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Markets plummet around the world

European stocks
sink on bank fears;

DJIA below 10000

By PETER McKAy
AND NEIL SHAH

Global markets plunged in a fearful
spiral Monday as investors focused on
the weakened state of the global econ-
omy, ignoring recent steps by govern-
ment officials around the world to
shore up the financial system.

The Dow Jones Industrial Average
fell 3.6% to 9955.50, dropping below
10000 for the first time since late
2004. Asian markets slumped to mul-
tiyear lows and the pan-European

Dow Jones Stoxx 600 Index had its
worst percentage-point drop in its
20-year history as a wave of emer-
gency government measures failed to
stem concerns about the region’s fi-
nancial system and economy.
Trading in Russia was halted after
the dollar-denominated RTS Index
plunged 19.1%, its biggest-ever one-
day loss, and emerging markets else-
where also tumbled. The Russian cen-
tral bank was forced to use $4 billion
to $5 billion of its reserves to support
the ruble amid the rout, traders said.
“The question now seems to be
how bad a recession we are in, not
whether we are going into a reces-
sion,” said Oliver Stevens, head of
dealing at IG Markets in Australia.
Investors around the world are in-
Please turn to back page

What’s News—

Business &3 Finance

Fear gripped world markets as
investors looked past steps to
shore up the global financial sys-
tem. U.S. blue chips fell below
10000 for the first time since
2004 and the UK. FTSE-100 in-
dex had its largest one-day per-
centage decline since 1987. The
price of crude oil traded below
$90 a barrel. Pages 1, 22, 23

m The Fed took steps to loosen
credit markets, including making
plans to pay interest on commer-
cial banks’ reserves. Germany’s
central bank will lend against a
wider range of collateral. Pages 1, 2

m UK. Treasury officials met
with the CEOs of several big
British banks to discuss a plan
to shore up their capital. Page 3

m Russian stocks tumbled
19.1%, hurt by falling oil prices
and worries that Moscow’s bail-
out plan won’t work. Page 21

m The dollar surged against the
euro amid heavy demand for
the U.S. currency from foreign
banks. The yen jumped against
the dollar and euro. Page 21

m Iceland prepared for a vote
to put its banking system in
government hands. Page 2

m BNP’s move to acquire For-
tis’s Belgian and Luxembourg
assets indicates a possible rec-
ipe for consolidation in Eu-
rope’s financial industry. Page 4

m A deal to sell Wachovia was
expected to be near as U.S. regu-
lators stepped in to resolve the
battle between Citigroup and
Wells Fargo. Page 5

Markets 4 p.m. T
NET PCT

MARKET CLOSE CHG CHG
DJIA 9955.50 -369.88 -3.58
Nasdaq 1862.96 -84.43 -4.34
DJ Stoxx 600 241.50 -19.93 -7.62
FTSE 100 4589.19 -391.06 -7.85
DAX 5387.01 -410.02 -7.07
CAC 40 3711.98 -368.77 -9.04
Euro $1.3499 -0.0305 -2.21
Nymex crude  $87.81 -6.07 -6.47
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World-Wide

European leaders came under
pressure to deliver a more coor-
dinated response to the crisis
threatening the financial system.
The EU pledged to support the
region’s banking system after a
series of rescues and Germany’s
bank-deposit guarantee failed to
reassure the public. Page 1

u The World Bank’s president
called for expanding the G-7 in-
dustrialized nations to include
major developing nations such as
China, Russia and India. Page 12

m Obama and Biden hold a
six-point lead over Republicans
McCain and Palin in a new Wall
Street Journal/NBC News poll.
Obama and McCain meet in a
debate Tuesday. Pages 10, 11, 12

m A powerful quake struck near
the Kyrgyzstan-Tajikistan bor-
der, destroying a Kyrgyz village
and killing at least 72. A 6.6-mag-
nitude quake also hit Tibet west
of Lhasa, killing over 30 people.

m Pakistan ordered the expul-
sion of 50,000 Afghan refugees
in a tribal region, alleging
many have links to militant
groups. A suicide bomber hit a
lawmaker’s house, killing 15.

m France’s Luc Montagnier and
Francoise Barre-Sinoussi won
the Nobel Prize in medicine with
Germany’s Harald zur Hausen for
discoveries of viruses that cause
AIDS and cervical cancer. Page 10

m China canceled some U.S. mil-
itary and diplomatic contacts to
protest a planned U.S. arms sale
to Taiwan, U.S. officials said.

m A suspected Tamil Tiger
rebel suicide bomber hit a politi-
cal party office in Sri Lanka, kill-
ing 27, including an ex-general.

m Ethnic Bodos and mostly Mus-
lim settlers clashed again in east-
ern India, leaving 19 people dead.

EDITORIAL&OPINION
Think global, act global

Europe’s piecemeal approach
to the financial crisis is falling
desperately short. Pages 13, 15

Sell-off around the world
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Efforts to stem
financial erisis

largely fall flat

By JON HILSENRATH
AND CARRICK MOLLENKAMP

Markets around the world is-
sued a massive vote of no confi-
dence Monday in governments’
best efforts to contain a deepen-
ing financial crisis.

The U.S. Federal Reserve, 12
months into a makeshift campaign
that is rewriting textbooks on cen-
tral banking, unveiled still more
measures Monday to eliminate the
blockage that has plagued short-
term money markets for the past
few weeks. One step—a decision
to begin paying interest on the re-
serves that banks leave on deposit
with the central bank—puts the
Fed in a position to vastly expand
its lending programs. Interest-
rate cuts by the Fed look increas-
ingly likely to follow.

Meanwhile, European Union
countries made a renewed effort
to coordinate their response to
the crisis after a series of unilat-
eral moves by European nations
failed to have the desired effect.
French President Nicolas Sarkozy,
whose country now holds the EU’s
rotating presidency, read on televi-
sion a common statement by the
27 EU nations that each “will
adopt all the necessary measures
to protect the stability of the finan-
cial system.”

The declarations followed the

Please turn to page 35

Pressures mount on Europe
to develop bank-rescue plan

As stock markets around the
world tumbled on Monday, Europe’s
leaders came under rising pressure
to deliver a more coordinated re-
sponse to the crisis threatening the
Continent’s financial system.

The European Union produced a
joint statement on Monday pledging

By Marcus Walker in Berlin and
David Gauthier-Villars in Paris

to support the region’s banking sys-
tem, after a series of bank rescues
and Germany’s guarantee of bank de-
posits failed to reassure the pub-

lic—or investors—that the EU can
temper the crisis that began in the
U.S. but has taken hold in Europe.
European countries’ economies
have become deeply intertwined in
recent years, including a single mar-
ket, a common currency and a central
bank used by 15 nations. So far EU
governments have found little they
can do together to react to the wors-
ening turmoil, raising questions as to
whether the bloc has the political
means to manage the financial crisis.
“Europe must prepare to put in
place a collective line of defense,”
Please turn to page 34
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THE FINANCIAL CRISIS

Iceland moves on banks

State steps in to take
control of system,
revive falling krona

BY CHARLES FORELLE

REYKJAVIK, Iceland—Iceland’s
prime minister warned that his na-
tion was near bankruptcy and pre-
pared to give financial regulators au-
thority to restructure the country’s
banks amid a worsening financial
crisis that has all but cut off the is-
land nation from the global finan-
cial system.

Credit lines to Iceland’s banks
closed down suddenly on Monday,
Prime Minister Geir Haarde saidin a
televised address. He said Iceland’s
parliament would vote Monday
evening on an “emergency law” that
puts the entire banking system un-
der government control.

“There is a very real danger, fel-
low citizens, that the Icelandic econ-
omy, in the worst case, could be
sucked with the banks into the whirl-
pool and the result could be na-
tional bankruptcy,” Mr. Haarde said.
Nationalization of the banks ap-
pears likely, analysts said.

In years of easy credit, Iceland’s
banks swelled until their assets rose
to some 10 times the nation’s eco-
nomic output, lending abroad as
well as at home. That has left them
vulnerable to fears their home coun-
try would be unable to bail them out
if trouble struck.

Mr. Haarde said many parties
bore responsibility for the situa-
tion. Asked whether the govern-
ment should have reined in the
banks years ago, he said: “With a bit
of hindsight we can say that this
should not have been allowed to hap-
pen.” The banks “should have pro-
vided more for a rainy day...and
been more careful,” Mr. Haarde
said.

Those fears have paralyzed lend-
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OMX Iceland All Share

Monday’s close: 2868.51, down 2.8%
Year-to-date change: down 51%

Source: Thomson Reuters Datastream

ing and bled into the broader econ-
omy. The Icelandic krona is already
down about 47% against the euro
this year, and had fallen about 10%
on Monday. That has set the stage
for a yet greater inflation rate—re-
cently at 14%—on the import-depen-
dent island.

Mr. Haarde said the situation re-

quired the government to step in. In
his address, he offered few specifics
but said the banks would shrink in
size by selling foreign assets. That
could give some support to the
krona.

Under the bill being presented to
Parliament on Monday evening, the
Icelandic financial regulator and
central bank would be able to take
over financial companies, create
new ones and fix the powers of the
companies’ boards. A state fund
would have the authority to take
over the banks’ mortgages.

Mr. Haarde said the bill gave the
government broad powers to take
control of banks. The mounting trou-
bles were accelerated last week,
when the government effectively na-
tionalized Glitnir Bank hf, one of Ice-
land’s three big banks, by putting in
€600 million. Ratings agencies
quickly cut Iceland’s sovereign-debt
ratings.

Spokesmen for the two other
large banks, Kaupthing Bank hf and
Landsbanki Islands hf, didn’t imme-
diately comment on the prime minis-
ter’s speech Monday.

Bundesbank’s Hypo help
may use a lower standard

BY JOELLEN PERRY
AND MIKE ESTERL

In order to extend funding to
prop up German lender Hypo Real
Estate AG, Germany’s central bank
may have lowered the standards on
the collateral it accepts.

German Finance Minister Peer
Steinbriick said in an interview on
German radio on Monday
that in order to extend
short-term funding for
Hypo, Germany’s central
bank, the Bundesbank, is
“prepared to lend against
additional securities,
which were not previously
accepted at central banks.”

That’s something the
Bundesbank is allowed to
do, under a little-used pro-
vision of European central
banking that lets national
central banks make emer-
gency loans. National banks in the
euro zone have made such emer-
gency loans to individual banks in

eer Steinbriic

the past. But they have typically
been kept secret.

On Sunday, Germany’s govern-
ment arranged a bailout for Hypo, a
giant property lender that came
close to collapsing after private lend-
ers pulled out of an earlier €35 bil-
lion ($47.31 billion) aid plan last
week. The newest Hypo rescue pack-
age involves a second loan of €15 bil-
lion by German banks and
insurers, atop the original
€35 billion.

On Monday, the Bundes-
bank confirmed it will pro-
vide the original €35 billion
loan directly to Hypo tempo-
rarily. Then, private-sector
lenders will step in to re-
place €15 billion of the loan
with funds of their own.Ina
statement, the Bundesbank
said the “special liquidity
help” is being extended
against “securities with value.” The
terms of the Bundesbank’s loan re-
main unclear. —Marcus Walker

contributed to this article.

INDEX TO BUSINESSES

This index of businesses mentioned in today’s issue of The Wall Street Journal Europe is intended to include all significant references to companies. First reference to these companies appear in
boldface type in all articles except those on page one and the editorial pages.

AddaX v 7 Compass Venture Partners — G00gle ......cccovveeveeeveveeensinenne 6
Adura Systems .25 I e Hartford Financial Services4
Alliance Boots......ccuvvereene. 9 Connacher Oil & Gas HBOS o 3
ANIANZ v 4 ConocoPhillips ............... Heritage Fund Mgt .27
Alloy Ventures ... .25 Costco Wholesale Hewlett-Packard ................ 9
Amec Wind Energy............. 9 Daimler........... Honda Motor ...... 8
American International Dell ..... HSBC e 4
[CTE0 1] RN Delphi . HSH Nordbank .24
American Intl Group.... Depfa ..o HVB Group ..cevveeeeeeeenenas 4
Amlak Finance Hypo Real Estate Holding
Anheuser-Busch e DEXIAuereievveerieisieisinend, 38 e 2,21,22,24,34,36
AnnTaylor Stores ... Hyundai Motor 8
Apollo Management ........27  Dillard’s ....cooocoeveeemnreenneees ImClone Systems................ 9
ArcelorMittal .......... Draper Fisher Jurvetson .25 Imperial Energy................... 7
Banco Santander .. DreamWorks........ceeeeveenne. 3 INBev 9
Bank, Kaupthing ................. EON oo Intesa Sanpaolo ........c...... 4
Bank of America ........ 4,25 Eagle Bulk Shipping . J. Crew Group.....ceueeeeeeinnees 7
Bank of New York Mellon24  EasyJet J.C. Flowers..... .24
Barclays oo.eeveeeveereees 3,36 eBay..... J.C. Penney .. 7
Bear Stearns .. 224 Eli Lilly 9 J.P. Morgan Chase .....16,25
BJ's Wholesale.................... 7 Energy Transfer Partners 23 Julius Baer Holding ......... 27

Blackstone Group....

...27 Enterprise Products

Kaltchuga Capital

Blue Earth Solutions......... PArtNers .......o.ccovvveerees 23 Management ................
Excel Maritime Carriers....23  Kazimir Partners
Exxon Mobil ..o 2 KazMunaiGas .....cccoceeevvene.
Facebook ... KKR Financia .......cceeueeeee. 2
Ferrexpo Kleiner Perkins Caufield &

Linens ‘n Things ............... 28 Prosperity Capital Tanganyika Oil ....ccccevevveennee 7
Lloyds....covveernene .3 Management.......ccceuue. Target ............ 7
MaCY'S e 7 Qatar Investment Authority ~Tata Motors ................... 23
Magna Intl..... 21,22 s 5 Taylor Nelson Sofres ......... 6
MasterCard ...ooveveenenens QuickWay Stampings Technology Partners ....... 25
Mercury Group . .8 RAB Capital.....cocovrreerrrennee Tesla MotOrs ..ovcovvvcvce. 25
Merrill Lynch weevveeveevenees 24 Reliance ADA Group......... Royal Bank of Scotland ....3
MICrOSOFE ovvvvveeerrveeeevenen 6,35 Restoration Hardware ........7 Ptaltmf\'/imt' """""""""""""""" éé
Mohr Davidow Ventures...25 RightNow Technologies ...35 T%%O a viotor 5557
Mubadala Development ...9 Roche Holding .......ccccocuunvn. 9 Tullow Oi " !
Natl City v 22 Royal Dutch Shell............... 7 UniCredit...:.... 436
Navios Maritime Holdings  RY@NAir....cccovvumrveveernnns 9 Union Properties ...o....28
............. 583D oo Urals Energy........ 7
Nevsky Capita Sagard Private Equity Valmet Automotive.......... 25
New Frontier Renewable Partners......ccvvivcinenn. Valor Equity Partners .....25

ENergy oo Salamander Energy ... VantagePoint Venture
News Corp. 6 Samsung Electronics. Partners.....cccoeeeeceinnns 2
Nielsen .......... 6 SanDisk .....ccceennee. Vattenfall Group .. .
Nissan Motor ... .8 SAP.... Viacom ..........c......
Norilsk Nickel...o.veerreeennee. 22 Sberbank...... Victoria Oil & Gas
Northern Trust.. .24 Serica Energy . Volkswagen ......
(O] (< J— .7 Shinsei Bank ...... Vontobel ..
Omnicom Group 6 ShopperTrak RCT Walch,\zw? ¢
ONGC Videsh..... .7 Société Générale. Wa Rk Mot
(O] [ [T .35 Sotheby’s .vveeeveeerieinnns 8 ashington utua

Wells Fargo .......ceveevee.

Palo Alto Investors .......... 25 Starbucks..... 28 \Wermuth Asset
Parmalat ......ccoeeeerereeeirenns 9 State Street ... .24 Management .................. 27
Pharos Financial Group....27  Sterling Energy................... 7 WPP Group............. .6
Phillips de Pury Steven Madden ................. 7 WSL Strategic Retail..........
Porsche ............. Suzuki Motor ....c.ceveveeeenee 8 YAh0O ..ovveveeeeeeceee e
Premier Oil ...coooveverererrinns Tamweel .....ceeveceereeereeenne 28  Zurich Financial Services ..9

INDEX TO PEOPLE

Bramlin ceoevveveoennen. Firebird Management ......27  Byers....... ———
Bristol-Myers Squibb . Fisker Automotive............ 25 Kohlberg Kravis Roberts 27
British Airways Fortis Landsbanki Islands e 2
Capitalia .4 Fortis . Lehman Brothers Holdings
Capricorn Management ....25  GAD  wovveeevoeoeeeeeeeeeeeeesesesssssana] s A4,7,16
Carlyle Group......cccceveeuenne 27 Gartmore Investment Mgt..27
China Petroleum & Genentech....cveeeeereeeeeenns 9

(@)1 1| - 7 General Motors .25
Christie’s International ...... 8 Genomatica. ...... .25
Circuit City Stores ........... 28 Glickenhaus. . 23
Citigroup cveveeeeeecreieenne 5,22  Glitnir Bank ....ccccevvvevrverennne. 2 This

to WSJ.com

wsj.com/reg/coupon
or renew at: wsj.com

FREE daily access

If you bought today’s paper from
a retail outlet, simply register at:

Today's code is: EUROPE-J-616

index lists the names of businesspeople and government regulators

who receive significant mention in today’s Journal.

For more people in the news, visit
CareerJournal.com/WhosNews

Applebaum, Michelle
Astley, Mark
Barra, Ornella
Barre-Sinoussi, Francoise 10
Black, Steven 17
Blokland, Paul

Brand
Telephone: 32 2 741 1211
News: 32 2 741 1600
SL TIONS, i ies and address to:
Telephone: +44 (0) 207 309 7799
E-mail: WSJUK@dowjones.com
Advertising Sales worldwide through Dow Jones

87, 1200

Paris: 33 1 40 17 17 01

Registered as a newspaper at the Post Office.

© 2008 Dow Jones & Company All rights reserved.
Editeur responsable: Daniel Hertzberg

THE WALL STREET JOURNAL EUROPE (ISSN 0921-99)
Belgium
FAX: Business: 32 2 732 1102
Editorial Page: 32 2 735 7562

Calling time from 8am to 5.30pm GMT
Website: www.services.wsje.com

International. Frankfurt: 49 69 971428 0; London: 44 207 842 9600;

Printed in Belgium by Concentra Media N.V. Printed in Germany by Dogan
Media Group / Hurriyet A.S. Branch Germany. Printed in Switzerland by
Zehnder Print AG Wil. Printed in the United Kingdom by Newsfax International
Ltd., London. Printed in Italy by Telestampa Centro Italia s.r.l. Printed in Spain
by Bermont S.A. Printed in Ireland by Midland Web Printing Ltd. Printed in Israel
by The Jerusalem Post Group. Printed in Turkey by GLOBUS Diinya Basinevi.

Trademarks appearing herein are used under license from Dow Jones & Co.

Boeckman, Wayne
Bonderman, David
Brinbrey, David
Bush, Marv
Byrne, Ted
Caruso, Rick ..
Cenedella, Marc ...
Crescenzi, Tony
Cuisia, Jose
Deripaska, Oleg
Drori, Ze'ev
Dupuis, Alain .
Everitt, Paul ..... .
Feldberg, Robyn ............ 33
Fenkner, James ............. 21
Fisker, Henrik .....cccoceeunee 25
Fitzgibbon, Mark
Flowers, J. Christopher . 24

M-17936-2003

Flynn, Phil e 23 Kursmark, Louise
Friedland, Leonid ............ 8 Lawless, Christian
Fuld, Richard .......... 16  Lemann, Jorge Paulo
Galanti, Richard A. .......... 7 Leterme, Yves
Gerardi, Kim ........... .33 Lewitt, Michael ....

Glickenhaus, Seth ...
Gopinath, Shyamala
Gould, Michael
Greco, Mario
Grimaud, Pierre-Yves ...27

Lowitt, lan
Lu, Ting
Lun, Francis

Gros, Daniel .....cccoeveenenee 34 Mayo, Mike
Hague, lan ...... ...27 McCullough, Stuart
Hasan, Faisal .......... .28 Mehta, Noshir .......

Hausen, Harald zur
Heavey, Aidan
Henning, Peter ....

Hubaud, Benoit ... .. 36 Musk, Elon

Icahn, Carl ... .9 0O’Connell, John .
Jha, Ashok ... ..8 Parekh, Deepak .
Johnson, Chris ... ... 22 Pavlik, Robert
Johnson, Larry ... ...24  Phelps, Dave

Kashkari, Neel ...
Kimura, Shohei
Ko, Michelle

Liebmann, Wendy

Matsuhisa, Nobu

10  Miller, Harvey
Montagnier, Luc ...
... 16 Moskovitz, Dustin

.5 Pierron, Charles
..8 Pury, Simon de ...
Ramanathan, K.

Repka, Francis
Richards, Betsy .....
Rosenstein, Justin
Russo, Jane Buyers
27 Sels, Willem
-7 Shahin, Zack ...
Snider, Stacey ...
- 26 Sorrell, Martin ...
Spielberg, Steven
Starinsky, Alexandre .... 27
Steel, Robert
" 3 Steer, Cynthia .
" 17 Tilford, Simon ...
"10 Tonucci, Paolo .
¢ Vaidya, Asish ..
95 Walsh, Mark
o4 Weafer, Chris ... w22
.3 Wermuth, Jochen ..
.22 White, Thomas ...
...8 Wilson, Philip
.27 Yy, Larry
...8  Zhevago, Konstantin .. 21, 22
Zuckerberg, Mark




THE WALL STREET JOURNAL.

U.K., banks in talks to lift capital

In contingency plan,
four might issue
shares to government

BY SARA SCHAEFER MUNOZ
AND ALISTAIR MACDONALD

LONDON—U.K. Treasury offi-
cials met Monday evening with the
chief executives of several top U.K.
banks to discuss a plan to shore up
their capital that, if agreed upon,
could be unveiled as early as this
week, said a person familiar with
the matter.

The plan, likely geared for banks
with major U.K. operations—Bar-
clays PLC, The Royal Bank of Scot-
land Group PLC, HBOS PLC and
Lloyds TSB—would be aimed at
helping the banks’ capital cushion,
possibly by issuing preference
shares to the U.K. government, said
the person.

It was still unclear as of Monday
night whether the four would partic-
ipate or how many shares might be
issued.

A STAR ALLIANCE MEMBER ';l

The measure is one of several
contingency plans that the U.K gov-
ernment has been looking at to prop
up its banks, if needed, people famil-
iar with the matter said.

The meeting comes after shares
of U.K. banks took a beating
Monday, as stocks around
the world plunged. Trea-
sury Chief Alistair Darling
spoke about the financial
crisis in Parliament, but
the markets took little com-
fort in his mostly general
promises with few details.

The pan-European Dow
Jones Stoxx 600 Index tum-
bled 7.6% to 241.50, the larg-
est percentage-point drop
in its 20-year history. The
U.K. FTSE-100 index fell 7.9% to
4589.20, its largest one-day decline
since Oct. 20, 1987. Shares of HBOS
and RBS both fell about 20% to close
at 160.80 and 148.10 on the London
Stock Exchange Monday.

The plan may not appeal to some
banks since it would require issuing
stock at a time when their shares
are depressed, and letting in the gov-
ernment as a shareholder.

i
Alistair Darling

Some U.K. bankers aren’t con-
vinced that the idea of purchasing
shares is the best solution because
it would do little in the short term to
improve the bank-borrowing mar-
ket, according to a person familiar

with the situation.

\ Standard & Poor’s Rat-

\ ings Services lowered its
long- and short-term coun-
terparty credit ratings for
RBS to A+/A-1 from
AA-/A-1+, citing a deteriora-
tion of credit risk and con-
cern about how the bank
would complete plans to
raise capital.

In an address to the
House of Commons, Mr.
Darling said he was “will-
ing to make further resources avail-
able as necessary” to maintain sta-
bility in the financial markets. Re-
sponding to moves from other Euro-
pean countries to guarantee all con-
sumer bank deposits, Mr. Darling
noted that the U.K. has raised its
guarantees on deposits to £50,000
from £35,000, and said markets reg-
ulator Financial Services Authority
was reviewing whether to raise the

limit further.

Any announcement this week of
a government plan to buy shares
may also include raising the limit on
deposit guarantees, said a person
close to the matter.

Mr. Darling called for coopera-
tion among European Union mem-
ber states. He was scheduled to
meet with EU ministers Tuesday. He
also said he will meet with leaders
in the U.S. later this week to look at
issues including the effectiveness of
credit rating agencies and how toin-
crease the transparency of financial
institutions.

He said he is looking at every as-
pect of issues plaguing banks, in-
cluding capital, liquidity and regula-
tion. Mr. Darling declined to com-
ment on talk about a plan to buy pre-
ferred bank shares Monday, saying
“all practical options must remain
open to us.”

In a jab at the U.S. struggle to
pass its $700 billion bailout pack-
age, he said in Parliament recent
events there showed that “nothing
is worse than coming forth with a
plan that isn’t sufficiently devel-
oped.”
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India joins fight
against squeeze
but cutting ratio

BY SUBHADIP SIRCAR
AND NEELABH CHATURVEDI

MUMBAI—The Reserve Bank of
India cut the amount of deposits
that banks have to set aside in cash
with it, joining central banks across
the world in injecting liquidity as
the global financial crisis escalates.

The cash-reserve ratio will be
lowered by one-half of a percentage
point to 8.5% with effect from Satur-
day. The move is ad-hoc and tempo-
rary and will be reviewed on a con-
tinuous basis, the central bank said
in a statement Monday.

In a separate move to enable more
foreign fund flows into India, the capi-
tal-markets regulator said it will re-
move a ban imposed in October on
the issue of participatory notes with
derivatives as underlying assets by
foreign institutional investors.

Such notes are used by investors,
including hedge funds, who aren’t reg-
istered with Securities and Exchange
Board of India to invest in Indian
stocks.
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Profumo’s defiance tarnishes UniCredit

CEOQ is on defense
over ‘misjudgment’
about capital needs

By STACY MEICHTRY
AND SABRINA COHEN

When a financial analyst asked
UniCredit CEO Alessandro Profumo
in the spring whether there was
“zero” need for his bank to raise capi-
tal, he replied with a firm “yes.”

Again and again over subsequent
months, Mr. Profumo denied Uni-
Credit needed funds. Last week he
went on Italy’s evening television
news to say so.

Now, after Sunday’s announce-
ment that UniCredit plans to raise
€6.6 billion, Mr. Profumo’s defiance
is coming back to haunt him. It risks
tarnishing his reputation as one of
Europe’s most celebrated bankers,
and further denting investor confi-
dence in the ability of bank chiefs to
predict the scope of the deepening
global financial crisis.

“To be honest, there has been a
misjudgment on our side on the
depth and length of the crisis,” Mr.
Profumo said in an interview a day af-
ter UniCredit announced a capital in-
crease, issued a profit warning and
said it would pay its dividend in
shares.

Earlier in the day, analysts had up-
braided Mr. Profumo during a confer-
ence call. UniCredit stock fell as
much as 15% before being suspended
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Many are criticizing CEO Alessandro Profumo for not coming clean earlier about

UniCredit’s financial standing.

several times throughout the day
and closing down 6% at €2.90.

Trying to send a reassuring sig-
nal, Mr. Profumo spent more than
€400,000 to buy shares in the bank
on Monday, and other executives
also bought stock.

Despite the scramble to raise capi-
tal, UniCredit remains financially sta-
ble, analysts say. Even amidst the
market turmoil, the bank is expected
to deliver a 2008 net profit of more
than €5 billion.

The board is also standing solidly
by their CEO. “Our faith in Mr. Pro-
fumo is absolute. You can’t blame
him for the instability of the mar-

kets,” said board member Piero
Gnudi, the chairman of Italian en-
ergy company Enel SpA.

Still, many are criticizing Mr. Pro-
fumo for not coming clean earlier, es-
pecially considering the broad lack
of investor confidence that is acceler-
ating the global credit crunch.

“Profumo has lost a lot of credibil-
ity,” said Davide Pasquali, chairman
of Swiss fund Pharus SICAV, which
sold all its UniCredit stock in 2007.

“Why didn’t they admit they
were in trouble before the stock was
hit by speculation?” Centrosim ana-
lyst Luca Comi wrote in a research
note.

The past week marks a dramatic
turn of events for Mr. Profumo.

For years, the 51-year-old Mr. Pro-
fumo cultivated the image of anicon-
oclast in Italy’s conservative bank-
ing sector. The executive tooled
around Milan on a yellow BMW mo-
torcycle, shunning the social com-
pany of other Italian bankers.

While rivals banks merged to cre-
ate domestic powerhouses such as In-
tesa Sanpaolo SpA, Mr. Profumo pur-
sued cross-border mergers that ex-
tended UniCredit’s operations into
Central Eastern Europe.

In 2005, Mr. Profumo engineered
a tricky cross-boarder merger with
Germany’s HVB Group AG, creating
the euro zone’s fourth-largest bank
by market value. The acquisition of
Italian bank Capitalia SpA two years
later gave UniCredit a market value
exceeding €100 billion, or $135 bil-
lion at the time, propelling the bank
to the top of the world’s bank rank-
ings.

Although the Capitalia acquisi-
tion helped strengthen UniCredit’s
retail operations in Italy, Mr. Pro-
fumo says investors have now begun
to take aim at UniCredit for becom-
ing too foreign, too fast.

Unlike Italian rivals, which have
mainly stuck to retail banking in It-
aly, UniCredit has retail and invest-
ment banking activities spread
throughout Europe. “The real topic
is the fact that (other Italian banks)
are more focused on Italy,” Mr. Pro-
fumo said in the interview.

Still, investors and analysts also
fault Mr. Profumo for struggling to

come to terms with UniCredit’s weak-
nesses as the credit crisis deepened.

When questions about UniCred-
it’s capital levels emerged as the com-
pany reported first-quarter results
this spring, a Goldman Sachs analyst
asked Mr. Profumo: “From where Uni-
Credit stands, there is zero need for a
capital raising?” - to which Mr. Pro-
fumo answered affirmatively.

The CEO and other bank execu-
tives repeatedly refuted suggestions
that Unicredit needed to raise capital
over the following months.

A wake up call, Mr. Profumo said
in the interview, came with the col-
lapse of Lehman Brothers. Banks
came under extreme pressure as
they scrambled to gain access to
funding as credit dried up. At the
same time, the cost of bank-default
insurance sharply increased to never-
before seen levels, he said.

Still, Mr. Profumo believed Uni-
Credit’s capital was strong enough to
ride out the crisis. Investors dis-
agreed, sending the bank’s share
price on a turbulent ride last week
with the stock at one point reaching
a ten-year low.

The bank called an extraordinary
Sunday board meeting, during which
board members approved a €3 bil-
lion capital increase, the placement
of a €3 billion bond and a plan to pay
its dividend in shares. The bank also
cut its 2008 earnings per share tar-
get. According to two people at the
meeting, Mr. Profumo apologized to
the board for the spiraling of events.

—Carrick Mollenkamp
contributed to this article.

BNP deal could offer future path

BY DAVID GAUTHIER-VILLARS

PARIS—The weekend purchase
by France’s BNP Paribas SA for the
Belgium and Luxembourg assets of
rival financial group Fortis NV indi-
cates a possible recipe for consolida-
tion in Europe’s financial industry:
purchase by a private bank of
heavily discounted assets with the
blessing of national governments.

After an intense weekend of nego-
tiations, BNP Paribas said it had
reached an agreement with the gov-
ernments of Belgium and Luxem-
bourg to acquire most of Fortis’s bank-
ing and insurance assets in those
countries. The deal will be financed
with a cash-and-share offer worth
nearly €15 billion ($20.23 billion).

The BNP Paribas transaction “will

ensure that Fortis Belgium fulfils the
conditions necessary for sustainabil-
ity and its development,” Belgian
Prime Minister Yves Leterme saidin a
statement on Monday. The purchase
agreement comes after Fortis ran into
liquidity problems two weeks ago,
and after subsequent government-
sponsored rescue plans foundered.

As the financial crisis sweeps
through Europe, the Continent is full
of banks which, like Fortis, appear to
need support. On Monday, French
and Belgian governments were
scrambling to reassure investors
that Franco-Belgian municipal
lender Dexia SA wouldn’t be allowed
to fail, after its shares dropped more
than 21% during the day.

Still, to make deals such as BNP
Paribas’s work, European govern-

ments need to find healthy banks will-
ing to bail out ailing institutions, and
analysts say such banks are in short
supply. “There are not many banks
left in Europe with a strong signa-
ture, strong enough that they can be
on the buying side,” said Alain Du-
puis, an analyst with Oddo Securities.
BNP Paribas traditionally had
been more risk averse than many U.S.
and European banks, limiting its expo-
sure to the U.S. subprime crisis. BNP
Paribas said it would issue €9 billion
of new shares to acquire the banking
operations of Fortis in Belgium and
Luxembourg. It would also spend €5.5
billion in cash to acquire Fortis’s Bel-
gium insurance business. Upon com-
pletion of the transactions, the Bel-
gian government will own 11.6% of
BNP Paribas, and Luxembourg 1.1%.

Buying cash

BNP Paribas’s purchase of Fortis’s
operations in Belgium and
Luxembourg will make it the largest
bank in the euro zone by deposits.

Top five banks by deposits as of
December 2007, in billions of euros

B BNP Paribas o
B Fortis 347 | 239 B3
1 ING
(Netherlands) =
2 Deutsche Bank 458
(Germany)
3.ud
(Spain) S0
4 Crédit Agricole 387
(France)
5 UBS

(Switzerland)

*Pro forma
Source: BNP Paribas; the companies

U.S. probes aspects of Lehman’s pre-collapse health

By AMIR EFRATI
AND SUSAN PULLIAM

At least three U.S. attorneys of-
fices are probing whether Lehman
Brothers Holdings Inc. misled inves-
tors before its bankruptcy filing, as
pressure grows to hold individuals
accountable for the financial crisis.

Criminal prosecutors from two
New York City boroughs and from
New Jersey are drilling into issues
that relate back to a central ques-
tion: Was Lehman saying publicly
that its financial condition was
sound while acknowledging be-
hind the scenes that its financial
situation was dire? Such a dispar-
ity at Lehman could allow prosecu-
tors to bring a case charging that
executives had fraudulently misled

shareholders and other parties.

Justice Department officials in
Washington may need to sort out
how the three offices handling the
Lehman investigations will split up
the duties or it may referee any con-
flicts between them. The intertwin-
ing probes come as the U.S. Securi-
ties and Exchange Commission,
which can pass along information to
criminal prosecutors, has been prob-
ing for months how Wall Street
firms valued their holdings of mort-
gage-related securities.

The U.S. attorney’s office for New
York’s Southern District of New
York, in Manhattan, is investigating
whether Lehman valued its assets at
artificially high levels, say two peo-
ple familiar with the matter. That of-
fice hasissued subpoenas toindivid-

uals that focus, among other things,
on what the firm told investors and
other partiesaboutitsvaluations for
roughly $32.6 billion in commercial-
real-estate holdings, according to
people familiar with the matter.
The Manhattan prosecutors are
alsointerested in whether Lehmanim-
properlymoved $8billionfromits Lon-
donoperationstoNew Yorkjust ahead
of its bankruptcy filing, a move that
has drawn criticism from creditors
andaccountants, according to two peo-
ple familiar with the matter. A spokes-
woman for the Manhattan U.S. attor-
ney’s office declined to comment.
The U.S. attorney’s office in New
Jersey, in Newark, is investigating
whether Lehman misled New Jer-
sey’s pension fund when it provided
informationabout its financialhealth

in connection with a $6 billion offer-
inginJune. New Jerseyinvested $180
million in the offering. Its loss on the
investment totals about $116 million,
because it sold some of its stake.
Finally, prosecutors in the U.S. at-
torney’s office for New York’s East-
ern District, in Brooklyn, are prob-
ing whether Lehman executives mis-
led investors by misrepresenting
the firm’s condition by making up-
beat comments during conference
calls with analysts and investors.
The Brooklyn office also is inves-
tigating whether individuals at Leh-
man defrauded the firm’s custom-
ers by dumping auction-rate securi-
ties into their accounts before the
market for those short-term securi-
ties, which trade through auctions,
broke down amid the credit crisis.

Hartford to get
$2.5 hillion

from Allianz

By DonnA KARDOS

Hartford Financial Services
Group said it will receive a $2.5 bil-
lion capital investment from Ger-
man insurer Allianz SE while also
warning of a big third-quarter loss
and announcing a 40% cut to its
quarterly dividend.

The investment from Allianz
“strengthens our ability to weather
volatile markets and continue to in-
vest and vigorously compete in our
businesses,” Hartford Chief Execu-
tive Ramani Ayer said in a state-
ment. With the investment, Hart-
ford will finish the year with a capi-
tal margin about $3.5 billion in ex-
cess of its requirements to maintain
AA level credit ratings.

The move comes as Hartford’s
stock has tumbled in recent weeks
amid industry investor worries con-
cerning problems in the stock and
credit markets. Shares closed Fri-
day at $27.40, down 69% for the
year. On Monday morning, they rose
to about $30.50.

Monday, Hartford said it expects
a third-quarter net loss of $8.50 to
$8.80 a share, hurt by $7.05 to $7.25
ashare innet realized capital losses.
The company said the “vast major-
ity” of the losses are write-downs
on its investment portfolio, with
about 75% of the them related to in-
vestments in the financial-services
sector amid recent market turmoil.
Amid those losses, Hartford an-
nounced a new investment chief.

Still, Allianz Chief Executive
Michael Diekmann said the German
company expects “a favourable re-
turn on our investment.”
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Citi, Wells Fargo in talks over Wachovia

One plan proposes
splitting branches
on geographic basis
BY DAN FITZPATRICK,

DAvID ENRICH
AND JESSICA HOLZER

Negotiations between Citigroup
Inc. and Wells Fargo & Co. to re-
solve the battle for Wachovia Corp.
resumed, with Federal Reserve offi-
cials acting as a broker, and one fed-
eral regulator predicted a compro-
mise is likely to be reached soon.

Federal Deposit Insurance Corp.
Chairman Sheila Bair said she ex-
pects a deal to sell Wachovia, of
Charlotte, N.C., to be settled Mon-
day. One person briefed on the dis-
cussions said a resolution may be
reached late in the day.

“We’re all working together with
regulators...to come at a solution and
outcome that serves the public inter-
est, and I think we will have one to-
day,” Ms. Bair said. The FDIC isn’t driv-
ing the negotiations between Wacho-

via and its two suitors, though it is
talking with all parties, she added.
While the exact status of the
talks wasn’t known, one plan dis-
cussed Sunday night had Citigroup
and Wells Fargo divvying up Wacho-
via’s 3,346 branches along geo-
graphic lines, with Citigroup get-
ting Wachovia’s branches in the
Northeast and mid-Atlantic regions
and Wells Fargo taking those in the
Southeast and California, according
to people familiar with the talks.
Wells Fargo also would take over
Wachovia’s asset-management and
brokerage units. Unlike Citigroup’s
original agreement to take over
Wachovia’s banking assets, in which
the FDIC agreed to shoulder poten-
tially hundreds of billions of dollars
in toxic loans, the plans discussed
Sunday night didn’t entail either
buyer receiving financial assistance
from the U.S. government, accord-
ing to people briefed on the talks.
Even as negotiations to split up
Wachovia proceeded, lawyers for
Wachovia and Citigroup continued
to spar over the validity of an “exclu-
sivity agreement” Wachovia had
signed when it agreed to sell its bank-

ing business to Citigroup for $2.1bil-
lion. A New York state appeals court
Sunday night reversed a lower-court
ruling from the day before that had
extended the expiration of that
agreement to Friday from Monday.

On Monday, Citigroup said it is
seeking more than $20 billion in
compensatory damages and more
than $40 billion in punitive dam-
ages from Wells Fargo for tortious
interference with Citigroup’s deal
with Wachovia.

Friday, Wells Fargo announced a
$15.1 billion deal to buy all of Wacho-
via. By agreeing to upend the deal

with Citigroup, Wachovia breached
the terms of the Sept. 29 exclusivity
agreement with the New York bank,
according to the suit.

If not for Citigroup’s willingness
to sign that agreement Sept. 29, the
lawsuit alleged, “Wachovia would
have failed the following day and
the debt issued by its holding com-
pany would have collapsed, with po-
tentially devastating implications
for the stability and security of the
financial markets.”

Citigroup also claims in its suit
that the Wells Fargo deal “triggered
the golden parachutes of Wachovia

Chief Executive Robert Steel and its
other senior executives,” enabling
the executives to “bestow upon
themselves a $225 million windfall.”

In a statement, Wachovia spokes-
woman Christy Phillips-Brown said
Citigroup’s lawsuit “appears” to be
at odds with a temporary restraining
order issued Sunday by a state-court
judge in Charlotte, N.C. The judge in
the North Carolina case ruled that
“there is significant evidence that
Citigroup has taken and continues to
take actions designed to cause the
seizure or collapse of Wachovia,” ac-
cording to a copy of Sunday’s order.

Paulson adviser to oversee U.S. rescue effort

WASHINGTON—U.S. Treasury
Secretary Henry Paulson named
Neel Kashkari, a key adviser on
whom he has come to rely heavily
during the financial crisis, to over-
see Treasury’s $700 billion program
to buy distressed assets from finan-
cial institutions.

Mr. Kashkari was designated by

Mr. Paulson on Monday as interim
assistant secretary for financial sta-
bility.

“In this capacity, Kashkari will
oversee the Office of Financial Sta-
bility including the Troubled Asset
Relief Program,” Treasury said.

Mr. Kashkari, 35 years old, is a
Treasury assistant secretary for inter-

national affairs and a former Gold-
man Sachs Group Inc. banker.

His new position confers substan-
tial power on Mr. Kashkari, who will
oversee Treasury’s effort to buy bad
loans and other distressed securities
clogging the books of financial institu-
tions and making them reluctant to
lend.

$920 MILLION PROJECT | 3 INTERRUPTIONS | CONTINGENCY PLAN IN ACTION

The risks are covered.

Taking on a challenge like this demands a global partnership from beginning to end.
We offer a broad range of risk management solutions tailored to your industry. As a
leading Fortune Global 500® company, we give you the confidence you need, whatever

the challenge. www.allianz.com

Allianz. Financial solutions from A-Z

INSURANCE | ASSET MANAGEMENT | BANKING

Allianz is a registered trademark of Allianz SE, Germany. Allianz SE is the parent company of entities around the world =& =
-

such as AGF, Allianz Global Investors and Dresdner Bank. The range of services in different markets may Vary. s

-

- ..-h____.-



6 TUESDAY, OCTOBER 7, 2008

THE WALL STREET JOURNAL.

CORPORATE NEWS

ENERGY

ELECTRONICS

INTERNET

U.K. regulator doesn’t see
evidence of power cartel

K. GAS and electricity
l I market regulator Of-
gem said that while
some electricity customers
are overpaying there’s no ev-
idence of a supply cartel.
“Initial findings from our
energy market probe give us
grounds to demand that com-
panies end practices that

B

Kesa hires PPR executive
as downturn erodes sales

; ONSUMER-electronics
L C retailer Kesa Electri-

] cals PLC appointed
PPR SA executive Thierry
Falque-Pierrotin as its chief
executive, effective Jan. 5, a
i month after reporting poor
sales as a result of the con-
sumer-spending slowdown.

At French luxury-goods
and retail company PPR, Mr.
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hinder customers,” Ofgem

Chief Alistair Buchanan said.

“But we have found no evidence of a cartel.”

The regulator said it was concerned with sup-
plier behavior that penalizes the 4.3 million custom-
ers without a gas supply, mainly in rural areas. Utili-
ties are charging customer higher margins on elec-
tricity supply than gas supply, Mr. Buchanan said.

Falque-Pierrotin has headed
the Redcats unit, a home-
shopping business for fashion and home décor. At
Kesa he will succeed Jean-Noél Labroue, who is re-
tiring. Shares in U.K.-based Kesa have fallen 60%
since January amid declining sales as consumers
seek out less-expensive goods or put off purchases
altogether to save money.

—Lilly Vitorovich

(L

EBay to cut 1,000 jobs,
take restructuring charge

I ] NLINE AUCTION
| and shopping
| ! site eBay Inc.

said it will lay off
| 1,000 people, or ap-

%Ff proximately 10% of its
.1 global work force, and

take a restructuring
charge of as much as
$80 million, in an ef-

fort to make its businesses more competitive.

EBay also announced several acquisitions. It is
acquiring PayPal rival Bill Me Later Inc., a Timo-
nium, Md., online-payments company, for about
$820 million in cash and $125 million in outstand-
ing options. It also acquired Danish online-classi-
fieds site operators Den Bla Avis and Bilbasen for
approximately $390 million.

—Mpylene Mangalindan

PP wins agreement to b

Acquisition will help
ad giant branch out
into market research

By AARON O. PATRICK
London

ARKET RESEARCHER Tay-

M lor Nelson Sofres agreed

Monday to be bought by

WPP Group for £1.1billion ($1.95 bil-

lion), in a deal that will reduce WPP’s

reliance on advertising ahead of an
expected industry downturn.

WPP Chief Executive Martin Sor-

rell has been talking for more than a

——————— decade about steer-
ADVERTISING ing his company
away from the vola-
tile ad market into research and
other marketing fields with more
predictable profits. But, until now,
his prolific deal making, including
the 2004 acquisition of Grey Global
Group, kept adding to advertising
operations.

On Monday, the Taylor Nelson
board reversed months of opposi-
tionto WPP’s offer and advised share-
holders to accept it. The bid, which
can be extended, closes Wednesday.
But it has already attracted 61% of
Taylor Nelson’s shares.

Sir Martin may have gotten an
edge by bidding just as the financial
crisis hit, scaring off rival buyers and
thwarting Taylor Nelson’s push for a
higher bid. “I don’t think it’s an over-
the-top price,” said Andrea Azzi-
mondi, amediaanalystat Pali Interna-
tional in London.

Taylor Nelson’s steady income
should make WPP less vulnerable to
adownturninad spending if the U.S.
and other big economies enter a re-
cession, analysts say. Many research
products, such as television ratings
and retail market-share data, typi-
cally continue selling well even
when advertising demand slackens.
In addition, the research industry is
growing fast in the developing
world, and global companies often
prefertouseasingleresearchfirmin
hopes of getting comparable data on
arange of countries.

Next year “is going to be a diffi-
cult year,” for the ad industry, Sir
Martin said in an interview Monday.

New research

By combining WPP Group's
Kantar and Taylor Nelson
Sofres, Martin Sorrell
(right) will create the
second-largest market
researcher. Revenue in
millions of dollars.

Nielsen
Kantar/TNS
s [ 2,193
Gk I 1,593
Ipsos [l 1,271
Synovate [Jj867

Sources: Company filings; WPP
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“In a slowdown [research] does bet-
ter, but on the upturn it is not grow-
ing quite as fast” as advertising.
Taylor Nelson also has been find-
ing new work online, using My-
Space.com and other Web sites to
gauge demand for consumer prod-
ucts like carbonated beverages. My-
Space is owned by News Corp.,

|

which also publishes The Wall
Street Journal.

“When the going gets tough, [in-
formation] gives comfort you are on
the right track,” said David Lowden,
Taylor Nelson’s chief executive.

Combining Taylor Nelson with
WPP’s research unit, Kantar, would
make Kantar the second-biggest

market researcher by revenue, be-
hind Nielsen, which is based in New
York and Haarlem, the Netherlands.
It would also make WPP the world’s
biggest marketing company by reve-
nue, overtaking Omnicom Group.

Taylor Nelson and Kantar, both
based in London, are a good fit geo-
graphically. Taylor Nelson is strong
in Western Europe, while Kantar’s
research division is bigger in the
U.S. Taylor Nelson has 15,000 em-
ployees; Kantar has 13,000.

With WPP’s financial backing, Tay-
lor Nelson could be better placed to
take on Nielsen. Taylor Nelson has
tried unsuccessfully for years to break
Nielsen’s dominance in the U.S. televi-
sion-ratings business. This year it be-
gan selling data about U.S. viewing
habits based on information collected
fromthe set-topboxes of satellite-tele-
vision provider DirecTV. A Nielsen
spokesman declined to comment.

Complicating the picture, Niel-
sen and WPP work together to mea-
sure TV ratings outside the U.S.
through a jointly owned Swiss com-
pany, AGB Nielsen Media Research.

To satisfy antitrust concerns, WPP
will have to sell either its stake in AGB

uy Taylor Nelson

Nielsen or Taylor Nelson’s European
TV-ratings business, Sir Martin said.

WPP has signed an optional
agreement to sell the Taylor Nelson
ratings business to Paris-based Ip-
sos, another big research company,
but hasn’t decided which business
it wants to get rid of, he said. WPP
will also have to sell assets in Ire-
land.

WPP, which typically operates
its acquisitions as separate units,
has forecast savings of £52 million a
year from the Taylor Nelson deal. It
plans to cut costs by combining the
two companies’ Internet panels—
panels of survey respondents re-
cruited through the Web. Such pan-
els are increasingly being used as a
fast way to poll consumers.

One of the top priorities for WPP
will be to hold on to key Taylor Nel-
son staff. Mr. Lowden, the Taylor
Nelson CEO, says he would be open
to taking a job at WPP but doesn’t
expect to be offered one. Sir Martin
said it was too early to say what
would happen to Mr. Lowden or
howmany Taylor Nelson employees
would lose their jobs. “We haven’t
even got the deal done,” he added.

For Facebook, departures indicate

BY ROBERT A. GUTH
AND JEssICA E. VASCELLARO

The departure last week of a Face-
book Inc. co-founder highlights a cul-
tural shift that the Internet company
faces as it tries to navigate the path
from start-up to big business.

The Palo Alto, Calif., company
said Friday that Dustin Moskovitz, a
co-founder and head engineer, will
leave Facebook to start his own Inter-
net service. He will be joined by Face-
book manager Justin Rosenstein.

The two are the latest Facebook
managers—including the chief tech-
nology officer and an executive who
once served as chief operating of-
ficer—who have left the company
this year.

As some of Facebook’s earliest em-
ployees move on, its ranks are being
stacked with senior executives from
Google Inc., Yahoo Inc. and other es-
tablished technology companies.

Among the changes they have
brought are new guidelines for per-
formance reviews, new recruiting
processes and training programs.

The company also is ex-
panding overseas and re-
cently said it plans to open
aninternational headquar-
ters in Dublin.

Facebook is moving
through the “type of evolu-
tion you see among young
growing companies and
specifically young grow-
ing companies in Silicon
Valley,” said Larry Yu, a
Facebook spokesman.

Founded in 2004 by
Mr. Moskovitz and Face-
book Chief Executive Mark Zucker-
berg while undergraduates at Har-
vard, Facebook was part of a rise of
social-networking Web sites,
which let people host their own
Web pages, connect with other

Mark
Zuckerberg

members of the service and share
information.

Facebook’s popularity has ex-
ploded: It now has more than 100 mil-
lion users and 700 employ-
ees.

The company is trying to
4 tap into the growing value of
advertising dollars flowing on-
line. It has made progress:
This year Facebook’s revenue
is expected to reach $300 mil-
lion to $350 million, according
to remarks Mr. Zuckerberg
made to employees in Janu-
ary, roughly double its 2007
revenue. Much of the revenue
comes through a display-ad
sales agreement with Mi-
crosoft Corp., which has a small stake.

Facebook is trying to expand its ad-
vertising business by using informa-
tion gleaned from people who use its
site—such as what college they went
to—to tailor advertisements to them.

evolution

The pressure for the system to
succeed is heightened by expecta-
tions partially set by an investment
Microsoft made in the company in
2007, which valued Facebook at
$15 billion.

Facebook employees now want to
lock in some of that wealth for them-
selves. Brokers this year have been
pitching shares held by Facebook em-
ployees to wealthy individuals,
hedge funds and other investors, say
people familiar with the matter.

On Nov. 1, the company will begin
allowing employees to sell a portion
of their Facebook shares at the com-
pany’s internal accounting valua-
tion, currently $4 billion, say people
familiar with the plan. These people
add that the valuation could change
by the time the program starts.

The company is expected to line
up outside investors to buy the
shares and has a right of refusal to
purchase the shares themselves.
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Credit crunch squeezes small oil companies

Firms sell assets,
consider merging
to finance drilling

By Guy CHAZAN

The stress in global credit mar-
kets is forcing some smaller Euro-
pean oil companies to sell assets and
renegotiate debt, while turning the
weakest into acquisition targets for
bigger rivals.

Most at risk are small outfits fo-
cused on exploration and production
that urgently need cash to keep drill-
ing. Even a few months ago, these
companies had no trouble borrow-
ing money and selling stock to fi-
nance operations, based solely on
the value of their reserves. But with
access to capital drying up, their
funding opportunities are dwindling
rapidly.

“Smaller oil companies will feel
the crunch,” said Aidan Heavey, head
of Tullow Oil PLC, a midsize oil com-
pany based in London. “There’s go-

ing to be a big shakeout.”

The squeeze comes amid a broad
selloff of shares in global oil compa-
nies as the world economy’s outlook
darkens. A steep fall in oil prices is
driving the decline. Since peaking at
$145 a barrel in July, U.S. benchmark
crude has fallen 39% to $87.81 Mon-
day. European integrated oil majors,
such as Royal Dutch Shell PLC and
Total SA, have seen their share
prices fall an average of 25% over
that time.

But at least the majors, with
strong revenues from operations
and significant amounts of cash on
their balance sheets, are more orless
immune to the chaos in capital mar-
kets. Highly leveraged independents
are much more vulnerable—espe-
cially heavily-indebted ones that
have tended to outspend their cash
flow—and have seen a much steeper
selloff in their shares. Over the past
three months, shares of exploration
and production companies trading
on the AIM, the U.K. market for small
or high-risk companies, have tum-
bled 50%.

There are already signs that this

could lead to consolidation as small
competitors are gobbled up, often by
state-run companies from Asia.
ONGC Videsh Ltd. of India is buying
London-listed Imperial Energy
Corp., whose assets are in Russia.
China Petroleum & Chemical Corp,
better known as Sinopec, is acquir-
ing Tanganyika Oil Ltd., which oper-
ates in Syria.

Smaller companies also are bulk-
ing up. Last week, London-based
Salamander Energy PLC proposed a
takeover of Serica Energy PLC,
which is focused on Western Europe
and South East Asia. And last month
Victoria Oil & Gas PLC, London, said
it was in discussions to acquire Bram-
lin Ltd., which operates in Indonesia,
Africa and South America.

Not all small and midsize oil com-
panies are experiencing financial dif-
ficulties. “It’s a case of haves and
have-nots,” says Simon Lockett,
chief executive of London-based Pre-
mier Oil PLC. He says Premier has
most of the cash and financing in
place for its exploration and produc-
tion needs over the next three years.
But other companies that raised

Discounts lure few takers in U.S.

BY JENNIFER SARANOW
AND RACHEL DODES

As the financial crisis spread last
month, some U.S. retailers hit the
panic button, offering more gener-
ous discounts than they did at this
time last year.

But the promotions did little to
persuade cautious shoppers to open
their wallets. When they report Sep-
tember sales this week, many retail
chains are expected to show big
drops in sales at stores open at least
year, a key measure of retail perform-
ance, according to analysts polled by
Thomson Reuters.

That augurs poorly for the com-
ing holiday season, which some pre-
dict will be the worst for retailers
since 1991. Even before the most re-
cent financial turmoil, retailers had
been planning conservatively for in-
ventory and seasonal hiring. But Sep-
tember’s performance could mean
even more inventory cutbacks in
coming months as retailers try to pre-
serve their margins.

A wild card is whether U.S. Con-
gress’s passage of a financial bailout
plan boosts consumer confidence in
the months ahead.

In September, same-store sales
overall are expected to rise an aver-
age 1.9%, according to analysts
polled by Thomson Reuters. That
number is buoyed by Wal-Mart
Stores Inc., which analysts expect to
post a gain of 2.8%, and discount
membership clubs Costco Whole-
sale Corp. and BJ’s Wholesale Club
Inc., which are expected to post large
gains.

Department stores are expected
to post the worst showing, with same-
store sales falling an average of 6.1%,
Thomson Reuters said.

The numbers don’tinclude results
at Macy’s Inc., the Cincinnati-based
department-store chain, because the
company stopped reporting monthly
sales.

But Michael Gould, chief execu-
tive of Macy’s upscale Bloom-
ingdale’s chain, said in an interview:
“Let’s be honest. The business is diffi-
cult.”

Spending on apparel and other
discretionary items, however, ap-
pears to have declined more last

month than it did during the sum-
mer, according to MasterCard Spend-
ingPulse, a MasterCard Inc. data ser-
vice that tracks spending of all types
and is set to release September fig-
ures this week.

The problem for many retailers is
that shoppers balked in the second
half of the month as the daily drum-
beat of bad news from Wall Street
and Washington gripped consumers.

“Ifeel guiltier shopping in this en-
vironment,” said Charlotte Houghtel-
ing, a 28-year-old New York attorney
who is spending less freely as a result
of the credit-market woes.

Some consumers are becoming
hardened to retail claims of “last

‘I feel guiltier
shopping in this
environment,” says
an attorney.

chance” and “final sale.” Katie Ertel,
30, a La Jolla, Calif., counselor, said
she has begun to tune out. “Every
week it’s the same ‘last minute sale.
Eventually it’s like ‘Ha, ha. You are
not getting me this time,” ” Ms. Ertel
said.

The increased discounting
doesn’t seem to be luring consumers
to stores. ShopperTrak RCT Corp.,
which tracks retail sales and traffic,
estimates that shopper visits to U.S.
retail stores and enclosed malls was
down about 9.2% last month com-
pared with 2007.

In late September, retailers usu-
ally try to sell their fall merchandise
at full price. But after the bankruptcy-
protection filing by Lehman Broth-
ers Holdings Inc. Sept. 15 and the
$85 billion bailout of American Inter-
national Group Inc., stores stepped
up their promotions in an effort to at-
tract shoppers.

“We started seeing email messag-
ing around sales and special values
very quickly” after the news hit, said
Wendy Liebmann, chief executive of-
ficer of New York consulting firm
WSL Strategic Retail.

AnnTaylor Stores Corp. began
touting an “unprecedented” sale
with discounts of as much as 60%,
which a spokeswoman attributed to
this year’s “significantly different re-
tail environment.”

Gap Inc.’s namesake chain and its
Banana Republic stores advertised
discounts of as much as 40%. A
spokeswoman called the markdowns
“incremental promotions versus last
year.”

By the end of the month, some re-
tailers resorted to citing the crisis di-
rectly. Posters at Steven Madden
Ltd. footwear stores, for example, de-
picted a declining stock chart and im-
plored shoppers to “Sell Stocks, Buy
Shoes.” To sweeten the offer, the com-
pany knocked 20% off all products. A
spokeswoman declined to comment.

Restoration Hardware Inc.,
meanwhile, sent out a blast email
Thursday saying it “unanimously ap-
proves [the] bailout bill” and offer-
ing $100 off purchases of $400 or
more at the home-furnishings chain.

J.C. Penney Co., Plano, Texas,
took a different tack, moving up an
additional 50% off promotion to last
Wednesday from its originally sched-
uled start date of this week. And J.
Crew Group Inc. on Wednesday sent
out emails declaring it “just added
new styles to our final sale.” The mis-
sive followed a Sept. 27 email adver-
tising an “extra 20% off” in a “final
sale.” A spokeswoman declined to
comment.

Wal-Mart is already cutting
prices for the holiday season, saying
last week it had cut prices to $10 on
10 popular toys.

Target Corp., Minneapolis, also is
emphasizing value more than in the
past. “Since 1994, we’ve had the
brand promise ‘Expect more. Pay
less,” ” said a spokeswoman. “Now
we are focusing more on the ‘Pay
less’ side of that promise.”

Prices may have to go even lower
to get consumers interested again.
At Costco, where sales of nondiscre-
tionary items such as food and gaso-
line have increased and consumers
have cut back on discretionary pur-
chases of furniture, apparel and elec-
tronics, Chief Financial Officer Rich-
ard A. Galanti said last week, that if a
purchase “can be put off, it will be put
off.”

money on the AIM “were undercapi-
talized and will have problems over
the next couple of years,” he says.

Tullow’s Mr. Heavey says his com-
pany also isn’t affected by the credit
crunch. Last year it tidied up its bal-
ance sheet, selling off some assets
for $1.2 billion and clearing all the
company’s debt. Tullow is finalizing
a $2 billion long-term credit facility
but is “in a position where we can
carry out all our major projects with-
out banks,” Mr. Heavey said. “We
have good strong cash flow and no
debt.”

But those in a weaker position are
having to sell assets or find partners
for their most promising projects to
get the cash infusions they need.
That will create opportunities for ma-
jors that want to rebalance their port-
folios by entering new countries.
“Companies will sell down and that’s
good news for the asset market,”
says Premier’s Mr. Lockett. “The ca-
veat is that the industry has really
struggled to get deals done because
of the volatility of the oil price.”

Among those divesting is London-
based Sterling Energy PLC, which re-

cently was forced to raise funds to
meet bank requirements by placing
new shares and farming out a slice of
its oil field in Iraqi Kurdistan to rival
Addax. It also entered into an agree-
ment to sell its U.S. assets.

Urals Energy 000, a heavily in-
debted Russian oil producer, con-
firmed last week that it was looking
for a partner for its Siberian produc-
tion unit, after a Russian newspaper
said it was in talks with Shell on sell-
ing a stake. Shell denied the report.

Oilexco Inc., a small oil-and-gas
company that operates in the North
Sea, lowered its 2008 production tar-
gets and said it was having difficulty
raising its credit lines to $1 billion
from $700 million, citing the “un-
precedented liquidity and volatility
issues facing the credit markets.”

Others have been forced to re-
duce their exploration budgets and
shelve expansion plans. Connacher
0il & Gas Ltd., based in Calgary, Al-
berta, said it was postponing plans
to expand capacity at its refinery in
Great Falls, Mont., citing uncertainty
in the capital and credit markets.
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India gears up for huge role in small cars

i

Exports seen surging
to half million units
within three years

By ERIC BELLMAN

MUMBAI—India is becoming a
small-car manufacturing hub for
some of the world’s biggest auto
makers.

Annual passenger-car exports
from India have jumped fivefold in
the past five years. Industry ana-
lysts predict exports over the next
three years will surge nearly 300%
to more than half a million vehi-
cles a year.

India’s homegrown auto innova-
tion—Tata Motors Ltd.’s $2,500
Nano minicar—has attracted glo-
bal attention, but the export wave
consists mainly of small cars built
in local plants by Japanese and
South Korean car makers, includ-
ing Suzuki Motor Corp., Hyundai
Motor Co. and Nissan Motor Co.

In late September, India’s big-
gest car exporter, Hyundai, added
a midnight shift at its southern In-
dia plant to boost production 40%
and meet booming demand for its
i10 minicar abroad. Both Hyundai
and Suzuki unveiled subcompacts
at the Paris auto show, targeting
consumers in Europe, their main
market for made-in-India exports.

“Right now, India has every-
thing—the local market, the quality
and the companies,” says Shohei
Kimura, managing director of Nis-
san Motor India, who moved to In-
dia last month to start building Nis-
san’s capacity here to 200,000 units
annually over the next three years.

A rising tide of exports will cre-
ate much needed Indian jobs. Un-
like China and many other Asian na-

Hyundai Motor Co.

tions, India’s economic growth has
been powered not by manufac-
tured exports but by its service sec-
tor and local consumption. To con-
tinue the strong expansion—which
has averaged more than 8.5% a
year for the past five years—and to
absorb millions of new workers, In-
dia needs more manufacturing.

Despite the rapid growth, India
is still a relatively small player in
auto exports, shipping about
200,000 cars in 2007, most of them
minis and subcompacts. Japan, by
contrast, exports about five mil-
lion cars a year, and South Korea
about three million.

Not all big auto makers are rush-
ing to export from India either.
Honda Motor Co., which inaugu-
rated the first phase of anew plant
inIndia in late September, is delay-
ing full-scale operations there by
six months, citing concern about
its car sales in India. The company
also says it hasn’t yet decided
whether to make India a major ex-
port hub.

Hyundai has boosted
production in India to about
500,000 cars this year.

Politics can also derail big plans
in India. Tata Motors last week de-
cided to pull out of a new factory
near Kolkata that was supposed to
produce the snub-nosed Nano. It
gave up on the site in response to
violent protests demanding the re-
turn of part of the facilities’ land to
farmers. Full-scale production and
export of the Nano will be delayed,
analysts say, as Tata shifts produc-
tion elsewhere.

Korean car maker Hyundai is at
the forefront of the export drive, a
position it earned by committing
early to make cars in a then-un-
promising market. When it began
production 10 years ago, local con-
sumers were purchasing only
about 300,000 cars a year, despite
the country’s population of almost
one billion.

At the time, most foreign com-
panies couldn’t count on much
help from either the central govern-
ment or local bureaucrats, who
were often suspicious of overseas
investors. Moreover, a decrepit
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transportation infrastructure and
iffy power supplies often made it
tough to keep factories running.

But Hyundai Motor India Ltd.
started producing cheap subcom-
pacts at a new plant with capacity
of about 100,000 units a year near
the southern city of Chennai. Hyun-
dai trained most of the workers
from scratch, often giving them
two years of on-the-job training be-
fore hiring them full time.

Hyundai’s timing turned out to
be right. An emerging Indian mid-
dle class wanted an affordable car
to squeeze the family into, and the
$6,000 Hyundai Santro fit the bill.
Soon the car was selling well, but
Hyundai needed even more sales to
soak up its excess capacity and
keep costs low.

“That is why exports become
not just aviable option but a neces-
sary option” for anyone that wants
to remain competitive in the In-
dian market, says Ashok Jha, the
New Delhi-based president of
Hyundai Motor India.

By 2004, Hyundai was India’s
biggest car exporter, selling
70,000 India-made cars a year over-
seas to more than 70 countries. To-
day, Mr. Jha says, Hyundai’s small-
est cars—the Santro and the
il0—are produced only in India
and exported mostly to Europe.

The company has boosted pro-
duction in India to about 500,000
cars this year and plans to raise
that to almost 650,000 next year. It
plans to export about half the cars,
up from about one-third now, as ris-
ing interest rates squeeze domes-
tic demand and higher gasoline
prices heighten the appeal of small
cars abroad. The company is also
studying the U.S. market as a possi-
ble target for its India-made cars.

“Our factories are producing
the highest quality cars,” Mr. Jha
says. “As others have realized In-
dia’s potential, they are all setting
up here,” he adds.

Indeed, so-called Little Detroits
have sprouted outside Chennai and
Pune, near Mumbai, where regula-
tory barriers have been lowered—
along with tax rates and the cost of
land and power for big factories.

Other manufacturers also plan
to step up exports. Suzuki ex-
ported about 50,000 cars last year
and hopes to increase foreign sales
to 200,000 units in the next two
years. When Nissan raises its out-
put to more than 200,000 vehicles
a year, about half will be exported,
the company says.

“Previously, India was not
taken into account by car compa-
nies, but now [it] has become the
focus” as a market and a manufac-
turing base, says Paul Blokland, di-
rector at Segment Y, an emerging-
market automotive consultancy in
Goa.

—John Murphy
contributed to this article.

U.S. steel buyers get price break

BY ROBERT GUY MATTHEWS

There is an upside to the weaken-
ing U.S. and global economies, at
least if you are an American steel
consumer: The commodity is more
available, and prices have fallen
20% in the past three weeks.

Behind the shift is a surge of for-
eign steel into the U.S., with the lat-
est figures from August showing
that steel imports from Russia
jumped 86%, from India 37% and
from China 33%. Analysts believe
that the influx continued through
September.

The upshot is that steel buyers
who have seen prices rise nonstop
for nearly two years are finally get-
ting some relief. The lower prices, in
turn, will lower costs for steel users
and help them better weather the
current economic downturn.

Take Wayne Boeckman and his
steel-stamping business, QuickWay
Stampings Inc., of Euless, Texas.
QuickWay hasn’t suffered from the
weakness of the U.S. economy, in
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large part because it makes steel as-
semblies for the energy, electronics
and after-market automotive busi-
nesses. As more consumers hold off
on buying new cars, they are making
more repairs and improving the per-
formance of existing cars.

“I hate to say it, because I know a
lot of people are struggling, but we
expect to see sales strong through
the rest of the year,” says Mr. Boeck-
man.

Imports had been down earlier
this year, reflecting a weak dollar,
strong foreign consumption and
high freight-shipping rates. But that
tide has begun to shift in recent
weeks, with the strengthening U.S.
dollar, softening demand for steel
elsewhere and falling freight rates.
The Baltic Dry Index, a key indicator
of freight prices, has fallen about
65% in the last four months.

In addition, steel prices in the
rest of the world are falling faster
than they are in the U.S., prompting
foreign producers to direct more of
their output to the U.S. market. In In-
dia, for example, prices for some
grades of steel have fallen 40% since
June. In the Middle East, prices
have fallen by as much as half.

Steelmakers have sought to cut
production to bolster prices. Last
month, ArcelorMittal, the world’s
largest steelmaker by production,
said it would reduce output by 15%
in some markets to keep supply

tighter. Other steelmakers are pull-
ing forward scheduled maintenance
at some mills originally scheduled
for later this year.

“We’d expect to see further pro-
duction cuts in coming months,”
said Michelle Applebaum, steel ana-
lyst for MAR Inc. “Unlike prior cy-
cles, production cuts these days
come faster and more furious than
in the past.”

Up to now, Europe has taken up
most of the foreign steel imports, be-
cause steelmakers could command
higher prices there than in the U.S.
But slowing demand in Europe has
made steel prices in the U.S. and Eu-
rope nearly identical.

“You are starting to see negative
GDP growth in Europe, and that is
having a ripple effect,” says Dave
Phelps, president of the American
Institute for International Steel, a
group that represents both U.S. and
non-U.S. companies that import and
export steel products. “The U.S. mar-
ket looks very attractive, and you
will continue to see strong imports
from China, but they are way down
historically.”

Inventories at service centers—
which buy steel from mills and then
resell it to smaller customers—are
high. Those service centers are ex-
pected to curb purchases of steel un-
til they work through their invento-
ries. Some are reluctant to sell their
steel, which they bought at high
prices months ago, in the hope that
prices will rebound.

Phillips auction house
sells stake to Mercury

By KELLY CROW

In a deal likely to rattle the glo-
bal art market, a Russian retailing gi-
ant has bought a majority stake in
Phillips de Pury & Co., the world’s
third-largest auction house.

The transfer of ownership to Mos-
cow-based Mercury Group gives Lon-
don-based Phillips deep pockets to
fund its events and financial arrange-
ments with sellers and buyers of con-
temporary art. Phillips is the first
company in years to threaten the
duopoly of auction houses Sotheby’s
and Christie’s International.

The sale also raises the art-world
profile of Mercury’s chief executive,
Leonid Friedland, who is best-known
for creating a high-end mall outside
Moscow and is little-known in the
art world. Simon de Pury will remain
chairman and continue to manage
the firm’s art-related matters, includ-
ing a possible plan to open a perma-
nent salesroom in Moscow. Terms of
the deal weren’t disclosed.

Phillips’s new owner could help
the auctioneer ride out leaner years.
The company went from $95 million
in art sales four years ago to $308 mil-
lionlast year, largely by positioning it-
self as the auction world’s hip upstart.
By offering lucrative terms to sellers
and specializing in newcomer artists
from Russia and China, Phillips was in-

creasingly able to win consignments
away from Sotheby’s and Christie’s.
But the company remained vulnera-
ble to art-market mood swings be-
cause of its heavy focus on selling con-
temporary art, typically the most
speculative end of the art market.

Phillips has suffered a spate of dis-
appointing auctions this year follow-
ing four years of steady growth.

The company has also struggled to
keep pace with the global expansion
of its rivals, who have lately staked
new offices and salesrooms in locales
across the Middle East and Asia. Last
month, Phillips postponed its planned
October sale of hip-hop jewelry, say-
ing it wanted more time to consign ex-
tra “bling.” Art-world experts saw the
move as a sign that the auctioneer
needed more capital instead.

Mercury is a luxury retail company
whose holdings include the Tretyakov
Projezd, a row of high-end boutiques
near Red Square; Luxury Village, a
mall complex located several miles
south of Moscow; and the TSUM de-
partment-store chain.

Mercury executives initially of-
fered apossible partnership in July, ac-
cording to Phillips spokeswoman Ariel
Childs, but both groups didn’t agree to
a final deal until Monday. She said the
timing of the deal has no connection to
the global financial crisis and doesn’t
indicate money troubles at Phillips.
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SanDisk-Samsung battle
pivots on royalty dispute

New chip technology
plays into valuation

of $5.8 billion bid

BY DoN CLARK
AND JOHN R. WILKE

An arbitration ruling affecting a
powerful new chip technology
could emerge as a big issue in Sam-
sung Electronics Co.’s unsolicited
$5.8 billion bid for SanDisk Corp.

The ruling, whose details hadn’t
been reported, discloses Samsung
testimony that SanDisk’s patents on
an invention known as X4 could
cost the South Korean company bil-
lions of dollars. A panel of arbitra-
tors in May found that a SanDisk
unit was within its rights in cancel-
ing a contract that gave Samsung
rights to the technology, a ruling re-
cently affirmed by a federal court in
New York.

At issue is the proper valuation
of SanDisk. The Milpitas, Calif., com-
pany was a pioneer in exploiting
chips called flash memory, which
store data in iPods, digital cameras
and an increasing array of other de-
vices.

Samsung, the biggest manufac-
turer of flash memory chips, dis-
closed its $26-a-share offer for
SanDisk on Sept. 16. The company
argues the price is fair given cur-
rent stock-market conditions. SanD-
isk says the bid significantly under-
values the company.

Some analysts expect the deal to
be challenged by government anti-
trust agencies. Partly for that rea-
son, SanDisk’s shares remain well
below the offer price. The stock was
down 7.1% at $17.07 in Monday-after-
noon trading on the Nasdaq Stock
Market.

SanDisk’s patents are another
key factor. Samsung is believed to
be paying hundreds of millions of
dollars in patent royalties a year to
SanDisk under a licensing deal set
to expire in 2009; the companies
have held talks about renewing that
pact as well as about a buyout.

Most investors have been un-
aware of a separate struggle affect-
ing the X4 technology, which is not
yet in production. It was invented
by msystems Ltd., an Israeli com-
pany that SanDisk purchased in
2006.

Many companies are advancing
flash memory technology. But X4 is
regarded as a breakthrough that
could double the capacity, lower the
cost and potentially extend the use-
ful life of the widely used variety of
flash memory known as NAND.

“There isn’t really anything to
compete with it,” said Jim Handy,
an analyst at Objective Analysis, a
market research firm in Los Gatos,
Calif.

Samsung was entitled to use the
X4 technology under a 2003 agree-
ment with msystems, which agreed
to license patents in exchange for
royalty payments and a supply of
flash memory chips on favorable
terms. Msystems canceled the pact
in April 2006—a few months before
agreeing to be acquired by SanD-
isk—on grounds that Samsung had
not met its supply commitments.

The companies took the matter
to arbitration, and a two-to-one ma-
jority of the arbitrators rejected
Samsung’s contention that the
SanDisk unit acted improperly. Sam-
sung in July challenged the arbitra-
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tors’ decision in federal court in
New York, but withdrew the suit
Sept. 22 a few days after SanDisk
moved to have the court affirm the
arbitration award.

Much of arbitration proceedings
remain under seal. But the panel’s
37-page ruling, filed by SanDisk,
says testimony indicated the X4
technology has “significant implica-
tions for personal computers and
all entertainment devices.”

The document says Samsung ar-
gued “strenuously” that without
the license under the 2003 agree-
ment—which extends for the life of
msystems’ patents—Samsung
would be forced to seek rights to the
X4 technology by negotiating an ex-
tension of its separate licensing
agreement with SanDisk. Samsung
argued that aloss in the arbitration
would give SanDisk leverage to
press for additional royalties on X4
technology “that could potentially
cost Samsung billions of dollars,”
the arbitrators wrote.

A spokesman for Samsung said
the company lawyer who testified
was “referencing royalty payments
that SanDisk may have tried to de-
mand over a prolonged period of
time. This was certainly not any indi-
cation of what Samsung was willing
to pay for a license.”

He pointed out that SanDisk only
paid $1.5 billion for msystems less
than a year before the comments
were made. “Samsung continues to
believe that its $26 per share offer
to acquire SanDisk represents full
and fair value for the company,” he
said. Samsung withdrew the federal
suit because the company con-
cluded it was unlikely to succeed, he
said.

A SanDisk spokesman offered a
different interpretation. “Samsung
made statements under oath about
the value of our intellectual prop-
erty and then, after making its low-
ball offer, suddenly pulled its own le-
gal filing to avoid disclosure of its
own testimony,” he said. “We be-
lieve Samsung did this to avoid dis-
closing the potential value and roy-
alty stream associated with our
technology, including X4,” which
SanDisk believes “is substantial and
potentially massive.”

Most NAND flash chips hold one
or two bits of data in each tiny stor-
age cell. SanDisk has begun offering
a technology called X3 that can
store three bits per cell, while the
X4 technology stores four bits per
cell. Whoever holds rights to the X4
technology would have big cost ad-
vantages, Mr. Handy said. But he
added that SanDisk also purchased
rights to promising technology that
can stack multiple layers of data-
storage circuitry on a chip.

Eli Lilly & Co.

Deal to acquire ImClone

will boost biotech presence

Eli Lilly & Co. Monday signed a
$6.5 billion deal to acquire ImClone
Systems Inc., following two months
in which ImClone Chairman Carl
Icahn searched for a superior offer
to Bristol-Myers Squibb Co.’s unso-
licited bid. The move will increase
Lilly’s presence in selling cancer
treatments and developing biotech
drugs as the Indianapolis drug
maker awaits generic competition
in its key products in coming years.
But the deal’s success depends on
ImClone’s pipeline bearing fruit,
and Lilly must tap the credit mar-
kets in a time of crisis. Meanwhile,
Bristol-Myers is facing its own
patent expirations and pressure to
make another deal. In response to
the announcement, New York-based
Bristol-Myers said it was bowing
out of the bidding.

Roche Holding AG

Swiss drug maker Roche Hold-
ing AG said adding cancer medicine
Avastin to its drug Tarceva didn’t
prolong the lives of lung cancer pa-
tients, a late-stage study showed.
There was, however, clear evidence
that the time patients lived without
their disease getting worse in-
creased, said the Basel-based com-
pany. Both drugs are targeted thera-
pies, modern medicines that act as
“smart bombs” leaving healthy cells
intact. They are already available
for the treatment of patients with
advanced non-small-cell lung can-
cer in the U.S. and Europe. In Eu-
rope, Avastin and Tarceva are sold
by Roche, while Genentech
Inc.—which is majority-owned by
Roche and which the Swiss com-
pany intends to acquire in full—
sells them in the U.S.

Alliance Boots PLC

U.K.-based Alliance Boots PLC,
owner of the Boots health-and-
beauty retail chain, said it will ac-
quire French pharmaceutical-prod-
ucts distributor Depolabo from Sa-
gard Private Equity Partners. Fi-
nancial terms of the deal weren’t dis-
closed. Depolabo distributes phar-
maceutical products to wholesalers,
pharmacies and hospitals on behalf
of more than 50 manufacturers. The
deal “will enable us to accelerate
the expansion of our pre-wholesale
and contract logistics services in Eu-
rope,” said Ornella Barra, Alliance
Boots’s wholesale and commercial-
affairs director. The transaction,
which is subject to various condi-
tions including approval by the
French competition regulator, is ex-
pected to be completed in the com-
ing months.

KazMunaiGas

Kazakh state oil and gas com-
pany KazMunaiGas, or KMG, said
Sunday it has signed a memoran-
dum of understanding with Conoco-
Phillips, of Houston, and Mubadala
Development Company, of Abu
Dhabi, for joint exploration and pro-
duction of the N Block, an offshore
field in the Caspian Sea. “The par-
ties will now have until Dec. 31,
2008, to negotiate the definitive
agreements for the assignment by
KMG of a 49% interest in the subsoil
use contract to be shared equally be-
tween ConocoPhillips and Mubad-
ala,” KazMunaiGas said in a state-
ment. “KMG will remain the major-
ity partner in the venture.” N block
covers approximately 8,100 square
kilometers and is considered to
have high prospects for both oil and
gas, KMG said.

Zurich Financial Services AG

Hewlett-Packard Co.

Zurich Financial Services AG
tapped Philip Wilson, a former
American International Group Inc.
executive, to oversee global life-in-
surance underwriting for the Swiss
insurer. The appointment of the
56-year old Australian citizen as
chief underwriting officer for the
unit comes amid market expecta-
tions that big insurers such as Zur-
ich Financial, France’s Axa SA and It-
aly’s Assicurazioni Generali SpA
could bid for AIG’s life-insurance
business. The unit is on the block as
the U.S. insurer tries to generate
cash to pay back an $85 billion gov-
ernment bailout. Mr. Wilson was
slated to start his new position Mon-
day. He will report to Mario Greco,
the chief executive of the Global Life
unit. Mr. Wilson most recently was
chief underwriting officer for an
AIG unit based in New York.

EasyJet PLC

EasyJet PLC said it carried 22%
more passengers in September than
it did a year earlier, partly thanks to
the budget airline’s acquisition of
GB Airways Ltd. Britain-based easy-
Jet said it flew 4.2 million people in
September, compared with 3.4 mil-
lion a year earlier. Over the same pe-
riod, the load factor—a measure of
how full an airline’s planes are—
rose 1.8 percentage points to 86.9%.
On Friday, easyJet rival Ryanair
PLC of Ireland reported a 20% rise in
September passenger numbers,
while British Airways PLC said it
carried 5.6% fewer passengers.
Shares in easyJet fell 6.9% to close
at 305 pence ($5.41) Monday, off
22.50 pence in London. The airline’s
stock was hit by market concerns
about a looming recession, which
could decrease consumer demand
in the coming months. The stock
price is off about 50% since the start
of the year.

E.ON AG

Germany’s Federal Cartel Office
said it stopped investigating six
units of utility E.ON AG over in-
flated natural-gas prices, after the
company made €55 million, or
about $75 million, in financial con-
cessions. The units, regional suppli-
ers in which E.ON owns majority
stakes, agreed to delay to December
a gas-price increase planned for Oc-
tober. Also, customers will receive
an average bonus of €35 on their
next gas bills, the regulator said.
The cartel office on Wednesday said
it started an investigation of 35 natu-
ral-gas providers on suspicion of im-
properly inflating gas prices for in-
dustrial and household customers.
The regulator launched the investi-
gation after a nationwide compari-
son found differences in gas prices
of between 25% and 45%. Results of
the proceedings against the other
gas suppliers will be published
soon, the regulator said.

InBev SA

InBev SA said its major share-
holders expect to buy up about one-
tenth of new shares being issued to
help pay for its planned $52 billion
takeover of Anheuser-Busch Cos.
Belgium-based InBev plans a capital
increase this month to raise $9.8 bil-
lion for the purchase. It said its two
main groups of shareholders each
plan to take €600 million ($830 mil-
lion) of the new shares, and may
seek to buy more. About 60% of In-
Bev is held by several Brazilian fin-
anciers—including investment
banker Jorge Paulo Lemann—and a
group of Belgian aristocratic fami-
lies who founded the business.

Hewlett-Packard Co. said it will
cut 1,400 jobs in Germany over the
next two years as part of a world-
wide restructuring effort. Some
1,150 of the cuts are expected at its
subsidiary Electronic Data Systems,
while 250 jobs will likely come from
the main company, said a spokes-
man. H-P, whose German base is in
Boblingen, intends to work out a
plan for the cuts with the labor
union over the coming weeks, he
added. Technology-services com-
pany EDS, whose German opera-
tions are based in Diisseldorf, cur-
rently has some 4,200 employees in
the country, while H-P has 8,500.
H-P, based in Palo Alto, Calif., said in
September that it was planning to
cut a total of 24,600 jobs over the
next three years as part of the inte-
gration of EDS, which it acquired
earlier in the year.

Amec Wind Energy Ltd.

Swedish state-owned electricity
generator Vattenfall Group bought
wind-farm developer Amec Wind En-
ergy Ltd. for £126.6 million ($224.7
million), boosting Vattenfall’s pres-
ence in the U.K. The deal will help
Vattenfall reach its goal to become
carbon neutral by 2050, the com-
pany said. Amec owns an onshore
wind portfolio with a capacity of 573
megawatts. Thanks to assets in the
seas off Sweden and Denmark, Vat-
tenfall is one of the world’s biggest
offshore wind-power operators. It
owns and operates an offshore wind
farm with a capacity of 90 mega-
watts in Kent, England. Vattenfall
said the economics of the British
wind sector are attractive because
the U.K. has higher wind speeds than
much of continental Europe.

Saab AB

Swedish prosecutors have
charged a man with industrial espio-
nage and extortion against aero-
space and defense company Saab
AB. The 48-year-old man was a con-
sultant in 2006 when he allegedly
obtained confidential documents be-
longing to Saab’s radar systems
unit, Saab Microwave Systems. The
charges filed Monday say he de-
manded $2.3 million to return the
documents and received about a
third of that amount. Prosecutors
say the documents contained secret
information about Sweden’s de-
fense that could have damaged the
country if revealed to a foreign
power. They say he isn’t believed to
have passed on the documents.
Swedish news agency TT said the
man denies the charges.

Parmalat SpA

Italian prosecutors requested
Monday a 13-year sentence for the
founder of Italy-based dairy com-
pany Parmalat SpA, who has been
charged with market rigging. “Ma-
nipulation of markets was taken
into account,” said prosecutor Euge-
nio Fusco in a Milan court, in the
criminal trial linked to the group’s
2003 collapse. Parmalat failed un-
der the burden of more than €14 bil-
lion ($19 billion) in debt in one of Eu-
rope’s biggest financial scandals.
Parmalat founder Calisto Tanzi and
23 other former executives have
been accused of fraudulent bank-
ruptcy. There are two criminal trials
involving former Parmalat employ-
ees—one in Milan and one in Parma.
The Milan trial, directly associated
with market manipulation, is ex-
pected to close first.

—Compiled from staff
and wire service reports.
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Strike for higher wages
disrupts public transport

NATIONWIDE strike

over rising prices se-

verely disrupted public
transport in Belgium, forcing
the cancellation of all high-
speed-rail services in and
out of the country.

The country’s three main
unions called the strike to de-
mand higher pay amid high
inflation. In Brussels, all
tram services were scrapped
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Associated Press

and only a fraction of under-

ground rail and bus services were running, a spokes-
man for public-transport company STIB said. Provin-
cial train services also were hit, and the two main
rail stations in the capital, Brussels Midi and Brus-
sels Central, were closed. Motorways were clogged
as more commuters drove to work.

—Roundup half.

French, German scientists
share Nobel in medicine

HREE EUROPEAN scien-
T tists shared the 2008
Nobel Prize in medicine

for separate discoveries of vi-
ruses that cause AIDS and

cervical cancer.

French researchers
Francoise Barre-Sinoussi and
Luc Montagnier were cited
for their discovery of human
immunodeficiency virus, or
HIV. Germany’s Harald zur
Hausen was honored for find-
ing human papilloma viruses that cause cervical can-
cer, the second most common cancer among women

The German doctor and scientist received half of
the 10 million Swedish kronor ($1.4 million) prize,
while the two French researchers shared the other
—Associated Press

Shutterstock

Extradition request sent
to U.K. for ex-oil tycoon

USSIA has asked
RBritain to extra-

dite a former oil
tycoon who fled after
what he said was se-
vere harassment by
the government, a Rus-
sian official said.

Mikhail Gutseriyev,

the former president of

0AO Russneft, fled the country last year amid what
he said was “unprecedented hounding” from the state,
including a tax-evasion probe. Analysts linked his trou-
bles to a dispute with state-run oil giant Rosneft over
some oil fields. Russia has sent documents to Britain
requesting his extradition, said Igor Tsokolov, spokes-
man for the Interior Ministry’s Investigative Commit-
tee. Russia has unsuccessfully asked Britain to extra-
dite other prominent people.

—Associated Press

Independent voters move toward Obama

Financial crisis
benefits Democrats,
new poll indicates

BY LAURA MECKLER

starting to swing behind Demo-

cratic U.S. presidential candi-
date Barack Obama and his running
mate, Joe Biden, who continue to
benefit politically from economic
turmoil, as well as public response
to their debate performances, ac-
cording to a new Wall Street Jour-
nal/NBC News poll.

The poll, conducted over the week-
end, wasfull of goodnews forthe Dem-
ocratic ticket. Sen. Obama increased
his advantage over John McCain on
the question of which candidate vot-
ersprefertohandleeconomicissuesat
at time when a growing percentage of
voters said that was their top concern
headinginto the election. More voters
saidtheyare “morereassured” by how

INDEPENDENT VOTERS are

Financial-crisis fallout

Barack Obama has widened his lead over John McCain as voters express
greater comfort with the Democrat in dealing with the financial crisis.

Presidential preference
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Sen. Obama was responding to the fi-
nancial crisis than by Sen. McCain.
Overall, Sens. Obama and Biden
have a six-point lead, with 49% of
registered voters favoring them to
43% for Sen. McCain and Alaska
Gov. Sarah Palin. That is up from a

How voters feel about each candidate’s
approach to the financial crisis

More reassured Less reassured

Obama 37%

No difference/
not sure |

29%

Source: WSJ/NBC News telephone poll of 658
registered voters conducted October 4-5;
margin of error: +/-3.8 percentage points

two-point advantage in the latest
Journal poll, two weeks ago, and re-
flective of other national polls. The
survey has a margin of error of plus
or minus 3.8 percentage points.
“McCain has absorbed a very
tough one-two punch—the financial

crisis, then the debates,” said Neil
Newhouse, a Republican pollster
who conducts the survey with Demo-
cratic pollster Peter D. Hart. “These
two things have clearly led to a mo-
mentum shift in this campaign
where Obama has started to slowly
stretch his lead.”

Still, withamonthtogo, thetopsy-
turvy presidential campaign could
shift yet again. While voters said by a
50%-t0-29% margin that they
thought Sens. Obama and Biden did
“abetterjobinthedebates,”twopres-
idential debates remain.

There were cautionary notes for
Sen. Obama. The poll suggests that
the first African-American to win a
major-party nomination could be vul-
nerable to race-based attacks tying
him to unpopular black figures such
as the Rev. Jeremiah Wright, his
former pastor, and Al Sharpton, an
outspoken and controversial figure.

Thirty-five percent of all voters—
and 40% of white voters—said those
connections bother them.

A focus group sponsored by the
Annenberg Public Policy Center con-

ducted last week by Mr. Hart under-
scored the point. Several said they
knew people who wouldn’t support
Sen. Obama because he is black.
“There’s a whole lot more racism
than we know, but they just keep
quiet,” said Bridget Cromer, 56
years old, a Democrat from Chester-
field, Mo. That sentiment was
shared by nine of 12 participants.
The poll, taken just after Con-
gress passed the financial rescue
package Friday, showed that voters
remained divided about the bailout.
While voter anger helped lead to the
bill’s defeat in the House earlier in
the week, the poll, taken after a
week of slumping financial markets,
showed that voters narrowly sup-
ported the package: 40% said they
approved; 38% disapproved.
Independent voters are among
the most important voting blocs be-
cause many of them would consider
voting for either candidate. In the
Journal/NBC poll two weeks ago, in-
dependents favored Sen. McCain by
13 points. The new survey finds Sen.
Obama leading by four points.

Republicans seek Obama-funds audit

By T.W. FARNAM

WASHINGTON—Republican
Party officials said they would file a
complaint with the U.S. Federal Elec-
tion Commission on Monday asking
for an audit of Barack Obama’s cam-
paign contributions.

In announcing the move Sunday,
they said they were concerned that
the Democratic presidential candi-
date may be accepting donations
from foreign nationals, and may
also be taking a large number of do-
nations that exceed federal limits
for individuals.

U.S. law prohibits foreign nation-
als from contributing to American
candidates, but campaigns from
both parties have sought money
from Americans living abroad.

The Republican Party cited a
large amount of money coming to
the Democratic presidential candi-
date from overseas, and a small
amount of money that he has re-
turned from foreigners, in explain-

ing their complaint.

The party’s lawyers also pointed
to news reports of foreigners giving
money to Sen. Obama, although the
Obama campaign says it has either
rejected or returned the money.

“We see this as a wide-scale prob-
lem for the Obama campaign,” said
Sean Cairncross, chief counsel for
the Republican National Commit-
tee. “This is more money than has
ever flowed into a presidential cam-
paign.”

Obama campaign spokesman Bill
Burton issued a statement saying
that “no organization is completely
protected from Internet fraud.”

“We constantly review our do-
nors for any issues and...we will con-
tinue to review our fund-raising pro-
cedures to ensure that we are taking
every available step to root out im-
proper contributions,” Mr. Burton
said, adding that the campaign
went beyond requirements when it
voluntarily released the names of
its biggest “bundlers,” individuals

who gather checks from other do-
nors. Sen. McCain’s campaign has
done that and also published a
searchable database of all its con-
tributors.

Because he is opting out of pub-
lic financing for his campaign, Sen.
Obama won’t be subject to an audit
unless the commission votes to ap-
prove an investigation, a move that
is unlikely to come before the No-
vember election.

The Republican National Com-
mittee didn’t provide evidence of
widespread foreign contributions
to the Obama campaign, but said a
few examples were enough to jus-
tify an audit.

In addition to focusing on for-
eign contributors, Republicans also
said Sen. Obama seemed to have a
large number of donors contribut-
ing more than the $2,300 limit. Mr.
Cairncross cited letters that the Fed-
eral Election Commission has sent
to the Obama campaign inquiring
about donors who appear to have ex-

Reuters

Republican Party officials say they want the U.S. Federal Election Commission to
audit contributions made to the campaign of Sen. Barack Obama.

ceeded contribution limits.

The Obama campaign has re-
cently stepped up its controls to
limit foreign money. It has begun
asking for passports at fund-raisers
held overseas and has limited ship-

ments of campaign paraphernalia to
American addresses.

Sen. McCain also recently re-
turned money that his campaign
said may have been gathered by a
foreign national.





