CEQO
REPORT

THE SECOND ANNUAL NYSE CEO SURVEY REVEALS HOW
THE WORLD’S MOST PRESTIGIOUS COMPANIES ARE PREPARING
FOR THE FUTURE.

REPORTING BY SUSAN CAMINITI

AMID THE EVERYDAY CHALLENGES and opportunities of running
businesses in the 21st century, CEOs of companies listed on the New
York Stock Exchange shared their visions of what corporate priorities
will look like in 2007 and beyond. Themed “Valuing People, Planning for
Growth,” this second annual survey reflects the CEOs’ universal view
that people — their investors, customers, partners, suppliers and
especially employees — will make all the difference in the years ahead.
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AN ANALYSIS OF VIEWS expressed by more than 200 of the world’s most
powerful business leaders can be found in the following pages. Subtitled
“Valuing People, Planning for Growth,” the special report is based on
responses to the NYSE CEO Report 2007 and interviews conducted
between April and June. nyse magazine reports where CEOs see growth,
where obstacles may lie and how today’s challenges have altered their roles.
Respondents include CEOs from 21 counTries and more than 50 INDUSTRIES.
Together their companies represent a combined market cap of some
$1.7 TRILLION, 3.8 MiLLION employees and 2005 revenues of nearly $1.6 TRILLION.

AS THE EVOLUTION INTO A MORE GLOBAL,
information-centric economy gains speed,
CEQOs are recognizing more than ever that
success depends on the collective actions and
passions of their companies’ most powerful
asset: their people. For today and the next sev-
eral years, CEOs report, the best route to rev-
enue growth (and much more) starts with
their own workforce.

Three out of four CEOs surveyed say their
management team will have “more” or “much
more” impact on top-line growth in the com-
ing year than in the past three. Operational
efficiencies — driven by staffers at all levels
— will have a greater impact on profits,
report 80 percent of respondents. U.S. eco-
nomic conditions and the potential of
developing markets — especially China —
will also play a big role in corporate growth,
the CEOs say.

To be sure, the road to success has its
challenges. For example, 39 percent of the
leaders surveyed say compliance and gov-
ernance rules costing millions of dollars and

many hours of executive time have caused
business delays and even some cancellation
of growth plans.

Their most powerful weapon in overcom-
ing hurdles will be human capital, the CEOs
report. From new-product development to
customer-service initiatives to bolstering a
company’s reputation, people play a role in all
of it, these leaders say. “When your employees

Most CEOs add that the place in which
business is conducted carries tremendous
weight as well. Half of the U.S.-based CEOs
polled, and an almost equal proportion of
those based outside the country, say the U.S.
economy will have a strong impact on their
company’s overall growth. In fact, more than
half say that the U.S. is the region that is
strategically most important to them in 2007,

SEEING A RENEWED EMPHASIS THAT CEOS CAN'T

) IN THE SECOND ANNUAL NYSE CEO SURVEY, “WE’'RE

REALLY DO ANYTHING WITHOUT THE RIGHT PEOPLE.”

believe in what they do, they can accomplish
great things,” insists Kenneth Chenault, chair-
man and CEO of AMERICAN EXPRESS CO.
(AXP). “They also become advocates for your
business and help spread the word about why
your company is a great place to work.”

To help empower employees, half the par-
ticipants say they expect the budget for
employee education and retention efforts to
increase through the end of 2007.

and many reveal optimism about the domes-
tic economy. “The reason the U.S. federal
deficits are not more staggering is the growth
of the economy,” says Matthew Rose, chair-
man, president and CEO of BURLINGTON
NORTHERN SANTA FE CORP. (BNI).

China is ranked second by CEOs focusing
on global economies, with one in five citing
that country as the most important market
after the U.S. “China is a shopper who needs



Kenneth I. Chenault, )

HOW WILL BUSINESSES OF THE FUTURE TE DIFFERENTLY?
e _ "

In the five years since Kenneth Chenault was named chairman and CEO of AMERICAN

EXPRESS CO. (AXP), he says, “the rules of how companies compete and cons make\" &

choices have changed dramatically.” Chenault predicts that advances in technology and

communications, the globalization of intellectual capital and economic growth in emerging

markets will bring about more radical change: “If today’s business world seems frenetic,
the next decade will make the present seem comfortable by comparison.”

Leading a global company today requires managers who can anticipate and handle
change, Chenault says. “In an environment where operating models for entire industries
can turn around virtually overnight, companies need to adapt swiftly to emerging trends
and competitive threats,” he adds, noting that flexibility is a priority at American Express.
For example, turmoil in the financial markets, a slowdown in worldwide consumer spend-
ing and a sharp drop in travel and tourism after 9/11 severely affected the company,
Chenault recalls. Rather than wait for things to get better, American Express accelerated
its re-engineering program and increased investments in marketing, rewards and new prod-
ucts. As a result, it gained market share in global card spending and produced strong
top- and bottom-line growth in the years that followed. “While adaptability is important, in
uncertain times, the tried-and-true basics are just as critical,” Chenault adds. “A talented
management team, a brand that resonates with consumers and a differentiated business
model are some requirements for success in a brutally competitive marketplace,” he says.

Furthermore, “an increasingly interconnected world calls for interconnected compa-
nies,” Chenault maintains, noting that American Express works with a wide range of banks,
retailers, airlines and merchants to offer cards, develop marketing offers and customize
rewards for mutual customers. “No company can do everything better than everyone else.”

» everything and has the money to pay for
it,” says John Chen, chairman, president
and CEO of sYBASE INC. (SY), a California-
based software company. “The Chinese mar-
ket is 1.3 billion people strong, and it’s a lot
easier to enter than even three years ago.”

Yet success cannot come from a single
economy — finding new markets is the
motivation CEOs cite most often when asked
why they do business in other countries.
Nearly 40 percent feel that the impact of the
global trade environment on their business is
favorable, with emerging markets seen as an
opportunity. For example, Chen describes
Vietnam as a “huge and untapped market
filled with experienced, talented people,
many of whom speak English and want to be
integrated into the global economy.”

New to this year’s report is a look at how
CEOs view technology. “Without a doubt,
technology drives efficiency and is key to the
successful operation and globalization of
commerce today,” says Jeff Resnick, executive
vice president at Opinion Research Corpo-

ration, the Princeton, N.J.-based market-
research company that conducted the survey
on behalf of the New York Stock Exchange.
Indeed, more than three in five CEOs expect
to increase technology spending in 2007.

Yet also at play is what Resnick describes
as “the partially unfilled promise of tech-
nology.” Only a quarter of CEOs claim that
the return on their technology investments
has fully met or exceeded expectations. An
almost equal proportion say the ROl on
technology has fallen short of expectations.

THE CHALLENGE OF SOX

Despite heated debates over the Sarbanes-
Oxley Act, CEOs say the two most positive
compliance outcomes are more engaged
board members and improved investor con-
fidence. “The SEC’s initiative for greater
disclosure about executive compensation is
good for investors,” adds William Walton,
chairman and CEO of ALLIED CAPITAL CORP.
(ALD). “The market can then make its own
judgment about appropriate pay packages.” »

REVENUE DRIVERS

WHAT INTERNAL FACTORS WILL
HAVE MORE IMPACT ON SALES
GROWTH IN 2007 COMPARED
WITH THREE YEARS AGO?

% of CEOs who answered:
@ More impact @ Much more impact

Management team 76%

New technology

New product
development

Strength of
your brand

Partnerships/
alliances

Customer loyalty

Capital
expenditures

Sales/distribution
channels

Price flexibility (&

Employee incentive
programs

Advertising/
marketing

Other internal
factors




PROFIT DRIVERS

WHAT INTERNAL FACTORS
WILL HAVE MORE IMPACT
ON PROFITABILITY IN 2007
COMPARED WITH THREE
YEARS AGO?

% of CEOs who answered:
@ More impact @ Much more impact

» Yet CEOs are vocal regarding the downside
of regulation. Nearly half of U.S.-based busi-
nesses cite a spending increase of 100 percent
or more over the past three years to comply
with new regulations.

Compliance also takes a personal toll,
CEOs say. Nearly all CEOs report that
their job involves greater personal

Operational efficiency

Management team . o
legal risk than it did three years
) ago. Nearly three out of four claim

New technology to spend more time reporting to the

RERORYIRN board, and almost 90 percent say they

dedicate more time to regulatory issues.
Health-care costs

Partnerships/

alliances CUSTOMER CONNECTIONS

Price flexibility One area on which CEOs may be spending

Brand

strength
Sales/distribution
channels

less time is customer relations, say 27 percent
of respondents. Perhaps that’s due to their

suggestion that attracting and retaining cus-
tomers is easier than in the past (40 percent
say it's easier to attract customers now than

it was three years ago).
Even so, with brick-and-mortar stores,
catalogues and the Internet providing mul-
tiple sales channels, Mitch Caplan,

CEO of E*TRADE FINANCIAL CORP.
(ET), insists that it is more impor-
tant than ever for businesses to

deliver what the customer wants at

the right price and of the best quality.

Explains Caplan: “The advent of technolo-
gy, and especially the Internet as a channel
for delivery, has put customers firmly in
charge. In an instant they can compare
you with competitors, and that gives them
tremendous clout.”

Customer loyalty

Employee benefits
other than health care

Advertising/marketing

Retiree benefits other
than health care

THE MAJORITY OF CEOS EXPECT THAT
O OPERATIONAL EFFICIENCY WILL HAVE MORE
O IMPACT ON PROFITS THAN IN THE PAST.

THREE-QUARTERS SAY MANAGEMENT WILL.

Charles O. Holliday Jr., DuPont

WHAT STRATEGIES HAVE YOU ADOPTED TO DEAL WITH RISK?

bounced back quickly, he adds, aided by a “flexible and resil
that had been regularly tested and updated.” Explains‘-lollid
with a wide range of threats, the element of crisis response t

7 and bird flu, he.
indicates, noting that representatives come from medical, public irs, manufacturing

and security departments, as well as locations in which the col

make sure the company’s products and technologies are available to helphﬁrevent an out-
break of person-to-person bird flu. For example, he notes, DuPont recen{ly provided the
United Nations with supplies of Virkon S, a veterinary disinfectant that helps farmers pre-
vent the avian flu from spreading, and is also providing the U.S. Department of Agriculture
with some 75,000 Tychem garments for USDA workers to wear while handling infected
game and poultry. “Challenges vary,” says Holliday, “but successful management of risks
will always have value-based plans, an up-to-date response system and thorough training.”

.




Douglas R. Conant, Campbell Soup Co.

HOW DO YOU ATTRACT AND KEEP CUSTOMERS?

For Doug Conant, president and CEO of CAMPBELL SOUP CO. (CPB), attracting and
keeping customers means staying on top of what they want now — and what they '
want in the future. Conant says he is confident that Campbell, which has inves
least $90 million in R&D in each of the past three years, can deliver on a proi

food-industry trend: higher-ticket products that provide quality,.convenience

On the convenience front, Campbell sells microwavable single-serving
cups. Sales of its Healthy Request line of lower-sodium and low-fat soups

betting that consumers will pay a premium for its restaurant-quali

line of soups, including offerings such as Golden Butternut Squash, introduced this year.
Campbell’s challenge, says Conant, involves addressing consumer trends around the
globe, since $2 billion, or nearly 27 percent of the company’s $7.5 billion reported

in the early 1980s to meet consumer demand for healthier fa,jﬁe i oub '
digits and represent a reported 6 percent of revenues. And Conan company i *
elect Gold fpél : / P4l

2005 annual revenues, came from international markets. He notes that Campbell does
extensive consumer research in each market to figure out what shoppers will likely buy.

“Consumer expectations vary widely by geography, and soup preferences are by far the f-

most diverse,” the CEO states. For example, Australians prefer pumpkin soup over
chicken noodle, which is the American favorite, he reports, and research shows that
German consumers like heartier stew-like soups, while Asians tend to buy thinner

broths. But “no matter what the geography,” Conant is quick to point out, “high-quality

products that taste great provide universal appeal.”

» CAMPBELL SOUP c0. (CPB) has invested
at least $90 million into R&D in each of
the past three years to drive innovation
that meets consumer needs, says Douglas
Conant, president and CEO. He adds that
paying close attention to cultural buying dif-
ferences is crucial. “Consumer expectations
vary widely by geography,” observes Conant.
“Once we enter a market, we need to work
just as we do anywhere to satisfy and delight
our consumers better than the competition.”

Nevertheless, just 15 percent of CEOs
suggest that satisfied customers will be their
ultimate performance measure. Nearly six
out of 10 respondents agree that they will
ultimately be judged by their companies’
sustainable growth. Metrics such as EPS
growth, cash flow from operations and free
cash flow are also seen as more important
to shareholders today than three years ago.
The implication, says ORC’s Resnick:

“Missing numbers is not an option.”

STAKEHOLDERS

COMPARED WITH THREE

YEARS AGO, HOW EASY IS

IT TO ATTRACT AND RETAIN

CUSTOMERS, INVESTORS

AND EMPLOYEES?

% of CEOs who answered regarding...
@ Customers . Investors @ Employees

Ease/difficulty attracting...
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35
30
25
20
15

10
-4
0
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WHAT FACTORS HAVE THE MOST IMPACT ON
GROWTH AND PERFORMANCE? WHAT AREAS
REQUIRE BUDGET INCREASES? ARE TECHNOLOGY

INVESTMENTS PAYING OFF?

ACCORDING TO BUSINESS LEADERS
from NYSE-listed companies, success in the
global marketplace requires attracting the
best and the brightest workers today — and
holding on to these employees for years to
come. “I want the people who join E*Trade
Financial to know that they are working for
a dynamic, creative company that values
their input,” acknowledges CEO Mitch
Caplan. “We make the investment in our
people because they are core to everything
we do,” he points out.

No doubt key employees have always been
pivotal. However, more than three-fourths of
survey respondents say that their manage-
ment team will have “more” or “much
more” impact on their company’s
revenue growth through 2007.

“Employees are the foot soldiers
of acompany’s brand,” insists ORC'’s
Jeff Resnick. “The message the employ-
ees convey to customers has so much to do
with how the brand — and the company —
are perceived in the marketplace.”

ENGINES OF GROWTH

Indeed, brand strength rounds out the top

four engines of revenue growth through

2007, along with new products and especially

new technology, which, according to nearly

three out of five of the survey respondents,
is a force in driving a company’s top-line
growth. (See chart on page 13.)

As indicated by the chart on page
17, economic conditions— in the
U.S. and globally — lead the way

among external factors expected to

affect revenue growth of respondents’
companies. Regulation, energy prices and

M&A activity are considered nearly as impor-

tant. Yet even with M&A activity ranking

GETTY IMAGES



Deborah Fretz Sunoco Logistics Partners L.P,

WHAT WILL BE YOUR APPROACH TO MERGERS AND ACQUISITIONS?

when she looks at the oil and gas pipeline landscape over the next flve years, she s
seller’s market. Explaining that her company owns and operates transportatlon asse
purchased from SUNOCO INC. (SUN) in early 2002 at the time of Sunoco Logistics’ IPO,
Fretz notes: “There’s a fairly high premium being paid for assets now, and | don’t feel
that’s going to change in the near term.” Fretz attributes the high acquisition multiples to
the simple laws of supply and demand. “When you see the shortage of transportation
infrastructure in the U.S. today and how tight the refining capacity in the U.S. and around
the world is, you can’t help but believe that premiums will stay high,” she says.

Fretz’'s mantra when it comes to M&A? Discipline. She says she and her management
team evaluate every piece of information they can in doing due diligence on a potential
acquisition, and pinpoint the price at which the deal no longer makes financial sense. . -;-‘-

“Our approach is to determine what we think the acquisition’s growth prospects will b@
over time. It's not necessarily bad to pay a premium as long as the future rate of growth
will translate into additional cash flow to our unit holders.” Fretz reports that over the past
three years, her company has made nine acquisitions valued at $267 million.

- o
Deborah Fretz, president and CEO of SUNOCO LOGISTICS PARTNERELL P (sxmsﬂ
a
toll

For example, during the past year, Fretz says, Sunoco Logistics has made investments =

to boost the capacity of its 12.5-million-barrel storage terminal along the Texas Gulf
To increase the ability to take in more crude oil at the terminal from a greater num
sources, the company purchased a pipeline from EXXONMOBIL CORP. (XOM) for $
million, Fretz explains, and invested another $20 million making additional pipeline
“Since the end of 2005, we’ve seen crude-oil volumaS

connections to the terminal.

- 72

-

through the terminal increase to make this a very attractive investment,” the CEO says.

» high as a driver of external growth, most
respondents (57 percent) say their compa-
ny’s growth will be driven organically.
Only 15 percent suggest that revenue
growth will come primarily from M&A in
the year ahead, while 27 percent expect
M&A and internal engines will equally
drive their company’s growth.

When asked to choose a single internal
factor with the potential to most affect their
company’s profitability through 2007, the
CEOs were most likely to answer “compli-
ance costs,” with 17 percent choosing that
over “operational efficiency,” the second
most popular answer.

Chen of Sybase agrees that operational
efficiency is important, but suggests that
building a high-quality product will have
an even greater effect on profits. “Pro-
ductivity increases that come from quality
improvements will really drive the bottom
line,” he says, offering the following rea-
soning: “If | produce high-quality goods, |
spend less time and money fixing them,
and | have better customer satisfaction

and therefore a better repeat buy. And
repeat buys are the highest-margin busi-
ness you can get. It costs me very little
money to complete that transaction com-
pared with having to create a new account
or customer.”

UPPING THE BUDGET

Although about two-thirds of CEOs say
they expect spending increases — led by
the areas of health care, energy, technology
and capital expenditures — most antici-
pate the increases will be in the relatively
modest 5 percent to 10 percent range
through 2007.

A majority of the survey respondents
suggest spending will remain unchanged
on pensions, environmental compliance,
non-health-care employee benefits, diver-
sity and social-responsibility initiatives,
and R&D. Fully 70 percent of CEOs pre-
dict health-care increases, and more than
60 percent expect costs to rise for energy
and technology, the same areas cited in
last year’s survey.

»

OUTSIDE FORCES

WHAT EXTERNAL FACTORS
WILL HAVE AN IMPACT ON
GROWTH IN 20077

% of CEOs who answered:
@ Some impact @ Strong impact

U.S. economy

Global
economy

Regulation g}
Energy prices

M&A activity

Inflation/
cost of capital

Security/
terrorism

Raw material
prices

SUSIYd ANV S3IILINNLYOAddO

Global
competition

Political risk

Legal
expenditures




TECHNOLOGY
INVESTMENTS

HAS THE RETURN ON YOUR
TECHNOLOGY INVESTMENTS
MET EXPECTATIONS?

% of CEOs who answered:
2 @ Fully met/exceeded expectations
= @ Mostly met expectations
S8 O Has fallen short of expectations

Smaller NYSE companies
(under $1 billion market cap)

Larger NYSE companies
($1 billion or more market cap)

OPPORTUNITIES AND RI

» Some CEOs expect increases to become
onerous over time. About three-quarters of
CEOs indicate that they are increasing
employee deductibles and premiums as a
way to help control health-care costs, and
half say they are setting up employee-paid
flexible spending accounts. But no
matter the plan of action, CEOs say
they are spending more on health
care. Says Rose of Burlington
Northern Santa Fe, only partly in
jest: “I thought I was running a railroad,
not a company with health-care issues.”

COST OF CAPITAL

Despite the threat of inflation inherent in
global interest-rate hikes, business leaders
don’t seem to be losing sleep over the cost

of capital. A mere 6 percent report that
inflation and the cost of capital will have
the most impact on their company’s over-
all growth through the end of 2007. Raw
material prices, political risk and security
appear to be of even less concern among
the respondents. Only 3 percent
indicate that they expect more
than 10 percent increases in their
company’s pension funding or
social-responsibility initiatives.

COST OF TECHNOLOGY

Of the half of survey respondents who
anticipate that they will spend more on
technology in the coming year, one in five
suspects the increase will be greater than
10 percent. Walton of Allied Capital says

ONLY A QUARTER OF ALL CEOS SAY
0 THEIR TECHNOLOGY ROl FULLY MET
O EXPECTATIONS. SMALLER COMPANY

CEOS WERE THE MOST DISAPPOINTED.

Matthew Rose, Burlington Northern Santa Fe Corp.

HOW DO YOU COPE WITH RISING COSTS?

The twin burdens of rising fuel prices and health-care expenses are saddling U.S. employ-
ees with costs that workers in other countries don’t have to bear, at least to the same
extent, says Matthew K. Rose, chairman, president and CEO of BURLINGTON NORTHERN
SANTA FE CORP. (BNI). “It’s like asking U.S. workers to wear a backpack that we just
keep loading with more costs for them to carry,” he says. “That’s why you see company
after company making investments outside the U.S., where the structural costs are less.”

Today fuel eats up 20 percent of operating expenses, or a whopping $2 billion a year,
the company reports, twice what it spent on fuel in 2000. “We pass along the increase over
a base rate to our customers when possible because it would destroy our profitability if we
didn’t,” Rose says. In the long run, high fuel prices actually help BNSF, he points out.
“[Railroads] are the most fuel-efficient form of surface transportation, so we think
customers will want to use more rail because of that efficiency, not less.”

The CEO is less sanguine about health-care costs, which, he says, have risen by double
digits in each of the past five years. While passing along a bigger part of the costs to em-
ployees takes some of the pressure off employers, Rose says, it's not a long-term solution.
“At some point, shifting costs to employees is going to have a negative impact on consumer
spending. Business and government have to address issues such as horrible tort laws and a
lack of technology in the health-care industry that are causing costs to rise so rapidly.”

In the meantime, Rose says, BNSF offers its 40,000 employees access-to a ho
of wellness programs. “We have to provide incentives to workers to improve thel
health so they’re less likely to need health-care services in the first place,” he says.




gr-Polag Bristol-Myers Squibb Co.
‘! ; ‘ ‘Hoﬁ DO ¥OU VIEW R-?D OPPORTUNITIES OVER THE NEXT FEW YEARS?
“The money spent on research and development and the success of that R&D drive the
future of a pharmaceutical company,” says Peter Dolan, CEO of BRISTOL-MYERS SQUIBB
CO. (BMY). The logic isn’t hard to follow. When companies lose exclusivity on a particular
drug after its patent expires, “the sales drop precipitously in the first three months,” Dolan
explains. “So reinventing yourself every five years is absolutely critical.”

BMS’s strategy to make that happen, Dolan reveals, is multipronged. First, he says, is
the company’s commitment to R&D and fighting serious diseases. Cancer, HIV/AIDS,
schizophrenia, cardiovascular disease, diabetes, hepatitis B and rheumatoid arthritis are
among the disease areas where the CEO says there are “high unmet medical needs and a
chance to bring innovation to the market.” In the first quarter of 2006, the company spent
$750 million, or nearly 19 percent of pharmaceutical sales, on R&D, he says, and full-year
2006 will likely be the third consecutive year of double-digit R&D growth.

i Dola_n says a big R&D push will be in the area known as biologics, or large-molecule

- protein therapeutics. Those, he notes, have a much greater capacity for novel and targeted
treatments than do traditional, small-molecule drugs. For instance, Orencia, a biologic
the company developed to treat rheumatoid arthritis, says Dolan, is being tested to see
if it can potentially be used to treat other diseases, including lupus and colitis. “Once
we receive an initial indication with a biologic, we can then build other clinical pro-
grams to demonstrate that it has the potential to treat other ailments,” the CEO adds.

Dolan says the company is so bullish on the technology that it recently announced
plans to invest $200 million to expand its biologics facility in Puerto Rico and is spending
$660 million in the first phase of a new biologics plant in Devens, Mass. Dolan estimates
that the first commercial biologics products from that plant will hit the market in 2011.

HEALTH-CARE AND ENERGY COSTS ARE THE TOP BUDGET ITEMS

)) ITEMS REQUIRING BUDGET INCREASES IN 2007. WHICH EXPENSES WILL
MORE THAN HALF OF CEOS EXPECT INCREASES IN LIKELY INCREASE IN 20077
TECHNOLOGY AND CAPITAL EXPENDITURES.

% of CEOs who answered:
@ Expect decrease @ Expect increase

Health care 1%

»that after years of outsourcing IT, his tations, and 20 percent say technology ROI Energy 1%

company brought it in-house last year with has fallen short of expectations.
Technology 1%

positive results. “We’ve seen great increases Resnick suspects that the money set

in productivity from using technology to  aside for technology could shrink if the Capital expenditures
integrate our office network and improve current attitude continues. “Sustained Raw materials 4%
our investment processes,” he says. spending on technology can only exist

Employee edu. & retention 1%

Some CEOs may be shelling out IT  with the perceived notion that ROl is in Nonmanagerial

dollars begrudgingly. Only one in four  balance with the level of investment,” he ALY
Executive compensation 5%

2%

respondents reports that previous tech concludes. “For many CEOs, that equilib-
investments have met or exceeded expec- rium does not exist today.” CRM 1%

Marketing 3%

HEALTH CARE

WHAT ACTIONS WILL YOU TAKE TO CONTROL COSTS? i

Diversity 1%

Increase employee deductibles 74% \
/ Other employee benefits 2%
Increase employee premiums 72%
(L& Environmental
Set up employee-paid FSAs 72% compliance 2%
Change health-care providers 54%
AN Pensions
Employer-paid reimbursement accts. 50%
Move to a managed HMO plan 33%
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REGULATION, COMPLIANTCE A N

D

HOW HAVE GOVERNANCE-RULE CHANGES AFFECTED THE

WAY BOARDS OPERATE? WHAT ARE THE EFFECTS OF RISING

COMPLIANCE COSTS? HOW HAS THE CEO ROLE CHANGED?

WHAT IS THE MOST CRUCIAL ELEMENT FOR CEO SUCCESS?

WANT TO HEAR BUSINESS LEADERS GET
really passionate? Ask them for their
thoughts on corporate-governance reforms.
Nearly 90 percent of the business leaders
who replied to this year’s survey indicate
that they are spending more time dealing
with regulatory and compliance issues
than they did three years ago.

Whether shareholders are better served
by such a focus on compliance is another
matter. When asked to name the single most
positive outcome of the Sarbanes-Oxley Act

and NYSE governance rules, 30 percent of
the respondents report that directors are
more engaged in board duties. More than a
quarter indicate that investor confi-
dence has improved, but only 6 per-
cent of CEOs say they believe that
investors are actually better served,
and only 1 percent reply that boards
are more effective.

William Lauder, president and CEO of
THE ESTEE LAUDER CO0S. INC. (EL), says he’s
still amazed at the number of employees who

had to be trained to deal with the new com-
pliance and regulatory issues at his company.
“Basically, we had these folks review what
we've done for the past 50 years, using up
untold hours of senior executive time, to
ultimately say we've been doing what we
were supposed to be doing,” he says.

COST OF COMPLIANCE
The CEOs also point out that signif-
icant costs are associated with
compliance. More than a third say
those costs have increased by 100 percent
or more over the past three years. The largest
increases are reported by respondents whose
companies are U.S.-based — nearly half say

DAVID H. WELLS/IBID



William P Lauder, The Estée Lauder Cos.

HOW DO YOU FEEL ABOUT THE CURRENT GOVERNANCE CLIMATE?

William P. Lauder, president and CEO of THE ESTEE LAUDER COS. INC. (EL), is

among a group of CEOs who question the results of the Sarbanes-Oxley Act (SOX) .
and the added compliance burden on companies. He says he believes strongly that ™ ]
SOX “starts with the spirit of distrust, rather than trust, and emanates from there. | t. f
The theory, of course, is that shareholder assets are being properly protected. \
| agree with that goal, but in practice we’re spending millions of incremental d '

and thousands of man-hours and executive time to make sure we’re complying

already complying. “The question is, ‘Would we have corrected them ev

SOX?’” he asks. “The answer is ‘yes.””

But beyond the time and expense of complying with the regulations','-Lauder
says, his biggest gripe is the effect that compliance with new governance rules
ultimately has on shareholders. “The money for SOX has to come from somewhere,”
he says. “If we're spending $15 million [on compliance], that’s $15 million we
can’t spend every year to drive our business. So to me, these rules have essentially
done to shareholders exactly what they were intended to guard against, which is

taking money out of their pockets.”

Lauder concedes that since his competitors are required to follow the same
compliance rules, a level playing field has been created. “I certainly hope we’re

all playing by the same rules,” he says.

» their costs have increased by 100 percent or
more. About a quarter of CEOs from non-
U.S.-based companies say they’'ve experi-
enced the same increases. Companies that
report a market cap of less than $3 billion
indicate that they have been the hardest hit.
Forty percent of respondents say efforts to
grow their businesses have been delayed
because of increased compliance costs, and
some CEOs even report outright cancella-
tions of growth plans. The biggest casualty
from the extra compliance spending appears
to be in the area of strategic planning. More
than half of CEOs say plans to improve their
company’s infrastructure have been put on
hold or killed, and a quarter say marketing
initiatives have been curtailed. Adds Lauder:
“If we're spending $15 million [on compli-
ance], that’s $15 million less that we have to
spend every year in driving our business.”

A SHAREHOLDER'S POV

Regarding efforts to win back shareholder
trust following corporate scandals of recent
years, CEOs agree that greater transparency

in financial reporting goes a long way.
Walton says that Allied’s quarterly and
annual reports have increased by 20 or 30
pages over the past several years because
the company includes more data tables for
shareholders. He also applauds presenting
data in a straightforward way. “This move
to plain English is good for investors,” says
Walton. “If you provide more information
but shareholders can’t understand it, it
doesn’t do much good.”

Concerning which financial bench-
marks CEOs believe that shareholders value
most, respondents agree that cash is king.
Nearly 60 percent rank earnings-per-share
growth, cash flow from operations and free
cash flow as measures that matter more to
investors today than they did three years
ago. Operating income growth and net
income growth were almost as popular.

Further, the respondents say that more
traditional guideposts — such as total lia-
bilities and total assets, debt outstanding
and credit ratings — matter less to share-
holders today than they did three years ago. »

PERFORMANCE

WHICH MEASURES ARE MORE
IMPORTANT THAN THEY WERE
THREE YEARS AGO?

% of CEOs who answered:
@ Less important @ More important

|
EPS growth 2% O

Cash from operations 2% 3

Free cash flow 2%_1“
Operating [ 2

income growth 1%
Net income growth 1%

Stock price 0% 47%
Company reputation 2% 44%
Dividend growth 41%

Sales growth 2%

Return on assets 2%

Return on equity 2%

Debt
outstanding

Total liabilities ERAZ

L) 8%

Total assets @40k
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CORPORATE GOVERNANC

RELATIONS WITH

THE BOARD
HAS THE RELATIONSHIP

CHANGED

BETWEEN CEOS

AND THEIR BOARDS?

% of CEOs who answered:

O Disagree @ Agr

Directors’ depth !
of information <
has increased

CEOs have positive ©
relationships with <
their boards

Boards are excellent
sources of advice &
and insight

o

Directors are L
well informed about %\r
key company issues

ee @ Strongly agree

50% 5% LA

57% 0 "33% ELGA

63% (20% [E:X3A

CEOs are satisfied w/
their boards’ insight Tl 67%
on global issues
CEOs can attract

» POSITIVE BOARD RELATIONSHIPS
In the wake of SOX; a shift has taken place
between the CEO and the board of direc-
tors, according to survey respondents.
While nearly all say that knowledge expec-
tations of directors have increased, only
about two-thirds agree that they’re
able to attract board members
with the skill sets they need.
Fourteen percent say they can’t
find enough qualified directors.
Even so, fully 90 percent of CEOs
characterize their relationship with board
members as “positive,” and 83 percent view
them as excellent sources of advice and in-
sight. Two-thirds say they’re satisfied with the
level of insight that their boards provide con-
cerning global issues their companies face.

In choosing a board member, “I look at
a person’s stature and experience in the
real world,” points out Richard Parsons,
chairman and CEO of TIME WARNER INC.
(TWX). “I want someone who doesn’t think
they have all the answers. You can present
them with a set of facts, and they can
deal with those facts logically and
not emotionally.”
Commenting on how the board
might evolve in the years ahead,
Parsons cautions that directors should
not serve as either buddies or watchdogs of
the chief executive. “The director’s role is to
establish the parameters for what constitutes
success on behalf of the shareholders,” he
says, “and then hold the CEO and manage-
ment accountable to those standards.”

NEARLY THREE IN FIVE CEOS SAY
O EPS GROWTH, FREE CASH FLOW AND
OCASH FLOW FROM OPERATIONS

ARE MORE IMPORTANT TO INVESTORS.

Mario Valcarce Duran, Enersis S.A.

HOW HAVE INVESTOR INTERESTS CHANGED?

When ENERSIS S.A. (ENI) CEO Mario Valcarce Duran meets with investors these
days, he says, the conversation leans more toward what story the company has to
tell than straight numbers. “Investors want to know about the company’s growth
strategy, our future plans, our opportunities in Latin America, new business and
corporate governance,” the CEO says. “Only a few ask about dividends.”

As Latin America’s largest power-holding company, Enersis has grown its market cap-
italization tenfold over the past four years, says Valcarce. He explains that the company
is meeting the exploding demand for electricity in the countries where Enersis operates by
pouring nearly $500 million into the business every year, one number, he acknowledges,
that investors use to judge the company’s health and financial soundness.

However, “no matter whether they are in Tokyo, London or New York, investors
are not willing to make investments if they’re not familiar with how the laws govern
businesses in those countries,” says Valcarce. He does note that Enersis’ being
. traded on the NYSE “helps significantly” with global investors by giving them confi-
“dence that the company is complying with strict governance rules and regulations.

Globalization and the online exchange of information, according to Valcarce, are
also having a profound effect on investors. Investors with “a well-informed network
of local partners, such as domestic pension funds or local financial advisers in
some of the countries where we operate, are in a better position to capture good
opportunities,” says Valcarce. After all, the CEO concludes, “the differences
between today’s investors are less about where they are located and more about
the amount and quality of the information they have access to.”



»

Richard Parsons, Time Warner Inc.

HOW MIGHT THE BOARD OF DIRECTORS CHANGE IIN T_H:E FUTURE?

= -
Think of the role of directors as a pendulum that swings between ENO extremes

explains Richard Parsons, chairman and CEO of TIME WARNER INC. (TWX). “One

extreme is the old-boys club, where management and the CEO ha

friends as directors whom they see around the golf course,” he says. “The other
extreme is a board that is just a watchdog, making sure the CEO isn’t running off

with the bacon. Neither of those extremes — as is the case with most extremes

in life — is particularly helpful.”

Instead, Parsons says, directors are supposed to be part of the team. “View directors

as a sounding board,” he counsels. In that role, he says, Time Warner directors review
the company’s long-term strategy at least once a year, in addition to signing off on -
Parsons’ business plan, operating budget and financing plan. “The director’s.x e'is to
establish the parameters for what constitutes success on behalf of the sha};ﬁc‘i?&\
and then hold the CEO and management accountable to those standards,” he says.
Parsons observes that events of the past few years may have pushed the pendulum
more toward the watchdog extreme. Indeed, Time Warner’s Website has no shortage of
information about governance, the roles and responsibilities of the Time Warner board and -
even which requirements of the Sarbanes-Oxley Act are met by each board committee.
“Over the next four or five years, director responsibilities will shift back toward the middle

again,” he says. “As the wounds heal, the pendulum of business may take it back.”

But Parsons also notes that many reactions to the past few years have been positive.
“The board now has a much tougher job,” he admits. “Today’s directors are committed
and hardworking — they want to be part of the team. And that makes them much more

empowered to make a contribution.”
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NEARLY NINE OUT OF 10 RESPONDENTS SAY THEY
NOW SPEND MORE TIME ON REGULATORY ISSUES.
MORE THAN A QUARTER SPEND LESS TIME ON DAY-TO-
DAY MANAGEMENT AND CUSTOMER RELATIONS.

» HOW CEOS VIEW THEIR JOBS

Largely due to governance changes, the top
job has evolved in recent years, say the CEOs.
For example, nearly all the respondents sug-
gest that, as a result of regulatory require-
ments, the job involves greater personal risk
than it did three years ago.

Further, more than half of the CEOs say
the top job is less rewarding and more
administrative, technical and hands-on.
More than nine out of 10 say the position is
more stressful and takes up more time. In
findings similar to those reported in last
year’s survey, two out of three CEQOs say run-
ning the show is simply less fun.

Perhaps not surprisingly, nearly 90 per-
cent of CEOs say they now spend more time
on regulatory and compliance issues. Nearly
three out of four say more of their time is

spent reporting to the board, and 58 percent
indicate that they are dealing with investor-
relations issues more frequently today than
they were three years ago.

With only 24 hours in a day, where do
CEOs cut back? Nearly 30 percent say they
spend less time on the day-to-day running of
their companies, and a similar number admit
that customer relations gets less attention.

Despite their changing roles, respon-
dents agree that they will ultimately be
judged by their companies’ sustainable
growth. Seven out of 10 who have held the
CEO spot for at least 10 years call sustain-
able growth the most crucial element in
their long-term success, compared with a
little more than half of those who have held
their jobs for less than 10 years. And regard-
less of how long they’ve held the title, CEOs »

TIME DEMANDS

HOW HAVE CEO TIME
ALLOCATIONS CHANGED IN
THE PAST THREE YEARS?

% of CEOs who answered:
@ Spending less time @ Spending more time

Regulatory/
compliance

Reporting to
the board

Shareholder
relations

Setting
strategy

Media
relations

Daily
management
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COMPLIANCE

WHAT AREAS HAVE BEEN
AFFECTED BY INCREASED
COMPLIANCE COSTS?

% of CEOs who answered:

» indicate that their companies’ stock
appreciation is the second most important
measure of their success.

“At the end of the day, CEOs acknow-
ledge that their primary mission — and the

Strategic planning 64%

Infrastructure 56% X . . . -
way in which they are judged — is achieving
) their numbers” says ORC’s Resnick.

M&A* “That, more than any other meas-

R&D* ure, they say, is the most crucial

element to their long-term suc-
cess as CEO.”

Walton, who has been chairman
and CEO of Allied Capital since 1997, agrees
that the job is more demanding and com-

QOther

*Volunteered

WHAT IS THE SINGLE MOST
POSITIVE OUTCOME OF
SARBANES-OXLEY AND NYSE
GOVERNANCE RULES?

% of CEOs who answered:

plex, but is also among the 45 percent of
respondents who find it more rewarding.
“l don't skip to work whistling,” Walton

acknowledges, “but when you succeed these
Board members are more engaged

days, it’s just that much more rewarding
because the job is so demanding.”
“There’s no question that the job is
harder, and | spend more time on it than |
did three years ago,” allows Caplan from
E*Trade Financial. “CEOs today are com-
pletely accountable in the marketplace
from a PR and an IR perspective;
every move you make and every
dime you're paid is scrutinized.”
So does that mean that he would
rather be running a vineyard in Sonoma?
“I love, love my job,” Caplan gushes. “It is
more demanding, but | get such satisfaction
out of what we’re accomplishing. When |
interview people for senior positions in the
company, the first thing | tell them is, ‘I love

19

this place.

Investor confidence is improved
Board members are more informed
Markets are more transparent
Shareholders are better served

Boards are more effective

Don’t know/nothing

THREE OUT OF 10 CEOS ATTRIBUTE
O A MORE ENGAGED BOARD TO STRICTER
O GOVERNANCE, BUT JUST 1 PERCENT

FEEL BOARDS ARE MORE EFFECTIVE.

Rijkman Groenink, ABN AMRO Holding N.V.

HOW DOES TODAY’'S CEO ROLE COMPARE WITH THAT OF THE PAST?

Rijkman Groenink, chairman of the managing board of the global financial-services
firm ABN AMRO HOLDING N.V. (ABN), describes the top business role in two words:
more pressure. “There’s more pressure as a result of an ever more demanding market,”
he says, “and more pressure as a result of the increased number of rules and regula-
tions. It's simply more demanding.”

For example, Groenink explains, as investors push companies to grow their \
revenue base and expand operations outside existing mature markets, they’re not
always as patient as they used to be. “The market seems to be less WI||Ing to accept
the short-term dilution to earnings per share that aci { i
he says. The increase in the number of investors have *
zons” complicates things further, he says. “Their investment strategjes
a discount on the bidders’ share price, which impacts the perceptig
of the deal,” Groenink adds. WL

As a result, the task of expansion becomes a challenging

th to™M
adding that it’s also been “quite fulfilling.” He points to majo‘fﬁcqulsmbns'A‘EN AMRO
has made in Brazil, Germany and Italy since he took over the top spot in May 2000.

The purchase of Italy’s Banco Antonveneta, completed last year, made ABN AMRO the
first foreign bank to enter the Italian market, Groenink says. “A sound strategy, strict
M&A criteria and financial discipline are obvious tools to find the right way,” he says.

A little bit of time doesn’t hurt either. “Five years ago, | was still relatively new.in
my role at ABN AMRO,” Groenink recalls. “More experience in the job and the advantage
of working for a longer period with a strong team have led to a disciplined execution of ..
our strategy for growth.”
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IS IT EASIER TO ATTRACT AND RETAIN TALENT
TODAY THAN IN THE PAST? WHICH BENEFITS
AND INCENTIVES WILL HAVE MORE IMPACT ON
EMPLOYEE RETENTION THROUGH 20077

AMONG THE MORE STRIKING THEMES
to emerge in this year’s survey is the degree to
which CEOs credit their people with overall
corporate performance. Given this mindset,
perhaps it’s not surprising that nearly half
report that attracting the best employees is
easier now than three years ago (see chart,
page 15). A third say they have an easier time
keeping workers who are already onboard.
Recognition of these facts has led to what
some CEOs have suggested is a shift regard-
ing how business leaders cultivate the con-

nection between workers and employers.
“We use a shared-leadership model, not
the celebrity CEO approach,” points out
Steve Odland, chairman and CEO of
OFFICE DEPOT INC. (ODP).“We have

a nine-member executive commit-
tee that deals with every aspect of
running the company.”

Further, Caplan of E*Trade Financial
insists, “how you treat your people has every-
thing to do with how well your customers are
going to be served.” Even so, Caplan says he

doesn’t believe in sugarcoating the job. “When
| interview people, especially at the senior
level, 1 say, ‘However hard you think your job
is going to be, multiply it by 10 and that will

1

be an easy day, ” he elaborates.
PROVIDING RECOGNITION

Caplan says competitive base salaries
coupled with substantial perform-
ance-based cash bonuses help
E*Trade attract and keep the best
workers, but he adds that the “psy-
chic rewards” of work matter as well.
“Reminding managers to say thank you, hav-
ing parties when a department has a really big

success — those are important to people.”

»
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RETENTION

WHICH BENEFITS WILL
BE MOST EFFECTIVE IN
RETAINING EMPLOYEES
THROUGH 2007?

% of CEOs who answered:
@ Less effective @ More effective

1%#
Stock incentives _
Employee education 2% w
Recognition awards 4%_

Flexible schedules 7%

Cash bonuses

Diversity initiatives

Social-responsibility
initiatives

Community
outreach

Retirement
benefits

Day care

Employee
discounts

» Bruce Hertzke, chairman and CEO of
WINNEBAGO INDUSTRIES INC. (WGO), says
an atmosphere encouraging creativity aids
both workers and management. “Everyone
has to know what the financial goals and
objectives are, but beyond that it helps to
have a little creativity. Employees
don’'t always achieve objectives
the way | would,” he says.

For example, three years ago a
group of Winnebago engineers
began designing a fuel-efficient motor
home. “Gas was cheap,” Hertzke recalls.
However, the designers believed there was
a market for high-mileage motor homes,
he says, so the company encouraged them
to continue their R&D. The Winnebago
View and the Itasca Navion, introduced last

year with twice the gas mileage of tradi-
tional motor homes, “have been extremely
timely,” he says.

FLEXIBILITY IN THE WORKPLACE
Half of the CEOs cite education, cash
bonuses and stock incentives as tools

that help to retain workers now
more than in the past. Further-
more, 44 percent believe that
flexible schedules, including tele-
commuting, aid in worker retention.
“We demand so much of people in terms
of time and travel that | don’t often think
about where they physically sit during the
day,” says Caplan. “They know what they
need to do, and wherever they need to be
to get it done, that’s fine with me.”

HALF OF CEOS CITE EMPLOYEE
O AS A MORE EFFECTIVE
O RETENTION TOOL, ALONG WITH CASH

BONUSES AND STOCK INCENTIVES.

¥ to ca; pow
t@ t i

Shigenobu Nagamori,

WHAT BENEFITS ARE THE MOST EFFECTIVE IN RECRUITING
AND KEEPING EMPLOYEES?

To attract and keep good workers, information is power, says Shigenobu Nagamori,
chairman, president and CEO of NIDEC CORP. (NJ). “The most important thing is to let
people know the company well,” says Nagamori, who founded the Kyoto, Japan-based
__'#ompany in 1973to makermotors for items ranging from hard-disk drives to refrigerators
ring units. Nagamori says he spends a significant amount of time talking
nvestors and other professionals about Nidec. The CEO says his goal is to
ection between a well-run company and one that people want to work for.
uld app'reEiate more than anything a firsthand briefing from a company
what company is truly worth working for,” he says, noting that in the
quest for quality workers, he puts “face-to-face opportunities ahead of everything else.”
Such first-hand intelligence, says Nagamori, gives him insight into what Nidec’s
100,000 workers want in return. “I can say with confidence that they want more than just
a fat salary, flextime or telecommuting,” he says, emphasizing that a sense of accomplish-
ment and meaning is at the core of what attracts the best workers to a corporation in the
first place. “As a leader, | consider my ultimate task to be keeping the company on a
sustainable growth track so our employees can feel accomplishment and satisfaction from
* their work,” he notes. And by maintaining the health of the corporation, Nagamori says,
he’s able to avoid something universally feared by employees: abrupt layoffs. Says the CEO:
“I believe that means the most to working people in all times and all places.”
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ENOUGH ACTION TO GUARD
THEIR COMPANY’S REPUTATION? WHAT
STEPS DO COMPANIES TAKE TO MONITOR AND
PROTECT THEIR GOOD NAME?

WHAT IS THE WORTH OF A GOOD
reputation? In the wake of the corporate
scandals of the past few years, it has become
increasingly clear to CEOs, employees, cus-
tomers and investors how valuable a com-
pany’s reputation is — and how easily it
can be damaged.

Points out Office Depot’s Steve Odland:
“It is very hard day to day to measure ethics,
but it is very easy to see when the trust in
an organization from its key constituencies
just collapses.”

This year’s NYSE CEO survey digs a little
deeper to find out how good a job corpo-
rate leaders believe that they’re doing
when it comes to protecting one of

their company’s most valuable

assets. On the whole, the CEOs sur-

veyed give themselves good marks

for reputation management. Some 84
percent respond that business leaders
today take enough action to protect their
company’s good name.

il

Some 85 percent say they accomplish
this by having informal discussions with
stakeholders who are connected to the
business. Fully three-quarters report that
they track their reputation through con-
versations with, or surveys of, employees.
A little more than half of the CEOs say they

monitor the Internet for the skinny

on their company.
Still, “reputation means dif-
ferent things to different people,”
according to Dr. Daniel Vasella,
chairman and CEO of pharmaceuti-
cal giant NOVARTIS A.G. (NVS). “We earn it
by being innovative in the drugs we develop,
by creating shareholder value with superior »
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MANAGING

REPUTATION

WHAT METHODS DO YOU
USE TO MONITOR YOUR
COMPANY’S REPUTATION?

Company market cap:
@ $3 billion+ . $1 to $2.9 billion @ Under $1 billion

Informal 87¢
discussions with
relevant parties

Discussions
with, or surveys
of, employees

Review of
published
rankings

Analysis of
media coverage

679

Monitoring -
the Internet 579
Ongoing ;

survey research ’ 670“

» performance and by fulfilling society’s
expectations of what a big company should
do for the health of needy patients. It's some-
thing we work at every day.”

Peter Blake, CEO of Canada-based
RITCHIE BROS. AUCTIONEERS INC. (RBA), says
it's not only his job to protect his com-
pany’s reputation; it’s the job of all
700 of the organization’s employ-
ees. “I'm not the first person cus-
tomers come into contact with
when they’re thinking about doing
business with us,” he says. “Every employee,
from the sales staff to the guy checking
equipment in the yard, has a role to play and
has to demonstrate to customers the values
and integrity that we stand for.”

HARNESSING THE GOOD NAME

Vasella says he’s used to seeing the drug
industry make headlines for both good and
bad reasons. “Pharmaceutical companies are
often grouped in with what's wrong with the
health-care system,” he says, “but drugs
account for only about 10 percent of total

costs. Even if we had zero profits on our
products, we wouldn't be able to fix health-
care’s problems.” Vasella feels the industry’s
reputation could be improved “if we did a
better job of communicating and answering
critics who say that drug prices are too high.”
ORC's Resnick says many compa-
nies miss valuable opportunities to
harness the power of their good
name. “So many leaders feel that if
they just run the business success-
fully and ethically, then reputation
will take care of itself,” he observes. “My
response to that is, either you manage your
company'’s reputation or everyone else will
manage it for you.”

“There is only one compass for naviga-
tion, one overriding principle: integrity,”
insists Rijkman Groenink, chairman of the
managing board of ABN AMRO HOLDING N.V.
(ABN).“Integrity and compliance safeguard
reputation. Consequently, this provides a
sustainable franchise, which is a license to
operate and ultimately is more important
than short-term success.”

Steve Odland, Office Depot Inc.

HOW DOES YOUR COMPANY PROTECT ITS REPUTATION?

The letters in Chairman and CEO Steve Odland’s title provide a huge clue into how
he protects OFFICE DEPOT INC.’s (ODP) reputation. “I remember my three core con-
stituencies by my title, CEO, and that’s customers, employees and owners,” he says.
“So when | think about reputation, I think about reputation with each of those groups.”
The most crucial aspect of a company’s reputation, says Odland, is integrity. It must

s gow

It’s lived every day.”

permeate all aspects of the organization, from its ethics policies to its diversity values to
ernance guidelines, he explains. Providing customers with products and services that
ctations is another tool that Odland says Office Depot uses to protect
. of course, says the CEO, financial performance is crucial, including
such as quarterly earnings and stock price. Even with each of these areas
tation management is an ongoing process, Odland insists. “It’s very hard
asure ethics, but it's very easy to see, especially in the handful of corpo-
at have occurred, when trust from key constituencies collapses,” he notes.
00 employees doing business in the U.S. and 21 other countries, Office
s to manage its reputation globally, says Odland. “We have one vision for this

our employees all the time, ‘If it feels wrong, it is.” | truly believe that people want to
work in a company with solid values and strong ethics. And that goes for everyone.”
Can a damaged company’s reputation ever be regained? “It depends,” says Odland.
“A missed quarter is usually understood and forgiven. A more serious breach depends on
how much trust has been built over the years. A good reputation isn’t a PR campaign.
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WHICH COUNTRIES ARE COMPANIES MOST
FOCUSED ON? ARE EMERGING MARKETS A
THREAT OR AN OPPORTUNITY? HAVE OFFSHORING
EFFORTS BEEN SUCCESSFUL?

IN TODAY’S BUSINESS ENVIRONMENT,
global expansion to find new markets for
products and services is part of the mantra of
leading companies in the 21st century.
Where are companies expanding? The
U.S. is the country that CEOs plan to focus
more on through 2007, followed by China
and India. About three in five U.S.-based
CEOs say their home market is their com-
pany’s strategically most important one.
Non-U.S.-based companies appear more
diverse in their focus. When those CEOs

who say the U.S. is their company’s strate-
gically most important region are asked
which region is second, China jumps to the
top of the list. Says John Chen, CEO of
Sybase: “China’s market is mature
enough to support big growth.”

Peter Dolan, CEO of BRISTOL-
MYERS SQUIBB c0. (BMY), expects
his company’s $300 million (annual sales)
nutrition and pharmaceutical business in
China to grow robustly. Indeed, Baraclude, a
recently launched hepatitis B drug, may have

PPN 4
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greater sales in China than in the U.S., he says.
“About 120 million Chinese are infected with
hepatitis B, so the market is enormous,” he
says. “We're building our portfolio around the
product opportunities we see in the world.”
Still, Chen warns against China’s appeal
as a low-cost producer. “There is no doubt
that China’s cost base will move up in
the next several years,” he acknowl-
edges. “For its sake and for ours, |
hope so. If China never increases
its GDP or its standard of living, the
market potential is finite.”
Together, the BRIC bloc — Brazil, Russia,
India and China — scored a vote of confi-

dence, with 35 percent of CEOs choosing »
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GLOBAL ISSUES

ARE EMERGING MARKETS AN
OPPORTUNITY OR A THREAT?

% of CEOs who answered:

» those countries as strategically most
important and 62 percent saying the area will

57% receive more focus through 2007. The most
Opportunity .
common reason to focus on a region is to sell
’ v
WY ) . products and services, say CEOs. Expanding

Threat local marketing and sales activity, seeking or

expanding partnerships and investing

in wholly owned local facilities are

HOW DOES GLOBAL TRADE
AFFECT YOUR BUSINESS?

% of CEOs who answered:

the most common actions.
Some 38 percent of CEOs say
the global trade environment favor-

33%

. Favorably ably affects their business, compared

Extremely favorably

Extremely
unfavorably 1%

Unfavorably

1T with 42 percent last year. And, as reported
last year, emerging markets are seen gener-
ally as an opportunity rather than a threat.
Most telling, 66 percent of CEOs from com-

panies with market caps of $1 billion or

HOW DO YOU RATE YOUR
OFFSHORE EXPERIENCES?

more call emerging markets an opportunity,

versus a third of CEOs of smaller companies.
Compared with their non-U.S. counterparts,
U.S.-based CEOs are more likely to view the
impact of the global trade environment as
neutral rather than favorable.

On the issue of offshoring, the vast major-
ity of CEOs rate their experience as
successful, and very few have repatri-

ated operations. However, just 43

percent call their offshore experi-

ences “very successful,” compared
with 64 percent in last year’s survey.

“Developing a globally minded workforce
that respects local cultures and traditions is
crucial,” insists Mike Eskew, chairman and
CEO of ups (UPS). “Deliver on promises,
take your job and family seriously, but
never yourself.” [

% of CEOs who answered:

43% Very

successful

Failed to
achieve goals

Too early
to conclude

RUSSIA,

THREE-QUARTERS OF CEQOS SAY THEY
WILL FOCUS MORE ON NAFTA.
62 PERCENT SAY BRIC (BRAZIL,

INDIA AND CHINA).

8%
Michael Eskew, UPS

WHAT DOES IT TAKE TO LEAD A GLOBAL COMPANY INTO THE FUTU

As the chairman and CEO of package-delivery company UPS (UPS), which rep
business in more than 200 countries and territories around the world and 2C
of $42.6 billion, Mike Eskew says he understands the power of the global fn
and the challenges of operating within it. “One of the most important things [in le
a global company] is to articulate a vision — globally — and explain how:gye one
organization plays a role no matter what their specific job,” he says.
Eskew says another prerequisite is understanding how global supply chains can
achieve top-line business results. Imagine the global supply chain, he suggests, Z}s af
series of long conveyor belts along which workers in different countries Perform spe-
cialized tasks faster, cheaper and more efficiently. “Harnessing that power is ess
to moving into new markets, enhancing service, driving ffici_éncies, differentiati
products and improving operational focus,” he says. In the 21st century, “you
develop strategies in a national vacuum,” the CEO adds. “We work on promoting
a global brand, which is much more difficult to manage than a national brand.”
Part of fortifying the global UPS brand, says Eskew, is developing a workforce “that
respects local cultures and traditions but also promotes universal values.” That, Esqu 4
explains, means stocking the company with people who work well with others, under';tan!!
how to manage diversity, possess a strong global acumen, have knowledge of the markets
they operate within and are sensitive to the dynamics of international trade and public
policy. And, he adds, “It wouldn’t hurt to learn another language.”

2y




Henning Kagermann, SAP A.G.

WHAT IS YOUR APPROACH TO EMERGING MARKETS?

Henning Kagermann, chairman and CEO of SAP A.G. (SAP), a maker of business applica-
lons software, says his company’s objective in dealing with developing markets is “to

h by enabling companies of all sizes to compete on a level and fair

O says SAP’s ability to adapt its business strategy to service emerg-

a and India, for instance — not only will give it a sharp edge over

| address the company’s most pressing management challenge.

n an age when differentiation between products is decreasing,

new driver of competitive differentiation. How business is exe-

mportant than the substance of the business being transacted.”

Jare, “companies in emerging markets will be able to recompose

i.-." Jels — that is, connect ideas expressed in code,” Kagermann reports.

long been the primary source of innovation in biology and science, and

business and IT as well.” He adds: “Our software gives customers

, transparency and governance tools to run their businesses right. That

playing field for companies in developing economies.”

any-based SAP, which reports supporting customers in more than 120
Pl nounced that in August it will begin building its second Indian software

. developme ‘center. Its initial Indian facility, in Bangalore, opened in 1998 and is now

~ SAP’s biggestidevelopment center outside its home country, employing approximately

2,700 programmers. Once the new facility is fully operational at the end of the year, the
number of employees will increase to 3,500, the company reports.

WHERE IN THE WORLD?
WHICH REGION IS THE MOST IMPORTANT IN 2007? WHICH WILL
RECEIVE MORE FOCUS?

Mexico
Central America
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South America
(except Brazil)

Australia and ,*' /
New Zealand

% of CEOs who answered:
@ Most important . Will receive more focus
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