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)%

4Q04 Yr/Yr

GP Margin 89.0% +0.2pts

Gained share in several key product segments
Candle performance exceeded expectations

Completed Systemcorp and Venetica acquisitions

13

Explanation of Responses:
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Euro
Yr/Yr
Pound
Yr/Yr
Yen
Yr/Yr

IBM Revenue Impact
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CURRENCY: YEAR-TO-YEAR COMPARISON

QUARTERLY AVERAGES PER US$

3Q04
0.82

8%
0.55

11%

110

6%

4pts

4Q04

0.77

0.54

106

S1

8%

8%

3%

4pts

1/17
Spot

0.76

0.54

102

1Q05

@ 1/17 Spot

5%

2%

5%

3pts

2Q05

8%

3%

7%

4-5pts

Explanation of Responses:
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Net cash from Operations (Cont. Ops.)
Less: GF Accounts Receivable
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IBM CASH FLOW ANALYSIS - QUARTER

Net cash from Operations (Cont. Ops.), excl GF rec.

Investing Activities
Capital Expenditures, Net

GF A/R
GF Debt
Net GF Debt to A/R

Acquisitions
Divestitures

Return to shareholders
Share Repurchase
Dividends

Change in Non-GF Debt
Other

Discontinued Operations

Change in cash & marketable securities

May not add due to rounding

S2

4.8
2.3
7.0

(1.1)
2.3
0.3
(2.6)
0.1)
0.1
3.0
0.3
0.7
0.7
0.0

1.5

4Q04

4.1
2.3)
6.4

(1.0)
2.3)
0.4)
2.7)

0.8)

(2.8)
0.3)

1.0
1.1
0.0

0.9

Explanation of Responses:
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($B)

Net Income from Continuing Ops.
Depreciation / Amortization
Working Capital / Other

GF A/R

Net cash provided by operating activities

Capital Expenditures, Net
Divestitures

Acquisitions

Other Investing

Net cash used in investing activities

GF Debt

Non- GF Debt

Dividends

Share Repurchase

Other

Net cash used in financing activities

Effect of exchange rate changes on cash
Discontinued Operations

Net change in cash & cash equivalents (Cont. Ops.)

* Reclassified to conform with 2004 presentation

May not add due to rounding

IBM CASH FLOW (FAS 95) - FY

S3

FY03*

7.6
4.9
0.1
1.9

14.6

3.9
0.1
(1.8)

(5.1)

(2.6)
0.9)
(1.1)
4.3)
1.1
(7.8)

0.4
0.2)

1.9

FY04

8.4
4.9
0.4)
2.5

15.4
3.7)

1.7)
0.1
(5.3)

1.7)
0.7
1.2)
(7.1)
1.7
(7.6)

0.4
0.1)

2.8

Explanation of Responses:
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IBM CASH FLOW (FAS 95) - QUARTER

($B) 4Q03* 4Q04

Net Income from Continuing Ops. 2.7 3.1

Depreciation / Amortization 1.3 1.3

Working Capital / Other 3.0 2.1

GF A/R 2.3) 2.3)
Net cash provided by operating activities 4.8 4.1

Capital Expenditures, Net (1.1) (1.0)
Divestitures 0.1 0.0

Acquisitions 0.1) 0.8)
Other Investing 0.4 0.1

Net cash used in investing activities (0.6) (1.6)
GF Debt 0.3) 0.4)
Non- GF Debt 0.7 1.0

Dividends 0.3) 0.3)
Share Repurchase 3.0) (2.8)
Other 0.4 0.6

Net cash used in financing activities 2.5) 1.9)
Effect of exchange rate changes on cash 0.2 0.4

Discontinued Operations 0.0 0.0

Net change in cash & cash equivalents (Cont. Ops.) 1.8 0.9

* Reclassified to conform with 2004 presentation

May not add due to rounding

S4

Explanation of Responses:
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NON-GAAP FINANCIAL MEASURES

In an effort to provide investors with additional information regarding the Company s results as
determined by generally accepted accounting principles (GAAP), the Company also discloses the following
non-GAAP information which management believes provides useful information to investors:

Management has presented certain financial results and earnings expectations excluding a one-time
charge for the partial settlement of certain legal claims related to IBM s pension plans. Given the unique and
non-recurring nature of this charge, management believes that presenting such financial items without the
charge is more representative of the company s operational performance.

Management refers to growth rates at constant currency or adjusting for currency so that the business
results can be viewed without the impact of changing foreign currency exchange rates, thereby facilitating
period-to-period comparisons of the Company s businesses. Generally, when the dollar either strengthens or
weakens against other currencies, the growth at constant currency rates or adjusting for currency will be
higher or lower than growth reported at actual exchange rates.

S5

Explanation of Responses: 10
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Management includes a presentation of cash flows that excludes the effect of Global Financing
Receivables and subtracts net capital investments from Net Cash from Operations. For a financing business,
increasing receivables is the basis for growth. Receivables are viewed as an investment and an
income-producing asset. Capital investments are necessary to grow and sustain the business. Therefore,
management presents financing receivables as an investing activity and Net Capital Investments as a reduction
of Net Cash from Operations. Management s view is that this presentation gives the investor the best
perspective of cash available for investment or for distribution to shareholders. Reconciliation to Net Cash
from Operations is provided herein.

Management uses return on invested capital (ROIC) as a measure of how effectively we allocate our
capital and our profitability. Management presents ROIC excluding the impact of Global Financing and the
one-time pension charge, as it provides a better measure of our mainline businesses and is a more appropriate
point for comparison with our industry. Management believes that the leveraged nature of Global Financing
makes Company-wide ROIC a less useful metric. See Form 8-K for reconciliations.

S6

Explanation of Responses: 11
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Management refers to earnings expectations excluding the year-to-year effects of pension charges.
Management believes that such view provides additional insight into year over year performance and clarifies
the basis for earnings expectations.

S7

Explanation of Responses: 12
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RECONCILIATION TO NET CASH FROM OPERATIONS
EXCLUDING GF RECEIVABLES, EXCLUDING PENSION
FUNDING AND INCLUDING NET CAPITAL INVESTMENTS

($B) FY03 FY04 Yr/Yr
Net cash from Operations (Cont. Ops.), excl GF rec, incl Net Capital
Investments 8.7 9.2 0.4
Less: Pension Funding (0.6) (1.8) 1.2)
Net cash from Operations (Cont. Ops.), excl GF rec, excl Pension Funding,
incl Net Capital Investments 9.3 11.0 1.7
Less: Net Capital Investments 3.9) 3.7) 0.2
Net cash from Operations (Cont. Ops.), excl GF rec, excl Pension Funding 13.3 14.8 1.5
Plus: Pension Funding (0.6) (1.8) 1.2)
Net cash from Operations (Cont. Ops.), excl GF rec 12.7 12.9 0.3
Plus: GF Accounts Receivable 1.9 2.5 0.6
Net cash from Operations (Cont. Ops.) 14.6 154 0.8
May not add due to rounding

S8
Explanation of Responses: 13
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RECONCILIATION OF 2005 ESTIMATED EPS
WITHOUT PENSION IMPACT
TO 2005 ESTIMATED EPS

Actual
2004

EPS as Reported $ 4.94
One-time Settlement Charge of $320M 0.11
Average Analyst Estimates * $
Impact of 4Q 2004 Over-achievement

2005 Yr/Yr Pension Impact

EPS without Yr/Yr Pension Impact $ 505 $

* Based on First Call Estimates as of 1/18/05

S9

Estimated
2005

SISS

0.05

0.39

5.99

Yr/Yr%

18.6 %

Explanation of Responses:
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Explanation of Responses:
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Attachment IIT
RECONCILIATION OF NON-GLOBAL FINANCING RETURN ON INVESTED
CAPITAL EXCLUDING THE ONE-TIME PENSION CHARGE
The reconciliation to the most comparable U.S. GAAP measurements for the numerator and denominator is as follows:
Q4 Q3 Q2 Q1

(dollars in millions) 2004* 2004* 2004* 2004*
Numerator:
Income from continuing operations 8,448 § 8,109 $ 8,094 7,829
Less: Global Financing net income (937) (895) (850) (831)
Non-Global Financing income from
continuing operations 7,511  $ 7214 $ 7,244 6,998
Add: Interest Expense, after tax** 97 92 92 98
Add: One-time pension charge, after tax *** 195 195
Non-Global Financing income from
continuing operations, excluding interest
expense and one-time pension charge (a) 7,803 $ 7,501 $ 7,336 7,096
Denominator:
Total IBM Invested Capital:
Long-term debt 14,828 $ 13,524 $ 14,421 16,098
Stockholders equity 29,747 29,702 28,830 28,185
Add: One-time pension charge, net of tax***
(Retained Earnings) 195 195
Adjusted Stockholders Equity 29,942 29,897 28,830 28,185
IBM Invested Capital, adjusted for one-time
pension charge 44770  $ 43,421 $ 43,251 44,283
Total Global Financing Invested Capital:
Long-term debt *#** 14,435  $ 13,363 § 14,011 15,620
Stockholders equity 3,255 3,201 3,109 3,442
Global Financing Invested Capital 17,690 $ 16,564 $ 17,120 19,062
Non-Global Financing Invested Capital,
adjusted for one-time pension charge (b) 27,080 $ 26,857 $ 26,131 25,221
Non-Global Financing Return on Invested
Capital excluding the one-time Pension
Charge (a)/(b) 29% 28% 28% 28%
Explanation of Responses: 16



Edgar Filing: Plourd Martin E - Form 4

< Based on 4 Quarter Rolling Average
o Calculated using IBM s consolidated effective tax rate for each respective year.
SR Calculated using IBM s U.S marginal tax rate.

SRS Allocated based on ratio of Global Financing debt to total debt.

COMPUTATION OF 4™ QUARTER 2004 AVERAGE GLOBAL FINANCING
RETURN ON EQUITY

The following are details on the computation of IBM S Global Financing Return on Equity. The Global Financing segment is in the business of
providing financing to IBM s clients and its business partners, is managed on an arms-length basis and is measured as if it were a standalone
entity. A financing business is managed on a leveraged basis and therefore, we measure the profitability of a financing entity based on its
after-tax earnings in relation to the equity employed in the business.

(dollars in millions)

Numerator:

4Q 2004 Global Financing after tax income * $ 243

Annualized Global Financing after-tax income (a) $ 972

Denominator:

4% Quarter Average Global Financing Equity ** (b) $ 3,228

Global Financing Return on Equity (a)/(b) 30%

& Calculated based upon an estimated tax rate principally based on Global Financing s geographic mix of earnings

as IBM s provision for income taxes is determined on a consolidated basis.

e Average of beginning and ending quarter ( two-point ) equity for the Global Financing Segment.

Explanation of Responses: 17



