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OPPOSING PLATFORMS: The former U.S. vice president, left, and the president presented vastly differing views on Thursday. Page 8.
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Editorial&Opinion

S&P threatens U.K. credit rating
Agency says mounting debt imperils triple-A status; stocks, bonds, currency take pounding

By Stacy Meichtry

ROME—Gianni Versace
SpA Chief Executive Gian-
carlo Di Risio is expected to
resign, a person familiar
with the matter said, after
months of clashes with de-
signer Donatella Versace
over how to cut costs at the
Italian fashion house amid
the luxury-goods industry’s
worst downturn in years.

Mr. Di Risio plans to ten-
der his resignation in com-
ing days, this person said. It
was unclear how the Versace
family, which owns 100% of
the fashion house, would re-
act. A spokeswoman for the
company declined to com-
ment and said Ms. Versace
wasn’t available for com-
ment.

The Versace family issued
a statement Thursday after-
noon denying “that the pro-

fessional relationship be-
tween Versace and its CEO
has been terminated.”
Versace is focusing on “mea-
sures it should adopt to con-

front the effects of the eco-
nomic downturn on the lux-
ury sector,” the statement
said.

Ms. Versace, 53 years old,
owns a 20% stake in the com-
pany, which was founded by
her brother Gianni Versace,
who was killed in 1997. Santo
Versace, her other brother,
owns 30%, and Ms. Versace’s
22-year-old daughter owns
50%.

Mr. Di Risio’s likely depar-
ture, which would come as
Versace’s sales and profit are
suffering, highlights the
pressure faced by Europe’s
many family-owned fashion
houses. These small compa-
nies are suffering more than
their larger, financially stur-
dier peers amid the global
economic slump. Many of
these family businesses in re-
cent years have brought in

Please turn to page 27

Cheney, Obama contest Guantanamo and security

By Jesse Drucker

GlaxoSmithKline PLC is
embroiled in a potential $1.9
billion court battle with the
Internal Revenue Service,
which says the pharmaceuti-
cal giant owes back taxes, in-
terest and penalties stem-
ming from tax deductions
Glaxo generated essentially
by making payments to itself.

The dispute centers on a
practice known as earnings
stripping, in which a multina-
tional company reduces its
taxes by claiming interest de-
ductions for payments to a re-
lated unit overseas. The com-
pany claims deductions on its
U.S. tax return, but no money
ultimately leaves the parent
company’s coffers, and pub-
licly reported profit is un-
changed.

“The ability of U.S. subsid-
iaries of foreign multination-
als to strip away earnings like
this is a problem” because it
significantly reduces the U.S.
corporate-tax base, says Re-
uven Avi-Yonah, a former cor-
porate tax attorney and now
director of the international-
tax program at the University
of Michigan Law School.

The battle comes as the
Obama administration is tar-
geting corporate tax cutting,
this month unveiling a list of
tactics it wants to curtail.
One of the proposals ad-
dresses earnings stripping,
but only for a narrow seg-
ment of companies.

The tax-savings technique
used by Glaxo is popular
among foreign companies
that have large U.S. opera-
tions and often is legal. But
the strategy has come under
greater scrutiny as U.S. tax
authorities crack down on

Please turn to page 27

Glaxo
in fight
with U.S.
over taxes

The Producers
Hitler bombs in Berlin as
the audience doesn’t get
the best jokes. Page 12

Versace CEO Giancarlo Di Risio
shown in Shanghai in 2006

Versace CEO expected to resign Inside

News in Depth: Sexual-harassment cases plague U.N.
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By Stephen Fidler

And Neil Shah

LONDON—The U.K. gov-
ernment got a harsh
wake-up call as credit-rat-
ing firm Standard & Poor’s
warned the country could
lose its coveted triple-A
credit rating, underscoring
the monumental challenges
the U.K. and other major de-
veloped nations face as they
take on heavy debts to help

dig their banks and econo-
mies out of crisis.

The warning from S&P—
its first since the rating firm
gave the U.K. its top triple-A
rating in 1978—is another
blow for Prime Minister Gor-
don Brown ahead of elec-
tions to take place by June
2010, and will put the coun-
try’s debt problems front
and center for whichever
party wins.

Analysts said it could

also forebode similar warn-
ings for other nations—in-
cluding even the U.S.—that
are seeing their debt loads
grow to levels not seen
since the aftermath of
World War II.

U.K. stocks plunged and
the pound slid against the
dollar after S&P announced
early Thursday that it had
changed its outlook for the
U.K.’s credit rating to nega-
tive—meaning that a down-

grade, while not imminent,
could come in the next cou-
ple of years. S&P said that it
will revisit the U.K.’s rating
after the elections.

“This is a gun to the head
of the next administration
to get the public finances
back in order,” said Russell
Silberston, head of global in-
terest rates at Investec As-
set Management in London.

A downgrade would exac-
erbate the UK’s financial dif-

ficulties, including a gaping
budget deficit, by making it
more expensive for the gov-
ernment to borrow money,
and would be a big come-
down for a country that
hasn’t defaulted on its debt
since 1693 and whose cur-
rency was at one time the
preferred global medium of
trade.

S&P said the U.K.’s public
debt is likely to nearly dou-
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GM and the UAW reached
an agreement to reduce re-
tiree health-care obligations
and hourly labor costs, clear-
ing a major hurdle in the car
maker’s expected plan to rush
through bankruptcy court in
as little as 30 days. Page 4

n Schaeffler has begun dis-
cussing a sale to Germany’s
Continental, just 10 months
after launching a hostile bid
for the tiremaker. Page 4

n U.S. and British stocks fell
on the prospect of a down-
grade in the U.K.’s credit rat-
ing and data that sent mixed
messages about the health
of the U.S. economy. Page 18

n U.S. aid programs to prop
up the financial system are
getting entrenched, even as
some banks look to repay
TARP funds. Page 17

n The U.S. is prepared to
pump more than $7 billion
into GMAC, the first pay-
ment on an aid package that
could hit $14 billion. Page 17

n Chrysler said Morgan Stan-
ley’s C. Robert Kidder will
succeed Robert Nardelli as
chairman after it completes
its reorganization. Page 4

n A Chinese oil company’s
hassles in Iraq offer lessons
to foreign energy majors look-
ing to invest there. Page 5

n Georgian police shot dead
an ex-military officer and in-
jured two others suspected
of plotting a recent mutiny.

n Euro-zone data provided
evidence that the economic
downturn is bottoming out
and companies are slowing
down on job cuts. Page 8

n Germany will elect its fed-
eral president on Saturday, a
contest that could boost
Merkel ahead of September’s
general election. Page 8

n TNK BP said its first-quar-
ter earnings fell 58% as oil
prices declined, despite in-
creased production. Page 20

n A real-estate mogul in
Egypt was sentenced to
death for ordering the killing
last year of a Lebanese pop
star who had been his lover.

n The unity government in
Zimbabwe agreed on key ap-
pointments in an attempt to
resolve a political impasse.

n A man carrying a hand
grenade holed up inside the
Serbian president's headquar-
ters for about five hours be-
fore police disarmed him.
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Just when you thought it
was safe to get back in the
U.K. water …

Sterling has soared more
than 15% against the dollar
over the past few weeks on
signs of returning economic
confidence. But that rally
stopped in its tracks Thurs-
day when Standard & Poor’s
threatened to downgrade
the U.K.’s coveted triple-A
rating, putting the country
on negative outlook for the
first time ever. It was a re-
minder that the risks to
both sterling and the U.K.
gilt market remain im-
mense.

S&P’s move may have
come as a surprise to the
market, but the reasons be-
hind it weren’t. The U.K. pub-
lic finances are in a dire
state, made worse by the
government’s budget in
April that combined scarcely
credible borrowing forecasts
with a blank refusal to spell
out how the deficit might be
brought under control.

The U.K. Treasury fore-
casts in the budget conve-
niently showed debt peaking
at 79% of gross domestic
product, just under the 80%
level that would usually trig-
ger a downgrade—adding to
the suspicion that the fore-
casts were politically influ-
enced. S&P doesn’t believe
the Treasury’s figures. It ex-
pects U.K. borrowing to hit
100% of GDP and remain
there for many years, based
on a taxpayer final bill for
bailing out the banking sys-

tem that is roughly twice
the Treasury’s low-ball esti-
mates.

Sure, it is possible to
paint a bullish picture for
the U.K. It has a relatively
open and flexible economy
that is showing some signs
of responding to unprece-
dented stimulus. House
prices and retail sales both
show signs of stabilizing. It
also has an accommodative
central bank that has been
merrily buying up gilts, and
a general election due by
next June that, on current
polls, will install a Conserva-
tive government with a man-
date to restore the public fi-
nances. Indeed, S&P has spe-
cifically linked its rating to
the fiscal policies of the
next government.

But plenty could go
wrong this side of the elec-
tion. The recovery may be
slower than expected, blow-
ing a hole in the govern-
ment’s borrowing forecasts.
Or the Bank of England may

call time on quantitative eas-
ing, leaving the government
to finance its debt without
the support of a huge buyer.
Either might lead to failed
gilt auctions and much
higher yields. No one knows
where the breaking point
might be.

Much depends on the atti-
tude of foreign investors,
who have for years been ab-
sorbing a growing share of
gilt issuance. But they also
are the investors most likely
to be influenced by a rating
decision. S&P’s action is a
warning shot to the U.K. po-
litical class, already in tur-
moil as a result of an ex-
penses scandal, that it can
no longer duck an urgent de-
bate over how to repair the
U.K.’s broken finances. But it
should also be a warning
shot to other countries—the
U.S. included—that they
can’t expect to continue run-
ning up vast deficits and not
suffer the consequences.

—Simon Nixon

Call it continental drift.
Many leveraged U.S. prop-
erty trusts have jumped at
the chance to patch up their
balance sheets with large
capital raisings. Why are
the Europeans still waiting?

U.S. real-estate invest-
ment trusts have raised
$11.6 billion this year, while
trusts in Europe, excluding
the U.K., have raised just
$209 million, according to
Dealogic. Investors have
been diluted by the offer-
ings, but stronger capital po-
sitions helped most U.S.
stocks perform better.

The Europeans could use
a similar fix. The average
trust in the U.S. has debt
equal to eight times trailing
12-month earnings before
interest, taxes, depreciation,
and amortization, according
to J.P. Morgan Chase. The
ratio for many of their Euro-
pean counterparts is higher.

Take Gagfah. The Luxem-
bourg-based REIT with oper-
ations in Germany has debt
equal to 15.6 times trailing

12-month Ebitda. Foncière
des Régions, a French com-
pany with a portfolio of
property trusts, has a multi-
ple of 12.1 times trailing
Ebitda.

True, most of the debt
for both companies has a
few years before maturing.
But the decline of General
Growth’s stock began long
before current obligations
pushed it into bankruptcy.
And capital raises by the
likes of Vornado have come
years ahead of large debt
maturities.

The Europeans mightn’t
have complete control of
their fate. The stock-market
rally has helped U.S. prop-
erty trusts extend a string
of fund raisings. Europe has
a smaller pool of REIT inves-
tors.

But the REITs should use
any window for raising eq-
uity. If occupancy levels con-
tinue to slump and rents re-
main under pressure they
have little cushion to fall
back on.  —John Jannarone

REIT time, REIT place

*Determined on Jan. 27, 2009, except U.K  on May 21, 2009                         Source: Standard & Poor’s

In the red | Net debt as a percentage of GDP
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S&P fires a loud warning shot

By Sarah Childress

Malawi’s main opposition party
said it will contest results from
Tuesday’s presidential and parlia-
mentary elections, a move that
could threaten the tiny agricultural
nation’s stability and the consider-
able economic progress it has made
in recent years.

Incumbent President Bingu wa
Mutharika is expected to be de-
clared the winner by a large mar-
gin.

Ishmael Chafukira, a spokesman
for the opposition Malawi Congress
Party and its presidential candi-
date, John Tembo, said Thursday
evening that party officials had de-

cided they will contest the results
once the final tally was announced
because of “irregularities” with the
vote and the counting process. By
law, parties have eight hours to file
complaints after the electoral com-
mission releases the final count.

“We are going to seek legal re-
dress,” Mr. Chafukira said. He
added that the party was working
to ensure that Mr. Tembo’s support-
ers stayed calm. “We are not taking
our anger out on the streets,” he
said.

One of the party’s biggest com-
plaints, Mr. Chafukira said, was
that some of its designated moni-
tors were kept away from the poll-
ing centers and barred from over-

seeing the counting. “It gave a
chance to our opponents to manipu-
late the vote,” he said. The party
had expressed skepticism about
early results on Wednesday show-
ing Mr. Mutharika with a strong
lead even in an area seen as Mr. Tem-
bo’s stronghold, where the party
had been expected to dominate.

A team of observers from the
Commonwealth, a group largely
composed of former British colo-
nies, many of which are African,
said in its interim statement Thurs-
day that while the vote had gener-
ally been peaceful, there had been
“shortcomings” that kept the polls
from meeting important demo-
cratic benchmarks. The team, led

by former Ghanaian President John
Kufuor, said the voters’ registry
had been released late, creating con-
fusion at the polls.

Commonwealth spokesman
Manoah Esipisu said that its observ-
ers hadn’t seen any monitors from
political parties being denied ac-
cess to the counting. But he said
Malawian law allows the party to
present evidence to support its
case in court.

A spokeswoman for the govern-
ment, Patricia Kaliati, said she be-
lieved the vote had been fair. “I
don’t know what they’re on about,”
she said of the opposition party’s
decision to contest the results.
“The people have spoken,” she said.

Opposition will contest results of Malawi vote

ble to 97% of the country’s annual
economic output by 2013—a level
that, if sustained, would be incon-
sistent with a triple-A rating and
far exceeds the government’s esti-
mate of a 79% debt-to-GDP ratio by
the end of 2013-14.

S&P says the government’s eco-
nomic-growth and budget-deficit
forecasts are too optimistic. The
rating firm has included a higher
upfront cost for bank bailouts.
S&P believes the cost of the U.K.’s
bank bailout could reach nearly
three times the government’s esti-
mate of £50 billion ($78.76 bil-
lion).

The opposition Conservative
Party seized on the opportunity to
criticize Mr. Brown’s Labour Party
and its handling of the economy.
“It’s now clear that Britain’s eco-
nomic reputation is on the line at
the next general election,” said
George Osborne, the Conserva-
tives’ economic spokesman. The
Conservatives, which emphasize
fiscal responsibility in their plat-
form, have a lead over Labour in re-
cent opinion polls.

Stephen Timms, a Treasury
minister, said that the govern-
ment has set out plans to halve the
deficit over the next four years
and to bring the public finances
back into balance in the medium
term. “That’s the discipline that’s
needed at the moment, and that’s
the discipline that we are deliver-
ing,” he said. On Thursday,
though, the government reported
that its budget deficit had reached
£7 billion in April, nearly ten times
the level of a year earlier, putting

the U.K. public debt on track to ex-
ceed the government’s forecasts.

The U.K.’s troubles reflect the
heavy toll that attempts to revive
slumping economies and save
shaky banks are taking on govern-
ment finances throughout the de-
veloped world. In recent months,
both Ireland and Spain have lost
their triple-A ratings, while Ice-
land fell from single-A-plus to tri-
ple-B-plus last October. S&P ex-
pects the debt-to-GDP ratio of the
U.S. government to rise to 77 % by
2013 from 44% in last year; Japan’s
to 120% from 110%; and Italy’s to
116% from 102%. S&P sees France’s
and Germany’s debt ratios grow-
ing more slowly, to 69 % and 72% of
GDP by 2013, respectively.

S&P’s warning to the U.K. led
some analysts to worry that the
U.S. could be next, although the
dollar’s status as a reserve cur-
rency gives the U.S. much more
ability to carry a heavy debt load.
“It’s the pace of deterioration in fi-
nances that is the driving factor
here,” said Huw Worthington of
Barclays Capital. “The U.K. and the
U.S. have fallen far and fast, while

the decline in the likes of Germany
and France are more measured.”

The relatively gloomy senti-
ment about the U.K. and the U.S.
was apparent Thursday in the mar-
ket for credit-default swaps,
where investors can buy and sell in-
surance against sovereign de-
faults. At about $72,000 for every

$10 million insured, the cost for
five years’ insurance on U.K. debt
exceeds that for lower-rated Portu-
gal and Belgium. The same insur-
ance on U.S. debt cost $37,500 com-
pared with $34,500 for Germany
and $36,500 for France.

The U.K. Treasury on Thursday
noted that S&P reaffirmed the

country’s triple-A rating, at least
until after the election. Fitch Rat-
ings and Moody’s Investors Ser-
vice Thursday said they have no
plans to change their triple-A rat-
ing of U.K. government debt.

“While the U.K. economy and
public finances face considerable
challenges, the government has
both enough balance-sheet flexi-
bility to absorb the shock in the
short-term, and the capacity to re-
verse the damage over time,” said
Arnaud Mares, an analyst at
Moody’s. Moody’s would change
the U.K.’s rating only if it were con-
vinced that the deterioration in
Britain’s finances was irreparable,
Mr. Mares said.

The benchmark FTSE 100 index
fell 2.7% after S&P’s warning to
4346.07. The pound fell from a six-
month high of $1.5808 to a low of
$1.5521, but recently stood at
$1.5637. Prices of U.K. government
bonds, or gilts, also took a beating,
pushing their yields higher and ef-
fectively raising the government’s
borrowing costs.

—Alistair MacDonald contrib-
uted to this article.

Continued from first page

S&P threatens U.K.’s triple-A credit rating as debt rises

Source: U.K. Debt Management Office
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The warning to the
U.K. led analysts to
worry that the U.S.
could be next.
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Premiere AG, the German
pay-TV company partly owned by
News Corp., is changing its name to
Sky Deutschland AG. A Corporate
News article in the May 15-17 edition
incorrectly said that News Corp.
was changing Premiere’s name.

By Stefania Bianchi

DUBAI—Emirates Airline, the
Middle East’s largest carrier, said its
fiscal full-year net profit fell 80%,
providing another indication that
even the region’s relatively strong
carriers are feeling the pain from a
sharp drop in travel.

The Dubai-based carrier said
Thursday that its net profit fell to
982 million dirhams ($267.4 mil-
lion) in the year ended March 31
from a record five billion dirhams a
year earlier.

“As we move into the new finan-
cial year, the outlook is not improv-
ing,” Chairman Sheikh Ahmed bin
Saeed Al Maktoum said in a prepared
statement. “Although fuel prices are
dropping, demand for business- and
first-class traffic is still weak in
many markets,” he added.

The sharp decline in the airline’s
earnings also sends a worrying sig-
nal for the health of Dubai’s tourism
and investment-dependent econ-
omy. Emirates is considered the
jewel in the crown of the business em-
pire of Dubai’s ruler, Sheikh Moham-
med bin Rashid al Maktoum.

Emirates said record fuel prices
at $147 a barrel and declining yields
with the strengthening of the U.S. dol-
lar meant that net margins for the

company, which also includes Dnata
Travel Services, fell to 3.3% for the
year from 13.2% the previous year.

Fuel accounted for 36% of Emir-
ates Airline’s operating costs, up
from 33% a year earlier.

The company’s total revenue
grew 10% to 46.3 billion dirhams, as
the airline’s sales rose 9.9% to 44.2
billion dirhams.

“Under the circumstances this is
a satisfactory result,” Sheikh
Ahmed said.

The International Air Transport
Association, or IATA, said in March
that Middle Eastern airlines will be
the only carriers to see demand grow
this year, but overcapacity will result
in a $900 million combined loss for
airlines in the region.

Demand growth for air travel in
the region is expected to reach 1.2%
this year, but this will be overshad-
owed by the impact of a 3.8% rise in
capacity, the Geneva-based trade
group said.

Despite the gloomy outlook,
Sheikh Ahmed said the carrier will
continue to forge ahead with its ag-
gressive expansion plans.

“Our development plans remain
unchanged,” he said. “Without down-
playing the global economic situa-
tion and its challenges for our busi-
ness, I still believe that the coming
year will be one of satisfactory
growth for the Emirates Group.”

Emirates currently has 161 air-
craft on order, valued at $52 billion,
excluding options.
 —Andrew Critchlow

contributed to this article.

By John D. McKinnon

And Cam Simpson

WASHINGTON—PresidentBarack
Obama sought to reassure lawmakers
andthepublicabouthisnational-secu-
rity decisions, including plans to shut
down the Guantanamo Bay detention
center in Cuba and transfer some sus-
pected terrorists to U.S. soil.

Shortly afterward, former Vice
President Dick Cheney launched a
broad defense of the Bush adminis-
tration’s terrorism policies, accus-
ing critics of engaging in “feigned
outrage based on a false narrative.”

In the president’s speech at the
National Archives—home to the U.S.
Constitution, the Bill of Rights and
other documents related to the coun-
try’s founding—he urged Americans
to trust their government and the
country’s courts and other institu-
tions to deal with suspected terror-

ists appropriately, while keeping or-
dinary Americans safe.

“We are not going to release any-
one if it would endanger our na-
tional security, nor will we release
detainees within the United States
who endanger the American peo-
ple,” Mr. Obama said.

The president’s speech, which
sought to appeal to American demo-
cratic ideals while addressing policy
details, came in the wake of growing
criticismfromRepublicansandDemo-
crats of his national-security deci-
sions. Wednesday, the Senate re-
jected, by a 90-6 vote, the administra-
tion’s request for $80 million in fund-
ing to shut the Guantanamo facility,
followingasimilarmovebytheHouse.

Mr. Cheney, in a speech that
started just minutes after Mr.
Obama’s Thursday, warned against
moving the “worst terrorists” from
Guantanamo, and suggested that
Mr. Obama was seeking to score po-
litical points at the previous admin-
istration’s expense. “In the fight
against terrorism there is no middle
ground, and half-measures keep you
half-exposed,” Mr. Cheney said.

Mr. Obama, meanwhile, decried

a “return of the politicization of
these issues that have characterized
the last several years.” He warned
that “we will be ill-served by some
of the fear-mongering that emerges
whenever we discuss this issue.”

His speech suggested, however,
that his administration could take a
harder line on some security issues
in the wake of the furor, specifically
in setting up a system to hold detain-
ees whom officials regard as genu-
inely dangerous but who likely
couldn’t be convicted either in civil-
ian or military courts.

Thursday’s speech appeared
aimed primarily at responding to ris-
ing concerns over the planned shut-
down of Guantanamo and what to
do with its 240 detainees. Mr.
Obama announced in January that
he planned to shut down the facility
within a year. But the administra-
tion has provided few details on
how it would handle detainees, ex-
cept to say that some would be sent
overseas and others would be
brought to the U.S. to be tried in civil-
ian or military courts.

Before Mr. Obama’s speech, Sen-
ate Republican Leader Mitch McCon-
nell of Kentucky noted that top Fed-
eral Bureau of Investigation offi-
cials have warned that Guantanamo
detainees transferred into U.S. pris-

ons could “still be able to conduct
terrorist activities, much like gang
leaders who’ve been able to run
their gangs from prison.” Earlier
this week, Senate Majority Leader
Harry Reid suggested that lawmak-
ers didn’t want any of the detainees
placed in U.S. prisons.

Mr. Cheney, in his speech, also
weighed in on the debate about clos-
ing Guantanamo, saying Mr. Obama
has found “that it’s easy to receive
applause in Europe for closing Guan-
tanamo. But it’s tricky to come up
with an alternative.”

Mr. Obama argued that the coun-
try’s maximum-security prisons
were capable of holding convicted
terrorists. “Where demanded by jus-
tice and national security, we will
seek to transfer some detainees to
the same type of facilities in which
we hold all manner of dangerous
and violent criminals within our bor-
ders,” he said. “Nobody has ever es-
caped from one of our federal
‘supermax’ prisons, which hold hun-
dreds of convicted terrorists.”

Perhaps the most-controversial
proposal was one that would estab-
lishasystemtodetainindefinitelysus-
pectswhocouldn’tlikelybeconvicted
in civilian or military courts but
whomauthoritiesdeemedtoodanger-
ous to be released. Such a move could

expose Mr. Obama to some of the
same criticisms made against the
Bushadministrationanditsestablish-
mentofGuantanamo,andopenuppo-
tential questions over legality.

Mr. Obama, a Harvard University-
trained lawyer and former law pro-
fessor, said he would seek to ground
the program in sound legal princi-
ples. “We do need to update our insti-
tutions to deal with this threat,” he
said. “But we must do so with an
abiding confidence in the rule of law
and due process; in checks and bal-
ances and accountability.”

Mr. Obama said the administra-
tionwould work with Congress to set
upsuchasystem,andthatitwouldin-
clude periodic reviews to show that
continued detention of suspects was
justified, in addition to having con-
gressional and judicial oversight.

Describing himself as “someone
whose own life was made possible
by these documents” in the National
Archives, the president appealed to
Americans’ pride in the country’s
civil liberties, in explaining his re-
cent national-security decisions. Be-
sides closing Guantanamo, Mr.
Obama has banned so-called en-
hanced-interrogation techniques au-
thorized by the Bush administration
that some have called torture.
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professional executives to restruc-
ture their operations and help
them grow.

Yet the belt-tightening has
proven too painful for some. Brian
Blake in April stepped down as
chief operating officer and commer-
cial director of Prada SpA, which is
owned by the designer Miuccia
Prada and her husband, Patrizio
Bertelli. Mr. Blake had been tapped
in 2007 to prepare Prada for a stock-
exchange listing that never came to
pass.

Mr. Di Risio and Ms. Versace
have been at odds for months over
how to reduce costs for such items
as promotional events and parties,
according to the person familiar
with the matter.

Even in good times, the question
of how much to spend on public
events and advertising campaigns
is a source of tension between exec-
utives who want to control costs
and designers eager to generate
buzz that can drive sales. With the
global downturn taking a bite out
of profits, however, CEOs are under

even more pressure, analysts say.
“It’s going to be a fine balance

for CEOs to balance budgets while
maintaining the public face of the
company and the exposure that it
costs,” said Robert Burke, a luxury-
industry consultant.

Ms. Versace and her brother
Santo took over the fashion
house in 1997 after Gianni
Versace, the label’s found-
ing designer, was gunned
down outside his Miami
villa. Mr. Versace’s death
sent the fashion house into
a financial spiral as custom-
ers loyal to the late design-
er’s styles began to look
elsewhere.

When Mr. Di Risio was
brought in to run Versace in
2004 the company was sad-
dled with more than $146
million in debt and posted a net
loss of $124 million. Ms. Versace,
backed by her daughter Allegra
Versace Beck, gave the executive a
free hand to restructure the com-
pany.

Mr. Di Risio began by untangling

the company’s assets from the fami-
ly’s personal holdings, including a
Manhattan townhouse that the fam-
ily sold in 2005 for $35 million.

Mr. Di Risio closed unprofitable
lines, such as lingerie and chil-
dren’s wear, and focused on over-
hauling Versace flagship stores in

fashion capitals includ-
ing New York, London
and Milan. He also
opened new stores in fast-
growing luxury markets
such as China. Under Mr.
Di Risio, Versace also
formed joint ventures
that extended the
Versace brand to Lambo-
rghini sports cars and
AugustaWestland helicop-
ters.

Ms. Versace, known
for her bleached blonde

hair and sexy dresses, embraced
Mr. Di Risio’s commercial focus,
reining in the brand’s flashy de-
signs for more restrained styles
that have longer shelf life. She also
began to concentrate on designing
accessories, such as handbags and

shoes, which generate greater
profit margins.

At times, however, relations be-
tween Mr. Di Risio and Ms. Versace
became strained. Initially, for exam-
ple, Ms. Versace tried to persuade
Mr. Di Risio to revive Versace’s tra-
dition of high-profile but costly
fashion shows for the designer’s
haute couture collection. Mr. Di Ri-
sio talked her out of the idea, per-
suading Ms. Versace to present her
collections to clients in private ap-
pointments.

By 2006, Mr. Di Risio’s strategy
had returned the fashion house to
profitability, posting net profit of
Œ19.1 million ($26.3 million). Since
then, however, Versace’s profits
have slipped. The fashion house
last year reported sales of Œ336 mil-
lion and scratched out a net profit
of Œ9 million, down from Œ13 mil-
lion a year earlier.

As profit fell, tensions rose. In
January, Mr. Di Risio began to push
Ms. Versace to simplify her designs
so that the label could lower its
prices, the person familiar with the
matter said.

Continued from first page

Versace CEO is expected to resign in dispute over cost cuts

Economy & Politics

corporate tax-cutting strategies.
The IRS recently challenged the
benefits from a similar transaction
stemming from the 1999 merger of
ScottishPower and PacifiCorp, ac-
cording to a person familiar with
the matter and a ScottishPower se-
curities filing. The status of that dis-
pute couldn’t be determined. Iber-
drola SA, which subsequently ac-
quired ScottishPower, didn’t re-
spond to requests for comment.

The outcome of Glaxo’s case
with the IRS will be closely
watched. “People will pay attention
to this, because there are plenty of
people” who have done similar
transactions, says H. David Rosen-
bloom, an international-tax attor-
ney at law firm Caplin & Drysdale.

A Glaxo spokeswoman declined
to comment about the case, citing
the litigation. In court filings, the
U.K.-based company says the pay-
ments are properly classified as tax-
deductible interest.

The IRS declined comment.
The dispute between Glaxo and

the IRS is their latest sizable con-
flict. The company in a separate
case announced in 2006 it would
pay $3.4 billion to end litigation
over whether its U.S. arm overpaid
the U.K. parent for drugs, thus cut-
ting Glaxo’s U.S. taxes. The IRS said
at the time that it was the largest
tax settlement ever. Glaxo said it

settled because of the time and cost
of litigation.

Details of the latest dispute be-
tween Glaxo and the IRS are re-
vealed in a little-noticed case filed
last year in U.S. Tax Court.

The case stems from the $75.7
billion merger in 2000 of U.K. ri-
vals GlaxoWellcome and Smith-
Kline Beecham.

As part of the merger, a Swiss
company was created to be parent
of GlaxoWellcome’s U.S. unit. The
U.S. operation was then merged
into SmithKline’s U.S. business,
which agreed to pay the Swiss com-
pany $13.5 billion over seven years
as compensation. GlaxoSmithKline
treated a portion of those pay-
ments as tax-deductible interest.

The IRS contends in court filings
that payments to the Swiss parent

weren’t interest on debt but were ac-
tually dividend payments, which
aren’t tax deductible. In part, the
government says Glaxo didn’t estab-
lish that it could have obtained in-
vestment-grade debt of comparable

size from an unrelated creditor.
Glaxo points to a number of fac-

tors it says establish the payments
as interest on debt, including that
there was a fixed repayment sched-

ule. The company in a court filing
justified the transaction as part of
its “global effort to integrate” the
various subsidiaries of the two com-
panies.

The IRS disallowed the deduc-
tions from 2001 to 2003 and is seek-
ing taxes, interest and penalties to-
taling $864 million. In a securities
filing, Glaxo says the IRS is auditing
subsequent years and that the com-
pany’s liability could grow by an-
other $1.06 billion if the agency is
successful. The company doesn’t ex-
pect a court decision before 2011.

A typical attraction of such
transactions is that the company
gets a U.S. tax deduction, while its
overseas unit generally pays lower
or no taxes on what it receives, says
Robert Willens, who runs a corpo-
rate tax-consulting firm. Glaxo

didn’t disclose the tax treatment of
the payments it received in Switzer-
land.

An Obama administration pro-
posal unveiled this month would
tighten restrictions on the tax bene-
fits from transactions like Glaxo’s.
But the proposal is limited to a
small number of so-called expatri-
ated companies, corporations that
have moved their place of incorpo-
ration into a tax haven.

A Treasury Department official
says the proposal was limited to
those companies because it found
evidence they had engaged in such
transactions but didn’t find as com-
pelling evidence about other for-
eign-controlled corporations. The
IRS is seeking more information
about possible abuse via a new tax-
return form.

Continued from first page

Glaxo faces potential $1.9 billion battle with U.S. over taxes

Iraqi Oil Minister Hussain al-Shahristani, left, and his Egyptian counterpart Sameh
Fahmi speak after Iraq and Egypt signed an agreement to boost energy cooperation.

Iraqi oil chief under fire
Lawmakers urge
minister to resign
over low production
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By Gina Chon

BAGHDAD—Iraqi lawmakers
called on Oil Minister Hussein al-
Shahristani to resign, saying he
failed to boost production at a time
when lower crude prices have
forced painful budget cuts.

Members of parliament’s oil
and gas committee say production
has been hamstrung by misman-
agement at Mr. Shahristani’s
agency. In a rare public dressing-
down over the weekend, Iraqi Vice
President Adel Abdul Mahdi, speak-
ing at an economic conference in
Jordan, said the oil ministry
wasn’t doing enough to boost pro-
duction.

The parliamentary committee
has collected enough lawmakers’
signatures to summon Mr. Shah-
ristani before parliament for ques-
tioning. A date hasn’t been sched-
uled yet for his appearance.

Oil Ministry spokesman Assem
Jihad said Mr. Shahristani looks
forward to responding to parlia-
ment. Mr. Jihad said some allega-
tions are politically motivated,
aimed at helping lawmakers in an
election year in Iraq.

“It is time for him to step aside
since his oil policies have failed,”
said Jabber Khalifa al-Jabber, an

engineer who worked in the oil in-
dustry and is now a senior oil and
gas committee member. Mr. Jab-
ber said lawmakers could decide to
hold a no-confidence vote about
Mr. Shahristani.

Oil production is around 2.4 mil-
lion barrels a day; prewar produc-
tion ran between 2.5 million and 3
million. Production fell to 2.1 mil-
lion barrels a day in January. Iraq
relies on oil proceeds for 90% of its
revenue. The fall in oil prices has
forced budget cuts and a govern-
ment hiring freeze that includes se-
curity forces.

Mr. Shahristani blames a num-
ber of factors for the oil industry’s
slow development, including ne-
glect during Saddam Hussein’s re-
gime and the insurgency and vio-
lence after the 2003 invasion. Mr.
Shahristani says he also has been
hindered by parliament’s failure so
far to pass a comprehensive petro-
leum law, which would set the legal
groundwork for international in-
vestment in the sector.

Iraqi Prime Minister Nouri al-
Maliki has grown disenchanted
with Mr. Shahristani, an adviser to
the prime minister said. It’s un-

clear whether Mr. Maliki would dis-
miss the minister, partly because
of worries over finding a successor
acceptable to Iraq’s many political
factions.

A change in leadership could af-
fect plans to award a handful of
technical-service contracts. Sev-
eral international oil companies
are bidding for the contracts,
which are to be awarded next
month and are seen as crucial to
slowing the decline in production

at some oil fields. Mr. Shahristani
has been heavily involved in the
bidding process.

Separately, Iraq and Egypt an-
nounced plans Wednesday to coop-
erate on energy development. Mr.
Shahristani announced that Egyp-
tian oil companies will take part in
exploration in Iraq, drilling wells,
developing fields and building re-
fineries and pipelines.
 —Munaf Mustafa

contributed to this article.

Donatella
Versace

Source: Brookings Institution

Falling short
Iraq’s crude-oil production,
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Mulcahy to end 8-year stint as Xerox chief
Veteran to remain
chairman, taps
lieutenant for CEO

By Jerry A. DiColo

Xerox Corp. Chairman and Chief
Executive Anne M. Mulcahy, known
for turning around the company dur-
ing her eight-year tenure, will retire
as headof the company,ceding the po-
sition to her handpicked successor,
President Ursula M. Burns.

The 56-year-old Ms. Mulcahy, who
will continue as chairman of the
board after relinquishing the CEO ti-
tle July 1, leaves Ms. Burns to navigate
Xerox as it relies increasingly on the
services side of its business to
counter the steady decline of print-

ing, which is suffering as more infor-
mation is exchanged digitally.

While the 50-year-old Ms. Burns
had been projected as Ms. Mulcahy’s
heir-apparent since becoming presi-
dent in 2007, the timing of the move
surprised company followers. In addi-
tion, Ms. Burns’s promotion—made
during Xerox’s annual shareholder
meeting Thursday—makes her the
only African-American female chief
executive among the Fortune 500’s
top 150 companies.

Xerox, Norwalk, Conn., makes
printers both for offices and large-
scale production, but garners most
of its sales from its services busi-
nesses, which include maintenance
contracts, printing supplies and
lease revenues. The recession has ex-
acerbated weak demand for printers,
and results have been muted by a
strong dollar as much of its revenue

comes from overseas.
Nonetheless, Xerox is perceived to

be in solid shape, and certainly much
stronger than the near-bankrupt con-
ditionwhichMs. Mulcahyas-
sumed in July 2001.

“Despite a tough econ-
omy, we are generating
cash, building our technol-
ogy and services pipeline,
and poised for a period of
steady profitable growth in
the future,” Ms. Mulcahy
said in a press release.

Xerox spokesman Carl
Langsenkamp said Ms. Mul-
cahy had “prepared Xerox
for the time when she
chose to retire.” Shannon Cross of
Cross Research acknowledged as
much by describing the promotion
as “long telegraphed.”

Ms. Burns won’t keep the presi-

dent post, and Mr. Langsenkamp said
the company doesn’t intend to name a
replacement.

Ms. Mulcahy became CEO of a
company struggling after a
string of quarterly losses
amid falling market share
and a probe regarding Xe-
rox’s accounting practices.
Its copier business was
struggling, debt was piled
high, and she was soon
forced to concede that Xe-
rox had an “unsustainable
business model.”

Ms. Mulcahy, who joined
the company in 1976 as a
sales representative, res-

cued Xerox from near-bankruptcy by
rebuilding relations with customers;
cutting costs through the outsourcin-
gof manufacturing and back-office op-
erations; introducing new products;

selling preferred stock and most of
the company’s Asian operations; and
resolving a government probe by pay-
ing a then-record $10 million fine.

She also is credited with expand-
ing Xerox’s business beyond tradi-
tional copiers and printers into the
computer systems used by customers
to manage documents, as well as into
consulting services.

Ms. Burns, meanwhile, is seen as a
significant contributor to Ms. Mul-
cahy’s achievements. For example,
Ms. Burns is credited with success-
fully negotiating with unions to elimi-
nate or outsource thousands of jobs in
2001, a key part of Xerox’s rebound.

Ms. Burns, who grew up in New
York City and got a master’s degree in
engineering from Columbia Univer-
sity, is a Xerox lifer who started as a
mechanical engineering summer in-
tern in 1980.

LEADING THE NEWS

Ursula M. Burns

By Daniel Michaels

PARIS—An expanded trans-At-
lantic alliance between Franco-
Dutch carrier Air France-KLM and
Delta Air Lines Inc. will boost each
partner’s profit by $150 million
starting next year, executives from
the two airlines said Wednesday.

Air France-KLM CEO Pierre-
Henri Gourgeon told a news confer-
ence that the new joint venture
pooling revenue and costs for
flights between Europe and the
U.S. and cooperating closely on
many other flights will signifi-
cantly boost both carriers’ reve-
nues while cutting costs.

The agreement, which will run
for at least 13 years, builds on a
longstanding joint venture be-
tween Northwest Airlines and
KLM Royal Dutch Airlines and a
more recent one between Delta
and Air France. Air France bought
KLM in 2004, and Delta last year
bought Northwest.

The merged airlines, which are
both in the SkyTeam marketing alli-
ance, had said they planned to reor-
ganize and expand their coopera-
tion. The profit increase includes
benefits from the earlier alliances.
The companies declined to specify
how much the new pact would in-
crease profits.

The pair said their venture now
represents about 25% of the indus-
try’s total trans-Atlantic capacity
and will sharpen their ability to
compete against the other airline
alliances, Star and Oneworld.
Based on 2008-2009 data, the an-
nual joint-venture revenue is esti-
mated at $12 billion, the compa-
nies said.

The new venture will include
more than 200 transatlantic
flights and about 50,000 seats
daily, the companies said.

The airlines are able to cooper-
ate by sharing sensitive pricing
and marketing data—behavior nor-
mally forbidden as illegal collusion—
because they have been granted an-
titrust immunity by U.S. regula-
tors. The European Union has been
reviewing antitrust implications
of airline alliances for years.

Delta Chief Executive Richard
Anderson said the grouping has been
“thoroughly reviewed by authorities
on both sides of the Atlantic.”

Air France, Delta
outline benefits
of cooperation
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DJIA component stocks
Volume, CHANGE

Stock Symbol in millions Latest Points Percentage

AT&T T 28.40 $23.67 –0.46 –1.91%
Alcoa AA 39.70 9.10 –0.39 –4.11%
AmExpress AXP 20.70 24.15 0.17 0.71%
BankAm BAC 554.10 11.41 –0.08 –0.70%
Boeing BA 5.40 43.29 –1.29 –2.89%
Caterpillar CAT 13.60 35.54 –1.76 –4.72%
Chevron CVX 11.30 64.47 –0.74 –1.13%
Citigroup C 155.60 3.72 0.03 0.81%
CocaCola KO 13.40 46.68 –0.32 –0.68%
Disney DIS 11.80 23.23 –0.32 –1.36%
DuPont DD 8.40 27.30 –0.90 –3.19%
ExxonMobil XOM 21.20 68.39 –1.22 –1.75%
GenElec GE 100.10 13.24 –0.53 –3.85%
GenMotor GM 125.30 1.92 0.47 32.41%
HewlettPk HPQ 24.30 34.22 –0.45 –1.30%
HomeDpt HD 24.50 22.89 –0.94 –3.94%
Intel INTC 53.90 15.18 –0.40 –2.57%
IBM IBM 6.90 102.82 –1.23 –1.18%
JPMorgChas JPM 60.40 34.90 0.35 1.01%
JohnsJohns JNJ 11.20 54.99 –0.39 –0.70%
KftFoods KFT 8.30 24.93 0.08 0.32%
McDonalds MCD 9.60 55.69 –0.56 –1.00%
Merck MRK 20.90 26.12 0.03 0.11%
Microsoft MSFT 53.20 19.82 –0.56 –2.75%
Pfizer PFE 45.50 14.83 –0.28 –1.85%
ProctGamb PG 10.10 53.02 –1.00 –1.85%
3M MMM 4.30 56.55 –1.65 –2.84%
UnitedTech UTX 5.70 50.76 –0.98 –1.89%
Verizon VZ 15.60 29.16 –0.67 –2.25%
WalMart WMT 14.40 49.11 0.17 0.35%

Dow Jones Industrial Average P/E: 41
LAST: 8292.13 t 129.91, or 1.54%

YEAR TO DATE: t 484.26, or 5.5%

OVER 52 WEEKS t 4,333.49, or 34.3%

 Note: Price-to-earnings ratios are for trailing 12 months
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Tracking
credit
markets &
dealmakers

Follow the markets throughout
the day, with updated stock
quotes, news and commentary
at WSJ.com/Europe.
Also, receive email alerts that
summarize the day’s trading in
Europe and Asia.
To sign up, go to
WSJ.com/Online Today

Behind Europe’s deals: Bank revenue rankings, European
Behind every IPO, bond offering, merger deal or syndicated loan is one or more investment banks. Here are
investment banks ranked by year-to-date revenues from recent deals.

PERCENTAGE OF TOTAL REVENUE
Revenue, Market Equity Debt Mergers &
in millions share capital markets capital markets acquisitions Loans

JPMorgan $607 9.0% 48% 28% 23% 1%

BNP Paribas 424 6.3% 29% 49% 16% 6%

UBS 392 5.8% 30% 21% 49% …%

Deutsche Bank 369 5.5% 26% 40% 32% 2%

Goldman Sachs 362 5.4% 37% 17% 45% …%

Credit Suisse 344 5.1% 25% 50% 24% 1%

RBS 320 4.7% 41% 46% 10% 3%

Citi 313 4.6% 30% 28% 40% 2%

Bank of America Merrill Lynch 306 4.5% 27% 27% 43% 3%

Source: Dealogic

Credit-default swaps: European companies
At its most basic, the pricing of credit-default swaps measures how much a buyer has to pay to purchase-and
how much a seller demands to sell-protection from default on an issuer's debt. The snapshot below gives a
sense which way the market was moving yesterday.

Showing the biggest improvement... And the most deterioration
CHANGE, in basis points CHANGE, in basis points

Yesterday Yesterday Five-day 28-day Yesterday Yesterday Five-day 28-day

Grohe Hldg  "1,864" –206 –379 –767 Total  66 ... –4 –13

TUI  "1,491" –103 –209 –285 Henkel AG & Co 79 ... –3 –18

Rallye "1,371" –101 –95 –151 Thales 85 ... –10 –20

Stena Aktiebolag 894 –93 –109 –226 Wolters Kluwer  63 ... –10 –7

Wendel 787 –53 –80 –242 Six Continents 57 ... 1 –6

Porsche Automobil Hldg 332 –49 –61 –223 Safeway 47 ... –3 –8

Holcim  300 –47 –88 –219 ENI  58 1 ... –9

Lafarge 306 –44 –78 –271 Smiths Gp  113 2 5 –19

GKN Hldgs  306 –33 –99 –221 Heineken NV 182 2 2 –18

Fiat 667 –31 –98 –222 ArcelorMittal Fin 552 16 –93 –306

Source: Markit Group

Dow Jones Stoxx 50: Thursday’s best and worst…
Market value, Previous

in billions close, in STOCK PERFORMANCE
Company Country Industry of US$ local currency Previous session 52-week Three-year

GlaxoSmithKline U.K. Pharmaceuticals $95.5 10.64 0.47% –5.8% –28.0%

Astrazeneca U.K. Pharmaceuticals 60.4 26.46 0.42 19.1 –5.9

Deutsche Bk Germany Banks 36.9 47.01 0.14 –36.4 –47.8

Nokia Finland Telecomms Equipment 59.1 11.30 unch. –38.8 –31.8

L.M. Ericsson Tel B Sweden Telecomms Equipment 26.4 67.40 unch. –16.8 –40.9

ArcelorMittal Luxembourg Iron & Steel $41.4 20.77 –8.42% –67.5 ...

Rio Tinto U.K. General Mining 41.9 26.57 –7.23 –60.2 –9.1

BHP Billiton U.K. General Mining 49.0 13.97 –6.30 –33.8 35.0

UniCredit Italy Banks 39.5 1.82 –5.01 –51.0 –64.1

Daimler Germany Automobiles 33.6 25.28 –4.89 –49.9 –38.7

...And the rest of Europe’s blue chips
Latest, Latest,

Market value, in local STOCK PERFORMANCE Market value, in local STOCK PERFORMANCE
Company/Country (Industry) in billions (U.S) currency Latest 52-week Three-year Company/Country (Industry) in billions (U.S) currency Latest 52-week Three-year

ABB 37.6 17.85 ... –46.7% 22.3%
Switzerland (Industrial Machinery)
Credit Suisse Grp 50.9 47.42 ... –12.4 –30.3
Switzerland (Banks)
Nestle S.A. 141.1 40.66 ... –20.1 12.5
Switzerland (Food Products)
Roche Hldg Part. Cert. 92.3 145.00 ... –18.8 –22.0
Switzerland (Pharmaceuticals)
Novartis 106.7 44.52 ... –18.5 –33.9
Switzerland (Pharmaceuticals)
UBS 43.9 16.53 ... –42.9 –72.3
Switzerland (Banks)
Telefonica S.A. 96.5 14.90 –0.07% –20.1 22.1
Spain (Fixed Line Telecomms)
BNP Paribas S.A. 64.8 45.01 –0.16 –34.6 –40.0
France (Banks)
British Amer Tob 53.0 16.67 –0.24 –12.4 25.4
U.K. (Tobacco)
Soc. Generale 30.9 38.59 –0.89 –43.1 –65.8
France (Banks)
Diageo 37.1 8.55 –1.44 –13.2 –2.6
U.K. (Distillers & Vintners)
Unilever 40.9 17.31 –1.54 –15.5 –0.9
Netherlands (Food Products)
Sanofi-Aventis S.A. 80.2 44.31 –1.69 –7.1 –40.9
France (Pharmaceuticals)
Royal Dutch Shll 90.5 18.54 –1.91 –33.1 –28.4
U.K. (Integrated Oil & Gas)
Iberdrola S.A. 41.3 6.00 –1.96 –36.6 –3.9
Spain (Conventional Electricity)
SAP 50.2 29.77 –1.98 –11.1 –28.8
Germany (Software)
BG Grp 60.7 10.80 –2.00 –19.8 54.4
U.K. (Integrated Oil & Gas)
France Telecom 59.7 16.59 –2.01 –18.0 –0.1
France (Fixed Line Telecomms)
Deutsche Telekom 49.0 8.16 –2.10 –25.7 –33.8
Germany (Mobile Telecomms)
Tesco 43.0 3.48 –2.19 –17.5 9.3
U.K. (Food Retailers & Wholesalers)

Banco Santander 80.1 7.13 –2.46% –43.9% –31.8%
Spain (Banks)
Anglo Amer 33.3 15.80 –2.71 –55.4 –24.8
U.K. (General Mining)
ENI 91.9 16.67 –2.74 –38.0 –28.1
Italy (Integrated Oil & Gas)
Banco Bilbao Viz 43.7 8.46 –2.76 –41.7 –46.4
Spain (Banks)
Bayer 41.9 39.79 –2.79 –27.6 13.6
Germany (Specialty Chemicals)
BP 161.8 4.98 –2.92 –23.0 –21.5
U.K. (Integrated Oil & Gas)
Assicurazioni Gen 30.7 15.82 –3.00 –38.4 –36.6
Italy (Full Line Insurance)
E.ON 67.8 24.61 –3.03 –45.5 –18.5
Germany (Multiutilities)
Barclays 37.4 2.85 –3.07 –25.5 –51.4
U.K. (Banks)
ING Groep 22.7 7.93 –3.12 –67.8 –74.3
Netherlands (Life Insurance)
AXA S.A. 36.8 12.79 –3.14 –43.2 –52.1
France (Full Line Insurance)
BASF 37.6 29.69 –3.26 –37.0 –7.9
Germany (Commodity Chemicals)
Intesa Sanpaolo 42.1 2.58 –3.28 –38.3 –43.1
Italy (Banks)
Total S.A. 130.0 39.81 –3.37 –30.7 –21.6
France (Integrated Oil & Gas)
GDF Suez 80.5 26.69 –3.73 –35.6 3.1
France (Multiutilities)
HSBC Hldgs 146.1 5.41 –3.74 –27.2 –33.2
U.K. (Banks)
Koninklijke Phlps 18.4 13.77 –4.11 –44.0 –43.7
Netherlands (Consumer Electronics)
Vodafone Grp 104.1 1.14 –4.29 –30.4 –3.5
U.K. (Mobile Telecomms)
Siemens 66.2 52.62 –4.31 –28.6 –22.6
Germany (Diversified Industrials)
Allianz SE 42.2 67.76 –4.56 –43.5 –44.3
Germany (Full Line Insurance)

Sources: Dow Jones Indexes; WSJ Market Data Group

WSJ.com

Hedge funds
Dow Jones TOTAL RETURN for rolling periods, net of fees*
Hedge Benchmark One week One month One quarter Year to date One year

Merger Arbitrage 0.12% 0.03% 0.6% 2.6% -6.3%
Event Driven 0.40% 1.13% 2.1% 3.7% -26.9%
Equity Market Neutral 0.18% -1.37% -2.9% -3.7% -11.5%
Equity Long/Short 0.51% 0.48% -1.9% -0.5% -19.8%

*Estimates as of 05/20/09, after fees; Source: www.djhedgefundindexes.com

Credit derivatives
Spreads on credit derivatives are one way the market rates
creditworthiness. Regions that are treading in rough waters can
see spreads swing toward the maximum—and vice versa. Indexes
below are for five-year swaps.

Markit iTraxx Indexes SPREAD RANGE, in pct. pts.
Mid-spread, since most recent roll

Index: series/version in pct. pts. Mid-price Coupon Maximum Minimum Average
Europe: 11/1 1.20 103.03% 0.02% 1.87 1.19 1.51

Eur. High Volatility: 11/1 2.41 105.92 0.04 3.89 2.20 3.01

Europe Crossover: 11/1 7.39 108.61 0.10 9.71 7.10 8.53

Asia ex-Japan IG: 11/1 1.98 106.91 0.04 3.84 1.97 2.94

Japan: 11/1 2.19 113.16 0.05 4.33 2.06 3.14

 Note: Data as of May 20

Spreads
Spreads on five-
year swaps for 
corporate debt; 
based on Markit 
iTraxx indexes.   

In percentage points
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BLUE CHIPS & BONDS

Major players & benchmarks
Below, a look at the Dow Jones Stoxx 50, the
biggest and best known companies in Europe,
including the U.K.
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Reversals mark new auto deals
Schaeffler, once a bidder, weighs sale to tiremaker Continental; VW, Porsche switch roles

Maria-Elisabeth Schaeffler caused a
flap by wearing a fur at a ski resort as
her company sought state aid.

GM, UAW union agree on cost-cutting steps
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In a sign of how the financial crisis
is reordering business, German auto-
parts maker Schaeffler Group has be-
gun discussing a sale to Continental
AG—just 10 months after Schaeffler
launched an $18 billion hostile bid to
buy the German tiremaker.

Schaeffler’s reversal of fortune—
the latest twist in a takeover saga
that, on paper, has virtually wiped out
the founding German family’s $9 bil-
lion net worth—comes just two weeks
after another audacious bid in theGer-
man auto industry boomeranged.Por-
sche Automobil Holding SE, which
for three years has sought to acquire
Volkswagen AG, has begun to discuss
an effective sale to VW instead.

Continental and Schaeffler said
Wednesday they are discussing a
number of options to cooperate. One
person involved in the talks de-
scribed a takeover of Schaeffler as
the leading scenario, with the compa-
nies eager to reap cost savings to help
alleviate financial pressures from the
recession. The person said any deal is
months away.

Schaeffler—long a sleepy com-

pany best known for making ball bear-
ings—last July made a surprise bid
for its larger rival. After at first resist-
ing, Continental agreed to a deal in
August after Schaeffler boosted its of-
fer to Œ75 a share ($112 at the time)
and pledged to keep its stake below
50% for the time being.

Things quickly began to unravel.
Continental shares took a dive as
auto demand plummeted, and that in-
creased the attractiveness to share-
holders of Schaeffler’s tender offer.

As a result, Schaeffler ended up
with 90% of Continental, much now
held by third parties, and took on
debt to buy the shares that ballooned
to Œ12 billion ($16.5 billion). Mean-
while, anemic cash flow hurt its abil-
ity to handle the debt.

The result has been a debacle for
Schaeffler and its principal owner,
Maria-Elisabeth Schaeffler. She mar-
ried company co-founder Georg
Schaeffler when she was in her early
20s. When he died in 1996, she took
over the company and shook it up
with more aggressive dealmaking.

The Continental deal, the climax
of that run, now could mean the fami-
ly’s financial undoing. The Schaeffler
family’s wealth was estimated at
nearly $9 billion in 2007. Bankers

now estimate the source of that
wealth—Schaeffler equity—has nega-
tive value.

Compounding her problems, the

67-year-old Ms. Schaeffler was photo-
graphed recently in a fur coat at a ski
resort, stoking populist ire as the
company sought state aid.

Turning the deal upside down
may be a way for her to salvage some
value. A person familiar with the mat-
ter said the family could end up with a
not-insignificant stake andsome man-
agement role in a merged company.

Should the companies succeed in
combining, their challenges wouldn’t
end. Schaeffler and Continental have
combined debt of Œ23 billion.

In the case of Porsche, the com-
pany spent about Œ23 billion in the
last three years to build up a stake of
nearly 51% in Volkswagen, a company
with annual sales 16 times Porsche’s.

Porsche’s goal was to raise its
stake to 75%, which would have al-
lowed the company to get its hands
on VW’s large cash reserves to help it
pay off the cost of the takeover. How-
ever, the same factors that torpedoed
Schaeffler’s bid—slumping car sales
and the global credit crisis—mean
Porsche no longer can afford to com-
plete its plan.

Instead, Porsche is now hoping to
combine with VW on terms that
would allow it to retain a semblance
of independence.

C. Robert Kidder will lead Chrysler’s
board after bankruptcy.

CORPORATE NEWS

Sources: UAW Research Library; photo credits: Corbis (left), Associated Press (2)

UAW members picket a Ford plant in St. Louis in 1937 (left), former UAW President Walter Reuther testifies before a Senate subcommittee in 1966 (center) and current UAW 
President Ron Gettelfinger talks to the media about Chrysler's bankruptcy on May 4.

A long decline | Fewer members and clout
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By Dana Cimilluca, Marcus
Walker and Stacy Meichtry

By Alex. P. Kellogg

And Sharon Terlep

DETROIT—Chrysler LLC said C.
Robert Kidder, lead director at Mor-
gan Stanley, will replace Robert
Nardelli as chairman after the com-
pany completes its reorganization in
bankruptcy court and seals its alli-
ance with Fiat SpA.

Mr. Kidder, 64 years old, was se-
lected by the U.S. Treasury Depart-
ment, which had the right to select
four of the nine members of
Chrysler’s new board, a Treasury
spokeswoman confirmed. He will
help select other members of the
board that will oversee the restruc-
tured company, which will be called
Chrysler Group LLC.

Separately, dealers and analysts
said Chrysler’s auto sales are faring
surprisingly well in May following its
April 30 bankruptcy filing. Chrysler
sales are down but the decline is not
out of line with the industry’s overall
drop in sales through the first part of
May, according to J.D. Power & Associ-
ates data released Thursday. General
Motors Corp. fared worse as it heads
for an increasingly likely bankruptcy
filing by June 1.

Bargain hunting is likely driving
the sales traffic, as consumers hope
to score big discounts from dealer-
ships going out of business as part of
the auto maker’s plan to eliminate
about one-quarter of its sales outlets.

On Thursday, Steven J. Landry,
Chrysler's executive vice president
for North American marketing,
warned that if the company's sale of
most of its operations to Fiat isn't ap-
proved by the bankruptcy court, all
3,181 of its remaining dealers face
elimination. Chrysler has already no-
tified 789 dealers that it plans to drop
them from its retail network next
month.

The selection of Mr.Kidder, a Mich-
igan native and a former chairman of
Borden Chemical Inc. and Duracell In-
ternational Inc., paves the way for the
departure of Mr. Nardelli, who has
been Chrysler’s chairman and CEO
since August 2007, when Cerberus
Capital Management LP acquired the
company. Chrysler had previously
said he will be replaced as chief execu-
tive when it exits bankruptcy protec-
tion. Chrysler’s new CEO will be Fiat
boss Sergio Marchionne.

Mr. Kidder wasn’t available for in-
terviews this week, according to a
company spokeswoman.
 —Joann S. Lublin and Kerry
E. Grace contributed to this article.

U.S. Treasury
appoints Kidder
to head Chrysler

By John D. Stoll

And Sharon Terlep

General Motors Corp. and the
United Auto Workers reached an ac-
cord to reduce retiree health-care ob-
ligations and hourly labor costs,
clearing a major hurdle in the car
maker’s expected plan to rush
through bankruptcy court in as little
as 30 days.

GM, facing a June 1 deadline to re-
structure out of court, sought a UAW
deal to cut by at least half the $20 bil-
lion it owes for retiree health care,
and shave at least $1 billion from the
company’s $8 billion in annual
hourly labor costs.

Details of the agreement weren’t
immediately available as the union
wants to first present the pact to
60,000 GM workers starting May 26.
About one-third of those employees
will lose their jobs under GM’s re-

structuring plans.
The new UAW agreement is ex-

pected to include a provision for fu-
ture job buyouts, as well as to forbid
strikes for a certain number of years.

In exchange for receiving a $10 bil-
lion break on cash needed to fund re-
tiree health care, GM offered the
UAW 39% of the company’s equity
and representation on its board of di-
rectors.

Under the deal, wages are ex-
pected to remain unchanged. Rather
than attack pay, GM focused on elimi-
nating costly work rules, job classifi-
cations and employment-security
provisions.

A UAW spokesman didn’t immedi-
ately return phone calls, and a GM
spokeswoman declined to comment.

The deal is the latest concession
by the UAW after several years of cut-
backs. Unlike past negotiations,
which often dragged on for months

and went past deadlines, the parties—
under intense pressure from the U.S.
Treasury, which is overseeing GM’s
restructuring—moved relatively
quickly to revise a contract approved
in 2007.

“Everybody can see the grim pic-
ture in full, reality is staring in every-
one’s faces and the entity that is mak-
ing sure that everyone does not miss
this story line is the U.S. Treasury,”
said Donald Schroeder, a bankruptcy
attorney with Mintz Levin in Boston.
“It’s been very transparent as a result
of the government oversight.”

UAW officials from across the U.S.
will gather Tuesday in Detroit to re-
view the agreement.

Although a deal was expected, ten-
sions between the UAW and GM
heightened in recent days over the
company’s plan to import more vehi-
cles to the U.S. in coming years, in-
cluding its first cars from China in

2011. UAW President Ron Gettelfin-
ger has been an outspoken critic of ef-
forts by U.S. auto companies to im-
port more cars.

Mr. Gettelinger has managed to se-
cure several promises from GM,
Chrysler LLC and Ford Motor Co. to
assign specific models to assembly
plants stretching into the next de-
cade. The UAW has already inked new
labor deals with Chrysler and Ford.

The UAW deal was considered to
be GM’s top priority in the days lead-
ing up to a bankruptcy filing that is ex-
pected because the company has
been unable to reach a debt-for-eq-
uity exchange with bondholders that
the Treasury has mandated.

By lining up a new labor agree-
ment ahead of a filing, the auto
maker can walk into bankruptcy
court armed with the backing of one
of the most critical claimants on the
company.
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Dow Jones and Dow Jones Stoxx Indexes
Price-to- Price-to-

Dividend earnings PERFORMANCE (euros) PERFORMANCE (U.S. dollars) Dividend earnings PERFORMANCE (euros) PERFORMANCE (U.S. dollars)
yield* ratio* Dows Jones Index Last Daily 52-wk. Last Daily 52-wk. yield* ratio* Dows Jones Index Last Daily 52-wk. Last Daily 52-wk.

3.39% 11 World -a % % 179.48 –1.76% –38.6% 5.14% 10 U.S. Select Dividend -b % % 498.55 –1.38% –37.0%

2.38% 12 Global Dow 1091.90 –1.81% –32.9% 1596.57 –1.91% –41.2% 4.81% 14 Infrastructure 1201.80 –0.81% –28.3% 1581.39 –0.67% –37.0%

3.58% 20 Stoxx 600 207.60 –1.97% –36.0% 213.44 –2.07% –43.9% 2.32% 7 Luxury 683.20 –1.97% –28.7% 797.44 –2.07% –37.5%

3.74% 16 Stoxx Large 200 222.40 –2.00% –36.2% 227.47 –2.10% –44.1% 1.64% 9 BRIC 50 344.50 –2.16% –31.8% 453.28 –2.02% –40.1%

2.76% -24 Stoxx Mid 200 191.50 –1.86% –35.2% 195.82 –1.96% –43.2% 4.63% 13 Africa 50 681.70 –0.72% –38.4% 597.20 –0.58% –45.9%

2.97% 21 Stoxx Small 200 120.80 –1.79% –34.5% 123.50 –1.89% –42.6% 4.10% 6 GCC % % 1285.14 0.47% –56.1%

3.56% 16 Euro Stoxx 225.80 –2.35% –38.3% 232.23 –2.45% –45.9% 5.35% 10 Sustainability 683.30 –1.49% –31.7% 793.47 –1.70% –40.3%

3.68% 13 Euro Stoxx Large 200 240.00 –2.42% –38.5% 245.25 –2.52% –46.1% 2.77% 11 Islamic Market -a % % 1563.61 –2.03% –35.6%

2.96% -17 Euro Stoxx Mid 200 214.20 –2.09% –37.3% 218.78 –2.19% –45.1% 3.11% 10 Islamic Market 100 1458.30 –1.15% –23.0% 1716.43 –1.36% –32.6%

3.04% 14 Euro Stoxx Small 200 131.50 –1.87% –36.3% 134.24 –1.97% –44.2% 3.11% 10 Islamic Turkey -c % % % %

6.01% 7 Stoxx Select Dividend 30 1176.70 –1.76% –47.9% 1386.56 –1.86% –54.4% 2.35% 11 DJ U.S. TSM % % 9126.52 –1.24% –35.4%

5.34% 9 Euro Stoxx Select Div 30 1352.20 –2.24% –51.0% 1599.50 –2.34% –57.1% % DJ-UBS Commodity 118.80 –1.98% –37.7% 118.80 –2.08% –45.4%

*Fundamentals are based on data in U.S. dollar. Footnotes: a-in US dollar. b-dividends reinvested. c-in local currency. Note: All data as of 2 p.m. ET. Source: Dow Jones Indexes

Cross rates U.S.-dollar and euro foreign-exchange rates in global trading

USD GBP CHF SEK RUB NOK JPY ILS EUR DKK CDN AUD

Australia 1.2995 2.0412 1.1771 0.1703 0.0413 0.2022 0.0137 0.3255 1.7882 0.2402 1.1348 ...

 Canada 1.1452 1.7988 1.0373 0.1501 0.0364 0.1781 0.0121 0.2868 1.5759 0.2116 ... 0.8812

 Denmark 5.4110 8.4991 4.9010 0.7091 0.1719 0.8417 0.0572 1.3551 7.4458 ... 4.7249 4.1638

 Euro 0.7267 1.1415 0.6582 0.0952 0.0231 0.1130 0.0077 0.1820 ... 0.1343 0.6346 0.5592

 Israel 3.9930 6.2718 3.6167 0.5232 0.1268 0.6211 0.0422 ... 5.4946 0.7379 3.4867 3.0726

 Japan 94.6250 148.6275 85.7072 12.3996 3.0060 14.7198 ... 23.6977 130.2087 17.4875 82.6275 72.8139

 Norway 6.4284 10.0971 5.8226 0.8424 0.2042 ... 0.0679 1.6099 8.8458 1.1880 5.6133 4.9467

 Russia 31.4791 49.4442 28.5124 4.1250 ... 4.8969 0.3327 7.8836 43.3168 5.8176 27.4879 24.2232

 Sweden 7.6313 11.9865 6.9121 ... 0.2424 1.1871 0.0806 1.9112 10.5011 1.4103 6.6637 5.8723

 Switzerland 1.1041 1.7341 ... 0.1447 0.0351 0.1717 0.0117 0.2765 1.5192 0.2040 0.9641 0.8496

 U.K. 0.6367 ... 0.5767 0.0834 0.0202 0.0990 0.0067 0.1594 0.8761 0.1177 0.5559 0.4899

 U.S. ... 1.5707 0.9058 0.1310 0.0318 0.1556 0.0106 0.2504 1.3760 0.1848 0.8732 0.7695

Source: Thomson Reuters via WSJ Market Data Group

Reuters Group PLC is the primary data provider for several statistical tables in The Wall Street Journal, including foreign stock quotations, futures and futures
options prices, and foreign exchange tables. Reuters real-time data feeds are used to calculate various Dow Jones Indexes.

WSJ.com

Commodities Prices of futures contracts with the most open interest
EXCHANGE LEGEND: CBOT: Chicago Board of Trade; CME: Chicago Mercantile Exchange; ICE-US: ICE Futures U.S.MDEX: Bursa Malaysia
Derivatives Berhad; LIFFE: London International Financial Futures Exchange; COMEX: Commodity Exchange; LME: London Metals Exchange;
NYMEX: New York Mercantile Exchange;ICE-EU: ICE Futures Europe

ONE-DAY CHANGE Contract Contract
Commodity Exchange Last price Net Percentage high low

Corn (cents/bu.) CBOT 424.00 –2.00 –0.47% 826.00 314.00
Soybeans (cents/bu.) CBOT 1175.00 6.00 0.51% 1,650.00 779.00
Wheat (cents/bu.) CBOT 593.50 –4.25 –0.71 1,144.75 447.00
Live cattle (cents/lb.) CME 83.225 0.350 0.42 117.500 78.075
Cocoa ($/ton) ICE-US 2,380 19 0.80 3,220 1,932
Coffee (cents/lb.) ICE-US 135.80 2.50 1.88 181.60 106.60
Sugar (cents/lb.) ICE-US 15.62 0.24 1.56 16.03 9.97
Cotton (cents/lb.) ICE-US 56.78 –0.37 –0.65 101.50 41.21
Crude palm oil (ringgit/ton) MDEX 2,499.00 –103 –3.96 2,747 1,790
Cocoa (pounds/ton) LIFFE 1,597 6 0.38 2,004 1,040
Robusta coffee ($/ton) LIFFE 1,539 4 0.26 2,314 1,434

Copper (cents/lb.) COMEX 205.10 –5.55 –2.63 372.00 129.95
Gold ($/troy oz.) COMEX 951.20 13.80 1.47 1,035.00 476.00
Silver (cents/troy oz.) COMEX 1444.50 16.50 1.16 2,170.00 690.00
Aluminum ($/ton) LME 1,465.00 –21.50 –1.45 3,340.00 1,288.00
Tin ($/ton) LME 13,500.00 –200.00 –1.46 24,400.00 9,750.00
Copper ($/ton) LME 4,519.00 –26.00 –0.57 8,811.00 2,815.00
Lead ($/ton) LME 1,420.00 –30.00 –2.07 2,225.00 870.00
Zinc ($/ton) LME 1,470.00 –5.00 –0.34 2,185.00 1,065.00
Nickel ($/ton) LME 12,250 –275 –2.20 24,600 9,000

Crude oil ($/bbl.) NYMEX 61.05 –0.99 –1.60 147.40 42.19
Heating oil ($/gal.) NYMEX 1.5557 –0.0088 –0.56 4.1300 1.2000
RBOB gasoline ($/gal.) NYMEX 1.7718 –0.0070 –0.39 3.6800 1.1250
Natural gas ($/mmBtu) NYMEX 3.726 –0.372 –9.08 11.981 3.395
Brent crude ($/bbl.) ICE-EU 59.93 –0.66 –1.09 143.31 42.62
Gas oil ($/ton) ICE-EU 476.75 –4.75 –0.99 1,342.50 380.00

Source: Thomson Reuters; WSJ Market Data Group

Currencies London close on May 21
Per In

AMERICAS Per euro In euros U.S. dollar U.S. dollars

Argentina peso-a 5.1413 0.1945 3.7363 0.2676

Brazil real 2.8113 0.3557 2.0430 0.4895
Canada dollar 1.5759 0.6346 1.1452 0.8732

1-mo. forward 1.5756 0.6347 1.1450 0.8733
3-mos. forward 1.5750 0.6349 1.1446 0.8737
6-mos. forward 1.5742 0.6353 1.1440 0.8741

Chile peso 771.14 0.001297 560.40 0.001784
Colombia peso 3038.25 0.0003291 2207.95 0.0004529
Ecuador US dollar-f 1.3760 0.7267 1 1
Mexico peso-a 18.0902 0.0553 13.1465 0.0761
Peru sol 4.1398 0.2416 3.0085 0.3324
Uruguay peso-e 32.406 0.0309 23.550 0.0425
U.S. dollar 1.3760 0.7267 1 1
Venezuela bolivar 2.95 0.338433 2.15 0.465701

ASIA-PACIFIC
Australia dollar 1.7882 0.5592 1.2995 0.7695
China yuan 9.3911 0.1065 6.8247 0.1465
Hong Kong dollar 10.6669 0.0937 7.7518 0.1290
India rupee 65.1284 0.0154 47.3300 0.0211
Indonesia rupiah 14235 0.0000703 10345 0.0000967
Japan yen 130.21 0.007680 94.63 0.010568

1-mo. forward 130.17 0.007682 94.60 0.010571
3-mos. forward 130.09 0.007687 94.54 0.010578
6-mos. forward 129.96 0.007695 94.45 0.010588

Malaysia ringgit-c 4.8568 0.2059 3.5295 0.2833
New Zealand dollar 2.2811 0.4384 1.6577 0.6033
Pakistan rupee 111.116 0.0090 80.750 0.0124
Philippines peso 64.867 0.0154 47.140 0.0212
Singapore dollar 2.0072 0.4982 1.4587 0.6856
South Korea won 1711.81 0.0005842 1244.00 0.0008039
Taiwan dollar 44.977 0.02223 32.686 0.03059
Thailand baht 47.384 0.02110 34.435 0.02904

Per In
EUROPE Per euro In euros U.S. dollar U.S. dollars

Euro zone euro 1 1 0.7267 1.3761
1-mo. forward 1.0003 0.9997 0.7269 1.3756
3-mos. forward 1.0009 0.9991 0.7274 1.3748
6-mos. forward 1.0018 0.9982 0.7280 1.3736

Czech Rep. koruna-b 26.687 0.0375 19.394 0.0516
Denmark krone 7.4458 0.1343 5.4110 0.1848
Hungary forint 279.90 0.003573 203.41 0.004916
Norway krone 8.8458 0.1130 6.4284 0.1556
Poland zloty 4.3873 0.2279 3.1884 0.3136
Russia ruble-d 43.317 0.02309 31.479 0.03177
Sweden krona 10.5011 0.0952 7.6313 0.1310
Switzerland franc 1.5192 0.6582 1.1041 0.9058

1-mo. forward 1.5188 0.6584 1.1038 0.9060
3-mos. forward 1.5178 0.6588 1.1030 0.9066
6-mos. forward 1.5158 0.6597 1.1016 0.9078

Turkey lira 2.1208 0.4715 1.5412 0.6488
U.K. pound 0.8761 1.1415 0.6367 1.5707

1-mo. forward 0.8762 1.1413 0.6368 1.5705
3-mos. forward 0.8765 1.1409 0.6370 1.5700
6-mos. forward 0.8770 1.1403 0.6373 1.5691

MIDDLE EAST/AFRICA
Bahrain dinar 0.5188 1.9277 0.3770 2.6526
Egypt pound-a 7.7451 0.1291 5.6285 0.1777
Israel shekel 5.4946 0.1820 3.9930 0.2504
Jordan dinar 0.9748 1.0259 0.7084 1.4116
Kuwait dinar 0.3973 2.5169 0.2887 3.4633
Lebanon pound 2066.14 0.0004840 1501.50 0.0006660
Saudi Arabia riyal 5.1604 0.1938 3.7502 0.2667
South Africa rand 11.6228 0.0860 8.4465 0.1184
United Arab dirham 5.0535 0.1979 3.6725 0.2723

SDR -f 0.8981 1.1135 0.6527 1.5322

a-floating rate b-commercial rate c-government rate c-commercial rate d-Russian Central Bank rate f-Special Drawing Rights from the Inter-
national Monetary Fund ; based on exchange rates for U.S., British and Japanese currencies.
Note: Based on trading among banks in amounts of $1 million and more, as quoted by Thomson Reuters.

Major stock market indexes Stock indexes from around the world, grouped by region. Shown in local-currency terms.

Price-to- PREVIOUS SESSION PERFORMANCE
earnings ratio* Region/Country Index Close Net change Percentage change Yr.-to-date 52-wk.

Price-to- PREVIOUS SESSION PERFORMANCE
earnings ratio* Region/Country Index Close Net change Percentage change Yr.-to-date 52-wk.

 20 EUROPE DJ Stoxx 600 207.57 –4.18 –1.97% 5.4% –36.0%

 13 DJ Stoxx 50 2098.76 –44.01 –2.05 1.6% –35.0%

 16 Euro Zone DJ Euro Stoxx 225.84 –5.44 –2.35 1.4% –38.3%

 14 DJ Euro Stoxx 50 2423.72 –63.45 –2.55 –1.1% –36.1%

 8 Austria ATX 2106.88 Closed 20.3% –52.4%

 13 Belgium Bel-20 2056.37 –51.61 –2.45 7.7% –45.1%

 9 Czech Republic PX 928.1 –19.2 –2.03 8.1% –44.7%

 16 Denmark OMX Copenhagen 286.31 Closed 26.6% –32.7%

 12 Finland OMX Helsinki 5990.13 Closed 10.9% –39.1%

 12 France CAC-40 3217.41 –85.96 –2.60 …% –36.0%

 20 Germany DAX 4900.67 –138.27 –2.74 1.9% –30.7%

 … Hungary BUX 15218.40 –584.72 –3.70 24.3% –33.1%

 8 Ireland ISEQ 2714.86 –43.45 –1.58 15.9% –55.8%

 9 Italy S&P/MIB 19883 –642 –3.13 2.2% –40.3%

 9 Netherlands AEX 259.02 –7.28 –2.73 5.3% –46.7%

 9 Norway All-Shares 340.47 Closed 26.0% –43.6%

 17 Poland WIG 29681.36 –624.74 –2.06 9.0% –36.9%

 12 Portugal PSI 20 7175.91 –115.04 –1.58 13.2% –34.2%

 … Russia RTSI 1001.36 –22.62 –2.21% 58.5% –58.8%

 8 Spain IBEX 35 9225.3 –164.1 –1.75 0.3% –33.4%

 15 Sweden OMX Stockholm 245.94 Closed 20.4% –25.1%

 10 Switzerland SMI 5509.27 Closed –0.5% –27.3%

 … Turkey ISE National 100 34720.55 –419.15 –1.19 29.2% –14.8%

 10 U.K. FTSE 100 4345.47 –122.94 –2.75 –2.0% –29.7%

 12 ASIA-PACIFIC DJ Asia-Pacific 102.42 –0.25 –0.24 9.4% –34.0%

 … Australia SPX/ASX 200 3813.9 –10.7 –0.28 2.5% –34.5%

 … China CBN 600 22392.82 –481.32 –2.10 51.7% –23.5%

 15 Hong Kong Hang Seng 17199.49 –276.35 –1.58 19.5% –31.3%

 17 India Sensex 13736.54 –324.12 –2.31 42.4% –18.8%

 … Japan Nikkei Stock Average 9264.15 –80.49 –0.86 4.6% –33.7%

 … Singapore Straits Times 2210.97 –58.27 –2.57 25.5% –30.1%

 11 South Korea Kospi 1421.65 –14.05 –0.98 26.4% –22.5%

 13 AMERICAS DJ Americas 230.99 –5.20 –2.20 2.2% –37.3%

 … Brazil Bovespa 49752.70 –1492.39 –2.91 33.7% –30.6%

 16 Mexico IPC 23934.26 –465.34 –1.91 7.7% –22.9%

*P/E ratios use trailing 12-months, as-reported earnings
Note: Americas index data are as of 3:00 p.m. ET. Sources: Thomson Reuters; WSJ Market Data Group

MSCI indexes
Developed and emerging-market regional and country indexes
from MSCI Barra as of May 21, 2009

Price-to- LOCAL-CURRENCY
Dividend earnings PERFORMANCE

yield ratio Morgan Stanley Index Last Daily YTD 52-wk.

3.40% 13 ALL COUNTRY (AC) WORLD* 242.34 0.70% 6.4% –36.8%

3.40% 14 World (Developed Markets) 953.47 0.61% 3.6% –36.8%

3.10% 14 World ex-EMU 111.65 0.29% 3.8% –35.2%

3.20% 15 World ex-UK 951.18 0.59% 3.0% –36.2%

4.20% 12 EAFE 1,300.14 1.53% 5.1% –39.2%

3.40% 10 Emerging Markets (EM) 756.07 1.37% 33.3% –36.5%

4.70% 10 EUROPE 73.90 0.44% 6.4% –34.5%

5.10% 10 EMU 146.14 2.40% 2.9% –44.3%

4.50% 12 Europe ex-UK 81.08 0.87% 4.5% –34.6%

5.80% 9 Europe Value 83.04 0.20% 7.1% –37.6%

3.70% 11 Europe Growth 63.92 0.68% 5.8% –31.6%

4.00% 10 Europe Small Cap 128.45 1.16% 27.2% –33.5%

3.60% 5 EM Europe 223.03 4.06% 40.4% –44.7%

5.30% 8 UK 1,328.17 –0.15% 1.0% –26.6%

3.40% 10 Nordic Countries 118.39 0.41% 20.7% –35.6%

2.70% 4 Russia 618.43 4.84% 50.0% –54.3%

4.40% 9 South Africa 617.57 1.34% 6.7% –17.3%

4.10% 13 AC ASIA PACIFIC EX-JAPAN 314.13 0.32% 27.0% –36.0%

2.20% 25 Japan 550.38 0.69% 3.8% –36.1%

2.70% 11 China 51.33 –0.12% 25.8% –31.7%

1.50% 14 India 551.66 –1.07% 49.4% –22.5%

1.70% 14 Korea 390.63 0.60% 27.3% –23.4%

5.90% 13 Taiwan 246.90 0.73% 42.4% –28.2%

2.60% 19 US BROAD MARKET 993.07 –0.50% 1.1% –34.1%

1.80% -56 US Small Cap 1,283.06 –0.65% 2.9% –32.2%

3.80% 12 EM LATIN AMERICA 2,931.96 1.69% 41.1% –37.9%

*Twenty-three developed and 26 emerging markets Source: MSCI Barra

GLOBAL MARKETS LINEUP

Follow the markets throughout the day, with updated stock quotes, news and commentary at
WSJ.com/Europe. Also, receive email alerts that summarize the day’s trading in Europe and Asia.
To sign up, go to WSJ.com/Online Today
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Chinese face Iraq oil struggle
Farmers complain
of damage caused
by CNPC’s drilling

By Gina Chon

BAGHDAD—During a ribbon cut-
ting in March, China National Petro-
leum Co. began work to develop the
Ahdeb oil field in southeastern Iraq,
marking the first significant foreign
investment in the country’s vast but
creaky oil industry.

Company officials expected logis-
tical and security challenges in the
war-torn country. But two months
later, their investment is running
into an unexpected obstacle: angry
farmers.

CNPC’s hassles could offer impor-
tant lessons for other big interna-
tional oil companies jockeying for a
role in Iraq’s oil industry. Next
month, Iraq is set to award a series
of drilling contracts to major inter-
national companies. Royal Dutch
Shell Group PLC, BP PLC and Exxon
Mobil Corp. are all vying for deals.

But Iraqis near the country’s oil

fields may not be ready for them. Lo-
cal Iraqi officials and residents have
little experience living and working
alongside big, private investors
from outside the country. And a pe-
troleum law intended to spell out le-
gal rights and responsibilities of for-
eign investors in Iraq has yet to be
approved by Iraq’s parliament. (See
related article on page 27.)

Just a few weeks after CNPC
started work in the field in Wasit
Province, local farmers came to the
site to complain that the company’s
oil drilling had damaged property.
They asked for compensation, and
they also asked for security jobs for
relatives.

Local Iraqi officials allege farm-
ers have looted the oil site. Late last
month and early this month, oil offi-
cials noticed that some exposed elec-
trical cables, running near farmland
and powering their operation, had
been severed. Farmers later came
forward to take responsibility but
said the damage was accidental.

Investing in Iraq was never ex-
pected to be easy. For decades, Sad-
dam Hussein, the country’s former
dictator, neglected the oil fields.
Iraqi oil officials say they need bil-

lions of dollars in investment to
bring them back to international
standards.

At the same time, security re-
mains a big challenge. While vio-
lence across Iraq is down consider-
ably from the worst days of the coun-
try’s sectarian strife, attacks have
started to rise again, just as U.S.
forces prepare to accelerate their
drawdown.

Wasit Provincial Council Chair-
man Mahmoud Abdul al-Retha plays
down the dispute. He said farmers
now are satisfied, after being told
they would be compensated for any
damage done to their land.

However, one farmer in Wasit,
who asked not to be identified by
name, said he and others had agreed
to take compensation but are still
waiting to get it. The farmer said
there should have been more cooper-
ation with them before the project
started to avoid these problems.
Ownership of the land is disputed be-
tween the government and the farm-
ers, who say they have farmed it for
years.

Oil Ministry spokesman Assem Ji-
had said problems with the farmers
have been exaggerated. He said if

they prove that their land has been
damaged, they will be compensated.

A Chinese company official de-
clined to talk about the problems the
company has been facing in Wasit in
detail. But he said Chinese officials
knew that working in Iraq would
have its challenges. He said that de-
spite the obstacles, the project is pro-
gressing relatively smoothly.

“We selected this country and
want to work here, so we have to

deal with any situation that arises in
a practical manner,” he said.

Iraqi officials, meanwhile, say
they have been embarrassed by the
problems. Lawmaker Bassem al-
Sharif, who is from Wasit, plans to go
to the field soon to investigate allega-
tions by local officials that farmers
looted property of the oil company.
“We need to take care of our oil indus-
try and make sure investors are en-
couraged to come here,” he said.

Chinese and Iraqi dignitaries gathered at the ribbon-cutting ceremony for the
Ahdeb oil-field project in March.

CORPORATE NEWS
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MP-TURKEY.SI OT OT SVN 05/20 EUR 25.41 30.1 –33.3 –27.0

n PAREX ASSET MANAGEMENT IPAS
Basteja Blvd. 14, Riga, LV-1050, Latvia
www.parexgroup.com Tel: +371 67010810

Eastern European Bond Fund OT OT LVA 05/20 USD 11.34 30.0 –19.7 –7.9
Parex Caspian Sea Eq EU EQ LVA 05/20 EUR 2.93 39.5 –68.2 –45.9
Parex Eastern Europ Bd EU BD LVA 05/20 USD 11.34 30.0 –19.7 –7.9
Parex Russian Eq EE EQ LVA 05/20 USD 14.52 67.7 –55.5 –23.5

n PICTET & CIE, ROUTE DES ACACIAS 60, CH-1211 GENEVA 73
Tel: + 41 (58) 323 3000 Web: www.pictetfunds.com
PF (LUX)-Asian Eq-Ica AS EQ LUX 05/20 USD 135.00 21.7 –37.9 –15.8
PF (LUX)-Asian Eq-Pca AS EQ LUX 05/20 USD 129.15 21.3 –38.4 –16.6
PF (LUX)-Biotech-Pca OT EQ LUX 05/19 USD 251.33 –11.8 –23.5 –9.6
PF (LUX)-CHF Liq-Pca CH MM LUX 05/19 CHF 124.08 0.1 0.9 1.5
PF (LUX)-CHF Liq-Pdi CH MM LUX 05/19 CHF 93.66 0.1 0.9 1.5
PF (LUX)-Digital Comm-Pca OT EQ LUX 05/19 USD 91.37 12.4 –26.9 –13.2
PF (LUX)-East Eu-Pca EU EQ LUX 05/19 EUR 209.30 56.7 –54.7 –31.1
PF (LUX)-Emg Mkts LC-Pca GL EQ LUX 05/20 USD 121.35 30.3 –45.8 –18.0
PF (LUX)-Emg Mkts-Pca GL EQ LUX 05/20 USD 389.95 28.2 –46.0 –18.7
PF (LUX)-Eu Indx-Pca EU EQ LUX 05/19 EUR 83.39 9.1 –34.3 –24.3
PF (LUX)-EUR Bds-Pca EU BD LUX 05/19 EUR 371.41 –0.5 3.4 1.1
PF (LUX)-EUR Bds-Pdi EU BD LUX 05/19 EUR 282.64 –0.5 3.3 1.1
PF (LUX)-EUR Cp Bd-Pca EU BD LUX 05/19 EUR 131.80 5.5 0.5 –0.2
PF (LUX)-EUR Cp Bd-Pdi EU BD LUX 05/19 EUR 92.66 5.5 0.5 –0.2
PF (LUX)-EUR HiYld-Pca EU BD LUX 05/19 EUR 110.68 22.7 –21.9 –15.0
PF (LUX)-EUR HiYld-Pdi EU BD LUX 05/19 EUR 64.16 22.7 –21.9 –15.0
PF (LUX)-EUR Liq-Pca EU MM LUX 05/19 EUR 135.52 0.7 2.8 3.1
PF (LUX)-EUR Liq-Pdi EU MM LUX 05/19 EUR 97.67 0.7 2.9 3.1
PF (LUX)-EUR Sov Liq-Pca OT OT LUX 05/19 EUR 102.27 0.4 NS NS
PF (LUX)-EUR Sov Liq-Pdi OT OT LUX 05/19 EUR 100.90 0.4 NS NS
PF (LUX)-Europ Eq-Pca EU EQ LUX 05/19 EUR 339.31 10.9 –38.2 –28.5
PF (LUX)-EuSust Eq-Pca EU EQ LUX 05/19 EUR 109.81 8.6 –34.7 –27.4
PF (LUX)-Gl Em Dbt-Pca GL BD LUX 05/19 USD 211.47 11.6 3.7 3.3
PF (LUX)-Gl Em Dbt-Pdi GL BD LUX 05/19 USD 143.86 11.6 3.7 3.3
PF (LUX)-Gr China-Pca AS EQ LUX 05/20 USD 273.40 28.5 –30.6 –6.9
PF (LUX)-Indian Eq-Pca EA EQ LUX 05/20 USD 273.40 42.7 –30.3 –11.7
PF (LUX)-Jap Index-Pca JP EQ LUX 05/20 JPY 8549.36 4.9 –36.8 –27.2
PF (LUX)-Jp Eq Sel-Ica JP EQ LUX 05/20 JPY 7463.15 2.2 –41.6 –31.7
PF (LUX)-Jp Eq Sel-Pca JP EQ LUX 05/20 JPY 7267.20 2.0 –42.0 –32.1
PF (LUX)-JpEq130/30-Pca JP EQ LUX 05/20 JPY 4121.84 5.0 –37.8 –27.9
PF (LUX)-Pacif Idx-Pca AS EQ LUX 05/20 USD 191.53 21.0 –39.4 –17.4
PF (LUX)-Piclife-Pca CH BA LUX 05/19 CHF 721.84 4.7 –11.4 –9.8
PF (LUX)-PremBrnds-Pca OT EQ LUX 05/19 EUR 49.58 12.3 –28.4 –24.1
PF (LUX)-Rus Eq-Pca OT OT LUX 05/19 USD 40.39 76.8 –62.6 NS
PF (LUX)-Security-Pca GL EQ LUX 05/19 USD 80.61 12.8 –21.1 –14.8
PF (LUX)-Sm Cap Eu-Pca EU EQ LUX 05/19 EUR 372.38 14.1 –36.1 –28.1
PF (LUX)-US Eq-Ica US EQ LUX 05/19 USD 84.02 2.9 –33.8 –18.9
PF (LUX)-USA Index-Pca US EQ LUX 05/19 USD 73.34 1.2 –35.2 –21.6
PF (LUX)-USD Gov Bds-Pca US BD LUX 05/19 USD 510.69 –3.7 6.4 6.9
PF (LUX)-USD Gov Bds-Pdi US BD LUX 05/19 USD 374.73 –3.7 6.4 6.9
PF (LUX)-USD Liq-Pca US MM LUX 05/19 USD 130.72 0.4 1.7 2.7
PF (LUX)-USD Liq-Pdi US MM LUX 05/19 USD 85.36 0.4 1.7 2.7
PF (LUX)-USD Sov Liq-Pca OT OT LUX 05/19 USD 101.51 0.2 NS NS
PF (LUX)-USD Sov Liq-Pdi OT OT LUX 05/19 USD 100.80 0.2 NS NS
PF (LUX)-Water-Pca GL EQ LUX 05/19 EUR 106.85 3.7 –25.2 –18.5
PF (LUX)-WldGovBds-Pca GL BD LUX 05/20 USD 157.29 –4.6 1.0 7.5
PF (LUX)-WldGovBds-Pdi GL BD LUX 05/20 USD 130.19 –4.6 1.0 7.5
PTF (LUX)-MidEast&NorAfr-Pca OT OT LUX 05/19 USD 42.58 2.6 NS NS

n POLAR CAPITAL PARTNERS LIMITED
International Fund Managers (Ireland) Limited PH - 353 1 670 660 Fax - 353 1 670 1185
Global Technology OT EQ IRL 05/20 USD 9.83 25.4 –26.8 –17.3
Japan Fund USD JP EQ IRL 05/21 USD 14.80 0.7 –12.9 –8.6
Polar Healthcare Class I USD OT OT IRL 05/20 USD 10.44 NS NS NS
Polar Healthcare Class R USD OT OT IRL 05/20 USD 10.45 NS NS NS

n Hemisphere Management (Ireland) Limited
Discovery USD A OT OT CYM 03/31 USD 127.32 10.8 12.5 12.2
Elbrus USD A GL EQ CYM 03/31 USD 6.99 3.6 –55.3 –27.8

Europn Conviction USD B EU EQ CYM 03/31 USD 126.59 0.2 17.5 10.0

Europn Forager USD B OT OT CYM 03/31 USD 175.87 –1.7 –18.7 –5.0

Latin America USD A GL EQ CYM 03/31 USD 13.88 2.2 –4.7 14.7

Paragon Limited USD A OT OT CYM 12/31 USD 309.60 12.7 12.7 14.2

UK Fund USD A OT OT CYM 03/31 USD 168.42 1.5 0.7 2.5

n PT CIPTADANA ASSET MANAGEMENT
Tel: 521-3479 Fax: 521-3478 Website: www.ciptadana-asset.com
Indonesian Grth Fund EA EQ CYM 05/13 USD 83.19 44.2 –30.4 NS

n RUSSELL INVESTMENT GROUP
Multi-Style, Multi-Manager Funds www.russell.com
Actions France A EU EQ IRL 05/20 EUR 583.79 3.6 –34.5 NS

Core Eurozone Eq B EU EQ IRL 05/20 EUR 688.84 4.8 –33.7 NS

Euro Fixed Income A EU BD IRL 05/20 EUR 1135.77 0.3 –7.7 –5.3

Euro Fixed Income B EU BD IRL 05/20 EUR 1208.06 0.6 –7.2 –4.8

Euro Small Cap A EU EQ IRL 05/20 EUR 985.53 16.2 –37.8 –33.0

Euro Small Cap B EU EQ IRL 05/20 EUR 1051.80 16.5 –37.4 –32.6

Eurozone Agg Eq A EU EQ IRL 05/20 EUR 540.86 8.8 –35.8 –28.1

Eurozone Agg Eq B EU EQ IRL 05/20 EUR 774.43 9.1 –35.4 –27.7

Glbl Bd (EuroHdg) A GL BD IRL 05/20 EUR 1236.99 3.3 –4.1 –1.9

Glbl Bd (EuroHdg) B GL BD IRL 05/20 EUR 1308.15 3.6 –3.5 –1.2

Glbl Bd A EU BD IRL 05/20 EUR 1019.30 4.0 4.2 –1.0

Glbl Bd B EU BD IRL 05/20 EUR 1081.10 4.2 4.8 –0.5

Glbl Real Estate A OT EQ IRL 05/20 USD 644.00 –3.4 –50.1 –33.1

Glbl Real Estate B OT EQ IRL 05/20 USD 661.47 –3.2 –49.8 –32.7

Glbl Real Estate EH-A OT EQ IRL 05/20 EUR 596.87 –4.9 –48.5 –34.2

Glbl Real Estate SH-B OT EQ IRL 05/20 GBP 55.91 –5.7 –48.8 –33.8

Glbl Strategic Yield A EU BD IRL 05/20 EUR 1305.87 15.5 –13.7 –7.5

Glbl Strategic Yield B EU BD IRL 05/20 EUR 1392.22 15.8 –13.2 –6.9

Japan Equity A JP EQ IRL 05/20 JPY 11147.00 7.9 –36.1 –27.6

Japan Equity B JP EQ IRL 05/20 JPY 11837.00 8.1 –35.7 –27.2

PacBasn (Ex-Jap) Eq A AS EQ IRL 05/20 USD 1658.35 28.9 –34.1 –15.4

PacBasn (Ex-Jap) Eq B AS EQ IRL 05/20 USD 1763.27 29.2 –33.7 –14.9

Pan European Eq A EU EQ IRL 05/20 EUR 789.36 9.8 –35.0 –27.0

Pan European Eq B EU EQ IRL 05/20 EUR 838.36 10.1 –34.7 –26.6

US Equity A US EQ IRL 05/20 USD 700.03 4.6 –37.2 –21.7

US Equity B US EQ IRL 05/20 USD 746.79 4.9 –36.8 –21.2

US Small Cap A US EQ IRL 05/20 USD 1025.46 2.0 –37.2 –24.1

US Small Cap B US EQ IRL 05/20 USD 1094.58 2.2 –36.8 –23.6

n SEB ASSET MANAGEMENT S.A.
www.seb.se

n SEB Fund 1
Choice Global Value -C- GL EQ LUX 05/20 SEK 64.23 6.7 –39.1 –29.3

Choice Japan Fd JP EQ LUX 05/20 JPY 46.84 4.2 –36.2 –29.2

Choice Jpn Chance/Risk JP EQ LUX 05/20 JPY 47.02 5.0 –43.2 –30.6

Choice NthAmChance/Risk US EQ LUX 05/20 USD 3.24 15.6 –38.1 –20.8

Europe 2 Fd EU EQ LUX 05/20 EUR 0.78 12.2 –39.6 –30.1

Europe 3 Fd EU EQ LUX 05/20 EUR 3.37 10.3 –40.5 –30.8

Global Chance/Risk Fd GL EQ LUX 05/20 EUR 0.51 8.1 –31.1 –24.5

Global Fd GL EQ LUX 05/20 USD 1.76 5.5 –39.3 –23.5

Intl Mixed Fd -C- NO BA LUX 05/20 USD 23.29 1.4 –30.4 –15.6

Intl Mixed Fd -D- NO BA LUX 05/20 USD 16.21 0.0 –31.4 –16.2

Wireless Fd OT EQ LUX 05/20 EUR 0.12 26.5 –25.5 –18.4

n SEB Fund 2
Choice Asia ex. Japan Fd AS EQ LUX 05/20 USD 5.74 26.7 –30.9 –14.0

Currency Alpha EUR -IC- OT OT LUX 05/20 EUR 10.60 –2.9 0.8 2.3

Currency Alpha EUR -RC- OT OT LUX 05/20 EUR 10.52 –3.1 0.4 1.9

Currency Alpha SEK -ID- OT OT LUX 05/20 SEK 98.60 –6.7 –3.1 NS

Currency Alpha SEK -RC- OT OT LUX 05/20 SEK 110.09 –3.1 0.4 1.9

Generation Fd 80 OT OT LUX 05/20 SEK 6.89 8.0 –21.3 NS

Nordic Focus EUR NO EQ LUX 05/20 EUR 64.51 29.3 –31.5 NS

Nordic Focus NOK NO EQ LUX 05/20 NOK 70.76 29.3 –31.5 NS

Nordic Focus SEK NO EQ LUX 05/20 SEK 71.87 29.3 –31.5 NS

n SEB Fund 3
Choice North America Eq. Fd US EQ LUX 05/20 USD 1.47 5.8 –35.7 –23.2

Ethical Global Fd GL EQ LUX 05/20 USD 0.64 4.5 –39.0 –25.0

Ethical Sweden Fd NO EQ LUX 05/20 SEK 34.12 23.7 –19.1 –16.5

Europe Fd EU EQ LUX 05/20 USD 1.73 4.0 –34.3 –26.6

Index Linked Bd Fd SEK OT BD LUX 05/20 SEK 12.49 –1.9 0.6 3.1

Medical Fd OT EQ LUX 05/20 USD 2.68 –6.4 –22.8 –16.3

Short Medium Bd Fd SEK NO MM LUX 05/20 SEK 8.78 0.8 2.5 2.9

Technology Fd OT EQ LUX 05/20 USD 1.91 22.6 –29.1 –13.3

World Fd NO BA LUX 05/20 USD 1.79 8.0 –35.1 –18.6

n SEB Fund 4
Short Bond Fd EUR EU MM LUX 05/20 EUR 1.27 0.1 0.6 1.6

Short Bond Fd SEK NO MM LUX 05/20 SEK 21.84 1.3 2.6 3.0

Short Bond Fd USD US MM LUX 05/20 USD 2.49 –0.1 0.8 2.2

n SEB Fund 5
Alpha Bond Fd SEK -A- NO BD LUX 05/20 SEK 9.92 –1.5 –3.8 –0.8

Alpha Bond Fd SEK -B- NO BD LUX 05/20 SEK 8.59 –1.5 –3.8 –0.8

Alpha Bond Fd SEK -C- NO BD LUX 05/20 SEK 24.83 –1.5 –3.9 –0.9

Alpha Bond Fd SEK -D- NO BD LUX 05/20 SEK 7.73 –1.5 –3.9 –0.9

Alpha Short Bd SEK -A- NO MM LUX 05/20 SEK 11.01 1.9 3.2 3.4

Alpha Short Bd SEK -B- NO MM LUX 05/20 SEK 10.07 1.9 3.2 3.4

Alpha Short Bd SEK -C- NO MM LUX 05/20 SEK 21.54 1.9 3.1 3.3

Alpha Short Bd SEK -D- NO MM LUX 05/20 SEK 8.15 1.9 3.1 3.3

Bond Fd SEK -C- NO BD LUX 05/20 SEK 41.52 –0.1 8.5 5.6

Bond Fd SEK -D- NO BD LUX 05/20 SEK 12.06 –3.3 5.0 3.3

Corp. Bond Fd EUR -C- EU BD LUX 05/20 EUR 1.12 3.0 –5.5 –2.6

Corp. Bond Fd EUR -D- EU BD LUX 05/20 EUR 0.86 3.1 –5.5 –2.8

Corp. Bond Fd SEK -C- NO BD LUX 05/20 SEK 10.97 2.1 –10.4 –4.8

Corp. Bond Fd SEK -D- NO BD LUX 05/20 SEK 8.29 –1.7 –13.8 –6.5

Danish Mortgage Bond Fd EUR -ID- NO BD LUX 05/20 EUR 100.74 –3.0 2.0 NS

Danish Mortgage Bond Fd EUR -RC- NO BD LUX 05/20 EUR 105.19 1.6 6.6 NS

Danish Mortgage Bond Fd SEK -ID- OT OT LUX 12/17 SEK 121.91 NS NS NS

Danish Mortgage Bond Fd SEK -RC- NO BD LUX 05/20 SEK 1100.36 1.6 6.6 NS

Flexible Bond Fd -C- NO BD LUX 05/20 SEK 21.19 1.6 6.0 4.4

Flexible Bond Fd -D- NO BD LUX 05/20 SEK 11.59 –1.9 2.4 2.7

n SEB Global Hedge
Global Hedge I SEK -C- OT OT LUX 05/20 SEK 78.15 –2.4 –25.7 –15.1

Global Hedge I SEK -D- OT OT LUX 05/20 SEK 71.42 –2.4 –25.7 –16.4

n SEB Sicav 1
Choice Emerging Mkts Fd GL EQ LUX 05/20 USD 2.04 32.7 –37.1 –10.6

n SEB Sicav 2
Choice Asia SmCap exJpn AS EQ LUX 05/20 SEK 24.18 44.0 –15.3 –14.5

Europe Chance/Risk Fd EU EQ LUX 05/20 EUR 862.44 13.1 –42.9 –32.1

n THE NATIONAL INVESTOR
PO Box 47435, Abu Dhabi, UAE Web:www.tni.ae
Email: am@tni.ae Tel:+971 2 619 2300
MENA Real Estate Acc Fund OT OT ARE 05/14 USD 931.85 –0.9 NS NS

UAE Blue Chip Fund Acc OT OT ARE 05/14 AED 5.23 14.0 –57.7 –18.5

n WWW.SGAM.COM
SGAM FUND
Bonds ConvEurope A OT OT LUX 05/19 EUR 27.57 –2.8 –7.1 –0.6

Bonds Eur Corp A OT OT LUX 05/19 EUR 21.55 3.9 –1.4 –1.4

Bonds Eur Hi Yld A OT OT LUX 05/19 EUR 15.95 20.0 –22.1 –15.8

Bonds EURO A OT OT LUX 05/19 EUR 39.69 0.5 6.7 4.4

Bonds Europe A OT OT LUX 05/19 EUR 38.10 0.6 7.0 3.6

Bonds US MtgBkSec A OT OT LUX 04/29 USD 24.41 –4.7 11.9 0.0
Bonds US OppsCoreplus A OT OT LUX 05/19 USD 33.49 6.2 4.2 5.6
Bonds World A OT OT LUX 05/19 USD 39.02 –2.0 –0.5 6.9
Eq. China A OT OT LUX 05/20 USD 18.57 24.3 –30.9 –10.1
Eq. ConcentratedEuropeA OT OT LUX 05/19 EUR 22.91 11.2 –36.7 –27.4
Eq. Eastern Europe A OT OT LUX 05/19 EUR 17.60 33.2 –57.0 –32.8
Eq. Equities Global Energy OT OT LUX 05/19 USD 15.41 8.1 –48.1 –15.5
Eq. Euroland A OT OT LUX 05/19 EUR 9.27 1.1 –37.6 –28.5
Eq. Euroland MidCapA OT OT LUX 04/30 EUR 14.61 1.4 –45.7 –33.8
Eq. EurolandCyclclsA OT OT LUX 05/19 EUR 15.29 11.3 –34.5 –21.2
Eq. EurolandFinancialA OT OT LUX 05/19 EUR 9.45 12.1 –42.9 –34.4
Eq. Glbl Emg Cty A OT OT LUX 05/19 USD 7.87 31.6 –42.1 –14.5
Eq. Global A OT OT LUX 05/19 USD 21.87 3.9 –40.5 –25.5
Eq. Global Technol A OT OT LUX 04/24 USD 4.46 22.1 –29.7 –21.6
Eq. Gold Mines A OT OT LUX 05/19 USD 24.11 15.3 –22.5 –2.6
Eq. Japan Sm Cap A OT OT LUX 05/20 JPY 932.99 3.0 –34.7 –33.1
Eq. Japan Target A OT OT LUX 05/20 JPY 1637.55 4.6 –17.6 –17.6
Eq. Pacific A OT OT LUX 05/20 USD 7.78 21.9 –37.4 –15.2
Eq. US ConcenCore A OT OT LUX 05/19 USD 18.64 14.7 –26.6 –14.9
Eq. US Lg Cap Gr A OT OT LUX 05/19 USD 12.44 15.4 –39.6 –20.9
Eq. US Mid Cap A OT OT LUX 05/19 USD 23.03 14.9 –40.4 –17.0
Eq. US Multi Strg A OT OT LUX 05/19 USD 17.19 7.6 –40.3 –24.7
Eq. US Rel Val A OT OT LUX 05/19 USD 16.36 5.3 –41.5 –29.3
Eq. US Sm Cap Val A OT OT LUX 05/19 USD 12.75 –1.5 –45.5 –33.2
Eq. US Value Opp A OT OT LUX 05/19 USD 13.34 2.9 –45.2 –32.1
Money Market EURO A OT OT LUX 05/19 EUR 27.31 0.7 3.4 3.7
Money Market USD A OT OT LUX 05/19 USD 15.81 0.4 1.9 3.1

n YUKI INTERNATIONAL LIMITED
Tel +44-207-269-0203 www.yukifunds.com

n YMR-N Series
YMR-N Growth Fund OT OT IRL 05/21 JPY 8512.00 –1.1 –39.6 –35.0
YMR-N Japan Fund OT OT IRL 05/21 JPY 9616.00 1.9 –37.1 –31.4
YMR-N Low Price Fund OT OT IRL 05/21 JPY 12995.00 0.1 –35.6 –30.2
YMR-N Small Cap Fund OT OT IRL 05/21 JPY 6112.00 –4.8 –39.8 –36.1

n Yuki 77 Series
Yuki 77 Excellent JP EQ IRL 05/21 JPY 4119.00 –2.0 –46.3 –35.4
Yuki 77 General JP EQ IRL 05/21 JPY 6108.00 3.5 –39.3 –31.6
Yuki 77 Growth JP EQ IRL 05/21 JPY 5754.00 –2.7 –42.0 –36.5
Yuki 77 Income AS EQ IRL 05/21 JPY 4690.00 –8.3 –39.6 NS

n Yuki Chugoku Series
Yuki Chugoku Jpn Gen JP EQ IRL 05/21 JPY 6359.00 1.9 –37.7 –32.8
Yuki Chugoku Jpn Gro JP EQ IRL 05/21 JPY 4815.00 –5.8 –42.1 –34.1
Yuki Chugoku JpnLowP JP EQ IRL 05/21 JPY 7950.00 –2.9 –31.3 –27.5
Yuki Chugoku JpnPurGth OT OT IRL 02/09 JPY 3989.00 –14.7 –45.6 –38.5

n Yuki Daishi Series
Yuki Daishi General JP EQ IRL 05/21 JPY 6704.00 –1.0 –41.1 –33.9

n Yuki Hokuyo Japan Series
Yuki Hokuyo Jpn Gen JP EQ IRL 05/21 JPY 4434.00 –2.5 –44.2 –33.6
Yuki Hokuyo Jpn Inc JP EQ IRL 05/21 JPY 5122.00 –3.0 –36.5 –29.4
Yuki Hokuyo Jpn Sm Cap JP EQ IRL 05/21 JPY 4485.00 –4.7 –38.9 NS

n Yuki Mizuho Series
Yuki Mizuho Gen Jpn III OT OT IRL 05/21 JPY 4180.00 –1.6 –47.3 –36.3
Yuki Mizuho Jpn Dyn Gro OT OT IRL 05/21 JPY 4339.00 –3.4 –48.3 –38.4
Yuki Mizuho Jpn Exc 100 OT OT IRL 05/21 JPY 6242.00 2.3 –43.2 –33.8
Yuki Mizuho Jpn Gen OT OT IRL 05/21 JPY 8181.00 2.0 –37.2 –32.9
Yuki Mizuho Jpn Gro OT OT IRL 05/21 JPY 6126.00 –2.0 –37.9 –34.6
Yuki Mizuho Jpn Inc OT OT IRL 05/21 JPY 7612.00 –4.3 –38.7 –30.9
Yuki Mizuho Jpn Lg Cap OT OT IRL 05/21 JPY 4934.00 –1.0 –38.8 –32.2
Yuki Mizuho Jpn LowP OT OT IRL 05/21 JPY 11366.00 0.3 –28.5 –26.9
Yuki Mizuho Jpn PGth OT OT IRL 05/21 JPY 7601.00 –0.5 –42.0 –35.4
Yuki Mizuho Jpn SmCp OT OT IRL 05/21 JPY 5961.00 –2.8 –42.2 –36.0
Yuki Mizuho Jpn Val Sel OT OT IRL 05/21 JPY 5395.00 3.9 –35.5 –29.1
Yuki Mizuho Jpn YoungCo OT OT IRL 05/21 JPY 2393.00 0.3 –47.4 –44.6

n Yuki Nishi Nippon City Japan Series
Yuki Nishi-Nippon Cty General JP EQ IRL 05/21 JPY 4658.00 3.5 –43.9 –35.2

n Yuki Shizuoka Japan Series
Yuki Shizuoka General Japan JP EQ IRL 05/21 JPY 5169.00 1.4 –38.8 –32.8
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n ALEXANDRA INVESTMENT MANAGEMENT
Alexandra Global Inv I OT OT VGB 03/31 USD 33.60 –10.3 –1.0 5.6

n CAPITAL MANAGEMENT ADVISORS

Phone Number: +1 441 295 59 29

CMA Dynamic OT OT BHS 03/31 USD 1358.87 0.5 4.1 5.9

CMA MultHdge Arbtrge OT OT CYM 03/31 USD 1753.22 0.7 –7.3 –3.1

CMA MultHdge Balncd OT OT CYM 03/31 USD 1252.26 0.4 4.8 5.8

CMA MultHdge Growth OT OT CYM 03/31 USD 1712.79 2.7 7.0 6.4

CMA MultiHdge Lvrgd OT OT CYM 03/31 USD 1002.36 –0.3 1.6 6.7

n D'AURIOL FUNDS WWW.DAURIOL.BIZ

2 FUNDS OF FUNDS OF HEDGE FUNDS

D'Auriol Alt Non-Lev A EU OT CYM 03/31 EUR 97.80 –0.6 –21.5 –10.2

D'Auriol Opp F3 EUR EU MM CYM 02/27 EUR 1000.67 0.5 –25.4 –12.7

n HARMONY CAPITAL

email: info@harmonycapitalfund.com

Harmony Cap Ltd A USD OT OT BMU 04/30 USD 2086.32 0.9 –2.0 –6.2

Harmony Cap Ltd B EUR OT OT BMU 04/30 EUR 2039.80 1.6 –0.6 –5.7

Harmony Cap Ltd D USD OT OT BMU 04/30 USD 1193.21 0.7 –2.5 –6.6

Harmony Cap Ltd E EUR OT OT BMU 04/30 USD 1171.94 1.5 –0.9 –6.1

Harmony Cap Ltd F GBP OT OT BMU 04/30 GBP 1014.46 0.6 –1.5 –5.6

n HERMITAGE CAPITAL MANAGEMENT LTD.

Tel: +7501 258 3160 www.hermitagefund.com

The Hermitage Fund GL EQ JEY 05/15 USD 660.99 35.3 –63.0 –37.1

n HORSEMAN CAPITAL MANAGEMENT LTD.

T: +44(0)20 7838 7580, F: +44(0) 20 7838 7590, www.horsemancapital.com

Horseman EmMkt Opp EUR GL EQ GBR 04/30 EUR 196.71 –8.4 8.5 20.9

Horseman EmMkt Opp USD GL EQ USA 04/30 USD 199.61 –9.1 6.5 20.5

Horseman EurSelLtd EUR EU EQ GBR 04/30 EUR 188.76 –9.8 –4.1 9.3

Horseman EurSelLtd USD EU EQ GBR 04/30 USD 196.47 –9.7 –4.7 9.3

Horseman Glbl Ltd EUR GL EQ CYM 04/30 USD 433.95 –11.9 8.1 17.0

Horseman Glbl Ltd USD GL EQ CYM 04/30 USD 433.95 –11.9 8.1 17.0

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com
HSBC Absolute Companies
HSBC Absolute Companies
Global Absolute OT OT GGY 04/30 GBP 0.95 1.5 –13.7 –4.7

Global Absolute USD OT OT GGY 04/30 USD 1.78 1.3 –13.0 –4.8

n HSBC ALTERNATIVE STRATEGY FUND
Special Opp EUR OT OT CYM 04/30 EUR 75.50 –1.1 –32.5 –14.5

Special Opp Inst EUR OT OT CYM 04/30 EUR 71.05 –1.0 –32.2 NS

Special Opp Inst USD OT OT CYM 04/30 USD 80.09 –0.8 –29.9 –12.2

Special Opp USD OT OT CYM 04/30 USD 78.79 –1.0 –30.4 –12.8

n HSBC Portfolio Selection Fund
GH Fund AP OT OT JEY 04/30 EUR 120.82 1.3 –13.9 –4.0

GH Fund CHF Hdg OT OT JEY 04/30 CHF 100.20 0.4 –17.0 –7.5

GH Fund EUR Hdg (Non-V) OT OT JEY 04/30 EUR 109.43 0.9 –16.3 –6.2

GH Fund GBP Hdg OT OT JEY 04/30 GBP 119.03 1.0 –16.4 –5.5

GH Fund Inst EUR OT OT JEY 04/30 EUR 89.01 6.6 –11.0 NS

GH Fund Inst USD OT OT JEY 04/30 USD 99.98 1.3 –14.0 –4.3

GH FUND S EUR OT OT CYM 04/30 EUR 114.48 1.3 –15.7 –5.4

GH FUND S GBP OT OT JEY 04/30 GBP 118.98 1.1 –15.4 –4.4

GH Fund S USD OT OT CYM 04/30 USD 133.83 1.4 –13.6 –3.8

GH Fund USD OT OT GGY 04/30 USD 246.03 0.9 –14.8 –5.0

Hedge Investments OT OT JEY 04/17 USD 124.66 0.6 NS NS

Leverage GH USD OT OT GGY 04/30 USD 98.79 1.3 –32.5 –15.9

MultiAdv Arb CHF Hdg OT OT JEY 04/30 CHF 85.95 2.3 –21.4 –13.5

MultiAdv Arb EUR Hdg OT OT JEY 04/30 EUR 93.06 3.0 –20.6 –12.4

MultiAdv Arb GBP Hdg OT OT JEY 04/30 GBP 100.34 3.5 –21.1 –12.1

MultiAdv Arb S EUR OT OT CYM 04/30 EUR 98.65 3.1 –20.0 –11.5

MultiAdv Arb S GBP OT OT CYM 04/30 GBP 103.34 3.6 –20.0 –10.8

MultiAdv Arb S USD OT OT CYM 04/30 USD 112.21 3.6 –17.8 –10.0

MultiAdv Arb USD OT OT GGY 04/17 USD 172.81 2.4 NS NS

n HSBC Uni-folio
Alpha AdvantEdge OT OT JEY 04/30 USD 108.75 1.5 –15.7 –7.0

Asian AdbantEdge EUR OT OT JEY 04/30 EUR 92.91 4.8 –17.2 –5.6

Asian AdvantEdge OT OT JEY 04/30 USD 169.28 4.5 –16.0 –4.3

Emerg AdvantEdge OT OT JEY 04/30 USD 148.98 5.8 –23.4 –8.3

Emerg AdvantEdge EUR OT OT JEY 04/30 EUR 83.40 5.8 –25.7 –10.4

Europ AdvantEdge EUR OT OT JEY 04/30 EUR 116.84 1.4 –15.5 –9.6

Europ AdvantEdge USD OT OT JEY 04/30 USD 123.34 1.1 –14.6 –8.9

Japan AdvantEdge JPY OT OT JEY 04/30 JPY 7759.90 –4.0 –12.5 –8.8

Japan AdvantEdge USD OT OT JEY 04/30 USD 90.54 –3.8 –11.2 –6.4

Lvgd Alpha AdvantEdge OT OT JEY 04/30 USD 88.06 2.5 –34.1 –19.2

Trading AdvantEdge OT OT GGY 04/30 USD 144.10 –5.0 0.2 12.5

Trading AdvantEdge EUR OT OT GGY 04/30 EUR 131.15 –4.7 0.8 11.9

Trading AdvantEdge GBP OT OT GGY 04/30 GBP 138.39 –4.9 2.1 13.8

US AdvantEdge OT OT JEY 04/30 USD 104.82 2.4 –16.2 –6.5

n INTEGRATED ALTERNATIVE INVESTMENTS, TEL: +44 (0)20 75149200

Email: contact@integratedai.com - Website: www.integratedai.com

Altipro OT OT FRA 04/30 EUR 187.39 NS NS NS

Integrated Dir Trading EUR OT OT CYM 02/27 EUR 105.06 3.0 –4.8 7.1

Integrated Emg Markets EUR OT OT CYM 02/27 EUR 69.33 –2.6 –32.3 –15.1

Integrated European EUR OT OT CYM 02/27 EUR 149.65 0.4 0.1 0.0

Integrated Event Driven EUR OT OT CYM 02/27 EUR 81.72 –0.1 –22.1 –9.6

Integrated Lg/Sh Sel F EUR OT OT CYM 02/27 EUR 86.33 0.8 –12.0 –3.7

Integrated MultSt B EUR OT OT VGB 02/27 EUR 116.68 3.3 –16.8 –5.6

Integrated Relative Value EUR OT OT CYM 02/27 EUR 91.16 1.7 –10.0 –3.1

n KREDIETBANK LUXEMBOURG

www.kbl.lu Fax : +352 47 97 73 911

KBL SPOP Investing OT OT LUX 03/31 EUR 1469.36 NS –30.2 –15.3

KBL SPOP Investing OT OT LUX 03/31 USD 1442.92 NS –29.2 –14.2

n MERIDEN GROUP

Tel: + 376 741 175 Fax: + 376 741 183 Email: meriden@meriden-ipm.com

Antanta Combined Fund EE EQ AND 05/15 USD 244.00 27.0 –66.6 –45.2

Antanta MidCap Fund EE EQ AND 05/15 USD 349.10 20.5 –80.5 –50.5

Meriden Opps Fund GL OT AND 05/13 EUR 82.88 –4.8 –23.7 NS

Meriden Protective Div OT OT AND 11/24 EUR 78.88 –2.8 NS NS

n OTHER FUNDS
For information about these funds, please contact us on Tel: +44 (0) 207 842 9694/9633
Medinvest Plc Dublin OT OT IRL 03/31 USD 1217.26 NS –14.6 –5.6

n SUPERFUND ASSET MANAGEMENT GMBH
For information about open funds, please contact us on Tel: +43 1 24700
www.superfund.com *Closed for New Investments
Superfund Cayman* OT OT CYM 05/19 USD 59.81 –28.2 –1.8 11.9

Superfund GCT USD* OT OT LUX 05/19 USD 2767.00 –24.2 –8.4 2.8

Superfund Gold A (SPC) OT OT CYM 05/19 USD 991.26 –14.7 –7.2 15.0

Superfund Gold B (SPC) OT OT CYM 05/19 USD 1046.38 –22.4 –12.1 13.0

Superfund Q-AG* OT OT AUT 05/19 EUR 7384.00 –15.7 –2.8 5.9

n WEAVERING CAPITAL
www.weaveringcapital.com chas.dabhia@weaveringcapital.com T:+44(0)2073554720
Weavering Macro F.I. Fd GL OT CYM 02/27 USD 183.52 –0.1 9.3 10.8

n WINTON CAPITAL MANAGEMENT LTD
Tel: +44 (0)20 7610 5350 Fax: +44 (0)20 7610 5301
Winton Evolution EUR GL OT VGB 04/30 EUR 1245.07 –3.8 –5.5 7.0

Winton Evolution GBP GL OT VGB 04/30 GBP 1224.31 –4.0 –5.2 8.0

Winton Evolution JPY GL OT VGB 02/27 JPY 115254.95 0.7 –3.8 7.1

Winton Evolution USD GL OT CYM 04/30 USD 1214.43 –3.9 –6.0 7.2

Winton Futures EUR GL OT VGB 04/30 EUR 198.61 –3.5 6.3 17.1

Winton Futures GBP GL OT VGB 04/30 GBP 214.05 –3.6 7.1 18.6

Winton Futures JPY Lead Series 2 GL OT VGB 04/30 JPY 14083.60 –4.6 2.8 13.6

Winton Futures USD GL OT VGB 04/30 USD 705.05 –3.9 5.5 17.2
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n ARIX ABSOLUTE RETURN INVESTABLE INDEX
Feri Institutional Advisors, www.feri.de
ARIX Composite Gross USD OT 04/30 USD 1265.86 1.5 1.5 –0.7 –18.6 –8.8
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By Jonathan D. Rockoff

Schering-Plough Corp. execu-
tives could receive $107.9 million in
severance and pension payments if
they leave after the drug maker is
taken over by Merck & Co.

Chief Executive Fred Hassan and
nine other Schering-Plough execu-
tives would receive a total of $55.7
million in payments if they leave the
company after a Merck takeover, ac-
cording to a Schering-Plough securi-
ties filing. The 10 executives also
would receive $52.2 million in pen-
sion benefits, according to the filing
made late Wednesday.

In addition, the executives could
receive tens of millions of dollars
from stock options, stock units and
performance shares. And they
would receive continuing medical
benefits valued at $2.1 million.

The disclosures come amid criti-
cism of high executive compensa-
tion, and with the Obama adminis-
tration talking
about changing
compensation
practices in the fi-
nancial-services
industry. Scher-
ing-Plough
spokesmen em-
phasized that
the terms of the
payouts weren’t
changed in antici-
pation of a deal,
and have been in effect since the ex-
ecutives joined the Kenilworth, N.J.,
company, many as far back as 2003.

Mr. Hassan alone would receive
an exit payout of $17.7 million, pen-
sion benefits of $13.2 million and
medical benefits valued at $130,750,
the filing said. Mr. Hassan, 63 years
old, has been expected to depart
sometime after the completion of
the takeover.

Mr. Hassan’s departure agree-
ment has been previously disclosed
by the company, and the filing said
it hasn’t been amended since he
joined Schering-Plough in 2003, ex-
cept to make required tax changes.
Schering-Plough spokesmen also
said none of the nine other agree-
ments, except one to retain a Scher-
ing executive involved in combining
the two companies, had been
amended because of the Merck deal.

Merck, of Whitehouse Station,
N.J., says the $41.1 billion deal, an-
nounced in March, is on track to be
completed in the fourth quarter.

According to the filing, Schering-
Plough initially rebuffed Merck’s ap-
proach about an acquisition, and
Mr. Hassan reached out to another
company about a possible transac-
tion. The filing didn’t identify the
other company but it was Johnson
& Johnson, according to people fa-
miliar with the matter. J&J eventu-
ally eventually decided against mak-
ing a bid.

Spokespeople for J&J, Merck
and Schering declined to comment
on Schering-Plough seeking an-
other bidder.

The securities filing also said
that Schering made a filing with the
Federal Trade Commission seeking
antitrust clearance for the deal on
May 20, two days after withdrawing
its initial request. The FTC review is
focusing on the animal-health busi-
nesses of the two companies, a
Merck executive has said.

By Jonathan Cheng

HONG KONG—Taking a page
from luxury brands, Unilever’s
Asian arm is using a splashy Holly-

wood-style mini-
film starring Cathe-
rine Zeta-Jones to

sell an everyday product: shampoo.
Theseven-minute film,called“Al-

chemist,” which is airing in China
and Japan, features a motorcycle
chase at a high-security laboratory
where a youth-enhancing elixir is be-
ing produced—an elixir that turns
out to be Unilever’s Lux shampoo.
Later, at a red-carpet ball, Ms. Zeta-
Jones’s shimmering hair takes cen-
terstageinarendezvouswithhermo-
torcyclist accomplice.

Unlike similar efforts in recent
years to promote BMW cars and
Chanel No. 5 perfume through mini-
films, “Alchemist” is being pro-
duced primarily for broadcast on
TV, not just the Internet and movie
theaters. It is also aimed at pushing
a mass-market product—in this
case, a reformulated Lux shampoo
with what Unilever calls “fiberac-
tive technology” meant to heighten
hair’s shimmer.

“Alchemist,” which began airing
in March, was produced by the adver-
tising agency JWT, a unit of London-
based WPP, from an original screen-
play by Jeffrey Caine, who also
wrote the screenplay for the James
Bond flick “GoldenEye” and for the
thriller “The Constant Gardener.”

Unilever, which didn’t disclose
the cost, has been buying five-
minute blocks of time on channels
like China Central Television and
Fox this summer to air the minifilm,
mostly during programs about mov-
ies and celebrities. More than 6.5 mil-
lion people saw the minifilm via the

Web in its first six weeks. An edited
version will also be played in movie
theaters. The ad plays in English,
with Chinese or Japanese subtitles.

It comes as Lux faces entrenched
market leaders in both countries. Ac-
cording to market-research firm Eu-
romonitor International, Lux had a
10.2% market share in Japan last
year, putting it a close second to
Shiseido’s shampoo. In mainland
China, its 5.1% market share puts it
behind Procter & Gamble’s Rejoice,
Head & Shoulders and Pantene
Pro-V, which together account for
nearly 40% of shampoo sales there.

In the past, Unilever has turned
to actresses including Keira Knight-
ley, Natalie Portman and Jennifer
Connelly to promote Lux in Japa-
nese TV commercials.

But the new seven-minute film is
part of an effort by the consumer-
products giant to go beyond tradi-
tional 30-second slots in an age
where ad clutter and technology—
like digital video recorders and You-
Tube— are challenging the effective-
ness of traditional ads.

Unilever says Japanese women

are exposed to about 1,000 ads in an
average week. Advertisers are find-
ing audiences are becoming increas-
ingly sophisticated as global market-
ing matures, and the spread of DVRs
and the use of the Internet and DVDs
to watch television shows makes it
tougher to capture viewers.

“The means of interacting with
consumers has dramatically
changed,” says Enzo Devoto, Uni-
lever’s vice president of hair prod-
ucts in North Asia and Greater
China. “A film seemed the perfect so-
lution—by getting into the world of
movies, rather than just having
movie stars in our ads, which our
competitors do too, we can draw
consumers closer to the brand.”

Unilever is already heavily in-
volved with what’s known as
“branded entertainment,” which
traces its lineage to the soap operas of
the 1940s and ’50s. As advertisers
turned to buying traditional TV spots,
and then paying TV networks to in-
serttheirproductsinthestorylineofa
show, advertisers have been on a
quest to create branded content with-
out alienating potential customers.

In 2007, Unilever created a se-
ries called “The Gamekillers” for
MTV to hawk its Axe antiperspi-
rant. The series tried to walk a fine
line as its creators tried to avoid
making it seem like an extended de-
odorant commercial while retain-
ing its marketing power.

The new Lux campaign has other
precedents, with other brands exper-
imenting with the delivery and
length of commercials ranging from
five seconds to seven minutes.

Startingin2001,forinstance,BMW
hiredanumberofwell-knownfilmmak-
erstoshootshortfilmsstarringBritish
actor Clive Owen and BMW vehicles.
The series of films, known collectively
as “The Hire,” never ran on TV.

In 2004, Australian director Baz
Luhrmann created a three-minute
film starring Nicole Kidman to pro-
mote Chanel No. 5. A shorter version
of the film, which cost about $42 mil-
lion to make, was broadcast on TV.

The risk is that longer-form com-
mercials could test the patience of
viewers already fed up with the tra-
ditional 30-second spots.

Mr. Devoto says “Alchemist” is
less of an interruption to the pro-
gramming as it is a form of enter-
tainment in and of itself. “When
you’re watching a movie and on
comes an advertisement trying to
hard-sell a product, it’s pretty much
interrupting your entertainment,”
he says. “Our project is completely
different. People want to see it
again, and they identify themselves
with the main character.”

In focus groups, Mr. Devoto says
the minifilm got strong reactions
when placed alongside traditional
commercials. “There was a real
‘wow’ effect,” he says.

The major challenge, was follow-
ing through on a pricey campaign
even as the global economy soured,
according to JWT account manager
Helen Heatley, who adds that plan-
ning began in late 2007. The reces-
sion, however, made it a little easier
for Unilever to assemble the star-
studded team, Mr. Devoto says.

Alcatel’s new service gets into mobile ads

Fred Hassan

Unilever goes Hollywood to sell shampoo
Zeta-Jones stars
in 7-minute film
aired on Asian TV

By Sara Silver

And Emily Steel

Alcatel-Lucent is entering the
much-hyped market for mobile ad-
vertising with a service that will let
cellphone carriers offer their custom-
ers tailored alerts about a sale at a fa-
vorite store or a bank’s closest ATM.

The new service, which the big
French telecom-equipment maker
plans to announce Thursday, will be
managed by 1020 Placecast, a San
Francisco-based developer of cell-
phone and online ads tied to a user’s
location. The closely held firm’s cli-
ents include Hyatt, FedEx and Avis
Rent A Car System.

Alcatel-Lucent’s technology iden-
tifies cellphone users within a speci-
fied distance of an advertiser’s near-
est outlet and notifies them of the
address and phone number. The ad
can also include a link to a coupon or
other promotion.

The service might be pro-
grammed to reach drivers within
five miles of a Walnut Creek, Ca-
lif., bank or pedestrians within a
five-minute walk of a Manhattan
shoe store.

The service’s debut comes as
phone-gear makers are turning to
developing services to make up for
declining profits from selling equip-
ment. Telefon AB L.M. Ericsson re-

cently said it would offer cellphone
carriers a turn-by-turn navigation
service for their customers. Last
fall, Nokia started selling mobile
display ads targeted to consumers
in 10 metro areas in the U.S. Navteq,
a digital-map data company owned
by Nokia, has started selling tar-
geted mobile ads based on a con-
sumer’s location.

Wireless carriers, meanwhile,
are seeking a cut of the revenues
from these services.

“This is a vehicle that lets [carri-
ers] extend their network assets”
and “grab a share of the revenues
that would normally be outside of
their reach,” says Gani Nayack, presi-
dent of Alcatel’s Rich Communica-
tions business. Alcatel will host the
new service, testing revenue-shar-
ing models.

Alcatel’s service differs from
most mobile-ad setups because its
ads will be beamed only to cellular
customers who sign up for them.
They can specify when and how fre-
quently they want to receive ads,
and from which vendors. A cus-
tomer could elect to get retail an-
nouncements at lunchtime and
movie promotions on evenings
and weekends.

Amid privacy concerns, market-
ers are under increasing pressure to
limit their digital ads to customers

who “opt in” and to make their ads
more relevant to those customers.
“If [consumers] opt out, the odds
that you hear from them ever again
are low,” says Phuc Truong, manag-
ing director at Mobext, a mobile-
marketing network of French ad
company Havas. “You have one shot
to do things right.”

In recent years, dozens of compa-
nies have raised capital on the
premise that advertisers are eager
to reach cellphone consumers,
whether through text messages or
mobile Web sites. If such advertis-
ing is targeted to a specific location,
rather than citywide, consumers
there are three to 10 times as likely
to click through the ads, according
to Michael Boland, program direc-
tor of research firm Kelsey Group.

“I call it marketing as a service,
not marketing as an intrusion,” says
Alistair Goodman, chief executive of
1020 Placecast, which uses such fac-
tors as neighborhood demographics
and the weather to target its ads.

Alcatel and 1020 Placecast hope
the service can overcome some of
the barriers that have kept mobile
advertising a minuscule, though
fast-growing, slice of the online-ad
market. U.S. mobile-ad spending
this year is expected to grow 17%
from a year earlier to $760 million,
according to research firm eMar-

keter. That compares with a pro-
jected $24.5 billion for the U.S. on-
line-ad market.

The spread of high-speed wire-
less networks and devices with glo-
bal-positioning chips that pinpoint
a user’s location hold the promise of
creating enough of an audience to
justify location-based ad spending.
And the popularity of applications
running on Apple’s iPhone, Re-
search in Motion’s BlackBerry de-
vices and other smart phones shows
that consumers are accessing mo-
bile information in droves.

For now, however, the technol-
ogy for location-based ads is run-
ning ahead of demand. Ad execu-
tives say they need to see more re-
search on how targeting ads based
on location translates into sales.

“The question is always the
same: Can we drive more sales?”
says Alexandre Mars, head of mo-
bile advertising at ad holding com-
pany Publicis Groupe and chief exec-
utive of its Phonevalley mobile-mar-
keting agency.

Alcatel-Lucent says it is in talks
with carriers to start trials this sum-
mer, but it declined to identify them.
Placecast is also seeking initial ad-
vertisers through ad agencies such
as AKQA, which runs mobile cam-
paigns for Target, Gap and Diageo’s
Smirnoff vodka.
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Catherine Zeta-Jones stars in ‘Alchemist,’ Unilever’s Hollywood-style minifilm to
market its Lux shampoo. The seven-minute film is aired in Japan and China.

Schering filing
details payouts
in a Merck deal
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n BANC INTERNACIONAL D'ANDORRA. BANCA MORA.
Avgd. Meritxell 96, Andorra la Vella. Andorra. Ph. +376.884884 www.bibm.ad
Andfs. Anglaterra UK EQ AND 05/19 GBP 6.82 2.4 –26.9 –15.5

Andfs. Borsa Global GL EQ AND 05/19 EUR 5.54 –4.5 –38.1 –25.2

Andfs. Emergents GL EQ AND 05/19 USD 13.11 31.1 –39.7 –13.4

Andfs. Espanya EU EQ AND 05/19 EUR 10.70 –1.1 –35.1 –21.9

Andfs. Estats Units US EQ AND 05/19 USD 12.39 1.6 –36.4 –21.3

Andfs. Europa EU EQ AND 05/19 EUR 6.54 0.9 –34.8 –24.6

Andfs. Franca EU EQ AND 05/19 EUR 8.18 –1.2 –36.0 –26.8

Andfs. Japo JP EQ AND 05/19 JPY 453.47 3.5 –37.5 –28.2

Andfs. Plus Dollars US BA AND 05/19 USD 8.48 0.6 –19.5 –11.1

Andfs. RF Dolars US BD AND 05/19 USD 10.49 2.7 –8.2 –3.5

Andfs. RF Euros EU BD AND 05/19 EUR 9.39 4.9 –13.5 –8.9

Andorfons EU BD AND 05/19 EUR 12.50 4.8 –16.1 –11.5

Andorfons Alternative Premium OT OT AND 03/31 EUR 92.76 0.4 –17.7 –9.1

Andorfons Mix 30 EU BA AND 05/19 EUR 8.18 1.0 –26.4 –17.3

Andorfons Mix 60 EU BA AND 05/19 EUR 7.89 –3.0 –35.7 –23.5

n CHARTERED ASSET MANAGEMENT PTE LTD - TEL NO: 65-6835-8866
Fax No: 65-6835 8865, Website: www.cam.com.sg, Email: cam@cam.com.sg
CAM-GTF Limited AS EQ MUS 05/15 USD 171950.27 27.5 –28.2 –17.5

n DJE INVESTMENT S.A.
internet: www.dje.lu email: info@dje.lu phone:+00 352 269 2522 0 fax:+00 352 269 25252
DJE Real Estate P OT OT LUX 05/20 EUR 9.77 –3.0 –4.5 –2.3
DJE-Absolut P GL EQ LUX 05/20 EUR 181.28 3.4 –24.9 –14.3
DJE-Alpha Glbl P EU BA LUX 05/20 EUR 159.63 3.8 –20.0 –10.6
DJE-Div& Substanz P GL EQ LUX 05/20 EUR 186.06 6.4 –21.8 –12.3
DJE-Gold&Resourc P OT EQ LUX 05/20 EUR 144.49 10.5 –26.6 –7.5
DJE-Renten Glbl P EU BD LUX 05/20 EUR 123.23 3.0 1.5 0.7
LuxPro-Dragon I AS EQ LUX 05/20 EUR 124.10 33.7 –17.1 –3.4
LuxPro-Dragon P AS EQ LUX 05/20 EUR 121.13 33.5 –17.5 –4.5
LuxTopic-Aktien Europa EU EQ LUX 05/20 EUR 14.94 4.3 –15.9 –8.7
LuxTopic-Pacific AS EQ LUX 05/20 EUR 12.21 34.9 –34.5 –20.5

n HERMES FINANCIAL MANAGEMENT (EGYPT) LIMITED, AMSALES@EFG-HERMES.COM
Tel: 9714 363 4041 *Middle East & Developing Africa Fund
EFG-Hermes Egypt GL EQ BMU 04/30 USD 36.20 4.7 –49.2 –9.4

EFG-Hermes MEDA* GL EQ BMU 03/31 USD 19.10 –8.8 –47.1 –13.2
EFG-Hermes Saudi Arabia Equity EA EQ SAU 05/12 SAR 5.79 22.2 NS NS
EFG-Hermes Telecom OT EQ BMU 03/31 USD 24.85 –3.1 –28.2 –12.9

n HSBC ALTERNATIVE INVESTMENTS LIMITED
T +44 20 7860 3074 F + 44 20 7860 3174 www.hail.hsbc.com

n HSBC Portfolio Selection Fund
Sel Emerg Mkt Debt GL BD GGY 05/20 USD 291.29 18.6 –7.4 –2.7
Sel Emerg Mkt Equity GL EQ GGY 05/20 USD 165.88 26.6 –38.8 –14.7
Sel Euro Equity EUR US EQ GGY 05/19 EUR 81.07 8.8 –39.0 –28.9
Sel European Equity EU EQ GGY 05/20 USD 148.94 8.3 –45.5 –28.0
Sel Glob Equity GL EQ GGY 05/20 USD 153.56 6.9 –41.3 –26.7
Sel Glob Fxd Inc GL BD GGY 05/20 USD 129.00 0.0 –14.6 –4.2
Sel Pacific Equity AS EQ GGY 05/20 USD 107.76 19.2 –38.3 –17.3
Sel US Equity US EQ GGY 05/20 USD 102.95 2.2 –37.2 –23.5
Sel US Sm Cap Eq US EQ GGY 05/20 USD 137.94 5.5 –37.7 –27.3

n KREDIETBANK LUXEMBOURG
www.kbl.lu Fax : +352 47 97 73 911
EPB Flexible 25/75 OT OT LUX 05/18 EUR 295.07 1.1 –14.6 –9.6
EPB Flexible 50/50 OT OT LUX 05/18 EUR 219.77 1.7 –21.7 –14.8
KBC Eq (L) Europe EU EQ LUX 05/19 EUR 423.65 9.0 –39.7 –28.5
KBC Eq (L) Japan JP EQ LUX 05/19 JPY 16357.00 –2.2 –39.5 –30.5
KBC Eq (L) NthAmer EUR US EQ LUX 05/19 EUR 462.51 1.2 –38.4 NS
KBC Eq (L) NthAmer USD US EQ LUX 05/19 USD 676.41 1.9 –36.5 –21.2
KBL Key America EUR US EQ LUX 05/18 EUR 328.67 3.1 –42.2 –24.5
KBL Key America USD US EQ LUX 05/18 USD 346.93 4.2 –40.9 –23.0
KBL Key East Europe EU EQ LUX 05/18 EUR 1469.76 38.9 –54.0 –30.1
KBL Key Eur Sm Cie EU EQ LUX 05/18 EUR 706.72 12.4 –43.5 –33.4

KBL Key Europe EU EQ LUX 05/18 EUR 534.67 3.1 –33.6 –25.9

KBL Key Far East AS EQ LUX 05/18 USD 1099.07 21.8 –35.3 –18.3

KBL Key Major Em Mkts GL EQ LUX 05/18 USD 468.64 36.8 –47.7 –18.5

KBL Key NaturalRes EUR OT EQ LUX 05/18 EUR 403.83 18.6 –35.2 –15.7

KBL Key NaturalRes USD OT EQ LUX 05/18 USD 414.48 15.0 –43.8 –15.7

n LLOYD GEORGE MANAGEMENT (HK) LTD
Suite 3808, One Exchange Square, HK: Tel. 852 2845 4433 Fax. 852 2845 3911
LG Antenna GL EQ BMU 05/15 USD 42.59 24.8 –37.2 –17.2

LG Asian Plus AS EQ CYM 05/15 USD 41.87 10.8 –40.4 –18.9

LG Asian SmallerCo's AS EQ BMU 05/20 USD 73.72 33.7 –41.8 –32.4

LG India EA EQ MUS 05/14 USD 37.04 16.1 –46.4 –22.3

Siberian Investment Co OT OT IRL 02/27 USD 22.58 39.1 –70.6 –45.3

n MP ASSET MANAGEMENT INC.
Tel: + 386 1 587 47 77
MP-BALKAN.SI OT OT SVN 05/20 EUR 22.45 –14.4 –59.3 –50.0
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Gulf monetary union falls into doubt
U.A.E. drops out,
citing Riyadh’s role;
‘this is a major blow’
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China loan binge heralds trouble, Fitch says

DUBAI—The United Arab Emir-
ates ditched plans to join the pro-
posed Gulf Cooperation Council mon-
etary union, casting doubts over the
future of a project in the making for al-
most 30 years.

The U.A.E., the second-largest
Arab Gulf economy, informed the GCC
secretariat about its decision to with-
draw,anofficialattheU.A.E.’sForeign
Ministry said in a statement carried
by the national WAM news agency.

The move represents a rare pub-
lic rift between members of the GCC,
an economic and political union
aimed at fostering better ties be-
tween the oil-rich Arab states strad-
dling the Persian Gulf.

The U.A.E. decisiondoesn’t affect
its broader membership in the GCC,
only its plans to join the monetary
union.

The U.A.E.’s move appears to be
linked to a decision earlier this
month that a monetary council for
the six-member GCC—a precursor to
a central bank—would be located in
Saudi Arabia’s capital, Riyadh.

The proposed central bank, cov-
ering five GCC states and the im-
mense oil wealth behind them,
would have been one of the world’s
largest banks, combining the re-
gion’s vast assets that together form
the world’s fifth-biggest economy.

A senior Dubai-based official
told Zawya Dow Jones that “the
U.A.E. was always promised the cen-
tral bank would be in the U.A.E.,”
which is made up of seven emirates,
the largest of which is Abu Dhabi.

“There are no GCC institutions in
the U.A.E., but all the other coun-
tries have one; this played a role and

that’s why the U.A.E. proposed itself
three years ago,” the official said.

ApersonclosetotheU.A.E.central
bank said, “The GCC monetary union
is not attractive for the U.A.E. if it
doesn’t have any say or influence and
everything is controlled by Riyadh.”

Despite surprising some observ-
ers, the U.A.E’s decision is unlikely to
have a major, short-term impact on
the region’s currencies or stock mar-
kets. All but one of the GCC’s mem-
bers—Kuwait—have pegged their
currencies to the U.S. dollar, limiting
foreign-exchange movements. Re-
gional central banks, meanwhile,

have largely followed the U.S. Federal
Reserve in monetary-policy moves.

Regional stock markets shrugged
off the news Wednesday. Dubai’s
benchmark stock index closed 0.2%
lower but recovered Thurdsay. Abu
Dhabi’s leading gauge of shares lost
just 0.1% Wednesday and eased mod-
estly Thursday.

Still, the decision is an obstacle
to the goal of a regional monetary
union. The GCC consists of Bahrain,
Kuwait, Oman, Qatar, Saudi Arabia
and the U.A.E. Oman dropped out of
plans for a monetary union in 2006.

WAM cited U.A.E. Central Bank
Governor Sultan bin Nasser Al Su-
waidi as saying the country’s mone-
tary policy will proceed with no
changes and the U.A.E. dirham will
remain linked to the U.S. dollar.

Simon Williams, chief economist
at HSBC Middle East, said, “This is
a major blow for the single cur-
rency. Oman withdrew from the
union and Kuwait is pegged to a bas-
ket of currencies, not the dollar, and
now the second-largest Gulf econ-
omy, the U.A.E., has pulled out.”

Tristan Cooper, head analyst for
Middle East sovereigns at Moody’s
Investors Service, said the move
“could be interpreted as a sign of
how the balance of power between
Saudi Arabia and the smaller, richer
GCC states has shifted over time.”

So far, the four other GCC states
appear to be committed to pursuing
the single currency, despite the
U.A.E.’s decision.
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By Jason Leow

SHANGHAI—Fitch Ratings, the
credit-ratings company, says Chi-
na’s banks are showing early signs
of asset-quality deterioration amid
a torrent of new lending to help fund
government stimulus projects.

New loans totaling 5.17 trillion
yuan, or $757.5 billion, in the first
four months of this year have al-
ready exceeded the 4.91 trillion
yuan in loans made in all of 2008.

Amid the credit surge, govern-
ment officials have warned of rising
risks. Earlier this week, they an-
nounced rules to ensure money is go-
ing to the real economy, after con-
cerns were raised that some loans
were being diverted into the asset
markets instead.

In a report on China’s banks pub-
lished Thursday, Fitch said it is see-
ing warning signals from the bank-
ing system. Chinese lenders have

been downgrading more “special
mention” loans, those that are con-
sidered about to default, to nonper-
forming status, marking them as
bad debt, said Charlene Chu, a se-
nior director at Fitch Ratings China
and an author of the report.

Chinese banks also have been in-
creasing provisions for losses on un-
impaired loans, indicating that “the
banks themselves see greater losses
down the line in loans that are cur-
rently performing,” Ms. Chu said.

The report added to earlier warn-
ings from the agency that lending
quality in China is weakening.

Fitch has long argued that fig-
ures such as low levels of nonper-
forming loans compared with total
bank assets don’t tell the full story.
It pointed to items such as special
mention loans and a lack of transpar-
ency in how loans are categorized as
poorly recognized risks. The latest
report notes that the credit boom,

coupled with the poor economy, is
exacerbating those risks.

The report also noted that non-
performing-loan ratios at China-
based foreign banks, usually
thought to have higher risk-manage-
ment standards than Chinese banks,
have been rising.

Fitch said any impending credit
crisis will be hard to spot in the
short term given the high volume of
lending.

Over time, though, the global
economy’s weakness and China’s
still nascent domestic demand will
take a toll on the banks, as corporate
borrowers earn less and the likeli-
hood of defaults rises, she said.

“At the heart of these concerns is
the recent steep rise in corporate ex-
posure amid a concurrent decline in
enterprise profits,” Ms. Chu said.
“Ordinarily, falling corporate earn-
ings are met with tightened lending,
but in China precisely the reverse is

evident, illustrating that despite
years of reform, Chinese banks still
retain an important policy function
in upholding local enterprises.”

By Amir Efrati

The U.S. Justice Department has
questioned several former execu-
tives at Lehman Brothers Holdings
Inc. as part of its criminal investiga-
tion into whether they sold suppos-
edly safe, liquid securities to clients
while knowing that the market for
the securities was drying up.

Prosecutors from the U.S. attor-
ney’s office in Brooklyn and lawyers
from the Securities and Exchange
Commission have interviewed sev-
eral former executives who ran Leh-
man’s auction-rate-securities busi-
ness, these people said. Auction-
rate securities are short-term debt
instruments in which the interest
rates reset at periodic auctions.

The inquiry centers on whether
Lehman employees defrauded cus-
tomers as the market for these secu-
rities broke down in 2007. Authori-
ties want to know whether Lehman
executives got these auction-rate se-
curities off the firm’s books and into
client accounts at a time in which
the securities were becoming hard
to sell, according to the people with
knowledge of the matter. Authori-
ties also want to know whether exec-
utives knew the market was in trou-
ble and sold their own personal hold-
ings of auction-rate securities,
which could constitute insider trad-
ing, according to the people.

The investigation is separate
from Justice Department probes of
Lehman that focus on whether exec-
utives overvalued the firm’s com-
mercial real-estate holdings or mis-
characterized its financial condi-
tion prior to its September 2008 col-
lapse, these people said.

The auction-rate-securities in-
vestigation began before Lehman’s
collapse, and the government re-
cently ramped up its activity. Au-
thorities are examining the role of
about 10 former executives and bro-
kers, said a person familiar with the
matter. While charges have been
brought previously against brokers
at another firm, so far no high-level
executives have been criminally
charged related to the auction-rate-
securities crisis.

Amid the credit crisis in July
2007, investors stopped buying secu-
rities sold by Lehman and other
Wall Street firms that were backed
by collateralized debt obligations,
which are pools of bonds tied to
mortgages and other debt. These
CDOs later lost value, as some of the
debt backing them, including
subprime mortgages, defaulted.

The United Arab Emirates pulled out of plans for a common Gulf currency. Here, a
currency-exchange center in Dubai on Wednesday.
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Separate ways
Corporate loans in China are rising 
despite the fall in company profits. 
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Auction-rate sales
at Lehman get
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British Land Co.
U.K. real-estate investment trust

British Land Co. said its net loss for
the fiscal year ended in March wid-
ened to £3.9 billion ($6.14 billion),
from £1.6 billion a year ago and
warned that the financial-market
stress of the past 12 months contin-
ues to pose challenges. It posted a
64% decline in net asset value per
share, the market’s preferred mea-
sure of the company’s performance,
but said the values of some parts of
its portfolio, such as superstores,
have stabilized. Despite falling val-
ues, Chief Executive Chris Grigg
said he is in no hurry to buy. “We are
out there looking...there are some in-
teresting things, but we haven’t
bought anything yet,” he said. Brit-
ish Land sold £1.9 billion of property
in the year and raised £740 million
in a rights issue. The company will
pay a full-year dividend of 29.8
pence, slightly ahead of the prior
year and said it will pay a 6.5-pence
quarterly dividend in the year to
March 2010.

Arcandor AG

German companies Arcandor AG
and Metro AG on Thursday said they
are considering a merger of their re-
spective department-store units,
Karstadt and Kaufhof. The compa-
nies said “a combination of Karstadt
and Kaufhof can be a fundamentally
sensible step for the future of depart-
ment stores in Germany.” Metro and
Arcandor said they would form a new
German department-store company
only if there is “a sustainable and eco-
nomically sensible concept.” The
chief executives of the two compa-
nies agreed on a further meeting but
also agreed not to disclose the con-
tent of the talks. Arcandor, which is
scrambling for state aid to refinance
debt, on Monday initially rejected a
proposal from Metro that the compa-
nies combine department-store oper-
ations. Metro is opposed to state aid
for Arcandor because it feels such a
move would distort competition.

AstraZeneca PLC

AstraZeneca PLC said a U.S.
court has granted its request for
an injunction barring Canada’s
Apotex Inc. from selling a generic
version of AstraZeneca’s chil-
dren’s asthma medication Pulmi-
cort Respules. The federal district
court in New Jersey granted the in-
junction until a patent-infringe-
ment trial is held. A date for the
trial hasn’t yet been set. The U.S.
Food and Drug Administration
granted approval to Apotex for a
generic version of the drug in
March, leading AstraZeneca to
start legal action. Patents covering
the drug expire in 2018, with pedi-
atric exclusivity extending to 2019.
U.S. sales of Pulmicort totaled
$982 million last year. Pulmicort
Respules accounted for about 90%
of that total.

Daimler AG

Daimler AG agreed to pay a fine
related to the resignation of former
Chief Executive Jürgen Schrempp,
but made clear that it admits no
wrongdoing and was acting to end a
legal saga. The Œ200,000 ($272,740)
fine was imposed by Germany’s mar-
ket regulator, BaFin. BaFin argued
that plans for Mr. Schrempp’s depar-
ture were so advanced by July 10,
2005—18 days before Daimler-
Chrysler’s announcement—that the
company should have informed the
public then. The announcement of
his departure had sent the compa-
ny’s shares higher, hurting inves-
tors who had sold in preceding days.
Last year, a Frankfurt court rejected
the regulator’s decision and acquit-
ted the company, now renamed
Daimler, but prosecutors appealed.
A higher court faulted the amount of
evidence considered in the original
proceedings and sent the case back
for a new trial. A Daimler spokes-
woman said the company was now
accepting the fine to avoid lengthy
new legal proceedings that would
generate higher costs.

Sony Corp.

Sony Corp., expecting another
year of huge losses, on Thursday
said it plans to reduce its suppliers
by half over the next two years and
save at least 500 billion yen ($5.28
billion) in purchasing costs this fis-
cal year. Major Japanese electronics
makers such as Sony, the maker of
Bravia-branded televisions and Play-
Station game devices, and rival Pa-
nasonic Corp. are engaged in sweep-
ing restructurings that focus on cut-
ting costs in an attempt to weather
the economic downturn. By March
2011, Sony aims to reduce the number
ofglobal suppliersof partsand materi-
als to 1,200 from the current 2,500 to
buy in bulk at lower prices. In April, it
launched a purchasing department to
integrate parts procurement across
all its divisions. A Sony spokesman
said the savings are already built into
the company’s earnings forecast for
a net loss of 120 billion yen, wider
than the 98.9 billion yen loss in the
previous year.

—Compiled from staff
and wire service reports.

Abertis Infraestructuras SA

Spain’s antitrust regulator Thurs-
day said it fined the telecommunica-
tions unit of Abertis Infraestructu-
ras SA Œ22.7 million ($31.3 million)
for abusing its dominant position
with Spanish broadcasters. The reg-
ulator said Abertis Telecom
breached competition laws on two
instances linked to the operation
and rollout of the country’s digital
terrestrial broadcasting network.
Abertis abused its dominant posi-
tion by applying “excessive” penalty
fees for early contract cancellations
and by demanding an excessively
long duration on certain contracts
with local broadcasters, the regula-
tor said. The Spanish regulator also
says Abertis had offered bigger-
than-necessary discounts when bun-
dling broadcasting signals for differ-
ent Spanish regions, effectively set-
ting barriers of entry for new com-
petitors. An Abertis spokesman said
the company will appeal the ruling
on grounds that cancellation penal-
ties introduced in contracts in 2006
were eliminated two years later. Ab-
ertis also says that the life of the con-
tracts was set by broadcasters. Aber-
tis Telecom has invested Œ400 mil-
lion in digital broadcast networks.

By Anita Greil

ZURICH—Novartis AG said it
agreed to buy the specialty-generics
business of closely held Ebewe
Pharma of Austria in a Œ925 million
($1.26 billion) deal, in a move to
strengthen its offering of cancer
drugs by adding generics.

Novartis, which sells generic
drugs through its Sandoz subsid-
iary, already has a growing portfolio
of cancer drugs that are protected
by patents. With the acquisition, No-
vartis will be able to sell several stan-
dard chemotherapies. Ebewe’s
smaller neurological-products busi-
ness is excluded from the deal.

Ebewe Pharma, which special-
izes in injectable medicines, was a
subsidiary of Germany’s BASF SE
until 2001, when a group of inves-
tors bought it in a management
buyout. Ebewe had total sales of
Œ188 million in 2008.

The deal highlights a recent
trend in the pharmaceutical indus-
try as makers of branded drugs di-
versify into health-care areas out-
side the traditional pharmaceutical
business.

Novartis will finance the acquisi-
tion from existing cash and doesn’t
expect a change to its credit rating.
The transaction is subject to regula-
tory approval and will probably
close this year, Novartis said.

The deal underlines the drug mak-
er’s strategy of offering its custom-
ers medicines ranging from inexpen-
sive generics, when available, to
branded products. “It is the same cus-
tomers—hospitals—that are buying
the branded drugs and the generics,”
Novartis Chief Executive Daniel Va-
sella said in a telephone interview.

The global market for generic
cancer drugs was valued at about
$3.5 billion in 2008. It will proba-
bly grow significantly in coming
years, given that drugs with com-
bined sales of $9 billion annually
will lose patent protection by 2015,
Novartis said.

Analysts welcomed the acquisi-
tion as a complementary fit to No-
vartis’s existing businesses and said
the price, though high, was fair.
Still, some warned that drug compa-
nies’ appetite for generic drugs will
dent their profitability.

“Although the diversification into
generic drugs reduces the risk inher-
ent in the overall health-care busi-
ness away from pharmaceuticals,
boosts growing sales in emerging
markets and potentially capitalizes
on the patent cliff in 2011-12, it tends
to affect adversely an innovative
drug maker’s profitability and cash
flow generation,” said Britta Holt, an
analyst for the pharmaceutical sec-
tor at rating agency Fitch Ratings Inc.

The Novartis deal follows Glaxo-
SmithKline PLC’s recent acquisition
of a 16% stake in South African ge-
neric drug maker Aspen Pharmac-
are Holdings Ltd. and Sanofi-Aven-
tis SA’s takeover of Czech generics
company Zentiva.

Volvo AB

Sweden’s Volvo AB’s truck deliver-
ies plunged 63% in April. Volvo, which
sells trucks under brands such as
Renault, Nissan Diesel and Mack, as
well as its own name, delivered 9,196
vehicles last month, down from
24,616 a year earlier. In Europe and
North America, deliveries fell 69% to
4,052 and 1,128 trucks, respectively.
Deliveries in Eastern Europe dropped
87% to 382 trucks, as the region’s pre-
viously fast-growing economies un-
raveled in the wake of the global
credit crisis. The Gothenburg-based
company’s “near-term picture
doesn’t look very bright,” Hampus En-
gellau, an analyst with Handelsban-
ken Capital Markets in Stockholm,
said Wednesday. But Mr. Engellau
said he believes the North American
truck market is getting close to a re-
covery. “If you look at replacement
needs [of old trucks] and how long
that market has been in a downturn,
then we should be able to anticipate
an improvement,” he said.

CORPORATE
NEWS

British Midland Airways Ltd.

British Midland Airways Ltd., or
BMI, Wednesday said its controlling
shareholder is taking legal action to
force Deutsche Lufthansa AG to
complete its acquisition of shares in
BMI. The shareholder, BBW Partner-
ship Ltd., said it issued proceedings
in the U.K.’s High Court to declare
that it has fulfilled all necessary reg-
ulatory requirements to complete
the sale of BMI to Lufthansa. The
German airline already owns
30%-minus-one-share in BMI, but
agreed to increase its stake by buy-
ing 50%-plus-one-share from BMI
founder Michael Bishop. Mr. Bishop
exercised a put option in October
that obliges Lufthansa to buy his
stake for Œ400 million ($550.7 mil-
lion). Lufthansa said it hasn’t re-
ceived any lawsuit.

Novartis expands
in generic drugs,
acquiring Ebewe

The same customers
—hospitals— buy the
branded drugs and
the generics.

Swiss Life Holding

Insurer Swiss Life Holding AG ap-
pointed industry veteran Thomas
Buess as its chief finance officer, fol-
lowing the departure of Thomas
Mueller. Mr. Buess, a 52-year-old
economist, joins Swiss Life from Ger-
man insurer Allianz SE, where he is
the head of operational transforma-
tion. Before that, he held several
posts at Zurich Financial Services
AG, including chief financial officer
of the company and chief operating
officer of Zurich Financial Services
Global Life. Mr. Buess will take up his
new post in the third quarter.
“Thomas Buess is an experienced
CFO and insurance manager who will

strengthen our management team,”
Swiss Life Chief Executive Bruno Pfis-
ter said. “With his in-depth knowl-
edge of the international life-insur-
ance business and his wide-ranging
experience of managing transforma-
tion processes, especially with re-
gard to productivity and efficiency
improvements and the shift toward
unit-linked life insurance products,
he will make a significant contribu-
tion to our group’s further success.”

GLOBAL BUSINESS BRIEFS

Cable & Wireless PLC

Net profit inches up 2.7%
as revenue increases 16%

Cable & Wireless PLC said net
profit for the fiscal year ended
March 31 edged up 2.7%, weighed
down by restructuring costs and ex-
penses related to the integration of
Thus PLC. Shares in the company
fell 9.6% Thursday in London trad-
ing, as signs of recessionary stress,
particularly evident in its disap-
pointing outlook, spooked a market
used to outperformance. The indica-
tors were subtle, but widespread, in-
cluding lackluster full-year results,
a weaker-than-expected outlook for
its Worldwide division and difficul-
ties at recently acquired Thus. Cable
& Wireless reported a net profit of
£226 million ($356 million) for the
year, compared with £220 milllion a
year earlier. Revenue rose 16% to
£3.65 billion from £3.15 billion.

Ryanair Holdings PLC

Ryanair Holdings PLC on Thurs-
day tabled resolutions to cut the
compensation of Aer Lingus PLC’s
nonexecutive chairman and nonex-
ecutive directors to 2006 levels. Bud-
get airline Ryanair, which owns
29.8% of Aer Lingus, proposed the
resolutions for consideration at the
Irish flag carrier’s annual general
meeting June 5. Ryanair has made
two failed attempts to take over Aer
Lingus. It hasn’t categorically ruled
out a third. Ryanair proposed that
the remuneration of the nonexecu-
tive chairman should be cut to
Œ35,000 ($48,189) from the
Œ175,000 that was paid in 2007. It
also seeks shareholder support to
cut the remuneration of nonexecu-
tive directors to Œ17,500 from
Œ45,000. Aer Lingus board members
voluntarily decided in February to
reduce their fees for 2009 by 20%, re-
sulting in annual directors’ fees of
Œ36,000 and an annual chairman’s
fee of Œ140,000. Aer Lingus recom-
mended that shareholders vote
against the Ryanair resolutions, say-
ing the fees are reasonable.
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Rising yen hits the Nikkei;
Rio Tinto moves up 2.9%

HSBC, Citi cut rates in China
In a first, banks set
deposit returns below
central-bank marks
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Leading 10 Performers
FUND FUND LEGAL % Return in $US **
RATING NAME FUND MGM'T CO. CURR. BASE YTD 1-YR 2-YR 5-YR

5 U.S. Special Gutmann USDiAustria 12.80 –15.36–11.44 0.34
Equity A Inc Kapitalanlageaktiengesellschaft

4 F&C US F&C Fund GBPiUnited Kingdom 19.59 –17.07–14.65 3.78
Smaller Companies Plc Management Ltd

3 F&C US F&C Fund GBPiUnited Kingdom 18.57 –19.26–16.08 1.92
Smaller Comp Fd 1 Inc Management Ltd

3 F&C US F&C Management USDiLuxembrg 16.35 –19.59–16.15 1.80
Smaller Companies A Limited

4 SEB Choice SEB Investment SEKiSweden 18.44 –25.92–12.42 2.77
Nordamerikafond Småbolag Inc Management AB

3 Danske Sampo Rahastoyhtiö EURiFinland 5.33 –26.89–24.10 –1.75
Invest US Small Cap Value K Oy

3 Eurizon Eurizon Capital EURiItaly 1.64 –28.72–21.06 –1.20
Azioni Pmi America Acc SGR S.p.A.

3 Tocqueville Tocqueville EURiFrance 3.41 –29.81–22.14 0.84
Small Caps Amérique Acc Finance

3 Vanguard US Vanguard USDiIreland 5.94 –29.92–21.45 NS
Discoveries Fund Inv Acc Investments

3 Sparindex US Sparindex DKKiDenmark 8.87 –30.21–18.93 –0.34
Small Cap Index Inc

NOTE: Changes in currency rates will affect performance and rankings. Source: Morningstar, Ltd
KEY: ** 2YR and 5YR performance is annualized 1 Oliver’s Yard, 55-71 City Road
NA-not available due to incomplete data; London EC1Y 1HQ United Kingdom
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Rio to Chinalco: We may need to revise deal
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By Rosalind Mathieson

And Wei-Zhe Tan

SINGAPORE—Most Asian stock
markets fell Thursday on the U.S.
Federal Reserve’s grim view of the
U.S. economy, with shares in Japan

also hurt by con-
cerns a stronger
yen would hurt ex-
porters’ competi-
tiveness.

But selling pressure was moder-
ate, and some analysts said they are
hopeful recent data from several
parts of the world point toward an
economic recovery.

Amanda Tan, an economist at St.
George Treasury, said comments
made by U.S. officials Wednesday “il-
lustrate that in the near term, condi-
tions are still weak.” However, that
“doesn’t detract from the fact that
recent green shoots appearing in
various economies across the globe
are adding weight to forecasts for a
recovery.”

In Tokyo, the Nikkei Stock Aver-
age of 225 companies fell 0.9% to
9264.15. Exporters fell as the U.S.

dollar briefly dropped to its lowest
level since March 20 against the
yen. The yen also appreciated
against other currencies such as the
euro and the Australian dollar. Ni-
kon and Canon each dropped 2.4%,
while Honda Motor gave up 1.5%.

Hong Kong’s Hang Seng Index
dropped 1.6% to 17199.49, trimming
gains for May to 10.8%. Property de-
velopers, a big factor in the month’s
rise, tumbled for a second session.
Hang Lung Properties fell 3.2%,
Swire Pacific dropped 3.1% and Sun
Hung Kai Properties declined 2.9%.

In Mumbai, the Bombay Stock Ex-
change’s Sensitive Index fell 2.3% to
13736.54. Larsen & Toubro skidded
8.6%, giving back part of the 59%
surge over the past month.

In Sydney, the S&P/ASX 200 in-
dex eased 0.3% to 3813.9. Rio Tinto
added 2.9% after the Sydney Morn-
ing Herald reported that Chinalco
was willing to restructure its
planned $19.5 billion deal with the
mining company to win over the Aus-
tralian government as well as share-
holder support. A Rio Tinto spokes-
woman declined to comment.

SHANGHAI—In a first in China,
two global banks have set deposit
rates for retail customers below the
central bank’s benchmark, highlight-
ing the contrasting paths for foreign
and domestic banks in China amid a
boom in lending.

The moves by HSBC Holdings PLC
and Citigroup Inc. to cut interest
rates for medium-term yuan deposits
come as foreign banks have scaled
back lending this year, even as China’s
four trillion yuan ($586 billion) stimu-
lus package has created massive fund-
ing needs for infrastructure projects
and led to eye-popping growth in lend-
ing by domestic banks.

Total new yuan lending by banks
in China came to 4.6 trillion yuan in
the first quarter, almost as much as in
allof 2008. Meanwhile, lending by for-
eign banks moved on an entirely dif-
ferent trajectory, declining 26.4 bil-
lion yuan during the first quarter, ac-
cording to the latest central-bank
data. Amid the global financial crisis,
the mainstay customers of foreign
banks—multinational corporations—
have slowed their expansion into
China, reducing demand for financ-
ing.

The lower demand for lending
seen by foreign banks has reduced
their need for deposits. They also
have an incentive to cut costs as bank
profit margins in China have come
down.

“In the past, banks were afraid of
losing market share if they lowered
their deposit rates. But when the econ-
omy is slowing, there are fewer chan-
nels to lend money, so banks have less
of a need for deposits,” said Wang
Qing, an economist at Morgan Stan-
ley. Mr. Wang said he expects more of

the handful of foreign banks autho-
rized to take deposits to follow suit.

HSBC Bank (China) Co. last week
cut the interest it will pay for yuan de-
posits with maturities of two years to
five years to between1% and 1.2%—be-
low the bank’s one-year deposit rate
of 2.25%, which is the central-bank
benchmark.

At Citibank (China) Co., interest
rates for two-year term deposits have
been cut to 1%, and those for three-
year term deposits are now at 1.1%.

Both banks’ deposit rates had
been in line with the People’s Bank of
China’s benchmarks, at 2.79% for two-
year deposits, 3.33% for three-year de-
posits and 3.6% for five-year deposits.
Domestic banks have maintained
their deposit rates for retail custom-
ers at the central-bank benchmarks.

The moves to cut deposit rates
break from past practice. A 2004 rule
barred banks from offering deposit in-
terest rates above the central bank’s
benchmark to keep banks from com-
peting on that basis. But until now, no
banks had tried to offer rates below
the central-bank level. By paying
lower deposit rates, the banks appear
willing to see some customers depart.

HSBC said the decision was made

according to “its business strategy un-
der the current market situation.” It
didn’t elaborate. Citigroup declined
to comment.

“Given ample liquidity in the bank-
ing system, foreign banks can raise
funds very cheaply through the inter-
bank market, so lowering interest
rates could help them save costs,”
said Guo Tianyong, the director of the
Finance Research Center of Central
University of Finance and Economics
in Beijing.

Since Beijing launched its eco-
nomic stimulus program in Novem-
ber, domestic banks have grabbed
most of the quality borrowers, such
as large state-owned enterprises with
solid earnings. Foreign banks—less
equipped to compete with en-
trenched state-owned lenders able to
commit bigger amounts at favorable
terms—have been left with smaller
and often riskier deals, including Chi-
nese private firms with limited access
to local banks.

HSBC and Citigroup are turning
their attention to their wealth-man-
agement operations as a way to drive
growth in China. The banks may also
be trying to nudge consumer and busi-
ness savers to consider other invest-
ment options. Indeed, analysts say
the banks’ recent rate cuts could be in-
tended to encourage customers to
shift money into accounts managed
by private bankers, thereby generat-
ing bigger fees.

“By daring to lower deposit rates,
foreign banks may be signaling their
confidence in retaining customers in
other areas,” said She Minhua, an ana-
lyst at Citic China Securities in Shang-
hai.

Indeed, other foreign banks have
indicated they might likewise cut de-
posit rates in order to emphasize
wealthmanagementas the lending en-
vironment dries up, said an HSBC ex-
ecutive familiar with the situation.
 —Rose Yu, Wynne Wang

and Denis McMahon
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By Alex Wilson

MELBOURNE, Australia—Rio
Tinto Ltd. told Aluminum Corp. of
China that the pair’s planned
US$19.5 billion alliance may need to
be reworked depending on feedback
from Rio investors, people familiar
with the situation said.

The deal faces opposition from
some shareholders who say Rio’s ris-
ingsharepriceandthawingdebtmar-
kets offer the miner better options

for raising funds to pare its $38.7 bil-
lion in debt, compared to when the
deal was announced in February.

Rio Chairman Jan du Plessis is
talking to shareholders in London
and will then conduct meetings in
Australia. He has said he doesn’t in-
tend to put the deal to a shareholder
vote if he thinks it will be defeated.

People familiar with the situa-
tion say Rio has yet to propose any
changes to the deal. But one person
said Rio has told Chinalco it will lis-

ten to shareholders’ concerns and
that changes to the deal could be nec-
essary, depending on the feedback.

The Australian newspaper re-
ported Wednesday that Rio is look-
ing at replacing the $7.2 billion con-
vertible-bond component of the deal
withacapitalraisingto beunderwrit-
ten by the state-owned Chinese met-
alscompany, also known asChinalco.

Chinalco Vice President Lu You-
qing said there had been no changes
made to the planned alliance.

Data as shown is for information purposes only. No offer is being made by
Morningstar, Ltd. or this publication. Funds shown aren’t registered with the U.S.
Securities and Exchange Commission and aren’t available for sale to United States
citizens and/or residents except as noted. Prices are in local currencies.
All performance figures are calculated using the most recent prices available.
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By Gerald F. Seib

The headlines will say that two
big, dueling speeches about the war
on terror were delivered in Washing-
ton on Thursday, one by U.S. Presi-
dent Barack Obama and one by
former Vice President Dick Cheney.

And that’s true, as far as it goes.
But it would be
more accurate to
say that four quite
different speeches
were delivered.

Mr. Cheney gave one speech, a re-
markably focused, blistering attack
on those who criticize the Bush ad-
ministration’s methods for detaining
and interrogating terror suspects.
Scathing in terminology, scornful in
tone, the Cheney speech took on
those critics, and gave not an inch of
ground to them. He questioned both
the integrity and wisdom of those, in-
cluding the current president, who
would reverse policies that he said
have kept America safe for more
than seven years since 9/11.

Meanwhile, Mr. Obama, facing
the trickier task of selling a new pol-
icy to both parties, really gave three
speeches wrapped into one. His first
speech was meant to address his crit-

ics on the right, who charge he has
gone soft on terror and that his deci-
sion to close the military detention
facility at Guantanamo Bay will
bring to U.S. soil dangerous extrem-
ists who wish America great harm.

The second speech was to those
on the left who say he actually has
hewn too closely to Bush policies, as
shown in his decision to retain mili-
tary tribunals for some suspects, his
refusal to release photos of the treat-
ment of terror suspects, and his dis-
closure, in Thursday’s speech itself,
that he will continue to indefinitely
detain some suspects without trial.

The third speech was directed to
Americans in the middle, to whom
Mr. Obama offered assurances that
he’s searching for a sensible middle
ground that will keep terror sus-
pects out of circulation while also
honoring American values.

In fact, though, the most basic dif-
ference between the Obama and
Cheney presentations came on the
very question of whether such a mid-
dle ground is even possible in the
struggle against radical Islamists.

Mr. Obama portrayed the search
for the proper strategy for handling
terror suspects as a debate between
those on the left who “make little al-

lowance for the unique challenges
posed by terrorism” and those on
the right who argue that “anything
goes” in the fight against terrorism.

“And both sides may be sincere
in their views, but neither side is
right,” he said.

Mr. Cheney would have none of
it. “The administration seems to
pride itself on searching for some
kind of middle ground in policies ad-
dressing terrorism,” he declared.
“They may take comfort in hearing
disagreement from opposite ends of
the spectrum.…But in the fight
against terrorism, there is no mid-
dle ground. And half-measures keep
you half-exposed.”

Unlike the former vice president,
of course, Mr. Obama is coping with
the practical problem of persuading
Congress to buy his new strategy,
meaning he had to at least try to sat-
isfy multiple sides in the national ar-
gument. In the strange minuet of the
day, the president spoke first, and
his specific goal was to convince law-
makers that his decision to close
Guantanamo was correct and wor-
thy of their support.

Even some in his own party fear
closing the facility means scores of
suspects will end up in the U.S., with

some possibly set free. The presi-
dent’s response: I have no choice but
to fix a legal “mess” over Guantan-
amo, which was caused by the deci-
sion to open it in the first place.

He then walked through a careful
explanation of how prisoners would
be divided into five categories, with
most brought to justice and a small
group kept in open-ended deten-
tion. That was followed by an
equally careful explanation to crit-
ics on the left of why his decision to
keep secret photos of terrorist inter-
rogations wasn’t a betrayal of his
promise of transparency.

Mr. Cheney, who began talking lit-
erally the minute the president was
done, replied: Forget it. Trying to
make everybody happy is a recipe
for disaster. Guantanamo, he said,
has worked. Using “enhanced inter-
rogation techniques” against prison-
ers also worked. Critics of those
techniques are engaged in “con-
trived indignation and phony moral-
izing” and, worse, are endangering
the country to making it lose its “fo-
cus” on stopping terrorism, he said.

As he began his remarks, Mr.
Cheney declared: “Today, I’m an even
freer man” than while in office to
speak his mind. Boy, did he prove it.

As Obama seeks a bridge, Cheney sees a gulf

German presidency test looms
Vote result Saturday could cement Merkel’s dominance ahead of September election

ECONOMY & POLITICS
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By Nicholas Winning

LONDON—The euro zone re-
mains in the grip of its most severe
recession since World War II, but
data released Thursday provided
further evidence that the downturn
is bottoming out and companies are
no longer as quick to cut jobs.

Markit Economics said the prelim-
inary euro-zone composite Purchas-
ing Managers Index, an early gauge
of private-sector activity, rose for a
third consecutive month to 43.9 in
May from 41.1 in April, marking its
highest level since September.

Although the headline figure re-
mains well below the neutral level of
50 and indicates a 12th consecutive
month of contraction, the result was
stronger than the consensus estimate
of 41.9 from a Dow Jones Newswires
survey of economists last week.

“Those anticipating a V-shaped
recovery will surely take great so-
lace from these figures,” said Martin
van Vliet, an economist at ING.
“While we acknowledge that second-
quarter [gross domestic product]
may come in better than expected,
we remain skeptical whether a sus-
tainable return to positive growth is
on the horizon.”

The Markit survey showed the
PMI for the manufacturing sector in-

creased to 40.5 in May from 36.8 in
April, while the PMI for the services
sector rose to 44.7 from 43.8. Both
marked seven-month highs and
beat economists’ expectations.

New orders posted their small-
est decline for eight months, Markit
said.

Looking ahead, expectations of
activity in the service sector rose to
the highest level for 13 months in
May. The rate of new orders to
stocks in the manufacturing sector,
a gauge of future output, also surged
to a 15-month high.

“The PMI data suggest that euro-
zone GDP will have fallen at a quar-
terly rate of around 0.5% in the first
two months” of the second quarter,
said Chris Williamson, chief econo-
mist at Markit.

Economists said the PMI data
suggested the European Central
Bank was on the right track to slash
interest rates to a record low of 1%
from 4.25% in October and to unveil
plans to buy Œ60 billion ($82.6 bil-
lion) of covered bonds.

Rising unemployment remains
one of the main threats to the euro
zone’s economic rebound, with econo-
mists debating whether there will be a
sharp V-shaped recovery or an initial
bouncefollowed by a period of stagna-
tion or even another downturn.

Markit said that although euro-
zone companies cut employment for
the11thconsecutivemonthinMay,the
pace of job losses eased from April’s
record. Job cuts in the service sector
were at a record rate, but they moder-
ated in the manufacturing sector.

“While job losses remain wide-
spread, it is also encouraging to see
employment fall at a reduced rate
for the first time in this downturn,”
Mr. Williamson said.

Horst Köhler is expected to win a second five-year term to the German presidency in voting by delegates Saturday. Mr.
Köhler wasn’t widely known until he was chosen as chief of the International Monetary Fund in 2000.

Euro-zone data
show economy
is bottoming out

Increasing
unemployment
remains one of the
main threats.

By Marcus Walker

BERLIN—Germany chooses its
federal president on Saturday, a con-
test for a mainly ceremonial post
that could boost Chancellor Angela
Merkel ahead of September’s gen-
eral election in September.

The ballot pits incumbent Presi-
dent Horst Köhler, a conservative
ally of Ms. Merkel, against Social
Democrat challenger Gesine
Schwan, a left-leaning intellectual,
and will be settled by 1,224 dele-
gates from Germany’s national par-
liament and its 16 states. Although
ordinary German voters can’t take
part, presidential elections are of-
ten a sign of which way the political
wind is blowing in the European
Union’s most populous nation.

Mr. Köhler, a former head of the
International Monetary Fund, is ex-
pected to win a second five-year
term, as the recession and global fi-
nancial turmoil have strengthened
moderate conservatives in Germany
and elsewhere in Europe, while the
political left struggles to profit from
the current crisis of capitalism.

A Köhler victory would allow Ms.
Merkel to associate herself with a
popular winner and could also ex-
pose potentially embarassing divi-
sions among her left-leaning rivals.

Mr. Köhler, like Ms. Merkel, used
to champion market-oriented over-
hauls of Germany’s economy and
welfare state, but has backed away
from that agenda. In a state-of-the-
nation speech in March, he assailed
bankers for seeking “freedom with-
out responsibility” and called for
“the primacy of government over fi-
nancial markets.”

Growing verbal support among
European conservatives such as Mr.
Köhler for strong government and a
more-equal society “is a sign of a
trend in Germany and many Western
countries,” says Martin Lück, an econ-
omist at UBS in Frankfurt. “Supply-

side, shareholder-value, free-market
policies are on the defensive.”

Germany’s president has few for-
mal powers, although he or she can
dissolve parliament and veto laws
on constitutional grounds. The pres-
ident’s main job is to represent the
country and articulate its values
and challenges.

Opinion polls show Mr. Köhler is
widely popular with ordinary Ger-
mans, who particularly approve of
his recent attacks on unfettered mar-
kets. His opponent, Ms. Schwan, is
struggling for the support of even
her own party’s delegates, thanks to
the popular Mr. Köhler’s moderate
stance and her own sometimes con-
troversial views.

If Ms. Schwan is to do better than
expected on Saturday, she needs the

votes of the Left party, heirs to East
Germany’s former ruling Commu-
nists. But that could backfire on the
Social Democrats, who risk losing
moderate voters in September’s na-
tional election if they’re seen as too
close to the radicals of the Left, says
Oskar Niedermayer, a political scien-
tist at Berlin’s Free University.

Ms. Schwan, a 66-year-old politi-
cal philosophy professor, made her
name as a moderate Social Democrat
strongly critical of Marxism. But in
her bid for the presidency she has
echoed some of the Left party’s rheto-
ric, including a statement that not ev-
erything about East Germany’s Com-
munist dictatorship was unjust.

Her comments sparked fierce de-
bate in Germany and earned her re-
bukes from fellow Social Demo-

crats, who are lagging far behind
Ms. Merkel’s conservative Christian
Democrats in opinion polls ahead of
the September election.

In contrast to the intellectual Ms.
Schwan, Mr. Köhler, also 66, is an un-
assuming farmer’s son, a trained
economist and career civil servant
who became widely known when Ger-
many’s government unexpectedly
vaulted him to the post of IMF chief
in 2000. Four years later, Ms. Merkel
engineered his election as president,
proclaiming him as symbol of a con-
servative-led government to come.

Ms. Merkel has said she wants to
break free of the Social Democrats in
September and form a new alliance
with the business friendly Free Dem-
ocrats—something she failed to do
at national elections in 2005.
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Goldman banker makes exit
as hiring in Moscow picks up

Ducking the real issue
U.K.’s pay scandal
widens to include
Treasury Committee

Deutsche Bank transfers
tech team to renewables

By Matt Turner

The U.K. scandal over dubious ex-
penses claimed by its members of
parliament widened this past week
to a powerful committee that has
been scrutinizing pay and behavior
in the U.K.’s financial system.

Michael Fallon claimed £8,300
($13,000) more than the rules al-
lowed in expenses related to a mort-
gage, while Peter Viggers claimed
£1,600 for a so-called floating duck
island—a miniaturized replica of a
Swedish house that can serve as
shelter for ducks—among other
things. From their positions on the
Treasury Committee, both have
gained a high public profile by inves-
tigating banks, hedge funds, ratings
companies and other parts of the fi-
nancial system as part of a probe
into the financial crisis in the U.K.

Separately, Sir Peter, a Conserva-
tive member of parliament for Gos-
port who has sat on the Treasury
Committee since 2005, said he will
step down at the next election. De-
tails of his expense claims were first
reported by the Daily Telegraph. He
couldn’t be reached for comment.

A statement from Mr. Fallon,
who is also a member of the Conser-
vative Party, read: “The mortgage er-
ror was entirely inadvertent and
fully corrected back in 2004. All my
claims were routine costs properly
authorized from the second-homes
allowance. I have strictly followed
Fees Office advice throughout.”

Mr. Fallon has repaid £2,200 of
his mortgage over-claim, but was al-
lowed to offset the remaining
£6,100 against his allowance.

Both politicians have criticized
the government for being too ready
to shore up ailing banks. Sir Peter
has objected to the injection of capi-
tal in Royal Bank of Scotland Group
PLC, saying, “How much more angry
should we be that the government

have taken on commitments and
made investments in banks without
knowing, even now, the full extent
on the taxpayer’s behalf?”

He has also criticized the minis-
ter responsible for the U.K.’s finan-
cial firms, Paul Myners, for his role
in allowing Fred Goodwin to claim a
huge pension fron RBS. ”

Mr. Fallon, as deputy chairman
of the committee, has also gained a
large profile in British politics by us-
ing his position to attack the govern-
ment. On Feb. 26 this year, he said of
Chancellor of the Exchequer Alistair
Darling in a House of Commons de-
bate: “If he is really telling the
House that he spent £20 billion of
our money four months ago and has
only just checked out the details of
the chief executive’s entitlements,
he is even more hopeless and hap-
less than we thought he was.”

He has said of the event at which
the plan to merge U.K. banks HBOS
and Lloyds into what is now Lloyds
Banking Group PLC was hatched
was “the most expensive cocktail
party in history.” A spokeswoman
for the Treasury Committee said:
“Obviously this is matter for the indi-
viduals, and shouldn’t reflect on the
committee or the valuable work it is
carrying out into subjects such as ex-
ecutive remuneration.”

Mr. Fallon has already come un-
der fire from a group acting on behalf
of British local-government pension
funds in his capacity as chairman of
British broker Tullett Prebon PLC’s
remuneration committee. They said
the salaries and uncapped bonuses at
the firm were unreasonable. A
spokesman for Tullett Prebon said re-
cently that the Local Authority Pen-
sion Fund Forum owns less than 0.5%
of the company’s stock, and added
that the Association of British Insur-
ers and the governance agency Risk-
Metrics viewed its pay arrangements
more favorably.
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A duck house similar to the one expensed. Heytesbury Bird Pavilions says such
houses are ‘ideal for nesting, as they offer protection from predators.’

By Vivek Ahuja

And Radi Khasawneh

Deutsche Bank AG has trans-
ferred its European technology-cov-
erage team into a new, broader re-
newable-energy unit in the latest ex-
ample of banks in Europe basing
their business on the biggest, most
lucrative sectors in response to the
downturn.

Charles Bryant, previously a man-
aging director in the technology
group, has taken the new title of glo-
bal head of renewable energy, a Deut-
sche spokeswoman confirmed. The
new renewables team will cover the
previous technology group’s clients,
as well as other companies across
the renewable energy sector such as
solar energy companies, many of
which rely heavily on technology.

Thierry Monjauze, previously a
director in the European technology
group at Deutsche Bank, left the
bank last month, according to the Fi-
nancial Services Authority’s regis-
ter of authorized individuals.

Mr. Monjauze, who has 15 years’
experience in the technology-bank-
ing industry, declined to comment
on the reasons for his departure,
adding that he is considering his
next move.

A person familiar with the
changes said the moves come as

Deutsche Bank focuses more on cov-
ering companies with large stock-
market capitalizations rather than
covering companies across the
large-, mid- and small-cap spec-
trum.

Mr. Monjauze becomes the latest
senior technology banker to leave or
change role in the past year. Karl
Will, global head of tech M&A at J.P.
Morgan, resigned in March, while
Jean Tardy-Joubert quit as head of
technology investment banking for
Europe, the Middle East and Africa
at Merrill Lynch in January. Late
last year, Mark Fisher was named
head of European tech investment
banking at Jefferies after resigning
from a similar role at Citigroup in
June.

Separately, one of Deutsche
Bank’s top European financial credit
derivatives traders has left to join
Goldman Sachs Group Inc.

Mark Tanase, a senior European
financial bond credit default swaps
trader at Deutsche in London has
left the bank. The bank isn’t ex-
pected to replace Mr. Tanase, who
has been in that role since Novem-
ber 2007.

Mr. Tanase is set to join Goldman
Sachs in a similar role, according to
a person familiar with the matter.
Deutsche Bank and Goldman Sachs
both declined to comment.

By Jason Corcoran

MOSCOW—Goldman Sachs
Group Inc.’s head of mergers and ac-
quisitions for oil and gas in Russia
has become the second senior execu-
tive this month to quit the bank’s
Moscow business, as resurgent ri-
vals in the country start rehiring.

William Donovan is leaving Gold-
man Sachs to join Deutsche Bank AG
in Russia for a similar role. Mr. Dono-
van joined Goldman Sachs in 2007
having spent more than seven years
at U.S. brokerage AG Edwards,

which is part of the Wells Fargo
banking group.

Goldman trimmed its headcount
in Russia by 10% last year after the
financial crisis spread.

A spokesman for Deutsche Bank
in Russia confirmed Mr. Donovan
had joined recently to take up a simi-
lar position covering the energy sec-
tor. Deutsche Bank said it was “hir-
ing selectively” and had never put a
freeze in place unlike many other
banks in Moscow.

However, investment-banking
hiring has picked up in Moscow with
Russia’s VTB Capital, part of VTB
Group, leading the way. Morgan
Stanley, Nomura, Barclays PLC’s in-
vestment-banking arm Barclays
Capital and Troika Dialog are ac-
tively hiring or trying to fill selected
positions, according to local head-
hunters who have been tapped for
executive searches. A Goldman
spokeswoman in London couldn’t
be reached for comment.
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A
dd this to the to-do list in
this deep, prolonged reces-

sion: prevent the rising number
of workers who have been with-
out jobs for six months or more
from dropping out of the labor
force forever.

The U.S. unemployment rate is
at 8.9% and rising. At last tally,
3.7 million people, more than a
quarter of the officially unem-
ployed, had been out of work for
more than six months—and that
counts only those who said they
had looked for work in the week
when the Bureau of Labor Statis-
tics knocked. An additional 2.1
million weren’t counted as unem-
ployed but were deemed by the
BLS to be “marginally attached”
to the work force; they had
looked for a job during the past 12
months but weren’t looking now,
because there was no point or be-
cause they were ill or for
some other reason.

Federal Reserve offi-
cials’ latest forecast, re-
leased Wednesday,
shows the unemploy-
ment rate remaining at a
painfully high level next
year—between 9% and
9.5%—as the economy re-
gains its strength only
slowly. That means a
growing band of Ameri-
can workers will go with-
out a paycheck for so
long that many will stop thinking
of themselves as workers, a de-
velopment that could hurt them
and the overall economy.

The longer a person is out of
work, the more likely he or she
will never go back to work, a
problem long in evidence in Eu-
rope. Skills atrophy. Employers
grow skeptical about hiring some-
one with long spells of unemploy-
ment, particularly when they
have other applicants from
which to choose.

“There is probably less
stigma to being unemployed now—
losing your job when every one
else is,” says Lawrence Katz, a
Harvard University labor econo-
mist. “But when people are out
of work for a long time, they be-
come discouraged and stop think-
ing of themselves as in the labor
force. Keeping them connected
so they think like they’re still
workers is important,” he adds.

The plight of the long-term
unemployed was a worry even in
good times, more so now that
their ranks are growing. About
46% of all workers collecting
state unemployment benefits al-
ready have hit the standard
26-week maximum without find-
ing work, the highest level since
1972, when the data were first
reported, according to the Na-
tional Employment Law Project.

T
he federal government has
responded by extending un-

employment benefits to as many
as 33 additional weeks, depend-
ing on the state. Making unem-
ployment benefits too generous
can discourage the jobless unem-
ployed from looking for work ag-
gressively or taking a less-than-
perfect job—hence prolonging un-
employment. But at a time when
jobs are scarce, an unemployment-
compensation check and the

nudge to look for work can help
an unemployed worker think of
his or her condition as temporary.

President Barack Obama is
pushing states to encourage
those collecting jobless benefits
to enroll in community colleges
or other training programs in
lieu of looking for jobs that don’t
exist, and he has changed the fed-
eral student-aid rules to make
Pell grants more available to the
unemployed. The administration
is pondering ways to enlist the
unemployed to do community
service as well.

It’s not only compassion. For
lots of workers, particularly
those over 40, the alternative to
looking for work is applying for
Social Security disability bene-
fits—and dropping out of the la-
bor force forever.

Of course, many of those col-
lecting disability truly
can’t work. But for work-
ers with minor disabili-
ties who could and, in
many cases, would
rather work, the Social
Security benefits become
the only way to pay the
rent. Applications for So-
cial Security disability in
April were 20% higher
than a year earlier. The
application process can
be arduous, often taking
two years. Even among

those whose applications are ulti-
mately rejected, 60% never go
back to work, says David Autor, a
Massachusetts Institute of Tech-
nology economist who has stud-
ied disability trends.

A
t times like these, Mr. Autor
says, “People are going to

be taking a hiatus. What we want
to do is, one, support them so
they don’t think they should give
up this whole work thing and go
on disability and, two, we want
to give them things to do—to po-
tentially build skills and cer-
tainly diminish the pleasure of
leisure a bit.”

One approach is to tweak the
disability benefit to encourage
recipients, more than current
rules do, to think of the benefit
as a temporary, rather than an
all-or-nothing, permanent condi-
tion. At a recent town-hall meet-
ing, Mr. Obama was asked about
lifting limits on the wages a per-
son on disability can earn. The
president’s answer suggested
he’d been briefed recently: “So-
cial Security disability has gone
up significantly during this reces-
sion. In principle…I would like to
raise the income limits to encour-
age people to become more self-
sufficient. In practice, it costs
money on the front end, even
though long term it may save
money.” But he made no prom-
ises: “What I’d like to do is exam-
ine this in the broader context of
Social Security reform and Medi-
care/Medicaid reform,” he said.

Recessions as severe as the
current one can scar individual
workers and an entire economy
for a long time after the recovery
arrives. Preventing that is impos-
sible. Minimizing it is wise.

Write to me at capital@wsj.com
or discuss at wsj.com/capital.

By Ian Johnson

BEIJING—House Speaker Nancy
Pelosi is due to visit China next
week, in what observers here hope
will be an improbable continuation
of the Obama administration’s
charm offensive in China.

Widely regarded as one of China’s
sharpest and most public critics, Ms.
Pelosi will arrive Sunday and stay a
week, according to China’s official Xin-
hua news agency. A Pelosi spokesman
didn’t respond to a request for com-
ment, but an official from the U.S. em-
bassy in Beijing confirmed that Ms.
Pelosi will visit China next week.

According to Western diplomats
here, she will head a delegation of
members of Congress and is expected
to travel to Beijing and Shanghai.

Ms. Pelosi has been one of the
most vocal critics of China, most fa-
mously unfurling a banner on Ti-
ananmen Square in 1991, where pro-
democracy protests in 1989 led to a
government crackdown that killed
hundreds of people. During the
1990s she was a regular opponent of

normal trade relations with China.
Last year she earned a series of con-
demnations from Beijing for sug-
gesting that President George W.
Bush boycott the opening ceremo-
nies of the Olympics and for visiting
Tibet’s exiled spiritual leader, the
Dalai Lama, at his base in India.

Next week’s visit is especially
sensitive because it comes just 10
days before the 20th anni-
versary of the 1989 upris-
ing. The government’s offi-
cial verdict is that the sol-
diers had to clear Tianan-
men Square of troublemak-
ers in order to preserve so-
cial stability. But in recent
weeks, new Chinese critics
have begun to publicly chal-
lenge this interpretation,
with a group of academics
holding a meeting that
called for the event to be re-
evaluated and with the posthumous
publication of the Communist Par-
ty’s former general secretary’s mem-
oirs, which criticized leaders for not
pursuing a peaceful strategy.

“It’s not great timing, but it’s posi-
tive that she comes to China,” said
Yan Xuetong, head of the Institute of
International Studies at Tsinghua Uni-
versity. “Her image of China is still of
the time of the Tiananmen events;
this might help her change her view.”

The visit will have a green focus,
with Ms. Pelosi due to give the key-
note address at an environmental en-
ergy forum. Sen. John Kerry, chair-
man of the Foreign Relations Com-
mittee, is also due to speak, accord-
ing to organizers of the conference.

Although the Obama administra-
tion has been in office only a few
months, so far it has played down hu-

man rights as a major
theme in China. During a
visit in February, Secretary
of State Hillary Clinton had
little to say publicly on the
matter, instead focusing on
economics.

That isn’t necessarily a
bad thing, according to peo-
ple with long experience in
dealing with China, be-
cause China rarely re-
sponds positively to public
criticism. William McCa-

hill, formerly a senior diplomat in
the U.S. embassy and now a consult-
ant with JL McGregor & Co., said the
most effective critics come to China
with a carefully researched list of po-
litical prisoners and behind closed
doors put pressure for their release.

“Megaphone diplomacy has never
yieldedvery much,” Mr.McCahill said.
“It might be satisfying for those who
wield the megaphones, but for the
prisoners it doesn’t do much good.”

U.S.’s Pelosi heads to China
Sharp Beijing critic
to lead delegation
from Congress

Nancy Pelosi
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BIS issues bank guidelines
for conducting stress tests

Oil prices slip despite pressure from Nigerian offensive

—Compiled from staff
and wire service reports.

The Bank for International Settle-
ments said Wednesday it has issued
guidelines on how banks must
stress-test their assumptions of
market risk in a bid to address weak-
nesses highlighted by the financial
crisis. The principles, drawn up by
the BIS’s Basel Committee on Bank-
ing Supervision, are designed prima-
rily to make sure banks hold enough
capital to cover potential losses and
have a buffer of assets that will en-
able them to meet future payments.
The committee, which is made up of
central bankers and regulators from
around the world, has said that
many banks’ stress testing was inad-
equate in the run-up to the financial
crisis. “The current crisis under-
scores the importance of stress test-
ing as an essential risk-manage-
ment and capital-planning tool,”
said Nout Wellink, chairman of the
committee and president of the
Netherlands Bank, the Dutch central
bank. The principles were initially
laid out in a consultative paper re-
leased in January.

By Michael Wilson

And Mark Brown

LONDON—The European Central
Bank’s plan to purchase as much as
Œ60 billion ($82.61 billion) of cov-
ered bonds to help tackle the credit
crunch has given the asset class a
boost, but the lack of detail is still a
concern.

Covered-bond bankers have clear
ideas on what the plan, announced
on May 7, should include to best
brunt the credit crunch’s impact. But
the ECB has declined to say which
bonds will be included in its plan or
how it will go about buying them.

Covered bonds are highly rated
instruments issued by banks to refi-
nance residential mortgages or pub-
lic-sector loans. Banks have to main-
tain the credit quality of these as-
sets, which stay on their balance
sheets. Investors have a claim on the
bank that issued the bond and the as-
sets underlying it.

The ECB has already gone some
way toward revitalizing the mar-
ket for new issues, which dried up
after the collapse of Lehman
Brothers in September, without
spending a cent. Within two
weeks of the announcement,
banks issued Œ12 billion of cov-

ered bonds, the busiest two weeks
for 12 months.

In terms of maturity, bankers
reckon the ECB’s money will be best
spent buying longer-dated bonds.
Regulators want banks to lock in
long-term funding, and this is one of
the usual reasons to issue covered
bonds rather than other types of
bank debt.

A more complicated question is
how the ECB will balance its pur-
chases between countries.

Covered bonds, originally a Ger-
man product, have been enthusias-
tically adopted by French and Span-
ish banks. These three core mar-

kets provide more than 89% of the
outstanding “jumbo” deals of Œ1 bil-
lion or above, according to Barclays
Capital.

Still needing clarification from
the ECB is whether it plans to buy
just mortgage-backed covered
bonds, or public sector-backed
deals, or both.

Also, the ECB must decide how
it will buy the covered bonds. Buy-
ing new issues directly from banks
would offer them direct funding,
while buying existing bonds would
help invigorate the market by put-
ting a floor under bond prices.

ECB’s covered-bond plan is short on details

Europe high-yield market reopens
Crack in door made
as UPC Holdings
sells new junk bonds

TNK BP’s net skids 58% despite increase in output

IN BRIEF

Morgan Stanley announced in
an internal memo Thursday that its
head of prime brokerage, Stuart Hen-
del, is leaving. Mr. Hendel, who was
in charge of the company’s hedge-
fund relationships, will be suc-
ceeded by Alex Ehrlich, who had
been global head of prime services
at UBS AG for the past six years.

Mr. Erhlich began his career at
Goldman Sachs Group Inc., where he
was co-head of global securities ser-
vices, which includes the firm’s
prime-brokerage unit. At Morgan
Stanley, Mr. Erhlich will report to
Rich Portogallo.

Morgan Stanley’s hedge-fund
business had some defections in the
second half of 2008 as many funds
closed down and some people
moved to larger commercial banks.

Morgan Stanley executives also
criticized some practices associated
with short-selling, a well-estab-
lished but controversial strategy
used by hedge funds and other inves-
tors to bet on a stock’s decline.

Morgan Stanley will lose
prime-brokerage executive

By Will Connors

LAGOS, Nigeria—A weeklong of-
fensive by the Nigerian army to de-
stroy militant camps in the oil-rich
Niger Delta continued Thursday,
two days after Italian oil major Eni
SpA declared force majeure on
52,000 barrels per day of crude pro-
duction from the country.

The fighting helped push oil
prices up 3.2% Wednesday, but they
gave back some ground Thursday af-
ter the U.S. Federal Reserve pre-
dicted that even if the worst of the
recession is over, the economy will
continue to shrink this year. Also
weighing on oil prices Thursday

were data showing record-high U.S.
unemployment claims. Crude for
July delivery fell 99 cents a barrel
Thursday to $61.05 on the New York
Mercantile Exchange.

The Nigerian fighting is the lat-
est in years of battles between mili-
tants on one side and oil companies
and the country’s security services
on the other, though it had subsided
somewhat since October. Occasional
outbreaks since then had been brief
and drew little attention from global
crude markets after prices fell
sharply from highs last summer.

Now that oil has climbed again,
the Nigerian violence poses fresh up-
ward pressure on prices, though the

impact of the latest fighting be-
tween the Nigerian military’s Joint
Task Force and the militants is still
spotty. The Nigerian state-run oil
company has said that oil produc-
tion has been largely unaffected by
the recent fighting.

The task force and Nigeria’s main
militant group, the Movement for
the Emancipation of the Niger Delta,
or MEND, have been trading accusa-
tions since last week, when the task
force launched an unusually intense
“search and cordon” mission
against the delta militants. The oper-
ation has employed fighter jets, heli-
copter gunships and gunboats
against suspected hideouts in creek-

side villages outside the southern
delta town of Warri.

The task force claims to have de-
stroyed several camps, killed dozens
of militants, recovered large arms
caches and rescued Filipino and
Ukrainian hostages. MEND claims
that the military is killing civilians
and hostages alike with an erratic
and inaccurate display of firepower.

Many analysts say that if the task
force’s current offensive, so far lim-
ited to western Delta State, expands
to other parts of the delta to pursue
other suspected militants, it could
signify a shift in government policy
toward the region.

Stockbroker Panmure Gordon &
Co. PLC will take £23 million ($32.6
million) from Qatar’s QInvest LLC
and use the funds to set up shop in
new territories, including in the
Gulf. Qinvest got a 44% stake in Pan-
mure in exchange. The decision
ends a three-way bidding war that
included offers from investor Ber-
trand des Pallieres’s SPQR Capital
and London-based investor Blue-
Gem. They had offered £17.4 million
for a 43% stake and £17.3 million for
a 40.3% stake, respectively. Pan-
mure Gordon Chief Executive Of-
ficer Tim Linacre told reporters
Thursday that the company planned
to use the money to expand. “We are
not going to go out and splurge, but
the intention is to put it to work,” he
said on a conference call. Mr. Lina-
cre said Panmure was interested in
setting up new businesses in areas
such as corporate finance and
wealth management, he said. Mr.
Linacre said in addition to the £23
million invested, there is further
capital available if Panmure needs
it. Four of QInvest’s management
team will join the Panmure board
when the deal completes.

Panmure Gordon to take
funding from QInvest

MONEY & INVESTING

By Ainsley Thomson

And Michael Wilson

LONDON—Europe’s high-yield-
bond market, which has been shut to
new issues for more than 18 months,
took a significant step toward re-
opening as Dutch cable company
UPC Holdings BV brought new junk
bonds to market.

UPC, which is owned by Nasdaq-
listed Liberty Global Inc., Thursday
issued a Œ150 million ($206.5 mil-
lion) increase to an existing Œ250
million bond, dated 2018. Credit

Suisse Group handled the offering.
The new issue will pay a yield of
11.75%.

UPC also issued a new $400 mil-
lion 2018-dated bond, which will
pay a yield of 11.25%. UPC is rated sin-
gle-B-plus by Standard & Poor’s Rat-
ing Services.

“It is a very strong statement, I
call it the opening of the European
high-yield market,” said Marisa
Drew, managing director and co-
head of the European Debt Advisory
& Restructuring Group at Credit
Suisse.

UPC’s issues come less than a
week after Finnish paper, packag-
ing and forest products company
Stora Enso tapped its existing
5.125%, 2014 bond for a further
Œ232.45 million, paying a yield of
12.25%.

Prior to that, the only signifi-
cant deal in the European market
this year was an $860 million issue
from German health-care company
Fresenius AG in January. Some
said that because Fresenius is such
a well-regarded high-yield com-
pany, that deal wasn’t a true test of
demand.

The European market had effec-
tively been closed since late 2007.
The effects of the credit crunch
caused investors to shun compa-
nies with poor credit ratings.

High-yield bonds are those
rated below Baa3 by ratings agency
Moody’s Investors Service Inc. and
triple-B-minus by Standard &
Poor’s or Fitch Ratings.

Ms. Drew said UPC had initially
only planned to issue the dollar-de-
nominated bond, but after a signifi-

cant amount of inquiries from Euro-
pean buyers the decision was made
to also tap the existing euro-denomi-
nated bond.

“We had very strong demand
[for the euro-denominated bond]
from the absolute who’s who of the
type of investors you would want in
a transaction like this,” she said.
“And it was very significantly over-
subscribed.”

UPC’s new issues are part of a
plan to extend maturities on its
debt.

The company, which is one of
the biggest names among Euro-
pean high-yield borrowers, has
also conducted a Œ200 million
bond-exchange program and has
extended the maturities on its
loans.

By Jacob Gronholt-Pedersen

MOSCOW—TNK BP Ltd., the Rus-
sian joint venture of U.K. oil major
BP PLC, said Thursday that its first-
quarter net profit fell 58% as oil
prices declined, despite increased
production.

Net profit dropped to $747 mil-
lion in the three months ended
March 31 from $1.77 billion a year
earlier, while revenue fell 50% to
$6.33 billion from $12.71 billion.

Revenue declined alongside the
price of Russia’s Urals export blend
crude oil, which fell to around $43.70
a barrel in the first quarter from
about $90 a barrel a year earlier.

“This is a strong performance,
despite a very challenging environ-

ment compared to last year,” said
TNK-BP’s interim chief executive,
Tim Summers.

TNK-BP, one of Russia’s biggest
oil producers, said the launch of
new fields at Uvat in the Tyumen re-
gion of northern Russia and in-
creased output from the Verkh-
nechonskoye and Kamennoye fields
in Siberia helped boost output by
3.9% to 1.67 million barrels of oil
equivalent a day. The company is tar-
geting flat output in 2009, as contri-
butions from some of its West Sibe-
rian fields are declining.

TNK-BP, which is owned 50-50
by BP and a group of Russian billion-
aires, was the subject of a bitter dis-
pute between its owners last year
that led its BP-appointed chief exec-
utive, Robert Dudley, to flee Russia.

BP said its Russian partners—
headed by tycoon Mikhail Frid-
man’s conglomerate Alfa Group—
was behind the squeeze that led to
BP ceding some of its control to its
Russian partners, an allegation
Alfa has denied.

The row came to an end in Sep-
tember, when a new shareholder
agreement was signed, but the par-
ties still have to appoint a perma-
nent CEO.

People familiar with the matter
said shareholders have agreed to ex-
tend the contract of Mr. Summers,
the interim CEO. Denis Morozov—
the former head of mining giant
OAO Norilsk Nickel, who was long
considered the lead candidate for
the job—is now out of the running,
these people said.

The dispute between BP and its
Russian partners raised questions
over property rights in Russia. Mr.
Fridman’s Alfa Group is now in-
volved in a long-running battle
with Norway’s Telenor A/S over
OAO Vimpel Communications, Rus-
sia’s No. 2 mobile-phone company
after OAO Mobile TeleSystems. Te-
lenor, which owns a 30% stake in
Vimpelcom, was ordered to pay
$1.7 billion in damages by Russian
courts following a lawsuit by Alfa.

TNK-BP’s earnings before inter-
est, taxation, depreciation and am-
ortization, or Ebitda, fell by half to
$1.49 billion in the first quarter
from $2.97 billion a year earlier.
The company’s net debt by the end
of the quarter fell to $5.97 billion,
down 20% from a year earlier.
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Britain offers Gurkhas
automatic right to settle

Irish panel details abuses
Harsh practices cited
at institutions run
by Catholic church

By Cassell Bryan-Low

A long-awaited report by an Irish
commission has concluded that chil-
dren commonly suffered beatings,
rape and molestation in dozens of
Catholic-run institutions that oper-
ated mainly between the 1930s and
the 1970s, shedding a harsh light on
practices the church has long
sought to play down.

The Commission to Inquire into
Child Abuse, set up in 2000 by the
Irish government after a string of
sexual-abuse cases emerged, pre-
sented its findings Wednesday in a

report containing evidence from
more than 1,000 witnesses who at-
tended or were residents in schools,
orphanages, children’s homes and
other institutions run by the Roman
Catholic Church.

The report paints a picture of sys-
tematicabuse,and blamesreligious or-
ganizations and government for fail-
ing to act when the abuses came to
light. Most of the institutions have
beenclosed orconverted toother uses.

The report stops short of identi-
fying perpetrators, but documents
the cruel and prison-like manner in
which priests and nuns ran so-called
industrial and reformatory schools,
which housed children who were
poor, orphaned or had been con-
victed of crimes. The report says sex-
ual molestation was “endemic” in in-
stitutions for boys, and that while
girls suffered less sexually, they

were victims of frequent beatings
and severe emotional abuse.

Many victims the commission
spoke to said they struggle with their
childhood experiences as adults, de-
scribing difficulties with parenting
and forming stable relationships as
well as debilitating mental-health
concerns such as depression, alcohol
abuse and suicidal behavior.

The Roman Catholic Archbishop
of Dublin, Diarmuid Martin, in a
statement praised the courage of vic-
tims who had told their stories to the
commission, and said the organiza-
tions involved in the report should se-
riously examine “how their ideals be-
came debased by systematic abuse.”

The Sisters of Mercy, one of the
religious orders named in the re-
port, offered an apology on its Web
site to the people who “were hurt
and damaged while in our care.”

By Justin Lahart

In a sign that economic recovery
may be near, the Conference Board
said its index of leading economic in-
dicators rose 1% in April. It was the
first time the index rose in 10
months, and the largest gain in
nearly four years.

The index—a composite of 10 eco-
nomic and financial indicators, includ-
ing manufacturing workers’ weekly
hours, consumer expectations and
stock prices—has made similarly
sharp increases within two months of
the end of past recessions.The Confer-
ence Board, a private research group,
reported that all but three of the indi-
cators that make up the index rose.

“One month does not a trend
make—we don’t have anything defini-
tive yet,” cautioned Paul Kasriel, an
economist at Northern Trust. Still, he
said the rise in the index signals that
the worst of the downturn is over.

The index began slumping in the
second half of 2007, ahead of the be-
ginning of the recession in Decem-
ber that year. In March, it fell to its
lowest level since 2004.

Separately, the U.S. Labor Depart-
ment reported the number of workers
filing new unemployment claims fell
12,000 to 631,000 in the week ended
May 16. In the prior week, claims rose
by 38,000 as workers furloughed by
the Chrysler LLC bankruptcy filing
signed up for unemployment benefits.

The four-week average, used to
smooth the volatile initial jobless
claims figures, fell 3,500 to 628,500.
But the total number of workers fil-
ing for claims hit a new all-time high
of 6.6 million.

ASSOCIATED PRESS

LONDON—The storied Nepalese
warriors who have served Britain’s
military for nearly two centuries
were given the automatic right
Thursday to settle in Britain, gain-
ing a hard-won victory after years
of lawsuits and lobbying.

The Gurkhas’ fierceness has car-
ried them through wars in the Falk-
lands, Iraq and Afghanistan. But
their latest triumph owes much to
an aristocratic television star who
used her passion and popularity to
wring concessions from politi-
cians eager to survive the next elec-
tion.

Joanna Lumley, whose articu-
late advocacy for Gurkhas made her
the face of the campaign to secure
their rights, said the decision made

it “a fantastic day for my brothers
and sisters.” She joined Gurkhas
gathered outside Parliament in
screams of “Ayo Gurkhali!”—the sol-
diers’ famous battle cry.

“Finally, congratulations,
they’ve done the right thing,” oppo-
sition lawmaker Iain Duncan Smith
told Britain’s House of Commons as
the new government policy was an-
nounced.

British Home Secretary Jacqui
Smith told lawmakers she was
proud to be able to offer the
Gurkhas settlement in the U.K., but
her government had spent the past
few months trying to deny many of
them that right. Since 2004,
Gurkhas who have served more
than four years in the military have
been allowed to come to the U.K. af-
ter they retire, but that had applied
only to soldiers who retired after
July 1, 1997.

All others had to apply on a
case-by-case basis, something cam-
paigners said effectively left thou-
sands of Nepalese veterans out in
the cold.

The government argued that
those who retired before
1997—when the Gurkha base was in
Hong Kong—had weak links to the
country. The government also
warned that lifting the restrictions
on all Gurkhas would lead to as
many as 100,000 Nepalese mi-
grants flooding into the U.K. at a
cost to the British taxpayer of £1.4
billion ($2.2 billion).
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By Geraldine Amiel

And Adam Mitchell

PARIS—French state-controlled
nuclear company Areva SA recently
sold its stakes in energy companies
GDF Suez and Total SA to raise cash
and finance planned investments,
according to people familiar with
the matter.

Areva raised about Œ1.1 billion
($1.5 billion) by selling its 1.2% inter-

est in GDF Suez and
0.4% stake in Total,
these people said
Wednesday.

The nuclear
company is under pressure from the
French government to divest nonpri-
ority assets to help finance its invest-
ment needs and take full advantage
of a world-wide resurgence in nu-
clear power.

Areva’s supervisory board is to
meet by the end of June and will de-
cide then whether to sell Areva
T&D, the transmission and distribu-
tion unit, one of the people said.
The T&D unit is valued at between

Œ4 billion and Œ6 billion, the person
said.

Even though the division hasn’t
yet been put up for sale, French engi-
neering company Alstom SA and
French electrical-equip-
ment maker Schneider
Electric SA have expressed
their interest to the govern-
ment, the person also said.
Schneider Electric declined
to comment. Alstom Chief
Executive Patrick Kron said
May 5 that the company
would be interested in the
T&D unit if it were for sale.
Alstom used to own the
unit.

As for Areva’s stakes in
French mining company Er-
amet SA and European chip maker
STMicroelectronics, “there is no
plan to sell them as of now,” the per-
son said, without elaborating.

Areva’s chief executive, Anne
Lauvergeon, who resisted any asset
sales and has been asking the gov-
ernment for more money and per-
mission to launch a capital increase,

“is to remain in place for now,” the
person said.

French President Nicolas
Sarkozy believes there is a political
risk attached to Ms. Lauvergeon’s

potential departure, as she
is considered leftist and
thus part of the president’s
policy of including opposi-
tion-party members in gov-
ernment circles, the person
added.

The company needs
about Œ11 billion to finance
its growth projects, its buy-
out of Siemens AG’s 34% in
nuclear-engineering busi-
ness Areva NP, and in order
to cover additional charges
linked to the delayed con-

struction of its first third-genera-
tion nuclear reactor called Evolu-
tionary Power Reactor in Finland.

In February, Siemens took the
French government and Areva by
surprise when it said that it wanted
to be bought out of Areva NP by
Jan.30, 2012, according to their co-
operation agreement’s terms.

Areva sold stakes in GDF, Total

Russian capital flight slowed
in April to lowest in months

By Ragnhild Kjetland

LONDON—London Stock Ex-
change Group PLC swung to a fiscal
full-year net loss after taking a large
charge tied to its merger with Borsa
Italiana.

The U.K.-based stock-exchange op-
erator on Wednesday reported a net
loss of £338 million ($523.5 million)
for the 12 months ended March 31,
compared with a profit of
£168.3 million a year ear-
lier. Revenue rose 23% to
£671.4 million from £546.4
million, mostly boosted by
the inclusion of Borsa Ital-
iana, which LSE acquired in
October 2007.

LSE said the Borsa Ital-
iana impairment of nearly a
half-billion pounds reflects
the “major deterioration in
current economic condi-
tions” of recession and
weak stock prices. How-
ever, Chairman Chris Gib-
son-Smith said the charge “belies the
high quality of, and potential arising
from, the combination” with Borsa
Italiana.

“Indeed, the assessed value of
Borsa Italiana remains comfortably
above the £1.3 billion value at the
time of completion of the merger
given the strengthening of the euro,”
Mr. Gibson-Smith said.

LSE said integration is “well
ahead” of plan, and that cost syner-

gies of £32 million, 60% more than
promised, will be achieved in the next
financial year.

The LSE also maintained that it is
well-positioned to fend off further en-
croachment by alternative trading
platforms that have gained market
share across Europe over the past
year. The firm’s share of trading in
the U.K.’s 100 largest blue-chips has
fallen to 72% this month from more
than 80% a year ago, according to
Fidessa Group PLC.

“We don't intend to see our com-
petitors grabbing a bigger share of
the market,” said Xavier Rolet, who
took over as LSE chief executive on
Wednesday, replacing Clara Furse,

who is retiring.
Mr. Rolet is a former head

of Lehman Brothers’ opera-
tions in France.

Excluding the goodwill
impairment and other items,
operating profit was up 17%
to £338.6 million, the ex-
change operator said. Assum-
ing Borsa Italiana had been
part of the company through-
out the previous fiscal year,
operating profit was down
1%.

The company’s strongest
revenue growth came from

post-trade services, which more than
doubled, while its traditional bread-
and-butter trading activity saw lack-
luster growth of 4%.

LSE said that trading levels had
shown some signs of improvement
since the start of the new fiscal year
in April. On a conference call, Chief Fi-
nancial Officer Doug Webb said May
had also been better than April.

LSE shares fell two pence, or 0.3%,
to 698 pence Wednesday. Thursday,
the shares fell 1.7% to 686 pence..

Anne
Lauvergeon

Julius Baer to split off, list two units

LSE posts full-year loss
on Borsa Italiana charge
Exchange operator
says it can halt drop
in market share

Chris
Gibson-Smith
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By Lidia Kelly

And Andrew Langley

MOSCOW—Capital flight from
Russia fell in April to its lowest level
since early autumn as a sustained
surge in global oil prices and efforts
by the country’s monetary officials re-
vived some confidence in the ruble.

Capital outflow fell to about $2 bil-
lion in April, its lowest rate since Sep-
tember, First Deputy Central Bank
Chairman Alexei Ulyukayev said
Wednesday, citing preliminary data.

That is a significant slowdown
from the first quarter, during which
the bank estimated outflows
reached almost $40 billion, and the
fourth quarter of 2008, when $130
billion left the country as investors
and ordinary residents alike rushed
to ditch the ruble.

The currency shed more than a
third of its value between Russia’s
military conflict with Georgia in Au-
gust and late January, when the cen-
tral bank halted its costly and grad-
ual devaluation of the ruble that de-
pleted the country’s foreign re-
serves by $200 billion.

Wednesday, the ruble closed at
its strongest level since early Janu-
ary against a basket of dollars and
euros used by the central bank to fix
the ruble’s daily rate, as oil prices
broke above $62 a barrel in New
York to a six-month high. The Rus-
sian currency ended at 36.95 rubles

against the basket, a substantial re-
covery from almost 41 rubles in late
January. Thursday, oil fell 1.6%, or 99
cents, to $61.05, while the ruble
firmed modestly against the basket.

The central bank has cautiously
cut interest rates twice in the past
month, encouraged by signs of slow-
ing inflation and growing confi-
dence in the ruble.

Should the rally in oil prices con-
tinue, a further recovery of the ruble
is likely, economists and officials
said. The central bank estimates
that ordinary Russians bought $70
billion during the ruble’s deprecia-
tion and are likely to part with some
of those assets soon.

However, the ruble’s upward
trend could be short-lived and capi-
tal flight might pick up again, econo-
mists warned.

“A depreciation is expected in
the long term, as foreign reserves
will diminish as the government will
need to finance a large budget defi-
cit—this in a context of high infla-
tion and a reasonably appreciated
level of the exchange rate,” Citi-
group analyst Andrew Howell
warned in a research note.

Indeed, although inflation
slowed more than expected in April,
it still remained in double digits at
13.2% on an annual basis.Also, de-
spite the ruble’s stability, lending
among Russian banks remains
scarce amid fears of bad debts.

DEALS &
DEAL MAKERS

By Katharina Bart

ZURICH—Julius Baer Holding
AG said it will separately list its pri-
vate bank from its asset-manage-
ment and hedge-fund activities, a
step that analysts said makes both
businesses potential acquisition
targets.

As at other Swiss banks, tur-
moil in securities markets has hit
Julius Baer, which has responded
with cost cuts and layoffs. Assets
have dropped because of sharply
lower market values, and Switzer-
land’s recent concessions on bank-
ing secrecy are expected to mean
fewer clients.

Analysts say the two arms have
more value separately, without a

conglomerate discount, than to-
gether. Estimates vary, but the pri-
vate-banking unit is thought to be
valued at more than nine billion
Swiss francs ($8.12 billion) on its
own, while analysts put the value
of the asset-management arm at
two billion francs. Both parts will
be listed in Switzerland.

“This move will substantially in-
crease the two companies’ strate-
gic flexibility and enhance their
market visibility,” Julius Baer
said.

Analysts said the move means
the bank wants to know what price
one or both could fetch.

The company will fold all pri-
vate-banking activities, or finan-
cial services for wealthy individu-

als, into Julius Baer Group Ltd.
The second entity combines hedge-
fund boutique GAM, Artio Global
and Julius Baer Asset Manage-
ment Europe into GAM Holding
Ltd.

U.S.-based mutual-fund arm Ar-
tio is still being prepared for its
own initial public offering, prefera-
bly during the third quarter, Julius
Baer said. Run by Richard Pell and
Rudolph-Riad Younes from New
York, Artio managed 48 billion
francs at year-end.

Shareholders will receive one
share in the GAM asset-manage-
ment entity and one share in the
private-banking unit for every
share owned.
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