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might not consider spinning NBC off, either 
wholly or making a partial stock offer to the 
public, in order to help finance the acquisi- 
tion. Welch said there was no chance of 
NBC being divested. 

Although the 50- year -old GE chairman 
was affirmative about NBC's future at GE, 
he said that plans for RCA in general, in- 
cluding the possible divestiture of other op- 
erations, would be made over the next nine 
months. Also to be worked out during this 
period are the new responsibilities of current 
RCA management, including the 59 -year- 
old Frederick, who was recruited by RCA 
from GE. Welch said that the top manage- 
ment structure of GE "won't change at all." 
The other two top executives at the company 
are 50- year -old Lawrence A. Bossidy and 
55- year -old Edward E. Hood Jr., who share 
the title of vice chairman of the board and 
executive officer. 

Bradshaw announced at the press confer- 
ence that he would continue to serve as RCA 
chairman until the merger is completed, after 
which he would serve as a consultant to GE 
for three years. Welch said that approximate- 
ly 60 RCA executives have special sever- 
ance agreements (commonly called "golden 
parachutes "). He declined to comment on 
the value of those agreements, except to de- 
scribe them as "very traditional," and said 
that the cost would depend on how many of 
the executives continued with GE. 

Trading inquiry 
The surge of trading in RCA stock and 
options, prior to last Wednesday even- 
ing's merger announcement, will be the 
subject of an inquiry by the New York 
Stock Exchange (NYSE), it was reported 
last week. On Monday, RCA stock closed 
at 49%, up 21/2 on 1,052,900 shares; on 
Tuesday, the stock closed at 531/4 on vol- 
ume of 2,518,000, and by 4 p.m. Wednes- 
day, 5.2 million shares of RCA common 
stock had already traded before the ex- 
change halted activity with the stock at 
631/2. The trading was not halted at the 
company's request, but because the in- 
flux of buy orders exceeded the ex- 
change's ability to fill them. Several mil- 
lion shares were also traded during those 
three days outside the exchange. Both 
NYSE officials and John Shad, chairman 
of the Securities and Exchange Commis- 
sion, expressed concern about the trad- 
ing and rapid price increase, which 
could indicate that advance word of the 
negotiations between RCA and General 
Electric executives had leaked and was 
used by some investors to reap illegal 
profit. The SEC does not announce its 
investigations but, unlike the NYSE, it has 
power to subpoena trading records. The 
announcement last March of the pro- 
posed merger of American Broadcasting 
Companies and Capital Cities was also 
preceded by unusually active trading. 
The Pacific Stock Exchange conducted 
an investigation at the time and the SEC 
made inquiries, but no charges were ever 
filed. 

For Frederick, the merger would mean a 
return to the company for which he had 
worked for 34 years. It was a little over three 
years ago that RCA approached him about 
becoming its president -at the time his title 
at GE was executive vice president and sec- 
tor executive, international sector. For sever- 
al years he reported directly to Welch. 

Why does GE want to buy RCA? In a 
prepared statement Welch said that in the last 
five years, services and technology moved 
from about 50% to about 70% of GE's earn- 
ings. He also talked about the worldwide 
competition in manufacturing and said that 
the company needed a strong profit base at 
home to enable it to compete effectively 
against the Japanese, Koreans, Chinese and 
other expanding industrial powers: "We 
need all the resources we have here as we 
move around the world markets." 

GE has had several billion in cash and 
other liquid assets for several years, and 
with five professional staff members doing 
nothing but looking at merger and acquisi- 
tion possibilities, it is not surprising that the 
GE name surfaced frequently in rumors in- 
volving other companies, including, earlier 
this year, CBS. A question to Welch as to 
whether RCA was, in fact, a second choice 
for an acquisition, received no answer from 
the GE chairman. 

In a letter to shareholders more than a year 
ago, top GE management wrote, "...some 
have wondered why we haven't made the big 
acquisition. Rankly, the temptation -and in 
some ways the easiest route -is to pay too 
much too fast.... We believe a large acquisi- 
tion may, in fact, take place; but, at the time 
of this writing, we've been unable to find the 
one that would clearly provide real value to 
GE shareowners beyond the transitory ex- 
citement it might create in the marketplace." 

Welch said last Thursday that this "big" 
acquisition meets certain pre- established in- 
vestment criteria, in that it is not expected to 
reduce GE's earnings per share by more than 
5% and that earnings will again grow in less 
than three years. GE will go to the banks for 
between $4 billion and $5 billion to help 
finance the transaction. 

James Magid, a securities analyst for L.F. 
Rothschild Unterberg Towbin, accepted the 
thesis stated by GE as to why it wanted 
RCA. "NBC is a stabilizing aspect, a bul- 
wark for GE against the dumping by foreign 
manufacturers of products in America. GE 
has been driven out of a number of busin- 
esses. Labor is cheaper overseas and the 
U.S. government continues to encourage 
imports. GE recognizes this and has correct- 
ly tried to turn the future of the company into 
services and technology and avoid the manu- 
facturing businesses where they are, but 
even having reduced their manufacturing 
with enormous cutbacks and restructurings 
over the past few years they are still too 
vulnerable. The advertising -driven network 
business is immune from that; it's something 
the Japanese can't get into." 

RCA's reasons for accepting GE's offer are 
a little less certain, Magid said. Clearly there 
was the fact that GE is offering a 40% premi- 
um over the $47 range in which RCA stock 
had been trading in recent months. There 
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John F. Welch Jr., the 50- year -old 
chairman of General Electric, was 
rapidly promoted through the 
leadership ranks of that company 
before becoming, at age 45 in 1981, 
its youngest chief executive officer. 
Welch has left a consistent 
impression, as informal, bright and a 
doer. His reportedly "aggressive," 
"brash" side has ruffled some feathers, 
but the results the company has 
achieved during his four and a half 
years are generally favorable, 
including a steadily increasing 
operating margin. 

Raised in Salem, Mass., he played 
hockey and golf. Welch joined General 
Electric in 1960 in "chemical -related 
operations " -he has a PhD in 

chemical engineering -and eight years 
later became general manager of the 
company's plastic business 
department. His climb up the 
corporate ladder included a two -year 
stint as senior vice president and 
sector executive, consumer products 
and services. Following that he was 
named vice chairman of General 
Electric in 1979. Welch is married, with 
four children, and works at the 
companys Fairfield, Conn., 
headquarters, which has a staff of 
about 500 people. 

Among his outside activities is a 
directorship with the Federal Reserve 
Bank of New York. 

was also the fact that, although RCA had 
recently undertaken some defensive mea- 
sures, the company might still have been 
vulnerable to a takeover. Magid noted that 
RCA management may have received pres- 
sure to accept the offer from RCA's invest- 
ment bankers, Lazard Freres, and outside 
legal counsel, Wachtell Lipton, after they 
both failed to protect Revlon against a hos- 
tile tender offer by Pantry Pride a little more 
than a month ago. 

Any idea that RCA's various divisions will 
benefit greatly from the merger with GE 
should be discounted, Magid said. He noted 
that virtually all the company's major busin- 
esses are profitable, and that even in some 
areas where RCA management is still work- 
ing to improve a business, such as semicon- 
ductors, the merger with GE would provide 
little benefit. 

Some observers said that the Federal 




