Good morning. I'd like to welcome you to this briefing for IBM
investors.

I’m joined today by Mark Loughridge, our CFO, and the senior
leaders of our major business units. Together, we’ll provide a
perspective on IBM’s strategy and operations.

This is an important time for the industry and for IBM. It's also a
potentially confusing time for investors. It's easy to intermix
near-term issues with longer-term shifts, cyclical effects with more
fundamental change.

That's why we changed the agenda for today's meeting. In
previous years, you will recall that we used to separate these two
sets of issues. We would give you a strategic update at the
spring meeting, and focus on operational issues in the fall.

This year, we have combined the two. | will cover our long-term,
strategic business model with you. Then the leaders of our
business units will cover the executional actions we are taking to
Improve our performance and address opportunities going
forward.

So before I turn it over to my colleagues, I'd like to provide some
context. I think it would be helpful in understanding what we’ve
been doing at IBM and why.

All of the major moves we’ve made at IBM over the past three or
four years have been based on a small number of strategic
choices ...
choices that were made based on our understanding of
where technology, client requirements, and global
business were headed ...
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choices designed to maintain IBM's leadership of a
rapidly changing industry ...

and to continue to generate consistent, high returns on
invested capital for our owners.

Let me briefly review and comment on the major strategic
choices. There are three.

First, we decided that IBM would lead the IT industry shift to the
era of on demand business.

As we have discussed with you before, on demand business is
our way of describing a fundamental industry shift in computing
architecture and how it is applied to business. Others have
referred to this as the "organic enterprise" or "adaptive
enterprise."

Whatever name you choose, it represents a shift in enterprise
client buying behavior toward integrated solutions that draw on
point products, and a shift toward providing quantifiable business
value, not just technology features and functions. These shifts
are well underway.

As you know, over many years the IT industry has progressively
automated distinct operations and processes within companies --
the back office, the factory floor, the desktop, the supply chain.
Now, technology can enable -- and our clients' business demands
require -- a more integrated, end-to-end approach.

At the business process level, this means breaking down the silos
that segregate one business operation from another, and creating
common, optimized, and integrated processes that operate
horizontally, across the enterprise.
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This may sound simplistic, but implementing this kind of operating
model requires extensive business transformation. And that, in
turn, requires process-specific and industry-specific expertise.

The goal: Fusing advanced technology with business design to
create an integrated, more flexible and responsive enterprise.

This is a change in how the IT industry engages with enterprise
customers and in how it applies technology. This shift is reflected
in market opportunity, which Mark Loughridge will show you in
more detail.

The bottom line is that these business value opportunities are
growing faster than traditional point products, and they give us a
much stronger relationship with enterprises.

You know what we have done in recent years to strengthen our
capability in business process and industry expertise -- not just
consulting skills, but also software and delivery capability specific
to business processes and industry requirements.

Enabling these new business designs requires a different
computing infrastructure.

Instead of islands of computing distributed throughout
the enterprise, it is more integrated.

Instead of proprietary architectures, which impede
integration and interoperability, it is based on open
standards.

And it exploits powerful new technologies like
self-management and virtualization, which lower the
cost of computing, while improving resiliency and
security.
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We have made significant investments in the strategic
technologies to build out this new computing infrastructure.

It is well known that IBM is committed to open standards. This
was recently confirmed when we announced our intent to acquire
Gluecode, an open-source software company.

We have also substantially strengthened our middleware
business, and -- after years of R&D -- brought to market
game-changing technologies.

One example is the more than $1 billion we have invested in our
Power 4 and 5 architectures. This has enabled our servers to
gain 10 points of share over the last four and a half years.

It has also put IBM at the core of future video game consoles,
where Power is the technology of choice for the top three players
in this market.

Steve Mills and Bill Zeitler will expand upon what we’ve done to
strengthen our software and hardware businesses today.

At our session with investors last year, | described a substantial
growth opportunity stemming from the shift to on demand
business.

We call it business performance transformation services, or
BPTS. Itinvolves the application of technology to transform a
client's business processes and, in some cases, operate those
processes for them.,

Although BPTS draws on the full breadth of IBM's capabilities in

services, software and systems, we focus on four specific parts of

the portfolio when we report our BPTS revenues -- strategy and

change consulting, business performance management software,
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engineering and technology services, and business
transformation outsourcing.

This portfolio already represents a $3 billion business for us. It
grew 45% last year, and another 40% in the first quarter.

In BPTS, we work with clients in a variety of ways.

--  We provide clients the counsel and technologies they need
to transform their operations themselves.

Our work with the German retailer Metro Group is a
good example of this.
IBM's strategy consultants redesigned the supply chain
and inventory management system for Metro's "future
store," a prototype supermarket that integrates IBM's
business performance management software with RFID
and wireless technologies.

--  Other clients want to collaborate with us.
Yesterday, we signed a strategic agreement with Nortel
to establish a joint development center in Research
Triangle Park, where IBM will collaborate in the
research, design and development of Nortel's "Next
Generation Networks" products and services.
An initial project will be a new class of blade servers for
telecommunications networks. This project will
combine IBM's server technology and software with
Nortel's communications expertise.

-- In some cases, we transform and actually manage the
operations for the client.

- With Nextel, we worked with the client as it transformed
its customer care processes, and we now manage that
operation for them. Over the course of this
engagement, Nextel's customer satisfaction ratings
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have improved, customer churn has declined, and we
are on target to achieve $1 billion in cost savings for
Nextel over eight years.

With BP, where we recently extended our engagement,
we transformed and manage their finance and
accounting operations. We have accelerated BP’s
ability to integrate new acquisitions and reduced F&A
costs by a third.

And we are among a group of partners managing the
networks and IT infrastructure for Bharti Tele-Ventures,
the largest private-sector telecommunications provider
in India.

As | hope you can see from these examples, we will work with
clients in whatever way they want to work with us -- assist them,
collaborate with them, or manage it for them.

Virtually every core process or operation has the potential for this
kind of transformation -- from supply chain management and
customer care, to finance and administration, human resources
management and, of course, information technology.

So this first strategic choice -- to lead the era of on demand
business -- draws upon and leverages the entire IBM portfolio --
services, software, hardware, technology and research.

The emphasis is on pulling together the right combinations of our
technologies and services into business solutions for clients,
which is increasingly how they want to buy and apply IT.

The second strategic choice was our decision to be the leader in
high-value, innovation-based technologies and services.

Again, this is familiar to you. For several years I've talked about
the bifurcation of the industry -- between companies that create
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and monetize intellectual capital in all its forms, and those that
efficiently market and distribute other people’s innovations.

The cycle of innovation and commoditization that drives this
bifurcation has never been faster or, | would say, more
unforgiving than it is today.

IBM, as you know, has chosen to lead in the high-value,
innovation space. And the changes in our business mix over the
last several years reflect this strategic choice.

Through acquisitions and organic investments, we have
strengthened our capabilities in software, high-value services and
advanced technology. Since 2002, and through the first quarter
of this year, we have acquired 38 companies, primarily in these
spaces.

At the same time, we have exited low-margin businesses whose
differentiating value was declining -- hard disk drives, displays,
memory chips and, most recently, PCs, through our alliance with
Lenovo.

But it's important to understand that, while highly visible,
acquisitions and divestitures represent only one way that we
continuously re-invent the company to stay in the high-value
spaces.

The primary way we do this is by capitalizing on innovation to
constantly move our hardware, software, services and core
technology businesses into high growth and more profitable
segments.

Our efforts in BPTS and integrating middleware to

high-performance servers and the expansion of our Power

architecture into the home market -- are all examples of this.
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It requires constant reinvention of the base business, investments
In emerging business opportunities and extending our core
franchises into adjacent spaces.

Our engineering and technology services business, which is only
two and a half years old, is an example of how we’ve leveraged
an important franchise -- in this case, our core technologies and
engineering tools and expertise -- into wholly new spaces.

We are working with companies in aerospace, consumer
electronics, defense and telecommunications to help them create
advanced products. In many cases, they are using our
technologies, such as Power, and open standard software like
Linux, which provide compelling economic and speed of
deployment advantages to these companies.

Engineering & Technology Services demonstrates how we
monetize our R&D in ways that extend far beyond patent
licensing.

| think you’d agree that companies like Honeywell, Lockheed
Martin, Cisco and Sony would not simply outsource elements of
their engineering and development operations to the lowest
bidder. These are high-value engagements that draw on our
recognized innovation capabilities.

We have essentially created a new services business around a
set of technology assets. And it is allowing us to move into
Important adjacent spaces. Bill Zeitler will build on this.

So, we've decided that IBM will lead in identifying, creating and
capturing the profit zones of our industry, and that we would
differentiate IBM by our ability to give clients value and capability
they cannot get from others.
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This has compelled us to make many changes in our businesses.
Some of those changes are already paying off; others are
underway.

And yes, this strategic shift can lead to short-term performance
Issues. But this is what you do if you want to stay ahead of
commoditization, and it's what is required to deliver sustainable,
high returns on invested capital for our owners.

As Mark will discuss with you in a moment, shifts that we have
made in the model can have significant impact on our business
profile. As we've pointed out to you before, eliminating the
lower-margin PC business improves our profitability by one point.

At the same time, we are increasing the investments required for
business value and solutions selling.

The third strategic choice we have made is to globally integrate
the company.

This may sound surprising, given that IBM has been an
international company since its founding. There are two aspects
to this.

First, we are extending our reach into local markets around the
world, particularly in high-growth economies such as China, India,
Brazil and Russia. Last year, our business in these four countries
grew more than 25%.

We are fueling our investments in these high-growth markets by
reallocating resources from slower-growing, maturing markets.
Over the past two years, we have increased our investment in
these high-growth, developing markets by 40%, and expanded
our work force by 30%.
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This is a phenomenon that goes beyond cyclical economics.

We’'re all aware that populations in western Europe and Japan are
shrinking and also aging. Last week | heard that in 15 years, Italy
will have just one worker supporting every retiree. In Germany
and France, the ratio will be fewer than three workers for every
retiree by the year 2025.

This will radically change the economics of these markets, with
Investments increasingly going to support the aging populations.

Also, consider that over the next five years, emerging parts of
Asia, Eastern Europe and Latin America will grow to become
more than one-fifth of the global GDP. This represents an
economic gain of $2.5 trillion. These regions will account for 35%
of global GDP growth in this period.

IBM’s share position in these markets is strong, and we are
making the investments to strengthen it. We are number one in
Brazil and China, and number two in India and eastern Europe.

The implications of this are clear -- IBM is growing as fast or
faster than the markets in these emerging nations, and we are
reprioritizing our investments to continue to grow with them.

You see this in the restructuring of our operations in Europe,
which we announced earlier this month.

This is freeing up resources that we can reinvest in higher-growth
markets. It will also enable us to reduce overhead, eliminate
layers of hierarchy, and deploy more resources out in the field,
where they can execute closer to our clients.
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But we are not lowering the center of gravity in Europe only to

build it up again in places like China and India. Rather, we are
moving to a new model, which is the second aspect of globally
integrating IBM. Let me explain what | mean.

During the first half of the 20th century, IBM was the prototypical
international enterprise. We set up sales offices overseas and
exported our products to customers around the world. We did
some customizing for local markets, but by and large our
intellectual capital was created and managed in the U.S.

In the second half of the century -- when Germany, France, the
UK, Italy and Japan were in recovery -- a new strategy emerged.
To capitalize on the human resources available in those
countries, and to make a stronger contribution to rebuilding their
economies, we built largely self-contained and self-sufficient IBMs
in each national market.

IBM Japan, IBM U.K., IBM Germany -- each had its own
headquarters, its own support operations and, in many cases, its
own labs and plants. The result: a multinational IBM.

Today, we are evolving to a new model -- the globally integrated
company. It's made possible by the emergence of skills in new
parts of the world, high-growth markets in developing nations, the
WTO and free trade agreements, and the rise of a global
networked infrastructure.

We no longer have to replicate IBM from floor to ceiling in every
country. We are optimizing key operations in the right places in
the world -- eliminating the redundancies and excess overhead --
and integrating those operations horizontally and globally.

We’'ve been working toward this for several years.
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We used to process purchase orders in 300 places
around the world. Today, it's three -- Shanghai,
Bangalore and Budapest.

In customer support, we've moved certain functions
closest to the client, and others we’ve consolidated into
shared service centers in Malaysia, Slovakia, Spain and
Brazil.

These moves are not just about lower labor cost. They're about
doing the right tasks, with the right skills, in the right places.

We’'ve centralized strategic sourcing for our
procurement BTO practice in Greenock, Scotland ...
Consolidated services operations for financial
management and accounting in, among other places,
Tulsa, Oklahoma ...

And created a center of excellence for the shipping
industry in Scandinavia and New York City.

Our primary software development centers are in
Toronto, San Jose, Texas and England.

Our research labs are in New York, Austin, Silicon
Valley, Switzerland, Israel, Japan, China and India.

Why? Because that’s where the right skills and the right business
conditions exist.

Creating a globally integrated IBM -- an “on demand IBM” -- will
result in a flatter operating model with more resources working
with clients in the field.

This will drive productivity, as Bob Moffat will discuss. And

importantly, it will improve our ability to execute at the point of
contact with the client, which Doug Elix will describe for you.
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As we execute each of these strategies -- leading the industry
shift we describe as on demand business; reinventing our
portfolio to be the innovation, high-value leader, and creating a
globally integrated company -- there will be bumps along the way.

Some will be due to exogenous factors -- recessions, market
corrections and the like -- and some to execution missteps.

We hit a bump in the first quarter. We understand the issues and
have taken corrective action. The issues mostly involve
transitions of one type or another.

In services, for instance, our revenue mix is shifting away from the
large, long-term engagements toward smaller, shorter-term
contracts. In just the last two years, short-term contracts as a
share of total signings have grown from 38% to 47%.

John Joyce will tell you about the actions he has taken to address
this shift, including sales incentives and the deployment of sales
resources to go after more of this opportunity.

Another transition reflects the changing interplay of customized
and standardized capabilities. Traditionally in our services
business, standardized capabilities referred to infrastructure
assets -- data centers, parts inventories, tools and the like.

Through increased automation techniques, we are able to
manage these types of assets with fewer people. As a result, a
greater share of our people are now focused on strategic
consulting and business transformation.

Many of our top minds in IBM Research are collaborating with
business consulting teams through our On Demand Innovation
Services practice and the Center for Business Optimization, the
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unit that deploys all of the deep, mathematical and analytic
capability of IBM to solve some of our clients' hardest problems.

Of course, not every client needs a high-end, custom-built
solution. So we are translating more of our intellectual capital into
replicable, software-based designs that are scalable to multiple
clients, faster to deploy, and deliver faster time to value for the
client.

For example, we have documented our methodology and
standardized many of the processes and technologies involved in
building wireless broadband infrastructures. These kinds of
services packages are helping us keep ahead of the explosive
growth in demand for such technologies as WiFi and RFID.

We are also expanding our capabilities to deliver standardized
processes and applications as a service to our clients.

Our acquisition of Corio, which we completed in March,
gives us a global platform to deliver hosted applications
like SAP, Oracle and Siebel to both our SMB and
enterprise clients.

We are integrating IBM's custom hosted capabilities
into Corio's platform for faster deployment of these
services. We can also use this platform to provide
related capabilities, such as application deployment and
automated application management.

Each of these examples represents a shift from custom services
to more cost-efficient, scalable offerings.

This shift, as well as the steps we have taken to drive down cost
In our strategic outsourcing business, will help us to improve our
services margins and penetrate new market opportunities
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The other transitions you will hear about today involve our other
two units -- systems and software.

In systems, Bill will talk about transitions in some key products --
specifically in our server and storage lines, where late availability
of our some new offerings dampened our first-quarter
performance. But we'll now have the benefit of a full quarter of
availability of these products.

These kinds of transitions are not unusual, and the effects are
often short-lived. As you may remember, the Regatta and the
T-Rex products also went through short, somewhat rocky
transition periods before ultimately delivering significant growth.

After Bill, Steve Mills will describe to you the progress we’ve
made to re-mix our software portfolio to capture the high-growth
middleware opportunity.

During the course of the day you will hear -- in much greater detail
-- about all of the issues | just laid out for you.

As | said at the beginning, we are talking about two sets of issues
here.

The first are the long-term, strategic actions we are taking to
capitalize on the shifts we see in client demand, technology and
global economics. These areas are the fastest-growing segments
in the IT industry.

The second set of issues involves the actions we are taking to
iImprove business performance in the near term. We know what
the executional issues are. We are managing through them. And
we are confident that they will get IBM back on track.
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But I think it's more important to keep the overall game plan in
mind.
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