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GICS SECTOR INFORMATION TECHNOLOGY 
US Strategist Weight 15.9%
S&P 500 Weight 18.4%
 
WHAT’S CHANGED 

F1Q04 Revenue From $20.5B to $21.4B
F1Q04 EPS From $0.80 to $0.90
F2004 Revenue From $90.7B to $94.1B
F2004 EPS From $4.55 to $4.80
 

• Stronger hardware shipments and services signings indicate momentum in 2004. 
Server and PC shipments were stronger than we expected and services signings came 
in well above our $14-16B range.  Both indicate enterprise spending improved in the 
December Q (particularly in Public, Financial Services, Industrial and SMBs markets). 

• Currency, provisions and buybacks helped offset Services margin weakness Y/Y. 
Services margins fell 1.5 pts over last year (a $0.07 hit to EPS), but FX ($0.02), higher 
share repurchases ($0.01) and lower A/R provisions vs. a year ago ($0.06) helped 
offset this weakness.  While somewhat unexpected, we applaud IBM’s use of cash to 
buy back shares and believe lower A/R provisions is directionally the right move given 
improving demand trends. 

• Adjusting our 2004 estimates to reflect momentum, currency and execution 
Management believes 2004 revenues could come in a point above current consensus, 
but currency will remain the largest driver of revenue growth.  We increased our 2004 
Revenue and EPS to $94.1B and $4.80 (from $90.7B and $4.55). 

• Systems & PC Hardware Industry View: In-Line 
Recent CIO and channel data point to improving demand fundamentals and market 
sentiment.  While we still don’t think valuations are all that compelling, we believe 
improving fundamentals and market momentum will continue to support our stocks.   
 

 FY ending Dec 31: 2003e 2004e 2005e 2006e

EPS ($) 4.33 4.80 5.20 –
Prior EPS Ests. ($) 4.27 4.55 4.93 –
First Call Consensus ($) 4.28 4.87 5.46 –
Revenue ($ m) 89,131 94,133 98,063 –
P/E 21.7 19.6 18.1 –
P/E Rel. to (local index) (%) 103.9 104.5 105.0 –
EV/EBITDA 12.3 12.0 11.6 –
 

Market Cap ($ m) 161,754 Q'trly 2002 2003 2004e 
Enterprise Value ($ m) 178,427 EPS Actual Actual curr prior

Debt/Cap (09/03)(%) 45.7 Q1 0.73 0.79 0.90 0.80
Return on Equity (09/03)(%) 26.5 Q2 0.89 0.97 1.08 1.02
L-T EPS Grth. ('02 - '06) (%) 9.0 Q3 0.99 1.02 1.17 1.11
P/E to Growth 2.18 Q4 1.34 1.56 1.65 1.62
Shares Outstanding (m) 1745.7  
  
e = Morgan Stanley Research estimates 

Morgan Stanley does and seeks to do 
business with companies covered in its 
research reports.  Investors should 
consider this report as only a single 
factor in making their investment 
decision. 
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IBM 4Q Signals Accelerating Enterprise Demand 
Company Description 
IBM is the world’s largest computer firm, involved in developing, 
manufacturing, and selling advanced information processing products, 
including computers and microelectronic technology, software, networking 
systems, and information-technology-related services. 

Summary and Investment Conclusion 
In a nutshell, we are encouraged by IBM’s operating 
performance in the December quarter.  The company’s 
strength does signal improvement in the overall Enterprise 
segment (good for our universe) and IBM executed well in 
many segments of its portfolio.  That said, currency, share 
buybacks and lower A/R provisions helped results more 
than we forecast.  We also still have a few concerns — 
which keep us from saying the company hit on all 8 
cylinders.  While Services signings were stronger than 
anticipated and suggest revenue growth could accelerate, 
IBM’s growth driver disappointed on both the top and 
bottom line (in constant currency terms).  Y/Y revenues fell 
1% in constant currency and Global Services margins fell to 
below 25% (less than Hardware margins over the last 4 
quarters).  IBM’s Microelectronics division also continued 
to lag our expectations, though IBM clearly made progress 
here Q/Q.  Net-net, IBM had a good quarter — but we don’t 
think it was great.  Management sounded upbeat about the 
future, but provided relatively modest guidance for the year.  
As we sum it all up, we do think there is upside to the stock 
and we do expect IBM to perform generally in line with the 
market this year (assuming broader returns in the low 
double digits).  We reiterate our Equal-weight stock rating. 

Highlights of What Happened 

•  Revenues and EPS beat estimates: Revenues ($25.9B 
vs. our $25.3B) and EPS ($1.56 vs. our $1.50) beat our 
4Q estimates.  Consensus called for $25.0B and $1.50 
per share.   

•  Comfortable with current C2004 consensus: 
Management suggested current consensus revenue 
($93.7B) and EPS ($4.87) estimates are reasonable — 
with some potential upside to revenue due to higher 
currency benefits.  After adjusting our segment 
revenues and margins based on 4Q commentary, our 
C2004 revenue and EPS estimates increased to $94.1B 
and $4.80 (from $90.7B and $4.55). 

What We Liked / Didn’t Like 

•  +++ Hardware growth accelerated: IBM’s hardware 
revenues improved ~4% in constant currency after 
several quarters of mid-to-high single-digit organic 
declines.  We view this as an incremental positive for 
both IBM and the industry overall, but would note that 
zSeries growth is likely to slow from 4Q levels. 

•  +++ Services signings well above expectations:  
Services signings came in at $17.3B, which is well 
above our $14B to $16B range.  Business 
Transformation Outsourcing (BTO) drove $3B of the 
signings (vs. none last year and $650M in 3Q).  While 
services revenue and margins (especially consulting 
and systems integration) disappointed, the strong 
signings number indicates a solid pipeline entering 
2004. 

•  +++ Pension income in 2004 will be higher than we 
expected: In light of strong fund returns in 2003 (nearly 
22%) and a lower discount rate (from 6.75% to 6%), 
IBM expects pension income will be flat from 2003 to 
2004.  Going into the call we expected pension income 
to decline ~$500M ($0.20 hit to EPS year to year).  
This was a key driver of our increased 2004 EPS 
estimate. 

•  +++ Management  commentary on demand trends 
and 2004 more bullish than a month ago: From our 
perspective, management commentary on demand 
trends seemed more bullish than a year ago, 
characterizing 2004 as “the year when the IT industry 
will begin its next growth cycle”.  Management blessed 
2004 consensus EPS estimates and noted potential 
upside (a point or so) to current revenue expectations.  
Management also reconfirmed (for the first time since 
2001) long-term guidance of both high single-digit 
revenue growth and low double-digit EPS growth. 

•  --- Despite some improvement in Microelectronics 
fundamentals, revenues and margins missed our 
targets: IMD revenue was slightly below our estimates 
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and management’s estimate of $1B (for internal + 
external revenue).  Margins did improve significantly 
from 3Q (a pre-tax loss of $34M vs. $96M in 3Q) but, 
pre-tax income (PTI) missed our $24M estimate.  We 
believe management targeted a year-to-year 
improvement in Microelectronics PTI for 2003 and 
missed this target (with flat PTI from 2002 to 2003). 

•  --- BCS revenues and services margins weaker than 
expected:  BCS revenues declined year-on-year in the 
first quarter that PwCC didn’t meaningfully boost year 
to year compares.  Clearly consulting and systems 
integration business remains soft, but strong BTO 
signings ($3B in 4Q) could help grow the business in 
the second half of 2004.  Services margins were 0.5 
points lower than we expected and reflected continued 
pricing pressure, contract re-scoping and lower margins 
on early stage contracts.  While management expects 
some margin improvement after significant investments 
in On Demand and BTO in 2003, we don’t believe 
pricing and early stage contract pressures will mitigate 
anytime soon. 

•  --- Currency, Share Repurchases and A/R provisions 
helped offset year-to-year Services margin weakness: 
Services margins fell 1.5 pts over last year (a $0.07 hit 
to EPS), but FX ($0.02 benefit), higher share 
repurchases ($0.01 benefit) and lower A/R provisions 
vs. a year ago ($0.06 benefit) helped offset this 
weakness.  While somewhat unexpected, we applaud 

IBM’s use of cash to buyback shares and believe lower 
A/R provisions is directionally the right move given 
improving demand trends. 

How Does It Change Our View? 

•  Adjusting 4Q expectations:  Given improved 
momentum in hardware and services signings, higher 
FX benefit expectations and lower than expected 
pensions hit in 2004, we increased our 2004 revenue 
and EPS.  We now forecast revenues and EPS of 
$94.1B and $4.80 compared to our prior forecasts of 
$90.7B in revenues and EPS of $4.55. 

•  Maintain Equal-weight:  While we’re encouraged by 
improving demand trends in hardware and services 
(particularly BTO), 2004 organic revenue growth 
expectations are in the low single digits (with currency 
expected to largely drive reported revenue growth to 
the mid to high single digits).  Services and 
Microelectronics margins remain risks to 2004 results 
and IP Income is unlikely to have another year-to-year 
benefit to the bottom line.   
 
At a 19.6x 2004E P/E and 5% premium to the market, 
we think an Equal-weight on IBM makes the most 
sense.  If organic revenue growth accelerates into the 
mid-to-high single digits or if the stock trades at a 
discount to the market, we’d likely get more aggressive 
on the name.  
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Exhibit 1 
IBM: 4Q03 Product Breakdown  

4Q03E
% of YoY Seq

($ millions) 4Q02E 3Q03E 4Q03E Revs Chg Chg Comments
Product Breakdown
Global Services $10,575 $10,383 $11,448 44.2% 8.3% 10.3% Signings of $17.3B w ere above our $14-16B range.  $3B of signings from BTO.
BCS $3,543 $3,439 $3,456 13.3% -2.5% 0.5% First Q w ith Pw CC fully integrated (and tougher Y/Y compare). 
ITS $2,931 $2,920 $3,135 12.1% 6.9% 7.4% Grow th driven by business continuity and recovery services.
Strategic Outsourcing $4,101 $4,024 $4,858 18.7% 18.4% 20.7% Grow th driven by strong signings over the past 18 months.
Hardware $8,136 $6,697 $9,121 35.2% 12.1% 36.2%
Enterprise  Systems $4,200 $3,199 $4,936 19.1% 17.5% 54.3% Enterprises, particularly in Financial Services, Public, Industrial and SMB markets, began to spend again.
Servers $3,485 $2,524 $4,140 16.0% 18.8% 64.0%

zSeries $1,317 $536 $1,744 6.7% 32.5% 225.6% MIPS grew  62% driven by new  functionality offerings in its new  T-Rex product.
pSeries $919 $723 $1,025 4.0% 11.5% 41.9% Continued to see strong demand across low , mid and high-end offerings and expects to gain share in the Q.
iSeries $566 $529 $575 2.2% 1.6% 8.6% Linux on iSeries grew  10% Q/Q.
xSeries $567 $636 $678 2.6% 19.5% 6.7% Overall shipment grow th of 40% w ith 48% grow th in 8-w ay and 45% grow th in one and tw o-w ay servers.

Storage $671 $635 $761 2.9% 13.5% 19.9% Strength in mid-range, tape and disk systems.
Other $44 $40 $35 0.1% -20.0% -12.6%
Personal Systems $3,002 $2,796 $3,478 13.4% 15.9% 24.4% Improved expense management, continued supply chain execution and inventory reductions drove $9M PTI.
Desktops $1,167 $1,129 $1,108 4.3% -5.0% -1.8% Desktop units grew  3% Y/Y.
Laptops $940 $872 $1,279 4.9% 36.0% 46.7% Notebook unit grow th of 40% Y/Y.
Other $895 $795 $1,090 4.2% 21.9% 37.1%
Technology $963 $695 $775 3.0% -19.6% 11.5% Improved customer yields drove improvement in PTI (to a loss of $34M), expect to be profitable for FY04.
Microelectronics $961 $695 $775 3.0% -19.4% 11.5% External revenue, net of divestitures declined 5%.
Other $2 $0 $0 0.0% -99.0% 0.0% Exited display business in F2002.
Software $3,891 $3,461 $4,250 16.4% 9.2% 22.8% Management expects it gained share in all key segments, except for Lotus.
Operating Systems $626 $657 $568 2.2% -9.2% -13.5%
Middleware $3,265 $2,804 $3,681 14.2% 12.8% 31.3% Websphere grew  10% Y/Y, Rational grew  28% Y/Y, DB2 grew  3% Y/Y and Tivoli grew  17% Y/Y.
Global Financing $829 $715 $734 2.8% -11.5% 2.6% Financing originations grew  Y/Y.
Enterprise  Inv./O ther $343 $266 $360 1.4% 5.0% 35.1%
Total Revenues $23,774 $21,522 $25,913 100.0% 9.0% 20.4%   

Source: Morgan Stanley Research  
E=Morgan Stanley Research Estimates 
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Exhibit 2 

IBM: Morgan Stanley F4Q03 estimates vs. Actuals 
IBM:  4Q03 Morgan Stanley Estimates

Est % Per Share Q/Q Y/Y Cons.
($ In Millions) 4Q02A 3Q03A 4Q03A 4Q03E Delta Impact Chg Chg Est. Comments
Revenues 23,684 21,522 25,913 25,254 2.6% $0.10 20.4% 9.4% 25,016 Grow th driven by strength in hardw are (servers & PCs)
Y/Y Grow th 7.0% 8.6% 9.4% 6.6%  and 8 points of currency benefit.
Q/Q Grow th 19.5% -0.5% 20.4% 17.3%

EPS $1.34 $1.02 $1.56 $1.50 3.9% $0.06 53.1% 16.1% $1.50 $3.1B in shares repurchases added $0.01 vs our estimate
Y/Y Grow th -8.1% 2.7% 16.1% 11.7%  (of $1.3B in share repurchases).
Q/Q Grow th 35.4% 5.0% 53.1% 47.3%
Expenses
Gross Profit 9,191 7,812 9,975 9,749 2.3% ($0.01) 27.7% 8.5% Benefit from mix shift to mainframes and normal seasonal
Gross Margin (%) 38.8% 36.3% 38.5% 38.6%  trends ofsett by IMD and services w eakness.
SGA 4,966 4,303 4,874 4,922 -1.0% $0.02 13.3% -1.9% Benefit from supply chain cost savings.
% of revenues 21.0% 20.0% 18.8% 19.5%
R&D 1,204 1,307 1,349 1,263 6.8% ($0.03) 3.2% 12.0% Continued investment in R&D to support on Demand 
% of revenues 5.1% 6.1% 5.2% 5.0% computing strategy.
IP Income 329 406 281 232 20.9% $0.02 -30.8% -14.6% Closed $15m sale of Picoprocessor Pow erNP product line to 
% of revenues 1.4% 1.9% 1.1% 0.9% Hifn Inc. at end of the quarter.

Tax Rate 29.5% 30.0% 30.0% 30.0%
Shares Out. 1,729 1,756 1,746 1,750 $0.01

Service Signings $18B+ $15B+ $17.3B $14-16B
Backlog $112B $115B $120B $116B
MIPS growth 13% 30% 62% 20-25% Driven by new  z900 installations.
Share Buyback $74M $1.2B $3.1B $1.3B Improved share buybacks after Pw CC and Rational

 acquisitions and pension funding.
Segment Revs
Global Services 10,575 10,383 11,448 11,337 1.0% $0.02 10.3% 8.3% First quarter of tough compare post the Pw CC acquisition.
Y/Y Grow th 16.7% 16.7% 8.3% 7.2%
Hardware 8,136 6,697 9,121 8,627 5.7% $0.08 36.2% 12.1% Benefit from shipments of mainframes.
Y/Y Grow th 1.3% -1.0% 12.1% 6.0%
Software 3,801 3,461 4,250 4,167 2.0% $0.01 22.8% 11.8% Driven by ISV alliances and grow th in SMB sector.  Rational 
Y/Y Grow th 0.4% 11.3% 11.8% 9.6% Softw are products should be nearly integrated.
Financing 829 715 734 811 -9.5% ($0.01) 2.7% -11.5%
Y/Y Grow th -10.6% -10.1% -11.5% -2.1%

Segment Pre Tax-Income
Enterprise Systems 821 387 1,068 905 18.0% $0.07 176.0% 30.1% Higher volumes and mainframe mix drove profitability
Personal Systems 47 (50) 9 9 -2.4% ($0.00) 118.0% -80.9% Increased volumes offset pricing pressure.
Technology 42 (96) (34) (24) 43.8% ($0.00) 64.6% -181.0% Continued improvement in yields, expects to break-even in FY04.
Global Services 911 1,210 1,138 1,326 -14.2% ($0.08) -6.0% 24.9% Competitive pricing, rescoping and new  contracts drove low er margins.
Softw are 1,284 858 1,461 1,333 9.6% $0.05 70.3% 13.8% Strength from middlew are brands.
Global Financing 278 292 321 333 -3.5% ($0.00) 9.9% 15.5%
Enterprise Inv. (89) (54) (44) (53) -16.9% $0.00 -18.5% 50.6%   

Source: Morgan Stanley Research Estimates
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Exhibit 3 

IBM: Income Statement, F2002-2005E  
($ Millions Except EPS) 2003 2004E

MarA JunA SepA DecA Mar Jun Sep Dec 2002A 2003A 2004E 2005E

Total Revenue 20,065 21,631 21,522 25,913 21,369 22,832 22,918 27,013 81,186 89,131 94,133 98,063
Hardw are 5,808 6,613 6,697 9,121 6,294 6,997 7,167 9,509 27,456 28,240 29,966 30,705
Global Services 10,169 10,635 10,383 11,448 10,736 11,216 11,064 11,914 36,360 42,635 44,930 47,503
Softw are 3,129 3,471 3,461 4,250 3,408 3,717 3,711 4,499 13,074 14,311 15,335 15,902
Global Financing 705 672 715 734 666 654 699 717 3,232 2,826 2,736 2,810
Enterprise Investments 254 240 266 360 265 249 277 374 1,064 1,120 1,166 1,142
Total Cost of Sales 12,833 13,633 13,710 15,938 13,743 14,541 14,521 16,774 50,903 56,113 59,580 62,438
Cost of Hardw are 4,262 4,831 5,013 6,294 4,629 5,126 5,253 6,608 20,020 20,399 21,617 22,186
Cost of Global Services 7,637 7,879 7,777 8,608 8,123 8,398 8,216 8,921 26,812 31,901 33,658 35,479
Cost of Softw are 482 479 493 476 518 583 575 693 2,043 1,930 2,370 2,727
Cost of Global Financing 290 305 303 351 309 294 320 336 1,416 1,249 1,259 1,401
Cost of  Enterprise Investment & Other 161 139 124 210 163 141 157 216 611 634 676 645

Total Gross Profit 7,232 7,998 7,812 9,975 7,626 8,291 8,397 10,239 30,283 33,017 34,553 35,625
Hardw are Gross Profit 1,547 1,781 1,684 2,828 1,665 1,871 1,914 2,900 7,435 7,840 8,349 8,519
Global Services Gross Profit 2,531 2,757 2,606 2,840 2,613 2,818 2,848 2,993 9,548 10,734 11,272 12,023
Softw are Gross Profit 2,647 2,993 2,968 3,774 2,890 3,134 3,136 3,806 11,031 12,381 12,965 13,175
Global Financing Gross Profit 415 367 412 383 357 360 379 382 1,816 1,577 1,477 1,410
Enterprise Inv. & Other Gross Profit 93 100 142 150 102 109 121 158 453 485 490 498
SG&A 4,215 4,485 4,303 4,874 4,338 4,509 4,458 5,024 17,115 17,877 18,329 18,937

R&D 1,195 1,226 1,307 1,349 1,218 1,290 1,283 1,459 4,750 5,077 5,250 5,407

IP Income 282 199 406 281 256 251 252 297 1,100 1,168 1,057 1,275
Operating Income 2,105 2,486 2,608 4,033 2,326 2,743 2,908 4,053 9,517 11,232 12,030 12,555
Other Income (84) (4) (26) (124) (75) (50) (15) 25 349 (238) (115) 275
Interest (40) (41) (33) (31) (30) (30) (40) (45) (145) (145) (145) (230)
Pretax Income 1,981 2,441 2,549 3,878 2,221 2,663 2,853 4,033 9,720 10,849 11,770 12,600
Taxes 594 732 764 1,162 655 786 842 1,190 2,878 3,252 3,472 3,717
Effective Tax Rate 30.0% 30.0% 30.0% 30.0% 29.5% 29.5% 29.5% 29.5% 29.5% 29.5% 30% 30%

Reported Net Income 1,387 1,709 1,785 2,716 1,566 1,877 2,011 2,843 6,842 7,597 8,298 8,883
Preferred Dividend 0 1 0 0 0 0 0 0 0 1 0 0
E.P.S. (Basic) 0.80 0.99 1.04 1.59 0.92 1.11 1.19 1.69 4.02 4.41 4.90 5.31
Avg. Shares Basic (MM) 1,725 1,730 1,723 1,709 1,703 1,698 1,692 1,686 1,703 1,722 1,695 1,673

E.P.S. (Excluding Charges) 0.79 0.97 1.02 1.56 0.90 1.08 1.17 1.65 3.95 4.33 4.80 5.20
Avg. Shares Fully Dil. (MM) 1,759 1,764 1,756 1,746 1,738 1,732 1,726 1,720 1,731 1,756 1,729 1,707   

Source: Morgan Stanley Research Estimates 
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Exhibit 4 

IBM: Income Statement Ratios, F2002-2005E  
($ Millions Except EPS) 2003 2004E

MarA JunA SepA DecA Mar Jun Sep Dec 2002A 2003A 2004E 2005E

Margin Analysis (%)

Total Gross Margin 36.0% 37.0% 36.3% 38.5% 35.7% 36.3% 36.6% 37.9% 37.3% 37.0% 36.7% 36.3%

Hardw are Gross Margin 26.6% 26.9% 25.2% 31.0% 26.4% 26.7% 26.7% 30.5% 27.1% 27.8% 27.9% 27.7%

Global Services Margin 24.9% 25.9% 25.1% 24.8% 24.3% 25.1% 25.7% 25.1% 26.3% 25.2% 25.1% 25.3%

Softw are Gross Margin 84.6% 86.2% 85.7% 88.8% 84.8% 84.3% 84.5% 84.6% 83.3% 86.5% 84.5% 82.8%

Global Financing Gross Margin 58.8% 54.6% 57.7% 52.2% 53.6% 55.1% 54.2% 53.2% 56.2% 55.8% 54.0% 50.2%

Enterprise Investment Gross Margin 36.4% 41.9% 53.4% 41.7% 38.6% 43.6% 43.5% 42.3% 42.6% 43.3% 42.0% 43.6%

EBITDA Margin 16.1% 16.9% 17.6% 19.9% 15.9% 16.7% 17.3% 18.9% 17.1% 17.8% 17.3% 17.1%

Operating Margin 10.5% 11.5% 12.1% 15.6% 10.9% 12.0% 12.7% 15.0% 11.7% 12.6% 12.8% 12.8%

Pretax Margin 9.9% 11.3% 11.8% 15.0% 10.4% 11.7% 12.4% 14.9% 12.0% 12.2% 12.5% 12.8%

Net Margin 6.9% 7.9% 8.3% 10.5% 7.3% 8.2% 8.8% 10.5% 8.4% 8.5% 8.8% 9.1%

As a % of Revenue

SG&A 21.0% 20.7% 20.0% 18.8% 20.3% 19.8% 19.5% 18.6% 21.1% 20.1% 19.5% 19.3%

R&D 6.0% 5.7% 6.1% 5.2% 5.7% 5.7% 5.6% 5.4% 5.9% 5.7% 5.6% 5.5%

Year-Over Year-Growth

Total Revenue 11.3% 10.1% 8.6% 9.4% 6.5% 5.6% 6.5% 4.2% -2.3% 9.8% 5.6% 4.2%

Hardw are Revenue -1.3% -0.9% -1.0% 12.1% 8.4% 5.8% 7.0% 4.2% -10.3% 2.9% 6.1% 2.5%

Global Services Revenue 23.6% 22.8% 16.7% 8.3% 5.6% 5.5% 6.6% 4.1% 4.0% 17.3% 5.4% 5.7%

Softw are Revenue 8.0% 6.3% 11.3% 11.8% 8.9% 7.1% 7.2% 5.9% 1.0% 9.5% 7.2% 3.7%

Global Financing Revenue -10.0% -18.6% -10.1% -11.5% -5.5% -2.7% -2.2% -2.3% -5.7% -12.6% -3.2% 2.7%

Enterprise Investment Revenue 7.1% 5.4% 3.5% 5.0% 4.4% 4.0% 4.3% 3.9% -7.7% 5.2% 4.1% -2.0%

SG&A 4.8% 8.3% 7.9% -1.9% 2.9% 0.5% 3.6% 3.1% 0.4% 4.4% 2.5% 3.3%

R&D 5.3% 2.3% 7.7% 12.0% 1.9% 5.2% -1.8% 8.1% -4.7% 6.9% 3.4% 3.0%

Operating Income 28.5% 14.3% 10.8% 20.4% 10.5% 10.3% 11.5% 0.5% -16.0% 18.0% 7.1% 4.4%

Pretax Income 9.2% 10.1% 6.1% 18.0% 12.2% 9.1% 11.9% 4.0% -15.1% 11.6% 8.5% 7.1%

Net Income 8.0% 10.4% 5.4% 17.2% 12.9% 9.9% 12.7% 4.7% -16.0% 11.0% 9.2% 7.1%

EPS 7.7% 8.3% 2.7% 16.1% 14.3% 12.0% 14.6% 6.2% -13.9% 9.4% 11.0% 8.4%

Seq. Quarterly Growth (%)

Total Revenue -15.3% 7.8% -0.5% 20.4% -17.5% 6.8% 0.4% 17.9%

Hardw are Revenue -28.6% 13.9% 1.3% 36.2% -31.0% 11.2% 2.4% 32.7%

Global Services Revenue -3.8% 4.6% -2.4% 10.3% -6.2% 4.5% -1.4% 7.7%

Softw are Revenue -17.7% 10.9% -0.3% 22.8% -19.8% 9.1% -0.1% 21.2%

Global Financing Revenue -15.0% -4.7% 6.4% 2.6% -9.3% -1.8% 6.9% 2.6%

Enterprise Investment Revenue -25.9% -5.6% 11.0% 35.3% -26.3% -5.9% 11.2% 34.8%

SG&A -15.1% 6.4% -4.1% 13.3% -11.0% 4.0% -1.1% 12.7%

R&D -0.7% 2.6% 6.6% 3.2% -9.7% 5.9% -0.5% 13.7%

Operating Income -37.2% 18.1% 4.9% 54.6% -42.3% 17.9% 6.0% 39.4%

Pretax Income -39.7% 23.2% 4.4% 52.1% -42.7% 19.9% 7.1% 41.3%

Net Income -40.1% 23.2% 4.5% 52.1% -42.3% 19.9% 7.1% 41.3%

EPS -41.1% 22.7% 5.0% 53.0% -42.1% 20.3% 7.5% 41.8%   

Source: Morgan Stanley Research Estimates 

 



 

 

IBM – January 15, 2004 

 

Page 8 

Analyst Certification 
The following analysts hereby certify that their views about the companies and their securities discussed in this report are 
accurately expressed and that they have not received and will not receive direct or indirect compensation in exchange for 
expressing specific recommendations or views in this report: Rebecca Runkle. 

Important US Regulatory Disclosures on Subject Companies 
The information and opinions in this report were prepared by Morgan Stanley & Co. Incorporated and its affiliates (collectively, 
"Morgan Stanley"). 
The following analyst, strategist, or research associate (or a household member) owns securities in a company that he or she 
covers or recommends in this report: Rebecca Runkle - IBM (common stock). Morgan Stanley policy prohibits research 
analysts, strategists and research associates from investing in securities in their sub industry as defined by the Global Industry 
Classification Standard ("GICS," which was developed by and is the exclusive property of MSCI and S&P).  Analysts may 
nevertheless own such securities to the extent acquired under a prior policy or in a merger, fund distribution or other 
involuntary acquisition. 
Within the last 12 months, Morgan Stanley managed or co-managed a public offering of securities of IBM. 
Within the last 12 months, Morgan Stanley has received compensation for investment banking services from IBM.  
In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking services from 
IBM. 
The research analysts, strategists, or research associates principally responsible for the preparation of this research report have 
received compensation based upon various factors, including quality of research, investor client feedback, stock picking, 
competitive factors, firm revenues and overall investment banking revenues. 
An employee or director of Morgan Stanley & Co. Incorporated and/or Morgan Stanley DW Inc. is a director of  IBM. 
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Global Stock Ratings Distribution 
(as of December 31, 2003) 

 Coverage Universe Investment Banking Clients (IBC) 

Stock Rating Category Count 
% of 
Total Count

% of
Total IBC

% of Rating 
Category

Overweight 592 32% 241 38% 41%
Equal-weight 856 46% 287 46% 34%
Underweight 402 22% 98 16% 24%
Total 1,850  626

Data include common stock and ADRs currently assigned ratings. For 
disclosure purposes (in accordance with NASD and NYSE 
requirements), we note that Overweight, our most positive stock 
rating, most closely corresponds to a buy recommendation; Equal-
weight and Underweight most closely correspond to neutral and sell 
recommendations, respectively. However, Overweight, Equal-weight, 
and Underweight are not the equivalent of buy, neutral, and sell but 
represent recommended relative weightings (see definitions below). 
An investor's decision to buy or sell a stock should depend on 
individual circumstances (such as the investor's existing holdings) and 
other considerations. Investment Banking Clients are companies from 
whom Morgan Stanley or an affiliate received investment banking 
compensation in the last 12 months. 

Analyst Stock Ratings 
Overweight (O). The stock’s total return is expected to exceed the average total return of the analyst’s industry (or industry 
team’s) coverage universe, on a risk-adjusted basis, over the next 12-18 months. 
Equal-weight (E). The stock’s total return is expected to be in line with the average total return of the analyst’s industry (or 
industry team’s) coverage universe, on a risk-adjusted basis, over the next 12-18 months. 
Underweight (U). The stock’s total return is expected to be below the average total return of the analyst’s industry (or industry 
team’s) coverage universe, on a risk-adjusted basis, over the next 12-18 months. 
More volatile (V). We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in 
a month, based on a quantitative assessment of historical data, or in the analyst’s view, it is likely to become materially more 
volatile over the next 1-12 months compared with the past three years.  Stocks with less than one year of trading history are 
automatically rated as more volatile (unless otherwise noted).  We note that securities that we do not currently consider "more 
volatile" can still perform in that manner. 
Unless otherwise specified, the time frame for price targets included in this report is 12 to 18 months. Ratings prior to March 
18, 2002: SB=Strong Buy; OP=Outperform; N=Neutral; UP=Underperform.  For definitions, please go to 
www.morganstanley.com/companycharts. 

Analyst Industry Views 
Attractive (A). The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be 
attractive vs. the relevant broad market benchmark named on the cover of this report. 
In-Line (I). The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in 
line with the relevant broad market benchmark named on the cover of this report. 
Cautious (C). The analyst views the performance of his or her industry coverage universe over the next 12-18 months with 
caution vs. the relevant broad market benchmark named on the cover of this report. 

Stock price charts and rating histories for companies discussed in this report are also available at 
www.morganstanley.com/companycharts.  You may also request this information by writing to Morgan Stanley at 1585 
Broadway, 14th Floor (Attention: Research Disclosures), New York, NY, 10036 USA.
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Stock Price, Price Target and Rating History (See Rating Definitions) 
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Other Important Disclosures 
For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the 
risks related to achieving these targets, please refer to the latest relevant published research on these stocks. Research is 
available through your sales representative or on Client Link at www.morganstanley.com and other electronic systems. 
This report does not provide individually tailored investment advice.  It has been prepared without regard to the individual 
financial circumstances and objectives of persons who receive it.  The securities discussed in this report may not be suitable for 
all investors. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and 
encourages investors to seek the advice of a financial adviser.  The appropriateness of a particular investment or strategy will 
depend on an investor’s individual circumstances and objectives. 
This report is not an offer to buy or sell any security or to participate in any trading strategy.  In addition to any holdings that 
may be disclosed above, Morgan Stanley and/or its employees not involved in the preparation of this report may have 
investments in securities or derivatives of securities of companies mentioned in this report, and may trade them in ways 
different from those discussed in this report.  Derivatives may be issued by Morgan Stanley or associated persons. 
Morgan Stanley is involved in many businesses that may relate to companies mentioned in this report.  These businesses 
include specialized trading, risk arbitrage and other proprietary trading, fund management, investment services and investment 
banking. 
Morgan Stanley makes every effort to use reliable, comprehensive information, but we make no representation that it is 
accurate or complete.  We have no obligation to tell you when opinions or information in this report change apart from when 
we intend to discontinue research coverage of a subject company. 
With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based 
on public information.  Facts and views presented in this report have not been reviewed by, and may not reflect information 
known to, professionals in other Morgan Stanley business areas, including investment banking personnel. 
The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, 
securities prices or market indexes, operational or financial conditions of companies or other factors.  There may be time 
limitations on the exercise of options or other rights in your securities transactions.  Past performance is not necessarily a guide 
to future performance.  Estimates of future performance are based on assumptions that may not be realized. 
This publication is disseminated in Japan by Morgan Stanley Japan Limited; in Hong Kong by Morgan Stanley Dean Witter 
Asia Limited; in Singapore by Morgan Stanley Dean Witter Asia (Singapore) Pte., regulated by the Monetary Authority of 
Singapore; in Australia by Morgan Stanley Dean Witter Australia Limited A.B.N. 67 003 734 576, a licensed dealer, which 
accepts responsibility for its contents; in certain provinces of Canada by Morgan Stanley Canada Limited, which has approved 
of, and has agreed to take responsibility for, the contents of this publication in Canada; in Spain by Morgan Stanley, S.V., S.A., 
a Morgan Stanley group company, which is supervised by the Spanish Securities Markets Commission (CNMV) and states that 
this document has been written and distributed in accordance with the rules of conduct applicable to financial research as 
established under Spanish regulations; in the United States by Morgan Stanley & Co. Incorporated and Morgan Stanley DW 
Inc., which accept responsibility for its contents; and in the United Kingdom, this publication is approved by Morgan Stanley & 
Co. International Limited, solely for the purposes of section 21 of the Financial Services and Markets Act 2000 and is 
distributed in the European Union by Morgan Stanley & Co. International Limited, except as provided above.Private U.K. 
investors should obtain the advice of their Morgan Stanley & Co. International Limited representative about the investments 
concerned.  In Australia, this report, and any access to it, is intended only for “wholesale clients” within the meaning of the 
Australian Corporations Act. 
The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make 
no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and 
shall not have liability for any damages of any kind relating to such data.  The Global Industry Classification Standard 
("GICS") was developed by and is the exclusive property of MSCI and S&P. 
This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 
Additional information on recommended securities is available on request. 
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INDUSTRY COVERAGE: SYSTEMS AND PC HARDWARE 

Company Ticker 
Rating 
as of 

Price 
at 01/14/04 

Apple Computer Inc. AAPL.O E 03/18/02 $24.20
DELL DELL.O E 03/18/02 $35.97
Gateway GTW.N U–V 03/18/02 $4.54
Hewlett-Packard HPQ.N O–V 05/07/02 $24.70
IBM IBM.N E 01/07/03 $90.31

Company Ticker 
Rating 
as of 

Price 
at 01/14/04 

Lexmark International LXK.N E 03/18/02 $79.43
NCR Corp. NCR.N O 12/22/03 $40.10
Seagate Technology STX.N O–V 08/12/03 $20.00
Sun Microsystems SUNW.O U–V 09/30/03 $5.46
Stock ratings are subject to change. Please see latest research for each company. 

 


