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Mechanisms used to distribute cash

* Dividends: Firms pay cash to all shareholders on a per-
share basis.

» These cash payments can be done on a recurring basis (Regular
Dividends)

» The cash payments can be done on a one-time basis (Special
Dividend)

» Dividends are taxed as ordinary income.
* All shareholders benefit
» Does not change ownership structure

Mechanisms used to distribute cash

» Share Repurchase: The firm uses cash to buy back shares.

These shares can then be retired or classified as “treasury
stock” (available for reissuance)

» Share repurchase is taxed at short or long-term capital
gains rates depending on the holding period.

*» Benfits select shareholders
» Ownership structure changes

Mechanisms used to distribute cash

* Firm can buy shares at the market price (open market

repurchase)
#lo #1112

» Firm can make a tender offer with a fixed price, often at a
premium to market prices, and a fixed date (tender offer
repurchase) A OKLE 3& 11 eac
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» Firm can ask for bids. Shareholders submit quantity and
price at which they would sell. Firm chooses lowest bid.
(Dutch Auction) c SKE@ 471 e
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Mechanisms used to distribute cash
loye
* Firm buys shares from a single or small number of investors
(targeted or negotiated repurchase or greenmail)

* Firm buys desired quantity of shares from an investment
bank, which obtains them through a short sell. The bank
later buys the shares in the open markefTo cover its
position. This fast repurchase improves EPS quickly
(Accelerated Share Repurchase)

» Firm gives shareholders the option (right but not
obligation) to sell share to the firm at a set price by a
given date (Put Right)
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IBM set to transform itself in 2014

« Virginia Rometty became CEO in 2012
» Martin Schroeter, CFO announced target of achieving EPS of at

\» least $20 up from $16.28 in 2013

« Since 2007, IBM issued 5-year EPS forecasts to help employees
and investors understand the firm and its fransformation strategy

» After 10 years of strong financial performance, IBM

)pp‘,‘reporfed weak results in 2014
AW » From 2004 to 2013 IBM distributed\$140 Bn/of cash to shareholders

O){g- through dividends and share repurchases
« Its Leverage ratio (D/E) rose from 43% to 63% - “slow motion "
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IBM: A history of
transformations

* Incorporated in 1911 & led
by Thomas J Watson Sr. fill
1952

« Revenues of $412 Mn;
41,000 employees
focusing on large-scale
tabulation devices for
large corporations &

Govt. &ib

IBM: A history of
transformations

« Led by Thomas J Watson Jr till
1970s ]
» Revenues of $22.8 Bn; 337,000
employees by end of 1970
2 focusing on electronic
b')« computers, trying to keep up
\ with advances in data
]af\)q * processing fechnology.

« Shiffed from "“one size fits all”
mainframe computer to
customised mainframes
through the “$5 Bn gamble”
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J\d} » Revenues of $83 Bn focusing on

IBM: A history of
transformations

« In the 1980s shifted focus to personal

computers &?/(/

Period of stagnation

« Qutsider, Louis V Gerstner Jr became
CEO from 1993-2002
» Restructured product lines,
reduced headcount, fimmed
costs

network computing, “e-business”,
shift to software & services

IBM: A history of
transformations

« Samuel J Palmisano became
CEO from 2002-2011
» Transformed strategy,
product mix and structure
of IBM
» Revenues of $107Bn by
b divestment of PC, disk-
Baﬁ“ drive, D-Ram businesses
and focusing on services &

Q@CJ software.
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The 2010 EPS Roadmap
* In 2007 EPS target of $11in 2010 from baseline EPS of $6.11
in 2006 0
$0.75 from revenue 1o
* $0. growth Al
* $1.2 from future acquisitions and growth initiatives
A $1 from margin expansion 3 82
\/$l.1 from share repurchase 530,4.
+ $0.9 from reduction in post-retirement costs.
11
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The 2010 EPS Roadmap
» From 2002 to 2007 the share price of IBM had stagnated at
$100
Rt
* In May 2007, IBM borrowed $11.5 Bn to buy 119 Mn shares
(8% of all Outstanding)
* By 2009 revenues were up by 5% to $95.8 Bn and net
income was up by 41% to $13.4 Bn
\ \ -~ er '
» Started as a communication tool to highlight strategy, but
used for internal goal-setting .
12
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The 2015 EPS Roadmap
*In 2010 EPS target of $20 for 2015 from EPS of $11.67 in 2007
* $1.45 from revenue growth 5,00 o
* $0.7 from revenue mix (shift to high-growth business)
» $0.9 from future acquisitions -)'f (e 4?
* $0.75 from margin mix (shift to high-margin business) 'ﬂg/
* $2.8 from share repurchase %

» $1.75 from enterprise productivity
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Leadership &
Shareholder

Changes

« Virginia Rometty became CEO in
2012 and Martin Schroeter became
CFO

« Priority for Capex allocation:
* 1) Internal capex
investments;
* 2) Acquisitions;
- 3) Dividend

« Warren Buffet bought $10 Bn worth
of IBM stock (5.5% of the firm)
« Initially reluctant to buy tech
stock

Financial Petformance 2010-14

* From 2010 to 2013 revenues were flat, net income was up
by 11% to $16.5Bn and operating profit was up by 20% to
$18 Bn

« The effective tax rate had reduced to 15.6% due to favourable
geographic location -

* EPS rose from $11.67 in 2010 to $16.28 in 2013 — 40% in 3 years
—==
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Financial Performance 2010-14
« Ist quarter 2014, were declared in April 2014

« 15t quarter 2014 results were dismal
* Net income down by 21%, revenues down by 4%
- EPS target of $18 by year end AU 1g-c@
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Investor Briefing - May 2014
* IBM was trading at $190 prior to the briefing

* IBM reiterated goal of $20 EPS target by 2015 from $1.28 in
2013
g $2 from share repurchase
Vv * $3.25 from revenue & efficiency gains
+ -$1.5 from “tax headwinds” (increase in effective tax rate)

Earnings Guidance & Shareholder

Communication
« If you are an investor, would you buy, sell orretd?”
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Earnings Guidance & Shareholder
Communication
» Given the ambiguous performance, should Rometty
affirm, adjust or abandon the 2015 roadmap?
Y Skcb e &0 Y Moo den :
Poat sty — 100 g2 - + Aot Aesborginng volit
'pié*b\b:&"‘-'\g 4 & - Ld —:Mﬂllsib«;vt\t*
. 0 . \ . - h;lc w 1 o~ -
Bt % B ealalihe fosdon majaph
. }No:a“b&‘»j el {“[ w . Foouk om %m“‘“\j v
— Jake gmatin yoar- - Umng-ter-$ ““"“wu‘

, wl
- AL M‘gf kon- /R $D/Ruodbes
' EPS s wef K tight deusel
Ls bouch wanle s altes fiand
b Prodet cante of Pahoisort:

Investor Briefing - October 2014

* Revenues down by 4% - no longer expect to deliver $20
EPS target
« Divestiture of micro-electronic business

* IBMs stock price fell by 8.5% and finished the day atf $169
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Earnings Guidance & Shareholder

Communication

* Why did Palmisano create the 2010 roadmap?
I [noreade fx ebscle price .
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Earnings Guidance & Shareholder
Communication

* Why did IBM decide to issue a second roadmap in 20102
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Thank You
All the Best!
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