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FROM THE CHAIRMAN

ETHAN ALLEN CEO FAROOQ KATHWARI
VISITS WITH DICK GRASSO DURING
THE COMPANY’S 70™ ANNIVERSARY
CELEBRATION AT THE EXCHANGE
EARLIER THIS YEAR

Our nation was faced with a multitude of challenges in 2002. From the lingering effects
of September 11 to the crisis of investor confidence, Wall Street, the financial-services
industry and the U.S. and global economies have all been put to the test.

But from this test comes an historic opportunity—a chance for business leaders to
reassure investors of the soundness of our companies, markets and the economy. It is our
job to recreate the corporate landscape to promote better accountability, create greater
transparency and contribute to a better system of checks and balances.

Companies and their leaders are already seizing opportunities to do so. They’re taking
steps to adhere to new regulations; they’re actively recruiting new directors to ensure that
the majority of their boards are independent; and they’ve attested to the accuracy of their
financial reporting.

One of them is Ethan Allen’s CEO, Farooq Kathwari, who publicly certified his company’s
financial statements even though the SEC order didn’t require him to. In the Q&A on page
38, Farooq describes the importance of this action, and of making sure credibility and
justice transcend an organization.

That message is echoed in the essay by Verizon’s CEO, Ivan Seidenberg, on page 41.
In it, Ivan discusses how the CEO’s most important role is to be the custodian of an orga-
nization’s values. He explains that making CEOs publicly accountable for their companies’
actions is a crucial part of rebuilding credibility. And he describes how his certifying
Verizon’s financial statements allowed him to vouch for the accountability and integrity
of the people of his company.

His essay is the first contribution to nyse magazine’s newest department, entitled “For
Stakeholders.” We hope CEOs and other leaders will continue to express their views in
these pages on the issues of corporate governance, which are so critical to all of our
constituents.

Meanwhile, the markets themselves continue to work together to restore confidence.
In addition to the NYSE initiatives and legislative initiatives covered in our last issue, the
Exchange recently joined efforts with the SEC, the New York State Attorney General, the
NASD and the North American Securities Administrators Association to strengthen rules
concerning research analysts and initial public offerings. We proposed new rules covering
the way broker-dealers and their research and investment-banking departments manage
and disclose potential conflicts of interest. And at the request of SEC Chairman Harvey
Pitt, we jointly formed a new committee of leaders from the private and public sectors to
extensively review the IPO process and recommend ways to correct and strengthen it.

We look forward to working with the SEC, state attorneys general, the NASD and the
NASAA to enhance regulation in these and other areas. Sound regulation and vigorous
enforcement must never be compromised. The Exchange’s commitment to protecting
investors remains unwavering, and we thank our 2,800 companies, all of which must

adhere to the highest standards, for their help in rebuilding investor trust.

Warmest regards,

D
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NANOTECH

RETOOLING OLD TECHNOLOGY FOR NEW CHIPS

Punch-card technology, once one of IBM Corp.’s (IBM) signature products, might be making a comeback in the
form of Millipede, a new data-storage system it’s developing, according to the company. IBM reports the new nano-
technology system can hold a greater density of information than any existing technology—as much as one terabit
of data per square inch, the equivalent of a 100-plus-gigabyte computer hard drive—at a lower cost. The compa-
ny expects to have built a fully functioning prototype by early next year, says Paul Seidler, manager of science and
technology at IBM’s Zurich Research Laboratory.

The storage all takes place on a chip smaller than a postage stamp, Seidler explains. While semiconductors
record data using a binary arrangement of electronic zeros and ones, Millipede uses the old punch-card
system of dots, IBM says. The dot symbols are in the form of holes in the surface of a plastic layer IBM has
designed for the system, and are “written” and “read” by an array of cantilevered arms with heated needles
at the end, says Seidler. The information can be deleted by a process that closes existing holes, he says, adding
that new holes can be “written” later.

Millipede is practical for mobile handheld devices because it can run at lower power levels than other storage
devices, says Seidler. “In applications like these, the ability to make a really small storage device is a must,” he says.
Millipede could help makers of cell phones and personal digital assistants push those products to do more complex
tasks that require more storage than today’s flash memory or magnetic recording devices have, Seidler adds.

IBM IS DEVELOPING
MILLIPEDE, A DATA-STORAGE
SYSTEM BASED ON PUNCH-

CARD TECHNOLOGY

AUTO INDUSTRY

ELIMINATING THE “WHOOSH”

THE 2003 LINCOLN Until recently, all the improvements engineers at Ford Motor Co.’s (F) Lincoln Mercury division made to build a quieter

NAVIGATOR SUVS ARE

CTTED WITH ENLANCED car interior still did not eliminate the “whoosh” drivers hear when wind hits their side windows, the division says.

PROTECTIVE GLASS.

That changed last year, when the all-new 2003 Lincoln Navigator SUVs were fitted with side windows made

A R B of Enhanced Protective Glass (EPG), which includes a layer of Saflex, a new generation of inter-

layer, Ford says. Saflex, says its creator, Solutia Inc. (SOI), does not deteriorate around
the edges and let fingers of air into the car. EPG blocks out wind sound, reducing
interior noise by three to six decibels, says Jay Pyper, Solutia’s worldwide auto-
motive market development manager. Ford says it buys EPG from
makers PPG Industries Inc. (PPG) and Visteon Corp. (VC).
EPG also is more resistant to blows from aspiring car-
jackers, blocks 95% of ultraviolet radiation and can be
tinted with a wider variety of colors than tempered glass,
says Solutia. But getting rid of the whoosh made the
biggest difference to most automakers, Pyper says. “When
we told manufacturers in Detroit and throughout Europe,”
he recalls, “they turned cartwheels.”

"WHAT'S THE BEST WAY TO THAW A TURKEY?" IS THE NO. 1 QUERY CUSTOMERS PUT
[HOLIDAYS] a

TO A PHONE LINE RUN BY BUTTERBALL, PART OF CONAGRA FOODS INC. (CAG).

nyse MAGAZINE
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RETAIL CHIC POSTAL SERVICES

OFFERING SHOPPERS THE 24-HOUR POST OFFICE
A “LIFESTYLE EXPERIENCE”

A new 24-hour, automated parcel-retrieval system is helping the U.S.

Women ages 25 to 35 are about to have the first clothing Postal Service to better serve customers after normal business hours,
store designed just for them, according to Chico’s FAS Northrop Grumman Corp. (NOC) says. The company’s Mail Item
Inc. (CHS). Pazo, Chico’s new concept store, is being Retrieval System (MIRS) machines—now being tested in three U.S. loca-
launched in eight locations in tions—work like ATMs, it says.

II:. E ZB early 2003, Chico’s says. The Lodged in post office lobby walls, the machines are the size of three stan-
stores will feature a casual base, focusing on denim and dard vending machines. During the day, postal staff load packages into slots in
active wear, with elements of go-to-work styles and inti- a vertical carousel behind the machine. MIRS reads patrons’ pick-up notices
mate apparel, it says. “This concept is different from using a bar-code scanner system supplied by Symbol Technologies Inc.
anything our competitors are doing,” says Barry Shapiro, (SBL); customers need their credit card or driver’s license scanned to verify
vice president and general manager for Chico’s. “There their identities. Then their
are others doing pieces of it, but we believe we can pull package rotates to a door
all the pieces together to give the customer a whole on the machine’s front,
lifestyle experience.” where it can be removed,

Chico’s decision to focus on this niche market was says Mark Neebe, Northrop
arrived at in two ways: “First, we looked at how much of the Grumman’s program man-
total market, in terms of square footage, was serving this ager for the technology.
particular demographic,” Shapiro says. “Then, we did on- “Around 70% of customers
the-ground research, walking through the malls and just who were left pick-up
talking to women in this age group.” As a result, Chico’s will notices in the test locales
offer women a “fun atmosphere” and sell clothes at are now getting packages
“impulse prices,” meaning the cost of merchandise “will not by self-service,” he adds.
be an obstacle, and will also be one of its selling points,”
Shapiro says. Chico’s isn’'t revealing many specifics prior to LrosiaL sece
the chain’s launch, but Shapiro promises “the store design PACKAGE LSING NORTHROP
will not be like anyplace else in the U.S.” RETRIEVAL SYSTEM

HOME BUILDING

A SHOWCASE FOR AFFORDABLE HOUSING

When Habitat for Humanity cut the ribbon on a new house in Kansas City, Kans., for a needy family
this summer, the event also marked a milestone for Lafarge North America Inc. (LAF): It was the
first Habitat project constructed entirely of building materials made by Lafarge North America and
French parent Lafarge S.A. (LR), according to the companies. Dozens of Lafarge employees volun-
teered to build the home, and Lafarge says the project demonstrated that concrete construction—which

THIS HABITAT it says provides improved energy savings and better indoor air quality—is ideal for affordable housing projects. “This part-
FOR HUMANITY

HOUSE IS MADE nership allows us to contribute affordable housing to our local communities and to show to them the value that our products
ENTIRELY OF

LAFARGE BUILD have,” says Philippe Rollier, president and CEO of Lafarge North America.

ING MATERIALS

According to Habitat, other long-time corporate donors include Dow Chemical Co. (DOW), KeyCorp. (KEY), Masco
Corp. (MAS), Weyerhaeuser Co. (WY) and Whirlpool Corp. (WHR).

FROM TOP: COURTESY OF NORTHROP GRUMMAN, LAFARGE

} FEDERATED DEPARTMENT STORES INC. (FD) CO-FOUNDER FRED LAZARUS JR. IN 1335 CONVINCED PRESIDENT FRANKLIN ROOSEVELT TO }

CHANGE THANKSGIVING FROM THE LAST THURSDAY OF NOVEMBER TO THE FOURTH THURSDAY, TO EXTEND THE HOLIDAY SHOPPING SEASON.

All information obtained from the respective companies.
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UPFRONT

CEQO SuURVEY

With the holiday season approaching, nyse magazine asked several
retail company CEOs about their strategies and expectations.

What do you expect will be your best-sellers this holiday season?
What new merchandising techniques do you expect to employ?

| We’re putting a big emphasis on technology in
the digital category—cameras, photo printers
and the supplies that go with them. Hewlett-
Packard has launched a whole new line of
these items, and we’re having joint promotions
to drive customers to the store. In conjunction
with this launch, we’ll have Solutions Centers—
all the tech supplies that are related together in
the center of store—in more than 150 stores.

Additions for this holiday season include
| Tiffany’s Roundel, Bubbles and Feathers jew-
elry collections. We are very excited about the
potential of our newly launched Tiffany Mark

-
| |
watch collection. Tiffany’s success is based in
part on our consistent approach to merchan-
‘ dising and active product development; there

is no need to change that in this or any other
holiday season.

Best-sellers this season should be the Ford

Fi i F-150 pickup and the Toyota Camry. New
- models that will bring additional sales and a lot
= of excitement include the Lexus GX 470 and

Honda’s Pilot and new Accord. The biggest car
sales week of the year takes place between
Christmas and New Year’s. An annual highlight
is the Toyotathon, when Toyota Motor Sales
revs up a huge ad campaign.

We are excited about two new products we are
introducing this fall—one of those being the
Sports Edition watch on a vintage denim strap,
which shows how innovative Movado can be
within the luxury category. We are also excited
about a new Concord watch. This fall we are
introducing several new advertising campaigns
for our brands, including the Concord.

A WIRELESS CITY

MAKING CONNECTIONS
IN BELLEVUE

When Bellevue, Wash., city inspectors drive out to a building site,
they say they no longer need to have already searched the files at
their office to know the project’s status. Instead, they can check it
from the site using an iPAQ Pocket PC from Hewlett-Packard Co.
(HPQ) that connects to the city’s database servers through AT&T
Wireless Services Inc. (AWE). After the inspections, they can
also file their reports remotely. The system saves time both for the
city and for builders and developers, who in some cases can check
for inspection results the same day using the city’s \Website.

Bellevue launched its drive to become the U.S.’s first “wireless city”
last spring with help from an alliance of high-tech companies, includ-
ing Compaq Computer (now HP) and AT&T Wireless. Each of the 100
city employees involved in the pilot program, which runs through
March 2003, received an iPAQ pocket PC and an Evo notebook com-
puter from HP, both with wireless capability, the company says.

The new wireless network “shows the real-life applicability of
this technology and gets people used to using it,” says Jerry
Meerkatz, vice president, HP Mobility and Emerging Technologies.
“Other local and
state governments will
be attracted to this
model,” says Karen
Bienz, government
data account manager
with AT&T Wireless.
“So will businesses
that employ a lot of
field servicing per-
sonnel, from banks
with their ATM net-
works to trucking
companies.”

City officials want
to explore new appli-
cations for the wire-
less network, such as
using it to remotely
turn on and off park
sprinklers and ball field </ worere
lights, adds Bienz. IPAgS

COUNTERCLOCKWISE, FROM TOP: COURTESY OF OFFICE DEPOT, TIFFANY, GROUP 1 AUTOMOTIVE, MOVADO GROUP, CITY OF BELLEVUE, WASH.

AMERICAN GREETINGS CORP.'S (AM) NO. 1 HANUKKAH CARD IN 2001 > IN A 2001 BEST BUY CO. INC. (BBY) SURVEY, 47% RANKED >

PARENTS THE HARDEST PEOPLE TO BUY HOLIDAY GIFTS FOR.

WAS "“TOP 10 HANUKKAH SONGS THAT NEVER QUITE CAUGHT ON."
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CORPORATE GIFTS

TARGETING THE BUSINESS BUYER

Executives are devoting more time these days to
choosing the right holiday gift for valued workers S A K S
and mementos to best represent their companies to
clients and associates, according to Saks Inc. F I F T H
(SKS). “A lot of executives feel that in these eco- A ‘lu,.l.-’ E N U E
nomic times it's important to show recognition,” says
Cathy de Silva, vice president of business development for Saks Inc. In response
to this trend, Saks says it created a one-stop shopping experience for upscale cor-
porate gift buyers, with a new catalogue and a dedicated four-person sales force.
“The luxury sector of this market is greatly underserved,” says Christina Johnson,
president and CEO of Saks Fifth Avenue Enterprises, a division of Saks Inc.

Saks says it is contacting past corporate customers, creating a section of
its Website for corporate gifts and issuing a corporate gifts catalogue in the
fall for holiday gifts and in the spring for items related to conferences and
sales-goal incentives. The catalogues offer goods ranging from designer
watches to pens, games and accessories from such makers as Coach Inc.
(COH) and Polo Ralph Lauren Corp. (RL).

Saks says it previously did not target corporate clients as a specific group.
“For the long term, this will be a sizable business focus for us,” says Johnson.

JAMES
W. KEYES

PRESIDENT AND CEO,
7-ELEVEN INC. (SE)

HOW DO OVER-
SEAS OPERATIONS
IMPACT DOMESTIC
PRACTICES?

Our best-of-class licensee in
Japan, 7-Eleven Japan, literally
reinvented the chain’s concept,
addressing everything from the
way products get to the stores
to the very products they sell.
They built a much better and
much more profitable operation.
Sweden is giving us suggestions
on successful fresh-food pro-
grams. So 7-Eleven Inc., as the
licensor, has learned from the
best practices of its licensees.

FOR THE FULL FOUR QUESTIONS AND ANSWERS
WITH JAMES W. KEYES AND EXCLUSIVE
INSIGHTS FROM OTHER CEOS AND GLOBAL
LEADERS, GO TO “4 ON THE FLOOR” AT
NYSE.COM.

HUMANITARIAN CAUSE

KEEPING AN “EYE HOSPITAL” AIRBORNE

Earlier this year FedEx Corp. (FDX) says it became the primary aviation sponsor for ORBIS, a human-

THE ORBIS “FLYING itarian organization dedicated to putting an end to avoidable blindness in developing nations. ORBIS

L Convintin et says it operates the world’s only “flying eye hospital,” a converted DC-10 that features a fully equipped

rERAT NG ROOM AN operating room and teaching area. The mobile hospital, staffed by volunteer medical personnel, has

s visited 70 countries and treated more than 24,000 patients onboard since the group began 20 years ago,

according to ORBIS. The humanitarian group says it has trained more than 50,000 ophthalmologists and

r_-é other medical personnel.

s FedEx says it has supported ORBIS since the organization’s inception in 1982; initially it shipped med-
ical supplies for the group free of charge, then increased its role as time went on, the company reports. Today,
some 50 FedEx employees volunteer their time to ORBIS, conducting airworthiness safety checks, perform-
ing maintenance duties and piloting the DC-10 on its missions, the company says. FedEx, which says it runs

! the world’s largest fleet of DC-10s, reports it provides training for all ORBIS volunteer pilots, regardless of

1 ' whether they work for FedEx. The company also employs one maintenance technician who travels with the

r . hospital full-time, for yearlong intervals, the company says.

: FedEx’s worldwide transportation network and its air operations expertise make its partnership with

M ORBIS a “good match for us,” explains Rose J. Flenorl, manager of global community relations, FedEx

' “".“ Express. “ORBIS has an international impact, and we’re a company with global reach.”

] . ' e

COURTESY OF FEDEX

NEIMAN MARCUS, PART OF NEIMAN MARCUS GROUP INC. (NMG), OFFERED 93 LIMITED-EDITION 2004 CADILLAC XLRS THROUGH ITS

2002 CHRISTMAS CATALOGUE; CADILLAC, A GENERAL MOTORS CORP. (GM) DIVISION, IS ONLY MAKING 101 OF THE $85,000 AUTOS.
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igital movies, digital music, digital TV. The whole world

seems to have gone digital. While most semiconductor

manufacturers have been concentrating on turning

information into ones and zeros, one company has been
making analog chips that it says focus on the human side of technology:
restoring digital information into a form people can process.

For the digital world to interact with the human world of colors and
sounds, analog circuits are needed. These circuits turn the ones and
zeros of binary code into analog information that we can see and hear.
And that’s where National Semiconductor Corp. (NSM) points out
that it comes in. According to Brian Halla, National’s CEO, chairman
and president, nearly every product people look at or listen to today uses
analog semiconductors. Hence National’s corporate theme: “the sight
and sound of information.”

“There are more analog chips in the latest digital GSM [Global
System for Mobile communications] cell phones, for example, than there
were in the old analog cell phones,” notes Halla. As if to prove the point,
while PC sales have slowed, National reported revenues of $420.6
million for fiscal 2003’s first quarter ended in August, a 24% increase
over last year's same-quarter revenues. Halla says the gains represent
the headway National is making in including its chips in wireless hand-
sets and displays. And, he says, it is a sign of the times that points to an
evolution away from desktop computers and toward mobile devices.

Although he’s been at National for only six years, Halla, 56, has been
part of the semiconductor revolution for more than three decades. When
he studied electrical engineering at the University of Nebraska in the
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late 1960s, the school had only one mainframe computer and just one
course in the Fortran programming language, he recalls. By the time he
graduated in 1969, Halla says, he was already smitten with computers.

After college, Halla spent six years as a programmer at Control
Data Corp., then joined Intel, where he spent 14 years in marketing
(and took up deep-sea fishing with Intel co-founder Gordon Moore).
As director of marketing for Intel's microcomputer group, Halla
witnessed firsthand the rise of the personal computer as he helped
launch the company’s 386 chip.

C )

ust when others were becoming infatuated with desktop
computers, Halla says he foresaw an all-in-one processor that
integrated analog, mixed-signal and digital technology. Even-
tually, says Halla, the “system-on-a-chip” idea enabled the cre-
ation of new information appliances that could do most things a desktop
computer could do with just a push of a button and for a lot less money.
The concept also intrigued LSI Logic Corp. (LSI), which Halla
joined in 1988 as executive vice president of the product group. “It was
a critical time for us,” says Wilfred Corrigan, LSI's CEO. “We had
important military customers, but it was a time when the Berlin Wall
was coming down.” Anticipating military spending cutbacks, Halla
argued (successfully) that LSI should enter diverse markets, recalls
Corrigan. Halla says he led the charge to include an LSI processor in
Sony Corp.’s (SNE) PlayStation, for example. That, he says, was a
significant step toward the system-on-a-chip.
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THE
EVER PRODUCED LETS A
NEW CAMERA
AT EACH

“l grew up in the 35 mm world,” explains Brian Halla.
“My father had a darkroom, and | was slow to adopt
digital photography.”

Now Halla says he believes a new National chip
will convince even die-hard film shutterbugs to go
digital. Designed by Foveon Inc. (which is 40% owned
by National), the X3 image sensor has 32 million tran-
sistors, making it the largest analog chip in produc-
tion in the world, according to Halla. And, says the
CEO, the X3 represents a revolution in digital imaging.

A conventional digital camera sensor works by
capturing just one color (red, green or blue) at each
pixel location, explain computer experts. This means
that in a 3-megapixel camera only about 1.5 million
sensors on a chip detect green, with the others
detecting red and blue. This effectively reduces the
resolution or sharpness of photos and requires extra
processing and calculations for a camera to re-create
a full-color image, the experts say.

The Foveon X3 sensor is the first chip that can
capture all the colors at each pixel location, says
Halla, by allowing different colored light to pass
through to different layers of the chip. So red light is
captured at one level, while green light is captured
at another level at the same spot on the chip.

Further, says Halla, since the camera doesn’t have
to guess colors, the Foveon sensor does not have to
make complex calculations to put a full-color image
together. This, says Halla, will make it easier for
manufacturers to design better yet simpler
cameras—and to do so less expensively than can be
done with conventional chips.

The first camera to use the X3 from Foveon is
Sigma Corp.’s SD9 D-SLR, according to National,
which says it expects the camera will initially cost
around $3,000. “But low-cost CMOS [complementary
metal-oxide semiconductor] images will eventually
make digital cameras more pervasive than they are
today,” Halla anticipates. “It won’t be long before
you'’ll even see disposable digital cameras.”

But will digital photography ever supplant
film? “Yes,” says Halla, “in my case it happened 18
months ago.”

BRIAN HALLA SAYS HIS VISION OF A SYSTEM-ON-A-CHIP EVOLVED INTO THE GEODE
WHICH CAN POWER EVERYTHING FROM TV SET-TOP BOXES TO RESIDENTIAL GATEWAYS
FOR SHARING HIGH-SPEED INTERNET CONNECTIONS.

Then Halla took the top spot at National in 1996. The company, formed in
1959, had garnered a reputation making analog chips. But in the ensuing years of
diversification, National was seen by many to be losing its focus, Halla admits.
Impressed by National’s technology, Halla says he saw opportunities to pursue the
system-on-a-chip idea. “The biggest change Brian brought to National,” says
Lewis Chew, the company’s CFO, “was a much better sense of what customers
wanted. He would get into the depths of what a market needed rather than just
generating a new technology and hoping somebody would use it.”

“His forte is product planning, product direction and strategy,” says Corrigan.
When developing a product, Halla involves every level of the company, from engi-
neers to marketing folks. Fortunately, he has the management style to bring together
employees with different skills and visions, says LSI’s CEO. “Brian’s got a lot of peo-
ple skills and makes himself visible with customers and internally,” Corrigan adds.

Quick with a joke and possessing an infectious laugh, Halla is described by his
colleagues as a study in contrasts. He has a penchant for big, four-wheel drive
vehicles, which he usually hands down to his wife, Carolyn, or his two daughters. But
Halla also enjoys contemplating his pond housing giant Japanese koi fish. “Just stare
at koi for 20 minutes,” Halla says. “It's the most relaxing thing you can do.”

Halla’s personality contrasts are also reflected in his work. He has made bold
moves, such as spinning off Fairchild Semiconductor International Inc.
(FCS) soon after joining National in 1996, allowing National to focus on the
analog chip. He also bought PC microprocessor-maker Cyrix in 1997, enabling
National to become the driving force behind the first sub-$1,000 PC, states
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Halla. He says Cyrix chips also went into National’s WebPAD™
an inexpensive, portable computer with a flat screen that could be
used like an electronic notepad anywhere in the home or office.

Selling Cyrix just two years after buying it was a tough decision,
but “competing was like beating your head against a wall—it felt
good to stop,” Halla says, adding that National’s resources could be
better spent on something other than battling it out in the cutthroat
computer CPU market. “It took a lot of courage to say, ‘No, we're not
going to do that,”” says Corrigan of Halla’s decision.

C )

ational combined its strength in analog devices with

Cyrix’s integrated audio and video processor technology,

which it retained after the sale, to create Media GX, which

became the system-on-a-chip, says Halla, “which, in turn,

evolved into the Geode.” The Geode line has grown into a family of chips

designed to power everything from TV set-top boxes to residential
gateways for sharing high-speed Internet connections, he adds.

Although the Geode processor family accounted for just 4% of sales

the company reported for the quarter ended in August, Halla says he

MAKES THE

remains patient. Information appliances powered by the Geode may be
slow to take off, he says, but the company is sustaining its role as the
category leader, capturing more than 80% of the market in thin client
computers (basic computers with limited capabilities that are managed
over a network). More significantly, a raft of new information appliances,
called Windows Smart Displays, is poised to debut, says Halla.

Previously called Mira devices, the new liquid crystal displays
have built-in wireless connections so that they can be detached from
a desktop computer and carried around the home or office, allowing
the user to surf the Web and read magazines online while sitting on
the couch. Among the new smart displays likely to be announced
sometime in 2003’s first quarter, says Halla, are several branded
models that will be powered by Geode chips.

Noting that the information appliance market remains nascent, Halla
says he still concentrates on National’s core business—analog chips—
which runs the gamut from radio-transceiver chips for better cellphone
reception to power-management chips for longer battery life in cell-
phones, PDAs or any device that uses batteries, to imaging chips for
sharper digital pictures. The analog side of National’s business account-
ed for about 75% of sales for the last quarter of fiscal 2002, Halla says.

National says its chips can be found in everything from Hewlett-
Packard Co. (HPQ) scanners to wireless phones from Siemens
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AG (SI). Indeed, National’s customer list, says Halla, reads like a
who's who of consumer electronics companies: Motorola Inc.
(MOT), Nokia Corp. (NOK) and Kyocera Corp. (KYO).

However, the fact that it makes the semiconductors that are intrinsic
to the products consumers use every day does not mean National has a
high profile. You won't find the corporate logo emblazoned on consumer
products that its chips power, much less on the hood of a stock car or on
the side of a stadium, says National’s CFO. “Brian’s always been finan-
cially conservative, but we're not trying to be boring,” Chew says. “It's
more that Brian is getting the company to make all the products that
go into things that everyone needs.”

When it comes to corporate governance, Halla says he likes to keep
things straightforward. To reduce conflicts of interest, few, if any of
National’s directors are on the boards of other companies, he says.
“National Semiconductor has worked hard to build a strong balance
sheet, one that is rich in cash and low in debt,” Halla emphasizes. “We
have no synthetic leases or off-balance-sheet accounts.”

In the immediate future, Halla says he still sees growth potential in
wireless, display and power-management products. Anything “that
improves the human experience—that makes a battery last longer,

THE HUMAN
EXPERIENCE—THAT MAKES A BATTERY

TO ACCESS—IiS

makes a better screen or makes the Internet easier to access—is going
to be in demand,” Halla asserts. Analog chips are also essential compo-
nents in a variety of technologies designed to make devices people-
friendly: voice-recognition systems that allow people to dial a number by
simply speaking, computers that talk and touch-sensitive screens that
allow users to point at something they want. As these products gain
market share, Halla says, the demand for National’s chips will also grow.

“National’s strengths are in displays, and they have a growing profile
in the wireless market,” agrees Mark Edelstone, global leader for semi-
conductor research at Morgan Stanley (MWD). New features of wire-
less phones and services, such as high-speed Internet access and instant
messaging, may drive further demand for semiconductors, Halla says.

Finding product uses to take advantage of semiconductor evolution
is something of which Halla has long been a part. He says he continues
to look down the road, where the sight and sound of information will
likely have repercussions. “We have customers like an oil company that
may use our circuitry to pan up and down pipelines looking for holes,”
says Halla, who adds he expects such smart surveillance systems to
expand into areas like railway track maintenance and airport security.

Says Halla: “Following this stuff is infinitely more exciting than
following Moore’'s Law” to predict when the next fastest micro-
processor will be released.
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outhern California Gas Co. (SoCalGas) had a problem. California safety

laws require technicians to wear steel-toed boots, but custom requires

guests to remove their shoes when entering Vietnamese homes. So

Vietnamese immigrants were reluctant to invite the utility’s service tech-

nicians in. The solution, suggested by SoCalGas’ Asian employees:
Technicians would wear cloth surgical booties over their boots when entering
Vietnamese customers’ homes. “These employees helped us understand the pulse and
nuances of the community,” says Berlinda Fontenot-Jamerson, director of corporate
diversity affairs for Sempra Energy (SRE), the energy services holding company that
is the parent of SoCalGas and five other principal subsidiaries.

Thanks to intense local recruiting and policies that nurture various employee
groups, Sempra reports its workforce is 47% nonwhite, including 29% of officers
and managers and 31% of its board of directors. The utility is far from alone, as
growing numbers of companies are making diversity a top priority. Fully 81% of
large companies have some form of diversity program, according to a survey by
the Society for Human Resource Management (SHRM) and Fortune magazine.
But highly aware that their customer bases and the available pool of labor are

BY SUSAN GARLAND
PHOTOGRAPH BY SCOGIN MAYO
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increasingly diverse, many companies go fur-
ther, embracing inclusive workplace cultures
as a core business strategy, says SHRM.

NOT JUST A NUMBERS GAME
ompanies that are proud of their
diversity efforts often describe their
programs with the word “inclusion”

because they aim to tap the talents across
gender, race, age, disabilities and sexual orien-
tation. They say economic and demographic
changes are behind this push. Simply put,
explain the growing number of chief diversity
officers, companies intent on recruiting and
retaining the best and the brightest must
look beyond the labor pool expectations of a
generation ago.

Today, three-quarters of U.S. women aged 25
to 54 are a part of the labor force, says the U.S.
Labor Department. By 2020, just 63% of the
working-age population will be non-Hispanic
white, compared with 72% today, says Martha
Farnsworth Riche, a former U.S. Census Bureau
director. As a result, according to the Commerce
Department, the purchasing clout of African
Americans, Hispanic Americans, Asian Amer-
icans and other minorities is expected to double
by 2025, to around $2.7 trillion.

Cultivating an employee base that mirrors
the diverse customer pool becomes even more
important as competition intensifies, say chief
diversity officers. “We operate in a world
where understanding different cultures is a
major advantage,” says Steve Reinemund,
chairman and CEO of PepsiCo Inc. (PEP).

The belief that diversity initiatives aid busi-
ness is echoed in a 2001 SHRM/Fortune survey
that found 91% of 121 human-resource profes-
sionals at top companies believed that diversity
initiatives helped them maintain a “competitive
advantage” by improving the corporate culture,
boosting morale and making it easier to recruit
and retain employees. Nearly half said diversity
helped their companies improve creativity,
client relations and productivity.

The link between workplace diversity and
superior financial performance appears to
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be more than coincidental. A 1998 study
by Michigan State University, Texas A&M
University and the University of Notre Dame
found that companies with the most minorities
and women on their boards had shareholder
returns 21% higher than companies with no
minority or female directors. Similarly,
research by the Wharton School of the
University of Pennsylvania found that work
teams made up of people with diverse experi-
ences, education and other characteristics are
generally more productive, innovative and
creative than homogeneous groups. “When

you have homogeneous groups, you won't see
the different points of view that can lead to
innovation. People with similar backgrounds
don’t tend to challenge one another,” says
Karen A. Jehn, a professor of management.
Executives of diversity-rich companies say
the commitment must go beyond a few hours of
training by the HR department. CEOs must
regularly discuss the importance of diversity
with senior managers and employees, says
Sempra’s Fontenot-Jamerson. A company-
wide program should include recruitment,
training supervisors regarding how to manage

multicultural workforces and initiatives that
boost minority and women suppliers, she adds.

Indeed, half of the large companies sur-
veyed by SHRM report they have full-time
staff dedicated to diversity initiatives. Ronald
Harrison, senior vice president for global diver-
sity and community affairs at PepsiCo, says
each of the company’s five units has its own
full-time diversity chief, with about 50 people
throughout the company devoting a significant
portion of their time to diversity, including
employees in human resources, communica-
tions and training. “A senior vice president
helps managers understand the importance of
diversity for long-term growth,” he says.

Harrison says he considers his job to be
“coach and counselor” to PepsiCo’s diversity
practitioners, coordinating their activities and
exchanging best practices. Harrison, the five
divisional diversity managers and other key
diversity people in HR meet twice annually to
hammer out strategy on new initiatives and
goals. Once a month, division diversity heads
and other individuals involved in diversity
efforts also exchange written reports and
sometimes conference calls outlining results
in carrying out these initiatives, he says.

Employees and managers at Texas
Instruments Inc. (TXN) undergo vigorous
training to understand how people from varied
backgrounds and age groups approach work
differently. The point is to remove unconscious
stereotypes that could impede advancement and
the free flow of ideas. “We want to see that every
employee is fully engaged in getting results, and
that there are no barriers to their contributions,”
says Terry Howard, TI diversity director.

DIVERSITY TEAMS
n important component to some diver-
sity initiatives can be the formation of
a company-wide diversity team. In
December 1998 the NYSE formed a Diversity
Council to, as its mission statement says, “cre-
ate and maintain a culture that fosters an inclu-
sive environment in which all employees have
an opportunity to be successful to the full extent
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