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For Analysis for General Mangers part of the Tuck Leadership Forum, before |
turn this over to Professor’s Argenti and Finklestein, | wanted to say afew words
about this course, about your professorsin this course to date, and to introduce
our distinguished speaker, Mr. Jack Welch.

All of you have had ataste of the Leadership Forum already through the Analysis
for General Managers, but | wanted to say abit more about thisinnovation. We
introduced the Forum about 2 years ago as part of our overall curriculum reform
and that was embedded in our total strategy review. A big recommendation was
look at the curriculum and see if it isthe curriculum for the future. Thisforumis

part of what you are experiencing as the new Tuck curriculum.

| think Mr. Welch will find it interesting to discuss thisabit to put it in context
and see how we are achieving our academic goals here at Tuck. The Tuck

L eadership Forum is year long, cross-disciplinary experience that helps you to
develop general management skills through courses like AGM, Entrepreneurship,
and Management Communication. To speakerslike Mr. Welch and other CEO'’s
that we will have throughout the year and through the team projects you will be

working on later.

We believe that the forum with its emphasis on general management, on
leadership, on teams, and its intense focus on people is the key or amaor key to
our entire curriculum. It gives our students the kind of edge that we saw reflected
in our number one ranking in the Wall Street Journal. Jack was coaching me on
how to milk that little phrase. The Forum is also about working with great
professors such as the professors we have in front of us. So let’s get started. I'll

introduce them and then I'll introduce Mr. Welch.



Professor Paul Argenti has been at Tuck for 21 years and serves as the Faculty
Director for the Tuck Leadership Forum. Paul isnot only a great teacher but also
aprolific writer in the areas of corporate communication. Paul sits on prestigious
editorial boards, iswidely quoted on issues relating to communication and
reputation and has advised major corporations such as Sony, Nokia and Goldman

Sachs. He will be our moderator before the discussion.

Professor Sydney Finkelstein has been at Tuck for 9 years and in addition to also
being a great teacher, he also a prolific writer on many editorial boards. His
expertiseisin strategic leadership, top management teams, mergers and
acquisitions and corporate mistakes. So heisabusy, busy man now. Heis
working on abook now which | predict will be a blockbuster, and that is his opus
on corporate mistakes. We are looking forward to that. Syd has leant his
expertise to several major corporations and he is the director of one of our
flagship executive education programs, The Tuck Executive Program that we hold

in the summer here.

| am, of course, pleased to welcome our guest of honor today, Mr. Jack Welch,
Former Chairman and CEO of General Electric Company. Many of you have
aready been introduced to Mr. Welch’s philosophy on business and his book,
Jack—Straight From the Gut, and of course he has been perhaps the most written

about executive in our time.

Let me refresh your memory alittle. Jack is an extraordinary man. He grew up
just outside of Boston. | understand that one time he considered coming here to
Dartmouth for college, but instead he got his college degree from the University
of Massachusetts at Amherst. He earned a PhD in Chemical Engineering from the
University of Illinoisin just 3 years and joined G.E. in 1960. He became

chairman of G.E., and knows was alot of stuff in between there, but he became
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Chairman. He became Chairman and CEO in 1981 and retired after 20 years last
fall as one of the most successful CEO'’sin history.

After arun at G.E. that broke every measure of corporate growth imaginable,
including creating tremendous value for al the stakeholders that had anything to
do with G.E. Having Mr. Welch here today gives us an opportunity not only to
learn from one of the best general managers ever, and we are the top generad
management school. But to also get an insight from him on the degree of pressure

and scrutiny that leaders are under today.

Early in his book, Jack writes about how important self-confidence has been to his
success. Monday’s op-ed in the Wall Street Journal certainly showed us once
again how leaders can deal with adversity, with determination, self-confidence,
and honesty. Inyour first week of the term, you saw headlines about Tuck being
number one. In your second week, you have the most famous business leader in
our time here. I’m not telling you what we are doing next week. | think
something to do with accounting and stuff like that. But | know one thing for sure
for shared knowledge of what it islike to be at the very pinnacle of the business
world, no one can match our guest today. So please join mein giving awarm
welcome to Mr. Jack Welch. And now Paul Argenti takes over.

Thank you Paul and thank you Jack for coming to this very special edition of
AGM today. Theway we would like to run thisis actually to ask you aternating
guestions for the first half of the discussion and we have tried to ask questions
that are on everybody’s mind that maybe we could ask a little more delicately.
Also to ask some questions that have to do with things we covered in the class.
Then what we would like to do is have you, because we know you have had alot
of experience teaching at Crotonville, take over the second half of the class and
just call on the students. | do that all thetime. | know Syd does as well and just

grill them anyway you want ok?



S0 let me start with the first question. | think thisis a question that is probably on
everyone's mind today. Despite your brilliant op-ed piece in Monday’s Wall
Street Journal and the many appearances that we saw where you discussed your
dilemma on television that night, yesterday’ s papers were still filled with stories
about the FCC investigation underway into the many benefits you received in
retirement. In your op-ed piece you stated that perception matters more than ever
today. What reforms are necessary in a post-Enron, World-com, Anderson

world? And, how much in compensation and perks is too much?

That would take aweek to talk about. Let’'stalk first of all the op-ed piece and
where that took me for aweek. | am going through a divorce and therefore out of
the divorce came a number of chargesto put G.E. and myself in the spotlight.
Many people thought from the initial one-sided filing that Jack Welch went to the
retirement party, got agold watch, and an envelope. It said, “Herein the
envelope, Jack, isticketsto al the games, eat well at all restaurants, fly in the
company planes, and stay in the company apartments. Let me tell you what

happened. | wrote it in my op-ed piece in the Wall Street Journal.

In 1996 the front pages of several newspapers said Jack Welch is going to this
company, that company, etc. G.E. stock had risen by, in that point and time,
about $155 hillion. Everyone was after Jack Welch at that time. G.E. has no
employment contracts. | had a quintuple bypass the year before. All my
predecessors had retired at about 62 years old. The board came to me and said,
“We would like to get this off thetable.” | had no great desire to leave G.E. and
they knew it. The board, in order to protect itself and take care of its obligations,
made me an offer of tens of millions of dollarsin a sign-up bonus so that | would
not go to any other company and | would never compete with G.E. in that 4 years,

or for the rest of my life. In return for that, I’d get tens of millions of dollars.

My view at that time was | had enough money. | liked riding in the company
plane. | liked the security that that involved. That’swhy | said, “Just let me keep



doing that and keep the money and I’ [l sign the contract.” So | signed what is
called an employment contract. Everyone at NBC has an employment contract.
Theonel like best is Alex Rodriguez. | believe he has a $25 million balloon
payment at the end if he stays with the Texas Rangers until theend. So | turned
down the tens of millions of dollars. Roughly sixteen to twenty times the present
value of what | settled for in order to get what | wanted which was the security
and peace of mind of having accessto certain benefits. That was described by the
press as a retirement package, aretirement perk. It wasn't that at all, it wasan

employment contract and was executed in good faith.

There were alot of alegationsin the press, G.E. paid for personal meals, there
wereticketsto games. | paid for all my personal meas. G.E. has boxes and so
does NBC at every event. | went to one Red Sox game, my favorite team, in 162
home gamesin 2 years. | hadn’t been to a'Y ankee game, hadn’t been to a Knicks

game. | hate the opera.

But that iswhere | stood. | stood with avalid contract and by the way, this
contract, all two pages of it was spelled out on the SEC website (and you can go
and read it yourself). For six straight years the SEC had the contract, they had the
papers with them. So thiswas not done in the dark of night on the last day. This
was an open contract for employment. In the past week | have been under some
siege, if you will, from amediathat is angry because trillions of dollars had been
lost in the stock market. The dot.coms collapsed. Thereisanger felt across
America. What has happened? There have been some egregious acts in corporate
America. People want to make the argument that it is the orchard, not afew bad
apples. | happen to think it isafew bad apples and not the orchard. We'll talk
about that alittle later.

So | had to decide what to do with avalid contract. | got opinions over the course
of aweek from all kinds of people. | wrestled. Theway | think through problems

isto wrestle with lots of people and lots of ideas. From Warren Buffet to media



people. | would say it never got higher than 60/40 in either opinion. Isthe
sanctity of a contract written 5 years ago worth something? The closer you got to
the media people, the more the answer was “don’t give this back, because the
media people in television sign outside contracts, from Katie Couric, to Tom
Brokaw, to Matt Lauer—all of them. What good is a contract if it isn’t honored?’

We areliving in aworld now of Enrons, Global Crossings, dot.coms that have
disappeared from the west coast, to the east coast. Perception matters. The last
thing | wanted to do was to have my divorce bring the company that | worked for
for 41 yearsinto thisthing. My divorce caused that company to get tainted by
something that wastotally legal. So | finally decided to write the piece.

Oneinteresting side noteis | sent the piece to my fourth child who isaboy. An
environmental liberal lawyer in Oregon, who has views that are generally widely
opposed to mine in most instances. He sent me back an e-mail Sunday night that
was filled with anger about the American dream, what does it mean when you
earn it? The company increased its market capitalization by over 400 billion
dollars and became the most admired company in the world. He said, “A contract
isacontract. Dad, if you walk away from a contract what kind of a person are
you?' So, there was aview from aliberal who read it late at night and lashed out
at mefor doingit. Intheendthough | didit. | am happy | didit. | feel better
sitting here rather than defending a contract and making a statement. | felt better
yesterday, | taught at Crotonville (GE’ s leadership development center) for 5

hours.

But whether or not to amend my contract was adilemma. It wasterrible
dilemma. It wasnot an easy call. It may seem so easy to you to hand back. |
have the money. “Jack, give back $2.5 million.” Y ou write a check every year
for $2.5 million to somebody for something that you earned. It isnot that easy

with acontract. Itisn’'t the money. It'stheprinciple. Yetintheend | didit
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because | felt better doing it. There was no other reason. It wasn’t an intellectual

decision, it was an emotiona decision.

Asfar asthe SEC investigation, which you asked about, the SEC has about
15,000 informal inquiries, which iswhat thisistechnically, into anything they
read about. They havetolook at it. They will look at whether the contract was
good. They will start by looking at their own website, | hope, being that the
contract isthere. And it will go from there. They will probably come up with
some rules that will say the next time people have such a contract. You have to
guess at what a contract might cost x number of years rather than specify what
was given. |I’'m not sure of the outcome, but | am certainly not at all concerned
about theinquiry. So it was aheck of adilemma. | debated with aclass
yesterday alot and | hope we will have a chance to hear your views on it, and
what you would have done in this situation, and how you would have felt.
Because, in my view thereis no clear answer. | feel good about what | did

though. A long answer to a short question.

Jack, after the introduction by Paul Danos with some of what | have been doing,
particularly the mistakes, theleast | can do is ask you about that. Rather than ask
you about the egregious examples | am more interested in some of the strategic
breakdowns. If you look at what has happened to CEO’ s over the last 3 or 4 years
therate at which CEO’sare being fired isincreasing. There are plenty of
examples from Deutche Telecom, Vivendi, Mattel, Lucent, Ford, and Gap, none
of those being part of the big telecom blowup. Many things happen in these
organizations that brought them to crisis. But at some level there was some

fundamental or set of fundamental strategic breakdowns.

For example, Jill Braud at Mattel. Numbers couldn’t work for along time. She
went ahead and acquired The Learning Company for $3.5 billion which turned
out to be 4 1/2 times sales and thisin a company not known for avery strong
M&A capability.



Jean Marie Messier’ s media conglomerate strategy of Vivendi, is another
example. So the question isin your experience are there any common themes to
why such fundamental strategic mistakes occur. How can organizations learn

from those types of breakdowns?

| think | can answer best by coming at the companies that have fallen apart in our
hands. The Global Crossings, the Enrons, the Andersens. | can giveyou a
perspective that | have that you may or may not agree with. | say companies need
fundamental compasses and culture and processes and practices. Even when they
have them, they have breakdowns. They make mistakes. At G.E., | bought
Kidder Peabody. That wasamistake. You deal withit. But you need a company

with a core and a value system and a direction.

Let’stake Andersen. Andersenisan old company. Andersen must have had
processes. But for those of you who have looked at Andersen over any period of
time, Arthur Andersen was a great audit firm, and then all of a sudden they learn
that they can sell advice as high-tech consultants, and it was a hot business. So
consultants, Tuck graduates, Harvard MBA graduates, a whole series of people
ran to Arthur Andersen, not to be in accounting but to be in the new gee-whiz
game. So what happened to the accountant. They became the back room, the less
important, green eyeshade people, and then the company wasin court for a
decade fighting over the split over the partnerships. Who would get it?

Accountants were the fundamental business and became the back room.

Enron. Enron was a great energy pipeline company. | like to think of them asthe
coveralls, overalsif you will, oil, and gas pipeline, utilities. They could get
permits and get them working in more places than anybody. Then they hired a
bunch of McKinsey MBA'’s from Tuck and places like that. They haul them all in
and they say, “We don’t want to wear coveralls. We don't want to bein

pipelines.” They changed their strategy. They went off and became suspenders
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people. Slicked-back-hair traders. They traded everything from blockbuster film
rights, to telecom rights, to railroad track rights. They lost their compass.

Y ou take the new games, WorldCom. That was a guy who ran budget motelsin
Jackson, Mississippi. He became aleading telecom company. There were no
principles, no fundamentals, and no processes. Then you take Global Crossing.
Gary Whittick was a bond salesman on Wall Street. He went out and started
something up, got Wall Street funding, got alot of money, and there were no
processes, again. That is not to say the Duponts, the IBM, the G.E.s, the J& Js,
don’t have people that create flaws and don’t have problems. But we corrected
them over 100 years. All with processes, and we have systemsin place. For
example, if | wanted to cook the booksin G.E., | would have to get 2,000 to 2,500
people to comein and cook them with me. The processes are in place and things
are transparent. These other companies are brand new or have had massive model

changes.

Jill Berrard, wasn't that atoy company? Wasn't it aBarbie Doll? Off they went
to aLearning Company acquisition. A total change of model. People can’t lose
their center. People have to have adirection. If you look at most of these

failures, most of them were cases where that fundamental compass was | ost.

Ok Jack, now for maybe the second question that is on the mind of many of our
alert readers here in the audience. Anyone reading your book may have thought
you and your wife had a strong relationship. Why did things fall apart after you
left G.E.?

Marriages don't fall apart in an hour. Marriages go through long periods of time
and my wife and | just ended the marriage. Thereisnothing moretoit. One or
two peoplein Americadon’t make it work all thetime. Itisahardjob and we

didn't make it work. It has nothing to do with anything else that we are talking
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about other than the fact that that happened. I’m on with anew life—a happy life
and | couldn’t be feeling better about it. So there is nothing elseto say.

Let’ s take you back, Jack, to some of those principles in particular those
principlesat G.E. G.E. has been and still isavery heavily diversified company
yet in contrast to many other companies with that type of profile, G.E. has
prospered. Inthe classroom wetalk alot about focus. We talk alot about core
competencies and inevitably somebody is going to ask, “What about G.E.? What
istheir core competence? How isthe sum of parts more valuable there? What

holds everything together?’

You hit meright in the gut. | love thisone.

It was straight from the gut.

G.E.’s core competency is people, we believe without question that the
development of leaders and the development of high integrity-driven leadersis
the winning way for one company. A company is not bricks and mortar. A
company isnot anidea. A company isintellect. A company isthe combined
intellect. Thisroom isa perfect example. If we took the intellect in the first row

here, any one of them thinks they are pretty smart.

That is our faculty.

Ok, lets go in the second row.

| think the wholeideain G.E. isthat you create alearning company. If you get
around the table and we take this row, and get the best of every person in the row
into one mind, that person will leave smarter than they were if they were alone.

So thewholeideain G.E. isto create learning from each business. Whether it be

asix sigma practice that is going on, or the processes of the aircraft engine

10



transferred to power systems. Get the generic ideas spread. Keep raising the bar
of intellect in the company all the time. We take pride in being one company and

driving intellect across boundaries.

For example, when we have our Corporate Executive Council meetings that are
held quarterly, they last for 2 days. Each person gets up. They must give the best
new ideathey have as one of the presentation ideas. They must get up and give a
practice that is of interest to everybody else in the room. The NBC guy doesn’t
get up and stand there and bore us to death about the ratings of Friends or ER.
We don't give adamn, that is his problem. What we do want to know about are
theideas heis seeing and smelling and feeling. So heis up there with ideas, and

if anybody starts droning on about their business, they get the hook.

When | was CEO at G.E., | would participate in Human Resource reviews for all
businesses. We would go from 8:00 in the morning until late at night, reviewing
al people. Then if we had an idea on services, or six-sigmaquality or other
things, we would build the leaders of that initiative into the meeting. So we get to
see who the leaders were putting behind the initiatives. Now | picked up three
new ideas. We'd move to the next city in the morning. We'd go from Cincinnati
to Louisville. Now I’ d have picked up some new ideas at one placeand I’'d
exaggerate them abit. At the next place, I’d tell them how well they are doing
over here on thisone. Somy job in G.E. wasto pick people, allocate resources,

bet on certain things, and put mechanisms in place to transfer knowledge.

| have no argument about Tyco or Litton or other companies. They al ran models
that were different. So | am not here to criticize them. They were proud of their
models. Their models were where you run the healthcare business. Y ou get paid
by the healthcare results. If you run the widget company, you get paid for the
widget result. Y ou mail your results into headquarters, two people, the finance
person and the CEO. We will take care of the numbers and we will report to Wall

Street. That isthe opposite of the way G.E. works.

11
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We have a compensation system that starts with the bonus plan—if the company
makesit, you qualify. If your business does certain things you get more or less.
But if your business does certain things and the company doesn’t make it, no
rowboats make it to shore while the Titanic sinks. So every measurement is
around the company. The company wins. That iswhy people transfer we got
great people from businesses. People in Siemens would say to me, “How do you
get somebody in Aircraft Engine to transfer one of their best engineersto Power
Systems/Turbines or Medical Systems?’ 1'd say, “They don’t go because they
love me. They do it because they get paid by how well the company does.”

During the days of the dot-coms we had people at Equity Capital who were
spending G.E. capital. G. E. money. They, like day traders were making all kinds
of money. So they came parading in and said, “We'd like a piece of the action.”
They, like everybody else, thought they were geniuses because they invested in
companies that when they went public opened in the morning at 10 and went to
100. Their question was, “How do | get apiece of the action.” | said, “We don't
want you. You don't belong here.” Thereisone currency. ItisG.E. stock. If you
are Katie Couric or Tom Brokaw you might get more of it, you might get less of

it, but you got one currency. Thereisone company. If you want to share intellect
you have got to be sure that whatever you do, if you start the company with 7
people, you got to be sure the interests of every person in that place are aligned.

Y ou can’'t have one person getting this and one person getting that in atotally
different currency. If everybody gets aligned behind something, idea sharing,
human resource sharing—everybody helps everybody out. So G.E.’sdifferenceis
its core competency is not technology, it is not finance, it is building bright people
with leadership traits who involve everyone in the game in understanding that

transferring intellect is our most valuable asset.

Y ou’ ve been talking a lot about the media and we know that you owned a media

company as part of G.E. and we have also been talking about companieslike

12



Enron and Worldcom and the litany of companies that we have heard about.
What do you think about the media s coverage over the last year and of those

companies and also about their coverage of you over the last 6 months?

| think you’ ve got a situation where in some respects the mediais doing their job.
It's the post-bubble thing. The exact number, but it is a huge multi-trillion
number that has been lost. Investors are angry. They got hurt. What happened is
we brought investors into the market who had not been in the market. Some 60%

of the American public isin the market today. It was around 20 years ago.

Who brought them in? Everybody but the mediasure aided it. You felt likea
dope if you were not day trading and making money on al of these things. It was
like going to alottery that didn’t lose. Neighbors were telling each other, “Y ou
should see what | bought yesterday. It went up 100%, it went up 200%.” Enron
became the most innovative company in the world, on covers of magazines and
al over. They sure were very innovative. They became the most innovative
because they didn’t have any assets. They were just trading. The media pumped
it up.

Every company like G.E., and other companies were Neanderthals, they were old
economy companies. If you were not in the new economy what the hell are you
around for? There was no new economy. | was giving speeches on this5 years
ago. There was a new technology, not a new economy. People traded from
wagons a hundred years ago and now they are trading online but it is still a

business. You buy and sell based on value.

How do they feel about it? Guilty. And they are going to write about it until they
are going to get it all out of their systems. They are just going to vent. They are
doing it every singleday. You can't pick up apaper that doesn't doit. Now
therearesins. Don't let us walk away from the sins of some bad actors at the end

of abull market. There have been excessesin the ‘ 20s, thisis not thefirst time
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we have had this. We had bribery by defense contractorsin the‘60s. Thisisa
bull market phenomenon. Somebody has got to get punished. People lost.
People are angry. Everybody had paper that said they were worth so much. Now
they have paper that says they are worth this much, and somebody has got to pay.

On the other hand, the media has generated rightful concerns about practices.
They have taken the position that the orchard as | said beforeisbad. | take the
position that there have been bad apples in the orchard. Excesses were built and
then in fact we have to deal with the bad apples and deal with them aggressively.
On the other hand we have to take alook at what caused some of the excesses,

maybe modify some of the practices, and learn from it.

Let metell you, everyone would like you to think these are the worst of times.
“Oh my god these are the worst of times.” The Dow is close to 9,000. Ten years
ago the Dow was at 1,500. | became chairman of G.E. in 1980, December of ‘80.
Let me give you the environment in December of *80. The prime rate was 21%.
Inflation was 13% and unemployment was 11%. Just take those 3 numbers. The
misery index. The combination of the 2 was 24%. Jimmy Carter was President.
He had just declared the country in malaise. Japan was going to take over the
world. American manufacturing was done. Why even go to work anymore? [t
wasover. Weweredead. Read it. It wasthere. That was 1980. Now what is
different today iswe have terrorism asacloud. Let'slook at the statistics. The
prime rate 2-3%, inflation is running at 2, unemployment is 5.7, the Dow is at
9,300, the NASDAQ is above where it wasin 93, 92, 91. We only have one thing
that is different. We have terrorism, that we don’t, any of us, know exactly how
to deal with it. From the economic statistic standpoint, from a country

competitive standpoint, we are in pretty good shape.
We have got to now get together and rally behind all the good stuff here. Get rid

of the bad. Fix the bad, right the ship, deal with terrorism and get on with it. But
every timeyou think it is the worst of times, go back through history. Go back
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through sitting in London in 1940 and 1941 and getting bombed every single day,
hundreds of thousands of people killed, and homes wiped out. Do you think they
would think these would be the worst of times? They wouldn’t think it was the
worst of times. | see peoplein lots of crowds, | talk to lots of people and too
many think it isthe worst of times but in many ways it is the human condition that
gets people to rally and gets people to do something about it and would get people
to react positively and make the country great again. It isnot adisaster.

Jack lets go back to those budget motel guys down in Mississippi, World-com.
How could an apparent huge accounting fraud like that take place or more
generally what are some of the markers that you can look at as an investor,
supplier, customer, manager that will tell you amost like an early warning sign

that there is some trouble brewing?

Cash. Cash. Cash. Netincomeisan art. Cashiscountable. If you goto
World.com in hindsight, all these analysts that are making $2 and $3 million a
year on Wall Street. | have alot of friendsin the telecom industry, Bill Escry at
Sprint, and some others who could not believe how they were getting outbid. At
G.E. when | was chairman, we loved WorldCom We loved them. They would
aways comein and be 20% below any bid we ever got for our telecom services.
It appears they got there by doing something that shows you what accounting is.
How many of you have had accounting courses here? How many of you think
now after having it that accounting is a pure science? Let me see your hands. |

don’'t seeone. Soitisjudgment.

Now knowing something is bad is one thing. But they wrote a white paper that
said leasing lines, leasing capacity, for 20 years allowed them to capitalize then if
you will, their plant and equipment. A thoughtful white paper that justified not
expensing current expenses. Analysts should have picked that up. Others should
have picked it up. They are going to defend themselves on that basis. “I’m not

smart enough.” Most people will say the argument is slim to none. But because
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accounting is not so precise and having a 20 year right to lines and capitalizing it
allowed them to keep those costs off the expense line. But they weren’t getting
cash.

If you look at the cash, Enron had negative cash flow the last 3 years. Where

were the analysts? Where were the writers? Where were the professors?

Investing in Enron.

It isatough problem. We had some bad apples, lets not kid ourselves.

| have one more question Jack and then we will let you take over with the
audience. How do you access Jeffrey Immelt’sjob as leader of G.E. since you
turned over the company to him and what attributes led you to chose him in the
first place over Nardelli and McNerney? | know you wrote about it in the book a
little bit. 1 ask because the company’ s value has obviously dropped significantly
since you left and today’ s Wall Street Journal reported that G.E.’s nine year
double digit earnings streak may be at an end.

Yes, well we arein avery tough economy. | talked to 65 people at G.E. yesterday
and from across the world, every segment of every piece of businessin this
economy isvery tough. This economy in the third quarter did not pick up. In
this economy, we are looking at statistics that might show you 2 or 3 percent pure
industrial America. It doesn't feel that good. It feelsflat, waffling along, thereis

no pricing.

Let me go back to the Jeff Immelt question. | think he has done aremarkable job.
Imagine taking over a company on September 7 and being at Boeing, your
customer, when the awful day occurred on September 11. First instinct was to get
out front and talk to people. Get to the employees. One of the leader’ sjobsisto

cushion the uncertainty in the company. What does this all mean to our
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company? He communicated fast and quickly. He was on the phone to Mayor
Giuliani within 24 hours and started the World Trade Fund by donating $10
million from G.E. within 24 hours. The World Trade Fund eventually grew
enormoudly. That wasinstinct he had. He in my opinion made every right move.
| couldn’t be more proud of what he has done. Of course he isaDartmouth
graduate. Not of the Tuck School, but a Dartmouth graduate. He has been all

over theissue. Heisup front. He has self-confidence.

The other two have also done extremely good jobs. Nardelli is gone to Home
Depot. He put alot of disciplinein and has done agreat job. Again there are 14
CEOs today that came out of the last 7 years of G.E. That is a pretty good people
factory. That isapretty good statement about what G.E.’ s core competency is.
The CEO of Honeywell, the prior one Larry Bossidy, the current one Dave Cote,
Stanley Work’s, John Traus, 3M, Jim McNerney and Home Depot’s Bob
Nardelli. Theseareall inthelast 5 year vintage, so that was part of a succession

process to move them on to new companies while we brought in new leadership.

I’ ve never answered why | picked Jeff Immelt, and don’t intend to answer it
today. The board and | voted unanimoudly. It wasn't aone-man pick; it was a 6-
year process of moving people around, watching them, looking at them, seeing all
their attributes. We couldn’t be happier with the selection. Whether or not G.E.
grows 9% as the journal says or grows 11% as the journal says, it has grown
double digitsin the middle of thisrecession for the last two years and it will grow
next year. Whether it is plus or minus 10%, | don’t know the answer to that. G.E.
is going to earn about $15 to $16 billion after taxes this year and have cash flows

egual to their earning. Not abad year by any measure.

They are al yours.

I’m not sure how to handle all this crowd. | would say | would like to talk about

dilemmas for minute. Not just theonel just faced. | would like you to think
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about your dilemmas. The dilemmas that you face. I'll give you a couple | faced
in business before the one | faced in retirement. Onewasin aplant we had in
Louisville, Kentucky, with our large appliance factory. We made white
boxes—refrigerators and washing machines and other things there. The business
had no growth. It made about $300 million of cash flow ayear, so it allowed us
to fund other businesses. Appliancesis atough competitive business. Look what
arefrigerator costs today versus what it cost 10 years ago, compared to cars, or
other things. The price has gone nowhere. It isatough industry. The people that
ran the business, and we had 2 or 3 leaders, would come in and make the case to
close down Louisville and get to Mexico, or source some in Chinaor do
something else. Louisville was our largest union. We had all these other
businesses that depended on ratifying the union contracts. We never had a major
strikein our union in the 20 years | ran the company. We aways had open candid
relationships with them, and the Louisville union was our best, most cooperative,
eager to work hard, great productivity. Y et the business people were alwaysin
saying, “We can make $100 million more closing it down.” We always tweaked
it, bought alittle more time, and never took the bold move to make the business
more competitive than take the risk of alienating the union, which meant so much

to the other $15 to $16 billion of earnings that were around the company.

The dilemma was we were always facing a general management vice-president
who was in pounding the table, “How can you not do this?’ The issue was,
“Should we deal with the appliance business or should we worry about the next
union election and lose 4,000 votes in that election and would that damage the
company more.” Every time | had an appliance person in Crotonville session, if
you worked for Appliances and you were in this room, you would get them saying
to me, “Jack, what the hell are you waiting for, we are non-competitive, we have
to get out of here.” 'Y ou would haveto try and defend the case on the broader
issue. Why am | working in an uncompetitive business? We wrestled with that

for along time.
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The second dilemma was a more persona one and atougher one. | was out
speaking at Bill Gates' Microsoft Conference at dinner about three or four years
ago and G.E. isin the jet engine business. The G.E. 90 isabig new engine that
powersthe 777 long-range jet. Vicious competition for the engine between Pratt
& Whitney of United Technologies, and Rolls Royce of England, and ourselves. |
asked Phil Condit, the Chairman of Boeing if he would have lunch with me the
next day. We are al fighting feverishly for the engine and who would get it. So |
sat down to lunch with Phil and we got talking and | was giving the attribution.
Phil was well briefed and knew everything he was going to do. Finaly at the end
of the lunch Phil said, “Jack, you guys are going to get the engine. Y ou are going
to win this competition. I’'ll commit that to you but you got to commit to me that
you don’'t tell your guys. They have got to negotiate and they have got to fight

over the next four months not knowing that they are going to win.”

Now | am faced with the CEO of Boeing whom | liked and trusted, and my new
knowledge. Now | have my team, Jim McNerney (who is now the 3M CEO) who
was then the head of the G.E. jet engine business, and he is coming to me every
week saying, “We have got to give them $20 million more.” Ok, you have got to
give them $20 million more. Y ou got to give him this concession. Or we have
got to give him spares for so long. | realy don’t know if what Phil Condit said
wasfor real. | believed him. | trusted him. But | don’t know in my soul was, “Is
Phil Condit testing me?’ | can’t go back on my word to him that | wouldn't tell

my team.

Thiswent along for four to five months. It cost in the neighborhood of $200 to
$300 million in the engine development. Finaly the last day came and | my guys
said, “We have got to give it one more shot $50 million and they say we will have
it.” | said, “No | don't want todoit.” They said, “We have come thisfar and we
have got to get it.” And | said, “Let me call you back in ahalf an hour.” Because
we had gone down to where it was razor thin at that moment, | called Phil. | said,

“Phil you busted our chops to the point | had to call you.” | said, “Thereisno
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more blood in the stone.” Hesaid, “Tell your guysto hold firm. They will get it
You've gone far enough.” So | called them back and | said, “Guys I’ m not going
todoit.” | still didn’t tell them. “I’m not going to do it.” They said, “Areyou
crazy? What are you doing?’ | said, “I’m not going to give it to them. No, that is
enough, we are through, if we lose, welose.” Boeing kept their word and we kept

our word and we got the deal.

Try living through that for four months. That isareal dilemma. That isareal
dilemma because you never know the answer. | don’t think we would have gotten
the order if we stopped initially. Then when | finally asked them for permission
to stop he said, “Ok.” Those are the things you will face when you work in
companies and go through things, and | think it would be kind of fun to pick on
you in the brown sweater. How about you talking about either a dilemma that

I’ ve faced and what you would have done either the one in the op-ed piece or

these last two or one that you are wrestling with personally.

Her nameis Erica

| think you did the right thing by keeping your word. If not you would have
ruined your relationship with Boeing going forward.

But what about one that you have faced. What is the biggest dilemmayou have
faced?

In my schooling or...

Anything.

| worked in private equity and | think a dilemma that we often faced was when we

uncovered certain things with the startup companies that we worked with where

they were not reporting revenues as they should have or they were being
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dishonest with their private shareholders and certain things like that that went on.
That was certainly a problem whether we had uncovered this and taking the deals
out into the market. How we presented it, knowing we had information that was

not being presented honestly. It’ s the investor environment.

What did you finally do?

We had to uncover it obviously, but it is unfortunately avery difficult issue
because you take a company very far, you commit alot of time and resources, and
then all of a sudden you uncover something sort of half way through the process,
so it isobviously disappointing. Our name as a firm stands on our word, so it was

important that we do that.

Does anybody have or want to volunteer an interesting one that we can all talk
about? Anybody want to raise their hand? Itisinteresting. YougotoaG.E.

crowd of 60 people and 50 of them have one. Yes, over here.

| worked in aretailing environment and we had several operating divisions so we
would negotiate for price from manufacturers independently and if | knew | was
getting a better price than my peers and | negotiated that in good faith with my
supplier | wasn't supposed to tell other people. But again, | didn’t have stock in
my division, | had stock in the company, and it was areal dilemma on what to do
and most of the time we kept our word with the manufacturer and did not share
the information across the division, which sounds opposite of what you would
have done at G.E.

Yes, but | would say the only part of that dilemmais you should have made it
clear that you wouldn’t make a private deal for your division and that anything
they told you would go across your company. That would be my response to that.
| don’t think if you make a private deal with them. The way you should deal with
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the supplier iswhat you give me will go anywhere. That would be my case; |

don’t know how you all feel.

Anyway let’s move on to something that always gets a fight going, which isthis
vitality curve that | believe so much in regarding the evaluation of people. The
top 20, the middle 70, the bottom 10, and moving on the bottom 10 or telling the
bottom 10 where they are. 1I’d like to start the question to ask you how many of
you have worked in a corporation for three or four years before coming to Tuck?
How many of you think you worked for a company with integrity? Almost the
same amount, | would say about 95%. How many doing that in the period that
you worked there got a straight forward written between the eyes appraisal of
what was right with you and what was wrong with you? That is about 20%. That
isthe highest | have ever seen. Itisusualy about 5 or 10%. How do you work
with a company, which you say hasintegrity and you worked there for three or
four years and you haven’t gotten a straightforward appraisal asto where you

stood? | don’t think those dots connect.

| think the cruelest thing corporations do to each other is not tell people where
they stand early intheir career. The only way you can get at thisiswith the
ranking system and you have got to let people know where they stand in the
system. It isnot about firing somebody. Nobody wants to be at the bottom of a
pile in acompany. No one has any desire to be there. They want to move on and
find a place where they are more respected, where they are more appreciated.

Y our job ambition is to get the boss' s job. The boss would write down, fully
qualified with a check mark. That would be it for the year and it would be the end
of the annual appraisal system. Corporate Americaisfilled with that.

What happens when layoffs come, people get laid off and they say, “Why am |
getting laid off? You told mel was ok.” When they get laid off usually in their
50’swhen their options are fewer and lower and chances to move on to other

things are limited. So avitality curve is not what you think it is but people
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chalengeit as Darwinian. Itisaway to get candor into a system. When you start
up a company, when you run a company, when you work in a company you have

to do everything to get candor intoit, it is absolutely critical. 1t is something that
isworth debating. Do any of you have any views that are different than that?

Yes.

. S0 you know you and everybody knows the people they
work with who are kind of falling into that category. My question for you is after
reading your book | feel like you really push it to the extreme so that you
continually identifying these bottom 10. What happens when you get to the point
where you' ve got alot of really good people. Why and how do you keep
identifying the bottom 10 after that point?

Because you keep wanting to raise the intellectual bar and if you do it early
enough and often enough and if you ever fall prey to that argument everyone who
manages a group will come and say, “My group is now perfect.” Thefirst year it
is easy because everyone can identify the bottom 10 and deal onit. Second year it
getsalittletougher. Thethird year itisalove affair. Theteam isnow together.

It got soin G.E. that as good a company as we had, one person actually put down
aname of person who was a medical doctor who died between the time of the
appraisal and the event. Thisis not a nice story in many ways but they put himin
the bottom 10, because that fulfilled the obligation. It isagainst human nature to

rank people candidly.

The thing that iswrong is people think it iscruel. If you have ateam and they are
al good, you move on because you built a great team. Now Paul comesin asa
leader. Helooks at them and says, “Here' s the bottom 10.” He doesn’t know
they have two kids and that their kids go to school with your kids, that they are
friends, that they all know each other. They have alife together. He doesn’t

know any of those things. He just knows they have a certain performance and all
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the bias you built up over three years. Now what you have to understand is that in

this process people don’'t generally get fired. They leave.

If I wrote the book again, | would say, “Put the vitality curve in your company
and useit for 5 years without acting on it. Without firing people. If you throw a
vitality curve over the fence into a company that has been filled with lies, you are
inviting the plaintiff’s bar to drive in with lawsuits in the morning, because people
can show appraisals that never showed they are in the bottom 10. So until you

have a system, where candor exists, you can’'t have avitality curve.

| used to go to acrowd likethisin G. E. and | would say, “Great news! We just
gave out stock options last week.” It isgreat newsfor everyone. For those who
got it, the stock value increased 25% a year for years. You are going to make a
lot of money. Those who didn’t get it and think you are doing well, ought to go in
and see your boss because you are getting BS d, because we gave it to our best
people. You ought to have a meeting right away and find out why you didn’t get

it. You must have every mechanism you can to get candor into these companies.

Now you have all worked for companies, you know how much candor exists. Am
| talking crazy to you? Does candor exist everywhere you all work? Y ou can sit
at your desk, and examine who the bottom 10 were. You al know. Y ou know
the bottom 10 of your class. You know better than he knows it. Our people knew
it better than | knew it. Now the leader knowsit. They see it everyday. Guess
what? In G.E. we ran asurvey, we did tons of surveys and we never asked about
the cafeteria, the food or the parking places, we asked about what we are saying
are you feeling it and are you seeing it? There are three categories, the top 500,
they believed what we were saying and seeing is 95% in terms of rigorous
appraisals of people. It would drop to 80% in the next group, about 4,000. We
eventually got to above 50% for the first time in the lower ranks those 50% of the

people felt G.E. was rigorous enough on poor performance. It took 15 to 20 years
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to get over the 50% markdown in the ranks because the ranks know in detail who

isdoing what.

Managers give orders. For example, people are going in a boat, five on each side
rowing. Fiveon thissidewill row like hell three on this side are rowing. What
does the boat do? They know it. The boat gets there eventually. Then some
people don’t come in and they don’'t work as hard. They know it. We don’t know
that. So we were never able to get to the fact that the lower level people believe
we were rigorous enough. That survey tells us so much about the way things
work. | know your question. It isthe most often asked question about when | get
my team perfect why should | have to ook at the bottom 10, because you know

why? Thereisabottom 10 in your team. Even when you think it is perfect.

| think there is a big connection between when we all raised our hands when we
thought we worked for a company of integrity, but we didn’t raise our hands
when we were asked if we felt we were given candid reviews. The big reason for
that isalot of people are not good at giving reviews. | personally find it
something that is difficult to do and administer. What are some of the tools that
G.E. hasfor its managers to help them identify the 10% and the top 20% and so

on?

First of all, | never represent a business that is precise and perfect. It hasall the
human imperfections. It isjust the best system that | can think of, but it has
imperfections. We use 360 degree evaluations by peers, subordinates and
customers. | find they fall apart after about two or three years because the peers
make adedl, “If you say nice things about me I'll say nice things about you.”
That only works for a couple of years. We teach 5,000 people at Crotonville
every year about appraisals. Y ou asked about the curriculum when you spoke
before. Very rarely have | found when and | have talked to every big business
school across the country. The schools don’t spend alot of time teaching people

how to do that and there is not alot of time spent in evaluation processes. | was
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asking kids at different schools what they were studying. Disruptive
technologies, that won’t help you win anything—disruptive technologies. What
the hell isthat going to do for you? Businessisabout human beings. Itisthe

team that fields the best player that wins. That iswhat it is about.

Soif aschool isn’t teaching you how to field the best team, a school is not doing
itsjob. Most of these deans blushed because they never, in most curriculums deal
with taking a class and having them evaluate each other and having them sit down
and appraise each other across the table privately, and having them go through the
form, and have them ask each other. If | ran aclass, | would do that. How do you
build the best team? How does this team come out here knowing they are the best
team to take on that team? | would rid myself of the weak playersand | find
every way | could to evaluateit. | would use inputs from peers, from peoplein
campus, from roommates, from anybody, to get evaluations. Hallway dialogues.

Every form you can get your hands on to evaluate people.

In the end businessis all about fielding the best team. The company with a
widget, somebody copies the widget. The company with something else,
somebody copiesit. We spend countless hours. When | consult for al these
companies | tell them, the G.E. courses are three weeks. They say , “Three
weeks? The economy isterrible!” Look there has never been a more important
time to educate people than in tough economies. Education and learning and
raising intellect isasteady line. Itisnot cyclical. You need it morein bad times
than you do in good times. Having a cohesive process and a cohesive message

and a cohesive system in bad times is more important than ever.

For top management teams, you read a lot about that in academics, how did that
work? | can understand that at the different levels and at the operating levels and
there are al kinds of others. Could you make that work? How would that work

in terms of ateam with the very top people?
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We have one nice mechanism. We had an end point. My retirement. So we were
able to bring the team together and say ook, “Y ou areterrific. You are the best
CEO of businessx, y & z, $5 or $7 billion. But, Joe, John, or Mary or whoever,
you are not going to get the top job. Y ou ought to be a CEO somewhere. Why
don’t you start working over the next year to land yourself a CEO job?’ and there
you want out and other people would call me and say, “Are these guys any
good?’ | would say, “How did you find out he ...isheleaving?’ They now

popul ate corporate America. Fourteen in the last seven years and twenty-six over
my time. They are very good, don’t get me wrong, they are terrific. | was ableto
see they were not going to become CEO of G.E. as the forcing mechanism. Other
people can use, “You will always want to be the chief engineer. You can't be the
chief engineer here, there are two other guys that are going to be chief engineers.
Why don’t you go out in the next year and talk to Pratt Whitney or another
company. You want to be chief engineer right?” “Yes.” “Godoit. Godo it on

your terms. You don’'t have to fire people. You talk to them.”

Now all these CEOs now running companies who left G.E.. They are great
CEOs. Thisisnot an indictment of them. They were not just good enough to run
the company we werefilling thejob for. Wedid it candidly and openly. A
couple of them went in to private equity. | am actually working as consultants to
them after moving on to private equity. We aways had it straight together. We
never had awink. I'm telling you if you manage people, you can't wink. If you
lead people, you can't wink. Astough asit isfor you, one of the thingsif you
want to work in an institution, you have to come to grips with using the best tools
available to you and they are never going to be precise and they are never going to
be perfect, but you can't think of it as cruel, you' ve got to think of it as the fairest
thing you have ever done. That isthe hurdle people have to get over. People
think it is mean to give people honest appraisals. It isnot mean, it isthe kindest
thing you will ever do, so they can then do something with their livesto fulfill it
and reach their dreams and grow to new levels. They are not going to make it in

your area.
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The other side of that questionis| understand ......... but when you are at that top
and you are looking at 500 people who...... you job. Then you don't lose the

10% you give back the 90% because ..... Isthere any way to avoid losing all that
capital?

No. Youdon't loseit all because some want to run what they are doing. What

you don’t want to have around...

Isit amatter that when people don’'t get that job they don’'t feel good about it so

they will leave because...

No, not if they know all along and you have been talking to them every three
months about where they stand. “Do you want to continue to run this?” “Yeah, |
lovemy job, | lovetheindustry, I'm CEO of a$14 billion company, | don’t have
your headaches with Wall Street and PR and all that stuff. 1 love my job. | get
more time with my family, | get a better balance.” What you don’t want to keep
around are the people that desperately wanted it and then are around with the
people who wanted them to have it and they are not quite happy with things.

Before you chose Immelt, you said for 6 years you were looking at people. Isn't
it clear to the people who are being looked at are being transferred from division
to division that they were in the pool. So isthere any way to then retain those

people after...

A lot of them areretained. A lot of them are there today. But those that
desperately want to be CEO aren’t because we told them they are not goingto b .
Wetold everybody that when we got down to 3 out of 24 we told the whole gang
of them during different pointsin time that they were not going to be there. But
we would like them to stay if they would like to stay and they stayed. Some
others had CEO-itisin their teeth. Wetold them that now is the time for you to
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go out and market yourself and go somewhere else. Itisabalance. Look | mean
we have three people. Two of them got thejobsin 10 days. If | had picked
Nardelli, the other two would have gotten the job in 10 days. They all had
contingency plans, as they should have. But | wanted them to get great jobs.

Thisweek | have talked to Nardelli and McNerny on occasions about issuesin
their businesses. We are friends. We never had a problem. It was afair process,
they don’t agree with the decision, but they know we gave it everything we had
because it was open. Am | making sense to you for isthisjust not making sense?
The incredible desire for candor in a company, believe me, isworth gold. | can
honestly make this comment. | never asked anybody to leave G.E. that came into
my office that was ever surprised. No one ever came in and got canned and was
surprised because they always knew where they stood. It was always down on
paper. It wasawaysintheir face. We arefriends. Y ou should never, asyou
leave here and go to management, take it on yourself as aresponsibility to never
ask someone to leave the company as asurprise. Never ask someone to leave
your company with the answer “my bosstold me | had to get rid of you.” Thatis
the worse one ever. Y ou always have arelationship where you can defend and
describe to the person the rational for any decision you make and it isnot a

surprise. Itisabig deal.

How does one devel op self-confidence and then how do you balance self-

confidence with humility?

With arrogance really. Such afine line between self-confidence and arrogance
that everyone walks that line very carefully. Self-confidence comes from your
mother’ s knee, from coming to Tuck and getting good grades and looking a peers
and seeing how well you do it, how comfortable you arein the class. It comes
from life experiences. | gave my first speechin G.E. | wasaPhD. Chemical
Engineer. | gave my first speech before an officers group when | was 28 or 29. |

ran to the bathroom four times before | gaveit. | have a speech impediment. |
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had awritten speech. All | had to do was stand up there and read it and | almost
had a nervous breakdown. Today, | would rather stand up in front of 10,000
people with my speech impediment and talk for aweek then hit agolf ball in front
of 20 people, because | feel comfortable in doing this. Because | have doneit. |
teach a Crotonville al thetime. | wasthere all day yesterday getting brutal
guestions and enjoying the hell out of it. But | couldn’t have done that when |
started.

Every one of these experiences, mistakes, victories, are going to build it. It
doesn’'t come from an injection. It comes from lots of experiences and the more
experiences that you have. Coming here is another notch. Graduating from here
makes you special. Now you are going to go another group after you graduate
and look at yourself against another group and see how well you do. Asyou do
well you will just keep building this experience base. Does anybody have a better

answer to self-confidence?

Do you think the opportunity for G.E. to be more educated in Europe or Asiais
currently holding the truths or do you think you should play more by the

European rules or the Asian rulesin trying to continue to build the company?

G.E. isa$26 hillion company in Europe. Itis$14 billion company in Asia. Itis
large company—one of the 10 largest companiesin Europe. So it plays there
everyday. People aways ask me, “How do you transfer a G.E. culture to other
cultures?” That isafavorite question. What isthe G.E. culturein my view? The
G.E. cultureisgiving voice and dignity to everybody. Now if you go to Indiato a
call center, you see 2,000 peoplein acall center, living in great environments,
having a chance to grow, having a change to build a career. They have voice and
dignity. People want voice and dignity in China, in Indonesia, it doesn’t matter
where you are from Jakartato Beijing. Y ou have to understand that trying to get
the maximum intellect out of every person that comes to work isyour job. Every

time you have somebody coming to work in a mind numbing job, you have failed.
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The one thing to think about, it’s Drucker’ s idea not mine, but | practice it
religiously, always make your back room somebody else’ s front room. Believeit.
What isacall center or credit collection center in G.E. It isthe second class
citizen. It isthe mind numbing job processing the paper. It istheregistry of
motor vehicle person getting you your license. It isthe back room. It'sthe place
that isn't. Do you take care of them, give them options, do you run there? No.
Now you put one in Delhi or put onein Bangalore. Y ou get PhDs you get bright
people. They get careers they become managers, they get to be heads of the call

centers. They cometo alifestyle they never could have believed.

When you outsource a guard service, you give the guard an opportunity. A guard
who works for the company is often the lowest rung of the company. Y ou ought
to have a guard service where that guard can go to become head of 10 guards,
manager of 50 guards, vice president of the guards and then president of the
guards. Heisin anindustry that allowsit. Food service. Running a cafeteria,
companies who used to run cafeterias. Now you go to the great food service
companies. People grow and flourish because that is their business. Only keep
people in your business where their jobs are exciting. Where they come to work
everyday on fire. Where they can grow and get rid of the mundane work. Get
that mundane work to other companies who can make that into an exciting job for
those people. Shame on any of you that run a unit that has dullnessin it, that has
people with a boring job hanging around there. Shame on you for not finding
work that makes it more exciting where people come to work everyday reaching
for their dreams. That isyour challenge, otherwise why are you aleader? Y ou
are aleader to energize others. To stimulate them to things they have never

thought of. That iswhat your jobis. Not to manage it.

Jack, G.E. has recently been accused of managing their earnings to meet quarter
over quarter. | don’t know if itistrue or false and eveniif it istruel don't think it
isnecessarily wrong. The question is, is catering to Wall Street a necessary evil

or isit simply manage your business to the best of your abilities?
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L et me say this about management, if you weren’'t G.E. you couldn’t have the
predictable earnings that we have. If you were running plastics at G.E. you would
cycle likethis, if you were running aircraft engines you would cycle like that.

The benefit of having a 100 businesses is you can manage what is going to
happen here and there. | got criticized in the last years for taking and selling a
business, taking a gain and writing off something, closing afactory. That isthe

dumbest argument in the world, why do you think | am there?

The arguments would go something like this: In the third quarter, G.E. sold a
business and took again and wrote it off. If they had closed the businessin the
fourth quarter they would have had a huge gain the third quarter and alossin the
fourth quarter. Why fix your roof until you have the money. If you have aleaky
roof, the only reason for being a manger isto do things when you have the money
to do them with. Y ou act when you have resources here to offset problems here.
For example Montgomery Ward. We wrote off Montgomery Ward when we had
the Paine Webber gain of $2 billion. We could have kept running Montgomery
Ward, lost alittle bit of money here and there, but when we had the Paine Webber
gain, letsclean thisup. Itisassimple asgoing out and fixing your roof when you
don’t have any money. What does G.E. provide? It provides an investor with a
consistent earning stream. That iswhat it promisesinvestors. That iswhat we
said to everybody at Wall Street. That iswhat we said to every shareholder.
What has G.E. donein the last year of thisrecession? It has grown earnings every
guarter by somewhere between 10% and 18%. Consistent earning because we
have Power Systems up. Y ou couldn’t have done that if you were Plastics.
Plasticsisinthetoilet. You couldn’t have done it with a number of businesses,
but we have all these businesses and you manage them. We know what next year
will be like plus and minus afew percent. Jeff knows, he is going to have some
short cycle businesses that will be the swinger one way or the other, but he knows

where his backlog is coming from, what is going to happen. We manage
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businesses to create consistent earnings. Y ou can’'t manage consistent earnings,

you manage businesses.

Jack in theinterest of ending our classon time. | have to ask one last question
that I’ ve been dying to know for many years about you. You are asmart guy,
obvioudly, you are agenius. How on earth for someone who backs winners al

the time can you be a fan of the Red Sox?

On that note, thanks alot for coming today. | hope you got two cents worth of
stuff here that is worth something. But most importantly, you got the chance of
your lifetime. Y ou have got the chance that not many people get. Y ou are now

ranked as the best business school in the country.

World.

World. You’ ve got something in your hand and you can’'t kick it away. Every
dream you want isin your hand. Don’'t kick it away. Reach for it, be candid, be
open. Operate with integrity every day and go for it. Winning isgood. Winning
isvery very good and don’t let anybody tell you it isn’'t. When you win you can
give back. You can give back to the community. You can give back to society.

Y ou have every opportunity. God bless you and win. Thanks.
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