue,
Costs to suppon or service licensed programs are charged to software cost within cost of sales as incurred.

The company capitalizes cerain cosis that are incurred 1o purchase or 1o create and implement mermal-use sofiware
progrumes, mcluding software coding, installstion, testing and certmn data conversions. These capitulized costs ane
amoriized on a siraight-line bisis over periods ranging up o two years and are recorded in selling. general and
administrutive expense.
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Product Warrantics

The company offers warranties for iis hardware producis that generally range up io three years, with the majority being
cither one or three years. Estimated costs for warranty teoms standird 1o the deliverable are recognized when revenue is
recorded for the relited deliverable. The company cstimates is warranly costs standand 1o the deliverable based on
historical warranty claim cxperience and estimates of future spending, and applics this cstimate (o the revenue stream for
products under warranty, Estimuiied future cosis for wareantics applicable 1o revenue recognized mn the current peniod are
charged 1o cost of sales. The warranty liability is reviewed quarterly o verify that it properly reflects the remaining
obligation based on the anticipated expenditres aver the balance of the ebligation period. Adjustments are made when
actual warranty claim experience difTers from estimarcs. Costs from fixed-price suppott or mainicniee coniracls,
including extended warranty contracis, sarc recognized as incurred,

Reveniee from separately priced extended warrmniy contracts is initially recorded as defemred income and subsequently
recoznized on a straigli-lime basis over the delivery period. Changes in deferred income for extended warranly contracts,
and in the warramy iability for standard warramtics, which are included in other accred expenses and liabilitics and
other liabilities in the Consalidated Statement of Finascial Position, are presented in the following 1ables:

Stundard Warranty Linhility

(5 in millions )

2004 23
Balance at January 1 5 . 394
Current period accruals 240 346
Acerual adjusiments to rellect expericnce® {120) 22
Charges incurrcd {298) (337
Balance ai December 31 5 197 5 ERG

* Includes an adjustment of (5125 million) in 2004 related (o the industry stndard server divestimme,
Extended Warranty Liability {Deferred Income)

{5 in millions )

e 23
Balance at Yanuary | 5 5719 S Bl
Revenue deferred lor new extended warranty contracts 298 305
Amortization of deferred revenue® {316} (324)
Other** (24) [E3]
Balance at December 31 5 53 5 570
Current portion 3 154 3 284
Woncurment partion 182 295
Balance at December 31 5 536 5 579

*® Includes an adjustment of $¢2 1 million) in 2014 related 10 the indusiry standard server divestiture,
## Oither consists primarily of foreign currency transiation adjustments,

Shipping and Handling

Cosis related to shipping and handling are recognized as incurred and included in cost in ihe Consolidated Siatement of
Eamings.

Expense and Other Income
Selling, General and Administrative

Selling, general and administrative (SG&A) expense is charged 1o income as incurmed. Expenses of promoting and
sellimg products and services are classified as selling expense ind mclude such items as compensition, advertising, sales
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commissions and travel. General and administrtive expense includes such items a5 compensation, kegal costs, oflice
supplics, non-income taxes, insurance and office rental. In addition, gencral and administralive cxpense includes other
operating items such as an allowance for credit losses, workforee rebalancing charges for contraciually obligaied
pavinents 1o emplovees iemumied m the ongoing course of business, acquisition costs related w business combinations,
amonization of certain intangible assets and environmental remediation cosis,

Advertising and Promational Expense

The company expenses advenising and promotional costs as incurred. Cooperstive advertising reimbarsements. from
vendors ane recorded net of advenising and promotional expense in the period in which the related advenising and
promoional expense is incurred. Adverising and promotional expense, which includes media, agency and promotional
expense, was 31 307 million, 31,294 million and 51,339 million in 2004, 2013 and 2012, respectively, and is recorded in
SG&A expense in the Consolidaied Statement of Earnings,

Research, Development and Engincering

Research, development and engincering (RD&E) costs are expensed as incurred, Software costs thin are incurred o
produce the fimshed product after iechnological feasibility has been established are capitalized as an mtangible asser

Intellectunl Property and Custom Development Income

The company licenses and sells the rights 1o certain of its intellectual property (IP) including mtemally developed
patenis, irade seercis and technological know-how, Ceriain 1P irmsaciions io third pariies are licensing rovaliy-based and
olhers are iransaction-based sales and other ransfers, Licensing/rovally-based [ees mvolve transfors in which the
company cams the income over time, of the amount of income is not fixed or determinable until the licensee sells future
related products (e, varable rovally, based upon licensee’s revenue), Sales and other transters tvpically include
iransfers of IP whereby the company has ulfilled its obligations and the fee received is Nixed or detenminable g the
iransier dive. The company also enters o cross-licensing armangements of patents, and income from these amnigenents
is recorded when camed. In addition, the company eams income from certain custom development projects. for strategic
icchnology

L1
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pariness and specific elients. The company records the income from these projects when the fee is realized and eamed, 15
not refundable and is nod dependent upon the success of the project.

Oiher (Incomie) and Expense

Other {income) and cxpense includes interest income (other than from Global Financing exiemal tnmsactions), gains and
losses on certain derivative mstruments, guins and losses from secunitics md ollser investments, gains and losses from
certain real cstale iransaclions, fulcign currency transaclion gains and losses, gains and losses from the sale of
businesees. other than reported a5 discontinued operations, and amounts related to accretion of assel retiremenl
ohligntions.

Busingss Combinations and
Intangible Assets Inclading Goodwill

The company accounts for business combinations using the acquisition methed and sccordingly, the identifiable nssets
acquired, the labilities assumed, and any noncontrolling interest in the acquiree are recorded i their scquisition dae fair
valucs, Goodwill represents the excess of the purchose price aver the fair value of net assels, including the amount
assigned o identifiable inangible asseis. The primary drivers ithat generate goodwill are ihe value of synergies between
ihe acquired cmitics and the company and the scouired assembled workforee, neither of which qualifics as a separately
idenifable intangible sssel. Goodwill recorded in an acquisition is assigned 10 applicable reporting wiiis bascd on
expected revenues, Idennfiable intangible assets with finite lives are amonized over their useful lives. Amorization of
completed technology is recorded in Cost, and amonization of all ather imtangible assets is recorded in SG&A expense,
Acquisition-relaied costs, including advisory, legal, secounting, vahwation amd elier cosis, are expensed in the periods in
which the costs are incurred. The results of operations of acquired busingsses are included in the Consolidated Financial
Simements from the acquisition date.

Impuairmicnt

Long-lived nssees, other than gpoodwill and indelinne-lived imangible assels, are tested for impairment whenever events
or changes in circumstances indicate that the carrving amount may not be recoverable, The umpainmcnt test is based on
undiscounted cash lows and, iF impaired, the asset s written down 1o fair vialue based on either discounted cash flows or
appraised valucs. Cioodwill and indefinite-lived intangible assets are lested anmually, m ihe fourth quitrter, for impairmeni
and wlenever clianges in circumstances imdicale an mpairment may exist. Goodwill = tested a0 the reporting wnit level
which is the operating segment, or a business, which is one level below that operating scgment {the “component”™ level}
if discrete inancial informanion is prepared and regularly reviewed by nunagement at the scament kevel, Componenis
are ageregiied as a simgle reporting unit 17 they have similar economic chamcleristics

Depreciation and Amortization

Property, plant and cquipment arc carried at cost and depreciated over their estimated uscful lives using the siraight-line
miethod. The estimated uselul lives of certain depreciable asseis are as follows: buildings, 30 1o 50 years, building
cquipmicnt, 10 10 20 years; laind improvements, 20 years; plant, labortory and office cquipment, 2 (o 20 vears; md
compaier caquipment, 1.5 10 5 vears, Leasehold impravements are amortized over the shomer of their estimated uscful
lives or the related lease term, rarcly exceeding 25 vears,

Capitalized software costs meurred or scquired after technological feasibility has been established are amortized over
periods ranging up 10 3 vears, Capitalized cosis for imemal-use software are amonized on a straight-ling basis over
periods ranging up bo 2 vears. Cilver intangible assets are amortized over periods between | and 7 years.

Environmental

The cost of mternal environmental protection progrms that are preventative i e are expensed as incurred, When a
cleanup program becomes likely, and it is probable that the company will incur cleanup costs and those costs can be
reasonably estimared, e compauny wccmes remediation costs for known environmental labalities. The compary s
maximum exposure for all environmental liabilities cannot be cstimated and no amowns are recorded for environmental
lHabilities that are not probable or estimable.

Asset Retirement Olligations

Asset retirement obligations { ARO) are legal obligitions associated with the retirement of long-lived assets, These
liabilities arc initially recorded at fir value and 1l related assel retiremient costs arg capitalized by increasing the
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carrying amount of the related assets by (e samee amount as the lability. Asset retirement costs are subsequently
deprecimted over the useful lives of the related assets. Subsoquent 1o initial recogmition, the company records period-1o-
period changes in the ARC liability resulting from the passage of time in inferest expense and revisions 10 cither the
timing or the amount of the orginal expected cosh fows 1o the relmed assels.

Defined Benefit Pension and
MNonpension Postretirement Bencfit Plans

The funded status of the company s defined benelin pension plans and nonpension postretirement benefit plans
(retirement-relaed bene it plans) is recognized in the Consolidated Statement of Financial Positien, The funded stanes s
micasured a5 the difference between the Gir value ofphn assels und the benefit obligation at December 31, the
measurement date. For defined benefit pension plans, the bepefit obligation is the projecied bene M obligation (PBOY),
which represents the actunrial present value of benefins expected 1o be paid upon retirement based on emiploves services
already rendered and estimated fuere compensation levels. For the nonpension postretirement benefit plans, the benefit
obligation s the accumulated postretirainent bene il obligation (APBOY, which represents the actuanal present vidlue of
posirctirement
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benefits anribuied 1o employee services atready rendered. The fair value of plan assets represents the current market
value of assets held in an imevoenble tnast fund, held for the sole benefit of participants, which are invested by the st
lund. Overfunded plans, with the fair valwe of plan psseis exceeding the benefii obligation, are aggregated and recorded
as a prepaid pension asset equal (o this excess. Underfunded plans, with the benefit obligaiion cxceeding the fair value of
plan assets, are agaregated and recorded as o retirement and nonpension postretirement benef obligation equal to this
CXCTSS,

The current portion of the retirement and nonpension postre-tirement benef1l obligstions represeas (he pciuarial
present value of benelits povable in e next 12 monmhs-exceeding the fair vahue of plan assels. mexsured an a plans-by-
plan basis. This obligation is recorded in compensation and benefits i the Consolidmed Statement of Financial Positien.

Nel periodic pension and nonpension postretirement benefil cost{incomc) is recorded in the Consolidated Statemeni
of Enmings and includes service cost, interest cost, expected refum an plan assets, amariizgion of prier service cosis’
{eredints) and (rainsylosses previously recopnized a5 o component of OC and amortiation of the nel iransition assel
remaining i acewmalated oller comprehensive ingome{lossh (ACHCT). Service cost represents (he actuarial present value
of participant benelits carmed i the current year. [nierest cosl represents e tme value of money cost associated with the
passage of ime, Ceriain events, such as changes in the employee base, plan amendments and changes im acherial
assumplioas, result in a chionge i the bene Mt obligation and the corresponding change i OCL The result of (hese events
is smariieed a5 a component of nel periodic cost(income) over the service lives or life expeciancy of the pariicipanis.
depending on the plan, provided such smounts exceed thresholds wlnch ane bised upon the beoefin obligntion or the
value of plan azsets. Met periodic costi{incomie) is recorded i Cost, SG&A and RD&E in the Consolidated Stntement of
Eamings based on the emplovees’ mspective funciions.

{Gains)losses aml prios service cosisicredits) mol recognized as a componreni of net periodic cosi/{income) in the
Comsolidmed Statcment of Exvmings as they arise are recognized as i component of OCT in the Consolidated Statcmient of
Comprehensive Income. Those (gainshlosses and prior service cosis/{(credits) are subseaquently recognized as a
compoaan of nel periedic cost’ (income) purswant to e recoanition and mnoriaton provisions of apphcable
accounting guidance, (Gainshlosses arise as 3 result of differences between actien] experience and assumptions oF 354
rezult of chunges in actuarial asswmptions, Prior service costs’ {oredits) represent the cost of benefin changes aitnbudable
o prioT service granted in pln amendmens,

The measurement of bengfit obligations and net periodic cost’ (mcome) is based on estimares and assumptions
approved by the company s managemeni. These valuations reflect the ierms of e plans and vse panicipam-specilic
information such as compensation, age and years of service, as well as cortnin assumptions, inchiding estintes of
discount mates, expected retom on plan assets, rate of compensation ncrenses, interes) crediting res md mortality rees,

Defined Contribution Plans

The company s contribution for defined contribution plans is recorded when the emplovee renders service to the
company, The charge is recorded in Cost, SG&A and RD&E in the Consolidated Statement of Exrmings based on the

employees” respeciive Munclions,
Stock-Based Compensition

Stock-tased compensation represems the cost related to stock-based awards granted 10 complovees. The company
mesures siock-bused compensation cost ®l the gt date, based on the cstimated fair value of the sward and recognizes
the cost on a straighi-line basis {net of estumated forfeitures) over the cmplovee requisiie service period. The company
estimaics the fair value of stock options using & Black-Scholes valuation model, The company alse grants its cmplovees
Resiricied Stock Uniis (RSUs), including Retention Restricied Stock Units { RRESUs) and Performmance Share Units
{PSLUs). RSUs are stock awards granted (o emplovees that entitle the holder fo shures of common stock as the award
vests, typically over o ong- to live-venr period. The fair value of the awards is determined and fixed on the grang date
based on the company s stock price, adjusted for the exclusion of dividend equivallents, Stock-based compensation cost is
recorded in Cost, SG&A, md RD&E in the Consolidated Statement of Exmings based on the emplovees’ respective
fumeiions,

The company records deferred tax asseis for awards thai resuli in deductions on the company's inconse Lix relurs,
bascd on the amount of compensition cost recognized and the stahatory (X rmie in the jursdiction i which it will reccive
a deduction. Differences between the deferred tax assets recognized for Mnancial reponting parposes and the actual 1ax
deduction reported on the income s retum are recorded in additional paid-in capital (6 the tax deduction excocds the
deferred 1ax assety or in the Cansohdmed Swaicmsent of Earmings (il the deferred 1ax asset exeecds the ax deduction amd
no additional paid-in capital exists from previous awards).
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Ineome Taxes

Income tax cxpense is lased on reported meome belore income taxes, Deferred income taxes reflect the tax ¢ffect of
temporary differences between usset and liability nmounts that are recognized for finsncial reporting purposcs and the
amounns that are recognized for income wx purposes. These deferred 1axes are measured by applving currenily enacted
fax laws. Valuntion allowances are recognised 1o reduce deferred tax assets 1o the amount tu will more likely than not
be realized. In assessing ihe need for a valumion allowance, management considers all available evidence for cach
jurisdiction including past operating resulits, estimates of funere toable income and the feasibility of ongoing tx
planning strategics. When the company changes its determination as 16 the amount of deforred 1ax assels that can be
realived, the valuation allowance is adjusted with a corresponding lmpact to icome lax expense m the period i which
such determinaiion ks made.
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The company recognizes tax liahilitics when, despite the company s belief ihat i tx refum positions are supportable,
the company believes that certnin positions may not be fully sustained upon review by tax authorities, Benefits feom tax
positons ane measured a1 the Lrgest wmount of beneft that is greater than 50 percent likely of beng realized upon
settlement, The ewrrent portion of tax liabilities iz included in taxes and the neneurrent poron of ax lisbilites is
included in other labilities in the Consolidated Sutement of Financial Position. To the extent that new information
becomes available which causes the company to change its jodgment regarding the adequacy of existing tax liabilitics,
such clanpes 1o 1ax labilites will impact weome tax expense in e period tn which such detenmination is made. linerest
and peniltics, ifany, related 1o scered linbilitics for potential tax asscssments are included in income tix expensc,

Translation of Noa-L.5. Corrency Amounts

Assets and liabilities of non-L1S, subsidiarics that have a local functional cwrrency are iranslated to United Siates (LL5,)
dollars at year-end exchange rtes. Translaton adjustments are recorded m OCL Income and expense items are wanshated
at weighted-avernge rates of exchange provailing during the year.

Inveniories, property, plani and equipment—awet and other nos-monctary asseis and liabalitics of non-L1L5, subsidiancs
and branches that operate in LS. dollirs ane tramslated at the approximate exchange rtes prevailing when the company
acquired e assets or liabilities. All other assets and linbilities denominated in a currency other than US. dollars arc
irnalated ol verr-and exchange rates with the transastion gain or loss recognized in oilser (income) and expense. lncome
and expense items are transiated at he weighted-average rates of exchange prevailing during the yvear, These transhition
gaing and losses are included i et income for the period in which exchange rales change,

Derivative Financial Instrumenis

Derivatives are recogniaed i e Consolidued Starcment of Financial Posilion at Tair value and afe reported in prepiid
expenses and other current assels, investments and sundry assets, other acemied cxpenses and linbilitics or eiher
liabilities. Classilication of exch derivative as curren or noncurrent is based upon whether the mawrity of the instumen
is bess than or preater than 12 menths. To qualify for hedge accownting, the company requines that the mstruments be
effective in reducing ihe risk cxposure that they are designated 10 hedge. For instruments that hedae cash flows, hedge
designation crileria also require thai it be probable that the underlying iransaciion will eccur. Instrnmenis thit meeet
established accounting criteria ane formially designated a5 hedges, These eniteria demonstrate thint the derivative is
expecied ta be highly efMective at offseitimg changes in faie value of cash Nows of the underlying exposure bath al
inception of the hedging relationship and onan ongeing basis. The method of assessing hedge elfectivencss and
measuring hedge inelTectiveness is formally documenied a1 kedee inception. The company assesses hedge effectiveness
and measures hedge ineffectiveness al beast quarnierly throughout the designated hedge period.

Where the company applics hedpe acoounting. the company designaies cach derivative as a hedze of: (1) the fxir
vilue of a recognired Mnancial assel o lability, or of an wirecognized frm comanitment {Bor value hedge attnibutable 1o
inilerest rile or foreign currency riskl; (2) the viariability of anticipated cash Nows of a lfarecasted transachion, of the cash
flows to be received or paid relned 10 a recognized financial assct or liabiliny {(cash Now hedge anribuable 1o interest
rile ar forcign currency risk): o {33 a bedge of 4 long-term investiment (nel investment hedee) in a foreign operation, In
addition, (he company may enier ineo derivative coniracts that economically hedge cemin of s risks, even though hedge
accountimg does nod apply o the company elects nol to apply hedge accounting, In these cases, (here exisls a natural
hedging relationship i which changes in (he fair vabue of the derivative, which are recognized currently in net income,
act as an coonomic offsct to changes i (e fuir vilue of the underlying ledged femis).

Chimgges mn the fair value of o derivative thid is designated as a fair value bedge. along with offseting changes in the
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Fair value of the underlving hedged exposure, are recorded in carmings each period For hedges of interest rate risk, (e
fwir value adjustments are recorded os adjustments 10 interes! expense and cost of fAnmcing in the Consolidated
Ststement of Earmings. For hedges of currency sk associated with recorded lwncial asscts or liabilities, derivative Gur
vitlue adjustments are recogmized i other (income) and expense in the Consolidated Sttement of Earnings. Changes in
ihe fair value of a derivaiive that is designated as a cash flow hedge are recorded, net of applicable axes, in OC1, in the
Comsolidmed Statement of Comprehensive Income. When niet mcome s alfected by the variability of the underlving cash
Mow, ihe applicable offsetiing amount of the gain or loss from the derivative that is deferred in ADCI is released o net
income and reported in inlerest expense, Cost, SG&A expense or oiler (income) and expense n the Consolidoned
Stsement of Exmings based on the nature of the underlying cash Now hedped. EMfectivencss for net investment hedzing
derivanives 13 measured on a spol-to-spol basis, The effective portion of clunges in the Gir valug of net investment
hedging derivatives and other non=derivitive fmnncial instruments desigmed as net investment hedges are recorded as
foreign currency translation adjustments in (CLL Changes in the fair value of the portion of a net invesiment hedging
derivative excluded from the effectiveness assessmem are recorded in mterest expense, 15 e underlying hedged dtem in
a fair value hedge ceases wo exist, all changes in the fair valwe of the derivative are inclwded in nei income each period
wiki] the nstroment mitures. When the derivative imnsaction ccases to exist, a hedged asset or liabality is oo longer
adjusted for changes in its fair value except as required under other relevant accounting standards. Derivatives that are
ot designated as hedges, as well as changes in the fuir value of derivatives that do not effectively offsel changes in the
fuir value of the underlying hedged item throughout the designated kedge penind (collectively, “ineffectivencss™), are
recorded in net income for exch period and are primarily reporied in other (incoame)
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and cxpense. When a cash flow hedging relationship is discontinued. the net gain or loss in AQCT must generally remiain
i ACCT until the tiem that wis hedged alfocts camings. However, when it is probable that a forecasted transaction wall
noi ocour by ihe cnd of ihe originally specified iime peried or within an additional two-month peried iherealfier. the net
wain or oss in AQCHmust be reclassified mio earmings immediately, The company reports cash Nows arising from
derivative fimancial instnoments designmed as fair value or cash Now hedges consistent with the classification of cash
Mows from the underlying hedged nems than these derivitives arg hiedging. Accordingly, the cash Nows associned with
derivatives designated as [oir value or cash flow hedges are clussified in cash Nows from opernting activities in the
Consolidmed Siatement of Cash Flows. Cash flows from derivatives designaied as nei invesoment hedges and derivaiives
thent o ot qualify as hedges are reponted i cash lows from investing activitics i the Consolidmed Statement of Cash
Flows. For currency swaps designated as hedges of forcign currency denominaied debi (included in the company s debi
risk managemen program as addressed in note D, “Financial Instruments,” on pages 105 through 109, cash flows
directly associsted with the settllement of the principal elemient of these swaps are reparted in pavinenis to settle debt in
cash Mows from Onancing actvities in the Consolidated Stamemem of Cash Flows,

Financial Instrumenis

In deiermining the fair value of its financial insirumenis, the company uscs a varicty of methods and assumpiions ihai are
based on market conditions and risks existing at each balance sheet date. See note I, “Financial Instruments,” on

poges 104 10 105 for frther information, All methods of assessing fir value resalt in a general approximation of valug,
and such value mary never actually be realized.

Fair Valoe Measurement

Accounting guldance defines Giir value as ihe price thai would be received o sell an assei or paid io iransler a liability in
an orderly ransaction between market participants at the measurement date. Under this guidance, the company is
redquired 1o classily certnin assets and liabilitics based on the following Fair value hierareliv:

# Lovel |—Cuioted prices tunadjusted) in active markets for identical assets of labilities that can be aceessed at the
measuremcnt date;

# Level 2—Inputs other than quoded prices included within Level | tha arc observable for the asset or lability, cither
direetly or indirecily; and

* Level i—Unobservable mpuis for the asset or liabality,
The guidance requires. the use of observable mnrket data if such daa is available without undue cost and effon.

When available, the company uses unadjusicd quoted market prices in active markets 1o measure the fair value and
classifies such items within Level 1. 11 quoted markel prices are nol available, fair value 15 based upon internally
developed models that use current market-based or independenily sourced markel parumeners such as infenest raes and
currency raies, lems valoed using imermally generaied models are classified according to (e lowest level input or value
driver that is significant o the valuation,

The determination of fair value considers various factors mcluding interest mite yicld curves and time value
underkying the fmancial mstruments. For derivatives and deb securines, the company uses a discoumed cash Mow
analysis using discouni raies commensuraie with the duration of the instrumeni.

In determiming the farr value of financial mstruments, the company comnsiders certan markel vahobon adjostments to
the “base valuations™ caloulated using the methodologies described below for several parameters that market participants
would consider in determinimg Fair value:

» Counterparty credit nsk adjustments are applicd to foancial instruments, Eking into account the actual credit risk of
a counterparty as observed in the credit defanli swap market o determing the irue fair value of such an instrumeni,

o Credit risk adjusiments are applied 1o reflect the company™s own credit risk when valuing all liabilities measured al
fair value, The methodology s consistent with that applicd in developing counterparty credit nisk adjusiments, but
incorporaics the company's own eredit risk as observed in ihe credit defauli swap market,

As an example, the fair value of derivatives is derived wilizing a discounted cash Now model that uses observable market

inputs swch as known notional value mmoums, yvield curves, gpot and forvard exclumige rates as well a3 discount mies,
These mputs relate to liguid, heavily traded currencies with active markets which are available for the full wenm of the
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derivative.

Certain financial assets are measured at Gir vilue on a nonrecurming basis. These assets include equity methaosd
ivestiments that ane recoenizzed af far value at the measurement date to the extent th they are deemed 1o be other=thme-
temporarily impaired, Certiin assets that are measured at fair value on a recumring basis can be subject to nonrecurring
fuir value measurements. These assets include availuble-for-sale equity mvestments that are decmed o be other-than-
temporarnily impaired. In the event of an other-than-temporary impairment of a financial instrumend, Gir value is
migasured using a model descnbed above.

Accounting guidimge permils the measurement of eligible Mnancial assets, Gnancial labilities and firm commitments
at fuir value, on an instrumeni=by=instrument basis, thit are otherwise nod permitted to be accounted for at fuir value
under other accounting standards. This clection is irrevocable, The company has not applied the fair value option o any
cligible assets or labilities.

Cash Equivalents

Al highly hguid investments with matantics of thees months or less ab the dae of purchase are considered 10 be cash
equivalents,

4

398/508



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

Mates to Consolidated Financial Statemenis
Intermationil Busingss Machines Corporation and Subsidiary Compianics

Markctuble Securitics

Debi secunities included in current assets represent secunitics that are expecied 1o be realized in cash within one year of
the balance sheet date. Long-term debt securitics that arc not expected (o be realized in cash within one year and alliance
cquity securities ane included in investments and sundry assels. Debt and marketable equity securities are considered
available for sale and are reported at fair value with unrealized gains and losses, net of applicable tixes, in OCL The
realized pains and losses for available-for-sale secuntics are included in other (income) and expense in e Consolidared
Suzlement nFE.'u'nings_ Realired gams and losses are calculated based on the specific identification method,

In determining whether an other-than-iemperary decline in market value has occumred, the company considers the
duration at, and exient 1 whicly, the fair vitue of the investent is below s cost, the Gnancial condition and near-term
prospects of the issuer or imderlying collateral of a security: and the company”s mtent and ability 1o retain ihe sccurity in
arder to allow for an anticipated recovery in fir value, Other-than-temporary declings in fair value from amoerized cost
for weailable-for-zale equity and debt secunties thin the compary intends to sell or would more likely than not be
requeired 10 s¢ll before the expecied recovery of the amantized cost bisis are charged 1o other (income ) and cxpense in the
period in which the loss occurs, For debt securinies that the company las no ivtent 1o sell and believes that it more Likely
than not will nol be required 1o sell prior to recovery, only the credit loss companent of the impainment is recognized in
other (income) and cxpense, while the remmining loss is recognized in OCL The credit loss component recognized in
otler (income) and expense is identificd as the amound of the principal cash flows not cxpecied o be received over the
remaining termi of the debt securnity as projected using (e company’s cash Now projections.

Inventorics

Baw materials, work in process and fnished poods are staied at e bower of average cost or market. Cash Nows reluted
to the sale of inventorics are reflecied in net cash provided by operating activitics in the Consolidated Statcment of Cosh
Flows.

Allwwanee for Creldil Losses

Recervables are recorded concurrent with billing and shipmem of a product and‘er delivery of o service 1o cusionsrs. A
reasonable estimate of probable net losses on the value of customer receivables is recognized by establishing an
allowance for credil losses,

Notes and Accsunis Receivable—Trude

An allowanee for uncollectible trade receivables s estimated based on a combinnion of write-ofl history, aging analysis
and any specific, known troubled accounts,

Financing Receivables

Financing receivables include sales-type leases, dincct finuncing leases and boans, Leases are accounted for in accordance
wilh lease accounting standards. Loan receivables are financial assets recorded m amonized cost which approximates fair
value. The company determines its allowances for credit losses on financing receivables based on two portfolie
sepments: lease receivables and loan receivables. The coajiany funher segments the portfolio o two classes: major
markets and growth markets,

When c:::.lu:uluh'ng the allowances, the company considers iis ability to mitigate a potential loss by repossessing leased
equipment and by considenng the current fair market value of any other collateral. The valwe of the equipment 15 the net
realizable value. The albowance for credit losses for capital leases, installment sales and customer loans includes an
assessment of the entire balance of the capital lease or loan, including amounts not vet duc, The methodologics that the
company nses o caleulate its recervables reservies, which are applied consistently 16 its different porifolios, are as
follows:

Individually Evalented—The company reviews all inancing reccivables considered m sk ona quarterly basis, The
review primarily consists of an analysis bised upon curvent imfonmation aviilable about the client, such as financial
siatements, news reports, published credin ratings, curremt markei-implicd credit analysis, as well as the current economic
environment, collaterial net of repossession cost and prior collection history. For loans that are colliteral dependent,
imgpairmeni is measured using the fair value of ihe collateral when foreclosure is probable. Using this infonmation, the
company determines the expected cash Now for the receivable and calculates an estimite of the potentinl loss and the
probability of less. For those secounts in which the loss 15 probable, the company records 2 specific reserve,

Callectively Evalunted—The company records an unallocated reserve that is caloulated by applying a reserve e 1o its
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different ponfolios, excluding accouns that have been specifically reserved, This reserve rate is based upon credil rating.,
probability of defiult, term, characteristics (lease/loan) umd loss history, Factors that could result in actuil receivable
losses that are mynerially different from the estimated reserve include sharp changes in the cconomy, or a significant
change in the economic health of o particular client dun represents a concentrion in the company’s receivables
ponfolio.

Oiher Credii-Related Policies

Man-Acerul—Cenain receivables for which the company has recosded a specific reserve may also be placed on non-
accrul stius, Mon-accrual asscls are those receivables (impaired loans or nonperforming leases) with specific reserves
and other aceoums for which it is likely that the company will Be unable to collect all amoums due according 1o oniginal
terms of the lease or loan agreemend. [ncome recognition is discontinued on these receivables. Cash collections are first
applicd as a reduction 1o principal euistanding, Any cosh received in excess of principal payments outstanding is
recognized as inlerest income. Recelvables may be removed from non-acerual siatus, ifappropeiare. based upon changes
im glient circumsiances.

95
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Write Off —Receivable losses are charged agaimst the allowance when management believes the uncollectibility of the
receivable is confirmed. Subsequent recoverics, if any, are credited o the allowance.

Past Due—The company views receivables as past due when payment has not been received afier 90 days, measured
[eoisn the ongingl billing die.

Impaired Loans—As stmed above, the company evaluates all financing recervables considered at-risk, meluding loans,
for impairment on a quarerdy basis. The company considers any loan with an ind:i\lidnull:.' cvalumed reserve as an
impaired boan, Depending on the level of impairment, loans will also be placed on non-zccruad SGs 18 appropriale.
Clicnt loans arc primarily for software and services and are unsecured, These loans are subjected to credit analysis o
eviahumie e associsted risk and, wlen deemed necessary, sctions are tiken to mitigate risks in the boan agrecments wiich
include covenants o protect against credit deterioration during the life of the ebligation.

Estimated Residual Values of Lease Assets

The recorded residual values of lease assets are estimated at the inception of the lease (o be the expected fair valee of the
asseis al the end of the lease werm. The company perrodically reassesses the realizable value of its lease residual values.
Any anticipated increascs in specific future residual values are not recognized before realization through remarketing
efforis. Amticipated decreases in specific fuiwre residual values that are considered o be other-ilan-icmporary are
recognized mmmedistely upon wentification and are recorded as an adjustment 1o the residual value estimate. For sales-
type and direct-financing leases, this rediection lowers the recorded net investment and is recognized os o loss charged to
Mnancing income in the period i which e cstimate is changed, as well as an adjustment 1o uncamed income 1o reduece
future-peried financing income.

Common Stock

Commaon siock refers (o the 5,20 par value per share capital siock as designated in the company "s Centificate of
Incorporation. Treasury stock 15 sccounted for using the cost method. When treasury stock 15 reissued, the value i
companied and recorded using a weighted-average basis,

Earnings Per Share of Common Stock

Eamings per share (EPS) is computed using the two-class methed, The two-class method determines EPS for cach class
of common stock and participating securitics according to dividends and dividend cquivalents and their respective
panticipation righis in undisiribuied camings. Basic EPS of common siock is computed by dividing net income by the
weighted-overage number of cotmmon shares outstanding for the penod. Diluted EPS of common stock is computed on
the basis of the weighted-average mimber of shures of common stock plus the efTect of dilutive potential common shanes
outstanding duning the period using the ireasury stock method. Diluteve poaential comanon shares include oustmding
stock options, stock awards and conventible notes,

NOTE B.
ACCOUNTING CHANGES
New Standards to be Implemented

In May 2014, the Finpncial Accounting Standards Board (FASB) issued puidance on the recognition of revenue from
contracts with customers. Revenue recognition will depact the transfer of promised goods or services 10 cus1omens in
amount that reflects the consideration 10 which the entity expects o be entitled in exchange for these goods or services.
The guidance also requires disclosures regarding the natare, amount, iming and uneermny of revenue amd cash Nows
ansing from coniracis with cusiomers. The guidince permils two methods of adoption: retrospeciively (o cach prior
reponing period presented, or retrespectively with the cumulative effect of ininially applying the gukdonce recognized al
thie date of initial application. The guidance is elfective January 1, 2017 and early adoption is nol permitted, The
company is cumently evaluming the impact of the new guidance and the method of adoption,

In April 2014, the FASB issucd guidance that changed the criteria For reporting a discontinued operation. Cinly
disposals of 1 compoment that represents a sirutegic shaft that has (or will have) a major effect on an colity’s operations
and financel resulls is a discontinued operaiion. The guidance also requires expanded disclosures about discontinwed
operations and disposals of a significant pan of an entity that does wol qualily for discontimeed operations reporting. The
gubdnnce is effective Januwary 1, 2005 with carly adoption permitted, bt only for disposals (or classificnions as held for
saled than have not been reponted in previously-issued fnancial statements. The company will adopt the new guidance on
January 1, 2015, The impasct 1o the company will be dependent on any potential transsction that is within the scope of 1he
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new guidimnce.
Stundards Implemented

In July 2003, the FASB issued guidance regarding the presemation of an unrecognized tax benefit when a net operating
loss carryforward, & similar tax loss, o 2 fax credit camyforward exists, Under certain circumstances, unrecognizagd tix
benefits should be presented in the financial stiements as a redoction fo a deferred 1 asset for a nei operating loss
carryforward, a similar tax loss, or a tax credit carryforward. The guidance was effective January 1, 2004, The guidance
wis a change in Minancial statcment presestation anly and did not have 3 material impact in the consolidaed financial
resulis,
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In March 2013, the FASB issued gubdance on when foreign currency irmslation adjustments should be released 1o net
income. When a parent endity ccascs to have a controlling financial interest in a subsidiary ar group of asscts that is
business within a foreign entity, e parent is required io release any related cumulative translation adjusiment inte nei
income. Accordingly, the cumulative translation adjustment should be released ivo net income only if the sale or ransfer
resatls in the complete or substantially complete liguidmtion of the foreign entity in which the subsidiary or group of
assels had resided. The guidance was effective January 1, 2014 and did not have a material impact in the consolidated
financial resulis.

In February 20013, the FASB issued puidance for the recognition, measurement and disclosure of obligations resulling
from joinl and several liability arrangemems for which the wial amount of e obligation witlin the scope of the
gubdance is fixed at the reporting date. Examples include debt armngements, other contracieal obligations wnd scuiled
litigation matters. The purdance requires an entity Lo measure such obligations as the sum of the amount tat the
reponting entity agreed (o pay on the basis of its ammangement mmong its co-obligors plus additional ameunts the reponing
enity expeets to pay on behall of is co-abligors. The guidance was effective January 1, 2004 and did not have o matenial
impact in the consolidated financial resulis,

In Februgry 2013, the FASB issued additional guidance regarding reclassifications out of AQCL The guidance
redquires cntities to report the effect of sipnificant reclassi fications out of ACCT o the respective line Hems in el income
wnlbess the amounts arc nof reclassificd in their enfirety {0 net income. For amounts that are not required (o be reclassificd
im their ennrety 1o net income in the same reporting period, entities are requined 1o cross-relerence otler disclosures that
provide additional detail nbout those nmounts. For the company, the new guidonce was effective on o prospective basis
for all interim and anmual periods beginning January 1, 2013 with early adoption permitied. The company adopied the
gusdance in its December 31, 2012 fnancinl stements. There was no impact i the consolidated (mancinl results as the
guidance related only to addiional disclosures.

In July 2012, the FASB issued amended guidance that simplifics how eniitics test indefinite-lived intangible asseis
otber than goodwill for mparmenl. Afer an assessment of certain qualitative Gxctors, il is determined (o be more
Tikely than vot thit an indefnitg-lived imangible asset §s impaired, entities must perfoom the quantitative inpainment 1est.
Otherwise, the quantitative 1est 15 optional. The amended gudance was effective for anmual and interim unpainment tests
performed fior fiscal years beginning after September 15, 2002, with early adoption permitied. The company adopted this
gubdance for its 2002 impairment westing of indefiniie-lived imangible asseis performed in the founh quarier. There was
no impact in the consolidated financial resulis.

NUTE CI-
ACQUISITIONS DIVESTITURES
Acquisitions

Purchase price consideration for all acquisitions, as reflected in the tables in this note, is paid primarily in cash. All
acquisitions are reponed in the Consolidied Suement of Cash Flows et of acquired cash and cash equivalems,

2014
In 2004, the company completed six acquisitions at an aggregate cost of S608 milion.

The Software segment completed acquisitions of five privately held companies; in the first quaner, Aspera, Inc.
{Aspera) and Cloudant, Ing. (Clowdant); in the second quarter, Silverpop Systems, Inc. (Silverpoph and Cognea Group
Piy LTD {Cognea); and in the third quarier. Crossidens Srl (Crossldeas). Global Teclnolopy Services (GTS) completed
anc goquisition: in the third quarter, Lighthouse Scourity Group, LLC (Lighthousc), a privately held company.

The following table reflects the purchase price related 10 these acquisitions and the resulting purchase price
allecations as of December 31, 2014:

2014 Acquisilions

(5 in millons)

Amuriisation Total
Life (im ¥varsh A iuisitions
Current assels 5 56
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Fixed asselsmoncurrent issets 39
Intangible assels
Goodwill NiA 442
Completed rechnology 57 68
Client relationships 7 by
Patenis/irademarks 1—7 18
Total assets acquired Tir
Current liabilities (26)
Moangurremt liabilitics (67)
Total ligbilitics nsswmed (3}
Total purchase price 5 ol

M/ ANt applicable

Eagh acoquisition further complemented and enhanced the company™s portfolio of product and services ollferings.
Aspera’s technology helps make cloud computing faster, more prediciable and more cost effective for big datn transfers
siich a5

a7
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enterprise storage, sharing vinual images or accessing the cloud for mcreased computing capacity. Cloudant will extend
the company s mobile and cloud platform by cnabling developers 1o casily and quickly create next gencration mobile and
Web-based applicmions. Silverpep is a provider of cloud-based capabilitics that deliver personalized customer
engagemes in highly scalable environments. Cognea offers personalized anificial intelligence capabilitics designed to
SOTVE a5 an infuitive imerfaee between hinman users and data-driven mformution. Crossldeas delivers next-gencration
identity and access povernunce capabilitics o help mitiginte sccess risks and sceregation of duty vielations. Lighthouse is
a provider of cloud-cnabled managed idenuty and access management solulions,

The overall weighted-average life of the identified amortizable intangible assets aoquired is 6.5 vears. These identified
intangible assels will be mmortized on a seraight-line basis over their useful lives. Goodwill of $442 million has been
assigned to the Software (5430 miatlion) and Global Technology Services (511 million) scgments, [t is expecied that
approximalely | percent of e poadwill will be deductible for tax purposes. All acquisidons were for 100 pereent of the
acquircd companics,

0
In 2003, the company completed 10 acquisitions at an aggregme cost of 53,219 million,

Sofilayer Technologies, Inc, (SofilLayer)—On July 3, 2013, the company compleied ihe acquisition of 10K percent of
the privately held company, SefiLaver, & cloud compating infrastructure provider based in Dallas, Texas for cash
consideration of 51,977 million, SoftLaver joined the company's new cloud services wnit, which combined SoftLaver
with [BM SmanCloud o a global platform, Goodwall of 51285 million las been assigned to the Global Technology
Services (31,246 million) and Software (339 milliony segments. At the acquisition date, it was expected that nang of the
goodwill would be deducuble for tux purposes, The overall weighied-sverage useful life of the idenified ntangible
assets acquired is 7.0 years.

Other Acquisitions—The Software scgment completed acquisitions of cight privatcly held companies: m the first quarier,
Stored 1) g, {S1orediO) and Star Analytics, lise. (Star Analviics); i the second quaner, UrbanCode Ine. (UrbanCode):
and in the third quarter, Trusteer, Lid. (Trusteer) and Dacja Image Systems, Lid, (Dacja); and in the fourth quaner,

Xiifv, Ing, (Xtify), The Now Factory and Fiberlink Commusications (Fiberlink), Svstems and Technology (STG)
completed one acquisition: in the third quearter, CSL lnternational (CSL), a privately held company. All scquisitions in
2003 were for 100 percemt of the acquired companics.

The following 1able reflects the purchase price related 1o these acquisitions and the resulting purchise price
allocations as of Decomber 31, 20013,

2013 Acquisitions

(%5 in millions )

Amsriization Hher
IJfr’Il 'I'ﬂn] Mh‘I.lt!r M’ﬂthhm
Current asscis 5 T 97
Fixed asseis/noncurrent asseis i) 41
Intangible asscis
Croodaall WA 1,285 Wil
Compicied 1echnology -7 M 151
Client relationships 6—7 45 a7
In-process R&ED NIA 2
Patenis/irademarks 27 75 12
Total assets acquired 2277 1,4
Cwrrent Liabilities (56) {613
Moncurreml lnbilitics (244} {115}
Total liabilities pssumed {0} [ 163)
Total purchase price § 1977 S ],242

WA~—Not applicable

a8
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In addition 1o SefiLayer, each acquisition funther complemented and enhanced the conpasiy’s porifolio of product and
services offerings, The acquisition of Stored[C) advances the company s effons to help clicnis derive value from big data.
The combination of ike company s and Siar Analytics' software advances the company”s business analyiies initiatives.
UrbanCode automates the delivery of software, helping businesses quickly release and update mobdle, social, big data
and cloud applicmions, CSL deepens the consolidation cloud capabilitics by offering simplificd managgement of the
virtualization envirommenl. Trusicer extends the company's dia sccurity capabilities funther into the cloud, mobile and
end-point security space. Dagja delivers soltware that helps emplovees across all industries, espeeinlly data inlensive
ones such as bankmg, insuranee and healtheare, get fster acoess 1o eritical business information, and complemenis the
company’s big data capabilitics. X1ify is a leading provider of clowd-based mobile messaging tools that help
organizations inprove mobile sales, drive in-siore iralTic and engage cusiomers with personalized offers. The Now
Factory is a provider of analytics software that helps communications service providers (CSFPs) deliver better cusiomer
expericiees and drive new reveniie opporubities. Fiberlink is a mobile management and secufily coinpany, (lal suppons
e company s expanding vision for enterprse mobility managenient, which encompasses secure transactions belween
busitkesses, pariners, and customers.

For the "Chher Acquisitions.” the overall weighted-average life of the identified amortizable imtangible assels acquired
is 6.6 years. These identified meangible assets will be amortized on a straight-line basis over their useful lives. Goodwill
of 5961 million las been assigmed 1o 1he Software (3948 milliond and Sysiems and Technology (513 million) segments,
Al the acquisition dates, il was expected that approxinuiely 2 percent of the poodwill would be deductible or Lax

purposcs.
iz
I 2002, e company completed 11 acquisitions at an aggregate cost of 33,9464 million,

Kenexa Corporaiion (Kenexay—COn December 3, 2002, the company compleied the acquisition of 104 perceni of
Keenexa, @ publicly held company, lor cash considertion of 51,351 million. Kenexa, a leading provider of recruitmg and
falent management solilions, brings & unique combination of ¢loud-based echnalogy and consulting services that
imtegrates both people and processes, providing solutions 1o engage a smarter, more elfcctive workforee across their st
critical business functions. Goodwill of 51,014 million was assigned to the Software (3771 million) and Global
Technology Services (GTS) (3243 million) segments. As of the acquisition date, it was expected that approximately 10
percent of the goodwill would be deductible for tax purposes. The overall weighted-average useful life of the identificd
inangible assets scquired was 6.5 yvears.

Other Acquisitions—The Sollware sepiment dlso completed enghi other acquisitions: n the first quarter, Green Hal
Software Limited (Green Hat), Emptoris Ing, (Empioris) and Worklight, Ing. (' Worklighr), all privately held companics,
and DemandTee, Inc, (Demand Tee), a publicly held company; in (ke second quarter, Varicen Software [ne. (Varicenn,
Wivisimo Inc. (Vivisimo) and Tealcal Technology Inc. {Tealeaf), all privately held companies; and in the third quarter,
Bumerfly Software, Lid. (Butterfly), a privately held company, STG completed two acquisitions; in the Airst quarter,
Platform Compating Corporation (Platfiorm Computing). a privinely held company: and i the third quarter, Texas
Mcm Sysiems {TMS), a privincly held company. All acquisitions in 2012 were for 100 percent of the acquired
companies.

The table below reflects the purchiase price relued 1o these scquisiions and the resulting purchase price allocations as
of December 31, 2012,

2012 Acquisilions

(S in millians)

Amssrtlzatlon (hber
Ikl {im ¥ oears) Kenesa Avgubsithnns
Chrrent assels 5 1331 % 27
Fixed asseis/noncurreni isscls a8 217
Iniangible assels
Giopdwill NiA 14 1 580
Completed technology 3=7 164 403
Client relationships 4—7 179 144
In-process R&D NiA — 1
Patenis'irademarks 1—7 19 7
Total assets acquired 1,632 3,020
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(11 (143)
i | 48) (264}
(241} (407
5 1.351 § 2613
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Each acquisition furiher coniplemenied and enhanced the computiy*s portfolio of product and services offerngs. Green
Hat helps customers. improve the quality of software applications by enabling developers to use clowd computing
iechisologics 1o conduci iesting of a software application prior to iis delivery. Empioris expands the company's cloud-
based aualviics offerimgs (hat provide supply cluin intelligence leading to beiter imvemary mmsgement mnd cost
efficiencics, Worklight delivers msobile application managemsent capabilities 1o cligms across 4 wide range of industnes,
The scquisition enhunced (e company”s comprehensive mobile portfolie, which is designed 1o help global corporations
levernpge the profiferation of il imobile devices—Irom laplops and smanphones 1o iablets. Demand Tee delivers ¢loud-
bused analviics software 1o help ofpaniestbons improve their price, prométion and product mix withm the broad contexn
of ememprise commerce. Varicent”s soffwane mnomaics and analyres dot across sales, finance, huiman resources and 1T
depanments 10 uncover rends and oprimize sabes performance and operatbons. Vivisimo softwire aniomares the
discovery of big daty, repardiess of its formal ar where i resides, providing decision mukers with a view of key busincss
iniforkalion Hecessary 10 drive new iniliatives. Tealeal provides o full il of Cugiomer expenichcs muna@e e
software, which anulyees interactions on websites msd mobile devices, Butterdly offers stemge phaming software and
SerLge migralion wols, helping compames sove storage space, operatiomal time, 1T budgel and power consumgion.
Plaforms Computing's focused technical and distibated compating managenent soflware helyps clicnis create, inicgrae
and manage shored compoting covironmens that are used in compate-and-daa intensive applications such as
simutlations, compuater modeling and analviics. TMS designs and sells ligh-performunce solid staie siormge solutions.

Far the “Other Acgusitions,” (he overall weighted-average life of the identifed mmoftizable itlangble assels stquired
is 6.0 yours. These identified imungible assets will be amonized o a siraighi-line basis over their usehl lives, Goodwill
of SR80 million was assigied 1o e Software (51,412 nullion), Global Business Services (GBS (S5 million), GTS
{521 million) and 5TG (5443 million) segments. As of the scquisition dates, il was expected tha approximaicly 15
percent of e poodwill would be deductble for tx purposes.

Divestilures
2014

Mizroelectronics—On Ociober 200, 2004, |BM and GLOBALFOUNDRIES announced a definitive agrecment i which
GLOBALFOUMDRIES will acquire the company’s Microclecironics business, including existing semiconducior
nanulactunng assets wid operations in East Fishkill, New York and Essex Junction, Vernmont. The commercial OEM
business to be acquired by GLOBALFOUNDRIES includes custom logic and specinlty foundry, manufacining and
relaied operations.

The cosipanies have also agreed 1o a 10 vear exélusive mmanulustunng sourcing agreeimeil i wihich
GLOBALFOUNDRIES will provide server processer semiconductor technalogy for use in 1BM Sysicms, The dgresmen
provides e company with capacity and mnrkel-based pricing for current semiconductor nodes in production ancd
progression to nodes i the future for both development mnd production needs. As part of the trumsaction agrecment, the
company will provide GLOBALFOUNDRIES with comain tmmsition services, inclding IT, supply chain, packaging and
est services and lab services. The fiitkal term for these trssiion services is one o three veurs, with
GLOBALFOUNDRIES having the ability to rengew,

The truasaction will be completed as som s is practical, subject w the satisfuction of regulatory requircimenis.
customary closing conditions and any other required approvals. The transaction 5 expecied 10 close in 2015,

In the thard quarier of 2014, the company recorded a pre-tax charge of $4.7 billion relsed o the expecied sale of the
Microclecironics disposal proup, which was part of the Sysicmns and Techiobogy reporiable sepment. The pre-tix charge
rellected the fur vatue less the estinuied cost of sclling the disposal group including wn impairment 1o the semiconductor
Tong-lived asseis of $2.4 billion, 1.5 billion sepresenting ithe cash consideration expecied to be fransferred (o
GLOBALFOUNDRIES and 50.8 bitlion of other related costs. The assel impainment was reflected in progerty, plam ind
equipment, net and the other estimated costs of disposul were refected i other accrued expenses and liabilitics and other
Tabilides m the Consalidaied Siatement of Financial Posinon w September 30, 2014, These estiimles may be wdjusted,
and the company may incer additiona] charges prior (o the closing of the imnsaction, All assets and liabilitics of the
busitess are reponied as beld for sale ai December 31, 2014, The cash consideration is expecied 1o be ransfermed over
three years with 5750 million tmnsferred of the closing date. The actual net cash relsted to the transaction will be
adjusied by ihe amount of the working cipiial due from GLOBALFOUNDRIES. estimaicd 1o be S200 milleon.

Reporting the retited assels and liabilitgs miteally a5 held for siale o Sepiember 30, 2004 was based on meetg all of
il ceneria for such reporting in (e applizable sccounting gudance. While the company mel ¢énain ¢riteria for beld for
sale reponing in prior periods. it did not meet all of he critenin uniil Seprember 30, 2004, In addition, 1 September 30,
2014, the company concluded thin the Microeleeironics business met the criteria for discontinued operations reperning
The disposal group constitutes o companent nnder accounting guidance. The continuing cash inflows and ontflows with
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the discontinued compatsent are related to the manufacturing sourcing arrangement and the transition, packaging and
test services. These cash (lows are not direct cash Mows as they are not significant and the company will huve nio
signi ficant contimiing involvemen,

Motes to Consolidated Finnncinl Statemenis
Intermational Business Machines Corporation and Subsidiary Companics

Summirized Nnancial informuadion for discontinuecd operations is shown below.

{5 in millicns)

Far the year ended December 31: 2014 2013 pIITH
Total revenue 5 1335 § 1384 § 1633

Loss from discontiiued operntions, before tax (619) {720 (63K}
Loss on disposal, before tax {4,726) -

Total loss from discontinued operations, before income axes (5,346) (720 (63K}
Provision {benelit) for income laxes {1.617) (333) {243}
Liss from discontinued operations, net of tax 5 (3,729 § (304) § (305

The assets and liabilites at December 31, 2014 presented below are classified as held for sale

(5 in millions)

At December 31 2004 FITE]
Assels:
Accounts receivalble 5 M5 = 16
Inventory 380 a8
Property, plant & equipancnt, net — 230
Other assels 92 il
Tistal nssets 5 717 5 3,059
Liabilitics:
Accounis payvahle 5 177 & 172
Deferred income 87 84
Other liabilitics 163 20
Tistssl lahilities 5 427 % 276

Industry Stndard Server—Om January 23, 2014, IBM and Lenovo Gmup Limited {Lenovo) announced a definitive
agreement i which Lenovo would acquire the company's industry standard scrver portfolio for an adjusted purchase
price of 52.1 billion, consisting of approximately $1.8 billion in cash, with the balance in Lenove common stock. The
stock represented Iess than 5 percent equity owmership in Lenovo, The company would scll 1o Lenovo ils Sysiem x,
BladeCenter and Flex Svstai blade servers and swilches, x86-based Flex infeprated svstems, NeXiScale and iDuataPlex
sgrvers and associmed sofiware, blade networking and mainienance opertions,

1BM and Lenovo have entered into g stracgic relationship which will inchede & global OEM and reseller agreement
for sules of IBM s industry-leading entry and midrange Storanze disk storage systems, tape storage systems, General
Paralle] File Sysiem software, SmunCloud Eniry offening, and elemenis of IBMs system sofiware, including Sysiems
Director and Platform Computing solutions. Effective with (s imitial closing of the irmsaction, Lenovo has assumed
related customer service and mainienance operations, 1BM will continue to provide mainienance delivery and warraniy
serviees on Lenova’s behall for an extended period of nime, In addition, as pant of the wransaction agrecment, the
company will provide Lenove with certain transition services, including 1T and supply chain services. The initial term
for these trnsition services ranges from less tan one vear o thiree vears, Lenovo can renew certain services for an
additional year.

The transaction will be completed in phases, The initial closing occurred on October 1, 2014, A subsequecnt closing
occurmed in most other counirics in which ihere was a lirge business footprini on December 31, 2004, The remaining
countrics are expected 1o close m carly 2005,

The company expects to recognize a 1otal pre-tix gain on the sale of approximuely $1.5 billion, which does nom
im¢lude associated costs related 1o transition and performance-based costs. Net of these charges, the pre-tax gain is
approximately $1.2 billion, of which £1.1 billion was recorded in the fourth quarier of 2014, The balance of the gain is
expected to be rocomized in 2019 upon conclusion of the maintenance delivery agreement,
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The company s industry standard server business is reporied in the Systems and Technology segment, and the
associnled maintenanee operations are par of the Global Technology Serviees segment, In 200 3, this combined business
diclivered approximately $4.6 billion of revenue and was cssentially breakeven on o pre-1ax income busis.

The classification of the industry standard server business as held for sale a1 Scpiember 30, 2004 was based on
miecting all of the criteria for such classification in the applicable accounting guidamce. While ihe company met certain
critenia for held for sale clussification in prior peniods, it did not meet the criteria that the disposal group was available for
immediate sale in its present condition wumil Sepremiber 30, 2004, Prior 1o that date, the company was engaged in the
regulatory review process and in the activitics necessary 1o separste the tngible asscts and prepare such asscts for sale,
Al December 31, 2004, the assets and liabilites remaining as held for sale were immaterial,

Im adclition, at September 30, 2004, the company concluded that the industry standard server systems business did not
mieel the eriteria for discontinsed operations reporting. The disposal group consisis of the industry standard server
sysiems business and associged mainicnance operations, The industry stindard server sysiems busingss constituics a
componenl under accounting puidance, while the malnlenance operations do nol meel the definition of a component. Due
to the significance of the continuing cash Mows with the disposal group after the ransaction closes, the company did not
meet the erteria 1o report the industry standard server svsiems busingss as a discontnued operation.

1
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Others—On June 30, 2014, the company completed the divestires of its solidDB suile of products 1o UNICOM
Systems, Inc. and its Human Capital Manngement business line in France 1o Sopra Group.

On August 31, 2014, the company completed the divestiture of its Cognes Finance product 1o UNIOOM Systems, Inc.

On Scplember 30, 2004, the company completed the divestinres of its IMS Tools Suite of producis 10 Rockel
Soltware, Inc., ns Sterling Transporation Management System (o Kewill Ing., and its ILOG JViews and Elixir
Wisualization products 1o Rogue Wave Sofiware, Inc,

Om December 31, 2014, the company compleied the divestiture of its Focal Point and PorifyPlus product suiie 1o
UNICOM Systems, Inc,

All of the above transactions closed in 20014 and the Nnancial 1erms related o these ransactions were nol material,
Owverall, the company recorded a pre-tax gain of $132 million relyted to these trunsactions in 2014,

2013

Customer Care—On Sepember 10, 2013, IBM and Y NNEX announced a definitive agreement in which SYNNEX
would acquire the company’s worldwide customer care business process oulsourcing services business for 501 million,
consisting of approximuicly 3430 million in cash, net of balance shect adjustments, and 571 million in SYNNEX
conungn stock, which represented less than § percent equity ewnership in SYNNEX. As pan of the transactio,
SYNMEX entered into a multi-year agreement with the company, and Concentrix, SYMNEX s oulsourcing business, has
Beeome an IBM striegic business pariner for global customer care business process oulsourcing services.

The initial closmg of the transaction was completed on January 31, 2014, with subsequent closings ocounng i 2014,
In the fourth quarter of 2014, the company continued 10 work toward resolution of the roquired final balance sheet
adjustments, A charge in the amount of S 1 million was recerded 1o reflect the expecied resolution. For the full year of
2014, the company recorded a pre-lax gain of 5202 million related (o this transacteon.

Others—In the first quaner of 2003, the company completed the divestiture of i1z Showease Reportiing product set to
HelpSystems, Showease Reporting. which was acquired by the company through the SPSS acquisition in 2009, is an
enterprise-class hasiness intelligence platform tun enables customers (o build and manage analytical reporting
COVITONmMEnis,

In the Tounh quarier of 2013, the company compleied iwo divestitures, the Applicarioni Coniabili Gestionali (ACG)
business and the Cognos Application Development Tools { ADT) business.

The ACG business was purchased by TeamSystem. The ACG product is an Ialian Enterprise Resource Planning
solution for small- and medinm-sized companics. The Cognos ADT busingss was purchased by UNICOM Systems, Ing,
The Cognos ADT product suite represents a begacy fumily of products that provide application development
environments that would crable programmers to develop COBOL applications at a higher productivity level,

Financial terms of cach ransaction did not have a material impact in the consolidated fnancial resulis
iz

Retail Stores—Cm April 17, 200 2, the company annewnced that it had signed o delinitive agresmient with Toshibyg TEC
for the sale of its Retail Store Solutions business. As part of e transaction, the company agreed 1o transfer the
maintenance business 1o Toshiba TEC within three years of the ariginal closing of the transaction.

In the founil quarier of 200 4, ihe company compleied the fourih phase of ile transfer of the mainienance workforce 1o
Toshiba. A subsequent wave closing is scheduled 1o be completed in the frst quarier of 200 5. The parts and inventory
transfer to Toshibi will comunence in the first quarier of 20015 and is expected 1o be completed by the thind quarter of
2015, The workforoe transfer and an assessment of the ongoing contraciual terms of the overall transacnon resulted in
the recognition of an additiona] pre-tax gain of $6 million in the founh quarter of 2014,

The company ¢xpects 1o close the final phase of the divestiture in the third quarter of 2005, Overall, the company
expecis Lo recognise a cumilative fotal pre-tax gain on the sale of approximmely $317 million, of which $511 million has
been recognized through December 31, 2014,
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NOTE D
FINANCIAL INSTRUMENTS

Fair Value Measuremenis
Financial Assets and Linbilitics Measured at Fair Valoe on g Recurring Basis

The following tables presemt the company's financial assets and financial liabilities that are measured ot fair value ona
recurring basis sl December 31, 2004 and 2013,

(5 im millions)

Laevel | Level 2 Level 3 Tutal
At December 31, 20014: e
Assets
Cash cquivalents (1)
Time deposits and certificates of deposii 5 — 5 3517 § — § 3,517
Commercial paper —_ Tod - 764
Monev markel funds 662 — — 62
U5, govemmeni securitics —_ 410 _ 410
Other securities — h — i
Total il 4697 — 53595}
Debi securities—ioncurrent( 2) 1 ] — 9
Trading security investmenis{ 2y T4 — — T4
Available-for-2ale equity investments(2) 243 — — 143
Derivitive assets(3)
Interest rale comiracts -— 633 - 633
Forelen exchaige contracls —_ 775 — 775
Equity contracts — 4 — 24
Total — 1,432 — 1,432}
Tistal nssets 5 J80 5 6,038 5 ] T.118(0)
Liabilitics
Derivative liabiliticsid)
Foreign exchange contracis —_ 177 — 177
Equily contriis — 19 _— 19
Total lHabilities 5 — 5 196 5 = X 19}

(1 Included within cash and cash equivalents in the Consolidated Statement of Financial Position.

{2y Included within investmients and sundry assets in the Consolidated Statement of Financial Position.

(33 The gross balances of denvative asseis comtained within prepaid expenses and other current asscts, and investiments
amd sundry asseis in the Consolidaled Statement of Financial Position at December 31, 2004 were $751 million and
5681 million, respectively,

{4y The gress balances of derivative liabalities contamed within oter acerued expenses and lubilines, and other
liakilities in the Consalidated Sitement of Financial Position a1 December 31, 2004 were $163 million and 531
million, respectively.

{53 Available-for-sale securitics with carmying values that approximate Gair vithwee,

(63 Il derivative exposurcs covered by a qualifiving master netting agreement had been netied in the Consolidaed
Statement of Financial Position, the toial derivative assel and liability positions would have been reduced by 597
million each.
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{5 in millions)y

Level i Level 3 Level 3 Tutal
Al December 31, 2013:
Assels
Cash cquivalents (1)
Time deposits and ceri ficates of deposil - — 5 4754 8 — % 4.754
Commercial paper — 1.507 —_ 1,507
Monev market funds 1,728 = = 1,728
Oher securities — B — ]
Toial 1.72% 6,265 = 79700}
Diebi securities—eurrenti2) — 150 — 1500)
Dbt secuntics—noncurrenti 3) 1 Fi — 4
Available-for-sale equity ivestiments(3) 18 - 18
Denivitive assets(4)
Inieeest rale Comeacs - 08 - 0w
Foreign exchange contracis — 175 — 375
Equity contrcis — 3t — Kl
Total — 719 — T1HT)
Tustal nssets - 1,747 % 7345 § — § S.0920T)
Liahilities
Derivative labilities(5)
Interest mie comimcts 5 — 5 13 8 — § 13
Foreign exchange contracis — 454 — 454
Equaty contracts — 4 — 4
Total liahilities § —_ 5 0] 5 — £ S00(T)

{1y Included within cash and cash equivalents in the Consolidated Stuuement of Financial Position.

{2y Commercial paper and cenificates of deposin reported as marketable secunities in (e Consolidated Statemenm of
Frouncinl Position,

(33 Included within invesiments and sundry assets in the Consolidated Statement of Financial Position,

{4 The gross balances of derivative assets contained within prepaid expenses and other current assets, and investments
i sundry assets in the Consolidated Statement of Financial Position at December 31, 2003 were S318 mallion and
S401 milleon, respectively.

(53 The gross balances of derivative liabilitics contained within other accrucd expenses and liabilities, and other
Tabilities in the Consolidated Statement of Fmancial Posiion at December 1, 200 3 were 8375 million and 5126
million, respectively.

(6 Available-for-sale secunties with cammving values that approximate Gar vialue,

{7y If derivative exposures covered by i qualifying master netting agreement had been netted in the Consolidated
Statement of Financial Position, the 1otal derivanve asset and lability positions would luve been reduced by 5251
million each.

During the year ended December 31, 2014, the company ransferred trading seounty mvestments vidwed a1 874 oullion
from Level 2 1o Level | duc to the expiration of cernain regulatory resirictions, There were no transfers between Levels |
and 2 for the yvear ended December 31, 20013,

Fimancinl Assets and Liabilivies Yot Measured at Fair Value

Short-Term Receivables and Payables

Motes and other accounts receivable and other investments are financial assets with carrving values that approximaie fair
vilue, Accounts payable, other accrued expenses and shori=term debt (excluding the current portion of long-term debt)
are financial liabilities with carrying values that approximaie Gir value, 17 measured a1 Fair value in the financial
statemenis, these Mnancial instruments would be classified as Level 3 in il fair value hicrarchy.

Lasns wnel Long-Term Receivables

Fair values are based on discounted Muure cash Mows using currem interest rates offered for similar loans 1o clients with

similar credin rmtings for the same remaining neiurities. Al December 31, 2004 and 2013, the difference between e
carrying amount and estimaied fxir value for loans and long-term receivables was immaterial. ITmeasured m fair value in
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e Ninancial statements, these financial mstruments would be classilied as Level 3 inthe fair value hicrarchy.
Long-Term Dbt

Fair value of publicly raded long-term debi is based on quoted market prices for the identical lability when iraded as an
assel in an active market. For other long=term dicbt for which a quoted market price 1= not avakable, an expecied present
wilug technique that uses rades cwrrenily available to the company for debi with similar terms and remaining maturities is
uwsed o estimate fair value. The camymg amount of long-tenn debi 15 335,073 million
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and %32 856 million and the estimated Cir value 15 537524 million and 534,555 million an December 31, 2004 and 20013,
respectively. Ifmeasurcd at fair value in the financial statements, long-teom debt (including the current portion) would be
classified as Level 2 in ihe fair value hicrarchy.

Dbt and Marketable Equity Securities

The company s cash copuvalents and curremn debt secuntes are consadered available-for-sale and recorded at fuir valoe,
which 15 not matenally different from camying value, in the Consolidated Statement of Financial Position.

Dwiring the first quaner of 2004, the company acquired equity securitics im conjunction with the sale of the customer
care business which are classified as trading securitics. At December 31, 2004, unrcalized gains relined 1o rading
securitics of 521 million were recorded in other (income) and expense in ihe Consolidaied Statement of Eamings,

The following tshles summarize the company”s noncurrent debt and marketable coquity securities which are also
considered available-for-sale and recorded at fair value in the Consolidated Statement of Fuancial Position.

(S in millions)

Giross Carosa
Adjusted U nreslired Umreallred Fair

At December 31, 2014: i LTIy [ Wi

Debi securttics—noncurreni( 1) 5 T 5 3 5 — 5 W

Aviilable-lfor-gale equity fivestments( 1) s M 5 2 % k] 243

{13 D uded withan investiments and sundry assets in the Consolidited Statement of Financial Position,

{5 In millionsy

Laross Liroas
Adjusted U nreslieed Umrealieed Fair
At Decembser 31, 301 3; L inlns Loses WValue
Dbt securntics—uoncurrenti 1) 5 T35 I % — 5 9
Available-for-zale equity iivestiments | ) b3 20 5 2 5 4 8 18

(13 I luded withan investments and sundry assets in the Consolidied Statement of Financial Position,

During the fourth quarier of 2004, the company acquired equity securitics in conjunction with the sale of the indwstry
standard server business which are classificd as available-for-sale secunitics. Gross unrcalired losses relnted 1o availables
for-sale secuniics of 531 million were recorded m the Conselidaied Staiemeni of Financial Position,

Based an an evaluation of available evidence as of December 31, 200 4, the company believes that unrealived losses
on debt and available-for-sale equity securitics are temporary and do not represent an oihier-than-temporary impainment.

Sales of debt and available-for-sale equity investments during the period were as follows:
{5 in mallions)

Far the vesr ended December 302 a4 pLO R Pl

Proceeds 5 i s 41 5 112
Gross realized gains (before taxes) L] 13 45
Giross realized losses (before tixes) -] 5 |

The after-1ax net unrealized gains/{losses) on available-for-sale debt and equity securitics that have been included in
other comprehensive incomedloss) and the afier-tax net (gains Wlosses reclassified from accumulaed other
comprelensive income/(loss) o net income were o5 fol lows:

(% in millions}

Far the vear ended December 32 24 pIE]
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Met unrealized gains/losses) ansing during the period 5 (I18) § 0
Met unrealzed (pams)losses reclassafied to pel meoms 3 (5%

The eonteactial inaurities of substatially all available-for-sale debt securities are less than ong vear a1 December 31,
2014,

Derivative Financial Instruments

The company operaies in multiple functional currencics and 15 o significani lender and borrower in the global markeis. In
e ormial course of business. ihe company 15 exposed o the impact of interest rule changes and foreign currency
Muctuations, and to a lesser extent equily and commedily price changes and elient eredil sk, The company limils ihese
risks by following established nsk management policics and procedures, including the use of derivatives, and, where cost
effective, financing with debt i the currencics in which assets ane denominuted. For interest mte exposures, derivitives
arg wsed 1o betier align rate movements Between the imerest rates associmed with the company’s kease and other financial
assets and (s interest rates associated with 1 fnuncing debr. Denivatives are also wsed 1o munage the
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related cost of debl. For foréign currency exposures, derivatives are used 1o better manage the cash [ow voliillay arisioge
from foreign exchange mate fuciuations.

As aresult of the use of derivitive insfruments, the company is exposcd 10 (e risk that counierpartics to derivalive
comtEncts will fail 1o mect their contraciiel oblipations. To mitigaie (he counlerparty coedit nisk, the company has a policy
of aily entering into contracts with carefully selected major fimancial institutions based upan theiroverall oredit profile,
The company s established policics and procedures for minigaling credin risk on pringipal ransaciions ing hide reviewing
and cstablisling limdts for credit exposure and continual by asscssing the ¢reditworthiness of counterparties, The mght of
set=ofl that exists under cenain of these arrangements eoables e legal ennitics of the company subject 1o the
arrangenient (o net amowiis due to and from the cownerpary reducing the maximum loss from credit risk o the event of
coumterparty default

The company islso a party 1o collateral security ammngements with most of i1s major deriviive conntempantics. These
arranpements require e company o hold or post collateral (cash or U.S. Treasury securities) when (e dermvative fair
vallues exceed contragually established firesholds. Posting thresholds can be fixed or can vary based on credit default
swip pricing o coedin rings received Trom the major credit agencies, The ageregmte Gur value of all desivative
mstrumenis under these collateralized amangements that wene in o liability position a1 Decomber 31, 2004 and 2003 was
S20 wwillioa omed 52 16 million, respectively, for which no collateral was pasted at either date. Full collateralivation off
ihese agrecuients would be required in the cvent that ihe company s credit matimg Falls below n/estinent grade o if iis
credit deliml swap spremd exceeds 250 basis poants, us applicable. pursuant (o s terms of the collateril security
amungements. The agpregate fir vilue of derivitive instnoments in nel asset positions 15 of December 31, 2004 wnd 2003
wis 51,432 million and 5719 million, respectively. This amaum represents the maximum exposure 1o loss at the
reporting dude as o nesult of (e counterparties filimg 1o perform as contracted. Thes exposure was reduced by 397 milion
and 5251 million @i December 31, 2004 and 2012, respectively. of liabilitics included in masier netting arangements.
with those counterpariies. Additionally, i1 December 30, 2004 and 2013, this exposure wits rediced by S487 million amd
£29 million of cash colliteral, respectively, received by the company. Al December 31, 2004 and 200 3. ihe pet exposure
related o denvalive assets recorded in (he Satement of Flmnciil Position wis 5317 nallion and $4.159 milliod,
respectively. Al December 31, 2014 mnd 2013, the niet umnount related to derivative linbilitics recorded i the Stnement of
Fimingial Position was 399 mdllion wed S250 million, respectively

In the Consolidated Suienent of Financial Position, e company does nol offser derivative assets against labdlities in
master netiing arrangemenis nor docs it offsat receivables or pavables recognized wpon payment ot receipt of cash
collsieral agamst the Fair vidues of tee relaied derivative instruments. No gmount was recognized in other receivables at
Degember 31, 2004 wnd 2003 for the nghi to reclaim cush collatenal, The amoun recogniaed m o accouwms pavable for (e
obligation vo retwrn cash collateral totaled S487T million and 520 million at December 31, 2004 and 2003, respectively.
The company restrets the use of cash collmeral receivesd 1o rehy perleccation, and therefore reports o in prepaid expenses
angd ather current assets in the Consalidated Sinemem of Financial Posinion. No amount was rehypothecated at
Drecember 31, 2004 snd 2003 Ay December 31, 2014 the company held 331 million i son-cash collnieral in LS.
Treasury sccuritics, and a1 Becember 31, 2003, no non-cash collateml was held,

The company mury employ dervilive mstroments 1o hedge the voluility m stockholders” equity vesulting fnm
changes in currency exchange rues of signilicant foreimn subsidiaries of e conpany with respect to e US, dollar
These mstruments, designaled as net invesment hedges, exposc the company o liguidity risk as the derivatives have an
immediote cash Mow impact wpon mawrnty which is not offser by o cash Now from the iensdation of the underlying
Iedged cquity. The company moniiors this cash boss potendial on an ongoing basis, i may discontine some of these
hedging relationships by de-designating or wermimaging the denivative instroment in order 10 manage the liquidity nsk.
Alihough noi designated as secounting hedges, ihe compaiy may ulilize derbvatives o ofTsed ive clanges on e Gair value
of (e de-designated instripnents from the date of de-designation until mEturiy.

I its hedgimg programs, the company uses forwird coniracts, futures comracts, interest-rate swaps and cross-cirency
swips, depending upon the underlying exposure. The compainy is 1ol a party to leveraged denvative instruments.

A boef descraption of the major bedeing prognnms, categomnsed by underlying nzk, follows.
Intevest Rate Risk
Finesd anid Variahle Rate Borrowings
The company issues debt in the global capital markets, prancipally o [und its fsngiog lease and loan portfolio, Access
10 cosi-ciTective Mnancing can rezub in imerest mre mismaiches with the undeelying asses. To munage ese mismatehes

and to reduce overall mrerest cost, the compuny uses tnlersst rale swaps 10 conven specific fxed-re debd Bsuunees o
vanable-ravic debt (e fair value hedpges) and 1o conven specific vannble-rite debt issuances o fixed-rate debt (1.¢.,
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cish Mow hedges). At December 31, 2004 and 2013, the wial notional ansunt of e company's inlerest rale swiaps wis
£5.8 billion and £3.1 hillion, respectively. The weighted-wverpge renuining maturity of these mstnoments. m
Degember 31, 2004 and 2003 was approximately 8.7 vears and 106 vears, respectively,

Forceasied Delbi Issuance

The company is exposed to interest rate volatility on fuiere debit isssances. To manage this risk, the company may use
forward-staning inferest mie swaps Lo lock in the rate on the interest payments related o ihe forccasted debt issuance.
These swaps are accounted for a5 cash Now hedges. The company did nol have any derivitive instruments relating (o this
program outstanding ai December 31, 2004 and 2013,

1K
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An December 31, 2004 and 2013, net gains of approximately 51 million {belore taxes), respectively, were recorded in
AQC] in connection with cash flow hedges of the company’s borrowings. Within these amounts, less than 51 million of
gains, respeciively, ane expected 1o be reclassified (o net income within the nexi 12 months, providing an oflsetting
coonomic impact agiainst the underlying tmnsactions.

Foreign Exchange Risk

Long-Term Investments in Forcign Subsidiarics
(Nt Investment)

A large portion of the company”s forcign currency denominated debt portfolio is designated as o hedge of nel investmen
in foreign subsidiaries to reduce the volaiility in siockbolders” equiiy caused by changes in foreign currency exchange
riles in the Tunctioml currency of mujor foreign subsidiaries with respect to the U5, doblar. The company also uses
cross-currency swaps and forcign exchange forward contracts for this risk munagement purpose. At December 31, 2004
and 2003, e total notional amount of derivative instruoments designated as net investment hedges was 52.2 billion and
53.0 ballion, respectively. The weighted-avernge remaining maturity of these mstruments a1 Decembaer 31, 2014 and 2013
wis approximmicly (0.2 and 0.4 years, respectively,

Anticipated Royalties and Cosi Transactions

The compay’s operations gengrate signileant won linctional currency, third-party vendor pavinents ond inercampany
pavinents for rovaltics and goods and services among the company s noen-U. S, subsidiarics and with the parent company,
In anicipmion of these foreign cumency cash Nows and in view of the volmtility of the cumrency markets, the company
selectively enploys foreign exchimge forward contracts o nmuage its currency nisk. These forward comracts are
accounted for as cash Mow hedges, The maximm length of ime aver which the company is hedging its cxposurce (o the
variabality in future cash flows s four vears. At December 31, 2014 and 2013, the 1o1al notional amount of forward
contracts designated as cash Now hedges of forecasted rovalty and cost transactions was 39,3 billion and 310.2 billion,
respectively, with @ weighted-average remiining maturity of 0.7 years for both periods.

Al December 310, 2004 and 2013, i conmection with cash flow hedpes of antcipated rovalies and cost transacuons,
the company recorded net gains of $602 million and net losses of 252 million (before taxes), respectively, in AQCL
Within (hese amouns 5572 million of gains and 5166 million of losses, respectively, ane expected o be reclassified o
et income within the next 12 months, providing an offsetiing cconomic inpact against the underdyving anticipaied
[EHRESTRIT

Foreign Currency Denominated Borrowings

The company is exposed (o exchange rate volaility on forcign currency denominated debit, To mianage this risk, the
company employs cross-cumency swaps to conver fixed-mie forcign currency denominated debt 1o fixed-rate debd
denominated in the functional currency of the borrowing entty. These swaps are accounted for as cash Now hedges. The
miaximum kenggth of time over which the company hedges its exposure 1o the variability in future cash Nows is
approximaicly seven vears, At December 31, 2014, no insimmenis relating to ihis program were ouisianding. Ai
Decembaer 31, 2003, the wotal notional amount of cross cumrency swaps designated as cash Mow hedges of foreign
currency denominated debt was 51.2 billion,

Al December 31, 2004 and 2003, m connection with cash Mow hedpes of foreign currency denominaied borrowings,
the company recorded net losses of $2 million and net lesses of $9 million (before tmxes) in AQGC, respeciively. Within
these amounis, less than 51 million and 53 million of losscs, respectively, are expected 1o be reclassified to net income
within the next 12 monihs. providing an offsetting cconemic impact against the underlying exposure.

Subailiary Cash and Foreign Corrency Asset/Liability Management

The company uses s Global Treasury Centers 1o manage the cash of its subsidiaries. These centers principally use
curmeney swaps to comvert ¢ash fTows in a cost-efTective manner, In addition, the company wses forcign exchange
forward contracts 1o cconomically bedge, on a net basis, the fofeign curmency exposure of a portion of e compiny s
nonfunctional currency asscis and ligbilities, The terms of these forward and swap comracts are gencrally less than ene
year. The clanges in e Giir values of these contracts and of the underlying hedied exposures are generally offsciting
and are recorded o olher (income) and expense m the Consohdated Statement of Exrmngs. At December 31, 2014 and
2003, the 1aal notional amount of derivative instruments in economic hedges of forgign currency exposure wis 513,10
billion and 514.7 billion, respectively.

Equity Risk Management
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The comipany is exposed to market price changes in certain broad market indices and in the company”s own stock
primarily related 1o cerain obligations to emplovees, Changes in the overall value of these enploves compensation
obligations are recorded in SG&A expense i the Consoliduted Statement of Enmings. Although not designnted as
accounting hedges. the company utilizes derivatives, including equity swaps and futures, to economically hedge the
exposures related o its cmplovee compensation obligations. The dertvatives are linked to the total return on certain broad
miarket indices or the tofal reium on the company 's common siock. They are recorded at fair value with gains or losses
also reponied in SG&A expense in the Consolidated Sunement of Exmings. At December 31, 2004 and 2013, the total
notional amount of derivative instruments in cconomic hedges of these compensation obligations was 51,3 billion for
both periods.
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Oiher Risks

The eompary iy hold warrants 1o purchase shires of cominod stock in connection with various investimens thal ane
deemcd denvatives because they contain net share or net cash settllement provisions, The company records the changes in
the Fair value of these warrants in gither (incomie) and expense in the Consolidated Stmement of Enmings. The company
did net have any warrants qualifving as derivatives outstmding i December 31, 2014 and 2013,

The compuny is exposcd toa potential loss il a client fails 1o pay amounts due under contraciuel lemms. The company
miay utilize credit defant swips (o cconomically hedge its credil exposures, These deriviives have lenms of one vear or
less, The swaps are recorded at fair value with gains and losses reporied in gdber (income) and expense in the
Consolidved Statement of Eamings. The company did not have any derivative instruments relating 1o this progrim
outstanding at December 31, 2014 and 2013

The company is exposed to market volatlity on cerlmn investment secunties. The company may utilize options or
forwards 1o coonomically hedge its market exposure, The derivatives are recorded an fair value wiih gains and losses
reporicd inother (income) and expense in the Consolidated Statemiem of Earmings. Al December 31, 2004, the total
notional amount of derivative instruments in cconomic hedges of invesimeni secunitics was 0.1 billion, No amounis
were outstanding under this program al December 31, 2013,

The following ubles provide a quantitative summary of the derivative amd non-derivative instrument- related risk
management activity as of December 31, 2014 and 2013, as well as for the years ended December 31, 2004, 2013 and

2012, respectively.
Fair Values of Derivative Instruments in the Consalidated Statemeni of Financial Position

{5 i millions)

Fair Value of Derivative Asseis Fuir Valoe of Derivative Linkilities
Halapie Shert Halamer Shert
Ad December 31: Clnssification i il Classlfication 2014 3
Designated as bedping mstruments:
FPropaied cxpennas and (hher acsrumd expemses
Imterest mle canlrmcts other camrenl assets 3 5 5 and labdlities  § 0 5 L
Iiestmenis and
similry asseis [} = Oty fabalities —_ 13
Prepaid expenses and (hther accrued expenves
Forcign exchange comracis olher carenl nsscis [Xv] L&T anid labslivies &0 i3]
Imvestments ansd
|u|1|],|::‘ Ascis 17 ) Ot lzabwli pd 12
Falr valae af Fair valee of derivative
derivative sty 31381 3823 lbilties $___T3 3%
Nol desigmabed as hedgimg instramanis
Frepaid enpeneses and (hther accrued oxponses
Foreign exchanpe comiracis olher carenl nsels % L i anil lmbalities % m % H
Imvesamenis and
sumnilry assets it &1 Dibser labnligics ] |
Prepaid cuperaes and [ither aceried cxpemes
Esjuity exmitragts erther cumenl pasgis 4 6 sl baabulities 14 4
Invesaments aned
sunilry asels a Oithser lnabulitics 5
Falr valae af Fair valee of derivative
desbrathe aets $__181 S 107 labiltes 3126 § 45
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Lol debl designated as hedping

msframents

Shaoanstenm detn LY A % n s 1]

Long=lerm debt NiA N 5 T Gl
Total 3 1diz 5 pi k] B T3 5 6ED2

WA Mol appliable

1133
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The Effect of Derivative Instruments in the Consolidated Statement of Earnings

{8 tn millions)

CealmiiLow) Hecognbeed in Esrnings

Comsolidated
Simfement of

Becognioed un Dherivativesil)

Antribatable fo Rixk Bring edged()

Far the year rnded December 313 Earnings Line Hem 14 2013 202 2004 2013 202
Derivative instruments. i fmir valu
hedpesd 3)
Imiterusl rals cantracty Cost of financing % FAI LT 6 5 {127} 5 202 3 39
Iiiteiust expaiing 206 T L] A 138 L]
Derivating mstrimests nl
designaled as hedgmg
mssnamenis] |}
Uher {imcomne) and
Forcign exchange ooniracts EXpETSE {TTh) [Er]] [R1TT] A WA WA
{cher (imeoane) and
Imteresl rmls conlradds TR TS M NIA NI WA
Exquity comtracts SE&A expense bl | ({2} Lo NiA MIA BA
Unher (incomne) and
ERpaTas ]} NiA NA MNA
Fokal () S {MT) S (%I} % 1) § ETTT [
{5 in millions)
Coule 11 ) Brvwgmtivd bn Earmings smd 40y @ smprobranive becemse
Panelbes 1P p e il
Effectivr Furties i emrsiblaird Eifretive Pottien Amenns Fachoded inem
Mermguined im 041 — Soa il frwem ACC] EMectivomrs Pratingi
Vo e yunn amied Dusember 512 14 Eo 1] 31 Vawwimgs Line Bismn Bl BT HY Bl 1 11§ FLTH
[heapvaties imSlsarewh mgad fos erdey
ket ol s 5 - % —— i % ¥ s - % i
bt | i it ]
Formge caclsmpy coninacn N (1] i e L ] [ itd 1] i 1
Uit o nalkes [1E] it} 1 -
Sl Figere 13 ] [T .
Tyt wiwis i mf sl bndpes 1)
T T T — L1 i [E] o ppe — = L] X 1
Fwind T T i % i 1 [ 14 % ETTI ] oy i 11 Tl

111 Tl dfvmmn o bihes (st o i fimd vt o Wor emrvadii st liamests 1 (af vabar fowiim prbotvmrdoges il thad puivionths) araresl T Coigunn [inyinst i Frpau] kel et derivative
ColdTaR T

121 Fle amcese exbedis b sdenznens b e canmyeg wfue ] e Sertard roes reovded dering e prred and ool hansin | by ek
charay the

|I|mm-P:’:—|h|md-u_ im b

11 st mnd ok bnden mxleke do nee sl so-da s s

(5] Wit okt vord ] Chvcenssbon 31 2000, ol vibus beviges besndiend i o om0 ooty i sl Teitrwmens. Thatte Ww 1o iwmmts pro el e st Rovivemeis om Noir valen bslies 0 e Vo
il Thopemmabest 71, 1013

rocor ol on de-

Bk - Mt gyl sl

Forthe |2 months ending December 31, 2004, 2003 and 2012, there were no significant gains or losscs recognizacd in
earnings representing hedge mefTectiveness or excluded from the assessment of hedge effectveness (for fair value
hcdges), or associated with an underlying exposure that did not or was not expected 1o occur { for cash fow hedges); nor
are eere wry anticipated i Uwe ool course of business,

Tir
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NOTE E.
INVENTORIES

{5 in millions)y

Al Diecember 31: 2004 2
Finished goods 5 43m 5 444
Waork in process and raw matcrials 1674 1,865
Total 5 2103 S 2310
NOTE F,

FINANCING RECEIVABLES
The following table presents Nnancing reccivables, net of allowances for credil losses, including residual values,

{5 in millions}

Al December 51 Ine4 R
Curremt
Net investment in sales-type and direct financing leases 5 -] B 4,004
Commercial financing receivables 423 8541
Clieni loan and instalbiment payvmeni receivables (loans) 7,631 7243
Tuotal 5 19,835 & 19,787
Woncument
Net invesiment in sales-type and dirget financing leases 5 4449 5 5,70k
Client loan and installment payment receivables (loans) G friiild 7,055
Total 5 1,109 % 12,755

Mt investnent i sales-type and direct Namncing leases relaes prneipally o the comgany’s systeins products aivd are fof
terms ranging generally from two to six years, Net investment in sabes-type and direct financing leases includes
unguarantesd residusl values of S671 million and 737 million o1 December 31, 2014 and 2003, respectively, and i
reflected net of uncamed income of 5517 million and $672 million, and net of the allowance for credil losses of $165
million amd 5123 million at those dates, respectively, Scheduled nuturities of minimum lease payvmens oulstanding a1
December 31, 204, expressed as a percentage of the total, are approximately: 2005, 49 peroent; 2016, 28 percent; 20107,
16 percent; 2018, 6 percent; and 2019 and beyond, 2 percent,

Commercial linancing reecivables, net of allowience for credil losses oF ST million and 523 million ai Decgmber 31,
2014 and 2013, respectively, relate prmarily (o inventory and accounts receivable financing for dealers and remarketers
of IBM and OEM products, Pavment terms for inventory and accounts reccivable financing generally mnge from 3010
W days.

Chicnt loan and imstallment pavment receivables (louns), net of allowance for credit losses of 5396 million and 5242
million a1 December 31, 2004 and 2013, respectively, are loans thai are provided primarily 1o clienis io linance the
purchase of hardware, sofiware and services. Payment tenms on these financing armmgements are generally for tenns up
10 SEVETE YEIrs,

Clicn lean receivables and instliment pavment receivables financing contracis are priced independently a1
competitive markel rates. The company has a history of enforcing the terms of these separate fiancing agrecments.

The company uiilizes certain ol its financing receivables as collvieral for nonrecourse borrowings. Financing
receivibles pledged as collateral for borrowings were 5642 million and 576% million at December 31, 2004 and 2013,
respectively. These borrowiies are included i note J, “Bomowings,” on pages 11510 117,

The company did not have any linancing recesvables held for sale as of December 31, 2014 and 2013,

Fimancing Receivables by Portfolin Segment
The following tables presen financing roceivables om a gross basis, excluding the allowance for credin losses and residaal

value, by porifolio segmeni and by class. excluding curreni commercial financing receivables and odher miscetlancous
current Mnancing receivables m December 31, 2004 and 2003, The company determines its altbowance for credin losses
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based on two portfolio segments: lease receivables and loan receivables, and funber segments the porifolio inlo two
clisses: major markets and growih markets,

(%5 in millions )

Majjor Growils

Al December A1, 2014: Markets Alarkets Total
Fimancing receivables

Lease receivables & 5702 8 L4 5 7045

Loan reccivitbles k4% 4,639 14,687
Ending halance 5 15751 § 6581 5 11,332
Collectively evaluaed for impainment 5 15,665 S 156 % 21,521
Individually evaluated for impairment 5 B 5 415 § i1
Allwwance for credit losses;
Beginning balance at Janvary 1, 2014

Lease reccivables b1 41 5 By 5 123

Loan receivibles 95 147 42
Trtal s 137 8 18 § 165

Write-ofls (1K) ) {24)

Provision 3 240 243

Other (12) (1 (23)
Ending halance at December 31, 2014 5 1 s 450 5 Eal

Lease receivables 1 32 s 133 5 165

Loan receivables 8 ™ 8 7 8 £
Callectively evalusied for impainment 5 41 5 M 5 &1
Indivadually evaluted for impaimment s L 411 S 480
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Mates to Consolidated Financial Statemenis
Intermationil Busingss Machines Corporation and Subsidiary Compianics

{5 in millions)

Major Gromwils

Ad Decembser 31, 2400 5: Markeis Alarkeis Tudul
Fimancing receivibles

Lease receivables 5 6,7 5 2200 § 5996

Loan receivables 100,529 4,012 14,542
Ending balance 5 17,335 § 6212 § 23,537
Collectively evalumed for impainnent £ 17,206 S 6013 8 2339
Individually evalumted for impairment 5 19 5 ' I8
Albwance for credit losses:
Beginning halunce at Janvary 1, 2013

Lease reccivables 5 5005 5 § 114

Loan receivihbles 121 fiad 24
Tuoital 5 1800 5§ 138 § AR

Write-olls (23 (1 (33)

Provision (213 L1 %

Other l (@) (1
Ending halance at December 31, 2003 £ 137 § rl . 4 165

Lease receivables 5 42 5 R 5 123

Loan receivables 5 45 5 147 § 42
Collectively evalumed for impainment 5 45 5 44 5 3
Individually evalunted for impairment 5 LLE I 1™ 5 112

When determining the allowances, fimancing reccivables are evaluned either on an individual or a collective basis. For
individually evaluated reccivables, the compaiy datermines the expected cash Now for the reccivable and caleulales an
estinuite of the potential loss and the probability of loss. For those accounts in which the loss 15 probable, the company
records @ specific reserve, [n addition, the company records an wianllocated reserve that is calculated by applyving a
reserve rmte 1o iis differcnl portfolios, excluding accounts tlat luve been specifically reserved. This reserve mve is based
wpon credin rating, probability of default, term, charactenistics (leaseloan) and loss history,

Fimancing Receivables on Non-Accrual Status

The following table presents the recorded investment in Minancing recgivables which were on non-aceneal status al
December 31, 2004 and 2013,

{5 in millions

Al December 812 o4 s

Major markets 5 13 5 25
Growth nurkets 411 34
Tustal lease receivables 5 53 5 59
Major markets 5 T s 40
Growth muarkets 151 92
Tustal loan receivables 5 178 S 132
Tatal receivables 5 231 5 191

Tmpaired Loans

The company considers any loan with an individually evaluated reserve as an impaired loan. Depending on the level of
imgpairmenit, loans will also be placed on a non-accrual status. The following tables preseni impaired clieni boan
receivibles al Decemiber 31, 2014 and 2013,

(5 in mmallions§

Hecurded Related
Al Decembser A1, 200 4: Ins esimeni Allmwanee
Major markets 3 54 3 47
Girowth nurkeis 199 293
Tital 5 353 S A4
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Major markets
Growth nurkets
Tustul

{5 in millions)y

Far the vear ended December 3. 2014:

Major markets
Growth nurkets
Tstal

{5 in millions}

Far the year ended December 31 2013

Muajor markets
Growth nurkets
Tuotul

Recorded Related
Investment Allnsanee
5 - 1)
122 16
5 20l 5 1853
Imierest
Imcome
AN Taterest Hecogniced
Hecorded Ingome on Cash
Imvesiment Hecogmired Hlasks
] [ (LI —_
28 L] —
5 ITh 8 h 5 —
Imterest
Incoimee
Average lmterest Hecogmised
Hecordsd Ingome on Cash
Imvestmeni Recogmized fasls
5 T6 8 0§ L]
U7 i L]
5 173 § (LA L]
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International Busingss Machings Corporation and Subsidiary Compinics

Credit Quality Indicators
The company’s credit quality indicaiors, which are based on rating agency data, publicly available information and

information provided by customers, are reviewed periodically based on the relmive level of risk. The resulting indicalors
are a numencal rating system il maps 10 Sandard & Poor's Ratings Services credil ratings as shown below, Tl

company uscs information provided by Standard & Poor's, where available, as one of many inputs in its determination of

customer eredil rating.

The tables present the gross recorded investment for each class of receivables, by credin qualiny indicator, at
December 31, 2014 and 201 3. Reccivables with a credii qpeality indicator ranging from AAA 1o BBB- arc considered
imvestment grade. All salers are considered non-investment grade, The credit quality indicators do nod reflect mitigation

oOoOooodn

actions ihat the company may fake io iransfer credit nsk o third partses.
Lease Receivabhles

(%5 in millions )

Major Cerawth
Al December A1, 1014: Alarkets Markets
Credin mating
AMA — AA- 3 563 % 4
At — A- 1384 174
BBB+ — BBB- 1,704 Sy
BB+ — BB 1,154 72
BB- — B+ 470 286
B—B- 72 176
CCC+—D 55 85
Total 5 5,702 % 1,943

Lasan Reccivables

{5 in millions)

Majur Lerowih
Al December 31, 2014: Markets Markets
Credit rating
AAA — AA- 5 993 3 1
A+ —A. 1438 425
BBB+ — BBB- 003 2148
BB+ — BR 034 649
BB-— B+ BT 6483
B—B- G35 420
CCC+— D 94 203
Tostal 5 10,049 % 4,637

At Diccember 31, 2014, the industrics which made up Global Financing s receivables porifolio consisted of: Financial (40
percent ), Manufscturing ( 14 percem), Governmient {13 percent), Services (4 percent), Retal (8 percent),

Communications (6 perceni), Healihcare (3 percent) and Other (5 percent)
Lease Receivables

(5 in millions}y

Majur Lerowth
At e 81, 20132 Alarkets Markets
Credin rating
AAA — AA- 5 T4y % 8.1
At—A- 1.513 163
BHB+ — BBB- 211 957
BA+ — BB 1,393 350
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BB- — B+ 595 Rl
B—B- 68 214
CCC+—D 76 74
Total 5 6,79 S E.Z!!J
Loan Receivables
(5 in millions)
Mafur erawih
At December 31, 2013 Markits Markets
Credin ratmg
AAA — AA- -3 1151 § 125
A+ — A= 2,344 307
BBB+ — BBB- 327 1,745
BB+ — BB 2,158 638
BB- — B+ o922 572
B—B- 565 3
CCC+—D 118 134
Total 5 10,529 S 4,02

Al December 31, 2013, the mdustries which made up Global Financing s receivables port folio consisted of: Financial (39
percent), Government (14 percent), Manulacturing (14 percent), Retml {8 percent), Services (8 percent), Healihcare (6
percent ), Commmmications (6 percenty and Other (4 peroent)
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Mates to Consolidated Financial Statemenis
Intermationil Busingss Machines Corporation and Subsidiary Compianics

Past Due Financing Receivables

{8 tn millions)

Hevnrded
Tartwl Twial Investment
Pasi Due Financing o= T [hayn
Al December 31, 2004: = Ml Daxs® Lurremt Hecrivahbles aml Acoruing
Muor markets s [ 56096 S 5,702 S [3
Growth murkets 32 1,911 1,943 14
Tistal lease receivables 5 I TH07 S T.645 S 20
Major markets % 9 5 Tndn 5 10,049 % G
Growih markeis 35 46003 4,639 18
Total losn receivables 5 44 5 14643 3 14.687 5 27
Tustul 5 4 5 12250 % 12,332 § 47
* Dases nod inc ludde accounts that are fully reserved.
{5 in millions)y
Hevarided
Tastal Ttal Imvestment
Past Dee Finanging = 90 [hays
Al December A1, 2401 5: = Hi Dlavs® A urreml Heecivables amil Acerulng
Mijor markets 5 [ 6,7’ § 6,79% 5 5
Growih markeis 1% 2181 22000 11
Tostal lease receivables 5 25 5 BT S 8996 5 |6
Major markeis £ 9 5 052 % 10,529 § [3
Growth nuirkets 4 1497 4.012 k3
Tirtal lan receivables 5 431 5 14499 5 14,542 8 25
Tistal s o8 S 23469 S 23517 § 41

* Docs not i lude accounts that are fully reserved.
Troubled Debt Restructurings

The company assessed all restructunngs that occurred on or afier Jamsary 1, 20013 and determmined that there were no
significant roubled debi restructurings for the years ended Decemiber 31, 2003 and 2014,

NOTE G,
PROPERTY. PLANT AND EQUIPMENT

{5 i millions)

At December 31 2004 33
Land and tand improyemenis 5 667 5 Tk
Buildings and building improvements 9,524 9,680
Plamt, Biboruiery and office equipment 27388 28,169
Plant and ather propery—gross 37,578 3R 555
Less: Acoumulated depreciation 27,500 25,576
Plamt and other progeny—nel 10,078 12,579
Feental machines 1,456 1,920
Less: Acoumulated depreciation 763 1,078
Rental machines—net 693 542
Total—net 5 10,771 % 13.82]
MNOTE H.
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INVESTMENTS AND SUNDRY ASSETS

(5 in millons)

Al Becember 31: 2004 HITEY
Deferred transition and setup costs and other deferred arrangemens® 5 1,527 % 1,652
Deriviives—nomcurreni 641 ikl
Alliance investmenis

Equity method 98 11

Now-cquity method 496 20K
Prepaid software 332 352
Long-term deposits 300 Ald
Other receivables 09 174
Emplovee beneli-relaed 356 392
Prepaid income 1axes 518 Rl
Ohiher asscis TEH Ti4
Tistal 5 5603 % 4,639

* Deferred transition and setup costs and oaber deferred armangemenis are related 1o Global Services client armngements.
See note A, “Significant Accounting Policies,” on page 89 for addittonal informateoen.
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Motes to Consoliddated Financial Siatements
International Busingss Machings Corporation and Subsidiary Compinics

NOTE L
INTANGIBLE ASSETS INCLUDING GOODWILL

Intangible Assets
The following table details the company’s intangible assct balances by nujor assct class

{5 in millions}

Lireas Net
Carrvimg Arcumulaied Carrving
Ad December A1, 2014: Amoani Amurticstion Amaunt
Intamgible asser class
Capitalized software s 1375 § (67T 5 Gl
Client relationships 2208 (1,271) 037
Compleled lechnalogy 2,831 {1.533) 1.294
In-process R&ED — — —
Patents/trodemarks 34 (214) 161
Other* 1% () 12
Tostal 5 % - (3,702) & J. 104
{5 in millions)
orans et
Carryimg Accumulated Tarrying
Al December 31, 3013: Ammomni Amorileation Kmoumi
Intangible assel class
Capitalized sofiware £ 1494 S (6 S Tid
Client relationslups 2148 (977} 1,171
Completed technology 2910 (1,224) 1,657
In-process R&D 13 - i3
Patenis/irademirks 358 (154) 24
Other* 7 (5 2
Tustul 5 6,930 5 (3,057 5 3871

* Chheer intangibles are prinurily acquired proprictary and nonproprictury business processes, methodologics and
SYEIEMS.

The net carrying amount of intngibbe assets decreased 5768 million during the year ended December 31, 2004, primarily
due to amortization, partially offset by iniingible assel additions resuliing from acquisitions. There was no impainment of
intangible assels recorded in 2014 and 2003, The aggregme imangible amortizaton expense was 51,347 million and
1,351 million for the years ended December 31, 2014 and 2013, respectively. In additon, m 2014 and 2013,
respectively, the company retired 724 million and 51,177 million of fully amonized intangible assels, impacting both
e grross carmving amount and sccumulated amonization by this amount.

The amortization expense for cach of the five succeeding vears relating 1o intangible assets currently recorded in the
Consolidated Siatement of Financial Position is estimaded 1o be the following af December 31, 2014

{5 in millicns§

U aphinlized Acqubred
safiware Intangibles Taial
15 5 40 8 e 5 1068
2016 211 (143 Ela
ki 05 44 559
2ois — 340 E2
019 = 210 210
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Motes to Consolidated Financial Statemenis
litemational Business Maclines Corporation and Subsidiary Companies

Gasdwill

The changes in the goodwill balances by reporinble sepment, for the vears ended December 31, 20014 and 201 3, are as
follows:

(5 in millions)

Farclgn
Currency
Ralance Purchase Translation Halamie
Jamuary 1, enmbwill "riee amil Other Desembser 31,

N 2014 Adilitiona Ailj L (] Ml Jistivic il 2004
Cilobal Business Services 5 4,334 8 — § L n s (248) 5 4086
Global Technology Services 4,129 11 I (54) [RLLE] 3008
Soltware .12 430 (17 (1% (516) 21,000
Syatems and Technobogy 1,601 — — {111y {19) 1472
Tirtul 5 3084 S8 442 5 4 35 (183) % (B0 % 30,556
{5 in millions)

Forelgm

Currensy

Halsnee Purehase Iranslation Hslance
Jamunry 1, Ceombwill Prige amil (ther Dirsembeer 31,

Segnimi 201y Addditions Aljustmenisy Mivestilmres il justmrmis EY
Global Business Services 5 4357 § — 8 03 (3 5 21 5 4334
Global Technology Services 2906 1.246 17 - 50y 4,129
Soliware 20,405 987 11 i (2T 21,121
Systenis and Teclmology | 568 13 33 - {14} 16001
Tistul & 29247 § 2246 § Gl % {7} § (263) 8 31,184

Purchasc price adjusiments recorded in 2014 and 200 3 were related 10 acquisitions that were completed on or prior o
December 31, 200 3 or December 31, 2012, respectively, and were still subject to ihe measurement peried that ends at the
carlier of 12 months fromm the acquisition date or when infonmation becomes available. There were no goodwill
nigparnivent losses necorded b 2014 or 2013 and the company has o accumnulated posdwill impatrinent losses.

NOTE .
BORROWINGS

Short-Term Debe

(S in millions})

Al December A1: T4 pIIE)

Comamercial paper 5 650 5 2458
Short-term loans 480 551
Long-term debi—current maturitics 4.601 3,854
Tutal 5 5731 & 1,862

The weighted-average interesi rate for commercial paper ai both December 31, 2004 and 2003 was (.| percent. The
weighted-iverage interest rites for short-term boans was 4.0 percent and 5.1 percent at December 31, 2004 and 2013,
respectively

1135
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Motes to Consolidated Financial Statements
Internaional Busingss Machines Corporation and Subsidiary Companics

Laong-Term Debi

Pre-Swap Borrowing

{5 in millions)

At December 31 __ Alaturities __mna iy

U5, dollar notes and debentures {average inlerest rale at
December 31, 2014 ):

0.9T% ois-016 § 9,254 S G 4565
4.73% M7 -8 6835 BA6S
2.1%% 2009 -2021 6,555 £, 205
1. 88% 2022 JRUL 1, (M)
1.33% 23 1.500 1,50d)
3.63% 024 2.M)id —
T.00%% 28 i L]
6.22% 27 465 4649
6,507 2R 1K 33
5.88% 2 oo i)
£00% 2038 B3 23
560 g T45 T45
4,00 2042 1107 1,107
700 2045 27 27
T.13% 96 M 36
31404 2T 88T
Other curmencies (average mlerest rate a1 December 31, 2004, in
parcntheses):
Euros {1 . 85%) 2015 - H)25 5463 5804
Poamnd sierling (2.75%) 2017 - 2020 1,176 1,254
Japanese ven (0.5%) 2007 - N9 733 1LOST
Swiss fmncs (3.8%) 2015 - 2020 162 181
Canndinn (2.2%) 7 432 471
Other { 10,1%) 2015 -2017 36T 291
30,737 37,056
Less: nel unamortized discoun K53 872
Add: fair value adjusiment® ™2 546
LTS 36,710
Lass: curment muiugitics .01 3,854
Total 5 5073 S 32 856

* The portion of the company s ixed-rate debt obligations Ot is hedged is relected in the Consolidined Statement of
Financial Position as an amount cqual to the sum of the debt’s carrying value plus a fair value adjusiment representing
changes in the fair value of the hedged debt obligations atributable 1o movements in benchmark imerest res,

** Includes 517 million of debd securitics issued by IBM Intemational Group Capital, LLC, an indirect 100-percent
owned fnance subsidiary of the company, which mutwred in the first half of 2004, Deby securitics issued by IBM
Intermational Group Capatal, LLC are fully wnd unconditionally guaranteed by the company.
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Mates to Consolidated Financial Statemenis
Intermationil Busingss Machines Corporation and Subsidiary Compianics

The compaiy’s indenture poverning its debi securities and its various credit fucilities exch contuin significant covenanis
which ohligate the company 1o prompily pay principal and interest, limit the aggregate nmount of sccured indebtedness
and sale and leaseback ransactions io 10 percent of the company's consolidaied net langible asseis, and resarict ihe
company s ability 1o merge or conselidate unless certain conditions are met. The credit facilitics also include & covenan
on the comgpany s consolidated net inerest cxpense mtio, which cannot be less than 2.20 00 1.0, as well as a cross defaalt
provision with respect to other defaulted indebicdness of at least S500 miltion,

The company is in complignce with all of its significant debt covenants and provides peniodic certifications o 1is
lenders. The failure 1o comply with its debd covenants could constinete an event of defaul with respect to the debt
which such provisions apply. If certain events of default were to oceur, the principal and interest on the deb to which
such event of default applicd would become immedimely due and pavable.

Post-Swap Borrowing (Long-Term Debe, Including Curvent Portion)

{in mwillions)

2004 A
Far the vear ended December 312 Mot Average Hate Amaomml Averape Rate
Fixed-rate debd s 17,255 09%5 30,123 ENTr
Floating=rae dek® 12,420 0.82% 6,587 087
Tistal 5 IN6TS 5 36,710k

* [ncludes S5.539 million in 2004 and S3, 106 million in 20013 of neional interest rte swaps that effectively conven
fixed-rute long-term debt into fNoating-rate debi, (Sce note D, “Fingneial Instruments,” on pages. 105 through 109),

Pre-swap anniml contractual muturities of long-term debt outstanding a1 December 31, 2014, are as follows:

{% in millions)

Tatal
2015 5 @600
2014 5,331
2017 5242
2008 2,621
2019 4,069
20200and bevond 178
Tortal 5 19717
Inievest on Dol
(% in millions)
For the year ended December 1814 013 012
Cost of linancing 5 541 § 587 § 545
Interest cxpense A 405 470
Nt investment denvative activily L[] (3 (I
Intercst capitalized 4 rird 1%
Total interest paid and accrued 5 Lik0 5 Loll 5 1022

Refer to the related discussion on page 145 in noie T, “Scgment Information,” for total interest expense of the Global
Financing segment. Sce note D, “Financial Insiruments,” on pages 105 trough 109 for a discussion of the use of
currency and interest rate swaps in the company s debt risk management program.

Lines of Credit
In 2014, the company extended the term of its fve-vear, S10 billion Credit Agreement (the *“Credil Agreement’™) by one
year to Movember 10, 2009, The 1ol expense recorded by the company related 1o this global credin Gicility was 5.4

million in 2014, 5.4 million in 2013 and $5.3 million in 2002, The Credst Aprecment permits the company and its
Subsidiary Borrowers 1o bommow up 1o 516 billion on a revolving basis, Bomowings of the Subsidiary Borrowers will be
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unconditionally backed by the company. The company may also, upon the agreement of either existing lenders, or ol the
additional banks not cwrrently party 1o the Credit Agreement, increase the commitments under the Credit Agreement up
10 an additional 32,0 billion, Subject to certain tenms of the Credit Agrecment, the company and Subsidiary Borrowers
miary borrow, prepay and reborrow amounts under the Credit Agreement at any time during the Credit Agreement.
Imierest rates on borrowings under the Credit Agreement will be bascd on prevailing market inieresi raies, as further
descnibed i the Credit Agreement. The Credit Agreement contains cusiomary represcntitions and warranics, covenants,
evenis of defauli, and indemmification provisions. The company believes that circumsiances ihat might give rise io
breach of these covenants or an event of default, as specified in the Credit Agreement, are remate. As of December 31,
2014, there were no borrowings by the company, or its subsidiaries, under the Credit Agreement.

The company also has other commitied lings of credit in some of the geographies which are not significant in the
aggregate, Imerest raes and other terms of bormowing under these lines of eredit vary from couniry 1o country, depending
on local market conditions,

1n7
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Motes to Consoliddated Financial Siatements
International Busingss Machings Corporation and Subsidiary Compinics

NOTE K.
OTHER LIABILITIES

{5 in millions)y

A Decembir 312 4 pITE]

IHEOInE LI reserves 5 e 5 3,159
Excess 401(k) Plus Plan 1,658 1,673
Disability benefits 675 6L
Derivative liabilities k] 126
Special restructuning actions 431 440
Workioree reductions 409 S
Deferred txes 184 1,741
Other 1axes payable 17 186
Enviremmenial accnials pX 1] 1
Wiirranly accruals 9 171
Assel retirement obligations 136 129
Acquisition relsted 0 205
Divestinure rekited* 1,124 40
Other 536 filld
Tistal 3 HH9Z 5 9,934

* Pomarily méludes aceruals in 2014 reliled 16 the expected divestitune of the Microelectronics business.

In response to clhiunging business needs, the company periodically takes workforee reduction actions Lo improve
productivity, cost competitivencss and to rebalance skills, The noncerrent contraciually obligated future paymenis
associated with these activities are reflected in s work force reductions caption in the previous table.

In addition, the company executed certain special restructuring-relited actions prior 1o 2006, The previous lable
provides the noncurreni liabilitics associated wiih these special actions. Current liabilities are included in other accrued
expenses and Labilities i the Consolidmed Statement of Financial Position and were immaterial m December 31, 2004,

The noncwrrent labilities are workforce sceruals related 1o terminmed employees who are no longer working for the
company who were granted annual paymends (o supplement their incomes in cenlain countrics. Depending on the
individual country’s legal requirements, these required pavments will continoe until the former emplovee begins
receiving pension benclils of passes away,

The company cmploys exicnsive imcmal enviranmental proiecticn programs that primarily arc preveniive in namre,
The compamiy also participates in eivironmental wssessments and eleanups ot a nusiber of locations, in¢luding operating
fucilitics, previousty owned facilities and Superfund sites. The company’s nmuximum exposure for all covironmental
limbilities canmor be estimated and no amoums have been recorded for non-ARO environnsental liabilines than are mot
probable or estimable. The otal amounts accrued for non-ARO environmental liabilities, including amounts classified as
current in the Consolidated Statement of Financial Position, that do not reflect aciual or anticipaled insurance recoverncs,
were 5254 million and 5245 million m December 31, 2004 and 2013, respectively. Estimated envirommenial costs ane not
expecied w materilly affect the consolidated lnancial positon or consolidaied resulis of the company s operations in
luture perods. However, estimnies of futune cosls are subject to clange due 1o prodracted cleanup penods and chiamging
environmental remediation regulaions,

As of December 31, 2004, the company was unable to cstimate the range of settbement dates and the relmed
probabilities for certain asbestos remedintion AROs, These conditional AROs are primarily related 1o the encapsulated
siruciurl fireproafing that is ned subject to abatement umless the buildings are demolished and non-encapsulated asbestos
it the company would remediate only iF it perfommed major renovinlions of cenain existing buildings, Becawuse these
conditional obligations have indeterminnie seitlement dades, the company could nod develop a reasonable estimate ol
their fair values, The company will continue 10 xsscss its ability 10 estimate fair valwes af cach future reporting date, The
related Iability will be recopnioed once sufficient addimonal information becomes available. The tolal amounts scerwed
for ARQ lizbilities, including amounts classified as current in the Consolidated Statement of Financial Position were
S1E0 million and 5160 million at December 31, 2004 and 2003, respectively.

NOTE L.
EQUITY ACTIVITY
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The suthorized capital siock of 1BM consists of 4,687, 500,000 shares of common stock with a %20 per share par value,
of which #0523 759 shares were outstanding at December 31, 2004 and 1 50,0068, (0K shares of preferred siock with a
5.0 per share par value, none of which were outstanding at December 31, 2004,

Stock Repurchases

The Board of Directors authorizes the company to repurchase IBM common stock. The company repurchased

T1504 867 comimon slares at 4 cost of $13,395 million, 73,121,942 comman shares at a cost ol 513,993 indllion and
61,246,371 common sharcs at a cost of 312,008 million in 2004, 2013 and 2012, respectively, These amounts reflect
iransactions exeeuwled through December 11 of each vear. Actual eash disbursementis for repurchased shares may difTer
due to varving settlement dates for these transactions. Al December 31, 2004, 56,264 million of Board commeon stock
repurchase aulanzanon was avaikable, The company plans 1o purclase shares on the open markel of in private
tnmsactions from thne o Hme, depending on minrket conditions.
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Oher Stock Transactions

The company isswed the following shares of common siock as part of ils stock-based compensation plans and employees
stock purchase plan: 7,687,026 shares m 2014, 9961 389 shares in 2003, and 15,0091 320 shares in 2002, The company
issned 1,264,232 treasury shares in 2004, 1,849,883 treasury shares in 2003 and 2,746, 169 treasury shares in 2012, as.a
result of restricted stock unil releases and exercises of stock options by cmplovees of conain acquired businesses and by
non=1U.5. employees. Also, as part of the company”s stock-based compensation plims, 1313569 comumon shares ot n cost
of $236 million, 1,666,069 common shares at a cost of 8336 million and 2 406,007 common slares a1 a cost of %468
miillion i 2014, 2003 and 2001 2, respectively, were remitied by cmplovees in onder (o satisfy minimum statulory s
withholding requircments. These amoums are inclsded in the reasury stock balance in the Consolidaed Suiement of
Financial Position and the Consolidated Statement of Changes in Equity.

Reclassifications and Taxes Related to ltems of Other Comprehensive Income

{5 In millions)

Heefore Tax Tax (Expensel Metof Tax
Fer the vear ended December 2, 2014: Amnuni Teemefir Amenmt
Other comprehensive income/{loss)
Forgign currency transkation adjustments 5 (1.636) S (434) 5 (2074}
Net changes reluted ts available-for-sale secoritivs
Unrealized pamsy(losses) pnsing duning the perniod 5 (29 s 11 s {18}
Reclassification of (gainshlosses (o other (income ) and cxpense 5 (2) 3
Subsequent changes in previously impaired securitics ansing
during the period L] L] L]
Total net changes related to available-for-sale securities 5 (24) § 9 5 {15}
Unrealized gainsi{losses) on cash Mow hedges
Unrealized guins/{losses) arising during the period 5 95 8 (M1 8 Gl
Reclassification of (zains)losses (o;
Codt of sabes. 15 M o
SGiA cxpense (15) 0 "
Oiher (ineoine) and expeinse (U8} E - [[21)]
Interest cxpense 1 o o
Total unrealized gains/(losses) om cash Now hedges 5 H61 S (34) 5 557
Retirement-related benefit plansi | )
Prior service costsi{credils) & 1 8 5 1
Mt (losses) gains arising during the period {9,795 1433 (6, 366)
Curtailments and selemenis 4 M 17
Amorizanon of prior service {credils)ycost (114) 41 (T3}
Amortizanon of nel (gains)/losses 1,531 (§52) 1.6TR
Tuotal retirement-related benefit plans b (7.357) § 615 § (4,742}
Other comprehensive income/{loss) 5 {8.156) S 1883 S (6,274}

{13 These AOC] componems are included in the computation of net periodic pension cost. (Sce nole 5, “Retiremenl=
Felated Benefits,” on pages 131 to 145 for addiional information. )
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{5 in millions)y

Heefore Tax Tax (Expense) Metof Tax
For the yrar ended December 3. 3015; Amnsni Teemefie Amannt
Other comprehensive imcome|loss)
Foreign currency translation adjustmenis 5 (1,335) § (i) 5 {1,401y
Net changes related w available-Tor-sale securities
Unrealized gams{losses) ansing during the period 5 4 % 28 (k1]
Reclassification of (gainsplosses 1o other (income ) and expense (8) 2 (5
Subsequent changes in previowsly impaired securitics arising
during the period 4 (L) 3
Total net changes related to available-for-sale secorities 5 {8 § 3§ {5}
Unrealized gains/{losses) on cash Mow hedges
Unrealized guins/{losses) arising during the period 3 43 8 (15; & 1%
Reclassification of {gains)/losscs o
Caosi of sales 34 {14 2]
SGRA expense (39 14 125
Other (income) and cxpense (162} 62 (¥
Inierest expense 0 L] L]
Total unreilized gains(losses) om cash Now hedges § (121) § 47 5 {Ti}
Retirement-related bencfit plansi |}
Prior service cosisicrediis) 5 6 8 L 1
Met (losses) gains arising during (he period 5300 (1,974) 33495
Curtailments and settlements (3 1 ()
Amvortization of prior service (credits)/cost (114) 4 (75)
Amartizanon of net (gains)/losses 3,494 (1,195) 2304
Total retirement-related benefit plans 5 8767 § (3, 128) & 5619
Other comprehensive income/{loss) £ 7301 § (3.144) § 4,157

{13 These AOCI components arg included in the compatation of net periodic pension cost, (3 noie 5, "Retirement-
Related Benefis,” on pages 121 10 145 for additional infermation.
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{5 in mallions)h

Befare Tax Tan (Expemsel' Mt of Tax
Far the vesr ended December 3, 3261 2: Ansouni Tienefit Ansouni
her comprehensive incime/{Ioss)
Foreign currency iransbation adjusimenis s 44 % s {343
Nt changes related o available-Tor-sale securitics
Unrealized gaisi(losses) ansing during the period L3 L. (4) 5 4
Reclassification of (pains)losses to other (income) ond expense {42y 17 {25%
Subscquent changes in previously impaired securitics arising
during the period 20 (£} 12
Total net changes related to availabile-for-sale securitics 5 (14} 5 5 5 ()
Unrealized gains{losses) on cash Mow hedges
Unreslized gainsi{losses) ansing during the period 5 2 5 27) & 5
Reclassification of (gainsylesses 10
Cost of sales (7 () (13}
Sk A cxponse {1y 4 {12y
Other (income) and expense (237) 91 {146}
Interest cxpense [ (3} 3
Total unrealized gains/(losses) on cash fow hedges ] {220y § 5 {16}

Retirement-related benefit plans( 1}
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Mt (losses) gains arising during (e period 5 (T.489) S 2327 § (5, 162)
Curtaitments and seitlemenis {2) L] 2}
Amomization of prier service (credins)cost {148} L (89}
Amonization of net | gains)/losses 1,457 (K74) I.583
Total refirement-related benefif plans ] {5,182} § 1,513 § {3,650}
Oiher comprehensive income/{loss) 5 (540601 § 1.587 S (3874}
(1) These AQCT components are included in the computation of net periodic pension cost. (Sce note 5, “Retirement-
Related Benefits.” on pages 121 to 145 for additional information.)
Accumulated Other Comprehensive Income{Loss) (net of tax)
(5 in millions)
Mt Champe Mt Unrealized
Met Unreslized Forvign Retirememt-  Galms'{Lossies) Aeewmuluied
Caalnw|Losses) Currency Related i Acvadlable- iither
on Cosh Flew  Transistion Eeemefit For-Sabe Comprehensive
Hedpes Adljustmenis® I"lans Securities Income/{lLoss)
Diecember 31, 201 1 5 5 L767 & (23731 8 13 § {21 .8%5)
Other comprehensive income before
reclassifications 5 (34) (5, 16d) [ (5177)
Amouni reclassified from accumulaied other
comprehensive income (167} 0 1495 2% 1303
Total change for ihe period {161} [EEY] {3660 {4 (3.874)
December 31, 2002 {1} 1,733 (27.406) 4 {28,750)
Oiher comprehensive income belore
reclassifications s (1.400) 3409 0k 2036
Amounii reclassified fromm sccumulated other
coanprehensive income {103y 0 2220 (5) 2,131
Total change for ihe period {Th) {14005 5,630 (5 4,157
December 31, 2003 {165) 332 (21,767) {1y 21,0402
Orher comprehensive income before
reclassifications 618 (2.074) (6. 345) (18) (7.822)
Amouni reclassified from accumulaied other
comprehensive income {1 i 1,605 3 1,548
Total change for ihe period 557 {2.074) 4,742 15 [6,274)
December 31, 2004 5 30 5 (174D 5 (26.509) § (1% §  (1TR75)

* Foreign currency tramskyion adjustments ane presented gross excepl for any associated hedges which are presented net

of 1ax.
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NOTE AL
CONTINGENCIES AND COMMITMENTS

Cuntingencics

Asa company with o substamisl comployee population and with clicnts in mere than 175 counmics, TEM is invalved,
either as plantilT or defendar, e a varsely of ongoing claims, demands, suils, investigations, s matters and
procecdings that arise from time to time m the ordimary course of its business, The compuny 15 2 leader i the information
technology industry and, as such, has beew and will continue 1o be subject 1o claims challenging its TP nights and
associied products and offerings, including claims of copyright and patcni infringement and violations of trade secrets
and other 1P righis. In addivon, te company enforces s own [P agians infrimgement, lirowd licoise negoliatbons,
lawsnits or otherwise, Also, as is typical for companies of IBM s scope and scale, the company is party to actions and
proceedings in varkus jurisdictions invelving a wide mange of labor and ermplovanent issues (inchading matters rekited 1o
contested emplovment decisions, coutry-specific tnbor and smplovment lows, and e company's pension, relnement
and othier benelit plins), as well as sctions with respect (o contracts, product lebility, socunities, foreign operations,
compeition Law ad environmenta) moters. These actions may be comimenced by a rmmber of different parties.
imncluding competitors, clicnts, comren or foner emplovees, government and regulatory agencies, stockholders and
represemintives of the locitions m which (e conrpany docs business. Some of the actions fo which the company 15 pany
may invelve particuburly complex technical issucs, and some aciions may maisc novel gquestions under the Ivws of the
vilrons jursdictions in which these matlers arise

The company records i provision with respect 1o W chivin, suit, vestigateon or proceeding wihen it is probisble Qo
lishility has been incurred and the amount of the loss can be reasonably estimmed. Any recorded lisbilitics, including any
changes 1o such linhilities for the vears ewded December 31, 2004, 2003 aud 200 2 were nof maderial 10 the conpany's
resulis of coniinoing operations and financiil position.

In accordance with the relevanl secounting guwidance, the coapany provides disclosures of nuibiers for which e
likelibood of maerial loss is at least reasonably possible, In addition, the compary also discloses naters based on its
consideration of other nudiers and qualitiive fctors, mchuding the experience of otlier conspanies tm the lndustry, angd
investor, customer and emplove: relations considerations.

With respect to certnim of the claims, soits, myvestigations and proceedings discussed hercin, the company belicves at
ihis time thuit the likelilood of any material loss 15 remote, geven, for example, e procedural staius. court rulings, wndor
1l strength of the company 's defenses in those muticrs. With respect 1 he remaiming claims, sulis, mvestigsions and
proceedings discussed w this Noke, (le conpany 15 wmable o provide estinuiles of reasonably possible losses or range of
losses, including fosses in cxecss of amomnts soereed. iTany, for the following reasons. Claims, snifs, investigstions and
procecdings are inherently wseerin. and b is ol possible o predicn the ubltimae oueome of tese maiers. 11 is e
company’s experience thit dunage amounts ¢laimed in litigation against it sre uircliable and wrelvied 1o possible
ourcomes, and a3 such are not meaningful mdicators of the company s potential linbility, Further, ihe company is unable
1o provide such an estimate doe 10 & munber of other factors with respect o ihese elaims, sulls, invesiigations and
procecdings, including consideritions of 1 procodural status of tie natier in question, the presence of complex or rovel
legal theories, and'or the ongomyg discovery and developaseid of informiston mmpanant 6 the nollers. The compaiy
reviews glaims, sails, investigalions and proceedings al least quanerly, and decisions e made with respect (o recording
or adjusting provizions i dizsclosing reasonably possible lesses or range of bosses Cindividually o in the aggregate), o
reflect the impact and stws of setlemient discussions, discovery, procedural and substanivee ndings, revicws by coumsel
anel other informntion pertinent (o particulir matter

Whetlier aavy losses, damages or remedics Nnally desemuined th any claim, suil, investigition of proceeding could
reasonably have a material efTect on the company s business, financial condition, resulis of operations or cash Mows will
depend on a number ol variables, including: the timing and amount of such lpsses or damages; the smiciure ansd type of
any such remedies; the significance of the impact any such losses, damages or remedies may have in the Consolidated
Finnncial Staiements; and the unigue Gicrs und circumsguices of ke particular pintier thi may give rise (o additonal
fctors. While the company will contimie to defend itsell viporously, il 15 possible that the company 's busimess. financial
condition, resulis of opermions or cash Mows could be affected in any pasticular peniod by the resolution of ome or mone
of these muatters.

The following is a summury of the more significant legal mattees involving the company.
The company s a delantan in an acnon fled on March 6, 2003 i st court i Salt Lake Ciy, Utah by the SCO
Grgup (SCO v, IBM). The company removed the case 1o Federal Court in Utah. PlaintifT is an alleged sucoessor in

imierest 1o some of ATET s UNIX IP riglus, and slleges copyright Inlringenent. unlhie competition, interference with
coniragt and breach of contract with regard o the company’s distnbotion of ATX and Dynix and contribution of code (o
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Linux and the company has assened coumerclaims. On September 14, 2007, plaintifT filed for bankmipley protection,
and all proceedings in this case were staved. The court in another suil, the
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SCO Group, Inc. v. Novell, Inc. beld o irial in March 2000 The jury found th Novell is the owner of UNIX and
UnixWare copyrights; the jndge subsequently ruled that SCO is obligated 1o recognize Novell's waiver of S5C0°s clims
against |BM and Sequem for breach of UNIX license agreensenis. On Angust 3, 200 1, the Tentl Clrenii Count of
Appenls alfinned the disirict court s oling and denied SOO's appeal of teis matier. In June 2003, the Federal Court in
Utah granted SCOs miotion 1o reopen the SO0 v, TBM case, and procecdings have ressancd i (il case,

On May 13, 2000, TBM and e St of Indina (pcnng on behalf ol ihe Indiana Family and Social Services
Adminisiration) sued one another in w dispute over § 2006 contract reparding the modermization of social service
progrum processing v [ndioma. The Stoe ermimsated the contract, claiming that TEM was i breacl, and the Suie s
seeking dumages. 1BM belicves the Siate’s cliims against it are whlsout merh and is seeking paymeni of iemmination
amouns specified in the comrgt, Afler six weeks of trial, on July 18, 2002, (he Indiana Supcrior Coun in Marion
Conmily rejecied the State’s cliding in liéir entirety and wwarded [BM $52 mallion plus naterest did costs. On Febriary 13,
20114, thie Indiann Court of Appeals reversed portions of the trial judge’s findimgs, found 1BM in muierial breagh, mnd
ordered the case remanded 10 the wnal judge o determine the State’s damages, iCany, The Indians Cour of Appeals plso
affirmed approximately S50 million of the mal coun’s sward of dumages 1w 1BM. This matter remains pendiog i the
Indisng couris.

O April 16, 2004, lusacell SA de © V. ilusace! 1) swed 1BM, cliiming that 1BM made fraudalent misrepresentations
ihat induced Iusacell ie enier inde an agreement with IBM Mexico, lusacell clums damages for lost profits, lusacell’s
complaint relates toa contractual dispute in Mexico, which i the subject ol o pending arbitrmion proceeding v Mexico
imitinded by IBM Mexico opainst lusacell for breach of the underlying agreement. On November 14, 2014, the District
Comrt dn the Sowhern District of New York granied [BM's motion to stay lnsacell’s action agamst the company pending
1l arbitration i Mexico between lusacell and [BM Mexico

185 United Bangdom Limited (IBM UK) mitiated legal proceedmgs in May 2000 before the High Count in London
against ihe IBM UK Pensions Trusi (ihe UK Trusi) and iwo sepresendalive beneliciaries of the UK Trust membership.
IBM UK 15 seeking a dechiration that if peted kiwdully bodli in notifying sthe Trustee of the UK Trast ihat 10 wiss chosing
its UK defined benefil plans 1o Nuture aconials for mast participans aod in implememing (he company’s new relirement
policy. In April 20014, the High Coun acknowledeed (un the chumges mimde o s UK delined benelit plans were within
[BM s discretion, but ruled thas IBM brexched its implicd duty of zood faith both in implementing ihese changes and i
e smanmver in which it consulied wiil eiplovees. Proceedings io determine remedies were beld bo July 2084 and in
Febmary 201 5 the High Courl held thai for 1BM 1o moke changes to aconumls under the plan wounld requuire a new
comsultation of the participants, but to make other changes (including to early retiremeni pelicy y would not require such
consultation. [BM intends 1o appeal both e breacl md remedies judements. In addition, 1BM UK 5 o defendant in
approximtely 200 individual actions brought sinee early 2000 by participants of the defined benelis plins who lelt TBM
UK. These actions, which allege constructive dismissal and age discrimination, are parding before the Employnsem
Tribunal in Soumbampion UK

In @ separate bt related proceeding, in October 2002, the High Coun held than the 1953 Trost Deeds and Fales should
be modified o allow cenain categorics of current 1BM UK employecs who are members of the © Plan wo retire from ihe
age of 6O (rther than from e age of 63 ) without acimrial reduction of their defined bene il pension. In a supplementiry
ruliing in Decensber 2002, the Court declived o somilarly modily Qv Trest Deeds and Rules for former emmplovees who
were O Plun members and who lefl the company prier (o retirement, Neither party appealed these judpmienis, As 4 resull
of (ke Octaber 2012 muling, IBM recorded a pre-1ax retirement-related obligation of $162 million in the (hird quarter of
20iE

O March 24, 20014, in b sull broogli by local Werks Councils, tee Supreme Court of Spain leld that 1BM Spain’s
Defined Comribution  2C) Plan inglemented in 1993 was null and void, and held thal curren comployees conld reinstale
ileir righits to a Defined Benefii (DB Plan, alihough with an od¥set for DC contrihuiions paid 1o daic. The Court held that
TBM Spain did mol consult with the Works Councils in seeking the volumary participation ol eniployees in changing the
pension scheme, and recomimended that 1BM Spaincand the Works Councils engage in discussions aver low 1o carry oul
thee offset, The mling is declratory only, |BM Spain leis requested leave 1o appeal the decision lo the Constitutipnil
Comurt, The maner rensmns pending m the Spamsl) courns.

I Barch 200 1, the company announced that 11 hid agreed 19 setile a ol enforcement sction with the Secomities and
Exchange Commission {SEC) relating to alleged vielations of ihe Foreign Cormepi Practices Act of 1977, On July 25,
2003, the court approved that 20011 seubement md requined thil Tor o two-vear period |BM nake repons 1o the SEC md
1l court on certin matiers, i luding those relating to complimes with e FCPA. In carly 2012, IBM notified (he SEC
ofan mvestigation by the Palish Central Anti-Cormupion Bareau involving allegations of illegil astivily by o formgr
IBM Poland cmployee in connection with sales 1o the Polish covermment. 18M is cooperating with the SEC and Palish
authoritics i this neiter. In April 2003, TBM leamed that the U.S. Department of Justice (DOJ) s also investigning
allegations related 1o the Poland mtter, as well s allegations relatig 0 tmnssctions m Argenting, Bangladesh and
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Ukraine. The DM is also seeking infornuation regarding the company’s global FCPA compliance program and its
public sector business. The comipany 15 cooperating with the DO in this matier.
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The company is o defendant in nunierows actions filed aller Jomuery 1, 2008 in the Supreme Coaum for the Ste of
Mew York, county of Broome, on behall of hundreds of plaintffs. The complaings allege numerous and different couses
of action, including for negligence and recklessness, privaie nuisance and trespass. Plaimiifls in these cases seek medical
menitoring and eliim damages in unspeeified amounts for a varnety of personal mjurics and property domages alfegedly
arizing out of the presence of groondwater contamination and vapor intrusion of groundwaler contaminants imo certain
structures in which plaintifis reside or resided, or conducted business, allegedly resulting from the release of chemicils
it the envirenmen) by the company 11 s former manufacmring and development Bcility in Endicotl. These camplainis
also seck punitive damages in an unspecilicd smouni.

The company is party 10, or otherwise involved in, proceedings browghi by U.S. federal or state environmental
agencies wnder the Comprehiensive Environimenial Response, Compensation and Liability Act (CERCLA), known as
"Superfund,” or laws sunilar 1o CERCLA Such statules require potentially responsible paries @0 participate in
remediation activities regardless of fault or ownership of sites, The company is also conducting environmental
imvestigations, assessments or remedialions at or in the vicinity of several curment or former operating sites globally
pursuant 1o penmits, adiministrative onders of agrecments with coumry, stie or logal envirommental agencics, and is
imvolved in awsuits and claims conceming ceriain current or former opcrating sites.

The compeny is also subject 1o ongaing 1ax cxamimations and govemmenial asscssmenis in various jurisdiclions.
Alang with many eiher LS. companies doing business in Brazil, ihe company is involved in various challenges with
Brarilian tux suthoritics reganding non-income ax gsscssments ind ron-income 1ax litigation matiers. The total potential
amouiil felated to these manees for all applicable veaes i3 approximately S630 million. The company believes it will
prevadl on tese mutters and thi this amont is wol a mesnmgiul indicator of lability.

Commitments

The company’s extended lines of credit 10 third-party entitics include unused wEmounts of %5365 million and 55028
million at Decembser 1, 20048 and 2013, respectively, A portbon of these amounts wis available 1o the comgany s
busibess pariners 1o support their working capital needs. In addition, the company lias commilied o provade luture
financing o i1s chients in connection with client purchase agreements for approximaicly 51,816 million and 51,769
miillion s Decembaer 31, 2014 and 2013, respectively,

The company has applied the pusdance requiming a guaranior 1o disclose cerimim ivpes of guaraniees, even ifthe
likelibood of requiring the guaranion’s performance is remote. The following is a description of arrangements in which
e company 15 e guarantor.

Thie company 15 a party 16 a varicty of agreements pursuant to which it may be obligated to indemnify e other party
witl respect 1o certain matters. Typically, these obligntions arise in the context of contracts entered into by the company,
uwnder which the company customanly agress 1o hold the other party harmbiess agains bosses ansing from a breach of
represcidations and covenamis relied 1o swch matiers as title 10 assets sold, certain [P rights, specified environmental
matiers, third-pany performance of nonfmancial contraciual ebligaiions and cemain income taxes. In cach of these
circumstances, paviment by the comgpany is conditioned on the other party making a cluim pursw o the procedures
specified in ihe panicular contract, ihe procedures of which tvpically allow the company o challenge the other party’s
claims, While typically indeninification provisions do not include a contracml maximim on (he Conmpany’s paymen,
the company s obligations under these agrecments may be limited in torms of time and'or miture of claim, and in some
instances, the company may have recourse against third panties for comam payments made by the company.

It i5 not possible 1o predict the maximum potential amount of fulure payments under these or similar agreements due
1y the conditional nature of the company's obligations and the unigue fcis and circumstances involved in cach particutar
agreement. Historically, paymenis nide by the company uinder these agreemenis have not had @ materml effect on the
company s business, financial condition or results of operations,

In addition, the company guarmmices cermain loans and Tinancial commitmants, The maximum pelential frure payvment
winder these Mnancial guaraniees was 546 million and 544 million st December 31, 2004 and 2013, eespectively. The fair
vilug of the guaraniees recoenized in the Consoliduted Stsement of Financial Position was immutenial.

NOTE M.
TAXES

{5 in milhons )

Far the year msed December 31 814 ona- 2013~
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Income from continuing opentions before income taxes

LS. operitions 5 TH 5 1577 & 1, 306
Now-LL S, operalions 12,477 12667 12,2314
Todal income from continoing eperations before income taxes 5 19,9846 5 20,744 8 12540

* Reclassified 1o reflect discontinued operations presemlation.
The income from conlinuing operutions provision for income laxes by geographic operitions is as follows:

(5 in mmallions§

Far the vear ended Deermber 32 amn4 Rl ER nn2e

LS. opentions 5 Lm3 5 1315 § 1825
Won-LLS. eperations 2,141 248 2716
Tatul continuing operations provision for income taxes 5 42344 § 3363 5 5,531

* Reclassificd 1o reflect discontimucd operations presculation.
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The components of the income from continuing opertions provision for income 1axes by txing jurisdiction are as
follows:

{5 in millions)y

Far e year ended December 313 004 Pl RN )2
ULS. lederal
Curremi 5 L1 5 16 5 1,356
Deferred 15 (TK) 415
1,239 DG 1,971
LS. state and local
Curreni 541 27 158
Deferred (115} (3300 2491
436 (53 450
Mon-LLS.
Currem 2825 3007 3,006
Defemred (265 (637) 105
550 2,430 3101
Toul continuing operatiens provision for income laxes 4,234 3,363 5541
Discomtined operations provision for income wses (1.617) (322) (243)
Provision for social security, real esiate, personal property and other
axes 4,008 4,198 4,331
Tutal taxes included in net income 5 [ 7218 § 1) )

* Reclissified 1o reflect discontinued operalions presciation.

A reconcilimtion of the statutory LS. federal tax mie 1o the company s effective tax rate [roan continuing operations is is
follows:

Far the vrar endi December 152 2004 H RN HHIE
Statwlory rale 5% 3% A
Foreign tux dilerentinl (14) [ K] (1in
Siate and local | 1] 1
Domestic ingentives (2) {3) il
Other i 2) 0
Effective rate 1% 17% 25%

Percentages rounded for disclosure purposes,
* Reclassified 1o reflect discontinued operanons presemanon.

The significant componends reflected within the tax rate reconciliation above labelked “Forcign tax differential” include
the effects of forcign subsidiaries” earnings taxed a1 rates other than the U.S. statutory rate, foreign export incentives, the
LS. tax impacts of non-U0.5, camings repatriation and any net inpacts of intercompany (ransactions. These items also
reflect andit settlements of climnges m the amownl of unrecognized tax beneliis associated with each of these Hlems,

The 2014 contmuming operations tax rale moereased 4.6 points from 2003 dee to e lack of the following 2013 benefits:
the completion of the 2008—20010 LS, 1ax audit and associated reserve redelerminations (11,1 poinis), the retroactive
impact ol the 2002 American Taxpaver Reliel Act (0.7 poinis), 4 [ax agreeimenl requiring i reassessment of cortain
valuation allowances on deferred i assets (1.4 points), the resolution of conain non-U.5. fax audits (0.7 poinis) and
newly enacted ULS, state tix legislaton (006 points), as well s a 1ax charge related 1o the divestitare of e industry
sandard server business (0.9 poinls).

These increases were partially offsel by benefits due to the following: the yvear-to-vear redoction in tix charpes related
10 gerlain inercompany payments made by forcign subsidianes and the leensing of cenain imellectual propeny (3.7
points), the increased wilization of forcign fax credits (4.7 points), and 2 more favorable geogrphic mix of pre-tax
income in 2004 (2.5 poims)
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The ¢ffect of ax lw changes on deferred tix assels and liabilities did mol have a material inpact on e company s
effective oy mie.

The significan componenis of deferred tax assets and labilities thug are recorded inihe Consolidated Statement of
Finanecial Position were as follows:

Deferred Tax Asseis

(S in millions)

Al Becember 31 2004 20130
Retiremem benefits 5 4,795 5 3,704
Share-based and other compensalion 1,328 1,262
Diomeste tax loss'credil camylorwands HEY Un2
Deferned income 957 9
Foagign tax loss/credit carryforwards 686 641
Bad debt, iventory and wiarmanty reserves 519 592
Diepreciation g 352
Accnuils 1,176 122
Other 1,306 1,452
Giross deferned Lix assels 11,564 10,311
Less: valuation allowance 14 734
Net deferred tax asscis 5 1,318 S 9577

* Reclassified to conform with 2014 preseniation.
Deferred Tax Liabilities

{5 in millions)

Al D mmber 312 P ES RS

Digpreciation % 487 = 1. 346
Retiremem benelits 05 1,219
Goodwill and iviangible asseis 1,263 1,173
Leases 2 1,119
Soltware developmenl cosis 421 558
Deferred transition costs 374 424
Oiber 1,111 41
Gross deferred tax Hahilities 5 4773 § . 680
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For income tax retun purposes, e company has foreign and domestic loss caryforwards, the 1ax elfect of which is
5579 million, s well as domestic and foreign credit carry forwards of 59635 million, Substantially all of these
carryforwards are available for ai least iwo years or ane available for 10 years or more.

The valuation albowance a1t December 31, 2014 principally applics to cemain foragn, state and local loss
carryforwards that, in the opinion of management, are more lkely than not 1o expire unutilized. However, to the extent
theat 1ax benefis relued w these carry forwards are renlized in the fuure, the reduction in the valuation allowance will
redsce INCOme 13X CXPense,

The amount of unrecognived tax benefits ol December 31, 2014 increased by $646 million in 20014 1o 85, 104 million,
A reconciliation of the beginning and ending amoutil of unrecognised tax benelis is as follows:

{5 in millions)

2014 W13 iz

Balance at January 1 5 4458 &5 5672 & 5,575
Additions based on tax positions related 10 the current year 697 110 401
Additions for tax positions of prior years S8y 417 215
Reductions for 1ax positions of prior yvears {including impacts dwe 1o a

lapse in statutc) (579 (2,201 (425}
Senlements (585) (255 (4}
Balance at December 31 5 5,004 5 4458 5 5672

The additions to unrecognized 1ax benefits related to the current and prior years are primarily afiributable to non-U.S,
issues. certain tax incentives and credits, divestilures, acquisation-related matiers and siate issues. The seitlements and
reductions to unrccogniyed mx benefits for tix positions of prior vears are primarnily anribitable (o crmency, non-11.5
audits and impacis due o lapses in siatutes of limiation.

Ini April 2000, the company appeated the determination of e Japan Tax Authorities with respect Lo certamn foreign
1ax losses. The tix benefit of these losses totals 51,000 million as of December 31, 2014, The 2014 decrcase of 5141
miillion was driven by currency and has been included in the 2004 reductions for 1ax positions of prior vears, In
April 2011, the company received notification that the appeal was denied, and in June 201 1, the company filed a lvwsuit
challenging this decision. In May 2014, the Tokyo District Court ruled in favor of the company. The Japancse
government has appealed the ruling 1o the Tokyo High Court. Mo final deiermination has been reached on this matter.

The liability al December 31, 2004 of $5,104 mallion can be reduced by S875 million of offsetting tax benefits
associated with the correlative effects of poatential transfer pricing adiusiments, LS, tax credits, stae ingomg faxes and
timing adjestmseas, The net amoum of 54,229 million. i recognized, would Fvorably afleet the company's effective tax
rate, The net amounts at December 31, 2003 and 2002 were 33,902 million and 55,099 million, respectively,

Imicrest and penaltics related to income tax liabilities are incheded in income tax expense. During the year ended
December 31, 2004, the company recognized 5216 million in inerest expense and pemaltics; in 2003, the compary
recognized a benelii of 893 million in inierest expense and penaltics, and in 2012, the company recognized 5134 million
im anterest expense and penalties. The company lwas 5593 million for the payment of imterest and penalties accrued at
December 31, 2004, and had 5417 million accrued at December 31, 2013,

Within the next 12 months, the company believes it is reasonably possible tha the total amount of unrecognized tux
benefins associated with cemain positions may be significantly reduced. The potential decrease in the amouni of
unrecopnized ax benelits is primarily associied with the amticipated resolution of the company’s LS, income tix audit
for 200 | and 2012, as well as various non-UL.S. audits. The company estimaies thai the unrecognized tax benefiis at
December 31, 2004 could be redwced by approximatcly S1 billion,

The company is subject 1o axation in the U8, and various stiie and forcign jurisdictions, With respect to major U8,
state and forcign axing jurisdictions, the company is generally no longer subject 10 tx examinations for years prior 1o
2009, The company is no bonger subject 1o income 1ax exammation of its US. federal tmx return for vears prior o 2001,
The open vears contain matters that could be subject to differing imerpretations of applicable tx laws and regulations
related 1o the amount and'or tming of income, deductions and 1ax credits. Although the outcome of tax audiis is always
uncertain, the company belicves thal sdequate amounts of tax and interest have been provided for any significam
adjustments that are expected to resull for these vears.

In the founh quaner of 200 3, the company received a drall 1ax assessment nence for approximately 566 million
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{approximiely SES0 million at 2004 year-cod currency rakes) from the Indian Tax Awlorities for 2009, The company
believes it will prevail on these matiers and that this imount 35 nod o mcaningful indicstor of lwbility, At December 31,
2014, the company has recorded 5471 million as prepaid income taxes in India, A significam ponion of this balance
represents cash x deposits paid over tinse to prodect the company s right to appeal vanous income G asscssments made
by the Indian Tax Authorities,

In the first quarter of 2004, ihe IRS commenced s medii of the company’s U5, tax reiums for 20011 and 2002, The
company anticipates that this audit will be completed by the end of 2015,

The company hixs not provided deferred s on 561.4 billion of undistributed camings of non-LULS, subsidiarics st
December 31, 2004, as u is the company™s policy 1o indefinitely reinvest (lese earnings in mon-L1.S. operations.
However, the company periodically repatriales a portion of these carnings to the extent that it does not incur an
addinional U5, tax liability, Quannification of the deferred tax liabilicy, if any, associated with indefinitely reinvested
earnings is not practicable.
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NOTE O,
RESEARCH, DEVELOPMENT AND ENGINEERING

RD&E expense wis 55,437 million in 2004, 55,743 million in 2001 3 and 55,816 million in 2002, In sddition, RD&E
expense included in discontinued operations was S368 million in 2004, S433 million in 2013 and S486 million in 2002,

The company incurred total expense of 55595 mullion, 55,959 mllion and 56,034 milbion i 2004, 2003 mwd 2012,
respectively, for scienlific research and the application of scieniific advances to the development of new and improved

products and their uses, as well as services and (heir application. Within (kese amoums, soliware-related expense was
£3.064 million, 3,077 million and 3,078 million in 2014, 2013 and 2012, respeciively.

Expense for produci-relaied engimeering was S211 million, 3267 million and $268 million in 2004, 2003 and 2012,
respectively.

NOTE P,
EARNINGS PER SHARE OF COMMON STOCK

The following table presents the computation of basic and diluted camings per share of common stock,

(5 in millions except per share amoaunts )

Fat the viar codid De ber 312 b ] i 2
Weighied-average number of shares on which eamings per sluire
calculations are based

Basic 104,272,584 | IR 486,604 1,142 50852
Add—incremenial shares under stock-based compenspion plans 433155 6,751,240 1ih BiK 4246
Add—incremental shares associaied with contingently issuable

shares 1,305,741 | 804313 2072370

Assuming dilution 1000, M 48 1 103,042, 156 1,155449.317

Income from continuing operations 5 15,7581 = 16881 % 1,

Loss from discontinued opertions, nel of L (3,729} (30K} {395)

MNet income on which basic carnings per share is caleualated b 12022 5 16481 5 16,6404

Income from continuing operations 5 15751 % 1o gdl & 16, 4Frd

Met income applicable to contingemly issuable sharcs i3) (1 i

Income from continning operations on which diluied exrnings per
share is calculaied 5 15740 % 6,880 § | 6, %5

Loss from discontinued aperations, nét of tix, on which basie and
diluted carnings per share is calculated (3.72%) (398} (305}

MNetincome on which diluted earmings per share is caleulated s 12020 % 16481 % 16,603

Eamings(loss) per share of commmon stock
Assuming dilution

Continuing operalions 5 1550 % 1530 5 14.71

Driscontinued operations (3.69) {0_346) {034}
Total 5 1100 % I404 § 1437
Basic

Cominuing operations 5 1568 S 1542 [4,58

Discontinued operalions (3.71) {034} (L35}
Tirtal 5 197 % 1506 5 14.53

Weighted-average stock oplions 1o purchase 17,420 common shares in 2004 and 8,797 common shares in 2013 were
oultanding, bul were nol ineluded 1 the computaticn of diluied eanmiigs per shiare because the exercise price of e
options wis greater than the average markel price of the commaon shares for the Tull year, and therefore, the ¢ffeet would
Iave been antidilutive. There were no stock options sutstanding in 2012 that were considered antidilutive and not
imcluded in the dilwed camings per share ealculation,
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NOTE €.
RENTAL EXPENSE AND LEASE COMMITMENTS

Rental expense, including mnounts charged to inventorics and fixed assets, and excluding amounts previously reserved,
wis 51,592 million in 2014, 51,75% million in 20013 and 51,767 million in 2002, Within these amounts, rental cxpense
reftecied in discontinued operations was 395 million, S 115 million and 110 million, in 2004, 2002 and 2012,
respectively. Rental expense in agreements with rend holidays and scheduled rent increises is recorded on a straight-line
basis over the bease term. Comtingent rentals are inclisded in the determinmion of rental expense as acemiable, The table
below depicts gross minimum rendal commitments under noncancelable leases, amounts related to vacant space
associated with infrastructuee reductions, sublease income commitments and capital lease conmitmens, These amounts
refleet actvities primarily relmed 1o ofTice space, as well as datacenters,

(% in millions)

piE Hili Hil7 2018 2% Hevomd 2019
Operating lease commitments
Gross i eental
commitmens (ingluding
vacant space below) 5 1,350 § ILal s UgE 8 B8 5 Ti4 5 1.051
Vacant space - 24 5 9 5 6 3 2% Lo I 3 —_
Sublease income commitmenis 8 12 8 5 B 5 h 5 5 5 6
Capital lease commitmenis L] 13 & 75 2 & 1% 2 5 2

NOTE R,
STOCK-BASED COMPENSATION

The following table presents total stock-based compensation cost inchuded in income from continuing operaticns:

{5 in millions}

For the vear codol December 352 L4 pIE) 002
Cosl 5 121§ [z § 132
Selling, general and ndministrative 350 435 R
Research, development and cugincering 54 57 59
Oither {income) and expense® {13} — iy
Pre-1ax stock-based compensmtion cost 512 [ (B2
Income bux benefits (1743 {213} {2441}
Net stock-based compensation cost 5 3B 5 42 5 445

* Reflects the one-time effecis related 1o the divestiires of the customer care and industry standard server businesses in
2004,

The amount of stock-bascd compensation cost included in discontinued operations, net of 1ax, was immaterial in all
periods.

Total unrecognized compensation cost related 1o non-vesied awards a1 December 31, 2004 and 2003 wias S874 millan
and 5995 million, n:spcclim:iy. The mmount at December 31, 2004 is expected to be recogmized over a weighted-average
period of approximately 2.3 vears.

There was no significant capitalized stock=based compensation cost ot December 31, 2004, 2003 and 2012,
Ingentive Awards

Stock-based incentive awards are provided 10 cmplovess under the wrms of the company's long-term performance phins
{the “Plans™), The Plans are sdministered by the Exccutive Compensation and Management Resources Commitice of the
Board of Direciors (the “Comvmittee”), Awords available under the Plans principally include restricted stock units,
performance share units, stock options or any combination thereof,

The amount of shares originally authorized 1o be issued under the company’s existing Plans was 274 nillion at
Decernber 31, 2004, In addition, cenain imcentive awards granted under previous plans, if and when these awards were
canceled, could be reissucd under the company s existing Plans. As such, 66,2 million additional awards were considered
authorized 10 be issped under the company s existing Plans as of December 31, 2004, There were |55 million unused
shares avanlable 1o be granted under the Plans as of December 31, 2014,
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Under the company’s long-standing practiccs and policies, all awards are approved prior (o or on the date of grant,
The awards approval process specilies the individua! receiving the grant, the number of options or the valug of the
award, the exercise price or formula for determining the exercise price and the date of grant. All wwards for senior
management are approved by the Comminee. All awards for employees other than senior management are approved by
SCMIOr management pursuant to a serics of delegations that were approved by the Comumitiee, and the grums made
pursuani to ihese delegations are reviewed periodically with the Commitice. Awards ihat are given as pani of annual iodal
compensation for sentor management and other employees are made on
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specific eyvele daies scheduled in advance. With respeci wo awards given in conmeciion with promotions or new hires, the
company s policy requires approval of such swards prior o the grant date, which is tvpically the date of the promotion or
ile daic of hirg,

Stock Awards

Stock awards are made in the form of Restnicied Stock Units (RSUs), incleding Retention Restricted Stock Units
(RESLIs), or Performance Share Units (PSUs).

The wables below summariee RSU and PSU activity under the Plans during the years ended December 31, 2014, 2013

and 2012,
R5Us
4 i Pl
Weighted- Welghted- Wilghted-
Average Sigiber Average Siimbeer Average N ey
Capant Priee of I nkis {arant Price wl 'mins €oranit Priee ol 1/mins
Balance at January | 5 166 RA635HNT S 148 9841401 S 129 12218601
R5Us gramed 172 1,515,%47 139 2541081 Ik4 2635772
RSUs released 1587 (2.401,7T61) 131 {2.052.163) 117 {4338,787)
RSUs canceled forfeited 167 (1,025,226) 154 (TO4.862) 139 (674,125
Balance at December 31 5 171 7. 784,277 & 16 635,317 § 1458 R4 AG]
PSUs
24 23 22
Wrighted- Weightel- Worlghitel-
Aversge Number Average Namher Average Number
Garant Price af U ndis Corami Price off |'ndts Coramt Price of U mles
Balance at January 1 5 178 1LR14294 5 151 3172200 § 122 3,686,991
PSUs granied an iarget 15 1430008 195 ROOHTS 185 1,00 0003
Addinonal shares eamed above
argci® 157 20,5y 118 152,069 102 550,309
P5Us relensed 15T (LOZT.181) 118 (1.321,784) 102 (1,998, 746)
PSUs canceled Torleined 187 (116.404) 170 (48,067} 111 {70,446
Balance at December 31 5 185 340,707 S 178 2824294 S 151 3,172,201

* Represents additional shares issued to employees aller vesting of PSUs because final perfonmance metrics exceeded
specificd urgets.
** Represents the munber of shares expected (o be issued based on achicvement of grant date perlormance targers, The
actual number of shares issued will depend on final perfommance against specified fargets over the vesting period.

RSUs are stock awards granted 1o cinplovees that entitle the holder 1o shares of common stock as the award vesis,
typically over o onc- 1o five-year period. For RSUs, dividend equivalents are nod paid. The fiir value of such R5Us is
determined and fixed on the grant date based on the company s stock price adjusied for the exclusion of dividend
equivalents.

The remaining weighted-average contractual term of RSUs ai December 31, 2014, 2003 and 200 2 15 the same as the
period over which the remaining cost of e awards will be recognized, which is approximately three vears. The faie
villue of BSUs granted during the vears ended December 31, 2004, 2003 and 2012 was $434 million, 5451 million and
5456 million, respectively, The iodal fair value of RSUs vested and releascd during the vears ended December 31, 2004,
2003 and 20102 was 8378 million, 3386 million and $509 million, respectively. As of December 31, 2004, 2012 and
2012, there was 5754 million, $871 million and $938 million, respectively, of unrecognized compensation cost related (o
ioi-vested RSUs, The company received no cash from cinpbovees as 4 resull of employes vesting and release of RSUs
for the years ended Decomber 31, 2004, 2013 and 2012, In the second quarter of 2011, the company gramed equity
awards valued an approximately 51 (housand each (o aboul 060,600 non-executive emplovees, These awards were made
wnder the Plans and vest m December 2005,
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PSUs are stock awards where the number of shares ultimately received by the employee depends on the conmpany’s
performance agninst specificd targets and typically vest over a three-year period, For FSLUs, dividend equivalents are not
paid. The fair value of each PSU is detenmined on ihe grani date, based on the company's stock price, adjusaed for the
exclusion of dividend equivalents, and assumes that performance targets will be achieved. Ower the performance period,
the mumber of shares of stock that will be issued is adjested upward or dovwnward based upon the probability of
achicvement of performance targets. The ultimate number of shares issued and the relaied compensation cost recognized
as expense will be based on a comparison ol the final perfonmance metres 1o e specified wrpeis, The fir value of
PSUs granted at target during the years ended December 31, 2004, 20013 and 2012 was 5257 million, 3170 million and
5156 million, respectively, Total fair value of PSUs vested and released during the wears ended December 31, 2004, 2013
and 2012 was S161 million. $156 million and 5203 million, respectively.

In connection with vesing and release of RSUs mid PSUs, (i tax benelits realised by tle company lor the years
ended December 31, 2004, 2003 and 2002 were 3222 million, 5312 millian and 5454 million, respectively,

Stock Options

Siock options are awards which allow the employee to purchase shares ol ihe company”s siock at o lixed price. Siock
aptions are granted al an exercise price equal o the company s average high and low stock price on the date of grant.
These awards, which generally vest 25 percend per year, are fully vested four years from the date of grani and have a
contractul term of 10 vears.

The company estimates the Gur value of stock options it the date of gram using the Black-Scholes valuation model.
Key inputs and assumptions wsed (o estimme the Gir value of stock options include the grant price of the award, the
expecied option enm, volallity of the company 's siock, the risk=lree roe wnd the company's dividend yield. Estimates of
fiir value arc not intended 1o predict actua] future events or the value ultimately realized by cmployees who receive
equity awards, and subsequent events are not indicative of the reasonableness of the original estimaes of fair value made
by the company.

During the vears ended December 31, 2004, 2003 and 2002, the company did not grant stock options,

The following table SUINIMATIECS option activity under the Plans during the years ended December 31, 2004, 2003 and
2012,

L4 ] o1t
Worig el Nummibor of Wirdghtrd- M b ol Wordghiel- Munibier of
Aversge Shares Average shares Average shares

Exerclse Frice Umider Optlon  Exerclse Prece  Usder Optlon  Exerclse Price  Unsider Opilon
Balance at January 1 5 97 56IL9S1 S 94 11,389,721 § 90 20662322
Optieons exercised 97 (3,740,252) 00 [5,585,127) B6 (9,080,170}
Options canceled'expired 05 {131,750) i {151,643} 75 (192.431)
Balanee at December 31 5 97 175049 S 97 50622951 S 94 11,389.721
Excrcisable at December 31 5 97 L7549 S 91 50622951 § 94 11389721

The shares under option al December 31, 2004 were in the following exercise price rmges.

Wiplbans HUMIIIHE amil Envrrcisahle

Weighted.
Averspe
Wrkghirl- Sumbier of Agmrepgaiv Hrmaining
Average Shares Inirinsie Centraciwal Life
Exgrcise Price H-l“w Exercise Price _anllrr lh\ﬂq_!m 'V!!glr iin Yearsh
K3 and under 5 b4 3ZL600 % 27.409.244 1.2
$86 and over 1iH) 1,349,259 B4, 243,181 0.7
5 97 1,750.049 5 111,652,425 il

Exercises of Emplovee Stock Opitions

The total ntrinsic value of options exercised dunng the vears ended December 31, 2004, 20603 and 2002 was §323
million, S614 million and SE005 million, respectively, The todal cash received from employvees as a result of employee
stock option exercises for the vears ended December 31, 2004, 2002 and 2002 was approximately 3364 million, 3505
million and $TES million, respectively, In conneciion with these exercises, the tax benefits realized by the company for
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e vears ended December 31, 20004, 2003 ndd 2002 were S107 million, S 199 million and $341 millkon, respeciively.

The company seitles employes siock option exercises primarily with newly issued commoen shares and, occasionally,
with treasury shares. Total treasury shares held at December 31, 2004 and 2013 were approximately 1,225 million and
1,153 million shares, respectively.
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Mates to Consolidated Financial Statemenis
Intermationil Busingss Machines Corporation and Subsidiary Compianics

Acquisitions

In conmectbon with various acquisition irnsactions, there was an additional 0.5 million shares of stock-based awards,
consisting of stock options and restricted stock units, outstanding at December 31, 2004, as a result of the company's
assusnplioat of stock-based awards previously granted by the acquired entitics. The weighted-average exercise price of
these wwards was 556 per sharc,

IBM Emplovees Stock Purchase Plan

The company mainiins a non-coanpensatory Employees Stock Purchase Plan (ESPF). The ESPP enables cligible
panticipants to purchase full or fractional shares of 1BM common stock at a S-percent discount ofl the average market
price on ihe day of purchase through payroll deductions of up io 10 pereent of eligible compensaiion. Eligible
compensation includes any compensation received by the employes duning the year, The ESPP provides for oflering
periods during which shares may be purchased and continues as long as shares remain svailable under the ESPP, unless
terminated earlier at the discretion of the Board of Directors. Individual ESPP pamicipants are restricted from purchising
mere than 525 000 of common stock in one calendar year or 1,000 slares m an offermg persod.

Employees purchased 1.3 million, 1.5 million and 1.6 million shares under the ESPP during the vears ended
December 31, 2004, 2003 and 2002, respectively. Cash dividends declared and paid by the company on its common
stk also melude cash dividends on the company stock purchased through the ESPP. Dividiends are paid on full and
fractional shares and can be reinvested. The company stock purchased through the ESPP is considered owstanding and is
included in the weighted-overage omstanding sfares for purposes of computing basic and diluted carnings per share,

In July 2014, the “2014 ESPP Reserve” became effective and 25 odllion additional shares of auibiorised common
stock were reserved and approved for issuance. The 2004 ESPP provides for semi-annual offerings commencing July |,
2014, and comtinuing as long as shares remain available under the ESPP. unless werminmed eadlier at the discredion of the
Board of Direciors.

Approximately 24.4 million, 2.3 million and 3.8 million shares were available for purchase under the ESPP at
December 31, 2004, 2003 and 2002, respectively.

NOTE 5.
RETIREMENT-RELATED BENEFITS

Description of Plans

IBM sponsors defined benelit pension plans and defined contribution plans thil cover substamtially all regular
employees, o supplemental retention plan that covers certain U5, executives and nonpension postretirement bene it plans
primarily consisting of retiree medical and dental benefits for eligible retirees and dependents.

LS. Flans
Defingd Benefit Pension Plans
TRM Personal Pension Plar

IBM provides LS, regular, full-time and pan-time employees hired prior to Jameary |, 2005 with poncontributory
defined benefit pension benelits via the IBM Personal Pension Plan. Prior to 2008, (he 1BM Personul Pension Plan
comsisted of a tax qualified (qualificd) plan and a non-iax qualified {nonqualificd) plan, Effective January 1, 2068, the
nonqualified plan was renamed (e Excess Personal Pension Plan {Excess PPP) and the qualificd plan is now referred to
as the Cualified PPP. The combined plan is now referred o as ihe PPP. The Gualificd PPP &s funded by company
comtributions Lo an irrevosable trust fund, which is held for the sole benefin of participants and beneficiaries. The Excess
PPP, which is unfunded, provides benefits in excess of IRS limitations for qualified plans.

Benefits provided to the PPP participants are caloulated wsing benefit formalas tha vary based on the panicipant. The
first method uses a five-year, Minal pay formula tat determines benefits based on salary, years of service, moriality and
other participant-specific factors, The scoond method is a cash balance formula that caloulates benefits using a
percentage of employees’ annual salary, as well as an interest crediiing rate.

Benelin aeeruals under the IBM Personal Pension Plin ceased Deceinber 31, 2007 for all participants.
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L5, Srpplennental Fveontive Retention Man

The company also sponsoers a nongqualified U5, Supplemental Exeamtive Retention Plan (Retention Plany. The Reention
Plan, which is unfunded, provides benefits to eligible LS. excoutives based on average camings, years of service and
age al wenmination of employment.

Beneli accruals under the Retention Plan ceased December 31, 2007 for all participants.
Defined Comribution Plans
THM 4i0f k) Plas Plan

U.S. regular, fulltime and part=time emplovees are eligible o participate m the IBM 401(ky Plus Plan, which is a
qualificd defined contribution plan under section 401 (k) of the Internal Revenue Code. Effective Junuary 1, 2008, under
e TBM 400 (k) Plus Plan, chgible emplovees receive a dollar-Tor=doflar iwatcl of tsear contributions up o 6 perceinl of
cligible compensaiion for those hired prior io January 1, 2005, and. generally up o 5 percent of cligible compensation for
s hired on or after January 1, 2005, In addinon, eligible emplovees receive autominic contributions from the
company equal to 1, 2 or 4 percent of eligible compensation based on their eligibility to panticipate in the PPP as of
December 31, 2007, Emplovees generally receive nutomatic contribanions and matching contributions aller the
completion of one year of service. Further, through June 30, 2009, [BM contnbuted iransition credits w eligible
participants” 401(k} Plus Plan accounts. The amount of the transition credits was based on a participant™s age and service
as of June 50, 1995
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The company s matching contributbons vest immediately and participants are always fully vested in their own
contributions. All contribigions, including the company mach, are made in cash and invesied in accordance with
pantickpants’ invesiment elections. There are ne minimum anwounis tat muse be invesied in company stock, and ihere are
0 restrictions on fransferming ameunts o of company stock o ansher investment choice, ather than excessive tradimg
rules applicable 1o such investments, Effective January 1, 2013, matching and muomitic contribitions are made once
annually a1 the end of the vear. In order 1o receive such contributions cach year, a participant must be employed on
December 15 of (e plan vear. However, il a participam scpasates from service prior 10 December |5, and ls completed
certain service and'or age requireniients, then the participant will be eligible 1o receive such matching and sutonuane
contributians following scparation from service,

TBM Excess 401k Plus PMon

Effective Fanuary 1, 2008, the company replaced the IBM Exccutive Deforred Compensation Plan, an unfunded,
nongqualified, defined contribution plan, with the IBM Excess 401(k) Plus Plan {Excess 4004k)), an unfunded,
nongualificd defined contribution plan, Employees whose eligible compensiion is cxpecied 0 exceed the TRS
compensation limit for qualified plans are eligible to participate in the Excess 401k ). The purpose of the Excess 401

(k} is to provide benefits that would be provided under the qualified 1BM 401(k) Plus Plan if the compensation limits did

not apply

Amounits deferred mto the Excess 401 (k) are record-keeping (notional ) accounts and are nod held in trust for (e
participants. Participants in the Excess 400 (k) may invest their notional secounts in investments which mirror the
primary investment options available under the 400 (k) Plus Plan, Panicipants in the Excess 400k arg also eligible 1o
receive company match and auiematic contmbutions on cligible compensation deferred into the Excess 4010k} and on
comnpensation carmed in excess of the loiernal Revenue Code pay limil once they have compleied one year ol service.
Through hune 300, 2004 cligible participams also received tromsition credits. Amounts deferred imo the Excess 401(k),
inchuding company coniributions are recorded as liabiliiies i the Consolidaied Siaiement of Financial Position, Effeciive
January 1, 2013, matching and mromeiic contrbulions are recorded once annually al the e of i vear. In order (o
receive such contributions ¢ach ver, 4 participant must be emploved on Decembee 15 of the plan vear, However, ifla
participant sepaniles from service prior o Decomber 15, and has completed cortinn service andfor age requirements, then
the participant will be eligible to receive such matching and sutomatic contributions following separation from service

Nonpension Postretirement Beoefit Plan
[L8 Noarpension Poviretirenens Mo

The comipany sponsors a defined benefit nonpension postretirement benefit plan that provides medical and demal
benefits 1o eligible US. retirees and eligible dependents, as well as life msurance for ehigible U.S_ retirees. Effective
July 1, 1999 the company cstablished a Future Health Accoumt (FHA) for cinployees who were more than five years
from retirement eligibility. Emplovees who were within five vears of retirement eligibiliny are covered under (e
company s pror retiree health benefits arangements. Under cither the FHA or the prior retiree health benefit
arrangements, there {s a maximum cost o 1the company for retree health benefits. Effective January 1, 2004, the
company amended Uie plan 1o cstablish a Healih Reimbursensent Ammangement (HRA)Y for each Medicare-ehgible plan
retiree, surviving spouse and long-tenn disability plan particapant who s eligible for company-subsicieed coveruge and
who enrolls o an individual plan wsder the Medicare Exchange. The compuy also amended its life insurance plan.
Employees retiring on or afier January 1, 2005 are not eligible for ife insurance,

Since January 1, 2004, new hircs, as of that date or later, are not cligible for company-subsidised nonpension
postretirement bencfits.

Non-1L5. Plans

Cenain subsidiarics and branches outside the United States sponsor defined benefit and/or defined contribution plans that
cover substantially all regular employees, The company deposits funds under variows Nduciary-lype AMangements,
purchiases anmuities under proup commels or provides rescrves for these plans. Benefits under the defined benefit plans
are typicatly based cither on years of service and the employee™s compensation {gencrally during a lxed number of yvears
immediately before retirement) or on annual eredits. The range el assumpiions that are used for ithe non-UL.S. defined
benefin plans neflect the different economic environmems within the varioes counirics.

In addition, certain of the company ‘s non-1U.5, subsidiarics sponsor nowpensien postretirement benefit plans that
provide mdical and dental benefits 1o eligible non-LLS. retirees and eligible dependents, as well us life insurance for
ceriain :ligiblc non-1.5, retirees. However, most noa-U-S, relirees are covercd by local government-sponsored and -
admimsterad programs.
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Plan Financial Information
Summary of Financial Information

The following table preseiils a summary of the 1otal retirement-related beneflits met peviodic {meomeVoost recorded n the
Consolidned Siatement of Eamings.

{5 in millions}

1.5 Plams Nan-11.5% Plams Taitsl
Far the year ended December 312 2004 pNE] iz 04 1013 iz 014 PR 202
Defined benefit pension plans. 8§ (833)S (2258 (52608 L267 5 1.W96 S 40 % 434 8 1173 8§ 515
Fetention Plan 15 2 14 — - - 15 21 1%
Total defincd benefit pension

pliss { incoame Vcost 5 (RIB)S (28 (50TS 1267 S 1306 S 1IM0 S 449 5 1195 § 5311
IBM 401ik) Pluz Plan aivd ison-

U5, plans § T35 TESS BSTS SMS O ST5S 62108 L2295 1361 S5 1478
Excess 400(k) 14 24 29 — — —- 14 24 0
Total defined contribulion

plams cost § TTs RMWS BE5 S SM6S 5755 6215 1253 5 1384 5 1506
Monpension postretirement

benefit plans cost § W63 255 MRS 6 % 795 825 2725 245 3K

Toial relivemeni-relaied
benefits et perindic cost S 11535 HM S 646 S LRSS S 2os) = I,‘M} % 1,974 % EJH‘M'?E 2389

The following table presents a summary of the total PBO for defined benefit pension plans, APBO lor nonpension
postretirement beneli plans, fair valwe of plan assels and (he associaled funded siames recorded in the Consolidmed
Simement of Financial Position,

(% in millions}

Bemefit Clsligations Falr Value of Plan Assets ¥ umdbed Stafws®
At December 51z 014 013 2014 2018 14 2013
LS. Plans
Overfunded plans
Ounlified PPP 5 ST S 49315 8 55771 S 531954 8 LGS S 4,634
Underfimded plans
Excess PPP 5 1,602 5 1,425 § — 5 — § (LG602) 5 (1.425)
Retemion Plan 334 294 — e (334) (294}
Monpension posircLirement
benefin plan 5053 4,033 1 177 {5,037} (4,456}
Totnl underfunded U.S. plans 5 6989 5 6352 § 16 5 177 & (6973) 5 (6,175)
MNon-1L.5. Plans
Orverfunded plans
Crealificd defined benefi
pension plans 5 16,794 5 933 5 ITHEE S 1240 5 L4 5 R
Nonpension postretirement
benelit plains 11 14 11 1 L] |
Total everfunded non-LLS. plans 8§ 16804 5 9346 5 ITHUE 5 10251 8 L4 S LIk
Undierfunded plans
Crunlified delined benefit
pension plans § 2T 5§ 32497 5§ 214658 5 292231 § (4,623) 5 (3,474}
Mongqualified defined benelin
pension plans 6,762 58T — - {6, T62) (6, 58T)
Monpension postretirement
benefin plans Hillik g2 73 HI {733) (741}
Total underfundcd non-L.5,
plans § 33BdG 5 40004 8 21,729 OS5 2030 5§ (IL11R) 5 10,802}
Tuotal everfunded plans 5 TSI S Ske6l 5 TI6TI 5 64205 § 0 2059 S 5,544
Total underfunded plans 5 4083 S 46458 S8 XLT48 S 2941 S5 (19001) 5 (16977
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* Funded status is recognized in the Consolidated Stnement of Fimancial Position as (ollows: Assel mmounts as prepaid
pension assets; (Liability) amounis as compensation and benefits (current liability) and retirement and nonpension
postretiremenl benefit obligations (noncwrment labality ).

Al December 31, 2014, ibe compiny s qualilicd defined benefit pension plans worldwide were 97 percent funded
compared to the benefin obligations, with the ULS. Qualificd PPP 102 pereent funded. Overall, including nongualificd

plans, the comguny”s defined benehit pension plans worldwide were 90 percei Munded.
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Defined Benefit Pension and Nonpension Postretirement Benefit Plan Financial Informution

The following tables through page 136 represent financial informution for ke company s retirement-related benefit
plans, excluding defined contribution plans. The defined benefit pension plans under US, Plans consists of the Cualificd
PPP, the Excess PPP aid the Rewention Plan. The delined benefit pension plans and the nonpension posirelineiseiil
benefit plims under Non-L1S. Plans consists of all plins sponsored by the company’s subsidiarics. The nenpension

postretirement bemefin plan under US, Plan consisis of only the US, Nonpension Posiretirement Benefit Plan,

The tables below present the components of net periodic (incomeyeost of the retirement=related benefit plans

recognized in the Consolidaied Statement of Eamings, excluding defined contribution plans.

(S in millions})

oOoOooodn

NieTined Bens i Pensdon Mans
1.5, Mans Mon-115% Plams

Far the vewr ended December 31z 2014 2013 b H 2604 HLTE] 2002
Service cosl 5 — § - § — 3 440 5 501 441
Inierest cost 1211 1,980 2.1 1,533 1.524 1,779
Expected return on plan assgts {4,094} {3,951 (4.043) (2,247) (2,195) 2,303)
Amorizaion of ILansition asscls — — i ] [
Amortization of prior service

cosis{credits) 11] i} I {1y {119 (134)
Recopnized aciuarinl losscs 10546 1,790 1,331 1400 1,600 1027
Cunailments and setilemems - = 26 i i
Multi-employver plans‘other cosis® = == — 217 BS 47
Total net periodic (incomeiicost 5 (BIR) & (202) § (5071 5 1267 5 1.396 | A3
(%5 in millions )

Nompension Posiretirement Hemefli Mans
1.5 Plas Nani-11.5 Plams

Far the viear endeil December 312 a4 s pdi] g 214 it Inn:
Service cosl 5 G 8 58 i % 7 5 1 14
Interest cost 187 {[:] 200 603 60 d
Expected refwrn on plan asscis ¥ 1§ " () {9
Amaortization ol tmnsition asseis — - — i i [t
Amorization of poor service

costs{credits) {7 - - (5) {5) {4)
Recopniyed actuaral fosses 1] 21 32 11 23 17
Curtailments and scillcmenis — — — 1] 1] 1]
Tustal net periodic cost 5 i & 28 S 68 5 66 5 - %2

* Thee 20014 Non-U1S, plans amount includes 5148 million related 1o the IBM Spain pension lingation and the 2002 Non-

U.S. plans amount inclides $162 million related 1o the 1BM UK pension litigation, See page 136 for additional

information,

134

Motes (o Consolilated Finnncial Stutements
Intemational Business Machines Corporation and Subsidiary Companics

The following table presents the changes in benefii obligations and plan asseis of the company's retiremeni-relaied
benefin plans, excluoding defined comnbution plans,

(5 in mmallions§

Ihefimed Eemefit Pension Flans

L%, Plams Mon-1'%, Mans L5, Plam

Nonpensnn Postretirement Bemefit Plass
Nom-U' 5. Plams

465/508



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

114 203 4 013 2014 K] 4 13
Change in benefit oblipation
Benefit obligation ai January | 51,034 556,810 5 48,620 349317 § 4,633 S 5252 8§ RA2 S 1019
Service cosl —_ 449 S 26 a5 7 10
Intercst cost 2.1 1,980 1533 1,524 187 16l 63 o
Plan particrpants” contributions — — 37 42 6l 191 — —
Acquisitions'divestitures, net — {HI) 34 L] {2) i L]
Actuarial losses/{Eains) G968 (43440 G662 1362) 548 (481 38 (R}
Benefiis paid from st (3.455) (3303) (1L985) (1.920) (3HB) (55T) {5) (]
Direct benefil payments (114)  (I08)  (465)  (404) (A7) 43 (26} (28)
Foreign exchange mpact - — (5073 (115 — — (91} (87}
Medicare Government subsidics - — 3 3 - =
Amendmenis'cuniailmenis'sciilemenis/other == £k 146 L] L] 15 (1Y) (44}
Benefit obligation at December 31 356,643 551034 5 40834 545620 5 5083 540633 5 K17 8 #2
Change in plan asseis
Fair vitlue of plon assets at fonunry | 5105 S53630 S 30464 33038 S 17T S 433 08 o S5 (19
Actual relermn on plan assels 5274 3626 5579 2515 ] ] 9 5
Emplover contnbutions — — 465 449 16 110 il 1}
Aciuisitionsdivestitures, net - — (59 35 L — o L]
Plan participanils” comribulions —_— 37 42 6l 191 — =
Benefits paid from tmst (3455) (3.303)  (1.98%) (19200 (3R} (55T) (5} (3]
Foreign exchange impact — — {4049 121 - -— (1) {14}
Amendments/'cunailmenssenlements'other _— — 93 L — —— ] (12}
Fair value of plan assets at December 31 555,772 553954 539543 53944 5 16 5 177 5 B4 5 2
Funaded status ai December 31 5_(BTI)S 2920 S(10.291)5(9.157)S (5.037) S(4.456) §_(733) §_(740)
Accumulated benefit obliganon®* 556,643 551,034 8§ 47516 547 8306 MNIA MiA NiA NA

* Includes the remstatcment of cenain plin assets in Brazil due o government rulings in 200 1 and 2013 allowing
cemain previousky resiricied plan asscis (o be returned 1o 1BM. The assets will be returncd 1o 1BM monthly over a
three-year period, staning June 2011 and Seprember 200 3 respectively, with approximately 5122 million reirned
dunng 2004, The renmining surplos in Brazil s December 31, 2004 remains excliled from tomal plan assets due o
continued restrictions impesed by the government on the use of those plan assels.

** Represents the benefin obligation assuming no fuure panicipan! compensation imcrcascs,

N/A—Not applicable
The following tble preseins the net funded status recognized in the Consolidated S1atement of Financial Position,

{5 In millionsy

Tkefimesl Hemelit Femsion Plans Nenpemsbon Pesreticement Benefit Flans
1.5 Plans Mom: L5 P lams U5 Fian Soonc U S Plams
Al December A1z Mild 1A Lild 2003 214 1013 pLOE LR}
Prepard pension asscls 5 LGS 5 40630 5§ LAUS 5 212 § s (L1 LU |

Current liabilities—

compersation and

benefils (1 (107} (326) (364) {381) (2569 {13} {16}
Moncurrenml lbilines—

retircment and

RONPEnsion

postretirercait benefit

obligations [1,425) {1612y (11.060) {9,705y {4.650) (4,201 (7240 {725
Funded status—unet (BT 52920 5(10,291) 5 (9.157) § (5.037) § (4.456) § (73} 5 (740)

|35
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The following table presents the pre-tax net loss and prior service costs/{eredits) and rnsition (asscts) liabilitics
recognized i O] and the clhunges m the pre-tax nel boss, prior service costs/{credits) and transition (assets )/ linbdlitics
recognized in AQCH for the retircanent-related benefit plans.

{5 in millions)

Dhefimid Demelil Pemslon Mlans Nanpensbon Feviretirement Benefit Plans
U5 Plans Mo 1S, Flans 1.5 Plan N S Plams
il Tnid ol B K] 004 013 1ol ii

Met Loss an January |1 5 137 5 948K % 19777 5 22188 8 11T Hiby & 16l % 26
Current period loss)

[pam}) 5780 {3,989 33M (K14 548 (L] 3R (B8}
Curizilments and

setleimenns — (25) 3 — - 1 0
Amonizstion of net loss

e luded in et

peniodic (Incomc)'cost { 1.0546) {1, 7MW} {1,410} {1 60 i (21 {11} {23}
Neet liss at

December 31 5 IR442 5 13700 8§ X46TE 5 19777 S B52 S i 8§ 1% 5 1]
Prior service cosis’

{eredits) a Jaruary | 5 120 S 130 5 (496) 5 (614) S 15 5 —_ % (32} S {6}
Curment period prior

service costs/ieredinsy — (i 1] — 15 o (3}
Amonizstion of prior

service (cosis)credits

mecludied in net

periodic (income)'cost (1) (1) 111 1149 T — 5 5
Prive service costs/

feredits) a

December 31 5 1e 5 120 %  (386) 5 (490 § 13 5 15 § (26) % (32)
Transition

(ussets )y liabalities at

Jameary | 5 — 5§ — 5 [ . 0o s — 8 — 5 [ 1]
Amontization of

trunsition asseis’

tlinkilities) included in

nel peniodic

fincome ) cost — - 1] o _— - o I}
Transition

{asscis)/liabilithes at

December 31 5 — 5 — § o % 0 % — & — 5 [ ]
Tistal loss recognized in

accumulated other

comprehensive

income{liss)* 5 IRS52 5 13839 § 202000 5 I92E] S RIS S B 163 5 129

* See note L, “Equity Activity.” on pages |15 through 121 for the total change in AQCL and the Concolidated Statement
of Comprehensive Income for the componenis of nei periodic (incomedeosi. incliding the relaied tax effecis,
recogniaed in OCI for (e retirement-related benefit plans.

The following tble presents the pre-tax estimated net loss, estimated prior service costa/(eredis) and estimated tmnsiton
{nssets) linbilitics of the retirement-relmed benefit plans that will be amortized from AOCT into net periodic
{income)'cost in 2015

(S in millions})

Thefined Beneflt Nanpemdon Pastrcliremen)
Frnsb=n Flans Heaclid Plain
1.5, PMans Non 15, Plass 15, Plam Mow-10.5, PMlans
et loss 5 1659 5 1493 5 43 5 ]
Prigr service costs/{credits) 10 (9E) {7y (3
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Transition {(assetsylabilities . = —

During the year ended December 31, 2013, the company amended the U.S. nonpension postretirement bene (i plan, A
plan amendment effeetive January 1. 2014, which established an HRA for Medicare eligible participants increased (he
benefin obligation 391 million. A plan amendment which ended life insuranece eligibility for employvees who retire on or
after Jamuary 1, 200 5 reduced the beneli obligation $76 million.

On March 24, 2014, the Supeeme Coun of Spiin issued a ruling against IBM Spain in ligation involving is defined
benelit and defined contnbution plas. Az a vesull of the ruling, the company recorded a pre-tax retirement-rélaled
obligation of 5148 million in 2004 in selling, general wnd adminisimtive expense in the Consolidated Stemen of
Earmings. This obligation is reflected m “Non-US. Plos—Multi-emplover plansother cos12™ in the able on page 134
To date, the melings in this case are declamtory only,

In 201 2, the High Court in London issued a ruling against [BM United Kingdomn Limited and IBM United Kingdom
Holdings Limited, both wihally owned subsidiarics of s companiy, in linigation involving one of IBM UK's defined
benehit plans. As a resuli of the mling, the company recorded an additional pre-tax refirementi-related obligation of S162
million in 2082 i selling, general and adminisirative expense in the Consolidated Statermem of Eamings. Sce note M,
“Contingencies and Commitments,” on page 123 for additional imformantion regarding pension plan litigation matters.
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Mates to Consolidated Financial Statemenis
Intermationil Busingss Machines Corporation and Subsidiary Compianics

Assumptions Used to Determine Plan Financial Information

Underlying boah the measurement of benefit obligations and net periodic (incomeVeost are actuarial valuations. These
valuations use participani-specific information such as salary, age and years of service, as well as cortain assumptions,
e ipost signileant of which include cstimames of discount rates, expected relum on plan assets, eate of compensalion
increases, interest crediting rates and mortality rates, The company cvalunes these assumptions, at 2 minimum, annally,
and makes changes a3 necessary,

The table below presents the assumptions used to measure the net penodic (incomeycost and the vear-end benefit
obligations for retiremeni-related benefit plans.

1efimed Hemelli Pension Plans
L' &, Plans Mom-l %, Plans
2014 HIIES 2 4 2013 2012

Weighted-average assumptions used to

measure net perindic (income)cost for

the year ended December 31

Discoun rte 4.50% 3605 4.20% 331% 3.23% 4.28%

Expecied long-term retums on plan asscts BN LA B 6% 6. 21% 6,26%

Rate of compensation ncrepse NiA WA MIA 1.52% 2.501% 2.43%
Weighted-average assumpiions used io

measure benefit abligations at

December 31

[nscoum rate 3.70% 4.5 F.odfa 1.M4% 332% 33¥%

Rate of compensation increase NiA WA MIA 2.40% 2.52% 251%

MW/ A—Not applicable

Nanpensinn Padtretirement RBenefit Plans

115, Plan Mon-1' 5, Plans
2014 Hii 12 104 2013 2012

Weighted-average assumptions used to -

measure net periodic cost for the vear

ended Decembaer 31

Dascouni rale 4.10% 13 3. M T.TE% 6.43% TAT

Expected long-term retums on plan asscts NiA 0.358% MIA 10,22%, 0.01% 9.01%
Weighted-average assumptions uscd fo

measure benefit abligations at

December 31

Discount rate JA40% 411 330 T.51% 7.78% 6.43%

WiA—Not applicable
Discount Kate

The discount rale pssumptions used for retirement-related benefit plans accounting reflect (he vields wvailable on high-
quality, fixed-income debt instruments ot the measurement dae. For the U5, and centain non-U %5, countrics, a portfolio
of high-gquality corporaie bonds is wsed 1o construct a yield curve. The cash Nows from the company's expecied benefin
obligation payments are then maiched o the vield curve to derive the discount rates. In other non=U5. counirics, where
ile markeds for high-quality long-term bonds are noi generally as well developed. a porifolio of long-term governmeni
bonds is used as a base, 1o which a credit spread is added (o simulate corporaie bond viclds at these maritics in the
jurisdiction of each plan, a5 the benehmiark for developing the respective discount rales

For the U5, defined Benefit pension plans, the changes in the discount rate assumplions impacted the net periodic
{income) cost and the PRO. The changes in the discount rale assumptions resulted in an inerepse in 2014 net periodic
income of 8275 million, a decrease in 2013 net periodic income of 5162 million and a decrease in 2002 net periodic
income of 3258 million. The changes in the discoun rale assuniptions resulted n an inerease in the PBO of $4.437
million and a decrease of S4.785 mullion al December 31, 2004 and 2013, respectively.

For the U5, nongension postretirement benefit plans, the changes in the discount rate assumptions had no material
impact on nel periodic cost for the vears ended December 31, 2014, 2003 and 2012 and resulted in an increase in the
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APBO of 5256 million and a decrease of S298 million a1 December 31, 2004 and 2003, respectively.

For all of the company's retirement=related bemefin plans, tve chages in the discoun rmie assumplions resulted in an
merease in the benelit obligations of approximately 511.0 billion at December 31, 2004,

137
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Motes to Consoliddated Financial Siatements
International Busingss Machings Corporation and Subsidiary Compinics

Expected Long-Term Betums on Plan Asseis

Expeeted returns on plan assets. a compencil of nét periodic (income)/cost, represent the expecied long-ienn returms on
plan assets based on the caleulated market-related valee of plan assets. Expected long-tenm refums on plan assets take
i decoid bong-tern expectations fof fulure returmns and the investment policies and sirnegies as described on

page 139, These mics of retum are developed by the company and are tested for reasonablencss against historical returns,
The use of expected long-term retums on plan assets may resull in recognized pension incomse Ut is greater or less than
the actual returms of those plan assels nany given year. Orver time, however, the expected long-term retums are designed
10 approximate the actual long=term returns. and therefore result in a paitern of income and cost recognition that mwore
closely matches the patiern of the services provided by e employees. Differences between aciual and expected retums
are recognized as a component of net loss or gain in ACCH, which is amortized as a component of net perodic
{meome)icost over e service lives ar life expectancy of the plan participants, depending on the plan, provided such
amounts exceed cerain thresholds provided by accounting standards. The market-related value of plan assels recognizes
changes in the fair value of plan assews sysiematically over a Nve-vear period in the expected return on plan assels ling in
net penodic (income ) oost,

For the U5, defined benefit pension plan, the Qualificd PPP, the expected long-term mte of retum on plan asseis of
K000 percemt remained constant for the vears ended Decernber 31, 2004, 20103 and 2002 and, consequently, had no
incremental impact on net periodic (incomelcost, For 2005, the projecied long-tenm mic of retum on plan asscts is
approximalcly 7.5 pereent.

For the nonpension postretirement benelin plans, e company maimtiins a highly lquid trst fusd balance 1o cnsune
timely pavments are made, As a resull, for the vears ended December 31, 2004, 2003 aned 2012, the expected long-femm
return on plan asscls and the actual renem on hose 355615 were ol ikberial

Rate of Compensation Increases and Mortality Rate

The rate of compensation inereases is determined by the company, based upon is loag-term plans for such increases. The
rite of compensation increase is not applicable (o the 1.5, defined benefit pension plans as benefit accruals ceased
December 31, 2007 for all panicipants. Morality ratg assumptions are based on life expectancy and death rates for
different types of paricipams, Monality rates are periodically updated based on aciual expenence, In the U5 the
Sogicty of Actuarics released new monality tables in 2004 which the company utilized in its plan remeasurements
December 31, 2004, For the ULS. retiremeni-related benefin plans, ihe cliamge in mortality assumprions resulied m an
imgrease o the benclit obligations of approximately 52,6 billion,

Interest Crediting Ralc

Benefits for certain participants in the PPP are caloulmed using a cash balance formula, An assumption underlving this
formmula is an inlerest crediting rate, which immpacts both net penodic (income)’ cost and the PRO. This assumgion
provides a basis for projecting the expecied inerest e that pamicipanis will gam on the benefins thai they are expected
10 reccive n the following vear and is based on (e average from August (o October of the one-year LS. Treasury
Consiani Maiuniy yield plus one percend.

Far the PPP, the change in the interest crediting rate to 1.1 pereent for the year ended December 31, 2014, from 1.2
percent for the year ended December 31, 2013, resulied in an increase in 2004 net penodic income of 58 million. The
change in the inferest crediting re (o 1.2 percent for the year ended December 31, 2003, from 1.1 percent for the vear
ended December 31, 2012, resulied in o decrease in 2013 net periodic income of $6 million. The change in the imerest
crediting rate to 1.1 peroent for the vear ended December 31, 2002, from 1.3 percent for the vear ended December 31,
2001, resulied in an increase in 2012 nei penodic income of S10 million,

Healiheare Cost Trend Rt

For nonpension postretirement benelil plan aceounting, the company reviews exiemal data and i1z own historical rends
for healtheare costs to determine the healthcare cost trend mies, However, the healtheare cost trend rie has an

imsigi fcant ¢ Mect on phan costs and obligations as 3 result of the temns of the plan which limin e company s obligation
1o the panticipats. The company assunses that the healtheare cost trend e for 20005 will be 7 percent. In addition, the
company assumes that the samc irend rate will decrease to 3 percent over the nexi four years. A onc perceniage point
increase of decrease in the assuimed healilicare cost rend rate would not have had a matenial effect on 2014, 2013 and
2012 net penodic cost or the benelit obligations as of Docember 31, 20014 and 2013,

Plan Asscis
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Retiremem-related bene G plan assets are recognized and measured at fair vilue. Becanse ol the inherenl uncertainty of
valuations, these fair value measurements may nod necessarily reflect the amounis the company could realize in curment
mieirket rransaciions,
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Mates to Consolidated Financial Statemenis
Intermationil Busingss Machines Corporation and Subsidiary Compianics

Investmem Policies and Strategies

The investment objectives of the Qualified PPP porifolio are designed io generate retums that will enable the plan to
meet its future obligations, The precise amount for which these obligations will be senled depends on future cvems,
inschading the relirement dares and life expectancey of the plans” participams. The obligations are estinnated using actuaral
assumplions, based on the ourrent coonomic environment and other pertinent factors described on pages 137 through

138, The Qualified PPP portfolio”s investment sieategy balances e requirement 1o gencrile relums, using potentially
higher yielding assets such as cqiu'l:.' secuntics, with the need to control risk mi the [mrlfnli.u with less volanle asscis, such
a5 ixed-income sccuritics. Risks include, among others, inflation, volatility in equity values and changes in intercs| raics
thiat could cause the plan o become underfunded, thereby increasing its dependence on contribulions from the conpany.
To mitigate iy potential concenirion risk, carcful consideration is given 1o balancing the por folio among indusiry
seclors, companies and geopraphies, Laking ko account liilerest nie sensitivity, dependénce on eéconomic prowil,
currcncy and other factors that affect investment retums. In 2014, the company changed its investment strategy,
madifying the target assel allocation, primarily by reducing equity securities and inereasing debi secunties, This clunge
was designed 1o reduce the potential negative impact that equity markets might have on the funded status of the plin, As
a resull, the Chmlified PPP pontfolio’s target allocation is 33 percent equity securitics, 57 percent Nixed=-income securinics,
5 perceni real estaie and 5 percent other invesiments.

The asseis are managed by professional invesimeni firms and investmend professionals who are cmployees of the
comguny. They are bound by investiment mandates determined by the company”s management and are measured against
specific benchmarks. Among these managers, consideration is given, bul nol limited to, balancing security concentration,
issuer conceniration, investment style and reliance on panicular active and passive iInvestmen! siralcgics,

Market liquidiny risks are tghtly comrolled, with $6.229 million ol the Cualificd PPP pontfolio invesied in privare
miarket assets consisting of private equitics and prvate real estate investmems, which are less liquid than pubhicly traded
securitics, As of December 31, 2004, the Qualified PPP porifolio had 52,629 million in commitmenis for future
insestments in privite markets 1o be made over a number of vears, These commitmems are expected o be funded from
plan assets,

Derivatives are used a5 am efTective means. (o achieve invesiment ohjectives and'or as a component of the plan’s risk
management stralegy. The primary reasons for the use of dervatives are fixed income management, including duration,
interest rate management and credit exposure, cash cauitization and to manage currency and commoxdity stratcegics.

Owside ihe U5, the invesiment ehjcctives are similar 1o those described above, subject 1o local regulimions. The
welghted-iverage lamet allocation for tie non-L1S. plans is 32 percent equily securihies, 56 perceil Nxed-ineomse
seountics, 2 percent real estaic and 10 percent other investmenis, which is consisient with the allocmion decisions made
by the company s management. The table on page 140 details the actual equity, fxed income, real estate and other types
of investments for non-L1S. plans. [n some countrics, 4 higher percentage allocation 1o fixed income is roquired 1o
manage solvency and funding risks. In others, the responsibility for managing the investments tvpically lics with a board
that may inchede up o 50 percent of members elected by cimployees and retirees. This ean result in slight differences
compared with the simtegics previously described. Generally, these non-U S, plans do not invest in illigquid asseis and
tserr use of dervatives 15 consistent with the US. plan and nminly for cumrency hedging, niterest rate nsk mumigement,
credit exposure and aliemative Invesimen! siralegics,

The company s nonpension postretirgment benefi plans are underfunded or unfunded, For some plans, the company
micntiins @ nonsiad, ghly Hoguid test fund balance 1o ensure timely benefil pavments,
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Motes to Consoliddated Financial Siatements
International Busingss Machings Corporation and Subsidiary Compinics

Defined Benefit Pension Plan Assels

The following table presenis the company's defined benelit pension plans” assel classes and their associated fuir value at
December 31, 2004, The US. Plan consists of the Qualificd PPP and the Non-ULS. Plins consist of all plans sponsored
Iy the company s subsidinnes.

(5 i millionsy

1% Plam Nom-1.5. Plans
Level 1 Level X Level 3 Toiul Level 1 Level X Level ¥ Totul

gquity

Exquity secerities(a) LRI E T ] 1 5 — S48 5 S8 8§ 0 0— 5§ — 3 555

Exquiny eommanled munsl lenddbxci 5 1117 — 136} 126 TAIS — 7540
Fixed lncome

Asvermment and relstedfdy s TERY - TARY a= H158 A2 H1%1

Corpurate bonds{e) — IBEIH 4 18532 — L3 | 1063

Murigage esd sel-hacked sevurities - 67 a SET - 13K = %

Fixad incoma commingled muiaal fands(h)

] E1H LIE 195 A.T25 &7 BTIS —_ 9507

Iesuramssce coniracts — — —_ —_ — 15 — 1 5N
Cah mndd choats lerm myestmemis(p) KoL 1000 — 1440 148 L - o]
Hedge funds - 1474 EHY 1361 - T45 — T45
Privae eguity(h} = = LT LTt ) == _ 15 L]
Private real estaieih) —_ — 14 L4t i = il L
Dervativesinh 155y 3 - L] 1 B4 — LR
Oher comminglod musins] Fondsghii — — — — 33 1513 IH 1. Té6

Subsinal 1%214 S6,458 TANT 26,186 [ AL109 1429 9618
Cehertk) = = — 1333) — - = L]
Falr valse of plan asets % 12304 5 eSS 5 TANT 8§ BT 4 A0KE 5 MMM 5 1419 5 30840

) Represenis 115, and international secumntics. The U5 Mlan mckodes IBM commeon stock of 555 million. representing 0.1 percond of the U8, Plan
nsseis. NWon-L7 5. Plans smclude 1M common stock of $2 1 million. representing 0.1 peveent of the non-L 1S, Plans assels

by Commuinghed fumds represent pooliad instifutinnal mmvestments.

{e) Tevesas s predoeninanily equity i

(il Enchudies debt sosued by matynal, stats aml bical povemments aml agencies

=) The U5 Plan imchudes M corporato bimds ol 3140 mellion, representimg 0,02 pereont ool the U5, 'an asscls. Mon-U S, placs i heds TEEM
corprrate bonds of 3 million represeating 0] percent of the non-L1US. Plan asseis

i) Isvests in predominantly fixedsincome secanitics

(g} Includes cash and cash eqmivalonis and short-genm markctable secunties

i{h) Primarily includes limited parinerships.

{nh Includes mierest vate dervaives, forwands, exchange maded snd oiber over-the-counser denvaine

i ab Brivests in bogh ecquity and hxed-meanic seosnlics.

(K} Reprosents mel umset|ball & tins, relabing Iy e punghases and salbes of plan assels,

The UL, nonpension postreiiremeni benefii plan asseis of $16 million were invesied in cash, categorized as Level | im
ke Fnir value hierarchy. The Non-L1L5. nonpension postretirement benelil plan assets of S84 million, primarily in Brieil,
and, 10 a lesser extent, i Mexico and Sowh Africa, were invested primarily in government and related Aixed-income
secuntics mud corporate bonds, cotegorized as Level 2 an the fair value hicrurchy.

140k

MNotes to Consolidated Finnncial Statements
International Business Machines Comporation and Sobsidiary Companics

The following table presenis the company's defined benelil pension plans™ assct classes and their associated foir value at
December 31, 2003, The US. Plan consisis of the Crualified PPP and the Non-L.S. Plans comsist of all plans sponsored
by the company s subsidinries.

{5 in mullions)

115, Plan Sionm-175. Mlans
Level | Level 2 Level 3 Tatal Lewel 1 Level 2 Lewel 3 Tutal
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Equity
Edquity securitiesia) 515929 § — § — SI5929 56489 5 — § — S5 64%9
Equity conumingbed sl
Tindsibiic) 26 2.593 — 2,808 32 %325 — 8457
Fixed income
Government and relatedid) — 7093 I T —_ 5,682 42 5,724
Corporale bonds{e) — 14.63% 5 14.644 — 1.881 4 1,885
Mongage and assei-backed
SECATILICS. ] 19 W E 8
Fixed income
commingled murual fuds(b)
(' 3% Tl 274 1,211 75 BA5006 - 6T
Insurance coniracts = - - - - 1,196 - 1,196
Cash and short-lenm investmems
(4] 427 1915 — 2,343 154 451 -— Gis
Hedge funds — 1,368 Hi 2228 —_ 740 — 40
Private equity(h) —_ — 1,771 ERo | —_ —_ 410 410
Private real estate(h) e — 103K 3,038 o -_ 655 655
Derivatives(i) | [ — 7 1 150 - 151
Other commingled mutal funds
b)) s = = A 6 1.518 — 1.554
Subtotal 16,795 29021 TGH 53784 G EHG 31547 L1034 544
Oitherk) — - — 170 . — - [EL)
Fair value of plan assets 516,795 32907] 57968 853954 S G686 SIIS4T S 1110 839464

{u) Represents ULS. and intermational securities. The ULS. Plan includes [BM commeon stock of S83 million, representing
0.2 percent of the U5, Plan assets. Mon-UL5, Plans include IBM common stock of 531 million, representing (.1
percent of the noa-U.S. Plans assers.

{byCommingled funds represent pooled institutional invesimenis,

{c) Invesis in predominantly equily securilies.

(il ludes debt issued by national, state and local governments and agencies.

() The U5, Plan includes IBM corporaie bonds of 89 million, representing 0,02 percent of the LS. Plan assels, Non-
LS. pluns inglude 1BM corporate bonds of 51 mallion representing 0,001 percent of the non-UL5. Plan assels,

() Invests in predominantly fixed-income securitics.

{2y Includes cash and cash equivalents and short-term marketable securities.

(h) Includes limited parinerships and venture capital partnerships.

(1) Primarnily includes inierest raie derivatives and, io o lesser extent, forwards, exchange iraded and other over-the-
counter derivatives.

() Invests in both cquity and lxed-income securitics.

(ki Represents net unsettled transactions, relating primanky to purchises and sales of plin assets.

The LS. nonpension postretirement benefit plan assets of 5177 million were invested in cash, categorized as Level 1 in
the fair valug hicrarchy, The Non-L1.5. nonpension postretirement bencfit plan assets of 392 million, primarily in Brazil,
and, io a lesser extent, in Mexico and South Africa, were invested primarily in government and relaied fixed-income
secunitics and corporate bonds, cateporized as Level 2 in the fair value hicrarchy.
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Motes to Consoliddated Financial Siatements
International Busingss Machings Corporation and Subsidiary Compinics

The following tables present the reconciliation of the beginning and ending balances of Level 3 asseis for e vears ended
December 31, 2004 and 2013 for the UL, Plan.

(5 in millionsy

amil Asset- Fised lnconse
Ceovernmenl  Corporale Backed Camminglel!  Hedge  Private Private

aiidl Bilated Rumih Sccarilies Mudual Fisids  Funds Fyuaity Heal Extate Tutal

Halance at January 1,

4 5 1 5 55 m 5 T4 S BGD SATTL S 3038 ST.96R
Feetum on assels held a

end ol year - il 1] 2i 8 (10) 197 238
Returm o asséls sold

during the year — il 1] — — 332 199 531
Purchases, sales and

setilcmients, net xS i (3) — —  (807) “492)  (1302)
Transfiers, net (ny (13 4 — — i ey 2
Balance at

December 31, 2004 3 — 8 4 5 20 5 295 5 HE% S32ET 8 2942 57437
(5 in millions)

\lortgape

aml Asset-  Fived Inconee
Ceovernmeni { wrporatc Racked Cammingled’  Hedge  Privaie Private

and Helaied Bomids Secmrliies Slwiual Fusds  Fusids Eipaliy Hieal Fataic Taial

Balance at January 1,

M3 3 6 % I s 45 5 6T 8 T S4085 8 2EA] SEO3D
Reetum on assets held at

end of year 1 1 i 7 104 1,004 BRY 2,103
Feeturn on asseis sobd

during the year 1] 0 o — L] {528) (412) {939y
Purchiases, sales and

setilements, wel {5) 3 Lt — 1] (B9 (300 (1194
Transfers, net ] (%) {2iv) — - — — {13}
Balance at

December 31, 2013 i 1 § 55 19 5 274 S BOGD S3TTI S 3038 STO6R

The following tables presend the reconciliation of the beginning and ending balances af Level 3 asscis for the vears ended
Diecember 31, 2004 and 2013 for ihe non-LLS. Plans.

{5 in millions)y

Ukihar
ey Ermnseni Curparate Privaie I*rivate Comminglel
amdl Related Homils Equity Real Estate  Mutual Funds Todal
Balance at January 1, 2014 5 42 5 4 8 FTT [ — % 1,110
Return on asscis held at end of
year 3 i i B3 26 138
PFeeturn on assets sold during the
year 1] ] 46 (12) — M
Purchases, sales and senlemicis,
net 18} {3 75 (13) 104 155
Transfers, et —_ _ o —_ 12 102
Forcign exchange impact {5) 0 {45} [EE)] (11} (rnmy
Balance at December 31, 2004 5 31 35 1 3 S13 % 564 5 220 5 1429
{5 in millions)
Canvermmenl Larpuralc PPrivale Privaie

476/508



Balance at January 1, 2003

Feeturm on assets held at end of vear
Retum on assels sold during the year
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anil Hrllabral Hanids Faquiiy Hral Extair Todal

5 T 5 5 % 353 8 [C1 . 1.042

(12} 1] | 13 2

| 1] 18 (1) 16

243 i1y M ] 1

2 i} 12 15 19

5 42 8 4 5 410 5 655 5 1000
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Mates to Consolidated Financial Statemenis
Intermationil Busingss Machines Corporation and Subsidiary Compianics

Valuation Techniques

The following is a description of the valustion techniques used 1o measure plan assets at fair value. There were no
changes in vahemion techniques during 2004 and 2013,

Exquity securitics arc valucd at the closing price reported on the stock exchange on which the individual sccurinics are
traded. [BM common stock is valued al the closing price reported on the New York Stock Exclange. Equity
commingled mutual funds are typically valued using the net asset value (NAV) pm-'ulr:d by the sdministrator of the fund
and reviewed by the company. The NAY 15 based on (e value of the underkving asseis owned by the fund, minus
liabilities and divided by the mumber of shares or unils owisianding. These asscis are classified as Level 1, Level 2 or
Level 3 depending on availability of quoted markel prices.

Thie fair value of Nxed-incoms securities is typically estimated using pricing models, quoted prices of securnitics with
similar characteristics or discoamted cash Mows and are generally classified as Level 2. IF available, they are valued using
e closing price reponed on the magor market on which the individual securities are traded.

Cash includes money market accounts that are valued ab their cost plus interest on a daily basis, which approximaies
fair value. Shor-term invesiments represent securitics with origimal matunitics of one year or less. These assels are
classificd a5 Level | or Level 2,

Private equity and privale real estale pannceship valuations require sigmileant judgimein due 1o the absence of quoied
miarket prices, (e mberent lack of lguidity and the long-tenn nature of such assets. These assels are initially valued al
cost and are reviewed peniodically utilizing available and relevant market data to determing ifhe carrying value of (hese
assels should be adjusted. These invesuments are classified as Level 3. The valustion methodolopgy is applicd consistenly
fromy period to period.

Exchange wraded derivatives are valucd ot the closing price reponed on the cxchange on which ihe individual
secuntics are traded, while forward contracts are valeed using a miid<close price. Overdhe-couiler denvatives are
typically valued using pricing models. The models require a variety of inpuis, including. for example, yield curves, credin
curves, measures of volatilicy and foreign exchange rates. These assets are classified as Level | or Level 2 depending on
availability of quoded market prices.

Expected Contributions
Defined Benefii Pension Plans

It is the company’s gencral practice 1o find amous for pensions suflicient 1o mect the minimum requirements s¢i forth
i applicable covploves benelils laws and local tax laws. From time 1o thime, the company contributes additional amounts
as it decms approprime,

The company contrited $465 million and 5449 million in cash 10 non-LU.S, defincd benefit pension plans and 554
milllion and $57 million in cash io non-LU.S. multi-employer plans during the vears ended December 31, 20004 and 2013,
respectively. The cash contributions (o nmnlti-cmployver plans represent the anmual cost included in net periodic
(incomel/icost recopnised in the Consolidated Statcinent of Earnings. The company has no liability for paslicipains in
multi-cmployer plans other than its own emplayees, As a result, the company's participiation in multi-employer plans has
o makeri] impact on the company’s financial stalements,

Im 20015, the company s oot legally required o make any contributions 1o e ULS, defined benefin pension plans.
However, depending on market conditions, or other factors, the company may elect to make discretionary coninbautions

10 the Qualified PPP during the year.

The Pension Protection Act of 2006 (the Act), enacted indo liw in 2006, is a compreliensive reform package that,
among odher provisions, increases pension funding requirements for certun US, defined bewsefin pluns, provides
guidelings for measuning pension plan assets and pension obligations for fending purpescs and raises tax deduction limils
for contribaions o retirement=related benefin plns, The sdditonal funding requirements by the Act apply 1o plan years
beginning afier December 31, 2007, The Act was updated by the Worker, Retiree and Employer Recovery Aci of 2008,
which revised the funding requirements in the Act by clunifying that pension plans mav smiooth the value of pension
plans over 24 monihs. At December 31, 2014, no mandatory contribution wis required for 2015,

Im 2015, the company catimisies contributions to its non-U.5, defined benefit and nuli-cmplover plans 1o be
approximately S600 million, the largest of which will be contributed to delined benefit pension plans i the UK, Japan
and the Netherlands. This amount represents the legally mandated minimum comtributions. Financial market performance
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in 2005 could increase the legally mandated mimimnnm commbution in certain countries which require monthly or
daily remicasurement of the funded stiius. The company could also clect to contribute more than the legally mandated
amount based on market conditions or ol faciors
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Motes to Consoliddated Financial Siatements
International Busingss Machings Corporation and Subsidiary Compinics

Defined Comribution Plans

The company comributed 51,239 million and $1 361 million in cash o e defined coniribution plans during the years
ended December 31, 2004 and 2013, respectively, In 2005, the company estinuves cash comributions (o the delined
contribution plans 1o be approsiimately 51.2 billiod.

MNonpension Postretirement Beoefit Plans

The company contributed $144 mallion and 330 million to (e nonpension postretirement benefit plans during the years
ended December 21, 2014 and 2001 3, respeciively. These contribartion amounis exclude the Medicarc-relaied subsidy
discussed on payge 145,

Expected Benelit Payments

Delined Benefit Pension Plan Expected Payments

The following table presents the total expecied benefit paymenis 1o defined benelit pension plan panicipants. These
pavments have been cstimated based on the same assumptions used 10 measure the plans’ PBO at December 31, 2004
and include benefits atrbutable to estinied future compensation mereases, where applicable.

{5 in millions)

Tuial
Chunli fed Nomimnlifked Crualificil Mangmalifled Expected
U5, Plan .5, Flans Nom 'S Mans Noono 'S, Mans Benefii
Payments Payments Payments Paynsemis Payments
2015 5 J449 5 1z s 1249 5 EFE 5,758
20l6 3476 115 1,854 i 5,790
7 3492 17 (.11 Jdb 5,537
2|8 3,501 18 1,31 357 5,887
20019 3458 120 1,949 iTd 3,501
2020—2024 17,566 07 100,294 20440 in 523

The 2015 expected beaelil paymeits o defined benelit perision plan participants nol covered by the respective plan
a5561s (underfunded plans) represent a component of compensation and benefits, within current liabilitics, in the
Conzolidmed Statement of Financial Position.

Monpension Postretrement Benefit Plan Expecled Payinents

The following table reflects the total expected bencfit pavments 10 nonpension postrelirement benefi plan participants
These paymenis have been cstimated based on ihe same assumplions used io measure the plans” APBO ai December 31,
20104,

(5 in mmallions§

Tatal
Oalifled Manguallfied Experted
U5, Plan Non- LS, Plans Non-UL5, Plans Bemefin
Faymemts Payments Fayments Faymients
2015 s 426 8 B 8 i s 408
6 4iK5 H i5 445
T 410 a im 457
2018 412 9 41 463
2009 412 10 44 i
2020—2024 1,871 ) 257 2,147

The 200 5 expecied benelit paymicnis to nonpension postrefirement benefit plan participants not covered by the respective
plan assets represent o component of compensation and benefits, within current liabilitics, in the Consolidated Siatement
of Financial Position.
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Mates to Consolidated Financial Statemenis
Intermationil Busingss Machines Corporation and Subsidiary Compianics

Medicare Prescription Drog Act

In conmectbon with the Medicare Prescription Drug Improvement and Modemizuion Act of 2003 the company qualified
1o receive a fedenil subsidy through 2003, Due 1o bencfit plan changes effective January 1, 2014, the company did niot
cquialily For the subsidy as of e dne. The company feeeived total subsidies of 523 million aixd S30 imillion for
prescription drug-related coverage duning the years ended December 31, 2004 and 20013, respectively, which were
wlilized to reduce the company comributions 16 the US. nonpension postretirensent bene it plan, The company is also
expected to receive addinonal subsidics afier 2004 to true up the fmal subsidy amount due to IBM under the Act,

(ther Plan Information

The following table presenis infermation for defined benefit pension plans with accumulaied benefit obligations {ABC)
in excess of plan asse1s. For a more detailed presentation of e funded stats of the company™s defined bene i pension
plins, see the wable on page 135,

(%5 in millions )

b E] 1]
Hemefit Flan Beneflt Flan
Al December 812 Obdigation Asueis 11bigation Anaely
Plams with PBO in excess of plan asscls 5 MM9T6 5 214655 5 4103 8 20223
Plans with ABO in excess of plan assels 33,148 200,650 40,315 29213
Plans with asseis in excess of PBO 71501 T3, 600 S8.651 6, 194

NOTET.
SEGMENT INFORMATION

The company’s major operations consist of fve business segments: Global Teshnology Services, Global Business
Services, Software, Systems and Technology and Global Fiancing. The sepmenis represent componenis of the company
for which separaie financial information is available that is wiilized on a regular basis by the chiel executive officer in
determining how to allecate resources and evaluate performance. The segments are determined based on several factors,
including client base, homogeneity of producis, technology, delivery channels and similar economic charseteristics.

liifosrnation aboul cach segment’s business and the products and services thal generate cach 2¢mment’s revenue is
lecated in ihe “Description of Business™ seclion on pages 29 o 31, and in “Scgment Details,” on pages 33 10 38 in e
Management Discussion.

Scpment revenue and pre-tax income include iransactions berween the segments that anc intended to reflect an amm's-
length, market-based transfer price. Sysiems and software that are used by Global Technology Services in oulsourcing
engagemcns are primarily soarced intemally from Sysiems and Technology and Sofiware. For providing IT services that
are used intemally, Globil Techiology Services and Global Business Services recover cost, a3 well as o reasonable fee,
that is intended to reflect the arm’s-fength value of providing the services, The Global Services scgmenis cnler into
arm’s-length lomes st prices equivalent to nurket rates with Global Financing 1o fcilivate the sequisition of equipment
used m services engagements, All mtermal transaction prices arc reviewed annually, and reset 1F appropriate,

The company wiilizes globally intcgrated suppon organizations o realize cconomies of scale and eilicient use of
resoanrces, As i resull, a considerable amount of expense is shared by all of (he segmems. This slured expense includes
sales coverage, cerimin marketing funciions and suppori funciions such as Accounting, Treasury, Procurement, Legal,
Human Resources and Billing and Caollections, Where practical, shared expenses arg allocaled based on measurable
drvers of expense, e, head counil. When a clear and messurable driver cannol be identified, shared expenses are
allocated on a financial basis that is consistent with the company s mManagement sysiem, ¢,g., sdvertising expense is
allocated based on the gross profits of the segnsems. A portion of the shared expenses, which are recorded in net income,
are not allocated 10 the segmenis, These expenses are associated with the elimination of internal iransactions and other
miscellaneous ilems.
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The following 1ables reflect the resulis of continuing operations of (e company s segmenis consisienl with the
micnag ciment and measurcment system utilized within te company. Performunce measuremicnt is based on pre-tix
income from continuing operations. These resulis are used. in par, by sentor management, bodh in evaluating the
performance of, and in allocating resources to, each of the segments,

Management System Segment View
{5 in millions)

Lilubal Services Segments

tilohal Cilahal
Technslogy Birsimess syuleqi and Cabubal Tutal

Far the year ended Uecember 312 Services Serviies Sediware Techmolugy * Finamcing mis®
2014
External revenue 5 31 5 ITHIS 5 25434 8 9% % Lo 5 92418
Internal revenue 934 543 3496 647 2488 K108
Tistal revenue 5 MO63 5 IRI6T 5 2RSA] 8 10643 3 4,522 % 100,517
Pre-tux income from

continuing operations b 6340 8 2099 0§ 10689 S M4 = 1L18% § 23262
Fevenue year-10-year

change (3.9% (3.9)% (0.7 % (20401 % 51% {4.9%
Pre-tax imcome year-to-year

change (L 2)%% (6.7} % (3.7 (B4.1)%% 2% {600 %
Pre-fax income margin 16, 7% 16.3%% 37.0% 3% 4R A% 12.1%
2013*
Extemnal revenue 5 18351 8§ 18396 8§ 25932 8§ 12984 S 2022 § 97E89
Internal revenue 1,063 T4 11491 593 2,282 7,843
Total revenue § 9615 § 1900y 5 I3 5 13158 5 4304 5 105,732
Pre-tax income from

continuing operations 5 983 5 104 S [L106 S al3 5 2,171 § 23,687
Revenue year-io-year

change (4.31% (097 1.4% (18715 57% (4.04%
Pre-tax income year-to-year

change 0,3% T.7% 2.1 (RE6)% G,4% ER
Pre<1ax imcomse ourgin 17.6% 16.5% I81% L.6% 50.4% 22.4%
01z
Exicrmal revenue § 4023 5 IRS66 5 IS544R 5 16034 3 20013 % 102,297
Imiernal revenue 1,166 719 3274 676 2.1t 7.5
Total revenue S 41402 5 19286 S5 2RTI2 % 16710 % 4073 5 110,193
Pre-tax income from

cotinuing aperalions 5 60961 5 2083 5 0810 $ LB 3 2034 § 24653
Revenue year-lo-year

change (L% (4.0)% 1.8% (7% [2.97% (2.10%
Pre-tax incomse year-to-year

change 10.8% (085 B4% {10.6)% 11% 54%
Pre-1ax incomse margin 16.8% 15.5% 17.6% 11.2% 44.9%, 23 4%
* Reclassificd 1o refleet discontinued operations presentalion
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Far the vesr ended December 32 a4 Jonss i
Revenue

Total reportable scgments 3 10,527 5 105,732 § 110, 193
Other revenue and adjustments 374 4T% 577
Elimination of intermal transactions (8, 108) (7,843) {7,550}
Tortal IBM consalidated revenue 5 92,793 % 08,367 8 102 874

{5 in millions)

Far the vear ended December 3 o4 RUTEE Hijae
Pre-tux income from continning operations;

Total reponiable scpments 3 12361 8 23687 § 24,653
Amortization ol acquired imangible asscls (74 (758) {T03)
Acquisition-related charges i12) (443} (36)
MNon-operating retirement- related {cosis)aneome {353) 1,0:2) {538)
Elmmination of intermal transactions (1,914) i 1,480 (1,197
Unallocated corporate amouns** 795 [} 3l
Total income from confinuing operations, before tax 5 19,986 5 20.244 5 22,540

* Reclassified 10 reflect discontinued opertions presentilion.
** The 20004, 2003 and 20012 amounts include the gain relaed to the Retail Store Solutkons divestitre, The 20014 amoaunt
also includes the net gaim related to the industry standard server divestiture.

Immaterial lems
Investment in Equity Alliances and Eqguity Alliances Gains/({Losses)

The investments in cquity alliances and the resulting pains and (losses) from these investmients that are attributable to the
segments did not have o material effect on the financial position or the financial results of e scgments.

Segment Assets and Other Iiems

Global Technology Services assets are primarily plani, propeny and equipiment. including ihe asseis associated with the
outsturcing business, goodwill, sccounts receivable, deferred services amangement iransilion costs, ManIcnance parts
imventory and scquired intangible asseis, Global Business Services assets are primairily goodwill and sccounts receivable,
Sollware assels are mainly goodwill, acquired imangible assets and accounts receivable. Systems and Technology assets
are primanily plant, progerty and equipment, goasdwill, manufacturing inventory and accounis receivable, Global
Finanicing assets are primarily finncing receivables and fixed asseis under operating leases.

Te ensure the efficien use of the company”s space and equipient, several segments may share plant, properiy and
cquipmicnt assets, Where asscts are shared, lindlord ownership of the asscts is assigned 1o one scgment and is not
allocated 1o cach wier sepmenl, This i3 consistent with the company's management sysiem and is refecied sccordingly in
thie table on page 145, ln those cases, there will not be a precise comrelation between scrmem pre-1ax incoime and
SEEIMENI 255215,

Similarly, the depreciation amounts reparted by each scgment are based on the assigned landlord ownership and may
ot be consisient with the amounts that are included in the segments® pre-iax income. The mmounts that are included in
pre-tas income reflect occupancy charges from the lndlord segment and are not specifically demilicd by the
ininageent reporing system, Capital expenditunes that are reported by ench segiment also are consisiean witli the
landlord ownership basis of asset assignment,

Gilobal Financing amounts for interest income and imerest expense rellect the imenest income and miercst expense
associated with ihe Global Financing business, including the inercompany Gnancing sctivitgs discussed on page 31,13
well as the income from investment in cash and marketable secunities. The explananion of the difference between cost of
financing and infercst expense for segment presentation versus presentation in the Consolidated Stmcmem of Earnings is
inchided on page 76 of the Munngement Discussion.
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Motes to Consolidated Financial Statements
Internaional Busingss Machines Corporation and Subsidiary Companics

Management System Segment View
{5 in millions)

Lilshal Services Sepmenis

Gabihal Lilahal
Technology  Kosines Sywhems mamid ilobal Toial

Far the vewr ended December 3013 _Servioes Services Saftware  Technolopy®®  Fimancing Segmenis®®
2004

Asseis § 17,2458 7T % 25H1A % 4,235 % 3RI4S 5 93,933
Depreciation/amortization of imtangibles® 1LE73 58 1.210 T12 455 4,308
Capital expendiiures/invesiments in iniangibles 2272 33 234 Loty 482 301
[nterest income — — — — 1,951 1,951
Interest expense — —_— —_— — 518 518
2013

Asseis 18048 8 83118 271018 4500 5 40038 5 08499
Diepreciation/amortization of inangibles® 1670 72 1,211 435 574 3963
Capital expendiiures/invesiments in intangibles 1.938 L] 540 s A67 3410
[merest ncoime - - - - (BCUEE 1904
Inierest expense — — — — 405 405
2012

Assels § I58R4 8 BO22E 25230] % 509285 3RAR2 L 04170
Depreciation/amortization of intangibles® 1.597 75 1,157 B 853 408K
Capital expendiiures/invesiments in intangibles L.760 42 [ 57 Ting 3644
Inferest oot — — —_— — 1972 1972
Interest expense — - - — 410 410

* Sepmenl pre-lax meome from continuing eperations dees not include the amonizaton of mangible assets.
** Reclassificd 1o reflect discontinued operations presentation,
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Motes to Consolidated Financial Statements
Intemational Busingss Machings Corporation and Subsidiary Compinics

Reconciliations of ITBM as Reported

(S in millions})

At December 31 a4 2013+ 2

Assets

Total reponable sepments & 93,833 8 A5 w4, 170

Elimination of intermal transactions (5,193) {4, 7400 {4, 943)

Unallocated amounts
Cash and marketable securities T.182 Q.697 9779
Notes and accounts reccivable 4,253 2047 3987
Defermd Lix assets 0,643 4,532 LA L]
Flamt, other property and cquipment 2,169 4,427 4,500
Pension assels 2,160 5,551 45
Oher i, JHdy 4,4 5 181

Total IBM consalidated asseis 5 117,531 S [36.323 § 119,213

* Reclassified 1o reflect discontinued operations presentation

Major Clicnts

Mo single elient represemed 10 percent or more of the company”s total revenue in 2004, 2003 or 2012,
Creographic Information

The following provides mformation for those countnes. that are 10 percent or more of the specific calegory.
Hevenue®*

(5 in millons)

Far ihe viar cnided December 313 2m04 R R )=

United States 5 Bl 3427 8 M.653
Japun H, 382 QT (LR
Other counnes 52,390 55871 57,525
Total IBM consolifdated revenue p 92,793 5 98367 S5 102874

* Revenues are atinbuted 16 countnes based on e location af the chiend.
*#* Reclassificd 1o reflect discontinued opermtions presentition,

Plunt and Other Property—Net

(% in millions}

At December 3i: 24 Hiiid HIiE

United States 5 4388 5 6713 § i, 555

Other countrics 5,600 6,257 6,200

Tistal 5 HLITE S 1297 % [
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Motes to Consoliddated Financial Siatements
International Busingss Machings Corporation and Subsidiary Compinics

Revenue by Classes of Similar Products or Services

The following table presenis extemnal revenve for similar classes of products or services within the company's repariable
segments. Within Global Technology Services and Global Business Services, client solutions often include IBM softwane
and sysieins and other suppliers’ preducts if the elienl solution reguires it Within Software, product license charges and
ongoing subscription and support are reponied as Software, and sofitware as o service, consulting, education, trainmg and
olher product-related services are reported a8 Services.

(5 in millions)

Far the year ended December 31: o4 P 21z
Global Technology Services

Services 5 AT S 20953 § i1, 161

Mainlcnance 853 T.111 T.343

Syslems 1,294 1,32 1,574

Software 165 (=] 159
Global Business Services

Services 5 17,515 § 18,065 S 18216

Sofiwang 185 221 208

Syelems 124 110 142
Sofiware

Softwane 5 122 s BAW S DBIM

Services 2,72 2512 2.3
Sysicms and Technology®

Servers 5 TaM 5 946 5 12,623

Storee L0676 1,041 3411
Global Financing

Financing 5 1543 s 1493 5 1471

Used equipanent sales 491 510 542

* Reclassificd 1o reflect discontinucd operations presendation.
NOTE UL
SUBSEQUENT EVENTS

On January 27, 2005, the company annownsced that the Board of Direcrors approved a quarterly dividend of S 110 per
common share, The dividend is payable March 10, 2005 o sharcholders of record on February 10, 2015,

O February 4, 2005, the company issued $2.0 billion in bonds as follows: S1.5 billion of 3-year fixed-rate bonds with
i 1,125 percent coupan and S0.5 billion of 3-vear foatng-rate bomds priced a1 LIBOR plus 149 basis poinls,
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SCHEDULE 11

INTERNATIONAL BUSINESS MACHINES CORPORATION AND SUBSIDIARY COMPANIES
VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
For the Yewrs Ended December 30:

(Dallars im Millions)
Halsmgr ai lkalance i
Irpmmny Knall ol

Dirncriptism ol Perisd Addilinns” W i enlTu LT Frwdad
Allvwance For

Droubifal Aceounis
4

Curren 5 636 8 A6 8 [18) & [35) § R0

Moncwrmem 5 H5 57 5 4) § {71 § 126
3

Currenl ] 560 5 127 & [y & 9 3 L2

Maoncigrment 5 [ Fr 3 i 8 e 211
oy

aree 5 5 5 5

Curremt 5 578 § 41 5 I-LF 5 [15) § S

Namewrrent 5 iE 5 1m 5 L i7 5 il
Allvwance For

Tnventory Losses
mi4 5 [rE 2l § (232 § (i) § S
ma 5 652 3 201 § [214) 5 [lG) § 623
a2 5 25 5 29 5 (240 5 128 % {73
Revenue Based

Provishoms
4 -3 K27 § 25192 & (2.09%) § (3T § 6l
il g 777 & A & 3004y § {7 5 827
iz 5 Hhl S FI2% 5 (345) 5 ii 5 177

I S SRR S  E—
. Additions e Allowance for Doubafiel Accounts amd Allowanee for Investory Losses are charged to expense amd
cosl nccounts, respeclively, while Revenue Based Provisaoms nre charged io revenue scoounis.

L Primanly compriscs curtency translation adjustments.

5l
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Repart of Management
International Busingss Machings Corporation and Subsidiary Compinics

Management Responsibility for Financial Information

Responsibility for the integrity and objectivity of the financial infommiion presented in this Annual Fepon rests with
IBM managemem. The sccompanying financial stiements hive been prepared in accordance with accounting principles
generally accepred in the Usited States of Amefica, opplving cemain estimates and judgments as required.

1BM maimtaing an elfective mternal control structure. 11 consists, m part, of organizational arrangements with elearly
defined lincs of responsibility and delegmtion of authority, and comprehensive systems and control procedures, An
imeportant element of e contral environment is &n engoing miernal audit program. Our system also contains self-
menitoring mechanisms, and actions are tiken o correct deficiencics as they are identified,

To assure the effeciive adminisiration of iniernal conirels, we carcfully scleci and train our cmployecs. develop and
disseminate writlen policies and procedures, provide appropriate commumiciion channels wnd Toster an environment
conducive 1o the effective fimctioning of controls. Wi believe that it is essential for the company (0 conduct i1s business
alfiirs in accordance with the highest ethicn] standards, as st forth i the IBM Business Condugt Guidelimes, These
pusdelines, translated mto numerous. bnguages. are distributed 10 emplovees throwghout the world, and reemphastsed
through iniemal programs o assure that they are undersiood and followed.

The Audit Commitiee of the Board of Direciors is composed solely of independent, non-management directors, and is
responsible for recommending to the Board the independent registered public accounting finm o be retuined for the
coming vear, subject (o stockholder ratilication. The Audit Commitice meets periodically and privately with the
independent registered public accounting firm, with the company's intemal auditors, as well as with IBM mansgemen,
10 Feview accounting, auditing, intemal comrol siruciure and financial reporting matiers.

Management™s Report on Internal Contral Over Financial Reporting

Management is responsible for establishing and maintaining sdequate intermal control over financial reporting of the
company. [nlemal control over fimancial reporting 15 4 process designed lo provide reasonable assurance regarding the
relinhility of financial reporting and the preparation of Ninancial stiements for exiermal purposes in accordance with
accounting principles generally accepted in the United Stares of Amersca.

The company s itemal comtrol over financial reportmg. includes those policies and procedures that (1) pertan to the
maintcnance of records that, in reasonable detail, accurately and fairly reflect the trnsactions and dispositions of the
assets of the company, (i provide reasomable assurance it transactions are recorded 45 necessary 10 permil prepanation
of financial siatemenis in accordance with accounting principles generally accepted in the Umiied Siates of America, and
thest receipts and expenditires of the company are being made only in accordance with authorizions of management and
directors of the company; and (iii} provide reasonable assumnce regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of e company s assels that could hive o material effeet on the Hnancial stalements,

Becouse of its inhereni limitations, imemal comrol over fnancial reporting may not prevent or detect misstalements.
Also, projections of any evauluation of effectivencss (o future periods are subject 1o the risk that controls may become
inadequaie because of changes in comditions, or that the degree of compliance with the policies or procedures may
deteriorale.

Mumagement conducted an evaluation of the effectiveness of inemal control over fmncial reporting based on the
criteria established in fmiermal Conteol —fregroted Frameward {201 3) issued by the Commitice of Sponsoring
Organizations of the Treadway Commission (COS0). Based on this evaluation, mansgement congluded tht the
company s infermal control over financinl reporting was effective as of December 31, 2014,

PricewaterhouscCoopers LLF, an independent registered public accounting firm, is retained to andit 1BM's
Coisolidned Financial Statements and the effectiveness of the intemal contsol over lnancial reporting, lis
accompanying repor is based on audits conducted in accordance with the standards of the Public Company Accounting
Oversighn Board (United States).

fs/ Virginia M. Rometty

Virginia M, Rometty

Clanrman, President and Chiel Executive Officer
February 24, 2015

s/ Murtin ). Schrocter
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Martin J. 5chrocter
Senbor Viee President and Cluel Financial Officer
Febmary 24, 2015
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Report of Independent Registered Public Accounting Firm
International Business Machines Corporation and Subsidiary Companies

To the Stockholders and Board of Directors of International Business Machines Corporation:

In our opinion, the accompanying Consolidated Financial Statements under Part I., Sections V1.1.(1), (2), (3), (4) (5) and (6)
present fairly, in all material respects, the financial position of International Business Machines Corporation and its
subsidiaries at December 31, 2014 and 2013 and the results of their operations and their cash flows for each of the three years
in the period ended December 31, 2014 in conformity with accounting principles generally accepted in the United States of
America Also in our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2014, based on criteria established in Internal Control—Integrated Framework (2013) issued by
the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management is
responsible for these financial statements, for maintaining effective internal control over financia reporting and for its
assessment of the effectiveness of internal control over financial reporting, included in the accompanying Management’s
Report on Internal Control over Financial Reporting appearing under Part ., Section V1.1.(8). Our responsibility isto express
opinions on these financial statements and on the Company’s internal control over financia reporting based on our integrated
audits. We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audits to obtain reasonabl e assurance about whether the financial
statements are free of material misstatement and whether effective internal control over financial reporting was maintained in
all material respects. Our audits of the financial statementsincluded examining, on atest basis, evidence supporting the
amounts and disclosuresin the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. Our audit of internal control over financial reporting
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness
exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our
audits also included performing such other procedures as we considered necessary in the circumstances. We believe that our
audits provide areasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures
that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of itsinherent limitations, interna control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Our audits of the consolidated financial statements and of the effectiveness of internal control over financial reporting
referred to above also included an audit of the Financial Statement Schedule appearing under Part I., Section VI.1.(7). In our
opinion, this Financial Statement Schedule presents fairly, in all material respects, the information set forth therein when read
in conjunction with the related consolidated financial statements.

PricewaterhouseCoopers LLP
New York, New York
February 24, 2015
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