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January 1, 2015, It is New Years
looks at IBMs performance and
a tenth consecutive quarter of
earn more than $20 a share ev
ally relnventing itsell. Under
changes. Palmisano r

and Virginis Rometty. IBM’s chief executive officer (CEOD)
tmupnny faces challenges. In October 2014. [BM anpbunced
sales. and she broke with prior CEO commitments to
year! IBM has a history of reacting to change slowly but eventu-
13 predecessor. Sam Palmisano (2002-201 1), IBM underwent significant
A by deemphasizing hardware 1o increase the jtfipact of consulting
and software. In 2002, acquired PricewaterhouseCoopers Consulting for 335 billion and Rational
Software for 521 billjon 18 remake IBM around three complementary areas of Systems and Financing,
Software, and Su% (see Exhibit 1). Rometty was part of those changes and. since becoming CEQ
she has divested unprofitable businesses, such as selling its server unit 10°Lenovo for $2.1 billion in
2014, and payifigGlobal Foundries $1.5 billion to take IBM3s money-losifig chip business in 2014, Still
a clear mové b IEM into new profitable areas has remained elusive. Further, increased competition in
eloud cncmpuﬂug services from Amazon and Google put prtssu: on software and services sales and
revenues (see Exhibit 21

"As she'celebrates her thind-year anniversary as CEQ Rortetty becomes increasingly aware that time
‘the one thing she is running out of to change IBM. Once again in its over-100-year history, IBM is at
the erossroads. It is time for further changes at IBM sa it can adapt to disruptive cloud computing and
“data analytics technologies. Alternatively, will the current strategy of offering customers integrated
/{fé lechnology solutions ensble growing revenuves from cloud computing and dats analytics? As Virginia
Rometty is getting ready for the new year. she'ponders What needs to be done to avoid her becoming

known as the CEO that oversaw IBMs decline or belng dismissed early in her tenure?

H

Brief History of IBM -«

IEMSs ("Big Blues”) histfiry dates back to long before electronic computers. reflecting several tech-
nological discontinuities jsee Exhibit 3} It originated as the Tabulating Machine Company in 1896
and it speclalized in the lkw.:ll.)p:rtnl of Purlchﬁcird d.ll.u-pﬂ;x,mlng equipment. Thomas | Watson,
Sr. became general manager of the company in 1914 and in 1924 changed ils name to International
Business Machines Corporation, or IBM. During the next 20 years. IBM grew rapidly. Despite the Great
Depression of the 19304 IBM continued to manufacture new products. and after passage of the Soclal
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Security Act of 1935, IBM secured a major government contract to malntaln employment data for 26
million people. This was described as “the biggest accounting operation aof all time™ and it opened
the door for a variety of other government contracts. After the United States entered World War IL all
IBM facilities were placed at the disposal of the federal government and IBAMSs product line expanded
to include bombsights, rifles. and engine parts?

In the 19505, IBM became a chief contractor for developing computers for the US. Alr Forees auto-
mated defense systems, o product that generated tremendous profits. More kny Iy, the company
gained access to cutting-edge research on digital computers being done under auspices.
However. IBM failed to dominate the emerging industry by letting RAND Caeporation fake over the
job of programming the new computers. According (o one project participant, Robert P Crago “We
coildint imagine where we could absorb two thousand programmers at [BM when this job would be
over some day, which shows how well we were understanding the future e

IBM was the largest of the eight major computer companles throughimost of the 19605, (Others
were UNIVAC, Burroughs. NCR. Control Data Corporation, General Elgetric. RCA. and Honeywell.)
People in the industry talked about “TBM and the seven dwarfe dominated its competitors :
with a 70 percent market share, In the 19705 a number of mer and acqulsitions resulted in an : -*’
increasingly concentrated market, with IBM still fiemly in o ad. Many companies chose to focus W
on niche areas in order 1o avold competing directly with IBM mainframe, IBM System/360,
that earned the company its dominanl position was. t of BM3s product line through 1978,/
though IBM continued to produce mainframes. e

. N4

The Decline of Mainframe Commg -

£y
&

Up through the 1970s. IBM relicd o a vertically integrated strategy, building most ponents
of its systems itself, including processarsibperating systems, peripherals, and databias M preferred
to do things in-house. and the prevalling attitude was that no one could do it bettét"The company was
able to capture high marpgins capitalizing on its reputation for technical reliability. and out-
standing service. even when chnology was not cutting-edge. IBMs strategy was virtually flawless,
moutinely out-competing lts . In 1976, however, IBM faced a lfe- g discontinuity that
was not the result of 2! competitor's action. It started [n a parage far from BM3
New York headquarters, re college dropouts Steve Jobs and Steve! put together the Apple
personal ¢ kit, On April Fools' Day of the sume year, nded what was then known as
Apple Compules Inc. \
greatest assets; IBMs size and induﬁry-#ﬁinmm caused it to underestimate the
of the computer revolution that was taki ace. Instead. M disdain toward Apple
emerging competitors gave the new comp; five unchallenged vears during which 1o
ir new technology. IBM did not introduceits own version of the PC until 1981 and though
iopen) standard for the industry, [BMs de response meant that it had already forfeited
pportunity to dominate this new marketyT: insult to injury. IBM then chose to outsource
operating system and microprocessors forits new machines from Microsoft and Intel. respectively,
creating the Wintel standard in the P@Mulry IBM bought the operating system from Microsoft’s
Bill Gates in a deal where he ret e rights making him one of the wealthlest people on the
;iuﬂ_lnamrhnrmhjudpm:m.% its 20 percent equity stake in Intel in the mid- 19805
g
.
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Meanwhile IBM held on tight to other activities in the computing value chain, only 1o find that
its wertically integrated business model had no advantage in the evolving computer industry. PCs
could be sold in a variety of retail outlets. eliminating the need for 2 highly trained sales force. Data-
processing centers were no longer essential as PCs had their own memory and processing systems
inside. There was also no need for IBM 1o maintain these machines because businesses Increasingly
internalized the service function and hired their own computer technicians.

As the computer value chain disintegrated. different companies took the lead In segments.
Intel was the leader in microprocessors, Microsoft in operational systems Novell in king, HP
in printers, Seagate in disk drives and Oracle in databases. Even in personal computers! cost-efficient
competitors like Compag and Dell easily outpaced IBM. Many dedicated safiware developers and ven-

dors also popped up. Thus. in 1992 BMs CEO John Akers began 1o split business units (e.g.
for processors. storage software. services. printers, and so on) in ovder to e more effectively
with these focused niche players.

The growth of local area networking capabilities and the decline of mainframe sales

led to the inevitable outcome: On January 19 1993, IBM annoul the largest single-year corporate
loss in US. history (581 billion). The “big iron” business di had not recognized the need for b 4
the company to adapt. As a result. 250,000 workers departed” and o decade of radical transformation *’
followed Louis Gerstner was the first non-IEBMer o @2 nCEﬂandhetherlr.edlhednmungﬂ
task of saving Big Blue. e
3

épv"

The Louis Gerstner Era {1993 mZ) or “When the Elephant Lﬁg!’ned to

Dance’ | ¥

When Louis V. Gerstner, J&. chairman and chief executive in 1993, not clear whether
IBM would survive. Ger was not a lifetime IBMer. Even worse, he had o ular understand-
ing of the computer- industry. He came with 2 background in' ‘?ﬂmerpmducnﬁmndal
services. and consulting. The IBM board had decided that EMn@edﬁnlea&tastumgm_anda
manager—and Ger fir the bill Y%

Louls Gétstner received a bachelor's degree in engineering fro College in 1963 and an
ard Business School in 1965 He worked as M cKinsey consultant and later became
ol of American Express and then CEO of NJR. {#€0. He wax not the obvious cholce for the
of American technology. Nevertheless. he. t to the table a strong vision and a passion
r change. As soon as he took the reins at TBM. he Bégan traveling to meet customers to get a sense
! the market. His verdict was bold: “We were l’n;(m bulld this company from the customer back
- not from the company out™ q\a

One major decision Gerstner made reverse Akers plan to split IBM into 13 Baby Blues”
In theory. dividing the company int ple strategic business units addressed IBM3 fundamental
trouble—that as an integrated qwny IBM was not flexible. Gerstner, however, liked the concept of
“integrated solutions’ days as an [BM customer. IBM could provide one-stop shopping
and service to tackle siness problems without forcing its customers to deal with differemt
vendors, He heard tlmlhgmsumu from customers. Within three months, Gersiner decided 1o keep

Ihtcu:npanytc@ﬂﬂg‘iping.'lkncwumihlgrhhhltlmudmbudmﬂltmm:ﬂshﬁmmg
to do at IBM7
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Under Gerstner IBMs new strategy evolved quite rapidly. In late 1995, the firm formed a new divi-
sion to make sure the entire company was focused on the emerging business opportunities the rapid
adoption of the Internet would ’acrin;. Then, beginning in 1997 IBM started a massive advertising
and marketing campalgn to push “e-business” a term colned by BM. Many obscrved lihl: the notion
of e-business served as & wake-up call 1o Wall Street about the upcomlng shift in b Is.
While experts and competitors were slow to comprehend the full value of e-business. carporate
customers loved the new focus, The dot-com boom in 1999 was an opportunity for Gerstner 1o say
that he regarded the Internet start-ups as “fireflies before the storm” suggesting that there was much
more to come which was uncommon at the time. Gerstners success as CEO§ strated the dyna-
mism of the IT industry. and the fact that even if one misses 4 turn of 1 ation cycle. there is
still hope to survive and get back in the game. Gerstners turnaround Wi a huge success: under his
tenure. IBMs market cap grew from $29 billion in 1993 1o $133 billion 19 2002. Louis Gerstner sum-
marized the successful iransformation of IBM in his business : "Who Says Elephants Can't .
Dance?: Inside IBMs Historic Turnaround i

D

The Sam Palmisano Era (2003-2011) -’

On January 1, 2003, Samuel “Sam” |, Palmisano took the helm at IBM and he pushed the e 3
strategy begun under Gerstner even farther, ?r. Palmisano had a very different ipstyle
that ranged from body language 10 comversatigh style. He was tall beefy. and relaxed. loakisg every
inch the former college football it he was. and he spoke to people with tr. 1 -
ity Palmisano was also a life-long having joined the company as a 22-year-aldsalesman in
1973. Since then. he had held & series of leadership positions, Including senbor \'il‘.': president for the
Enterprise Systems and groups. He had played an instr in creating and
leading IBM's Global o senior vice president) and building the st IT services orga-

nization in the industry, I'-I'e served as senior managing director of pperitions for IBM Japan. and

be became [BMs w“&uﬂ chlef operating officer in 2000. 5}'

Upon becoming CE 2001 Sam Palmisano organized [BM three complementary areas
ware, and services. Essentially, IBM consultanty, visit & company and outline an
mmrﬂ.:uslmmsﬂm:dsihnlm sell IBM hardware and software. As
. IBM only kept high margin hardware. example, in 2004, IBM divested its PC
0 When revenue flattened in 2005 (se@Exhibit 4), Palmisano pushed the shift to
even faster. “Software had to play a bigger fole” Palmisano explained. In software, IBM built
In.:lil!.l}' with acquisitions of small fields like srcurlr.y data management. and
ommerce. From 2003 until 2007 [BM spent billion on 54 acquisitions—36 software and 18
ices companies—in order to facilitate il nﬂnl’mﬂ.lﬂn process.!! Additionally, IBM encouraged
versities and other technology -:m;um}y promote education for an emerging field that within
BM was called service science ™

Palmisano’s strategy !epﬂunm:l”h aggressive effort to Increase profil marging In response o
intense price competition in hatdware and software. Under his leadership IBM transformed itself
from a multinational com worldwide operations to a more seamless global enterprise
with centers of expertise, of which was a hub In a global service network. The corresponding
change in IBM3 corporate el was illusirated by employees’ responses to a 2003 survey regarding
the companys future values: Three strategic thrusts emerged: Dedication to every clients suceess’
Innovation that matters—for our company and for the world” and Trust and personal responsibility
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in all relationships,’ Under Palmisano, IBM was consistently profitable t8 stock market valuation
passed Microsoft in 2011 It was another example of [BAM o rapid technological change
and the challenges of globalization. .

The Virginia Rometty Era (since 2012 -..":

Virginia "Ginni® Rometty followed Sam as CEQ of IBM on nuary 1 3012 and as Chair -
of the Board of Directors on October 1, 2012.% Tl began her career at IBM in 1981 as a systems
engineer and she progressed through multiple leadesship positions, including Senior Vice President of -

IBM Global Business Services where w the successful integration of PricewaterhouseCoopen
Consulting Rometty 1s IBM's first CEQ. and in 2014 was ranked number 10 on Forbes list of
powerful women.'* Upon her a  Palmisano downplayed the selection of a woman by stating,

“Ginnd got it because she deser 5
Having played a part c:ea'lili {BM5 strategy under Palmisano, Rometty initially aveided chang-

“_‘-M

ing IBM's strategy. sta hat youll see is an unfolding of the strategy we have'Tn place”"” However
simply continul hid worked in the past was what led to previous problems at M. When
leadership s a struggle for 2 new direction began Since Rometty has taken over the position, [BM
has focused it calls strategic imperatives™: cloud computing, data anilytics mobile. social. and
security ¢ . imperatives have led to double-digit revenue growth for the company.'®

Yet. high growth alone has not been enough. For example. in'2014 IBM5 cloud compuling revenues

aghly 60 percent to 7 billion, but this only represepted 75 percent of IBM's total revennes '

M has also pushed into data analytics with predictions that this area of investment will bring in $10
n in revenues—granted it may take 10 vears™

Rometty increasingly sees IBMs future as tied 1o three disruptive technologies®' IBM believes that
the following three environmental forces will have & more radical impact on the business environ-
o ment than any other technology revolution has had before:

1. Clotd Computing: A model for enabling convenient. on-demand network access to shared
computing resources such as nelwarks, servers, storage, applications. and services. If you use
Google Drive. Dropbox. or Micresoft 365. for example, you are taking advantage of cloud
computing. In the future, mo# businesses will rent computer services rather than owning
hardware and ml‘rwm“%wﬂl as running thelr own networks,

2. Big Data and Anulﬁcs:l—km o acquire. process. store, manage. analyze, and visualize data
arriving at high volume. velocity, and variety. Prime applications are in finance. medicine.
law. and many othet professional fields relying on deep domain expertise within fast-moving
environments.

Spsters of Engagement: Provide decentralized technologies which encourage peer-to-peer inlerac-
tions. often on cloud-based platforms. One application. for example, Is leveraging soclal media such as
Facebook or Twitter on a secure and mobile platform 1o engage one-to-one with each customer. rather
than using a one-size-fits-all approach.

Rometty believes that both current and future IBM customers all face these major challenges. Thus
her strategic intent 1s to transform [BM in order to help transform lts customers—she views these dis-
ruptions as the biggest ones ever experienced in the technology and services industry. She also views
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them as major business opportunities that IBM hopes 1o lever davy investment. To ensure that
customers are prepared for their own transformations, IBM trained each of its more than 100,000

consultants in all three areas of potential growth. -

IBM’s Cloud Computing Initiative r
The intreduction of personal compu mpuﬂngmﬁnmmnhﬁmﬂmluca]l

machines and now applications runni 1 chu.d:.tesl:jﬁmgpmcesaingpcw\erbkamﬂs.
Cloud computing is a web-based for n technology (T defined as “a model fq&cuﬂing
convenient. on-demand network 1o a shared pool of configurable computing resources (eg,
networks. servers. storage, applic and services) that lcould] be rapidly provisioned and released

with minimal management e

and further explanation of
combined with high-

setvice provider interaction ™ (See Exhibit 5 fora full definition
computing) It was made possible by cheap and werful processors
avallability across networks The cloud has changed the distribution

of value across the T industry. Traditional “big fisk in the IT industry sold hardware (e.g. Intel
Dell, IBM). operating systems (eg. Microsoft), database engines (eg. Oracle fBM), office applicationy
feg. Microsaft), applications such as enterprise resource plasning (e.g. SAP. Oracle) or

customer relatio  management tools (eg. SAP. Oracle. Microsofts, Now the cloud allows users to
access all of these functions as an online service that blurs traditiohal distinctions among industry
piu'tlci > placing glant companies that used to be partners ihardware and software on a direct
For example. Dell bought Perot Systems to mobe upsiream into value-added IT ser-
mmnnihmswﬂﬂbedmrmhedhylhekupﬂlﬁmunﬂersumﬂmgduhmuhuwu
}, and approach for capturing le.

* The two primary approaches to capturing value involved either public or private clouds. The public
cloud can be accessed by anyone. and this approachis largely dominated by Amazon. Companies that
offercd complementary technologics also emerged. Early examples included RightScale, CloudKick,
and enStratus, which affered tools to manage public cloud infrastructures. However. Google,
and other firms could also enter the mafket 1o leverage their infrastructures. brand names, and scale
and cost capabilities. For example, telecom companles like ATET controlled bandwidth which was a
key cost driver In cloud technaol - The private cloud segment required firms (o make significant
investments in and reconfigure their own data centers. Any firm with a preinstalled base would there-
fore be cautious in Impleme‘mg changes. and private cloud providers faced resistance to adopting
propriclary systems.

IBM made its first foray into the cloud in 2007 The Blue Cloud” was a combination of software
and hardware components through which IBM sought to provide customized. cloud-based services for
each of its cllent organizations. a so-called “private cloud” Some analyits viewed IBMs efforts critl-
cally, claiming that Blue Cloud was just "Web computing by another name ¥ IBM responded that Blue
Cloud was never intended as a full-fledged cloud service rather, it was an initiative crafted by IBM to
experiment with the emerging technology.

In 2008, [BM started offering integrated Cloud Computing Centers. Their purpose was o enable
IBM clients to transition to virtualized data centers and to provide them the freedom to innovate in
a controlled and secure computing environment. According to IBM. the Cloud Centers could deliver
standardized services through IT amtomation, resulting in reduced system and application manage-
ment costs, They were targeted at clients in emerging markets. to facilitate growth as well as w
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acquaint them with the benefits of the new delivery model. The first Cloud Center opened in February
2{)03quxiﬂzlnniﬁﬂrhaLthuﬂ!cemminVlnmm}apmhaﬂLhdthelhdani

Poland. and South Africa. and has since continued to expand the program.®

In 2008 IBM started to extend its consulting and technology services ld‘ﬁ: cloud, building on
knowledge gained from its earlier Blue Cloud project [BM envisioned its customers in three
main ways. First. IBM would communicate the message of the cloud to 8 customers understand
its full potential Second it would help them assess the cost of thel cloud Initiative and plan
accordingly. Third, IBM would be in a position to provide installation, configuration.
and wsage of a “private” cloud In its customers’ data centers. In BM also formed an alliance with
Google to capitalize on each other’s strengths. such as IBMs reputation helping to drive sales of Google

Apps. Googles cloud offering, while IBM offered an ution to provide infrastructure for
customers around the globe. ;
At the same time, IBM moved even further into the dloud revolution by developing a certification

program covering the resiliency of cloud-based dtlons or services delivered by its partners.
Companies hoping 1o gain IBMSs seal of a had to work with TBM5 cloud consulting practice.
making IBM a “reference point” in the cloud milirket ™ The idea behind the certification program was®
to help create some standards around sec interoperability in the rapidly emerging world-of
cloud computing Generally, the progr mﬂhhﬁathimdll&gﬂalasamﬂﬂmmpanlmm
utilizing it as a signal of expertise arena.

Since 2013, IBM has pursued vate and public cloud efforts. IBM continued Talfer highly
suceessful private clouds for it&'eli 'hmh&iﬂﬁe&ﬂuwﬂk”ﬁtd&mﬂﬂim
application vendors to addr ific business processes that would align wi # offerings. The
intent was to form an stem of partners where different vendors address ¢ business needs
to provide (ntegrated sm]l!jmsrhﬂmMmuLiﬂﬂ‘ermt&enu_EMa!mhdltsﬂghunnﬂt
public sphere, crea ic cloud facility in Raleigh. North Carolina wlzre clients could integrate
their private ¢ ith public infrastructure.

IBM's Big Data and Analytics Initiative A
b, effect of cloud computing was that firms had more information than ever before. For

b s estimated that Walmart collects more than 2.5 petabytes of data every hour™ As a
it IBM. SAS. and other firms are lining up to help€ustomers use the data they amass. Data ana-
also called Bip Diata examines the prowing amount of data firms collect to identify patterns
Lar ‘other relevant information so managers can make better decisions. The questions presented to
clients are: 1) Why collect and store terabytes 6 data if you do not analyze it and 2) What Is the
use of traditional analysis if you have to wait diys for the results? The advantage of data analytics is
that answering these questions often requires expensive new hardware and software for data mining
predictive analytics, forecasting optifiization, and other uses. These functions relate to business intel-
ligence to help understand what is bappening or more forward looking analysis to Identify trends
and their implications. The buginess Implications of data analytics can be compelling. For example.
Wetflix analysed its subscriber to develop its hit show ‘House of Cards™** With appropriate data
analytics platforms. firms gan boost sales by making relevant recommendations 1o customers. increas-
ing efficiency of operations ‘@nd reducing frand.
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In 2009 IBM initiated o massive advertising campaign to promote the
planet to follow its cloud strategy. According to IBM, the world was
mobile phones, RAD tags. and sensors were the dominant building
connected (2 billion people on the Internel, immense information ex

jof the digital age) and inter-
1 and smart Interacting

devices). The next step was to make our planet “intelligent” W ant with the slogan smarter
planet” was that we could use integrated technology to d’lndays pressing environmental
and social issues—in other words, make the world smart endugh to be sustainable. For example. in
working with Carnegle Mellon University, IBM anticl It could save it 20 percent annually on
wtilities or nearly 52 million ™ IBM cites a number es that {llustrate the urgent need for a
smarter planet: inefficiencies in firm operations: to acquire. retain. and grow customers: man-
age risk: and other areas with information on the ments IBM could make.’! To spread aware-
ness, IBM embraced soclal media, including pages on YouTube™, Facebook™ and Twitter ™ However,|
since 2009 IBM3 sales have become less i andmurefocuudnnﬂnﬂhmdhmh.&mﬂjm

(see Exhibit 6). This is problematic. te is more economic activity outside North America‘and
IBM has lost roughly 25 percent of share in Europe, while simply malntaining i#§n Asia.

Perhaps [BMs most visible effo data analytics involved its artificial intelligent computer system
called Watson, In 2011, Wat eted on the Jeapardy! game show agalnst for plons Brad
Rutter and Ken Jennings, Wi won with Jennings commenting: ‘L for one. welc GUY new com-
puter overlords™® Wats nmmurledmrhelmumtdurlngtheg:meandﬂﬂedmfm'mm
including the full ex Wiﬁulﬂa o answer questions using automated reasoning ™ Discussion of
the week-long Jeopardy! n‘.n-,pnuﬂm exploded giving IBM free advertising and after one year contrib-
wled to increase (see Exhibit 71

IBMs Watsan n:l‘lu:u a new era of cognitive computing where tmwutln are able to understand
natural ge and learn to be able to engage with humans, niike declsions. and discover new con-
i nol everyone is convinced of the usefulnessof artificial intelligence (Al) and Elon
wamned that Al represents a threat to humanity** The ethics of having a machine make
for people and the potential unpredictability of the connections and logic such machines
o make decisions raises ethical questions Howevée progress on answering these questions is

’g behind advances in computing power and mpabﬂuzs

IBM’s Systems of Engagement&;hﬂatwe

The systems of engagement Initlative ecks 1o redirect the way people access and use information,
Rather than access information inlsolited chunks a system of engagement strives toward a more col-
laborative and efficient inferactionverius fransaction. Improved communications that allow people o
connect inexpensively in real'time via maobile devices has made this transformation possible. While
these capabilities ralse concerns sbout information security, they also open opportunities. Within
businesses. emploving :rﬂ'éns of engagemen! can enable coordinated efforts across time zones. so
because the work never stope product lead times never sharten. Such manner of engagement also
enahles faster decision making and provides the context for collaborative social systems. A system of
engagement can use social media to attract and retain customers by improving customer service and
developing decper brand relationships. The challenge for organizations is redefining how they manage
sssociated technology and data
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At IBM, systems of engagement leverage the cloud and data analytics to make information available
at the right time and place to make a difference. The focus of BMSs [Starts consultants is on under-
standing the T landscape and listening to clients in order to match business needs with IBM technolo-
gles.™ Experts at IBM can help organizations make sense of 1T infrastructure s to integrate cloud
data analytics and mobile together into a system that redefines internal and eX relationships *
Most large companies have systems of record focused on past info | processes, and more
effectively using and accessing that information requires linking exist with new systems of
engagement. This challenge requires a robust IT infrastructure !hal Bidpean provide o help organlza-
tions rapidly create value from IT investments, Finally, this e

having a hybrid or private cloud that provides increased security'l or wrganizational data.
Doubt Lingers ‘
Since Sam Palmisano. IBMs strategy has been 1 m.ge-; portfolio to dellver integrated solutions

to clients. Virginia Rometty helped to build implement that strategy. but in the darkness even
she begins to doubt it Initial optimism of her adership has fallen as improvements In IBMs perfors

mance at the start of her tenure in 2012 have'h to decline (see Exhibit 8. While profits have:
improved by moving into more profi segments (see Exhibit 9) growth in those segments have
not compensated for revenue decli n other areas. as competition and technology has contifiued 10
shift. The combined results have to a falling stock price (see Exhibit 10) th with

executive turnover.

As 2014 turned into
focused on clond com
ing 40 percent of [BMs

lometty decided to invest 54 billion with the ity of the money
and data analytics with the goal of her strategic %ﬂlivn represent-
ues by 2018." In essence. she doubled down on the eurrent strategy. She

believes new gy ilhmptlve. but not to the strategy of IBM helping r.'ultan:n with integrated
spoliations. H n with double-digit growth, her revenoe targets afe ambitious for businesses
that anly b 1?' percent of revenues in 2014. To be suecessful [BM needs to meet its double-
digit : for ite strategic initiatives. but two dr%obstac’-u lie in its path:

* afocus on high margin products and software. which could backfire and alicnate cus-
5. Meeting this challenge requires managing IBMs culture and demonstrating the benefits
Will IBM consultants compensated by gommission and executives worried about
stock options be able to implement her strategy? Fusther high profits in these areas will attract
additional competition.

('.f the growing challenge of continued dependence on its home market international sales.

For example. China has made it a priority to build its own IT Industry: to do so. it 1s asking for-
eign companies Lo turnover source codes dnd to partner with domestic firms o produce both the
hardware and software that run a2 Further, while IBM needs to expand international
sales. a stronger dollar dilutes pnﬂs overseas revenues. Can [BM navigate this more complex
global enviroament?

These are the most nlwumﬁhﬁ.ﬂrnges but certainly there are more Will continuing the existing
strategy meet current compefitive demands. grow revenues. and enable Rometty to avoid being the
CEO that failed IBM? .
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EXHIBIT 2 Examples of Providers of Different Cloud Service Models

Service Madel  Intended Urers  Lowelof IT Stack B { Provders
Inirastrecture-as-a Service [laaS)  System admisisirators Lowest Public Claud Amazoa,
: | Private Clouds: VMware. Eromaly
Platform-as-& Serwce (Paaf| Developers | Moderate. . Google App Engine. Foree.
Ihuhpersm* " : cam, Esgine Yard, Heroku
§ ihlpphiinuﬂlb\'
. ]
Soltware-as-a-Servics (3aa8)  © Endusers [ Hagheat, Googhe Doca & Gl
: ;lblulﬁ'«"' cation. | foffice apps|. Microseft . 2
i falfice apps), Salesforce. 4
L | com (CRML NetSute R
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EXHIBIT 3 IBM Navigates Wave after Wave of Technological Change. 1890-2015 #
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Source: WM Prospectus (2004), “Understanding our company” Virtical axis shows totsl bodustny revenues. Red lines added 10
emphasize WMy ongoing compelitive standing R h and depicibon of Last wave (2005] by author.
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EXHIBIT 4 IBM Financial Data. 2004-2014 (numbers in ¥ millions except per-share amounts)

e o e
Cash and short-term isvestments nes  msz  uge, | n06s BATE
Receivables ftotall 28275 29561 30578 31836 31832
Investarie lotal) 2450 2.595 ! 2.310 203
Property. plant, and equipment (net total) 087 . 1888 13821 0.1
Depreciation, depietion. and amortization (accomalated] 2683 1 28S08 26654 28263
Aasets fotal} naasz 4 MEA . nema me22s msa
Accounts papable frrada) 7804 8517 7.852 7.481 8854
Long-term dabt " .p2ES? 24088 32856 35074
Liabilitins Diotall 90280  BEJO7 100228 1032M 105518
Shﬂlﬂ'uwm L 23048 20138 8860 22,792 11868
Sales bret] L SGETI MGG W47 S97s 927m
Cost of goods sold war 50 e asgn 438
Selling general, and administrative expenses / 27822 29830 2961 29701 28607
Incoma taxes 4850 5148 5268 2,08 4234
Inceme belors sxtrasrdinary heme > WESD  SAS5  WEOA  AB3 15791
Met inceme {loss) : 1833 15,855 WEM 16483 12022
Earnings por share [Basic) avtrapsdinary itema nes 125 usal [ mos 15,68
Earnings per share uh}gnd*mm ttems ns2 13.08 Wwar 14.94 15.58
- e pu. |
p
_ N
e ‘“
A
A
A
[ ]
17
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EXHIBIT S Working Definition of Cloud Computing

Kate 1: Cloud compating i #ill an ewalving secadigm. It Selisdiony, ute ceory underlying technologies, mases rithy, and bansfits will b= refined in o sperited
debulr by B public and private wacters These delmilions mtrbstn, and charactnristics wil pvohye und change over lme

Mate 2. The cesd-computing mdusry reg & large ecespsten of masy modals, vendiry, snd micket ssches This delmtian & encompats ol o
S ariouz dood mproaches !
Definition of Gloud Computing:

Cloud computing is 3 medel for enabling convenient. po-demand network access to a shared rable compating resources

(0.5 metwarhs, orvers, storage, apphications, and servicas) that can bo rapadly provisioned and ﬂulww
effort ar service provider interaction. This cloud madel promotey swaifability snd is ¢ five exsential characteristic, thres
service medels, and four deploymest madels.

FResource poating The provider's computing ressarces ar + consemers using @ multitenant medsl, with
different physical and wriual resoorces dynamically reassigned a ta consumer demand. There is asenseof
facation isdependence in that the custemes no coatrel of knowledge over the exact locatien of tho proveded ressurem
but may be able to specily location st & higher ! u_;mumb-ﬂ-dw

A
provnisned, in some casen automatically, to guckly vealv put and can be
the capabties available for provisioning often appear 1o be dnlmited and cas be

purchases in any quantity at any _

Maasured sevvice Clood . ﬂiﬂﬁﬂ'm-ﬂqhﬂ“lnﬁq ability ak some level of

Mmhﬁ 1 wmhﬁlﬁlimmw usage can be
mm:ﬂ-rmh;mlhmlm—nd&?ﬁd senace

maonitored, controfked.
Service Models: é
Mmmmmmmmu*mmnm %IMII’“!HI“
nfrasiructure. Th*ﬂuﬂnﬂuﬁhhmﬁmw interface such as a web browser feg
. '. . The consumer does not manage or control the underlying cloed infrastractore. including the netwerk. servers,

or wven ndvidual appheation capabibtins, ulihrg__lfﬁtuﬂn of limizad usarspeciic application

i S Mmmm-hm—&nm-ﬁmwwmm
wmmlﬁmn—lqw.ﬂHIWI‘ﬁle_ﬁuﬂ
or control the underlying clowd infrastructurs, including the nniwerk. servers, oparafing systems. or starage, bet has contrel
hﬂnﬂuﬁmﬂrﬂﬂhwﬁiﬂhﬁ-ﬁn—lm
Cloud Infrastructure-as-2Service (aa8] The ta the consumar is to provision processing, storage. nstworks. and
other tundamantsl resources whore the i abla 1o and rum which can include
mﬂmﬂ camumgr dogy nel ¢ or control hﬂﬁﬂ-h Mmummmum m-nrwm

-~
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EXHIBIT 5§ icontinued)

Deplogmant Models '
Frivatr cloud. The cloud infrastruciure is opevaied solely for an organizstion. i may be managed by the ionyr g third
party and may exist oo-premiszs or off premises. : I

Community clovd The cloud infrastructure i shared by several orgamirations and supports a community that has shared
concems (0., mession, yecurnity requi palicy, and complisnce censderatioss) i the srganizations of &
third party and may exist oo-premises or off-premises.

Pubbe clovd, The cloud infrastracturs is made available to the general public o a large group and is semed by an srganization
wlling cloud permeen ¥
Hiybwied clovd. The doud infrastructure is a composition of twe or mor= clouds or public) that remain uniges 3}
lﬁ““ﬁwhmlpmm“ data and application portability leg. cloud B
burming for Ioad balancing betwaen clouds] W
Nete: Cloud srbtware takes hull advantage of the cloud parsdigm by with 2 _ "'}
facus on statslessness. low coupling medufzrity. and semantic ability. :l-f
N
Source Mational nstiiute of Standands and Technolo mation Technolagy (NIST) Labaeatury Authors: Peter Mlell and
Tim Crance. Yerilon 13 October § 2009 hit . nlst geregroupa ShSclond-computing. ! v’
. -;,5"':
A iy
&
N )
’}’ _@ir
-
*.-

O
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EXHIBIT 6 IBM Revenue by Geographic Reglon. 2009 and 2014 )’,

27%

Agia Pesifie

Source; Based on autlos s deplciion of publicly svallable dets
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EXHIBIT 7 Watsons impact one year after jeopardy! f
{

'w 5

One Year Later m.@u.w.
o :
mambers of Congress competad aganst Watson (

_Mﬂcdm“'
with IBM on Wataon and analytica

. A
- 34
million potentially bereliting from Watson

thraugh WelPoirt hesith plans

Sowrce Base] an PowerPolnt Presentatlon kq.lqri-ﬂ AL e ewew- 000 e cosn prioss ) presckit. 2729w
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EXHIBIT 8 [AM Financlal Performance, 2011-2014

B Gross Profit Margin feft axis}
W Total Revesue fin milkors, right axis}
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EXHIBIT 9 IBM Financial Information by Segment 2013-2014 (§ millions)

Globad Tachnalogy Services _
Revenue 371430 ; 28551
Grows Margin 3% ; 3B% , ‘,’/
Glabal Business Services i
Roverus 3 17625 HEI9E
Grems Margin o0 Joo% -
Gross Margin ! Lt ! o B ,
Systems and Technslogy i?_?
Roveros : { %, 12988 :
(Grass Margin 40.B% -b}
Glohal Financing ;‘"
Roveror 2022 v
Grons Margin 45.0% ¥
Other S
Rovers aTe -
(Gross Margin fas.E% ‘:‘7 ]
Total . : : s
Roverue . I 2793 | B 684 %
Gross Margin d ‘ . S00% .  495%. )
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’ 'y 4
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EXHIBIT 10 [BM Stock Performance vs. S&P 500, January 1, 2011~D:cﬁ 2014
B BM Prie Dec 31'M 16044
W SLP 500 Lavel Dec 3174 205650 !
22580 e + 216428
4205850
BIBRO =i irisnacmmassasinas 035.71
20500 19074
Y
185.00 IJ H1TTRST
185.00 —d- 1650.00
. . 159
ﬁ{;:— © 138288
" 4 16044
’f 15500 " 126429
) dan 12 dulnz dn 3 2 Jan 4 dul W dm 14
A
- Y

Source: Author's deplction of publicly Sisblable data udng YOHARTS hitp) ychartacom!,
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