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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON FINANCIAL STATEMENT SCHEDULE

To the Stockholders and Board of Directors of
International Business Machines Corporation:

Our audits of the consolidated financial statements and of the effectiveness of internal control over
financial reporting referred to in our report dated February 28, 2012 appearing in the 2011 Annual
Report to Shareholders of International Business Machines Corporation (which report and consolidated
financial statements are incorporated by reference in this Annual Report on Form 10-K) also included
an audit of the Financial Statement Schedule listed in Item 15(a)(2) of this Form 10-K. In our opinion,
this Financial Statement Schedule presents fairly, in all material respects, the information set forth
therein when read in conjunction with the related consolidated financial statements.

/s/ PRICEWATERHOUSECOOPERS LLP

PricewaterhouseCoopers LLP
New York, New York
February 28, 2012
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($ in millions)

2012 2013 2014 2015 2016 Beyond 2016

Operating lease commitments

Gross minimum rental commitments  

(including vacant space below) $1,562 $1,324 $1,000 $689 $443 $613

Vacant space $   29 $   10 $    9 $  7 $  3 $  1

Sublease income commitments $   29 $   14 $    9 $  5 $  4 $  8

Capital lease commitments $   19 $   28 $   13 $ 14 $  7 $  5

Note Q.  
Rental Expense and Lease Commitments

Rental expense, including amounts charged to inventories and 

fixed assets, and excluding amounts previously reserved, was 

$1,836 million in 2011, $1,727 million in 2010 and $1,677 million in 2009. 

Rental expense in agreements with rent holidays and scheduled rent 

increases is recorded on a straight-line basis over the lease term. 

Note R.  
Stock-Based Compensation

Stock-based compensation cost is measured at grant date, based 

on the fair value of the award, and is recognized over the employee 

requisite service period. See note A, “Significant Accounting Policies,” 

on page 82 for additional information.

 The following table presents total stock-based compensation 

cost included in the Consolidated Statement of Earnings.

($ in millions)

For the year ended December 31: 2011 2010 2009

Cost $ 120 $  94 $  94

Selling, general and administrative 514 488 417

Research, development  

and engineering 62 48 47

Other (income) and expense* —  (1) —

Pre-tax stock-based  

compensation cost 697 629 558

Income tax benefits (246) (240) (221)

Total stock-based  

compensation cost $ 450 $ 389 $ 337

*  Reflects the one-time effects of the sale of the Product Lifecycle Management activities. 

Total unrecognized compensation cost related to non-vested awards 

at December 31, 2011 and 2010 was $1,169 million and $1,044 million, 

respectively, and is expected to be recognized over a weighted-

average period of approximately three years.

 There was no significant capitalized stock-based compensation 

cost at December 31, 2011, 2010 and 2009.

Contingent rentals are included in the determination of rental 

expense as accruable. The table below depicts gross minimum 

rental commitments under noncancelable leases, amounts related 

to vacant space associated with infrastructure reductions and 

special actions taken through 1994, and in 1999, 2002 and 2005 

(previously reserved), sublease income commitments and capital 

lease commitments. These amounts reflect activities primarily 

related to office space, as well as manufacturing facilities.

Incentive Awards
Stock-based incentive awards are provided to employees under  

the terms of the company’s long-term performance plans (the  

“Plans”). The Plans are administered by the Executive Compen sation 

and Management Resources Com mittee of the Board of Directors 

(the “Committee”). Awards available under the Plans principally 

include stock options, restricted stock units, performance share 

units or any combination thereof.

 The amount of shares originally authorized to be issued under 

the company’s existing Plans was 274.1 million at December 31, 2011. 

In addition, certain incentive awards granted under previous plans, 

if and when those awards were canceled, could be reissued under 

the company’s existing Plans. As such, 66.2 million additional awards 

were considered authorized to be issued under the company’s existing 

Plans as of December 31, 2011. There were 124.8 million unused shares 

available to be granted under the Plans as of December 31, 2011.

 Under the company’s long-standing practices and policies, all 

awards are approved prior to or on the date of grant. The exercise 

price of at-the-money stock options is the average of the high and 

low market price on the date of grant. The options approval process 

specifies the individual receiving the grant, the number of options or 

the value of the award, the exercise price or formula for determining the 

exercise price and the date of grant. All awards for senior management 

are approved by the Committee. All awards for employees other than 

senior management are approved by senior management pursuant to 

a series of delegations that were approved by the Committee, and the 

grants made pursuant to these delegations are reviewed periodically 

with the Committee. Awards that are given as part of annual total 

compensation for senior management and other employees are 

made on specific cycle dates scheduled in advance. With respect 

to awards given in connection with promotions or new hires, the 

company’s policy requires approval of such awards prior to the grant 

date, which is typically the date of the promotion or the date of hire.
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Stock Options

Stock options are awards which allow the employee to purchase 

shares of the company’s stock at a fixed price. Stock options are 

granted at an exercise price equal to the company stock price on 

the date of grant. These awards, which generally vest 25 percent 

per year, are fully vested four years from the date of grant and have 

a contractual term of 10 years.

 The company estimates the fair value of stock options at the date 

of grant using the Black-Scholes valuation model. Key inputs and 

assumptions used to estimate the fair value of stock options include 

the grant price of the award, the expected option term, volatility of 

the company’s stock, the risk-free rate and the company’s dividend 

yield. Estimates of fair value are not intended to predict actual future 

events or the value ultimately realized by employees who receive equity 

awards, and subsequent events are not indicative of the reasonableness 

of the original estimates of fair value made by the company.

 During the years ended December 31, 2011, 2010 and 2009, the 

company did not grant stock options.

The following table summarizes option activity under the Plans during the years ended December 31, 2011, 2010 and 2009.

2011 2010 2009

Weighted  
Average  

Exercise Price

Number of  
Shares 

Under Option

Weighted  
Average  

Exercise Price

Number of  
Shares 

Under Option

Weighted  
Average  

Exercise Price

Number of  
Shares 

Under Option

Balance at January 1 $ 94 39,197,728 $ 98 73,210,457 $102 119,307,170

Options exercised 98 (18,144,309) 101 (33,078,316) 98 (28,100,192)

Options canceled/expired 107 (391,097) 108 (934,413) 127 (17,996,521)

Balance at December 31 $ 90 20,662,322 $ 94 39,197,728 $ 98 73,210,457

Exercisable at December 31 $ 90 20,662,322 $ 94 39,197,728 $ 98 72,217,126

The shares under option at December 31, 2011 were in the following exercise price ranges:

Options Outstanding and Exercisable

Exercise Price Range

Weighted  
Average  

Exercise Price

Number of  
Shares 

Under Option

Aggregate 
Intrinsic  

Value

Weighted Average  
Remaining  

Contractual Life  
(in Years)

$61– $85 $ 78 8,079,175 $  857,827,574 1.3

$86 – $105 97 11,061,890 957,308,722 2.6

$106 and over 106 1,521,257 118,474,466 2.0

$ 90 20,662,322 $1,933,610,763 2.1

In connection with various acquisition transactions, there was an 

additional 1.0 million stock-based awards, consisting of stock options 

and restricted stock units, outstanding at December 31, 2011, as a 

result of the company’s assumption of stock-based awards previously 

granted by the acquired entities. The weighted-average exercise 

price of these awards was $59 per share.

Exercises of Employee Stock Options

The total intrinsic value of options exercised during the years ended 

December 31, 2011, 2010 and 2009 was $1,269 million, $1,072 million 

and $639 million, respectively. The total cash received from employees 

as a result of employee stock option exercises for the years ended 

December 31, 2011, 2010 and 2009 was approximately $1,786 million, 

$3,347 million and $2,744 million, respectively. In connection with 

these exercises, the tax benefits realized by the company for the 

years ended December 31, 2011, 2010 and 2009 were $412 million, 

$351 million and $243 million, respectively.

 The company settles employee stock option exercises primarily 

with newly issued common shares and, occasionally, with treasury 

shares. Total treasury shares held at December 31, 2011 and 2010 

were approximately 1,019 million and 934 million shares, respectively.
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Stock Awards

In lieu of stock options, the company currently grants its employees stock awards. These awards are made in the form of Restricted Stock 

Units (RSUs), including Retention Restricted Stock Units (RRSUs) or Performance Share Units (PSUs). 

 The tables below summarize RSU and PSU activity under the Plans during the years ended December 31, 2011, 2010 and 2009.

RSUs

2011 2010 2009

Weighted  
Average  

Grant Price
Number  
of Units

Weighted  
Average  

Grant Price
Number  
of Units

Weighted  
Average  

Grant Price
Number  
of Units

Balance at January 1 $110 11,196,446 $102 13,405,654 $100 12,397,515

RSUs granted 154 5,196,802 122 3,459,303 105 4,432,449

RSUs released 106 (3,508,700) 98 (5,102,951) 99 (2,748,613)

RSUs canceled/forfeited 122 (665,947) 105 (565,560) 101 (675,697)

Balance at December 31 $129 12,218,601 $110 11,196,446 $102 13,405,654

PSUs

2011 2010 2009

Weighted  
Average  

Grant Price
Number  
of Units

Weighted  
Average  

Grant Price
Number  
of Units

Weighted  
Average  

Grant Price
Number  
of Units

Balance at January 1 $111 3,649,288 $107 3,476,737 $102 3,078,694

PSUs granted at target 154 1,055,687 117 1,239,468 101 1,568,129

Additional shares earned above target* 118 230,524 103 463,913 83 396,794

PSUs released 118 (1,189,765) 103 (1,486,484) 83 (1,440,099)

PSUs canceled/forfeited 118 (58,743) 108 (44,346) 111 (126,781)

Balance at December 31** $122 3,686,991 $111 3,649,288 $107 3,476,737

*  Represents additional shares issued to employees after vesting of PSUs because final performance metrics exceeded specified targets.

**  Represents the number of shares expected to be issued based on achievement of grant date performance targets. The actual number of shares issued depends on the company’s 
performance against specified targets over the vesting period.

unrecognized compensation cost related to non-vested RSUs. The 

company received no cash from employees as a result of employee 

vesting and release of RSUs for the years ended December 31, 2011, 

2010 and 2009. In the second quarter of 2011, the company granted 

equity awards valued at approximately $1 thousand each to about 

400,000 non-executive employees. These awards were made under 

the Plans and vest in December 2015. 

 PSUs are stock awards where the number of shares ultimately 

received by the employee depends on the company’s performance 

against specified targets and typically vest over a three-year period. 

The fair value of each PSU is determined on the grant date, based 

on the company’s stock price, and assumes that performance 

targets will be achieved. Over the performance period, the number 

of shares of stock that will be issued is adjusted upward or downward 

based upon the probability of achievement of performance targets. 

The ultimate number of shares issued and the related compensation 

cost recognized as expense will be based on a comparison of the 

final performance metrics to the specified targets. The fair value of 

PSUs granted at target during the years ended December 31, 2011, 

2010 and 2009 was $165 million, $145 million and $159 million, 

respectively. Total fair value of PSUs vested and released during 

the years ended December 31, 2011, 2010 and 2009 was $141 million, 

$153 million and $120 million, respectively.

RSUs are stock awards granted to employees that entitle the holder 

to shares of common stock as the award vests, typically over a 

one- to five-year period. The fair value of the awards is determined 

and fixed on the grant date based on the company’s stock price. 

RSUs granted to employees prior to January 1, 2008 are considered 

participating securities as they receive non-forfeitable dividend 

equivalents at the same rate as common stock. Any unvested awards 

that contain these rights are included in computing earnings per 

share pursuant to the two-class method. For RSUs awarded on or 

after January 1, 2008, dividend equivalents are not paid. The fair 

value of such RSUs is determined and fixed on the grant date based 

on the company’s stock price adjusted for the exclusion of dividend 

equivalents.

 The remaining weighted-average contractual term of RSUs at 

December 31, 2011, 2010 and 2009 is the same as the period over 

which the remaining cost of the awards will be recognized, which 

is approximately three years. The fair value of RSUs granted during 

the years ended December 31, 2011, 2010 and 2009 was $803 million, 

$421 million and $467 million, respectively. The total fair value of RSUs 

vested and released during the years ended December 31, 2011, 

2010 and 2009 was $373 million, $503 million and $272 million, 

respectively. As of December 31, 2011, 2010 and 2009, there was 

$1,021 million, $865 million and $892 million, respectively, of 
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 In connection with vesting and release of RSUs and PSUs, 

the tax benefits realized by the company for the years ended 

December 31, 2011, 2010 and 2009 were $283 million, $293 million 

and $156 million, respectively. 

IBM Employees Stock Purchase Plan
The company maintains a non-compensatory Employees Stock 

Pur chase Plan (ESPP). The ESPP enables eligible participants to 

purchase full or fractional shares of IBM common stock at a 5 percent 

discount off the average market price on the day of purchase through 

payroll deductions of up to 10 percent of eligible compensation. Eligible 

compensation includes any compensation received by the employee 

during the year. The ESPP provides for offering periods during which 

shares may be purchased and continues as long as shares remain 

available under the ESPP, unless terminated earlier at the discretion 

of the Board of Directors. Individual ESPP participants are restricted 

from purchasing more than $25,000 of common stock in one 

calendar year or 1,000 shares in an offering period. 

 Employees purchased 1.9 million, 2.4 million and 3.2 million shares 

under the ESPP during the years ended December 31, 2011, 2010 

and 2009, respectively. Cash dividends declared and paid by the 

company on its common stock also include cash dividends on the 

company stock purchased through the ESPP. Dividends are paid 

on full and fractional shares and can be reinvested in the ESPP. The 

company stock purchased through the ESPP is considered outstanding 

and is included in the weighted-average outstanding shares for 

purposes of computing basic and diluted earnings per share.

 Approximately 5.4 million, 7.2 million and 9.6 million shares were 

available for purchase under the ESPP at December 31, 2011, 2010 

and 2009, respectively. 

Note S.  
Retirement-Related Benefits

Description of Plans
IBM sponsors defined benefit pension plans and defined contribution 

plans that cover substantially all regular employees, a supplemental 

retention plan that covers certain U.S. executives and nonpension 

postretirement benefit plans primarily consisting of retiree medical 

and dental benefits for eligible retirees and dependents. 

U.S. Plans

Defined Benefit Pension Plans

IBM Personal Pension Plan 

IBM provides U.S. regular, full-time and part-time employees hired 

prior to January 1, 2005 with noncontributory defined benefit pension 

benefits via the IBM Personal Pension Plan. Prior to 2008, the IBM 

Personal Pension Plan consisted of a tax qualified (qualified) plan 

and a non-tax qualified (nonqualified) plan. Effective January 1, 2008, 

the nonqualified plan was renamed the Excess Personal Pension 

Plan (Excess PPP) and the qualified plan is now referred to as the 

Qualified PPP. The combined plan is now referred to as the PPP. 

The Qualified PPP is funded by company contributions to an 

irrevocable trust fund, which is held for the sole benefit of participants 

and beneficiaries. The Excess PPP, which is unfunded, provides 

benefits in excess of IRS limitations for qualified plans.

 Benefits provided to the PPP participants are calculated using 

benefit formulas that vary based on the participant. The first method 

uses a five-year, final pay formula that determines benefits based 

on salary, years of service, mortality and other participant-specific 

factors. The second method is a cash balance formula that calculates 

benefits using a percentage of employees’ annual salary, as well as 

an interest crediting rate.

 Benefit accruals under the IBM Personal Pension Plan ceased 

December 31, 2007 for all participants. 

U.S. Supplemental Executive Retention Plan

The company also sponsors a nonqualified U.S. Supplemental 

Executive Reten tion Plan (Retention Plan). The Retention Plan, which 

is unfunded, provides benefits to eligible U.S. executives based on 

average earnings, years of service and age at termination of employment.

 Benefit accruals under the Retention Plan ceased December 31, 

2007 for all participants. 

Defined Contribution Plans

IBM 401(k) Plus Plan 

U.S. regular, full-time and part-time employees are eligible to 

participate in the IBM 401(k) Plus Plan, which is a qualified defined 

contribution plan under section 401(k) of the Internal Revenue Code. 

Effective January 1, 2008, under the IBM 401(k) Plus Plan, eligible 

employees receive a dollar-for-dollar match of their contributions 

up to 6 percent of eligible compensation for those hired prior to 

January 1, 2005, and up to 5 percent of eligible compensation for 

those hired on or after January 1, 2005. In addition, eligible employees 

receive automatic contributions from the company equal to 1, 2 or 

4 percent of eligible compensation based on their eligibility to 

participate in the PPP as of December 31, 2007. Employees receive 

automatic contributions and matching contributions after the 

completion of one year of service. Further, through June 30, 2009, 

IBM contributed transition credits to eligible participants’ 401(k) Plus 

Plan accounts. The amount of the transition credits was based on a 

participant’s age and service as of June 30, 1999. 

 The company’s matching contributions vest immediately and 

participants are always fully vested in their own contributions. All 

contributions, including the company match, are made in cash and 

invested in accordance with participants’ investment elections. There 

are no minimum amounts that must be invested in company stock, 

and there are no restrictions on transferring amounts out of company 

stock to another investment choice, other than excessive trading 

rules applicable to such investments.
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