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1 31 2015 2014 2013 2012 2011
81,741 92,793 98,367 102,874 105,056
13,364 15,751 16,881 16,999 16,108
@a74)  (3,729) (398) (395) (253)
13,190 12,022 16,483 16,604 15,855
GAAP 14,659 16,702 18,356 18,022 16,571
13.60 15.59 15.30 14.71 13.27
(0.18) (3.69) (0.36) (0.34) (0.21)
13.42 11.90 14.94 14.37 13.06
13.66 15.68 15.42 14.88 13.46
(0.18) 3.71) (0.36) (0.35) (0.21)
13.48 11.97 15.06 14.53 13.25
GAAP 14.92 16.53 16.64 15.60 13.65
4,897 4,265 4,058 3,773 3,473
5.00 4.25 3.70 3.30 2.90
3,579 3,740 3,623 4,082 4,108
1BM 101.1% 72.5% 83.8% 81.6% 71.2%
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110,495 117,271 125,641 118,965 116,128
10,727 10,771 13,821 13,996 13,883
8,235 7,797 9,610 4,413 7,347
39,890 40,722 39,637 33,209 31,265
14,424 12,014 22,929 18,984 20,236
2012 2011 GAAP 2014 GAAP
2015 2014 2013 GAAP
GAAP
FASB
B
FASB
B
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2015

19,590 20,813 19,280 22,059 81,741
9,452 10,390 9,436 11,407 40,684
2,415 3,526 2,962 4,460 13,364
(88) an 12) 3 174)
2,328 3,449 2,950 4,463 13,190
GAAP 2,890 3,790 3,272 4,707 14,659
2.44 3.58 3.02 4.59 13.60
(0.09) (0.08) (0.01) 0.00 (0.18)
2.35 3.50 3.01 4.59 13.42
2.45 3.59 3.04 4.60 13.66
(0.09) (0.08) (0.01) 0.00 (0.18)
2.36 3.51 3.03 4.60 13.48
GAAP 2.91 3.84 3.34 4.84 14.92
1.10 1.30 1.30 1.30 5.00

164.83 174.40 173.22 152.39

151.55 159.18 140.96 131.75
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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) eyl (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
I8N
2015 2014 GAAP 2015 28 2015
10-Q Form 10-Q 70 2015 28 2015 10-Q
Form 10-Q 85 2015 10 27 2015 10-Q Form 10-Q 87
GAAP
2015 2014 GAAP

GAAP
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1BM 100 377,757 379,592 431,212 (0.5)% (12.0)%
100 9,577 8,862 9,018 8.1% @Q.7)%
24,464 24,321 23,555 0.6% 3.3%
35,000
175
IT
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C))
1BM 1BM
12 2015 2014
)
17,841 19,689
(1,942,528 ) (2,143,738 ) .9 (3.0)
85.1 86.8 (1-6)
17,166 19,512 (12.0) 4.1)
(1,869,034 ) (2,124,467 ) . )
28.2 30.4 .2)
35,142 38,889 (9.6) (0.1)
(3,826,261 ) (4,234,234 ) . )
42.7 44.3 (1.5)
9,547 12,294
(1,039,477 ) (1,338,571 ) (22.3) §-9 ,
55.8 48.7 7.1
1,840 2,034
(200,339 ) (221,462 ) (9-5) 1.5
45.6 49.4 3.7)
206 374
(22,429 ) (40,721 ) (45.0) (39.1)
(253.0) (215.0) (38.0)
81,741 92,793
(8,899,960 ) (10,103,302 ) (11.9) (%-2) ,
40,684 46,407
(4,429,674 ) (5,052,794 ) (12.3)
49.8 50.0 0.2)
373 416
(40,612 ) (45,294 ) (10.5)
469 173
(51,065 ) (18,836 ) 170.7
GAAP 41,526 46,996
(4,521,351 ) (5,116,924 ) (11.6)
GAAP coa e -
2016 18
( 108.88 )
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(the Private Securities Litigation Reform Act

SEC

of 1995)
2016
2015 SEC
(
12 2015 2014
81,741 92,793 (11.9)
49.8 50.0 0.2)
24,740 26,421 (6.4)
30.3 28.5 1.8
15,945 19,986 (20.2)
2,581 4,234 (39.1)
13,364 15,751 (15.2)
16.3 17.0 (0.6)
174) (3,729) (95.3)
13,190 12,022 9.7
( ) 13.60 15.59 (12.8)
13.42 11.90 12.8
982.7 1,010.0 2.7
) 110,495 117,271 (5-8)
)
) 96,071 105,257 8.7
)
) 14,424 12,014 20.1
1.2)
12 31
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2015 2014 GAAP
( )
12 2015 2014
13,190 12,022 9.7
74 (3.729) (95.3)
13,364 15,751 (15.2)
562 670 (16.1)
734 280 161.8
GAAP 14,659 16,702 (12.2)
GAAP 14.92 16.53 9.7
() GAAP
2015 817 134 GAAP
147 13.60
GAAP 14.92
2015 174 2014 3,729
2015 132 13.42
2015 170 131
95
2015 2014 11.9
System x
2015
72 2015
11
2014
2015 17
System x 26
2015 289 35

2013 13
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2015
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18.4
0.2 49.8 GAAP
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z Systems GBS
2015 6.4 GAAP
2014 7.8
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© ©
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2015
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19.5 2.0 2015
16.2 2015
15.2 134 16.3
2014 3,729
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16.3 GAAP
GAAP System x
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17.9 0.1 2015
21.0 17.2 2015
2015
2015 30.3 47
GAAP 14.92 System x
2014 9.7
3.69 2015 0.18
2015 12 31
82 2014 12 31
2014 12 31 68
44 19
11

15
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2013 1,500,000 0 [11,703,869 0 0 0 0 0| 761,808 | 13,965,677
M. J ( 2015 692,500 0 [ 11,425,266 o| 881,100 1,295 o| 112,101 13,112,352
2014] 660,000 o[ 3,616,006 o| 747,600 8,481 o 0,812 5,112,899
M.D. ( (
10
Bl Vatson | 2015| 630,000 0 [ 11,425,266 o| 728,800 0 8,690 o | 2,766,009 | 15,558,855
B.A.
(
1M 2015| 665,000 0 | 11,425,266 o| 637,700 0 2,202 0| 2,089,103 | 14,819,271
J.E ( 10 2015| 675,500 0 [11,887,195 0| 850,500 o 42,393 0| 184,207 [13,639,795
1BW 2014| 638,000 0| 3,909,248 791,100 | 1,043,296 | 92,989 o| 96,193 6,570,826
1BM 2013| 625,000 | 850 | 4,941,039 0 0 0 0 0| 128,016 5,694,905
PSU RRSU
PSU
2015
19,357,994 2014 18,690,613 2013 17,555,803 2015 6,549,863
2014 5,424,009 2015 6,549,863 2015 6,549,863
2015 7,277,472 2014 5,863,960 2013 7,411,656
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2007 12 31
2014 2015
2015
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(47,311) (19,917) (584,946) 2013
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A.J. P 300,000 60,694 360,694
W. R 300,000 70,682 370,682
K. 1 300,000 118,318 418,318
M. L 350,000 97,042 447,042
D.N. 300,000 24,642 324,642
A. 300,000 6,360 306,360
S. A. 320,000 86,732 406,732
A.N. 300,000 40,825 340,825
w. J 300,000 59,381 359,381
J. W. 300,000 70,341 370,341
J. E 300,000 101,267 401,267
S. 320,000 122,833 442,833
P. 300,000 3,830 303,830
2016 2016
PFS 60,578
PFS 70,566 PFS 118,202 PFS
96,926 PFS 14,526
1BM 10,000 PFS 86,616 PFS
40,709 PFS 44,265 1BM
15,000 PFS 70,225 PFS 96,151
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M. L 4,000
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C ) RSU C )
C ) C )

A J. 0 0 0 13,633
W.R. 0 0 0 15,673
K. 1. 6.995( ) 6,995 4,000 25.404
WL 0 0 4,000 21,268
D. N. 3,608 3,608 0 3,722
v Y 400 400 0 0
A 0 0 0 2,533
S. A 0 0 0 19,036

J.E. 59,978( ) 129,001 14,076
AN, 0 0 0 9.574
W. J- 0 0 0 10,300
H.S. Y 0 0 0 0
I 3.282( ) 3.282 0 15,100

) 22,715(_10) 101,634 0

Vo 172,521 216,223 21,456

M. 18,191 83,551 891
J.E. 1,000 1,000 4,000 20,900
. 15,487 15,487 4,000 24,878

B. A. 2,890 75,697 0
P. R. 0 0 0 2,016
743,464( 11) 1,587,854 67,811( 11) 184,037 11)
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49,911 5,434,310 55,673 6,061,676 57,655 6,277,476
29,967 3,262,807 35,063 3,817,659 38,666 4,209,954

1,864 202,952 2,057 223,966 2,047 222,877
81,741 8,899,960 92,793 | 10,103,302 98,367 | 10,710,199

33,126 3,606,759 36,034 3,923,382 37,564 4,089,968
6,920 753,450 9,312 1,013,891 11,009 1,198,660
1,011 110,078 1,040 113,235 1,110 120,857

41,057 4,470,286 46,386 5,050,508 49,683 5,409,485

40,684 4,429,674 | 46,407 5,052,794 | 48,684 5,300,714

(G
20,430 | 2,224,418 | 23,180 | 2,523,838 | 23,451 | 2,553,345
5,247 571,203 | 5,437 501,981 | 5,743 625,298
©682)  (74,256)  (742)|  (80.789)]  (822)|  (89.499)
«C ) 24| (78,829)| (1,938)| (211,009)]  (333)|  (36.,257)
468 50,956 484 52,698 402 43,770
« ) 24,740 | 2,693,601 | 26,421 | 2,876,718 | 28,440 [ 3,096,547
15,945 | 1,736,002 | 19,986 | 2,176,076 | 20,244 | 2,204,167
2,581 281,019 | 4,234 460,998 | 3,363 366,163

13,364 | 1,455,072 | 15,751 | 1,714,969 | 16,881 | 1,838,003
@ (@8,945) (3,729)| (406,014)  (398)]  (43,334)
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13.66 1,487 15.68 1,707 15.42 1,679
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(1,379  (150,146)| (1,636)| (178,128)| (1,335)|  (145,355)
(54) (5.880) (29) (3,158) 0 (436)
( 86 9,364 5 544 ) (871)
— — — — 4 436
32 3,484 (24) (2,613) ) (871)
618 67,288 958 104,307 43 4,682
( @07 (16,719) CH) (10,561)]  (166) (18,074)
(454) (49,432) 861 93,746 (123) (13,392)
6 653 1 109 16 1,742
(2,963)|  (322,611) (9,799)| (1,066,915)| 5,369 584,577
33 3,593 24 2,613 ®) (327)
(100) (10,888)|  (114) (12,412)|  (114) (12,412)
3,304 359,740 | 2,531 275,575 | 3,499 380,971
279 30,378 | (7,357)|  (801,030) 8,767 954,551
(1,523)|  (165,824)| (8,156)| (888,025)| 7,301 794,933
(208) (22,647)| 1,883 205,021 | (3,144)|  (342,319)
@,731)]  (188,470)| (6,274)| (683,113)| 4,157 452,614
11,459 | 1,247,656 | 5,748 625,842 | 20,641 | 2,247,392
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12 31
2015 2014
7,686 | 836,852 | 8,476 922,867
508 55,311 0 0
o015 367 (39,95 N 8,333 | 907,207 | 9,090 989,719
2014 336 (36.584 )
Jo15 490 (53,351 N 19,020 | 2,070,898 | 19,835 2,159,635
2014 452 (49,214 )
o015 51 (5553 ; 1,201 130,765 | 2,906 316,405
2014 40 (4,355 ))
1,551 168,873 | 2,103 228,975
4,205 | 457,840 | 4,967 540,807
42,504 | 4,627,836 | 47,377 * | 5,158,408 *
29,342 | 3,194,757 | 39,034 4,250,022
18,615 | 2,026,801 | 28,263 3,077,275
10,727 | 1,167,956 | 10,771 1,172,746
015 118 (12,848 N 10,013 | 1,090,215 | 11,109 1,209,548
2014 126 (13.719 )
1,734 188,798 | 2,160 235,181
4,822 525,019 | 6,675 * 726,774 *
32,021 | 3,486,446 | 30,556 3,326,937
3,487 379,665 | 3,104 337,964
5,187 564,761 | 5,520 ** 601,018 **
110,495 | 12,030,696 | 117,271 ., | 12,768,466 .,

**
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2,847 309,981 | 5,084 553,546
6,461 703,474 | 5,731 ** 623,991 **
6,028 656,329 | 6,864 747,352
3,560 387,613 | 4,031 438,895
11,021 | 1,199,966 | 11,877 1,293,168
4,353 | 473,955 | 5,904 * 652,627 *
34,269 | 3,731,209 | 39,581 ., | 4,309,579 .,
33,428 | 3,639,641 | 34,991 ** | 3,809,820 **
16,504 | 1,796,956 | 18,261 1,988,258
3,771 | 410,586 | 3,691 401,876
8,099 881,819 | 8,733 * 950,849 *
* *
96,071 | 10,460,210 | 105,257 ., | 11,460,382 .,
BN
0.20 )
4,687,500,000 53,262 | 5,799,167 | 52,666 5,734,274
2015 2,221,223,449
2014 2.215.209.574
146,124 | 15,909,981 | 137,793 15,002,902
2015 1,255,494,724 (155,518)| (16,932,800)| (150,715) | (16,409,849)
2014 1.224.685.815
« ) (29,607)| (3.223,610)| (27.875) | (3,035,030)
BN 14,262 | 1,552,847 | 11,868 1,292,188
162 17,639 146 15,896
14,424 | 1,570,485 | 12,014 1,308,084
110,495 | 12,030,696 | 117,271 ., | 12,768,466 .,

*%
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12 31
2015 2014 2013

13,190 1,436,127 12,022 1,308,955 16,483 1,794,669

2,662 | 280,839 | 3,145 | 342,428 | 3,327 362,244
1,193 | 120,804 | 1,347 16,661| 1,351| 147,007

468 50,956 512 55,747 614 66,852

1,387 | 151,007 | an)|  (25,805)| (1,610)  (175,297)

) 481 52,371 | (1,535) 67,130  (236)  (25.69)
71 7,730 | 3,381 | 368,123 — —

( ) 812 88,411 | 1,270 | 138,278 | (1,407 (153,194
2 @395 (655  (71.316) 204 32,011

133 14,481 (39) @226 D) (6,206)

3,448)  (375,418) (1,886) (205,348)  (7am)|  (81,333)

81 8,819 | (a56) (49,649 (529)|  (57,598)

17,008 1,851,831 16,868 1,836,588 17,485 1,903,767

(3.579)|  (389,682)| (3,740)| (407,211)| (3.,623)| (394,472)
370 40,286 404 43,988 372 40,503
(572) (62,279)|  (443) (48,238)|  (517) (56,291)

(3.073)|  (334,588)| (2,338)| (254,561)| (4,608)| (501,719)

2,842 309,437 | 2,493 271,438 | 4,873 530,572
398)]  (43,334)| (1,078) (117.373)| (1,063)|  (115,739)
(3,349)|  (364,639)  (656)|  (71,425)| (3.056)|  (332,737)
@o1)|  (43,661)| 2,357 256,630 297 32,337
(8,159)|  (888,352)[ (3.001) (326,749)| (7.326)| (797,655)
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5,540 603,195 | 8,180 890,638 | 16,353 | 1,780,515

(5.622)|  (612,123)| (4.644)|  (505,639)| (10,013)[ (1,090,215)

) 101 10,997 | (1,753)[  (190,867) 621 67,614
(4,609)|  (501,828) (13,679)| (1.,489,370)| (13,859) (1,508,968)

322 35,059 709 77,196 | 1,074 116,937

4.897)  (533,185)| (4,265)| (464,373)| (4,058)|  (441,835)
9.166)[  (997,994)| (15,452) (1,682,414)| (9,883) (1,076,061)

@) (51,500)  (655)  (71,316) 28 3,049

@90  (86,015) (2,240)|  (243,891) 304 33,100

8,476 922,867 | 10,716 | 1,166,758 | 10,412 | 1,133,659

1231 7,686 836,852 | 8,476 922,867 | 10,716 | 1,166,758
2,657 289,294 | 5,748 625,842 | 4,024 438,133

995 108,336 | 1,061 115,522 982 106,920

4 436 2 218 14 1,524
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« )
2013 50,110 | 117,641 (123,131)|  (25,759) 18,860 124 18,984
2013
« )
16,483 16,483 16,483
« ) 4,157 4,157 4,157
« D 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) 17y (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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18M
« )
2013 5,455,977 | 12,808,752 [ (13,406,503)| (2,804,640)| 2,053,477 13,501 | 2,066,978
2013
« )

1,794,669 1,794,669 1,794,669

« ) 452,614 | 452,614 452,614

«C ) 2,247,392 2,247,392
(441,835) (441,835) (441,835)

(9,961,389 ) 132,398 132,398 132,398
(1,666,069 ) (1,849,883 ) @.722)|  (@12,739) (15,461) (15,461)
(73,121,942 ) (1,523,558) (1,523,558) (1,523,558)

29,180 29,180 29,180

1,415 1,415

2013 12 31 5,617,555 (14,158,973 | (14,942,909)| (2,352,026)| 2,481,593 14,917 | 2,496,510
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« D
2014 51,594 | 130,042 (137,242)|  (21,602)| 22,792 137 22,929
2014
« D
12,022 12,022 12,022
« ) (6,274) (6,274) (6,274)
« D 5,748 5,748
(4,265) (4,265) (4,265)
(7,687,026 ) 977 977 977
(1,313,569 ) (1,264,232 ) 6) (79) (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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( )
1BM
« D

2014 5,617,555 | 14,158,973 | (14,942,909)|(2,352,026)| 2,481,593 14,917 | 2,496,510

2014
« D

1,308,955 1,308,955 1,308,955

C ) (683,113)| (683,113) (683,113)

« D 625,842 625,842

(464,373) (464,373) (464,373)

(7,687,026 ) 106,376 106,376 106,376

(1,313,569 ) (1,264,232 ) (653) (8,602) (9,255) (9,255)

(71,504,867 ) (1,458,448) (1,458,448) (1,458,448)

10,344 10,344 10,344

871 871

2014 12 31 5,734,274 |15,002,902 | (16,409,849)|(3,035,030)| 1,292,188 15,896 | 1,308,084
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2015
2015 52,666 | 137,793 (150,715)|  (27,875)| 11,868 146 12,014
« D
13,190 13,190 13,190
« ) (1,731) (1,731) (1,731)
« ) 11,459 11,459
(4,897) (4,897) (4,897)
(6,013,875 ) 606 606 606
(1,625,820 ) (1,155,558 ) 39 (102) (63) (63)
(30,338,647 ) (4,701) (4,701) (4,701)
(10) (10) (10)
16 16
2015 12 31 53,262 | 146,124 |  (155,518)|  (29,607)| 14,262 162 14,424
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1BM
« )
2015
2015 5,734,274 |15,002,902 |(16,409,849)(3,035,030)| 1,292,188 15,896 | 1,308,084
« )

1,436,127 1,436,127 1,436,127
« ) (188,471)| (188,471) (188,471)

« ) 1,247,656 1,247,656
(533,185) (533,185) (533,185)

(6.013.875 ) 65,981 65,981 65,981
(1,625,820 ) (1,155,558 ) 4,246 (11,106) (6,859) (6,859)
(30,338,647 ) (511,845) (511,845) (511,845)
(1,089) (1,089) (1,089)

1,742 1,742

2015 12 31 5,799,167 |15,909,981 |(16,932,800)|(3,223,610)| 1,552,847 17,639 | 1,570,485
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2,230 2015 12 31
2017 522 2018 366
2015 2014 12 31
31
2016 53

2020 30
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2017 41
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( ) 2015 2014
$ 197 $ 376
173 240
* 7 (120)
(196) (298)
12 31 $ 181 $ 197
* 2014 System x (125 )
( )
( ) 2015 2014
$ 536 $ 579
286 298
* (253) (316)
faled (31) (24)
12 31 $ 538 $ 536
238 $ 254
$ 300 $ 282

* 2014 System x 1 )

**
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128 63 82
695 1,000 895
133 364 163
145 23 95
54 11 23
1,248 1,484 1,318
(73) (15) (34)
(139) (160) (73)
(212) (175) (107)
$ 1,036 $ 1,309 $ 1,210
1BM
6.4
518
303
74 GBS
2015 12 17 AT&T
1BM
1BM
2016 21
( )
2016 29 B2B
WSl 20 IBM
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2013
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$ 80 $ 97
300 41
1,285 961
290 181
245 97
2 —
75 32
2,277 1,408
(56) (61)
(244) (105)
(300) (166)

$ 1,977 $ 1,242
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117) (1,617) (322)
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$ — $ 717
$ — $ 177
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— 163
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$ 2,290 $ 4,381 $ — 3 6,671 (7)
®
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@
)
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@
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®
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0.7
2015 2014 12 31
« ) 147 602
( ) 121 572 12
2015 12 31 2014
12 31
2015 2014 12 31
« ) ( )

12
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« ) 2015 2014 12 31
117 131
2015 2014 12 31
12 13
«C ) 2015
2014 12 31
« ) 2015 2014 12 31
« ) 2015 2014

12 31
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ooOooooo
2015 2014 12 31 2015 2014 2013 12 31
( )
12 31 2015 2014 2015 2014
$ — 3 5 $ — % 0
656 628 3 —
197 632 70 50
5 17 19 21
$ 858 $ 1,281 $ 92 $ 72
$ N % 90 $ 7% % 101
40 37 — 4
6 24 19 14
— 0 — 5
$ 136 % 151 $ 94 3 125
$ — 0
$ 7,945 $ 7,747 *

$ 994 $ 1,432
* FASB

©

8,131 $ 7,944 *
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( C )
() @
12 31 2015 2014 2013 2015 2014 2013
®)
$ 108 $ 231 $ (109) $ @ $ @2 $ 202
94 206 (74) [€)) 114) 138
(
127 (776) (328)
(
Q) 34 —
@n 51 164
(
® ® —
$ 291 $ (263)$ (B4 $ D $ (241) $ 340
( C )
AOCI
(€))
12 31 2014 2013 2015 2014 2013 2015 2014 2013
$ — ¢ — $ 0 $ @ % —9%— $— $ —
958 43 () 731 98 162 5 €)) 0
192 a G4 — — _
149 15 39 — — —
(O]

889 1,136 173

$1,507 $2,095 $ 216

@

0

®
Q)

(5) 2015 12 31

2014 12 31

— — — 13 0 3
$1,072 $ 97 $167 $ 18 $ (1) $ 3

2013 12 31
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2015 2014 2013 12 31 12 ( )
(
)
12 31
) 2015 2014
$ 352 $ 430
1,199 1,674
$ 1,551 $ 2,103
12 31
) 2015 2014
$ 3,057 $ 3,781
8,948 8,423
( ) 7,015 7,631
$ 19,020 $ 19,835
$ 4,501 $ 4,449
( ) 5,512 6,660

$ 10,013 $ 11,109
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2015 2014 12 31 645
671 536 517
213 165 2015 12 31
2016
44 2017 27 2018 18 2019 2020
2015 2014 12 31 19 17
IBM  OEM
30 90
2015 2014 12 31 377 396
( )
2015 2014 12 31 545 642
94 96 « )

2015 2014 12 31
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2015 2014 12 31
( )
2015 12 31
( )
$ 5,517 $ 1,524 $ 7,041
9,739 3,165 12,904
$ 15,256 4,689 $ 19,945
$ 15,180 4,227 $ 19,406
$ 76 $ 462 $ 539
2015
$ 32 $ 133 $ 165
79 317 396
$ 111 $ 450 $ 561
a9 (48) (62)
20 122 141
(®) (43) (1)
2015 12 31 $ 109 $ 481 $ 590
$ 25 $ 188 $ 213
$ 83 $ 293 $ 377
$ 43 $ 36 $ 79
$ 65 $ 445 $ 511

278/486



EDINETOOOO

OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)

oOoOooodn

2014 12 31
(

$ 5,702 $ 1,943 $ 7,645
10,049 4,639 14,687
$ 15,751 $ 6,581 $ 22,332
$ 15,665 $ 6,156 $ 21,821
$ 86 $ 425 $ 511

2014
$ 42 $ 80 $ 128
95 147 242
$ 137 $ 228 $ 365
(18) (©) @4
3 240 243
12) 11) (23)
2014 12 31 $ 1 $ 450 $ 561
$ 32 $ 133 $ 165
$ 79 $ 317 $ 396
$ 42 $ 39 $ 8l
$ 69 $ 41 $ 480

(
)
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2015 2014 12 31

12 31
2015 2014
$ 2 $ 13
63 40
65 $ 53
13 $ 27
91 151
104 $ 178
168 $ 231
2015 2014 12 31
2015 12 31
)
$ 50 $ 47
297 284
$ 347 $ 331
2014 12 31
)
$ 54 $ 47
299 293
$ 353 $ 340
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oooooog
2015 12 31

)
$ 51 $ 0 $ —
315 0 _
$ 367 $ 0 $ —

2014 12 31

)
$ 68 $ 0 $ —
208 0 —
$ 276 $ 0 $ —

2015 2014 12 31
Aaa Baa3
2015 12 31

)
Aaa Aa3 $ 538 $ 39
Al A3 1,324 162
Baal Baa3 1,493 392
Bal Ba2 1,214 352
Ba3 B1 513 277
B2 B3 403 215
Caa D 33 87
$ 5,517 $ 1,524
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2015 12 31

Aaa Aa3 $ 949 $ 80
Al A3 2,338 336
Baal Baa3 2,635 813
Bal Ba2 2,143 732
Ba3 B1 905 576
B2 B3 711 447
Caa D 59 181
$ 9,739 $ 3,165

2015 12 31

(36 ) 14 ) 11 ) a1 ) (
( ( « )
2014 12 31

Aaa Aa3 $ 563 $ 46
Al A3 1,384 178
Baal Baa3 1,704 900
Bal Ba2 1,154 272
Ba3 B1 470 286
B2 B3 372 176
Caa D 55 85
$ 5,702 $ 1,943

282/486

oOoOooodn



EDINETOOOO

OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)

2014 12 31
Aaa Aa3 $ 993 $ 110
Al A3 2,438 425
Baal Baa3 3,003 2,148
Bal Ba2 2,034 649
Ba3 Bl 827 683
B2 B3 655 420
Caa D 98 203
$ 10,049 $ 4,639
2014 12 31
(40 ) 14 ) 13 ) ( (
( ( « )
2015 12 31
( (9

90 )* 90 ) )

$ 5 $ 5,512 $ 5,517 $ 5

30 1,494 1,524 13

35 7,006 7,041 19

7 9,732 9,739 7

31 3,134 3,165 14

38 $ 12,866 $ 12,904 $ 22

73 $ 19,872 $ 19,945 $ 40
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2014 12 31
) ( ( (%0

90 )* 90 ) )

$ 6 $ 5,69 $ 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

2014 2014 2015 12 31
12 31
) 2015 2014

$ 558 $ 667
6,552 9,524
21,116 27,388
28,226 37,578
18,051 27,500
10,176 10,078
1,115 1,456
565 763
551 693
$10,727 $10,771

2015
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12 31
( 2015 2014
$ 1,624 $ 1,527
702 681
82 98
393 496
273 332
256 300
516 509
273 356
496 518
571 705 **
$ 5,187 $ 5,52 **
"
ok FASB
2015 12 31
$ 1,348 $  (581) $ 767
1,856 (927) 929
2,960 (1,397) 1,563
335 (142) 193
44 (10) 35
$ 6,543 $ (3,057) $ 3,487
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2014 12 31
( )
$ 1,375 $ (679 $ 696
2,208 (1,271) 937
2,831 (1,533) 1,298
374 (214) 161
x 18 ) 12
$ 6,806 $ (3.702) $ 3,104
2015 12 31 383
2015 2014
2015 2014 12 31 1,193
1,347 2015 2014 1,809
724
2015 12 31
( )
2016 $ 42 $ 760 $ 1,185
2017 256 650 906
2018 85 492 577
2019 — 338 338
2020 — 240 240
2016
2015 2014 12 31
2015 2015
( ) 12 31

*

$ 15,156 $ 1,020 $ (2)$ (18) $ (535) $ 15,621

4,555 74 0 @ (232) 4,39
9,373 1,087 @ @ (296) 10,156
1,472 410 0 — (33) 1,848

$30,556 $ 2,500 $ (3 $ (26) $ (1,09) $ 32,021
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( ) 2014 13014311
$ 15,244 $ 311 $ (12) $ (14) $ (372) $ 15,156
4,855 — 0 (52) (248) 4,555
9,485 131 16 ) (252) 9,373
1,601 — — (110) (19) 1,472
$31,184 $ 442 $ 4 $ (183) $  (891) $ 30,556
2015 2014 2014 12 31 2013 12
31 12
2015 2014
12 31
( ) 2015 2014
$ 600 $ 650
590 480
5,271 4,601 *
$ 6,461 $5,731 *
* FASB
2015 2014 12 31 0.4 0.1

2015 2014 12 31 5.2 4.0
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12 31
( ) 2015 2014
(2015 12 31 )
2.80 2016 2017 $ 9,351 $ 9,254
3.34 2018 2019 7,501 6,835
1.46 2020 2021 3,717 6,555
2.35 2022 1,900 1,000
3.38 2023 1,500 1,500
3.63 2024 2,000 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
30,319 31,404
( 2015 12 31 )
1.8 ) 2016 2025 4,892 5,463
Q.7 ) 2017 2022 1,555 1,176
0.4 ) 2017 2022 1,180 733
6.3 ) 2020 9 162
Q.2 ) 2017 360 432
(3.8 ) 2016 2020 506 367
38,820 39,737
838 853
74 83 *x
* 790 792
38,699 39,503 **
5,271 4,601 **
$ 33,428 $ 34,001 **
*
*x FASB
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10
(2.20 1.0
500
)
12 31
2015 2014 **
( )
$ 25,499 3.41 $ 27,180 3.09
* 13,199 0.96 12,412 0.82
$ 38,699 $ 39,593
* 2015 2014
7,338 5,839 (84 88 « )
)

o FASB

2015 12 31
( )
2016 $ 5,273
2017 5,674
2018 4,691
2019 4,003
2020 4,505
2021 14,675

$ 38,820
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12 31
( ) 2015 2014 2013

$ 540 $ 542 $ 587

481 484 405

13) 0 ?)

0 4 22

$ 1,008 $ 1,030 $ 1,011

127 « )
84 88 « )
2015 100 ( ) 2020 11 10
2015 5.3 2014
5.4 2013 5.4
100

20

2015 12 31
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12 31
( ) 2015 2014
$ 3,150 $ 3,146
401(k) 1,445 1,658
590 675
22 31
362 431
407 469
253 129 **
89 17
270 240
83 91
134 136
200 50
* 575 1,124
519 536
$ 8,009 $ 8,733  **
"
o FASB
2006

2015 12 31
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(
) 2015 2014 12 31 283 254
2015 12 31
2015 2014 12 31 166 180
1BM 0.20 4,687,500,000 (2015 12 31
965,728,725 ) 0.01 150,000,000 (2015 12 31
)
1BM 2015 2014 2013
4,701 30,338,647 13,395
71,504,867 13,993 73,121,942 12
31

2015 12 31 5,563

292/486



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)

oOoOooodn
2015

6,013,875 2014 7,687,026 2013 9,961,389

2015 1,155,558 2014 1,264,232 2013 1,849,883

2015 2014 2013
248 1,625,820 236 1,313,569
336 1,666,069
2015 12 31
( ) C )
« )

$ (1,379) $  (342) $ (1,721)

C ) $ 54) $ 21 $ (33)
« ) « ) 86 (33) 53
$ 32 $ 12) $ 20

« D
« ) $ 618 $ (218) $ 399

« )
(192) 57 (135)
(149) 43 (105)
« ) (731) 281 (451)
0 0 0
() $ (454) $ 162 $ (292)
@
( $ 6 $ @ $ 4
« D (2,963) 1,039 (1,925)
33 ©) 24
« ) (100) 36 (65)
C ) 3,304 (1,080) 2,223
279 $ an $ 262
« ) $  (1,523) $ (208) $  (1,731)
[ AOCI (
)
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Ogoooood
2014 12 31
( ) « )
« D
$  (1,636) $  (438) $  (2,074)
« ) $ (29) $ 11 $ (18)
« D « D 5 @ 3
$ (24) $ 9 $ (15)
« )
« ) $ 958 $  (341) $ 618
« D
15 @ 9
(15) 6 €))
C ) (98) 38 (60)
1 0 0
¢ ) $ 861 $  (304) $ 557
@
( $ 1 $ 0 $ 1
« ) (9,799) 3,433 (6,366)
24 @ 17
« ) (114) 41 (73)
« ) 2,531 (852) 1,678
$ (7,357) $ 2,615 $  (4,742)
« ) $ (8,156) $ 1,883 $  (6,274)
[6)) AOCI (
)
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2013 12 31
( ) « )
(
$ (1,335) $ (66) $ (1,401)
$ (O $ 2 $ €))
®) 2 ®)
4 [h) 3
$ ®) $ 3 $ )
« )
$ 43 $ (15) $ 28
34 (14) 21
(39) 14 (25)
(162) 62 (99)
0 0 0
() $  (123) $ 47 $ (76)
@
( $ 16 $ 0 $ 16
5,369 (1,974) 3,395
(©) 1 @
« ) (114) 40 (75)
) 3,499 (1,195) 2,304
8,767 $ (3.128) 5,639
( 7,301 $ (3.144) 4,157
[6) AOCI (
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* C ) « )
( ) (D)
2012 12 31 $ () $ 1,733 $ (27,406) $ 4 % (25,759)
28 (1,401) 3,409 0 2,036
(103) 0 2,229 ) 2,121
(76) (1,401) 5,639 ) 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 (1,742) (26,509) (15) (27,875)
399 (1,721) (1,897) (33) (3,252)
(691) 0 2,158 53 1,520
(292) (1,721) 262 20 (1,731)
2015 12 31 $ 100 $ (3,463) $ (26,248) $ 5 $ (29,607)
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175 1BM

1BM

2015 2014 2013 12 31
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ooo0000
2003 Sco ( SCo
1BM ) AT&T
UNIX AIX Dynix Linux
2007 14 2010
SCO UNIX UnixWare
UNIX 1BM
SCO SCO 2011 30
10 SCo 2013
SCO IBM SCo 2016
SCo 1BM
2010 13 IBM (Indiana Family and Social Services Administration )
2006
1BM 1BM 1BM
2012 18
IBM 52 2014 13
1BM
1BM 50
2014 16 ( ) IBM
1BM 1BM
1BM
2014 11 14 1BM

1BM
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1BM ( 1BM UK ) 2010
1BM UK ( UK ) UK
1BM UK UK UK
2014 UK 1BM
1BM
2014 2015
1BM (
) 1BM UK
IBM UK
250
IBM UK IBM UK 2010
290
2014 24
1993 1BM (DC)
DC (DB)
1BM
1BM
1BM 2015
IBM DC
IBM DC DB
1BM 2015
2016 1BM DC
DC 1BM
DB

DB
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2011 1977 ( FCPA )
( SEC ) 2013
25 2011 IBM SEC FCPA
2015 2012
1BM 1BM
SEC IBM SEC
2013 1BM ( DOJ )
DOJ FCPA
DOJ
2015 2014 10
1934 20 () 10 (b) 10b- 5
2015
1BM
2015 IBM  SEC
SEC
2008
(
)
( CERCLA )

CERCLA
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460
2015 2014 12 31
5,477 5,365
2015 2014 12 31 2,097 1,816
2015 2014 12 31 34 46
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12 31

2015 2014 2013
$ 5,915 $ 7,509 $ 7,577
10,030 12,477 12,667
$15,945 $19,986 $20,244

12 31

2015 2014 2013
$ 849 $ 2,003 $ 1,315
1,732 2,141 2,048
$ 2,581 $ 4,234 $ 3,363

12 31

2015 2014 2013
$ (321) $ 1,134 $ 1,694
553 105 (708)
232 1,239 986
128 541 277
116 (105) (330)
244 436 (53)
2,101 2,825 3,067
4 (266) (637)
2,105 2,559 2,430
2,581 4,234 3,363
a1n (1,617) (322)
3,497 4,068 4,198
$ 5,961 $ 6,685 $ 7,238
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ooo0000
12 31
2015 2014 2013
35 35 35
aan (14) 13)
1 1 0
@ @ (©))
@ 1 @
16 21 17
« )
2015 ( IRS ) 2011 2012
( RAR ) RAR
2011
IRS
RAR
2015 2014 5.0 2011 2012
(3.9 ) 2015
3.5 ) 2014 System x
(0.9 )
(2.5

(0.8 )
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12 31
) 2015 2014
$ 4,621 $ 4,795
963 1,328
1,066 858
762 957
825 686
528 529
329 329
904 1,176
931 1,306
10,929 11,964
740 646
$ 10,189 $ 11,318
12 31
) 2015 2014
$ 919 $ 487
252 205
1,407 1,263
916 912
554 421
395 374
1,177 1,111
$ 5,620 $ 4,773
( 742 )

1,149
10
2015 2014 2013 12 31 740 646 734

304/486



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)

OooooOodd
2015 12 31 2015 530 4,574
( 2015 2014 2013
$ 5,104 $ 4,458 $ 5,672
464 607 829
569 586 417
N ( (1,348) (579) (2,201)
(215) (58) (259)
12 31 $ 4,574 $ 5,104 $ 4,458
2011 2012 IRS
2010
2015 12 31 997
2011 2011
2014
2015 2015
2015 12 31 4,574
850
3,724 2014 2013
12 31 4,229 3,902
2015 12 31
141 2014
216 2013 93
2015 12 31 613 2014 12 31 503
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12
2015 12 31 413
2011
2013
2013 2009 866 (2015
810 )
2015 12 31
526
2016 IRS 2013 2014
2017
2015 12 31
681
( )
2015 2014 2013 5,247 5,437
5,743 2015 2014
2013 197 368 483
2015 2014 2013 5,178
5,595 5,959 2015 2014
2013 3,064 3,064 3,077
2015 2014 2013 267 211

267
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12 31
2015 2014 2013

978,744,523  1,004,272,584  1,094,486,604

3,037,001 4,332,155 6,751,240

918,744 1,395,741 1,804,313

982,700,267  1,010,000,480  1,103,042,156

$ 13,364 $ 15,751 $ 16,881
174) (3,729) (398)

13,190 12,022 16,483

13,364 15,751 16,881
€H) (©) (€))

$ 13,363 $ 15,749 $ 16,880
174) (3,729) (398)

$ 13,189 $ 12,020 $ 16,483

« )

$ 13.60 $ 15.59 $ 15.30
(0.18) (3.69) (0.36)

$ 13.42 $ 11.90 $ 14.94

$ 13.66 $ 15.68 $ 15.42

(0.18) (3.71) (0.36)

$ 13.48 $ 11.97 $ 15.06

2015 41,380 2014 17,420 2013 8,797
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Ogoooood
2015
2014 2013 1,474 1,592 1,759
2015 2014 2013 29 95
115
( ) 2016 2017 2018 2019 2020 2021
( $ 1,347 $ 1,231 $ 1,107 $ 985 $ 776 $ 988
$ 14 $ 4 $ 1 $ — $ — $ —
$ 1 $ 7 $ 5 $ 4 $ 1 $ 1
$ 7 $ 2 $ 2 $ $ 1 $  —
12 31
( ) 2015 2014 2013
$ 100 $ 121 $ 122
322 350 435
51 54 57
(6) 13) —
468 512 614
(156) (174) (213)
$ 312 $ 338 $ 402
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ooooooo

2015 2014 12 31

871 874 2015 12 31 2.7

2015 2014 2013 12 31

( )
( )
2015 12 31 274
2015 12 31 66.2
2015 12 31 111.6
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(RRSU) ( RSU )
PSU )
2015 2014 2013 12 31 RSU PSU
RSU 2015 2014 2013
$ 171 7,734,277 $ 166 8,635,317 $ 148 9,841,461
RSU 143 4,230,186 172 2,525,947 189 2,541,081
RSU 164  (3,567,495) 157 (2,401,761) 131 (2,952,363)
RSU 167 (869,627) 167 (1,025,226) 154 (794,862)
12 31 $ 159 7,527,341 $ 171 7,734,277 $ 166 8,635,317
PSU 2015 2014 2013
$ 185 3,140,707 $ 178 2,824,294 $ 151 3,172,201
PSU 153 1,137,242 180 1,430,098 195 869,875
. 185 (168,055) 157 29,960 118 152,069
PSU 185 (840,552) 157 (1,027,181) 118 (1,321,784)
PSU 184 (340,410) 187 (116,464) 170 (48,067)
12 31 ok $ 173 2,928,932 $ 185 3,140,707 $ 178 2,824,294
* PSU
RSU
RSU RSU
2015 2014 2013 12 31 RSU
2015 2014 2013 12 31
RSU 606 434 481 2015 2014
2013 12 31 RSU 583
378 386 2015 2014 2013 12 31 RSU
800 754 871 2015 2014
2013 12 31 RSU
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PSU
PSU PSU
2015 2014 2013 12 31 PSU
174 257 170 2015 2014 2013 12 31
PSU 156 161 156
2015 2014 2013 12 31 RSU PSU
228 222 312
10
2015 2014 2013 12 31
2015 2014 2013 12 31
2015 2014 2013
$97 1,750,949 $97 5,622,951 $94 11,389,721
98 (1,214,109) 97 (3,740,252) 90  (5,585,127)
100 (57,066) 95 (131,750) 86 (181,643)
12 31 $94 479,774 $97 1,750,949 $97 5,622,951

12 31 $94 479,774 $97 1,750,949 $97 5,622,951
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OooooOodd

2015 12 31
$ 85 $ 83 192,959 $ 10,597,402 0.3
$ 86 101 286,815 10,376,342 1.2

$ 94 479,774 $ 20,973,745 0.9

2015 2014 2013 12 31

74 323 614 2015 2014 2013 12 31
119
364 505 2015 2014

2013 12 31 26 107

199
2015 2014 12 31
1,255 1,225
2015
12 31 0.4
50
1BM
( ESPP )
ESPP 10
1BM ( )
ESPP
ESPP ESPP

25,000 1,000
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ESPP 2015 2014 2013 12 31 1.3 1.3
1.5 ESPP
ESPP
2014 2014 ESPP 25
2014 ESPP 2014
ESPP
2015 2014 2013 12 31 23.1 24.4 2.3
ESPP
1BM
181
IBM 2005 1BM
2008 1BM
2008
( PPP ) PPP
PPP PPP
PPP
IRS
PPP

1BM 2007 12 31
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( )
2007 12 31
1BM 401(k)
401(K)
1BM 401(K) 1BM 401(K)
2005 2005
2007 12 31 PPP
2013
12 15
12 15
I8 401(k)
IBM  401(k) ( 401(K) )
IRS 401(K)
401(K) 1BM 401(K)
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401(k) C )

401(K) 401(K)
401(k) 401(k)

(401(k) )
12 15
FHA )
FHA

2014

2004
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12 15

2015

HRA

OooooOodd
401(K)
1999
(
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«
12 31
( ) 2015 2014 2013 2015 2014 2013 2015 2014 2013
$ (284) $ (833) $ (223) $1,421 $1,267 $1,396 $1,137 $ 434 $1,173
23 15 21 — — — 23 15 21

( ) $ (261) $ (818) $ (202) $1,421 $1,267 $1,396 $1,160 $ 449 $1,195

18I 401(k) $ 676 $ 713 $ 785 $ 442 $ 526 $ 575 $1,117 $1,239 $1,361

401(k) 21 14 24 — — — 21 14 24
$ 697 $ 727 $ 809 $ 442 $ 526 $ 575 $1,138 $1,253 $1,384

$ 218 $ 206 $ 218 $ 55 % 66 $ 79 $ 273 $ 272 $ 298

$ 654 $ 115 $ 826 $1,918 $1,859 $2,051 $2,572 $1,974 $2,876
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PBO
APBO
12 31

) 2015 2014 2015 2014 2015 2014
PPP $ 51,287  $54,708 $51,716  $55,772 $ 429 $ 1,065
PPP $ 1,522 $ 1,602 $ — $ —  $(1,522) $ (1,602)
312 334 — — (312) (332)
4,652 5,053 71 16 (4,582) (5,037)
$ 6,486 $ 6,989 $ 71 $ 16 $ (6,415) $ (6,973)
$ 16,766  $ 16,794  $ 18,070  $ 17,888 $ 1,304 $ 1,094
0 11 0 11 0 0
$ 16,766  $ 16,804  $ 18,070  $ 17,898 $ 1,304 $ 1,004
$ 22,039 $26,278  $ 17,677  $ 21,655  $ (4,362) $ (4,623)
5,911 6,762 — — (5,911) (6,762)
618 806 59 73 (558) (733)
$ 28,568  $ 33,846  $ 17,737  $ 21,729  $(10,832)  $(12,118)
$ 68,053 $ 71,512 $69,786 $ 73,671 $ 1,734 $ 2,159
$ 35,054  $ 40,836  $ 17,807  $ 21,745  $(17,247)  $(19,091)

C )
) ( )
2015 12 31 97
PPP 101 89
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113 115 )
PPP PPP
C )
12 31
( 2015 2014 2013 2015 2014 2013
$ — $ — $ — $ 454 $ 449 $ 501
2,028 2,211 1,980 1,075 1,533 1,524
(3,953) (4,096) (3,981) (1,919) (2,247) (2,195)
— — — 0 0 0
) 10 10 10 (98) (111) (119)
1,654 1,056 1,790 1,581 1,400 1,600
— — — 35 26 0
— — — 293 217 85
$ (261) $ (818) $ (202) $ 1,421 $ 1,267 $ 1,396
* 2015 2014 1BM 148
115 )
12 31
( 2015 2014 2013 2015 2014 2013
$ 24 $ 26 $ 35 $ 7 $ 7 $ 10
163 187 164 50 63 60
0 0 W ™ © O
— — — 0 0 0
) ™ ™ — ®) ®) ®)
39 0 21 10 11 23
— — — 0 0 0
$ 218 $ 206 $ 218 $ 55 $ 66 $ 79
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( ) 2015 2014 2015 2014 2015 2014 2015 2014
$ 56,643 $ 51,034 $ 49,834 $ 48,620 $ 5,053 $ 4,633 $ 817 $ 832
— — 454 449 24 26 7 7
2,028 2,211 1,075 1,533 163 187 50 63
— — 34 37 52 61 — —
— — 39 (90) ®) 0 0 0
¢ ) (1,920) 6,968 (861) 6,662 (204) 548 (52) 38
(3,514) (3,455) (1,784) (1,985) (406)  (388) ) )
117)  (114)  (402)  (465) (23) @7 (26) (26)
— —  (3,907) (5,073) — — (174) (91)
— — — — 1 23 — —
— — 235 146 0 0 0 @
12 31 $ 53,120 $ 56,643 $ 44,717 $ 49,834 $ 4,652 $ 5,053 $ 618 $ 817
$ 55,772 $ 53,954 $39,543 $39,464 $ 16$ 177 $ 84 $ 92
(542) 5,274 417 5,579 0 0 7 9
— — 474 465 409 166 0 0
— — 53 (59) 0 0 0 0
— — 34 37 52 61 — —
(3,514) (3,455) (1,784) (1,985) (406)  (388) ) G)
— —  (3,004) (4,049) — — (26) 11)
— — 14* 93* — — @ 0
12 31
$ 51,716 $ 55,772 $35,748 $39,543 $ 71 $ 16$ 59 % 84
12 31 $ (1,405) $  (871) $ (8,969) $(10,291) $ (4,582)$ (5,037)$  (558)$  (733)
o $ 53,120 $ 56,643 $ 44,071 $ 47,516
* 1BM 2011 2013
1BM 2011 2013 2015

33 2014 122 2015 12 31
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(
12 31

2015 2014 2015 2014 2015 2014 2015 2014
429 $ 1,065 $ 1,304 $ 1,095 $ 0 $ 0% 0 $ O
(116)  (11)  (297)  (326)  (320) (B (1) (13)
(1,718) (1,825) (9,976) (11,060) (4,262) (4,656) (547) (720)
$ (1,405) $ (871) $ (8,969) $(10,291) $ (4,582) $ (5,037) $(558) $(733)

C ) «C )

«C ) C )

( 2015 2014 2015 2014 2015 2014 2015 2014
$ 18,442 $ 13,709 $ 21,676 $ 19,777 $82 $304 $189 $ 161
2,576 5,789 661 3,324  (204) 548  (51) 38
— — (33) ) - — 0 1
( (1,654) (1,056) (1,581) (1,400)  (39) O  (10) (11
12 31 $ 19,363 $ 18,442 $ 20,724 $ 21,676 $609 $852 $128 $ 189
¢ ) $ 110 $ 120 $ (386) S (49%6) $ 23 $ 15 $ (26) $ (32)

— — 1 — —

« ) ® €Y 0 0
( ( (10) (10) 98 111 7 7 5 5
%2 3)1 $ 100 $ 110 $ (294 $ (386) $ 30 $ 23 $ (21) $ (26)
$ —$ —$ 0S$ 0 $— $— $ 0% 0
( — — 0 0 — — 0 0
12 3 $ —$% —3$ 0% 0 $— $— $ 0S8 0
$ 19,464 $ 18,552 $ 20,429 $ 21,290 $639 $875 $ 106 $ 163
* AOCI 0Cl
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« )
2016 AOCI « )
)
$ 1,331 $ 1,361 19 $ 8
« ) 10 (96) @) *
C ) — — — —
2014 24 1BM
2015 233 2014 148
113 (
)
102
(
)
« )
2015 2014 2013 2015 2014 2013
« ) (2 31 )
3.70 4.50 3.60 2.34 3.32 3.23
7.50 8.00 8.00 5.67 6.08 6.21
2.49 2.52 2.51
(12 31 )
4.00 3.70 4.50 2.40 2.34 3.32
2.40 2.49 2.52
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2015 2013 2015 2014 2013
)
3.30 7.51 7.78 6.43
0.35 10.17 10.22 9.01
4.10 7.06 7.51 7.78
( ) PBO
286 2014 275
2013 2015
2014 12 31 PBO 4,437
2015 2014 2013 12 31
2015 2014 12 31 APBO 109
256
2015 12 31
20 2014 12 31 110
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« )
118 C )
AOCI
2015 2014 2013 12 31
7.5 2015 2015
264 2016 7.0
2015 2014 2013 12 31
2007 12 31
2014 2015
2015 2014 12 31
2015 2014 12 31
26
PPP
«C ) PBO

10
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PPP 2015 12 31 1.1 2014
2015 2013 12 31 1.2
2014 12 31 1.1 2014 2012 12
31 1.1 2013 12 31 1.2 2013
2016
2015 2014 2013 2015 2014 12 31
PPP
116 117 C )
PPP
2014

PPP 34 56
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2015 12 31 PPP 5,219
( )
PPP 2,547
29 58 11
119 «C )
50
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2015 12 31
PPP
)
(H) $11,210 $ 1 $ — 811,211 $4,631 $ 0 $ — $4,631
2)@3) 99 2,036 — 2,134 90 6,200 — 6,290
() — 9,854 — 9,854 — 7,482 16 7,499
) — 17,088 2 17,090 — 1,89 4 1,899
— 633 10 643 — 219 — 219
313 192 401 907 38 9,082 — 9,120
@) (®)
— — — — — 1,079 — 1,079
) 244 2,305 — 2,549 142 467 — 610
— 1,419 912 2,331 — 659 — 659
8) — — 2,790 2,790 — — 582 582
®) — — 2,429 2,429 — — 661 661
© (82) 2 — (80) [€H) 481 — 480
(2)(10) — — — — 115 1,637 317 2,069
11,784 33,531 6,544 51,859 5,016 29,202 1,580 35,798
11 — — — (143) — — — (50)
$11,784 $33,531 $ 6,544 $51,716 $ 5,016 $29,202 $ 1,580 $35,748
(€)) 1BM 34 ( 0.1 )
1BM 14 ( 0.04 )
@
(€))
()
) IBM 23 ( 0.04 ) 1BM
( 0.004 )
©)
©)
®
©
(10)
1D
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71
( )
59
2014 12 31
PPP
)
(H) $11,527 $ 1 $ — $11,528 $5.652 $ — $ — $5,652
2)@3) 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
8) — — 3,287 3,287 — — 513 513
®) — — 2,942 2,942 — — 664 664
© (55) 3 — (53) 2 846 — 848
(2)(10) — — — — 33 1,513 220 1,766
12,214 36,455 7,437 56,106 6,056 32,139 1,429 39,625
11 — — — (333) — — — (82)
$12,214  $36,455 $ 7,437 $55,772 $ 6,056 $32,139 $1,429 $39,543
(€)) IBM 55 ( 0.1 )
1BM 21 ( 0.1 )
@
(€))
()
) IBM 10 ( 0.02 ) 1BM (
0.01 )
(®)
)
®
€)]
(10)
11
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16
( )
84
2015 2014 12 31
(
2015 $ — $ 4 $ 20 $ 295 $ 889 $3,287 $2,042  $7,437
— 0 0 9 23 (199)  (210)  (377)
— 1 0 0 — 429 460 889
— ) ©) 98 —  (721)  (763) (1,399)
— 2 () — — 0 — (6)
2015 12 31 $ — $ 2 $ 10 $ 401 $ 912 $2,790 $2,429 $6,544
(
2014 $ 1 $ 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
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2015 2014 12 31
(
2015 32 1 $ 513 664 $ 220 $ 1,429
@ 0 (25) 45 28 47
0 0 62 46 — 107
(10) 3 73 (62) 84 88
®3) 0 (42) (31) (15) (91)
2015 12 31 16 4 $ 582 661 $ 317 $ 1,580
(
2014 42 4 $ 410 655 $ — $ 1,110
3 0 26 83 26 138
0 0 46 12) — 34
®) ®) 75 (13) 104 155
— — 0 — 102 102
) 0 (45) (49) 12) (110)
2014 12 31 32 1 $ 513 $ 664 $ 220 $ 1,429
2015 2014
1BM
NAV ) NAV
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( )
( )
2015 12 31 474
40 2014 12 31 465
54
« )
2016
2016 PPP
2006 2006 ( )
2007 12 31 2008

24
2015 12 31 2016
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2016 500
2016
2015 2014 12 31 1,117 1,239
2016 11
2015 2014 12 31 408
144 408 328 80
124 « )
2015 12 31
( )
2016 $ 3,513 $ 118 $ 1,756 $ 311 $ 5,698
2017 3,501 118 1,751 306 5,675
2018 3,501 120 1,780 313 5,714
2019 3,496 121 1,814 326 5,757
2020 3,548 122 1,857 341 5,868
2021 2025 17,279 604 9,855 1,888 29,625
( ) 2016
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2015 12 31 APBO
( )
2016 $ 393 $ 5 $ 26 $ 424
2017 399 6 30 434
2018 401 6 33 439
2019 406 7 35 448
2020 401 7 39 447
2021 2025 1,797 49 240 2,087
2016
2003 2013
2014
2015 2014 12 31
23 1BM
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ABO )
114 ( )
12 31
2015 2014
(
PBO $ 29,784 $ 17,677 $ 34,976 $ 21,655
ABO 29,135 17,492 33,148 20,680
PBO 68,053 69,786 71,501 73,660
2016
Watson
Watson

Watson Internet of Things
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(Management Discussion) 9 11 ( ) (Description of
Business) 13 18 ( ) (Segment Details)
IT
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( )
12 31
2015
$ 17,841 $ 17,166 $ 35,142 $ 9,547 $ 1,840 $ 81,535
2,215 499 698 778 2,637 6,826
$ 20,055 $ 17,664 $ 35,840 $ 10,325 $ 4,477 $ 88,361
$ 7,245 $ 2,602 $ 5,669 $ 1,722 $ 2,364 $ 19,602
8.4) (11.9) 9.8) (22.4) 1.0) 11.2)
(11.8) (22.3) (20.0) 24.4 8.0 (11.8)
36.1 14.7 15.8 16.7 52.8 22.2
2014
$ 19,689 $ 19,512 $ 38,889 $ 12,294 $ 2,034 $ 92,418
2,216 543 840 1,006 2,488 7,003
$ 21,906 $ 20,055 $ 39,729 $ 13,300 $ 4,522 $ 99,512
$ 8,215 $ 3,347 $ 7,084 $ 1,384 $ 2,189 $ 22,219
0.1) (8.5) 0.9) (19.8) 5.1 (.1)
5.2) .9) 7-3) (21.5) 0.8 (6.2)
37.5 16.7 17.8 10.4 48.4 22.3
2013
$ 19,887 $ 21,210 $ 39,139 $ 15,630 $ 2,022 $ 97,889
2,032 714 965 949 2,282 6,941
$ 21,919 $ 21,924 $ 40,104 $ 16,579 $ 4,304 $104,830
$ 8,663 $ 3,447 $ 7,645 $ 1,764 $ 2,171 $ 23,690
39.5 15.7 19.1 10.6 50.4 22.6
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1BM
12 31
( 2015 2014 2013
$ 88,361 $ 99,512 $ 104,830
206 374 478
(6,826) (7,093) (6,941)
1BM $ 81,741 $ 92,793 $ 98,367
12 31
( 2015 2014 2013
$ 19,602 $ 22,219 $ 23,690
(677) (791) (758)
(26) (12) (46)
) (1,050) (353) (1,062)
(1,791) (1,872) (1,483)
(114) 795 (98)
$ 15,945 $ 19,986 $ 20,244
* 2014 2013
2014 System X
)
)
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127 « )

11 ( )

56 « )

(Management Discussion)
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( )
12 31
2015
$ 20,017 $ 8,327 $ 23,530 $ 3,967 $ 36,157 $ 91,999
* 921 81 1,944 321 343 3,610
448 86 2,619 321 356 3,830
— — — — 1,720 1,720
— — — — 469 469
2014
$ 19,525 $ 8,831 $ 22,512 $ 4,219 $ 38,845 $ 93,933
* 1,040 98 1,982 734 455 4,308
413 79 2,321 627 482 3,921
— — — — 1,951 1,951
— — — — 518 518
2013
$ 20,705 $ 9,701 $ 22,981 $ 4,974 $ 40,138 $ 98,499
* 1,037 117 1,774 462 574 3,963
410 118 1,990 424 467 3,410
— — — — 1,904 1,904
— — — — 405 405
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1BM
12 31
( ) 2015 2014 2013
$ 91,999 $ 93,933 $ 98,499
(4,709) (5,193) (4,740)
6,634 7,182 9,697
2,333 4,253 2,907
4,693 6,465 * 4,030 *
2,650 2,169 4,827
1,734 2,160 5,551
5,161 6,303 ** 4,869 **
1BM $110,495 $117,271  * ** $ 125,641  * **
* FASB
o FASB
2015 2014 2013 10
10
*
12 31
( ) 2015 2014 2013
$ 30,514 $ 32,021 $ 33,427
51,227 60,772 64,941
1BM $ 81,741 $ 92,793 $ 98,367
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12 31
2015 2014 2013
$ 4,644 $ 4,388 $ 6,723
5,532 5,690 6,257
$ 10,176 $ 10,078 $ 12,979
1BM
12 31
2015 2014 2013
$ 14,557 $ 16,502 $ 16,897
3,175 3,143 2,978
108 44 12
$ 16,851 $ 19,202 $ 20,874
164 186 227
151 124 109
$ 23,947 $ 26,462 $ 26,483
6,085 6,790 7,038
3,907 4,332 4,296
1,203 1,304 1,322
$ 5,032 $ 7,177 $ 9,795
2,325 2,641 3,006
1,749 2,053 2,386
442 423 443
$ 1,386 $ 1,543 $ 1,493
454 491 529
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1.8

13.5

2016

2016

26

16

18

2016

12
4.7
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1.30
10 2016 10
LIBOR 45 18 900
2.25 900 3.45 10
30 650 50

105 C )
2016
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)
12 31
( )
2015
829 $ 226 $  (92) $ (55 $ 909
126 $ 8 $ @ $  (19) $ 118
2014
636 $ 276 $  (48) $  (35) $ 829
80 $ 57 $ @) $ O $ 126
2013
560 $ 127 $  (60) $ 9 $ 636
66 $ 27 $ 0 $  (12) $ 80
2015 $ 564 $ 165 $  (230) $  (15) $ 483
2014 $ 623 $ 21 $ (232) $  (38) $ 564
2013 $ 652 $ 201 $  (214) $  (16) $ 623
2015 $ 616 $ 1,658 $ (1,741) $  (28) $ 505
2014 $ 827 $ 2,519 $ (2,693) $ @D $ 616
2013 $ 777 $ 3,061 $ (3,004) $ O $ 827

**k
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©))

1BM

1BM

1BM

1BM
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Q)
(i)
Gii)
(C0S0) (2013 )
2015 12 31
1BM
« )
M.
CEO( )
2016 23
J.
CFO( )
2016 23
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Consolidated Statement of Earnings

{5 in millions except per share amoumnis)

Far the vear emded December 51z Hobes
Revenue
Services
Sales
Financing
Total revenue T
Cost
Services
Sales
Financing
Total cosi
Caross profit
Expense and other {(income)
Selling, gpeneral and administative
Rezearch, developiment and engineening 4]
Intellectual property and custom development
Income
Other (income) and expense
Interest expense D&l
Taotal expense and other (income)
Income from continning operations before
income faxes
Provision for mcome taxes N
Ingoinie from continuing operalions
Loss from discontmued operations, net of ax C
Net income
Earnings{loss) per share of common stock
Assuming dilution
Continumg operations
Digcontinued operations
Total d
Basic
Conltnumg operatons
Discontinued operations
Tatal P
Weighted-average number of common shares
outstanding
Assiaiming dilaitsoi
Basic

==

==

Amoumis may not add due 10 rounding.

EDINETOOOO
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s

49,911
29,967

1,864
81,741

331126
6,920
1en

41,057

40634

2430
5247

(632)

{724)
468
24,740

15,945
1,581
13,364
(174)
13,150

13,60
{1.18)
13.42

13.66
{0, 18)
13.48

982, T, 26T
978,744,313

i

5 55,673
35,063

1,057

92,793

36,034
9.312
1040

A, IRBG

46,407

23,150
5,437

(742}

(1,938)
484
26,421

19,986
4,134

15,751
(3.729)

5 12,022

s 1559
(3.69)
1 150

¥ 15.68
(3.7}
¥ a7

1,010, 000, 480
1,004,272, 584

The accompanying nodes on pages 65 through 129 are wnointegral part of the financial statements,

b

w3

5 57,655
34,666
2,047

08367

37 564
11,009

Lo
4 683
48,684

23451
5141

(822)

(333}
402
25440

el Bl T

3,363

16,881

{398)

L4 1483

5 15.30
(0.36)
5 14.94

H 1542
(0.36)
5 15,06

1,103 042,136
1,094 456,604
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Consolidated Statement of Comprebensive Income

15 in millioms)

Fasr the vear vaded Decembaer 30 : Males IS on4 peil R}
Net income § 1419 5 12022 5 16483
riber comprehensive income/{loss), belore tax
Forcign currency translation adjustments L {1379 (1.636) {1,335)
Met changes related io available-for-sale securities L
Unfealized guins/{losses) anising during the period {54) (29) 4]
Reclassification of [pains)losses b net income iy 5 i)
Subsoquent changes in previously impaired secuntics ansing
during the period _ -_ 4
Taotal net changes related to available-for-sale secarities E.7} {24) (8)
Unrealized gains/(losses) on cash Now hedges L
Unrealized gams'{losses) pnsing during the penod 618 958 43
Reclassification of (gains)losses 1o net meome (1072 {97} | i)
Total unrealized gains/{losses) on cash flow hedges (454) B6l (123)
Retirement-related benefit plans L
Prior service costs'[credits) [ | 16
Met {bossesVgmns anising durmg the period (2,963) (9.799) 5369
Curtaslmenits and settlements 33 24 (3
Amartization of pnod service (eredis)eosts {100} (114) (114)
Amortization of net {gains )V losses A4 2,531 3490
Taotal retiremeni-related benelit plans 17 {7.357) 8767
Driher comprehensive income/{loss), before tax | (1.523) (&, 156) 7301
Ineome tax (expenseVbenefit related o ftems of other
comprehensive income L (208) (0 (3.144)
Diher comprehensive income/{loss) L. 1,731) (6,274} 4,157
Total comprehensive income $ 1145% 5 5748 § 20641

Arnoumis may mot add due 1o rounding.
The accompanying nedes on pages 65 through 129 are an itegral part of the financial statemems

o0
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Consolidated Siatcment of Financial Position
15 i millions except per share amonts)

At Doormbser 30
Asseis
Current assets
Cash and cash equivalenis
Marketable securities
Notes and accounts receivable—tride (net of allowances of 5367 in
2015 and 5336 in 2004)
Short-term financing receivables (net of allowances of $490 10 2015
and 5452 in 2001 4)
Oither accounts receivable (net of allowonees af $51 in 2005 and 540 in
2014)
Inventones
Prepaid expenses and other current asseis
Total current assets
Properny, plant and equipment
Less: Accumulnted depreciation
Properiy, plant and equipment—net
Long-term financimg recevables (net of allowances of 3118 in 2005 and
S126 in 2004}
Prepaid pension assets
Deferred taxes
Goodwll
Intangible assets—net
Investments and sundsy pssels
Tatal assers
Liabilities and cquity
Current liabilitics
Taxes
Short-term debt
Acoounts payable
Compensation and benefits
Dieferred income
Oheer acerued expenses and labilites
Total current liabilities
Long-term deld
Retirgment and nonpension postretirerment benefis oblipations
Deferred income
Other liabilines
Total liabilities
Continpencies and commnitimnents
Equity
IBM stockholders” equity
Common stock, par value 5 20 per shase, and additional paid-in capital
Shares aunborized: 4,687 500,000
Shares wsued (2015—2 221 233 440; 201432 215 200 574)
Retained enmings
Treasury stock, at cost (shares: 2015
1,224 GBS 815
Accumulated other comprehensive income/({loss)
Total 1BM stockholders’ equity
Moncontrolling interests
Total equity
Total Labilities and equity

| 255,404 724: 2014

Amounts may mel add due 1o rounding.
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s 4
5 TH86 § 85476
508 il
8333 9,090
19,020 19,835
1,201 2,906
1,551 2,103
4,205 4,967
42,504 47,377"
29,342 39034
15615 28,263
10,727 10,771
10,013 11,109
1,734 2,160
4822 6,675%
2021 0,556
3487 3,104
5187 g 520

5 110495 5 117271 "

§ 2847 %S08
HAGI 5.731%*
6028 6864
3,560 4031
11,021 11,877
4353 3 994%
34,269 30, 55] = #s
3424 14,99 =
16,504 15,261
3,771 3,491
B9 8733
96,071 105,257 *»
53,262 53 666

146124 137,793
(IS5518) (150,715}
(20607) (27875
14,262 11,868
162 146
14,424 12,014

$ 110495 5 117271

* Reclassified 1o reflect adoption of the FASE guidance on defermad txes in consolidated fnnneial statements. Refer 1o
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nole B, “Accomuing Chanpes,” for additional information

** Reclassified to reflect adoption of the FASE guidance on debt issuance costs i consolidated financial statements. Befer
1o note B, “Accounting Chanpes,” for additional information,

The accompanying nodes on pages 63 through 129 are an integral part of the financial stafements.

Ll
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Consolidated Siatement of Cash Flows

15 in millioms)

Far ehe vear emiled December 31 : 2008 Jald hond
Cash Nows from eperating activities
Wet income 5 15190 5 12,022 § 16,483
Adjustments o reconcile nel mcome (o cash provided by operating

aclivities

Depreciation 2,662 1,145 3327

Amortization of intangibles 1,193 1,347 1,351

Stock-based compensation 468 512 614

Deferred taxes 1,387 (237 {1,610)

Met {gnin)loss on asset sales and other 481 [1.535) [236)

Loss on microelectronics business disposal Ti 3381 —
Change in operatmyg assets and labihtes, net of

acquisitions/divestitures

Recervables (imcluding financing recemvables) Bz 1,270 {1,407)

Retirement related (21) {655} 204

Inveniones 133 (39} (57)

Oithver assets/other liabilities (3.448) {1.B86) (T4T)

Accounts payable §1 (456) (529}
Net ensh provided by operating activities 17,008 16,868 |7 485
Cash Mows from investing activities
Paymenis for propeny, plant and equipment (3,577 (3, 740) (3,623)
Proceeds from disposition of property. plant and equipmient 370 404 372
Investment in software {572) {443) (517)
Purchases of marketable secursties mnd other investments {3,073} (2,338} {4,608)
Proceeds from disposition of marketable securities and oher

investments 2,842 2493 43873
MNon-aperating finance recervables—net (398) (1,078} {1,063}
Acguasition of businesses, net of cosh acquaired (3,349) (656} (3.056)
Divestiune of businesses, net of cash wansfemed (R} 2,357 287
et ensh used in investing activities (2,059 (3,0001) (7.326)
Cash Mows from financing activities
Proceeds from new debt 5.540 B, 180 16,353
Payments to settle debs (5.622) (4,644) (10,013)
Shori-term bomrowingsy repaymends) bess than 90 days—net 101 {1,753) 621
Common stock repurchases (4,609) {13,679) (13.359)
Common stock transactions—other 312 o049 1,074
Cach dividends paid (4,897} [4.265) {4.053)
Net cash used in financing sctivities (P, 066) {15,452) {9,883)
Effect of exchanpe rate changes on cash and cash equivalents 473 {655) 3
et change in cash and cash equvalents (70 {2,240) 304
Cach aned cash equivalents at January 1 8476 10.716 10412
Cash and cash equivalents a1 December 31 5 7686 5 $476 5 10,716
Supplemental data
Income taxes paid—net of refands reccived 41 2,687 § 5,748 8 4,024
Interest paid on debt 5 995 § 1061 % 982
Capital lease oblipations 5 4 5 5 14

Amaoumis may not add dse to rounding
The accompanying nodes on pages 65 through 129 are an integral part of the finnncial statemenis.

62

349/486



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

Consolidated Statement of Changes in Equity

15 in millioms)

Cnmmon Avemmulated
Sdnck ansd Cither Tustall [HM Nan-
Aulibibenal Ketained Tressury  Comprehensive  Siockbolders’ Controlling  Tedal
Pabd-ln Capital  Earnings Stk Imcamie| Lassj Equity Inieresis Eijuity
2013
Equity, Jamueary |, 2013 4 50,110 % 117641 & (12313108 {25738 15B60 8 124 & 8984
Net income plus ather
comprehensive incame’
(loss)
Met income 16483 16483 16,483
Orher comprehensive
imcome/|(loss) 4,157 4157 4,157
Toml comprehensive income/
(loss) 5 20641 5 641
Cash dividends paid—
commaon stock 4,058) {4,058) {4,058)
Commion stock reswed under
emploves plans (9,961 389
shares) 1.216 1.216 1.216
Purchases (1,666,069 shares)
andl sales (1,849 883 shares)
of reasury stock under
emplovee plans—net (25) (17 1142} (142}
Other treasury shares
purchased, not retirad
(73,121,942 shares) (13,993} (13.943) {13,993}
Changes in other equity 268 I8 268
Changes in noncontrollimg
inerests 13 13

Equity, December 31,2013 S1,504 § 130,042 5 (137,242)8  (20.602)8 22792 % 137 5 22929

Armounts may mad ndd due to rounding,
The accompanying notes on pages 63 throwgh 129 are an integral par of the finoncial sttements.

15 in milliopns)

Common Accumulated
Stuck amsd Other Titall 1B Man-
AaliBidonal Reiainl Treasury Compicheashe  Slckboblers”  Centiolling Tudal
Paid-In Capilal  Earnings Stk Tascnmmne| Ll Equity Inferesis Equity

2014
Equity. Jamsary 1, 2014 5 50,594 5 130,042 5 (137.241)5 (216025 22792 3 137 § 225929
Net income plus other

comprehensive income’

(loss)

MNet moome 12,022 12022 12,022

Dther comprehensive

meome'(loss) (6,274) (6.274) (6,274)

Toial comprehensive income’

(hass) 5 5.T48 5 3ma
Cash dividends paid—

comiman stock {4,265) {4,265) {4.265)
Commion stock essued under

emplovee plans (7,687,026

shares) e T 977
Purchases (1,313,569 shares)

and sales {1 264,232 shares)

of ey stock uinder

employee plans—net 16} {79) (45) (85)
Other treasury shares
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purchased. not retired

(71,504,867 shares) (13,395) (13,345)
Changes in other equity 95 95
Changes in noncontrolling

interests

Equity, Decomber 31,2014 § 52,666 § 137,793 S (1S0.715)S  (27.875)S 11868 §

Armoumts may not add die 1o rounding
The accompanying nofes on pages 65 through 129 are on integral part of the financial stntements.
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{13,395)
i ]
146 § 12014
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Consolidated Statement of Changes in Equity

15 in millioms)

Camminn Accumulated
Stoch amil Oiher Tkl IBN Nam-
Addicionad Hetnined Treasmry  Comprehensive  Stockhelders’ Comtrolling  Taotal
Pabil-In Caplisl Earnimps Stk T iy Lise Erguity Interesis Eguiity
s
Equity, Jameary |, 2003 3 526066 8 137703 5(150,7T15)8 (27,875)8 11,868 § 1465 12,004
Net income plus ather
comprehensive incomse|loss)
Met income 13,190 13,190 13,190
Oilser comprebensive
mcome| loss) (1.731) {1,731) (1,731)
Total comprehensive income’
{boss) 5 11,459 5 11459
Cash dividends pard—comimon
stock (4,897} (4.897) (4,897)
Common stock isswed umder
employvee plans (6,013, 875
shares) Gk ik Gk
Purchoses {1,625.820 shares)
and sabes (1,155,555 shares)
of treasury stock under
employee plans—net 9 {102} {63y {63)
Other weasury shares
purchased, not retired
(30,338,647 shares) {4,701 ) (4,700} (4,701}
Changes in other equity (R LL] (10 (A L]
Changes in noncontrolling
intercsis ] 16

Equity, December 31,2015 5 E3162 8 146,124 5 (155,518)5 (29.607T)8 14,262 § 16X § 14,424

Amoums may not add due 1o rounding.
The accompanying nodes on pages 65 through 129 are an integral part of the finoncial statements.
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Notes 1o Consolidated Statements

NOTE A,

SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying Consolidated Financial Statements and footnotes of the Internatonal Business Machines Corporation
{IBM or the company) have been prepared in acconrdance with sccounting pronciples penerally accepted in the United Staes
of America (GAAP).

Within the finoncial statemenis and tables presemted, cortan columms and rows mav not ndd dse 1o tse wee of rounded
members (or disclosure purposes. Percemapes presented are caleulated from the anderlying whole-doliar amounts. Cenain
prior year amounts have been reclassified to conform to the current year presentation. This 1s annotated where applicable.

On Owrober 20, 2004, the company announced a definitive agreement 1o divest its Microelectronics business and
manufactuning operations 1o GLOBALFOUNDRIES. The assets and hiabilities of the Microelectronics business were
reporied as held for sale ai December 31, 2014 and the operating results of the Microelecironics business have been
reported as discontinued operations, The ransaction closed on July 1, 2015, Prior penods have been reclassified to conform
1o this presentation o allow for a meanmgiul comparnison of continuing operations. Refer o note C,

“Acguisitons' vestitures,” for addiional mformaton on the ransaction.

Iii Jainaary 2016, the compaiy made a ounber of chaiges 10 s ofgaiicatiinl sfechene and Aanapement systein. These
changes impacted the company s reponiable segments, but did not impact the company s Consolidated Financial
Semements, Befer to note T, “Segment Information,” on page 124 1w 129 for additienal information on the changes in
reponable segments.

Moncontrolling imterest amounts of 38 millien, $6 million and 57 million, net of s, for the yenrs ended December 31,
2015, 2014 and 2013, respectively, are included in the Consolidated Satement of Eamings within the other {income) and
expense line em

Principles af Consolidation

The Consolidated Financeal Sttements melude the accounts of 1BM and its controlled subsidianes, which are primarily
majorly owned. Any noncontrolling mieresy in e equity of a subsidiary 15 reporied in Equity m the Consolidated
Sunement of Financid Position. Net income and losses attributable 1o the noncontrolling iterest 1= reported as desenbed
above in the Consolidated Statement of Eamings. The accoums of vamable interest entities (VIEs) are included in the
Consolidated Financial Statcments, if required. Investments in basiness eniitics in which the company docs not have
control, but has the ability 1 exercise significant uwfluence over operating and Mnancial policies, are acoounted for wsing
the equity method and the company s proportionate share of ncome or loss 1s reconded in other (income) and expense. The
accounting policy for other investments in equity securities is on page 90 within “Markewble Sacurities.” Equity
mvestments m non-publhicly traded entites ane primanly accounted for using the cost methad, All intercompany
iransactions and accounts have been eliminated in consolidanion,

Use of Estimates

e prepaiation of fnancial statements i e femuty with GAAP requires managemient o make estimales and asunpleons
that alfect the amounts of assets, liabilities, revenue, costs, expenses and other comprehensive income{lossp (C41) that anc
reperied in the Consolidated Financial Statements and accompanying diselosures, These estinutes are based on
management’s best knowledge of current events, historical experience, actions that the company may undertake in the
fature and on various other asswmptions that are believed o be rensonable under the circumstances, As a result, acmal
resules may be different from these estimates. See “Crincal Aceounting Estrmates”™ on pages 43 to 51 for a discussion of the
company’s critical accounming estimates.

HRevenue

The company necognizes revenue when it 15 reahized or realizable and eamed. The company consuders revenue realized or
realizable and carned when it has persuasive evidence of an armangement, delivery has occurred, the sales price is fixed or
determinable and collectibility 15 reasonably assured. Delivery docs not ocour unil products have been shipped or services
lsave been provided io the elient, nsk of loss has ransferred 1o the client, and caiber cliem acceptance has been oblained,
chient acceptance provisions have lopsed, or the company has objective evidence that the cntena speaified m the chem
acceplance provisions have been satisfied. The sales price is sot considered 1o be fixed or determinable wil all
contmgencies related to the sale have been resolved.

The company recogiizes revenue on sales 1o soltion providers, resellers amnd distribistoss (herein refermed to as
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“resellers”) when the reseller has! economie substance apart from the company, eredit risk, title and rigk of boss wo the
inventory; and, the fee to the company is not contingent upon resale or payment by the end user, the company has no
further obligations related to bringing about resale or delivery and all other revenuse recognition criteria have been met

The campany reduces revenue for estimated client refums, stock rotation, price protection, rebates and other similar
allowances. [See Schedule 1, “Valunion and Qualifying Accounts and Reserves” included in the company’s Aanual
Report on Form 10-K). Revenue 15 recognized only if these estmates can be reasonably and relubly determined. The
company bases its estimates on historical results taking imo consideration the type of client, the wpe of rransaction and the
specifics of esch amangenient. Paynients mude under cooperative marketing programs are recognized a5 an expense only il
the company receves rom the client an identifiable benefit sufTiciently separable from the product sale whose lair value
con be reasonably and relinbly estimated. IF the company does nol recenve an identifioble beneli sufficiently separable from
the product sale wihose fair value can be reasonably estimated, such payments are recorded as a reduction of revenue,

G5
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Revenue from sales of third-party vendor products or serviees is recorded net of costs wien the company is acting as an
agent berween the client and the vendor, and gross when the company is a principal to the transaction, Several factors are
considered 10 determine whether the company 1% an agent or principal, most notnbly whether the company is the primany
obligor to the clien, or has inventory risk. Consideration is also given to whether the company adds meaningfl value 1w
the vendor’s praduct or senace, was mvalved in the selection of the vendor™s product or service, has latitude m establishing
the sales price or has credin nsk.

The company reports revenue net of any revenue-based tmxes assessed by povermmental authonties that are impesed on
and concurrent with specific revenue-producing tmnsactions, In addinon o the aforementioned geneml policies, e
following are the specific revenue recognition policies for multiple-deliverable amrangements and for each major category
of revene,

Multiple-Delivernble Arrangements

The company enters into revenue armangements that nny condast of multiple deliverables of its products and services bnsed
on the needs of its clients. These amangements mav include amy combination of services, software, hardware and/or
financing. For example, a client may purchase a server that includes operanng system softwase. In addition, the
armngement may mclude post-contract support for the software and a contract for post-warranty mamienance service for
the hardware, These types of arrangements can also inclede fmancing provided by the company. These arrangements
consist of multiple deliverables, with the basdware and sofiware dehivered i one reporung penod and the software support
and lardware muntenance services delivered across mulliple reportiig perods, In another examgle, a client may outsource
s runmang of 115 datacenter operstions 1o the company on a long-term, multiple-vear basis and penodically purchase
servers and'or sollware products from the company to upnrade or expand i Geilivy, The owlsourcing services ate provided
on i continuons basis acrass multiple reporting perrods and the hardware and software produces are delivered m one
reporting period. To the extent that a deliverable in a multiple-deliverahle armangement is subject o specific accounting
puidance that deliverable is accounted for in accordance with such specific guidance. Examples of such armngements may
inchude leased hardware which is subject to specific leasing guidance or software which is subsject o specific software
revenue recognition guidance on whether andor lnw io separate mulisple-deliverable armangements o separate units af
accounting (separability ) and how 1o allocate the arranpement consideration among those separate units of accounting
{allocation). For all ether deliverables in muliple-deliverable armngements. the guidance below 1s apphied for separability
and allecation. A multple-deliverable srrangement is separated into more than one unit of accounting if the following
Criteria ans meg

® The delivered itemis) has value to the client on o stand-alone basis; and
= [ the arrangement inclodes a gencral right of return relative 10 the delivered iemis), delivery or performance of the
undelivered itemds) is considered probable and substantially m the control of the company.

If these critena are not met, the arrangement 15 accounted for ps one unit of aocounting which would result in revense being
recopnizeed rtably over the contract term or bemg deferred until the earlier of when such eriteria are met or when the s
unddelivered element is delivered. If these orienin ane met for cach clement and there is a relanve selling price for all units
of accounting i an arrangement, the amangement consideration is allocated o the separate units of accounting based on
each umit’s relative selling price. The following revenue policies are then applied to each unit of accounting, as appheable,

Revenue from the company ‘s cloud, analytics, mobile, security, and cogminve offerings follow the specific revenue
recognition policies for multiple deliverable arrangements and for each major category of revenue depending on the type of
offenng wiich can be conprised of services, lmedware and'or software.

Services

The company s primary services afferings in lude information techolony (1T) datncenter and business process
ouisourcing, application management services, consulting and systems imegranion, technology infrasmuciure and system
maimtenance, hosting and the design and development of complex IT svstems 10 a chient’s specifications (design and bui ld)
Many of these services can be delivered entirely or pamially through the cloud. These services are provided on a time-and-
material basis, a5 a fixed-price contract or as a fixed-price per measuze of owpat contract and the contract terms range from
less than one year to over 10 years,

Revenue from IT daacenter and business process oulsourcing conracts is recognized in the period thie services are
provided wsing either an obpective measure of ouput or o a strnght-line bisis over the term of the contract, Uncler the
ouipul method, the amount of revenue recognized is based on the services delivered in the period.

Revenue from application management services, technology nfrastructure and sysiem maintenance and bosting
contracts is recogrized on a stright-line hasss over the terms of the contracts, Bevenoe from tme-and-natenial contracts i
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recognized as labor hiours are delivered and direct expenses are incwred, Revenue related 1o extended warranty and
product mamienonee contracts is recopmized on a straighi-line basis over the delivery period

Revenue from fixed-price design and build contracts is recognized under the percemage-of-complenon (POC) method
Uinder the POC method, revenue is recognized based on the kabor costs incurred 1o date as a percentage of the 1ol
estimated labor costs o fulfill the comtract, [F crrcumstances anse thal change the ongenal estmates of revenues, costs, or
extent of progress toward completion, revisions to the estimates are made. These revisions may result in increases of
decreases in estimated revenues or costs, amd such revisions are refllected in income m the period i which the
circumsiances that gave rise 1o the revisson become known by the contpany.

s
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The company performs engoing profitability analyses of its serviees contracts accoumted for under the POC method in
arder to determine whether the latest estimates of revemies, costs and profits require updating. If at any time these estimates
indicate that the contract will be unprofitable, the entive estimmed loss for the remamder of the contract is recorded
immediately. For non-POC method senaces contracts, any losses are recorded as imcurmed.

In some services contracts, the company hills the client prior to recognizing revenue from performing the services.
Deferved income of $6.039 mallion and $6.352 millien o1 December 31, 2005 and 2014, respectively. s included n the
Consolubated Statement of Financial Position, In other services contracts, the company performs the services prior w balling
the client, Unbilled accounts receivable of 1,630 million and 51,833 million at December 31, 2005 and 2004, respectively,
is incheded in notes and accounts receivable-trade in the Conselidated Statement of Financial Position.

Billings usually occur i the monih after the company performs the services or in accordance with specific contractual
provisions. Linbilled receivables are expected to be billed within four manths,

Hardware

The company s hardware offerings include the sale or lease of system servers, siorage soluions and the sale of
semiconducions. The company also offers mstallation services for its more complex hardware products.

Revenue from hardwire sales and sales-tvpe leases 15 recognized when nisk of loss has iransferred o the eliem and there
are o uinfulfilled comipany obligations thal alfect the clign's Nnal sccepiaice of s amangement, Ady cost of slandard
wirmaniies and remuining obligations that are meonsequential or perfunciory are acoreed when the cormesponding revenue
;s recopnized, Revenue fnom rentals and operating leases is recognized on a steaaght-loe basis over the eem of the rental or
ensg

Software

Revenue from perpetual (one-time charge) license software is recognized at the meeptiai of the license term if all revenue
recognition criteria have been met. Revemse from term (recurming license charge) license software is recogmzed on a
straight-line basis over the penod that the chient is entitled 10 wse the hicense. Revenue from pest-comtract support, which
may include unspecified upgrades on a when-and-if-available basis, is recognized on a siraight-line basis over the penod
such 1tems are debiversd, Revenue from software bosting or Soflwarg-pea-Service armngements 1s recognized as the
service is delivered, generally on a straight-line basis, over thie longer of the tenm of the amangement or the expected period
of the customer relagionship, [n sofiware hosting arrangements, the nghts provided to the customer (e.a, ownership of' o
license, contract termination provisions and ihe feasibility of the customer io operate the solftware} are considered in
determning whether the armngement includes o license, In amangements which imclude a software license, the mssocmted
revenue is recognized according o whether the license is perpetual or term, subjeet to the guidance above.

I mulriple-deliverable armangements that include softwarne that is more than incidental to the products or services as a
whale {software mulnple-deliverable arangements), software and software-related elemems are accounted for in
accordance with software revenue recognition puidance. Software-related elemenis include software products and services
for which a software deliverable is essential 10 its functionality, Tangible products containing software compoenents and
non-sofiware componems that function together to deliver the wngible product’s essential funcionality are pot within tie
seope of solbware revenue recognition guidance and are accounted for based on otler apphicable revenue recognition
guidance,

A software multiple-deliverable ammangement is separated into mere than ene unit of sccowning if all of the following
CrLCTiA Are met:

® The funcionality of the delivered element(s ) i not dependent on the undelivered element{);

« There is vendor-specific objective evidence (VSDE) of fair value of the undelivered element(s). VSOE of fair value is
based on the price charged when the deliverable i sold separately by the company om o regular hasis and not as part of
the muliiple-deliverable arrangement; and

= Delivery of the delivered elementis) represents the cofmmation of the eamngs process for that element{s).

If any one of these cnitena s not met, the amangement s sccounted Tor as one umit of sccountimg winch would resuls m
revenue being recognised ratably over the contraci term or bemg delerred until the earlier of when such entena are met o
when the last undelivered element 15 delivered. 11 these critena wre met for each element and there s YSOE of fur value for
all units of accounting in an armangement, the amangement consideration is allocated 10 the separate unins of accounting
hased an each units relanve VSOE of fair value. There may be cases, however, in which there s WSOE of fur value of the
undelivered itemis) but no such evidence for the delivered item(s). In these cases, the residunl method i= used to allocate
the arrangement consideration. Under the residual method, the amaunt of considerntion allocated to the delivesed fiem
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(s} equals the total arrangement consideration less the aggrepate VSOE of Fair value of the undeliverad elements.

The company’s muluple-deliverable ammangements may have a stand-abone software deliverable that 5 subject to the
existing softwane revenue recognition guidance, The revenue for these multiple-deliverable armngements s allocated to the
software deliverable and the non-software deliverables based on the relative selling prices of all of the deliverables in the
arrangement usiig the hierarchy: VSOE, third-party evidence (TPE) or bedt estimale of selling price (RESP). In
circumsiances where the company cannot determine VS0E or TPE of the selling price fior all of the deliverables m the
armangement. mcluhng the software deliverable, BESP 15 used for the purpese of performang thas allscation,

o7
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Financing

Financing income atmbutable to sales-type leases, direct financing leases and loans is recogmized on the accrual basis using
the effective interest method. Operating lease income is recognized on a siraight-line basis over the term of the lease.

Best Estimate of Selling Price

In certam instances, the company is not able o establish VSOE for all elements in 2 mulipple-de iverable arrangement.
Wheen VS0E connet be established, the company aitempts 10 establish the selling price of each element based on TPE. TPE
is determined based en competitor prices for similar deliverables when sold separately.

When the company is unable to establish selling price using WSOE or TPE, the company uses BESP in its allocation of
armngement consderntion, The objective of BESF 15 to determing the price at which the company would transact a sale if
the product or service were sold on & stand-alone basis. BESP may be used, for example, if a product is not sold on a stand-
alone hasis or when the company selle a new product, for which VSOE and TPE does not yet gxist, in o multiple-
deliverable arrangement prior to selling the new product on a stand-alone basis.

The company determines BESP by considenng multiple factors incheding, but not linaced to, overall market condittons,
including geographic or regional specific fciors, compentive posationing, competilon actons, intemal costs, profit
objectives and pneing practices. The determimation of BESP 15 a formal process tat includes review and approval by the
company's managerient. In additeon, the company regularly reviews VSOE and TPE For s products and services, in
addition 1o BESP.

Services Cosis

Recurmnng opernting costs for services contraces, including costs related 1o bid and proposal acivities, ane recognized as
incurned. For fixed-price design and build comtracts, the costs of external hardware and software accounted for under the
POC method are deferved and recopized hased on the labor casts incumed to date, as a percentage of the toal estamated
labor costs to fulfill the contract. Certnan eligible, nonrecurring costs incurred in the mitial phases of outsourcing contracts
are defierred and subsequently amortized. These costs consist of transitien and setup costs related 1o the mstallation of
systems and processes and are amortized on a straight-line basis over the expected peniod of benefit, not 1o exceed the term
of the comract, Adkhiionally, fixed assets associnled with owtsourcing contracts are copatalused and depreciated on a
siraight-line basis over the expecied useful life of the asset. Ifan asset is contract specific, then the depreciation peried is
the shorter of the uselul ife of the asset or the contract term, Amounts pad W chients i excess of the far value of acquired
assets used in oulsourcimg arrangements are defermed and amortized on a strasght-line basis as a reduction of revenue over
the expected period of benefit not 1o exceed the term of the contract. The company performs penodic reviews 10 assess the
recoverability of deferred contract iransition and setup costs. This review is done by comparing the estimarsd miniman
remaming undiscounted cnsh flows of a contract to the unamorzed contract costs. If such mimmum unciscounted cash
flows are not sufficient to recover the unamonized costs, an impairment boss is recognized.

Deferred services transinon and setup costs were $2, 144 mallion and $2, 230 millon at December 31, 2015 and 2004,
respectively. Amormezation of defierred services tmnsiton and setup costs was estimated at December 31, 2005 1o be 5653
million m 2016, 5522 millen in 2017, 5366 million i 2018, $254 million in 2019 and 5349 mallion thereafter.

Deferred amounts paid to cliems in excess of the fair value of acquired assets used I oulsOUTCING ATANZEMENLS Were
5184 mullion and 564 million st December 31, 2015 and 2004, respectively. Amortization of deferred amounts paid 1w
clients in excess of the fair value of acquired assets is recorded as an ofTset of revenue and was esumated a1 December 31,
2015 po be 553 million in 2006, 341 million in 2007, 539 million in 2008, $21 million in 2009 and 550 million thereafter,
In situntions in which an cutsourcing contract is terminated, the terms of the contract may require the elient 1o reimburse
the eompany for the recovery of unbilled accounts receivable, unamonized deferred costs incurred o purchase specific
assets ubilized in the delivery of services and o pay any additional costs incurred by the company to transition the services.

Software Costs

Costs that are related to the concepiual formulation and desigen of heensed software programs are expensed ns incurmed o
research, development and engineening expense; costs that are incumed 1o produce the Anished product after teclmolowcal
feasiinlity bos been established are capitalized as an imtangible psset. Copitalized amoums are amortized on a straigh=line
lasis over persods ranging up bo three years and are recorded 1n sollware cost wathin cost of sales. The company performs.
penodic reviews (o ensare that wnamoreed program costs reommn recoverable from future revenue, Costs 1o suppont or
service licensed programs are charped to software cost within cost of sales as incumed.

The company capitalizes cerain coss that are mcarmed 1o purchase or to ereatle and implement imemal-use sofiware
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programs, including software coding, installsion, testing and cenain data conversions, These capitalieed costs are
amortized on a sirmight-line basis over periods mnging up 1o two years and are recorded in selling, general and
adminisirative expense.

Product Warranties

The company offers wamantes for s hardware products that generally range up to three years, with the majority being
either one ar three years. Estimated costs for waranty terms standard to the deliverable are recogmized when revenue 15
recorded for the related deliverable. The company estimates s warranty costs standard to the deliverable based on
istorical warmanty claim expenence and estomates of futwre spending, and applies (bus estimate 1o the evenue stream for
products wnder warranty. Esumated future costs for warranties applicable 1o revenue recognized in the current period are
charped o cost of sales. The warmnty habibity s reviewed quanerly o verify that it properly reflects the remainng
obligation bascd on the amicipated expenditures over ihe balance of the obligation period. Adjustments are made when
actual warranty claim experience differs from cstinmies. Costs from fixed-price suppon or maintenance contracts, including
oxtended warranty contracts, are recognized as incurrad.

3
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Revenue from extended warranty contracts is initially recorded as deferred income and subsequently recopnized on a
siraight-line basis aver the delivery penod, Changes in deferred income for extended warmanty contracts, and in the
warranty lishility for stndard warranties, which are included in other accrued expenses and linbilities and other liabilities
i the Consalidated Staterment of Fiiancial Position, are presenited in the follawing tables:

Standurd Warranty Liability
{5 in millions)

s 4
Balance st January | 5 17 5 AT6
Curremt period accruals 173 a0
Accrunl adjusiments to reflect experience™® 7 {120)
Charges incurmed {1%4) {208
Balance at December 31 5 181 5 197
* Includes an adpestrien of ${ 125 mllion) in 2004 related io the System x business divestiture,
Extended Warranty Liability {Deferred Income)
{5 in mallions)

s Dol

Balance at January | 5 536 5 579
Revenue deferred for new extended warramy contracts 186 298
Amaortization of deferred revenue®™ (253) {316)
Other** (1) 124)
Balance at December 31 5 58 5 53y
Current portion 5 LEL . 254
Noncurrent porticn s RTITI 282

* Includes an adpestment of 3021 million) in 2014 related 1o the Svstem x busimiss divestiture,
** (hher consists pnmanly of foreign cumency translation adjusiments.

Shipping and Handling

Costs relnted to shipping and handling are recopnized as incurred and included in cost in the Consolidated Stasement of
Eamings

Expense nnd Other Income

Selling. General and Administrative

Selling. general and adminisirative (SG&A) expense is charged 10 income as incurred, Expenses of promoting and selling
producis and services are classified as selling expense and include such 1tems as compensation, advertising, sabes
commissions and travel. General and admansstrative expense includes such items as compensation, legal costs, office
supplies, non- ncome w@xes, insurance and office remal. In addition, general and administratve expense includes other
operating fens such as an allowasice for credsl bosses, work force sebalancing charges for contraciually oblignted pavimients
1o employees wrminated in the ongeing course of business, acquisition costs related 1o business combinations, amonizaticn
of cenain intangible assets and environmental remadiation costs.

Advertising and Promotional Expense

The company expenses adventising and promotional costs as imcurmed. Cooperative advertising reimbursements from
vendors are recorded net of advertisang and promational expentz in the penad in which the related advertising and
promotional expense is incurmed. Advertising and promotienal expense, which includes media, agency and promotional
expense, wis 51,290 million, $1,307 mallion and 51,294 million in 20105, 2014 and 2013, respectively, and 15 recorded in
SG&A expense in the Consolidated Sttement of Exmings,

Resenrch, Development and Engineering

Research, development and engmeenng (D& E) costs are expensed as incurred. Software costs that are meourred to
produce the finished product after technological fieasibility has been established are capitalized as an inangible asser,

Intellecinal Praperty and Custom Development Incams

The company licenses and sells the nghts to cenain of its imtellectual property (TP) including internally developed patems,
trade secrets and rechnological know-how, Certain [P transactions 1o thind parties are licensing/royalte-hased and athers are
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iransaction-based sales and other transfers. Licensing/royvalty-based fees involve transfers in which the company eams the
income over tme, of the amount of income is not fixed or determinable until the heensee sells futare related products (ie.,
variable royalty, based upon licensee’s revenue). Sales and other transfers typically include ransfers of 1P whereby the
company has fulfilled 1s obliganons amd the fee received is fixed or determinable at the ransfer date. The conpany also
enters into cross-licensing armmangemenits of patents, and income from these armangements is recorded when eamed. In
addstion, the company eanmis mcome from certain custom development pragects for stratepic technology partners and
specific clients. The company records the income from these projects when the fee is realized and eamed, is not refundable
and 15 not dependent upon the suecess of the project.

her (Income) and Expense

Other (incomne) and expense includes uwierest income (other than frem Global Financing external uansactions), gans amd
loveses on certain denvative nstruments, gains and losses from secunties and other investiments, gins and losses from
certain real estate transactions, foreign currency ransaction gains and losses, gains and fosses rom the sale of businesses,
ather than repored as discontimued operations, and amounts related to aceretion of asset retirement obligations,

[
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Business Combinations and Iniangible Assets Including Goodwill

The company accounts for business combinntsons using the nequisition methed and accordingly, the identifiable assets
acquired, the liabilities assumed, and any nonconralling interest in the acquires are recarded an their aoquisition date fair
values. Goodwill represents the excess of the purchase price over the fur value of net assets, including the amoant assigmed
1o idennfinble intangible assers. The pomary drivers that generate goodwill are the value of synergies berween the acquired
entities and the company and the acguired assembled workforee, nenther of which qualifies as o separately identifinble
intangible asset. Goodwill recorded in an acquisition s assigned to applicable reporting units based on expected revenves.
Idennifinble wiangible assets with fnitg lives are amortiesd over thear uselul lives. Amorteation of completed 1echnology 15
recorded in Cost, and amsortization of all other intangible assets is recorded in SG&EA expense. Acquisition-related costs,
including advisory, lewal, aceounting, vahaation asd other costs, are cxpensed in the periods in which the costs are iwurmed,
The resulis of operations of acquired businesses are included in the Consolidated Financial Statements from the acquisition
date

Impairment

Laong-lived assets, other than goodwill and indefinie-lived intangible assets, are wested for impairment whenever events or
changes in circumstances madicate that the carrying amount may not be recoverable. The impamment test 15 based on
undliscounted cash Mows and, il impared, the asset is wnitten down o fuir value based on enther discounted cash Qows or
apprased values. Goodwill and mndefimie-lved intangble assets are tested anmeally, 1 the fourth quarter, for impamment
and whenever changes in arcumstances indicale an imparment may exsl. Goodwill 15 tested al the reporting unil level
which 15 the operating segment, or o business, which 15 one level below that opemtung segment (the “component” bevely of
diserete Inancipl imformation is prepared and regularly reviewed by manapement an the seamem level. Conrponents are
aggregated ns a single reporting umit if they have similar econonie chameenstics.

Depreciation and Amortization

Property, plant and equiprmient are carried ot cost and deprecinted over their estimated useful hves using the straighs-line
method. The estimated usefil lives of cerain depreciable assets are as follows: buildimgs, 30 wo 50 vears; building
equipment, 10 {0 20 vears: land improvements, 20 vears: plant, lnboratory and office equipment. 2 1o 20 vears: and
computer squipment, 1.3 o 5 vears. Leasehold improvements are amonized over the shoner of their esnmated usefil lives
or the related lease term, rrely exceeding 25 vears,

Capitalized software costs meurred or acquired afier technologieal feasibility bas been established are amortred over
periods ranging up to 3 vears, Capitalized costs for internal-use sofiware are amomized on a straighi-line basis over penods
mnging wp to 2 years, Chber intanguble assets are amsutized over periods between | and 7 years

Enviranmental

The cost of mternal environmental protection programs that are preventative in nature are expensed as incurred. When a
cleamup program becomes likely, and it is probable that the company will incur cleanup costs ond those costs can be
reasennbly estimated, the company accmues remediation costs for known environmental habilives. The company’s
maximum exposure for all covironmemal labilities cannot be estimated and no amounts are recorded for environmental
lislsilities that are ol probable of estimable,

Assel Retirement Obligations

Asgset retirement obligations { ARO) are legal obligations associnted with the reterement of long-lived ssets. These
limbilities are mitially recorded at fair value and the related asset retirement costs are capitnlized by increasing the camyng
amount of the relmed assets by the same amount as the linhility, Asset renremen costs are subsequemly deprecimed over
ihe wseful lives of the related assets. Subsequent to initial recogmition, the company records pentod-to-penod changes i the
ARO liabality resulting from the passape of tme in mterest expense and revisions to either the timing or the amount of the

original expected cash flows to the related assets.
Diefined Benefit Pension and Nonpension Postretirement Benefit Flans

The fundesd status of the company ‘s defimed benelit pension plans and nonpension postretrememt benefit plns (reorement-
related benelin plans) is recognized in the Consolidated Siatemient of Financial Position. The lunded status is measured as
the difference between the fmr value of plan assets and the benefit obhgation at December 31, the measurement date. For
defined benelit pension plans, the benefit obligation is the projected benefit obligation (PBOY), which represents the
actarinl present value of benefits expected to be pard upon retirement based on employee services already rendered and
estimated futere compensation kevels. For the noapension postretirement benefit plans, the benefin oblipation is the
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accumulated postretirement benefil obligation (APBC), which represents the actuarial present value of postretirement
benefits attributed 10 employee services already rendered. The fair value of plon assets represents the current market value
aof assets held in an imevocable trust fund, held for the sole benefit of parmicipants, which are invested by the trust fund
Owverfunded plans, with the fair value of plan assets exceeding the benefut obligation, are agpregated and recorded as a
prepaid pension asset equal to this excess. Underfunded plans, with the benefit obligation exceeding the fair value of plan
assets, are aggregated and recorded as a retirement and nonpension postrebinement benefit obligation equal to this excess

The current portion of the retirement and nonpension pestreterement benefit obligations represents the actuaral present
value of benefits payable in the next 12 months exceeding the fair value of plan sssets, measured on a plan-by-plan basis.
Thiz abligation 1 reconded in compenmsation and bengfis i the Consalidaed Sutement of Financial Pogiton,

T
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Met periodic pension and nonpension postretirement benefit cost{imcome) is recorded in the Consolidated Stntement of
Eamings and inchedes service cost, interest cost, expected returm on plan assets, amortization of prior service costs{credits)
and {grins)losses previously recognized as a component of OCT and amormization of the net transition psset remaming in
accurmulated other comprehensive income|loss) (AGQCT). Service cost represents the actuanal present value of panicipant
benefits enrmed m the current year. Interest cost represents the tme valie of money ¢ost associated with the passage of
time, Ceram events, such as changes in the emplovee base, plan amendments and changes in actuanal assumptions, result
m i change i the benefit obligation and the comespondimg change m OC] The result of these events 1s amortized as o
component of net penodic costlincome ) over the service hives or life expectancy of the pamscipanis, depending on the plan,
provided such amowmns exceed thresholds which are based ugon the benefin obligation or the value of plan assets, et
periodic costi income) is recorded in Cost, SGEA and BDE&E in the Cansolidated Statement of Eamings based on the
employees” respective functions

{GininsVlosses and prior service cost{credish not recogmized as a component of net periadic cost{income) in the
Consolidated Statemnent of Eamings as they arise are recognized as o companent of OC in the Consolidated Stiement of
Comprehensive Income, Those (gainshlosses and pror service coste/{credits) ane subsequently recogmized as a compangnt
of net pertodic cost/ (income) pursuant to the recognition and amortizatnon provisions of applicable secounting gusdance:
{Giains ) losses anise as a result of differences berween aciual expenience and assumprions or as a result of changes in
actuaral assumptions. Prior service costs’ (eredits) represent the oost of benefit changes atmbutable to prior service grunted
in plan amendments.

The measurenent of benelil obligahons and net penodic cost/ (1ncome) is based on estimates aid assumplgons approved
by the company s monagement. These valuawons reflect the terms of the plans and wse paricipamt-specific information
such as comgpensation, age diwd vears of service, as well as cenain assumptions, including estimates of discount raies,
expected return on plan assets, rate of compensation increnses, interest erediting rates and mortality rates.

Defined Contribution Plans

The company s contribution for definad contributson plans i recorded when the emplovee renders serace to the campany.
The charge is recorded in Cosg, SG&EA and RDEE in the Consolidated Sumement of Eamings based on the employees’
respective functions.

Stock-Based Compensation

Stock=based compensation represents the cost relned to stock=based awards gramed w employees. The company measures
stock-based compensation cost al the grant date, based on the estimated fair value of the award and recognizes ihe cost on a
straight-lne basis (net of estimated forfeitures) over the emploves requisite service penod, The company gramts 1s
cimployees Resmicied Stock Units (RSUs), including Retention Restricted Stock Units (RRSUs) and Performance Share
Linits (PSLUs), RSUs are stock awards granted to employees that enntle the holder to shares of common stock as the award
vests, typically over a one- 1o five-year period, The fair value of the awards is determined and fixed on the grant dare based
on the company 's stock price, adjusted for the exclusion of dividend equivalents. The company estimates the fair value of
stock options using a Black-Scholes valuation model. Stock-based compensation cost 15 recorded m Cost, SG&A, ad
RDEE i the Consalidated Statement of Earmings based on the employees” respective functions,

The company records deferred tax assets for avwards that result i deductions on the company’s meome lax edums,
based on the amount of compensation cost recogmized and the statutory tax race in the junsdicton inowhich 1wl receive a
deduction, Differences between the defemed tax sssels recognized for fmancial repartmg purposes and the aciual tx
deduction reponied on the income tax return are recorded in additbonal paid-in capatal §if the tax deduction excecds the
deferred tax asset) on in the Consolidated Statement of Earmings (i the defierred 1ax asset exceeds the 1ax deduciion and no
addrtional paid-in capral exists from previous awards).

Income Taxes

Income tx expense is based on reported income before income taxes. Deferred moomie taxes reflect the ax effect of
terporary daifferences between nsset and Hability amoums that are recognized for financial reporting purposes and the
amounts that are recogmzed for icome tax parpeses. These deferred tnxes ore measured by applying currently enacted tox
laws, Valuation allowances ane recognized to reduce deferred tax assets 1o the amount that will mose likely than not be
realized. In msessang the need for o valuation allowance, management considers all avlable evidence for each punsdiction
including past operating resules, estimates of Tubure taxable income and the leasibility of ongoing tax planning strategies.
When the company changes s determination as (o the amown of defemed tax assets that can be realized, the valuation
albowance is adjusted with a corresponding impact 10 income tax expense i the period in which such detenmination is
mad
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The company recognizes tax liabilities when, despite the company’'s beliel that 15 1ax return positions are supportalile,
the company believes that ceriain positions may not be fully sustained upon review by s authorities. Benefits from tax
positions are measured at the largest amoamt of benefit that is greater than 50 percent likely of being realized upon
settlement, The current portion of @ax habilities 15 included in taxes and the noncurrent portion of gx habilities is meheded
in other liabilities in the Consolidated Staternent of Financial Posiiion, To the extent that new information becomes
avimlable which causes the company to change its judpment regarding the adequacy of exrting tax liabahiies, such changes
1o tax liabilities will impact icome tax expense in the perod in which such determination is made. Interest and penalnes, if
any. related w scerued balilities for potential tix assessments are mcluded m inceme s expense.

71
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Translation of Non-L.5. Curvency Amounis

Assets and labilines of non-L1.5. subsidianes that have o local functional currency are translated to Umited Stapes (U5 )
dollars at vear-end exchange rates. Translation adyusments are recorded in OC1. Income and expense nems anre translated at
weighted-average rates of exchange prevailing durmy the year

Inventonies, property, plant mnd epopment—net and other non-monetary assets and hablittes of non-ULS. subsidianies
and branches that operate in LS. dollars are ranslsted st the approximate exchange rates prevailing when the company
acquired the ssets or liabilines. All saber assets and labilines denomunnted in o currency other than US, dollars are
iransinted at year-end exchange raies with the transaction gain or loss recognized in other {income) and expense. Incoms
and expense items are translated at the weighted-nverage mites of exchange prevaling during the vear. These translation
pains and losses are included in net income for the peried i which exchange rates chanpe.

Derivative Financial Instruments

Derivatives are recognized in the Consalidated Statement of Financial Position at fair value and are reponted in prepaid
expenses and other current assets, investments and sundry assets, sher acerued expenses and liabilities or other liabalivies,
Clussificanon of each derivative as current or noncurment 15 based upon whether the matunty of the mstrument 15 less than
or greater than 12 months. Te qualily for bedge acoounting. the company requires that the instnaments be effective in
reducimg the nsk exposure that they are dessgnated to hedge. For mstruments that hedge cash Nows, hedye desymation
criteria also require tial if be probable tat the undetlying transaction wall occur, listnnments thal imeet establishad
accounting critena are formally desigrated as hedges. These enteria demonstrate that the denvative 1s expected 1o be highly
eflective al offseting changes in Fuir value or cash Nows ol the undetlving exposene both o isception of the hedging
relationship and on an ongoing basis. The method of ssessing hedge effectiveness and measurng hedpe ineffectivencss i
formally documented a1 hedpe inception. The company assesses hedpe effectiveness and measures hedpe ineffectivensss at
lenst quarterky throughout the designated hedge peniod.

Where the company applics hedpe accounting, the company designates each denvative as a bedge of: (1) the fair value
of a recognized financial asset or lability, or of an unrecognized firm commitmend { fair valwe hedge anributable 1o interest
ride or forengn currency nisk ) 121 the varabality of anticapated cash flows of o forecasted transaction, or the cash flows to be
recerved or paid related to & recognized financial asset or lability (cash flow hedge atmbatable o imerest rae or foreign
curmency risk), or {31 a bedge of a longeterm ivestment (net ivestiment hedge) i a foreign operation, [n sddimon, the
company may enter inle derivative contracts that economically hedge cenam of s nisks, even though hedge accounting
dhoes mot apply or the company elects nod 1o apply hedge accounting. In these cases, there exists a naturnl bedging
relationship 1in which changes in the fair value of the denvative, which are recognized currenily i net income, act as an
eronomig offset to changes in the fair value of the underbymg hedped temis),

Chanpes i the far value of o dervative that 15 dessgnated as a fair value hedpe, along with offsetting changes m the fair
value of the underlying hedped exposure, are recorded i eamings each period. For hedges of interest rate risk, the fair
value adjustments are recorded as adjussments 1o interest expense and cost of financing in the Consolidated Staement of
Eamings. For hedges of currency risk associnted with recorded financial assets or liabilities, dermvative fair value
adjusiments are recognized i other (income ) and expense in the Consolidated Statement of Eamings, Chanwes in the fur
value of a denvative that is designated as a cash flow bedge are recorded, net of applicable taxes, in OCL m the
Consolidated Stalement of Comprehensive [ncome. When iet income 13 alfected by the vanability of the uisder]ving cash
flow, the applicable offseiing amount of the gain or loss from the dernvanve that 1s deferred in AOCT 15 released to net
ingoimse and reporied in interest expense, Cost, SG&A expense or other (income) and expense in the Congolidmed
Statement of Eamnings based on tee nature of the underlying cash Row hedged. Effectiveness for et investment hedging
derivatives 1s measured on a spol-1o-spod basis. The effective ponion of changes in the fir value of net investment hedging
derrvatives and other non-dervative financial instnoments designated as net investment hedges are recorded as foreign
cumency translation adjusements in OO Changes in the fair value of the portion af a set investment hedging derivative
excluded from the effectiveness assessment are recorded in interest expense. If the underlying hedged rhem in a fair value
hedze ceases to exist, all changes in the far value of the dervative are includad in net income each pertod unnl e
imstrument matures, When the derivative transaction ceases 1o exist, a hedged asset or hability 15 no longer adjusted for
chanes in s fur value excep as required undler ather relevant sccounting sandands

Derivatives that are ot designated as hedues, as well as changes in the fair value of derivatives thar do not efTectively
offset changes m the fur value of the wsderlving hedged nem throughout the designated hedge penod (collectively,
“inelTectiveness”™), are recorded i net income for each period and are prmanly reported in other (income) and expense.
When o cash Mow hedynng relanionship s discontinued, the net gam or loss m AQCT must generally resnam m ACCT untl
the atem that was hedged affects earnings. However, when it is probable that a forecasted transaction will not occur by the
end of the anginally specified time persod or within an additionn] two-month period thereafter, the net gain or loss in AOCH
st be reclassiflicd into earnings immediately.
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The company reports cash flows arsing from derivative financial mstniments designated as fair value or eash flow
hedges consistent with the classification of cash flows from the underlying hedgped items that these derivatives are hedging.
Accordingly, the cash flows assocuted with dervarives designated as fair value or cash flow hedges are classified in cash
flows from operniing activities in the Consolidated Statement of Cash Flows. Cash flows from denivatives designated as net
mvestinient hedges aind dervatives that do not qualify as hedges are reponted in cash Blows from investing activities i the
Consolidated Statement of Cash Flows. For currency swaps designated as hedges of foreign currency denominated deld
(included in the company's debt nisk management program s mbdressed in note D, “Finmmeral Instruments,” on pages 84
throueh B8], cash fows directly associnted with the setlement of the principal element of these swaps are reported im
paveents 1o setle debt m cash ows from Nnascing actvities m the Consolidated Sutement of Cash Flows,

T2
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Financial Instrumenis

In determaning the fair value of its financin] instrements, the company uses o vanety of methods and assumptions that are
ased on market conditions and risks existing at each balance sheet date. See node [, “Financial Instruments,” on pages 83
10 84 For further information. All methods of assessang fair valoe result m i general approximation of value, and such vilue
maay never actually be realized,

Fair Value Measurement

Accounting puidance defines fair value as the price that would be received 10 sell an asset or paid 1o transfer a liability in an
orderly tramsaction between market partscipants at the messurement date. Under this gurdance, the conspany i requined 1o
classify certain asscts and liabilitics hased on the following fair value hierarchy:

& Level | Quoted prices {unadjusted) in active markets for identical assets or liabilities that can be accessed ai the
mensurement date;

+ Level 2—Inpuis other than quoted prices included within Level | that are observable for the asset or liahiliiy, either
directhy or mdirectly; and

# Level 3—Unobservable inputs for the asset or labality,

The guidance requires te use of observable market data if such data is available without ubdie cost and e o,

When available, the company uses unadjusted quoted market prices in active markets 1o measure the fair value and
clnssifics such items within Level 1. IF quoted market prices are not available, fuir valoe is based wpon internally developed
medets that wse current market-based or independently sowrced market parameters such as interest rates and currency rates,
Items valued wsing internnlly generated models are classified nccording to the lowest level input or value dnver thar is
significant 1o the valuation.

The determination of fair value considers vanous factors includimg interest rate yvield curves and nme value underlying
the fimancinl mstrments. For derivatives and debt securtties, the company uses o discounted cash flow analysis using
aliscount rates commensurate with the duranon of the instrument.

In determining the fair value of [inancial istrements, the company considers cenaim market valwation adjustments (o the
“hase valuatwons” calculated vsang the methodologees described below for several parameters that market participants
would consider in detenmining fair value:

« Counterpariy credit nsk adjusimenis are applied to financial instruments, taking into secount the aciual credit risk of a
counterparty 0% observed in the credit default swap market to determane the trse faor value of such an mstrument

* Credit risk adpsiments are applied 1o reflece the company’s own cresdin risk when valuing all liabilivies measured at fair
vilue, The methedolopy s consistent with that apphed in developing counterparty credit risk adjustments, but
incorporates the company’s own credit nsk as ohserved in the credit default swap market

As an example, the fuir value of derivatives is denved utilizing a discounted cash flow model that wses observable market
inpaits such as known notional value amounts, yield curves, spot and forward exchange mtes as well as discount rates.
These imputs relate 1o liguid, heavily traded currencies with active markets which are available for the full term of the
denvalive,

Certin futancial assels are mensured at fair value on i nodrecurming basis. These assets ine hide equity method
imvestments that are recognized at fair valee af the measurement date to the exient that they are deemed 1o be other-than-
termporarily impaired. Certain assets thag are measured a1 fair value on a recurving basis can be subject 1o nonrecurring fair
value measurements. These assets include available-far-sale equity investments that are deemed to be other-than-
temporanily mpaired. In the event of an other-than-temporary impairment of a financinl instrumem, far voloe s measured
using a madel descnbed ahave.

Accouniing guidance permiis the measurement of eligble fimancial psseis, fAnancial habilities and firm commutments ai
fiur valug, on an mstrument-by-instrument basis, that are otherwise not permitted 1o be acoounted for ot Bor vadue under
other accounting standards. This election is irrevocable. The company has noa applied the fair valuse option w any eligible
assels of habalinaes,

Cash Equivalenis

All highly liquid investments with maturities of three months or less at the date of purchase are considered o be cash
equivalents
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Markeinble Securitics

Diehd secunties ichaded m current assets represent securities that are expected o be realized in cash wathin one year of the
halance sheet date. Long-term debt securities that are not expected o be realized in cash within one year and alliance equity
secunihies are inchiked 1 investments and sundry assets. Debt and marketable equaty securibies are considéeresd available for
sale and are reponed at fair value with unrealized gains and losses, net of applicable taxes, m OCL The realized gains and
losses for wvailable- for-sale securities are included i other (mcome) and expense m the Consolidaied Statement of
Eamings. Realized gams s Iosses are caleulsted based on the specific idemtificanen method.

In determining whether an other-than-temporary decline in market value has occurred, the company considers the
dhurmion that, and extent to which, the fiir value of the imvestment 15 below s cost, the financial condition and nearterm
prospects of the issuer or underlving collateral of a secunity; and the company s inteni and ability 1o retain the secunity
order 1o allow for an anticipated recovery in fair value, Other-than-temporary declines in fair value from amornzed cost for
available-for-sale equity and debt
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securities that the company ntends 1o sell or would mone likely than ot be required 10 sell before the expecied recovery of
the amaortized cost basis ane charped o other (income ) and expense in the period in which the Ioss occurs. For debt
securities that the company has no intent to sell and believes that it more likely than not will net be required w sell prios 1o
recovery, only the credit loss component of the impairment is recogmized in other {income) and expense, while the
rerdiming loss i recogmzed in OCT, The eredt loss component recogrized i other (meone) amd expense is ulentified as
the amount of the principal cash fiows not expected to be received over the rempining term of the debt secunty as projected
wsing the company's cash flow progections.

Inventories

Kaw matennls, work in process and finsshed goods are staned at the bower of averape cost or market, Cash flows related 10
ihe sale of inventories are reflecied in net cash provided by operating activities i the Consolidated Statement of Cash
Flows

Allowance for Credit Losses

Receivables are recorded concurrent with billing and shipmen of a product and’or delivery of a service 1o customers. A
reasonable estimate of proboble net losses on the value of customer recervables is recogmized by establishimg an allowance
for credit Josses.

Notes and Accounts Receivible—Trade

An allovance for uncollecuble wrade receivables is estimated based on a combination of wiite-off history, agig analysis
and any specific, known rroubled accounts.

Fimancing Heceivables

Frinanging receivables include salés-tvpe leases, direct financing leases and loans, Leases are accounted for in accordance
with lease accounting standards, Loan receivables are financial assers recorded at amortized cost which approximates fair
value. The company determines s allowances for credit losses on financing recervables based on two portfolio segments:
lease receivables and loan recervables. The compamy further segments the portfolio o pvo classes: major markets and
growih markets,

When caleulntimg the allowances, the company considers its abnhity 1o mitigate o potential loss by repossessmg leased
equipment and by considering the curreni fair market value of any other collaieral. The value of the equipment is the net
realizable value, The allowance for credit losses for capatal leases, installment sakes and customer loans eludes an
assessment of the entire balance of the capital lease or loan, including amounts not vet due. The methodologies thar the
company uses 1o calculate s recervables reservies, which are apphied consistently 1o s different portfolios, are as follows:

Individually Evaluated—The company reviews all financing receivables considered ar risk on a quanerly basis. The review
primanty consists of an analysis based upon current informatien available abour the client, such as financial statements,
wews reports, published credit ravings, current marker-implied credit analysis, as well as the curment economic environment,
collateral net of repossession cost and prier collectson history. For loans thar are collateral dependent, impaimment is
ineasured usang the far value of the collateral when foreclosure i3 probable, Useig this information, the company
determines the expected cash flow for the receivable and caloulates an estimate of the potential loss and the probabality of
loss. For those aceoumts in which the loss is probalble, e conypany records a specific reserve,

Collectively Evaluated—The company recosds an unnllocated reserve that is calculated by applying a reserve rate to its
different portfolios, excluding acoounts that have been specifically reserved. This reserve e is based upon credit mting.
probability of default, term, characteristics (beaseToan) and loss history. Factors that could result in actual receivable losses
that mre materially different from the estimated reserve imchide sharp changres in the economy, or a sigmficant chanige in the
economic health of a pamicular client that represems a concentration in the company’'s receivables portfolio

riher Credii-Related Palicies

Non-Accral—Certain receivables for which the company has recorded a specific reserve may also be placed on noa-
acerual status, Mon-acerunl assets are those recegvables Ompared loans or ponperformung leasesh with specific reserves amd
wilher accounts for which it is hkely that the company wall be unable 1o collect all amounts due according (o ongmal lems
of the lease or loan agreement, Income recognition 15 discontinued on these recevalbles, Cash collections are first apphied us
a reduction to principal outstanding. Any cash received in excess of principal payments outstanding is recopgnieed as
mierest income, Recenvnbles may be removed from non-peonzal status, of npproprate, based wpon changes: i cliem
CICLINSIANSCS.
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Write OHT—Receivable losses are charged against the allowance when management belicves the uncellectibility of the
reeeivable is confirmed. Subsequent recovenies, if any, are credited 1o the allownnee.

Past Due—The company views recervables as past due when payment has not been received after 90 days, measured from
the anginal billing date

Immpaired Loans—As stated above, the company evaluates all finuncmy recenvables consulered at-risk, mcluding louns, for
impairment on a quanerly basis. The company considers any loan with an individually evaluated reserve as an impaired
loan. Depending on the level of wpnioment, loans will also be placed on none-accrual status as appropoate, Cliem loans ane
primanly for seftware and services and are unsecured. These loans are subjected to credit analysis 1o evaluate the
associmed nisk and, when deemed necessary, nctions are tiken 1o mitigate nsks in the loan agreements which include
covenants to protect againsi credit deterioration during the life of the obligation.
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Estimaied Besidual Values of Lease Asseis

The recorded residual values of lease assers are estimated a1 the inception of the lease to be the expected fair value of the
assets at the end of the lease term. The company penodically reassesses the realizable value of its lease residual values.
Any anticipated increases i specific future resichial vilies are not recogriired before realizabion through remarketing
efforts, Anticipated decreases in specific future residual values that are considered 1o be other-than-temporary are
recognized rmmediately upon wentification and are recorded us an adpestment to the residual value estimate. For sales-iype
and direci-finoncing leases, this reduction lowers the recorded net mvestmsent and 15 recognized as a loss charged 1w
financing mcone in the period m which the estimate 15 changed, as well as an adjustment 1o uneamed icome o reduce
future-period financing income.

Comman Stock

Common stock refers to the .20 par value per share capitn] stock as designated in the company™s Certificate of
Incomporation, Trensury stock is accounted for using the coss method, When treasury stock is reissied, the valug is
computed and recorded using a weighted-averape basis.

Earnings Per Share of Common Stock

Eamings per share { EPS) 15 computed usmy the two-class method. The iwo-class method determines EPS for each class of
comimon stock and pamicipating securties accoding o dividends and dividend equuvalents and their respective
parcipation rights m undisinbuted earmings. Basic EPS of common stock 15 computed by diveding net meome by the
weighted-average number of commmon shares outstanding for the period, Diluwed EPS of commen stock 13 computed on the
thasis of the weighted-avernge number of shares of comman stock plus the effect of dilutive potential common shares
ortstanding during the period using the treasury stock method. Dhlutive potential common shares include outstanding stock
awards, convertible notes and stock options

NOTE B.
ACCOUNTING CHANGES
New Standands (o be lmplemented

In Jamuary 2016, the Finingal Accounting Standards Bowrd (FASB) ssued gusdince which addresses aspects of
recognition, measurement, presentation and disclosure of financial instruments. Certain equity investments will be
measured at far value with changes recogmzed m net income. The amendment also simphifies the impamment 1est of cquity
invesuments that lack readily deserminable fair value. The puidance s effective January 1, 2018 and carly adoption is not
permitted except for limated provissons, The guidance 15 nod expected to have a mstenial impagt in the consolidated
financial resulis.

In September 2013, the FASB ssued guidance eliminanng the requirement that an acquirer in a business combimation
account for a measurement-peniod adjustment retrospectively, Instead, an acquirer will recognize a messuremen-period
adjustment during the penod 1n which the amount of the adjustiment is determined. In addition, the pormon of the amount
tecarded 10 current-penod eamings by e itemn tat would have béen recorded i previous reporting perwsds if the
adjustment to the provistonal amounis had been recognized as of the acquisinion date should be presented separately on the
face of the income statement or descloved in e nodes, The guidance was elfective January 1, 2006 on o prospeciive basas,
The guidance is ned expected 1o have a matennl impact in the consolidated financial results.

In July 2015, the FASH issued guidance which requires all inventonies, except those using the lasi-in, first-out or retail
methods, 10 be measured at the bower of cost and net realizable value. Net realizable value is the estimaed selling price i
the ondinary course of business, bess reasonably prediciable cost of completion, disposal, and transportation. The puidance
15 effective Janeary |, 2007 with early adoption permitied. The guidance 15 not expected to have a material impact in the
consolidated financial results.

In May 2015, the FASH 1ssued gusdance which removed the requirement to categornze within the fair value hierarchy all
investments for which fair value is measured wsing the net asset value per share practical expedient. The amendmens also
removed the reguirement 1o make certmn dischosures for all myvestments that are chigible 10 be measured ot fair value using
the net assel value per share practical expedient. Raiher, those disclosures are limited io investimenis for which the entity
s elected 1o measure the far value using tat practical expedient. The guidance was effective Janwary 1, 2016, The
puidance was a change in disclosure only and will mot have an impact in the consolidated financial resulis.

I Agpril 2005, the FASH issucd puidance about whether a cloud computing ammangement includes a software license. IFa
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cloud computing arangement includes a software license, then the customer should accoum for the soltwane license
clement of the arangement consistent with the acquisinion of other software licenses. If a cloud computing smangenicns
does not inchede a software license, the customer should sccount for the amrangement as a services contract. All software
licenses recognized under this guidance will be necounted for consistent with ather leenses of intangible assets. The
puidance was effective January 1, 2016 and the company will adopt it on a prospective basis. The guidance is not expected
16 have a motersal impact i the consalidated financinl resules
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In May 2014, the FASH issued guidanee on the recognition of revenue from contracts with customers. Revenuse
recognition will depict the ransfer of promised poods or services to customers in an amount that reflects the consideration
1 which the entity expects 1o be entitled i exchange for those goods or services, The puidance also requires disclosures
regarding the namre, amount, timing and uncertainty of revenue and cash flows ansing from contracts with customers. The
puldance penmits two methods of adoption: retraspectively to each preor reporting penod presented, o retrospectively with
the cumulative effect of initially applying the guidonce recognized at the date of ininal application (the cumulatve catch-up
trunsition method). The guidance was mitinlly effective January 1, 2017 and early adoption wis not permitied. In
August 2005, the FASH issued puidance which provides for a one-yvear deferral of the effective date 1o January 1, 2018,
with an option of applying the standond on the onainal effective date. The company will adopt the guidance on January |,
2018 and apply the cunulative catch-up ransition method, The company is continuing to evaluse the impact of the new
puidance in the consolidmed financial results,

Standards Implemented

In Movember 2005, the FASH issued puidance which requires deferred tax linhilities and assets be classified xs noncurrent
in the statement of financial positon. The pusdance was effective January |, X016 with early adoption permitied. The
company adopied the guidance in the fourth quarter of 2013 on a retrespective basis, The company reclassified cusren
deferred tox assets of 32.0 billion at December 31, 2014 to deferned tax assets and cument deferred s labilines of 519
imillion at December 31, 2004 1o other labiliies from other acerued expenses and liabilities in the Consoliudated Starement
of Financial Posimon. In order to offset deferred tax assets and labilites for presentation as a smgbe noncument amaount by
ax gunsdictaon, tse company also reclagsified $178 millson al December 31, 2014 o deferied lax assets 1o olbier
liabilities in the Consolidated Statement of Financial Position

In April 2005, the FASH issued guidance which requires debt issuance costs related 1o a recognized debi linbility to be
presented in the balance sheet as a direct deduction from the camrying amount of that debt liability, consisient with debt
discounts, The puidance was effective January 1, 2016 with early adoption permitted. The company adopred the gusdance
in the fourth quaner of 2005 on a retrospective basis. At December 31, 2015 and 2014, the company had $74 million and
583 mullion, respectively, 1n debt 1ssuance costs. Debt issuance costs were previowshy mcluded m mvestments and sundry
assets in the Consolidated Sitement of Financial Position

I April 2004, the FASB 1ssued puidance that changed the eritena for reporming a discontinued operation, Only disposals
of a compenent that represents a sirateic shifl tha has (or will have) a majer effect on an entity s operations and fimancial
resulis 18 a discontinued operation. The guidance also requines expanded disclosures aboul disconunued operations and
disposals of a sigmficant part of an entity thw does not qualify for descontimesd operations reporting. The guidance was
effective Jamary 1, 2015, The impact io ihe company will be dependent on any iransaction thai is within the scope of the
mew puslance. There were no such tnsactsons i 201 5.

In July 2010 3, the FASH ssued guidance regarding the presentation of an unrecopnized fax benefit when n net operating
loss carryforward, a similar tax loss, or a tax eredit carmyforoard exists. Under certain circumsiances, unrecognized tax
benefits should be presented in the financial seatements as a reduction to a deferred ax assed for a net operating loss
curryforword, a similar tax loss, or o tax credit carryforward. The gusdance was effective January 1, 2014, The guidance
was a chanye in financial statement presentation only and did not have a matenal impace in the consolidated financial
resulis.

In March 2013, the FASB 1ssucd guidance on when foreign currency translation adjustments should be released to net
ingome, When a parent entity ceases 10 have a controlling financinl mterest in a sebsdiary or group of assets that s
business within a foreign entity, the parent i1s requared 10 release any related cumulative translation adjustment inio net
income. Accordingly, the cumulative transltion adjustment should be released into net income only if the sale o ransfer
reaults in the complete or substanilly complete liquidation of the foreign ennty in which the subssdiary or proup of assets
Tad resaded. The puidance was effective January 1, 2004 and did not have a materinl impact in the consolidmed financial
resilis,

In February 2003, the FASD issued puidance for the recogmition, measurement and disclosure of ablipntions resulting
from joant and several labality armangements for which the total amount of the obligation within the scope of the guidance
15 fixed ot the reporiing date. Exaomples melude debt armngements, other controctunl obligations and settled hngation
matters. The gusdance requires an entity 1o measute such obliganons as the sum of the amount that the reporting entity
apreed w0 pay on the basis of 1ts armangement nmong 115 co=obligors plus additional amounts the repoming entily expects (o
pay on belall of its co-obligors. The guidance was efTfective January |, 2014 and did not have a material impaci m the
consolidated financial resulis.

NOTE C,
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ACQUISITIONSDIVESTITURES
Acquisitions

Purchase price consideration for all acquisitions, as reflecced in the tahles in this note, s paid primarily in cash. Al
acxquisitions ane reported n the Consolidated Statement of Cash Flows net of scquired cash ond cash equivalents

s

In 2015, the company completed fourteen acquisiions at an aggregate cost of 53,555 mullon,

Merge Healtheare, Ine. {(Merge}—On October 13, 20105, the company completed the acquisinon of 106 percent of Merge, a
putshicly held company, for cash consideration of $1,036 million, Merge 15 a leading provider of medical image handling
and processing, interoperability and clinical systems designed w advance healiheare quality and efficiency, Merge joined
the company ‘s Watson Health business umit, bolstering chents” ability to annlyze and cross-neference medical images
against billions of data points already in the Wason Health Cloud. Goodwill of 695 million has been assigned to the
Cogmove Solutions ($502 million) and Technology Services & Clowd Platforms (5193 milhon) segments. At the
acquisition date, it was expected that none of the goodwill would be deductible for tax purposes. The overall weighted-
average useful hife of the 1dennfied intangnble assets acquired 15 7.0 vears,

To
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Cleversafe, Inc. (Cleversafe)—On November 6, 2015, the contpany completed the acquisition of 100 percent of Cleversafe,
a privately held company, for cash consideration of 1 309 million. Cleversafe is a leading developer and manufacturer of
object-based worage software and applinnces. Cleversafe will be integrated into the company's Cloud business to give
clients srrategic daca flexibility, simplified management and consistency with on-premise, cloud and hyhnid cloud
deplovment opiions, Gooduill of 51,000 mlleon has been assigned to the Technology Services & Clowd Platforms (S590
million) and Systerns (5410 million) segments. At the acquisition date, it was expected that none of the goodwill would be
deductible for tax purposes, The overall weighted-average useful life of the identified mtangible assets acquared 15 6.9
Yeurs.

Other Acquisitions— The Cognitive Solutions segment completed acquisitions of six privately beld businesses: i the first
quanter, AlchemyAPL Ioe, (Alchemy AP and Blekko, Ing, (Blekko), in the second quarter, Explorys, e (Exploys) and
Phyiel, Inc. {Phyicl), in the third quanier, Compose, Inc. (Compose); and in the fourth quarter, IRIS Analyiics. The
Technology Services & Cloud Platforms segment completed noquisitions of four privately held businesses: in the second
quaner, Blue Box Group, Ine. (Blue Box); im the third quarter, StrongLoop, Ine. (StrongLoopk; and in the foarth queaner,
Ciravitant, Inc. (Granvitant j and Clearlenp, Inc, (Clearleap). Global Business Services (GBS} completed acquisinons of two
privacely held businesses i the fourth quaner, Advanced Application Corporation { AAC)H and Meteorix, LLC. {Meteorix).

Ench acquisition 15 expected 1o enhance the company s portfoho of product and services capstalities. AlchemyAPT 15 a
leading provider of scalable cognitive compaiing application program injerface services and computing applications.
Blekks technology provides advanced Web-crawlhing, categonizaton and intelligent filiermg. Explorys provides secure
cloud-based soluticas for clincal megralion, al-risk population managenent, cost of care measurement and pay-for-
performance. Phytel is a leading provider of SaaS-based populatron health management offenings that help providers
ientily patients ag rigk for care gaps wod engape e patient o begin appropoate preventative care, Blue Box provides
hosted, mannged, OpenStack-based production-grade private clouds for the enterprise and service provider markets
Compose offers auto-scaling, production-ready daiabases 10 help softwane development teams deploy data services
efficiently. Strongloop is a leading provider of applicanion development software that enables software developers to build
applications using application programming interfaces. AAC engapes in system integration application development,
software support and servaices. AAC was an affilinte of JBCT Haldings Inc. and 10 Japan Led. The company acquered all
the shares of AAC which became a wholly owned subsidiary as of October 1, 2013, Gravitant develops cloud-based
software to enable orpanuations to easily plan, buy and manage, or “broker.” software and computing services from
maultiple suppliers across hybnd clouds. Meteonx offers consulung, deployment, ivtegration and on-going post production
services for Workday Financial Management and Human Capatal Manogement applications, Clearleap is a provider of
cloud-based video services. IRIS Analytics provides iechnobogy and consulianey services 1o the payments indusiry 1o detect
clectromic payment frvud,

All nequisitzons were for 100 percent of the scquired compamies with the exception of the AAC acqusnion,

The followmg table reflects the purchase price related to these acquisiions and the resulting purchase price allocations
as of December 11, 2015,

2015 Acquisitions

15 in mallons)

At (Hbwer
Life fim Viears) Merge Cleversale Acymhitinm
Current assets. 5 9 % L 1 ]
Fixed nssets/noncurrent assets. 128 63 82
Intangible assets
Gnodwall NIA 695 1, THHN RO5
Completed rechnology 1 133 o4 163
Client relationships 5—17 145 i) 95
Patentsirademarks =7 54 11 23
Total assets acquired 1,248 1484 1,318
Cumrent hishihties (73) {15} (34)
Nomcurrent linbilities {139y { 1l (75
Towml habilites assumed (21Z) (175 (107)
Total purchase price 5 103 § 139 § 1210
MNiA—MNot mppheable
Tr
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The acquisitions were accounted for as business combinations using the acquasition method, and accordingly, the
identifiable assets acquired, the labilities assumed, and any nencontrolling mberest m the nequired enity were recorded at
their estimated fair values at the date of acquisition, The primary items that penerated the poodwil| are the value of the
synergies between the acquired businesses and IBM and the noquited nssembled workforoe, neither of which qualify as an
amaortizable intangible asset.

For the “Chher Acgquisitions,” the overnll weighted-average life of the identified intangible assets acquired 15 6.4 yvears,
These wlentified imangible xsers wall be amormzed on o stroght-line basis over their useful lives. Goodwill of 3518 million
s been assigned 1o the Cogmtive Solutions segment, 5303 million has been assigned 1o the Technology Services & Clowd
Platforms segment, and $74 million was assigned to the GBS scgment. 11 ks expected that 7 percent of the goodwill will be
deducuble for tx purposes

On December 17, 20015, the company announced that it hod entered mito o definitive agreement with AT&ET to acquire
their application and hosting services business, The acquisition is expected 1o strengthen THM™s sutsourcing ponfolio and
will align with IBMs cloud strategy,

On January 21, 2016, the company announced that it had acquered Ustrenm, Ing. {Ustream), o prvately held company
based in San Francisce, California. Ustream provides clowd-based video streaming to emterprises and broadcasiers,

On Jamuary 29, 2006, the company announced that it had scquiresd The Weather Company's B2B, mobale and clowd-
based web-properties, weather.com, Weather Underground, The Weather Company brand and WL, its global business-to-
siness brand for cash consideration of approximately 52 billion, The cable television segment was md acguired by 1B,
st will license weather forecast data and analytics from IBM under a long-tenm contract.

On Febneary 2, 2016, the company announced its intent 1o acquire Apeno, a digital agency with headquaniers in Berlin,
Germany. Aperto will join the IBM Interactive Experience (1BM iX ) 1eam. 1BM X provides clients a unique fusion of
services spannming strafepy, analytics and systems imegration for scalable digital, commerce, mobile and wearable
platforms, The tansaction 15 expected 1o clase i the first quarter of 20016

On Febraary 3, 2016, the company announced i1s infent o acquire ecx.io, a dighal agency headquanered in Dusseldorf,
Germany, The proposed acquisition of ecx.io will enhance 1BM iX wath new digital marketing. commerce and platform
skills tn accelerate clienss’ digitl transformations, The transaction is expected to close in the first quarter of 2016,

On Febneary 18, 2006, the company announced that it had acquired Resouree’ Amimirat, a leading U5, based digital
marketing and creative agency, asddressing the nsing demand from businesses seeking to remvent themselves for the digatal
ooy,

On Febrsary 18, 2006, the company announced 115 intent 10 acquire Truven Health Analyvtics (Truven), a leading
provider of healtheare analvtics solutions, for estimated cash consaderation of 32,6 billion. Truven has developed
proprictary analytic methods and assembled analytic content assets, creating extensive national healtheare utilization,
performance, quality, and cost data. The transaction 15 expected 1o close i the first quarter of 2006,

At the date of issuance of the financial stntements, the initial purchase accounting for the Ustream, The Weather
Company and Resource/ Ammirati ransactions was not compbee

2014
In 2014, the company completed s1x acquisitions an an aggregate cost of S608 mollion.

The Cognitive Solunons segment completed acqguisihions of four prvately held compames; m the first quarter,
Cloudant, e, (Clowdanth, i the second quarter, Silverpop Systems, Inc. { Silverpop ) and Cognen Group Pry LTD
{Copnca); ad in the third quarter, Crossideas Srl (Crossldeas). Technology Services & Cloud Plarforms compleied
acquitsitigis of two prvately held companies: m the fivst quanter, Aspera, Ine. (Aspern), and i the third quarter, Lighthowse
Security Group, LLC {Lighthoase),

Aspera’s technology helps make cloud computing Faster, mose prediciable and more cast effective for big dan transfers
such as enterprise storage, sharmg virtual images or accessing the cloud for increased computing capacity. Cloudont
extends the company’s mobile and cloud platform by enabling developers to easily and quickly create next-generation
madnle and web-hased applications. Silverpop i o provider of cloud-based capabalities that dehver personalized customer
engapements in highly scalable environments, Counea offers personalized amficial mtelbgence capabliiies designed o
serve os an intuibive inferface between humaon users and dota-dnven mformation. Crossldeas delivers next generation
identity and avcess govemance capabilities o help mitigate access risks and segreganon of duty violations, Lighthowse is a
provider of cloud-enabded managed identity and access management solutions.

The followmg table reflects the purchase pnce related o these acquisitions and the resulting purchase pnce allocations
a5 of December 31, 2014

2014 Acquisitions

15 i mllons)
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Amortkeation Total
Life (im Vears) Acyuirithons

Curment assets 5 56
Fixed assets/noncurment assets 9
Intangible assets

Goodwill NIA 443

Completed technology —7 [

Cleent relanonships 7 17

Patenisirademarks =T 18
Total assets acquired Tol
Current latnhines (26)
Noncurrent linbihines (67
Total labilines assumed (93)
Taotal purchase price 1 G

MWiA-—MNor applicable
T8

380/486



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

The overall weighted-nverape life of the identificd amonizable intangible assets acquired is 6.3 years, These identificd
inangible assets will be amomized on a straight-line basis over their useful lives. Goodwill of 5442 million has been
assigned 10 the Cogmitive Solutions (3311 million) and Technology Services & Clowd Platforms (S131 million) segments. It
wis expecied thar approximately 1 percent of the goodwill will be deductible for tax purposes. All scquasitions were for
1} percent of the acquired companies.

003
I 2003, the company completed 10 poquisitions o an agyregate oost of 83,219 malhen

SofiLaver Technologres, Ing, (Softlayerp—Cn July 3, 2003, the company completed the acquisition of 100 percent of the
privately beld company, SoftLaver, a cloud computing mfrastreciure provider based in Dallas, Texas for cash consideration
of 51,977 million. Softlayer joined the company s Cloud business unit, which combined SoftLayer with 1BM SmartCloud
inia a global platform. Goodwill of 1,285 million has been assigned to the Technology Services & Clowd Platforms
{50,257 million) and Cogrative Solutions (328 million) sepments, At the acquisition date, it was expected that none of the
poodwill would be dedwctible for x purposes. The overall weighted-avernge useful life of the identified intangible assets
acquired is 7.0 years,

Oither Avguisitions—The Cogmitive Solutions segment completed acquisitions of seven povaiely held companies! in the
first quarter, StoredIC) Inc. { StoredIC)) and Star Analviies, Ine. (Star Analytees; in the thand quarter, Trusteer, Ltd.

{ Trusteer) aiel Dawga lmage Systems, Lul, (Dagja), and o the Foumth quantes, Xiify, Ine, (Xufy}), The NMow Factory and
Fiberlink Communications { Fiberlink). The Technology Services & Cloud Platforms segment completed one acquisition in
the second quarter, UrbanCade ne. (UrbanCode), a prvately beld company. Systems completed one scquisition in the teird
quearter, CS1. Ineermational (CSL), a privarely held company. All nequisitions in 2003 were for 100 pereent of the nequired
COMpANizs.

The acquisition of Sw0onedl0) advances the company’s effons o help clients denve valoe from big data. The combinaton
of the company’s and Sear Analviics' software advances the company s business analytics imitintives. UrbanCode
automates the delivery of software, helping basingsses quickly release and wpdate mobile, zocial, big data and clowd
apphications. CSL deepens the consohidation cloud capabilities by offenng simplified management of the vinuabization
enviranment. Trusteer extends the company's data secarity capabilities further mnto the cloud, mobile and endpoint secunty
space, Dozja delivers software (hat helps employess across all ndusines, especilly data intensive ones such as banking,
insurance and healtheare, get faster aceess 1o eritical business information, and complemems the company s big data
copabihes. Xufy 1= a lesdhing provider of cloud=based motile messaging tools that belp orgamezations smprove mobile
sales, drive w-store traflic and engage customers with personalized offers. The Now Factory is a provider of analytics
saftware that helps communications service providers (CSPs) deliver better customer expenences and donve new revenue
opportunitics. Fiberlink is a mobile management and security company, that supports the company’s expanding vision for
enterprnse mobility management, which encompasses secure transactions between busingsses, partners, and customers.

The following table reflects the purchase price relaed o these acquisinons and the resulting purchase price allocations
a5 of December 31, 2013

2013 Acquisitions
15 in miallbpes)
A ey il hxr
Life fin Years) Kol Laver Agguisitions
Curmrent assets. 1 B £ a7
Fixed nssets/noncurrent assets 300 al
Intangible assets
Gioodwill NiA 1,285 anl
Completed technology 57 294 181
Cliema relanonships &—7 245 7
In-process R&D NA 2 -
Parens rademarks 2—7 75 iz
Total assets acquired 2277 1.40%
Current linbhties [56) {6}
Moncurrent linbilities (244) {105y
Total hinbalities nssumed {300) {166}
Total purchase price L1 1977 & 1,242

MiA—Not applicable
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For the “Chher Acquisinions,” the overall weighted-average life of the idemified amonizable imangible assets acquired is
6.6 years, These identified intangible assets wall be amortized on a straight-line hasss over therr useful lives. Goodwill of
586 | million has been assigned 1o the Cognitive Solutions (5684 million), Technobegy Services & Cloud Platforms (5264
midllion) and Svetems (513 million) segments, At the acquisition dates, it wis expected that approcmiately 2 percent of the
goedwill would be dedwctible for tax purposes.

Divestitures

Microelectronics—On October 20, 2014, 1BM and GLOBALFOUNDRIES aomounced a defiminve agreement in which
GLOBALFOUNDRIES would acquire the company s Micreelectronics business, including existing semiconductor
manufacturing assets and operations n East Fishkill, NY and Essex Junetion, VT, The commercinl OEM busiess 1o be
acquired by GLOBALFOLNDRIES included custom logic and specialty foundry, manufactunng and related operations,
The mansaction closed an July 1, 2015,

The transaction included a 10-year exclusive manufacturing sourcing agreement in which GLOBALFOUNDRIES will
provide server processor semiconductor technology for use in IBM Systems, The agreement provides the company with
capacity and market-based pricing for current semiconductor nodes in production and progression to nodes in the future for
baoth development and production nesds, As part of the transaction, the company provides GLOBALFOUNDRIES with
certain transition services, including 1T, supply chain, packaging and test services and lab services. The ininal tenm for
these ransition services is one o three years, with GLOBALFOUNDRIES having the ability 1o renew

In the third quarter of 2004, the company recorded a pre-tax charge of 54.7 bilhon related 1o the sabe of the
Microelectronics disposal groap, which was pait of the Systeins reportabile sepment. The pre-tax chiarge reflected ihe far
value less the estimated cost of selling the disposal group including an impaimment to the semiconductor long-lived asseis
o $2.4 balliga, $1.5 ballion cepresenting the cash consideration expected 1 be wansferred 1o GLOBALFOUNDRIES and
0.5 billion of other related costs. Additional pre-tax charges of $1 16 million were recorded duning 200 5 related to the
disposal The curnulative pre-tax charge was 54.8 billion as of December 31, 2015, Additonal charges may be recorded in
future perinds

All assets and liabilities of the business, which were held for sale at June 30, 2005, were transferred at closing. The
company transferred £515 million of net cash w0 GLOBALFOUNDRIES in the third quarter of 2015, This amount inc luded
5750 million of cash consideration, adjusted by the amount of working capiral due from GLOBALFOUNDRIES and other
mascellaneous nems, The remuwining cash conssderation wall be transfermed over two yeurs,

Reporting the related assets and liabilities mitially as held for sale st September 30, 2014 was based on meetng all of
the cratena for such reparting i the apphicable accountmy gudance. While the company met certam entera for held for
zale reporting i prior periods, it did mot meet all of the eritenn until Septenvbser 30, 2004, In addition, at September 30,
2004, the company concluded that the Microclectronics business met the ertena for discontinued operations reporting, The
dispasal proup constinutes a componem under sccounting guidance. The contiming cash inflows and cwflows with the
discontinued component are related 1o the manufcturing souncing arranpge and the ition, packaging and 1est
sgrvices. These cash flows are not direct cash flows as they ore not signi ficant and the company will have no significant
continuing imvolvement,

Summarnzed fimancial information for discontimued operations 15 shiown bebow

15 in millipns)

Fasr the yrear esded December 31 25 a4 iy
Toml revenue 5 T S 1335 8 1,384
Loss from discontmued operabons. before (175) (619} (7200
Loss on dispasal, hefore tax (ne) {4.726) —
Total loss from discontinued operations, before incoms faxes (201) (5,346) (T200
Provision/{benefit) for income taxes {17 (1617} (322)
Loss from discontinned operations. net of 3 (174) 5 (3,729} 5 (398)

The assets and linkalities ot December 31, 200 4 presented below were classified as held for sale
15 in mallions)

Al Dvormbsrr 30 S 04
Assets:
Accounts receivable 5 — 5 .t
Inveniony —_ 180
Propenty, plant & cquipment, net — -
Oithier assets — 92
Totnl asscis 5 — 5 7
Liabilitses:
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Accounts payable 5

— % I77

Deferred meome —_ 87
Oiher liabilities — 163
Total liabilities 5 - 5 427

Industry Standard Server—On Jameary 23, 2014, 1BM and Lenovo Group Limited {Lenovo) anmowsced a definitive
agregment i which Lenovo would acquaire the company s industry standard server ponifolio {System =) for an adjusted
purchase price of 52,1 hillion, consisting of approximately 518 billion in cash, with the balance i Lenovo common stock.
The stock represented less than 3 percent equity ownership in Lenove. The company would sell o Lenovo its System x,
BladeCenter and Flex System blade servers and switches, xBo-based Flex integrated sysiems, NeXiScale and iDataPlex
servers and associied software, blade networking and mahdenance operations.

B
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IBM and Lenovo entered imo a strmtegic relationship which included o global OEM and reseller agreement for sales of
IBM s industry-leading entry and midrange Storwize disk storage systems, tape storage sysiems, General Parallel File
System software, SmartCloud Entry offenng, and elements of 115 system software, mcluding Sysiems Drreceor and
Plarform Compuiting solutions. Effective with the initial closing of the ransaction, Lenovo assumed relazed customer
service and maintenance operibons. 1BM will continue to provede mamtenance delivery an Lenovo’s behalf for an
extended penod of nme. In addition, as part of the ransaction agreement, the company will provide Lenovo with cenain
trunsition services, meludig 1T and supply cham services. The mitial term for these ransibion services ranges from less
than one yvear to three years, Lenovo can renew cenaim services for an additional vear.

The initial closing was completed on October 1, 2004, A subsequent closing occumed in most other countries in which
there was o lorge nsiness footpont en December 31, 2004, The remaining countrees ¢losed om March 31, 2005 resulting in
a pre-tax gain of $16 mullion in the first quarter of 2005 In the second quarier of 2015, an additional pre-tax gain of 536
mmallion was reconded attributed 10 conam adpstments resolved duning the quarter. An assessment of the ongoing
contractual termis of the transaction resulted in the recognition of a pre-tax pain of $11 million in the fourth quarter of 2015,
A toen] pre-tax gain of 563 million was recogrized in 2015,

Overall, the company expects to recognize a 1ol pre-tax gain on the sale of approximately $ 1.6 billion, which does no
mehede associuted costs related 1o ransiten and performance-based costs. Net of these charges, the pre-tax gun is
appeosamately $1.2 billion, of which $1.1 billion was recorded i the fourth quanier of 2014, The balance of the gain is
expected 1o be recognized in 2019 upon conclusion of the maimtenunce agreement.

Customer Care—0On September 10, 2013, 1BM and 3YNNEX announced o defininive agreement i which SYNNEX would
acquire the company s worldwide customer care business process outsourcing services business for $501 mallion,
consisting of approximately 5430 nullion in cash, net of balance sheet adjustments, and 571 million in SYNNEX common
stnck, which represented less than 5 percent equity ownership in SYNNEX. As pant of the ransaction, SYNNEX entered
into o mule-year agreement with the company, and Concentrix, SYNNEX s outsourcing business, became an 1M strmegic
ssiness parmer for ghobal customer care business process GUISOURCING SETVICes.

The ininnl closing was completed on January 31, 2004, wirh subsequent closings eccurning in 2014, For the full year of
2014, the company recorded o pre-tax pain of $202 mallion related to this ransactson,

In the second quarter of 2015, resolution ol the final balance sheet adjustments was concluded. An pssessment of e
onpoing contractual terms of the ransaction resulted in the recognition of a pre-tax gain of $7 million in 2005, Through
Deoember 31, 2005, the comulitive prestax gaim atnbuted w thas iransaction wis S209 mllon.

Retal Stoae Solutiwons—On Apnl |7, 2002, the company announced that it had signed a defionive agreement with Toshiba
TEC for thie sale of its Retail Store Solutions business. As part of the transaction, the company agreed to transfer the
mammtennee busingss to Toshiba TEC within three vears of the anginal closing of the transaction

The company completed the final phase of the transfier of the maintenance workforce 10 Toshiba in the second quanter of
2015. The pams and inventory transfer 10 Toshiba will commence in 2018, An assessment of the ongoing contractual terms
of the transaction resulied in the recognition of a pre-1ax gain of $8 million i 2015,

Owerall, the company has recognized a cumulative total pre-tax gain on the sale of 8519 million,
Others—In aehitson 1o these sbove, the company completed the following divestitures:

201 5—1In the fourth quaner of 2005, the company completed the divestiture of ns Kenexa Compensation Portfolio business
1o SCMC Acquisitson, LLE. and the divestiture of the Rational System Architect and SPS3 Dam Collections suite of
products 1o INICOM. In the second quarer of 2015, the company completed the divestiture of s Travel & Transporeation
kiosk business to Emibross Morh Amenca Lid | and the divestiture of it Telecom Expense Manapement product to
Tangoe, Ine. In the first quarter of 2015, the company completed the divestimre of the Algorithmics Collateral Management
suite of products to SmartStream, Ine. and the divestture of the Commerce 1LOG Supply Chain Optimization Tools suite
of products 1o Llamasofi, Inc,

All of the sbove ransactions closed in 2015 and the financial woms related 1o these ransactions were not matenal,
Owerall, the company recorded o prestax gam of 531 malison related 1o these transactions in 2015,

201 4—In the second quarter of 2004, the company completed the divestitures of 1ts solklDB sune of products (o LINICOM
Systems, Inc. and its Human Capital Management business line in France 10 Sopra Group. In the third quaner of 2014, the
company completed the divesbiture of its Cognos Fmance product 1o UNICOM Systems, Inc, its IMS Tools Suite of
products 1o Rocket Software, Inc., its Swering Transportation Management System o Kewill Ine., and its 1LOG JViews and
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Elixir Visualization producis to Rogue Wave Software, lise. In the founh quaner of 2004, the company completed the
divestitare of its Focal Point and PunifyPlus product suite to UNICOM Systems, Inc.

All af the abave tmnsactions closed i 2004 and the fimancial terms relaed 1o these transactions were not matenal,
Owverall, the company recorded o pre-tax gain of 5132 million related 1o these transactiions in 2014

81
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2041 3—1In the first quarier of 2013, the company completed the divestiture of its Showease Reporting product sct to
Help/Systems. In the fourth quarier of 2003, the company completed two divestitures, the Applicazioni Conabili Gestionali
{ACG) business 1o TeamSystem and the Cognos Application Development Tools (ALT) business 1o UNICOM
Systems, Inc.
Financial terms of these transactions did not have & matenal imipact in the consolidated financial resuls,
NOTE D,
FINANCIAL INSTRUMENTS
Fair Value Measurements

Financial Assets and Liabilitics Measured at Fair Valoe on a Recurring Basis

The following tables present the company s financial assets and financial Fiabilities that are measwred ot fasr value on a
recurring basis ot December 31, 3005 and 2004,

15 in mallions)

Al Drgemiser 31, 1015 Lavel | level 2 Lived 3 Tutal
Assels
Cash oquivalents (1)
Time deposits and certificates of deposit £ — % 285 % — % 21856
Momey market funds 2.0 — — 2,069
Onher secunties —_ 13 —_ 13
Taotal 204 2874 — 4.943(6)
Dbt secunines —current (2§ —_ Sily —_ S06i0)
Del secuniies—noncurrent (3) 1 1] —_— 8
Trading securiy mvestments (1) i — — ]
Avaitable-for-sale cquity investmens {3} 192 — — 192
Derivative assets (4)
Interest mate coniracts — 656 —_ 656
Foreign exchange contracts — 332 - 3z
Equity contracts — 6 = &
Total - 994 — 994iT)
Total assets 3 1M 5 4,381 % El | G6TIHT)
Liahilities
Derivative linbilities (5)
Foreign exchange contracts 5 — 5 164 § — 5 164
Equity contracis — 9 — 19
Imterest rate contracts — 3 — 3
Tatal kabilities s —_ 5 186 % — 5 136(7)

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

{2} Commercial paper and certificates of depasit reported ns marketable securmties in the Consolidaed Statement of
Fimancial Position.

{3} Inchaded within mvestments and sundry assets n the Consalidated Statement of Financnl Pasition

{4} The gross balances of derivative assets contained within prepaid expenses and other current assets, and investments and
sundry assets in the Consolidated Statement of Financial Position ot December 31, 2005 were $292 mullion and $702
million, respectively.

{5) The gross balances of denvative labilines contmned within other accrued expenses and linkalines, and vher habalibes
m the Consolidated Statement of Financial Position ai December 31, 2015 were 5164 million and 522 mallion,
respectively

{6} Available-for-sale securities with carmying values that approximate fair value,

{7} IF denvative exposumes covered by a qualifying master netting agreement hagd been netied in the Consalidated Sttement
of Financial Position, the total derivative asset and liability positions would have been reduced by 5139 million each.
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1S in mallions)

Al Decembeer 31, Dl4: Level 1 Lawed 1 Lavel 3 Tustul
Assets
Cash equivalents (1)
Tmme deposits and certificates of deposit 5 — 5 3517 % — 5 3517
Commercial paper - T — T
Momey market funds B62 - -_— H62
LIS, govermment securities — 410 — 410
Otther secunties - & - 6
Total 60 4,697 - 5339(%)
Debi securiiies—noncurment (2) 1 & - L
Trading security mvestments (2) T4 — — T4
Avalable-for-sale equity investments (2) 243 —_ _ 243
Derivative assets (3]
Intersst rate contracts - 633 — 633
Foreign exchange contracts — 775 — 715
Equily contracts - 24 _— 24
Total 1432 1 4326}
Total assets 5 g0 % 6138 § — 5 TI18(6)
Liakilities
Derivative liubalities (4)
Foreign exchange contracts 5 — 5 177 % — 5 177
Equily contracis - 19 - 19
Total linbilities 5 — 5 196 8§ — 5 19 &)

{1} Included within cash and cash equivalents i the Consolidated Statement of Financial Position.

(2} Included wiathin investments and sundry assets in the Consolwdated Statement of Financial Posstion,

{3) The yross balunces of denvative pesets contmined within prepaid expenses and other current wssets, and nvestments and
sundry assets in the Consolidated Swtement of Financial Posinen ot December 31, 2004 were 5731 mullion and 54681
millaon, respectively,

{4) The gross balances of denvative labilities contained within other accrued expenses and liabalities, and other liabilities
i the Conselidated Statement of Financial Position at December 31, 2004 were 5165 million and 531 mallion,
respectively.

(5} Available-for-sale securitnes with carrying values that approximate fur value,

{6} If derivanive exposures covered by o qualifying master netting agreement had been netted in the Consolidated Searement
of Financial Position, the total denvanive asset and lability positions would have been reduced by 347 million ench,

There were no transfers between Levels | and 2 for the vear ended December 31, 20015, During the vear ended

December 31, 2004, the company transferred trading secumty mrvestments valued st 574 milhon from Level 2w Level |
dise 10 the expiration of cenain regulatory restnictions.

Financial Assets and Liabilities Not Measored at Fair Valoe

Shor-Term Receirvables and Pavables

Notes and oaher accoums receivable and siher investmems are financial assets with carrying values that approximace fair
walise. Accounis pavable, other acemiad expenses and short-term debt {excluding the curent portion of long-term debt) are
financial liabilities with camying values that approximate fair vabee. If measured an fair valoe in the financial ssaements,
these fimancial mstrumsents would be classified oz Level 3 in the fair value hierarchy.

Loans and Long-Term Recenables

Fair values are based on discounted lunere cash Nows wsing currem mnerest res offered For simitar loans 1o clients with
similar credit rmatings for the same remaiming matunties, At December 11, 2005 and 2004, the difference beiween the
carrying anwast angd estimated Gur value for loans and bong-term recenvables was immatenal, IF measared at far value m
the financial statements, these financial instruments would be classified as Level 3 in the fair value hierarchy.
Long-Term Dbt

Fmir value of publicly traded bong-tesm debs 15 hased on quoted market pnces for the identical hability when traded s an
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assel inan active market. For other long-term debt for which a quoted market price is nol available, an expecied present
value technique that wees mies currently available 1o the company for debt with similar terms snd remaining matrities is
wsed 1o estimate fair value. The carrying amownt of long-term debt i1s 333,428 million and 534,991 million and the
estimated fair valae 15 535220 million and 337 524 million ot December 31, 2005 and 2014, respectively. IF measured at

fair value in the financial statements, long-term debe {including the carrens portion) would be classified os Level 2 in the
I'|:|.1r \.'u.1|||.- hlmn;hy

83

389/486



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

Dbt and Marketable Equity Secarities

The company s cash equivalents and curremt det securities are considered avilable-for-sale and recorded at farr valse,
which is mot materially different from carrying value, in the Consolidated Statement of Financial Position

The following tables summanze the company’s noncurrent debt and marketable equity secunties which are also
consilered available-for-sale uned recorded wt fair value m the Consolikated Sttement of Financial Position,

{5 in mallions)

Groas Girws
Adjursted Vnrealieed Unervalized Fuir
Al Dicombeer 31, 101 5; Coi Gains Losaes Valur
Dbt securities—noncurrent 1) 5 5 5 3 5 — § 8
Available-for-sale equity investments (1) 5 186 5 6 5 o 5 192
{1} Included within investiments and sundry wsseiz o the Consolidaied Statement of Finoncml Position,
{5 n mllpons)
Gross Girws
Ml wwtedd Unrealized Unreallized Fair
Al Decemibser 31, 1014: ol Galns Liosaes Value
Deb secunities—noncurrent (1) 3 T 5 35 — % ]
Avmibable-for-sale equity investments (1) 5 i 13 il s 243

{1} Included within investments and sundry sssets i the Consolidated Statement of Financial Position.

Duning the fourth quarter of 2014, the company acquired equity securties in conjunction with the sale of System x business
which are classified as avalable.for-sale secunities. Based om an evaluation of available evidence as of December 31, 2005,
the company recorded an other-than-semporary mpairment due to the duration and extent of the decline in fair value of
these securines. The impairment charge of 586 million was recorded in other (income) and expense i the Consolidated
Statement of Eammys, The adpusted cost basts of these secunties was 3183 million as of December 31, 2015,

Sales of debt and wvmilable-for-sale equity mvestments dunng the penod were as follows:

15 in mallons)

Far the year omdol Decomber 312 L E FLIL 013

Proceeds 5 8 s a ¥ 41
Ciross sealized pains (before taxes) 1 1] 13
Gross realized losses (hefore tices) | 5 5

The after-tax net unrealized gains(losses) on available-for-sabe debt and equity securities than have been ingluded in other
comprehensive income{loss) and the after-tax net (gains)losses reclassified from accumulated other comprehensive
meomeloss) o net incame were as follows:

{5 in rmallions)
Faer the year radol December 310 s 4

Met unrealized gainsd losses) ansmg during the penod. 5 33 s (18}
MWeq unrealized (gainsylosses reclassified o net income® 23 E

*  Includes pre-tax writedowns of 586 million in 2015, There were no writedowns in 2014,
The contractual matunties of substantially all avalable-for-sale debt secunitics are less than one year at December 31, 201 5.
Derivative Financial Instruments

The company operates in muluple funcuional currencies and is a sigmificant lender and borrower in the global markets. In
the normal course of butingss, the company 18 exposed to the impact of interest rate changes and foreign currency

390/486



EDINETOOOO

OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

Muctuations, and to a besser exient equity and commodity price changes and clieat eredin sk, The company limits these
nisks by following cstablished risk management policies and procedures, including the use of derivatives, and, where cost
effective, financing with debt in the currencies in which assets are denominated. For interest rate exposures, denivatives ane
used 10 bener align mee movements between the interest res associnted with the company s lease and other financial
assets and the interest rates associated with its financing debt. Denvatives are also used 1o manage the related cost of deba
For foreign curmency expasures, denvatives are used 1o bedter manage the cash flow volatity arsing from foreign
exchange rate fluctantions.
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As a resubl of the use of denvative instruments, the company is exposed 1o the risk that counterpartics 1o denivative
contracts will fail to meet their contractaal obligations. To mitigate the coumerpany credit risk, the company has a policy
of anly entering it contracts with carefully selected major fimancial matitutions based upon their overall eredin profile
The company s established policies and procedures for mitigating credit nisk on principal transactions include reviewing
and establestong limits for credit exposure mud contmunlly assessing the credatworthiness of cownterparties. The nght of set-
ofF that exists under certain of these arrangements enables the legal entities of the company subject 1o the armangement o
et mmeuns: due o and from the counterparty reducimg the maximum loss from credn nsk in the event of counterparty
e fmul

The company is also a party 1o collateral security arrangements with most of its major derivative counterparties. These
armngements requine the company 10 bold or post collmernl (cash or LS. Treasury securitics) when the derivative far
values exceed contractually established ihresholds. Posting thresholds can be fixed or can vary based on credit defauli swap
pricing or credit mtings received from the major credit agencies, The agoregate fair value of all devivative instruments
under these collmteralized arrangemients that were in a linbality position at December 31, 2015 and 20014 was 528 million
and $21 million, respectively, for which no collnteral was posted mt either date, Full collateralization of these apreements
would be required in the event that the company s credit rating falls below investment prade or if its credit default swap
spread exceeds 250 basis points, as applicable, pursuant 1o the terms of the collateral secunity arrangements. The aggregate
fuir value of dervative instruments i net asset pesitions as of December 31, 2005 and 2014 was 3994 mullon and 51,432
amillien, respectively. This ameant represens the maximum exposure o loss ai the reporting date as a result of the
counterparties failing to perform as contracied. This exposure was reduced by 5139 mallon and 597 mllion o
December 31, 2005 and 2014, respectively, of liabilitees included in masier netling arrangements with (hose counlerpartnes,
Additionally, at December 31, 2015 and 2014, this exposure was reduced by 590 million and 3457 mallion of cash
collateral and 540 million and 531 million of non-cash eollateral i LS, Treasury securities, respectively, mesived by the
company. At December 31, 2005 and 2014, the net exposure related 1o derivative assets recorded in the Statement of
Financial Position was 5726 million and 5817 million, respectively. At December 31, 2015 and 2014, the net amoant
related 1o denvative liabilinies recorded in the Statement of Financial Posion was 347 million and $99 million,
respectively.

In the Consolidated Statement of Financial Posinon, the company does not offset denvative assets against abilities in
master nettmg arramgensents nor does it offset recervables or pavables recogmized upon pavment or receipt of cash
collateral against the fur values of the related derivative insirements, No amount was recognized in other receivables a
December 31, 2005 and 2014 for the nght 1o reclaim cash collaeral. The amount recogniesd n accounts payable for the
obligation 1o return cash collateral otaled $90 million and $487 million at December 31, 2015 and 2014, respectively. The
company restricls e wse of cash collateral recenved 10 rebvpethecation, and therefore reponts it m prepand expenses and
oither current assets in the Consolidated Statement of Financial Position. Mo amount was rehypothecated at December 31,
2005 amd 2004,

The company may employ denvative instruments 1o hedge the volanhty in stockhobders’ equity resultimg from changes
in currency exchange rates of significant foreign subsidiaries of the company with respact 1o the LS. dollar. These
instruments, designated as nel mvestment hedges, expose the company 1o liguadity risk as the derivatives have an
immediate cash flow impact upon maturity which is not offset by a cash flow from the translation of the underlying hedged
equity. The company monitors this cash loss potential on an ongomg basis, and may discontines some of these hedging
relanonships by de-desiwmaning or terminanng the denvative instrument in onder o manage the hguidity nisk. Although not
desumnted as aceountuing hedwes, the conpany may ubilize dervatives 1o olfset the changes wi the fair value of the de-
designated mstruments from the date of de-designation unnl matunty.

In its hedging programs, the company uses [orward contracts, futures contracts, leresl-rale SWaps, CrOss-CUTEncy
swaps and options depending upon the undetlying exposure. The company is not & party 10 leveraged derivative
instrumens

A bref desenipiion of the major hedging programs, categorized by underdying risk_ follows
Imterest Rate Risk
Fixed and Variable Rate Borrowings
The company ssues debt m the ghobal capatal markets, prncipally o fund its financing lease and loan portfoho. Access (o
cost-elfective lancing can resuli m inberest rate mismatches with the underlying asseis. To manage these misnsatches amd
1o reduce overall interest cost, the company uses migrest mie swaps 1o convert speci i lxed-rate debt 1ssuances oo
variable-rate debt (e, fair value hedges) and to conven specific vanable-rate debit issuances into fixed-rave debi (1.2, cash

flow hedges), At December 31, 2005 and 2014, the total notional amount of the company's interest mie swaps was 57,3
billion and 558 bhillion, respectively. The weighted-average rensaining maturity of these instrumenis at Decomber 31, 2015
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and 2004 was approximately 7.2 vears and 8.7 vears, respectively
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Forecasted Debi lssnance

The company s expasad to interest rate volntiley on future debt issuances, To manage this nsk, the company may use
forward-starting interest rate swaps 10 lock in the mace on the interest payments related 1o the forecasted debt ssuance.
These swaps are accounted for as cash Now hedges. The company did not have any denvative instnaments relitmg to this
program outstanding at December 31, 2015 and 2014,

At December 31, 2005 and 2004, net pains of less than $1 million (befone taxes), respectively, wene recorded in
aceumulated other conprebensive income{loss} in connection with cash fMow hedges of the company”s borrowimgs. Within
these amounts, less than $1 million of gains, respectively, are expected 1o be reclassified o net income within the next 12
moaths, providiog an offsetting economic impact agninst the underbang wansactions

Foreign Exchange Risk

Long-Term Investments in Foreign Subsidiarics
(Met Investment)

A lmrge porteon of the company's foreign currency denominated debt portfolio 15 desigmated as a edge of net investment m
foreign subsidianes 1o reduce the valatlity in siockholders’ equity caused by changes in foreign currency exchange rles m
the functional currency of majer forelum subsidiarses with respect 1o the U5, dollar. The company alse uses cross-curmency
swaps and Foreign exchange forwaid coiracts for this fsk management purpose, AL December 31, 2015 aind 2014, the total
notional amount of denvative mstruments designated as net invesiment hedges was $5.5 ballion and $2.2 billion,
respectively, The weighted-average remamning mawrity of these instremenis a1 December 31, 2005 and 2004 was
approximately 0.2 years for bath periods.

Anticipated Royaltics and Cost Transactions

The company s operations generate significant nonfunctional curmency, third-party vendor payments and interconipany
ravments for royaltees and goads and services amaong the company s non-L1.5. subsidianes and with the parem company. In
anticrpation of these foreign curmmency cash flows and m view of the volatility of thie currency murkess, the company
selecuively emplovs foreign exchange forward contracts o manage its currency nisk. These forward contracts are accounted
for as cash flow hedges. The maximurm length of tme over whach the compsny 1s hedginge s exposure (o e vanatality in
future cash Mows is four years. At December 31, 2005 and 2004, the 1ol notional smount of forward contracts designated
as cash Bow hedges of forecasted rovalty and cost ransactions was $8.2 billon and 593 Wallion, respectively, with a
weighted-average remaining matunty of 07 years for both penods.

At December 31, 2005 and 2014, in connection with cash flow hedges of anticipated royaltics and cost transactions, the
company reeorded net grins of 3147 million and net guins of S602 million (hefore taxes), respectively, m nconmulated
other comprehensive imcome(loss). Within these amounts 5121 million of gains and 5572 million of gains, respectively,
are expected to be reclassified 10 net income within the next 12 months, providing an offsetting economic impact against
the underlyimg anticipated transactions.

Foreign Currency Denominated Borrowings

The company is exposed to exchange rate volanlity on foreign cumrency denominated debt. To manage this nsk, the
company emplovs cross-currency swaps o convert Nxed-rate foreion currency denominated debt o fxed-rate debd
denomimated m the functional eurrency of the bormowing entity. These swaps are accounted for as cash Mow hedges, The
maximum length of time over which the company hedees its exposure 1o the variability in Ruiture cash Mows is
approsimately seven years. At Diecember 31, 200 5 and December 31, 2004, no amounts were outstandimg under this
roEram,

At Dhzcember 31, 2005 and 2004, in connection with cash flow hedges of foreign curmency denominated borrowings, the
company recorded net bosses of 52 million (before taxes), respectively, in accumulated other comprehensive mcome(loss).

Within these amounts, less than 1 million of losses, respectively, are expected 1o be reclassified to net meome withan the
next 12 months, providing an of fseiting economic impact against the underlying exposure.

Subsidiary Cash and Forcign Currency
Asset/Linbility Management

The company uses its Global Treasury Conters to manage the cash of nis subsidianes. These conters principally use
cummency swaps to comven cash flows in a cost-effective manner. In addition, the company uses foreign exchange forward
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contracts to economically hedge, an a net basis, (e foreign curreney exposure of a portion of the company's noafunctional
cumency assets and liabilitees. The terms of these forward and swap contracts are generally less than one year. The changes
in the fair values of these contracts and of the underlying hedoed exposures are generally offserting and are recorded in
other {income) and expense in the Consolidnied Statement of Eamings. At December 31, 2012 and 2014, the total notional
amount of derivative instruments in economic hedgpes of foreign cumency exposure was $1 1.7 billion and 513.1 hillion,

respectively.
Equity Risk Manugement

The company 5 exposed o market price changes m cenmn brosd morket incices mmd in the company’s own stock primanly
related 1o certain obligations to employees. Changes in the overall valee of these employes compensation obligations are
recorded in SG&A expenae in the Consolidated Stement of Enrnings. Although not designuned as nccounting hedges, the
company utilizes denivatrves, including equity swaps and futures, io cconomically bedge the exposures related o its
ermployee compensation obligations. The derivatives are linked o the total return on certun brod market indices or the
todal return on the company’s conumen stock. They are recorded at fair value with gains or losses also reported in SG&A
expense in the Consolidated Statement of Earmings. At December 31, 2005 and 2004, the total national amount of
derivative instruments in economic hedges of these compensation obligations was 51.2 billion and $1.3 billion,
respectively,
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The company may held warmms to purchase shares of common stock in connection with vanous investmenns that ane
deemed denvatives because they contain net share or net cash senlement provisions. The company records the changes in
the farr value of these warrants m other (incoane ) and expense in the Consolidated Sttement of Enmings. The company did
ot have any warrants qualifying as denivanves outstanding a1 December 31, 2015 and 2014,

The company s exposed o & potental loss i a client fals to pay amounts due under contractual terms. The companry
may wiiliee credit defdt swaps o economically bedge its credin exposures, These derivanives have terms of one vear or
less, The swaps are recorded at fair value with gains and losses reported in other {income} and expense in the Consolidated
Sttement of Earnimgs, The company did not have any denvative instruments relating to this program outstamding an
December 31, 2005 and 2014,

The company is exposed 1o market volatility on certain invesiment securities. The company may wilize opticns or
forwards to econnmically hedpe its market exposare, The derivatives are recorded at fair value with grins and losses
reporied in other {income) and expense i the Consolidated Statement of Eamings. At December 31, 2005 and 2014, the
1otal notional amount of derivatve instmuments m economec bedzes of investment securities was less than 50,1 billion for

bath periods.

The follewmy tbles provide a quantstaiyve summary of the denvative and non-denvanve imstrument-related nsk
inanagement activity as of Decentber 31, 2015 and 2004, as well as for e vears snded December 31, 2005, 2004 and

2013, respectively.

Fair Valees of Derivative Instruments in the Consolidated Statement of Financial Position

15 in millions)

Al Devemibeer X0

Desagnated as heduing
instnomenis
Interest rate contracts

Forengn exchange
contructs

Mot designated as
hedging instruments

Foreign exchange
contrmcts

Equity contracts

Toml debt designnted as
hedging instruments
Short=term debt
Long-term deds

Fair Valie of Derivative Assels

ikalance Sheet
Elasakflearion

Prepaid expenses and
orher curment assets
Investments and
sundry nssets

Prepaid expenses and
other curment nssets
Invesiments and
sundry nssets

Fair value of
derivative pssels

Prepand expenses and
other curment assets
Investments and
sundry assets

Prepard expenses and
other curment asse1s
Invesunenis and
sundry assets

Fair value of
derivative assets

oS

197

136

NA
NiA

63l

£ 1280
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Fair Vabur of Derivative Liakilities

Iislance Sheet
Elassiflcaiion

Other accrued
expenses and
liabilities

Other liahilities
Other nocrued
expenses and
liabilines

Other habilines
Fair value ol
derivative linbilities

Other accrucd
EXpenses
ol habilines

Other habilities
Olser accrued
expenses and
liabiliges

Dther linbilities
Fair value ol
derivative liabilities

mis

19

014
5 0
50
2N
5 [
5 Im
4
14
5
5 125
5 0
5 174
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Total § 994 § 432 § BRI 5 T.aage

* Reclassified 1o reflect adoption of the FASE guidance on debt issuance costs in consolidated financinl statements. Refier
o note B, “Accounting Clanges.” for additionnl informntion

NIA—Mor applicable
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The Effect of Derivative Instruments in the Consolidated Statement of Earnings

15 i millions)
Craim!f Lana ) Recegnbeed in Esrmings
Cansnlidated Airibwiahle in Risk
Sralemend of Hevogniend un Derivadivesi 1) Heing Hedpel|2)
Far the year emdeil Decomber 31 Earnings Line Dens bLTES L p i R} s o4 ok
Derivative instruments in fair value
hedges{5)
Imterest rate contracts Costof inancing S5 10B 5 231 § (109 & (1) § (127) & 202
Interest expense o4 206 (74) {n (H14) 138
Dervative insEruments not
designated as hedging instraments
[
Oiher (meome) aid
Foreign exchange contracts Expense 127 (776 (328) NiA MIA NFA
Ohier {mconse) and
Interest rate contracts eapense {1 34 — NiA MIA MNIA
Equity contracts SG&A expense an 51 164 NiA MiA NFA
Ouher {meome) and
CXpEnse (") (9% - NiA MiA BIA
Total § 291 5 (263) 5 (4T 5§ (1) § (241) § M0

15 in mallions)

ik ¥ Lania ) Hevwgnleed b6 Earalag sid Ouber Osinproiciihic Dioamie

§ oimalidessd FaclTewiinvmens anid
Effeciive Featlen Smiemenl of EfMeciive Pariion Amerumis Excloded from
Wrveguiered bm 001 Earulings Liss Hem Hevlansilel From AUT Eiffeveh raess Testhupl Y
Foar ther yoar el Deeembier 312 LS Ly i3 mas a4 L s I FLAR]
Tiefivatree Esinment in b Tes
Ealpey
loicie Fake SonERcty L] —_ % 3 Bmlcrosl expone: ¥ [ il L] — & 5
A b oo el
Vorcagm exchempe conteacts e 5% 4t cxpe el | e L4 L (il L]
ot uf wales (L] ({E]} 144} — = =
SO, upons (224 (L] L] _ - -
Irtremenis i el vesimend bedgos 4]
Fispeign e hompe cordracis L] 1.1s i lmierest cxponse — FES o 13
Tirtal $ouaT % Roms 3 e * AT % TR 1T R d8 % (ks J

(11 Vs ammrward oo buden sy 1 shean G vatass of Lhe dermoalinvg mitramssts m L vakes hedpmg retahonsiips and e pennds scemial 1ne coupos paymssis negid
umsler | b sdevivammn e gamirsis

031 T o s budees Basis scyenimenis & e ssrvmg vades of i Beuped viom reeorded demng W peraosd and amesrtsion of bams sdpsimenis rosondid on de-doagmaied
hedging relatinsban darng the pemind.

007 Var st oof, g | ) oorgiTmnesd i et reprvsemits. mial Bt amess on hedps nelstiadm

047 T i el mveste bedpes inesle denivative sl reaSerivelive assanems

057 Fow o vomr onslod Dvcomes 51, 3003 mad Decpnber 31, 2004, (sy valisr hodges pevadiod i s fse af 32 millon snd s pesof %4 mallon in e (festivenos, mmpcevaly
Thare wonw ma mmimars revorced w e ffectivenes on G velue bodges for e veer smiled [eormsher 11, 200

WA Nl applicable
For the 12 months ending December 31, 2015, 2014 and 2013, there were no significant gains or lesses recognized in
enrmings representing bedge ineffectiveness ar excluded from the assessment of hedge effectiveness (for fair value ledges),

or associated with an underlying exposure that did not ar was not expected to occur (for cash flow hedpes); nor are there
any anticipated i the pormal course of business
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NOTE E.
INVENTORIES
{5 in millions)

AL Dhemibser 312 I E] T4
Finishied goods 3 351 S 430
Work m process and raw materials L1 1.674
p 5 1551 § 2,103

NOTEF.
FINANCING RECEIVABLES

The following table presents financing receivables, net of pllow-ances for credit losses, including residual values.

{5 in millipins)
Al Deoember 31: s otd
Current
Met ivestment i sales-tvpe and disect iinancug leases 5 3057 5 3781
Commercinl fimancing receivables 8048 8423
Client loan and installment payment receivables (baans) 7015 Th3l
Total 5 19,020 5 19835
Nomcurrent
Met investment in sales-type and direct financmy leases 5 4500 8 4449
Client loan and installment payment receivables (loans) 5512 b Gb0
Tatal 5 10013 5 11,109

Net investment i sales-tvpe and disect financmg beases relates peincipally wo the company s systems products and are for
tenms ranging generally from two o six years. Net imvestment in sabes-type and direct financing leases includes
unguaranteed residual valugs of 5645 mallion and 5671 mullion at December 31, 2005 and 2014, respectively, and is
reflected niet of uncarned imcome of $536 million and 3517 million, and net of the allowance for credit losses of 8213
million and S1635 mallion nt those dates, respectively, Scheduled maturings of minimum lease pavments outstandimg at
December 31, 2015, expressed as o percemape of the total, are approsimately: 2016, 44 percent; 2007, 27 percent; 2018, 18
percent; 2019, & percent; and 2020 and bevond, 3 percem

Commercial fimmeimg recevables, net of allowance for eredit losses of $19 millon and $17 milhon at December 31,
2013 and 2004, respectively, relate pnimarily to mventory and accounts receivable financing for dealers and remarketers of
IBM and OEM products. Payment terms for inventory and accounts recervable finaneing genemally range from 30 to 90
days.

Client loan and installment payment receivables {laans), net of allowance for credin losses of 377 million and $3%6
million 8t December 31, 2005 and 2014, respoctively, are loans that are provided primarily to clients to finance the
pisrchase of hardware, software and services. Payiment tevms on these fimncing armangements are penerally for teris up to
SCVEN YCATS.

Client loan and installment payment financing contracts are priced independently ar competitive market rates. The
company has a history of enforeing these financing agreements.

The company utilizes cenain of its financing receivables as collateral for nonrecourse borrowings. Financing receivables
pledged as collateral for borrowangs were 3545 mlieon wwd 3642 mallion ot December 31, 2015 and 2014, respectively.
Thiese bormowings are included i note 1, “"Borrowings,” on pages ™ o 96,

T'he company dad not lave any financog receivables beld for sabe as of December 31, 2015 and 2004
Financing Receivables by Portlolio Segment

The following tnbles present Anancing receivables on a gross basis, exclhuding the allowance for eredit losses and residual
value, by portfolio sepment ond by class, excluding commercin] fimancing receivahles and other miscellancons financing
receivables ai December 31, 2015 and 20014, The company determines is allowance for credii losses based on two portfolio
segments: lease receivables and boan receivables, and further sepments the portfolio inte two classes: major markets and

prowih markes.
15 i mmallons)
Mllajor Cirnwils
Al December 31, 1015; Wlarkets Markets Tousl
Financing receivables
Lease receivables 1 5517 § 1,524 & 7041
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Loan receivables 2,730 3,165 12,904
Ending balance 5 15,256 § 4,689 5 19,945
Collectively evaheated for imparrment 5 15180 § 4,227 § 19,406
Individually evaluated for impaimment L1 76 § 462 § 539
Allowance for eredit losses
Beginning balance af January 1, 20015

Lease receivables 5 32 5 133 5 165

Lasun recevables T4 n7 396
Tatal 5 1 s 450 % Sal

Write-offs {14} (48} [62)

Prowvision 0 112 141

Oithier (%) (43) (51)
Ending balance at December 31, 20015 5 e 5 481 § 590

Lease receivables 5 5 § 188 8 b K

Loan receivables 5 B3 5 93 § a7
Collectively evaluated for imparrment 5 43 5 a5 7%
Indrvidually evalsated for mmpamment L1 65 5 445 5 s11
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1S in mallions)

Majur Crowith

Al Drormbeer 3, D0id: Markets Markets Totsl
Financing receivables
Lease recervables £ 5T02 § 1,943 % 7645
Loan receivables 10,049 4,639 14,687
Ending balinece £ 15751 S 6581 % 22332
Collectively evaluated for impaimment $ 15,665 § 6,156 § 21,821
Individhually evaluated for imparment 1 B 5 a5 3 511
Allowance for credit losses
Beginning balance ot January 1, 20014
Lease recervables L1 42 5 B0 S 123
Loan receivables 95 147 242
Total 4 137 § 21808 365
Write-nffs (18} [L:1] (24)
Provision 3 240 243
Oither (12) {1} {23)
Ending bulance st December 31, 2014 L4 1 s 450 % 561
Lease receivables 5 2 5 133 % 165
Loan receivables 5§ ™5 317 5 306
Collectively evalwated for impainment 5 42 5 19 5 &1
Individually evaluated for impaimment 5 - 411 5 450

When determiming the allowances, finongimy recervables are evaluated either on an mdivadual or o collective basis. For
imdividually evaluated receivables, the company determines the expected cash flow for the receivable and calculates an
estimate of the potential loss and the probabiliny of loss, For those accounts i which the loss 15 probable, the company
records a specific reserve. In addition, the companmy records an unallocated reserve that is caleulated by applying a reserve
e b0 its difTesent posifolios, excluding sccounts thal have been specifically reserved. This reserve rte is based upon
credit rating, probability of default, term, charactenstics (lease/loan) and loss history.

Financing Hecelvables on Non-Acerual Status

The followime table presents the reconded investment in financing recervables which were on non-acorunl statuws ar
December 31, 2005 and 2014,

{5 in millions)

Al Drwrmbser 30 HILS 4
Mapor markels -1 K 13
Growth markeis (2] 40
Total lease receivables 5 65 5 53
Mapor markets 5 13 5 27
Growih markets o 151
Total lean receivables 5 14 5 178
Toinl receivables 5 168 5§ 231
Impaired Loans

The company conseders any loan with an individually evaluated reserve as an impaired loan. Depending on the level of
impairment, loans will also be placed on o non-accrun] stas. The following tables present impaired client loan recevables
ar Decernber 31, 2005 and 2014,

15 in millions)

Recomled Helsled
AL Devembier 31, 1015 Investmenl Al amee
Mapor markeis 5 50 3 47
Growth markeis i 184
Total 5 M7 5 a3

15 in mallns)
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Mapor markets
Grrovvth markers

Total
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Recomled Related
Investment Albswanie

5 4 5 47
290 293
5 353 5 340
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15 in millsons)

Imteresd
Income
Average Imlzrest Rrengnisal
Heoorded I nome an Cash
Far the vear emded December 31, 2014 Ieveuiment Recognireil Hasks
Mapor markets 5 51 5 ns —
Growith markels s o —
Total ] 37T 5 b3 —_
15 in rmallions)
Interest
Income
Average Imlzrest Recognissd
Hevorded T i an sk
Fasr the year rmdind Dvsember 31, 2014 Imvrumcnl Rrcognkird Basiv
Mapor markets $ 68§ 8.8 -_
Crrowith markets 208 ] =
Tatal L1 b 4% =

Credit Quality Indicators

The company s credit quality indicators, which are hased on rating agency daa, publicly available information and

mformatien provided by customers. are reviewed penodically based on the relative level of nsk. The resulting indicators
are a numerical ratng system that maps o Moody's Investors Service credit ranngs as shown below. The company uses
mformation provided by Moody's, where available, us one of many inputs in its determination of cestomer credit rting.

The tables preseni the gross recorded investment for each class of receivables, by eredit quality indicator, at
December 31, 2005 and 2014, Recervables with a credu quality indicator ranging from Aan 1o Baald are consadened
investment grade. All sthers are considered non-investment grade. The credit quality indicators do mot reflect mitigation
actions that the company may take 1o tranafer credit risk (o third parties

Lewse Reccivables

{5 in millions)

Major Lirawih
Al Devembser 51, DODS: Markels Markels
Credit rating
Aua — Aal 5 53 5 30
Al —A3 1324 162
Banl — Baa3 1.4%3 J12
Bal — BaZ2 1214 352
Bal — D] =13 £T7
B2 —B3 403 115
Can - I A3 BT
Total 5 5517 § 1524

Loan Heceivables

15 in mallions)

Major Grewili
Al Dogembser 31, 2005; Markeis Markels
Credt rating
Anpa — And 5 40 5 f
Al —A3 2338 136
Baal — Baai 2635 BiX
Bal — Ba2 143 732
Bal — BI s 576
B2—B3 m 447
Cap —D 50 181
Tatal 5 9,730 § 3165

At December 31, 2015, the indusinies which made up Global Financing's receivables porifolio consisted of: Financial (36
percent), Manufactuning ( 14 percent), Government (|| percent), Services (1 | percent), Retail (9 percem), Communications
{7 percent), Henltheare (6 percenth and Other (6 percent).

Lease Receivables
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{5 in millbons)

Major Crownth
Al Decombser 31, J004: Markrs Markits
Credit rating
Ans — Aal ] M3 % A5
Al — A3 1,384 178
Baal — Baa3 1,704 L]
Bal — Bal 1.154 212
Ba3 — Bl 470 ]
Bl— B3 372 176
Caan— D 35 Lk
Taotal 1 5102 8 1,241

1
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Loan Receivables

15 in millions)

Major CGrawih
Al Dooembser 31, I004; Markes Markeis
Credit rating
Aaa — Aal 5 w3 5 (§1H]
Al —A3 2438 425
Baal — Baal 3,003 2,148
Bal — BaZ 2034 649
Bal — B 827 GE3
B2 —B3 635 420
Can D L 3
Total - 10,049 5 4,639

At December 31, 2014, the industnes which made up Glodal Financing's recevables ponfolio consested of) Financaal (40
percenth, Manvufactuning (14 percent), Government (13 percent), Services (9 percent ), Retuil (8 percent), Communications
ity pereent), Healtheare (5 percenth and Other (5 percem).

Past Iae Finnncing Heceivables

{5 in millions)

Hexorded
Tostal Tndal Imveviment

Past Due Flnameing =9 Days
Al Dgwimbser 31, 201S: = 0 Dhays® Cupival Hegetvahibes asil Adcrilag
Mapor markets 5 5.5 5512 § 5517 § 5
Girowth markets El] 1,494 1,524 13
Taotal lease receivables 5 35 5 7006 S 741 5 19
Mapor markeis 5 75 9732 S 2730 § 7
Growth markets: ]| 3134 3165 14
Total lsan receivables 5 3B 5 12,806 S 1204 8 2
Total 5 T3 5 %872 § 19045 § 40
* Docs not include accounts that are fully reserved.
{5 in millinas)

Hegomded
Totnl Todal Invesiment

Fast Duie Financing =0 Dhays
Al Becomberr 30, Jl04: i Dhays® Current Heecivahles amil Accribag
Mapor markets 5 65 5606 § 5002 § ]
Grrowih markeis iz 1,911 1,943 14
Taotal lease receivables 5 -3 Te07T S 745 5 20
Major markeis 5 o 5 1000 & Ioae % 9
Growth markets 35 4,603 4,639 18
Tatal loan receivahles 5 44 % 14643 % 14,687 % 27
Tatal 5 Bz 5 2x350 % 22332 5 47

* Does not include accounts that are fully reserved
Trouhled Debt Restructurings

The company assessed all restructurings that accwrred on or after Januwary 1, 2014 and determined that there wene no
sigmficant troubled debt restructunings for the vears ended December 31, 2014 and 20105

NOTE G.
PROPERTY, PLANT AND EQUIPMENT
{5 in mallions)

Al Dewombser 3¢ IS 14
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Lond and land improvements 5 558 % BT
Buildings and butlding improyvemints 6553 L R
Man, labomatory and office equipment 2116 27,388
Plamt and oiher property—aross 28,226 37,578
Less: Accumulnted depreciation 18051 27,500
Plant and aiher properiy—met 10,176 1078
Rental machines 1115 1,456
Less: Accumulated depreciation 68 Tal
Rental machines—net 551 93
Total—net 5 10,727 § 10,771
9
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I 2015, the company retired the assets ascocinted with the divestinge of the Microelectronics business mpacting hoth
plamt and other property— gross and acoumulated deprecintion

NOTE M.
INVESTMENTS AND SUUNDRY ASSETS

{5 0 mmallpors)

At Dwrmbser 31 015 014
Defersed transition and setup costs and other deferred armngements® -3 1624 S 1,527
Derivatives—aoncument Tz |
Allinnce mvestments

Equity method R a8

Mon-equity method 393 496
Prepaid sofrwane 173 332
Long-term depasits 156 300
Other receivables 516 509
Employee benefit-related 273 356
Prepatd mcome faxes 406 518
Other assels L | T05%=
Tatal 5 5187 5 5,520

* Deferred transition and setup costs and other deferred amangements are related to services client amangements. Refer io
note A, “Symificent Accounting Policies,” on page 68 for addional mformation,

** Reclassified 1o reflect adoption of the FASB guidance on debt issuance costs im consalidaied financial stxements. Refer
1o note B, “Accounting Changes,” for addinonal information

NOTE L
INTANGIBLE ASSETS INCLUDING GOOUWILL

Intangible Assets
The following tble detmls the company’s inangible asset balances by major asset class,

15 in millions)

faroas Net
Carrying Acvumiilaled Carrying
Al Dicembser 31, I0IS: A | A Eeati 4
Intnngible asset class
Capitalized softwane § 138 § (581) % TaT
Client relationships 1856 (927} 225
Completed teehnolony 2.0 {1.397) 1,564
Patentstradcmarks 235 {142} 193
Orher® 44 (1m 35
Total 5 6,543 & (3,057) 5 3487

* Chher intangnbles are primanly acquired proprictary and nonproprictary business processes, methodologics and systems.

{5 in millions)

[ =YY Ml
Carrving Axvumubated Carrying
Al Daiembser 31, 3004; Amuuml A rati A
Intangible asset closs
Capitalized soltware ] 1375 § {679} % (1]
Cliem relmionships 2,208 (1,271} 937
Completed technology 2,831 1,533) 1,298
Patentsirademarks 374 (214} (L
Oiheer® I8 [} 12
Total 1 6806 5 (3,702) % 3104
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* Ogher intangibles are primarily acquired proprietary and nonproprietary business processes, methodologies and sysiems,

The net carryimg amaunt of intangible assets mereased $383 million duning the vear ended December 31, 20015, primarily
dhise 1o intanpsible asset sdditions resulting from scquisitions, partially affser by amortization, There was no impairment of
intangible assets recorded in 2015 and 2014, The agyregate intangrible amortization expense was $1,193 mallion and $1,347
million for the years ended December 31, 2005 and 2014, respectively. In addition, in 2005 and 2014, respectively, the
company retired 51809 million and $724 million of fully amornized intangible assets, impacting both the gross camying
amount and accumulated amorzation by this amount,

The amortization expense for each of the five succeeding vears relating 1o miangible assets currently recorded m the
Consolidated Swtement of Financial Position is estimnied 1o be the fllowing at December 31, 2015,

LE
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20186
2017
018
2019
2020

Cooodwill

L
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Capltulieed Acqulred
Sadiwaie Intangibiles Torsl
426 5 760 % 1,185
156 650 906
£5 492 577
- 138 338
— 240 240

As described in Note T, “Sepment Information,” the company changed its reportable segments in January 2016, Goodwill
was assigned 1 the new reportable seamiems on a fair value allocation basis. The changes in the goodwill balances by
reportable segment, for the years ended December 31, 2005 anad 2014, are as Follows:

{5 in o lls)

Balance
January 1.

Hegnient 1%
Cognitive Solutions 5 15156
Global Busimess Services 4.555
Technolouy Services & Cloud

Plutfiorms 8373
Systems 1472
Tatal 5 556

*Primanly dnven by foreign currency trans|ation.

{5 in mallpons)

Balance
Janunry 1,

Begmenl nl4
Cogmtive Solations 5 15244
Global Busimess Services 4,855
Technology Services & Cloud

Platfiorms 9485
Syutems 16010
Total 5 3LIs4

*Primanly driven by foreign currency ranslation.

Fervign
Curromey
Purchane Tramdation Hislanir
Cuadwill Price Amil Other December 3,
Aol fibens Adjustmenis  Dlvestlures Ao |esiments® s
s 1.0 8 2 s 1% s (535) 15821
T4 0 [AN] {232) 4,594
1,087 {1y {7y (1) 10,156
410 [ s 133 i, 448
5 1,590 5 35 (26) 5  (1.0%G6) § 32,021
Farvign
Curromey
Porchece Tranalaibon Balanoe
Caondisill Prive Amil Other  December 31,
Athilithesns Al fusBriein s estdimres Ailjmvimmeaiy® Hil4
5 10 {12) 5 (14) 5 (A7) & 15156
= 0 (52} {248) 4555
131 16 i) (252) 9373
- —_ [RELT) {19) 1,472
5 M 5 4 5 (183} § (891} § 30556

Purchase price adjusmments recorded in 2015 and 2004 were related 1o acquisitions that were completed on or prior 1o
DPecember 31, 2004 or December 31, 20013, respectively, and wene still subject to the measurement perwod that ends at the
earlier of 12 months from the acquisition date or when information becomes available. There were no poodwill impairment
losses recorded during the full vear of 2013 or 2004 and the company has no accumulated impainment losses.

NOTE L
RORROWINGS

Short=Term Deht

{5 in mallionsg)

Al Diveanbecr 30

Comnsercial paper

Shori-ierm loans

Longsterm debi—current matunties

409/486
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Tatal 5 G461 5 5Tt

* Reclassified 1o reflect adoption of the FASE guidance on debt issuance costs in consolidated financial statements, Refier
to nate B, “Accounting Changes.” for additionn] informateon

The weighted-average interest rate for commercial paper at December 31, 2005 and 2014 was 0.4 percent and 0.1 percent,
respectively. The weighted-nverage interest mies for short-term loans was 5.2 percent and 4.0 percent at December 31,
2013 and 2004, respectively

L
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Long=Term Debi
Pre-Swap Borrowing

{5 1n m'i]liurlc.]

Al Drormbser 30 Malwrities s 4
LL5. dollar notes and debentures (average interest rile at
December 31, 2005);
1 80%% W6—2017 § 9351 $ 9254
134% 20182019 TS50 6,835
| 46% 20202021 ANy 6,555
235% 2012 1,904 1,000
1.3%% 023 1,500 1,500
163% 024 1000 2,000
T.00%% 2025 000 600
6.22% 2027 469 460
0,508 2028 EJE 3
5.88% 2032 600 400
5,008 2038 83 53
5600 2039 745 745
4,008 3043 1,107 1,107
T.00%% 2045 27 27
T.13% pli Al &1 13
0319 A1 404
Other currencies (average nterest rate af December 31, 2015, i
parentheses):
Euros (1.8%) 2016—2025 4,892 5463
Pound sterlmg (2.7%) 2017—2022 1555 1,176
Japanese ven (0.4%) 2017—2022 1,180 733
Swass francs (65.3%) 2020 9 162
Canmadian (2.2%) 017 Aol 432
Oither {13.8%5) 2016—20H) Sk 367
SB420 39,737
Less: net unamortized discount B8 253
Less: net unamortized debt issuance costs T4 gi==
Add: fair vahee adyustment® TH 792
38699 39 503%%
Less: current matanties 5271 4.601%
Total £ 33428 % 34,991

* The porhion of the company”s fixed-rate debe obliganons that s hedgpad 15 reflecied in the Consolidaed Statement of
Financial Position as an amount equal 1o the sum of the debt’s camying value plus a fair value adjustment representing
changes in the fair vahee of the hedged debt obligations atnbutable to movements in benchmark interest rates.

** Reclassified do reflect adoption of the FASB guidance on debt issuance costs m consalidated financial statements. Refer
w note B, “Accounting Changes.” for addhinonal information

25
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The company ‘s indenture governing its debt secunties and its various credit facilities each comtain significant covenants
which abligate the company to prompaly pay principal and interest, limit the aggregate amount of secured indebtedness and
sale and leasehack transactions to 10 percemt of the company's consolidated net tangible assets, and restrict the company's
ability 10 meree or conselidate unless certnin conditions are met. The credit facilities also include a covenant on the
company 't consoludated net inlerest expense rateo, which cannod be less than 2,20 to 1.0, as well as o crons defalt
provision with respect to other defaulied indebtedness of ar least 3300 million.

The company = m complance with all of ts sigmficant debd covenants and provides periodic certifications o its
lenders. The fulure to comply with its diebq covenants could constitute an event of defiult with respect 1o the debt 1o which
such provisions apply. If certmn evems of default were 1o ocour, the prncipal and mverest on the dets 1o whach such evem
of default applicd would become immediately due and payable.

Fost-Swap Borrowing (Long=Term Debt, Including Current Portion)

15 in millions)

s LT E
Fai the year conlol Doconiber 312 Amauni Average Hate Amonni Average Rate
Fixed-rate delbt 8 15499 JA41%S 27,180 3.09%
Flommg-rate debt® 13,199 0.%6% 12412 0.82%
Total 5 AR50 5 39,593

* Inclodes 57,338 oullon i 2005 and $5.839 mullion in 2014 of notional interest rate swaps that effectively convert
fixed-rate lomg-term debt ino floating-rate debt, (See note D, “Financial Instrumens,” on pages 84 through B8),

** Reclssified o reflect sdoption of the FASB guidance on debt issuance costs n consohdated financial statemems. Refer
o pote B, “Accouniing Changes,"” for additional information.

Pre-swap annual contractsal matunnes of loog-term debt outstanding ot [ecember 31, 2015, ane as follows:

15 in millions)

Tadal
el 111 5 5273
2017 5674
2018 4691
el 1R 4,003
2020 4,505
2021 amd beyodd 14,675
Total 5 ELERH
Interest on Debt
15 in millipns)
For the year emiled December 30 ks FLIEY il
Cost of linancing 5 B0 5 542 5§ 587
Inlerest expense 481 sl 405
Met investment derivative activity (13) ] (3)
Interest capitalized [} 4 22
Total interest paid and accrued 5 1,008 5 1010 3 Lo

Refer 1o the related discussion on page 127 in note T, “Segment Information,” for tetal interest expense of the Global
Finmmeing sepment. See note D, “Finuncial Instruments,” on pages 84 through 88 for a discession of the use of currency
and inicrest rake swaps in the company s debt nisk management program.

Lines of Credit

In 20015, the company extended the term of its five-year, $10 billion Credit Agreement (the “Credit Agrecment™) by one
yenr o Movember 10, 2020, The total expense recorded by the company related to this global enedit facility was $5.3
million in 2015, $5 4 million in 2004 and 35.4 million in 2012, The Credit Agreement permits the company and its
Subsidiary Borrowers to bortow up 1o 510 hillion on a revolving basis. Bormowings of the Subsidiary Borrowers will be
unconditionally backed by the company. The company may also, upon the agreement of either existing lenders, or of the
addinonal banks not currently party to the Credit Agreement, merease the commitments under the Credit Agreemem ap 1o
an additional $2.0 billion. Subject to certain terms of the Credit Agreement, the company and Subsidiary Borrowers may
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barrow, prepay and reborrow amouns wnder the Credit Agreement a1 any time during the Credin Agreement. Inierest rates
on borrowings under the Credit Agreement will be based on prevailing market interest mies, as further desernibed in the
Credit Agreement. The Credit Agreement contains customary representations and warranties, covenants, evenis of default,
and indemnification provisions. The company believes that circumstances thar might give nse to breach of these covenanis
ar an event of default, as specified in the Credit Agreement, are remote. As of Decernber 31, 2015, there were no
Iorrowangs by the company, or its subsidianes, under the Credit Agreement

The company also has other commirted lines of credit in some of the geographies which are not significant m the
apgregate, Interest rates and other terms of borrowing under these lines of cradit vary from country o country, depending
om local market conditions,

k]
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NOTE K.
OTHER LIABILITIES

A5 an milllvoris)

AL December 31 s w4
Income tx reserves 3 3150 % 3146
Excess 401{k) Mlus Plan 1445 1,658
Drisability benefis 5490 675
Dervative labilines 2 il
Special resiruciuring sCons Je2 43l
Warkforee reductions 407 460
Deferred taxes 53 pagns
Other taxes payable 50 7
Environments] accruals 70 240
Warramty accruals 53 a1
Asset retirement obligations 134 136
Aggansition related 200 50
Divestiiure relaied® 575 1,124
Other 19 LK L]
Total 5 2000 5 873139

* Primanily related 1o the divestire of the Microelectronics busingss.

** Reclassified to rellect adoption of the FASB guidance on deferred taxes in consolidaved fimancial statements. Refer w
note B, “Accounting Changes,” for addinonal mformation.

In response to changing business needs, the company periodically takes workforce reduction actions 1o improve
productivity, cost competitivencss and to rebalance skills. The noncurrent contractually obligated futuwre poyments.
nssocinted with these activities are rellected in the workforce reductions caption m the previous able.

In addimon, the company execnted cerain special restructuning-related actions prios to 2006, The previows table provides
the noncurrent liabilinies associsted with these special actions. Current liahalities are included in other acerued expenses and
lishilities in the Consolidated Statement of Financial Position and were immaterial at Decembser 31, 2015,

The noncurrent linbalities are workforee accruals related 1o temunated employees who are no longer working for the
company who were granted annual payments to supplement their incomes in certain countries. Depending on the individual
country s begol requarements, these required payments will contmue witil the former emploves begins receiving pension
benefils or passes away.

The company emplovs exiensive internal environmental protection programs that primanly are preventive i nature, The
company also participates i environmental assessments and ¢leanups at a number of locations, including operating
facilities, previously owned facilities and Superfund sites. The company s maximum exposure for all environmental
lighilities cannot be estimmed and no amounts have been recorded for non- AR envirommental liabalivies that are not
probable or estimable. The total amounts nccrued for non= ARD environmental habilines, includimg amounts classified ns
cument in the Consolidated Statement of Financial Positien, that do net reflect actual or amicipated insurance recoveries,
were 3283 mullion and 3254 millon m December 31, 200 5 and 2014, respectively. Estimated environmental costs are not
expected to materially affect the consolidated financial position or consolidated resulis of the company’s operations in
futre penoshs. lowever, estimntes of fubure costs are subpect to change due to protracied cleanug penods and chageing
environmenial remediation regulations.

As of December 31, 200 5, the company was unable o estimate the range of settlement dates and the relased probabihnes
for certain ashestos remediation ARDs, These conditional AROs are primanly related o the encapsulated structural
fireproofing that s not subject 1o abatement unless the baildmgs are demolished amd non-cncapsulated asbestos that the
company would remediate only if it performed major renovations of cenain existing buildings. Because these conditional
obligations have indeterminate setlement dates, the company could not develop a reasomable estimate of their fair valses.
The company will contimse 1o assess is ahility to estimate fair values at each future reponing date. The related Hability will
e recognized once sufficient addrional information becomes available. The total amounts accrued for ARO labilities,
including smounts classified as current in the Consolidated Sutement of Financial Position were 5166 million and 5180
inidllion ot Decerber 31, 2015 and 2014, respectively,

NOTE L.
EQUITY ACTIVITY
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The authorized capieal stock of IBM consists of 4,687 500,000 shares of comman stock with a § 20 per share par value, of
which %65, 728,725 shares were outstanding at Decomber 31, 2005 amd 150,000,000 shares of preferred stock with o 5.01
per share par value, none of which were outstanding a1 December 31, 2015

Stock Repurchases

The Board of Direciors mahonzes the company fo repurchase [BM common stock, The company repurchased 30,338 647
commen shares at & cost of $4,7001 mallion, 71,504,867 common shares at a cost of 513,395 million and 73,121,942
comman shares al o cost of $13,993 mallion in 2015, 2014 and 2013, repectively. These amwumts reflect tansactions
executed through Decembser 11 of cach vear. Actwal cash dishursensents lor repurchased shares may dilTer due to varving
settlement dotes for these transactions. Al December 31, 2005, 55563 oullion of Board comumon stock repurchase
authorzation was avatlable. The company plans w purchase shares on the open market or in private iransactions from ume
1o i, depending on market conditions

o7
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Oiher Siock Transactions

The company Bsued the followmng shares of commaon stock as par of its stock-hased compensation plans and employees
stock purchase plan: 6,013 8735 shares in 2005, 7.687,026 shares i 2014, and 9961, 389 shares in 200 3. The company
issued 1155558 treasury shares m 2005, 1,264,232 treasury shares in 2004 and 1 849 883 treasury shares in 2003, a5 a
result of restricted stock unit releases and exercises of stock options by employees of certain acquired businesses and by
non-LLS. emplovees, Also, as part of the company s stock -based compensation plans, 1,625 820 commuon shares at a cost of
S248 mullion, 1,313,569 commaen shires st a cost of 3236 million, and | 6dé 069 common shares at a cost of 5336 millon
in 2015, 2004 and 201 3, respectively, were remitied by emplovees o the company in erder to satisly mimmum statutory
1ax withholding requirements. These amounts are included in te treasury siock balance in the Consolidated Statement of
Finangial Pasition and the Consolidated Sttement of Changes in Equaty

Reclssifications and Taxes Related to lems of Other Comprehensive Income

{5 in millinie)

Before Tax Tax (Expemse) Netof Tax
Fasr the vear eaied December 31, 201%: Aminit Hemefit Aminisnt
(her comprehensive incomei{loss)
Foreign currency translation adjustments 5 (12T S (341) 5 {1,721}
Met changes related to available-Tor-sale securities
Unrealized gains'{losses) anising during the period 5 (54) 5 2l 5 (33
Reclassification of (gains)losses to other (income) and expense B {33) 53
Total net changes related (o available-for-sale securities 5 3T 5 (1) 5 mn
Unrealized gains/{losses) on cash Mow hedges
Unrealized gains/(losses) ansing dunng the perod 5 Gl 5 (218) § Agg
Reclassification of {gams i/ losses to!
Cost of sales {192) 57 [135)
SG&A expense (149) 43 (105}
Orther (income) and expense (T31) 181 (451}
Interest expense o o L
Total unrealized gains/losses) on cash Mow hedges 1 (454) S 162 % (292}
Retirement-related benefit plans (1)
Prior semvice costs'| credits) 1 [ 12) 8 4
et {Josses Vgaing anising during the peniod (2,963) 1,039 (1,915)
Curtbments and setelements 13 {9y M4
Amaortization of prior servece (credis)ooss (1o b (65)
Amsortezation of net { gams )/ losses 3,304 {1,080} 2223
Total retirement-related benefit plans 5 In 5 {17) 5 262
ther comprehensive incomey{loss) 5 (1,523) § (208) 5 {1,730}

(1) These AQC] components are incleded in the computation of net periodic pension cost, (See note 5, “Retirement-
Related Benefits.” for addiional mformation. )
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1S in mallions)

efore Tax, Tas (Expme) Nt of Fax
Fasr the vear emided Degomber 31, T014: Al Bemclil Amunznt
(iher comprehensive income{loss)
Foreign currency translation adjustments 5 (1.,636) § (438) 3 {2,074)
Net changes related io available-for-sale securities
Unrealized gains(losses) ansing dunng the perod 5 (29 5 11 5 (18)
Reclissification of (gansi/losses o other (mcoine) and expetise 5 2) k]
Total net changes related to available-for-sale securities § (24) § g % (15}
Unrealized gains/(losses) on cash Now hedges
Unrealized gams/{losses) ansing duning the penod $ Q58 5 (3410) 5 als
Reclassification of (gains)losses to:
Cost of sales 13 {7 s
SCz A cxpense (15) fi (9
Other (income) and expense (98] kL] (60K
Inierest expense I 1] 0
Total unrealized gains(losses) on cash Mow hedges ] Bol S {304) 8 557
Retirement-related benefit plans (1)
Prior service costs'| credits) 4 I 5 o0 % i
Mt {bosses ) gning arising during the period {9,799) 3433 (6,366)
Curtailments and settlements 24 17) 17
Amartization of prior service (credilsyoosts (114} 41 (73)
Ansortization of net {gams ) losses 2,531 (852) 1,678
Total retirement-related benefit plans 1 {7.35T) § 2615 % {4.742)
Diher comprehensive income/{loss) £ (8.156) § 1,883 % {6,274)

{1} These AOCT components are included in the computation of net peradic pension cost. (See note 5, “Retrement-
Felated Benefits,” for addinonal information. )

O
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1S in mallions)

efore Tax, Tas (Expme) Nt of Fax
Fasr the vear emided Degonber 31, TO13: Al Bemclil Amunznt
(iher comprehensive income{loss)
Foreign currency translation adjustments 5 (1,335) § (66} § {1,401)
Net changes related io available-for-sale securities
Unrealized gains(losses) ansing dunng the perod 5 (4) § 25 (3
Reclussification of (pans)/losses o other (mcoine) and expetise (B} 2 (5)
Subsequent changes in previously impaired secunties ansing
dunng the persod 4 i 3
Tatal net changes velated to available-for-sale sccarities ] (8} & 15 5
Unrealized guins/(losses) on cash Mow hedpes
Unrealized gains/{losses) ansing during the peniod 5 41 § (15} S 28
Reclssificaton of (gams)losses to:
Cost of sales k] (14} 21
SO&A expense (39) 14 (25)
Other (1ncome ) and expense (162) 62 (95)
Interest expense 0 a o
Total unrealized gainsi{losses) on cash Naw hedges s {123} § 47 5 (76}
Retirement-related benelit plans (1)
Prigr service costal| credits} £ 16 5 0 s 16
Mt { bosses ) gains ansing dunng the period 5,369 {1,974} 1,395
Curtaibments and seflensents (3) 1 (2
Amortization of prior serviee (ereditspoosts (114) 40 {75)
Amartition of net {gaimes)/loses 3490 (1,195) 2304
Total retirement-related benelit plans L1 8767 § (3,128) § 5,639
Oiher comprehensive income{loss) L1 7301 & (3144} % 4,157

{1} These AOCH components are mcluded in the computation of net penedic pension cost. (See note 5, “Retirement-
Relnted Benefite,” for additional informatiom. )

Accumulated Other Comprehensive IncomefiLoss) (net of tax)

{5 in malliomns)
Nt Change  Set Unrealized

et Unrealired Fareign Retirement=  CalnsiLewes)  Accumulsicd
Caabmss Lisses) Currensy Helated 0 Avsilabde- Chiher
wn Cash Flum Translatiom Hensfil Frer-Kaly Comprehensive
Heibges Adjusimemis® Flams Securitivy TIngome| Loss)
December 31, 2012 5 [90) S 1,733 & (27406) S 45 [25.759)
Other comprehensave income before
recinssifications 18 {1.400) 3400 0 2,036
Amount reclassified from accumulated other
comprehensive imcome {103) 1] 229 {5 2,121
Total change for the period (] {1,400) 5,639 {5} 4,157
December 31, 20013 (165) 3az (21,767} {n {21,602)
Other comprehensive incomie befoare
reclassifications Gl8 {2.074) (6.348) & {18} (7.822)
Amoumt reclassified from accumulated other
comprehensive inoome (6 1] 1,605 i 1,548
Total change for the period 557 {2,074) {4,742} {15} {6,274)
December 31, 20014 392 {1,742} (26,509 (15} [27.875)
Other comprehensave income befare
reclassifications 300 {1.721) (1.897) {33} (3.252)
Amount reclassified from accumulased other
comprehensive income (613 1] 2,158 &1 1.520
Toial change for the period (292) {1,721) 62 n (1,731}
December 31, 2015 5 e s (3463) §  (26,248) § 55 (29,607}
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* Foreign currency translation adjustments are presented gross excepl for any associated hedpes which are preseated net of
1%,
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NOTE M,
CONTINGENCIES AND COMMITMENTS

Contingencies

As a company with a subsiantal employee population and with clients in more than 175 countries, [IBM is involved, either
as plamtifY or defencant, 10 a8 vanety of ongong cluoms, demands, suts, investizations, s matters and procesdings that
arise from tme (o0 ime m the ordinary course of its business. The conspany is a leader in the informaton lechnology
mdustry and, a8 such, has been and will continue 1o be subject 10 cluims challengming its [P oghts and sssociated products
and offerings, including claims of copynight and patent mfringement and veolations of trade secrets and other 1P rights. In
addation, the company enforees 15 own 1P against infringement, through lcense negotinnions, wsuits or otherwise, Also,
a5 is typical for companies of IBM s scope and scale, the company is pariy io aciions and proceedings in vanous
juriglictions involving a wide range of labor and employment issues (including moatters related to contested employment
decisions, country-specific Isbor and employment laws, and the company’s pension, retirement and other benefit plans), as
well as actions with respect to contracts, product linbility, securities, foreign operations, compention law and environmental
matiers. These actions may be commenced by a number of different parties, including competstors, clients, currem or
former employees, government and regulatory agencies, stockholders and representatives of the locations in which the
company does business. Some of the actions to which the company 15 party may imvolve paricularly complex techmical
iasuies, and some actions may raise novel questions under the Laws of te varsous jursdicions i wlich thess maners anse.

The company records a provision with fespect Lo a clarin, suil, mvestigation of proceeding whed il is probable tlial a
ligtility has been incurred and the amount of the boss can be reasonably estimated. Any recorded liabilities, moludmg any
chanpes 1o such habilities for the vears ended December 31, 2015, 2014 and 2013 were not mateial o the Conolidaned
Finangial Statemenis.

In accordance with the relevant accounting guidance, the company provides disclosures of matters for which the
likelihood of material loss is o least reasonably possible. In addition, the company also discloses maners based on its
consideration of ather matters and qualitative factors, inchuding the expenience of other companies in the industry, and
investor, customer and employee relations considerntions,

With respect to certain of the claims, suits, mvestigations and procesdings discussed herein, the company believes at this
tirnes that the likelihood of any matenial loss 1s remote, given, for example, the procedural stitus, court milings, and/or the
strength of the company s defenses in those matters. With respect o the remaming claims, suits, investgations amd
procecdings. discussed 1o this Mole, except as specifically discussed beremn, the company 15 wable w provide estinmtes of
reasonably possible losses or ranpe of losses, including losses in excess of amounis accrued, if any, for the following
reasons, Clums, suits, investigntions and proceedimgs are imherently uncertain, and it 15 not possible to predict the ulimae
outcome of these matters. It is the company™s experience that damage amounts claimed in litigation against it ane unreliable
and wnrelated to possible outcomes, and as such are not meamingful mdicatars of the company 's potential liabihity, Further,
the company is umable to provide such an estimate due 1o a number of other factors with respect to these claims, suits,
investigations and proceedings, including considerations of the procedural status of the matter in question, the presence of
complex or novel legal theories, and/or the ongoing discovery and development of mformation imponiant to the matters.
The company reviews clasms, suits, investigations and proceedings at least quarterly, amd decisions are made with respect
10 recording or adjusting provisions and disclosing reasonably possible bosses or range of losses (individually or m the
aggregate], 1o rellect the nmpact and status of setilement discussions, discovery, proceduril and substaitive rilings, revigws
by counsel and other information pertinent to a particular matter.

Whether any losses, damages or remedies finally determined in any claim, suit, investigation o1 proceeding could
reasonably have a material effect on the company™s busimess, linancial condition, results of operntions or cash Mows will
depend on a number of vannbles, including: the tming and amount of such losses or damagpes: the structure and type of any
such remedies; the significance of the impact any such losses, damapes or remedies may have in the Consolidated Finangial
Statements; and the wnique facts and circumstances of the particular matter that may give nse to additsonal faciors. While
the company will continue 1o defend wsell vigorously, it is possible that the company’s business, financial condition, resuls
of operations or cash flows could be affected in any particular peniod by the resolution of one or more of these matters.

The followmy is a summary of the more significant legal matters mvolving the company.

The company 15 a defendant i an actron fled on March 6, 2003 i state count m Salt Lake Caty, Utah by the SCO Group
(SC0 v, IBM). The company removed the case to Federal Court in Uiah. PlaintfT is an alleged successor in inderest io
some of AT&T s UNIX 1P nghts, and alleges copynght mfnngement, unfar competiion, interference with contract and
breach of contract with regard 1o the company”s distribution of AIX and Dyvnix and contribution of code 10 Linux and the
company has asserted counterelaims. On September 14, 2007, plainnifT filed for bankruptey protection, and all procecdings
in this case were stayed. The coun in another suit, the SC0 Group, [nc. v. Novell, Imc, beld a wial in March 2000, The jury
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found that Novell is the owner of UNIX and UnixWare copyrights; the judpe subsequently rled that SCO is obligated
10 recognize Movell's waiver of SC0' claims agninst 1BM and Sequent for breach of UNIX hicense agreements. On
August 30, 2001, the Tenth Circuit Cowrt of Appeals affirmed the disrict court’s ruling and densed SCO's appeal of this
watter. In June 2013, the Federal Court i Utah granted SCO's mation to reopen the SO0 v, [BM case, and proceedings
have resumed in that case. In February 2016, the Federal Court ruled in favor of IBM on all of 3007 remaining claims

{[#]]
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On May 13, 2000, 1BM and the State of Indiann {acting on behalf of the Indinna Family and Socinl Services
Administration) sued one another in a dispute over a 2006 contract regarding the modermization of socin] service program
processing in Indiann. The State erminated the coneract, ¢laiming that IBM was in breach, and the Site is seeking
damages. BV believes the State’s clnims against it are without merit and is seeking payment of (ermination amounts
specified in the comtract, After six weeks of trial, on July 18, 2012, the Indiana Supenor Court n Manon Coanty rejected
the State’s claims in their entirery and awarded 1BM 532 million plas interest and costs. On Febmary 13, 2014, the Indiana
Count of Appeals reversed portions of the tnal judye"s findings, found 1BM m material breach, and ordered the cose
remandied o the inal judge to determine the State s damages, if any. The Indiana Court of Appeals also afTirmed
approxinumely 530 milhon of the tnal coun'’s award of damages 10 IBM, This matier remanes pending in the lndona couns,

On April 16, 2004, lusacell SA de C.V. (Tusacell) sued 1BM, claimang than 1BM made frasdulent nsrepresentations tha
induced lusacell 1o enter into an agreement with IBM Mexico. lusacell claims damages for losi profiis. [usacell's complaini
relates o o contractual dispute in Mexico, which 15 the subject of a pending afbitration proceeding in Mexico mitiated by
IBM Mexico agaimst lusacell for breach of the underying apreement. On November 14, 2004, the District Court in the
Southern District of New York granted TRM '« motion to stay lusacell’s action agninst the company pending the arbitration
in Mexico between lusacell and IBM Mexico

IBM United Kmgdom Limuted (IBM UK) inmated legal proceedmgs i May 2010 before the High Cowrt in London
against the |BM UK Pensions Trust (the UK Trusth and two represeniative beneficianes of the UK Trust membership. 1BM
Uk 15 seekang a declarwtion that it acted lawfully bedh m notfang the Trustee of the UK Trust that it was closing s UK
delined beiselit plais to hutuse aceruals fof aaost participants s i implermenting the company”s new ietirement policy, li
Apnl 2004, the High Coun acknowledged that the changes made to its UK defined benefit plans were within [BM's
diseretion, but ruled that IBM breached us unplied duty of good Gaitl both in mnplementing tese champes and in e
manner i which it consulted sath employees. Procecdings 1o determine remedies were held in July 2004, and in
February 2005 the High Cowrt held that for IBM w make changes to aceruals under the plan would require a new
consulation of the partcipants, but ather changes (incheding o early retirement palicy) would not require such
consultation. IBM UK has appealed both the breach and remedies judgments. IF the appeal is unsuccessful, the Coun's
rulinigs would require |BM to reverse the chanpes made to the UK defined benefit plans retroactive to iheir effective dates
This could result in an estimated non-operating one-time pre-tax charge of approximately 3250 mallion, plus engoing
defined benefit related aceruals. In addition, IBM UK i= o defendant in approximately 290 individunl actions brought simce
early 2010 by participants of the defined benefits plans who left IBM UK. These actions, which allege constmsctive
dismissal and age discnimimation, are pending before the Employment Trbunal in Seuthampion UK.

Om Murch 24, 2004, i a sut brougha by local Works Councils, the Suprense Coun of Spain beld thal 1BM Span’s
Diefined Contribution {3} Plan implemented in 1993 based on the voluntary participation of its employees was null and
void, The Supreme Court also held that curment enplovees could reinstate therr righis to n Defised Benelin (D3E) Plan,
although with an offeer for DC comributions paid to date. The Court held that IBM Spain did not consult with the Works
Councils in seeking to change the pensson scheme, and recommended that 1BM Spain and the Works Councls engage in
discussions over how o camry oul the offset. The Constinstional Court denied 1BM Spain's requested leave 1o appeal the
dacizsion, In March 2005, the Natonal Audience Court miled that the Works Council was not entitled 10 dictate the means
by which 1BM should carry out the offset of DC contributions, but also ruled that the Supreme Court’s judgment could be
executed without the need for individual lawsuies by emplovees, rejecting the posivon that the judgment wis declaratory
only. The Navonal Auvdience Count also ruled i IBM shiould stop making DC comribunions, and that the company should
prorgstly remstate the DB Plan, 1BM Spain appealed that muling and in May 2005, the Natignal Audience Court dismissed
he appeal. In February 20016, 1BM Spain and the Works Councils agreed on a process 1o resolve their differences relating
1o caleulating the offszt for DC contnbutions paid o date and the foem of 2 new allemative DO plan, They also agreed 1o g
pay reduction for current employees who elect to remain in the DB plan and 10 close the DB plan 1o new hires.

In March 2011, the compary anneunced that it had agreed 1o settle a civil enforcement action with the Securities and
Exchamge Commission (SEC) relating o alleged violations of the Foreign Corrupt Practices Act of 1977 (FCPA), On
July 25, 2013, the court approved that 201 | setibement and required that for o two-year period IRM make reports to the
SEC and the court on cenain matters, including those relating 1o compliance with the FCPA. The twa-year penod expired
n July 2005 In early 2012, IBM notified the SEC of an mvestigation by the Polish Cemral Anti-Corruption Bureau
mvalving allegations of illegal activity by a frmes 1BM Poland emploves in connection with sales to the Palish
government. 1BM is cooperating with the SEC and Polish nuthorities i this matter. In April 2013, IBM learned that the
LS. Depanmment oF Justice (D) 15 also investigating alleganons related to the Poland maner, as well as allegations
relating 1o transactons in Argenting, Bongladesh and Ukrmne, The O 15 also seeking infommation regarding the
company’s global FCPA compliance program and s public sector business. Tlwe company is cooperating with te M) in
thas maier.

In March 2015, putntive class action hiigntion was commenced in the Unated Saates District Court for the Sowthem
Disariet of Mew York related to the company”s October 2004 announcement that it was divesting its global commercial
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semiconducior iechnology business, The company and three of its officers are named as defendams. Plaintiffs allege tan
defendants violnied Scctions 200a) nnd 10(b) of the Securities Exchange Act of 1934 and Rule 10b-5 thereunder. In
May 2015, a related putative class action was also commenced in the Uinited States Dhstrict Count for the Southern District
of New York based on the same underlying facts, alleging violations of the Emplayes Retirement Income Security Act. The
company, management’s Retrement Plans Committee, and three cusrent or former IBM executives are named as
defendants,
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In August 2005, IBM leamed that the SEC 15 conducting an investigaiion relating 1o revemse recognition with respeet to
the accounting reatment of certain ransactions in the U5, UK and Ireland. The company is coogeerating with the SEC in
1has manter.

The company % o defendanit n nunierous actions filed after January 1. 2008 10 the Supreme Court for the State of New
York. county of Broome, on behalf of bundreds of plaintiffs. The comploints allege numerows and different causes of
action, meludimg for neghivence and recklessness, private nusance and trespass, Fomtn¥s m thess coses seek medical
moemitonng and clam damages in unspecified amounts for a vanety of personal injunies and property damapges allegedly
arising oul of the presence of growndwiter contamimation and vapor intruston of groundwater contaminants mio cerin
structures in which plaintiffs reside or resided, or conducted business, allegedly resulting from the release of chemicals into
the environment by the company at its former mano fcturing and developmem fcility in Endscott. These complaimis also
seck punitive damapes in an unspecified amount. The partses have setiled substantially all of these cases.

The company is party to, or stherwise involved in, proceedings broaght by U_S. federal or state environmental agencies
under the Comprehensive Environmental Response, Compensation and Linbility Act (CERCLA), known ps “Superfund,”
or laws similar o CERCLA. Such statutes require potentially responsible partics 1o panicipate in remediation activitics
regardless of fault or ownership of sites. The company is also conducting environmental investigations, assessments of
remediations at or in the vicinity of several current or former operating sites globally pursuant to permits. sdministrative
orders or agreements with country, siate or local environmental agencies, and s mvolved in lawsuits and claims conceming
certain current or former operating sies.

The company = also subject 1o ongoing tax cxpminations and governmental assessments in vareus junsdictions. Along
with many other LS, companies doing business in Braeil, the eompany is involved i varsous challenges with Brazilian wx
authorties regarding non-income tax assessments and non-income tax lingason matiers. The total potentinl amount related
1o these marters for all applicable years iz approximately 5460 million. The company believes it will prevail on these
matters and that this amount is not o meaningful indicator of liabiliny.

Commitmienis

The company s extended lines of credt to third-party entrbies melude unused amounts of 55,477 million and 55,365 mllion
at Decermnber 31, 2005 and 2014, respectively, A portion of these amounis was available 1o the company s business partners
1o support their workmy capital needs. In addinon, the company has committed 1o provede future financing 10 11s chents in
connection with cliem purchase agreements for 32,007 million and 51,8 06 million a1 December 31, 2005 and 2004,
respectively,

The company has applied the guidance requinmg n gupmanior to disclose certmn types of guamntees, even ifihe
likelihood of requiring the guaranor’s perfommance is remote. The following is a description of arcangements i whach the
company is the gmrantor

The company is a party to a vanety of agreements pursuant to which it may be obligated 1o indemnify the other party
with respect to certnin matters. Typically, these obligntions anse in the context of contracts entered mto by the company,
umder which the company customanly agrees 1o hold the other party harmless against losses ansing from a breach of
represeniations and covenants related o such matters as utle to assets sold, cenain 1P nghis, specified environmental
inatlers, third-paity performance of non-faancial contractual obligations and certan ncomie lixes, In sach of these
circumsionces, payment by the company 1s conditioned on the other panty making a claim pursuand 1o the procedures
specified i the particular contract, the procedures of whach typically allow the company o challenge the other party's
claims, While typically indemmnification proviseons do met melude a contraciual maximum on the company ‘s payment, the
company’s obligations under these apreements may be limited in terms of time and'or nature of claim, and in some
instances, the company may have recourse agninst third partics for certain payments made by the company.

It 15 nod possible to predect the maximum potendinl amount of future payments under these or ssmilar agreements duc 1o
the conditional nature of the company s oblipations and the umique Facts and circumaances imvalved in each particular
agreement. Historcally, pavments made by the company under these agreements hove not had a material effect on the
company's business, finuncial conditnon of resulis of operations

In addition, the company guaraniees certain loans and financial commitments, The maximum potential fumre payment
under these financianl guaraniees wis 534 mulhon and 346 million st December 31, 2015 and 2014, respectively. The far
value of the guaramiees recognized m the Consolidated Siatement of Financial Position was immaterial,

NOTE M.
TAXES
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{5 in millbons)

Far the year emiled December 310 b E] a4 b1 E]
Income from continuing opertions hefore income taxes
115, operations 5 S915 5 7508 § 1577
MNon-LLS. operations 10,030 12477 12,667
Tatal income from continuing operations before ineome taxes 5 15245 % 19986 % 20,244
103
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The income from contimuing operations provisson for income txes by peographic operations is ns follows:

15 in millioms)

Far the vear vl Deceniber 31 08 1004 L TE]

L5, operaticns 3 B9 5 2093 5 1,313
Won-LLS. operations 1,732 2,141 TME
Tatal continuing operations provision for income taxes 5 I 4234 § 3363

The componcents of the ncome from continuing operations provision for income taxes by mxing jurisdiction ane as follows:

15 i mnllsems)

Far the vear emdedl December 5310 2044 pLIE] s
L., federal
Current LY (3 s 1134 % 1,694
Delerred 523 105 (TO8)
31 1,239 RET
LS. stare and local
Currem 128 241 27
Deferred 116 {105) (ERIL]
144 436 {53)
Non-115.
Cyrrent ,0m 2,825 1067
Dieferred 4 {266) [63T)
s 2,559 2430
Total continuing operations provision for RCMME txet 1,581 4,234 1,363
Discontimied operations provision for imcome txes {117) {1,607} (322
Provision for secial security, real estate, personal property and otlicr
taxes 3497 4,068 4,198
Total taxes included in net income L] 5061 % 6,685 % 7238

A reconciliation of ihe statutory LS. federal tax rate io the company's effective tax rate from continuing operations is as

follows:

Far the vear emiled December 510 il £ bR 23
Suulory mie 5% 35%: 35%
Foreign tux differential {17 [14) (13}
State and local 1 1 o
Domestic mcentives i2) (2) {3)
Other (1) I 12)
ElMective rate 16 21% 1%

Percentages rounded for disclosure purposes.

The significant components reflested within the tax rate reconciliation lnbeled “Foreipn tax differential™ include the effects
of foreign subsidiaries” eamings ixed ar rates other than the US. stanatory rate, foreign export inceitves, the L5, max
mpasts of non-LLS, eamimgs repatnintion and any net impacts of intercompany transactions, These items also reflect pushe
seftlements or changes in the amount of unrecognized 1ax benefits associated with each of these items.

In the fourth quarter of 201 5, the 115, Internal Revenue Service ([RS ) concleded its examinanion of the company s
ingome tax returns for 2001 amnd 2012 and 1ssued a final Revenue Agent’s Report (RARL The company lias agreed with all
ol the adjustiments in the RAR with il exception of the proposed adjusiments relsted 1o the tax imiplicatsons of an oemal
st ndertaken i 200 1, The contpany disaprees with the IRS on this auabler and intends to protest the proposed
adjustments. The company has redetermined its unrecognized tax benefits for all open vears, based on the RAR and
associnted information an analyeis

The 2015 continuing operations effective tnx mte decreased 5.0 poants from 2014 a5 a result of: the completion of the
200 12012 LS. tax awdit, including reserve redeterminations (3.9 points), a benefit due 1o the geographic mix of pre-tax
imeome in 2005 (3.5 poims) and o benefit due to the 2004 tax charge reloted o the divestiure of the Svstem x business (0.9
povintsh
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These deereases were parially offset due 1o the following: a redweed benefit year to year in the utilization of foreion tax
credits (2.5 points) and the year-fo-year increase in tax chaspes related 1o inercompany payments made by foreign
subsidiaries and the intercompany licensing of certain [P {08 points).

The effect of tax law changes on deferred mx assets and liabilines did not have a matenal impact on the company 's
effechive tix rafe,

The significant compoenents of deferred x assets and lmbilities recorded in the Consolidated Statement of Financinl
Posinen were:
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Deferrved Tax Assels

15 in millions)

Al Digembeer 30 L] 014
Retirement benefits 3 4621 % 4,705
Share-based and other compensation 463 1,328
Duomestic tax losseredit carry forwards 10056 838
Delened income 762 957
Foreign tax boss/credin carry forwaunds 815 6B
Bad debt, inventory and warmanty reserves 2] 529
Depreciation a0 30
Accrunls T4 1176
Other 231 1,306
Gross deferred tax assets 10,929 11964
Less: valuation allowance T40 GG
Net deferved tax assets 3 10,189 % 11318
Deferred Tax Linbilitics

{5 i millbons )

Al Decembser 20 s g4
Depreciation 5 919 5 487
Retirement henafits 152 205
Goodwill and miangible assets 1.407 1,263
Leases H16 912
Sofiware development costs 554 421
Deferred transition costs kL iT4
Other 1177 L
Goross deferred tax linbilities 5 5620 4 4773

For income tax return purposes, the company has foreign and domestic loss camyforwards. the tax effect of which is §742
million, as well ax domestic and foreign credit carry forwards of $1,149 million. Subsiantially all of these camyforwards are
available for at least two years or are available for 10 years or more

The valuntion allowances as of December 31, 2015, 2014 and 2003 were $740 million, $646 million and $734 millon,
respectively. The amounts princrpally apply to certan foreygn, state and local loss curmyforwards and credsts thas, m the
opinion of management, are more likely than not 10 expare unulilized. However, wo the extent that tax benefits related to
these carry forwards are realized in the future, the reduction m the saluntion allownnee will reduce mcome s expense.

The amount of uarecognzed tax benefits al December 31, 2005 decreased by 5530 million in 20015 to 54,574 million. A
reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows:

15 in millions)

0 L lold s

Balance at January | 5 5104 5 4458 § 5,672
Addivons based on tax posiions related 1o the current vear 464 697 829
Additions for tax positions of prior years 560 386 417
Reductions for ax posiions of prior vears (incluchng impacts due o a

lapse in statute) (1,348) {579) {2.201)
Setlements 215 (58) (259
Balance ol December 31 5 4574 5 s004 % 4 458

The addstions o unrecognized tax benefits refated to the current and prior vears are pnmanly attnbutable o non-L1LS.
issues, certain 1y incentives and credis and state issues, The sertlements and reducnons (o unrecognized tax benefits for
tax positions of prior vears are pomanly attributabbe to the completion of the IRS examination for 200 1 and 2012,

cumency, non-1' 5. audits and impacts due to lapses in statutes of limitation,

In Agpnl 2000, the company appealed the determmnaion of the Japan Tax Authonties with respect (o certam foneyn s
losaes. The unrecopnized ax benelit of these losses totals 5997 million as of December 31, 2005, In Apnil 201 1, the
company reeetvesd notification that the appeal was dened, and i June 2011, the company filed a lawsant challengimg this
decision. In May 2014, the Tokyo Disirect Coun ruled in favor of the company, The Japanese povernment appealed the
ruling to the Tokyo High Court. In March 2005, the Tokyo High Court ruled in favor of the company and, in Apnl 20015,
the Japanese government appealed the ruling to the Japan Supreme Court. See Note U, “Subsequent Events,™ for an update
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on this nuatter,

The Linbility at December 1, 2015 of £4,574 million can be reduced by S350 million of offsetting tax benefizs
associmed with the comelative effects of potential transfer pricing adjustments, 1.5, tax credits, state income taxes and
niming adjustments. The net amount of 53724 million, if recognized, would favorably affect the company's effective tax
rate. The net amounts at December 31, 2004 and 2013 were 54,229 million and 335 902 nullion, respectively.

Interest sl penalbes related to meome tax labilsties are meluded i income tax expense. Drirmy the vear ended
December 31, 2015, the company recognized 5141 million in interest expense and penaliies; in 2004, the company
recopnized 5216 mullion m mterest expense and penalties; and, m 2003, the company recogrized a benefit of 393 mallion in
imerest expense anl penaliies, The company has 3613 million for the payment of interest and penaluies accrved at
December 31, 2005, wnd hod 3593 nuillion acersed at December 31, 2014

104

429/486



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

Within the next 12 months, the company believes it is reasonably possible that the wotal amount of unrecognized tax
benefits associated with certain positions may be reduced as certain foreign issues may be concluded. The company
estimates that the urecogmized tax benefits ar December 31, 2015 could be reduced by approximately 413 million
excluding the Japan matter discussed above

The company is subject to txation in the U5 and vanous state and foreign junsdictions. With nespect to magor L5,
state and foreign taxing junsdictions, the company 15 generally no longer subject 1o 1ax examinations for years pries 1o
200 1, With limiited excepiion, the company is oo longer subject 1o mcomie tax examination of s U5, federal tox retuwrn for
wears priog to 2013, The open years comain matters that could be subject 1o diffening interpretations ol applicable tax laws
and regulations related to the mnount and/or tming of income, deductions and tax credits, Although tee oulcome of s
audits is always uncentam, the company believes that adequate amounts of 1ax and interest have been provided for any
sigmificant adjustments that pre expected o result for these vears.

Ir1 the fourth quarter of 2013, the company receivid a drafl tax assessment notice for approximately $566 million
{opproximately 3510 mallion ot 2015 yeor-end currency rates) from the Indion Tax Authorties for 2000, The company
helieves it will prevail on these marters and that this amount is not a meaningful indicator of labiline. Ar December 31,
20135, the company has recorded 5526 million as prepaid meome taxes m Indin. A significant portion of this balance
repesens cash tax deposiis paid over time to protect the company”s right to appeal vanious imcome tax assessments mde
by the Indian Tax Authonoes.

In the first quarter of 2016, the 1RS commenced uts audat of the company’s ULS, tax retums for 2003 and 2004, The
company anticipates that this audit will be completed by the end of 2017,

The company has ot provided deferred taxes on 568, 1 ballion of undistributed eamings of non-U.5, subsidianies at
December 31, 2005, as it 55 the company’s pelicy 10 indefinitely reinvest these carmings in non-L1LS. operanons, However,
1he company periodically repatriates a portion of these camings 1o the extent that it docs st incur an additional 1S, tax
liability. Quantification of the deferred tax liabality, if any. associated with indefinitely réinvested camings is not
practicable.

NOTE O,
RESEARCH, DEVELOPMENT AND ENGINEERING

RIMGE expense was $3,247 mallon m 2005, 55437 mulhon m 2004 and 535,743 mallion i 2003, In addion, RIME
eapense included in discontinued operations was 5197 million i 2015, $368 nullion in 2014 and $483 mallion in 2013,

The company incarmed 1odal expense of 55,178 million, 85,595 million and 55,959 million in 2015, 2004 and 2013,
respectively, for scientific research nnd the application of scientific advances 1o the development of new and improved
products and their uses, as well ns services and their applicanion. Within these amounts, sofiwarc-related expense was
£3, 064 million, 33,064 million and 53,077 millon in 2015, 3014 and 2013, respectively

Expense for prodduct-related engineening was $267 milleon, 8211 million and $267 million in 2005, 2004 and 2013,
respectvely.

NOTE P,
EARNINGS PER SHARE OF COMMON STOCK

The following table presents the computation of basic and diluted eamings per share of common stock.

{5 in millsons except per share anvowmis)

Far the year emiled December 310 s 4 e 1]
Weighted-average number of shares on which eamings per share

calculations are based
Basic 978744523 1004272 5840 1,094 486,604

Add—ineremental shares under stock-based compensation plans 3,037,001 4332155 6,751,240

Add—meremental shares assocated with contingently 1ssuable

shares 18,744 1,395 741 1,804,313

Assuming dilution PE2,700.267  |0I0.0O04E0  1,103.042,156
Incoame from confinuing operations § 13364 % 15,751 & 16,881
Loss from discontmued operations, net of tax (174) (3,729) [398)
et income on which basic earnings per share is calcolated 5 13100 % 12022 % [ 483
Income from continuing operations 5 13,364 5 15,751 § 16,581
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et incomse applicable to contingently issuable shares (1) [E1] (1%
Income from continuing operations on which diluted earnings per
share is calenkated 5 13,363 35 15,749 5 16,880
Lass from discontinued aperations, net of tax, on which hasic and
diluted earnings per share is caleulated (174} (3,729) (393)
Net income on which diluted carnings per sharve is caloulated L1 13,180 % 12020° % 15,483
Eamings/{loss) per share of commen stock
Assuming dilution
Continuing operstions 5 1360 5 1559 % |5.50
Discontinsed operations {018} (3.65) {0.36)
Total 5 1342 5 11.90 5 14,94
Basic
Continuing operniions 5 1366 5 15.68 3% 1542
Discontinwed operations {018} (3.71) {0.36)
Total 5 1348 g 1197 % 15,0
106
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Wi ghted-average sock optiens to pusehase 41 380 common shares in 2015, 17420 common shares in 2004 aid 8,707
comiman shares i 200 3 were outstanding, but were not included in the computation of diluted camings per share becnuse
the exercise price of the options was greater than the averape marker price of the common shares for the full vear, and
therefore, the effect would have been antidilutive

NOTE €.
RENTAL EXPENSE AND LEASE COMMITMENTS

Rental expense, includhng amounts charged to inventones and fixed sssets, and excluding amounts previously reserved,
wis $ 1 AT imillion i 2015, 51,592 mullion in 2014 and 51,759 million m 2003, Within these amounts, rental expense
reflected in discomtinued opemtions was $29 million, $95 millson and 3115 mallon, m 2005, 2004 and 200 3, respectively.
Remal expense m agreements with rem holidays and scheduled rent inereases is revorded on a siraighi-line basis over the
lease eerm. Contmgent rentals are included in the determmation of remtal expense as aceruable, The table below depacts
pross minimum rental commitmenis under noncancelable leases, amounts related io vacani space associnted with
infristmcture reductions, sublense income commitments and capital lease commitments, These amounts reflect activities
primarily relased to office space. as well as datn centers.

15 1 millons)

Ll my b e 020 Bevand 2000

Operating lease commitnsents
Ligvss peammum el commatmenis | ncluding vacest space below) L IMT S1.2% % LI % oy 5 T % UEE]
Vacan! spain F M OF 4 ¥ I3 =% = ¥ -
Sobloass meome comemTiments 5 11 3 T 5 5 § 1 3 I & |
Capitsl lerve conumitmeents 5 T % 2708 2 % 108 I % -_
NOTE R,

STOCK-BASED COMPENSATION
The Fallowmg table presents ot stock-based compensation cost mehaded o income from continumy operations,

15 in millions)

Far the vear emded December 31 L0 a4 1] ]

Cost 5 1111 - 121 § 122

Selling. general and administrative 32 350 435

Research, development and engimeering 51 54 57

Other (come) and expense® (&) (13) =

Pre-tax stock-based compensation cost 468 512 6l4

Income mx benefils I E] {174} [213)
Net stock-hased compensation cost 5 312 5 338 § 402

* Rellects the one-time effects related 1o divesiitures.,

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

Tonal unrecopnized compensation cost related o non-vested awands at December 31, 20105 and 2004 was 5871 million
and 5874 million, respectively. The amount at Drecember 31, 2005 is expected 10 be recognized over a weighted-average
period of approximately 2,7 vears.

There was no significant capitalized stock-based compensation cost at December 31, 2015, 2014 and 201 3.
Incentive Awards

Stock-based meentive awards are provided to employees under the terms of the company's long-term performance plans
{the “Plans” ), The Plans are adounistered by the Executive Compensation and Manngement Resources Commitiee of the
Board of Directors (the “Commimee”), Awards available under the Plans pnncipally mclode resincted stock units,
performance share units, slock options or ony combanation thereol,

The amount of shases onginally authorized 1w be issued under the company’s existing Plans wis 274 mallios a
December 31, 2005, In addition, certain incentive awards granted under previous plans, if and when those awards were
conceled, could be reissued under the canspany's existing Plans, As such, &6.2 million additionnl awards were considered
mathonzed to be issued under the company s existing Plans as of December 31, 2005, There were 1116 million unused
shares available to be granted under the Plans as of December 31, 2013,
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Linder the company s long-standing practices and policies, all awards are approved prior 1o or on the date of grant. The
awards approval process specifies the individunl receiving the grant, the number of options or the vahee of the award, the
exereise price of formula for determining the exercise price and the date of prant, All awarnds for senior management are
approved by the Committee. All awards for employees other than senior managenient are approved by senior management
mursuant io a series of delegations that were approved by the Commires, and the grants made pussuant 1o these dalegations
are reviewed perindscally with the Commitiee.
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Awnrds that are given as part of annual toml compensason for senior management and other employees are made on
specific cycle dates scheduled in advance. With respect fo awards given in connection with promodions or new hires, the
company's policy requires approval of such awnards prior to the grant date, which is typically the dme of the promation ar
the date of hire.

Stock Awards

Stock awards are made in the form of Restncted Swsck Units (RSUs), including Retention Restnicted Swock Units (RRSLUs),
or Performance Share Lnits (PSLUs).

The 1ables below summariae KBS0 and PSL activity under the Plans dunng the yvenrs ended December 30, 2005, 2014

and 2013,
R5ls
mis mi4
Welghiteil- Wielghteils Welghiteil
Ay ermge Numther Averape Sumiber Averape Numbeor

Grant Price ol Units Grant Price of Units Grant Price af Unis
Balance ar January | 5 171 T 734277 8 166 8635317 5 148 9,841 461
RSUs gramied 143 4,230,186 172 2525047 189 2,541,081
RSLs released 164 (3,567,495) 157 (Z401.761) 131 (2.952.363)
RSUs cancelod Tor fzined 167 (BODG2T) 167 {1,025.226) 154 (794,862}
Balance at December 31 5 159 7527241 5 171 734277 S5 I66 8,635,217
rsls

nis il
Wekghled: Wielghieils Wielghibeds
Average Sumher Average Smmber AverRge Number

Grant Price of Units Crant Priee of Units Grant Pries af Unts
Balance at Junuary | 5 185 140,707 % 178 2424294 % 151 3,172,200
P5LIs granted af target 153 1,137,242 1800 1,430,098 195 LLGR
Performance adjustments® 185 (168,055) 157 29,960 s 152,065
P5Us released 185 (840,552} 157 (1027 181) 118 {1,321,784)
PSLs canceled Torfeited 184 (340,410) 187 (118,464) 170 (48,067}
Balance al December 31°° 5 173 19248932 § 185 ylanFo7 5 178 2824204

*  Represents the change in shares issued 10 employees after vesting of PSLIs because final performance metrics were

above or below specified targets.

** Represents the number of shares expected (o be issued basesd on achievement of grant date performanee targets. The
actual mimber of shares ssued will depend on Nnal performance agains specified argets over the vesting period.

R5Us are stock awards pranied to employees that entitle the holder 1o shares of common stock as the award vests, typacally
over o one- 1o five-year period. For RSUs, dividend equivalents are not paid. The fair value of such RSUs s determined
and lxed on the gram dae based on the company’s steck price adjusted for the exclusion of dividend equivalems

The remaining weighted-average contractual term of RSUs at December 31, 20015, 2004 and 2013 is the same as the
penad aver which the remaining ¢ost of the awards will be recognized, which 1 approxamatély thiee vears. The Ffar value
of R5Us granted duning the yvears ended December 31, 2015, 2014 pnd 2013 was S606 million, 3434 million and 3481
mallion, respectively, The total fair value of R5Us vested and rebeased during the vears ended December 31, 2015, 2014
and 2013 was 8583 mallien, 5378 million and $386 million, respectively. As of December 31, 2005, 2004 and 2013, there
was SE00 million, 5754 million and $5871 mullion, respectively, of unrecoymized compensation cost reluted o non=vested
RSUs, The cempany recerved mo cash from emplovees as a result of employee vesting and release of REUs for the vears
ended December 31, 2005, 2014 and 2013,
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PSUs are stock awards where the numiber of shares ultimately received by the employes depends on the compary s
performance against specified targets and tvpically vest over a three-year penod. For PSUs, dividend equivalents nre mot
pad. The fair value of ench PSL i determined on the grant date, based on the company's stock price, adjusted for the
exclusion of dividend equivalems, and assumes thar performance targets will be achieved. Owver the performance peniod, the
inmiribeer of shares af stock that will be msnied 15 adpsted upand or downwird based upon the probalbility of achievement of
performance tangets. The ultimate number of shares isswed and the related compensation cost recognized as expense will be
based on s companson of the final performance metnics W the specified wrgets. The for value of PSUs granted at terget
dhuring the veurs ended December 31, 2005, 2004 and 2003 was 5174 million, 5257 mallion and 5170 million, respectively.
Total farr value of P5Us vested and rebeased durimg the vears ended December 31, 2005, 2004 and 2003 was 53156 million,
161 mullion and 5156 millson, respectively.

In connection with vesiing and release of RSUs and PSUs, the tax benefits realized by the company for the vears ended
December 31, 2005, 2004 and 2013 were 3228 mallion, 5222 million and 5312 mallion, respectively

Stock Optinns

Seock options are awards which allow the employee to purchase shares of the company’s stock a1 a fixed price. S1ock
options are granted at an exercise price equal to the company’s average high and low stock price on the date of grant. These
awards wenerally vest in four equal incremenis on the first four anniversares of the yrant date and have a contraciual term
of 10 vears.

The company estimates the farr value of stock options at the date of grant wsing the Black -Scholes valuation model.
Ky inputs and assumgptions wsed jo estimate the Gir value of stock options include te grang prce of the award, the
expected option term, volnslity of the company s stock, the risk-free mie and the company s dividend yield. Estimnies of
fnir value are not imended to predict acual future events or the value ultimately realized by employees who receive equity
awards, and subsequent events are not indicative of the rensonableness of the original estmates of fair value made by the
COMpAnYy.

During the years ended December 31, 2015, 2014 and 2003, the company did not grant siock options

The following table summanzes option sctivity under the Plans duning the vears ended December 31, 2015, 2004 and

2013,
S L bR
Welghieil- Number af Wrighted- Number of Wighibed- Namber of
AViTRpe Lhare Average Shares ANETape Shares

Everchie Price  Under Optlen Exesclse Price  Usiler Oprion Exerche Price Under Opiben
Balance at Jonuary | 5 97 1,750.949 § 97 52295 5 M 11,389,721
Options exercised TE O (L214.009) 97 (3.740.252) W (5.585.1217)
Options canceled'expired L] (57.066) a% {131, 750% BH (181 643)
Balance at December 31 5 4 479,774 % a7 1750939 5§ o7 5622951
Exercisable at December 31 5 ) 479,774 § 97 1,750,949 % a7 5.622.05]

The shares under opion at December 11, 2015 were in the following exercise price ranges:

Oprings Ounstanding asi Exerchabl
W rightedl- Y veraps

Welghivd- Mumber of Agppregaie Remsining

AVETEN Shares Imbrimsic Contraciasl Life

Fxcroise Price Range Facrche Price Umiler Oypthon Value iim Vears)
585 and under 5 4] 192,959 5 10597402 0i
586 and over (L] 286.R15 10 376,342 1.2
5 L] 479,774 8 10,973,745 09

Exercises of Employvee Stock Optivns

The waal trusc value of optons exercised dunng the years ended December 31, 2005, 2004 and 2013 was 574 mallon,
5323 million and $614 million, respectively. The total cash received from employvees as a result of emiplovee stock option
exercises for the vears ended December 31, 2005, 2004 and 2013 was approximately 3119 million, $364 million and 5503
mallicn, respectively. In connection with these exercises, the tax benefits realized by the company for the vears ended
December 31, 2005, 2004 and 2003 were 5260 million, $107 million and 5199 million, respectively

The company sertles employes stock option exercises primanly with newly issued commaon shares and, occasionally,
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with treasury shares. Total treasury shanes held a1 December 31, 2005 and 2014 were approximately 1,255 million and
1,225 million shares, respectively
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Aequisitions

In conneetion with variows acquisition ransactions, there wns an additional 0.4 million shares of stock-based awards,
consisting of stock options and restricted stock units, outstanding ar Decermber 31, 2005, as a result of the company’s
conversion of stock-based awards previously granted by the acquived entities. The weighted-average exercise price of these
awards was 350 per share

1BM Employees Siock Purchase Plan

The company maintains a non-compensatory Employees Siock Purchase Plan (ESPP), The ESPP enables eligable
partscipants o purchise full or foctional shares of IBAM conmson stock ot a 5 percemt discount ofT the average markel price
o the day of purchase through payroll deductions of up to 10 percent of eligible compensaton, Eligible compensation
inghsdes any compensation recerved by the emploves during the year. The ESPP provides for offering penods duning which
shares may be purchased and continwes as long as shares remain available under the ESPP, unless rerminated earlier ar the
discretion of the Boord of Directors. Individun] ESPP parnicipants are resiricted from puschasing more than 525,000 of
comman stock in one calendar vear or | 000 shares in an offering period,

Emplovees purchased 1.3 mallion, 1.3 million and |5 mallion shares wber the ESPP dunng the vears ended
December 31, 2005, 2014 and 2013, respectively. Cash dividends declared and paid by the company on its common stock
also wclude cash dividemsls on the company stock purchased through the ESPP, Dyvidends are paid on full and fractsonal
shares and can be reinvested. The company siock purchased through the ESPP is considered outstanding and is included m
the weighted-average outstanding shares for purposes of computing basse and diluted eamings per share.

Im July 2014, the 2014 ESPP Reserve” became effectve and 25 million additvonal shares of authonsed common steck
were reserved and approved for issuance. The 2014 ESPP provides for semi-annual offenngs commencing July 1, 2014,
and continuing as long as shares remain available under the ESPP, unless terminated earlier at the discretion of the Board
of Direclors.

Approximacely 23,1 mallion, 244 million and 2.3 million shares were avaidlable for purchase under the ESPP at
December 31, 2005, 2004 and 201 3, respectively,

NOTE 5.
RETIREMENT-RELATED BENEFITS

Deseription of Plans

IBM sponsors defined benefit pension plans and defined comnbution plons that cover elgible regulor employees, a
supplemental refention plan that covers eenain US. executives and nonpension postretirement benefit plans primanly
consesting of retiree medical and dental benefits for eligible retrees asd dependents.

U5, Plans

Defingd Benefit Pension Plans
TR Personal Penslon Plan

IBM provades ULS. regular, full-time and part-time employees hired prior 1o January 1, 2005 with noncontnibutory defined
benefit pension benefits via the IBM Personal Pension Plan. Prior to 2008, the IBM Personal Pension Plan consisted of a
tax quahified (qualified) plan and a non-tax qualified (nonqualified) plan, Effective January 1, 2008, the nongualified plan
wiis renamed the Excess Personal Pension Plan (Excess PPPY and the qualified plan is now refermed to as the Qualificd PPP.
Tl conbmed plan s iow relermed to s the PPP, The Qualified PPP s fuisded by comipany contiibulions o an imevocable
trust fund, which is held for the sole benefit of pamicipants and beneficiaries. The Excess PPP, which is unfinded, provides
benefits in excess of IRS limitations: for qualified plans.

Bencfits provided 1o the PPP panicipants are ealculated using benefit formulas that vary based on the participant. The
first method wses a fve-yenr, fnal pay formuls that determines benefits based on salary, vears of service, martality and
other paricipani-specific faciors. The second method is a cash balance formula that caloulates benefits using a percentnge
of erplovees’ annual salary, as well as an interest crediting rate

Benefit aceruals under the IBM Personal Pension Plan ceased December 31, 2007 for all pamicipants.
LS Supyrlemendal Execunive Reteniion Plan

The company also sponsors a nongualified US. Supplemental Excoutive Retention Plan { Retention Plan). The Retention
Plan, which 15 unfunded, provides benefits 1o eligible LS. execiives based on average eamings, years of service and age
at termination of employment.

Benefin aceruals under the Retention Plan ceased December 31, 2007 for all panicipants.
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Defined Contribution Plans
THAS 200 1k) Plus Plan

115, regular, full-time and pan-time employees ame eligible o participate in the TBM 401(k) Plus Plan, which s a qualified
defined contribution plan under section 401(k] of the Intemal Revenue Code. Under the 1BM 401(k} Plus Plan, ehgible
employees receive a dollar-for-dollar match of their comnbunons generally up 1o 6 percent of eligible compensanon for
these hired prics to January 1. 2005, and, generally up o 5 percent of ehipble compensation for those hired on or afier
January 1, 2005, In addinon, eligible emplovees generally receive automatic contributions from the company equal to 1, 2
or 4 pergent of eligible compensatson based on thear eligibality to participate 0 the PP as of December 31, 2007,
Emplovees generally receive automatie contnbutions and mawching contributions after the completon of one year of
SEVICE,

1o
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The company's matching contnibutions vest immediately and panicipants are always fully vested in their own
contributions. All contributions, including the company maich, are made in cash and invested in acoordance with
pamicipanis” investment elections. There are no minimum amounis that must be mvested in company stack, and there are
10 Testrictinns on wansferning amounts out of company stiock to another investment choice, other than excessive trading
rules applicable to such wmvestments. Effective Jamary 1, 2013, matchimy and automatic contribuhons are made once
annually at the end of the vear. In order to recerve such contmbutions each year, a pamicipant must be employed on
December 15 of the plan vear. However, if a participunt sgparates from service prior 10 December 15, and has completed
certain service anlion age requirernents, then the participant will be elimble 1o receive such matching and automate
contributions following separation fom service.

FRA Fovoess 401 k) Ples Plasn

The IBM Excess 400(k) Plus Plan {Excess 400{k)) 13 an unfunded, nongualified defined contmbuteon plan, Employecs
whiose eligible compensation is expected 1o exceed the IRS compensation limit for qualified plans are eligible to participane
i the Excess 4001{k), The purpose of the Fxcess 01(k} is to provide benefits that would be provided under the qualified
1AM 400k} Plus Plan if the compensation limits did not apply.

Amounts deferred inio the Excess 401(k) are record-keepang {notional) accounts and are ot beld i trust for the
pamicipanis. Participants m the Excess 401(k) may mvest their notonal aceounts m invesiments which mirror the primary
mvestment options avarlable under the 401(k) Plus Plan. Parteipants m the Excess 401k} are also elinble to receive
corpany isalch and automatic contibulions (al Use same e 35 undes the 400k} Plus Plan) on eligible comjensation
deferred into the Excess 401(k) and on compensation camed in excess of the Intemal Revenue Code pay limit once they
have completed one vear of service, Amounts deferred ono Use Excess 401{k), ineluding company comributions ae
recorded as habilities in the Consolidated Statement of Financial Posinion. Effectve January 1, 2003, marching and
autormatic contributions are recorded once anmunlly at the end of the year. In order to receive such commbutions each year,
a participant must be emplayed on December 15 of the plan year. However, if a participant separates from service prior to
December 15, and has completed cemain service and'or age requirements, then the panicipant will be eligible o receive
such matchmg and sutomatic contributions fallovwang separation from service

Nonpension Postretirement Benefit Plan
LS, Nunpension Pastretivement Plan

The company sponsors a defined benefit ponpension postretrement benefit plan that provides medical and demtal benefis
io eligible U5, retirees and eligible dependenss, as well as life insurance for eligible LS. retinees. Effective July |, 194,
the company established a Future Health Account (FHA) for employees who were mone than five yeass from retirement
cligibility. Emplovess wlo were within five vears of retirement eligibiliey are covered under the company”s prior retiree
health benefits armngements, Under either the FHA or the prior retiree health benefit arrangements, thene 15 a maximum
cost to the company for retiree health benefits. Effective January 1, 2014, the company amended the plan to establish a
Health Reimbarsement Arrangement {HRA ) for each Medicare-eligible plan retiree, surviving spouse and long-term
disability plan participant wha s eligble for company-subsidized coverage and who enrolls in an individual plan under the
Medicare Exchange. The company also amended s life insurance plan. Emplovees retining on or afler January 1, 2015 are
ot eligible for life insurance,

Since Januwary 1, 2004, new hires, as of that date or later, are not eligmble for company-subsidized nonpensien
postretirement benelis,

Non-LS. Plans

Cernin subsadinries and hranches outside the United States sponsor defined benefit and/or defined comribution plans thn
cover eligihle regular emplovees. The company deposits funds under vanous fiduciary-tvpe amngements, purchases
annuities under group contracts or provides reserves for these plans. Benefits under the defined banefit plans are typically
hased either on vears of service and the emplovee's compensation (generally during a fixed number of vears immedintely
before retrement ) or on annual credits, The rnge of assumptions thar are used for the non-11.5, defined benefit plans
reflect the different economic environments within the vanous countries.

In addibon, certam of the company s non=LLS, subsidianes sponsor nonpension postretimement benelit plans that
provide medical and dental benefins 1o eligible non-U S, retirees and eligible dependenis, as well as life insurance [or
certain ehigible non-U_S. retirees, However, most non=L. S, retirees are covered by local government sponsored and
adminisiered prograins.
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Plan Financinl Information
Summary of Financial Information

The fallowimng table presents o summiary of the fotal retrement-related benefits net periodic (income Vieost recorded m the
Consolidated Statement of Eamings.

15 in mallions)

L5 Plans Sun-L5 Plass Tusial
Far the vear emded December 31 2008 004 L 18 014 T e 004 13
Defined benefit pension plans~ § (2845 (8355 (2208 1421 % 1267 5 13968 L1375 4345 (173
Retention Plan 23 15 21 — — - 13 15 21
Total defined benefit pension

plans (income)eost S (261)5 (B15)5 (20035 14215 12675 13965 LI60S 4495 1,195
I3M 401 (k) Plus Plan and non-

115, plans £ 6765 TIZS TES S 442 % S S 573 8 LTS 1,239 % 1361
Excess 400(k} 21 14 4 — — — 21 14 24
Total defined contribution plns

cost § 6975 7275 SH98 4425 5265 STSS 11385 1253 % 1384
Nonpension postretirement

benefit plans cost § 2185 6% 28RS S8 % 66 S s MIE 2728 Q298

Total retirement=related
benefits net periodic cosi 5 685 1155 365 19185 1859 5 2051 § 2572 5 1974 § 1876

The follewing table presents & summary of the 1ol PBO for defined benefit pension plans, APBO for nonpension
postretirement benefit plans, Bur value of plan asets and the associated funded status recorded 10 the Consolhsdated
Statement of Financial Position.,

{5 in millbons)

Benedlt Obligations Fair Value of Plan Aswens Funded Seatms®
Af December 31 b 1 2004 Tuis T4 2015 2014
1.5, Plans
Cherfunded plans
Chunlified FPP 5 SLIET 5 MTOR 5 SLTIE 5 S5TVXI S 429 5 1065
Underfunded plans
Bxcess PP £ 1512 § La02 8 — % — % (1523 5 (ln02)
Retenson Flan az i — — 1) (334
Monpension postretirement benefit plan 4652 5,053 il (1 14.582) (3037
Total underfanded 115, plans £ h4ME 5 6080 § s 16 % (6415 § (6973
MNon-115, Pluns
Crerfunded plans
Craalified defined benefit pension plans S I6TeE 5 16794 5 IH070 S |TRER S JMM S 1004
MNonpension postretirensent bemefic plans ] 1l L] 11 a i
Total overfunded ron-L15. plans. S I6T66 5 16K4 S5 18070 (TR S 1M 5 1094
Underfunded plans
Craalified d=fined benelil penston plans 5 19 5 26270 5 AT6TT 5 21655 5 (4362) § (4623)
Mongualified defined benefit pension plans 510 6,762 = -_— (59110) {6762
Nonpension posiretirensent benefit plans 618 iy b x (553) (733
Tolal underfanded non-U. 5. plans S MSAE 5 iR S ITTAT S 21,729 S (I0MIZ) S (12.00H)
Totul sverfunded plans £ 6H053 5 TISI2 5 69.THE 5 TIAVI 8 1.7M 5 2150
Tonal mnderfundod plans S JSPS 5 4036 5 1TBOT 5 20,745 S (IT.24T) 5 (190910)

* Funded status 15 recognized m the Consolidated $intement of Financial Pasitson ns follows: Asset amounts as prepasd pension assets;
A Laability ) amounts as compensation and benelits (eurment liabiliay b and retirement amd nonpension postretirement benefi obligaticns
{noncurrent hability).

At December 31, 2015, the company's qualified defined benefit pension plans worldwide sere 97 percent funded
compared 1o the benefit obligations, with the U5, Qualified PPP 101 percent funded. Overall, including nonqualified plans,
the company's defined benefit pension plans worldwide were 89 percent funded.

1z
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Defined Benehit Pension and Nonpension Postretirement Benefit Plan Financial Information

The following enbles through page |15 represent financial information for the company’s retirement-relnted benefit plans,

excluding defined conibution plans. The defined benefit pension plans under 115, Plans consists of the Qualified PPP, the
Excess PPP and the Retention Plan. The defined benefit pension plans and the nonpension postrétirenent benelit plais
umnder non-1.5. Plans consists of all plans sponsored by the company’s subsidiaries, The nonpension postrenrement benefit
plam under U5, Man comsists of only the LS. Nenpenston Postretirement Benefit Plan,

The tables below present the components of net penodic (income)'cost of the retirement-related bene it plans recognized
in the Consolidated Statement of Eamings, excluding defined contribution plans.

{5 in millions)

Far the vear omiloil Docember 51

Service cout 5

Interest cost

Expected rerurn on plan asse1s

Amortization of transiiion asscis

Amrtization of prior service costs/
(credits)

Recognirad actunrial losses

Curmailments and settlements

Multi-emgloyer plans‘other cosis®

Total net periodic (income)cost 8

{5 in millions)

Far the year ealed Deeomber 302

Service cost 5

Interest cost

Expecied return on plan assels

Amonization of ramsition assets

Amartization of prior senvice costs’
(credits)

Recognized actuarial losses

Curtailments and settlements

Taotal net periodic cost 5

Defimed Benefit Pensbon Plam

LS. Plams Nan- U5, Plans
b 1ES mie w3 ms w4
—_ — % — & 454 % 449
1,028 2211 1,980 1,075 1,533
[3,053) [4,096) (3,981} (1.919) (2,247)
—_ - ] 1]
in In 1] (9E) [LRRN
1654 1 086 1,790 1,581 1,404
—_ - =] A5 26
_ — — 193 217
(261) 5 (EIE) & (202} 5 1421 5 1,267
Monponsion Pestretiroment Beneli Plass
L%, Plan Man-L %, Plant
= 4 a3 s a4
05 25 % 35 5 T 5 T
163 187 164 50 63
[} a (11] n (%)
_ — — ] 1]
(7l {7 (%) (5)
19 0 21 1 (1]
_ 0 U]
g % {11 2 8 5 % 6

o B

5
1,

(2

501
524
195)

AL]

i)

25

5 L39%

s

10
(=
0
(5}

T2

* The non-=11.5. plans amount imcludes 5233 mullion and 5148 mullion relnted to the 1BM Spun pension lingation for 2005
and 2014, respectively. See page 115 for additional information
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The following tnble presents the changes in benefit obligations and plan assets of the company s retirement-related benefin
plans, excluding defined conmibution plans.

15 in millsons)

Defined Benefit Pension Plams *ompenss Prvirelirement Benelit Plans
1.5, Plans Nan-1/.5, Flans 115, Plan Hon-115, Plass
Pk 2014 b L3 U s P L) 015 4
Change in benefit ohligation
Benefit ebhgwtion af Jamuary | 556,643 551034 549834 548620 5 5053 54633 5 BIT § 832
Service cost — — 454 449 24 26 7 7
Interest cost 2028 2201 1,075 1,533 163 187 50 63
Plan participants’ contributions — — M 7 52 ] — —
Acquisitions/divestitures, net — - 30 () (L] i il i
Actuarial losses/{gains) (1.920) 6968 (B61) 6662 (204} 548 (52) 38
Henefits paid from trust (5.504) (54237 (1,FR4)  (1.985) (406} (385) (5) (%)
Direct benefit payments (117)  (1i4)  (402) (465) (13) (37) {24) 126
Foreign exchange impact — (300T)  (5,073) — (174} {91}
Medwcare/ Government subsidies —_ —_ — —_ | 23 —_ —_
Anen dmente/cartailments/settlements/other — 235 146 0 0 0 (1)
Benefit obligation at December 31 553,120 5560643 S44,717 F 49834 5 4,652 55053 5 614 5 817
Change in plan asseis
Fair value of plan assets at January | S55, 771 553034 RMOA43 330404 5 16 5 17T S B4 03 W2
Actui] returi on plai assets (542) 5274 a7 5579 1] 0 7 b
Employer contributions — - 474 465 409 [ o ]
Acquizitiong/divestitures, net — 53 (5% il 0 fl (]
Plan participants’ contributions — - 34 37 52 6l — -
Benefits paid from trust [3.504) (3435) (1,TR4) (1.985) (dOD&)  (3RF) {5) (5
Foreign exchange impact — — A0y (4.04%) — e (26) (1
Amendments/'corallments/settlements other — — 4= Qs — — (18] 1]
Fair valoe of plam asseis at December 31 851,716 555772 835,748 §36543 8 71 5 16 8§ 59 § 84
Funded status at December 31 S(1405) 5 (B71) S(H.067) 510,291 5(4,582) S(3057) 5 (558) 5 (735
Accumulated benefit obligation®* S55,120 556,643 S44071 $47516  NA 0 NA NA NA

* Inchudes the remstatement of certain plan assets i Branl due (o govermorient nilimgs ia 2001 and 2002 allowmy certain
previously restnicied plan assets 1o be retumed to BN, Retun of assets to IBM over a three-year period began
June 200 1 and Seprember 2003 respectively, with approximately 533 millon retumed v 2005 and $122 nullion
retummed dunng 20014, The remaiming surplus in Brazl at December 21, 2005 15 excluded from total plan sssets due 1o
contimued restrichions imposed by the govermment on the use of those plan assets,
** Hepresents the benefit oblipntion assuming o fiure participant compensation mereases.

NiA - Not applicable
The following table presents the net funded status recogmized in the Consolidated Statement of Financial Position.

{5 in mallions)

Defined Beneli Fensben Flans Hanpeasion Pesiretiremont Bemefit Plans
.5, Plans Nom:U'5. Flans U5, Plan Nomll 5. Plans
Al Devembser 31: 0 w4 b E] 24 s 204 s 14
Prepaid pension assets $§ 419 5 |065 5§ 1304 5 | 095 § - o3 L L]
Current liabilities-
compenaation and benefis {116) {1y (297) {326} (d2o) (381) {1y [13)
Noncurrent linbilities—
retrement and nonpension
postretrement benefit
cbligations (1.718)  (1.825) (9.978) (11060} (4262} (4656} (547) (720§
Funded status—mnel 5 (1.405) § (&71) 5 (8569) 3(10.291) § (4,582) 5 (5037) § (558) % (733)
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The following table presents the pre-tax net loss and prior service costs/{ credits) and transition (assets )V labilites
recognized in OCT and the changes in the pre-tax net loss, prior service costs{credits) and wansition (assets)liabilities
recognized in ADC] for the retirement-relnted benefit plans

{5 i monllnores )

Diclined Benelil Ponsina Plans Sanprasion Povircticemont Bonelid Plans
L5, Mans Nan=U'5, Mlans U5, Plan Man=U' 5, Mlans
FTE] 4 FITE 1014 I TE] 1014 RITES 214
Met loss at January 1 518442 513,709 521676 519777 § 882 5 34 § 189 § 161
Current period loss/{gain) 21576 £ 759 s | 3324 {204} 548 (51§ I8
Curailments and settlements — - (33) {25) — - [} |
Amortizataon of net los
included in net penodic
(imcome)icost (1,654]  (1.056) (1,581} (1400} (3 4] (L (ALY
Met loss at December 21 519363 S16442 S20.724 52676 5 609 5 852 § 128 % 189
Prige service cosss/{credits) at
January | 5 10 5 1200 § (3R6) % (49) § 3 5 15 § [26) % (32)
Current period priar service
costa/{credits) -— - {6) () — = 0 0
Amrtization of prior service
{costseredits ineluded in net
penhic (income)'cost (L] [RLU] ke 111 T T 5 5
Prior service costs/{crediis) ai
December 31 5 1m 5 1§ (2M4) 5 (3BO) S MM 5 i . 1 21y % (206)
Transation (assets) labifines at
January | 5§ — 5 — 5 [ 05 — 5 — 5§ 0 % 0
Amortieation of transiion
assets/{linbalities) included m
net periodsc (income)/cost — — [} ] — - 0 [i]
Transition {assets)Tiabilities
at December 31 5 — 5 — § 0 % os — 5 — § (LI 1 [}]
Total bss recognized in
secumulnted other
comprehensive income!
(boss)® $19464 SIES552 S20420 $21290 § 639 § 875 § 106 § 163

* Sce note L, “Equity Activity,” for the tetal change in AQCL, and the Consolidnted Statement of Comprehensive Income
for the components of net periodic (income)'eost, including the related 1ax effects, recognized in OCT for the retitemens-
relnied benefie plans.

The following tble presents the pre-tax estimated net loss, estimated prior service costs/{credits) and estimated transition
{assetspTinbalities of the retirement-related benefit plans that wall be amontized from AOQCH into net peredic (income ) oost
in 2016

{5 in mllns)

Dafimed Bomolit Sompension Pusireliremend
Prmsdon Mans Benelit Plams
US. Plans Non:U' 5. Plans L& Plan Now-L/ 5. Plans
Met loss 5 1331 5 1,361 5 (L 8

Prior service costs/(credits) 10 {96} (7 {4}
Transanon (assets)labilines — s s e

On March 24, 2014, the Supreme Court of Spain sswed a ruling against IBM Spain in hitigation involving its defined
benefit and defined contribagtion plans, As a result of the miling, the company reconded pre-tax retirement-related
obligations of 3233 million 1 2015 and $148 mallion in 20014 in selling, general and administrative expense inthe
Consoldated Statement of Eamings. These obligations are reflected in “Non-11.5, Plans-—Multi-emplover plans/other
costs™ 1n the table on page 113, See nose M, “Contimpencies and Commitments,” on page 102 for addrtional informaton
regarding pension plan lingation maters,
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Assumptions Used to Determine Plan Financial Information

oOoOooodn

Underlying both the mensurement of benefit obligations and net penedic {incomel cost are actuarial valuanons, These
valuations use participant-specific information such as salary, age and years of service, as well as cenain assumptions, the
masd smgnificant of which iclude estimates of discount rles, expected refum on plan assets, rmte of compensation
increases, interest crediting rates and mortality rmies. The company evaluates these assumpiions, at a minimum, anmuaally,

and makes changes as necessary.

The wble below presents the assumptions wed (o measure the ned peniodic (income)eost and the vear-end beneli
obligations for retirement-related benefit plans.

Weighted-average
nssumplions vsed fo
mensure net periodic
(income}icast for the vear
ended December 31
Dizcaunt rate
Expected long-term retums on

plan assats
Rale of compensation
Increase

Weighted-average
assumptions used 10
measure benelit obligations
at December 31
[Discount rate
Rate of compensation

Imcrease

NiA—Not applicable

Weighted-average
assumptions nsed to
measure net periodic cost
for the yvear ended
December 31
Discount rate
Expecied long-tefm returms on

plan assets

Weighted-average assumplions
wsed to measure beneli
obligations al December 31
Dizcount rabe

NiA—Not applicable

Diseount Rate

Definel Bemefit Pemsion Plans
LS. Plans
IS w4 ImEy s
105, 4. 50% R 2 34%
T.50% B00%% 5.00%5 5.67%
MNiA A MIA 2.49%
EX I 3708 4508 2.40%
™A A MiA 2.40%

Mon-15 Pl
w4

332%
6,06%

2.52%

2.34%

2.4%%

MNompynsben Postretirems nd Benglil Plans

US, Flan

L] w4 SE]
340 4.10%% 3307
M NA 0.35%
AT0%% 3407 4.10%

218

T.51%

1HL17%

T06%

Nom-L5, Plans
W4

T.78%

10,22%

751%

oy

3234
6.21%

251%

332%

252%

013

6.43%

S.01%

T.78%

The discowst rate assumptions used for setirement-telated bepelit plans sceounting reflect the vields available on high-
quality, fined-income debt instruments a1 the measurement date. For the US. and cenain non-U 8. countnes, a portfolio of
highequality corporate bonds is used 1o construct o vield curve, The cash Mows from the company s expected benefi
obligation payments are then matched o the vield curve 1o derive the discount rates. In other non-U-5. countries, where the
markets for high-quality long-term bonds are not generally as well developed, a portfolio of long-term government bonds is
used as a base, to which o credit spread 15 pdded to simulaie comporate bond vields ai these matunibies in the junsdsciion of
each plan, as the benchmark for developing the respective discount rates.

16

447/486



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

448/486



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

For the U5, defined benefit pension plans, the changes i the discount rate assumiptions impacted the net periodic
{imcome)cost and the PBO. The changes in the discount rate assumptions resulied in a decrease im 20015 net peniodic
income of 3286 million, an increase in 2014 net pernodic income of 275 million and a decrease in 2003 net periodsc
income of 5162 million. The changes in the discount rate assumptions resulted in a decrease in the PBO of $1,621 million
and an increase of $4 437 million 6t December 31, 2015 and 2014, respectively

For the U5, nonpension postretirement benefit plans, the changes in the discount rae assumptions had no matenal
impact on net penodse cost For the vears ended December 31, 20015, 2004 and 2003, and resulted in 3 decrease in the APBO
of $109 million and an increase of 5256 million al December 31, 2005 and 2014, respectively.

For all of the company s retirement=related benefin plans, the change in the discount rte assumptions resubled ina
decrease in the benefii obligation of approximately 52 billion ai December 31, 2015 and an increase of approsimaiely $11
illeon s December 31, 2014

Expected Long-Term Retums on Plan Assets

Expecied returns on plan assets, a component of net periodic | mcome)'cost, represent the expected Jong-1erm retums on
plan assets based on the calculated market-related value of plan sssets. Expected long-term retums on plan assets ke inio
aceount long-term expectations for future retums and the snvesiment policies and strategies as desenbed on page 118,
These rates of return are developed by the company and are tested for reasonableness against fustorical retums. The use of
expected long-term fetums on plan assels may resaill in recopmized pension income that s greater of less than the actual
returns of those plan assets in sy given year. Over time, however, the expected long-term retums are designed to
approsime the actual long-term retwms, and Userefore resull i & pattern of ingcome and cost recopnibion Uit more closely
matches the pattern of the services provided by the employvees. Ihfferences between actual and expected retums are
recognized as a component of net loss or pain in ACGCT, which is amorized as a component of net periodic (incomepoost
over the service lives or life expectancy of the plan participants, depending on the plan, provided such amounts exceed
certain thresholds provided by accounting standards. The market-related value of plan asaes recognizes changes in the fur
value of plan assets systematically aver a five-vear penad in the expected retum an plan assets ling in net penodic
{income)eost.

For the 115, defined benefit pension plan, the expected long-term rate of refum on plan assets for the years ended
December 31, 2005, 2004 and 2013 was 7.5 percent, § percent ond 8 percent, respectively. The change i the rate in 2015
resulted ina decrease in 2005 net peniodic income of 3264 million, For 2016, the projected long-term rate of retum on plan
assels 15 approxinntely 7.0 percem

For the LS. nonpension pastretimement benefit plims, the company mmntains a highly iquid trust fund balance 1o ensure
timely payvments are made. As a result, for the years endied December 31, 2005, 2004 and 2001 3, the expected long-term
return on plan assets and the actual return on those assets were not material

Rate of Compensation Increases snd Monaliny Rae

The rate of compensation increases 15 determinesd by the company, based upon its long-term plans for such increases, The
raie of compensation increase 15 nsd applicable 1o the U.S. defined benefit pension plans as benefit accruals ceased
December 31, 2007 for all participasits, Mortality sate assumplions are based on life expectancy and death rates fof dulferent
types of participants. Mortality rates are penodically updated based on actual experience. In the U5, the Sociery of
Actunries released mew mortaliy tables o 2004 and ppdated tien i 2005, The company uiiloed these tables m its plan
remeasurements 8l December 31, 2005 and 2014, For the ULS. retrement related plams, the change in mortality assumgions
resulted ina deerease to the plan benelit obligations of $0.7 billion and an increase of 52.6 hillion at December 31, 2015
and 2014, respectively.

Interest Crediging Rote

Benefits for certain participanes in the PPP are caleulnted using a cash halonce formuln. An assumption underbying this
formula is an interest erediing rate, which impaces both net penodic (meome ) cost and the PBO, This assumption provides
a basis for projecting the expected interest rate that participants will eam on the benefits that they are expected to recerve in
the following vear and is based on the average from Auwgust i October of the one-year LS. Treasury Constant Matunity
wiehd plus one percent,

For the PPP, the interest creditmg mte of 1.1 percent for the year ended December 31, 2015 was unchanged from 2014
and, therefore, had no impact on the decrease in 2015 net periodic income. The change in the interest credinng rate to 1.1
percent for the year ended December 21, 2004, from 1.2 percent for the vear ended December 31, 2003, resulted in an
increase in 2014 net periodic income of 58 million, The change in the interest erediting rate o 1.2 percent for the year
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ended December 31, 2013, from 1.1 percent for the yvear ended December 31, 2002, resulied in a decrease in 2013 net
periodic income of $6 million
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Healthenre Cost Trend Raie

For nonpension postretirement bemefit plan nccountimg, the company reviews external dotn and s own historical trends for
healthcare costs to determine the healthcare cost wend rates. However, the healthcare cost rend rate has an insigni ficant
effect on plan costs and obligations as a result of the ferms of the plan which limit the company's abligation to the
pamicipants. The company assumes that the healthcare cost trend rte for 2016 will be 7 percent. In addition, the company
assumes that the same trend re will decrease 10 5 percent over the next erght vears. A one percentage point ingrease or
abecrease in the assumed healtheare cost rend rate would ot have had & matenal effect on 2005, 2004 and 2003 pet
periodic cost or the benefit oblisations as of December 31, 2015 and 2014,

Plian Assens

Retirement-related benefit plan nssets are recognized and measured at fair value. Beeause of the imherent uncertninty of
valuations, these fair value measurements may mot necessarily reflect the amounts the company could realize in current
market transactions

Investment Policies and Strategies

The investment obpectives of the Qualified PPP porndolio are designed o generate retumms that will enable the plan o meet
1ts future obligations. The precise amount for which these obligations will be settled depends on future events, meluding the
fetirement dates sl life expectaicy of the plans’ participants, The obligations are estimated usbig scluanial ssumptions,
based on the current economic environment and other pertment factors desenbed on pagges 1 16 through 117, The Qualified
FPP portfolio”™s invesunent sitatery balances Use requirenment 1o penerate returng, using potenteally higher vielding assets
such as equity secunties, with the need to contral nsk in the portfolio wath less volatile assets, such as fixed-mcome
securities. Risks incluode, among others, inflation, volatility in equity values and changes in inferest rtes than could cause
the plan to become underfunded, thereby imcreasing its dependence on contributions: from the company. To mingate any
potential concentration risk, careful consideration is given 1o balancing the portfolio among indusiry sectors, companies
and peographies, taking inio accouwt rmterest rate sensitivity, dependénce on ecomanrac growith, currency and ather factors
that affect investment retums. [m 2014, the company changed its investment strategy, modifying the target nsset allocation,
primanly by reducing equity securities and mereasing debt secunties. This chnnge was designed o reduce the potential
negative impact that equity markets might have on the funded stams of the plan. The Qualified PPP ponfolio’s @arget
allocation 15 34 percent equity securines, 56 percen fixed=-income secunties, 5 percent real estale and 5 percent olher
Invesiments.

The assets are managed by professional invesiment finms and investment professionals who are employees of the
company, They are bound by mvestment mangdates detenmined by the company’s manpgement mwd are measured against
specific benchmiarks. Among these managers, consideration is given, but not limited 10, balancing security concentration,
ssHeT concentration, mvvestment style and relinnce on particular active and passive mvestment stratojies.

Market liquidiey risks are nghtly controlled, with £2.219 million of the Qualified FPP porfolio as of December 31, 20013
mvested in private market assets consisting of private equities and private real estate investments, which are less liquid than
publicly traded securines. In addinen, the Qualified PPP portfolio had 52,347 million in commitments for fuure
Invesiments i private markets to be made over a number of vears. These commitments ane exgeocied to be funded from
plan aseets,

Derivatives mre used a3 an ellfective means 1o achieve investment objectives and'or as a compenent of the plan's risk
management siralegy. The primary reasons for the use of denvatives are fixed income management, including duration,
imterest rale management and credil exposure, cash equitization and 1o manage cumency and commadity strmepgies.

Ourside the ULS., the invesimem objectives ane similar 1o those described above, subject o local regulntions, The
weighted-average torpet allocation for the non-L1LS. plans 15 29 percent equity securities, 58 percent fixed-income
securities, 2 percent real estate and | percemt other mvestrments, which is consistent with the allocation decisions made by
the company's management. The table on papge |19 details the actual equity, fixed mcome. real estate and other types of
vestments for non-115, plans, In some countries, o higher percentare allocation 1o fixed income 15 required 1o manage
solvency and fundimg nsks. Inothers, the responsibality for monaging the investments typically lies with a board that may
inclisde ug o 30 percemt of members elected by emplovees and retirees. This can result in slhight differences compared with
the strategres previously desenbed. Generally, these non=LL5. plans do not mvest i illgquid nssets and their wse of
denvatives is consistent with the LS, plan and mainly for currency hedging, interest rafe nsk management, eredil exposune
and alteruative investment sirategies.

The company's nonpension postretirement benefit plans are ynderfunded or unfunded. For some plans, the company
imaintaing a nominal, highly liquid tnest fund balance 1o ensure tmcly benefit ppymemns
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Defined Benefit Pension Plan Asscis

The following tnble presents the company's defined benefit pension plans” asser classes and therr assocued far valee at
December 31, 2005 The U.S. Plan consists of the Qualified PPP and the non-L1.S. Plans consist of all plans sponsored by
the company ‘s subsidianes,

{5 in mllins)

IS, Plan Non-1.5, Plam
Level | Level T Level 3 Tuial Level I Laevel 2 Lavel 3 Tutsl
Equity
Equity secunties (1) 5 120 5 15 — 5 1211 § 4.631 5 05 — § 4,631
Equity commingled/matual
fuungs {2) (3} ] pELE] . 134 Wy 6,200 — 06,2940
Faaed iiscoie
Government and related
(E]] — 9854 — 9854 - 7482 16 TA499
Corporate bonds {5} — 17,088 2 17,090 - 1,896 4 1,599
Muortgage and asser-hacked
securities — 633 10 643 — 9 — 219
Fixed income
commmgled’ mutual
funds {2) (6} ETE] 192 401 an7 3% D082 — o120
Insurance comtracls - - -_ - _ 1,079 - 1,079
Cash o shor-aerm
investments (7) 244 2305 — 1549 142 467 - al
Hedge funds —_ LAY a2 Lin -— 659 — 659
Private equity (8) - - 790 1,790 - - SK2 582
Privaie real estaie (8) — — 2419 1419 — _ Gin] Gl
Derivatives (%) (L] 2 = (L] [L}] 481 = 480
Other commingled mumal
fianels (2} {10} — — — —_ 115 1,637 37 2,069
Subtotal 11,784 REEL) | 6,544 51,859 5006 19.202 1.580 35,798
Other (1) — — —_ 1143 - — — (50}

Fair value of plan assets £ 11,784 § 33531 § 6544 8 51,716 S S006 § 200202 8§ LSRO £ 35748

{1} Represenis LS, and iviermanional securities. The LS. Plan includes 1BM common stock of 334 mallion, representing
1 percent of the U5, Plai assets, Mon-LLS. Plans inchebe TBM comimon stock of 514 million, sepresentiig 0.04
pereent of the non-L1S. Plans asscts,

{2} Commingled funds represent pooled instintional investments,

{3} Invests in predominantly equity securities.

() Includes debr issued by national, siate and local governments and agencies,

{5} The LS. Plan inchedes IBM corpomie bonds of 523 million, representing 0.04 percent of the LS. Plan assets. Non-
L5, plans include 1BM corporate bonds of 51 mullion representing 0.004 percent of the non-LUL%S, Plan asseis.

{6} lwvests m predommanily fixed-mcome secunbes,

{7} Includes cash and cash equivalents and short-term marketable secunties.

{8) Primanly ingludes limited partnerships,

(9} Includes imierest rate denvatives, forwards, exchange traded and other over-the-counter denvatives.

{10}wvests in both equity and fixed-income secursties.

{11} Represents net unsenled rransactions, relating primarily w purchases and sales of plan assels,

The 11.5. nonpension postretiremient henefit plan assets of $71 million were invested in cash, categorized as Level | in the
fir value hierarchy, The non-11 5, nonpension postretirement benefit plan assets of 559 million, primanly in Brazl, and, 1o
a lesser extent, in Mexico and South Afnica, were invested primanly in govemment and related fixed-income secunties and
corparite bonds, categonzed as Level 2 in the fair value lerarchy,

1"y
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The following table presents the company s defined benefit pension plans” asset classes and their associnted fair value at
December 31, 2004 The LS. Plan consists of the Qualified PPP and the non-U1.5. Plans consist of all plans sponsored by
the company's subsidinries.

1'5 i m'i]li'i,ms]

'S5, Plan Non-105, Plams
Level 1 Level 2 Level 3 Tuisl Level | Lewel 2 Level 3 Tuial
Equity
Equity secunties (1) 5 11,527 8 15 — % 11,523 § 54652 8 — § — § 5652
Equity commingled'mutual
fumds {2)(3) 85 22T -— 2,362 126 TAIS5 — 7.540
Fixed mseome
Govermnment and related
£} — 1883 — T.883 — £.159 2 £.191
Corpornte bonds (5] 18,828 4 18,832 - 2,063 | 2,063
Martpape and asset-hacked
SeCurities 567 20 SET 238 238
Fixed income
commimgledmutual
funds {2) (6} 312 3018 293 3,725 817 9715 — 9,502
Insurance contracis — — - — - 1,053 - 1,053
Cash and short-tenm
imvestmenis (7) 345 2,304 — 2,650 158 193 — 551
Hedge lumnds — 1,474 829 2 362 — T45 — T45
Privae equily (8) —_ — 3287 3,287 —_ —_— 313 513
Private real estate (8) — — 2042 2842 -— — i fisd
Denvatives (9) (55} 3 — (53) Z BdO B4R
Other commingled muiual
fands (2 (10} — — o —_ 33 1,513 220 1,766
Suhtotal 12214 36455 TAIT 56,006 6056 32110 1AM 0625
Orther (1) —. —_ - {313} — — — (82)

Fair value of plan asseis S 122014 § JpASS S TAAT 5 BSOS 605 5 32130 5 1420 5 3054)

{1} Represenis U5, and miemational secunties. The US. Plan includes 1BM common stock of 555 mullion, represeniing
0.1 percent of the U.S, Plan assets, Non-LLS. Plans include 1BM common stock of 821 mallion, eepresentmg 0.1 percent
of the non-US. Plans assets.

12} Commingled funds represent pooled instintional imvestments

{3} Iwvests in predomimantly equity sccurifies.

(4} Includes debe issued by national, state and local governments and agencies,

{5) The LS. Plan includes IBM corpornte bonds of 510 million, representing 0.02 pescent of the 115 Plan assets. Non-
LS, plans include IBM corporate bonde of 34 million representing 0.01 percent of the non-LLS, Plan asses

{6} Imvests i predominantly fixed-income secunties.

{7} Includes cash and cash equivalents and short-term marketable secunties.

{8) Pnmanly meludes bmied partnerships.

{9} Includes inierest rate denvatives, forwards, exchange traded and other over-the-counter denvatives.

{10Hwvests m both equity and fixed-meome secursies,

{11 jRepresents net unseiled ransactons, relating primarily o purclhiases and sales of plan asseis.

The LIS, nonpension postretinement benefit plan assets of 816 million were invested in cash, categorized as Level | in the
fnir value hierarchy. The non-U.5. nonpension postretirement benefit plan asscts of 584 mullion, primanly in Brazil, and, to
a lesser extent, in Mexico and South Afnica, were invested primanly in govermment and related fixed-income secunties and

comperrate bonds, categorieed as Level 2 inthe fair value erarchy
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The following tables present the reconcilintion of the beginning and ending balances of Level 3 asscts for the years ended

December 31, 2005 and 2014 for the US. Plan.

15 in millsons)

Mrtgags
anil Asset-  Flaed Iscome
Canvarnmrnl oy Backiil LE il Hekew Privalr Privaly
anil Relaled Bambs Secwrilicn Mutual Funils  Fands Exuity Real Extaie Tutal
Balance at January |,
2015 5 — § 4 5 20 5 2955 BRY 5§ 3287 5 1942 5 74N
Renirm on asses held at
end of year — 0 i 9 3 {19%) (21ay (3770
Retum on assels sold
duning the year —_ 1 o o - 429 460 550
Purchases, sales and
settlements, net - (5} 12} as - {T27) (763} {13499
Transfers, net — ] L] — — L[] — {6)
Balance at
December 31, 20015 5 — 5 r I 4 m s 400 5 912 § 3700 8§ 1439 5§ a5d44
{5 i mllions)
Mortgags
wnd Azt Fized Income
Government  Conporaie Backed Commingled’  ledge Private Privaic
anil Related Benils Sermrities Mutual Funds  Funds Exquity Real Estaie Toral
Balance sl January 1,
2014 % 1 5 . I 1 19 % 2% BeD § 3771 § 3038 § 7968
Retum on asscis held at
end of year 1] 1] 2 28 (L] 197 238
Retum on assets sold
during the vear — L] [i] — — ii 199 531
Purchases, sales and
sertlermnents, net — 0 13} - — (807) 1492) 11.302)
Transfers, net (1 (1} 4 s - == _ 2
Balance at
December 31, 2004 % 5 4 5 20 5 295§ BRO 5§ 32RY 5§ 1842 § 7437

The following tbles present the reconcilintion of the beginning and ending balances of Level 3 assets for the vears ended

December 31, 2015 and 2014 for the nop-17.5. Plans.

15 i mallsns)

Govermment
and Related
Balance st January 1, 2015 5 2 s
Fehum on assets held at end of vear i2)
Retuim on assets sold during the
year L]
Purchases, sales and setlements,
et {1
Transfers, net —
Fm::gll l.-:lwhfmm illlpuﬁ;t {3:
Balance at December 31, 2015 5 ia 5
{5 in millbons)
CaovErmmenn
anidl Relaird
Balance at January |, 2014 % 42 '8
Rehim on assets held at end of year £}

iher
[& te Privale Privals Comminglod
Bandls Equity Poal Estate  Mutuad Funds Total
1 5 515 5 Gid  § I 5 1419
o {25) 45 ] 47
1] 62 46 - 107
3 73 (62} 84 88
1 {42y () (15) {91)
4 5 SR § 1] -1 AT 5 1,580
riher
CaTperace Privang Privans Cemminglald
Bunils Erquity Weal Estate  Mutusd Funds Tutal
4 5 410 % 655 % — % [MET
o 26 33 26 138
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Reirm on assets sold during the

yemr o o 4t (12) 34
Purchases, sales and senlements,

et {E] {2} 75 (133 104 155
Transfers, net - — 0 —_ oz 102
Fl:ln:lgr: wxchnlljp: impua:t 5 ] {d5) [49% {12} MR
Balance at December 31, 2014 5 oy S 1 5 513 8 bbd  § 220§ 1,429
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Valuation Techniques

The following i o deserption of the valuation techniques weed 10 measure plan assets o fur value, There were na changes
in valuation techniques during 2005 and 2014,

Equity securities are valued at the clesing price reported on the stock exchange on which the individual secunties are
tradedd. IBM common stock 1s valued at the closmyg price reponed on the New York Stock Exchange, Equity
commingled'mutual funds are typically valued wsing the net asset value (MNAV) provided by the admimstrnor of the fund
and reviewed by the company, The NAY is based on the value of the underlying assets owned by the fund, minus labalities
and divided by the number of shares or units outstanding. These assets are classified as Level I, Level 2 or Level 3
depending on availability of quated marker prices

The fur value of Axed-mcome seourimics 15 typeeally esnmated wsing prcing models, quoted prices of secunties with
similar characteristics or discounted cash flows and are penerally classified ns Level 2. 1 available, they are valued using
the closing price reported on the major market on which the individual securities are traded

Cash includes money market accounts that are valued at their cost plus interest on a daily basis, which approximates fair
value. Short-term investmenis represent secuniies with ongmal materiies of ope vear or less. These assets ane classified as
Level 1 or Level 2,

Private equily and private real estate partiership valualions requite signlicant judgmment dse 1o e abseice of quoted
markel prices, the inherent lack of hquidity and the long-term nature of such assets. These assets are mitially valued at cost
and are reviewed penodically utliang avalabile amd relevant market data o determine i ihe carrying value of these assels
should be adjusted. These investments are classified as Level 3. The valuanon methadalogy is applied conststently from
period 1o period.

Exchange raded derivatves are valued a1 the closing price repomed on the exchange on which the idividual securities
are traded, whale forward comtracts are valued wsing a mid-¢lose price. Over-the-counter dervatives are typically valued
wsing pricing models. The models require a variety of inpuis, including, for example, vield curves, credit curves, measures
of volatility and foreign exchanpe rates. These assets are classified as Level | or Level 2 depending on avmlability of
aquoted market prices,

Expected Contributions
Diefined Benefit Pension Plans

It is the companys general practice 1o fund amounts for pensions sulficient to meet the mininiam requirements set forth in
apphcable emploves benefits laws and local tax lows, From time to time, the company contnibutes additional amounts as it
deems appropriate

The company contmibuted $474 nuilion in cash o non-U.5. defined benefit pension plans and $40 million m cash o
multi-employer plans for the year ended December 31, 2015, For the year ended December 31, 2004, the company
contrbuted 5465 million in cash to non-U.5, defined benefit penseon plans and $34 million in cash to muli-emplover
planms, The cadh contrbaitions to multi-emplover plans represent the antual cost neluded in net penodic (icome)cost
recognized i the Conselidated Statement of Earmangs. The company s parieipation in mali-emgplover plans has no
material gt on the company's lnangol satements,

Inn 20016, the company is nod legally required to make any contributions o the ULS, defined benelit pension plans
However, depending on market conditions, or other factors, the company may cleet 1o make discretionary contributions to
the Chualified PPP during the vear

The Pension Protection Act of 2006 (the Act), enacted into law in 2006, is 8 comprehensive reform package that, among
other provisions, increases pension funding requirements for certam LS. defined benefit plans, provides guidelines for
measunng pension plan wsets and pension obligations for fundings purposes and raices s deduction limis for
contnbutions to retirement-relsted benefit plans. The addional funding requirements by the Act apply to plan vears
beginning after December 31, 2007, The Act was updated by the Worker, Retiree and Employer Recovery Act of 2008,
which revased the fundmg requirements in the Act by elanfying that pension plans may smwooth the valoe of pensson plans
over 24 months, At December 31, 2005, no mandatory contnbution was required for 2006,

It 201 &, the company estimates contributions 10 its non-U S, defined benelit and multi-emplover plans o be

approximtely $500 nullion, the largest of which will be contmbuted to defined benefit pension plans in the UK, Japan and
Spain. This amount represents the begally mandated minimum contribations. Financial markel performance in 2006 could
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inerease tee legally mandated miniomm comribution in certain countries which require monthly or daily remeasurement
of the funded stnius. The company could also elect 1o contribute more than the legally mandated amount based on morket
conditions or other factors.
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Defined Contribution Plans

The company contributed $1,117 millson and $1.23% million in cash to the defined contnbution plans daring the years
ended December 31, 2015 and 2004, respectively. In 2016, the company estimates cash contributions 1o the defined
contnbution plans 0 be apprecimately S1.1 ballion,

Nonpension Pestrefirement Benefit Plans

The company contributed $408 million and $144 million (o the nonpension postretirement berelit plans dunng the vears
ended December 31, 201 5 and 2004, respectively. The 5408 million contribution consisted of $328 million in cash and 584
million in marketnble seeurinies inthe form of LS, Treasury securities, The comtribwion of marketable securitics is
considered a noa-cash transaction in the Consolidated Statement of Cash Flows. These contribution amounts exclude the
Medeare-related subsidy discussed on prge 124

Expected Benelit Payments

Defined Benefit Pension Plan Expected Payments

The following table presents the tolal expecied benelil pavments o defined benefit persion plan participanis. These
pavments have been estimated based on the same assumpions used o measure the plans’ PBO g1 December 31, 2005 and
include benelits attnbutable v estmated future compensation increases, where applicable.

{5 in millbes)

Tutal
ualifivl Nangualificd Qraalificd Nasngualified Expevial
U5, Plan L5, Plans Non-U S Plam  Non-L'S, Plass Bemefit
Payments Payments Paymenis Paymenis Favmenis
2016 5 3513 5 118 3 L7536 § 3l 3 5,608
017 3501 118 1,751 106 5675
2018 3501 120 1,780 113 5714
2019 3 A% 121 1514 e 5,757
2020 3548 122 1,857 Ml 5,868
202 —202% 17279 10 0855 1,888 20,625

The 2016 expected benefit payments to defined benefit pension plan parcipants not covered by the respective plan assets
{underfunded plins) répresent a component of compensation and benefits, wathm curent labilines, in the Consalidated
Starement of Financial Position

Nonpension Postretirement Benefit Plan Expecicd Paynienis

The following table reflects the 104al expected benefit paymenis 1o nonpension postretirement benefit plan participants.
These poyments kave boen cstimated based on the same assumptions used 1o measure the plans” APBO at December 31,
2015.

15 in millions)

Tatal
unbified Nanqualifed Expected
L5, Mlan Nah-1' 5. Plans Mon-115. PLiss Heeasfin
Payments Paynmnds Farvmrmis Pasmenis
016 3 303 5 5 26 5 424
2017 EL ] & £l 434
2015 41 f 33 439
2019 4 7 a5 B
2020 401 ? 30 447
2021—2025 1,797 49 240 2087

Thie 2016 expecied benefit payments to nonpension postretiernent benefit plan partieipants not covered by the respective
plan assets represent & component of compensation and benefits, within current liabalities, in the Consolidated Staement of
Finangial Posion.

123

459/486



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

Medicare Prescription Dirug Act

In connection with the Medscare Preseription Dirug Inprovement and Modemizanon Act of 2003, the company qualified to
receive a federal subsidy through 2003, Due to benefit plan changes effecrive Jansary 1. 2004, the company did not qualify
for the subsady as of that date. The company recerved talal subsidies of 51 mallion and $21 miallion for prescnptioi dnig-
related coverage during the vears ended December 31, 2013 and 20014, respectively, to true up the final subsidy amounts
de 1o [BM under the Act. These subsiuhes were utilized (o reduce the company contnbutions to the LS. nonpension
postrenrement benefit plan.

ther Plan Information
The following table presents information for defined benefit pension plans with accumulsied benefii obligations {ABO) in
excess of plon assets. For a more detniled presemation of the funded status of the company 's defined benefit pension plans,
so¢ the table on pape 114,

(% in millbons)

i ] L] w4
Henelit Plan Henelit Flan
Al Devranbser 301 CHsliggativii Aonits Dilligation Asicds
Plans with PBO in cxcess of plan assets 5 29,764 S 17677 & 34976 % 21,655
Plans with ABO in excess of plan assets 190,138 17,492 33,148 20,650
Flans with assels in excess of PBO 68053 60,786 71,501 T3 660

NOTET.
SEGMENT INFORMATION

In Jamuary 2016, the company made a number of chanpes 10 11s organi zational strecture and management system consistent
with iz ongoimg transformption 108 cognitive solutions and clovd platform business. With these changes, the company has
upsdnted its reportable segmients. The company continaes to have five reportable sepments as follows:

The Copmitive Solutions segment includes solutions units thar nddress many of the company's sirategic areas, inclsding
analytics, commerce and secunty, several of the new imitiatives around Watson, Warson Health, Wason Interiiet of Things
and Transacoon Processing Software. The Technology Services & Cloud Platforms segment includes the company's cloud
i frastricture and platform capabilities, the previeusly reported Global Technology Services business and lntegration
Software. Operating Systems Software has been aligned with the underlving hardware platforms in the Systems segment.
The Global Business Services and Global Finaneing segments remain unchanged.

The company also realigned a portion of its softwarne suppont revenue, which was previously manaped and reporied in
Integrated Technolopy Services within the previously reported Global Technology Services, to the underlying software
product areas

Previously reported segment informanon has been recast thooughout the fimancial sttements, as applicable, for all
penods presented to reflact the changes i the company s reponable sepments.

The segments represent components of the company for whach separate financial mformaton 15 avmlable that 15
utilized on g regular basis by the chief executive officer in determining how w allocate resources and evalume perfirmance,
The segments are determimed based on several factors, including client base, homogenenty of products, echnology, delivery
chanuels and similar economic characlenstics,

Information abowt each sepment”s business and the products and services thal generate ¢ach segrient’s revenue is
located in the “Description of Busmness™ section on pages @ to 11, and in “Segment Details,” on pages 13 1o 18 i the
Manngement Discussion.

Sepment revenue and pre-tax income imclude transactions between the segments that are intended 1o reflect an amm's-
lergth, market-based transfer price, Systems that are used by Technology Services & Cloed Platforms in outsourcing
engagements are primarily sourced internally from the Systems segment and software 15 sourced from vanous segments.
Software used by Technology Services & Cloud Platforms on external engagements 15 sourced intermally through Cogmitive
Solutiens and the Systems segments. For providing 1T services that are used mtemally, Technology Services & Cloud
Plarfprms and Global Buseness Services recover cost, as well as a reasonabde Tee, that is intended o reflect the arm’s-length
value of providing the services. They enter into anm’s-length boans at prices equivalent to market mates with Global
Finamging 10 Gacilatate e acquisition of ecuupment used n services engagements. All mtemal transaction prices arg
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reviewed annually, and reset i appropriate,

The company utilizes globally integrated support organizations to realize economies of scale and efficient use of
resources. As o resull, o comsiderable amount of expense is shared by all of the segments, This shared expense includes
sales coverage, certain marketing functions and support functkons such as Accounting, Treasury, Procurement, Legal,
Huntan Resairces aid Billing and Callechans, Where practical, shared expenses are allocated hased an measurable divers
of expense, e.g.. headcount. When a clear and measurable driver cannot be identified. shared expenses are allocated ona
fimancial basis that is consistent with the company's muumagement svstem, g, advertisng expense 15 allocated based on the
gross profis of the segments, A pomion of the shared expenses, which are recorded m net meome, are not allocated to the
segments, Thess expenses are associated with the elimmation of internal transactions amd other miscel laneous items.

124

461/486



EDINETOOOO
OO000OO000DO000DO000DO000bDO000DOO0no(eesT48)
oOoOooodn

The following tables reflect the results of continuing opernttons of the company s sepments consistent with the
management and measurement systern utilized within the company. Performance measurement 15 based on pre-1ax income
from contiming operations. These resules are used, in part, by senior management, both in evaluanng the performance of,
and in allocating resources to, exch of the segments

The following tables reflect this recast for the prier-vear periods.
Management Syvetem Segment View

15 in mallions)

Cognitive Sslutions &
Indluniry Servhees
Texchmulogs
Cilnbal Servioes &
Cugnitive Busincss Clhivuad Cllohal Tulsl

Fusr the year cmdiol Degembor 310 Snlulon Sarviten Platforms Syslemn Finamcing Segmenls
NS
External revenue 5 I1TR401 5 ITI66 §F 354 % 9547 5 1BA0 5 B1535
Internal revénue ms 499 698 778 2,637 6826
Total revenune 5 0055 5 17664 5 ISB40 5 IRGIIS OS5 4477 5 BRI6L
Pre-tax income from continuing.

aperation 5 TS 3 L6502 § 5669 F 1,712 3 L3644 5 194602
Revenue vear-lo-year chu.n;u: {H.4)% {11.9)% {9.H)% {22.4)% {L0}"% {11.2}%
Pre-1ax income year-lo-year

chigse {11.8)% (22.3)% {20.0)% 24.4% B.0% (11.5)%
Pre-1ax income margin Jiv, 1% 14.7% 15.8% 16, 7% ELH% 12.1%
24
External revenue $ 19689 5 19512 5 383889 3 12294 5 2034 3 92418
Internal revenus 2,216 43 B40 (W 1488 T.093
Total revenune $ 215906 5§ 20055 5 3971 3 13300 5 4522 3 99512
Pre-tax imcome from continuing

operations 5 8215 3 EL .- TOS4 5 1384 5 2089 35 22219
Revenue vear-to-year change 0,0 %% [B.5)% (0.9)% {19.8)% 51% (5.0
Pre-tnx ingome year-o=year

changpe (5.2 [2.9)% [7.3% {21.5)% 0,5% (0,21
Pre«tix income mangin IT5% 16.7% 17.8% 10.4% 454% 22.3%
W3
External revenue 5 19887 § ILZI0 § 39039 % (5630 § 2022 S§ 9T889
Imtermal revenus 2,032 T4 965 949 252 6,941
Tatal revenne § 1919 § 2192 S 40004 5 16579 5 4304 5 104,830
Pre-tax income from continuing

operation 5 B663 3 L E T3 F LT 3 ZITI S 23690
Pre-tnx ingome margin 5% 153.7% 19.1% 10.6% M).a% 22.0%
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Reconciliations af IBM as Reported

15 in millioms)

Fasr the vear rmidod December 31 Pl b a4 bl K
Revenue

Total reponable sepments 5 38,361 S 512 5 104,830
Other revenue 206 174 478
Eliminaton of internal transactions (6.820) (7,093) (6,941)
Total IBM consolidaied revenue 5 1,741 5 92,793 8 98367

{5 in millons)

Fasr the year emiled December 3: bk FLIEY il
Pre-tax income from continuing operations:

Total sepaitalile sepients 1 19,602 5 229 % 13,690
Amartization of scquired mtangible assets (67T} {791) {758)
Acquisition-related charpes {26) {12) [E1]
Non-opermting retirement- relnted (costs)incoms {1,050) {353) {1,062}
Elimination of intermal transactions (1,791) (1.872) (1,483}
Unallocated corporate amounts® (114} 795 (98)
Taotal pre-tax income from confinuing operations 5 15045 § 19986 % 20,244

* The 20014 and 2013 amounts include the gain related o the Retail Store Solutions divestioare. The 2014 amount also
meludes the net pain relsted fo the System x business divestitwre,

ITmmaterial ltems
Investmeni in Equity Alliances and Equity Alliances Gains/| Losses)

The mvestments m equity alliances and the resuliing gains and (losses ) from these investments that are atnbutable o the
segments did not hove o materinl effect on the finsncial position or the financial resulis of the serments.

Sepment Assets and Other lems

Cognitive Solutions assets are mamly poodwill, acquired imtangible assets and sccounts receivable, Glohal Busimess.
Services assets are primarily goodvwall and accounis receivable, Technology Services & Cloud Platforms assets ane
prmanky plant, property and equipment, mclhading the assets associated with the outsourcing busimess, poodwill, sccounts
receivable, deferred services amangement ITansition cosis, maintenance pans inventory and acquired intangible assets
Systems assets are primanly goodwill, plamt, property and equipment and manufactunng mventory. Global Financing
asseis are primanly financing recervables and fixed assets under operating leases.

To ensure the eflicient use of the company s space and equipment, several sepments may share plant, property and
equeprrent assets, Where assets are shared, landlosd ownership of the assets is assigned 10 one segment and is not allocated
1o cach user scpment. This is consistent with the company s management system and is reflected accordingly in the table on
page 127, In those cases, there will oot be a precise correlation between segmenl pic-tax incodme and seymenl assels

Similarly, the depraciation amounts reported by each segment are based on the assipned andlord ownership and may no
e consistent with the amounts that are included in the segments’ pre-iax income. The amounts that are included in pre-tax
incorme reflect eccupancy charges from the landlord serment and are not specifecally identified by the management
reporting system. Capital expenditures that are reporied by each segment also are consistent with the landlord ownership
lasis of asset assignment,

Global Fumncing amounts for ingerest ingome and interest expense rellect the nterest income and inlerest expense
associsted with the Global Financing business, including the intercomspany financing activities discussed on page 11, as
wiell as the meome from mvestment in cash and marketable securiies. The explanation of the difference between cost of
financing and imlerest expense for sepment presemation versus presentation i the Consolidated Statement of Enrings s
inchsded on page 56 of the Management Discussion
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Management System Segment View
15 in millioms)

Coghitive Sslutlon &

Indusiry Services
T hmolugs
Cilahal Servioes &
Cognitive Busimess Cloud Clnbal Tutal

Far the vear emded December 510 Holutions Serviies Flatforms Systema Fimancing Srgments
2015
Assets 5 W7 § EI2T 5 23530 3 3967 5 15T 5§ 91999
Depreciation amomzation of miangibles* LA | 81 1,044 32 3 Lalo
Capital expenditures imvestments in

intangibles EEL] 86 2619 31 A% 3830
Interest ncome —_— —_— —_— —_— 1.7200 1,720
Interest expense — - —_ —_ 4al 460
24
Astets £ 19525 5 ES3] § 22512 5 4219 5§ 38845 £ 93013
Depreciation nmortization of mtangibles® 1,040 @8 1,982 734 455 4,308
Capital expenditures/investments in

intmngibles 413 i 2321 627 482 3,921
Interest mcome - - - - 1.951 1.951
Interest expense — — - — 518 518
2003
Asets 5 20705 § 9701 § 22981 5 497 5 40,018 5 98499
Depreciation/nmontization of imtanpibles® 1.037 17 1.774 4 574 1963
Capital expenditures/investments i

intangibles 410 118 1,500 424 467 4o
Interest meame - - - — 1,904 1,904
Interest expense 405 405

*  SBepment pre-tax incomie from continuing operations does not inelude the amomuzation of imangible assets.
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Reconciliations af IBM as Reported

15 in millioms)

AN Mwembser 30 HIs 4 pL K]

Asseis

Total reportable sepments 5 91990 £ 93533 5 98 49

Elmmmation of intermal tramactons (4. 709) {5,193) (4, 740)

Unallocated amounts
Cash and marketable securities il T.182 9697
Maotes and accourts receivahle 3333 4,253 2907
Dieferred tax assets 4,603 6465 4 030*
Plamt, other propeny and squipment 2,650 2,160 4,827
Pension assels 1,734 2160 5551
Oither 5,161 6,303 %= 4,869

Total 1BM consalidated asseis 5 1145 5 117 2TI" " § 125.64] % ==

* Reclassified to reflect adoption of the FASH guidince on deferred taxes m consoliduted financinl siatements, Refer o

note B, “Accountmg Changes,” for additional informaton.

** Reclazsified 1o reflect adoption of the FASB pudance on debt sssuance costs m consolidoted fimancial statements, Refer
1o note B, “Accounting Changes,” for addinemal infonmation.

Major Clientis

No single client represented 10 percent or more of the company s total revense in 2015, 20014 or 2013

Geographic Information

The following provides information for those countries that are 10 percent or more of the specific category.

Revenue®

{5 1in millions)

Far the year emded Decomber 3i TS a4 bl

United States 5 J0L514 5 32021 % 33427
Other conminies 81,227 o), 772 [N
Total 1BM consolidated revenue 5 81,741 5 92793 8 98,367

* Revenues are aitribuled to couniries based on the location of the cliend,
Flant and Mher Property—Netl

(5 in millions)

A Devemiber 30 s W4 1y

Uniited States 5 4644 5 4388 % 6,723

Other couniries 5532 5690 6,257

Tatal 5 10,17 S 10,078 § 12,979
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Revenue by Classes of Similar Products or Services

The following table presents external revenue for similar classes of products or services wathin the company s reporenble
segments. Client solutions often include 1BM software and systems and other suppliers” products if the client solution
teepones i, For each of the segments that melisde services: soffware-is-a-service, consulbing, education, tralmng and other
product-related services ane included as services. For each of these segments, sofiwore inchedes product license charges and
ompoimy subserptons,

{5 in mallions)

Far the year mdol Degember 31 pilk a4 Fid B
Cogmitive Solutions

Software 5 14,557 5§ 16502 % 16,897

Services 3175 3143 2978

Rystems (L4 44 12
Global Busimess Services

Services ] 16,851 5 19,20 5 20,874

Seftware 164 186 227

Systems 151 124 109
Technology Seraces & Cloud Platforms

Services 5 137 5 26,461 3§ 26,483

Maintenance 6,085 6,790 7038

Software 3.007 4,132 4,296

Systems 1,203 1,304 1,322
Systems

Sarvers 5 5032 § 777 % 0,795

Storage 1,315 641 1,006

Software 1,749 1053 2386

Services 442 413 443
Gilobal Financing

Financing 5 1,386 S 1,543 § 1,493

Lised equipment sales 454 4m 529
NOTE UL

SUBSEQUENT EVENTS

On Jamwary 26, 2006, the company announced that the Board of Directors approved a quanerly dividend of 1 30 per
commeam share. The divedend is payable March 10, 2016 1o shareholders of record on February 10, 2016,

On February 16, 2006, the company sssued 35,0 allon in bonds as follows: $900 milhon of |8-month floaning-rate
bonds priced at LIBOR plis 43 basis poims, $1.2 billion of 3-year fixed-rate bonds with a 1.8 percent coupon, 5900 mllion
of S-year fised-rate bonds with a 2,25 peroent coupon, $1.35 billion of 10-yvear fixed-rate bomds with @ 3.4 5 percent coupon
and 5630 million of 30-year Nxed-rate bonds with a 4.7 percent coupon,

On February 15, 2016, the Japan Supreme Court declined o hear the appeal of the Tokyo High Count miling related o
the deternunation of cerfan foresgn tax bosses incurred by the company. The Tokyo High Court judgment, m favor of the
company, is now final. See Note N, “Taxes,” on page 105 for additional information on this matter, The company will
disewss the rmpact of this decision o pirt of 113 first quarter 2006 eafmingrs m Apdl 2016
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SCHEDULE 1

INTERMATIONAL BUSINESS MACHINES CORPORATION AND SUBSIRDIARY COMPANIES
VALUATION AXD QUALIFYING ACCOUNTS AND RESERVES
Faor the Years Ended December 31:
(Dallars in Millinns)

Eslamcr al Babansr ul
i i E-nil uf
Description of Perind Addiglem®  Writealls  Oiher Period
Allowance For
Daoubtful Accounts
015
—Current 5 829§ 226 3 (M F (35 5 Qi
Moncurrent 5 126 § 8 % (1%  (14) § 118
2014
—Current 5 636 § 2T % 545] ¥ (3% b 829
—Moncurrent 5 80 5 51 % (4] § {7} § 126
2013 5 g .
—Current 5 560 § 127 % (o) § L 636
—Moneurrent 5 6h § 27 % 05 (12} 5§ 80
Allawance For
Inventory Losses
015 ] 54 % 165 § (20§ (15 % 443
014 £ 6213 % 211 3 @S (53 S
013 5 651 § 200 8§ (214 % (l&) % 623
Revenoe Based
Provisions
015 5 616 § 1558 5 {1L.741) 5§ (28} 5 305
e m———
2014 g 8278 2819 Q938 (37N S 616

014 ] T8 A061 5 (300 % (7} % H27

Additrons for Allowance for Doubtful Accounts and Allowance for Inventory Losses are charged 1o
expense and cost accounts, respectively, while Revenue Based Provisions are charged 1o revense
BCCoums.

i Prinsarily comprises currency translation adjustments
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Report of Management
Intermeational Business Machines Corporation and Subsidiary Compuics

Management Responsihility for Financial Information

Responsibility for the imegrity and objectivity of the financial information presented in this Annual Repon rests with 1BM
management, The accompanying Mnancial sitemens have been prepared in sccordince with accounting principles
generally accepted m the United States of Amenca, applying ceriam estimates and pedgments s required.

IBM muintaing an effective inlemal controd stnecture. It consists, imopart, of orpanicational prrmgements with clearly
defined lines of responsibility and delegation of muthority, and comprehensive systems and control procedunes. An
imporian ¢lement of the control environmcnt is an ongoing internal audit progromi. Cur systemn atso conlains self-
maioring mechanisms. and actions are 1ken 10 correct delickencies as they are identifisd,

T assare (e effective administrnion of imemal conrels, we carelully select and wain our emgloyees, develop and
disseminate writlen policies and procedures, provide appropriate communication channels and foster an environment
conducive 1o the effective funcioning of comrols, We believe that it is essential for the company 1o conduct its business
affairs i sccordance with the highest cthical standards, as s¢t forth i the 1BM Busmess Conduct Guidelines. These
puidelines, translated inte numecrous lainguages, are disiributed o employees ihroughout the world, and recophasized
throwgh intermal progrms (o assure thot they are understood wnd followed.

The Audit Committes of the Board of Direciors is composed sobely of independent, non-mamagement directors, and is
responsible for recommending to the Board the independent regisiered public accounting firm o be retained for (e coming
year, subjeet io siockholder ratificaion. The Audit Commiiee meets periodically and privately with the independent
registered public accounting firm, with the company s intemal suditors, s well a5 with IBM management, (o review
aceounting, audiiing, interal coniml strucivre and financial reportimg maliers,

Manigement’s Report on Iaternal Contral Over Financial Reporting

Managenent is responsible for establishing and mainmining sdequate interal comrol over lnancial reporting of e
company. Imermal comrel over lmmcial reponing is 4 process designed o provide ressonable assunimee regarding the
relinbility of finuncel reporing and the preparation of financil stsenwnls for extemal purposes in sccordance witl
accounting principles genemlly accepted in the United Siates of America

The compuny's intermal contral over Onancinl reporting includes ihose policies and procedures that (i) periain to the
masienance of records that, in reasonable dewil, accumiely and foirly reflect the ransactions and dispositions of the assets
of the company; (i1} provide reasonable sssurance thal trinsactions are recorded & necessary 10 permit prepantion of
financial stitemens in accordance with accounting principles generally sccepied in the United States of America, and thal
receipts and expenditures of the company are being made only in accordance with suthorizations of management and
direciors of the company; and {iliy provide reasonable assurance regarding prevention er timely detection of unauthorised
acdquisition, wse, or disposition of the company s asscls that could have a matenal effect on the financial stalements.

Because of its inherent limiations, iniemal conirol over fnancial reporting may nol prevent or delect missiatemens.
Also, projections of any evalumion of effectivencss 1o future periods are subject to the risk tha controls may become
inadeduale becase of changes in conditions, or tat the degree of complinae with the policies or procedures may
deterioraie

Management conducted an cvaleation of (lee elfectiveness of inemal conrol over Nnancinl reporting based on ithe
criteria established in Internal Control—Integrated Framework (201 3) issued by the Commiiee of Sponsoring
Organizations of the Treadway Commission (C0S0), Based on this evaluation, managemsent concladed than the company s
internal control ever finuncial reporiing was effective a3 of December 31, 2015,

PricevalerhouseCoopers LLP, wn independent regastered public accounting linm, is retmined 10 audit IBM s Consolidated
Finuncial Statements and the cffectiveness of ihe imermal control over financial reponting. Its sccompanying repor is basced
of audits conducted in accordance with the standards of the Public Company Accounting Chversight Board (Undted Stales).

B3¢ Wirginia M. Romeiy

Virgimia M. Romotty

Chairman, Presidem and Chiel Executive OilTicer
February 23, 2016
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5" Mantin J. Schrocter

Martin J, Schrsier
Senior Vice President and Chiel Financial Qificer
February 23, 2016
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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 appearing under Part |., Sections VI1.1.(1), (2), (3), (4)
(5) and (6) present fairly, in al material respects, the financial position of International Business Machines Corporation and its
subsidiaries at December 31, 2015 and 2014 and the results of their operations and their cash flows for each of the three years
in the period ended December 31, 2015 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, 2015, based on criteria established in Internal Control Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO) (2013). The Company’s management is
responsible for these financial statements, for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financia reporting, included in the accompanying Management's
Report on Internal Control over Financial Reporting appearing under Part 1., Section V1.1.(8). Our responsibility is to express
opinions on these financia statements and on the Company’s internal control over financial 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 statements included examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overal financial statement presentation. Our audit of internal control over financia reporting
included obtaining an understanding of internal control over financia 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 its inherent limitations, internal control over financia 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 23, 2016, except with respect to our opinion on the consolidated financial statements insofar as it relates to the effect
of the segment change discussed in Note T, as to which the date is June 13, 2016.
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