
 
 

 
ANALYST QUICK NOTES 
New products, M&A announcements, management shakeups, earnings surprises. Whatever the news, 
you want to know what Argus thinks. Our Quick Notes fill this need by providing real-time analysis of 
current news about Argus-covered companies or other market-moving events. Please check back 
regularly for new Quick Notes. Important disclaimer information is on the last page of this document. 
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Thesis 

 Next-generation offering strengthening, but legacy business run-off a challenge. 

 Partnering in weak areas (mobility), playing to strengths in core areas (data, analytics). 

 Entrenched skepticism has beaten down stock price, but we believe a turn will come. 
 
Long slide lower 

 IBM down 14% in past 52-weeks. 

 Market (S&P) down 4% over trailing 52-weeks. 
 
4Q15 technology hardware earnings: DD declines 

 The 4Q15 EPS season will be tough for tech hardware companies, who are expected to average 
DD declines in EPS and single-digit declines in revenue. 

 Coming off a weak PC year; smartphone exhaustion; ARM disrupting x86 server cycle. 
 
IBM in 4Q15 

 Street expects: revenue $22.07 bln, EPS of $4.81. 

 Argus expects $22.25 billion, EPS of $4.89. 

 At consensus call, Revenue down 8.5%; EPS down 17%. 
 
2016 Outlook positive 

 After declines of 12% in FY15 revenue and 10% in EPS, 2016 can be turnaround year. 
o EPS up in low singles, revenue down in low single digits. 

 IBM has prioritized development of next-generation strategic imperatives in the areas of cloud, 
big data, SaaS, enterprise mobility, and security. 

 Watson is a huge priority, and as we see heavily hyped in consumer media; up to 1 million 
professionals now working with Watson analytics. 

 IBM also promoting BlueMix cloud platform. 



 
Challenges ahead 

 Strategic imperatives strategy is sound, at this stage, but IBM is still rolling off significant low-
margin and slow-growth business. 

 Must manage margin challenges in the service businesses, GTO and BTO. 

 Primary challenge is to keep software business (Key Branded Middleware) in a major role for 
massive processing functions (bank transactions processes and monitoring, etc. ). 

 “Hold the line” on remaining hardware (z system mainframe and Power), while transitioning 
Watson (Power) to a software and data focus. 

 
Deep value name 

 IBM is trading at 8.4-times 2015, 8.1-times 2016. 

 Five year P/E is 11.5, but that was in EPS growth period. 

 Based on strong cash trend, DFCF renders LT value above $200. 
 
Conclusion 

 We would BUY the IBM shares for the transition to analytics & cloud, but would be prepared for 
bumpy ride. 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 



 

 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 

 


