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SECURI TI ES AND EXCHANGE COMM SSI ON
VASHINGTON, D.C. 20549

FORM 10-K
ANNUAL REPCRT
pursuant to Section 13 or 15 (d) of the
Securities Exchange Act of 1934
FOR THE YEAR ENDED DECEMBER 31, 1998
1-2360
(COMM SSI ON FI LE NUVBER)

| NTERNATI ONAL BUSI NESS MACHI NES CORPORATI ON
(Exact name of registrant as specified inits charter)

NEW YORK 13-0871985
(State of incorporation) (IRS enployer identification
nunber)
ARMONK, NEW YORK 10504
(Address of principal executive offices) (Zip Code)

914-499-1900
(Registrant’s tel ephone nunber)

SECURI TI ES REG STERED PURSUANT TO SECTION 12(B) OF THE ACT:

<Tabl e>
<Capti on>
VOTI NG SHARES
CUTSTANDI NG
AT NAME OF EACH EXCHANGE

TITLE OF EACH CLASS MARCH 1, 1999 ON WH CH REG STERED
<S> <C <C
Capital stock, par value $.50 per share 920, 650, 847  New York Stock Exchange

Chicago Stock Exchange

Paci fic Stock Exchange
Depositary shares each representing one-fourth of a share of 7 1/2% New York Stock Exchange

preferred stock, par value $.01 per share

6. 375% Not es due 2000 New York Stock Exchange
7.25% Not es due 2002 New York Stock Exchange
6. 45% Not es due 2007 New York Stock Exchange
5.375% Not es due 2009 New York Stock Exchange
7.50% Debent ures due 2013 New York Stock Exchange
8.375% Debent ures due 2019 New York Stock Exchange
7.00% Debent ures due 2025 New York Stock Exchange
6. 22% Debent ures due 2027 New York Stock Exchange
6. 50% Debent ures due 2028 New York Stock Exchange
7.00% Debent ures due 2045 New York Stock Exchange
7.125% Debent ures due 2096 New York Stock Exchange
</ Tabl e>

Indicate by check mark whether the registrant (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days. Yes /X' No/ |/

Indicate by check mark if disclosure of delinquent filers pursuant to Item
405 of Regulation S-Kis not contained herein, and will not be contained, to the
best of registrant’s know edge, in definitive proxy or information statenents
incorporated hy reference in Part Il of this Form10-K or any amendment to this
Form 10-K.

The aggregate market value of the voting stock held by non-affiliates of the
registrant at March 1, 1999, was $155.0 billion.

Document s incorporated by reference:

Portions of IBMs Annual Report to Stockhol ders for the year ended
Decenber 31, 1998, into Parts I, Il and IV of Form 10-K.

Portions of IBMs definitive Proxy Statement dated March 23, 1999, into
Part 111 of Form 10-K.
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PART |
| TEM 1. BUSI NESS:

| BM was incorporated in the State of New York on June 15, 1911, as the
Conput er - Tabul ati ng- Recordi ng Co. (C-T-R), a consolidation of the Computing Scal e
Co. of Anerica, the Tabulating Machine Co., and The International Time Recording
Co. of New York. In 1924, C-T-R adopted the name International Business Machines
Cor porati on.

[BMis in the business of providing customer solutions through the use of
advanced information technol ogy. The conpany operates primarily in a single
industry utilizing several segments that create value by offering a variety of
solutions that include, either singularly or in some conbination, technologies,
systems, products, services, software and financing.

Organi zational Iy, the company’s nmajor operations consist of three hardware
segments: Technol ogy, Personal Systens and Server; a G obal Services segnent; a
Software segment; a G obal Financing segment and a series of Enterprise
[ nvest nents.

IBMoffers its products through its global sales and distribution
organi zation. The sales and distribution organization has both a geographic
focus (in the Americas, Europe/Mddle East/Africa, and Asia Pacific) and a
specialized and gl obal industry focus. In addition, this organization includes a
global sales and distribution organization devoted exclusively to small and
medi um busi nesses. |BMalso offers its products through a variety of third party
distributors and resellers.

VWhile IBMs various proprietary intellectual property rights are inportant
to its success, IBMbelieves its business as a whole is not materially dependent
upon any particul ar patent or license, or any particular group of patents or
licenses. IBMowns or is |icensed under a number of patents relating toits
products. Licenses under patents owned by |BM have been and are being granted to
others under reasonable ternms and conditions. |BMprotects its intellectual
property rights in a variety of ways. These protections may not prevent
conpetitors fromindependent!y devel oping products and services sinilar to or
duplicative of the conpany’s nor can there be any assurance that these
protections will adequately deter misappropriation or inproper use of the
conpany’ s technol ogy. There can al so be no assurances that [BMwill be able to
obtain fromthird parties the licenses it needs in the future.

| BM's businesses enploy a wide variety of conponents, supplies and raw
materials froma substantial number of suppliers around the world. To date, the
conpany has found that the conponents, supplies and raw materials necessary for
the manufacture, production and delivery of its products and services have been
available in the quantities required. Certain of the conpany’s businesses may
rely on asingle or linited nunber of suppliers, although the conpany makes
every effort to assure the alternative sources are available if the need arises.
The failure of the conpany’s suppliers to deliver conponents, supplies and raw
material in sufficient quantities and in a timely manner coul d adversely affect
the conpany’s busi ness.

IBMs revenues are affected by such factors as the introduction of new
products, the length of the sales cycles and the seasonality of technol ogy
purchases. As a result, the conpany’s results are difficult to predict and the
seasonal ity of technol ogy purchases have historically resulted in first quarter
revenues | ower than revenues for the imediately preceding fourth quarter.

The value of unfilled orders is not a neaningful indicator of future
revenues due to the significant proportion of revenue fromservices, the volune
of products delivered fromshelf inventories, and the shortening of product
delivery schedul es. Therefore, the conpany believes that backlog information is
not material to an understanding of its business.

The conpany operates in businesses that are subject to intense competitive
pressures. The conpany’'s businesses face a significant number of conpetitors,
ranging from Fortune 50 conpanies to an increasing number of relatively smll,
rapidly growing and highly specialized organizations. The conpany believes

2
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that its combination of technology, performance, quality, reliability, price and
the breadth of products and service offerings are inportant conpetitive factors.

Intense conpetitive pressures could affect prices or demand for IBMs
products and services, resulting in reduced profit margins and/or |oss of market
opportunity. Unlike many of its conpetitors, IBMhas a portfolio of businesses
and nust allocate resources across these businesses while conpeting with
conpani es that specialize in one or nore of these product lines. As a result,
BMmay not fund or invest in certain of its businesses to the same degree that
its conpetitors do and these conpani es may have greater financial, technical and
marketing resources available to themthan the businesses of |BM against which
they conpete.

| BM operates in nore than 150 countries worldwi de and derives nore than hal f
of its revenues fromsales outside the United States. Changes in the laws or
policies of the countries in which IBMoperates could affect its business in
that country and its results of operations. IBMs results of operations could
al so be affected by econonic changes in those countries and by macroeconomc
changes, including recessions and inflation. For exanple, weakness in the Asian
and Latin Arerican econonies has had an adverse inmpact on IBM S business in
1998.

The following information is included in IBMs 1998 Annual Report to
Stockhol ders and is incorporated herein by reference:

Segment information and revenue by classes of
sinilar products or services--Pages 84 through 89.
Financial information by geographic areas--Page 89.
Amount spent during each of the last three years on research
and devel opnent activities--Page 78.
Financial information regarding environmental activities--Page 76.
The nunber of persons enployed by the registrant--Page 62.
The managenent discussion overview - Page 54.

Forward-1ooking and Cautionary Statements: Certain statenents contained in
this Annual Report may constitute "forward-|ooking statements" within the
meani ng of the Private Securities Litigation ReformAct of 1995 ("ReformAct").
The conpany may al so make forward-|ooking statenents in other reports filed with
the Securities and Exchange Cormission, in materials delivered to stockhol ders
and in press releases. In addition, the conpany’s representatives may fromtine
to time make oral forward-looking statements. Forward-|ooking statements provide
current expectations of future events based on certain assunptions and include
any statement that does not directly relate to any historical or current fact.
Wrds such as "anticipates," "believes, "expects," "estimates," "intends,"
"plans," "projects,” and sinlar expressions, may identify such forward-Iooking
statements. In accordance with the ReformAct, set forth below are cautionary
statements that acconpany those forward-|ooking statenents. Readers shoul d
carefully review these cautionary statements as they identify certain inportant
factors that could cause actual results to differ materially fromthose in the
forward-1ooking statements and fromhistorical trends. The following cautionary
statements are not exclusive and are in addition to other factors discussed
el sewhere in this Annual Report, in the conpany's filings with the Securities
and Exchange Conmission or in materials incorporated herein or therein by
reference.

New Products and the Pace of Technol ogi cal Change: The conpany’s results of
operations depend upon the continued successful devel opment and marketing of new
and innovative products and services. The devel opnent of new products and
services requires significant capital investments by the conpany’s various
busi nesses and the success of these products and services depends on their
acceptance by custoners and business partners. Further, the conpany’s businesses
are characterized by rapid technol ogical changes and corresponding shifts in
customer demand, resulting in unpredictable product transitions, shortened life
cycles and an increasing enphasis on being first to market with new products and
servi ces.
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There can be no assurance that the company will successfully introduce new
products and services, that these products and services will be accepted by
customers, or that the conpany’s businesses wll recoup or realize a return on
their capital investments. In addition, fromtine to tine the conpany may
experience difficulties or delays in the devel opment, production or marketing of
new products and services

Volatility of Stock Prices: The company’s stock price is affected by a
nunber of factors, including quarterly variations in results, the conpetitive
| andscape, general econonmi ¢ and market conditions and estinmates and projections
by the investnent community. As a result, like other technology conpanies, the
conpany’s stock price is subject to significant volatility

Dependence on Key Personnel: Mich of the future success of the conpany
depends on the continued service and availability of skilled personnel
including technical, marketing and staff positions. Experienced personnel in the
information technol ogy industry are in high demand and conpetition for their
talents is intense. There can be no assurance that the conpany will be able to
successfully retain and attract the key personnel it needs

Currency and Customer Financing Risks: The conpany derives a significant
percentage of its non-US. revenues fromits affiliates operating in |oca
currency environments and its results are affected by changes in the relative
val ues of non-U.S. currencies and the U.S. dollar. Further, inherent in the
conpany’ s custonmer financing business are risks related to the concentration of
credit risk and the creditworthiness of the custoner, interest rate and currency
fluctuations on the associated debt and liabilities and the deternination of
resi dual values. The conpany enploys a nunber of strategies to manage these
risks, including the use of derivative financial instruments. Derivatives
invol ve the risk of non-performance by the counterparty. In addition, there can
be no assurance that the conpany's efforts to manage these risks will be
successful

Distribution Channels: The conmpany offers its products directly and through
avariety of third party distributors and resellers. Changes in the financial or
business condition of these distributors and resellers could subject the conpany
to losses and affect its ability to bring its products to market

Acqui sitions and Alliances: The company has made and expects to continue to
make acquisitions or enter into alliances fromtime to time. Acquisitions and
alliances present significant challenges and risks relating to the integration
of the business into the conpany, and there can be no assurances that the
conpany will manage acquisitions and alliances successfully

| TEM 2. PROPERTI ES

At Decenber 31, 1998, IBMs manufacturing and devel opment facilities in the
United States had aggregate floor space of 41.7 million square feet, of which
34.0 mllion were owned and 7.7 nillion were |eased. O these amunts, 3.1
mllion square feet were vacant and 1.9 million square feet were being |eased to
non- | BM busi nesses. Sinilar facilities in 17 other countries totaled 18.0
mllion square feet, of which 13.7 million were owned and 4.3 nillion were
| eased. Of these amounts, .9 million square feet were vacant and .6 nmillion
square feet were being |eased to non-1BM businesses

Al'though inproved production techniques, productivity gains, and
infrastructure reduction actions have resulted in reduced manufacturing floor
space, continuous upgrading of facilities is essential to maintain technol ogica
| eadership, inprove productivity and neet custoner demand. For additional
information on expenditures for plant, rental machines and other property, refer
to "Investnents" on page 59 of IBM's 1998 Annual Report to Stockhol ders which is
incorporated herein by reference
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EXECUTI VE OFFI CERS OF THE REG STRANT (AT MARCH 29, 1999):

<Tabl e>
<Capti on>
OFFI CER
AGE SINCE
<S> <G <C
Chairman of the Board of Directors and Chief Executive Officer
LOUI S V. GBI STNEI, Jr. (L)t ittt e e 57 1993
Senior Vice Presidents
J. Thomas Bouchard, HUMBN RESOUI CBS. ..\ttt ettt et e e e e e e s 58 1994
Nicholas M Donofrio, Goup EXECULIVE. ...\ i it 53 1995
WIliamA Etherington, Goup BXeCULIVe. ...ttt e 57 1998
Jo Bruce Harreld, SErategy. .. .o 48 1995
Paul M HOEN, RESBAI CN. .ttt 52 1996
Abby F. Kohnstamm MarKeting. ..ot 45 1998
Douglas L. Maine, Chief Financial OFficCer.........coviiiiiiiii e 50 1998
Sanuel J. Palmisano, G oUP BXECULTI Ve, ..ottt e 47 1997
Lawrence R Ricciardi, General CoUNSEl. . ... ... 58 1995
Robert M Stephenson, Goup EXECULIVE. .. ... . e e 60 1995
David M ThomBS, G OUR EXECULT Ve, ..\ttt e e e 49 1998
John M ThompsSOn, GroUP EXECULTI Ve, ..ottt e e e e e e 56 1989
James T. Vanderslice, Goup EXECULI Ve, ... e e e 58 1998
Vice Presidents
Mark Loughridge, Controll er. . .o 45 1998
Dani el E. O Donnel |, SECr Bl ary. .. e 51 1998
JEF TRy D SBIKES, TrBASUN Br .\ i\ttt ettt ettt et e e e e e 40 1994
</ Tabl e>

(1) Menber of the Board of Directors.

Al officers are elected by the Board of Directors and serve until the next
election of officers in conjunction with the annual meeting of the stockhol ders
as provided in the By-laws. Each officer named above, with the exception of J.
Thomas Bouchard, J. Bruce Harreld, Douglas L. Mine, Lawrence R Ricciardi and
Jeffery D. Serkes, has been an executive of IBMor its subsidiaries during the
past five years.

M. Bouchard was senior vice president, human resources, of U S. West, Inc.,
a tel econmuni cations conpany, from1989 until joining IBMin 1994. Prior to
1989, he spent 15 years with United Technol ogies Corporation in a variety of
executive positions, including senior vice president of human resources.

M. Harreld was president of Boston Chicken, Inc., a company which operates
and franchises foodservice stores, from 1993 until joining IBMin 1995. Prior to
that he was senior vice president, marketing and information services, at Kraft
Ceneral Foods, Inc. where he also served as the conpany’s chief information
officer from1989 to 1992.

M. Mine was chief financial officer and executive vice president of M
Comuni cations, a |ong-distance tel ecommunications conpany, from1992 until
joining IBMin 1998. Prior to that he also served in several executive
positions, including controller, senior vice president-finance and president of
a 14 state operating division.

M. Ricciardi was president of RIR Nabisco, Inc., an international consumer
products conpany, from 1993 until joining IBMin 1995. From 1989 to 1993, he
al so served as executive vice president and general counsel at RJR Nabisco, Inc.
Prior to 1989, he was executive vice president and general counsel of Anerican
Express Travel Related Services Conpany, Inc.

M. Serkes was vice president and deputy treasurer at RIJR Nabisco, Inc., an
international consumer products conpany, from 1993 until joining IBMin 1994.
From 1987 to 1993, he also served as vice president and assistant treasurer,
corporate finance; director, capital markets; and manager, foreign exchange at
RIR Nabi sco, Inc.
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| TEM 3. LEGAL PROCEEDI NGS:

Refer to note P "Contingencies” on page 77 of 1BMs 1998 Annual Report to
Stockhol ders which is incorporated herein by reference.

| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURITY HOLDERS:
Not applicable.
PART 11

I TEM 5. MARKET FOR THE REG STRANT' S COMVON EQUI TY AND RELATED STOCKHOLDER
MATTERS:

Refer to pages 90 and 91 of IBMs 1998 Annual Report to Stockhol ders which
are incorporated herein by reference solely as they relate to this item

| BM comon stock is listed on the New York Stock Exchange, Chicago Stock
Exchange and Pacific Stock Exchange. There were 618,962 comon stockhol ders of
record at March 1, 1999.
| TEM 6. SELECTED FI NANCI AL DATA:

Refer to page 90 of IBMs 1998 Annual Report to Stockhol ders which is
incorporated herein by reference.

I TEM 7. MANAGEMENT' S DI SCUSSI ON AND ANALYSIS OF FI NANCI AL CONDI TI ON AND RESULTS
OF OPERATI ONS:

Refer to pages 54 through 63 of IBMs 1998 Annual Report to Stockhol ders
whi ch are incorporated herein by reference.

| TEM 7A. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SKS:

Refer to the section titled "Market Risk" on pages 60 and 61 of IBMs 1998
Annual Report to Stockhol ders which is incorporated herein by reference.

| TEM 8. FINANCI AL STATEMENTS AND SUPPLEMENTARY DATA:

Refer to pages 52 and 53, and 64 through 89 of IBMs 1998 Annual Report to
Stockhol ders which are incorporated herein by reference. Aso refer to the
Financial Statement Schedule on page S-1 of this Form

I TEM 9. CHANGES IN AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG AND
FI NANCI AL DI SCLOSURE:

Not applicable.
PART 111
| TEM 10. DI RECTORS AND EXECUTI VE OFFI CERS OF THE REG STRANT:
Refer to pages 5 through 7 of IBMs definitive Proxy Statenent dated March
23, 1999, which are incorporated herein by reference. Also refer to Item?2
entitled "Executive Officers of the Registrant" in Part | of this Form

| TEM 11. EXECUTI VE COVPENSATI ON:

Refer to pages 12 through 20 of IBMs definitive Proxy Statenent dated March
23, 1999, which are incorporated herein by reference.

6
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| TEM 12. SECURI TY OWNERSH P OF CERTAIN BENEFI CI AL OWNERS AND MANAGEMENT:

(a) Security Omnership of Certain Beneficial Oaners:
Not applicable.

(b) Security Omnership of Managenent:

Refer to the section entitled "Owership of Securities--Conmmon Stock and
Total Stock-Based Hol dings" appearing on pages 10 and 11 of IBMs
definitive Proxy Statement dated March 23, 1999, which are incorporated
herein by reference.

| TEM 13. CERTAIN RELATI ONSHI PS AND RELATED TRANSACTI ONS:

Refer to the section entitled "Cther Relationships" appearing on page 9 of
IBM's definitive Proxy Statement dated March 23, 1999, which is incorporated
herein by reference.

PART |V
| TEM 14. EXH BITS, FINANCI AL STATEMENT SCHEDULES, AND REPCRTS ON FORM 8- K:

(a) The following docunents are filed as part of this report:

1. Financial statements fromIBMs 1998 Annual Report to Stockhol ders
whi ch are incorporated herein by reference:

Report of Independent Accountants (page 53).

Consol i dated Statement of Earnings for the years ended Decenber 31,
1998, 1997 and 1996 (page 64).

Consol i dated Statement of Financial Position at Decenber 31, 1998 and
1997 (page 65).

Consol i dated Statement of Stockhol ders’ Equity for the years ended
Decenber 31, 1998, 1997 and 1996 (pages 66 and 67).

Consol i dated Statement of Cash Flows for the years ended Decenber 31,
1998, 1997 and 1996 (page 68).

Notes to Consolidated Financial Statenents (pages 69 through 89).

2. Financial statement schedules required to be filed by Item8 of this
Form

<Tabl e>
<Capti on>
SCHEDULE

PAGE NUVBER

< <C <S>
11 Report of Independent Accountants on Financial Statement Schedul e

S [ Val uation and Qualifying Accounts

</ Tabl e>

All other schedules are onitted as the required matter is not
present, the ampunts are not significant or the information is shown
inthe financial statements or the notes thereto.

7
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3. Exhibits:

Included in this Form 10-K

|-- Computation of Ratio of Earnings to Fixed Charges and Earnings
to Conbined Fixed Charges and Preferred Stock Dividends.

[1-- Parents and Subsidiari es.
[11-- Consent of |ndependent Accountants.

[V-- Additional Exhibits (a) Quarterly Consolidated Statement of
Ear ni ngs- - Rest ated 1998.

V-- IBM's 1998 Annual Report to Stockhol ders, certain sections of
whi ch have been incorporated herein by reference.

VI-- Powers of Attorney.
VI1-- Financial Data Schedul e.
Not included in this Form10-K:

-- The Certificate of Incorporation of IBMis Exhibit (3)(i) to Form
8-K dated April 29, 1997, and is hereby incorporated by reference.

-- The By-laws of |BMas amended through Cctober 27, 1998, is
Exhibit 3 to Form10-Q for the quarter ended Septenber 30, 1998,
and is hereby incorporated by reference.

- The IBM 1997 Long- Term Performance plan, a conpensatory plan, is
contained in Registration Statement No. 333-31305 on Form S-8,
filed on July 15, 1997, and is hereby incorporated by reference.

- The I BM 1994 Long- Term Performance Plan, a managenent
conpensatory plan, is contained in Registration Statement No.
33-53777 on Form S-8, filed on My 24, 1994, and is hereby
incorporated hy reference.

- Board of Directors conpensatory plans, as described under
"Directors’ Conpensation" on pages 9 and 10 of IBMs definitive
Proxy Statement dated March 23, 1999, which is incorporated herein
by reference.

-- |BMBoard of Directors Deferred Conpensation and Equity Award
Plan is Exhibit X to Form10-K for the year ended Decenber 31,
1996, and is hereby incorporated by reference.

-- The Enploynent Agreement for L.V. CGerstner, Jr. is Exhibit 19 to
Form 10-Q dated March 31, 1993, and is hereby incorporated by
reference.

-- Anendnent to Enployment Agreenent for L.V. Gerstner, Jr. dated as
of January 1, 1996, is Exhibit X to Form10-K for the year ended
Decenber 31, 1996, and is hereby incorporated by reference.

-- Second Arendnent to Enmpl oyment Agreement for L.V. CGerstner, Jr.
dated as of Novenber 17, 1997, is Exhibit VI to Form10-K for the
year ended December 31, 1997, and is hereby incorporated by
reference.

-- The instruments defining the rights of the holders of the 7.25%
Notes due 2002 are Exhibits 4(a) through 4(1) to Registration
Statement No. 33-33590 on FormS-3, filed on February 22, 1990,
and are hereby incorporated by reference.

8
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-- The instruments defining the rights of the holders of the 6.375%

Notes due 2000 and the 7.50% Debentures due 2013 are Exhibits 4(a)
through 4(1) to Registration Statement No. 33-49475(1) on Form
S-3, filed May 24, 1993, and are hereby incorporated by reference.

-- The instrunents defining the rights of holders of the 8.375%
Debentures due 2019 are Exhibits 4(a)(b)(c) and (d) to

Regi stration Statement 33-31732 on FormS-3, filed on Cctober 24,
1989, and are hereby incorporated by reference.

-- The instruments defining the rights of holders of the 7.00%
Debentures due 2025 and the 7.00% Debentures due 2045 are Exhibits

2 and 3 to Form8-K filed on Cctober 30, 1995, and are hereby
incorporated hy reference.

-- The instrument defining the rights of holders of the 7.125%
Debentures due 2096 is Exhibit 2 to Form8-K/A filed on December

6, 1996, and i s hereby incorporated by reference.

-- The instruments defining the rights of the holders of the 6.45%
Notes due 2007 and the 6.22% Debentures due 2027 are Exhibits 2

and 3 to Form8-K filed on August 1, 1997, and is hereby
incorporated by reference.

-- The instruments defining the rights of the holders of the 6.50%
Debentures due 2028 is Exhibit 2 to Form8-K filed on January 8,

1998, and is hereby incorporated by reference.

-- The instrunent defining the rights of the holders of the 5.375%
Notes due 2009 is Exhibit 2 to Form8-K, filed on January 29,

1999, and is hereby incorporated by reference.

-- The 1BM Suppl enental Executive Retirement Plan is Exhibit IXto
Form 10-K for the year ended December 31, 1994, and is hereby

incorporated by reference.

-- The IBM Extended Tax Deferred Savings Plan is Exhibit X to Form
10-K for the year ended December 31, 1994, and is hereby

incorporated by reference.

- IBM's definitive Proxy Statenent dated March 23, 1999, certain

sections of which have heen incorporated herein by reference.

(b) Reports on Form 8-K:

A Form 8-K dated Cctober 20, 1998, was filed with respect to the
conpany’s financial results for the periods ended Septenber 30,
1998, and included unaudited consolidated financial statements
for the period ended Septenber 30, 1998.

A Form 8-K dated Decenber 16, 1998, was filed for the press

rel ease announcing the execution of definitive agreements between
| BM and AT&T, pursuant to which, anong other things, AT&T will
acquire the assets of the IBM dobal Network fromIBM is hereby
incorporated by reference.

9
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SI GNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized.

<Tabl e>
<S> <G <G
| NTERNATI ONAL BUSI NESS MACHI NES CORPCRATI ON
(Regi strant)
By: I's/ LOUIS V. GERSTNER, JR
(Louis V. Gerstner, Jr.
CHAI RVAN OF THE BOARD OF DI RECTQRS
AND CH EF EXECUTI VE CFFI CER)
</ Tabl e>

Date: March 29, 1999

Pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the follow ng persons on behal f of the
registrant and in the capacities and on the dates indicated.

SI GNATURE TITLE DATE
I's/ DOUGLAS L. MAINE Seni or Vice President, March 29, 1999
------------------------------ Chi ef
(Douglas L. Maine) Financial Cfficer
I'sl MARK LOUGHRI DGE Vice President and March 29, 1999
------------------------------ Controller

(Mark Loughri dge)

<Tabl e>

<S> <G <O

CATHLEEN BLACK Director

KENNETH |. CHENAULT Director

JUERGEN DORVANN Director

NANNERL O. KECHANE Director

CHARLES F. KNI GHT

Director

M NORU MAKI HARA Director By: I's/ DANIEL E. O DONNELL
LUC O A NOTO Director  seemee e
JOHN B. SLAUGHTER Director (Daniel E. O Donnell)
ALEX TROTMAN Director ATTORNEY- | N- FACT
LODEW JK C. van WACHEM Director

CHARLES M VEST Director March 29, 1999

</ Tabl e>

10
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REPCRT OF | NDEPENDENT ACCOUNTANTS ON
FI NANCI AL STATEMENT SCHEDULE

To the Stockhol ders and Board of Directors of
I nternational Business Machines Corporation

Qur audits of the consolidated financial statements referred to in our
report dated January 21, 1999, appearing on page 53 of the 1998 Annual Report to
Stockhol ders of International Business Machines Corporation, (which report and
consol i dated financial statements are incorporated by reference in Annual Report
on Form 10-K) also included an audit of the Financial Statement Schedule in Item
14(a)(2) of this Form10-K. In our opinion, this Financial Statement Schedul e
presents fairly, in all material respects, the information set forth therein
when read in conjunction with the related consolidated financial statenments

I'sl Pricewat erhouseCoopers LLP
Pri cewat erhouseCoopers LLP
1301 Avenue of the Anmericas
New York, N.Y. 10019

January 21, 1999
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| NTERNATI ONAL BUSI NESS MACHI NES CORPGRATI ON
AND SUBSI DI ARY COMPANI ES
VALUATI ON AND QUALI FYI NG ACCOUNTS
FOR THE YEAR ENDED DECEMBER 31.
(DOLLARS IN MLLI ONS)
<Tabl e>
<Capti on>
DESCRI PTI ON
<S>
1998

Account deducted from assets:
All owance for doubtful accounts

R 1 8 =111

S O CUN T BN,

1997
Account deducted from assets:
All owance for doubtful accounts

1996
Account deducted from assets:
Al owance for doubtful accounts

S O 1 =111

SSNON-CUNT BNt o

<[/ Tabl e>

SCHEDULE 11

BALANCE AT

BEG NNI NG

CF PEROD

<G

............. $ 775
............. $ 164
............. $ 787
............. $ 164
............. $ 790
............. $ 174

(A) Includes additions charged to costs and expenses |ess accounts written of f

and translation adjustments.

Not e- -

The receivabl es upon which the above al | owances are hased are highly
diversified by geography, industry and individual customer. The al | owances for
receivable | osses at year-end 1998 approximate |ess than three percent of the
conpany’s current receivables and | ess than one and one-half percent the
conpany’ s non-current receivables. The allowances for receivable |osses at
year-end 1997 approximate less than three and one-quarter percent of the
conpany’s current receivables and I ess than one and one-hal f percent of the
conpany’ s non-current receivables. The allowances for receivable |osses at
year-end 1996 approximate less than three and one-half percent of the conpany’s
current receivables and one and one-hal f percent of the conpany’s non-current

recei vabl es.

1

NET
CHANGE( A
<o
T
s 31
s (1)
s 0
$ (3)
s (10

BALANCE AT
END
CF PEROD
<G
$ 794
$ 195
$ 775
$ 164
$ 787
$ 164
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EXH BI T | NDEX

<Tabl e>
<Capti on>
REFERENCE
NUMBER
PER
| TEM 601 OF EXHBIT
REGULATI ON NUMBER | N
SK DESCRI PTI ON OF EXH BI TS TH'S FORM 10-K

<S> <C <G
(2) Plan of acquisition, reorganization, arrangenent, |iquidation or succession. Not applicable
(3) Certificate of Incorporation and By-laws.

The Certificate of Incorporation of IBMis Exhibit (3)(i) to Form8-K dated April
29, 1997, and is hereby incorporated by reference.

The By-laws of I1BMas anended through Cctober 27, 1998, is Exhibit 3 to Form10-Q
for the quarter ended Septenber 30, 1998, and is hereby incorporated by
reference.

(4) Instruments defining the rights of security holders

The instruments defining the rights of the holders of the 7.25% Notes due 2002 are
Exhibits 4(a) through 4(1) to Registration Statement No. 33-33590 on FormS-3,
filed February 22, 1990, and are hereby incorporated by reference.

The instruments defining the rights of the holders of the 6.375% Notes due 2000 and
the 7.50% Debentures due 2013 are Exhibits 4(a) through 4(1) to Registration
Statement No. 33-49475(1) on FormS-3, filed on May 24, 1993, and are herehy
incorporated by reference.

The instrunents defining the rights of the holders of the 8.375% Debentures due
2019 are Exhibits 4(a)(b)(c) and (d) to Registration Statement No. 33-31732 on
FormS-3, filed on Gctober 24, 1989, are hereby incorporated by reference.

The instruments defining the rights of the holders of the 7.00% Debentures due 2025
and the 7.00% Debentures due 2045 are Exhihits 2 and 3 to Form8-K, filed on
Cctober 30, 1995, and are hereby incorporated by reference.

The instrunent defining the rights of the holders of the 7.125% Debentures due 2096
is Exhibit 2 to Form8-K/A filed on Decenber 6, 1996, and is hereby incorporated
by reference.

The instruments defining the rights of the holders of the 6.5% Notes due 2007 and
the 6.22% Debentures due 2027 are Exhibits 2 and 3 to Form8-K filed on August
1, 1997, and is hereby incorporated by reference.

The instrunent defining the rights of the holders of the 6.5% Debentures due 2028
is Exhibit 2 to Form8-K filed on January 8, 1998, and is hereby incorporated by
reference.

The instrument defining the rights of the holders of the 5. 375% Notes due 2009 is
Exhibit 2 to Form8-K, filed on January 29, 1999, and is hereby incorporated by
reference.

(9) \Voting trust agreenent. Not applicable
(10) Material contracts.

The IBM 1997 Long- Term Perfornmance plan, a conpensatory plan, is contained in
Registration Statement No. 333-31305 on FormS-8, filed on July 15, 1997, and is
hereby incorporated by reference.

A copy of the IBM 1994 Long- Term Performance Plan is contained in Registration
Statement No. 33-53777 on FormS-8, filed on May 24, 1994, and is hereby
incorporated by reference.

</ Tabl e>
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REFERENCE
NUMBER
PER
| TEM 601 OF EXH BI T
REGULATI ON NUMBER | N
SK DESCRI PTI ON OF EXH BI TS TH'S FORM 10-K
<S> < <G
Board of Directors conpensatory arrangenents as described under "Directors’
Conpensation" on pages 9 and 10 of IBMs definitive Proxy Statement dated March
23, 1999, and is hereby incorporated by reference.
The 1BM Suppl emental Executive Retirement Plan is Exhibit 1Xto Form10-K for the
year ended Decenmber 31, 1994, and is hereby incorporated by reference.
The 1BM Extended Tax Deferred Savings Plan is Exhibit X to Form10-K for the year
ended Decenber 31, 1994, and is hereby incorporated by reference.
The IBM Board of Directors Deferred Conpensation and Equity Award Plan is Exhibit X
to Form 10-K for the year ended Decenber 31, 1996, and is hereby incorporated by
reference.
The 1BM Non- Enpl oyee Directors Stock Option Plan is Appendix B to IBMs definitive
Proxy Statenent dated March 14, 1995, and is hereby incorporated by reference.
The Enpl oynent Agreement for L.V. Gerstner, Jr. is Exhibit 19 to Form 10-Q dated
March 31, 1993, and is hereby incorporated by reference.
Amendment to Enploynment Agreement for L.V. Gerstner, Jr. dated as of January 1,
1996, is Exhibit X to Form10-K for the year ended Decenber 31, 1996, and is
hereby incorporated by reference.
Second Amendment to Enploynent Agreement for L.V. Gerstner, Jr., dated as of
November 17, 1997, is Exhibit VI to Form 10-K for the year ended Decenber 31,
1997, and is hereby incorporated by reference.
(11) Statement re conputation of per share earnings.
The statement re conputation of per share earnings is note T "Earnings Per Share of
Common Stock" on page 79 of 1BMs 1998 Annual Report to Stockhol ders, which is
incorporated herein by reference.
(12) Statement re conputation of ratios. I
(13) Annual report to security hol ders. v
(18) Letter re change in accounting principles. Not applicable
(19) Previously unfiled documents. Not applicable
(21) Subsi diaries of the registrant. [
(22) Published report regarding matters submitted to vote of security hol ders. Not applicable
(23) Consents of experts and counsel. 1
(24) Powers of attorney. VI
(27) Financial Data Schedule. VI
(28) Information fromreports furnished to state insurance regul atory authorities. Not applicable
(99)  Additional exhibits. v
</ Tabl e>



=DOCUMENT 1 PAGE 15============ (PD 29- MAR- 1999 09: 51: 59)
=EFW 9906286

<Page>

EXHBIT

COVPUTATI ON OF RATI O OF EARNINGS TO FI XED CHARGES AND
EARNINGS TO COMBI NED FI XED CHARGES AND PREFERRED STOCK Di VI DENDS

(UNAUDI TED)
<Tabl e>
<Capti on>
1998

<S> <C
Earnings before income taxes and change in accounting

PEiNCi Pl eS( L) e $ 8,997
Add:

Fi xed charges, excluding capitalized interest.............. 2,036

Barnings as adjusted...........oovviiiiii $ 11,033
Fi xed charges

[Nt ISt BXPENSE. L vttt e e $ 1,559

Capitalized interest.. ... ..., 28

Portion of rental expense representative of interest....... 477
Total fixed charges. ... $ 2,064
Preferred stock dividends(2)...........cooiiiiiiiiiiinn. 29
Conbined fixed charges and preferred stock dividends......... $ 2,093
Ratio of earnings to fixed charges.....................ooove. 5.3
Ratio of earnings to combined fixed charges and preferred

stock dividends............o 5.3
</ Tabl e>

YEAR ENDED DECEMBER 31

1997 1996 1995
""" (DOLLARS INMLLICNS)
<C <C <G
$ 9,054 § 859 $ 70910

2,000 1,942 1,972

§ 11,050 § 10,51 § 9,682
$ 1,573 § 1,545 § 1,591
32 31 23

427 397 381

S 202 5 L9735 1,995
"""" » %@
S 2,060 § 2,005 § 2,09
""" 54 53 50
5.4 5.3 4.9

(1) Earnings before incone taxes and changes in accounting principle excludes
both anortization expense of capitalized interest as well as the conpany's
share in the income and | osses of |ess-than-fifty-percent-owned affiliates

(2)

The conpany reported preferred stock dividends of $20 million for year-end
1998, 1997 and 1996, respectively. Excluded fromthe ratio computation for

the year end 1995 are transaction costs of $42 nillion relating to the

repurchase of Series A7 1/2 percent preferred stock depositary shares
Included are preferred stock dividends of $20 million, for 1998, 1997, and
1996, respectively, or $29 million for 1998 and 1997 and $32 nillion for
1996 representing the pre-tax income which would be required to cover such
dividend requirements based on the conpany’s effective tax rate for year end

1998, 1997 and 1996, respectively. For the 1995 and 1994 year ends
preferred stock dividends are also on a pre-tax basis
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PARENTS AND SUBSI DI ARI ES
PARENTS AND SUBSI DI ARI ES
AS OF DECEMBER 31, 1998
<Tabl e>
<Capti on>
STATE OR COUNTRY
OF | NCORPORATI ON
OR ORGANI ZATI ON
<S> <C
Regi strant
International Business Machines Corporation..................... New York
Subsi di ari es
[BM Credit Corporation...........cooevurveiiniiiniinniiiniinnnn, Del avar e
Lotus Devel opment Corporation.............ccooovviiniiniiinnnnnn. Massachusetts
Tivoli Systems INC. ....ooieii Del avar e
[BMWorld Trade Corporation..........o.ovvivirvrirarininnnnennn. Del avar e
I BM Asia Pacific Service Corporation..................ooovvnn. Japan
| BM Chi na/ Hong Kong Corporation..........cooovvvvvinnriennnn. Del awar e
| BMWorld Trade Asia Corporation..............ooovvvvvivnnnnn. Del avar e
WIC Insurance Corporation, Ltd. .............ccocoviiiinin, Bernuda
[BMArgenting, S A .o Argentina
[BMAustralia Ltd. ..o Australia
[BM Bahamas Ltd. ......c.oouiii Bahamas
[BMde Bolivia, S A oo Bolivia
| BM Brasil-Industria, Maquinas e Servicos Ltda................ Brazi |
| BM Foreign Sales Corporation...........cooovvivviinnniinnnn. Bar bados
General Business Machines Corp. .......oovvvviiiniiiiiinnnnn.. British V.1
I BM Canada Credit Services Company............oovvvvrinnnnennn. Canada
| BM Canada Limited--1BM Canada Linitee........................ Canada
[ BM China Conpany Linmited..........coovviiiiiiiiiininnnn, China
[BMde Chile, S A C .t Chile
[BMde Colombia, S A ..o Col onbi a
[BMMddle East FZE ... ... United Arab Enirates
|BM Mddl e East Dubai Airport Free Zone FZE................... United Arab Enirates
[BMdel Ecuador, C A .. ..o i Ecuador
| BM G obal Services India Pvt. Ltd............................ I'ndia
Tata IBMLtd. ..o India
[BMJapan, Ltd. ... Japan
[BMKorea, InC. ......ooiii Korea (South)
Mesiniaga Berhad.............cooiii i Mal aysi a
Sunway Computer Services Sdn. Bhd.................. ..., Mal aysi a
Arrendadora de Tecnologia e Informatica, S.A de C V.,
Organi zacion Auxiliar del Cedito................cooovinin, Mexi co
Financiera de Tecnologia e Informatica S.A de C A, Sociedad
Financiera del Objecto Limitado Filial...................... Mexi co
Gupo IBMMxico, SA de CVoovroriiiii Mexi co
[BMde MeXico, S A . i Mexi co
[BMNew Zealand Ltd. ... New Zeal and
[BMdel Peru, S A .. i Peru
[BMWorld Trade Asia-Pacific Corp. ......ocovvvviviviiiiin... Phi | i ppi nes
[ BM Phi | i ppines, Incorporated.............cooovviiiiiiiin... Phi i ppi nes

<[/ Tabl e>

PERCENTAGE OF
VOTING SECURI TI ES
OWNED BY I TS
| MVEDI ATE PARENT

100
100
100
100
100
100
100
100
100(Q)
100
100
100

100
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PERCENTAGE OF
STATE OR COUNTRY VOTI NG SECURI TI ES
OF | NCORPORATI ON OMED BY I TS
CR ORGANI ZATI ON | MVEDI ATE PARENT
<S> <C <G
[BMROMBNI @ STl Romani a 100
[ BM Taiwan Corporation........cc.vvvriiiiiiinniraiieien, Tai wan 100(A)
Thai Systems Corporation Ltd. .............ccoiiii i, Thai | and 100
[ BM Thailand Company Ltd. ..., Thai | and 100( A)
[BMdel Uruguay, S.A ..ot Uruguay 100
IBMde Venezuela, S.A ... .. i Venezuel a 100
[ BM Vietnam CoMPany. .. ....ouvnie i Vi et nam 100
| BM Central Europe & Russia Inc. .........coovvvviiiiinnnn, Del avar e 100
| BM Cesterreich International e Bueromaschinen Gesellschaft
Mb H Austria 100
IBA (International Belarussia Alliance)....................... Bel arus Republic 45
International Business Machines of BelgiumS. A .............. Bel gi um 100( C)
| BM Bot swana (PTY) Limited...........covoiiiiiiiiinnnn, Bot swana 100
[BMBulgaria Ltd. ..o Bul garia 100
|BM Croatia Ltd./ IBMHvatska d.o.0. .........cocovviininnn, Croatia 100
| BM Ceska Republika spol. s.r.o. .....oiiiiiiii i, Czech Republic 100
| BM Eesti Osauhing (IBMEstonia Qu)..........covvvvivnninnn, Estonia 100
Conpagnie IBMFrance, S A ... .. i France 100(A)
[ BM EUrocoordination..........oovvrvreiiiiiinaiiieienn, France --(B)
| BM Europe Mddle East Africa...........cocovvvvvriinnnin.., France 100( C
[BMBeteiligungs GrbH ... CGer many 100
[BM Deutschland GrbH. ... CGer many 82(Q)
International Business Machines Corporation Magyarorszag
KE e Hungary 100
| BM I nternational Treasury Services Conpany................... I rel and --(D)
[BMIreland Ltd. ... .o Ireland 100
[BMItalia Sop. A o [taly 96(C)
| BM Hel I as Information Handling Systems SSA ............... Geece 100( C)
[BMIsrael Ltd. ... | srael 100( C)
Conpanhia | BM Portuguesa, S A ... ...oiiiiiiiiiiian, Port ugal 100
[ BM (I nternational Business Machines) Turk Ltd. Sirketi..... Turkey 98(C
[ BM South Africa Goup Ltd. ........coviiiiiii, South Africa 95(Q)
|BMEast Africa Linited..............coiiiii i, Kenya 67(C)
Sabiedriba ar irobezotu IBMLatvija..............ocociiinn. Latvia 100
QuanTech S A L. o Lebanon 15
I Li thuani a 100
[BM G obal Holdings BV Net her | ands 100
I BM International Centre for Asset Minagement NV. ........... Net her | ands 100
[BMNederland N V. ..o Net her | ands 100
[BMPolska Sp. Z.0.0. oo Pol and 100
International Business Machines AVS............ccooviiiinnn, Nor way 60(C)
| BM East Europe/Asia Ltd. ... Russi a 100
[ BM Sl ovensko Spol.S.1. 0. .o Slovak Republic 100
[BMSlovenija d.0.0. ..ovinnri Slovenia 100
International Business Machines, S A .................... Spain 100( Q)
[BM Nordic Aktiebolag...........cooo i, Sweden 100
[BM Danmark A/ S, . oo Denmar k 100

</ Tabl &>
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PERCENTAGE OF
STATE OR COUNTRY VOTI NG SECURI TI ES
OF | NCORPORATI ON OMED BY I TS
OR ORGANI ZATI ON | MVEDI ATE PARENT
<S> <o <G
Oy International Business Machines AB....................... Finland 100
| BM Svenska Aktiebolag...........ocoovviiiiiiiiiiin, Sweden 100
I BM International Centre for Asset Minagement AG ........... Swi t zer | and 100
| BM (Schwei z) - - | BM (Sui sse)-- | BM (Svizzera)-- |BM
(Switzerland). .. ...ooiririi Swi t zer | and 100
[BMNorth Africa. . ....ooii i Tunisia 99(C)
[ BM United KingdomHoldings Ltd. ............covoiiiiiiiit, United Kingdom 100
International Business Machines Limited. ...................... United Kingdom 100
| BM Zi mbabwe (Private) Ltd. ............ oo Zi nbabwe 100
</ Tabl e>

(A) Mnor percentage held by other |BM sharehol ders, subject to repurchase
option.

(B) IBM Eurocoordination, is owned approximtely 14% each by subsidiaries
located in France, Germany, Italy and the United Kingdom and approximately
4% each by subsidiaries located in Austria, Belgium Denmark, Finland,
Ireland, Netherlands, Norway, Portugal, Spain, Sweden and Switzerland and by
four other minority sharehol ders.

(C) Remmining percentage owned by another whol |y-owned | BM conpany.

(D) IBMFrance and | BM Finland each own 16.6% and |BM Denmark and | BM
Switzerland each own 33.3%of IBMInternational Treasury Services Company.

(E) Mnor percentage held by another |1BM sharehol der.
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EXHBIT I
CONSENT OF | NDEPENDENT ACCOUNTANTS

¢ hereby consent to the incorporation by reference in the Registration
Statements on Form S-8 (Nos. 2-77235, 33-29022, 33-33458, 33-34406, 33-53777
33-60225, 33-60227, 33-60237, 33-60815, 333-01411, 333-09055, 333-23315,
333- 31305, 333-41813, 333-44981 and 333-48435) and the Prospectuses constituting
part of the Registration Statements on FormS-3 (Nos. 33-50537, 33-65119
33-65119(1), 333-03763, 333-21073, 333-27669, 333-40669 and 333-70521) of
International Business Machines Corporation of our report dated January 21
1999, appearing on page 53 of the 1998 Annual Report to Stockhol ders which is
incorporated in this Annual Report on Form 10-K. W also consent to the
incorporation by reference of our report on the Financial Statement Schedul e
whi ch appears on page 11 of this Form 10-K

I'sl Pricewat erhouseCoopers LLP

Pri cewat erhouseCoopers LLP
1301 Avenue of the Anmericas
New York, N.Y. 10019

March 26, 1999
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EXHBIT IV

| NTERNATI ONAL BUSI NESS MACHI NES CORPORATI ON
AND SUBSI DI ARY COMPANI ES
ADDI TI ONAL EXHI BI TS

Effective December 31, 1998, the conpany adopted Statement of Financial
Accounting Standards 131, "Disclosures About Segnments of an Enterprise and
Related Information.” As a result of adopting this standard the conpany has
changed its revenue and cost lines in the Consolidated Statement of Earnings
generally aligning with the new segment information. The 1998 quarterly
Consol i dated Statements of Earnings are restated in Exhibit |Va. Additiona
information about the conpany’s segments can be found in note Y, "Segnent
Information," on pages 84 through 89 of the 1998 Annual Report to Stockhol ders
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| NTERNATI ONAL BUSI NESS MACHI NES CORPCRATI ON
AND SUBSI DI ARY COVPANI ES
QUARTERLY CONSOLI DATED STATEMENT OF EARNI NGS- RESTATED*
1998
<Tabl e>
<Capti on>
FI RST

QUARTER+
<S> <C
Revenue:
Har dware SEgMBNLS. ..\ttt $ 7,318
G obal Services Segment...........c.vviiiiiiiiiiii, 6, 341
Software SegmeNt. ... ...t 2, 644
Gobal Financing segment..............cooiiiiiiiiiinn. 719
Enterprise Investnents segnent/Qther..................... 596
Total TeVeNUE. ..o vt 17,618
Cost
Hardwar € SEgmBNLS. ..o\ttt $ 5219
G obal Services segment...............coiiiiiiiiiii, 4,630
Software Segment. ... ... 540
Gobal Financing SEgMENt........c.ovviiiiiieann, 380
Enterprise Investnents segnent/Qther..................... 399
Total COSt. . i 11, 168
G0SS Profit. ..o 6, 450
Qperating expenses:
Selling, general and administrative...................... 3,719
Research, devel opnent and engineering.................... 1,179
Total operating eXpenses...........ovivvviririiriinirin. 4,898
Operating iMCOME. ... . ovt it 1,552
Other income, principally interest....................... 150
[ NLereSt BXPENSE. .\ttt 179
Income before inCoMme taxes......o.ovvvvvriiiivreinnnnnnnns 1,523
Provision for income taxes...........coovviriiiiiinininn., 487
Net IMCOMB. ... 1,036
Preferred stock dividends..................oiiiiiiiint, 5
Net income applicable
to common shareholders..........oooiviiii i $ 1,031

<[/ Tabl e>

* See text in Exhibit 1V
+ Unaudi t ed

SECOND TH RD FOURTH
QUARTER+ QUARTERY+ QUARTER+ FULL YEAR
(DOLLARS IN MLLIONS)

< <C <C <C
$ 7,714 $ 8,920 $ 11,467 $ 35,419
6, 969 7,046 8,560 28,916
2, 866 2,808 3,545 11, 863
712 679 767 2,877
562 642 792 2,592
18, 823 20, 095 25,131 81, 667
$ 5,347 $ 6,101 $ 7,547 24,214
5, 065 5,222 6, 208 21,125
548 544 628 2,260
377 351 386 1,494
340 410 553 1,702
11, 677 12, 628 15, 322 50, 795
7,146 7,467 9,809 30, 872
3,812 4,057 5,074 16, 662
1,220 1,240 1,407 5, 046
5,032 5,297 6, 481 21,708
2,114 2,170 3,328 9,164
130 122 187 589
161 160 213 713
2,083 2,132 3,302 9,040
631 638 956 2,712
1,452 1,494 2,346 6, 328
5 5 5 20
$ 1,447 $ 1,489 $ 2,341 $ 6,308
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REPCRT OF MANAGENENT
International Business Machines Corporation and Subsidiary Conpanies

Responsibility for the integrity and objectivity of the financial information
presented in this Annual Report rests with |BM management. The acconpanying
financial statements have been prepared in conformity with generally accepted
accounting principles, applying certain estimtes and judgments as required.

| BM maintains an effective internal control structure. It consists, in part, of
organi zational arrangements with clearly defined lines of responsibility and

del egation of authority, and conprehensive systems and control procedures. W
believe this structure provides reasonabl e assurance that transactions are
executed in accordance with managenent authorization, and that they are
appropriately recorded, in order to permt preparation of financial statements
inconformty with generally accepted accounting principles and to adequately
safeguard, verify and maintain accountability of assets. An inportant element of
the control environment is an ongoing internal audit program

To assure the effective adninistration of internal control, we carefully select
and train our enployees, develop and disseninate witten policies and
procedures, provide appropriate communication channels, and foster an

envi ronment conducive to the effective functioning of controls. W believe that
it is essential for the conpany to conduct its business affairs in accordance
with the highest ethical standards, as set forth in the |BM Business Conduct

Qui delines. These guidelines, translated into numerous |anguages, are
distributed to enployees throughout the world, and reenphasized through internal
programs to assure that they are understood and fol | owed.

Pri cewat er houseCoopers LLP, independent accountants, is retained to examne
IBMs financial statements. Its accompanying report is based on an examination
conducted in accordance with general |y accepted auditing standards, including a
review of the internal control structure and tests of accounting procedures and
recor ds.

The Audit Committee of the Board of Directors is conposed solely of outside
directors, and is responsible for recomending to the Board the independent
accounting firmto be retained for the coming year, subject to stockhol der
approval . The Audit Committee nmeets periodically and privately with the

i ndependent accountants, with our internal auditors, as well as with |BM
management, to review accounting, auditing, internal control structure and
financial reporting matters.

I'sl Louis V. Gerstner, Jr. I'sl Douglas L. Maine
Louis V. Gerstner, Jr. Douglas L. Maine

Chai rman of the Board and Senior Vice President and
Chi ef Executive Officer Chief Financial Oficer
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To the Stockhol ders and Board of Directors of International Business Machines
Corporation:

I'n our opinion, the acconpanying consolidated financial statements, appearing on
pages 64 through 89, present fairly, in all material respects, the financia
position of International Business Machines Corporation and its subsidiaries at
Decenber 31, 1998 and 1997, and the results of their operations and their cash
flows for each of the three years in the period ended December 31, 1998, in
confornity with generally accepted accounting principles. These financia
statements are the responsibility of the conpany’s management; our
responsibility is to express an opinion on these financial statements based on
our audits. W conducted our audits of these statements in accordance with
general Iy accepted auditing standards, which require that we plan and perform
the audit to obtain reasonabl e assurance about whether the financial statenents
are free of material nisstatement. An audit includes examining, on a test basis
evi dence supporting the amounts and disclosures in the financial statements
assessing the accounting principles used and significant estimtes made by
managenent, and eval uating the overall financial statenment presentation. V%
believe that our audits provide a reasonable basis for the opinion expressed
above.

I'sl Pricewat erhouseCoopers LLP

Pri cewat erhouseCoopers LLP

1301 Avenue of the Anmericas
New York, NY 10019

January 21, 1999
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Overvi ew

IBMs financial results for 1998 denonstrated the value and strength of the
conpany’s portfolio of businesses. The company achieved good results despite a
nunber of challenges throughout the year: weakness in Asia, ongoing softness in
menory chip prices, continued pricing pressures across many of its product
lines, product transitions in the Server segment and weakness in Latin America
during the second half of the year. Despite all of these factors, the conpany
achi eved overal | strong performance, especially fromits G obal Services
segment, Software segnent and hard disk drive (HDD) products of the Technol ogy
segment. The AS/400 product Iine, when viewed on a conbined sof tware and
hardware basis, had good year-over-year performance. On a geographic basis, good
results within North Anerica and Europe were somewhat of fset by weakness in Asia
and Latin Anerica.

The conpany’s financial results showed inproved revenue growth and a nore

bal anced performance between gross profit and expense in the second half of the
year versus the first half of 1998. This inproved performance led to a diluted
earnings per share growth of about 17 percent in the second half of the year,
versus a decline of about 1 percent in the first half of the year when conpared
to the same periods of 1997

The conpany reported revenue of $81.7 billion--a record for the fourth
consecutive year; while net income of $6.3 billion yielded a record $6.57
earnings per share of common stock--assuming dilution. The company funded
investnents of approximately $20 billion in capital expenditures, research and
devel opment, strategic acquisitions and repurchases of common stock.

Chal I enges

Vil e good progress was made in 1998, there are a nunber of uncertainties facing
the conpany in 1999: the continued weak economies in Asia and Latin Arerica,
continued price pressure in the information technol ogy industry, particularly
within the fiercely conpetitive Personal Systems segnment and the

mcroel ectronics unit of the Technol ogy segnment, and how the "Year 2000 issue"
will affect customer purchases. The conpany’s focus in 1999 will be to increase
revenue with particular enphasis on addressing custoners’ needs to build
integrated e-business solutions through the use of the conpany’s hardware,
services, software and technology. In addition, the company plans to continue to
invest judiciously, reduce infrastructure and optinize the depl oyment of the
conpany’ s enpl oyees and resources to maintain or inprove its pre-tax profits.

Forwar d-1ooking and Cautionary Statements

Certain statements contained in this Annual Report may constitute
forward-1ooking statements within the meaning of the Private Securities
Litigation ReformAct of 1995. These statements involve a nunber of risks,
uncertainties and other factors that could cause actual results to differ
materially, as discussed more fully el sewhere in this Annual Report and in the
conpany’s filings with the Securities and Exchange Conmission, including the
conpany’s 1998 Form 10-K to be filed on or about March 26, 1999.

Results of Qperations

1998 1997 1996

Revenue $81, 667 $78, 508 $75, 947
Cost 50, 795 47, 899 45, 408
Goss profit 30, 872 30, 609 30,539
Goss profit margin 37.8% 39. 0% 40. 2%
Total expense 21,832 21,582 21,952
I ncone hefore

i ncone t axes $ 9,040 $ 9,027 $ 8,587
Net incone $ 6,328 $ 6,093 $ 5,429
Earnings per share of

comon st ock- - hasi ¢ $ 6.75 $ 6.18 $ 5.12

Earni ngs per share of
common st ock- -
assuning dilution $ 6.57 $ 6.01 $ 5.01




Revenue in 1998 grew 4.0 percent as reported and 6.2 percent when currency
impacts are removed. This increase was primarily driven by growth in the d obal
Services segment, HDD storage products of the Technol ogy segnent, and niddl eware
software offerings including those fromTivoli Systems, Inc. (Tivoli) of the

Sof tware segment.

The following table provides the company’s percentage of revenue by segment and
illustrates the continuing shift toward a greater percentage of the conpany’s
revenue being derived fromthe G obal Services and Software segnments.

1998 1997 1996
Har dwar e segments 43. 4% 46. 7% 48. 2%
@ obal Services segnent 35.4 32.1 29.4
Software segment 14.5 14.2 15.0
@ obal Financing segment 3.5 3.6 4.0
Enterprise Investments
segment / Ot her 3.2 3.4 3.4
Tot al 100. 0% 100. 0% 100. 0%
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The overal | gross profit margin at 37.8 percent decreased 1.2 points from 1997,
following a 1.2 point decrease in 1997 versus 1996. The declines were primarily
the result of the conpany’s continued shift to global services in 1998 and 1997.
The G obal Services segment has a | ower gross profit margin than the company’s
Server segnment (S/390, AS/400 and RS/ 6000), which has been declining as a
percentage of total revenue over the past three years.

The 1998 revenue fromthe United States was $35.3 billion, an increase of 8.1
percent from 1997. Revenue from Europe/ Mddle East/Africa was $26.0 billion, up
8.6 percent (up about 9 percent in constant currency). Asia Pacific revenue fell
9.4 percent (down about 1 percent in constant currency) to $13.8 billion, while
revenue fromLatin America was $3.3 billion, a decline of 9.2 percent (down
about 7 percent in constant currency) versus 1997. Revenue from Canada was $3.3
billion, an increase of 6.8 percent (up about 14 percent in constant currency)
conpared to 1997.

Information about the conpany’s operating segments can be found in note Y,
"Segnent Information," on pages 84 through 89. This note provides additional
information, including a description of the products and services of each
segment, as well as financial data pertaining to each segment.

The fol I owing discussion is based on the Consolidated Financial Statements found
on pages 64 through 68, which reflect, in all material respects, the company’s
segment results on an external basis.

Har dware Segment s

(Dol lars in mllions) 1998 1997 1996
Reveve $5.419 $6.60 $36, 634
Cost 24,214 23,473 22,888
qoss profit $11,205 $13157 $13,746
Gross profit margin 31.6% 35. 9% 37.5%

Revenue from Hardware segments decreased 3.3 percent (down about 2 percent in
constant currency) from 1997, after being essentially flat in 1997 versus 1996.
Goss profit dollars fromHardware segnents declined 14.8 percent from 1997,
following a decrease of 4.3 percent in 1997 from 1996.

Technol ogy segment revenue increased 7.3 percent in 1998 versus 1997, fol | owing
an increase of 8.2 percent in 1997 conpared to 1996. The increases were driven
by continued strong growh in HDD storage products, which are primrily sold to
Original Equipment Manufacturers (CEMs) for use in their product offerings,
storage tape products, and growth in customlogic products. These increases were
partially offset by |ower dynanic randomaccess memory (DRAM revenue due to the
continued industry-wide pricing pressures and |ower revenue from high-end
storage products. The company continues to evaluate various alternatives to
mtigate the impact of memory price pressures on the results of the conpany.
These al ternatives include, anong other actions, realigning alliance structures,
rebal ancing sources of supply and redirecting product focus.

Server segnent revenue decreased 5.9 percent in 1998 from 1997, following a
decrease of 7.7 percent in 1997 versus 1996. The declines were driven by |ower
revenue from /390, AS/400 and RS/6000. Wile S/390 revenue declined, total
delivery of conputing power increased over 60 percent as measured in MPS
(mllions of instructions per second) versus |ast year. AS/400 and RS/ 6000 were
impacted by the effect of product transitions late in 1998, as well as
anticipation by custoners of early 1999 product announcenents.

Personal Systens segment revenue declined 10.9 percent in 1998 from 1997,

fol lowing an increase of 3.3 percent in 1997 versus 1996. The decline in 1998
versus 1997 was driven by lower revenue fromboth comercial and consuner
personal conputers. Although Personal Systens segnent revenue declined for the
full year, the second half of 1998 showed inproved perfornance when conpared to
the first half of the year. The increase in revenue in 1997 over 1996 was driven
by higher comercial personal conputer revenue and increased general - purpose
display revenue.

The decrease in the 1998 Hardware segments’ gross profit dollars was driven
primarily by lower margins associated with Personal Systems segment products.
This was a result of severe price reductions, partially offset by cost

i nprovements. In addition, gross profit dollars for the Technol ogy segment were
| ower due to the year-to-year price reductions in DRAMs. The decrease in gross
profit margin over the periods continues to be driven by the shift in the
conpany’s revenue to | ower gross profit products, such as personal computers,



CEM seni conductors and HDDs, as well as price pressures. The overal | Hardware
segments’ gross profit dollars and margin continue to be adversely inpacted by
pricing pressures across most products.

G obal Services Segment

(Dol lars in mllions) 1998 1997 1996
Reveve $28,916 $25166 $22,310
Cost 21,125 18, 464 16, 270
Goss profit s7.700 s6.72 $ 6,00
Goss profit margin 26. 9% 26. 6% 27.1%
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The A obal Services segnent revenue increased 14.9 percent in 1998 (up about 18
percent in constant currency) from 1997 and 12.8 percent in 1997 over 1996. The
increases were driven by all mjor categories of services. Strategic outsourcing
was a major contributor to the growth. Strategic outsourcing is the managenent
of all or part of our customer’s business processes, technology operations,
network operations and data. The company’s IT consulting and systens integration
offerings also had strong growth. Systems integration services assist conpanies
to bridge the gap between current capabilities and future business requirenents
by modifying their existing applications and integrating new ones.

Anot her category of service offerings which demonstrated significant growth in
1998 was product support services. These services identify systens-related
requirements and deternine more efficient solutions. The major offering
categories in this area are hardware and software support, business recovery
services, systems managenent and networking services, and site and connectivity
servi ces.

E-busi ness spans many of the G obal Services segment offerings already nentioned
and played a key role inits 1998 growh. The conmpany’s e-business services

of ferings include: e-business strategy and planning; e-comerce services for Wb
selling, e-payments, e-procurenment, security and privacy; e-business enabl enent
services involving applications, information use and messaging; |earning
services such as distributed |earning; and hosted business applications such as
networ k- del i vered applications, Wb hosting and Vb infrastructure outsourcing.

I'n 1998, the conpany signed services contracts worth $33 billion, increasing the
backl og to $51 billion. The conpany continued to meet the growing demand for its
services by hiring about 18,000 enpl oyees in 1998 and over 15,000 enpl oyees in
each of 1997 and 1996.

Revenue and profitability increases in these services categories were partially
of fset by lower revenue associated with maintenance offerings. The maintenance
portion of the Gobal Services segment continues to be affected by price
reductions on maintenance offerings. The focus on stabilizing maintenance
revenues led to identification of many new opportunities in this business. \Wile
mai nt enance gross profit dollars are declining as a result of |ower revenue, the
decrease was partially offset by cost efficiencies achieved in 1998. These
productivity improvenents have sustained the gross profit margin despite
conpetitive pressures and overal | declining revenue. The effect of Iower

mai nt enance revenues was to reduce the overal | Gobal Services profit margins,
but this inpact was more than of fset by increases in services profitability and
the sustained margins of the maintenance business.

Sof tware Segment

(Dol lars in mllions) 1998 1997 1996
Reveve S1.863 siL164 $11,426
Cost 2,260 2,785 2,946
qoss profit $9.68 $8319 $ 8,480
Gross profit margin 80. 9% 75. 1% 74. 2%

Software segment revenue increased 6.3 percent in 1998 (up about 9 percent in
constant currency) from 1997, following a decline of 2.3 percent from1996. The
revenue increase in 1998 was driven by growth in the conpany’s mddl eware
products consisting of data managenent, transaction processing, Tivoli systems
managenent, and messagi ng and col | aboration. In addition, operating systens
software grew slightly year over year primarily as a result of strong AS/ 400
revenue. The decrease in 1997 versus 1996 of 2.3 percent was a result of |ower
operating systemrevenue associated with S/390 products. This decrease was
partially offset by increased revenue for mddl eware products, especially
systems management software from Tivoli.

Sof tware segment gross profit dollars increased 14.6 percent in 1998 from 1997,
following a decrease of 1.2 percent in 1997 from 1996. The inprovenent in gross
profit dollars was the result of less anortization cost of previously deferred
devel opment spending. This is the result of more software spending being
expensed in the period incurred, and less being capitalized in relation to
historical levels. In 1997, this inprovement was nore than offset by the decline
in revenue versus 1996.

@ obal Financing Segment

(Dol lars in mllions) 1998 1997 1996



Revenue $2, 877 $2, 806 $3, 054

Cost 1,494 1,448 1,481
Goss profit $1, 383 $1, 358 $1,573
Gross profit margin 48. 1% 48. 4% 51.5%

@ obal Financing segment revenue increased 2.5 percent in 1998 (up about 5
percent in constant currency) from 1997, following a decrease of 8.1 percent in
1997 versus 1996. The revenue increase in 1998 over 1997 was due to inproved
used equi pment sales and growth in software and services financing, offset by a
decline in working capital financing and decreased interest incone. The revenue
decline in 1997 versus 1996 was attributable to | ower used equi pment sales and
decreases in both working capital financing and interest income.

Goss profit dollars increased 1.8 percent in 1998 versus 1997, following a
decrease of 13.7 percent in 1997 from 1996. The increase in 1998 versus 1997 was
primarily due to increased revenue and a higher gross profit marginin the US.
markets. The decrease in 1997 versus 1996 reflects a trend towards financing a
greater volume of |owend products and faster
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growth in the more conpetitive U.S. markets. See note Y, "Segment |nformation,"
on pages 84 through 89 for nore detailed information on the @obal Financing
segnent .

Enterprise Investnents Segnent/Qt her

(Dollars in millions) 1998 1997 1996
Rveve 252 o2 $2,523
Cost 1,702 1,729 1,823
Goss profit s 80 .08 5 700
Goss profit margin 34. 3% 36. 9% 27. 1%

Information, including a description of the conpany's Enterprise Investnent
segment, can be found in note Y, "Segment Information," on pages 84 through 89.

The revenue fromthe Enterprise Investments segnent/Cther decreased 5.5 percent
(down about 3 percent in constant currency) from 1997, following an increase of
8.7 percent in 1997 from 1996. The decrease was primarily a result of |ower
software revenue, partially offset by higher revenue from point-of-sale
termnals. The increase in 1997 versus 1996 was driven by higher software and
point-of-sal e ternmnal revenue. The gross profit dollars fromthe Enterprise
Investments segment/Qther decreased 12.1 percent in 1998 versus 1997, fol l owing
an increase of 44.7 percent in 1997 versus 1996. The decline in 1998 gross
profit dollars was primarily driven by the |ower software revenue versus 1997,
while the increase in 1997 versus 1996 was due to | ower software costs.

(perating Expenses

(Dollars in mllions) 1998 1997 1996
Selling, general and

admini strative $16, 662 $16, 634 $16, 854
Percentage of revenue 20. 4% 21.2% 22.2%
Research, devel opnment

and engi neering $ 5,046 $ 4,877 $ 5,089
Percentage of revenue 6.2% 6.2% 6. 7%

Selling, general and administrative (SG&A) expense was essentially flat in 1998
versus 1997 and declined 1.3 percent in 1997 from 1996. The conpany continued
its focus on reducing infrastructure costs with particular enphasis on expenses
not related to revenue, e.g., non-custoner travel and contracted services, while
real locating its resources to allow for investment in growh segnents of the
busi ness. These actions yielded a 0.8 percentage point inprovenent in the
expense-to-revenue ratio in 1998 and a 1.0 percentage point inprovenent in 1997.

The conpany continues to focus on productivity, expense controls and
prioritization of spending in order to inprove its expense-to-revenue |evel.

Research, devel opment and engineering expense increased 3.5 percent in 1998 from
1997, following a decrease of 4.2 percent in 1997 from 1996. The increase
reflects the company’s continued investments in high-growth opportunities like
e-business, Java, Tivoli systems management and HDD products, as well as the
impact of additional expenses associated with new acquisitions. The decline in
1997 versus 1996 was a result of $435 nillion of purchased in-process research
and devel opment being recorded in 1996 for the Tivoli and Chject Technol ogy
International, Inc. acquisitions.

The conpany’s ongoing research and devel opment efforts have resulted in the
conpany being granted 2,658 patents in 1998, placing it number one in patents
granted in the US. for the sixth consecutive year. The application of these
technol ogi cal advances has enabl ed the company to transformthis research and
devel opment into new products. Exanples of these efforts are numerous patents
directly related to two major chip breakthroughs announced |ast year, silicon
germaniumand silicon-on-insulator. Both technologies will be crucial in the
industry’s devel opment of a new class of "pervasive conputing" devices, handheld
and enbedded products such as smart phones and internet appliances that business
prof essional s and consumers will rely on for easy access to e-business data and
services. In addition, the use of copper in place of aluninumin the making of
integrated circuits was introduced into new products in 1998

On a constant currency hasis, SGRA expense increased approximately 2.1 percent
in 1998 versus 1997, and Research, devel opment and engineering expense increased



approximtely 3.9 percent.

See note Y, "Segment Information," on pages 84 through 89 for additiona
information regarding each segnent’s pre-tax incone, as well as the

met hodol ogi es enpl oyed by the conpany to allocate shared expenses to the
segnents.

Provision for Incone Taxes

The provision for income taxes resulted in an effective tax rate of 30 percent
for 1998, as conpared to the 1997 effective tax rate of 33 percent and a 1996
effective tax rate of 37 percent. Adjusting for purchased in-process research
and devel opment whi ch had no corresponding tax effect, the 1996 effective tax
rate woul d have been 35 percent. The reduction in the 1998 and 1997 tax rate
reflects the conpany’s continued expansion into markets with lower effective tax
rates.

The conpany accounts for income taxes under Statement of Financial Accounting
Standards (SFAS) 109, "Accounting for Incone Taxes," which provides that a

val uation al | owance should be recognized to reduce the deferred tax asset to the
amunt that is nore likely than not to be realized. In assessing the likelihood
of realization, management considered estimtes of future taxable income, which
are based primarily on recent financial performance
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Fourth Quarter

For the quarter ended December 31, 1998, the conpany had revenue of $25.1
billion, an increase of 5.9 percent (up about 5 percent in constant currency)
over the same period of 1997. Net income in the fourth quarter was $2.3 billion
($2.47 per conmon share--assuming dilution), conpared with net income of $2.1
billion ($2.11 per comon share--assuming dilution) in the fourth quarter of
1997.

Fourth quarter revenue fromthe United States was $10.3 billion, an increase of
8.0 percent fromthe same period of 1997. Revenue from Europe/ M ddl e East/Africa
was $8.7 billion, up 12.5 percent. Revenue from Canada was $996 million, up 8.3
percent. Asia Pacific revenue fell 3.4 percent to $4.2 billion, while revenue
fromLatin Anerica fell 21.7 percent to $929 nillion.

Excluding the effects of currency translation, Europe/Mddle East/Africa grew9
percent, Canada increased 12 percent, Asia Pacific declined 6 percent and Latin
Anerica declined 19 percent versus the fourth quarter of 1997,

The Hardware segments revenue was essentially flat with the year-ago period
at $11.4 billion. Declines were driven by the Server segnent, due to |ower
§/'390, AS/400 and RS/6000 revenue in 1998 versus 1997. Shipments of S/390
conputing power increased by approximately 60 percent, as measured in MPS,
though S/390 revenue declined. These decreases were of fset by higher revenue
fromthe Technol ogy and Personal Systens segnents. The Technol ogy segment
increases were driven by higher HDD revenue. The Personal Systems segnent
increases were due to higher commercial personal conputer revenue, partially
offset by |ower consumer personal conputer revenue.

QG obal Services segnent revenue grew 14.1 percent versus the fourth quarter of
1997. dobal Services revenue grew by more than $1 billion conpared to |ast
year's fourth quarter, and the conpany’s services unit signed more than $9
billion in new services contracts in the quarter. Maintenance offerings revenue
continued to decline when conpared to the fourth quarter of 1997.

Sof tware segnent revenue increased 9.1 percent versus the fourth quarter of
1997. The increase was driven primarily by strength in database, transaction
processing and Tivoli systems management products.

G obal Financing segment revenue increased 2.5 percent versus the fourth quarter
of 1997, and the Enterprise Investnents segment/CQther revenue increased 5.6
percent compared with 1997's fourth quarter.

The conpany's overal | gross profit margin in the fourth quarter was 39.0
percent, conpared to 40.1 percent in the year-earlier period.

Total fourth-quarter 1998 expenses were essentially flat year over year. The
expense-to-revenue ratio in the fourth quarter of 1998 was 25.9 percent conpared
to 27.4 percent in the year-earlier period.

The conpany’s tax rate was 28.9 percent in the fourth quarter, conpared to 30.5
percent in the fourth quarter of 1997. The 1998 fourth quarter tax rate reflects
the net effect of the conpany's transfer of certain intellectual property rights
to several subsidiaries and the related valuation al lowance inpacts. See note Q
"Taxes," on pages 77 and 78 for additional information.

The conpany spent approximately $1.6 billion on share repurchases in the fourth
quarter. The average nunber of shares outstanding in the fourth quarter of 1998
was 919.8 nillion, conpared to 964.8 nillion in the year-earlier period. The
average nunber of shares outstanding for purposes of calculating diluted
earnings was 947.2 nillion in the fourth quarter of 1998 versus 990.7 nillion in
the fourth quarter of 1997.

Financial Condition

The conpany continued to make significant investments during 1998 to fund future
growth and increase sharehol der val ue, expending $5.6 billion for research,
devel opment and engineering, $4.8 billion for plant and other property,
including machines used in managed operations services offerings, $1.7 billion
for machines on operating |eases with customers, $0.7 billion for strategic
acqui sitions and $6.9 billion for the repurchase of the conpany’s commn shares.
The conpany had $5.8 billion in cash, cash equivalents and marketable securities
on hand at Decenber 31, 1998.

The conpany has access to global funding sources. During 1998, the conpany

i ssued debt in a variety of geographies to a diverse set of investors.
Significant funding was issued in the United States, Japan and Europe. Funding
was obtained across the range of debt maturities, fromshort-term comercial
paper to long-termdebt. More information about conmpany debt is provided in note



K, "Debt," on page 73.

I'n Decenber 1993, the conpany entered into a $10 billion committed gl obal credit
facility to enhance the liquidity of funds. This facility was amended in
February 1997, and extended to February 2002. As of Decenber 31, 1998, $8.8
billion was unused and available

The conpany had an outstanding bal ance at Decenber 31, 1998 and 1997, of $0.9
billion in assets under managenent fromthe securitization of |oans, |eases and
trade receivables. For additional information see note J, "Sale and
Securitization of Receivables," on page 73

The major rating agencies have continued their review of the company’s financia
condition. In February 1998, Standard and
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Poor's upgraded its credit ratings for the conpany and its rated subsidiaries’
senior long-termdebt to A+ fromA and on IBMs preferred stock to A fromA-.
They also affirmed the commercial paper rating at A-1.

Moody' s Investors Service rates the senior long-termdebt of the conpany and its
rated subsidiaries as AL, the comercial paper as Prime-1, and the conpany’'s
preferred stock as "al."

Fitch Investors Service rates the conpany and its rated subsidiaries senior
long-termdebt as AA-, comercial paper as F-1+, and preferred stock as A+.

Duff & Phelps rates the conpany and its rated subsidiaries’ senior |ong-term
debt as A+, comercial paper as Duff 1, and the conpany's preferred stock as A

Cash Fl ows

The conpany’s cash flows fromoperating, investing and financing activities, as
prescribed by general |y accepted accounting principles and reflected in the
Consol i dated Statement of Cash Flows on page 68, are summarized in the following
table:

(Dol lars in mllions) 1998 1997 1996
Net cash provided from (used in):
Qperating activities $ 9,213 $ 8,865 $ 10,275
Investing activities (6,131) (6, 155) (5,723)
Financing activities (4,993 (3,090 (3,952)

Effect of exchange rate
changes on cash and

cash equival ents 120 (201) (172)
Net change in cash and

cash equival ents $(1,731) $ (581) $ 428
WORKI NG CAPI TAL

(Dollars in mllions)

At Decenber 31: 1998 1997

Qrrent assets 230 40,419
Current liabilities 36, 827 33,507
Vrking capita $558 $ 6,911
Current ratio 1.15:1 1.21:1

Current assets increased $1.9 billion, driven primarily by increases in accounts
receivable relative to strong year-end global financing volumes and in prepaid
expenses due to increases in net deferred tax assets. The conpany ended 1998
with inventories of $5.2 hillion, near last year's level's which were the | owest
since 1983, due to continued focus on inventory management process inprovenents,
notably in the Personal Systems segnment. These inprovenents have enabled the
conpany’s inventory turn rate to increase from4.9 in 1997 to 5.3 in 1998.

Current liabilities increased $3.3 billion fromyear-end 1997 with increases of
$0.7 billion in taxes payable, $0.7 billion in short-termdebt and $1.9 billion
inother current liabilities (increases in accounts payable ($1.0 billion),
conpensation and benefits ($0.5 billion), and deferred income ($0.7 billion),
and a $0.3 billion decrease in other accrued expenses and liabilities). The
increase in taxes payable primarily reflects inprovenents in the conpany’s
operating results in certain geographies. Short-termdebt essentially increased
to support the growth of global financing assets. The increase in other current
liabilities was primarily attributable to the effect of currency rate
translation ($1.0 billion) on non-US. balances, and by considerable year-end
business activity relative to deferred income, mainly advanced billings for
sof t ware.

[ nvest nent s

The conpany’s investments for plant, rental machines and other property were
$6.5 billion for 1998, a decrease of $0.3 billion from 1997. The conpany
continues to invest significantly inits rapidly growing services business,
principally in the mnagement of customers’ information technology, and in
manuf acturing capacity for HDDs and microel ectronics.



In addition to software devel opnent expenses included in Research, devel opment
and engineering, the conpany capitalized $0.3 billion of software costs during
both 1998 and 1997. Anortization of capitalized software costs amounted to $0.5
billion for 1998, a decrease of $0.5 billion from1997. This decrease in the
level of costs amortized is a result of more software spending being expensed in
the period incurred, and | ess being capitalized in relation to historical

| evel s.

Investments and sundry assets were $23.5 billion at the end of 1998, an increase
of $1.6 billion from 1997, primarily the result of increases in prepaid pension
assets and non-current customer |oan receivables. See note H "Investments and
Sundry Assets," on page 72 for additional information.

DEBT AND EQUI TY
(Dol lars in mllions) 1998 1997
Non- gl obal financing debt $ 1,659 $ 3,102
@ obal financing debt 27,754 23,824
Total debt $29, 413 $26, 926
St ockhol ders’ equity $19, 433 $19, 816
Debt/ capitalization 60. 2% 57. 6%
EBI TDA i nterest expense 8x 8x
Non- gl obal financing:
Debt/ capitalization 9.9% 16. 1%
EBI TDA/ i nterest expense 15x 14x
@ obal financing debt/equity 6.5:1 6.5:1
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Total debt increased $2.5 billion fromyear-end 1997, driven by an increase of
$3.9 billion in debt to support the growth in global financing assets, offset by
a $1.4 billion decrease in debt not related to the @obal Financing segnent

Stockhol ders’ equity declined $0.4 billion to $19.4 billion at Decenmber 31
1998. The conpany’s ongoing stock repurchasing program (see note O

"Stockhol ders’ Equity Activity," on pages 76 and 77) basical ly offset the $6.3
billion of net income for the year.

Non- gl obal financing earnings before interest and taxes plus depreciation and
amortization (EBITDA) to non-global financing interest expense, adjusted for
future gross mnimmrental comitnents, was 15x and 14x in 1998 and 1997
respectively. While the conpany does not calculate EBITDA on a segment basis, it
is auseful indicator of the conpany’'s ability to service its debt

Currency Rate Fluctuations

The conpany’s results are affected by changes in the relative values of non-U S
currencies to the U.S dollar. At Decenber 31, 1998, currency changes resulted
in assets and liabilities denoninated in |ocal currencies being translated into
nore dollars. The currency rate changes also resulted in an unfavorable inpact
on revenue of approximately 2 percent, 5 percent and 3 percent, respectively, in
1998, 1997 and 1996.

I'n high-inflation environments, translation adjustnents are reflected in period
income, as required by SFAS 52, "Foreign Currency Translation." Generally, the
conpany linits currency risk in these countries by linking prices and contracts
to U.S dollars, by financing operations locally and through foreign currency
hedge contracts.

The conpany uses a variety of financial hedging instruments to limt specific
currency risks related to global financing transactions and the repatriation of
dividends and royal ties. Further discussion on currency and hedgi ng appears in
note M "Financial Instruments," on pages 74 and 75

Market Ri sk

In the normal course of business, the financial position of the conpany is
routinely subjected to a variety of risks. In addition to the market risk
associated with interest rate and currency movenents on outstanding debt and
non-U.S. dollar denoninated assets and liabilities, other exanples of risk
include collectibility of accounts receivable and recoverability of residua
val ues on |eased assets

The conpany regul arly assesses these risks and has established policies and
busi ness practices to protect against the adverse effects of these and ot her
potential exposures. As a result, the conpany does not anticipate any materia
losses in these areas.

The conpany's debt in support of the global financing business and the
geographi ¢ breadth of the conpany's operations contain an element of market risk
fromchanges in interest and currency rates. The conpany manages this risk, in
part, through the use of a variety of financial instruments including
derivatives, as explained in note M "Financial Instruments," on pages 74 and
75.

For purposes of specific risk analysis, the company uses sensitivity analysis to
deternmine the inpact that market risk exposures may have on the fair values of
the conpany’s debt and other financial instruments

The financial instruments included in the sensitivity analysis consist of all of
the conpany's cash and cash equival ents, marketable securities, long-term
non- | ease receivabl es, investments, |ong-termand short-termdebt and al
derivative financial instruments. Interest rate swaps, interest rate options
foreign currency swaps, forward contracts and foreign currency option contracts
constitute the conpany's portfolio of derivative financial instruments

To performsensitivity analysis, the company assesses the risk of loss in fair
val ues fromthe inmpact of hypothetical changes in interest rates and foreign
currency exchange rates on market sensitive instruments. The market values for
interest and foreign currency exchange risk are conputed based on the present
val ue of future cash flows as inpacted by the changes in rates attributable to
the market risk being measured. The discount rates used for the present val ue
conputations were selected based on market interest and foreign currency
exchange rates in effect at Decenber 31, 1998 and 1997. The differences in this
conparison are the hypothetical gains or |osses associated with each type of
risk.

Information provided by the model used does not necessarily represent the actua



changes in fair value that the company woul d i ncur under normal narket
conditions because, of necessity, all variables other than the specific market
risk factor are held constant. In addition, the model is constrained by the fact
that certain items are specifically excluded fromthe analysis while the
financial instruments relating to the financing or hedging of those itens are
included by definition. Excluded items include |eased assets, forecasted foreign
currency cash flows, and the conpany’s net investnent in foreign operations. As
a consequence, reported changes in the values of sone financial instrunents
inpacting the results of the sensitivity analysis are not matched with the

of fsetting changes in the values of the items that those instruments are
designed to finance or hedge
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The results of the sensitivity analysis at Decenber 31, 1998 and Decenber 31,
1997, are as foll ows:

Interest Rate Risk: As of December 31, 1998, a 10 percent decrease in the levels
of interest rates with all other variables held constant would result in a
decrease in the fair value of the conpany’s financial instruments of $396
mllion, as conpared to $369 million as of December 31, 1997. Conversely, as of
Decenber 31, 1998, a 10 percent increase in the levels of interest rates with
all other variables held constant would result in an increase in the fair value
of the conmpany’s financial instruments of $354 nillion, as conpared to $341
mllion as of December 31, 1997. Changes in the relative sensitivity of the fair
val ue of the conpany's financial instrument portfolio for these theoretical
changes in the level of interest rates are primrily driven by changes in the
conpany’s debt maturity and interest rate profile and amount. In 1998 versus
1997, the reported change in interest rate sensitivity is primarily due to an
overall increase in the amount of debt outstanding.

Foreign Currency Exchange Rate Risk: As of Decenber 31, 1998, a 10 percent
movenent in the levels of foreign currency exchange rates against the U S
dollar with all other variables held constant would result in a decrease in the
fair value of the conpany’s financial instrunents of $1,317 million or an
increase in the fair value of the conpany's financial instrunents of $1,535
mllion, as conpared to a decrease of $809 nillion or increase of $981 nillion
as of Decenber 31, 1997. The change in the relative sensitivity of the fair
market value of the conpany’s financial instrument portfolio to the level of
foreign currency exchange rates is primarily driven by an increase in the use of
foreign currency swaps and other financial instruments designed to hedge the
conpany’s net foreign investments in accordance with the conpany’s established
risk managenent practices. As the inpact of offsetting changes in the fair
market value of the conpany's net foreign investments is not included in the
sensitivity model, these results are not indicative of an increase in the
conpany’ s actual exposure to foreign currency exchange rate risk.

Fi nancing Risks

QGobal financing is an integral part of the conpany’s total worldwide offerings.
Inherent in global financing are certain risks, including credit, interest rate,
currency and residual value. The company manages credit risk through
conprehensive credit evaluations and pricing practices. To manage the risks
associated with an uncertain interest rate environment, the conpany pursues a
funding strategy of substantially matching the terms of its debt with the terms
of its assets. Currency risks are managed by denominating liabilities in the
sane currency as the assets.

Resi dual value risk is managed by devel opi ng projections of future equipment

val ues at |ease inception, reevaluating these projections periodically, and
effectively deploying remarketing capabilities to recover residual values and
potentially earn a profit. Remarketing efforts have consistently generated
profits. The following table depicts an approxi mtion of the unguaranteed
residual value maturities for the conpany’s sales-type |eases, as well as a
projection of the remaining net book value of machines on operating |eases at
the end of the lease terms as of December 31, 1996, 1997 and 1998. The fol |l owi ng
tabl e excludes approximately $52 million of estimted residual val ue associated
with non-information technol ogy equipnent.

Tot al Run Qut of 1998 Bal ance
2002 and
(Dol lars in mllions) 1996 1997 1998 1999 2000 2001 beyond
Sal es-type | eases $471 $ 563 $ 685 $167 $261 $226 $31
(perating |eases 480 701 731 291 285 139 16
Total residual val ue $951  $1,264 $1,416 $458 $546  $365 $47

Di vestitures/Acquisitions

In Decenber 1998, the conpany and AT&T announced that AT&T will acquire IBMs
@ obal Network business for $5 billion in cash. In addition, the two conpanies
have agreed to enter into outsourcing contracts with each other. The conpany
will outsource a significant portion of its global networking needs to AT&T.
AT&T wi || outsource certain applications processing and data center managenent
operations to the company. About 5,000 IBM enployees will join AT&T as part of
the acquisition and nore than 2,000 AT&T enployees will be offered positions
with the conmpany.

The conpany believes that this transaction, inits entirety, will not have a



significant inpact on the conpany’s 1999 ongoi ng operational results. The
conpany and AT&T expect the acquisition to conclude in the various geographies
throughout 1999, following clearance by U S. regulatory authorities and certain
regul atory authorities outside the U.S

The conpany awarded AT&T Sol utions a contract valued at $5 billion over five

years for a significant portion of the company’s own global networking needs
making it the single
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largest networking outsourcing contract ever awarded. In addition, AT&T and the
Q@ obal Services unit have reached an agreement for services valued at about $4
billion over the next 10 years. As part of the agreement, the conpany will
manage AT&T's applications processing (including billing, service-order
processing, scheduling of installation and maintenance) for customers of AT&T'S
busi ness |ong-distance services. In addition, the conpany will assune management
of AT&T data processing centers, which operate corporate information systens
such as accounts payabl e and receivable and enpl oyee payrol | and benefits.

In January 1998, the conmpany acquired Software Artistry, Inc., a leading
provider of both consolidated service desk and custoner relationship managenent
solutions for distributed enterprise environnents. In March 1998, the conpany
acquired Commuest Technol ogi es, Inc., a conpany that designs and markets
advanced seniconductors for wireless comunications applications, such as
cellul'ar phones and satellite conmunications.

On April 16, 1997, the conpany purchased a mgjority interest in NetChjects, a

| eading provider of website devel opment tools for designers and intranet

devel opers. In Septenmber 1997, the conpany acquired the 30 percent equity
interest held by Sears in Advantis, the U S network services armof the |BM

G obal Network. Advantis is now 100 percent owned by the conpany. In Decenber
1997, the conpany acquired Eastman Kodak's share of Technol ogy Service Sol utions
(TSS), which was formed in 1994 by the conpany and Eastman Kodak. TSSis now a
whol 'y owned subsidiary of the conpany, offering conprehensive services
solutions to its customers. In December 1997, the company acquired Unison
Software, Inc., a leading devel oper of workload management software.

On March 1, 1996, the company acquired all outstanding shares of Tivoli for
approximtely $800 million ($716 million in net cash). The conpany engaged a
national |y recogni zed, independent appraisal firmto express an opinion on the
fair market value of the assets of the acquisition to serve as a bhasis for
allocation of the purchase price to the various classes of assets. The conmpany
recorded $280 million of goodwill, $103 nillion of other assets and expensed
$417 million of purchased in-process research and devel opment as a result of the
apprai sal .

I'n 1996, the acquisition of Object Technology International, Inc. for
approximately $50 million resulted in a valuation of purchased in-process
research and devel opment amounting to $18 million, bringing the total amount of
purchased in-process research and devel opnent in 1996, included in Research,
devel opment and engi neering expense in the Consolidated Statement of Earnings,
to $435 million.

Empl oyees
Percent age
Changes
1998 1997 1996  1998-97  1997-96
| BM whol |y
owned
subsidi aries 291, 067 269, 465 240, 615 8.0 12.0
Less than
whol 'y owned
subsi di ari es 21,704 20, 751 28,033 4.6  (26.0)
Conpl ement ary 36, 900 43,000 37,000 (14.2) 16.2

As of Decenber 31, 1998, enployees of the conpany and its whol |y owned
subsidiaries increased 21,602 over 1997, of which approximately 18,000 were in
the Gobal Services segnent. Increases were also significant in the Tivoli
organi zation, as well as in the storage business, due to the addition of new
manuf act uring capacity in the conpany's energing markets.

The increase in enployees in the less than wholly owned subsidiaries over |ast
year reflects continued growth in the conpany’s G obal Services segment, notably
Australia and India. Entities in emerging geographic markets such as China
increased as well. Partially offsetting the increase was a number of |ess than
whol 'y owned subsidiaries that were divested during the year or converted to a
whol |y owned status.

The conpany’s conpl ementary workforce is an approximation of equival ent
full-time enployees hired under temporary, part-time and |inited-term enpl oynent
arrangenents to nmeet specific business needs in a flexible and cost-effective
manner .
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Year 2000

The "Year 2000 issue" arises because many conputer hardware and software systens
use only two digits to represent the year. As a result, these systems and
programs may not process dates beyond 1999, which may cause errors in
information or systems failures. Assessnents of the potential effects of the
Year 2000 issues vary markedly anong different conpanies, governnents

consul tants, econonists and commentators, and it is not possible to predict what
the actual inpact may be. Gven this uncertainty, the conpany recognizes the
need to remain vigilant and is continuing its analysis, assessnent, conversion
and contingency planning for the various Year 2000 issues, across its business

Wth respect to its internal systems, the potential Year 2000 inpacts extend
beyond the conpany’s infornation technol ogy systems to its manufacturing and
devel opment systens and physical facilities. The conpany has been addressing
these issues using the same five-part methodol ogy it recommends to its
customers: (1) assessment and strategy; (2) detailed analysis and planning; (3)
impl enentation; (4) maintaining readiness of converted systens; and (5) project
of fice managenent. The conpany has conpl eted nost conversion and testing
efforts, with extended systemintegration testing and contingency planning
projects schedul ed throughout 1999. The conpany estimates that at the conclusion
of its various Year 2000 efforts, including conversion, testing and contingency
planning, it will have spent a total of approximately $575 nillion over a

mul ti-year period. Athough the conpany believes its efforts will be successful
any failure or delay could result in the disruption of business and in the
conpany incurring substantial expense. To minimze any such potential inpact
the conpany has initiated a global contingency planning effort designed to
support critical business operations

As part of its ordinary course product devel opnent efforts, the conpany’s
current product and service offerings have been designed by it to be Year 2000
ready. The Year 2000 readiness of the conmpany's customers varies, and the
conpany continues actively to encourage its custoners to prepare their own
systems, meking available a broad array of product, service and educationa
offerings to assist them(see the |BM Year 2000 Home Page at
http://ww.ibm conl | BM year2000/). Efforts by customers to address Year 2000

i ssues may absorb a substantial part of their information technology budgets in
the near term and customers may either delay or accelerate the deploynent and
inpl ementation of new applications and systems. Wile this behavior may increase
demand for certain of the conpany’s products and services, including its Year
2000 offerings, it could also soften demand for other offerings or change
customer buying practices frompast trends. These events could affect the
conpany’ s revenues or change its revenue patterns

The conpany is also continuing its assessment of the Year 2000 readiness of its
key suppliers in an effort to establish that the conpany has adequate resources
for required supplies and components. Wth respect to third-party products the
conpany may remarket or provide with the company’s offerings (such as
third-party software pre-loaded on the company’s personal conmputers), the
conpany relies on its business partners and other third parties to be
responsi bl e for the Year 2000 readiness of their offerings. Afailure of the
conpany’ s suppliers, business partners and other third parties to address
adequately their Year 2000 readiness coul d affect the conmpany’s business. As
part of its contingency planning efforts, the company is identifying alternate
sources or strategies where necessary if significant exposures are identified

Further, some comentators believe that a significant amount of litigation will
arise from Year 2000 issues. The company continues to believe that it has good
defenses to any such claims brought against it.

Finally, the Year 2000 presents a number of other risks and uncertainties that
could affect the conpany, including utilities and tel ecomunications failures
conpetition for personnel skilled in the resolution of Year 2000 issues, and the
nature of government responses to Year 2000 issues, among others. Wile the
conpany continues to believe that the Year 2000 matters discussed above will not
have a material inpact on its business, financial condition or results of
operations, it remains uncertain whether or to what extent the conpany may be
affected

The Year 2000 statenents set forth above are designated as "Year 2000 Readiness

Di sclosures" pursuant to the Year 2000 Information and Readiness Disclosure Act
(P.L. 105-271).
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<TABLE>
<CAPTI ON>

(Dol lars in mllions except per share amounts)

For the year ended Decenber 31: Not es 1998 1997* 1996*
<S> <c> <G <G <G
Revenue:

Har dwar e segnents $35, 419 $36, 630 $36, 634
@ obal Services segnent 28,916 25, 166 22,310
Sof t ware segnent 11, 863 11,164 11, 426
@ obal Financing segment 2,877 2,806 3,054
Enterprise Investnents segment/Ct her 2,592 2,742 2,523
Total revenue 81, 667 78, 508 75, 947
Cost

Har dwar e segment s 24,214 23,473 22, 888
G obal Services segment 21,125 18, 464 16, 270
Sof tware segnent 2,260 2,785 2,946
@ obal Financing segment 1,494 1,448 1,481
Enterprise Investnents segnent/CQt her 1,702 1,729 1,823
Total cost 50, 795 47,899 45, 408
Goss profit 30, 872 30, 609 30, 539
Qperating expenses:

Selling, general and administrative R 16, 662 16, 634 16, 854
Research, devel opment and engi neering S 5, 046 4,817 5,089
Total operating expenses 21,708 21,511 21,943
Qperating income 9,164 9,098 8,596
Qther income, principally interest 589 657 707
Interest expense L 713 728 716
I ncone before incone taxes 9,040 9,027 8,587
Provision for incone taxes Q 2,712 2,934 3,158
Net incone 6, 328 6,093 5,429
Preferred stock dividends 20 20 20
Net incone applicable to common sharehol ders $ 6,308 $ 6,073 $ 5,409
Earnings per share of common stock--basic T $ 6.75 $ 6.18 $ 5.12
Earnings per share of common stock--assuning dilution T $ 6.57 $ 6.01 $ 5.01

Average nunber of common shares outstanding:

Basi c: 1998- 934,502, 785; 1997-983, 286, 361; 1996- 1, 056, 704, 188

Assuning dilution: 1998-960, 065, 235; 1997-1,010, 934, 942; 1996- 1,079, 708, 904

* Reclassified to conformto 1998 presentation.

The notes on pages 69 through 89 of the 1998 |BM Annual Report are an

integral of this statenent.
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<TABLE>
<CAPTI ON>

(Dollars in mllions)

At Decenber 31: Not es 1998 1997+
<S> < < <
Asset s
Current assets:
Cash and cash equival ents $ 5375 $ 7,106
Marketabl e securities M 393 447
Notes and accounts receivable--trade, net of allowances 18, 958 16, 850
Sal es-type |eases receivable 6,510 5,720
Qther accounts receivabl e 1,313 1,256
I nventories F 5,200 5,139
Prepai d expenses and other current assets 4,611 3,900
Total current assets 42, 360 40, 418
Plant, rental machines and other property G 44,870 42,133
Less: Accunul ated depreciation 25,239 23,786
Plant, rental machines and other property--net 19, 631 18, 347
Sof tware, |ess accumulated anortization (1998-$12,516; 1997-$12, 610) 599 819
Investments and sundry assets H 23,510 21,915
Total assets $ 86,100  $ 81,499
Liabilities and Stockhol ders’ Equity
Current liabilities:
Taxes Q $ 3125 $ 2,381
Short-term debt Ké&M 13,905 13,230
Accounts payabl e 6, 252 5,215
Conpensation and benefits 3,530 3,043
Deferred incone 4,115 3,445
Qther accrued expenses and |iabilities 5,900 6,193
Total current liabilities 36, 827 33,507
Long-t erm debt Ké&M 15, 508 13, 696
Qher liabilities N 12,818 12,993
Deferred income taxes Q 1,514 1,487
Total liabilities 66, 667 61, 683
Cont i ngenci es P
Stockhol ders’ equity: 0
Preferred stock, par value $.01 per share 247 252
Shares aut horized: 150, 000, 000
Shares issued (1998-2,546,011; 1997-2,597, 261)
Conmon stock, par value $.50 per share 10,121 8,601
Shares aut horized: 1,875,000, 000
Shares issued (1998-926, 869, 052; 1997- 969, 015, 351)
Ret ai ned ear ni ngs 10, 141 11,010
Treasury stock, at cost (shares: 1998-962, 146; 1997-923, 955) (133) (86)
Empl oyee benefits trust (shares: 1998- 10,000, 000; 1997- 10, 000, 000) (1,854) (860)
Accunul ated gains and |osses not affecting retained earnings 911 899
Total stockhol ders’ equity 19, 433 19, 816
Total liabilities and stockhol ders’ equity $ 86,100  $ 81,499

* Reclassified to conformto 1998 presentation

The notes on pages 69 through 89 of the 1998 |1BM Annual Report are an integral

part of this statement.

</ TABLE>
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Empl oyee
Retained Treasury  Benefits
Ear ni ngs Stock Trust

Accumul at ed
Gai ns and
Losses Not
Affecting
Ret ai ned
Ear ni ngs

<TABLE>
<CAPTI ON>

Preferred
(Dollars in mllions) Stock
<S> <C
1996*
Stockhol ders’ equity, January 1, 1996 $ 253

Net income plus gains and |osses not
affecting retained earnings
Net incone

Gains and |osses not affecting
retained earnings (net of tax):
Foreign currency translation adjustnents
(net of tax expense of $19)
Net unrealized gains on marketable
securities (net of tax expense of $71)

Total gains and | osses not affecting
retained earnings

Subtotal : Net income plus gains and
| osses not affecting retained earnings

Cash dividends decl ared--comon stock

Cash dividends declared--preferred stock

Conmon stock purchased and retired
(97,951, 400 shares)

Conmon stock i ssued under enpl oyee
plans (19, 694,458 shares)

Purchases (8,914, 332 shares) and sal es
(7,584,432 shares) of treasury stock
under enpl oyee pl ans- - net

Tax effect--stock transactions

(710)

811

$11,630  $ (41) $

5,429

(686)
(20)

(5, 046)

(13)

$ 3,003

(635)

111

Net income plus gains and | 0sses not
affecting retained earnings
Net incone

Gains and |osses not affecting
retained earnings (net of tax):
Foreign currency translation adjustments
(net of tax expense of $24)
Net unrealized | osses on marketabl e
securities (net of tax benefit of $37)

Total gains and | osses not affecting
retained earnings

Subtotal : Net income plus gains and
| osses not affecting retained earnings

Cash dividends decl ared- - conmon st ock

Cash dividends declared--preferred stock

Conmon stock purchased and retired
(68,777,336 shares)

Preferred stock purchased and
retired (13,450 shares) (1)

Conmon stock i ssued under enpl oyee
plans (19, 651,603 shares)

Purchases (3,850, 643 shares) and sal es
(5,105, 754 shares) of treasury stock
under enpl oyee pl ans- - net

Enpl oyee benefits trust (10,000,000 shares)

Tax effect--stock transactions

(565)

985

6,093

(763)
(20)

(5, 455)

(32) 49

17
(860)
429



</ TABLE>
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<TABLE>
<CAPTI ON>

Preferred
(Dollars in millions) Stock
<S> <G
1998
Stockhol ders’ equity, December 31, 1997 $252

Net income plus gains and |osses not
affecting retained earnings
Net incone

Gains and |osses not affecting
retained earnings (net of tax):
Foreign currency translation adjustnents
(net of tax benefit of $45)
Net unrealized |osses on marketable
securities (net of tax benefit of $36)

Total gains and |osses not affecting
retained earnings

Subtotal: Net income plus gains and
| osses not affecting retained earnings

Cash dividends decl ared- - conmon st ock

Cash dividends declared--preferred stock

Conmon stock purchased and retired
(56,996, 818 shares)

Preferred stock purchased and retired
(51,250 shares) (5)

Conmon stock i ssued under enpl oyee
plans (14,850,519 shares)

Purchases (4,163,057 shares) and sal es
(4,124,866 shares) of treasury stock
under enpl oyee pl ans- - net

Fair value adjustnent of enployee
benefits trust

Tax effect--stock transactions

Stockhol ders’ equity, December 31, 1998 $247

Gains and

Losses Not

Enpl oyee  Affecting

Conmon  Retained Treasury  Benefits  Retained
Stock  Earnings Stock Trust Ear ni ngs Tota

$860L  $11,000  $(86) $ (860) $899 $ 19,816

6,328 $ 6,328

69 69

(57) (57)

12

$ 6,340

(814) (814

(20) (20)

(556)  (6,291) (6, 847)
(5)

709 (1) 708
(71) (47) (118)

1,002 (994) 8
365 365

$10,121  $10,141  $(133)  $(1,854) $ 911 $ 19,433

* Reclassified to conformto 1998 presentation

The notes on pages 69 through 89 of the 1998 |BM Annual Report are an integra

part of this statenment.
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CONSOLI DATED STATEMENT OF CASH FLOWS
International Business Machines Corporation and Subsidiary Conpanies

<TABLE>
<CAPTI ON>

(Dollars in mllions)

For the year ended Decenber 31: 1998 1997 1996*
<S> <G <C <G
Cash flow fromoperating activities:
Net incone $ 6,328 $ 6,093 $ 5429
Adj ust ments to reconcile net incone to cash provided
fromoperating activities:
Depreciation 4,475 4,018 3,676
Amortization of software 517 983 1,336
Effect of restructuring charges (355) (445) (1,491)
Deferred incone taxes (606) 358 11
Gain on disposition of fixed and other assets (261) (273) (300)
O her changes that (used) provided cash:
Recei vabl es (2,736) (3,727) (650)
I nventories 73 432 196
Qther assets 880 (1,087) (545)
Accounts payabl e 362 699 319
Qher liabilities 596 1,814 2,29
Net cash provided fromoperating activities 9,273 8, 865 10, 275
Cash flow frominvesting activities:
Payments for plant, rental machines and other property (6,520) (6,793) (5,883)
Proceeds from disposition of plant, rental machines
and ot her property 905 1,130 1,314
Acquisition of Tivoli Systems, Inc. -- -- (716)
Investment in software (250) (314) (295)
Purchases of marketable securities and other investnents (4,211) (1,617) (1,613)
Proceeds from marketabl e securities and other investnents 3,945 1,439 1,470
Net cash used in investing activities (6,131) (6, 155) (5,723)
Cash flow fromfinancing activities:
Proceeds from new debt 7,567 9,142 7,670
Short-term borrowings Iess than 90 days- - net 499 (668) (919)
Payments to settle debt (5,942 (4,530 (4,992
Preferred stock transactions--net (5) (1) --
Conmon stock transactions--net (6,278) (6,250) (5, 005)
Cash divi dends paid (834) (783) (706)
Net cash used in financing activities (4,993) (3,090) (3,952)
Effect of exchange rate changes on cash and cash equivalents 120 (201) (172)
Net change in cash and cash equival ents (1,731) (581) 428
Cash and cash equival ents at January 1 7,106 7,687 7,259
Cash and cash equivalents at December 31 $ 5,375 $ 7,106 $ 7,687
Suppl enental data;
Cash paid during the year for:
I ncome taxes $ 1,929 $ 2,472 $ 2,229
I nt erest $ 1,605 $ 1,475 $ 1,563

* Reclassified to conformto 1998 presentation.

The notes on pages 69 through 89 of the 1998 |1BM Annual Report are an integral
part of this statement.
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
International Business Machines Corporation and Subsidiary Conpanies

A Significant Accounting Policies
Principles of Consolidation

The consol i dated financial statenents include the accounts of International

Busi ness Machines Corporation and its controlled subsidiary conpanies, which are
majority owned. Investnents in business entities in which |BMdoes not have
control, but has the ability to exercise significant influence over operating
and financial policies (generally 20-50 percent ownership), are accounted for by
the equity method. Cther investments are accounted for by the cost method.

Use of Estimates

The preparation of financial statements in confornity with generally accepted
accounting principles requires management to make estimates and assunptions that
affect the amounts reported in the consolidated financial statements and
acconpanyi ng disclosures. Although these estimates are based on managenent’s
best know edge of current events and actions the conpany may undertake in the
future, actual results ultimately may differ fromthe estimates.

Revenue
HARDWARE

Revenue from hardware sales or sal es-type |eases is recognized when the product
i s shipped. Revenue fromrentals and operating |eases i s recognized monthly as
the fees accrue.

SERVI CES

Revenue fromtine and material service contracts is recognized as the services
are provided. Revenue fromfixed price long-termservice contracts i s recognized
over the contract termbased on the percentage of services provided during the
period conpared to the total estimated services provided over the entire
contract. Losses on fixed price contracts are recognized during the period in
which the loss first becomes apparent. Revenue from maintenance is recognized
over the contractual period or as the services are perforned. Revenue in excess
of billings on service contracts are recorded as unbilled receivables and
included in trade accounts receivable. Billings in excess of revenue recognized
on service contracts are recorded as deferred income until the above revenue
recognition criteria are met.

SOFTWARE

Revenue fromone-tinme charge |icensed software is recognized when the programis
shi pped, provided the company has vendor-specific objective evidence of the fair
val ue of each element of the software offering. A deferral is recorded for
post-contract customer support and any other future deliverables included within
the contract arrangement. This deferral is earned over the support period or as
contract elements are delivered. Revenue frommonthly software |icenses is
recogni zed as |icense fees accrue.

FI NANCI NG

Revenue fromfinancing is recognized at level rates of return over the term of
the | ease or receivable.

Revenue for all categories is reduced for estimated customer returns, allowances
and anticipated price actions.

[ ncome Taxes

Incone tax expense is based on reported incone before income taxes. Deferred
income taxes reflect the inpact of tenporary differences between assets and
liabilities recognized for financial reporting purposes and such amounts
recogni zed for income tax purposes. In accordance with Statenent of Financial
Accounting Standards (SFAS) 109, "Accounting for Incone Taxes," these deferred
taxes are neasured by applying currently enacted tax |aus.

Translation of Non-U S. Currency Amounts

Assets and liabilities of non-U'S. subsidiaries that operate in a local currency
environment are translated to U S. dollars at year-end exchange rates. |ncome
and expense items are translated at average rates of exchange prevailing during
the year. Translation adjustments are recorded in Accunul ated gains and | osses
not affecting retained earnings wthin stockhol ders’ equity.

Inventories and plant, rental machines and other non-monetary assets and
liabilities of non-US. subsidiaries and branches that operate in US. dollars,



or whose econonic environnent is highly inflationary, are translated at
approxi mate exchange rates prevailing when acquired. All other assets and
liabilities are translated at year-end exchange rates. Inventories charged to

cost of sales and depreciation are translated at historical exchange rates. Al

other income and expense items are translated at average rates of exchange
prevailing during the year. Gains and losses that result fromtranslation are
included in net income

Financial Instruments

In the normal course of business, the conpany uses a variety of derivative
financial instruments for the purpose of currency exchange rate and interest
rate risk management. In order to qualify for hedge accounting, the conpany
requires that the derivative instrunents used for risk management purposes
effectively reduce the risk exposure that they are designed to hedge. For
instruments associated with the hedge of anticipated transactions, hedge
effectiveness criteria also require that the occurrence of the underlying
transactions be probable. Instruments nmeeting these hedging criteria are
formally designated as hedges at the inception of the contract. Those risk

managenent instruments not meeting these criteria and considered ineffective as

hedges are accounted for at fair
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value with changes in fair value recognized i mediately in net income. Refer to
note M "Financial Instruments," on pages 74 and 75 for descriptions of the
mj or classes of derivative financial instruments used by the conpany, including
the specific methods used to account for them

In assessing the fair value of its financial instruments, both derivative and
non-derivative, the conpany uses a variety of methods and assunptions that are
based on market conditions and risks existing at each bal ance sheet date. Quoted
market prices or dealer quotes for the same or sinilar instruments are used for
the myjority of marketable securities, long-terminvestments and | ong-term debt
Ot her techniques, such as option pricing models, estimated discounted val ue of
future cash flows, replacement cost and termination cost, are used to determine
fair value for the remaining financial instruments. These val ues represent a
general approximation of possible value and may never actually be realized

Cash Equival ents

Al highly liquid investments with a mturity of three months or less at date of
purchase are carried at fair value and considered to he cash equival ents

Marketabl e Securities

Market abl e securities included within current assets represent highly liquid
securities with a maturity less than one year. The conpany’s marketable
securities are considered available for sale and are reported at fair value with
changes in unrealized gains and | osses, net of applicable taxes, recorded in
Accunul ated gains and |osses not affecting retained earnings within

stockhol ders’ equity. Realized gains and |osses are cal cul ated hased on the
specific identification method.

[nventories

Raw materials, work in process and finished goods are stated at the |ower of
average cost or net realizable value

Depreciation

Plant, rental machines (conputer equipment used internally or as part of managed
operations contracts) and other property are carried at cost and depreciated
over their estimated useful lives using the straight-line method

The estimated useful lives of depreciable properties are generally as follows:
buil di ngs, 50 years; building equi pment, 20 years; land inprovements, 20 years
plant, laboratory and office equipment, 2 to 15 years; and conmputer equipnent,
1.5 to 5 years.

Sof t war e

Costs related to the conceptual formulation and design of |icensed prograns are
expensed as research and devel opnent. Costs incurred subsequent to establishment
of technol ogical feasibility to produce the finished product are capitalized
The annual anortization of the capitalized amounts is the greater of the ampunt
conputed based on the estimated revenue distribution over the products
revenue-producing lives, or the straight-line method, and is applied over
periods ranging up to four years. Periodic reviews are performed to ensure that
unamortized programcosts remain recoverable fromfuture revenue. Costs to
support or service licensed prograns are charged against income as incurred, or
when related revenue i s recognized, whichever occurs first.

Retirement Plans and Nonpension Postretirement Benefits

Current service costs of retirement plans and postretirenment healthcare and life
insurance benefits are accrued in the period. Prior service costs resulting from
amendments to the plans are anortized over the average remaining service period
of enployees expected to receive benefits. Assuming threshol ds established in
SFAS 87, "Employers’ Accounting for Pensions,” are net, unrecognized net gains
and | osses are amortized to service cost over the average remaining service life
of enployees expected to receive benefits. See note W "Retirenent Plans," on
page 81 through 83 and note X, "Nonpension Postretirement Benefits," on pages 83
and 84 for further discussion

Goodwi | |

Goodwi I is charged to net income on a straight-line basis over the periods
estimated to be benefited, generally not exceeding five years. Reviews to
eval uate recoverability of this goodwill are conducted periodically

Common Stock



Common stock refers to the $.50 par value capital stock as designated in the
conpany’s Certificate of Incorporation.

Earni ngs Per Share of Common Stock

Earnings per share of conmon stock is computed by dividing net incone after
deduction of preferred stock dividends by the weighted-average number of comon
shares outstanding for the period. Earnings per comon share of stock--assumng
dilution reflects the potential dilution that could occur if securities or other
contracts to issue comon stock were exercised or converted into conmon stock
whi ch woul d then share in the net income of the conpany. See note T, "Earnings
Per Share of Common Stock," on page 79 for further discussion
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B Accounting Changes
Standards | npl enent ed

The conpany inplenented new accounting standards in 1998, 1997 and 1996. None of
these standards had a material effect on the financial position or results of
operations of the conpany.

Beginning with the first quarter of 1998, the conpany adopted SFAS 130,
"Reporting Conprehensive Inconme," which established standards for reporting and
di spl aying conprehensive income and its conponents. The disclosures required by
SFAS 130 are presented in the Accunulated gains and |osses not affecting
retained earnings section in the Consolidated Statement of Stockhol ders’ Equity
on pages 66 and 67 and in note O "Stockholders' Equity Activity," on pages 76
and 77.

Effective December 31, 1998, the conpany adopted SFAS 131, "Disclosures About
Segments of an Enterprise and Related Information," which establishes standards
for reporting operating segnents and disclosures about products and services,
geographi ¢ areas and mgjor custoners. See note Y, "Segment Information," on
pages 84 through 89 for further information.

Effective December 31, 1998, the conpany adopted SFAS 132, "Enployers’

Di scl osures about Pensions and Qther Postretirement Benefits," which established
expanded disclosures for defined benefit pension and postretirement benefit
plans. See note W "Retirenent Plans,” on pages 81 through 83 and note X
“Nonpensi on Postretirement Benefits" on pages 83 and 84 for the required

di scl osures.

On January 1, 1998, the conpany adopted the Anerican Institute of Certified
Public Accountants Statenment of Position (SOP) 97-2, "Software Revenue
Recognition." This SOP provides guidance on revenue recognition for software
transactions. It requires deferral of some or all of the revenue related to a
specific contract depending on the existence of vendorspecific objective
evidence and the ability to allocate the total fee to all elements within the
contract. The portion of the fee allocated to an element is recognized as
revenue when all of the revenue recognition criteria have been met for that
el enent .

I'n Decenber 1997, the conpany inplemented SFAS 128, "Earnings Per Share" (EPS).
This standard prescribes the methods for cal culating basic and diluted EPS and
requires dual presentation of these amounts on the face of the earnings
statement. No restatenent of EPS, for either basic or diluted, was required for
amunts reported previously in the conpany’'s filings with the U S. Securities
and Exchange Conmi ssion.

Effective January 1, 1997, the conpany inplemented SFAS 125, "Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities."
This standard provides accounting and reporting standards for transfers and
servicing of financial assets and extingui shments of liabilities. The conpany
was generally in compliance with this standard prior to adoption.

In 1996, the conpany adopted SOP 96-1, "Environmental Remediation Liabilities."
Thi's SCP provides gui dance on the recognition, neasurenment, display and
disclosure of environnental remediation liabilities. See note N "t her
Liabilities and Environmental ," on page 76 for further information. The conpany
was generally in conpliance with this standard prior to adoption.

In 1996, the conpany inplenented the disclosure-only provisions of SFAS 123,
"Accounting for Stock-Based Conpensation.” See note V, "Stock-Based Conpensation
Plans," on pages 79 through 81 for further information.

New Standards to be I npl ement ed

In June 1998, the Financial Accounting Standards Board issued SFAS 133,
"Accounting for Derivative Instruments and Hedging Activities." This statenent
establ i shes accounting and reporting standards for derivative instrunents. It
requires an entity to recognize all derivatives as either assets or liabilities
inthe Statement of Financial Position and measure those instruments at fair
value. Additionally, the fair value adjustments will inmpact either stockhol ders’
equity or net income depending on whether the derivative instrument qualifies as
a hedge and, if so, the nature of the hedging activity. The conpany will adopt
this new standard as of January 1, 2000. Management does not expect the adoption
to have a material inpact on the conpany’'s results of operations, however, the
inpact on the conpany’s financial position is dependent upon the fair values of
the conpany's derivatives and related financial instruments at the date of
adopt i on.

During 1998, the American Institute of Certified Public Accountants issued SOP



98-1, "Accounting for the Costs of Computer Software Devel oped or Chbtained for
Internal Use." The statenent requires the capitalization of internal use
conputer software costs if certain criteria are net. The capitalized software
costs will be amortized on a straight-line basis over the useful life of the
software. The conpany will adopt the statement as of January 1, 1999. The
adoption of the statement is not expected to have a material inpact on the
conpany’s financial statenents.
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C Subsequent Events
Stock Split

On January 26, 1999, the IBM Board of Directors declared a two-for-one common
stock split, subject to the approval of stockholders of an increase in the
number of common shares authorized from 1,875 nillion to 4,687.5 nillion. The
record date for the split will be on May 10, 1999, with distribution of the
split shares expected to followon My 26, 1999. Earnings per share cal culations
included in this report have not been restated to reflect this proposed stock
split.

Debt Offering

On February 1, 1999, the conpany issued $600 million of 5 3/8%notes due
February 1, 2009. The net proceeds fromthe issuance of this debt will be used
for general corporate purposes.

D Divestitures

I'n Decenber 1998, IBMand AT&T announced that AT&T will acquire IBMs @ obal
Network business for $5 billion in cash. In addition, the two conpanies have
agreed to enter into outsourcing contracts with each other. This subject is
discussed further on pages 61 and 62 under the section entitled
"Divestitures/Acquisitions" in the Management Di scussion.

E Common Stock Split

On April 29, 1997, the stockhol ders of the conpany approved amendments to the
Certificate of Incorporation to increase the nunber of authorized shares of
conmon stock from 750 million to 1,875 mllion, which was required to effect a
two-for-one stock split approved by the conpany’s Board of Directors on January
28, 1997. In addition, the amendnents served to reduce the par value of the
comon stock from$1.25 to $.50 per share. Stockhol ders of record at the close
of business on May 9, 1997, received one additional share for each share held.
Al share and per share data prior to the second quarter of 1997 presented in
the Consol i dated Financial Statements and footnotes of this Annual Report
reflect the two-for-one stock split.

F Inventories

(Dol lars in mllions)

At Decenber 31 1998 1997
Fini shed goods $1,088 $1,090
VWork in process and

raw materials 4,112 4,049
Tot al $5, 200 $5, 139

(Dollars in mllions)

At Decenber 31: 1998 1997

Land and land inprovenents $ 1,091 $ 1,117

Bui | di ngs 11,088 11, 208
Plant, laboratory and

of fice equipment 27,025 25,015

39, 204 37,340

Less: Accunul ated depreciation 22, 463 21, 680

16, 741 15, 660

Rental machines 5, 666 4,793

Less: Accunul ated depreciation 2,776 2,106

2,890 2,687

Tot al $19, 631 $18, 347

H Investments and Sundry Assets



(Dol lars in mllions)

At Decenber 31:

Net investment in sales-type |eases*
Less: Current portion--net

6,510

5,720

Deferred taxes
Prepaid pension assets
Customer |oan receivabl es- -
not yet due
Instal | nent payment receivabl es
Alliance investments:
Equity met hod
Qt her
Goodwi I I, Iess accumul ated
amortization (1998, $2,111;
1997, $1,717)
Mar ket abl e securities--non-current
Qther investnments and
sundry assets

$23,510

$21,915

* These leases relate principally to IBMequipment and are generally for terns
ranging fromthree to five years. Net investment in sales-type |eases includes
unguaranteed residual values of approximtely $685 million and $563 nillion at
Decenber 31, 1998 and 1997, respectively, and is reflected net of unearned

income at those dates of approximtely $1,600 nillion for both years.

Schedul ed maturities of mninumlease payments outstanding at Decenber 31,
1998, expressed as a percentage of the total, are approximtely as follows:
1999, 48 percent; 2000, 31 percent; 2001, 15 percent; 2002, 5 percent; and

2003 and beyond, 1 percent.
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| Lines of Credit

The conpany meintains a $10.0 billion comitted global credit facility. Unused
comitted lines of credit fromthis global facility amunted to $8.8 billion and
$9.2 billion at Decenber 31, 1998 and 1997, respectively. The conpany's other
comitted and uncomitted lines of credit amounted to $5.2 billion at Decenber
31, 1998 and 1997. The unused portion of those |ines amounted to $4.3 billion
and $3.9 billion at December 31, 1998 and 1997, respectively. Total unused Iines
of credit at Decenber 31, 1998 and 1997, amounted to $13.1 billion. Interest
rates on borrowings vary fromcountry to country depending on Iocal market

conditions.

J Sale and Securitization of Receivables

At year-end 1998 and 1997, the conpany had a net balance of $0.9 billion in
assets under managenent fromthe securitization of |oans, |eases and trade
recei vabl es. The conpany received total cash proceeds of approximitely $2.4
billion and $3.0 billion in 1998 and 1997, respectively, fromthe sale and

securitization of these receivables and assets. No material gain or |oss
resulted fromthese transactions. Recourse amounts associated with the

aforementioned sale and securitization activities are expected to be minimal,

and adequate reserves are in place to cover potential |osses.

K Debt

Short -t erm debt

(Dol lars in mllions)

At Decenber 31 1998
Commercial paper $ 4,885
Short-termloans 6,370
Long-termdebt: Current maturities 2,650
Tot al $13, 905

$13, 230

The wei ght ed- average interest rates for commercial paper at Decenber 31, 1998
and 1997, were approximately 5.7 percent and 5.8 percent, respectively. The
wei ght ed-average interest rates for short-termloans at December 31, 1998 and

1997, were approximately 5.3 percent and 5.5 percent, respectively.

Long-t erm debt

(Dol lars in mllions)

At Decenber 31 Maturities 1998
US. Dollars:
Debent ur es:
6. 22% 2027 $ 500
6. 5% 2028 700
7. 0% 2025 600
7. 0% 2045 150
7.125% 2096 850
7. 5% 2013 550
8.375% 2019 750
Notes: 6. 7% average 2000- 2013 2,695
Medi umterm note

program 5. 8% average 1999- 2013 4,885
Qther: 6.5% average 1999- 2012 1,514

13,194

Qther currencies
(average interest rate
at Decenber 31, 1998,
in parentheses):

Japanese yen (3.1% 1999- 2014 3, 866
Canadi an dol lars (5. 7% 1999- 2003 672
German marks (4.9% 1999- 2002 120
Swi ss francs (2.5% 2001
U K pounds (7.9% 1999- 2004
Ocher (11.9% 1999- 2026 221

Less: Net unanortized



di scount 31

18, 158 16, 644
Less: Current maturities 2,650 2,948

Tot al $15, 508 $13, 696

Annual maturities in nillions of dollars on long-termdebt outstanding at
Decenber 31, 1998, are as follows: 1999, $2,650; 2000, $5,120; 2001, $1,491;
2002, $1,676; 2003, $1,116; 2004 and beyond, $6, 136.

* Reclassified to conformto 1998 presentation.
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L Interest on Debt

Interest paid and accrued on borrowings of the conpany and its subsidiaries
amounted to $1,585 million in 1998, $1,596 mllion in 1997 and $1,565 nillion in
1996. O these amunts, $28 nillion in 1998, $32 million in 1997 and $31 nillion
in 1996 were capitalized. The remainder was charged to the cost of rentals and
financing in the amounts of $844 nillion in 1998, $836 nillion in 1997 and $818
mllionin 1996, or interest expense in the amunts of $713 million in 1998,
$728 mllion in 1997 and $716 million in 1996. The decrease in total interest
expense in 1998 versus 1997 was due primarily to | ower average interest rates,
partially offset by higher levels of debt. The increase in total interest
expense in 1997 versus 1996 was primarily due to higher levels of debt,
partially offset by lower interest rates. The average interest rate for total
debt was 5.7 percent, 6.4 percent and 7.0 percent in 1998, 1997 and 1996,
respectively. These rates include the results of currency and interest rate
swaps applied to the debt described in note K, "Debt," on page 73.

M Financial Instrunents

The conpany maintains portfolios of financial instruments both on- and
of f- bal ance sheet.

Financial Instruments On-Bal ance Sheet (excluding derivatives)

Financial assets with carrying val ues approximating fair value include cash and
cash equival ents, marketable securities, notes and other accounts receivable and
other investments. Financial liabilities with carrying values approximting fair
val ue include accounts payable and other accrued expenses and liabilities, and
short-termand | ong-term debt.

The following table summarizes the conpany’s marketable securities and other
investments, all of which were considered available for sale.

MARKETABLE SECURI TIES AND OTHER | NVESTMENTS

(Dol lars in mllions) Carrying Val ue
At Decenber 31: 1998 1997
Current marketable securities:
U.S. governnent securities $ 15 $ 93
Time deposits and other bank obligations 335 181
Non-U.S. government securities and

other fixed-termobligations 43 173
Tot al $393 $447

Mar ket abl e securities--non-current:*

U 'S, government securities $-- $ 54
Time deposits and other bank obligations 271 183
Non-U. S. governnent securities and

other fixed-termobligations 10 58
Tot al $281 $295

Qther investnents:*
Al'liance investments--Q her $138 $236

* Included within Investments and sundry assets on the Consolidated Statement of
Financial Position (See note Hon page 72).

Financial Instruments Cff-Balance Sheet (excluding derivatives)

| BM has guaranteed certain |oans and financial conmitments of affiliates. The
approxi mte amount of these financial guarantees were $1,158 million and $861
mllion at Decenber 31, 1998 and 1997, respectively. Additionally, the conpany
is responsible for fulfilling financial comitments associated with certain
contracts to which it is a party. These commitnents, which in the aggregate were
approximtely $1,600 nillion and $600 million at December 31, 1998 and 1997,
respectively, are not expected to have a material adverse effect on the
conpany’s financial position or results of operations.

The conpany’s deal ers had unused |ines of credit available fromIBMfor working



capital financing of approximately $3.6 billion and $2.1 billion at Decenber 31
1998 and 1997, respectively.

Derivative Financial Instrunents

The conpany has used derivative instruments as an element of its risk management
strategy for many years. Athough derivatives entail a risk of nonperformnce by
counterparties, the company manages this risk by establishing explicit dollar
and termlinitations that correspond to the credit rating of each carefully

sel ected counterparty. The company has not sustained a material loss fromthese
instruments nor does it anticipate any material adverse effect onits results of
operations or financial positionin the future
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The following table summarizes the notional value, carrying value and fair value
of the company’s derivative financial instruments on- and of f-bal ance sheet. The
notional value at Decenber 31 provides an indication of the extent of the
conpany’ s involvenent in such instrunents at that time, but does not represent
exposure to market risk

Not i onal
Val ue

<C
$24, 774
14,211

Carrying
Val ue

<TABLE>
<CAPTI ON>
At Decenber 31, 1998

Notional  Carrying Fai r
(Dol lars in mllions) Val ue Val ue Val ue
<S> <G <C <G
Interest rate and currency contracts $31, 484 $(485) $(427)
Option contracts 9,021 67 45
Tot al $40, 505 $(418) $(382)*

$38, 985

Bracketed amounts are liabilities

* The estimated fair value of derivatives both on- and of f-bal ance sheet at
Decenber 31, 1998 and 1997, consists of assets of $486 mllion and $581
milion and liabilities of $868 nillion and $304 nillion, respectively

</ TABLE>

Asignificant portion of the conpany's derivative transactions relates to the
matching of liabilities to assets associated with both its global financing
business and its non-global financing business. The conpany issues debt, using
the nost efficient capital markets and products, which may result in a currency
or interest rate nismatch with the underlying assets. Interest rate swaps or
currency swaps are then used to match the interest rates and currencies of its
debt to the related assets. These swap contracts principally mature within five
years. Interest and currency rate differentials accruing under these interest
rate and currency swap contracts are recognized over the life of the contracts
ininterest expense

The conpany uses internal regional centers to manage the cash of its
subsidiaries. These regional centers principally use currency swaps to convert
cash flows in a cost-effective manner, predoninantly for the conpany’'s European
subsidiaries. The terms of the swaps are generally Iess than one year. The
effects of these contracts are recognized over the life of the contract in
interest expense

The conpany al so utilizes currency swaps and other foreign currency contracts in
order to hedge the foreign currency exposures of certain of the conpany’s net
investments in foreign subsidiaries. The currency effects of these hedges are
reflected in the Accumul ated gains and | osses not affecting retained earnings
section of Stockhol ders’ equity, offsetting a portion of the translation of net
assets

Vhen the terns of an underlying instrument are modified, or if it ceases to
exist, all changes in fair value of the swap contract are recognized in incone
each period until it matures

Additional I'y, the conpany uses derivatives to linit its exposure to |0ss
resulting fromfluctuations in foreign currency exchange rates on anticipated
cash transactions anong foreign subsidiaries and the parent conpany. The conpany
receives significant intraconpany royalties and net payments for goods and
services fromits non-U.S. subsidiaries. In anticipation of these foreign
currency flows, and given the volatility of the currency markets, the conpany
selectively enploys foreign currency options to manage the currency risk. The
terms of these instruments are generally less than one year.

For purchased options that hedge qualifying anticipated transactions, gains and
| osses are deferred and recognized in net incone in the same period that the
under|ying transaction occurs, expires or is otherwise terminated. At December
31, 1998 and 1997, there were no material deferred gains or |osses. The prem uns
associated with entering into these option contracts are generally anortized
over the life of the options and are not material to the company’s results
Unamortized premiunms are included in prepaid assets. For purchased options that
hedge anticipated transactions which do not qualify for hedge accounting, gains
and | osses are recorded in net income as they occur on a mark-to-market basis
Al witten options are marked to market monthly and are not material to the
conpany’s results



The conpany al so enters into transactions to noderate the inpact that an
appreciation of the dollar relative to other currencies woul d have on the
translation of foreign earnings. These transactions do not qualify as hedges for
accounting purposes, and their foreign exchange gains and | osses are recorded in
net income as they occur.
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N Cther Liabilities and Environnental

Qther liabilities consists principally of accruals for nonpension postretirenent
benefits for U.S. enployees ($6.6 billion) and nonpension postretirement
benefits, indemity and retirenent plan reserves for non-U S. enployees ($1.4
billion). Mre detailed discussion of these liabilities appears in note X
"Nonpensi on Postretirement Benefits," on pages 83 and 84, and note W
"Retirement Plans," on pages 81 through 83.

Al'so included are non-current liabilities associated with infrastructure
reduction and restructuring actions taken in 1993 and prior. As a result,
amount s representing postenpl oyment preretirenment accruals in the amount of $793
mllion and $681 nillion (net of sublease receipts) for accruals for |eased
space that the conpany has vacated are included.

The conpany enpl oys extensive internal environmental protection prograns that
are primarily preventative in nature. The cost of these ongoing prograns is
recorded as incurred.

The conpany continues to participate in environnental assessments and cl eanups
at a nunber of locations, including operating facilities, previously owned
facilities and Superfund sites. The conpany accrues for all known environnental
liabilities for remediation costs when a cleanup program becomes probabl e and
costs can be reasonably estimated. In addition, estimated environmental costs
associated with post-closure activities, such as the renoval and restoration of
chemical storage facilities and nonitoring, are accrued when the decision is
made to close a facility. The total ampunts accrued, which do not reflect any
insurance recoveries, were $238 nillion and $243 nillion at Decenber 31, 1998
and 1997, respectively.

The amounts accrued do not cover sites that are in the prelininary stages of
investigation where neither the conpany's percentage of responsibility nor the
extent of cleanup required has been identified. Estimated environmental costs
are not expected to materially inpact the financial position or results of the
conpany’s operations in future periods. However, environmental cleanup periods
are protracted in length, and environmental costs in future periods are subject
to changes in environnental remediation regul ations.

0 Stockhol ders’ Equity Activity
Stock Repurchases

The Board of Directors fromtine to tine has authorized the conpany to
repurchase | BM common stock. The conpany repurchased 57, 384,100 comon shares at
a cost of $6.9 billion and 81,505,200 cormon shares at a cost of $7.1 billionin
1998 and 1997, respectively. The repurchases resulted in a reduction of

$28, 498,409 and $34,388,668 in the stated capital (par value) associated with
conmon stock in 1998 and 1997, respectively. In 1997, 10 nmillion repurchased
shares were used to establish the Enployee Benefits Trust (see below). In 1998
and 1997, 387,282 and 2,727,864 shares, respectively, were issued as a result of
acquisitions. The rest of the repurchased shares were retired and restored to
the status of authorized but unissued shares. At Decenber 31, 1998,
approximately $2.8 billion of Board authorization for repurchases remained. The
conpany plans to purchase shares on the open market fromtime to time, depending
on market conditions.

In 1995, the IBM Board of Directors authorized the company to purchase all of
its outstanding Series A7 1/2 percent preferred stock. During 1998 and 1997,
the conpany repurchased 51,250 shares at a cost of $5.5 million and 13,450
shares at a cost of $1.4 million, respectively. This resulted in a $512.50 and
$134.50 ($.01 par value per share) reduction in the stated capital associated
with preferred stock as of Decenber 31, 1998 and 1997, respectively. The
repurchased shares were retired and restored to the status of authorized but
uni ssued shares. The conpany plans to purchase remaining shares on the open
market and in private transactions fromtime to time, depending on market
condi tions.

Enpl oyee Benefits Trust

Effective November 1, 1997, the conpany created an enpl oyee benefits trust to
whi ch the conpany contributed 10 million shares of treasury stock. The company
is authorized to instruct the trustee to sell shares fromtinme to tinme and to
use proceeds fromsuch sales, and any dividends paid on such contributed stock,
toward the partial satisfaction of the company’s future obligations under
certain of its conpensation and benefits plans, including its retiree nedical
plans. The shares held in trust are not considered outstanding for earnings per
share purposes until they are conmitted to be released. The shares will be voted
by the trustee in accordance with its fiduciary duties. As of Decenber 31, 1998
and 1997, no shares have been conmitted to be rel eased.



At Decenber 31, 1998, the conpany adjusted its val uation of the enployee
benefits trust to fair value. This adjustment solely inpacted line itens within

stockhol ders’ equity and did not affect total stockholders’ equity or net
i ncone.
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<TABLE>
<CAPTI ON>

Accunul ated Gains and Losses Not Affecting Retained Earnings

Forei gn Net Unrealized Total Gains and
Currency Gains (Losses) on Losses Not Affecting
[tens Marketabl e Securities Ret ai ned Earni ngs
(Dollars in mllions) (Net of Tax) (Net of Tax) (Net of Tax)
<S> <C <C <C
Begi nni ng bal ance, January 1, 1996 $ 3,036 $ 57 $ 3,003
Change for period (635) 111 (524)
Endi ng bal ance, Decenber 31, 1996 2,401 168 2,569
Change for period (1,610 (60) (1,670)
Endi ng bal ance, Decenmber 31, 1997 791 108 899
Change for period 69 (57) 12
Ending bal ance, Decenmber 31, 1998 $ 860 $ 51 $ 9l
</ TABLE>
NET CHANGE | N UNREALI ZED GAINS (LOSSES) ON
MARKETABLE SECURITIES (NET OF TAX)
(Dol lars in mllions)
For the year ended Decenber 31 1998
Unreal i zed gains
arising during the period, net of tax $ 99
Less gains included in net income
for the period, net of tax 156
Net decrease in unrealized gains
on marketabl e securities, net of tax $(57)

P Contingenci es

The conpany is subject to a variety of clains and suits that arise fromtime to
time out of the ordinary course of its business, including actions with respect
to contracts, intellectual property, product liability and environnental
matters. The conpany does not believe that any such current action will have a
material inpact on the company’s business, financial condition or results of
operations.

On February 25, 1993, a class action conplaint was filed against the conpany in
the United States District Court for the Southern District of New York alleging,
among other matters, that the conpany disseninated fal se and misleading
statements concerning its financial condition and dividends during certain
periods of 1992, On February 3, 1997, Judge Rakoff issued an order granting the
conpany’s notion for summary judgment in this case inits entirety. Plaintiffs
filed an appeal and on November 17, 1998, the Second Gircuit Court of Appeal s
uphel d Judge Rakoff’s decision for the conpany.

Q Taxes

(Dollars in mllions)

For the year ended Decenber 31: 1998 1997 1996

I'ncone before income taxes:

U 'S operations $ 2,960 $ 3,193 $ 3,025

Non-U. S. operations 6, 080 5,834 5,562
$ 9,040 $ 9,027 $ 8,587

The provision for inconme taxes

by geographi c operations

is as follous:
U.S. operations $ 991 $ 974 $ 1,137
Non-U. S. operations 1,721 1,960 2,021



Total provision for incone taxes $ 2,712 $ 2,934 $ 3,158
The conponents of the provision
for income taxes hy taxing
jurisdiction are as foll ows:
US federal:
Current $ 1,117 $ 163 $ 727
Deferred (475) 349 83
642 512 810
US state and local:
Current 139 83 158
Deferred (260) (87) (353)
(121) (4 (195)
Non-U. S.:
Current 2,062 2,330 2,262
Deferred 129 96 281
2,191 2,426 2,543
Total provision for incone taxes 2,712 2,934 3,158
Provision for social security,
real estate, personal property
and other taxes 2, 859 2,774 2,584
Total provision for taxes $ 5,571 $ 5,708 $ 5,742
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The effect of tax law changes on deferred tax assets and liabilities did not
have a significant inpact on the conpany’s effective tax rate.

The significant conponents of activities that gave rise to deferred tax assets
and liabilities included on the bal ance sheet were as fol | ows:

DEFERRED TAX ASSETS

(Dollars in mllions)

At Decenber 31: 1998 1997
Enpl oyee henefits $ 3,909 $ 3,707
Bad debt, inventory and

warranty reserves 1,249 1,027
Alternative nininumtax credits 1,169 1,092
Capitalized research and devel opnent 913 1,196
Restructuring charges 863 1,163
Deferred incone 686 893
General business credits 555 492
Equity alliances 387 378
Foreign tax loss carryforwards 304 202
State and |ocal tax loss carryforwards 212 203
Depreciation 201 132
Intraconpany sales and services 182 235
O her 2,614 2,507
Goss deferred tax assets 13,244 13,227
Less: Valuation al | owance 488 2,163
Net deferred tax assets $12, 756 $11, 064
DEFERRED TAX LI ABILITIES
(Dollars in mllions)
At Decenber 31 1998 1997
Sal es-type | eases $3,433 $3,147
Retirenent benefits 2,775 2,147
Depreci ation 1,505 1, 556
Software costs deferred 287 420
O her 1,841 1,413
Goss deferred tax liabilities $9, 841 $8, 683

As part of inplementing its global strategies involving the relocation of
certain of its manufacturing operations, the conpany transferred certain

intellectual property rights to several non-US. subsidiaries in Decenber 1998.
Since these strategies, including this transfer, result in the anticipated
utilization of U S. federal tax credit carryforwards, the conpany reduced the
val uation all owance fromthat previously required. The valuation allowance at
Decenber 31, 1998, principally applies to certain state and [ocal and foreign
tax loss carryforwards that, in the opinion of management, are nore |ikely than

not to expire before the company can utilize them

A reconciliation of the conpany’'s effective tax rate to the statutory US.

federal tax rate is as foll ows:

Statutory rate

Foreign tax differential

State and | ocal

U S. valuation allowance
related itens

Ct her

(3)
1

Effective rate

For tax return purposes, the company has available tax credit carryforwards of

approxi mtely $2,067 nillion, of which $1,169 nmillion have an indefinite

carryforward period, $184 nillion expire in 1999 and the remainder thereafter.



The conpany al so has state and |ocal and foreign tax |oss carryforwards, the tax
effect of which is $516 nillion. Mst of these carryforwards are available for
10 years or have an indefinite carryforward period.

Undi stributed earnings of non-U S. subsidiaries included in consolidated
retained earnings amounted to $13,165 million at December 31, 1998, $12,511
mllion at December 31, 1997, and $12,111 million at Decenber 31, 1996. These
earnings, which reflect full provision for non-US. incone taxes, are
indefinitely reinvested in non-US. operations or will be renitted substantially
free of additional tax.

R Selling and Advertising

Selling and advertising expense is charged against income as incurred.
Advertising expense, which includes media, agency and pronotional expenses,
amounted to $1,681 mllion, $1,708 mllion and $1,569 million in 1998, 1997 and
1996, respectively.

S Research, Devel opnent and Engi neering

Research, devel opment and engineering expense amounted to $5,046 million in
1998, $4,877 million in 1997 and $5,089 nillion in 1996. Expenditures for
product-related engineering included in these amounts were $580 nillion, $570
milion and $720 million in 1998, 1997 and 1996, respectively.

Expenditures of $4,466 million in 1998, $4,307 nillion in 1997 and $4, 369
mllion in 1996 were made for research and devel opment activities covering basic
scientific research and the application of scientific advances to the

devel opment of new and inproved products and their uses. Of these amounts,
software-related activities were $2,086 million, $2,016 nillion and $2,161
mllion in 1998, 1997 and 1996, respectively. Included in the 1996 expenditures
is $435 nillion of purchased in-process research and devel opnent expense
relating to the Tivoli and Chject Technology International, Inc. acquisitions.
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T Earnings Per Share of Comon Stock

The following table sets forth the computation of basic and diluted earnings per
share.

<TABLE>
<CAPTI ON>

<S> <C <C
Nunber of shares on which basic earnings
per share is calcul ated:

Average outstanding during year 934,502, 785 983, 286, 361
Add--Increnental shares under stock
conpensation plans 25,562, 450 27,648, 581

Nunber of shares on which diluted earnings

1,056, 704, 188

23,004,716

per share is calculated 960, 065, 235 1,010,934, 942 1,079, 708, 904
Net income (nillions) $ 6,328 $ 6,093 $ 5,429
Less--Preferred stock dividends (mllions) 20 20 20
Net income on which basic and diluted earnings

per share are calculated (millions) $ 6, 308 $ 6,073 $ 5, 409
Basi ¢ earnings per share $ 6.75 $ 6.18 $ 5.12
Diluted earnings per share $ 6.57 $ 6.01 $ 5.01

Stock options to purchase 2,062,365 shares in 1998, 165,833 shares in 1997 and
784,141 shares in 1996 were outstanding, but were not included in the
conputation of diluted earnings per share because the options' exercise price
was greater than the average market price of the conmon shares, and therefore,
the effect would be antidilutive. In addition, 2,565 519 restricted stock units
in 1998 relating to the conpany’s Long- Term Performance Plan were not included
inthe conputation of diluted earnings as their effect would be antidilutive.

U Rental Expense and Lease Commitnents

Rental expense, including anmounts charged to inventories and fixed assets and
excl uding amounts previously reserved, was $1,431 mllion in 1998, $1,280
milionin 1997 and $1,210 million in 1996. The table bel ow depicts gross
mninumrental commitments under noncancel abl e | eases, anounts related to vacant
space that the conpany has reserved and subl ease incone commitnents. These
amunts general |y reflect activities related to office space and manufacturing
equi pment

Beyond
(Dollars in mllions) 1999 2000 2001 2002 2003 2003
@oss rental commitnents $1,398 $1,242 $1,085 $877 $623  $1,417
Vacant space 205 188 150 98 59 222
Subl ease i ncone comitnents 165 140 122 64 35 66

V Stock-Based Conpensation Plans

The conpany applies Accounting Principles Board (APB) Opinion No. 25 and related
Interpretations in accounting for its stock-based conpensation plans. A
description of the terms of the conpany’s stock-based conpensation plans

fol | ows:

Long- Term Per f ormance Pl an

Incentive awards are provided to officers and other key enployees under the
terms of the IBM 1997 Long- Term Performance Plan, which was approved by
stockhol ders in April 1997, and its predecessor plan, the 1994 Long-Term
Performance Plan ("the Plans"). The Plans are administered by the Executive
Conpensation and Managenent Resources Conmittee of the Board of Directors. The
committee determines the type and terms of the awards to be granted, including
vesting provisions.

Awards may include stock options, stock appreciation rights, restricted stock,
cash or stock awards, or any conbination thereof. The number of shares that may



be i ssued under the 1BM 1997 Long- Term Performance Plan for awards i s 50.3
mllion, which was 5 percent of the outstanding common stock on February 10,
1997. There were 34.3 nillion and 46.4 nmillion unused shares available for
granting under the 1BM 1997 Long- Term Performance Plan as of December 31, 1998
and 1997, respectively, and approximately 2.0 and 9.0 million shares available
for granting under the 1994 Long- Term Performance Plan at December 31, 1998 and
1997, respectively.

These awards, which are expressed in terms of shares, are adjusted to fair value
at the end of each period and the change in value is included in net incone.
Awards under the Plans resulted in conpensation expense of $322.4 nillion,
$214.1 mllion and $203.9 million in 1998, 1997 and 1996, respectively.
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Stock Option Gants

Stock options granted under the Plans al low the purchase of the conpany's comon
stock at 100 percent of the market price on the date of grant and generally
expire 10 years fromthe date of grant. The followi ng tables summarize option
activity of the Plans during 1998, 1997 and 1996:

<TABLE>
<CAPTI ON>
1998 1997 1996
Wd. Avg. Wd. Avg. Wd. Avg.
Exercise  No. of Shares Exercise  No. of Shares Exercise  No. of Shares
Price under QOption Price under Option Price under QOption

<S> < < < < < <
Bal ance at January 1 $ 54 61,728, 361 $44 61,435, 322 $39 68, 565, 806
Qptions granted 107 20,587, 675 71 21,471,228 63 15, 359, 058
Options exercised 44 (14,816, 738) 42 (19, 630, 005) 36 (19,302, 622)
ptions terninated 71 (1,777,373) 56 (1,548,184) 61 (3,186, 920)
Bal ance at Decenber 31 $72 65, 721, 925 $54 61,728, 361 $44 61, 435, 322
Exercisabl e at Decenber 31 $ 44 23,095, 818 $38 26, 619, 548 $41 30, 603, 845
</ TABLE>

The shares under option at December 31, 1998, were in the foll owing exercise
price ranges:

<TABLE>

<CAPTI ON>
Options Qutstanding Options Currently Exercisable
Wd. Avg. Wd. Avg. Wd. Avg.
No. of  Exercise Cont ract ual No. of Exerci se
Exercise Price Range ptions Price  Life (in years) ptions Price
<S> <C <C <G <G <C
$21 - 50A 16, 708, 124 $ 32 5 15, 137,952 $ 32
$51 - 80A 26, 369, 118 68 7 7,463, 820 66
$81 - 110A 20, 024, 496 103 9 491, 047 103
$111 and over 2,620, 187 138 10 2,999 112
65, 721, 925 $§72 23,095, 818 $ 44

</ TABLE>

| BM Enpl oyees Stock Purchase Plan

The | BM Enpl oyees Stock Purchase Plan (ESPP) enables substantially all regular
enpl oyees to purchase full or fractional shares of IBM common stock through
payrol | deductions of up to 10 percent of eligible conpensation. The price an
enpl oyee pays is 85 percent of the average market price on the last day of an
appl i cabl e pay period.

During 1998, 1997 and 1996, enpl oyees purchased 3,993,372, 4,676,980 and
6,461,856 shares, all of which were treasury shares, for which $415 nillion,
$354 nmillion and $324 million were paid to the company, respectively.

There were approximately 31.5 nillion, 35.5 nillion and 40.2 nillion reserved
uni ssued shares available for purchase under the ESPP, as previously approved by
stockhol ders, at Decenber 31, 1998, 1997 and 1996, respectively.

Pro Form Disclosure

I'n applying APB Opinion No. 25, no expense was recognized for stock options
granted under the Plan or for enployee stock purchases under the ESPP. SFAS 123
requires that a fair market value of all awards of stock-based conmpensation be
determined using standard techniques and that pro forma net income and earnings
per share be disclosed as if the resulting stock-based conpensation amounts were
recorded in the Consolidated Statement of Earnings. The table bel ow depicts the
effects of SFAS 123.

<TABLE>
<CAPTI ON>



<S>
Net income applicable to
comon shar ehol ders
Earnings per share of
comon st ock- - basi ¢
Earni ngs per share of
common st ock--assuning dilution

$6, 308

$6.75

$5, 985

$ 6.40

1997
s reported  Pro form
<C N
$6, 073 $5, 866
$6.18 $5.97
$6.01 $ 5.82

As reported Pro form
< N
$5, 409 $5, 267
$5.12 $4.98
$5.01 $4.89
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The pro forma anounts, for purposes of SFAS 123, reflect the portion of the
estimated fair value of awards earned in 1998, 1997 and 1996. The aggregate fair
val ue of awards granted is earned ratably over the vesting or service period and
is greater than that included in the pro forma amunts.

The conpany used the Bl ack-Schol es model to value the stock options granted in
1998, 1997 and 1996. The wei ght ed-average assunptions used to estimate the val ue
of the options included in the pro forma amounts, and the wei ght ed-average
estimated fair value of an option granted are as foll ows:

1998 1997 1996

Term (years)* 5/6 5/6 5/6
Volatility** 26. 4% 23.0% 22.0%
Risk-free interest rate (zero

coupon U.S. treasury note) 5.1% 6.2% 6. 0%
Dividend yield 0.8% 1.0% 1.2%
i ght ed- average fair

val ue of options $ 36 $ 25 $ 20

¥ Option termis based on tax incentive options (5 years) and non-tax
incentive options (6 years).

** To deternine volatility, the conpany neasured the daily price changes of
the stock over the most recent 5 and 6 year periods.

WRetirenent Plans

The conpany and its subsidiaries have defined benefit and defined contribution
retirement plans covering substantially all regular enployees, and a
suppl emental retirenment plan that covers certain executives.

The changes in the benefit obligations and plan assets of the U S. and material
non-U. S. defined benefit plans for 1998 and 1997 were as fol | ows:

<TABLE>
<CAPT| ON>
US Plan

(Dollars in mllions) 1998 1997*
<S> <G <G
Change in benefit obligation:
Benefit obligation at beginning of year $ 33,161 $ 29,729
Service cost 532 397
Interest cost 2,261 2,215
Plan participants’ contributions -- -
Acqui sitions/divestitures, net 22 (2)
Anmendment s -- 14
Actuarial |osses 2,729 2, 805
Benefits paid fromtrust (2,144) (1,997)
Direct benefit paynents -- --
Forei gn exchange i mpact
Plan curtailments/settlements/termnation benefits
Benefit obligation at end of year 36, 561 33,161
Change in plan assets:
Fair value of plan assets at beginning of year 38, 475 34,281
Actual return on plan assets 5,240 6,193
Enpl oyer contribution -- --
Acqui sitions/divestitures, net 22 (2)
Plan participants’ contributions -- --
Benefits paid fromtrust (2,144) (1,997)
Forei gn exchange i mpact -- --
Settlements
Fair value of plan assets at end of year 41,593 38,475
Fair value of plan assets in excess

of benefit obligation 5,032 5,314
Unrecogni zed net actuarial gains (1,289 (1,901)
Unrecogni zed prior service costs 174 190

Unrecogni zed net transition asset (771) (911)
Adj ustment to recognize minimumliability -- --

Non-U.S. Plans
1998 1997+

<C <C
$ 18, 846 $ 19, 883
399 366
1,213 1,182
29 33
-- 129
Y .-
1,331 431
(683) (623)
(254) (281)
1,155 (2,186)
10 (88)
22,048 18, 846
21, 841 21,039
2,400 3,454
452 192
-- 129
29 33
(683) (623)
1,283 (2,263)
(28) (120)
25, 294 21, 841
3,246 2,995
(2,342) (2,897)
181 194
(78) (83)
(87) (3)



Prepai d pension asset recognized
in the Consolidated Statement of Financial Position $ 3,146 $ 2,692 $ 920 $ 206

* Reclassified to conformto 1998 presentation.
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US Plan: US regular, full-time and part-tinme enpl oyees are covered by a
noncontributory plan that is funded by conpany contributions to an irrevocable
trust fund, which is held for the sole benefit of enployees. Under a new
formula, which is being phased in over five years, retirenent benefits will be
determined based on points accunul ated for each year worked and final average
conpensation period. To preserve benefits of enployees close to retirenent,
service and earnings credit will continue to accrue under the prior formla
through the year 2000, and upon retirenment, these enmpl oyees will receive the
benefit fromeither the newor prior fornulas, whichever is higher. Benefits
become vested upon the conpletion of five years of service. The nunber of

indi vidual s receiving benefits at Decenber 31, 1998 and 1997, was 116,685 and
108, 415, respectively.

Non-U.S. Plans: Mbst subsidiaries and branches outside the U S have retirenent
plans covering substantially all regular enployees, under which funds are
deposited under various fiduciary-type arrangements, annuities are purchased
under group contracts or reserves are provided. Retirement benefits are based on
years of service and the enployee's conpensation, generally during a fixed
nunber of years imediately prior to retirenent. The ranges of assumptions used
for the non-U.S. plans reflect the different econonic environnents within
various countries.

U S. Supplenental Executive Retirement Plan: The conpany al so has a
non-qualified U'S. Supplemental Executive Retirement Plan (SERP). The SERP,
which is unfunded, provides eligible executives defined pension benefits outside
the IBM Retirenent Plan, based on average earnings, years of service and age at
retirement. At Decenber 31, 1998 and 1997, the projected benefit obligation was
$178 million and $128 million, respectively, and the anpunts included in the
Consol i dated Statement of Financial Position were pension liabilities of $81
mllion and $56 nillion, respectively.

Wiéi ght ed- average assunptions as of Decenber 31

<TABLE>
<CAPTI O\>
US Plan Non-U.S. Plan
1998 1997 1996 1998 1997 1996
<S> <C < <C < < <
Di scount rate 6. 5% 7.0% 7.75% 4.5 - 7.5% 4.5 - 7.5% 4.5 - 8.5%
Expected return on plan assets 9.5% 9.5% 9. 25% 6.5 - 10.0% 6.0 - 9.5% 6.5 - 10.0%
Rate of conmpensation increase 5. 0% 5. 0% 5. 0% 2.7- 6.1% 2.6 - 6.1% 2.3 - 6.5%
</ TABLE>
The cost of the defined benefit plans for 1998, 1997 and 1996 was as fol | ows:
<TABLE>
<CAPTI ON>
US Plan Non-U.S. Plan

(Dol lars in mllions) 1998 1997* 1996+ 1998 1997+ 1996*
<S> <C < < < <C <C
Service cost $ 532 § 397 § 412 $ 399 $§ 366 $ 384
Interest cost 2,261 2,215 2,125 1,213 1,182 1,302
Expected return on plan assets (3,123) (2,907) (2,701) (1,739) (1,457) (1,485)
Net amortization (124) (125) (121) 21 15 27
Settlenment |osses/(gains) -- -- -- 10 (63) (102)
Net periodic pension cost (benefit)--US. Plan

and material non-US. Plans $ (454) § (4200 $ (285 $ (96 $ 43 & 126
Total net periodic pension cost (benefit) for all

non-U.S. plans $ (42 $ 50 $ 148
* Reclassified to conformto 1998 presentation
Cost of defined contribution plans $ 288 § 236 $ 209 $ 90 $ 64 $ 29
Cost of conplenmentary defined benefits $ 34 & 3B § 2
Cost of U S. supplenental executive

retirenent plan $ 25 § 20 $ 19

</ TABLE>
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Net periodic pension cost is deternmined using the Projected Unit Credit
actuarial nethod.

The effects on the conpany’s results of operations and financial position from
changes in the estimtes and assunptions used in conputing pension and prepaid
pension assets or pension liability is mtigated by the delayed recognition
provisions of SFAS 87, with the exception of the effects of settlenent gains,
curtailment losses and early terninations, which are recognized imwediately. The
0.5% decrease in the discount rate in 1998 resulted in an actuarial loss of
$2,144 mllion for the US. plan. The 0.75% decrease in the discount rate in
1997 resulted in an actuarial loss of $2,723 million for the U S. plan.

It is the conpany's practice to fund amounts for pensions sufficient to meet the
m ni numrequirenents set forth in applicable employee benefits laws and with
regard to local tax laws. Additional amounts are contributed fromtime to tinme
when deenmed appropriate by the conpany. Liabilities for anounts in excess of
these funding levels are accrued and reported in the conpany’s Consolidated
Statement of Financial Position. The assets of the various plans include
corporate equities, government securities, corporate debt securities and real
estate.

At Decenber 31, 1998, the material non-US. defined benefit plans in which the
plan assets exceeded the benefit obligation had obligations of $18,217 million
and assets of $21,736 nmillion. The material non-U S. defined benefit plans in
whi ch the benefit obligation exceeded the fair value of plan assets had
obligations of $3,831 million and assets of $3,558 nillion.

At Decenber 31, 1997, the material non-U S. defined benefit plans in which the
plan assets exceeded the benefit obligation had obligations of $18,322 million
and assets of $21,391 nillion. The material non-U S. defined benefit plans in
whi ch the benefit obligation exceeded the fair value of plan assets had
obligations of $524 million and assets of $450 nillion.

X Nonpensi on Postretirement Benefits

The conpany and its U.S. subsidiaries have defined benefit postretirement plans
that provide medical, dental and life insurance for retirees and eligible
dependents. Plan cost maxinums for those who retired prior to January 1, 1992,
will take effect beginning with the year 2001. Plan cost maximns for all other
enpl oyees take effect upon retirement.

The changes in the benefit obligation and plan assets of the U.S. plans for 1998
and 1997 are as fol | ows:

Change in benefit obligation:
Benefit obligation at beginning

of year $ 6,384 $ 6,453
Service cost 42 32
Interest cost 427 455
Anmendment s (26) (290)
Actuarial gains (146) (234)
Actuarial |osses 272 435
Benefits paid fromtrust (486) (455)
Direct benefit payments (10) (12)
Benefit obligation at end of year 6, 457 6, 384

Change in plan assets:
Fair value of plan assets at

begi nning of year 120 559
Actual return on plan assets 10 16
Empl oyer contributions 479 --
Benefits paid, net

of enployee contributions (486) (455)

Fair value of plan assets at
end of year 123 120

Benefit obligation in excess

of plan assets (6,334) (6,264)
Unrecogni zed net actuarial |osses 700 578
Unrecogni zed prior service cost (965) (1,073



Accrued postretirenent
benefit liability recognized in the
Consol i dated Statenent
of Financial Position $(6,599) $(6, 759)

* Reclassified to conformto 1998 presentation.

The benefit obligation was deternined by application of the terms of medical,
dental and life insurance plans, including the effects of established maxinuns
on covered costs, together with relevant actuarial assunptions. These actuarial
assunptions included a projected heal thcare cost trend rate of 6 percent.
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The net periodic postretirement benefit cost for the U.S. plan for the years
ended Decenber 31 included the fol | owing conponents:

(Dollars in mllions) 1998 1997 1996
Service cost $ 42 $ 32 $ 43
Interest cost 427 455 478
Expected return on

plan assets (5) (15) (68)
Net amortization and deferral (133) (119 (87)

Net periodic postretirenent
benefit cost $ 331 $ 353 $ 366

VEI GHTED- AVERAGE ASSUMPTI ONS AS OF DECEMBER 31:

Di scount rate 6. 5% 7.0% 7.75%
Expected return on
plan assets 5. 0% 5. 0% 9.25%

The assets of the plan are conprised of short-termfixed income investnents.
Certain of the conpany’s non-U. S. subsidiaries have simlar plans for retirees.
However, nost of the retirees outside the United States are covered by
governnent - sponsored and admi ni stered programs. The obligations and cost of
these programs are not significant to the conpany.

A one percentage-poi nt change in the assumed heal thcare cost trend rate would
have the following effects as of December 31, 1998:

One Percentage One Percentage
(Dol lars in mllions) Point Increase Point Decrease

Effect on total service and

interest cost $ 4 $ (6)
Effect on postretirement benefit
obligation $87 $(122)

Y Segment | nformation

[BMis in the business of providing customer solutions through the use of
advanced information technol ogy. The conpany operates primarily in a single
industry utilizing several segnents that create value by offering a variety of
solutions that include, either singularly or in some conbination, technologies,
systems, products, services, software and financing.

Organi zational Iy, the company’s major operations consist of three hardware
product segments--Technol ogy, Personal Systems and Server; a Gobal Services
segment; a Software segnment; a G obal Financing segnent and a series of
Enterprise Investnents. The product segnents are deternined based on several
factors including custonmer base, hompgeneity of products, technol ogy, delivery
channel s and other factors.

The Technol ogy segment produces peripheral equipment for use in general purpose
conputer systems including storage and networking devices, advanced function
printers and display devices. In addition, the segment provides conponents such
as semconductors and hard di sk drives for use in the company’s products and for
sale to original equipment manufacturers (OEM. Major business units include
Storage Systems, Mcroelectronics, Printer Systems and Networking Hardware.

The Personal Systems segment produces general purpose computer systens,
including some systemand consumer software, that operate applications for use
by one user at a time (personal conputer clients), or as servers, and display
devices. Major brands include the Aptiva home PC's, IntelliStation workstations,
Netfinity servers, PC 300 conmercial desktop and ThinkPad nobile systens.
Consurer software brands include Crayola, Edmark and World Book Miltimedia
Encycl opedia. These products are sold primarily through reseller and retail
channel s.

The Server segment produces powerful multi-purpose conputer systems that operate
many open-network based applications and are used primarily by mltiple users at
the same time. They perform hi gh-vol ume transaction processing and serve data to
personal systems and other end-user devices. The servers are the engines behind
the bul k of electronic business transactions, including e-comerce. Major brands
include S/390, AS/400 and RS/ 6000. The segment’s products are sold directly by



the conpany and through business partner relationships.
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The A obal Services segnent is the world s largest and nost versatile
information technol ogy services provider, supporting computer hardware and

sof tware products, and providing professional services to help custoners of al
sizes realize the full value of information technology (1T). The segnent
provides its customers with services that include business and IT consulting
busi ness transformational services |ike an ERP solution, e-business services and
full scope services |ike strategic outsourcing or Total Systens Managenent
services. The G obal Services segment is uniquely suited to integrate the ful
range of the company’s capabilities, including hardware, software and research

The Software segment delivers operating systems for the conmpany’s servers and
m ddl eware for 1BMand non-1BM platforms. M ddl eware includes application

devel opment, data management, networking, systens managenment, transaction
processing, and messaging and col | aboration. In addition to its own devel opnent
product and marketing effort, the segment supports more than 29,000 independent
software vendors to ensure that the conpany's software and hardware of ferings
are included in those partners’ solutions

The @ obal Financing segment provides and facilitates a broad array of financing
services for the conpany, its custoners and its business partners. The primry
focus is to leverage its financial structuring, portfolio management and
partnering skills to expand the conpany’s customer and partner base

Enterprise Investnents segnent provides a spectrumof initiatives in information
technol ogy sol utions, supporting the hardware, software and services segnents of
the conpany. The segment devel ops unique products designed to meet specific

mar ket pl ace requirements and to conplement the conpany’'s overall portfolio of
products

Segment revenue and pre-tax incone include transactions between the segments
which are intended to reflect an armis-length transfer at the best price

avail able for conparable external customers. Specifically, semconductors and
disk drives are sourced internally fromthe Technol ogy segment for use in the
manuf acture of the Server segment and Personal Systems segment products

Technol ogy, hardware and software used by the G obal Services segment in

out sourcing engagements are sourced internal |y fromthe Technol ogy, Server,
Personal Systems and Software segments. For the internal use of information
technol ogy services, the Gobal Services segnent recovers cost as well as a
reasonabl e fee reflecting the arms-length value of providing the services. The
G obal Services segnent enters into armis-length leases at prices equivalent to
market rates with the Gobal Financing segment to facilitate the acquisition of
equi pment used in outsourcing engagenents. All internal transaction prices are
reviewed and reset annually if appropriate

The conpany extensively utilizes shared-staff concepts in order to realize
econoni es of scale and efficient use of resources. As such, a significant amount
of expense i s shared by all of the conpany’s segments. This expense represents
sal es coverage, marketing and support functions such as Accounting, Treasury
Procurenent, Legal, Human Resources and Billing and Col | ections. \here
practical, shared expenses are allocated based on measurable drivers of expense
e.g., Human Resources costs are allocated on headcount while account coverage
expenses are allocated on a revenue nix that reflects the conpany’s sales

conmi ssion plan. Wen a clear and neasurable driver cannot be identified, shared
expenses are allocated based on a financial basis consistent with the conpany’s
management system e.g., image advertising is allocated based on the gross
profit of the segments. The unall ocated corporate expenses prinmarily relate to
expense arising fromcertain acquisitions, indirect infrastructure reductions
and currency exchange gains and | osses recorded in net income which are not
allocated to the segments

The following tables reflect the results of the segnents consistent with the
conpany’ s management system These results are not necessarily a depiction that
isinconformty with generally accepted accounting principles, e.g., enployee
retirement plan costs are devel oped using actuarial assunptions on a
country-by-country basis and al located to the segnents on headcount. A different
result could be arrived at for any segment if actuarial assunptions unique to
each segnent were used. Performance neasurenent is based on incone before incone
taxes (pre-tax income). These results are used, in part, by managenent, both in
eval uating the performance of, and in allocating resources to, each of the
segnents.
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<TABLE>
<CAPTI ON>

MANAGEMENT SYSTEM SEGVENT VI EW

Har dware Segment s

Per sonal @ obal Gobal  Enterprise Total

(Dollars inmillions)  Technol ogy Systens Server Servi ces Sof tware Financing Investnents Segnent s
<S> <> <> <> < <> < < <
1998:
External revenue $11,890 $12,776 $10, 624 $28, 916 $11, 863 $2,979 $2, 468 $81,516
Internal revenue 4,578 29 445 2,747 749 792 56 9,396
Total revenue $16, 468 $12, 805 $11, 069 $31, 663 $12,612 $3,771 $2,524 $90, 912
Pre-tax incone $ 955 $ (992) $ 2,842 $ 3,757 $ 2,588 $1, 165 $ (616) $ 9,699
Revenue year-to-

year change (4.4)% (10.8)% (6.0)% 13.5% 6. 6% 5. 8% 0.6% 2. 0%
Pre-tax inconme year-

to-year change (47.1)% (516.1) % (L.9)% 30. 0% 27. 2% 3.0% 32. 3% 0.1%
Pre-tax income margin 5.8% (7.7)% 25. 7% 11. 9% 20. 5% 30. 9% (24.4)% 10. 7%
1997:
External revenue $11, 083 $14, 337 $11, 286 $25, 166 $11, 164 $2,935 $2,438 $78, 409
Internal revenue 6, 147 20 491 2,737 671 628 70 10, 764
Total revenue $17, 230 $14, 357 $11, 777 $27,903 $11, 835 $3, 563 $2,508 $89, 173
Pre-tax income $ 1,806 $ (161)  $ 2,89 $ 2,890 $ 2,034 $1,131 $ (910 $ 9,686
Revenue year-to-

year change 0.3% 3.3% (6.9)% 12.6% (1.5)% (3.3)% 5.0% 3.0%
Pre-tax income year-

to-year change 17. 7% (312.8)% (12.1)% 14.3% (17.5)% (10.2)% (17.4)% (5.7)%
Pre-tax income margin 10. 5% (1.1)% 24. 6% 10. 4% 17. 2% 3L 7% (36.3)% 10. 9%
1996:
External revenue $10, 244 $13, 876 $12,230 $22, 310 $11, 426 $3, 224 $2,294 $75, 604
Internal revenue 6, 942 23 423 2,460 593 462 95 10, 998
Total revenue $17, 186 $13, 899 $12, 653 $24,770 $12,019 $3, 686 $2, 389 $86, 602
Pre-tax incone $ 1,535 $ (39) $3293 $ 2,529 $ 2,466 $1, 260 $ (775) $10, 269
Pre-tax income margin 8. 9% (0.3)% 26. 0% 10. 2% 20. 5% 34. 2% (32.4)% 11. 9%
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Reconciliations to | BMas Reported

(Dollars in mllions) 1998 1997 1996
REVENUE;
Total reportable segnents $90, 912 $89, 173 $86, 602
Qther revenues 151 99 343
Elimnation of internal

revenue (9,396) (10, 764) (10, 998)
Total |BM Consol i dat ed $81, 667 $78, 508 $75, 947
PRE- TAX | NCOME:
Total reportable segnents $9, 699 $9, 686 $10, 269
Elimnation of internal

transactions (162) (377) (251)
Unal | ocated corporate

expenses (497) (282) (996)
Purchased research and

devel oprent -- -- (435)
Total |BM Consolidated $9, 040 $9, 027 $8, 587

Maj or Custoners
No single custoner represents 10%or more of the conpany’s total revenue.
Immaterial Items

| NVESTMENT N EQUI TY ALLI ANCES AND
EQUITY ALLI ANCES GAI NS/ LOSSES

The investnents in equity alliances and the resulting gains and | osses from
these investnents attributable to the segments are minimal and do not have a
material inpact on the financial results of the segnents.

Segment Assets and Qther Itens

The assets of the hardware segnents primarily include inventory and plant,
property and equi pment. The software segment assets mainly include inventory,
plant, property and equipnent, and investnent in deferred software devel opment.
The G obal Services segnent assets primarily include naintenance inventory and
plant, property and equipment associated with its strategic outsourcing

busi ness. Details regarding the G obal Financing segment assets can be found on
page 89.

To acconplish the efficient use of space and equipment, it becomes necessary, in
nost instances, for several segments to share plant, property and equi pment
assets. Were assets are shared, landlord ownership of the assets is assigned to
one segment and not allocated to each user segment. This is consistent with the
conpany’ s managenent systemand is reflected as such in the schedul e on page 88.
I'n such cases, there will not be a precise conpatibility between segment pre-tax
income and segment assets.

Sinilarly, the depreciation amounts reported by segnent are deployed on a
| andl ord ownership basis and may not be consistent with the actual amounts
included in the segnents’ pre-tax income. Such amounts included in pre-tax
income reflect occupancy charges fromthe landl ord segnent and are not
specifically identified by the management reporting system

Capital expenditures reported by segnent are also in line with the landlord
owner ship basis of asset assignment.

The @ obal Financing segment anmounts on page 88 for interest income and interest
expense reflect the interest income and expense associated with the financing
business as well as the investnent in cash and marketable securities. The
remaining amunts of interest income and interest expense are not allocated
discretely to the other segnents, but are included as part of an indirect
expense al | ocati on.
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<TABLE>
<CAPTI ON>

@ obal
Servi ces Sof t war e

@G obal
Fi nanci ng

Enterprise
[ nvest ment s

Tot al
Segment s

$2,106
178

288

$2,191
167

235

$2,322
201

171

$2,236 $2,577
322 681

358 424

$1,914 $2, 642
315 1,132

361 515

$2, 067 $2,813
283 1,496

359 453

$40, 109
2,768

3,438
2,725
1,252

$35, 444
2,170

3,615
2,639
1,175

$31,793
1,761

3,086
2,752
1,166

$363

$362
10

16

$295
11

11

$60, 106
5,292

6, 727
2,725
1,252

$54, 242
4,998

6, 965
2,639
1,175

$51, 391
4,923

6, 047
2,752
1,166

$54, 242

(6, 287)

6, 062
7,441
4,746

7,564
3,828
3,903

$51, 391
(5,192)

6,601
7,962
4,683

7,505
3,323
4,859

Per sonal
(Dol lars in mllions) Technol ogy Syst ems
<S> N N
1998:
Assets $11, 251 $1, 464
Depreci ation/amortization 1,207 121
Capital expenditures/

i nvest ment - sof t war e 2,044 156
Interest incone -- --
Interest expense
1997:

Asset s $10, 060 $1, 629
Depreci ation/anmortization 1,092 112
Capital expenditures/

i nvest ment - sof t war e 2,028 195
Interest income -- --
Interest expense
1996:

Asset s $ 9,435 $2, 666
Depreci ation/amortization 1,030 141
Capital expenditures/

i nvest ment - sof t war e 1, 805 162
Interest incone -- --
Interest expense
</ TABLE>
Reconciliations to | BMas Reported
(Dollars in mllions) 1998
ASSETS
Total reportable segnents $60, 106
Elimnation of internal

transactions (7,519)
Unal | ocat ed amounts:

Cash and marketabl e securities 4,295

Notes and accounts receivabl e 7,715

Deferred tax assets 5,376

Plant, other property

and equi pment 7,706

Pension assets 4,836

O her 3,585
Total |BM Consol i dat ed $86, 100

$81, 499

$81,132
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In addition to the previous information for the conpany’s business segments, the
following information is provided to enhance the understanding of the G obal
Financing segment. This data summarizes the G obal Financing segnent’'s financial
statements for 1998, 1997 and 1996, respectively.

STATEMENT OF FI NANCI AL PCSI TI ON

(Dollars in mllions)

At Decenber 31: 1998 1997 1996
Assets:
Cash and cash

equi val ents $ 1,032 $ 998 $ 1,433
Net investnent in

capital |eases 14, 456 13,831 13,430
Wor ki ng capital

financing receivabl es 5,798 4,928 4,030
Loans receivabl e 8, 682 6,951 6,428
Inventories 119 111 98

Equi pment on operating
| eases and ot her property,
net of accumul ated

depreciation 5,663 5, 168 3,988
Qther assets 4,359 3, 457 2,386
Total assets $40, 109 $35, 444 $31,793

Liabilities and stockhol ders’ equity:
Taxes, accrued expenses

and other liabilities $ 8,077 $ 7,969 $ 7,915
Debt 27,754 23,824 20, 627
Total liabilities 35,831 31,793 28, 542
Stockhol ders’ equity/

invested capital 4,218 3,651 3,251
Total liabilities and

stockhol ders’ equity $40, 109 $35, 444 $31,793
NET | NCOVE

(Dollars in mllions)

For the year ended Decenber 31: 1998 1997 1996
Net income before

i NCONE taxes $1, 165 $1,131 $1, 260
Provision for incone taxes 432 429 531
Net income $ 733 $ 702 $ 729
Return on equity 19. 1% 20. 3% 22. 1%
CASH FLONS

(Dollars in millions)

For the year ended December 31 1998 1997 1996
Net cash provided from

operating activities $ 4,441 $ 3,919 $ 5,314
Net cash used in

investing activities (7,296) (8,435) (5,544)
Net cash provided from

financing activities 2,856 4,102 872

Effect of exchange rate

changes on cash and

cash equival ents 33 (21) (17)
Net change in cash

and cash equival ents 34 (435) 625
Cash and cash equival ents

at January 1 998 1,433 808



Cash and cash equival ents
at Decenber 31 $ 1,032 $ 998 $ 1,433

Revenue by O asses of Sinilar Products or Services

For the Personal Systens, Server, Software and G obal Financing segments, the
segment data on page 86 represents the revenue contributions fromthe products
contained in the segments which are basically sinilar in nature. In the
Technol ogy and G obal Services segnents the table bel ow provides external
revenue for simlar classes of products within those segnents. CEM hardware
consists primrily of revenue fromthe sale of HDD storage files and

sem conductors. Storage consists of externally attached direct access storage
devices and tape storage devices. Qther technol ogy consists primrily of
advanced function printers and networking devices.

Consol i dat ed

(Dollars in mllions) 1998 1997 1996
Technol ogy:

CEM $ 6,756 $ 5,560 $ 4,123

Storage 2,439 2,644 2,716

O her technol ogy 2,695 2,879 3, 405
@ obal Services:

Services 23,730 19,534 16, 218

Mai nt enance 5,186 5,632 6,092
Geogr aphi ¢ Information
<TABLE>
<CAPT| ON>
Geogr aphi ¢ Information

Revenue* Long-lived Assets**

(Dollars in mllions) 1998 1997 1996 1998 1997 1996
<S> <C < < <C <G <
United States $35, 303 $32, 663 $29, 395 $18, 450 $17, 802 $16, 910
Japan 8, 567 9, 765 10, 181 4,310 3,635 3,765
Qther non-U S, countries 37,797 36, 080 36, 371 12,343 11,621 11,648
Tot al $81, 667 $78, 508 $75, 947 $35, 103 $33, 058 $32, 323

* Revenues are attributed to countries based on |ocation of custoner.

** Includes all non-current assets except non-current financial instruments
and deferred tax assets.
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Fi ve- Year Comparison of Selected Financial Data

<TABLE>
<CAPTI ON>

(Dol lars in mllions except per share amounts)

<G
$64, 052
3,021
2.51
2.48
585
.50

3,078
14. 3%
$81, 091
16, 664
12,112

22,118
23,413

Hi gh Low
<C <G
$108. 38 $ 95.63

129.31 103.31
138.13 110.75
189. 94 116. 81
$85. 06 $65. 00
93.75 63. 56
109. 44 90.13
113.50 88. 63

For the year: 1998 1997 1996 1995
<S> <o < <G <C
Revenue $81, 667 $78,508 $75, 947 $71, 940
Net incone 6, 328 6,093 5,429 4,178

Per share of comon stock--basic 6.75 6.18 5.12 3.61

Per share of common stock--assuming dilution 6.57 6.01 5.01 3.53
Cash dividends paid on comon stock 814 763 686 572

Per share of commn stock . 86 175 .65 .50
Investment in plant, rental machines

and ot her property 6,520 6, 793 5, 883 4,744
Return on stockhol ders’ equity 32. 6% 29. 7% 24. 8% 18.5%
At end of year:
Total assets $86, 100 $81, 499 $81,132 $80, 292
Net investment in plant, rental machines

and ot her property 19, 631 18, 347 17, 407 16, 579
Wor ki ng capital 5,533 6,911 6, 695 9,043
Total debt 29,413 26, 926 22,829 21,629
Stockhol ders’ equity 19, 433 19, 816 21,628 22,423
</ TABLE>
Selected Quarterly Data
<TABLE>
<CAPTI ON>
(Dol lars in mllions except per share amounts and stock prices)

Per Share Common Stock
Ear ni ngs-
G oss Net Ear ni ngs- Assumi ng
Revenue Profit [ ncore Basi ¢ Dilution Di vi dends

<S> <C <C <C <C <C <C
1998
First quarter $17,618 $ 6,450 $1,036 $1.08 $1.06 $.20
Second quarter 18, 823 7,146 1,452 1.54 1.50 .22
Third quarter 20,095 7,467 1,494 1.60 1.56 .22
Fourth quarter 25,131 9,809 2, 346 2.55 2.47 .22
Tot al $81, 667 $30, 872 $6, 328 $6. 75* $6.57* $ .86
1997
First quarter $17,308 $ 6,592 $1,195 $1.19 $1.16 $.175
Second quarter 18, 872 7,401 1,446 1.46 1.43 . 200
Third quarter 18, 605 7,098 1,359 1.38 1.3 .200
Fourth quarter 23,723 9,518 2,093 2.16 2.11 .200
Tot al $78, 508 $30, 609 $6, 093 $6. 18* $6. 01* $.775

¥ The sumof the quarters' earnings per share does not equal the
year-to-date earnings per share due to changes in average share
calculations. This is in accordance with prescribed reporting

requirenents.

** The stock prices reflect the high and low prices for IBM's common stock on
the New York Stock Exchange composite tape for the last two years.
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STOCKHOLDER | NFORMATI ON
| BM St ockhol der Servi ces
Stockhol ders with questions about their accounts shoul d contact:

First Chicago Trust Conpany, a division of Equi Serve
M| Suite 4688

P.O. Box 2530

Jersey Gity, New Jersey 07303-2530

(888) 1BM 6700

Investors residing outside the United States, Canada and Puerto Rico should call
(201) 324-0405.

Stockhol ders can al so reach First Chicago Trust Conpany via the Internet at:
i bnfct @m f cnbd. com

Hearing-inpaired stockhol ders with access to a tel ecomunications device (TDD)
can conmunicate directly with First Chicago Trust Conpany by calling (201)
222- 4489.

[BMon the Internet

Topics featured in this Annual Report can be found via the |1BM home page on the
Internet (http://wavibmcon. Financial results, news on |BM products, services
and other activities can also be found via that address. Stockhol ders of record
can receive online account information and answers to frequently asked questions
regarding stockhol der accounts via the Internet (http://ww.ibmconlinvestor).

Stockhol ders of record can also consent to receive future |BM Annual Reports and
Proxy Statenents online through the Internet at this site.

[ BM I nvestor Services

The Investor Services Programbrochure outlines a number of services provided
for IBMstockhol ders and potential IBMinvestors, including the reinvestment of
dividends, direct purchase and the deposit of IBMstock certificates for

saf ekeeping. Call (888) 421-8860 for a copy of the brochure. Investors residing
outside the United States, Canada and Puerto Rico should call (201) 324-0405.

Annual Meeting

The 1BM Annual Meeting of Stockholders will be held on Tuesday, April 27, 1999,
at 10 a.m (EST) at the James L. Knight Center at the Mam Convention Center in
Manm, Forida.

[ BM St ock

| BM comon stock is listed on the New York Stock Exchange, on other exchanges in
the United States and around the world.

St ockhol der Communi cat i ons

Stockhol ders in the United States and Canada can get quarterly financial

results, listen to a summary of M. Gerstner’s Annual Meeting remarks and hear
voting results fromthe meeting by calling (800) IBM 7800. Callers can also
request printed copies of the information via mail or fax. Stockhol ders residing
outside the United States, Canada and Puerto Rico should call (402) 573-9861.

Investors with other requests my wite to:

[ BM St ockhol der Rel ati ons
| BM Cor poration

New Orchard Road

Armonk, New York 10504

Literature for |BM Stockhol ders

The following literature on IBMis available without charge fromFirst Chicago
Trust Conpany, a division of EquiServe

M| Suite 4688

P.O. Box 2530

Jersey Gity, New Jersey 07303-2530
(201) 324-0405

The Form 10-K Annual Report and Form 10-Q Quarterly Reports to the SEC provide
addi tional information on IBMs business. The 10-Kis issued in April; 10-Q
reports are released in My, August and November.

An audi o cassette recording of the 1998 Annual Report is available for



sight-inpaired stockhol ders.
IBM Credit Corporation’s Annual Report is available in April.

"Progress Report: Environment and Vel -Being" reports on IBMs environmental,
safety and energy prograns.

"Val uing Diversity: An Ongoing Commitment" conmunicates to the conpany’s entire
conmuni ty of enployees, custoners, stockhol ders, vendors, suppliers, business
partners and enmpl oyment applicants the inportance |IBM places on the diversity of
the conpany’s workpl ace and market pl ace.

Ceneral Information

For answers to general questions about IBMfromwithin the continental United
States, call (800) IBM4YQU. Fromoutside the United States, call (770)
863-1234.

Corporate Offices

I nternational Business Machines Corporation
New Orchard Road

Armonk, New York 10504

(914) 499- 1900

The 1BM Annual Report is printed on recycled paper and is recyclable.

*AlX, Aptiva, AS/400, DB2, Deep Blue, e-business, Home Director, Home Page
Reader, IBM IBM G obal Network, 1BMlogo, IntelliStation, M) Series, Netfinity,
0s/2, 08/390, OS/400, RS/ 6000, Systemi390, S/390, Secure\dy, SP, Thi nkPad,
ViaVoi ce, Visual Age and WrkPad are trademarks of International Business
Machines Corporation. Donmino, Learning Space Software, Lotus and Lotus Notes are
trademarks of Lotus Devel opnent Corporation. Tivoli is a trademark of Tivoli
Systems, Inc. Crayola is a registered trademark of Binney & Smith, Inc. CrossPad
is atrademark of A'T. Cross Company and its subsidiaries. Edmark is a trademark
of Edmark Corporation. Mcrosoft and Wndows NT are trademarks of M crosoft
Corporation in the United States, other countries, or both. Cracle is a
registered trademark of Oracle Corporation. Java and Solaris are trademarks of
Sun Mcrosystems, Inc. inthe United States, other countries, or both. UNXis a
registered trademark in the United States, other countries, or both and is
l'icensed exclusively through X Open Conpany Linited. World Book is a trademark
of Wrld Book Encycl opedi a.

Printed in U.S.

(507-0501- 04

91
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BOARD OF DI RECTORS AND SENI OR MANAGEMENT
BOARD OF DI RECTORS

Cathl een Bl ack
Presi dent
Hear st Magazi nes

Kenneth I. Chenaul t
Presi dent and

Chief Operating Officer
American Express Conpany

Juergen Dormann
Chairman of the
Managenent Board
Hoechst AG

Louis V. Gerstner, Jr.
Chai rman of the Board and
Chi ef Executive Officer

| BM

Nanner| O. Keohane
Presi dent
Duke University

Charles F. Knight

Chai rman and

Chi ef Executive Officer
Enerson Eectric Co.

M noru Maki hara
Chai rman
M tsubi shi Corporation

Lucio A Noto

Chai rman and

Chi ef Executive Officer
Mobi | Corporation

John B. Slaughter
Presi dent
Cccidental Coll ege

Alex Trotman

Retired Chairmn and
Chi ef Executive Officer
Ford Mtor Conpany

Lodewi jk C. van Vachem
Chairman of the

Super vi sory Board

Royal Dutch Petrol eum Conpany

Charles M Vest

Presi dent

Massachusetts Institute
of Technol ogy

SENI OR MANAGEMENT
CORPCRATE  HEADQUARTERS

Louis V. Gerstner, Jr.
Chai rman of the Board and
Chief Executive OFficer

J. Thomas Bouchard
Senior Vice President
Human Resour ces

Nicholas M Donofrio
Seni or Vice President
Technol ogy & Manufacturing

Paul M Horn
Seni or Vice President
Resear ch

J. Bruce Harreld
Senior Vice President



Strategy

Stephen M Vérd, Jr.

Vice President

Busi ness Transformation

and Chief Information Officer

David B. Kalis
Vice President
Communi cat i ons

Abby F. Kohnstamm
Senior Vice President
Mar ket i ng

Douglas L. Maine
Senior Vice President and
Chief Financial Oficer

Joseph C. Lane

General Manager

| BM @ obal Financing and
President, IBMCredit Corp.

Mark Loughridge
Vice President and Controller

Jeffrey D. Serkes
Vice President and Treasurer

Lawence R Ricciardi
Senior Vice President and
Ceneral Counsel

Christopher G Caine
Vice President
Governnental Prograns

Dani el E. O Donnel |
Vice President, Assistant
General Counsel and Secretary

Marshal | C. Phelps, Jr.
Vice President
Intellectual Property &
Li censi ng

SALES & DI STRI BUTI ON GROUP

W1 liamA Etherington
Senior Vice President and
Group Executive

John R Joyce
General Manager
| BM Asia Pacific

Henry W K. Chow
General Manager
I BM Greater China

Kakutaro Kitashiro
Ceneral Manager
| BM Japan

J. Mchael Lawie
General Manager

| BM Eur ope/

Mddl e East/Africa

Elio Catania
Ceneral Manager
IBMItaly, Geece,
I'srael, Turkey

Peter T. Row ey
General Manager
G obal Smll &
Medi um Busi ness

Linda S. Sanford
Ceneral Manager
G obal Industries

Jerry Cole
General Manager



Fi nance Sector

Christian Nivoix
General Manager
Distribution Sector

John W Thonpson
General Manager
| BM Aneri cas

| BM GLOBAL SERVI CES

Sanuel J. Pal nisano
Senior Vice President and
Group Executive

Douglas T. Elix
Ceneral Manager
| BM G obal Services, Anericas

Mark W Elliott

General Manager
Marketing, Engagement &
Busi ness Devel opnent

Hans- U rich MaerKki
Ceneral Manager
| BM G obal Services, ENEA

SERVER GROUP

Robert M Stephenson
Senior Vice President and
Group Executive

David R Carlucci
General Manager
Systen 390 Di vision

Susan M Vi t ney
Vice President
Server Marketing

PERSONAL SYSTEMS GROUP

David M Thonas
Senior Vice President and
Group Executive

Bob E. Dies
Ceneral Manager
Net work and
Personal Conputers

Jonathan J. Judge
General Manager
Sales & Service

WliliamE MOCracken
Ceneral Manager
Marketing & Strategy

SOFTWARE GROUP

John M Thonpson
Senior Vice President and
Group Executive

Mark F. Bregman
Ceneral Manager
Pervasi ve Conputing

Jan H Lindel ow

Presi dent and

Chief Executive Oficer
Tivoli Systems, Inc.

Steven A MIls
General Manager
Sof tware Sol utions Division

Jeffrey Papows
Presi dent
Lot us Devel oprent Corp.

Irving Wadawsky- Berger



General Manager
Internet Division

WiliamM Zeitler
General Manager

Vior | dwi de Sof t war e
Sales & Marketing

Mchael D. Zisman
Vice President
Strategy

Alfred W Zollar
General Manager

Net work Comput i ng
Sof t war e Di vi sion

TECHNOLOGY GROUP

James T. Vanderslice
Senior Vice President and
Group Executive

John E Kelly, Il
General Manager
[ BM M croel ectronics Division

Ronal d L. Kilpatrick
General Manager
Storage Systens Division
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Exhibit 24
POAER OF ATTORNEY CF | BM DI RECTOR

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Director of
International Business Machines Corporation, a New York corporation, which will
file with the Securities and Exchange Commission, \shington, D.C., under the
provisions of the Securities Law, an Annual Report for 1998 on Form 10-K, hereby
constitutes and appoints Louis V. Gerstner, Jr., Douglas L. Maine, Lawence R
Ricciardi, Mark Loughridge, Jeffrey D. Serkes, Daniel E. O Donnell, and Andrew
Bonzani his true and lawful attorneys-in-fact and agents, and each of themwith
full power to act without the others, for himor her and in his or her nane,
place and stead, in any and all capacities, to sign said 10-K Annual Report and
any and all amendnents thereto, and any and al | other documents in connection
therewith, with the Securities and Exchange Commission, hereby granting unto
said attorneys-in-fact and agents, and each of them full power and authority to
do and performany and al | acts and things requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he or she night
or could do in person, hereby ratifying and confirning all that said
attorneys-in-fact and agents or any of themmy lawfully do or cause to be done
by virtue hereof.

IN WTNESS WHEREQF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

/sl Cathleen P. Black

Director
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POAER COF ATTORNEY OF |BM DI RECTOR

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Director of
International Business Machines Corporation, a New York corporation, which will
file with the Securities and Exchange Conmission, Washington, D.C., under the
provisions of the Securities Law, an Annual Report for 1998 on Form 10-K, hereby
constitutes and appoints Louis V. Gerstner, Jr., Douglas L. Mine, Lawence R
Ricciardi, Mark Loughridge, Jeffrey D. Serkes, Daniel E. O Donnell, and Andrew
Bonzani his true and lawful attorneys-in-fact and agents, and each of themwith
full power to act without the others, for himor her and in his or her nane,
place and stead, in any and all capacities, to sign said 10-K Annual Report and
any and all amendments thereto, and any and all other documents in connection
therewith, with the Securities and Exchange Commission, hereby granting unto
said attorneys-in-fact and agents, and each of them full power and authority to
do and performany and al | acts and things requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he or she night
or could do in person, hereby ratifying and confirming all that said
attorneys-in-fact and agents or any of themmy lawfully do or cause to be done
by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

/sl Kenneth |. Chenaul t

Director
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POAER COF ATTORNEY OF |BM DI RECTOR

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Director of
International Business Machines Corporation, a New York corporation, which will
file with the Securities and Exchange Conmission, Washington, D.C., under the
provisions of the Securities Law, an Annual Report for 1998 on Form 10-K, hereby
constitutes and appoints Louis V. Gerstner, Jr., Douglas L. Mine, Lawence R
Ricciardi, Mark Loughridge, Jeffrey D. Serkes, Daniel E. O Donnell, and Andrew
Bonzani his true and lawful attorneys-in-fact and agents, and each of themwith
full power to act without the others, for himor her and in his or her nane,
place and stead, in any and all capacities, to sign said 10-K Annual Report and
any and all amendments thereto, and any and all other documents in connection
therewith, with the Securities and Exchange Commission, hereby granting unto
said attorneys-in-fact and agents, and each of them full power and authority to
do and performany and al | acts and things requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he or she night
or could do in person, hereby ratifying and confirming all that said
attorneys-in-fact and agents or any of themmy lawfully do or cause to be done
by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

s/ J. Dormann

Director
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PO/AER OF ATTORNEY OF LOUIS V. GERSTNER, JR

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Chairman and
Chief Executive COfficer of International Business Machines Corporation, a New
York corporation, which will file with the Securities and Exchange Commission,
Viashington, D.C., under the provisions of the Securities Law, an Annual Report
for 1998 on Form 10-K, hereby constitutes and appoints Douglas L. Mine,
Lawence R Ricciardi, Mirk Loughridge, Jeffrey D. Serkes, Daniel E O Donnell,
and Andrew Bonzani his true and lawful attorneys-in-fact and agents, and each of
themwith full power to act without the others, for himor her and in his or her
nane, place and stead, in any and al |l capacities, to sign said 10-K Annual
Report and any and al | anmendnents thereto, and any and all other docunments in
connection therewith, with the Securities and Exchange Commission, hereby
granting unto said attorneys-in-fact and agents, and each of them full power
and authority to do and performany and al | acts and things requisite and
necessary to be done in and about the prenises, as fully to all intents and
purposes as he or she night or could do in person, hereby ratifying and
confirning all that said attorneys-in-fact and agents or any of them may
lawful Iy do or cause to be done by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

/sl Louis V. Gerstner, Jr.
Louis V. Gerstner, Jr.
Chairmn of the Board
and Chief Executive COfficer
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POAER COF ATTORNEY OF |BM DI RECTOR

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Director of
International Business Machines Corporation, a New York corporation, which will
file with the Securities and Exchange Conmission, Washington, D.C., under the
provisions of the Securities Law, an Annual Report for 1998 on Form 10-K, hereby
constitutes and appoints Louis V. Gerstner, Jr., Douglas L. Mine, Lawence R
Ricciardi, Mark Loughridge, Jeffrey D. Serkes, Daniel E. O Donnell, and Andrew
Bonzani his true and lawful attorneys-in-fact and agents, and each of themwith
full power to act without the others, for himor her and in his or her nane,
place and stead, in any and all capacities, to sign said 10-K Annual Report and
any and all amendments thereto, and any and all other documents in connection
therewith, with the Securities and Exchange Commission, hereby granting unto
said attorneys-in-fact and agents, and each of them full power and authority to
do and performany and al | acts and things requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he or she night
or could do in person, hereby ratifying and confirming all that said
attorneys-in-fact and agents or any of themmy lawfully do or cause to be done
by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

/sl Nanner] O Keohane

Director
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POAER COF ATTORNEY OF |BM DI RECTOR

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Director of
International Business Machines Corporation, a New York corporation, which will
file with the Securities and Exchange Conmission, Washington, D.C., under the
provisions of the Securities Law, an Annual Report for 1998 on Form 10-K, hereby
constitutes and appoints Louis V. Gerstner, Jr., Douglas L. Mine, Lawence R
Ricciardi, Mark Loughridge, Jeffrey D. Serkes, Daniel E. O Donnell, and Andrew
Bonzani his true and lawful attorneys-in-fact and agents, and each of themwith
full power to act without the others, for himor her and in his or her nane,
place and stead, in any and all capacities, to sign said 10-K Annual Report and
any and all amendments thereto, and any and all other documents in connection
therewith, with the Securities and Exchange Commission, hereby granting unto
said attorneys-in-fact and agents, and each of them full power and authority to
do and performany and al | acts and things requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he or she night
or could do in person, hereby ratifying and confirming all that said
attorneys-in-fact and agents or any of themmy lawfully do or cause to be done
by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

I'sl Charles F. Knight

Director
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POAER COF ATTORNEY OF |BM DI RECTOR

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Director of
International Business Machines Corporation, a New York corporation, which will
file with the Securities and Exchange Conmission, Washington, D.C., under the
provisions of the Securities Law, an Annual Report for 1998 on Form 10-K, hereby
constitutes and appoints Louis V. Gerstner, Jr., Douglas L. Mine, Lawence R
Ricciardi, Mark Loughridge, Jeffrey D. Serkes, Daniel E. O Donnell, and Andrew
Bonzani his true and lawful attorneys-in-fact and agents, and each of themwith
full power to act without the others, for himor her and in his or her nane,
place and stead, in any and all capacities, to sign said 10-K Annual Report and
any and all amendments thereto, and any and all other documents in connection
therewith, with the Securities and Exchange Commission, hereby granting unto
said attorneys-in-fact and agents, and each of them full power and authority to
do and performany and al | acts and things requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he or she night
or could do in person, hereby ratifying and confirming all that said
attorneys-in-fact and agents or any of themmy lawfully do or cause to be done
by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

/sl Mnoru Maki hara

Director
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POAER COF ATTORNEY OF |BM DI RECTOR

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Director of
International Business Machines Corporation, a New York corporation, which will
file with the Securities and Exchange Conmission, Washington, D.C., under the
provisions of the Securities Law, an Annual Report for 1998 on Form 10-K, hereby
constitutes and appoints Louis V. Gerstner, Jr., Douglas L. Mine, Lawence R
Ricciardi, Mark Loughridge, Jeffrey D. Serkes, Daniel E. O Donnell, and Andrew
Bonzani his true and lawful attorneys-in-fact and agents, and each of themwith
full power to act without the others, for himor her and in his or her nane,
place and stead, in any and all capacities, to sign said 10-K Annual Report and
any and all amendments thereto, and any and all other documents in connection
therewith, with the Securities and Exchange Commission, hereby granting unto
said attorneys-in-fact and agents, and each of them full power and authority to
do and performany and al | acts and things requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he or she night
or could do in person, hereby ratifying and confirming all that said
attorneys-in-fact and agents or any of themmy lawfully do or cause to be done
by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

I'sl Lucio A Noto

Director
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POAER COF ATTORNEY OF |BM DI RECTOR

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Director of
International Business Machines Corporation, a New York corporation, which will
file with the Securities and Exchange Conmission, Washington, D.C., under the
provisions of the Securities Law, an Annual Report for 1998 on Form 10-K, hereby
constitutes and appoints Louis V. Gerstner, Jr., Douglas L. Mine, Lawence R
Ricciardi, Mark Loughridge, Jeffrey D. Serkes, Daniel E. O Donnell, and Andrew
Bonzani his true and lawful attorneys-in-fact and agents, and each of themwith
full power to act without the others, for himor her and in his or her nane,
place and stead, in any and all capacities, to sign said 10-K Annual Report and
any and all amendments thereto, and any and all other documents in connection
therewith, with the Securities and Exchange Commission, hereby granting unto
said attorneys-in-fact and agents, and each of them full power and authority to
do and performany and al | acts and things requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he or she night
or could do in person, hereby ratifying and confirming all that said
attorneys-in-fact and agents or any of themmy lawfully do or cause to be done
by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

I'sl John B. Slaughter

Director
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POAER COF ATTORNEY OF |BM DI RECTOR

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Director of
International Business Machines Corporation, a New York corporation, which will
file with the Securities and Exchange Conmission, Washington, D.C., under the
provisions of the Securities Law, an Annual Report for 1998 on Form 10-K, hereby
constitutes and appoints Louis V. Gerstner, Jr., Douglas L. Mine, Lawence R
Ricciardi, Mark Loughridge, Jeffrey D. Serkes, Daniel E. O Donnell, and Andrew
Bonzani his true and lawful attorneys-in-fact and agents, and each of themwith
full power to act without the others, for himor her and in his or her nane,
place and stead, in any and all capacities, to sign said 10-K Annual Report and
any and all amendments thereto, and any and all other documents in connection
therewith, with the Securities and Exchange Commission, hereby granting unto
said attorneys-in-fact and agents, and each of them full power and authority to
do and performany and al | acts and things requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he or she night
or could do in person, hereby ratifying and confirming all that said
attorneys-in-fact and agents or any of themmy lawfully do or cause to be done
by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

/sl Alex Trotmn

Director
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POAER COF ATTORNEY OF |BM DI RECTOR

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Director of
International Business Machines Corporation, a New York corporation, which will
file with the Securities and Exchange Conmission, Washington, D.C., under the
provisions of the Securities Law, an Annual Report for 1998 on Form 10-K, hereby
constitutes and appoints Louis V. Gerstner, Jr., Douglas L. Mine, Lawence R
Ricciardi, Mark Loughridge, Jeffrey D. Serkes, Daniel E. O Donnell, and Andrew
Bonzani his true and lawful attorneys-in-fact and agents, and each of themwith
full power to act without the others, for himor her and in his or her nane,
place and stead, in any and all capacities, to sign said 10-K Annual Report and
any and all amendments thereto, and any and all other documents in connection
therewith, with the Securities and Exchange Commission, hereby granting unto
said attorneys-in-fact and agents, and each of them full power and authority to
do and performany and al | acts and things requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he or she night
or could do in person, hereby ratifying and confirming all that said
attorneys-in-fact and agents or any of themmy lawfully do or cause to be done
by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

I'sl Lodewijk C. van Wachem

Director
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POAER COF ATTORNEY OF |BM DI RECTOR

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Director of
International Business Machines Corporation, a New York corporation, which will
file with the Securities and Exchange Conmission, Washington, D.C., under the
provisions of the Securities Law, an Annual Report for 1998 on Form 10-K, hereby
constitutes and appoints Louis V. Gerstner, Jr., Douglas L. Mine, Lawence R
Ricciardi, Mark Loughridge, Jeffrey D. Serkes, Daniel E. O Donnell, and Andrew
Bonzani his true and lawful attorneys-in-fact and agents, and each of themwith
full power to act without the others, for himor her and in his or her nane,
place and stead, in any and all capacities, to sign said 10-K Annual Report and
any and all amendments thereto, and any and all other documents in connection
therewith, with the Securities and Exchange Commission, hereby granting unto
said attorneys-in-fact and agents, and each of them full power and authority to
do and performany and al | acts and things requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he or she night
or could do in person, hereby ratifying and confirming all that said
attorneys-in-fact and agents or any of themmy lawfully do or cause to be done
by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

I's| Charles M Vest

Director
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POAER OF ATTORNEY OF MARK LOUGHRI DGE

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Vice President
and Controller of International Business Machines Corporation, a New York
corporation, which will file with the Securities and Exchange Conmission,
Viashington, D.C., under the provisions of the Securities Law, an Annual Report
for 1998 on Form 10-K, hereby constitutes and appoints Louis V. CGerstner, Jr.,
Douglas L. Maine, Lawence R Ricciardi, Jeffrey D. Serkes, Daniel E. O Donnell,
and Andrew Bonzani his true and lawful attorneys-in-fact and agents, and each of
themwith full power to act without the others, for himor her and in his or her
nane, place and stead, in any and al |l capacities, to sign said 10-K Annual
Report and any and al | anmendnents thereto, and any and all other docunments in
connection therewith, with the Securities and Exchange Commission, hereby
granting unto said attorneys-in-fact and agents, and each of them full power
and authority to do and performany and al | acts and things requisite and
necessary to be done in and about the prenises, as fully to all intents and
purposes as he or she night or could do in person, hereby ratifying and
confirning all that said attorneys-in-fact and agents or any of them may
lawful Iy do or cause to be done by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

I'sl Mark Loughridge

Mark Loughridge
Vice President and Controller
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POAER OF ATTORNEY OF DOUGLAS L. MAINE

KNOW ALL PERSONS BY THESE PRESENTS, that the undersigned Senior Vice
President and Chief Financial Officer of International Business Machines
Corporation, a New York corporation, which will file with the Securities and
Exchange Commi ssion, Washington, D.C., under the provisions of the Securities
Law, an Annual Report for 1998 on Form 10-K, hereby constitutes and appoints
Louis V. Gerstner, Jr., Lawence R Ricciardi, Mark Loughridge, Jeffrey D.
Serkes, Daniel E O Donnell, and Andrew Bonzani his true and | awful
attorneys-in-fact and agents, and each of themwith full power to act without
the others, for himor her and in his or her nane, place and stead, in any and
all capacities, to sign said 10-K Annual Report and any and all amendnents
thereto, and any and all other documents in connection therewith, with the
Securities and Exchange Commission, hereby granting unto said attorneys-in-fact
and agents, and each of them full power and authority to do and performany and
all acts and things requisite and necessary to be done in and about the
premses, as fully to all intents and purposes as he or she night or could do in
person, hereby ratifying and confirning all that said attorneys-in-fact and
agents or any of themmay lawfully do or cause to be done by virtue hereof.

IN WTNESS WHERECF, the undersigned has executed this Power of Attorney
this 23rd day of February 1999.

I's/ Douglas L. Maine

Dougl as L. Mhine
Senior Vice President and
Chief Financial Oficer
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<ARTICLE> 5
<LEGEND>
TH'S SCHEDULE CONTAINS SUMVARY FI NANCI AL | NFORMATI ON EXTRACTED FROM | BM
OORPORATI ON' S FI NANCI AL STATEMENTS FOR THE TWELVE MONTHS ENDED DECEMBER 31, 1998
AND |'S QUALIFIED IN I TS ENTI RETY BY REFERENCE TO SUCH FI NANCI AL STATENENTS.

</ LEGEND>

<MULTI PLI ER> 1, 000, 000

<TABLE>

<S> <C

<PERI OD- TYPE> 12- MS

<FI SCAL- YEAR- END> DEC- 31- 1998
<PERI OD- END> DEC- 31- 1998
<CASH> 5,375
<SECURI TI ES> 393
<RECEI VABLES> 18, 958
<ALLOMNCES> 0
<| NVENTCRY> 5,200
<CURRENT- ASSETS> 42,360
<PP&E> 44,870
<DEPRECI ATI ON> 25, 239
<TOTAL- ASSETS> 86, 100
<CURRENT- LI ABI LI TI ES> 36, 827
<BONDS> 0
<PREFERRED- MANDATCRY> 10, 121
<PREFERRED> 0
<COMMON> 247
<OTHER- SE> 9, 065
<TOTAL- LI ABI LI TY- AND- EQUI TY> 86, 100
<SALES> 35,419
<TOTAL- REVENUES> 81, 667
<CGS> 24,214
<TOTAL- COSTS> 50, 795
<OTHER- EXPENSES> 21,708
<L0SS- PROVI S ON> 0
<| NTEREST- EXPENSE> 713
<| NCOVE- PRETAX> 9,040
<| NCOVE- TAX> 2,712
<| NCOVE- CONTI NUI NG 6, 328
<DI SCONTI NUED> 0
<EXTRAGCRDI NARY> 0
<CHANGES> 0
<NET- | NCOVE> 6, 328
<EPS- PRI MARY> 6.75
<EPS- DI LUTED> 6. 57

</ TABLE>
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