powerful members of its mainframe
line. In the mid-Nineties, the company
switched its mainframes to a new technol-
ogy, which cut manufacturing and
maintenance costs. However, a competi-
tor’'s offerings packed more power than
IBM’s machines, so Big Blue’s share of the
high-end market eroded. Now, though, the
company has announced new versions that
will all but close the gap. The new models
boast 120 MIPS (millions of instructions
per second) of power in a single processor,
and 10 processors can be packed together

to deliver 900 MIPS. The machines will
start shipping in volume by late August.

We expect them to sell well, which might
lead to a resumption of mainframe reve-
nue growth by next year.

Operations, meanwhile, are some-
thing of a mixed bag. On the negative

side, personal computer sales likely were
weak again in the second quarter as the

ANNUAL RATES Past Past Est'd '95-'97
of change (persh) 10 Yrs. 5Yrs. t0°01-'03
Revenues 5.5% 5.0% 14.0%
“Cash Flow” 3.5% 6.0% 12.5%
Earnings 25% 155% 12.5%
Dividends -115% -235%  11.5%
Book Value -35% -8.0% 7.5%
Cal- QUARTERLY REVENUES ($ mill.) Full
endar |Mar31 Jun.30 Sep.30 Dec.31| VYear
1995 (15735 17531 16754 21920 | 71940
1996 |16559 18183 18062 23143 | 75947
1997 (17308 18872 18605 23723 | 78508
1998 (17618 19500 19500 25082 | 81700
1999 (20000 21250 21250 25500 | 88000
cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun.30 Sep.30 Dec.31l| vYear
1995 | 106 149 115 181 551
199 | 111 126 123 197 5528
1997 | 116 143 135 211 6.018
1998 | 106 150 150 244 6.50
1999 | 135 175 175 265 7.50
cal- | QUARTERLY DIVIDENDS PAID Ba Eull
endar [Mar.31 Jun.30 Sep.30 Dec.31| Year
1994 A25 125 125 125 50
1995 A25 125 125 125 50
1996 A25 175 175 175 .65
1997 175 .20 .20 .20 .78
1998 .20 22

company continued to work down inven-
tory, and we think the intense competitive
pricing pressure that has plagued the PC
market will continue into the September

interim. The strong U.S. dollar, which

] RECENT 117 18 0 Trailing: 19.7 )| RELATIVE 0 98 DIVD 0 8(y
. . NYSE-IBM PRICE RATIO Median: 13.0 /| PIE RATIO YLD 070
High: 87.9 64.8 65.4 61.6 69.9 50.2 29.9 38.2 57.3 83.0 | 1135 1293 Target Price Range
TIMELINESS 3. Lowered 11717 Low. 510 523 467| 473| 418 244 204 257 351 416 636 956 2001 | 2002 2003
SAFETY 3 Lowered 10193 | LEGENDS
—— 7.0 x "Cash Flow" p sh ===+=== 200
TECHNICAL 3 Lowered3/13/98 | ;- Relative Price Strength 160
2 for-1 split 5/97 128
BETA 1.15 (1.00 = Market) Shaded area indicates recession ”“|“”|l|.
2001-03 PROJECTIONS | o MR o
b cai AnS‘ItTotal TN N I 64
rice ain eturn W‘ |,,,.., 0 "HT\n\ |I|
High 195 (+65%) 14% o Ty Al iy 4
low 130 E+10°A3 4% e~ ..ill | 43
Insider Decisions : I ”I!'“' 32
ASONDJFMA I MO 24
By 001000110 B I
Options 0 0 0 2 00 2 33 16
oSl 000301012 9% TOT. RETURN 6/98
Institutional Decisions THIS  VLARITH. 12
301997 4Q1997  1Q1998 STOCK  INDEX
0By 360 432 424 | Pereent1z0 PE— Y1 Y BP0 PR lyn 282 206 [T
to Sell 401 375 422 |G oACY 40 hep bbb nn i Y| TP T EFFY PR Inininimt Syr. 1461 821 [
Hid's(000) 492180 512344 479886 [T TCATT TR IIIIIIIIIIIIIIIIIIIIII THTHTHT IIIIIIIIIIIIIIIIII (LI LTI Syr. 3940 1273
1982 1983 1984 1985 | 1986 7 19881989 1990 1991 1992 1993 |1994 1995 [1996 [1997 1998 1999 | ©VALUELINEPUB, INC. [01-03
2852 3290 3749 4067 | 4224 | 4538 5039 | 5455 6039 56.73 56.46 53.94 | 54.49 65.73 7475 | 81.08 9335 106.65 |Revenues persh D 162.85
662 771 800 780| 723| 808 897| 929 991 779 673 570 | 781 1085 | 1067 | 1144 1290 14.80 |“Cash Flow" per sh 22.40
370 452 539 534| 391| 436 492| 453 526 18 124 d03| 246 551 | 552| 601 650  7.50 |Earnings persh A 11.50
172 186 205 220 220 220 220| 237 242 242 242 .79 50 50 65 .78 88 100 |Div'ds Decl'd per sh B= 1.25
555 404 447 522| 38| 360 457 558 570 569 416 271 | 262 433 | 579 7.02 800 9.0 [Cap’l Spending per sh 12.85
1657 1901 2162 2599 | 2833 | 3203 3348 | 3350 3748 3240 2417 1601 | 1900 2026 | 21.04 | 2021 1950 21.65 |Book Value per sh 32.05
12048 12214 12254 12308 | 1213.2 | 11947 1180.1 | 1149.6 11428 11420 11429 11628 | 11754 10945 | 1016.0 | 968.23 875.00 825.00 |Common Shs Outst'g € | 700.00
94 127 108 123| 180| 166 119| 123 104 286 337 -- | 128 83| 10.7| 151 Bold figuresare |AvgAnn’l P/E Ratio 14.0
104 107 101 100| 122 11 .99 93 g7 183 204 -- 84 56 67 87 ValueLine Relative P/E Ratio 1.00
50% 32% 35% 34% | 3% | 3.0% 3.8% | 42% 44%  46% 58% 32% | 16% 11% | 11% | 9% UM ayg Ann'l Divid Yield 8%
CAPITAL STRUCTURE as of 3/31/98 . 59461 | 62710 69018 64792 64523 62716 | 64052 71940 | 75947 | 78508 81700 88000 |Revenues ($mill) © 114000
Total Debt $27696 mill. Due in 5 Yrs $22000 mill. | 2380 | 235% 23.7% 17.2% 150% 11.1% | 175% 21.6% | 185% | 18.0% 18.0% 18.0% |Operating Margin 17.5%
TTC'Diztizs?fsggg %filtl:UStOB'eIrnftlgfggtlrgsggbr;iII 47640 | 54250 53030 67800 6259.0 66610 | 62950 56020 | 50120 | 500L0 5100 5600 | Depreciation ($mill) 7300
(LT interest eamed: 11.0x; total interest coverage: 5824.0 | 5251.0 6020.0 21120 14350  13.0 | 29650 6334.0 | 5852.0 | 6093.0 6215 6615 |Net Profit ($mill) 8415
6.4x) (44% of Capl) | 39.2% | 41.9% 410% 40.0% 452%  NMF | 41.5% 37.5% | 35.1% | 32.5% 32.0% 31.0% |Income Tax Rate 30.0%
Leases, Uncapitalized: Annual rentals $1820 mill. 98% | 84% 87% 33% 22% 0% | 46% 88% | 77% | 78% 7.6%  7.5% |NetProfit Margin 7.4%
Pension Liability None 17956 | 14175 13644 73450 2955.0 6052.0 | 12112 9043.0 | 6695.0 | 6911.0 ~ 2700 2150 |Working Cap’l ($mill) 3800
. . . 8518.0 | 10825 11943 13231 12853 15245 | 12548 10060 | 9872.0 | 13696 13325 13325 |Long-Term Debt ($mill) | 13325
Pfd Stock $252 mill.  Pfd Div'd $20.0 mill. . )
2,597,261 shs 7.5% cum., not callable before 39509 | 38509 42832 37006 27624 19738 | 23413 22423 | 21628 | 19816 17300 18125 |Shr. Equity ($mill) 22675
01, (1% ofCapl) | 129% | 113% 117% 54% 49% 17% | 94% 20.0% | 19.5% | 18.1% 21.5% 22.5% |Return on Total Cap'l 24.5%
Common Stock 942,902,483 shs.  (55% of Cap'l) | 14.7% | 136% 141% 57% 52% A% | 12.7% 282% | 27.0% | 30.7% 36.0% 36.5% |Return on Shr. Equity 37.0%
MARKET CAP: $110 billion (Large Cap) 81% | 65% 76% NMF NMF  NMF | 10.3% 25.9% | 24.1% | 27.1% 315% 32.0% |Retained to Com Eq 33.5%
CUR$I?\4I|ELI\|I_T POSITION 1996 1997  3/31/98 45% 52% 46%  NMF  NMF  NMF 22% 9% 12% 13% 14% 14% |All Div'ds to Net Prof 11%
Cash Assets 8137 7553 5889 | BUSINESS: International Business Machines Corporation is the velopment, and engineering costs equaled 6.2% of revenues. '97
Receivables 23167 23826 22050 | world's largest supplier of advanced information processing tech-  dep. rate: 11.9%. Has 269,465 employees, 623,535 shareholders.
Ion%eenrtory (Avg Cst) gg;(l) 251;88 gg% nology and communication systems and services and program  Officers & Directors control less than 1% of stock (3/98 proxy).
Current Assets 70695 40418 37571 | Products. 1997 revenue breakdown: Sales, 46%; software, 16%; Chairman and C.E.O.: Louis V. Gerstner, Jr. Inc.: New York. Ad-
Accts Payable 4767 5215 4475 maintenance, 8%; services, 25%; rentals and financing, 5%. For- dress: New Orchard Road, Armonk, NY 10504. Telephone: 914-
Debt Dué 12057 13230 12667 | eign business accounted for 46% of 1997 revenues. Research, de-  499-7777. Internet: http://www.ibm.com.
Other 16276~ 15062 128%0 '\BM has unveiled the latest, most trims revenue when overseas sales in local
Current Liab. 34000 33507 29992 u !

currencies are translated into dollars, and
the economic turmoil in much of Asia that
has slowed economic activity and demand
for computer gear, are likely to continue to
hurt sales and profits for much of this
year. On the other hand, the revamped
mid-range AS/400 line is selling well, and,
as noted above, we think the new main-
frames will be well received. Too, the com-
pany’s sales of storage products and semi-
conductors have been strong. Perhaps
most important, the services side of the
business is growing very rapidly, and that
likely will continue to be the case, given
IBM'’s global presence and its extensive ex-
perience managing networks of large sys-
tems. Finally, the company will probably
continue to use its hefty cash flow to buy
back stock. All told, we expect to see good
annual share-net growth out to 2001-2003.
We’re neutral on this stock for now.
The issue is an average selection for the
year ahead. And the share-net gains we
project out to 2001-2003 probably aren’t
strong enough to keep the stock ahead of
the pack over that span either.

George A. Niemond July 24, 1998

(A) Based on average shares outstanding until
'97, then diluted. Excludes nonrecurring gains
(Iosses) ’88, $0.43, ($0.44); '89, ($1.29); 91
($4.32); '92, $1.66, ($7.25); 93, ($7.11); '94,
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$0.05; '95, ($1.89); '96, ($0.40). Next earnings | Sept. 10, Dec. 10. = Dividend reinvestment
report due mid-Oct. (B) Next dividend meeting | plan available. (C) In millions, adjusted for split.
about Oct. 30. Next ex date about Aug. 5. Divi- | (D) Includes fin. sub. from 1988. (E) Quarters
dend payment dates: about March 10, June 10, | don't add because of change in shares out.
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