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Chairman Thomas J. Watson, Jr.

President Albert L. Williams
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Our industry continues to be 1
petitive. Our business is the creation of m&c;f.xnﬁ\\'_i l
methods to help find solutions tq the increasingly W ‘
problems of business, government, science, spce
tion, education, medicine, and nearly every othe !
human endeavor. The expansion of System/ 365’ b
ties during 1965, together with other new producs, e
ices, and applications, greatly increases our abiliy o 'mlgi
solve customers’ problems. Some of our new developnens
are described in this report. '
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worldwide investment of $1.1 bil-
:o’r rental machines and parts, factory and

and land and buildings. This capital in-
"~ our cash and marketable securities posi-
on to a balance of $665 million, includ-

ion in NEW funds obtained by the 1BM World
¥ non through 2 debenture issue in the Euro-

= ‘market for the further expansion of our for-

' oh our production of System/360 is building up
f cquqxneﬂf shipped has been performing well,
3 o0 in producing the planned quanti-
¢ we found it necessary in October to advise
b from our originally planned delivery

The basic building blocks in System/3060 cir-
vanced new microelectronic circuit modules
o totally new manufacturing concepts. To date we
sced over 54 million of these precision modules.
f them were produced in our plant at East Fishkill,
L Late in 1965, a second IBM plant at Burling-
¢, began volume production, and a third 1BM
onnes, France, also is contributing to our total

ction. Before the end of January, we will
oooth System/360. We are continuing to make
10 increase production and improve delivery

ra-high-performance System/360 is the Model
cently announced that six of the Model 9o series
ed in 1967, and that production on them will
in 1968. Applications of the new computers
from space exploration to subatomic physics.

dth and complexity of the System/360 tech-
ether with the new and dramatically advanced
of our customers, is requiring the most exten-
programming systems SUpport ever developed.
steady and certain progress is being made, we
accomplished all of the extremely challenging
in this area. Throughout 1966, we will be plac-
ity on programming to bring the System/360
otential in our customers’ offices.

pany’s massive effort in bringing out the Sys-
ill continue on an accelerated basis during the
cavy introductory expenses referred to in last
al report will continue during 1966. Also, as
o machines are installed with rental customers,
new installations or the replacement of older
nent, we will be experiencing the high initial
1 expenses associated with the phasing in of a

new line. The high rate of orders and installations, how-
ever, is encouraging for our long term success in the broad
area in the marketplace covered by System/ 360.

In the past, we have pointed out to stockholders that
variations in the proportion of outright sales as compared
to rentals of data processing equipment can significantly
affect income in any period. The proportion of outright
sales in 1966, as in any future period, cannot be predicted
because customers are free to make their choice of rental
or purchase at any time up until the installation date, and
they also can purchase installed equipment.

The demands of the past year called for an extraordinary
response from employees throughout the Company as they
continued to expand their skills and professional capabili-
ties to meet the requirements of rapidly changing tech-
nologies and growth of the business. The year ahead will
make further demands on the whole organization. We feel
certain the Company will be equal to the challenge.

We have geared 1BM's worldwide resources to the task
before us and we look with confidence to the Company’s
further progress in 1966 and the years thereafter.

January 25,1966, by order of the Board of Directors,

QZ_«/QUJ‘}

Chairman of the Board

President
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IBM sales representative Elvin Wolf
reviews seismic reports prepared

by a System/ 360 with a petroleum
exploration specialist at a drilling
site in West Texas. The System/360
—the first to be installed by a cus-
tomer—is analyzing data which helps
company scientists investigate the
location of new oil fields.
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Jwide Effort Supports System/3060

A pef.f‘)leum exploration company in West Texas last April

pecame the first customer tO receive the 1BM System/360.
Globe Exploration Company installed the computer
- analyze seismic data which will help its scientists probe
e earth’s CrUst for new oil fields.

In the months that followed, 1BM continued to build up
roduction levels as more and more of these new systems

began lea ing plants for points across the country and
around

7‘{,»1 ]

v
the world. By year's end, System/360’s were work-
o for customers in many different fields. They were doing
such things as helping the world’s largest automobile in-
surance firm maintain millions of policy records, an indus-
trial products manufacturer reduce production costs, an
2erospace company solve complex engineering problems,
and 2 county government agency update thousands of local
~ property files.
~ Since the introduction of System/360, 1BM has con-
~ ducted an intensive worldwide effort to fill the large num-
* per of orders for this system. Last year, 18M expanded its
 facilities and services at a record rate to provide the mas-
- sive support required in engineering, manufacturing, pro-
ing. servicing, education, and other vital areas.

Work was under way, for example, 0n new plant-labora-
tory complexes in Boulder, Colorado, and Raleigh, North
Carolina, as well as additions to 2 number of existing IBM
sites in the United States. Overseas, facilities were under
construction in England, France, Italy, West Germany,
~ Sweden, Belgium, and The Netherlands. A detailed break-
~ down of the expansion program appears in the Capital

pendirures section of the report 01 page 28. .
Another important part of this effort is the worldw%de
ation program being conducted by 1BM 0 provide
fepresentatives, systems €nginecrs, programmers,
incers, and others with the advanced train-

. will need in helping customers with the planning
installation of their equipment. 18M also conducts 2
{dwide education progra™ for custornc‘rs' employees. !
shout the year, the Company contlntfed to'expan
,60's dities further by developing still more

onic circuits and several new models
he billionths of

its operate int :
o rated 10tO Sys-
s, AMong the
known as

SO
. reased computing power toward
the higher end of System/ 360's performance range.

To Provide System /360 with a still greater capacity for
handling large-volume processing jobs, the Company an-
nom.mced a high-speed disk-pack information storage unit.
'.fhls bulk storage unit can hold 207 million characters of
information and can feed them into System/360’s central
processing unit at the rate of 312,000 characters 2 second.
The data in this unit is stored on eight disk packs which
can be easily removed and replaced with packs containing
other data, thus allowing System/360 users to increase
their storage capacity as much as they wish.

Several other advances also expanded System/360’s
capabilities during the year. A new technique was devel-
oped for packing about 6o percent more data into the IBM
2400 series tape units which make it possible to enter and
retrieve information from a computer with much greater
speed. At the lower end of System/360’s performance
range, the internal speed of the Model 30 processor Was
increased by 25 percent, and tape units were introduced
for the system’s smallest computer, the Model 20.

For those customers requiring a small computer below
System,/360, IBM announced the versatile 1130 computing
system. This computer is designed for individual use by
engineers and can be applied to many different kinds of
problems, such as those connected with scheduling con-

struction projects, ot developing bridge and road designs.

New Time-Sharing Applications
During 1965, 2 growing aumber of customers Were solv-
ing their information-handling problems through an IBM
time-sharing service known as QUIKTRAN. This service en-
ables many persons at remote locations to utilize the capa-
bility of a powerful computer, virtually simultaneously,
through typewriter-like terminals in their own offices or
laboratories. The computer allocates slices of time to each
user on a rotating basis so rapidly that it appears tO him as
if he alone is using the system. Yet he is able to share the
expense of using the system with other subscribers. QUIK-
IRAN facilities were opened at IBM Datacenters in New
York City and Los Angeles, and were being used by cus-
tomers in various parts of the country last year.

The Company also announced a large System/360,
known as the Model 67, which is especially designed for
advanced time-sharing applications. Among the orders







already rcs‘clvcd for this system is one from Bell Telephone
L;1bor'.\tor1cs, Inc. Two Model 67's will be installed at the
company s Indian Hill Laboratories near Naperville, Illi-
nos, where they will be able to serve hundreds of scien-
tists and engineers working on complex electronic dev el-
opment projects at virtually the same time.

Time-sharing is just one of the ways customers can usc
communication terminals to enter and retrieve data from
computers. Another method is Tele-processing in which
tcr‘min.xls form a communications network to exchange
information with each other, or with a data processing
center located nearby or a great distance away. IBM offers
many different kinds of communication units so that cus-
tomers can select the ones best suited to their particular
needs. Last year this line of equipment was broadened still
further by the introduction of three new terminals.

The new 2740 and 2741 terminals are low-cost type-
writer units which enable anyone who can type to utilize
the capability of System 360. The 2740 is a general-pur-
pose inquiry station which enables a person tO query a
computer for business data stored inside a system and ob-
tain an immediate response. The 2741, on the other hand,
is intended primarily for scientific applications and per-
mits persons at remote points to utilize the problem-solv-
ing capability of a computer on a time-sharing basis.

The third new terminal, the 2260 display station, €n-
ables a person to retrieve data stored inside a computer
and rapidly display it on a television-like screen where he
¢. Through the unit's typewriter-like keyboard,

can review 1
ange the data or enter new material

the user also can ch
into the system.
Customers in many different fields are using IBM com-
s to speed data between their comput-
ing centers and outlying locations. In the airlines industry,
for example, Pan American World Airways and Delta Air
Lines last year joined American Airlines in using IBM
rvation systems O Serve Customers

munication system

uunputcr-lmscd rese
across the country and around the world. The systems auto-
matically compile and update such data as passengers’
names, telephone numbers, flight schedules, special meal
requests and baggage weights. IBM also has received orders
for System/300 reservation networks from Continental
Airlines and Frontier Airlines.

To help customers utilize the vast amounts of printed
material prepared by computers as quickly as possible, the
Company announced a high-speed document processing
systems, This system feeds continuous roll paper forms to

emputer printer and then automatically trims them to



the shape and size required for immediate distribution
It can be used to prepare a variety of forms, including in-
surance policies, payroll checks, stock certificates, and
shipping labels. Two new types of microfilm were intro-
duced for the 1BM Micro-Processing System which permits
firms to record data on microfilm, store it, and later repro-
duce it on small film squares mounted in punched cards.
The Company also announced a low-cost compact de-
vice called the 1BM Votomatic which enables citizens to
record their votes directly on punched card ballots. 1BM
data processing equipment then can process these cards at
high speed to determine the results of the voting. The
Votomatic was used last year in local elections in Santa
Clara and San Joaquin Counties in California; DeKalb
County in Georgia; Bloomington, Minnesota, and Mid-
land City, Michigan. This unit is inexpensive enough so
that it also can be used to acquire data in opinion polls,

market surv Cys, and numerous other l)\l)i[l(’SS transactions.

International Programming Effort

System/360's ability to solve a broad range of complex
information-handling problems depends on packages of
precise, step-by-step instructions known as programs which
tell the computer exactly what to do.

Programming systems development for System/360
represents one of the Company’s most comprehensive
supporting efforts. The advanced programming technol-
ogy of this system makes it necessary to develop entirely
new concepts—each of which can be applied interchange-
ably to the many different configurations in System/360’s
wide performance range. Then the millions of computer
instructions which System/360 requires to solve cus-
tomers’ problems must be created, tested, and prepared in
finished form.

Last year, 1BM programmers were busy throughout the
Company developing these advanced programs of instruc-
tion. They were working at the Company’s facilities in
England, France, West Germany, and Sweden as well as
at IBM centers in 10 cities in the United States—including
a newly completed center at Poughkeepsie, New York,
which is the largest commercial programming develop
ment facility in the world.

In addition to programming systems, there are a num
ber of new application programs. Some of these are de-

signed to handle specific jobs in specific fields, while others

cover a common application which can be utilized by cus-
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Other technological developments included new micro-
miniature circuits W hich may lead to major advances in
the design, packaging and operating speed of future com-
puter memories. New computer memories using these cif-
cuits will be able to release information 10 times faster
than the average memory in use today. IBM scientists have
devised a fabrication technique for forming hundreds of
unconnected circuits on a silicon wafer the size of a quar-
ter. After the circuits have been tested, the computer de-
termines how they should be interconnected so that the
entire array can perform its intended function—bypassing
any imperfect circuits in the group. The computer then
controls the device which produces the thousands of inter-
connections required to link the circuits.

In other projects, engineers are investigating an ad-
vanced technology which can produce in a few simple op-
erations patterns containing hundreds of tiny switches
used to relay signals between electronic circuits. These




switches are being tested and evaluated for possible use in
typewriter-like keyboards, card readers, and numerical rec-
ognition devices, A neyw operating method also was de-
vised which enables a maser device to produce two differ-

cations. And, 1BM metallurgists created thin film alloys
from Previously non-mixahle metals. This advance will
make it possible to study new alloy combinations which

may be significant to the development of futur

€ computer
memory devices.

Space and Defense

IBM people and advanced information Systems continued
to play an active role jn our country’s space and defenge
Programs during 1 96s.
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Administration’s Manned Spacecra
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Last fall, NAsA announced that it would negotiate with
IBM a contract of more than $30 million to continue sys-
tems management of the Real Time Computer Complex
at the Manned Spacecraft Center through 1969. Early in
1966, NASA will begin installing at the center five power-
ful System /360 computers to provide still greater comput-
ing capability for the scientists engaged in the manned

flight pro
%r&ec%?mini moved ahead, the Company con-
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aircraft to the more powerful systems required for g

Space stations. The computers utilize an architecture g
patible with System/360, so that users can Prepare
cialized Programs and train theijr personnel in adyance
their standard System /360 installations,
A powerful special information—handling system bag
on System /360 was delivered in 1 965 to the Federal Avi
tion Agency’s experimental center i Atlantic City, N
Jersey. It will be used to develop advanced techniques
assist FAA controllers in their handling of air traffic o
trol. A second system will be delivered this year to the Ai
Route Traffic Control Center near Jacksonville, Flori
IBM has been awarded 5 contract by the FAA to provid
extensive programming support for both systems.
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to record information on a reusable magnetic belt which
can hold about 1,000 words of dictation. This unit can
be extremely useful to the busy executive at his desk, at
conferences, on trips, or anywhere he does his thinking.

During the year, the Company continued to introduce
time-saving features for its line of electric typewriters.
One new feature allows a typist to change carbon or film
ribbons without ever touching the new ribbon.

IBM also expanded the versatility of its SELECTRIC type-
writers by introducing a new keyboard and four typing
elements especially suited to the preparation of legal doc-
uments. The new keyboard and two of the new elements
contain specialized legal symbols used by court reporters
and are designed to speed the transcription of court rec-
ords. The other two elements feature type styles widely

used in a variety of legal documents, including briefs, wills,
and contracts.

A growing number of customers last year were using
the Magnetic Tape SELECTRIC Typewriter to prepare au-
tomatically such high-volume typing jobs as technical doc-
uments, medical reports, and repetitive business forms.
This unit is particularly helpful in the preparation of
lengthy reports which are continually being revised. It
stores the original text on a spool of magnetic tape and
when new material is entered it automatically respaces
and repositions the new words and sentences, determines

new line endings and then types out the document in its
completed form.

IBM Serves Growing Market Abroad

The 1BM World Trade Corporation, which conducts the
Company’s business abroad, last year broke through the
one-billion-dollar mark in gross income for the first time.
By year's end, World Trade had more than 60,000 em-
ployees manning 321 sales offices, 218 Service Bureaus
and Datacenters, 15 manufacturing plants, six develop-
ment engineering laboratories and other facilities in 102
countries around the world.

World Trade has booked many System/360 orders from
customers, and last year it began delivering these com-
putets to companies in a number of different countries,

The London Life Insurance Company of Canada, for
example, became the first insurance company in the world
to install a System/360. The system will be used in billing
premiums, updating records, and preparing group health
insurance claims for more than one and one-half million
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were opened during the year at the University of Pisa in
Italy, and at the Technical University of Denmark, which
will also serve universities and academic institutions in
Finland, Holland, Iceland, Norway and Sweden.

Demand Grows for SBC Services

More firms than ever before were solving business and
scientific problems last year through The Service Bureau
Corporation, a wholly owned, independently operated
subsidiary of 1BM, which offers its problem-solving serv-
ices on a weekly, monthly, or job contract basis.

SBC provides these customers with a broad range of ad-
vanced data processing techniques through offices in more

than 70 cities across the country. Last year, it continued to
expand the capabilities of these facilities still further by
installing System /360 computers, and by introducing scv-

eral new computer programs.
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One new program, known as Vehicle Scheduling, enables
companies using fleets of delivery trucks to determine
such information as the best routes, optimum truck loads,
and the time needed for delivery—considering such things
as loading and unloading time as well as delays that might
result from parking restrictions.

A newly expanded program for automobile dealers
handles their accounting operations and provides a series
of timely business reports. With this program, dealers can
obtain a current profit analysis on sales and service, in-
cluding a breakdown of such things as the value of new
and used car inventories, the gross profit per sale, outstand-
ing accounts, and customer statements ready for mailing.

Another improved program helps school administrators
reduce the time-consuming clerical duties involved in as-
signing students to classes and reporting their grades. It
pm\'idu‘ a current record on .1\.111..x1\h lei\,smom seats dur-
ing each puiod, teachers needed and for what dL‘}\u‘p

ncl - !
ments, course conflicts, and lunch period schedules. sBc
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.The responsxbxl?ty for serving the needs of the world-

wide marketplace is shared by the Company’s 10 divisions
and fhfee wholly owned subsidiaries—each charged with
providing advanced products and services within irs re-
spective area of operation.

Divisions:
Advanced Systems Development: explores product and
business areas new to the Company, establishes their po-
tential value, and then transfers responsibility for further
development, manufacturing, and marketing activity to
another operating group.

Data Processing: markets 1BM's full line of information-
handling systems and equipment through offices across
the United States.

Federal Systems: concentrates on advanced technology
and special systems for the ground-based, airborne a?]d
spaceborne information-handling and control needs of the
U.S. government.

Field Engineering: provides maif
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puter applications which will provide new and better solu-
tions to customers information-handling requirements
in the future.

Supplies: develops, manufactures and markets data
processing cards, magnetic tape, paper forms and forms-
handling equipment, ribbons and other products and ac-
cessories used with data processing equipment; micro-
processing systems, and the IBM Votomatic.

Systems Development: develops, through a worldwide
effort, 1BM’s regular product line of w:mon_dmaca-mp:a::m
systems and equipment and provides programming sup-
port; develops the electronic components and circuits
utilized in 1BM products.

Systems Manufacturing: manufactu
equipment, and systems developed by the
opment Division.

Other divisions have absorb
former Industrial Products Division for
ponents, parts and standard 1BM products t0 other 1

res components,
Systems Devel-

ed the ?j_é:f.__,.:: ies of the
marketing com-
nanu-
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facturers, and production systems to industry generally

s 3s
alaries!

ion: conducts IBM's business

1BM World Trade Corpo
outside the United States directly or through foreign

subsidiaries
Science Research Associates, Inc.: develops and pub-

idance materials for use in

lishes modern learning and g
elementary and secondary schools, colleges and univer-
sities; publishes a wide variety of intelligence, aptitude
and achievement tests used in schools and industry.

The Service Bureau Corporation: provides data process-
ing services and computer programming on a contract

basis to both large and small businesses.
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Frank T. Cary
President,
Data Processing Division

Bob O. Evans
President,
Federal Systems Division
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President,
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Gilbert | Jones
President,

IBM World



Herbert R. Keith

President,

The Gervice Bureau Corporation

Frank H. McCracken
General Manager,
Supplies Division

H. Wisner Miller, Jr.
President,
Real Estate and Construction Division
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s Income and Net Earnings:

Gross income from worldwide 1BM operations amounted

t0 $3,572,824,719 last year, an increase of $333,465,138

over the $3,239,359,581 total for 1964.

The Company’s earnings before taxes totaled $959,902,-
490, which was $62,742,724 more than the $897,159,766
earned in 1964.

U.S. Federal and foreign income taxes were $483,000,-
000 in 1965, an increase of $17,000,000 over the $466,-

000,000 inl 1064.

IBM's earnings after taxes were $476,902,490, or $45,-
742,724 more than the $431,159,766 earned in 1964.

IBM's earnings in 1965 equaled $13.54 a share on the
35,224,914 shares of capital stock outstanding on Decem-
ber 31, 1965. This compares with $12.30 a share earned
n the 35,048,259 shares outstanding at the end of 1964.

ds:

ash dividends totaling $210,767,482 were paid to stock-
iders in 1965 compared with $165,964,452 in the previ-
is year.

The regular quarterly cash dividend payable March 10,
66, at the rate of $1.50 per share, will be 1BM's two
adred and fourth consecutive quarterly cash dividend.

penditures:

ing 1965, IBM's growing business, together with its
| to replace obsolete equipment, required 2 world-
Hinvestment of $1,165,907,756 in rental machines and
» factory and office equipment, land and buildings.
tirements amounted to $330,688,073, covering ob-
*and dismantled equipment, 2s well as rental ma-
ssold which previously were under lease to customers,
- write-offs were charged against reserves provided
prior and current years’ earnings, or to cost of sales,

* Company continued 2 major expansion of its mar-
» manufacturing, and development facilities around
rld to serve the growing customer demand for Sys-
50 and other 1BM products. The Company’s con-
' program included the facilities listed in the next

- In addition, 2 number of newly leased and pur-
facilities were occupied.

United States

Raleigh, North Carolina
*1East Fishkill, New York

Boulder, Colorado
TRochester, Minnesota

*tBurlington, Vermont
*Philadelphia, Pennsylvania

**Owego, New York
Gaithersburg, Maryland

*TSan Jose, California
TLexington, Kentucky
*TPoughkeepsie, New York
Albany, New York
*TKingston, New York
*THuntsville, Alabama
*fYorktown Heights,
New York
*Endicott, New York

Foreign

Vimercate, Italy -
TAmsterdam,

The Netherlands
Mainz, West Germany

Montpellier, France
TToronto, Canada

Orleans, France

Diegem, Belgium
THursley, England
*Lidingo, Sweden
*Boigny, France

*tSindelfingen, West Germany

TUithoorn, The Netherlands

Purpose
\)
Uring and
nente
Manufacturinu and
Dcvclopmcnr\ tr
Manufactu
Dcvclopm

Munumu
DCVCI(')px

ring angq
ent
Manufacruring and
evelopment
Manufacturinq
Marketing ‘
Manufacturi
Dcveloprncnt and
Adminisrmtion
Mnnufacturing
Manufac:uring
Dcvclopmcm
Marketing
Manufacturing
Development

ng

DC\'&:I()}‘\an[
Marketing

Manufacturing

Manufacturing
Manufacturing and
Development
Manufacturing
Administration
Administration
Development
Development
Development
Manufacturing
Manufacturing
Development

*Completed in 1065 1 Expansion of existing facility

Annual Meeting of Stockholders:

oy : : . : 1 1o hels amrock
This year's stockholders meeting will be held at the Sham

Tty [,(L: |
!
o<

06,000
136,000
91,000
91,000
75,000
69,000
50,000
45,000

L ] 25, 1066.
//1///,-)[ //r,[/ [' m llf;/{u’/rh’. /é.‘('.l.i. on Mum/d_‘r~ Apﬂl 25 g 96 3
- ; : a1 0e 5

On or about March 15, stockbolders will be masled a 6ok v
of the meeting, proxy statement, and proxy ballot.
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Opinion of Independent Accountants
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Sales clerk in a large Chicago de partment st

surchase by dialing ore che 1
I chase by dialing an IBM ¢« mputer-bas ® Credie
which uses a pre-recorded voice t furnish dae. i

| data in

S¢

To [Z'Ic Sﬂ’@%/{‘fﬁ]d’c rs ’/_f

International Business Machines Corporation

In our opinion, the accompanying consols

present fairly the financial position of International Busine

Machines Corporation and its subsidiaries at December 31,1965, the

results of their operations and the suppleme

pie

funds for the year, in conformity with gene /
principles applied on a basis consistent with that of the previou
year. Also, in our opinion, the comparative statement of operation
for the past ten years presents fairly the financia
included therein. Our examination of these statements wa

accordance with generally accepted anditin

accordingly included such tests of the accounting recoras am

other auditing procedures as we conside

January 25, 1966

Price Waterhouse & Co.
New York, New York 4
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ational Business Machines Corporation
11 :
i ry Companies

f; d SubSi

Gross Income from Sales, Service and Rentals
Cost of sales, service and rentals, operating expenses, and development

and engineering expense, exclusive of depreciation and amortization
Depreciation of rental machines, depreciation and amortization of plant
and equipment

Amortization of goodwill .

Interest on indebtedness

Other income, principally interest
Net earnings before income taxes
Provision for U.S. Federal and foreign income taxes, estimated

Net Earnings for the year

Retained Earnings, January 1 .
Total . . :
Cash dividends

Retained Earnings, December 31

The nates on pages 34 1o 36 are an integral part of this statement.
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Consolidated Statement of Earnings and
Retained Earnin gs for the year ended December 31 :

1965
$3,572,824,719
$ 2,104,072,904 $
523,318,662

3,000,000

18,140,970

2,648,532,536
924,292,183
35,610,307

959,902,490

483,000,000

476,902,490

1,449,786,023
1,0206,688,513

210,767,482

$1,715,921,031

1964

$ 3,239,359,581

N

,381,408,348
857,951,233
39,208,533

897,159,766

431,159,766

1,184,590,709
1,615,750,475

165,964,452

$ 1,449,786,023




Machines Corporation

Consolidated Balance Sheet a¢ Decempy
I3y

1965
B N 195,612,788
Memblescmtms,vduedat lower of cost or market. . .. . ... 470,134,453
- Notes and accounts receivable. .. less reserve:

1965, $10,247,869; 1964, $7,722,804 . . .. .. ... ... . 573,681,473
Inventories, valued at lower of average cost or market. .. .. ... 146,674,350
Prepaid insurance, taxes, etc. . . .. ..... .. ... 28,619,446

7 $ 1,414,722,510

and Sundry Assers. .. ... . 15,668,294

Buildings, Other Property...at cost

................................................ 57,035,983
............................................ 446,926,652
503,962,635
Reserve for depreciation and amortization . . . .. .. .. ... .. .. 156,055,003
347,907,632
7 and office equipment, rental machines and parts . .. . 4,047,998,304
Reserve for depreciation and amortization. . ... ... ... .. 2,092,396,936
1,955,601,368

2,303,509,000

amortization. . . .. ... ... .. ... .. . 11,018,656

e5 34 20 36 are an integral part of this statement.

$ 3.744,918.460

1964

$ 127,155,038
724’033)665

546,137,272
118,424,330
21,881,992
\

44,568,744
387,954,201
432,522,945
135,327,496
297,195,449

3,284,218,311
1,833,489,303
1,450,729,008

$1,537.632,297
9577,505

1,747,924,457
14,018,656

IR

$ 3,309,152:913



1965

1964

$ 296,094,920

398,024,428
21,950,314
$ 716,069,662
28,431,841
23,419,775
398,849,604
862,226,547
1,715,921,031
5,715:921,55°
2,578,147,578

$ 3,744,918,460

$ 330,609,431

286)483,303
20,601,320
$ 637,694,054
28,359,790
18)588)412
370,429,530
804,295,100
2,254,081,123

$3,309,152,915
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International Business Machines Corporation
and Subsidiary Companies

Net current assets at beginning of year

Funds provided during year:

Net earnings

Depreciation, amortization and other charges against net
earnings which did not require the currentoutlay of funds ... ... ... ... ..

Total from operations
Sale of capital stock

Funds applied during year:

Investment in factories, offices, rental machines and parts

Less: Depreciation of manufacturing facilities capitalized in

rentalmachines . . . ... ... ... ... ... .. . . . .
Reduction of long-term indebtedness
Cash dividends

Notes to Consolidated Financial Statements

Principles of Consolidation:
The consolidated financial statements include the accounts
of International Business Machines Corporation and its
domestic and foreign subsidiary companies.

Consolidated Statement of Source an :
of Funds for the year ended Decembe; , PPhcation
15

1965

—

$ 899,938,243

476;902,490

574,047,144
55,829,008
28,420,068
(3,988,440)

2,031,148,603

1,165,907,756

44,179,483
1,121,728,273

210,767,482

1,332,495,755

$ 698,652,848

- -

1964

$ 885’435,36:

431,159;6(

549,2 =
—Bas61g
980’415,913
46,826,34(
2“’,158,263
1,054,400,227
——

1,939,.835,28;

723,906,108

29,134,376

— 2 omord
694,‘-"1,‘29
179,160,858
165,964,452

1,039,897,03¢

$ 899,938,243




December 31, 1965 December 31, 1964

.« <. e = eic s m e s - $ 525,131,947 $434,932.866
......................................... 287,268,181 l 238,089,543
.......................................... 237,863,766 | 196,843,323
............................................. 12,011,204 8,590,711
L RO 757,181,225 | 632,766475
s 11,018,655 | 14,018,655
1,018,074,850 M
L 13,595,803 18,512,137
retirement plans |
............................................. 23,419,775 | 18,588,412
e e R 139,599,604 | 105,429,536
176,615,182 ; 142,530,085
e R R $ 841,459,668 ; $ 709,689,079
Year 1965 Year 1964
rentals in foreign countries. . . .. ... ... $ 1,085,505.751 | $ 933,400,319
................................................ $ 144,026,330 ; $ 123,998,898
converted to U.S. have been converted at average rates of exchange prevail-

ing during the year, except depreciation and amortization
which have been calculated at the approximate rates pre-

\d long-term indebted-
i vailing when the properties were acquired.

nate rates prevailing
. and expense items

December 31, 1965 December 31, 1964

7 America:

installments,
................................. $§ 109,250,000 $ 115,000,000

installments,
I L s o e s S8 i AR TRt 100,000,000 100,000,000
.................................... 50,000,000 50,000,000
259,250,000 265,000,000
es ... average interest TS oL 139,599,604 105,429,536
= $ 398,849,604 $ 370,429,536




Consolidated long-term indebtedness at December 31,

1965 was payable:
: P o o e s e R P $ 13,182,209
NG e s AT o A R TR 21,379,623
. AT s AR A s i e 19,891,525
bl T n e RO st 18,858,829
VY A e e 64,606,115
1972-1976 . ............. T are 117,564,099
OPFTDBRT .. . e s e s 143,367,204

$ 398,849,604

otzration.’

The Consolidated Statement of Earnings and Retained
Earnings includes estimated provision for renegotiation of
- U.S. government contracts.
gnificant Litigation:
As reported previously, Business Supplies Corporation of
America on August 16, 1962, instituted a lawsuit against
1BM alleging anti-trust violations in the tabulating card
business. The original complaint was later amended to
include other data processing supplies and claimed $180,-
000,000 damages. IBM, in turn, filed a counterclaim
against the plaintiff. On December 20, 1965, it was an-
nounced that this claim and 1BM’s counterclaim had been
- settled by a mutual withdrawal of claims, provision for
. cross-licensing under certain patents relating to the record
media field and reimbursement by 18M of a portion of the
counsel fees incurred by Business Supplies Corporation.
On October 31, 1962, J. J. Hackett and Company sued
~ IBM, alleging anti-trust violations in the tabulating card
~ business and claiming $21,000,000 damages. On October
22, 1965, a Federal Court jury decided in 1BM's favor on
issues and the case has been dismissed.

n for IBM Employees:

Employees Stock Purchase Plan approved by

s in 1961, all regular employees who have com-

service and who are not participants in

s are able to purchase IBM's unissued
yroll deductions not exceeding

rice an

$51,144,745 was paid to |
abS f BM .
stock account. At December and credjreq to

the >
I, 1 G
reserved for sale under this Plfm, 5, 79983 shares 5:11

Stock Option Plans:

pnder the Stock Option ap
in 1956 and 1961, officers and other key ¢ ¥ stockholge,
granted options to purchase 1pyps unY Mployeeg

issued can: ag
at 100% of the market Price on the 4 Capital sy

granted. Purchases under Options granteq Prioe Option
1, 1964 can only be made in installmens <o i Janua
years after the date of gran Mmencing pye

: tand extend; :
the next eight years. Purchases under °;:§> ‘I’I‘S’Er 2 period o
January 1, 1964 can only be made iy insmlgh;a:;:f :&e’
om

mencing one year after the date of
over a period of the next four years, 8rant and extending
In accordance with the Plans, the n
) umber of
may be purchased and the price per share areoa ;T::;sd t}fxa‘
0

any stock dividends and splj .
P splits effected after the Option |

The following summary,
and splits, reflects the trans

Plans approy

adj.usted for stock dividend
actions for the Plang durin,

1965:
Number of Shares

Under Option Available for Opeio
Balance, January 1, 1965 ... 177,388 131,62,
Options granted . .. .. ... 16480 (16,48
Options terminated . . . . . o (2,494) 71
Options exercised . .. . (41,863) -
Balance, December 31, 1965 . 149,511 171 5,}35
Exercisable at ~ __d
December 31, 1965 ... . 52,850

1BM received $4,684,353 for the 41,863 shares
during 1965, which amount was credited to
stock account. The 149,511 shares under o
ber 31, 1965 were held by 275 executi
ranging from $73.44 to $526.00 per
represent 100% of the market p
grant from 1956 to date, adj
splits that occurred after the d
were granted. The 115,855 sh
tion grants were all us
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Ten-Year Comparative Consolidated Statement of O perations:

Gross income from sales, service and rentals

Net earnings before income taxes
U.S. Federal and foreign income taxes
Net earnings for the year
Per share (see note)
Cash dividends
Per share (see note)
Stock dividends and splits*:
Per cemt .. .
Shares issued
Shares sold

At end of year:

Number of shares outstanding

Net investment in factories, offices, rental machines and parts
Long-term indebtedness
Net current assets

Number of stockholders

Note: Adjusted for all stock dividends and splits.

1965
$3,572,824,719
$ 959,002,490
$ 483,000,000

4 7(),')!)," 190

($ 13.54)
B 210,707,482
($ 6.00)

176,655

35,224,914
$ 2,303,509,000
$ 398,849,604
3 098,652,848

275,650

& 5% B =

$
W

I')(nl

5239,950,5H8 1
-‘1'»/,1’.':,;(.(‘
‘(|(p‘ur;u'ruu.
431,159,766

($ 12.30)
165,064,452
($4.7%)

" ) & OUf
<)
0,990,140

130,207

35,048,250
1,747,924,457
370,429,530
899,038,243
20606,086

1906y
q‘v.lf, /42,94
b »i IH-I‘
§ 113,573,421
1 ,f|| 254,99
M""'l
§ L) 49,0
W
l";'_‘
114,21
021,8

$ 1,585,581,3(
$ 549,590,3¢

$ 88%,435%,0(

233 .1



1960

1959

1958

1957

1956

$ 1,816,882,259
$ 438,394,058
$ 233,478,553
$ 204,915,505

($5.94)
$ 54,898,842

($ 1.60)

43,401

18,391,697
$ 1,203,566,459
$ 537,661,364
$ 468,751,477

127,478

$ 1,613,190,005
$ 380,274,438
$ 204,213,043
$ 176,061,395

($5.12)
$ 37,096,865

($ 1.08)

216% & *s50%
6,402,610
44,769

18,348,296
$ 1,038,771,043
$ 520,034,035
$ 447,276,137

108,915

$ 1,417,509,220
$ 323,773,735
$ 171,567,138
$§ 152,206,597

($ 4.46)
$ 30,764,992

($ .90)

2%

288,737
7,826

11,849,023

$ 061,768,177
$ 503,938,781
$ 406,773,064
66,667

$ 1,202,593,650
$ 238,761,528
$ 128,264,084
$§ 110,497,444

($3.24)
$§ 25,407,174

($ 74)

*100%
5:251’1 19
1,050,223

11,552,460

$ 865,209,865
$ 432,094,153
$ 308,173,380
57,330

$ 892,010,623
$ 182,829,252
$ 95,584,841
§ 87,244411

($2.81)
$ 19,937,158
$ 64

214% & *25%

1,152,647

5,251,118

$ 657,203,125
$374,412,27

$ 139,894,946

31,024
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