The Berkshire Anne Hathaway’s

CEO Ernest Stephenson, CBO Jacob Bravo,
ClO Kelli Gohmert, CRO Eli Von Berg,
CFO Tasha Phillips



“Mission Statement

“IBM is an innovation company. Both in what we do
and how we do it, we pursue continuous
transformation — always remixing to higher value in
our portfolio and skills, in the capabilities we deliver
to our clients and in our own operations and
management practices.”



History

1911-The Computing-Tabulating-Recording Company was founded
1924- C-T-R was renamed International Business Machines
Corporation (IBM)

1960’s- Shift from bundled business sales to individual sales

1973- Introduced first Automatic Teller Machine (ATM)

1981- First IBM personal computer

1990’s- Rise of the server

2000’s- Decreased hardware manufacturing/ emphasis on consulting
for IT and process solutions

2012- IBM was awarded more patents than any other company for the

20" consecutive year



Recent News

Missed 2013 4" quarter revenues

Top executives forgoing incentive based pay
Implementing job cuts

Louisiana pension lawsuit

Economic reform in China causes drop in sales

Agreed to sell low-end x86 process server business to
Lenovo for $2.3 billion

Invested $1.2 billion more in Softlayer

Invested $1 billion in new Watson business unit
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Global Technology Services

Global Technology Services (GTS)

* Provides IT infrastructure services and business process
services

* Delivers business value through global scale,
standardization, and automation.

Capabilities

* Strategic Outsourcing Services
* Global Process Services

* Integrated Technology Services
* Maintenance

* QTS Services Delivery



Global Business Services

* Global Business Services (GBS)

* Provides professional services and application
management services

e Delivers business value and innovation to clients
through solutions

* Capabilities
* Consulting and Systems Integration
* Application Management Services
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Gross Margin (2007)
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Smarter Planet

Technology-enabled world that is more instrumented,
interconnected, and intelligent.

Enables people and organizations to tackle significant business
and societal challenges.

Smarter Commerce

* Integrates and transforms how companies manage and adapt
their buy, market, sell and service processes

Smarter Cities

* Enableslocal governments to make smarter decisions, anticipate
issues and coordinate resources more effectively, and deliver
citizen-centric services that underpin sustainable economic
growth.

Let's build a smarter planet.



\Watson

Cognitive supercomputer capable of understanding
natural language and context

* Healthcare

* Finance

* (Cross-industry

* Platform for start-ups

$1 billion invested in new Watson business unit

Projected revenue
* 2018: s1 billion
e 2023:$10 billion
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~ Cloud Computing

e SmartCloud
* Products
 Solutions

IBMSmartCloud

e Services

* SoftLayer
 s1billioninrevenuein 2012

 |BM invested $1.2 billionin 2013 to
double hosting capabilities



Risk Factors

Technology Risk

May not be able to obtain Intellectual Property licenses necessary to
prevent competitive offerings

Cybersecurity and Privacy Considerations
Failure of Innovation Initiatives

Business Risks

Subject to economic environment and IT spending budgets
May not meet its growth and productivity objectives

Local legal, economic, political and health conditions
Substantial costs for environmental matters

Tax Matters

Relationships with critical suppliers and distributors
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Competitors

* Global Services: * Systems and
* Accenture Technology:
* Computer Sciences * Cisco Systems, Inc.
Corporation * Dell, Inc.
* Fujitsu * EMC Corporation
* Hewlett-Packard e HP
Company * Oracle
e Software: * Amazon
« Computer Associates, * Global Financing:
Inc. * Cisco
* Microsoft Corporation « Hewlett-Packard

* Oracle Corporation



Competitive Advantages

* Aspera acquisition
* Delivers the industry's fastest transmission speeds over
any network link
* 2GB video across country reduced from 3.5 hours to 5
minutes
* Patented
» Softlayer and software
* Non-commodity
* Launching over 100 cloud products and over 40 cloud
services in 2014
* Incentivized management and workforce
* Principal goals



Protective Moat

* Barriers to entry
* Largest mathematics department of any public company.

* Research and Development operations
* Over $6 billion invested, annually

» 2012 was the 20" consecutive year IBM has been the patent
leader

» “Sticky” business
* High switching costs

* Integrated IT solutions : hardware, software, and services
* Relationships



‘What does IBM do?

Manufacture and sell computer hardware and
software

Offer consulting services
Solve problems

Innovate technology



Interpretation of Financial
Statements

Gross Profit Margin
% SGA
% Depreciation
Interest % of OP
Net Profit Margin
Current Ratio
Obligation Ratio
Adj. Debt to Shareholder Equity
Return on Equity
Return on Capital
Dividend Payout Ratio
Preferred Stock
Capital Expenditures

48.70%
47.48%
9.35%
2.02%
15.92%
1.21
2.88
0.65
81.16%
33.36%
24.73%
None
22.06%




Gross Profit Margin

55.00% -~

48.63% 48.70%

48.13%
46.89%

A45.72% 46.V

44.06%

40.00% -

35.00% -

T T
2011 2012 2013

Gross Profit Margin as % =Gross Profit($)
Revenue ($)




18.00%
16.00%
14.00%
12.00%
10.00%
8.00%
6.00%
4.00%
2.00%

0.00%

- Net Profit Margin

15.89%

15.92%

14.85% 14.83%
14.02% "

10.38% 10.55%

2009 2010 2011

Net Profit Margin as % =Net Profit($)
Revenue ($)

2012




Return on Equity

| 2720% o eom 23.97%

2009 2011 2012

Return on Equity as % =Net Profit($)
Total Equity ($)




Return on Capital

2009 2010 2011 2012

Return on Capital as % =Net Profit(s)
Total Equity + Long Term Debt ($)
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Shares Outstanding

1708.87
1627.63

1553.54

1381.77
1341.35

1287.36

1213.77
1155.45
1103.00 1098.80

2009

Year

2010

2011 2012 2013




Earnings Per Share

2009 2010 2011 2012

Earnings Per Share=Net Profit($)
Total Shares Outstanding




Buffettology

Statistical Array Analysis Increasing Trends

Yes

Yes
Earnings per Share Yes
Dividends Declared per Share Yes
Capital Spending per Share Yes
Book Value per Share Inconsistent
Revenues (Sales) No*
Gross Profit Margin Yes
Operating Profit Margin Yes
Net Profit Yes
Net Profit Margin Yes
Retained Earnings Yes
Working Capital Inconsistent®
Shareholder's Equity Inconsistent
Return on Total Capital Yes
Return on Shareholder's Equity Yes
Common Shares Outstanding No
Long-Term Debt Inconsistent
LT Debt Payable in 5 years Yes
All Dividends to Net Profit under 60% Yes
Annual Growth Rate Analysis Yes



Revenues (Sales)
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Book Value per Share

2011

Book Value =Total Shareholder Equity-Preferred Equity
Total Outstanding Shares




‘Shareholder Equity

$33,098
531,688

$27,364 528,506 528,469

522,537 523,045

520,138 $18.860 $19,877
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“Qualitative Review

Review

Sustained Competitive advantage

What type of business is this: commodity
or sustained competitive advantage?

Is it heavily unionized?

Does it require heavy capital infusion?
Does it require lots of research and
development?

Can inventory become obsolete?

Are there chronic "one time" write offs?
Is the company able to raise its prices to
offset inflation?

Will the company be able to sell more in
the future?

If I gave you $1 billion could you develop
a competitor? If the answer is "no" your
business has a sustained competitive
advantage.




DuPont Analysis

Financial Leverage

Company | Total Asset Turnover Net Profit Margin Multiplier Return on
(Revenue [Total Assets) (Net Profit/Revenue) (Total Assets/Total Equity) Equity
IBM 0.86 X 0.16 X 5.93 = 81.6%
Amazon 2.2 X 0.002 X 3.51 = 1.5%
Microsoft 0.56 X 0.28 X 1.74 = 27.3%
Cisco 0.48 X 0.2 X 1.71 = 16.4%
HP 1.06 X 0.05 X 3.88 = 18.5%
Oracle 0.44 X 0.29 X 1.96 = 25%
Accenture 1.85 X 01 X 3.35 = 68.2%



Industry Comparison

Company | IBM | Amazon | Cisco | Microsoft | HP | Oracle | Accenture |

o) | s 00 o] 50 | s s sssso | srigo s sson
million) $206,410.00 | $182,910.00 | $121,580.00 | $303,700.00 | $56,880.00 | $171,850.00 | S 53,940.00
Equity 81.20% 1.50% 13.60% 25.60% 20.80% 23.60% 61.20%
o | oo [V s | s | sam | iom

Assets 13.60% 0.40% 8.00% 14.80% 5.20% 12.00% 18.40%
e | smiox || o | o o
Margin 48.00% 27.70% 61.30% 66.20% 23.00% 81.50% 31.40%
. ..

Margin 17.00% 0.20% 16.50% 26.70% 4.90% 27.50% 9.60%
s | on | om | an

Share $3.60 $0.00 S0.65 $0.92 $0.55 $0.24 $1.74
Price/Earnings 1402.1 12.4 13.5 11.4 16.3

Price/Sales 0.52 4.80 1.90




Conscious Investor-

IBM  International Business Machines Corp
Industry- Information Technology Services
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EPSttm  Years STAEGR™

14 380 l I Cale 99.61%

STAEGR™

Current NPM

15.89

Current ROE
88.00




STRETD®

16 Jan 2014 Price
Dividend Reinvestiment Strategy EPStm
@ Buy additional shares

" Invest at the rate below

current year

PE Ratio

HGrowth
Note: PE and PR Ratios are ave of 4 yrs Payout

- 5 B4 Tax - dividen
Investment Period & years ax - dividends
Tax - capital gains

per year Sync with TARG \




IBM  International Business Machines Corp
Industry: Information Technology Services
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EPStm Years HGROWTH STAEGR™
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Current ROE
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IBM International Business Machines Corp
Industry: Information Technology Services
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STRETD®
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Cl- Safety

STRETD®

current year —
g 16 Jan 2014 Price | 88.76

Dividend Reinvestment Strategy EPStm 14_35[;
+ Buy additional shares ) -
PE Ratio 11.61

" Invest at the rate below
HGrowth 6.00

MNote: PE and PR Ratios are ave of 4 yrs Payout

Investment Period I A years Tax - dividends
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Cut Price/Earnings by 13%
Cut earnings growth by 59%



Cl- Kill It

STRETD®

16 Jan 2014 Price
Dividend Reinvestment Strategy EPSHm
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Investment Period

Cut Price/Earnings by another 5%
Cut earnings growth down another 17%



Cl- Kill'It Again

STRETD®

current year —
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per year Sync with TARG |

Cut Price/Earnings another 11%



Discounted Cash Flow-
5-year EBITDA Growth

~ 1 - HELW
Earnings Per Share : §|14.94 @ | Reverse DCF
Growth Rate In the Next: E Years o | Tangible Book Value: § [] Add to Fair Value
B L (7 : - & oan
Business Predictability ,‘ ,‘ ‘ * *..,_' : Growth Value: § 132.88

~ Terminal Value: § 21.86
Terminal Growth Rate: o £ s
Years of Terminal Growth: E 2 =|Fair Value: $ 214.73

Discount Rate: %

Financial Data of International Business Machines

Annual Rates (per share) 10 yrs Syrs
Revenue Growth (%) 6.70 6.00
EBITDA Growth (%) 11.10
EBIT Growth (%) 15.70
Eaming Growth (%) 1540




Discdunted Cash Flow- Break Even

. : . MEWE
Earnings Per Share : §[14.94 (7 Reverse DCF
Growth Rate In the Next: E‘rears %l © Tangible Book Value: § [] Add to Fair Value
g g r? : - )
Business Predictability 0 " | F k k ~ : Growth Value: § 114.78

~ Terminal Value: % 61.79
Terminal Growth Rate: Yo £ >
Years of Terminal Growth: IEI ? =|Fair Value: $ 176.56

Discount Rate: %

Margin Of Safety: 0%

Financial Data of International Business Machines

Annual Rates (per share) 10 yrs 5yrs
Revenue Growth (%) 6.70 6.00
EBITDA Growth (%) 11.10 9.60
EBIT Growth (%) 15.70 12.00
Eaming Growth (%) 1540 13.00




Morningstar Debt Analysis

e [
Intl Busn Machs Corp Medium Term N 6.25% 01/27/2014
Inkl Buan Macks 6,625% 01,307 2014
Intl Busn Machs Corp Medmum Term HE §.4% D4/ 1672014
Tnkl Busn Machs 1,25% 05r1272014
Int] Busn Machks OE/187 2014
Inkl Busn Machs Corp Medium Term His 7% DE/23/2004
Intl Busn Macks 0.875% 13172014 1,350.0
intl Busn Machs 02/04/2015 1,.000.0
Inkl Busn Macks 0,55% 027062015 1,500.0
Int] Busn Machs 0.75% 0%/11/2018 &00.9

Intl Busn Mchn 3.625% 05272015 168.7
Intl Busn Machs 05/ 202015 s
Intl Busn Machs O 2052015 -
Intl Busn Machs 06/ 20,2015 —
Inkl Busn Machs 07292015 650,49
Intl Busn Machs 2% 01,/0%/2016 1,0:00.9
Inkl Bussn Machs 0.45% 506/ 2016 10000
Intl Busn Machs 1.55% 07 2272016 2,000.0 | High
Inkl Biusn Machs 1.25% D206 2017 10000 High
Intl Busn Machs 2.3% d2f10/2017 4706 High




Morningstar Debt Analysis cont.

Amcunt | Credit
Mamae : (M) Qualay

Intl Busn Machs 5.7% 091452017 3,000.0 § High

Irtl Busn Machs 1.25% 02082018 1,0000 ---

Intl Busn Machs 7.625% 10/15/2018 1,600.0 f§ High

Intl Busn Machs 1.875% 051512019 6000 -
Intl Busn Machs 8.375% 11/01/201% 75300 High

Intl Busn Machs 1.375% 11/19/2019 13779 ===
Intl Busn Machs 1.625% 05/15/2020 1,2800 -
Intl Busn Machs 1.875% 11,/06/2020 2,069 N ---
Intl Busn Machs 2.75% 1212172020 1,242.2 ===
Intl Busn Machs 2.59% 11/01/2021 500.0 High
Intl Busn Machs 1.875% 08/0172022 1,000.0

Intl Busn Machs 3.375% 08/01,2023 1.500.0 ---
Intl Busn Machs 79 10y'30/ 2025 &600.0 High
Intl Busn Machs 2.875% 11/07/202% 1,377.9

Imtl Busn Machs 6.22% 08012027 468.6 Hgh
Intl Busn Machs 6.5% Q1/15/2028 312.0 High
Initl Busn Machs 5.875% 11/297 2032 &00.0 High
Intl Busn Machs 5% 10y15/ 2038 2062 High
Intl Busn Machs 5.6% 1173072039 T45.1 High
Intl Busn Machs 4% 0620/ 2042 1,107.3 ---

int Busn Machs 75% 10/30/2045 27.0  High
Intl Busn Machs 7.125% 12701,/2096 316.3 Hugh




Moi'ningstar Debt Analysis cont.

Yield to Maturity

® Debt ® Preferred
8.0 %

2025







Price/Earnings

Ticker & Pri...
Eamings

AIG-WT

Al

BEBY
BRK.B
MSFT
WiT
MOT
LO
ORCL
PEP
WaC
KO
N3RGY
Aap

BDX




Price/Sales

Ticker

BEY
WHAT

WAG

MDT

KO

M3FT

ORCL




Price/Free Cash Flow

Ticker & Price f
Cash Flow

BEY 2
WRLD 52
BRE.B

WMT

MSFT

ORCL
BEBY
BDX
MDT
PEP
MERGY

WAG

AAP




52-week Price Range

KO
BBY
BBBY

WIAT 368.13

BREK.B 396.30
AlG-WT 313
570.96

$36.68

MDT
WHLD
ORCL

BOX
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Price/Free Cash Flow
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Price/Sales
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Ehterprise Value/Revenue

lM EV/Revenue
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‘Enterprise Value/EBITDA
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Enterprise Value/EBIT
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Valuation Recap

IBM Dec-98 Dec-99 Dec-01 Dec-02  Dec-03 Dec-05  Dec-06 Dec-12 Current

P/ 2794 2618 19, 2832 376d 2139 1682 1580 143 . 2. 02 1329 124
prcr [ 6402 4859 4 2531 1611 1623 13303 153 13, . 2. A1 1424 145
Pfs 216 23 . 165 183 147 165 1 8 8 2 212

EV/REV 200 253 20 186 2.0 166 185 1 2. 200 2 237 22

EV/EBITDA | 1307 1182 . 11.51 2 867 916 9. . . 9, 6
EV/E8IT 16 1859 4 18.15 1656 1416 ' '

IBM Dec-09 Dec-10 Dec-11 Dec-12 Current Average
P/E 13.08 12.68 14.02 13.29 . 18.94

P/FCF 10.13 12.26 14.11 14.24 . 21.49

P/S 1.83  1.89 ‘ 1.86
EV/REV 206 209 229 : 2.09
EV/EBITDA 851 847 945 927 : 10.24
EV/EBIT 1158 1151 1209  12.1 . 15.66




Conclusion

Constant production from research and development
High switching costs for customers

Easily surpasses Buffett’s financial requirements
Brand name loyalty

Plan to give $70 billion back to shareholders by 2015

* $50 billion in share repurchases and $20 billion in dividends
Innovative company poised for the long-run

Selling at a reasonable discount to fair value



~ « Fallout from NSA sc_and!aI |

—+ﬁhﬁtir}g@business pgfele(]

i Maiinfiranﬁe i:nv:est:me:nt tyéle at its valley

~* Relatively new CEO



IBM revenue drops for 7th straight quarter

Druckenmiller Shorting IBM in Bet
Cloud Computing to Win

IBM: Must-Sell Amid Watson Problems

Is This Old Tech Company
Doomed?

Warren Buffett: “Be fearful when others
are greedy and greedy only when others
are fearful.”









