
In August 2013, Trian Fund 

Management founder Nelson 

Peltz addressed around a hundred 

employees of General Electric (GE) on 

controlling costs at an away day. Back 

then, the lecture was a rare example 

of a company exploring what it meant 

to look at itself through the eyes of an 

activist. As activist campaigns have 

soared ever since, it may have been 

the factor that ensured the 137-year 

old firm encountered a gentler form of 

activist than it otherwise might.

GE has been thought of as a potential 

activist target for some time, given its 

complicated conglomerate structure, 

which up until recently blended huge 

industrial divisions with a shadow bank, 

and its underperformance—the stock 

returned 55% from 2009 to the end of 

September, compared to 135% for the 

S&P 500 index. Jeff Immelt, CEO for 14 

years now, has been seen as running 

short on time, if not ambition.

Trian, meanwhile, has been building up 

an industrials portfolio. It already owns 

a major stake in Pentair, which it is 

pushing to acquire smaller rivals in a bid 

for consolidation and inorganic growth. 

Fellow activists such as ValueAct 

Capital Partners and RWC Partners 

have also mined the sector recently, 

notably in the United Kingdom.

On October 5, Trian issued a press 

release disclosing ownership of 98.5 

million shares in GE with a market 

value of $2.5 billion, making GE Trian’s 

largest investment and Trian one of 

GE’s ten largest shareholders. Shortly 

afterwards, an 80-page white paper, 

entitled “Transformation Underway... 

But Nobody Cares” was uploaded to 

Trian’s website. Reuters has reported 

that Trian began building its stake 

in May—the firm itself says it has 

“periodically engaged in informal 

dialogue” since 2013, ramping up its 

investment due diligence in recent 

months.

Playing nice, for now

Peltz’s firm, which has earned a 

tougher reputation this year for going 

the distance in a proxy fight at DuPont 

(its first since 2009) is playing nice for 

now, especially given that the activist’s 

Chief Investment Officer, Ed Garden is 

known to be friendly with Immelt. In its 

white paper, Trian is at pains to argue 

that GE is already undertaking major 

strategic initiatives that will create 

value. 

“Trian’s White Papers most 

often highlight a company’s 

underperformance, recommended 

operating and strategic initiatives, 

and the value that we believe can be 

created by successfully executing 
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those initiatives,” the report says. 

“Occasionally, we identify a company 

where management is like-minded with 

Trian and has initiated changes that Trian 

supports, but the market is skeptical.” 

Yet if the inference is that the activist is 

only interested in shaping perceptions, 

Trian’s approach conceals a tougher 

streak. It says it has not asked for a 

board seat, “but expects management 

to deliver on its commitments.”

What are those commitments? Much 

of the analysis for the campaign 

comes straight from the Trian playbook 

—simplify, rationalise, and focus 

relentlessly on profit. As a result, GE 

must be an attractive target; Trian sees 

the company as at once a source of 

“defensive growth,” able to improve 

margins and supported by a backlog 

of orders, and in the midst of a “bold 

transformation.” 

Boosting earnings will inevitably help 

the stock in the short-term, but to get 

to the $45 price target Trian needs 

more than that. Indeed it will hope that 

GE’s return to its industrial roots gains 

greater favor with investors, having 

predicated its valuation on a re-rating 

of the stock. With the stock currently 

trading at less than 14-times earnings, 

Trian is hoping that by 2018 a leaner, 

more industrial GE will be trading at 

19-times earnings.

Return to form

The separation of GE Capital is a major 

one. According to Trian, the lending 

unit saw return on equity fall from 

40% in the year before the financial 

crisis to just 8% in 2014, and thanks to 

greater capital-reserve requirements, 

actually forced the industrial side of the 

business to deleverage. 

This April, GE said it would effectively 

break up the division, selling real estate 

to Blackstone and Wells Fargo, listing 

retail finance business Synchrony 

Finance through an initial public 

offering and terminating the company’s 

designation as a Systemically 

Important Financial Institution (SIFI)—

the very regulatory burden Carl Icahn 

said made American Insurance Group 

“too big to succeed.”

Lending to leverage

All of the above will free up some $85 

billion, which GE is expected to return 

to shareholders through dividends and 

buybacks. That amount is insufficient 

as far as Trian is concerned; it wants 

to leverage up the industrials business 

to boost the capital return program 

to $110 billion, mostly using the extra 

capital to reduce the company’s share 

count by around one-tenth.

“MUCH OF THE ANALYSIS COME STRAIGHT FROM 
THE TRIAN PLAYBOOK—SIMPLIFY, RATIONALISE 

AND FOCUS RELENTLESSLY ON PROFIT”
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Approached by Activist Insight, Trian said slight anomalies in the chart above were due to rounding errors. “We have a precise model with a 

number north of $2.20 but for the purpose of the white paper we wanted to make it a simple concept of ‘at least $2.20,’” said Trian’s Ed Garden.
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Source: Trian White Papers: “Transformation Underway... But Nobody Cares” October 5, 2015

Trian charts GE’s path to EPS of $2.20 
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Volume Closing share price ($)

Stats

52 week high $29.83 *

52 week low $19.37 *

Share price $29.39 *

EV/EBITDA 24.40 **

Total Shareholder 
Return

17.90% **

* accurate as of 28 October, 2015
** trailing 12 months, accurate as 
of 29 October, 2015

Source: Capital IQ, CSI data.

10 April, 2015 
General Electric 
announces that it 
is to sell its finance 
business, GE Capital, 
for around $26.5 billion 05 October, 2015 

Trian reveals a $2.5 billion stake in General 
Electric, representing approximately 1% of the 
company’s issued shares

24 August, 2015 
General Electric shares plummet 
21% in intraday trading, before 
recovering to close at a YTD low 
of $23.27

16 October, 2015 
General Electric shares pick up on a better-
than-expected earnings report over the previous 
quarter

“IF WE COULD OWN ONLY ONE INDUSTRIAL 
STOCK FOR THE REST OF THIS DECADE, WE 

STRONGLY BELIEVE GE WOULD BE OUR CHOICE”

Buybacks matter because Trian 

is betting at least in part on GE’s 

ability to more than double its annual 

earnings per share (EPS) to $2.20 by 

2018 (easier if there are fewer shares 

around). Other measures will help 

GE get there, however. For a start, 

the company’s ongoing merger with 

Alstom is expected to close by the 

year-end, eventually compensating for 

the loss of revenue from GE Capital. 

Then there are cost reductions, with 

Trian estimating the company can 

improve margins from 14% to 16%, 

including a $600 million reduction in 

corporate costs.

Analysts tend to agree on this point. 

Deane Dray, at RBC Capital Markets, 

forecasts EPS of $2.10 by 2018 without 

the leverage Trian is advocating. William 

Blair, meanwhile, says “GE should be 

able to generate mid-teens EPS growth 

over the rest of the decade. In short, 

the payoff from GE’s industrial rebirth 

looks to have finally arrived.”

Where they differ from Trian, however, 

is their expectation of the kind of 

leverage GE is likely to adopt. “We 

think that after GE’s close brush 

with potential bankruptcy just seven 

years ago, significant increases 

in the company’s leverage seem 

unlikely, particularly near term as GE 

completes the sale of its remaining 

financial service businesses targeted 

for divestiture,” analysts at William 

Blair wrote in response to Trian’s white 

paper. 

Instead, those same analysts believe 

GE can top EPS of $2.20 through 

better capital allocation, something 

Trian’s presence will make an even 

greater imperative. “If we could own 

only one industrial stock for the rest 

of this decade,” it says, “we strongly 

believe GE would be our choice.” 

GE should 
be able to 
generate mid-
teens EPS 

growth over the rest of 
the decade”“

General Electric stock, year-to-date


