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AFTERNOON SESSION
(2:05 p.m.)

PANEL 3
DOING, IMPLEMENTING, AND FOLLOWING THE DEAL - “INSIDER”
VIEWS

MR. SCHEFFMAN: This is really an extraordinary
session we're going to have now W have seven prom nent
busi ness people who are actually involved in nmergers and
acqui sitions, to talk about the issues involved in doing
MBA, chaired by Professor Joe Bower of the Harvard Busi ness
School. Joe is the Donald K. David Professor of Business
Adm ni stration at the Harvard Busi ness School, a long tine
prof essor at the Harvard Busi ness School, and anong ny
favorite case witers at the Harvard Busi ness School. Those
of you who know the literature know that in the |ast few
years he has witten sonme very interesting articles about
MBA. He's going to chair this panel, so I'Il turn it over
to him

MR. BONER  Thank you, David. It is a great
pl easure to be here and particularly to chair this panel.

To begin, I want take a nmonent to introduce a
managerial framework for considering nergers. Because in
this session we're not tal king about public policy, we're
not tal ki ng about patterns, we're tal king about the problem
of MBA, nergers and acquisitions, fromthe perspective of
t he managers.

And in practice, MGA is a nake or buy deci sion

In principle you could al nost al ways devel op organically the
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busi ness that you are buying. You can |look at this three
ki nds of ways, as seen in the slide on the bottomof p. 1 of
ny handout. First, there are variations in what nanagenent
is trying to acconplish. Second, the M&A process, itself,
Is spread out over tinme and there are variations in the
process. And third, there's the process of inplenentation
itself, which can vary extraordinarily. W heard just a
sense of that when Pankaj Ghemawhat tal ked about Cenex

| ooki ng at the process of acquisitions in the cenent

i ndustry one way, Hol der Bank | ooking at it a totally
different way. Both could be successful.

A group of us at Harvard Busi ness School were
trying to understand this conplex set of issues. As a way
of sorting things out, we identified seven najor strategic
objectives that lead to M&A -- sonetines a given deal nmay
i nvol ve nore than one objective. | will take a few nonents
to present these seven objectives, which are shown in the
two slides on p. 2 of ny handout.

One is sinply reducing industry over-capacity.
When Chemi cal Bank nerged with Chase, both the conmpany and
the financial markets estimated that savings fromreduction
of excess capacity were worth $7 billion and it showed up
the day after the announcenent. It was basically a New York
City bank acquiring another New York City bank. They
under st ood each other's busi nesses, they had a pretty grown-
up managenent and they were involved primarily in
rationali zati on.
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In some of these deals, not this one, there is the
hope that you can use | arger market share to strengthen
pricing. M inpression -- |'ve been studying this since the
early '80s -- is that al nost never happens, that while this
I's sonmething that regulators are frightened of, that we are
in a period of hyper-conpetition in nost industries and nuch
as conpanies would like to get pricing power, they've been
unable to do it. [It's remarkable.

A second kind of deal is the roll-up of a
fragnented industry, and here the exanple | use is Bank One
in the 1980s. They picked up what was happening in
deregul ati on and began to build a national bank. Roll-ups
| i ke Bank One invol ve expandi ng geographically in an
i ndustry where there's local delivery. There is saving
t hrough shared overhead, and inprovenment in products and
service. Sone of these have been quite successful. A third
category is the product or narket extension. So, Quaker
t hought it would buy Snapple. They had Gatorade, why not
add Snapple? 1'Il cone back to that. And what that really
is is a product line extension or sonetinmes entering other
countries’ markets.

A fourth case is where a conpany is using MA as a
substitute for R&D. They're buying a product or a process
technol ogy that they need but cannot devel op thensel ves, or
cannot devel op fast enough. M crosoft bought Verneer, that
gave themimedi ately front page capability in their web
browser. W' |l hear nore about that today from one of our
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panelists, | suspect.

Sonetinmes there's a thought of building a new
i ndustry. Wen Viacom which was at that tine primarily in
cable television and primarily cable tel evision content,
bought the Paranmount Studios, they were, in effect, trying
to create a new industry -- branded content. It was a bet
that there were strategic benefits to be gained from
I ntegration across industries. Each attenpt at industry
convergence is different and pulling it off is a different
ki nd of chall enge.

Then there are the investor buy-outs. Here what
you have are people with significant financial skills
betting that value can be created with new, private,
| everaged ownership. That's still another kind of
operati on.

And finally, there's what | call bluefish. Sone
of you have had the pleasure of standing in the surf when
the bluefish are running. The amazing thing is that when
they are running, they will bite at anything. So, you have
a lot of fun fishing, but they're |iable to also bite your
feet, they'll bite anything, and that's what seens to happen
during the nerger frenzy. There are a |ot of deals done
that are explained as one of the other six, but when you
really go look at them it's bl uefish.

( LAUGHTER)

MR BOMER: Now, what | did was |ook at all the

MBGA in the United States in a three year period that was
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bi gger than $500 million and try to sort it out by notive,

| eavi ng out bluefish. 1In order to know whether you're
dealing with bluefish, you have to get inside and actually
| ook at the plans or the absence of plans. You can't find
that out frompublic data. Wat you see fromthe slide on
the top of p. 3 of ny handout is that nost of the deals were
product |ine extensions or consolidation. Then there were
roll-up and investor deals, the latter of which accounted
for about 13 percent of the deals, and then you have a very
small bit of M&A as R& and a small bit of industry

conver gence.

Now, what difference does it make? For
managenents the work is totally different dependi ng upon
what the objective is. To understand these differences we
found it useful to think of conpanies not just the way
econom sts do, as just resources, but as resources,
processes and values. As seen in the slide on the bottom of
p. 3 of my handout, the resources are the assets, they're
bot h tangi bl e and intangi ble. Processes are the way
conpani es convert those assets into goods and services, and
val ues are the way enpl oyees think about what they do and
why. And they shape priorities and deci si on-maki ng.

Now, it's relatively easy to assess and
rationali ze assets. Conpani es have becone pretty good at
this. 1It's very hard to assess processes or to change them
And it can be even harder to see the depth with which val ues

are held and whether they are subject to change. Just think
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of the world we're living in -- the centrality of political
and religious values. The sane forces operate in conpani es.

What ever the strategic objective, MGA itself is a
busi ness process, as seen in the slide on the top of p. 4 of
ny handout. Managenents have to |learn howto do it well.
Sone do it very well. The initial piece of the process is
targeting: assessing the resources, the processes and the
values. Then there's doing the deal: negotiating, getting
the price right, and getting to the closing. Lastly is the
i ntegrating process discussed this norning. Integrating
i nvol ves rationalizing the resources. That's not always as
easy as it may seem because there nay be debates as to which
plant is really the nost efficient. Integrating also
i nvol ves inposing or nodifying processes. That may be j ust
brutal. Then there is the question of val ues.

Everyone knows about Quaker’s acquisition of Snapple,

that it was such a disaster. Basically, the problemwth
i ntegration was that the conpanies used two different
processes to do business. Quaker brought big, big trucks to
t he back door of a supermarket, a lot like Procter & Ganble,
and they stock the shelves. Snapple had small trucks going
to the front door of nom and pop conveni ence stores, totally
different. They also had totally different advertising, and
basi cal | y Quaker coul d not nanage Snappl e.

| mpl ementation is also affected by the price of a
deal, as shown in the slide on the bottomof p. 4 of ny

handout. |If the price is too high, then even if
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efficiencies are realized, the deal may destroy sharehol der
value. O, as | nentioned, those efficiencies may be | ost

t hrough price conpetition. But a high price nay have a nore
destructive affect. Sonetines it forces conpanies to try to
realize benefits very, very quickly, in a situation where
the integrating process requires nore tinme. Myving too fast
can weck the inplenentation process.

Still another aspect of the process is how the
deal is financed. Soneone nmight want to study carefully the
rel ati onship you can see in the slide on the top of p. 5 of
ny handout. Wat we've got here is high-yield bonds and
bankruptcy assets, and it turns out that the inproper
financing of nmergers is the | eading cause of bankruptcy.

What you can see is that the high yield bond i ssues seemto

be a | eading indicator of bankruptcy. The high yields peak

here in the '80s and then you get the bankruptcies. Soneone
shoul d do that study.

Research on inplenmentation shows that there are
two di nensions to success, the |level of conpletion of the
human i ntegration and the | evel of conpletion of the task.
This is shown in the slide on the bottomof p. 5 of ny
handout. The problemw th speed is if you nove too fast to
get to task integration, it my lead to a failed acquisition
because the human integration never gets done. So, the
success seens to ne to take both.

Now, as seen in the slide on the top of p. 6 of ny

handout, that two by two matrix on the previous slide is
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just based on a |ongitudinal study of nine conpanies, mngjor
deals over tinme, and it was quite striking. So, the basic
finding is that value creation requires both.

Now, what we're going to do in the panel
di scussion is to essentially structure our discussion along
the process of a deal. As seen in the slide on the bottom
of p. 6 of ny handout, we're going to start by tal ki ng about
targeting and then we're going to tal k about doing the deal,
t hen about inplenmentation. In the process, | think we wll
be drawing | essons. |In the back of our mnds will be what
Dave Scheffman and Paul Pautler have called the cosmc
guestion, which is what are the inplications of all of this
for antitrust.

Now, the panelists are really quite remarkabl e
because they are both very experienced and acconplished, and
interestingly, the work they've done covers the whol e
spectrum of deals that | |aid out.

Peter Brodsky is a partner of Hi cks, Mise, and
they are investors that have a remarkabl e record of
successful buyouts.

Bill Earnest, sitting next to him is the General
Manager of Corporate Planning and Strategic Transactions at
ConocoPhillips. He's been involved with Conoco through its
life as Continental G|, Conoco, DuPont, and then
ConocoPhillips, -- a whole set of deals involving
consolidations, a remarkably interesting experience.

Juan Pedro Hernandez is Vice President and
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Treasurer of Procter & Ganbl e and has started out in Spain,
then Brussels, G ncinnati, back to Europe -- and now back in
Cincinnati with a wealth of experience around the
transactions of P&G — product and mar ket extensions.

Robert Ingramis currently the Chief Operating
Oficer of daxoSmthKline, but at various points in tine
was the Chairman and Chi ef Executive of 3 axo. Therefore,
he is well-positioned to talk to us about the nega nergers
i n pharma

M chael Jones is Business Devel opnent Leader for
GE Medical Systens, which has had a really remarkabl e record
of growth inside the GE organi zation.

John Mayfield is Goup Controller, Construction
Products and Finishing Systems Goup of the Illinois Too
Wrks. Sone of you may not know Illinois Tool Wrks, but it
is one of the stronger, nore profitable, heartl and
i ndustrial organizations in the country, and they have done
hundreds of deals in a product and geographic roll-up.

Finally, Dan Scheinman is the Chief Strategy
Oficer of C sco, which has a remarkabl e record of doing
deals in the high tech end of things, where much of the MA
IS a substitute for R&D

So, this panel really covers the range of deals as
they are done in the United States. They represent really
great conpanies. It is ny great pleasure to work with them
W're headed into a very interesting afternoon.

Once gain, we will begin by considering the front
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end of the MRA process. Juan, do you want to get us
started?

MR. HERNANDEZ: That's fine. Good afternoon.

The agenda for this afternoon is going to be
pretty straightforward, as seen in the slide on the bottom
of the first page of nmy handout. What | want to do is to
share with you the nergers and acqui sitions program process
and planning at Procter & Ganble. | wll share, afterwards,
sorme exanpl es about how P&G approaches MRA, nergers and
acqui sitions, as a way to build sharehol der val ue.

Qobvi ously, we are going to have plenty of time for questions
and answers in each of the portions of the panel.

Qur MRA process is only understood if
contextualized within the Procter & Ganbl e statenent of
pur pose, shown in the slide on the top of page 2 of ny
handout. Qur MA program flows fromhere. W are a
consuner-centric conpany. Consuners drive everything we do
in Procter & Ganble. And innovation becones our |ifeblood
and our mantra in the conpany.

W are in the brandi ng business and we believe in
sci ence and consuner understanding as a way to create
sust ai nabl e sharehol der value. Qur business nodel is very
simpl e.  Wen consuners choose our products, when custoners
di splay our products at the right place and when our pricing
is conpetitive, our shareholders win, our consunmers w n and
our custoners w n.

This is, again, to enphasize sinply how |inked our
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MEGA programis to the corporate strategies.

W t hink about planning very holistically
t hroughout our MA process. So, it is present at all stages
of the acquisition process. As seen in the slide on the top
of page 3 of ny handout, | have broken this down into eight
elements. 1'mgoing to very briefly cover six of them
Transition and integration will be further discussed by
ot her panel nenbers |ater on.

But | want to enphasi ze, specifically, that our
strategi c planning process determ nes portfolio needs and
identifies targets that could eventually fit with the
busi ness.

I n our conpany, we are organi zed on a nunber of
operating units: fabric and hone care, beauty and health
care, snacks and beverages, and paper. As shown in the
slide on the bottom of page 3 of ny handout, those business
units devel op busi ness strategies and set the | ong and
mediumterm goals. The business units M&A program fl ows
fromthose strategic choices. The screening, the targeting
starts at the business unit level. GCbviously, we prioritize
at the Corporate/ CEO | evel -- based on our where to play and
how to wi n corporate choices.

That |l eads ne to the target selection stage, as
shown in the slide on the top of page 4 of ny handout.

Target selection needs to | everage on P&G core conpetenci es.
Brandi ng, innovation and scal e/efficiencies are derived from

the grom h of our equities; our technol ogy and consuner
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under st andi ng across different business units; and the scale
fromour materials procurenent, nanufacturing, engineering,
and go-to-nmarket capabilities. W are able to go to market
with a $40 billion plus portfolio of businesses. So, we can
use co-nmarketing and co-pronotional efforts across brands
and business units.

Qur MRA target selections need to fit with Procter
& Ganble's growh strategy and core conpetencies. Qur
declared intention is to nake our conpany nore beauty care-
| i ke, nore personal health care-like. Those categories have
favor abl e denographics, are faster-grow ng businesses,
hi gher margi n, and nore efficient businesses froman asset
utilization standpoint.

As shown in the slide on the bottom of page 4 of
ny handout, planning requires a great deal of analysis to
understand the current business nodel of the target, its
sustainability, its current performance and its future
potential if conmbined with our business. It requires the
clear identification of where, how and when value is
created. MBA creates val ue essentially through revenue
efficiencies and/or by |owering costs throughout the val ue
chain: that is, in sales and distribution, manufacturing,
material s and nedi a procurenent, product devel opnent et
cetera.

At this stage, our analysis focuses on the
i dentification of value creation, which in turn helps us to

start defining our wal k-away price range. This is critical
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when it conmes to the success or failure of the M&A program
Discipline in pricing, obviously, needs to be present at
every different stage of the M&A process: at the offering
menor andum st age, at the due diligence process, and at the
actual negotiation of the terns.

The next itemis due diligence, and again, you
need to plan well in advance for it. As shown in the slide
on the top of page 5 of ny handout, you need to have the
right teamand the right objectives properly identified.
You need to nake sure that eventually the right individuals
are going to be freed up and you need to make sure that
there is business ownership through the entire M&A process
fromplanning to integration. You ideally want due
diligence to be led by those who are going to ultimtely own
the results of the business.

Transition and integration are shown in the slide

on the bottom of page 5 of ny handout. 1've already defined
these as part of the planning process. It reinforces,
again, the comment that | have nmade before, i.e. the need to

t hi nk about M&A pl anning as a conti nuum of the different
stages through the actual integration.

| first want to share a few | earnings regarding
transition and integration fromour MA activity. Those
| earni ngs have consistent thenes: First, never take your
eye off the ball relative to nmeeting consumer and customner
needs. Conpetition, will welcone you! Your conpetitor wll

t ake advantage of the distraction associated with the
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transition period to hurt the acquired business.

Second, the need to properly explain your
transaction to the investnment conmunity, your sharehol ders,
and to the credit rating agencies. This is a critical
el enent that needs to be thought through, again, at the very
earliest stages of any MRA process. It forces you to
articulate the transaction, consistent wwth the strategies
and goals that are supposedly well understood by your
i nvest ors.

Third, the inportance of identifying and
addressing transition issues. W have found that very basic
things are often overl ooked during the transition peri ods,
sinple things without which we cannot operate efficiently.
For exanpl e, systens, and specifically, systens
conpatibility is an issue that needs to be addressed
upfront. You cannot wait until you have closed a deal to
start addressing basic capabilities |ike an Order, Shipping,
Billing system

Finally, fourth is the identification of the
capabilities and human talent fromthe acquired asset.
Keepi ng the talent, keeping the capabilities increases the
chances for an acquisition to be successful.

| have already tal ked about nost of the itens in
the slide on the top of page 6 of nmy handout. The nore our
MBA programis linked to our strategy and the better it
| everages on the conpany’s core conpetencies, the greater
t he chances are for value creation maxim zation.
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Consequently, our success rate is highly a function of the
clarity of our strategic choices and the fit with our core
conpet enci es.

Conversely, when you cannot |everage on those core
conpetenci es, where the strategic rationale is unclear, the
chances for failure increase.

To sum up, our business nodel is very sinple; it
I's not rocket science. W develop and nurture equities that
are relevant for consuners. W believe in innovation, and
in products that make the lives of consuners better and nore
delightful. W price these products conpetitively and we
have a cost structure and capital structure that supports
our consumer proposition while providing appropriate returns
to our sharehol ders.

When we operate within these paraneters, our
conpany does well: we deliver good returns and we generate
heal t hy cash levels. Qur free cash flow, before dividends,
| ast year was $6.1 billion. Qur acquisition programis
obvi ously one of the key uses of cash. W give back 40
percent of our profits to our sharehol ders via dividends,
and we have a strong share buyback programas well. Qur use
of cash is conpleted with our strategic acquisition program

| want to refer to three exanples where we believe
we have been successful with our MRA program and |I'm going
to defer today reference to those where we have not been
t hat successful. Richardson-Vicks Inc. is one of our big

successes. It probably is the nost successful acquisition

For The Record, Inc.
Wal dorf, Maryl and
(301) 870- 8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

154

that Procter & Ganble has done in its 165-year history. [|I'm
tal ki ng about an acquisition, in 1986, that was
transformati onal for Procter & Ganbl e because we were not
partici pants of the personal care business other than with
bar soaps.

RVI was a terrific acquisition for P& not only
because it transforned our conpany, but, as seen in the
slide on the top of page 7 of ny handout, it gave us gl obal
beauty care infrastructure, access to skin and conditioning
technol ogy, and great equities |like Oay and Pantene that
t oday have revenues of nore than $1 billion each. Qay and
Pantene are great equities that have devel oped into gl obal
brands over tine.

In addition to acquiring these equities, we
captured efficiencies across the businesses value chain. At
the plant, our shanpoo surfactant technology is derived from
the |l aundry manufacturing process. RVI has delivered not
only a great value to sharehol ders, but through our
technol ogy we’ ve brought forward real science to consuners.
Consuners can get Oay Daily Facials and O ay Total Effects
at one-half of the price and better efficacy then they could
get in other conpetitive products in departnent stores.

The second exanple, shown in the slide on the
bottom of page 7 of ny handout, is lans. It is obviously a
different profile of acquisition, which will benefit greatly
fromthe technol ogy platforns that we have devel oped in

Procter & Ganble from Dental Care, in particular. W are
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currently selling a tartar control technology for dogs that
is delivered through food. So, our product is making pets
live | onger and healthier.

Wth this acquisition, we acquired two great
equi ties, Eukanuba and lans. And we got access to specialty
channel s.

Through our go-to-nmarket capabilities, we expanded
lanms to food, drug, and nass retailers, so consuners can buy
this brand anywhere they do their shopping. Revenue synergy
is what drives the value in the lans acquisition. W are
now | aunchi ng the product internationally, in the U K
Japan, and sone other places in the world.

The | ast exanple that | want to nention is
Spi nbrush. It’s shown in the slide on the top of page 8 of
ny handout. Spinbrush is a battery-operated toothbrush. It
is a very sinple, |low cost and ingeni ous technol ogy
devel oped by toy manufacturers in Clevel and. The product
delivers better performance than manual toothbrushes as it
addresses one of the problens that we consuners have in
brushing our teeth: we don't brush them | ong enough. So,
the end result is not the desired result. Spinbrush is
mar ket ed under the Crest brand nane and is a great success.
It is nore than a quarter of a billion dollar brand here in
the U S. alone, and keeps growing. |t has driven huge
category revenue grow h by offering consuners a very
af f ordabl e product that delivers a better end benefit.

I"mgoing to finish here. | could talk about
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ot her acquisitions. Cairol may be on your mnd. It has
only been one year since we acquired that asset -- still too

early to declare a success or failure. But prospects | ook

good. Now, I’'ll be happy to answer any questions.

MR. BOVNER: Juan Pedro, why don't we let the
ot hers speak and then we’' || take questions fromall of you.

MR. HERNANDEZ: Fantastic, thank you.

MR. BOVNER. Bob Ingram do you want to --

MR INGRAM OCh, 1'd be glad to, Joe, thank you.
"1l just do this frommny seat if that's all right. | don't
have any over heads.

"1l talk as concisely as | can about two deals
that I have been routinely involved with personally. One,

an acquisition that was treated, as far as its

i npl ementation, nore |like a merger, and that was when d axo
acqui red what nost people in the United States refer to as
Burroughs Wl |l conme in 1995, and obviously, nore recently, a
true merger of equals when 3 axo Wellcone and SmithKline
Beecham cane together at the end of the year 2000 to form
what is now d axoSm t hKli ne.

"1l speak nore to 3 axoSmthKline because it's
nore recent, it's a larger scale and it is a true nerger
But both were driven by, | think, very common forces com ng
out of, as Juan Pedro said in the case of Procter & Ganbl e,
a look at our strategy. In 1995, d axo, which was then the
second- | argest research-intensive pharnaceutical conpany in

the world, but had been built on largely the success of one
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| ar ge bl ockbuster nedicine called Zantac, was | ooking at
patent expiration in the United States for Zantac in the
year 1998.

And, frankly, the pipeline of new products was at
a stage where we knew that we were not going to be able, in
that first year of patent expiration, to replace the al nost
80 to 90 percent of sales that you lose in the first few
nonths today in the United States, with new product sales
because the pipeline just wasn't that far along in ternms of
its timng.

So, the interesting thing here with Burroughs
Vel lcone is that we were both British-based gl oba
conpanies. Ironically, we both had our U S. headquarters in
Research Triangle Park, North Carolina. In fact, we were
adj acent to each other. There was already a wal ki ng trai
connecting the two canpuses.

The Wel | cone busi ness was owned by a trust, the
Vel | cone Trust, which as sonme of you may know, even today,
is the world' s | argest nedical philanthropy, and it was
operated nore |ike an academc institution and nore |ike a
non-profit institution. It was renowned for the quality of
its science. It had a nunber of distinguished Nobel
Laureates as scientists, CGod rest their souls, the two nost
recent being Trudy Elian and George Hitchings, both of whom
were the |l ead scientists in discovering products |ike AZT,
which was the first anti-retral viral treatment for

HI V/ Al DS.
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However, the Wellcome Trust, which was the |argest
sharehol der, could see in their business, even in the md-
'90s, that the research productivity was wani ng, and
frankly, the comrercial capability was not conpetitive with
conpanies |like daxo or Merck or Pfizer or Lilly, to nane
sone of the nanes you're famliar wth.

So, Sir Richard Sykes, who at the tine was our
chai rman, and nyself and our chief financial officer, we
approached Sir Roger G bbs who was then the head of the
Vel | cone Trust, about the possibility of daxo acquiring the
Burroughs Wl | cone pharmaceutical business. W presented a
strategy that said, as we | ooked then and as we continue to
see today, that the science in our industry, and the science
drives our business, is noving very fast.

This is an industry that has historically been
built upon the discovery and devel opnment of good nedi ci nes
that treat |arge populations. W can very well manage
hypertensi on, we can very well nanage di abetes, we can very
wel | manage a nunber of diseases. W can al so, through
vacci ne research, actually cure and prevent many of the
di seases that killed our grandparents at a far too early
age.

But as we go forward, we can see that the science
and technol ogy, it's becom ng nore and nore clear now that
t he mappi ng of the hunan genonme is going to not only be nore
conpl ex but nore expensive. W will transform oursel ves

froman industry that, as | said, has discovered and
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devel oped good nedici nes for big groups of people to an

i ndustry that actually discovers and devel ops and ultimtely
delivers great nedicines for subsets of those big groups.
We'll be able to actually not just treat hypertension, but
we'll be able to see what causes your hypertension and we'l |
be able to, in many cases, interrupt that chain of events
before it actually presents itself as a chronic disease.

Now, sone of that's occurring. Mre of it will occur as we
go forward.

We could al so see that -- and we see it nost
pronounced in the United States -- that the patient would
becone an ever nore inportant driver as a consuner of health
care products, whether they be over-the-counter health care
products or prescription nedicines. And in both cases, you
need an increased scale to invest in R&D and you need an
i ncreased scal e and expertise to conmercialize across not
only a physician-prescribing audi ence but a consuner-based
popul ati on, the outcomes of that discovery effort.

So, we approached the Wellcome Trust in |ate '94.
After three neetings, we reached an agreenent which we
announced in January of 1995. The Wl |l cone managenent,
frankly, was taken by surprise, which presented a chall enge,
which I'Il come to in just a mnute. W nmade an active
effort, obviously, to neet with the other investors in
Wl lcone, the large institutional investors, to share with
t hem our vision of an enhanced science base. Not only was

that the | egacy of Wellconme, but an enhanced sci ence base
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al so woul d greatly increase and enhance the commerci al
capability of the products Wellconme already had on the

mar ket. Through the increased scal e and effectiveness of
our comrercial capabilities in marketing and selling, both
in the United States as well as around the world, we would
produce a nmuch nore effective return for those sharehol ders.

W were pleased when it was approved
overwhelmngly in late March of 1995. The consummati on of
that acquisition went very fast. It was quite rewarding
wor ki ng not only with our regulators in Brussels but our
regul ators here at the FTC -- to |look at us in terns of
where were the overlaps, and we had sone. But fortunately,
there were not that many and we, as a result, divested sone
nmedi cines that |ater have shown up in conpetitors’
portfolios both in the area of treatnment of migraines and in
asthma, two areas where d axo particularly was already a key
pl ayer and where Wl | cone was an energi ng pl ayer.

Now, the challenge then really began. 1'Il cone
back in just a mnute to the A axoSmthKline true merger.
But et me try to finish in a very abrupt fashion what
becane d axo Wellconme. Wen Joe asked nme to be part of the
panel, where | think | could share sone insight is it's one
thing to make the acquisition or a nerger and get the
agreenent of your sharehol ders, get the agreenent of the
regul at ory agenci es that nmust approve your transaction.

It's quite yet another challenge to then actually nake the

acqui sition or merger work. And therein, it isn't, we have
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found, that difficult to get cost savings. You can, you
should and you will, and I'Il cone back to that.

The real challenge we found, and we found it
particularly in the case of the acquisition of Wllcone, is
the so-called soft side of creating a new culture out of
what are always going to be different cultures or different
sets of value in any two organi zations. You can | ook at the
process integration and we | ooked at that and paid a | ot of
attention to that. W put together a teamthat was
conprised of |egacy people fromboth 3 axo and Wl | cone,
augnented by the inevitable consultant. But the inevitable
consultant in this case, you limt their role, | believe,
based on your experience. W've done sone things better
than others, to help you define a process. They can't own
the process. You have to own that.

The interesting thing is, and | hope you find it
i nteresting, renenber, this was an acquisition, and yet,
when we announced it, we said that we would take the best in
people, in processes, in policies and in values from each
conpany. And therefore, we were saying to the | egacy d axo
peopl e, the acquiring conpany, there was no guarantee that
just because we were the acquirer, you automatically won
when it came to who got what jobs.

And | can renmenber vividly within the first few
days of the announcenent, one of ny coll eagues, who, to his
credit, had the courage to raise it directly with ne said,

Bob, didn't we acquire them And, of course, the honest
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answer was yes. And his question was, well, then why is ny
job at risk? And the honest answer then was, and shoul d be
t oday, we want to make sure that we take the best of both if
we're going to really capture the optinmal value out of this.

And the culture side, and I'll try to be very
conci se here because | could talk at |length about it, could
best be described at Wellconme as being an academ c type
culture, valuing thensel ves on the high science that they
did, alnost view ng sales and marketing as a necessary evil.
At d axo, where there was good science, but not great, there
was nmuch nore of a commercial, harder-edged, take no
prisoners culture. | say that as the Wl | cone people woul d
have told you at the tinme | ooking at G axo.

And | think the proof of the pudding is that,

today, in daxoSmthKline, yet obviously, another true

nmerger of equals -- and I'Il cone back to that in just a
second -- of the five people who report directly to ne and
who, today and shortly, will even nore so run the five

| ar gest segnents of our conpany, two of the five are
Vel | cone heritage people. And if you look at the portfolio
of nedicines we sell today, four of our fastest-grow ng and
| argest medi ci nes were nedicines that were Well cone heritage
medi ci nes that were already on the market in 1995.

And | renenber vividly nmeeting with my counterpart
at the time who was the president of the Burroughs Wl l cone
U. S. business, and to this day, remains a good friend. And

| was saying to himthat | sawin tw of their products, an
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anti-depressant called Wl butrin, which sonme of you may know
by brand nane, and in their anti-viral AIDS portfolio,

medi cines that in 1995 were in global sales $100 to $150

mllion a year, saying that | thought within five years we
could take each of those nedicines to a billion dollars or
nore. His response was, if you can do that, why, | wll tip

ny hat, but | don't believe it can be done.

Well, at the end of the year 2000 when we forned
A axoSmithKline, those two nedicines alone cunul atively were
doing over $3 billion. One was doing a billion eight, the
ot her was doing about a billion three. And it was because
they were excellent nedicines that benefited fromthe
enhanced scal e and effectiveness of pronotional capabilities
that d axo Wellcone had that Wellcone al one didn't have.

Now, as a result, we delivered out of that
acqui sition far ahead of the expectations we had set. W
delivered in excess on cost savings. W greatly exceeded
the sales growth projections that we had set. But it
started, Joe, by saying we saw here a conpany with great
science, but if you will, not great commercial skills. And
it's clearly seen, by acquiring the conpany, we got the
benefit of the science, much of which is still in place
today in our new conpany, daxoSmthKline. W built in the
enhanced selling comrercial skills, and as a result, we
becane, as d axo Wl | conme, by the year 2000 -- and this was
just before Pfizer purchased Warner Lanbert, the | argest

phar maceuti cal conpany in the world.
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Now, what drives the consolidation of our industry
is basically three things. First of all, we are still a
very fragnmented industry. Today, Pfizer, before Pharnmaci a,
G axoSm thKline, Merck, J&I, Lilly, if you add the top seven
or eight conpanies, cunulatively, we still won't represent
much nore than 36, 37 percent of the global market. 1In the
US., even slightly less. So, it's fragnented, although not
as fragnented as it was 10 years ago.

Secondly, and |I've touched upon this already as it
related to the history of Gaxo, but it's true in every
conpany's case, it's a matter of where you are in the cycle.
We're all exposed to patent expirations, and I don't know
how many of you realize, but the research intensive
pharmaceuti cal industry gave up in 1984 sonething that no
ot her industry has ever given up in terns of intellectual
property rights.

As part of what is nowreferred to as the Hatch-
Waxman Legi sl ation, patent termrestoration and reform we
now al l ow a generic copier to have access to all of our data
while our patent is still in force. They can see all of our
bi oavailability, all of our bioequivalents, all of our
manuf acturing, all of our QA quality assurance, data. The
end result being that the day our patent does expire, they
conme to the market that day, -- in no other industry is that
t he case.

And as a result -- and you' ve seen it very

recently with nmedicines that have becone househol d words,
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i ke Prozac, for exanple. Wthin the first two nonths of
its patent expiration, Prozac in the United States | ost
about 85 percent of its sales.

So, you have a fragnmented industry, you have
patent risk, and you have this escal ati ng cost and
conplexity of R&D, and you have the consuner growi ng as a
greater and greater force in terns of the outcone of health
care choi ces.

So, in the year 2000, we tried actually first in
99 and it didn't work, to put G axo Wellconme and SmithKline
Beecham together in a true nerger of equals. Now, here
again, tw British-based conpanies. Neighbors in London,
but unlike daxo and Wl | conme, not neighbors in the U S.

Sm thKl i ne Beechamis U. S. headquarters were in Phil adel phi a;
obviously @ axo Wellconme's headquarters were in Research
Triangl e Park, North Carolina.

Here, the history was quite different. These are
two conpani es that had been very aggressive conpetitors. |
take you back to 1980, '81 when the | argest-selling nedicine
in the world was a product called Taganet, the first of the
H2 antagonists for ulcers. But in 1983, Zantac, the second
H2 antagoni st cane to the market, and frankly, ate their
l unch. It quickly becane the nunber one product, and it was
a very fierce conpetitive battle, later joined by Pepcid, by
Axci d, then succeeded by the proton punp inhibitors |ike
Prilosec and Prevacid and others.

So, here were two British-based gl obal conpanies,
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each with over 50 percent of their sales in the United
States, but who had been real conpetitors. But while we
were real conpetitors, we had al so each devel oped a very
simlar approach to the changi ng nature of research and
devel opmrent. We both had seen, on our own, the increasing
I nportance of genom cs, genetics, and high throughput
conbi natorial chemstry -- that by making the right
I nvestments and gaining the right capabilities in those new
di sci plines, one could inprove your batting average.

| frequently explain our business to |ay people in
the nost sinple way | can explain it. Pharnaceuti cal
research is basically a gane of failure. The challenge for
us is to learn to fail nore quickly and nore cheaply.
Today, the average cost of discovering and devel opi ng a new
medicine is $800 million. And one out of 5,000 nakes it
fromthe tine it's synthesized as a conpound to the
patient's nedical cabinet. So, it is a high failure
endeavor. But today, and going forward tonorrow, we'll
i nprove that batting average, because, as |'ve already
al luded to, we'll have a better understanding through the
study of genetics, genonmics, through the ability to screen,
t hrough hi gh throughput conbinatorial chem stry, mllions of
conmpounds in a day.

When | started out 40 years ago in this industry,
the rul e was one conpound, one cheni st, one week. Today,
any conpany in our business will screen mllions of

conmpounds each day and will be able to screen them agai nst
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targets very quickly to understand which targets have the
greatest affinity for which conpounds. Wthin the cell,
which part of that cell is it that you're trying to target?
And by devel opi ng proteins, small nol ecules, the prom se of
this science, again, is enornous.

And, frankly, the | eaders of the two conpani es at
the tine, again, Sir R chard Sykes, a scientist fromthe
U K, and Jan Weshl ey, a Dani sh busi nessman, by birth, an
Aneri can, had worked together at Squi bb, and both, on their
own, had made these investnments. SmthKline Beechamin
human genone sciences. In the case of G axo Wllcone, in a
nunber of genetic start-ups, in which we had acquired
further technol ogy.

So, we started having di scussions about the real
benefit of putting these two conpanies together to create,
again, a world leader in research. That was and is our
vision. So, we tried it in early '99 and we even announced
it, and it fell apart for a very sinple reason. W had too
many cooks in the kitchen, and I don't say that to be
sarcastic. W had too nany people at the top with not very
clear role definitions. And as a result, it didn't take
very long before this situation was going to create a
ni ghtmare. And as such, we would be hard-pressed to deliver
sonething that really did add value. So, it was called off.

Wthin a matter of a couple of nonths, because the
vi sion was so conpelling, the two respective boards asked

nyself and J.P. Garnier, who was ny counterpart at the tine
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at SmthKline Beecham-- and J.P. and | have known each
other and were friends then and still are today -- if we
could see if we could get together and see if we coul d rmake
this work.

To make a long story short, we did. The end
result was both Sir Richard Sykes and Jan retired, to their
credit, because they could see that there were too many of
us, and we then got on with putting that vision into place.
Let nme fairly quickly here talk about the benefits we saw
short-term nediumterm long-term how we've done, and what
were sonme of the key issues. It's still a story in
progr ess.

The obvi ous short-termissues were cost savings,
significant cost savings annualized at around $5 billion a
year. W delivered that savings no later than the end of
year two and we actually exceeded that. You get a | ot of
those savings in a global pharnaceutical business in
manuf acturing. W started out as daxoSmthKline with 117
plants around the world. They vary in size. Mst are
secondary manufacturing plants. A few are primary bul k
chem cal plants. If you were starting a business of our
size fromscratch and you had a cl ean sheet of paper, you
coul d operate a global conpany of our size with maybe six or
seven plants if you scaled themup right and sided them
right, but we didn't have that | uxury.

In the first two years, we were down to around 71,

72 plants, nore to go. The challenge in our business is you
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have to do that, while at the sane tinme, not interrupting
the supply of Iife-saving nedicines as you nove product
supply fromone plant to the next. This is particularly
true if you' re supplying the United States, where the FDA
as it should be, has to approve that. So, it's tine-
consum ng.

We saw t he enhanced narketing scal e again. Today,
A axoSm thKli ne has 8,000 nedical reps in the United States,
simlar to what Pfizer has. The reason that's inportant is
because you're pronoting a broader and broader portfolio of
medi ci nes, and when you consi der that the average face-to-
face selling tine of a physician in our business is four to
five mnutes, you need to have a nunber of different
sal espeopl e to make sure that each nedicine gets its
appropriate tine.

W saw an ability to create | eadership in key
therapy areas. W are the world | eader today in four out of
the five leading therapeutic areas. The one that we're not
is the one | wish we were, cardiovascul ar

Mediumterm we, again, com ng back to the patient
bei ng an ever-increasing driver in health care, saw in
Sm t hKl i ne Beecham consuner marketing skills. Certainly,
Procter & Ganble would stand out in that area, but
Sm t hKl i ne Beecham has a very good consuner business, and we
wanted to nmake sure that we had the ability to take sone of
t he consunmer marketing skills and apply themto the

mar ket i ng of prescription nedicines.
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W saw an increased resource for the pipeline.
Today, we invest roughly five billion U S. dollars a year in
research and devel opnent. As separate conpani es, we were
i nvesting at roughly three and one. So, we've actually
stepped up that investnment. And then |onger term we want
to, again, be the world | eader in research

How have we done? |'ve tal ked about the cost
savings. W've delivered those and we continue to deliver
t hose ahead of target. W have real financial strength, and
["11 just highlight a couple of facts. |In this year that
we' re about to conplete, we have announced and | argely
conpleted a 4 billion pound share buyback program while at
the sane tinme delivering md-teens percentage grow h and
earni ngs per share, and reduci ng our net debt by over two
billion pounds.

Sal es and marketing scale in effectiveness and
efficiency, we're providing better service to our customers.
Al though | could give you a |lot of statistics on that, ['1l]
spare you. But | can tell you that today, as
G axoSmi t hKl i ne, we provide nmuch better coverage of not only
prescribers, but we now provide nuch better response to any
pati ent, pharmaci st, nurse or any other health care
prof essi onal around the world, nmuch nore effectively than we
ever did as | egacy individual conpanies.

Now, in the area of R&D productivity, we took this
$5 billion R&D investnent every year, and we frankly changed

it. W don't have one nonolithic R& organi zation, unlike a
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| ot of pharmaceutical conpani es, because the key chall enge
facing this industry is R& productiv ity. So, what we've
done is to create what we call Six Centers of Excellence in
Drug Di scovery, SCEDD is the acronym And what we've done
is to focus them al ong therapeutic lines. So, one focuses
on netabolic di sease, one focuses on anti-infective disease,
one focuses on respiratory di sease, one focuses on C&S

di sease, et cetera. And they conpete for resources. And
they' re funded nuch like six individual biotech conpanies,
if you will. And scientists in those centers, who actually
do di scover and devel op a nedicine that nakes it to market,
actually get an equity stake because we realize that one way
you attract and retain top quality scientists is to be able
to do that even in a | arge pharnma conpany.

W al so, by virtue of our scale in marketing and
sales, we want to be the partner of choice. |If you're a
bi ot ech conpany or if you' re a Japanese pharnaceuti cal
conpany or an |Indian pharnaceutical conpany, and you have a
great idea but you need sonebody to develop it and really
comercialize it, we want to nmake sure you know that we're
the best able to do that.

As far as the issues were concerned, this was a
nmerger of equals, so there was no premium The financi al
anal ysis was pretty much confined to cost savings. There
was due diligence, but | think Joe's conments were
absolutely right on due diligence, you have to do it right

with a clear set of objectives with the best people you can
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find.

In our case, we knew a | ot about each other. W
were large, publicly-traded conpanies. There's not much
secret about us. Wiat we did do in each case was really
| ook at two areas, the pipeline, the early stage pipeline to
see where there was overlap, both in ternms of our
preparation for discussions with regulatory agencies and in
terms of things we should just quit doing. But also, the
ot her area, not surprising, particularly in the United
States, is what's your exposure to litigation, because
there, again, that required clear due diligence.

In terns of the differences between a merger of
equal s and as acquisition, and |I've touched on how we
treated d axo Wl |l cone, the key thing is once you announce
it, put in place very quickly the right integration planning
in ternms of organizational design and candi date sel ecti on.
You have to understand that as soon as you announce a
nmerger, everyone feels at risk. And the sooner you can work
with the regulators to gain an agreenent, the better,
stating the obvious. But then also concurrently with that,
you cannot over-comuni cate. You have to share with your
peopl e what's goi ng on, and you have to have an open |line so
that you understand daily what are the questions. |In sone
cases, you'll be able to answer themthat day. |n other
cases, you won't, but you've got to get back to them

W enpl oyed both the Boston Consulting G oup as a

consultant to help us with, if you will, the organizati onal
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desi gn, and Spencer Stewart, a search firmthat neither
conpany had used because we didn't want there to be a bias,
to help us set in place a process for candi date sel ecti on.
And we were able, when the deal was approved, at the end of
the year 2000 -- so the conpany will be two years old the
27th of this nmonth -- within the first six to ei ght nonths,
to have our entire global managenent team and |I'mtalking
down to the plant manager, down to the district manager
down to every departnment head, chosen and in place. That
may not seemlike a lot to you, but we're talking, in this
case, an enployee base to start with of 110,000 people, a
managenent staff wi thin that of about 25, 000.

"1l wap up very quickly and say that if we're
| ooking at it today, has it been a success? Yes, in terns
of cost savings. Yes, in ternms of financial strength. Yes,
in terns of sales force, comercial scale and effectiveness.
Partially yes in terns of R&D. We have becone the partner
of choice in that we have conpl eted, since we forned
G axoSmi t hKl i ne, 23 busi ness devel opnent agreenents, |argely
where we're acquiring product fromearly stage biotech
conpani es, in sone cases Japanese conpanies. But it is
still too early to tell whether we have, in fact, inproved
the cycle time in terns of R& productivity, and that wll
be the ultimte baroneter of whether or not this was a
success.

"1l just close by saying that the cost savings

you nust get and you can. The speed of inplenentation is

For The Record, Inc.
Wal dorf, Maryl and
(301) 870- 8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

174

critical. 1It's not only critical in ternms of getting the
cost savings, it's even nore critical in ternms of capturing
and retaining the nost inportant asset that you have, and
that is the people that are always going to feel at risk

MR. BONER: Thank you. Thank you, Bob.

MR. SCHEINMAN: | want to start first by thanking
Joe and David for making ne feel so at hone here. Since the
NASDAQ dr opped bel ow 1500 and the California energy crisis,
we' ve ceased heating our house as well, so | feel very
confortable here. | also would say that it's an
acconplishnent that 1've stayed off Wel butrin, even despite
t he NASDAQ falling bel ow 1500.

( LAUGHTER)

MR, SCHEINVAN: | want to talk a little bit today
about the things that are unique in our space and in our
i ndustry, and | know a | ot has been made about what's
different in high tech and what the differences were. But
we've heard a lot, | think, that is very commobn across nany
of our industries, and I'mjust going to focus on sone key
things that are different fromour vantage point and try and
touch sone of the highlights. There are a |ot of things
that | could really reinforce that ny col | eagues have said,
which I'"mjust going to skip over.

For G sco, MBA, nergers and acquisitions, are a
critical activity. It's really A it's not really MA.
W're really doing acquisitions and it is critical because

we exi st in open narkets.
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Now, unli ke the pharmaceutical industry where you
have 17 years of patent protection, we frequently have a
week or two, because what happens is that the underlying
standards and protocols in our markets are open, which neans
t hat anybody can, and in periods of high investnent,
frequently anybody does, come into our market and build very
simlar products.

I f you woul d have | ooked at what broke Ci sco out
of its oligopoly back in 1992, it was really the MA
strategy that allowed us to hit scope and scal e before our
conpetitors did. I'mgoing to come back and talk a little
bit about the role of failure because failure is very
i nportant to us, as well. [It's a critical part of what we
do. In fact, | was going to use your line, which is that
failing early is a core part of our MA strategy.

Qur critical metric is earnings per share, EPS,
growh. W try and do that two ways, and |I'I|l go back to
Joe's terms. We have our own, but | want to use Joe's words
because | think they were nmuch nore articul ate than ours.

W really | ook at product |ine extension and R&D as the two
areas that we're going to operate in. |If we can do that
effectively, then we can hold our margins, which is a third
benefit. In open markets, the place that you're going to
have margins is where you add value, and for us, if we can
extend our product lines and if we can enter new narkets, we
can extend our margins in the markets that we're in very

effectively. So, it's critical to us.
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When you | ook at what we've done, | think the
singl e nost successful deal in the history of the networking
i ndustry, and | would put it on par with any deal in
technol ogy, was an acquisition we did of a conpany call ed
Crescendo -- we acquired it for $85 million. The only press
at the time, if you go back, will say that C sco overpaid.
Today, Crescendo and a couple of market extension deals we
did represent approximately 40 to 50 percent of the revenue
of Cisco. The deal was a new nmarket for Ci sco. The
managenent teamwas |argely in place. The president of
Crescendo today runs the engi neering group for G sco, and
nost of his key lieutenants are still in place and stil
showing up to work despite all that they have. So, | guess
that means they're happy, or they want nore.

And for us, what it allowed us to do was to enter
new nmarkets and, again, it allowed us to preserve our
margins in routing and to continue to grow and expand, which
we woul d not, otherw se, have been able to do.

The other thing that was interesting has been that
until this recent slowdown, the market was really
characterized by an increasing rapidity of decision. So, in
1992, we probably had a year or two before we had to nake
decisions. By the end of the bubble in 2000, we were having
to make decisions within sonetinmes four to five weeks. The
mar ket cycl es were shortening and becom ng rapid, and the
penalty for us was increasingly draconian. |If we mssed a

mar ket or we weren't able to devel op sonething internally,
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we were either out, as happened in a bunch of cases, or we
had to pay what seened |ike outrageous prices at the tine in
order to enter the market. That obviously has inplications
for our ability to generate EPS, and general success for our
shar ehol ders.

The environnment now has actually changed and we're
180 degrees fromthe environnment that we were in. Today,
there's a draconian penalty if you go too early. |If you go
too early, you frequently end up with a product that the
custoners aren't going to want because it's devel oped too
early, it doesn't have the right feature sets, and you're
going to be spending all your tine re-engineering sonething
that you' ve brought too soon, -- or you're going to end up
wi th enpl oyees building a product that there's no narket
for, and there has been, quite frankly, a lot of that out in
the public markets. 1'Il give you an exanple. The soft
switch market is one where people were predicting a market
worth billions and billions of dollars. But nobody that's
there has been able to make nuch of a market. Conpetitors
that are public are all trading for under $2, and acquiring
themonly would have | ed to expense to us.

So, our environnment has changed, which is al so
bringing us back to pricing discipline and other things that
we used to do in the ol d days.

But for us, risk really is critical and what we've
di scovered when we | ook at our MRA activities is that really

10 to 15 percent of our deals generate 95 percent of our
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returns. |If you think about it, it's really an extension of
the venture business. The venture business is the sanme way.
When you |l ook at the funds, it's 10 to 15 percent of the
deal s generate the returns. |If you | ook at technol ogy
across the public conpanies, sane thing, a very, very snmall
nunber of conpanies, year over year decreasing actually,
generate nost of the value that's created.

And so, our business is no different, but if we
can react quickly, if we can nove fast or if we can either
succeed or fail faster than the next guy, we are going to
have a conpetitive advantage over them |In fact, | think
one of the unsung benefits of our nerger and acquisition
spree was that it encouraged others to go down the sane
pat h, and because we were the prem er acquirer of choice,
they frequently got second tier conpanies and it took them
| onger to either reach their decisions or to unwi nd the
t hings and we had al ready noved on from m stakes. And the
key for us was just to learn and devel op that body of
| earni ng and t hen keep novi ng forward.

| think the role of due diligence is critical, and
our benchmark for due diligence is not whether or not
ultimately we discover and solve every |ast problem It is
whet her or not we identify the issues and whether or not we
were accurate in identifying the issues. And particularly,
we spend a lot of tine focused on chenmistry. |'ve never
been involved in a deal where the two sides have ended up

hati ng each other at the end of the negotiations where the
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deal has worked. Most of our deals are small enough that
the negotiating teamcan't hide fromthe integration team
So, we find we spend a lot of tinme on non-netricable itens

| i ke chem stry, shared vision and how the two teans feel
about each other, which, quite frankly, drives a lot of the
guantitative types who work for ne crazy because they're not
quite sure how you neasure these things, and yet, we find
that those are sort of the critical success factors.

So, we spend a lot of time, too, on our teans
maki ng sure that the high EQ envotional intelligence
guotient, people are as rewarded as the high I Q people and
that we nake sure that we do both EQ and I Q due diligence
when we | ook at things.

The other thing I would say that our industry
dom nates is that we have battles internally within the
conpani es goi ng on between the go-to-market side of the
house and the product side of the house. Decisions are
dictated at varying tinmes by perceived strength or
weaknesses between the go-to-market side or the product
side. Al nost invariably deals fail when one side or the
ot her uses the deal as a fix for a perceived weakness on the
ot her side. So, when people say, gee, we don't really have
a good sales strategy in market X, if only we acquire them
then everything will be fine. Well, what wll happen is the
peopl e who didn't have the particularly good sal es strategy
are then managi ng the sales force of the conpany you' ve

acquired and generally one side or the other |eaves and
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you' re in chaos.

So, we have learned that fixing the other side's
problens is not really a strong way to go. W've tried to
say that we are not going to solve problens that are on your
side of the house, we're not going to try and solve the
ot her side's problemwhen we're the house.

The last point | would nmake is one that's been
made repeatedly, which is that the integration is critical
I"mgoing to tell one story and then I will turn it over for
QRA.

Qur first public deal was a conpany called
Stratcom | can renmenber going to the closing dinner. W
spent about 45 minutes toasting the acquisition team and
what geniuses we were. And | can renenber increasingly
seeing the people in the back of the room | ooking nore and
nore sullen because they were the integration team and they
recogni zed that there was not going to be a party to
celebrate the integration, there were not going to be
toasts, no one was going to say, hey, congratul ations, the
systens are up and runni ng, and neanwhile, we were toasting
oursel ves as geni uses.

It was the last closing party we've held. W
don't do closing dinners anynore. W now | ook for
m | estones to try and cel ebrate the integration teans and
bring themout of the holes and the bunkers and try and say,
hey, congratul ations, we've hit this mlestone, why don't we

all go out for dinner and sit down and chat. To be frank,
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during the bubble, as the deal flow increased and we were
doing a deal every other week, it was harder and harder to
keep up and nmake them feel these things were genuine, here
we are again, another dinner, congratulations.

( LAUGHTER)

MR, SCHEI NMAN:  But we're trying to revive sone of
that culture as we go forward.

So, for us, | think we have opportunities now that
we didn't have before. W have an environnment that is nore
rationale, which will allowus to, I think, increasingly do
the things that we do that are core to our success. At the
end of the day, | think we have opportunities now that we
did not have in the bubble, and I think you' re going to see
that we're going to continue to | everage our strengths going
forward to be successful.

MR. BONER: Thank you. Thank you, Dan. Thank
you, Bob, and thank you, Juan Pedro. It's interesting,
isn't it? W've tried to suggest how i nportant specifics
are, but now we've got Procter & Ganble, d axoSmthKline and
Cisco, and | think you can see how very, very different are
many aspects of MRA, but there are many simlarities. And |
just wondered first, does anyone on the panel want to either
comment on the presentations or raise questions with the
speakers?

(No response.)

MR. BONER: No? ay. Then, do we have the

m crophone and are there questions fromthe floor? After
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this question and answer, |I'mtenpted to say that we w |

take a five-mnute break max. | nmean, we're really going to
just break briefly and then start again, and we will pick up
Wi th negotiating the deal and then we'll pause and take

guestions again, and then go on to the final portion.

Do we have questions for the speakers? Yes?

Pl ease wait for the m crophone. This conmes from Brussels.

MR PETIT: That's right. This is a question for
M. Hernandez from Procter & Ganble. You nentioned that
essentially value comes fromrevenue efficiencies. Could
you be nore specific and explain what you nean by revenue
efficiencies?

And then one question to M. Ingram for
G axoSmthKline. You tal ked about how you increased your
R&D budget from “three plus one” to five, and you nentioned
that the transaction actually brought financial strength.
Coul d you be nore specific about that? Thank you.

MR. HERNANDEZ: Let ne address your first
guestion. Wat | nmeant to say is that our nobst successful
acqui sitions have delivered revenue efficiencies, and | al so
said that there are two sources of value creation when it
cones to acquisitions in our case. One is that of revenue
efficiencies. M three exanples, Richardson-Vicks Inc.,
| ans, and Spi nbrush essentially support and back up this
statenent. | also said that we | ook at inproving the
profitability and the cost structure of the asset(s) that we

acquired. So, it is not either/or, it is a conbination of
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bot h.

To reiterate, in our case, our nobst successful
acqui sitions have common elenents in that we are able to
build a brand, to expand it through our strong go-to-narket
capability, so that we delight consuners around the worl d.

MR. BONER: So, what you're saying then is, by
efficiencies, that you're able to take products, for
exanpl e, RVI products, and using the Procter distribution
system and marketing skills, drive themfurther into the
gl obal market?

MR. HERNANDEZ: Yeah. W use the technol ogy, we
use the equities and we use the go-to-narket capabilities to
i ncrease and to grow the brands that are being acquired.

MR BONER: | don't know if everybody is aware of
the extent to which Procter is a really remarkabl e
manuf act uri ng conpany. So, when they say technol ogy, they
are really at the leading edge in terns of the specialties
that they're dealing with. And for those of us who use
their products, that's a good thing.

MR INGRAM Joe, |'Il be very brief. The two

| egacy conpanies in R&, in dollar ternms, d axo was

i nvesting about $3 billion a year, SmithKline was investing
about $1.2 billion a year, so the net investnent was a
little over $4 billion. W've taken that now to $5 billion.

That was funded | argely by sonme of the cost savings,
particularly cost savings that cane out of the manufacturing

area, and cost savings that cane out of the administrative
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area. But it was also just the shear decision we nade,

whi ch was the heart of why we think this nmerger will nake
sense, that our future is really tied to R& productivity.
We knew that as a conbi ned conpany, we woul d have an

i ncreased ability to invest in R&D. W had to make that a
reality on day one, and it wasn't just throw ng noney
saying, we're bigger. W saw, as we aligned those six
centers that | spoke to, an opportunity to invest, and as
best as one can tell about an early stage research

i nvestment, make it a good investnent.

MR. BONER: Thank you. Any other questions?

(No response.)

MR. BONER: Wiy don't we just stop here very
briefly. This is not a 15-mnute break. This is going to
be, if anything, a four-mnute, five-m nute break.

(Whereupon, a brief recess was taken.)

MR. BONER: As we get started, our hosts have
suggested that we now listen to the next presentations and
do the QA at the end. What I'mgoing to do is ask M chael
Jones to speak next, and then next would be Peter, and then
after that, we will focus on M&A inplenentation with
[I'linois Tools and Conoco, Bill Earnest.

(Whereupon, there was a brief pause in the
proceedings.)

MR. BONER: Wy don't you go ahead, John?

MR. MAYFI ELD:  You want ne to start? Al right,

very good.
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Il will cover three key areas here in ny allotted
time of about 10 to 15 minutes. First of all, I'd like to
give you a brief introduction to Illinois Tool Wrks, |TW
for those of you in the audience that are not famliar with
the conpany. 1'Il then touch on how we set price in our
acqui sitions during the negotiation process, and then I'|
briefly tal k about due diligence process and what we expect
to acconplish during that review and intelligence gathering
process.

First some background on ITW In the past five
years, | TWhas purchased approxi mately 159 conpanies. W do
not pursue the unreasonable targets (the bluefish that were
referred to earlier). The total purchase price paid for al
of those conpanies approximated $6.3 billion, and if we
excl ude one acquisition in the past two years called
Premar k, we have purchased conpani es that average about $20
mllion.

| TWserves the followi ng key market segnents, as we
define them-- residential construction, comerci al
construction, autonotive OEM autonotive tier one, and the
catch-all called general industry.

I TWis a bit different. W do not have any particul ar
departnment that is assigned to acquisitions or strategic
nmergers. Qur target identifications cone from about 600
operating units. W have eight EVPs, executive vice
presidents, that also participate in the identification

process, and certainly the CEQO
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Most of our acquisitions and ideas cone fromthe bottom
up. Al nost 90 percent of them come from operations. Less
than 5 percent are, what | would call, CEO generated. So,
maybe perhaps that's a criteria for success. Since the vast
majority of acquisitions initially emerge fromthe operating
l evel, it nmeans that the people responsible for integrating
and managi ng the operation are involved on Day 1. There is
no drama of a handoff froma corporate nergers and
acqui sitions departnent. The operating people will know the
target and possess quite a bit of know edge before we even
enter the due diligence phase.

Qur due diligence process is a teamconcept. As | have
said, the operating people are involved on Day 1. They are
supported by a tax departnent, |egal departnent, and
internal audit. W do outsource a nunber of areas in terns
of environnmental |aw, and even in the Hart-Scott-Rodi no
ar ea.

We have a standard checklist that we use to gather a
nunber of standard itens. For exanple, we woul d gather
copies of contracts, conmtnents, enployee benefits, |eases
and so forth. Sinultaneous to this, the operating
managenent woul d refine the acquisition nodel and attenpt to
confirm assunptions that have been used in the determ nation
of the purchase price.

Some prior presentations have indicated that
al nrost 50% or nore of the acquisitions fail. Sonme of the

key reasons are over paynent of purchase price, and
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inability to transition the business as planned. This
usual |y means overly aggressive top |line growh assunptions
or unsupported cost reduction assunptions.

| TWseens to go against this failure rate. Over 95% of
the acquisitions | TWnakes, we term successful, and I'|
talk a little bit about that at the end, what we nmean by
successful .

We tal ked during the lunch break with the panel and
there are sone internal criteria that you would use to
determ ne whether an acquisition was successful, and there
are al so sone external criteria.

Let’s nove to the negotiation process. One of the
key or the nost inportant points, | think, during the
negoti ati on process is actually setting the price. W have
found that when the price is not set correctly, when you
over pay, you begin to nmake sonme very short term what we
think are incorrect decisions -- cost-cutting, reduction of
research and devel opnent and the like. Certainly, in the
long run, that is going to inpact the acquisition, and in
the end, not only will it be a failure internally, but it
will be a failure to the end custoners that you' re actually
trying to serve.

A key aspect, when we are setting the purchase
price, is that we really don't proceed until we have a clear
fit for the acquisition. There has to be an absolutely
clear strategy of where it's going to fit in the

organi zati on, and why we are maki ng the purchase. W need
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to clearly understand why we are pursuing the target. There
has to be a clear and | ogical integration plan.

Thi s has been brought up by all of the panelists, earlier
today, that there has to be a very clear integration plan,
and | can't enphasize that enough. | think that's why we
are successful, because the operations people are invol ved
up front in setting that integration plan.

But assum ng we get past those points, our biggest
guestion we're going to ask, as we're setting the price, is
whether this is going to benefit the custoners. What do
t hey expect to get out of this transaction? As | nentioned,
we serve sone traditional markets, construction and
autonotive, and we feel, for whatever reasons, that both of
those markets are under-served by their suppliers. W think
| TWbrings a nunber of new and innovative ideas to those
mar ket s, whether its new technol ogy, research and
devel opnment, or inprovenent in the supply chain so they can
be successful.

When we actually set the price for an acquisition,
we use sone of the sane traditional methods | think nost
conpani es would use. W do |ook at revenue growh. W | ook
at the possibility of increasing prices, which is al nost
non-existent in the markets that we serve. W |ook at
| nprovenent in the cost base, whether it’s the delivery of
t he product or the actual manufacturing of it. W certainly
| ook at the working capital that's enployed. W |ook at the

cash flow. Qur target neasure is to set a price that gives
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us a return on invested capital anywhere within a 12 to 36-
nont h peri od.

Sonme factors that go into setting that price and
where we see the risk are whether this is a donestic or
i nternational acquisition. Internationally, there are sone
additional risks that we don't necessarily have here
donestically. W |look at whether we're going to have to do
significant restructuring, which is an additional cost to
us.

The key question we ask is, “Are we going to be
able to retain these custoners, and is this a revenue stream
sonet hing we can count on?” If, in fact, we are a little
skeptical of the revenue stream we're going to have to
adj ust our purchase price accordingly. The key question is,
“Are we going to like it when we get there?”

During the due diligence process, as | said, our
nost inportant area that we first look at is determning the
revenue stream and whet her that can be nmaintained. During
this process, we attenpt to survey custoners involved in the
transaction. We will look at the products they receive,
what they perceive as either a | ack of product, |ack of
research and devel opnent, | ack of attention, or |ack of
ability to receive product on tine. If we can't confirmthe
revenue streamand we can't talk to custoners and we can't
devel op a thorough understandi ng of what we're getting into,
then we'll either back away fromthe acquisition or we wll

di scount our price accordingly.

For The Record, Inc.
Wal dorf, Maryl and
(301) 870- 8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

190

In traditional due diligence, we will actually
confirmour financial nunbers through audits, internal
reporting, tax return data, and the like. Another
particular area that we ook at in ternms of due diligence is
our risk. W have entered into a nunber of acquisitions
that had plants that are not one or two years old, but, 50
or 60 years old. W have hunman resource issues in terns of
retaining key enpl oyees and there are al so i ssues that deal
with product liability and general liability. Wen we are
conducting our due diligence, those particular areas form
the basis for our indemification clauses and/or, again, a
price di scount.

As | said alittle bit earlier, we like to involve
t he operating people very early on in the process of the
acquisition. They are going to be the individuals that wll
be responsible for running the acquisition. W feel that by
having theminvolved in the process early on, they can hit
the ground running when the ink is dry on the acquisition.

At the conpletion of due diligence, we confirm our
price nodel. W nmake a go/no-go decision. W nake any
purchase price adjustnent necessary and then we nove
forward. | think as we | ook toward success of an
acquisition, we neasure it two ways. W can neasure it from
an external viewpoint, the custoner. W can see if
custoners have been retained and are satisfied, whether we
have been able to introduce new products and inprove

custoner service. Externally, we can do surveys and perform
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focus groups to see if our custoner base has been served.
Internally, we |ook at the return on invested capital

and whet her or not the operation is actually hitting the

nmetrics that we have set up for it. Stockholders can | ook

to our outside nunbers, such as earnings per share, goodw ||

I mpai rment, and return on invested capital to see if we

behave the way those who have entrusted funds to us woul d

| i ke us to behave. So, those are sone of the ways we can

| ook at success.

Since we do a very |large nunber of acquisitions,
we do al so have experience with failures. Sone of the areas
of failure that we've seen in the past occur due to the
inability to communi cate our corporate philosophy to the
new y acquired work force. Another area is the |oss of the
revenue stream and as | said, that was our nunber one due
diligence concern. No matter how diligent you nay be in
that area, losing the revenue streamcan be initially
devastating as conpetitors cone at you early.

| think that kind of covers the areas, Joe, that you
want ed.

MR. BONER: Thank you, John. That's great.

Peter, do you want to pick it up fromthe point of view of
an investor group?

MR. BRODSKY: Sure. Let ne just spend two m nutes
talking a little bit about who Hi cks, Mise is because while
a lot of the things that ny fell ow panel nenbers said ring

true, we cone at it froma slightly different perspective.
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W are a private equity firmand we manage about
$8 billion in assets. W've executed about 400 transactions
worth about $50 billion over the |ast 15 years. So, our
firms success really lives or dies by the success of our
MBA, nerger and acquisitions, activity, and we really
measure our success in a very sinple way, which is, has an
acqui sition enhanced the value of our investnent or
decreased the val ue of our investnent.

When it's an initial platforminvestnment, we're
calling capital fromour investors, say $100 mllion, the
day we invest that noney, it needs to be worth nore than
that six nonths later or we're not doing our job on behalf
of our investors. There are a variety of factors that help
determ ne whether or not our equity is, in fact, growing in
value or declining in value. A lot of the things that these
gentl emen have tal ked about, custoner satisfaction, also
preservation of revenue, execution of cost savings, but at
the end of the day, that's the nmetric that we're nmeasured by
and we are neasured by with our investors.

The other thing that's slightly different is that
when we buy a conpany, our funds have a 10 to 15-year life
span. So, any investnent that we nake, we intend to exit,
on average, between three and seven years later. So,
there's a very finite period of tinme when the value needs to
be created, there's a very finite period of tine when the
acquisition will be deened to be a success or a failure.

So, in alot of ways, it makes our job in neasuring
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oursel ves sinpler because it's such a finite specific target
that we're trying to hit.

Having said all that, | guess I'mtal king today a
little bit about negotiation and al so about deal
structuring. Wat we do in terns of the negotiation and the
deal structuring is the followup to what these gentl enen
have been tal king about for the past couple of hours in
ternms of preparing and perform ng due diligence in an
acquisition. That is, we go through a very simlar process
where we target a conpany -- our criteria typically are
strong cash flows. W |ook for market |eaders, we | ook for
conpani es that are in consolidating industries where we're
going to be able to put nore capital to work in that conpany
and hopefully realize sonme cost synergies which I'Il talk
about in a nonent.

Havi ng done that targeting, having done that
planning, really, | look at the negotiation and the
structuring process of the deal as a conpetition between the
buyer and seller as to who's going to take on nore risk and
who's going to keep nore up-side. And really, you can boi
down a negotiation to those two factors. So, for a seller,
the ideal structure is a stock sale where all the
liabilities go with the conpany, where the selling conpany
Is getting credit for projections that are hockey stick in
nature, and which inplies a very large nmultiple of current
year's profitability based on a very rosy picture of future

gr owt h.
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For a buyer, the ideal acquisition is an asset
acqui sition where there's very limted liability traveling
with the deal based on a series of projections show ng fl at
to declining profitability, so that there's a very | ow
multiple. And one side cones to the table with one agenda
and the other side cones to the table with the other agenda,
and the negotiation ensues. A lot of time is spent
negoti ati ng about whose responsibility a variety of
liabilities are, a variety of tax liabilities, |egal
liabilities that you spoke about earlier is inportant. And
then to ne, the key area of negotiation is the discussion
about who gets paid for the efficiencies that we' ve been
tal ki ng about all day today.

The seller's argunent is always, |ook, |I've got
three bidders bidding for this property. They' re all going
to ring out the sane efficiencies you' re going to ring out,
be they cost efficiencies or revenue efficiencies, and this
is a conpetitive process. The winner is going to be the one
who's going to pay ne for those efficiencies.

And the difficult challenge in our industry is to
mai ntai n di scipline and not pay for those synergi es because
those synergies are highly speculative in nature and we' ve
tal ked a | ot today about how there's a perception that
mergers fail and the reason for that perception is that
there's a | ot of overpaying.

And | would say that overpaynent really is two

things. One is overly rosy projections of the base
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busi ness, which are fully paid for up front, but even nore

i mportantly, overly rosy projections of synergies, be they
cost or revenue, that are also paid for up front. |If
they're paid for up front then the inplenmentation team that
the rest of the panel is going to talk about today, is
really in a very difficult situation because the nore you
pay for those, the less roomfor error there is on the

| npl enmentation side. Inplenentation is fraught with error,
and sonetines it's trial and error and not everything goes
according to plan.

So, really, I viewny job and ny partners and
col | eagues vi ew our job, when we structure a deal, is to be
di sci pli ned enough, while remaining conpetitive in a
process, so that our managenent teans have sone ability to
fail in the inplenentation process and not have it be
devastating to the conpany.

That is particularly inportant in a | everaged
buyout. W don't do stock deals, we do cash deals financed
by | everage. So, the under-performance of a business
doesn't just cause the stock price to go down, it can send a
conpany into bankruptcy. That is -- the stakes are very,
very high in a | everaged buyout, which is why we try to be
very, very precise in how we negoti ate deal s.

So, let ne talk alittle bit about the different
ki nds of efficiencies because there's a different risk
factor to each of these efficiencies. |'ve categorized them

into three or four buckets and then every tine | created a
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bucket, | found several sub-buckets. So, now, |I'mnot sure
how many there are, so please bear with ne.

In a platformacquisition, which is one unlike
anyt hing that these gentlenmen would be doi ng, where we don't
have any operations to integrate into the business, we are
buying a platform That doesn't really change the
conpetitive dynam c of the marketpl ace because we're just
becom ng a new owner of a business, we're not conbining two
busi nesses. There's really one kind of cost synergy, which
is l"mgoing to do it better than the current nmanagenent
teamis doing it. And those cost synergies are sonetines
very, very real

Qur bi ggest successes as a firm have been from
acquiring subsidiaries of |large corporations where that
particul ar subsidiary was non-core. There's only so nuch
that a CEO of a | arge conpany can do in a day and those non-
core subsidiaries often are under-nanaged. There are very
meani ngf ul cost synergies to be realized from such conpanies
and, al so, revenue synergi es because you put in an
entrepreneurial capital structure and you unl eash the
managenent team or put in a new managenent team and there
can be sonme very neani ngful growh

One of our nost successful deals we actually
bought from Aneri can Honme Products was their food division.
It was a series of very, very solid brands, Chef Boyardee
and Pol aner Al Fruit and Jiffy Pop Popcorn, but it just

wasn't being nanaged actively because it was a tiny division
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of a huge conpany that wasn't focused on food. W bought
that conpany. W paid a very high nmultiple of current year
cash flow, but there were so many cost synergies and
efficiencies that we could see just fromputting in a nore
entrepreneuri al managenent team and cutting sone fairly

bl oated G&A, that we were able to bring our nultiple down
fairly rapidly. Then we engaged in a buy and build process
where we added on brands onto that platform and that's
where we started to see sone of the synergies |ike we've
been tal ki ng about today where we were able to take brands
and put them through our distribution pipeline and enjoy

t hose ki nds of synergies.

So, getting back to ny original point, the first
one is just cost synergies, the | can do it better
synergies. Another kind are the kinds we' ve been talking
about today where there's actually an existing
i nfrastructure that you can put another product into, you
can elimnate a trenendous anount of G&A and you can al so
drive the top line very significantly by putting that
product through your infrastructure.

And then there are the harder to cal cul ate, harder
to justify revenue synergies that will cone fromputting two
conpani es together -- you' ve got Conpanies A and B, you can
sell Conpany B's product to Conpany A's custoners and
Conmpany A's product to Conpany B's custoners and there
shoul d be a trenmendous anmount of synergy. As you go al ong

the continuumof this, | can do it better through the cross
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fertilization, cross marketing, | would say it's going to
get riskier and riskier. And what we try to do as we
negotiate and as we execute is it's okay to pay for a little
bit of the |owhanging fruit synergies, but if you' ve begun
to pay for every last bit of growth that you' re going to see
out of the acquisition, you have a very, very high

| i kel i hood of having overpaid for the deal when you're done.
That is going to be a failure in our book because our equity
value wi |l decline over tine.

So, that's really what the negotiation is,
particularly in a platform and in an add-on acquisition,
once we have a platform The transaction we were talking
about earlier would be an exanpl e where we have a platform
and we're adding on products or nerging wth another
conpany.

The other key negotiation point is the selection
of the managenent team You referred earlier to how
chal l enging that can be. M experience and ny firms
experience is that if you aren't crisp in your selection of
a manager to run the process, you have a nuch higher
i kel i hood of failure. So, a conprom se at the negotiating
table on a co-CEO or a co-COO or a co-inplenentation team
means that there are going to be sacred cows as the
I ntegration process goes through and you can really end up
in a nightmare. So, | comend d axoSnithKline for
recogni zing that and redoing it. And that's, | guess, the

third el ement.
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| tal ked earlier about everything in nego
bei ng a bal ance between who gets the liabilities an
gets the up-side, and then there's also the ego fac
any negotiation, and to the extent that that can be
mtigated, that is going to do good things for the
So, hopefully, that addresses the questio

that's really what's on our mnd as we seek to nego
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tiation
d who

tor in

conpany.
n, but

tiate,

and then the deal structure is sinply the docunentation and

the inplenmentation of the decision about who's gett
and who's taking what risk. And then, hopefully, f
there, there can be a quick execution, so that the
i npl ementation can begin, and that's where the real
gets created.

MR. BONER: Thank you very nuch, Peter

i ng what

rom

val ue

W now

turn to GE and M chael, and go on to the inplenentation

phase.

MR. JONES: Joe asked ne to tal k today ab
acquisition integration and inplenmentation process.
| ot of ny colleagues for GE and GE Medi cal Systens,
of acquisitions is a critical conponent of how we h
busi ness execute on a strategy faster. W' ve got,
given tinme, probably 15 or 20 different integration

on at once, and it's really kind of the engine that

out the
Li ke a

t he use

el p the

at any

S going

keeps

the front end of the process driving. The fastest way for a

busi ness, and GE, to kind of lose its ability to ac
busi nesses to hel p execute on strategy, is to fal

the integration and inplenmentation front.
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So, what |I'mgoing to take you through today is
just sone thoughts on process and peopl e around integrations
and then through a tool that we actually use to manage our
i ntegration process. That way you can see the things that
we view as inportant and see how we get visibility on how
we're actually doing it and neasuring acquisitions.

A lot of these points have been hit on already
and, as seen in the slide on the bottomof the first page of
ny handout, we kind of boiled down the integration approach
into three buckets; process, |eadership and people. And,
agai n, probably because CGE borders on bei ng process
i nprovenent junkies, we spend a |lot of time focusing on
this. W really try to make sure that a view on integration
starts with the due diligence process on a business, so that
when it cones tinme for a hand-off to the business, it's a
seanl ess process.

It's always a tough bal ance, and there's really no
one answer to try to bal ance i ndependence and culture of an
acquired business and the desire to try to integrate
qui ckly. You do need to nmake decisions quickly, but
respecting a culture that you're bringing into GE is al so
very inportant. W also place a big enphasis on trying to
adopt sone of the best practices of the conpanies we acquire
so that, at the end of the day, a conpany we acquired
doesn't look |like GE necessarily at the end of the
i ntegration period. But sonme of the things that made the

conpany val uable to begin with are there and in place. And
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this really requires not just the team of people who are

i nvolved in the acquisition, but kind of a broad business
ownership and cross functional engagenent fromdifferent

parts of the business.

From a | eadershi p perspective, conmercia

sensitivity is really our first priority; i.e., the
custonmer. It's always on our screen, it's always an
| nportant part of what we're looking at. If we |ose our

custoners at the end of the day, the business that we
t hought we were acquiring is sonewhat irrelevant. So, we
set clear neasurenents and we cl osely nonitor each of the
busi nesses we acquire to make sure that we have early reads
on how we're doing on this front. While you nmay not know if
an acquisition is successful or not, at |least fromthe
buyer's perspective, for several years, the first 12 to 18-
nonth period, in our experience, is really the critical one.
We're | ooking for real-time informati on to determ ne whet her
or not what you were hoping you acquired turns out to be the
case and make sure you're doing the right things there.

Utimately, froma | eadership perspective, the
busi ness | eader who owns the business and where the business
Is going to end up, owns the integration -- has dedicated
peopl e working on the integration. [It's the business |eader
that has to own the integration, and, again, fromthe front
end through the integration process.

Finally, on people, in addition to the comerci al

sensitivity, you' ve heard a nunber of people say today that
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maki ng sure you're retaining talent is absolutely critical
in an acquisition. And we focus on comrercial and key
talent retention, and in our business, that's primarily
technical R&D type of talent. And what we're hoping for is
to create the right incentives in an integration plan to
have the key players actually give GE a chance to have us
prove to themthat we can be a great place for themto
prosper, grow their careers and, hopefully, open up the
whol e weal th of new opportunities for them

Regardi ng i ntegrati on nanagers, and we | earned
this probably the hard way when we first started spending a
|l ot of tine on acquisitions, you have to nmake sure that
you' re not kind of underwhel mi ng an integration by having a
pl ayer who's not top-notch, fully dedicated | eadership, in a
| eadership position related to the acquisition.

You' ve got to overwhelm in many cases, froma
| eader shi p perspective, who you' re applying to deal with the
i ntegration, and al so nake sure that fromthe acquired
conpany's perspective, they are al so dedicating key
| eadership positions as well. You're taking top people out
of their jobs and meking sure that they' re notivated,
conpensated, incented, to nmake sure that you' re working
toget her on what you're trying to drive as a conbi ned
organi zation and you're doing everything in parallel.

W' ve got a tool that we call E-integration, which
is basically an online tool that helps bring all this

together, that creates clear objectives that we can then
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track and nmake sure we're delivering on. [|'ll use the slide
on the top of page 2 of ny handout to take you through this
t ool .

This is actually a screen shot taken a little bit
of time ago, but essentially this is a tool that the senior
| eadershi p of our business and of GE can | ook at on any
given day to see all the acquisitions we're working on or
the integrations that we're working on and how we're doi ng
froma performance perspective as well as from an
i ntegrati on executive perspective. And this is really the
tool that the integration team works off of, GE managenent
team wor ks off of, and al so, the target enpl oyees are
| ooking at so that there's transparency and the opportunity
for i medi ate feedback on how we're doi ng on each of the
i nt egrations.

The slide provides an exanpl e of a conpany we
acquired a couple years ago. The slide is segregated into
acqui sition performance, which has a nunber of conponents,

i ntegration execution, which is kind of nore of a functional
exercise, and finally what we call customer centricity,
which is, again, trying to make sure that we're getting
feedback fromthe customers of the acquired conpany to nake
sure that we're neeting their needs. A big part of what
we're doing in our acquisition strategy is to attenpt to try
to bring a broader offering of products and services to our
custoners and to new customer bases.

Everything kind of starts with the financi al
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performance. This is sonething that's pretty
straightforward and sonmething we track and our CEO | ooks at
on a weekly basis. It's a |eading indicator of how well
you're doing financially. At GE, hitting your nunbers is
critically inportant. It's no different for acquisitions.

So, we look and track very closely the financial
I npact relative to the plan that we've put forth during the
due diligence and the negotiations to nake the case for GE
to invest in this business.

W then have what we call deal CTQ. CIQis a GE
vernacul ar for critical to quality. Essentially, key
success factors. And this speaks to sone of the key
strategi es of why we acquired a business, and this may be
sales into a new country, into a new region, into a new
segnent of custoners. It may be the timng or the product
sales related to a new product introduction. W try to boi
it down into one or two or three, for a |arger transaction,
five things, that froma | eadership perspective and froma
t eam perspective on the integration, that you' ve identified
as being the inportant things, that if you do these things
right, you know that your tracking and your integration is
on a good path.

And then the next piece is what we call
operational CTQ, which are nore kind of functional netrics,
simlar to the overall strategic reasons for doing a
transaction, but things that are sonetines a little bit

softer. Some of it relates to the people side of the
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I ntegration, new product introductions. So, it's different
m | estones from an operational perspective, custoner
satisfaction, enployee retention, those types of things that
are nore operational in nature. Again, these are things
that you want to track that don't necessarily appear in the
financials of the business, but froman integration
perspective are absolutely critical for success.

W then | ook at integration execution, which is
ki nd of process-oriented, and really nuch nore detail ed.
There are alnost five functional areas in the business that
will track how we're doing versus the integration plan in
terms of conpletion of those itens. Then there's a group of
things we call GE non-negotiables, things that are inportant
that, again, the CEO of the business and the | eadership team
wants to make sure that are being done and done in a tinely
manner beyond a nmuch nore detailed integration plan.

There's a conponent of the tool that gives
executive updates. Qur CEO and sone of his | eadership team
will review these on a weekly basis, and the integration
teamw Il highlight critical issues, key wins that wl|
require | eadership input, again, to nmake sure that issues
are highlighted, flagged, related to the integration and to
t he busi ness that we've acquired, and that we can nake real -
time decisions on this.

Finally, this point called customer centricity,
which actually is the result of input that we're getting

directly fromour custoners -- we call it voice of the
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custoner. \Wen we announce the acquisition of the business,
we Wi ll conmunicate with its customers, in sone cases,
comon custoners to ours, and provide thema forum by which
t hey can comrunicate to us and |l et us know how we're doi ng,
whet her it's around service issues, good, bad, indifferent.
W give them through the web, a place to cone in and tel

us how we're doing, provide input and make sure, again, that
we're maintaining the revenue base and the custoner
satisfaction that we think is one of the nost critical
success factors in any integration we're doing.

And this has been great when -- in addition to
providing us with real information, our custoners appreciate
the fact that we're going out of the way to nmake sure the
process of integration, which can be a pretty tumultuous
time, particularly for the enployees of an acquired conpany,
that we're still taking the tine to listen to what the
custoners are saying and we're trying to be responsive to
t heir needs.

Just sone nore detail on this tool. Again, I
hi ghl i ghted sonme of these things, but it's drill-downs on
sone of the live information, and then this is sonething
that we try to keep fresh and it's actually the tool that
the integration teamis running the integration off of. W
will generally keep an integration on this tool for 12 to 18
nonths to make sure it's kind of well on its way to being a
successful platform New businesses will track nuch | onger

than this. Businesses that are nore fully integrated into
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But, again, the key thing that we have found is

the ability to have visibility into actually what's goi ng on

in arelatively sinple way, and accountability around these
actions that have to happen during the integration enables
us to nake real-tine decisions. Wen you're in this pretty
I nportant period, initially when you acquire a business,
this tool enables you to nmake sure that sonething doesn't
drag on for several nonths before you can respond and nake
the right decisions, try to correct sonme action that may
have happened as a result of the integration.

Finally, there is this piece on custoner voice.

This is sonething that we really, really have spent a | ot of

time on in our business. It goes all the way back to how we

devel op products with our customers, the voice of the
custoner in our product devel opnment activities, and then
ultimately into how we're doing acquisitions. It is an
absolutely critical component in whether or not we think
we're doing well froman integration perspective.

If we're delivering well against the financial
plan for an acquisition and we're not doing well froma
cust oner perspective or froman enpl oyee satisfaction
perspective, we wouldn't consider this a success. So, al
of these different factors weigh into whether or not we
think we're doing well. Utimtely, the voice of the
custoner is probably the best |eading indicator, we think,

of the ability of the business to continue on whatever
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trajectory it's on and to deliver -- whether on revenue
synergi es that you m ght have baked into your acquisition
analysis or into ultinmately how it affects your cost
synergies. So, that is what |'ve got.

MR. BONER:. G eat. Thank you, Mke. And, Bill?

MR. EARNEST: | think I mght have one slide | may
put up in the interest of tine.

First of all, I want to say we’'re still in the
early days at ConocoPhillips. So, to ask us to tal k about
integration and inplenentation is interesting, although I do
think we have done a lot of things the right way. CQur
nmerger of equals was announced in Novenber 2001, and we
actually got regulatory approval and cl osed around Septenber
1, 2002. So, we're just three nonths into our nerger
i ntegration.

A coupl e of things we do have going for us - one,
we did not pay a premum It was a true nerger of equals,
done “at market”, neaning neither party overpaid. So, shane
on us if we don't make it work. The big value driver for us
was synergi es and conbining the capabilities and opportunity
sets of the two conpanies. W hired MKinsey to help us
with the process, and once we got the process down, we took
over ownership and MKinsey was gone in a matter of three or
four nonths. But they did help us put a process in place
t hat we now own.

Real quickly, I"Il just run through the

integration teamthat we put together. First of all, we
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established a separate team an integration nanagenent team
whi ch worked along with the CEO s of the two conpani es,
Archi e Dunham and Ji m Mul va. That high |l evel group, for the
first nonth or two after the announcenent, worked on high

| evel strategies and objectives for the new organi zati on.

We al so picked two of the brightest and probably
nost upwardly nobile individuals in the two conpani es bel ow
the CEO | evel, Phil Fredrickson fromthe Conoco side and
John Lowe fromthe Phillips side, to |lead the integration.
So, again, we were picking | eaders that we thought had a
vested interest in nmaking this nmerger work, not only in the
next few years, but really, in the long-term [If you were
to ask the people at Phillips and at Conoco, who were the
nost |ikely successors to their current CEO s, these were
the two guys nost people would nention. And so, they were
put in charge of integration.

Bel ow that, we had seven integration teans. One
for upstream which is the exploration and production part
of the business, and one for downstream These are our two
maj or |ines of business. Several of the functional areas,
such as Finance and Human Resources, also had teans, and
then bel ow that, we had 64 sub-teans. So, altogether, we
had 500 to 600 people working integration.

Again, the people that | ed these seven sub-teans
didn't know exactly where they were going to land in the new
conpany. But, they were key | eaders in the conpany and we

knew t he people that were | eading the upstreamteam had a
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role in the future upstream organi zation. They didn't know
exactly where, but they had a role and a stake in making it
wor k, and al so had ownership in the synergy targets.

One of the things | think we did extrenely well
was getting our organization naned, working with the
regul atory authorities, nam ng key people, and trying to get
our organization in place as early as we could. And, then
as we naned these people into their specific positions, they
t ook over ownership of the integration process, the synergy
targets, and the organizational goals that had been put in
pl ace at the high |evel

These were two very proud conpanies with two very
sim | ar backgrounds. Both, in a way, were caught up in the
takeover frenzy in the early '80s. Phillips fought off the
Boone Pi ckens takeover attenpt, but it had a inpact on the
conpany for years to cone. Conoco was “rescued” by DuPont
in 1981 after a hostile takeover attenpt by Seagrans, then
was spun back out as a public conmpany in 1998. So, really,
we're both survivors in an industry that has seen nuch
consolidation. Both conpanies were not willing to do this
transaction unless it was a nerger of equals.

W said we were going to take the “best of the
best” in people selection, and I think we did a first class
j ob of picking the best people, and keeping the strengths of
the two organi zations in place. That did not nmean that in
every departnent 50 percent of the people were Conoco

peopl e, 50 percent were Phillips people. 1In fact, you'l
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find that the operating side very nmuch went Conoco's way, at
| east at the executive level. Conoco was known for a very
strong operating culture, both in upstream and downstream
Phillips, on the other hand, was nore known for its hard-
nosed financial acunmen, and you'll look in the finance
department of ConocoPhillips and you'll see senior
managenent is predomnantly Phillips heritage. W did try
to pick the best of the best, and it just happened to cone
out, in total, very close to a 50/50 split.

| guess the thing we're the nost proud of is that
wi thin 45 days of close, Septenber 1st, everybody in
ConocoPhilli ps knew that they had a job and what it was, or
they knew they didn't have a job. So, really, by the mddle
of COctober the organization was set, and that was a goa
that we set early on. W didn't want an organi zati on of
peopl e sitting around wondering, “where aml, where do I fit
in”.

The other thing | think we did very well was the
hand-off. As | said, as we nanmed executives to |ead certain
groups, the executives basically assuned the integration
team responsibilities and becane accountable for getting the
prom sed results.

What was really fortuitous for us was the fact
that we got approval in early Septenber. | think had it
gone a few nore nonths, we wouldn't be nearly as optimstic
about our ability to really make this thing work in the

near-term The reason is because in the oil and gas
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I ndustry, the budget cycles begin usually in the sunmer.

So, you're really planning for the next year's work 12-18
nont hs in advance. Septenber was about as late as we could
get approval to close and still really get all of our plans,
our synergies, everything, built into our operating plans
for 2003. W have really hunped it since Septenber, to get
these plans in place, and, in fact, tonorrow in New York,
hopeful ly, our Board of Directors will approve the 2003
capi tal budget and operating plan for ConocoPhilli ps.

What is really inportant about that is that each
of these synergies, all these targets that we've put in
pl ace, are in the operating plans. So, we have clear
accountability, we have a clear plan for how we're going to
achieve them W wll| start seeing the bottomline inpact
of that March 19, 2003.

You can |l ook at this and say, well, this should be
pretty easy, you didn't pay a prem um you' ve got two
conpani es, all you have to do is get sone cost savings. |If
you | ook ahead a few years, | think, our real challenge is
going to be nerging the cultures. Conoco and Phillips
really -- if you know anything about it, you' d look at it
and say, well, those are two very simlar conpanies. But
what you find is really a collection of cultures as a result
of sone of the deal activity that has occurred in both
conpani es over the |ast three years.

Conoco just did an IPO and split off from DuPont
at the end of 1998. In 1999, | was in this building trying
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to convince the FTC that Conoco was a better conpetitor for
Arco Al aska than Phillips would be. Phillips had won the
bid fromBP to buy Arco Alaska. That was a $7 billion
transaction that Phillips conpleted in |ate '99, early 2000.
In late 2000, Conoco and Phillips got together and tal ked
about nerging. It didn't happen for various reasons, nostly
because of sonme of the soft issues.

So, within six nonths of that, Conoco went out and
bought Gul f Canada for $6 and a half billion in the mddle
of 2001. Wthin a nonth of that, Phillips announced the
acqui sition of Tosco, a $7 billion acquisition. | don't
know i f you want to call it an arns race or what, but -- at
that point, the two conpani es got together again and said,
“you know, maybe we | et sonme things get in our way that we
shoul dn't have”, and the deal was put together rather
qui ckly about a year ago.

So, the big challenge for us I think is nmaking the
soft side work with the cultures. W're a conbination of
cultures. You' ve got Conoco, you've got Phillips, you' ve
got Tosco, you've got Arco and you' ve got Gulf Canada, al
of which have cone together in the last two years. Again,
the reason we're very optimstic about it is we have a CEO
that is very financially focused, we do have all the
synergies fromall of these deals baked into our operating
pl ans, and we are going to hold people accountable -- that's
how we're all going to be paid. W're very optimstic that

we're going to nake this work.
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That's all | have.

MR BOMNER  Well, first of all, this is an
extraordinary panel. So, | think we should thank them

( APPLAUSE)

MR. BONER: And now, can we take questions? W do
have tinme for questions. Yes, David?

MR. SCHEFFMAN: David Scheffman, FTC. Bill, could
you give us a better idea of what you did prior to when you
coul d cl ose, when you passed regul atory cl earance, and what
you didn't do?

MR. EARNEST: \What we did prior to getting
approval ?

MR, SCHEFFMAN: In terns of integration planning,
et cetera.

MR. EARNEST: W did the obvious things,
particularly on the upstream side where there were fewer
i ssues on the regulatory side. W knew we had obvi ous
duplication of offices in the lower 48. W had overlap in
the North Sea. So, we could do sone planning as far as what
ki nd of organi zation we thought we woul d need. The things
that we were not able to do were things |ike exchangi ng non-
public information about our assets, which would have been
hel pful in making strategic decisions on portfolio. W
tried to prepare for that by devel oping sone tenpl ates, so
once we got approval we could populate the tenplates with
real data, and nove quickly.

We knew the kind of information we'd like to
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share. At Conoco, we knew we'd |like to know all the
projects that Phillips was working on in the Mddl e East.
W knew t he ones we were working on. W knew that Phillips
was probably working on sone and we knew we probably
couldn't work on all of them when we conbined. So, we
couldn't really share that information, but what we did was
have each side separately devel op the sane ki nds of

I nformati on, which once we received regul atory approval, we
could share with each other. Through our budget process,
from Septenber until now, we have been able to make sone of
t hose judgnent calls, but we're still not there.

There are still some areas where | think we haven't
made sone of the tough calls on portfolio because we just
haven't had tinme to | ook at the two portfolios and
rationalize them But we did as nuch preparation as we
could pulling data together after receiving regulatory
approval. | think the main thing we did was get our
organi zation in place, get people aligned around the
obj ectives on cost synergies, and we were able to do that
wi thout really sharing any kind of non-public informtion.

MR, SCHEFFMAN:. So, you did create the integration
team and you identified the co-leaders and had all the
structure in place?

MR. EARNEST: Yes. Actually, | think we named our
two integration | eads, Phil Fredrickson and John Lowe, at
deal announcenent. W said they're in charge of

integration. W put our teans in place and each of the
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teans had | awyers on them W were very careful about
getting their guidance and we shared what infornmation we
felt that we could, and we didn't share the information we
didn't think we could. | was the | eader of one of the
upstreamteans and was quite frustrated, actually, in our
inability to share certain information. But, we did what we
could within regulatory and legal [imts, and the rest of

it, we're doing on the fly. W're going to nake it work.

MR. BONER  Yes, Susanne?

M5. TRI MBATH:. Susanne Trinbath with the M I ken
Institute. 1'd like to ask Daniel a question. | think
Robert, in particular, and maybe one of the other speakers
had nenti oned that when they did their nmanagenent
integration, they made it clear that it would be whoever was
the best person for the job. | read sonewhere that one of
Cisco's requirenments for the firms they |look at is that they
have strong nmanagenent teans already in place. 1n other
wor ds, managenent is considered part and parcel to the
acquisition. |Is that true, and if so, how inportant is that
to the success of your acquisitions?

MR. SCHEI NMAN: The sinple answer is that it's
nore true in down markets than in up markets. 1In up
mar kets, we were sonetines counting as nmanagenent teans if
we had one person we thought was strong enough to survive.
Today, we clearly are |ooking for nmanagenent teans. W
believe that the retention of the managenent teamin the

t echnol ogy business is absolutely critical. W're betting
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really on the next platformor the integration of two
platforns to create a third platform and you need the
vision at the managenent level to do that. So, we really
have a focus on managenent teans.

The one netric, which | was |ooking to see that GE
had up, that we tracked religiously was retention,
particularly, of the nanagenent team

MR. BONER: Any ot her questions? Yes, in the
back?

MR. PIDANO. |'m Chuck Pidano, Bureau of Economi cs
at the Federal Trade Conmission. As | think nost of you
probably know, when we | ook at efficiencies, we're |ooking
at nerger specificity, can these efficiencies be achieved
only through the proposed nerger. One area that there's
probably a predilection to assune that they are not mnerger
specific is general and adm nistrative type efficiencies.

I"d |ike to hear any of you comment on that,
whet her some of the G&A efficiencies in the nergers you' ve
been involved with are, in your opinion, merger specific or
not, and to what degree.

MR. BRODSKY: | think it really depends. But,
there's always roomfor nore GRA efficiencies. For
i nstance, take a Procter & Ganble exanple or, in our case, a
branded food exanple fromone of our conpanies, you're
buying a specific brand. There could be a trenendous anount
of GRGA that's currently used to nanage that brand by its

current owner that sinply isn't necessary anynore once that
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brand or that product is owed by a different conpany
because the existing people and facilities in the conpany
have enough roomto take on that additional work, or there's
si nply enough office space or sonething |like that.

So, I think very often A is intimately linked to
t he acquisition.

MR. PIDANOG But does it have to be a conpetitor?
In other words, is Conoco going to get nore GR&A efficiency
by merging with Phillips than by nerging with P&G for
exanple? | know that's a sinplistic way of saying it, but
that's an issue that cones up pretty frequently here.

MR, BRODSKY: |'d be curious to hear what everyone
el se says, but ny opinion is, yes, if Conoco and P&G mer ged,
you woul d probably have the need for one CEO and one CFQ
but bel ow that, you would need people with very, very
distinct skill sets. If you're putting together two
conpanies that are in the exact sane industry and sinply are
different -- manage different products, there's people
further down in the G&A that can nulti-task, and that
directly leads to a conbinati on of businesses in |ike
i ndustries.

MR. BONER: Let ne just pick up on this and go
back to the exanple | gave earlier of Snapple and Quaker.
The Quaker peopl e thought for sure that Snapple would have
the characteristics that Peter just described, that it would
fit easily into their portfolio. 1In fact, it turned out to

have little to do with their portfolio. They didn't know
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that and they couldn't see it, and they learned it, to their
di smay, because they nearly destroyed Snapple. |It's anazing
to me how difficult some of these deals can turn out to be,
because the processes by which two firms will do the sane
busi ness turn out to be very, very different.

So, | think it's an easy assunption to nmake, but a
dangerous one. There's another one. M ke Scherer said it
earlier today -- the assunption that firms will get
adm nistrative efficiencies just because they' re avail abl e
is very risky.

| think the head of Mbil is quoted as saying that
al nost all the efficiencies that th