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Sarkozy is pressed
to tax rich more

By DAaviD
GAUTHIER-VILLARS

PARIS—President Nicolas
Sarkozy is coming under pres-
sure to raise taxes on the
wealthy, in the latest sign of
how the French leader’s elec-
toral pledge to make his coun-
try richer is being undercut
by the economic crisis.

Labor unions are planning
anationwide strike on Thurs-
day to call for a tax increase
on high-income earners. The
idea is gathering momentum
even in Mr.
Sarkozy’s coalition,
where a group of
lawmakers has pro-
posed a levy on
households earning
more than
€300,000
($389,000) a year.

The lawmakers
say the proposal
draws inspiration
from U.S. President
Barack Obama’s
plan to raise the top tax
bracket to finance new health-
care benefits, and would be an
act of solidarity with those hit
hardest by the economic cri-
sis.

Mr. Sarkozy said Tuesday
that he wouldn’t give in. “I
was not elected to increase
taxes,” he said in a speech to
workers at a locomotive-en-
gine factory in eastern
France. “My goal is to con-
vince people who have money
to come to France and invest
in our factories and compa-
nies, not to push them out.”

Across Europe, govern-
ments reluctant to take on
more debt to finance extraor-
dinary stimulus packages are
discussing the possibility of

Ni?olas Ekz

raising taxes on the rich.

The U.K. government, for
example, is considering
whether to accelerate the in-
troduction of a 45% tax rate
on annual incomes that ex-
ceed £150,000 ($211,000)—it
isn’t due to kick in until
2011—to help finance possi-
ble new stimulus measures.

The issue is particularly
sensitive for Mr. Sarkozy, who
was elected in 2007 in part by
promising to protect high-in-
come households from
France’s notoriously high
taxes.

Soon after taking
office, the French
president introduced
a “fiscal shield” that
aims to protect
wealthy households
from paying more
than 50% taxes on
their overall income.
Under the retroactive
mechanism, people
pay their taxes the
year they’re due, but
can then request a check back
from the state if they can
prove that they paid more
than 50%.

At the time, Mr. Sarkozy
said the measure would help
curtail an exodus of rich fami-
lies to neighboring tax havens
and “reconcile France with
the idea of success.”

In his speech Tuesday, Mr.
Sarkozy mocked those among
his political allies who have
joined with labor unions in
proposing to increase taxes
on the rich, saying “they lack
spine” and “get seasick as
soon as there is a storm.”

But Mr. Sarkozy has refash-
ioned his political rhetoric as
France slips steadily toward

Please turn to page 31

Can dividend gusher
continue for Big Oil?

By Guy CHAZAN

LONDON—Royal Dutch
Shell said it would pay $10
billion in dividends this year,
up 5% from 2008—establish-
ing Big Oil as anotable excep-
tion to the wave of blue-chip
companies that are cutting
their payouts.

But some investors are
questioning whether the
supermajors can sustain
their generous dividends
amid a global recession that
has depressed energy de-
mand and lowered crude
prices, squeezing oil compa-
nies’ balance sheets.

Indeed, Shell is paring the
number of projects it sanc-
tions to cut costs. That has
made it harder for Shell to
promise long-term output

growth—a sensitive issue for
a company that has seen its
production of oil and gas de-
cline for the last several years.
Last year, Shell announced
long-term growth potential of
2%-3% a year through the next
decade. But Tuesday, the com-
pany would commit to that
growth only for the next three
years, declining to forecast be-
yond then. Shell also said out-
put would be flat or slightly
lower this year.

“We have to plan on the ba-
sis that the economic down-
turn could last for more than a
year,” Chief Executive Jeroen
van der Veer said as he pre-
sented the company’s latest
strategy update to reporters.
But he said Shell’s balance
sheet was strong enough to

Please turn to page 31

Evolving debate

An Islamic creationist stirs
new kind of Darwinian battle
On Other Fronts, page 12

Markets

4p.m. ET

PCT

CLOSE CHG

DJIA 7395.70 +2.48
Nasdaq 1462.11 +4.14
DJ Stoxx 600  172.05 -0.66
FTSE 100 3857.10 -0.18
DAX 3987.77 -1.40
CAC 40 2767.28 -0.87
Euro $1.2976 -0.14
Nymex crude  $49.16  +3.82

U.K. probes Barclays
over tax structures

By CARRICK MOLLENKAMP
AND SARA SCHAEFER MUNOZ

LONDON—U.K. authori-
ties are reviewing offshore fi-
nancial transactions set up by
Barclays PLC to see whether
they helped it and other ma-
jor U.S. and European banks
reduce their tax bills.

The U.K. tax department,
known as Her Majesty’s Reve-
nue & Customs, said Tuesday
it waslooking into the issue af-
ter receiving leaked internal
Barclays documents and
memos written in 2006 and
2007. The documents, which
were reviewed by The Wall
Street Journal, detail how the
complex structures could use
cross-border transactions to
play one nation’s tax and ac-
counting system off another

in an effort to minimize the
banks’ taxes. The structures
require the participation of
Barclays and a counterparty
bank.

The documents were ini-
tially leaked to a British oppo-
sition party, the Liberal Demo-
crats, which then provided
the documents to the authori-
ties, according to a person fa-
miliar with the matter.

In a statement Tuesday,
the government agency said
it had received the docu-
ments, which it said related
“to allegations of tax avoid-
ance in the banking industry.”
The agency also said it has a
“good track record” for shut-
ting down tax-avoidance
structures. A spokesman for
the Liberal Democrats didn’t

Please turn to page 31
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A woman waits at a job center in Warsaw. The unemployment rate in the
European Union reached 7.6% in January and is rising across the bloc.

EU joblessness surges,
but stimulus is settled

Barroso says boost
in credit flow,
stable euro will help

By ApAM COHEN

BRUSSELS—The European
Union’s unemployment rate is
headed toward 10%, but govern-
ments see noimmediate need for fur-
ther fiscal-stimulus measures, Euro-
pean Commission President José
Manuel Barroso said Tuesday.

The forecast came alongside
news from Germany of a mild im-
provement in investor sentiment,
clashing with a recent array of nega-
tive production and employ-
ment indicators. The Swiss
government predicted its
economy would fall at the
fastest rate since 1975.

“Unemployment is my
main concern,” Mr. Bar-
roso told an economic con-
ference in Brussels. “The
employment market is get-
ting worse and worse.”

The EU’s unemploy- £\
ment rate dipped below 7%
in 2008 before heading up
to0 7.6% in January this year.
BusinessEurope, the EU’s main busi-
ness lobby, last week said it expects
the bloc to shed 4.5 million jobs this
year.

Mr. Barroso said the bloc’s econ-
omy heeds the right conditions to
spark a recovery, and that the
smooth flow of credit to companies
and a stable euro are key. His com-
ments show policy makers’ growing
concern that the current recession
will be deeper and longer-lasting

José Manuel
Barroso

z
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than they had expected just a few
months ago. But they continue to re-
sist pressure from the U.S. to pump
more funds into their economies.

Mr. Barroso said there is a grow-
ing consensus in the EU that current
efforts to help the economy are suffi-
cient. “It would be unwise to start
talking about other plans before we
start implementing the plans we al-
ready have,” he said.

EU states in December agreed to
a €200 billion ($259 billion) fiscal-
stimulus plan. The U.S., by contrast
launched a $787 billion fiscal-stimu-
lus package last month.

Germany’s ZEW think tank of-
fered some optimism, reporting its
March investors survey found most
respondents seeing an end to eco-
nomic contraction this sum-
mer.

ZEW’s expectations in-
dex for the six months
ahead was minus 3.5,
higher than the minus 5.8 re-
corded in February, mark-
ing the fifth straight im-
provement. However, ex-
perts’ assessments for the
current conditions contin-
ued to deteriorate, averag-
ing at minus 89.4, after mi-
nus 86.2 points in February.

“The situation is ex-
tremely bad, but there are first glim-
mers of hope,” said ZEW President
Wolfgang Franz, who also advises
the German government.

Meanwhile, Switzerland, which
isn’t amember of the 27-country EU,
is looking at its worst recession
since 1975, the government said.
Swiss gross domestic product will
likely contract 2.2% in 2009 amid a
0.2% fall in consumer prices.

In 2010, the growth rate is set to
be positive again, but will remain at
0.1%, while consumer prices are ex-
pected to advance 1%, according to a
quarterly estimate by the govern-
ment agency Seco. The jobless rate,
estimated at 3.8% this year, will
likely rise to 5.2% in 2010, it added.

—Martin Gelnar, Roman Kessler

and Nina Koeppen
contributed to this article.

CORRECTIONS &
AMPLIFICATIONS

Visit Britain is set to receive
£41.4 million in 2011 from the U.K.
Department for Culture, Media and
Sport. A Corporate News article
Tuesday incorrectly said the money
was for 2001.

U.S. home construction rebounds

BY JEFF BATER
AND BRIAN BLACKSTONE

The U.S. government on Tuesday
reported a rebound in home con-
struction and rising wholesale
prices last month, the latest in a
string of data showing firmer de-
mand amid the recession.

Home construction surged by a
seasonally adjusted 22% in February
from the previous month following
seven consecutive declines, as apart-
ment construction soared and single-
family home-building edged higher,
the Commerce Department said.

Construction data are often vola-
tile month to month, but analysts
are hoping February’s rebound is the
beginning of a sustained rise in activ-
ity, which would help boost ailing
U.S. economic growth this year. The
number of building permits issued
in February also rose, a promising

sign for future construction activity.

Yet some are wary a rebound in
home construction will only add to
the glut of inventories, particularly
new homes at higher prices. Sales of
new homes have fallen for six con-
secutive months through January
and are down nearly 50% from Janu-
ary 2008, while inventories have bal-
looned to a supply of 13.3 months.

Other difficulties remain: U.S.
gross domestic product is expected
to fall 5% or more in the current quar-
ter, following a 6.2% annualized drop
inthe fourth quarter that was the big-
gest decline in a quarter century. The
current recession, which beganin De-
cember 2007, will become the longest
since the Great Depression if it lasts
through next month, as is widely ex-
pected. The unemployment rate, now
8.1%, is the highest in 26 years.

But U.S. wholesale, or “pro-
ducer,” prices rose for a second-

straight month in February, the La-
bor Department said Tuesday, eas-
ing worries about the risk of pro-
tracted, economy-wide price de-
clines known as deflation. That
should in turn free up Federal Re-
serve officials, whose two-day pol-
icy meeting began Tuesday, to con-
tinue pursuing expansionary poli-
cies to stabilize financial markets
and revive the economy while hold-
ing interest rates near zero.

Prices for finished goods rose
0.1% from January, though prices
are down 1.3% from a year ago, the
biggest annual drop since 2002. Ex-
cluding energy and food, core prices
rose 0.2% and are up 4% from a year
ago. Consumer prices, set for re-
lease Wednesday, will give a
broader reading on price pressures
that U.S. households face.

—Kelly Evans
contributed to this article.
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Bankruptcy ‘could work,
GM’s chairman now says

But cost, uncertainty
make it a poor choice,

Rick Wagoner adds

By JOHN D. STOLL
AND NEAL E. BOUDETTE

WASHINGTON—General Mo-
tors Corp.’s chief executive, once a
staunch opponent of bankruptcy as
away of reorganizing the ailing auto
maker, has softened his
view, suggesting the com-
pany could possibly
emerge from a Chapter 11
filing.

In a discussion with re-
porters here Tuesday, CEO
Rick Wagoner said he be-
lieves “99%” of GM’s prob-
lems can be solved without
filing for bankruptcy pro-
tection, and that customers
would “shy away” from a
bankrupt auto maker.

He also said bankruptcy
would be expensive, and the U.S. gov-
ernment would need to provide so-
called debtor-in-possession financ-
ing, known as DIP. “There is no DIP
financing outside of the U.S. govern-
ment,” he said. In addition, the CEO
said a bankruptcy filing could lead
management and the board to lose
considerable control.

But Mr. Wagoner also said bank-
ruptey “could work but it might not
work.”

That’s a significant change from
November and December, when Mr.
Wagoner testified before
Congress and said he was
convinced a bankruptcy fil-
ing would lead to a cata-
strophic decline in sales and
ultimately to a liquidation of
GM.

Mr. Wagoner expressed
his new view as the threat of
agovernment-initiated bank-
ruptcey filing appears to be de-
clining, at least for now. On
Monday, the leaders of Presi-
dent Barack Obama’s auto
task force said they are fo-
cused on restructuring GM and
Chrysler LLC outside of bankruptcy
court.

Mr. Wagoner was in Washington
for talks Monday with the task force
heads: Wall Street financier Steven
Rattner and Ron Bloom, a former in-
vestment banker who is an adviser
to the United Steelworkers union.

The task force is supposed to de-
cide by March 31 whether the U.S.
Treasury should give GM and
Chrysler more federal aid. GM has al-
ready received $13.4 billion in loans
and has asked for up to $16.6 billion
more. Chrysler has obtained $4 bil-
lion and requested an additional $5
billion.

The task force’s decision also will
influence whether GM gets help
from other countries. On Tuesday,
Germany’s economics minister said
his nation won’t decide on whether
and how to offer aid to GM until the
auto maker works out its restructur-
ing plans with the U.S. government.

“It all depends on what concept
the company puts forth” for the U.S.
Treasury, Karl-Theodor zu Gutten-
berg said in an interview.

GM has signaled it is willing to
sell amajority stake in Opel, the Ger-
man-based core of its European op-
erations, to raise cash and restruc-
ture its business. It has asked Ger-
many and other European govern-
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Rick Wagoner

zu Guttenberg

ments for 3.3 billion euros ($4.2 bil-
lion) to help finance its downsizing
effort.

Mr. zu Guttenberg said the Ger-
man government isn’t willing to
take a stake in Opel itself but is po-
tentially open to guaranteeing loans
for a private investor.

But so far the government has
been frustrated that GM hasn’t pro-
vided a detailed plan for what it in-
tends to do with Opel, he said.
“We’ve been asking for a concept
[from GM] since last November and
we didn’t get one until just
three weeks ago...and it
still raised the necessity to
askmore questions,” Mr. zu
Guttenberg said.

The minister said he
met with Mr. Wagoner and
Chief Operating Officer Fre-
derick “Fritz” Henderson
on Monday and came away
encouraged by their willing-
nessto address the German
government’s concerns.

“I cannot take taxpayer
money into my hands...and
put it into a situation that might fall
a few months later,” he said. He
added that it “is up to the manage-
ment to offer a concept, not up to
the government.”

Among the issues GM has yet to
clarify is whether Opel would have
access to GM’s patents and other in-
tellectual property—assets that
would be required for Opel to oper-
ate as a semi-independent auto
maker. Germany wants Opel to have
“unlimited access” to GM patents,
Mr. zu Guttenberg said.

Mr. Wagoner, at GM’s
helm since 2000, told re-
porters the auto maker is
hopeful the economy will
rebound in 2010, allowing
GM to start repaying the
$13.4 billion U.S.loanit re-
ceived in December. He
said GM will still need bil-
lions more in funding
from the government.
“Living hand-to mouth is
not fun for anybody,” he
said.

He said the company’s
expectation for economic growth of
2% in 2010 is a bit lower than the
Obama administration’s projection.
“We hope they’re right,” he said.

Mr. Wagoner also said that a so-
called cash-for-clunkers program,
subsidized by the government,
could help spur demand for vehi-
cles. He noted these programs have
had successin other markets, includ-
ing Germany, where incentives
givento buyers to turninan older ve-
hicle to buy a new one helped boost
sales substantially in February.

The auto maker is working with
the United Auto Workers and bond-
holders on concessions to signifi-
cantly reduce debt and the amount
of cash GM spends on health care.
Mr. Wagoner said these talks need
to be resolved soon, and said that
government may be able to help pro-
vide “fair value” to bondholders.

But Mr. Wagoner said the UAW’s
recent deal with rival Ford Motor
Co. doesn’t cut costs far enough.
“The Ford program does not meet
our needs at all,” he said.

Ford will save about $500 mil-
lion annually in hourly costs under
concessions with the union that cut
wages and benefits to $55 an hour.
The company also will reduce the
amount of cash it needs to contrib-
ute to a health-care trust for retired
union workers.

Revamp looms for Fannie, Freddie

By JAMES R. HAGERTY

U.S. Rep. Barney Frank, chairman
of the House Financial Services Com-
mittee, said he hopes to introduce leg-
islation later this year to restructure
government-backed mortgage inves-
tors Fannie Mae and Freddie Mac.

“The current model is broken,”
the Massachusetts Democrat said in
an interview Tuesday. One possibil-
ity, he said, is to separate the compa-
nies into entities serving two func-
tions: one that would ensure ade-
quate funding for the home-mort-
gage market as a whole and another
that would provide government subsi-
dies for housing low-income people.

Earlier Tuesday, Mr. Frank spoke
at a breakfast meeting hosted by the

Center for American Progress, a
think tank headed by John Podesta,
a former aide to President Bill Clin-
ton. He urged housing-related orga-
nizations to send him their ideas for
reconfiguring Fannie and Freddie,
the biggest providers of funding for
U.S. home loans.

Federal regulators seized man-
agement control of Fannie and Fred-
die in September as heavy losses
stemming largely from mortgage de-
faults ate through their thin layers
of capital. For 2008, Fannie and
Freddie reported combined losses
of about $108 billion. The U.S. Trea-
sury has agreed to provide as much
as $200 billion of capital apiece to
Fannie and Freddie in exchange for
senior preferred stock.

Some people involved in the de-
bate have called for turning Fannie
and Freddie into cooperatives
owned by mortgage lenders. Others
have suggested making them public
utilities, which would involve very
tight regulation and limits on their
return on equity.

Anthony Sanders, a finance pro-
fessor at Arizona State University,
recommends leaving Fannie and
Freddie intact but subjecting them
to better regulation and requiring
them to hold more capital. He also
suggests barring them from holding
large amounts of mortgages and re-
lated securities. That would leave
the companies to focus on creating
and guaranteeing mortgage securi-
ties that would be held by others.

U.S. Fed delays banks’ new capital rules

By MAYA JACKSON RANDALL

WASHINGTON—Amid continued
strains in financial markets, the U.S.
Federal Reserve on Tuesday an-
nouncedatwo-yeardelayofnew capi-
tal requirements for bank-holding
companies that otherwise would
havegoneintoeffectlaterthismonth.

Separately, theFederal DepositIn-
surance Corp. moved Tuesday to ex-
tend the program guaranteeing debt
issued by banks through October,
though firms would have to begin
paying a fee for the government pro-
tection.

The Fed said the delay in imple-
menting its new rules, which would

limit what banks can include when
measuring capital levels, should give
firmsmoreflexibilityatatimewhenit
isimportanttoincreasecapitallevels.

“The delay will further the
[Fed’s] efforts, as well as the efforts
of the other federal banking agen-
cies and the U.S. Department of the
Treasury, to respond to the current
financial situation,” the Federal Re-
serve said in a statement Tuesday.

Economic conditions “have cre-
ated a situation in which requiring
adherence to the new limits” by
March 31, when the rules were sup-
posed to take effect, “creates a sub-
stantial burden for many [bank-hold-
ing companies],” the Fed statement

said. To promote financial stability,
it said, the rules wouldn’t take effect
until March 31, 2011.

The amendments to the Federal
Reserve Board’s capital-adequacy
guidelines would have limited bank-
holding companies from including
trust-preferred securities and other
capital elements in their Tier 1 capital.

Meanwhile, the FDIC proposed ex-
tending its debt-guarantee program
anadditionalfourmonthsfromitscur-
rent June 30 expiration date. The ex-
tension would enable banks to make
anorderlytransitionbacktononguar-
anteed funding, the agency said.

—Michael R. Crittenden
contributed to this article.
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Heady days for microbrewers

With economy flat, more beer enthusiasts are tapping into new business opportunities

By DAvID KESMODEL

The economic crisis has stifled
entrepreneurial activity in many in-
dustries. But it has done little to
dent the ambitions of those who
dream of brewing their own beer
and offering it to the world.

Entrepreneurs—including peo-
ple let go from corporate jobs in re-
cent years—have been starting mi-
crobreweries or brewpubs in sur-
prisingly large numbers. Schools
that teach brewing are being del-
uged with applications from people
interested in getting into the busi-
ness. BeerAdvocate.com, a Web site
for beer enthusiasts, says its traffic
has jumped to one million unique vis-
itors a month, and is rising as much
as 12% each month.

“I got into it because my wife
said I could, and it just seemed it
would be a heck of a lot of fun,” says
Steve Klotz, a 46-year-old former
Dow Chemical Co. engineer who
took a voluntary buyout in 2006 and
plans this summer to open a micro-
brewery in Midland, Mich. Last year,
even as the recession gripped the
country, 114 microbreweries and
brewpubs—restaurants that make
their own beer—opened in the U.S.,
according to the Brewers Associa-
tion, a Boulder, Colo., trade group.
That marked the highest number
since 1999. Openings are expected
to decline this year, but start-up ac-
tivity remains robust, says Paul
Gatza, director of the Brewers Asso-
ciation. The group estimates 200 mi-
crobreweries and brewpubs already
are on the drawing board for the
next few years.

They are emboldened by a long
list of recent success stories, as well
as statistics showing that Ameri-
cans are consuming small-batch, or
“craft,” beer in increasing numbers.
“It’s the consumer that’s creating
the demand,” Mr. Gatza says.

Beer has long proved more resil-
ient in recessions than other indus-
tries. Total U.S. beer sales increased
less than 0.5% by volume last year,
estimates industry newsletter Beer
Marketer’s Insights. Sales of craft
beer, which has been the industry’s
fastest-growing segment for sev-
eral years, rose 6% by volume, and
dollar sales jumped 10.5% to $6.3 bil-
lion, according to the Brewers Asso-
ciation. Growth cooled from 2007,
when volume rose 12%.

Craft brewers produce beer in
tiny quantities, compared with the
volume of an Anheuser-Busch In-
Bev NV or MillerCoors, and they are
known for an ever-increasing array
of exotic ingredients, such as choco-
late, coffee or berries. Craft brew-
ing, led by companies such as Cali-
fornia’s Sierra Nevada Brewing Co.
and Oregon’s Deschutes Brewery
Inc., accounts for only 4% of total in-
dustry volume, but the beers pro-
vide distributors and retailers with
high profit margins. At least part of
the growing consumer demand
stems from drinkers willing to pay a
few dollars extra for beer that is of-
ten made close to home.

Starting a microbrewery or brew-
pubisn’t without risk. It costs roughly
$450,000 to $800,000 to start a small
brewery, say entrepreneurs, and find-
ing distributors willing to take on un-
proven brands can be onerous. Brew-
pubs can cost a fewmillion dollars, de-
pending on their size.

Last year, 42 brewpubs closed in

David Kesmodel/The Wall Street Journal

In Chicago, Doug and Tracy Hurst make German-style lagers at their Metropolitan
Brewing microbrewery. They raised some money from private investors.

the U.S., the most since 2005, the
Brewers Association reports. But
only nine microbreweries shut-
tered, the lowest figure since 1995.

Microbreweries sell their beer in
bars and retail outlets. Brewpubs of-
ten begin by selling to their patrons
only; if they do well, they may
branch out.

Today, with the nation’s restau-
rant sector in a steep decline, “it’s
very difficult” tolaunch a successful
brewpub, says Darren Tristano, exec-
utive vice president of food-consult-
ing firm Technomic Inc. “On a posi-
tive note, they have an opportunity
to truly differentiate themselves”
from conventional restaurants.

Even in good times, many brew-
ing start-ups encounter difficulty
raising money for the property,
brewing equipment and other as-
sets needed to start their business.
And some are finding the challenge
greater now as banks tighten lend-
ing terms.

Mr. Klotz, the former Dow Chemi-
cal engineer, sought private inves-
tors for his microbrewery, Artful
Dodger Brewing Co., after banks ex-
pressed reluctance to provide loans.
Bankers cited Michigan’s deteriorat-
ing economy and some recent local
restaurant failures, he says.

Mr. Klotz, who began home-brew-
ing a few years ago, says he is “cer-

tainly” worried about the economy
as he works toward his opening. In
January, Michigan’s unemployment
rate climbed to 11.6%, the highest in
the U.S. But he is hopeful the micro-
brewery, which will offer food and
beer on tap, will attract customers
with fresh, high-quality beer and a
smoke-free atmosphere. To draw
community support, he plans to in-
vite local artists to name the brew-
ery’s beers. “To be successful, I
think you need to push and do some
creative things,” he says.

Joey Redner, 36, recently started
Cigar City Brewing, a microbrewery
in Tampa, Fla., but only after receiv-
ing financial support from his father,
a longtime local businessman. The
younger Mr.Rednersayshehasspent
$585,000to start the brewery, which
makes such beers as Jai Alai India
Pale Ale and Maduro Oatmeal Brown
Ale. Most of the money came from
bank loans in which his father put up
business property as collateral. “He
has stood back and sort of let us run
and fall down as we may,” Mr. Redner
says of his father, Joe Redner.

Mr. Redner says he was able to
quickly sign up with two large local
distributors in part because he is
known for writing a beer column in
the St. Petersburg Times and has
worked in the industry. He also
hired an experienced brewer.

To minimize his costs, Mr. Red-
ner is initially relying on dozens of
volunteers to help move beer, wash
kegs and haul boxes. Free beer is the
tangible reward. “It’s the only indus-
try I know where you can pretty
much count on voluntary labor,” Mr.
Redner says.

Wal-Mart to boost its own label

BY ANN ZIMMERMAN

Wal-Mart Stores Inc. is expanding
itsprivate-labelline offood and house-
hold cleaners to take advantage of re-
cession-pinched consumers’ increas-
ing desire to buy cheaper store brands
rather than more expensive brand-
name products.

The retailing giant’s retooled ver-
sion of its Great Value brand, first in-
troduced in 1993, will start hitting
U.S. store shelves by the end of this
month, the company said Monday.
The line includes more than 5,200
items, including 80 new ones, such as
teriyaki beef jerky and fat-free cara-
mel-swirl ice cream.

Wal-Mart’s move comes as sales of
grocery-store house brands have
grown briskly in the U.S. Last year,
sales of private-label food and other
consumer products jumped 10% to
$82.9billion, from $75 billionin 2007,
according to the Private Label Manu-
facturers Association, citing data
from Nielsen Co. Sales of branded
products increased just 2.8%.

But Wal-Mart’s sales of house
brands, as a percentage of total reve-
nue, have lagged its rivals’. Last
week, U.S. grocer Kroger Co. said
27% of its fourth-quarter revenue
came from private brands; analysts
estimate that Wal-Mart’s private-la-
bel products account for about 16%
of its overall food sales.

To close that gap, Wal-Mart saysit
has improved about 750 of its Great
Value offerings, from chocolate-chip
cookies to laundry detergent. It is
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Wal-Mart

Wal-Mart is retooling and expanding its private-label brand in an effort to lure
frugal shoppers. Food and household cleaners sell under the ‘Great Value’ name.

also making the Great Value label
more prominent on packages.
Private-label products help retail-
ers keep the prices of national brands
in check by offering less expensive
competition. National grocery chains
are pressuring manufacturers to re-

duce prices more quickly now that
fuel and other commodity costs have
fallen from their peak last summer.
Store brands can also boost earn-
ings, because house brands typi-
cally carry higher profit margins
than brand-name products they sell.

Starbucks brews
new strategies
to fight slump

By JANET ADAMY
AND NicKk WINGFIELD

Abroad series of changes at Star-
bucks Corp., from instant coffee to
new menu boards that leave off
drink prices, show how the com-
pany is adjusting its upscale for-
mula to the economic downturn.

Investors were hoping to learn
Wednesday whether the moves are
working, when Starbucks was to con-
duct its annual meeting in Seattle.
Shares of Starbucks have fallen 37%
in the past year to $11.08 in 4 p.m.
trading on the Nasdaq Stock Mar-
ket, or about the price of a pound of
Starbucks coffee beans.

Executives were expected to out-
line a plan that includes an effort to
make Starbucks products seem
more affordable, and reassure inves-
tors that the company is on track to
cut $500 million of costs by the fall.
After years of
broadening its
customer base,
Starbucks has
made retaining
its existing pa-
trons its top pri-
ority.

“The issue at
hand...is the cost
of losing your
core customer,”
Howard Schultz,
the company’s
chief executive, said in an interview
earlier this month. “It’s very hard to
getthemback.” Analysts say that Star-
bucks has seen the most pronounced
drops in customers during the after-
noons and weekends, and that the
company’s Frappuccino drinks have
been particularly hard hit.

In the past month, Starbucks has
entered the instant-coffee market
with a version called Via that the
company bills as offering a cup of
Starbucks coffee for less than $1. It
also has introduced pairings of
breakfast sandwiches and drinks
priced at $3.95, or about $1less than
when bought individually.

At the same time, it is opening
the first of a series of more sophisti-
cated-looking stores that empha-
size traditional coffee drinks. On Fri-
day, Starbucks opened a store in
downtown Seattle featuring more
wood décor that is reminiscent of
the company’s first location, down
the street at Seattle’s Pike Place Mar-
ket. It is an environmental design
that features recycled materials, in-
cluding a large wood table that once
was used at alocal restaurant and in-
side a Seattle home.

Two things are notably absent
from the new store’s menu board.
Pricesaren’tlisted alongside the bev-
erages, except for a small selection
of high-end coffees. The board also
doesn’t list Frappuccinos. Instead,
baristas direct patronstodisposable
paper menus if they want to buy one
of the sweet blended drinks or learn
the price of the other beverages. A
spokeswoman for Starbucks said the
changes were aimed at making the
store feel more like a coffeehouse.

Since July, Starbucks has slated
900 stores for closure and cut about
20,000 jobs. Mr. Schultz says he
doesn’t foresee any additional layoffs
or closures at this time. He expects the
company willundertake fewer newini-
tiatives this year than in the previous
one, and the ones that it does under-
take will place more emphasis on offer-
ing customers a better value.

Howard SchuEz
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Nokia plans to cut jobs

Slowing demand
is cited for trimming

staff by about 1.3%

BY GUSTAV SANDSTROM

Nokia Corp., citing slowing de-
mand for its products, said it plans
to cut as many as 1,700 jobs, or
about 1.3% of its work force, as part
of a previously announced cost-cut-
ting drive.

The Finland-based company,
the world’s largest mobile-phone
maker, said the measures will affect
its device and media units as well as
its corporate development office
and global support functions.
Nokia has about 130,000 workers
world-wide.

“Nokia continues to seek savings
in operational expenses, looking at
all areas and activities across the
company,” the company said.

In January, Nokia said it aimed to
reduce operating expenses by about
€700 million, or roughly $900 mil-
lion, this year. As part of that plan,
the company last month announced
arange of measures, including volun-
tary resignation packages for some
staff and the closure of research-and-
development facilities in Finland.

Nokia representative Eija-Riitta
Huovinen said Tuesday that it will
take at least six weeks of negotia-
tions with staff representatives for
the company to determine how
many jobs will eventually be af-
fected, adding that it is too early to
tell how much of the €700 million
cost-cutting target has been

Associated Press

Nokia plans to eliminate as many as 1,700 jobs as part of a previously announced
cost-savings program . Above, an already-shuttered factory in Bochum, Germany.

achieved through the measures
taken so far.

Like many companies, Nokia has
been hit hard by the slowdown in the
global economy, reporting a 69%
drop to €576 million in fourth-quar-
ter net profit. Nokia said the eco-
nomic downturn has led to a rapid
decline in consumer demand for
electronic goods and its outlook for
2009 has deteriorated.

Research firm Gartner Inc. last
week said that global handset sales
fell in the fourth quarter compared
with ayear earlier and predicted de-
mand will continue to fall until
next year.

Gartner said about 315 million
mobile phones were sold in the

fourth quarter, down 5% from a year
earlier, as manufacturers continued
to struggle against weak consumer
confidence in both emerging and ma-
ture markets. In the quarter ended
Dec. 31, both emerging and devel-
oped markets saw growth of 2%
from the previous three months—
the lowest quarter-to-quarter
growth ever recorded for a fourth
quarter, Gartner added.

Nokia shares fell 3.1% Tuesday in
Helsinki.

The job cuts were already largely
reflected in Nokia’s share price after
the company previously said it
would trim costs because of slowing
demand, said Redeye analyst Greger
Johansson.

Premium air traffic falls 16.7%

By KAVERI
NITHTHYANANTHAN

Global premium air traffic
dropped 16.7% from a year earlier in
January, according to the Interna-
tional Air Transport Association.

Asiaposted a23.4% decline as an
expected boost from the Chinese
New Year failed to materialize. Traf-
fic across the Pacific region
dropped 24.7%, according to IATA,
which represents about 230 airlines
making up 93% of global scheduled
air traffic.

Premium traffic in Europe fell
22.2%. Across the North Atlantic re-
gion premium traffic declined
14.5%. With an 18.9% increase, Af-

rica was the only region to see pre-
mium passenger travel rise.

Premium traffic—usually a lucra-
tive source of profit for airlines—
had grown at the start of last year
at rates close to 5%. But it fell
sharply following the collapse of
Lehman Brothers, which marked
the start of a difficult environment
for the banking sector, a key source
for business travel.

IATA said Tuesday that the finan-
cial crisis “has now become a crisis
in manufacturing, which has caused
anunprecedented economic decline
in Asian export-led economies.”

The association added that
there was some evidence of passen-
gers trading down from premium

travel to economy seats, particu-
larly in Europe.

“With economic conditions still
deteriorating, despite bank bail-
outs and fiscal packages, the bot-
tom for the decline in premium
travel numbers isn’t yet in sight,”
IATA warned.

Premium fares excluding fuel
surcharges fell 16% in Europe and
11% across the North Atlantic re-
gion. That followed a 6% decline in
December.

The association estimated that
revenues from premium passengers
declined by at least 25% in January
from a year earlier and would cause
“significant damage to network air-
line yields and profitability.”

Panel to review anticlotting drug

BY JENNIFER CORBETT DOOREN
AND SHIRLEY S. WANG

An anticlotting drug from Bayer
AG and Johnson & Johnson appears
to be better than a currently avail-
able treatment at preventing clots
from forming but caused increased
bleeding among patients in clinical
studies, according to U.S. Food and
Drug Administration documents re-
leased Tuesday.

The drug, rivaroxaban, will be
reviewed by an FDA panel of out-
side experts on Thursday. The com-
mittee will vote on whether the
drug carries afavorable risk-bene-
fit profile, which amountsto arec-
ommendation about whether the

FDA should approve it. The agency
makes the final decision but typi-
cally follows panel recommenda-
tions.

The companies are seeking FDA
approval for the drug for short-term
use to prevent blood clots in pa-
tients undergoing hip or knee-re-
placement surgery. Blood clots,
which typically form in the leg, can
be fatal if they travel to the lungs.

Rivaroxaban was approved in
September 2008 in Europe and is
sold as Xarelto.

Data submitted to the FDA in-
cluded four main clinical studies
that looked at more than 12,000 pa-
tients and in most cases studied ri-
varoxaban in comparison with enox-

aparin, which is sold by Sanofi-
Aventis SA as Lovenox. Rivaroxaban
was found to be more efficacious
than enoxaparin at keeping blood
clots from forming.

But the agency called the safety
findings of rivaroxaban “mixed.” Its
main concernin clinical studies being
increased bleeding.

The rate of major bleeding, or
bleeding that requires medical inter-
vention, was low, for the rivaroxa-
ban group at 24 patients, but was al-
most twice that for patients being
given enoxaparin, which totaled 13
patients, the review said.

In a briefing document also
posted to FDA’s Web site, Johnson &
Johnson noted that all anticoagu-
lant drugs carry some bleeding risk.

Defense contractors aim
for cyber-security work

By AuGusT COLE
AND SIOBHAN GORMAN

WASHINGTON—The biggest U.S.
military contractors are counting
on winning billions of dollars in
work to protect the federal govern-
ment against electronic attacks.

U.S. agencies from the Pentagon
to the Department of Homeland Se-
curity have experienced major cy-
ber-break-ins in recent years, even
into classified systems. Cyberspies
also have siphoned off critical data
from Pentagon contractors, includ-
ing one breach that cost a major
aerospace contractor $15 million.

Intelligence officials estimate an-
nual U.S. losses from cyber breaches
to be in the billions of dollars, and
some worry that cyberattackers
could take control of a nuclear
power plant or subway line via the
Internet—or wipe out the data of a
major financial institution.

Anticipating the demand, de-
fense companies are bolstering
training, buying smaller firms and
hiring former top government offi-
cials. The move into the cyber-secu-
rity field could offer new revenue
streams for the contractors and help
offset declines from budget pres-
sures on the Defense Department’s
traditional weapons systems.

Last year the Bush administra-
tion launched a major cyber-secu-
rity initiative, and 2009 spending is
expected to reach $6 billion. Details
are classified, but depending on the
outcome of a 60-day White House re-
view due next month, people famil-
iar with the effort say spending
could range from $15 billion to
$30 billion in the next five years.

Major defense firms are eager to
get a slice of that pie. But some in
the government are worried these
firms don’t have the necessary ex-
pertise and that the ramp-up in
spending is arecipe for waste and in-
efficiency.

“My concern and the concern of
alot of people in the government is:
Are we going to dump money like we
did after 9/11, or are we going to get
something for the money we
spend?” said one senior intelligence
official. “You’re getting people who
are not necessarily viewed as ex-
perts [in cyber security] running di-
visions of these companies.”

Northrop Grumman Corp. Chair-
man and Chief Executive Ronald
Sugar made his case in an open let-
ter to President Barack Obama this

month, writing, “America’s defense
industry has heavily invested in the
tools, techniques and human talent
to address this problem.”

In August, aerospace giant Boe-
ing Co. hired Barbara Fast, a former
senior Army intelligence officer
who worked at the National Secu-
rity Agency, to focus on cyber is-
sues. Ms. Fast is consolidating the
groups that protect Boeing’s mas-
sive network into a new division.
She said that it’s clear the govern-
ment is serious about addressing cy-
ber security. “You see that in the
amount of dialogue and the initia-
tives and the congressional hear-
ings,” she said, “and you look at the
amount of money that is being spent
now.”

Lockheed Martin Corp., the Pen-
tagon’s biggest contractor, is con-
structing anew cyber-security facil-
ity at its main network hub in Gaith-
ersburg, Md. Lee Holcomb, a Lock-
heed vice president and former
chief technology officer for the
Homeland Security Department,
said it’s a “strategic investment” for
the company. Lockheed, which for
over a decade has been the govern-
ment’s largest information-technol-
ogy provider by sales, now has
about 1,000 employees focusing on
cyber issues.

Some intelligence officials worry
the government’s clunky contract-
ing system will end up awarding con-
tracts to familiar big companies
that lack the highly skilled techni-
cians who gravitate toward smaller
firms.

Defense executives say they are
providing the right people. “You
can’t put an IT person out there who
doesn’t understand the threat or sec-
ond- and third-order effects,” said
Bill Swanson, chairman and CEO of
Raytheon Co. He said his firm is hir-
ing the right people. Raytheon’s re-
cent acquisitions, such as Oakley
Networks in 2007 and SI Govern-
ment Solutions in 2008, bolster its
cyber capabilities.

Foreign firms are also trying to
edge into the marketplace. After
two big armored-vehicle maker ac-
quisitions in recent years, Europe’s
biggest defense contractor by reve-
nue, BAE Systems PLC, bought
1,500-person information security
firm Detica Group PLC for $1.06 bil-
lion in July. It also recently hired a
top Bush White House cyber-secu-
rity official, Marie O’Neill Sciar-
rone.

U.K. clears French rival to Botox

BY JEANNE WHALEN

A French challenger to the anti-
wrinkle treatment Botox has been
approved for sale in the UK. and is
aiming to reach other European
countries and possibly the U.S. later
this year.

The drug, called Azzalure, was
developed by French drug maker
Ipsen SA, which said late last week
it was approved for use in the U.K.
against the vertical lines that form
between eyebrows. The drug has
been sold for years under a differ-
ent name, Dysport, as a muscle re-
laxer for medical conditions involv-
ing spasms.

With global sales of $1.3 billion
last year, Botox has a near monopoly
on the market for cosmetic muscle
relaxers. Both Botox and Azzalure
are made from toxins produced by

the bacterium Clostridium botuli-
num. Botox is made by Allergan Inc.

In a phone interview, Ipsen
Chief Executive Jean-Luc Belin-
gard said he was confident Azza-
lure would take “a significant
share” of the market from Botox,
“because today they are con-
fronted with no competition and
we have a very, very good product.”
He declined to comment on pricing
or marketing strategy for Azzalure.
The product won’t be ready for sale
in the U.K. until the end of June.

Ipsen says Azzalure has been
recommended for approval by
health authorities in 15 European
countries and is now awaiting fi-
nal marketing approval in those
countries. Ipsen has hired Gal-
derma, a joint venture between
L’Oréal SA and Nestlé SA, to mar-
ket Azzalure in Europe.
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Ackman launches battle
to unseat Target directors

BY ANN ZIMMERMAN

Activist investor William Ackman
is launching a proxy battle to replace
five directors at Target Corp., the
struggling U.S. retailer known for its
trendy-but-affordable clothing and
home furnishings.

Mr. Ackman, whose hedge fund
Pershing Square Capital Manage-
ment owns 7.8% of Target stock, says
he will vie for one of the seats up for
election at the annual meeting May
28. He will also propose a slate of
other directors with experience in
real estate, retailing and credit cards.

“We want directors with relevant
expertise, who can draw from their
personal experience when the board
has a decision to make,” he said.

Target says Mr. Ackman went pub-
lic with his battle after he met with
the 13-member board’s nominating
committee, which decided not to rec-
ommend him and two other candi-
dates he suggested.

“We are disappointed that Persh-
ing Square has decided to pursue a
costly and disruptive proxy contest,
especially in light of our previous dia-
logue,” Target said Monday.

The New York hedge-fund man-
ager has had some success in previ-
ous board battles. In 2007 he tried to
replace the entire board of Ceridian
Corp., a payroll company. Pershing
Square agreed to a compromise that
gave it four seats on the board; Cerid-
ian was sold to buyout firm Thomas
H. Lee Partners and insurer Fidelity
National Financial Inc.

Two years ago, Mr. Ackman be-
gan amassing a stake in Target, but
the retailer proved to be a bad bet.
Target’s stock has lost more than
half of its value since then, as reces-
sion-weary consumers trade down
to even less expensive stores and
pull back spending on all but the
most basic necessities.

InFebruary, Target said its fourth-
quarter profits sank 41% after a weak
holiday season forced it to slash
prices to clear out merchandise and
its credit-card business lost money.

The Pershing Square fund that in-
vests directly in Target stock and op-
tions lost 90% of its value last year.
Last month, Mr. Ackman told inves-
torsinaletter that they could pull out
of the fund and be paid in cash. “Iapol-
ogize profusely for the fund’s results
to date,” he wrote.

Off-target

Since April 17, 2007, when
William Ackman began buying
Target shares, the retailer's
share price has fallen 50%.

0 e
2007 '08 '09

Source: WSJ Market Data Group

When Mr. Ackman first began in-
vesting in Target, his dealings with the
retailer were friendly. Prompted by his
suggestion, Target sold off a47% inter-
est in its credit-card business to J.P.
Morgan Chase & Co. for $3.6 billion.

Last fall, Mr. Ackman proposed
that Target spin off the land it owns
into a publicly traded real-estate in-
vestment trust. Many retailers lease
most of their outlets, but Target
owns 85% of the real estate for its
stores so it can control store designs.

The retailer ultimately rejected
Mr. Ackman’s plan.

Two weeks ago, Pershing Square
disclosed in a regulatory filing that it
cut its stake in Target to 7.8% from al-
most 10% but was negotiating to get
its nominees on Target’s board.

Mr. Ackman said he will try to
elect Michael Ashner, chief executive
of Winthrop Realty Trust; Jim
Donald, the former CEO of Starbucks
Corp.; governance expert Ronald Gil-
son; and Richard Vague, who co-
founded First U.S.A. Bank.

The company voiced its support
for the current slate of directors up
for re-election: Richard M. Ko-
vacevich, chairman of Wells Fargo &
Co.; Solomon Trujillo, chief executive
of Telstra Corp.; Mary N. Dillon, glo-
bal chief marketing officer for Mc-
Donald’s Corp., and George W.
Tamke, a partner at Clayton, Dubilier
& Rice Inc. A fifth seat was vacated
when Robert Ulrich, a former Target
chief executive, retired last year. The
company hasn’t named a candidate
to replace him on the board.

Alcoa cuts dividend by 82%

BY ROBERT GUY MATTHEWS

Looking for a cash cushion as the
aluminummarket weakens, AlcoalInc.
said it will cut its quarterly dividend
82%tothreecentsashareandoffer$1.1
billionin stock and convertible notes.

The company also is embarking on
anew round of cost-cutting to reduce
operational expenses by $2.4 billion.
Those measures are on top of earlier
cutsthisyear thatincluded15,0001ay-
offs, asset sales and plant closures.

Alcoasaidinregulatoryfiling Mon-
day that it expects to record anet loss
in the first quarter. Aluminum prices,
sales and demand world-wide have
beensliding sincelastyearasmanufac-
turing, automobile and construction
sectors dial back their use. Alcoa said
that there was nothing “specific” in
the past three months that warranted
thelatest efforts to conserve cash, but
thatit was girding itselfin the event of
aprolonged downturn.

“This will allow us to be in a much
better position moving forward when
the economy does turn,” said spokes-
man Kevin Lowery.

Lastweekinaninterview, Chief Ex-
ecutive Officer Klaus Kleinfeld said
that the company’s priority is to con-
serve cash. By cutting its 17-cent-a-
share dividend Alcoa expects to save
$400million.

Thelast time Alcoa cutits dividend
was in 1983. The company—which
joins a growing list of cash-strapped
companies cutting payouts in this re-
cession—haspaidquarterlydividends
for 60 years.

The company said it plansto offer
150 million shares of common stock,
with an option to offer 22.5 million
more, in hopes of raising $850 mil-
lion. An additional $250 million
could be raised, Alcoa said, offering
convertible notes due in 2014. Mor-
ganStanleyand Credit Suissearehan-
dling the transactions.

Rio Tinto names chairman

Miner warns outlook
for ore is flat, urging
deal with Chinalco

BY JEFFREY SPARSHOTT
AND ALEX WILSON

Rio Tinto named Jan du Plessis,
chairman of British American To-
bacco PLC, as its new chairman-des-
ignate a month after the mining gi-
ant’s previous choice left in a dis-
pute over a proposed US$19.5 billion
investment by a state-controlled
Chinese company.

Mr. du Plessis, 55 years old and a
Rio Tinto director since September,
saidthe Anglo-Australianminer’sim-
mediate focus would be completion
of the transaction with Aluminum
Corp.ofChina, knownasChinalco,as
it tries to navigate an uncertain glo-
baleconomy. Also Tuesday,Rio Tinto
warned that global commodity mar-
kets are unlikely to rebound much
this year and said the downturn will
continue to hit its profit—a projec-
tion that could help it win over skit-
tish regulators and investors on the
need for a Chinalco deal.

“Our immediate focus must be on
giving Rio Tinto the best possible
platformto create shareholder value
and to weather the tough and uncer-
tain global economic conditions,”
Mr. du Plessis said in a statement.
“Pursuing the completion of the
transaction with Chinalco will give
Rio Tinto this platform, from which
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we will be even better placed to pros-
per when we see economic recov-
ery,” he added.

Rio Tinto’s London-traded shares
fell 5.7% Tuesday to £1.98 (US$2.78).

Mr. du Plessis will succeed Paul
Skinner, 64, who had been expected
to step down this year.

Mr. du Plessis is Rio Tinto’s sec-
ondchoicetotakeoveraschairman.
The companyinJanuary named Jim
Leng, chairman of European steel-
maker Corus,as Mr. Skinner’s succes-
sor. But Mr. Leng resigned from Rio
Tinto’s board Feb. 9 following a rift
over the proposed Chinalco transac-
tion.Hehad favored arightsissuein-
stead ofthe Chinalcodeal,amovepre-
ferred by some investors because it
would allow them to maintain their

share of ownership in Rio Tinto.

In its annual report Tuesday, Rio
Tinto said economic activity is con-
tinuing to decline and forward indi-
cators suggest any recovery is un-
likely to begin until the second half
of the year. It predicted metals de-
mand from major customer China
would grow at a single-digit rate this
year compared with growth of more
than 20% in recent years, and won’t
be enough to offset a much bigger de-
cline in consumption in other mar-
kets. The miner warned that the
tough conditions will continue to hit
its bottom line.

Despite this gloomy assessment,
Mr. Skinner said the company still ex-
pects China’s long-term growth to
continue as a major driver of com-
modities demand and that, when glo-
bal economic activity does recover,
China could turn around quickly and
boost metals markets.

Rio Tinto has said it needs to pro-
ceed with the deal with Chinalco to
ease its US$38.7 billion debt burden.
The transaction would boost Chinal-
co’s stake in Rio Tinto to as much as
18%, and would also result in the com-
pany taking stakes of between 15%
and 50% in a number of Rio Tinto’s
key assets. In its annual report, Rio
Tinto warned that if it fails to com-
plete the Chinalco deal and cannot
make asset sales or raise funds from
other sources, it may be forced to re-
negotiate its debt facilities at more
onerous terms.

—Elisabeth Behrmann
and Rachel Pannett
contributed to this article.
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Workers in Dresden, Germany, replace the logo of AMD with that of the
company’s new venture, Globalfoundries.

Intel threatens fight
over AMD spinoff move

Chip giant claims
manufacturing deal
violates patent pact

By DoN CLARK

Intel Corp. said Advanced Micro
Devices Inc.’s deal to spin offits man-
ufacturing operations breaches a
patent-licensing pact between the
companies, and threatened to cut
off AMD’s rights to use the patents
in 60 days.

AMD recently spun off the opera-
tions—which include factories in
Dresden, Germany, that continue to
manufacture chips for AMD—to a
new company that is largely funded
by investors from Abu Dhabi.

AMD retains an ownership inter-
est in the venture, which is called
Globalfoundries.

The dispute hinges on whether
the venture can be considered an
AMD subsidiary, as defined by a
2001 agreement between the rivals
to share intellectual property.

Intel argues Globalfoundries
isn’t an AMD subsidiary, and there-
fore the venture doesn’t have rights
to use its patents to make chips.

Harry Wolin, AMD’s general
counsel, said the Globalfoundries
deal meets the requirements of a
subsidiary as laid out in the agree-
ment with Intel: The parent com-
pany must contribute at least 50%
of any spinoff’s assets, retain at
least 50% voting control and at least
30% interest in any profits or losses.

Intel’s “legal arguments are incred-
ibly weak, at best,” Mr. Wolin said.

Bruce Sewell, Intel’s general
counsel, argued that AMD violates
all three parts of the definition.

For example, while AMD counts
the assets it is contributing to the
venture, he said, it fails to consider
AMD debts that Globalfoundries is
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assuming that reduces AMD’s net
contribution to the venture.

Intel also contends that the deal
violates a confidential portion of
the agreement that Mr. Sewell said
prohibits AMD from setting up any
corporate structure that has the
goal of extending patent rights to a
third party.

“It’s clear to us that AMD has
gone down this path precisely in or-
der to get around the require-
ment,” Mr. Sewell said.

Mr. Sewell said Intel remains
open to negotiating a patent-li-
cense arrangement with Global-
foundries.

Without one, he said, Intel faces
the possibility that the new venture
could use its patents in making chips
for other companies besides AMD.

The dispute hinges
on whether the
venture can be
considered an AMD
subsidiary, as
defined by a 2001
agreement between
the rivals.

Intel has raised legal questions
about the spinoff plan since AMD
announced it in October.

Lawyers from the two compa-
nies met last week to discuss the is-
sues, Mr. Sewell said, and Intel fol-
lowed up with a letter to AMD that
accuses AMD of committing a mate-
rial breach of the license.

Under terms of the license agree-
ment, the companies are expected
to begin a mediation process.

But Intel said it is invoking its
right to terminate AMD’s license to
Intel patents in 60 days unless AMD
corrects the alleged breach of the
agreement. AMD, in turn, said In-
tel’s actions to terminate its rights
also entitle AMD to terminate In-
tel’s rights to AMD’s patents.

The dispute is the latest in a se-
ries of legal battles between the
companies, including a private anti-
trust suit that AMD filed against In-
tel in June 2005.

A spokesman for Globalfound-
ries characterized Intel’s latest ac-
tion as a “diversionary tactic” to
distract from global antitrust scru-
tiny that Intel faces.

—dJerry A. DiColo
contributed to this article.

Cytos Biotechnology AG

Vaccine candidate fails

in trials; job cuts planned

Swiss drug maker Cytos Biotech-
nology AG said Tuesday that its
blood-pressure vaccine candidate
failed in trials and that it needs to
make heavy job cuts to save cash. The
company said patients in a midstage
study failed to show a significant re-
duction in blood pressure, prompt-
ing the company to suspend all devel-
opment activities until more results
from another study are available in
the third quarter. To cope with the
setback, Cytos plans to cut as many
as 57 jobs out of its current 135 full-
time employees. About 30 of those
work in development and 20 in re-
search, said Managing Director Wolf-
gang Renner. The news sent shares in
Cytos down 33% to 15.15 Swiss francs
(US$12.79) in Zurich.

Lindt & Spriingli AG

Chocolate maker Chocoladefab-
riken Lindt & Spriingli AG reported
a 4.4% rise in 2008 net profit but
warned that earnings will drop this
year, hurt by store closings in the
U.S. The Switzerland-based maker
of gold-foil-wrapped Easter bun-
nies and Lindor chocolate balls
said that net profit rose to 261.5 mil-
lion Swiss francs ($220 million) in
2008 from 250.5 million francs in
2007. The company previously re-
ported that full-year sales fell
slightly to 2.94 billion francs from
2.95 billion francs, hurt by the
strong franc. Lindt said it plans to
downsize its chain of boutiques in
U.S. shopping malls to concentrate
on flagship stores. Food-industry
analyst James Amoroso said the
profit warning was worrying, but
added that the trend toward pre-
mium offerings for such affordable
items as chocolate is unlikely to re-
verse. Mr. Amoroso expects the
company to return to previous prof-
itability and growth levels once the
U.S. recession ends.

Air Berlin PLC

German discount airline Air Ber-
lin PLC and TUI Travel PLC, the Lon-
don-listed tourism division of TUI AG,
said Tuesday they were in advanced
talks over a strategic partnership, un-
der which Air Berlin would take over
the route portfolio of TUIfly’s city sec-
tor. The cooperation would give Air
Berlin access to markets in Italy, Stut-
tgart, and Cologne, where TUIfly has
astronger presence, said an Air Berlin
spokesman. If the deal is concluded,
TUI Travel would take a stake in Air
Berlin of as much as 20% by subscrib-
ing to new shares, while Air Berlin
would acquire the same stake in TUI-
fly via Hapag Lloyd Fluggesellschaft
mbH/Hapag Lloyd Express GmbH.
The Air Berlin spokesman declined
to comment on how the planned co-
operation would affect capacities
and jobs, but analysts said job cuts
probably can’t be avoided.

DnB NOR ASA

Norwegian financial-services
company DnB NOR ASA on Tues-
day revised down its full-year net
profit, citing lower income from an
associated company. DnB cut its
net profit for 2008 to 8.92 billion
kroner ($1.3 billion) from 9.23 bil-
lion kroner. The 3.4% decline re-
flects a reduction in operating in-
come related to lower profit from
Eksportfinans and an adjustment
of loans carried at fair value in the
accounts of DnB NOR Bank. Analyst
Jan Erik Gjerland at ABG Sundal
Collier said the profit revision was
a technicality, giving little indica-
tion of the company’s profitability.

Telefonica SA

Telefonica SA said it will cut rates
by 50% for mobile and fixed-line cus-
tomers in Spain who lose their jobs,
with a ceiling of €20 ($26) a month.
“The change in the economic cycle is
affecting our customers,” said the
head of the company’s Spanish opera-
tions, Guillermo Ansaldo, adding
that the discounts would apply
through December. The Madrid com-
pany said it would offer the same dis-
count to recently created small busi-
nesses and also will lay out a plan to
eliminate the monthly fee for fixed-
line customers. Mr. Ansaldo said tele-
communications-market volume in
Spain had fallen recently as custom-
ers scale back spending. Data pub-
lished last month by European Union
statistics agency Eurostat showed
Spain had an unemployment rate of
14.8% in January, compared with the
8.2% level for the wider euro zone.

Ryanair Holdings PLC

Pilots at Ryanair Holdings PLC
avoided a pay cut by agreeing to fly
more hours and have their wages fro-
zen for 12 months. The Irish budget
carrier had originally sought a 10%
pay cut at 31 pilot bases to help miti-
gate the current economic down-
turn and two consecutive quarters
of trading losses this winter. “These
are extraordinarily difficult times in
the airline industry,” Ryanair said.
“We are still lowering air fares,
which means we will suffer losses in
both our third and fourth quarters
of the current [fiscal] year.” The air-
line added that its management had
already accepted pay cuts. The
move would help ensure Ryanair
meets its target of a 5% reduction in
costs over the coming year that will
allowit to pass onlower fares to pas-
sengers, the airline said.

Thomas Cook Group PLC

Travel-services company
Thomas Cook Group PLC said Tues-
day it has appointed Karl-Gerhard
Eick as its chairman to succeed
Thomas Middelhoff. Mr. Eick, 54
years old, succeeded Mr. Middlehoff
on March 1 as chief executive and
chairman of Germany’s Arcandor
AG, Thomas Cook’s majority share-
holder. Mr. Eick was previously the fi-
nance chief of Deutsche Telekom AG.

Schaeffler Group

German engineering firm Schaef-
fler Group said Tuesday that Klaus
Rosenfeld will take over as chief fi-
nancial officer, effective Wednes-
day, succeeding Thomas Hetmann.
Mr. Rosenfeld comes from Dresdner
Bank AG, where he was CFO. Schaef-
fler said last month that Mr. Het-
mann would leave the company. The
company has been in financial dis-
tress after the buildup of a stake in
German peer Continental AG, along
with a slump in auto markets. Both
companies are loaded with com-
bined debt of €21 billion ($27 billion)
after Schaeffler’s takeover of Coenti-
nental and Continental’s prior acqui-
sition of Siemens AG’s former VDO
auto-electronics division. Schaeffler
has so far failed to find an investor
for the tie-up with Continental.

Exxon Mobil Corp.

Exxon Mobil Chemical Co. said it
plans to build a technology center in
Shanghai to support its business in
the region. The project will involve
an initial investment of $70 million
and the center will be opened in
2010, said the company, part of
Exxon Mobil Corp., the world’s big-
gest publicly traded oil company.
“Over the next 10 years, we expect
roughly 60% of the world’s petro-

chemical growth to occur in Asia,
and we are rapidly expanding our
manufacturing footprint through
major capacity additions in Fujian,
China, and Singapore,” Steve Pryor,
president of Exxon Mobil Chemical
Co., said in a statement. Exxon Mo-
bil has pledged to step up spending
on capital and exploration projects
by 11% in 2009.

Gazillion Entertainment

A videogame publisher called
Gazillion Entertainment, which
aims to specialize in mass-market
online games, reached an exclu-
sive 10-year agreement with Mar-
vel Entertainment Inc. to make
multiplayer online games using
Marvel’s characters. Privately held
Gazillion, which includes Allen &
Co. and Oak Investments among its
investors, announced the deal
Tuesday. The agreement lets Gazil-
lion make online multiplayer
games using Marvel characters
such as Spider-Man and the Incred-
ible Hulk. Gazillion and Marvel will
share revenue earned from the
games, but didn’t reveal details of
their financial arrangement.

New World Development Co.

Hong Kong conglomerate New
World Development Co. reported a
fiscal first-half net loss because of
impairment charges and a property
revaluation loss. The company said
it remains optimistic in the long
term about the Hong Kong market,
but expects rental rates for office
and retail space to come under pres-
sure due to the global financial cri-
sis. It said its net loss was 992.2 mil-
lion Hong Kong dollars (US$128 mil-
lion) for the six months ending Dec.
31, compared with a net profit of
HK$5.65 billion a year earlier. Reve-
nue fell 7.6% to HK$12.07 billion.

Mediaset SpA

Italian broadcaster Mediaset
SpA said 2008 net profit fell 9.4%
from a year ago to €459 million
($595.3 million), as the global adver-
tising slowdown hit its core Italian
and Spanish markets. The company
also forecast a decline in its 2009
net profit. Mediaset, owned by Ital-
ian Prime Minister Silvio Berlus-
coni, said it expects 2009 advertis-
ing spending, which still accounts
for about 80% of its revenue, to be
lower than 2008, due to the worsen-
ing global economic conditions. Its
advertising unit, Publitalia, showed
a 12% drop in sales in January, ac-
cording to available market data,
with a similar trend seen continuing
in February. Mediaset also said its
new pay-TV operations helped
boost 2008 revenue, which grew
4.2% to €4.25 billion.

American Apparel Inc.

American Apparel Inc. said its
fourth-quarter net income rose 30%
on improved margins and sales and
growth in its retail businesses. The
apparel maker and retailer has been
doing relatively well but has been un-
der pressure in recent months to pay
off its debt. Last week, it entered a
private financing agreement with
Lion Capital LLC for $80 million in ex-
change for an 18% stake in the com-
pany. For the fourth quarter, the Los
Angeles-based company posted net
income of $3.9 million, or five cents a
share, compared with $3 million, or
six cents a share, a year earlier. There
were 37% more shares outstanding
in the most recent period. Revenue
jumped 31% to $145.6 million.

—Compiled from staff
and wire service reports.
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French city cheers London Olympics

Calais hopes to profit as a pre-Games training center and gateway to England; Senegal’s canoe team signs up

By MAX COLCHESTER

CALAIS, France—When French-
man Dominique Dupilet heard four
years ago that Paris had lost its bid
for the 2012 Olympics to London, he
hoisted a British flag on the roof of
his office in this northern French city.

As president of France’s north-
ern department of Pas-de-Calais,
just across the English Channel
from the U.K., Mr. Dupilet realized
the London Olympics could mean
big bucks for his quiet French indus-
trial area.

“London 2012 is our economic-
stimulus plan,” says Mr. Dupilet.
“This is the beginning of our devel-
opment as a sporting home.”

Calais, the area’s biggest city, is
selling itself as the European gate-
way to London; indeed, it was ruled
by the English from the 14th through
the 16th centuries. Had Paris won
the Olympics, Calais would have
faced competition from a host of
French regions closer to the capital.
But it’s just one hour by undersea
train from London, so Mr. Dupilet
hopes to attract tourists and ath-
letes before and during the Games.

He’s created a special budget tore-
furbish stadiums, organize concerts
and plan museum exhibits. Last sum-
mer, he sent staff to the Beijing Olym-
pics to speak with competing teams
and pitch his vision: Calais, blessed
with the same kind of weather as Lon-
don, is a perfect place to acclimatize
before the competition. So far, the
Senegalese and Uzbek ca-
noeing teams have signed
up for a pre-Games training
camp in Calais.

“When you go to the U.S.
and say, ‘I am from the
Pas-de-Calais,” people have
no idea what you are talking
about,” says the 64-year-
old Mr. Dupilet. “This will
put us back on the map.”

Across the Channel, peo-
ple aren’t so sure. Since
2005, when London won
the right to hold the Games,
its estimated cost of hosting the
Olympics has nearly tripled to
$13.78 billion from $5.78 billion—an
expense largely shouldered by U.K.
taxpayers. London is hoping to re-
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The Pas-de-Calais area hopes to draw Olympians training for the 2012 London Games. Above, a stadium in the city of Liévin.

coup this money by attracting as
many tourists as possible. Other Eng-
lish cities, such as Manchester and
Birmingham, are also banking on
high visitor numbers before and dur-
ing the Games.

“London would rather
lose money to other parts
of the U.K. than see it go
overseas,” says Ken
Kelling, spokesman for
Visit London, a tourist or-
ganization in the capital.
“I doubt they [Calais] can
compete.”

“Who wants to go to Bir-
mingham?” retorts Mr.
Dupilet. “In Pas-de-Calais
the French lifestyle is bet-
ter. And as for the food over
there, well, forget it.”

Pas-de-Calaisis inneed of some re-
branding. The department was once a
prosperous mining region with
healthy lace-making and fishing in-
dustries. But the economy has floun-

dered over the past 30 years, as mines
closed and the lace industry was un-
dercut by cheaper competitors. As
Pas-de-Calais’ industry tanked, it be-
came stereotyped as a backwater vis-
ited predominantly by British day-
trippers looking to take advantage of
France’s lower taxes on alcohol.

Mr. Dupilet says he knew Pas-de-
Calais’ big break had come when, in
2005, he listened to radio reports of
crowds in London cheering their capi-
tal’s success in hosting the Olympics.
He assigned three members of his
staff full time to the project. In the
summer of 2008 his “Mission 2012”
team traveled to Beijing to meet with
various Olympic committees and
spread the word about Calais.

Their pitch was straightfor-
ward. In addition to being a good
place to warm up before the Games,
Calais is cheap. Hotels are 30% less
expensive than in London, making
the French city an attractive venue
for people from more budget-con-

scious Olympic countries.

To lure prospective athletes, the
Pas-de-Calais department is pump-
ing €20 million ($25 million) into
building and renovating 20 training
facilities, including a new bike-rac-
ing velodrome and a wrestling hall.
Mr. Dupilet says he plans to borrow
€20 million more if needed.

England’s old
enemies will prove
willing customers,
says hotels chief.

In addition to the canoeing
teams from Senegal and Uzbeki-
stan, the Algerian boxing and Egyp-
tian volleyball squads are inter-
ested in staying in or near Calais,
says Stéphane Bourgeois, head of

the Mission 2012 team.

Though the Games are still three
years away, local businesses are
hopeful. Bernard Beauvalot, presi-
dent of hotel association Logis du
Pas-de-Calais, says England’s old en-
emies will prove willing customers.
He envisages Irish and Scots head-
ing over in droves, “and why not the
Argentinians?”

In preparation for a flood of visi-
tors, the local tourist office is dis-
tributing pamphlets to hoteliers
with tips on welcoming tourists
from exotic countries. Included in
the warnings: Americans need wa-
ter coolers, and Britons don’t like
rare meat. Negotiations are under
way with Channel tunnel operator
Groupe Eurotunnel SA to set up a
shuttle train service between Lon-
don and Calais.

There are already plans for con-
certs and Impressionist exhibitions.
Calais’ red-brick cathedral, where
former French President Charles de
Gaulle was married, is being reno-
vated in time for 2012. A branch of
Paris’ Louvre Museum is also sched-
uled to open that year.

Residents are excited at the
prospect. Pas-de-Calais has been in-
vaded periodically by the English
and the Germans. Some of the ar-
ea’s cities were demolished in the
two World Wars. The Olympics are
“like a torch” uniting people and
giving them a sense of identity,
says Diana Hounslow, head of the
regional tourist board.

Sitting in a hotel bar in Calais,
Muriel Bercez, the 50-year-old man-
ager of a local language club, says
she feels “depressed” over the way
her hometown is perceived. “2012
will change this,” she says.

A spokesman for Locog, the com-
mittee organizing the London Olym-
pics, said last month that he hadn’t
heard of Pas-de-Calais’ Games-re-
lated plans. Mr. Dupilet says that
thus far he’s been careful not to ad-
vertise too much, lest Calais attract
unnecessary attention—and per-
haps more competition from across
the Channel.

Still, the Frenchman says his
goal isn’t to steal London’s thunder.
“I am an Anglophile,” smiles Mr.
Dupilet. “We just want to help out.”

Slovak fears a second downgrade

BY SEAN CARNEY

BRATISLAVA, Slovakia—Slo-
vak Finance Minister Jan Pociatek
said heis concerned that the reces-
sion in Europe will force his coun-
try to lower its economic growth
forecast for the second time in as
many months.

“Sentiment is still going down,
dragging economic growth with it,
and I'm worried that we’ll still have
to adjust our [gross domestic prod-
uct] outlook,” Mr. Pociatek said in
an interview.

Slovakia, which has an annual
economy of about €70 billion
($90.71 billion) and in January be-
came the 16th country to use the
euro, revised its outlook for 2009
GDP growth in February to 2.4%
from the previous estimate of
4.6%.

The country has seen a huge in-
crease inits automotive manufactur-

ing capacity in recent years, fueling
double-digit economic growth in the
quarters before the financial crisis.

But amid waning Western Euro-
pean demand for Slovak-made cars—
including brands Volkswagen AG,
Audi AG and PSA Peugeot-Citroén
SA—the country faces a stalling
economy and rising unemployment.

“We’re too dependent on the
auto sector. For us it’d be enough
[to stabilize employment levels] if
the auto sector came back to life,”
he said.

On Tuesday, Slovakia reported
its highest level of unemployment
in more than two years, as the job-
less rate in February hit 9.7%, from
9% in January.

Mr. Pociatek also ruled out in-
creasing Slovakia’s €332 million
stimulus package—75% of which
has already been spent—and in-
stead will defend its deficit ceiling
of 3% of GDP.

“We’re totally dependent on for-
eign demand, and if there’s no de-
mand for what we produce, there’s
no way for us to equalize for that
loss” via stimulus, Mr. Pociatek
said. The government is financing
its stimulus spendign by cutting
spending at ministries and govern-
ment offices.

The economic downturn has hit
Slovakia’s neighbors, which haven’t
yet adopted the euro, with more
force, weakening the Polish zloty
and Hungarian forint particularly.

As a result, now relatively well-
off Slovaks are increasingly going
across the border to buy more af-
fordably priced items.

“There’s been a decrease in
[value-added tax] collection that’s
definitely influenced by the weak
currencies abroad,” Mr. Pociatek
said. Lower tax revenues will hit the
budget and may force more spend-
ing cuts, he said.

Reuters

Finance Minister Jan Pociatek said Tuesday that Slovakia is too reliant on its auto
industry. The country posted 9.7% unemployment, its highest rate in two years.
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Military takes over Ma,dagascar

President steps down
as opposition’s fate
remains uncertain

BY SARAH CHILDRESS

JOHANNESBURG—Madagas-
car’s president resigned Tuesday
and ceded power to a military com-
mand, raising questions about the
country’s fate, such as whether
the opposition leader who led the
charge for a coup will have a role
in governing.

President Marc Ravalomanana
signed an order transferring power
to the military after soldiers over-
ran a ceremonial presidential pal-
ace in the capital of Antananarivo
the night before. At the time, the
building was unoccupied and Mr.
Ravalomanana was in another pal-
ace elsewhere in the city.

The military at the last minute
took on the role of kingmaker in the
conflict after remaining neutral for
the past two months, while Andry
Rajoelina, the opposition leader, re-
peatedly called on Mr. Ravalo-
manana to resign. Without the ar-
my’s backing, Mr. Ravalomanana,
who has held office since 2002, had
little choice but to step aside.

It isn’t clear in what manner or
for how long the military command—
whose structure remains uncertain—
might govern. The new regime’s big-
gest challenge may be legitimacy.
The African Union, which in the past
has been reluctant to criticize mem-
ber nations, has condemned Mr. Ra-
joelina’s move as a coup d’état.

Madagascar’s constitution recog-
nizes only elected governments. If
the president is unable to govern,
the president of the Senate is sup-
posed to take his place. The constitu-
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Opposition leader Andry Rajoelina parades through the narrow streets of Antananarivo, Madagascar’s capital, Tuesday, after
soldiers overran an unoccupied ceremonial presidential palace downtown. His role in governing the country isn’t yet clear.

tion alsorequires presidents to be at
least 40 years old. Mr. Rajoelina,
who has agitated since January for
Mr. Ravalomanana to step down so
that he could govern in his place, is
34. Thus far, he hasn’t commented
on Mr. Ravalomanana’s resignation.

In a radio address, Mr. Ravalo-
manana, 59, said he made his deci-
sion “after deep reflection,” accord-
ingto the Associated Press. “This de-
cision was very difficult and very
hard, but it had to be made,” he said.
“We need calm and peace to develop
our country.”

The United Nations had been try-

ing to mediate between the presi-
dent and the opposition, and didn’t
comment on Monday’s storming of
the palace. About 24 hours after the
event, Secretary-General Ban Ki-
moon issued a statement taking
“note” of the president’s resigna-
tion. Mr. Ban didn’t judge the ac-
tions of Mr. Rajoelina and his mili-
tary supporters and urged “all par-
ties concerned to act responsibly to
ensure stability and a smooth transi-
tion through democratic means.”
Ibrahim Dabbashi, ambassador
of Libya—which holds the African
Union chair and is president of the

Security Council this month—said
the Security Council had no plans to
meet on Madagascar. “If the AU asks
us to discuss the matter,” Mr. Dab-
bashi said, “certainly we would dis-
cuss it.”

UN Ambassador Jean-Maurice
Ripert of France, Madagascar’s
former colonial power, said, “We
have to see what happens. We are of
course looking to a constitutional
form of transition once the presi-
dent has departed. We hope there
will be no bloodshed.”

—Joe Lauria at the United Nations
contributed to this article.

Ponzi scheme victims in U.S. get tax relief

BY JOHN D. MCKINNON
AND JANE J. Kim

WASHINGTON—The U.S. Inter-
nal Revenue Service announced un-
precedented tax relief for victims of
Ponzi schemes, saying those af-
fected can deduct up to 95% of their
losses immediately.

The move, which corresponded
witha congressional hearing onthe is-
sue Tuesday, represents a significant
relaxation of longstanding limits on
tax relief for victims of investment
scams. It reflects the pressure offi-
cials are feeling to help individuals
who have been hurt in the current fi-
nancial crisis, particularly at a time
when public resentment is growing

over the billions of dollars the U.S. gov-
ernment is directing into troubled
banks and other big corporations.

The IRS action drew praise from
lawmakers, who have been pondering
legislation to help victims of swin-
dlers such as Bernard Madoff, who has
pleaded guilty to securities fraud and
other charges, after confessing to run-
ning a $65 billion Ponzi scheme. “It’s a
rare day when someone can be happy
with the IRS,” said Sen. Charles
Schumer (D., N.Y.) at the hearing held
by the Senate Finance Committee.

The IRS guidance is more favor-
able to victims than prior positions
the agency has taken, said Robert Wil-
lens, a New York tax adviser.

In broad terms, the IRS said Ponzi

scheme victims who aren’t suing tore-
cover their losses can deduct up to
95% of their qualified losses in the
year the fraud is discovered. Those
pursuing third-party recoveries can
deduct 75% of relevant investments.
The IRS said some victims could
also apply their losses to offset taxes
paid in the past five years, or forward
20years. Under priorrules, mostinves-
tors had to subtract 10% of their ad-
justed grossincome fromtheirloss de-
ductions, and could carry back losses
only three years, or forward 20 years.
In another change, the IRS said in-
vestors can include their principal, as
well as any so-called phantom income
they have received over the years, in
theirtheft-loss deductions. Previously,

theIRS allowed some Ponzi schemevic-
tims to deduct only their principal as a
theft loss, not phantom income.

The changes left open a number of
questions, including how to help peo-
ple who had invested in Ponzi
schemes through nontaxable ac-
counts such as Individual Retirement
Accounts. People who invested indi-
rectly through feeder funds poten-
tially face a more complex situationin
getting relief under the changes.

IRS Commissioner Douglas Shul-
man said any taxpayers who seek the
newrelief must file special forms iden-
tifying themselves as Ponzi victims.
That will make it easier for the IRS to
monitor claimsand “lookbehind these,
sowe don’t have alot of fraud,” he said.

Group forecasts tax bills under Obama proposal

BY JOHN D. MCKINNON

WASHINGTON—U.S. President
Barack Obama’s budget would raise
taxes on people making between
$500,000 and $1 million each year
by an average of almost $18,000, or
10%, and on people making $1 mil-
lion and up by an average of about
$134,000, or 14%, according to a de-
tailed analysis of his tax proposals.

The findings by the nonpartisan
Tax Policy Center, a Washington
think tank, could give ammunition
to congressional critics, including

some Democrats, who worry about
the potential economic and political
impacts of raising taxes while the
country is in recession. Mr. Obama’s
tax proposals must be passed by
Congress before taking effect.

White House officials have said
the proposed tax increases wouldn’t
go into effect until 2011, when the
economy is expected to be out of the
current recession.

At the same time, the analysis sug-
gests that the impact of the proposed
tax changes, even for many higher
earners, would be relatively mild.

The analysis, which was released
Monday, showed that by 2012, when
Mr. Obama’s plans would be fully in
place, the proposed tax changes
would have arelatively small impact
on Americans’ after-tax income as a
whole, decreasing it by 0.1%. But,
the analysis showed, his policies
would have sharply different effects
on different income groups.

People with annual income of
less than $10,000 would get an av-
erage $348 net tax benefit, and a
6.4% increase in their after-tax in-
come. That would constitute the

biggest percentage change in after-
tax income of any group. Those
making between $100,000 and
$200,000 a year would see an aver-
age tax cut of about $683, and a
0.6% increase in their after-tax in-
come—the smallest percentage
change of any income group.

The biggest tax increases would
fall on people making $500,000 to $1
million a year, who would see an aver-
age 3.4% reduction in after-tax in-
come, and on people making $1 mil-
lion and up, who would see an average
6.0% reduction in after-tax income.

Hurdle removed
for U.S. rules

on offshore energy

BY STEPHEN POWER

WASHINGTON—Backers of off-
shore wind and tidal farms could
getaboost from the resolution ofa
longstanding regulatory dispute
between two U.S. agencies.

Interior Secretary Ken Salazar
and Jon Wellinghoff, the acting
chairman of the Federal Energy
Regulatory Commission, an-
nounced Tuesday that Mr. Salaz-
ar’s agency will cede primary au-
thority for siting offshore wave en-
ergy projects to Mr. Wellinghoff’s
agency. The agreement clears the
way for Interior to establish rules—
now nearly three years overdue—
governing the development of al-
ternative energy projects.

For nearly four years, the Miner-
als Management Service—a
branch of Interior that manages
the nation’s offshore energy re-
sources—and the FERC have been
at odds over which agency has pri-
mary jurisdiction for projects in
the outer continental shelf that
seek to harness the power of waves
and tides to generate electricity,
leaving any rule making in limbo.
The FERC for years has claimed ju-
risdiction over wave, but not wind,
projects in federal waters.

The dispute has left companies
looking to develop offshore wind
power projects dangling, and exas-
perated lawmakers from coastal
states that want to use offshore
wind to generate electricity and
lower their states’ greenhouse-
gas emissions.

Last week, a group of lawmak-
ers from coastal states warned Mr.
Salazar in a letter that the absence
of rules governing alternative en-
ergy projects in federal waters
could lead to “claim jumping,” in
which speculators could effec-
tively block access to areas sought
by wind developers, by seeking
permits from the FERC for wave
projects.

“The situation is similar to spec-
ulators buying up internet domain
names in the early days of the in-
ternet—with no intent to actually
use them—and reselling the do-
main names for vastly inflated
prices,” the lawmakers said in
their letter.

Areport by the Interior Depart-
ment in 2006 said wind energy in
the nation’s outer continental
shelf has the potential to provide
900,000 megawatts of power,
close to the total currently in-
stalled U.S. electrical capacity. In-
terest in offshore wind power has
grown particularly intense in the
northeastern U.S.

The Obama administration is
pushing to demonstrate that it can
coordinate energy policy across
multiple agencies, as part of its
broader agenda to expand the de-
velopment of renewable energy
technology. The offshore power is-
sue is a warm-up for battles loom-
ing between federal and state regu-
lators over where to put transmis-
sion lines needed to convey wind
and solar power from remote ar-
eas of the country to coastal popu-
lation centers.

A spokesman for Mr. Salazar
said the secretary expects to be
able to issue final regulations gov-
erning offshore alternative energy
projects within a few months.





