Participant Materials

The 2003 Linkage Excellence in Management & Leadership Series

Organizational
Transformation

Featuring Louis V. Gerstner, Jr.

[INKAGE
INCORPORATED

www.linkageinc.com © 2003 Linkage, Inc. All rights reserved.



Excellence in Leadership and Management 2

Dear Participant:

Welcome to Linkage's 2003 Excellence in Management and Leadership Series.
Today's program, Organizational Transformation, features Louis Gerstner, former
chairman and Chief Executive Officer of IBM from April 1993 until March 2002,
when he retired.

Specifically, the program will focus on:

e Why leadership is personal and what it takes to build a great team.
e Why a strategy can only take you so far.

e The importance of an organization's culture and leading by your principles.

These participant materials have been designed to complement your conversation
with Louis Gerstner. Use them to record your notes, ideas, questions, and insights.
At the end of the program, you will be asked to submit questions directly to Mr.
Gerstner via fax, telephone, and/or email.

Mr. Gerstner will speak for the first thirty minutes and then respond to questions
for the next hour. Your submission of questions is critical to the success of the
program.

Learning is an activity that requires more than passively watching a speaker. Simply
watching today's program will neither instill leadership knowledge or skills, nor
result in an immediate change in your organization's culture and strategic
positioning.

Learning requires the active engagement of your mind and spirit — the motivation
and drive to reflect, apply, practice, and experiment.
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About Linkage

Linkage, Inc. is a leading provider of leadership and management development
training programs, services, and products. More than 100,000 executives and
management professionals have attended a Linkage institute, conference, workshop,
or corporate education program. Linkage also provides assessment, consulting, and
research services to Fortune 500 companies and other leading organizations.
Founded in 1988, Linkage is headquartered in Burlington, Massachusetts, with
regional offices located in Atlanta, Brussels, London, Minneapolis, and San
Francisco. In both 1997 and 1998, Linkage was honored as one of the “Inc. 500
Fastest Growing Private Companies in the United States.”
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SECTION 1

Satellite Program Materials
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Introduction and Basic Premises

Lou Gerstner takes his audiences inside the early-'90s meltdown — and subsequent
turnaround — of what arguably had been the world's most successful business
enterprise. When Gerstner arrived at IBM in the spring of 1993, he discovered a
company sliding rapidly into financial ruin, a hidebound culture, and a demoralized
workforce. Gerstner will discuss the issues, decisions, big bets, and the fortunate
breaks that re-established IBM's market, financial and technical leadership. He also
provides a unique perspective on the critical interrelationships among strategy,
execution, and culture, and focuses on a handful of overarching business and
leadership lessons that transcend industries, technologies, or economic cycles.

Question-and-Answer Session

e Ifyou are participating only in the live presentation of this program, complete
the fax form, send an e-mail, or call in your questions to Louis Gerstner using
the question sheet on page 19 of your participant guide.

o If you are participating in a post-broadcast program, share your questions with
your seminar coordinator and your colleagues during that time.

When the Session Has Concluded

e Your feedback is valuable in ensuring the integrity of future programs. We take
pride in providing relevant, thought-provoking and enlightening programs — and
we rely on you to help make this happen. Complete your participant evaluation
form at: http:/ /www.linkageinc.com/training/satellites /satellite_evals.shtml

e To further reinforce your understanding of today's information, as well as hone
other aspects of your leadership skills, complete the recommended Post-
Broadcast Activities that begin on page 14 of your participant guide.

Pre-Broadcast Activities

Become familiar with Louis Gerstner's extraordinary accomplishments by reading
his biographical outline that follows.

Biography: Louis Gerstner

As chairman and CEO of IBM, Lou Gerstner navigated one of the most dramatic
turnarounds in corporate history. With unparalleled business acumen, he revived
IBM - a company whose very existence was in question in 1993, and made it into
one of the most dynamic, customer-focused, and value-driven companies in the
world. Gerstner’s presentations are straightforward and no-nonsense, stressing the
importance of making smart choices and getting ahead by working harder than
those around you. Gerstner’s recent best seller, Who Says Elephants Can’t Dance?,
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profiles his IBM experiences and the lessons he learned over the course of more
than 30 years in business. One of the most admired men in the business
community, Gerstner became chairman of The Carlyle Group in 2003. A lifetime
advocate of the importance of quality education, he recently created a Commission
on Teaching to help solve America’s growing education crisis.

Louis V. Gerstner, Jr. was chairman of the board of IBM Corporation from April
1993 until his retirement in December 2002. He served as Chief Executive Officer
of IBM from 1993 until March 2002. In January 2003, he assumed the position of
chairman of The Carlyle Group, a global private equity firm located in Washington,
DC.

Prior to joining IBM, Mr. Gerstner served for four years as Chairman and Chief
Executive Officer of RJR Nabisco, Inc. This was preceded by an 11-year career at
American Express Company, where he was president of the parent company and
Chairman and CEO of its largest subsidiary, American Express Travel Related
Services Company. Prior to that, Mr. Gerstner was a director of the management-
consulting firm of McKinsey & Company, Incorporated, which he joined in 1965.

A native of Mineola, New York, Mr. Gerstner received a bachelor's degree in
engineering from Dartmouth College in 1963, and an MBA from Harvard Business
School in 1965. He is a member of the National Academy of Engineering, a fellow of
the American Academy of Arts and Sciences and has been awarded honorary
doctorates from a number of United States universities.

Mr. Gerstner is a director of Bristol-Myers Squibb Company and a member of the
advisory boards of DaimlerChrysler and Sony Corporation. He is vice chairman of
the board of Memorial Sloan-Kettering Cancer Center, a member of the board of the
Council on Foreign Relations, a member of The Business Council, and a fellow of
the America-China Forum. In past years, he served on the boards of The New York
Times Company; American Express Company; AT&T; Caterpillar, Incorporated;
Jewel Companies; Melville Corporation; and RJR Nabisco Holdings Company.

A lifetime advocate of the importance of quality education, Mr. Gerstner recently
created The Teaching Commission (TTC) to develop specific policy recommendations
to deal with the teaching crisis America is facing. From 1996 to 2002, he co-chaired
Achieve, an organization created by United States Governors and business leaders
to drive high academic standards for public schools in the United States. At IBM he
established Reinventing Education as a strategic partnership with 21 states and
school districts, which utilize IBM technology and technical assistance to eliminate
key barriers to school reform and improve student performance. He is co-author of
the book Reinventing Education: Entrepreneurship in America's Public Schools. He
has received numerous awards for his work in education, among them The
Cleveland E. Dodge Medal for Distinguished Service to Education — Teachers
College, Columbia University, and the Distinguished Service to Science and
Education award from the American Museum of Natural History.

In recognition of his efforts on behalf of public education, as well as his business
accomplishments, Queen Elizabeth II awarded Mr. Gerstner the designation of
honorary Knight of the British Empire in June 2001.
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Pre-Broadcast Activity/Discussion

1.

Identify a significant change that your organization is currently going
through. What is driving the change? Is the reason for the change being
well articulated?

What concerns do you have about the change or about the way that it is
being carried out? Give examples of issues.

What is currently being done to manage the “human side” of the change?
How is it working?

Would you describe your organizational leaders as being “passionate”
about the business? If so, how do they show it?

How critical is it to be perceived as a fair and even-handed leader? What
do those words mean to you? What is “fair” behavior? What is “unfair”
behavior? Would others describe you as being fair-minded or even-
handed?




Excellence in Leadership and Management 9

6. Consider the following IBM Leadership Competencies. Indicate the degree
to which you feel each is essential for the success of leaders at your own
organization.

C Critical — this competency is critical for our leaders to meet goals

M Important — this competency is important for our leaders to meet goals

Focus To Win

____ Customer Insight

_____ Breakthrough Thinking
___ Drive to Achieve
Mobilize to Execute

____ Team Leadership
Straight Talk
Teamwork

__ Decisiveness

Strategic Momentum

____ Building Organizational Capability
___ Coaching

__ Personal Dedication

The Core

Passion for the Business

Place an asterisk next to the 2-3 competencies you personally feel are developmental
opportunities for you. Discuss with a partner or in small groups.

During The Program

e Participate!

e Submit questions to be addressed by Louis Gerstner during the question-and-
answer session. Mr. Gerstner will speak for the first thirty minutes and then
respond to questions for the next hour, so again, your submission of questions
is critical to the success of the program. To submit questions, complete the fax
form found on page 19, submit an e-mail, or call in when prompted during the
program.

e Use the following Participant Materials as an additional resource to Mr.
Gerstner’s presentation. Make notes on the presentation in the space provided.



“I can’t tell you
exactly when |
decided to keep IBM
together, nor do |
remember a formal
announcement. |
had always talked
about our size and
breadth as a distinct
competitive
advantage. However
I do know that it
wasn’t a particularly
difficult decision for
me.”

“Pve had a lot of
experience turning
around troubled
companies, and
one of the first
things I learned
was whatever hard
or painful things
you have to do, do
them quickly and
make sure
everyone knows
what you are doing
and why.”

“If you ask me
today what single
accomplishment |
am most proud of
in all my years at
IBM, | would tell
you it is this — that
as I retire, my
successor s a
longtime IBMer,
and so are the
heads of all our
major business
units.”
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Participant Materials
Organizational Transformation: Notes

1. Grabbing Hold.

“IBM is arguably the most complex organization anywhere in the world outside
government. It is not just the sheer size ($86 billion in 2001 sales), nor its far-
flung reach (operating in 160-plus countries). What drives IBM’s unique
complexity is twofold. First, every institution and almost every individual is an
actual or potential customer of IBM. In my previous occupations, we could
always identify a dozen or so key customers in one or two industries that really
defined the marketplace. Not so at IBM. We had to be prepared to serve every
institution, every industry, every type of government, large and small, around the
globe.”




“Good strategies
start with massive
amounts of
quantitative
analysis’, hard,
difficult analysis
that is blended with
wisdom, insight,
and risk taking.
Truly great
companies lay out
strategies that are
believable and
executable. Good
strategies are long
on detail and short
on vision.”

“As I look back on
the strategic bets
we made and how
they’ve played out
over the past nine
years, | am struck
by a conflicting
impression. On
one level, so much
about IBM has
changed. On
another level, very
little is different.”
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2. Strategy.

“There’s been a lot of speculation as to when I’m going to deliver a vision of IBM,
and what I'd like to say to all of you is that the last thing IBM needs right now is a
vision. What IBM needs right now is a series of very tough-minded, market-
driven, highly effective strategies for each of its businesses— strategies that
deliver performance in the marketplace and shareholder value. And that’s what
we’re working on.” —Gerstner at a July 1993 Press Conference




“Back in the early
1990’s, when a
person saw or
heard ‘IBM,’ what
words and images
came to mind?
‘Big computers,’
‘PC,’ and
‘ThinkPads,’
maybe. But
inevitably they
would also think
‘big company,’
‘conservative,’
‘regimented,’
‘reliable,’ and ‘dark
suits and white
shirts.” What’s
interesting is that
these latter
descriptions refer
not to products or
services, but to
people and a
business culture.”
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3. Culture.

“The hardest part of these decisions was neither the technological nor
economic transformations required. It was changing the culture— the
mindset and instincts of hundreds of thousands of people who had grown
up in an undeniably successful company, but one that had for decades been
immune to normal competitive and economic forces. The challenge was
making that workforce live, compete, and win in the real world. It was like
taking a lion raised for all of its life in captivity and suddenly teaching it to
survive in the jungle. This kind of wrenching cultural change doesn’t
happen by executive fiat. As | found, | couldn’t flip a switch and alter
behaviors. It was, by any measure, the hardest part of IBM’s transformation,
and at times | thought it couldn’t be done.”

“Changing the attitude and behavior of hundreds of thousands of
people is very, very hard to accomplish. Business schools don’t teach
you how to do it. You can’t lead the revolution from the splendid
isolation of corporate headquarters. You can’t simply give a couple of
speeches or write a new credo for the company and declare that the new
culture has taken hold. You can’t mandate it, can’t engineer it. What
you can do is create the conditions for transformation.”




“Few people and
few institutions
would admit to a
lack of focus, even
in an exercise of
honest self-
evaluation.
However, | have
learned that lack of
focus is the most
common cause of
corporate
mediocrity.”

“Execution—
getting the task
done, making it
happen— is

the most
unappreciated skill
of an effective
business leader.”

“Great institutions
are not managed;
they are led. They
are not
administered; they
are driven to ever-
increasing levels of
accomplishment by
individuals who are
passionate about
winning.”

Excellence in Leadership and Management

4. Lessons Learned.

“The work-a-day world of business isn’t about fads or miracles. There are
fundamentals that characterize successful enterprises and successful
executives.

e They are focused.

e They are superb at execution.

e They abound with personal leadership.”

13

“The best leaders create high-performance cultures. They set
demanding goals, measure results, and hold people accountable. They
are change agents, constantly driving their institutions to adapt and
advance faster than their competitors do.”

“Personal leadership is about being both strategic and operational.
Show me a business executive who doesn’t completely understand the
financial underpinnings of his or her business and I'll show you a
company whose stock you ought to sell short.”
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Post-Broadcast Activities

Complete and submit the participant evaluation form found at:
http:/ /www.linkageinc.com/training/satellites /satellite_evals.shtml or at the end of

your participant materials.

Activity 1: Self-Reflection and Discussion

— Return to your pre-broadcast questions and answers on page 8. What
additional factors would you add to your list after listening to the
broadcast?

— What other ideas, concepts, or themes from the broadcast resonated
with you?
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Activity 2: Communicating Change

In his book, Who Says Elephants Can’t Dance, Louis Gerstner discusses the
importance of opening up a clear and continuous line of communication with your
employees. According to Mr. Gerstner, the “sine qua non of any successful
corporate transformation is public acknowledgment of the existence of a crisis.” He
goes on to assert that if employees do not believe a crisis exists, they will not make
the sacrifices that are necessary to change.

e Think of a time when you were faced with communicating a difficult decision, or
crisis situation. Describe the situation to a partner or discuss in small groups.

o Think of a crisis situation in which you needed to define and communicate the
crisis:

— How did you communicate its magnitude?

— Severity?

- Impact?

e Discuss how you communicated how to end the crisis:

— How did you communicate the new strategy?

— The new company model?

— The new culture?
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Activity 3: Leading by Principles

According to Louis Gerstner, all high-performance companies are led and managed
by principles, not by process. In September 1993, he wrote the following eight
principles that he thought ought to be the underpinnings of IBM’s new culture and
sent them to all IBM employees worldwide:

1.

2.

The marketplace is the driving force behind everything we do.

At our core, we are a technology company with an overriding
commitment to quality.

Our primary measures of success are customer satisfaction and
shareholder value.

We operate as an entrepreneurial organization with a minimum of
bureaucracy and a never-ending focus on productivity.

We never lose sight of our strategic vision.
We think and act with a sense of urgency.

Outstanding, dedicated people make it all happen, particularly when
they work together as a team.

We are sensitive to the needs of all employees and to the communities in
which we operate.

In small groups, consider the guiding principles at your organization.

*

¢

Are they formalized?

Are they simple enough to be easily understood?
Are they measurable?

Do they reflect the priorities?

Are they ingrained in the culture?

Are they “lived” by employees?

Do employee orientation programs and leadership development efforts
reflect the principles?
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Final Activity: Action Planning

— Identify one step that you will take to enhance your effectiveness in
becoming a better leader:

— Set a time frame for when you will begin:
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SECTION 2

Forms
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Question Sheet

Use this form to write your question for Mr. Gerstner for discussion among your
colleagues. Please write legibly.

Name (optional):

Organization:

Location:

Your question (25 words or fewer):

Fax 1-877-892-0170 (from within U.S.)
Fax 646-349-3661 (from outside U.S.)

Email: leadership2003@linkage-inc.com

Tel 1-800-489-8814 (from within U.S.)
Tel 801-303-7412 (from outside U.S.)



LINKAGE MANAGEMENT & LEADERSHIP EVALUATION FORM

PLEASE RETURN THIS FORM TO YOUR SITE COORDINATOR OR FAX TO 781-993-1402.
NAME TITLE

ORGANIZATION

Please indicate functional area (only circle one):
Finance Human Resources/Organizational Development = Manufacturing/Operations  Marketing R&D Sales

Other (specify)

How many people do you have reporting to you (include all levels)? Number:

Please indicate your job level (only circle one):
U President or Officer QO Vice President (O Director U Manager/Supervisor U Individual Contributor

1) Please indicate a rating for each of the statements below by checking the appropriate box.

Strongly Disagree Somewhat Disagree Somewhat Agree Strongly Agree
The length of the presentation was ideal M| M| M| |
As a result of participating in this a a a o
program, | will be more effective in my
role
The participant materials were useful a Q Q Q
O O O O

The Q&A session was valuable

2) Please give a general overall comment about the program.

3) Any suggestions on what we can do to improve?

4) Can we use any of these comments for promotional purposes (including name and
organization)? YES NO

5) On a scale of 1-10 (10 = Outstanding), how would you rate this session?
Rating:

6) Which speakers are you most interested in seeing at the next Linkage Satellite (Distance
Learning) Learning Series? (Please rate your top five, “1” being most interested)

____James Champy ____ Michael Dell ____Warren Bennis
__ Deborah Tannen __ Maya Angelou __ Margaret Wheatley
____ Steve Jobs ____ Stephen Covey ___Michael Porter
____ Tom Peters ____Francis Hesselbein ____ Michael Hammer
__ Phillip Knight __John Scully __ Gary Hamel

___ Noel Tichy ____ Louis Gerstner ____ Other

PLEASE RETURN THIS FORM TO YOUR SITE COORDINATOR OR FAX TO 781-372-1678.



