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BNP Paribas agreed to new
terms with Belgium’s govern-
ment on a deal to buy Fortis
Bank in an effort to win over
shareholders. The deal ap-
pears to have been sweetened
both for BNP and for share-
holders in Fortis NV. Page 2

B Switzerland's government
gave a panel two weeks to
advise on whether the coun-
try should loosen its laws on
banking secrecy. Page 2

M The unemployment rate
rose to 81% in the US. last
montbh, its highest level since
1983, as the service sector
shed 375,000 jobs. Page 11

M The notion of returning to
the DJIA at 5000 or S&P 500
at 500 looks a little less far-
fetched as hopes fade for a
quick economic fix. Page 19

M The US. plans to use a G-20
summit to press for a global
boost in fiscal stimulus while
putting financial-regulation re-
form on a slower track. Page 3

M Chrysler’s recovery plan is
a daring gamble that relies
on other car makers for
many coming models. Page 5

M Dubai Holding named a

CEO as it consolidates amid
a downturn in the emirate’s
real-estate market. Page 24

B U.S. miner Asarco signed

a deal to sell most of its op-
erating assets to Vedanta Re-
sources for $1.7 billion. Page 24

M Bernard Madoff appeared
to be moving closer to a guilty
plea, waiving his right to have
a grand jury review the alle-
gations against him. Page 32

M The U.S. is betting on Syria
in its strategy to stabilize the
Mideast, but President Assad
is expected to demand a

heavy price in return. Page 11

HThe U.S. said 12,000 Amer-
ican soldiers and 4,000 British
troops will leave Iraq by Sep-
tember, hours after a bombing
in Baghdad killed 32 people.

M Rusal won a two-month
reprieve from foreign credi-
tors, but the firm and its main
shareholder face tough talks
on restructuring debt. Page 21

M UniCredit told employees
at its investment-banking di-
vision that they won't receive
bonuses for 2008. Page 22

M Roche increased its offer
for Genentech by 7.5% to
$93 a share. Page 9

M Prime Minister Tsvangirai
left Zimbabwe after he was
injured and his wife was killed
in a car accident. Page 12
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Islam’s challenge
Muslims need a new Qu-
ranic scholarship that re-
jects radicalism. Page 14
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Lloyds grapples with HBOS mess

Bad loans, government control, angry shareholders batter a bank that had sidestepped the worst

BY SARA SCHAEFER MUNOZ
AND CARRICK
MOLLENKAMP

A year after touting that
Lloyds TSB Group PLC had
sidestepped the financial cri-
sis, Chief Executive Eric
Daniels faces a harsh new re-
ality: billions of pounds of
bad loans from a rushed ac-
quisition, majority owner-
ship by the U.K. government
and a growing pack of angry
shareholders.

Lloyds on Friday agreed to
let the government stake in

the bank rise above 50% as
partofthetermsofanasset-in-
surance plan that will provide
government insurance for
about £250 billion, or about
$350 billion, in troubled as-
sets. Most of the insured as-
sets—about 83%—were taken
over by Lloyds in its acquisi-
tion of mortgage lender HBOS
PLClast fall.

Friday’s deal leaves the
U.K. with two top banks—
Lloyds Banking Group PLC, as
the company is now known,
and Royal Bank of Scotland
Group PLC—that have been

virtually nationalized as part
ofthe country’s bank bailouts.
It also demonstrates how
hasty, government-sanc-
tionedrescueshavethepoten-
tialtobackfireinthefast-mov-
ing financial crisis.

Last fall, Lloyds acquisi-
tionof HBOS waswidelyhailed
as the rescue of an important
lender from collapse amid an
uncertain economic back-
drop. So far, it has been more
likeasinkholethatkeepsopen-
ing wider—though Mr.
Daniels recently said Lloyds
“hasitsarmsaround”theprob-

lem loans and that the bank
has created special loan
“SWATteams”todealwiththe
souring debt.

The billions of pounds in
problem HBOS loans that
Lloyds inherited are the key
reason why the government’s
stake in Lloyds—already 43%
afterapreviousbailout effort—
will possibly now surpass 50%
and could rise as high as 77%.

Mr. Daniels argued hard in
recent days to avoid that
fate. Now, he finds himself un-
der attack for it.

“Lloyds shareholders are

verydismayedthatthegovern-
ment is effectively taking con-
trol of this company,” said
Roger Lawson, a spokesman
forthe U.K.Shareholders Asso-
ciation, whichrepresents sev-
eralthousandindividual share-
holders.“Thedirectorsshould
step down. The merger has
been a complete disaster.”

Mr. Daniels said in a state-
ment on Saturday that the
agreement “will ensure that
the group can weather the se-
verestofeconomicdownturns
and emerge strongly when the

Please turn to page 31

Shootings in Northern Ireland raise new concerns
-

No lifeline guarantee
for Russian tycoons

BY GREGORY L. WHITE

MOSCOW—A top Kremlin
official warned that Russia’s
debt-burdened tycoons might
have to part with their assets
amid the deepening global cri-
sis—and says the government
no longer has the resources to
bail them out.

In an exclusive interview,
Arkady Dvorkovich, Presi-
dent Dmitry Medvedev’s top
economic aide, betrays none
of the bravado that until re-
cently colored Kremlin pro-
nouncements on the crisis.

Sitting in an office that
once belonged to Communist
Party General Secretary Le-
onid Brezhnev, the 36-year-
old economist says the shock
hasn’t fully set in for Russian
businessmen and officials

who had grown used to the fat
years when oil prices were
high and money flooded into
the country.

“Many still think that in
half a year or more we’ll re-
turn to the easy existence
when you could throw money
around,” he says. “We’ll never
return to that situation.”

“No one in the world has
any particular optimism,” he
says, looking tired after an
overnight flight from meet-
ings in London with officials
planning next month’s Group
of 20 global crisis summit.

Stopping short of admit-
ting a mistake, he says the
Kremlin’s bailouts of some of
the richest and best-con-
nected oligarchs late last year
were “individual cases” that

Please turn to page 31

Before the deluge

A warmer world is coming.
The Dutch want to be ready
Journal Report, page 28
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New agreement on Fortis

Belgium, BNP try
for 3rd time to win
approval for the sale

BRUSSELS—BNP Paribas SA
agreed to new terms with Belgium’s
government on a deal to buy belea-
guered Fortis Bank NV, in an effort
to persuade shareholders to sign off
on a sale they have blocked twice.

By John W. Miller in Brussels
and David Gauthier-Villars
in Paris

As in previous offers, the French
bank would buy 75% of Fortis Bank’s
operations in Belgium and Luxem-
bourg in exchange for an 11.4% stake
in BNP Paribas.

It is hard to pin down the exact
value of the latest cash and stock
deal, reached in the early hours of
Saturday morning, because the
share portion of the deal was set in
October, when BNP Paribas shares
were at €68 each ($86). The stock
closed Friday at €21.74.

Using the €68 price, BNP Paribas
said the overall deal is valued at
€10.4 billion ($13.1 billion), about
€825 million more than an offer re-
jected in February. Belgium’s govern-
ment values the latest deal at about
€3 billion, based on BNP Paribas’s
current share price. Fortis NV val-
ued Saturday’s deal at €11.4 billion.

Under the latest deal, BNP
Paribas would also buy 25% of For-
tis’s insurance assets, up from the
10% of earlier offers, paying €1.38 bil-
lion. That accounts for most of the in-
crease in the overall deal’s value.

The deal appears to have been
sweetened both for BNP Paribas and
for shareholders in Fortis NV, the
holding company that just a year
ago owned a banking and insurance
empire centered in Belgium, the
Netherlands and Luxembourg.

Fortis NV was broken up by the
Dutch and Belgian governments last
fall, when it became the subject of
one of the earliest government bail-
outs in the global financial crisis.
The Belgian state bought Fortis
Bank for €9.4 billion and agreed to
sell it to BNP Paribas.

Shareholders in Fortis NV sued for

the right to vote on the sale. In Decem-
ber, they won a court battle that
brought down Belgium Prime Minister
Yves Leterme, who was accused of try-
ing to influence the judge in the case.

The Belgian government
amended the deal’s terms, but in a
court-ordered Feb. 11 vote, share-
holders voted the BNP sale down.

As part of Saturday’s proposal,
which still has to be approved by For-
tis NV shareholders, BNP Paribas
would pay a smaller amount—€200
million—into a shell company set up
to harbor Fortis’s risky assets and
bad loans. The Belgian state would
pay €740 million, while Fortis NV
would contribute €760 million.

The Belgian government would
provide BNP Paribas with a guaran-
tee of €1.5 billion on losses of more
than €3.5 billion on loans currently
held by Fortis Bank.

In addition, BNP Paribas has nego-
tiated an option allowing it to call on
the Belgian government for help in
case it needs to boost Fortis’s credit-
worthiness. Over the next three
years, the Belgian government has
committed to subscribe to a tentative
rights issue of as much as €2 billion.

On the table

Key points of a new proposed deal
among Fortis, BNP Paribas and the
Belgian state:

M BNP Paribas acquires 75% of Fortis
Bank for shares in BNP Paribas. The
Belgian state keeps the rest.

W BNP Paribas buys 25% of Fortis
Insurance Belgium for €1.4 billion

M The three parties set up a shell
company to harbor bad assets with total
equity of €1.7 billion

M BNP Paribas gets a €1.5 billion
guarantee from Belgian state on losses
over €3.5 billion

M Fortis shareholders get net equity of
€7 billion, or €3.04 per share

Fortis share price on the
Brussels Stock exchange

6 Friday’s
................................. e
b 96 European
) cents
O‘ L I I
2008 09

Sources: Fortis (plan details); Thomson Reuters Datastream (share price)

“This solution guarantees the
bank’s safety and future,” BNP
Paribas Chief Executive Baudouin
Prot told reporters on Saturday.

Fortis NV says the new deal
would value its shares at about €3
each—they were at €1.04 at Friday’s
close. “We can show this is a better
deal for shareholders than the one in
February,” Fortis Chairman Jozef De
Mey told reporters. Shareholders
will meet again around April 8 in
Brussels, Mr. De Mey said. The vote
looks likely to be close.

“We don’t see anything worth
saying yes to,” said Mischael
Modrikamen, a lawyer for 2,300 re-
tail shareholders. Mr. Modrikamen
has demanded a deal that values For-
tis shares at about €7.

As it was last month, the deter-
mining vote may be Ping An Insur-
ance Co., the biggest shareholder in
Fortis NV, with 5% of the company.
“We are studying the deal and
should issue a statement by mid-
week,” a lawyer for the Chinese in-
surer said on Sunday.

Switzerland considers loosening banking-secrecy laws

By DAVID CRAWFORD

Switzerland’s government on Fri-
day gave a panel two weeks to ad-
vise on whether the country should
loosen its banking laws to allow the
release of information on tax evad-
ers to foreign governments.

Switzerland’s banking system,
which is known for its secrecy, has
come under intense pressure from
U.S. tax authorities, which are pursu-
ing a civil suit against UBS AG in a Mi-
ami court to provide data on 52,000
American depositors.

The U.S. believes these people are
hiding about $14.8 billion worth of as-
sets in secret Swiss bank accounts.
UBS, a Zurich-based bank with glo-
bal reach, last month disclosed the
identity of about 250 of its U.S. cli-
ents to avert criminal charges.

The Swiss government is trying

to make a recommendation on its
banking laws ahead of an April 2
summit of the Group of 20 nations,
which is expected to discuss a uni-
fied strategy to force tax havens to
bring their banking secrecy laws in
line with international standards.

On Sunday, French president
Nicolas Sarkozy said the G-20 could
put Switzerland on a planned black-
list of tax-haven nations.

Swiss President and Finance Min-
ister Hans-Rudolf Merz acknowl-
edged at a press conference in Bern
that his country was acting to create
the panel in response “to interna-
tional pressure.”

Swiss officials say their govern-
ment has not been invited to the
summit, which will broadly discuss
how to reform the international fi-
nancial system, despiteitsrole as an
international financial center and

regulator of some of the world’s big-
gest banks. The G-20 represents a se-
lection of industrialized and devel-
oping countries from all continents,
plus the European Union. Switzer-
land is not a member.

Mr. Merz said his country had
three choices: to keep its bank se-
crecy laws as they are; to abolish
them; or to adapt them as the situa-
tion requires. The cabinet chose the
third option, he said.

Mr. Merz said Switzerland
takes very seriously the threat of
possibleblacklisting by the G-20 or
by the Organization of Economic
Cooperation and Development, an
intergovernmental organization
based in Paris that already main-
tains suchalist. Mr. Merz said sanc-
tions would hurt Switzerland, but
not the sanctioning nations.

In a statement, UBS said it is de-

INDEX TO BUSINESSES

fending its position in court, contest-
ing the lawsuit demanding release of

additional bank data.
The panel is likely to look at
whether Switzerland’s banks

should change their rules on client
confidentiality. Swiss law defines
tax evasion as a civil, rather than a
criminal offense. That protects de-
positors from scrutiny, because the
country’s banking rules say that
bankdatacanbe providedtoforeign
governments only in criminal cases.

Swiss prosecutors can, by con-
trast, provide international legal assis-
tanceintaxfraud cases, because fraud
is listed in the nation’s criminal code.

It’s this distinction between tax
evasion and tax fraud that the expert
commission set up Friday is tasked to
review. Any decisions prompted by
the panel, whose deliverations will be
confidential, would be taken made by
the Swiss cabinet.

Swiss banks manage about 670 bil-
lion Swiss francs ($578 billion) on be-

half of foreign private investors, ac-
cording to Swiss National Bank data.
That’s just under 18% of the 3.8 tril-
lion francs in assets managed by
Swiss banks in total. Swiss banks
hold about 1.4 trillion francs in assets
from foreign institutional investors
and about 133 billion francs from for-
eign corporations.

One important issue is whether
the laws are changed to permit the
automatic transfer of data to for-
eign governments, analysts say.

CORRECTIONS &
AMPLIFICATIONS

Two submarines carrying nu-
clear weaponry of Great Britain and
France collided last month. The
Numbers Guy column on March 5 in-
correctly referred to a crash be-
tween submarines from England
and France.
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U.S. and Europe in conflict over stimulus

Germany and France
favor toughening
financial regulations

By Bos DaAvis

WASHINGTON—The U.S. plans to
use the leaders’ summit of the Group
of 20 nations next month to press for
a global boost in emergency govern-
ment spending, a move that would
put a much-touted revamp of finan-
cial regulations on a slower track,
risking a rift with European nations.

The shift in priorities urged by
the U.S. is at odds with those of
France and Germany and other Euro-
pean nations, which want the G-20
summit in London on April 2 to focus
on rewriting rules governing finan-
cial markets. They believe lax regula-
tion was a major cause of the finan-
cial crisis and want to tighten their
grip on hedge funds and private-eq-
uity firms. The IMF last week urged
that the largest of such firms be regu-
lated on par with banks.

All sides are looking to avoid a
breakdown at the summit that
would roil markets. The differences
could be hashed out at a meeting of
G-20 finance ministers next week-
end in London and via a steady
stream of global leaders and finance
ministers visiting President Barack
Obama. Mr Obama is looking to
make amarkin his first foray intoin-
ternational economic diplomacy.

U.S. officials, who could receive
support from other countries, such as
China, with big stimulus programs,
contend that additional government
spending is needed to reduce the
depth and length of the downturn. In
addition, administration officials ar-
gue, the G-20 isn’t ready to put new
regulations in place, so focusing on
that area is counter-productive.

Inthe U.S, the Obama administra-
tion hasn’t completed its regulatory-
revision plan and ultimately needs
agreement by Congress, which
could take many months. Others in
the G-20, which includes Western
European nations and big develop-
ing nations such as India, China, Bra-
zil, South Africa, also need months
to put new rules in place.

Germany, the world’s fourth-big-
gest economy, is especially reluctant
to expand fiscal stimulus. The country
has tried hard to balance its books in
recent years, and Chancellor Angela
Merkel was unwilling to wreck her
government’s freshly repaired budget
balance last year even when the glo-
bal financial crisis struck Germany.

In January, Germany caved in to
increasingly dire economic prog-
noses and approved a €50 billion
($63.19 billion) stimulus. But Ms.
Merkel remains skeptical about us-
ing heavy borrowing to solve a glo-
bal crisis that she says was caused
by excessive borrowing.

Instead, the German leader says
tougher financial rules are needed to
rein in irresponsible behavior by pri-
vate-sector players and governments.

Germany is also keen to limit gov-
ernment borrowing in the EU be-
cause of growing concerns that
countries with weaker finances
than Germany’s are already running
up unsustainable debts. German pol-
icy makers fear that German taxpay-
ers could be forced to bail out insol-
vent governments in Europe, espe-
cially fellow members of Europe’s
single currency, the euro.

“The chancellor believes it’s very
important that in London on April 2,
the question of future regulation

Heavy spending

The IMF is working on regulatory proposals to head off new financial crises while governments boost spending to

fight the current downturn.
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and financial-market supervision
should play a very prominent role,”
said Thomas Steg, spokesperson for
Ms. Merkel. He said Germany’s fis-
cal-stimulus package is “consider-
able” and that “an expansion of Ger-
many’s current fiscal stimulus pack-
age is not in the plans.”

A split among G-20 nations could
further batter markets. U.S. officials
say they are committed to finding a
workable solution but worry that a
regulation-first approach would back-
fire. “There’s a big danger of imple-
menting regulatory changes while
you haven’t solved previous prob-
lems,” said Raghuram Rajan, a
former IMF chief economist whose
views are influential in developing

mated, with world trade contract-
ing at its sharpest rate since the
Great Depression.

Facing reduced growth, trade, re-
mittances and foreign investment,
developing nations may have a fi-
nancing shortfall of between $270
billion and $700 billion, the World
Bank estimated, depending on the
severity of the downturn.

For months, the IMF has been
urging nations to increase fiscal
stimulus by at least 2% of gross do-
mestic product to boost economic
growth. Of the G-20 nations, only
the U.S., Spain, Saudi Arabia, China
and Australia are expected to reach
that goal in 2009.

Central bank

Liquidity provision/
other support by central bank

40%

20 30
Source: International Monetary Fund

Most European nations had sub-
stantially smaller stimulus pack-
ages. That’s partly because they fear
renewed inflation more than the
U.S., but also because European na-
tions often have richer unemploy-
ment and health benefits than the
U.S. Those “automatic stabilizers,”
which kick into gear during a reces-
sion, aren’t counted in fiscal-stimu-
lus statistics.

The U.S. and Europe agree that
the G-20 should focus on another im-
mediate priority: fighting protec-
tionism. But neither side has come
up with effective mechanisms. Al-
though the G-20 nations in Novem-
ber pledged to avoid protectionist

measures, Russia and India, among
others, quickly raised tariffs.

U.S. and European officials are
likely to ask the World Trade Organi-
zation to more closely monitor G-20
behavior and publish the results,
said people involved in the G-20 ne-
gotiations, in the hope that public-
ity will act as a deterrent.

But such “name and shame” ef-
forts are notoriously weak because
international institutions are loath
to embarrass their members and
also because the WTO doesn’t have
the staff to rigorously monitor glo-
bal behavior. The U.S. would like to
enlist the World Bank and Organiza-
tion for Economic Cooperation and
Development to work with the WTO
to monitor any increase in protec-
tion, but there may be insufficient
time to overcome turfbattles before
the G-20 summit.

Even if the U.S. gets its way, the
G-20 won’t ignore financial regula-
tion, which was a priority of the No-
vember G-20 summit. The G-20 has
approved the concept of regulating
the world’s largest financial institu-
tions through international “col-
leges” of regulators—meaning regu-
lators from a bank’s home country
would exchange information with
regulators from other countries
where the bank operates. The goal is
to make sure that risky activity in
one part of the world doesn’t escape
notice elsewhere. Such supervisory
structures are being set up now.

—Marcus Walker
and Joellen Perry
contributed to this article.

nations. “That could roil markets
and investors further.”

The tension between the U.S. and
European views was on display in a
muted fashion at a news conference
last week in Washington with Presi-
dent Barack Obama and British
Prime Minister Gordon Brown, who
is hosting the coming summit.

While Mr. Brown stressed the need
for the G-20 to “set principles for the
banking system for the future,” Mr.
Obama focused on assuring that G-20
countries in “a coordinated fashion
are stimulating their economies.”

U.S. officials believe they are
making progress in persuading Euro-
peans to make stimulus measures
the top priority. They point to the
communiqué of the Group of Seven
leading nations’ finance ministers
in Rome last month, which focused
on coordinating fiscal measures. On
March 13, the G-20 finance minis-
ters are scheduled to meet in Lon-
don and the U.S. wants the communi-
qué to have a similar cast.

The first G-20 leaders’ summit on
the economic crisis, in November in
Washington, had few concrete results
in large part because the U.S. had a
lame-duck president who couldn’t
make commitments for his successor.

Over the past month, the Obama
international economic team in the
White House and Treasury Depart-
ment has been working to figure out
how to reassert U.S. economic lead-
ership.

While much of the rest of the
world blames the U.S. subprime-
mortgage imbroglio and lax regula-
tion for igniting the global reces-
sion, the U.S. has also spent more
heavily than others to try to dig out
of it financial mess. The Obama
team is essentially focusing on the
U.S. strengths.

The World Bank Sunday gave the
latest data on the depth of the global
recession. Global GDP will decline
this year for the first time since
World War II, the World Bank esti-
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P&G flirts with luxury-makeup market

Offering $30 lipsticks in sleek cases, partnership with Dolce & Gabbana stands in contrast to ‘trading down’ trend

BY RACHEL DODES
AND ELLEN BYRON

Models at the Dolce & Gabbana
fashion show last week drew stares
with their see-through dresses,
leather-ruffled stockings and wedge-
heeled shoes. Another risky look on
the runway was “Dahlia,” a deep
crimson lip color the Milanese
brand has been developing for two
years with Procter & Gamble Co.

The fashion house that par-
layed provocative clothes and ad-
vertising into a $2 billion-plus lux-
ury business now wants to seduce
American women with makeup. De-
signers Domenico Dolce and Ste-
fano Gabbana next month will
launch a line of luxury cosmetics
at Saks Fifth Avenue. It includes
$59 foundation, $30 lipstick and
$44 rouge in gold-toned packag-
ing.

Dolce & Gabbana The Makeup
marks P&G’s first foray into up-
scale cosmetics, a huge jump from
its drugstore CoverGirl and Max
Factor brands. The move is an ex-
tension of a partnership forged
three years ago to produce fra-
grances. But it comes at a time
when luxury stores are suffering
some of the biggest sales declines
in all of retailing.

In a recent interview in his Mi-
lan studio that was closely super-
vised by former Dolce & Gabbana
chief executive Gabriella Forte,
who is now a consultant, Mr. Gab-
bana cast the foray into cosmetics
as democratizing its brand. “It is
for the rich and not rich,” young
and old, said the buff 46-year-old
designer.

Cosmetics are a way for the
fashion house, which now has 15
boutiques in the U.S., to reach a
broad audience. Makeup isn’t sub-
ject to seasonal obsolescence the
way apparel is. Beauty counters
also give the designer label prime
real estate on the first floor of de-
partment stores to connect with
browsing consumers.

Historically, women have gravi-
tated toward lipsticks and other in-

P+

|
'ﬁ.‘l
00

i

-
|

Associated Press

Domenico Dolce, left, and Stefano Gabbana, right, with actress Scarlett Johansson, during a launch of the designers’ makeup
line at La Rinascente department store in Milan.

expensive pick-me-ups during re-
cessions. This recession poses
new challenges. Drug stores and
discount retailers have expanded
their beauty sections, hoping to
sway shoppers with their lower-
cost selection.

P&G sees its push into high-end
department stores as a crucial
step that will help it showcase its
Dolce & Gabbana fragrances, such
as the $70 The One perfume for
women and the $55 Light Blue
Pour Homme cologne for men.
Those scents are now sold in
crowded perfume aisles. But at
Saks, they’ll be featured in Dolce &
Gabbana “temples” with gold fix-
tures and black chandeliers, and
be sold by saleswomen wearing
the label’s tailored clothing.

The upscale move coincides
with P&G’s efforts to lure shop-
pers away from luxury beauty
counters with its mass-market

brands. The company’s Olay skin-
care line has been launching
$40-plus products that seem high
end for drugstores while advertis-
ing how the brand outperforms
pricier department-store creams.
P&G Chief Executive A.G. Lafley
lately has been celebrating the
drugstore trend. “There’s trade
down and out of department
stores and specialty stores,” he
said on a conference call with in-
vestors in January. “There’s
trade-in to our [mass] channel, and
that’s good.”

Even as U.S. sales of prestige
beauty products fall—they de-
clined 3% to $8.38 billion last year,
according to market-researcher
NPD Group— P&G believes the
Dolce & Gabbana name will help it
grab market share away from
other luxury brands. P&G officials
contend that its Dolce & Gabbana’s
fragrances gained market share

last year as U.S. fragrance sales
overall fell 6% to $2.68 billion, ac-
cording to NPD. P&G says Dolce &
Gabbana fragrance sales have tri-
pled in the last three years. In
2008, the brand became one of the
top-three highest selling fra-
grances in the U.S., up from the
year before, when it didn’t make
the top 10, a spokeswoman says.

Culturally, P&G and Dolce &
Gabbana have little in common be-
side the ampersand. When Mr. Gab-
bana insisted that the cosmetics
be packaged in metal compacts,
rather than cheaper plastics, the
Cincinnati consumer giant ini-
tially frowned on the move. “I
wasn’t exactly jumping on the ta-
ble,” said Markus Strobel, vice
president of P&G’s prestige divi-
sion, which produces the cosmet-
icsunder license from Dolce & Gab-
bana.

He has become a convert. Mr.

Strobel, dressed during arecent in-
terview in Dolce & Gabbana jeans,
jacket and gold-soled sneakers,
said P&G’s testing showed that
consumers “loved the experi-
ence.” Mr. Strobel personally
tested the cosmetics, painting
each of his fingernails a different
color and trying the foundation
and eye shadow.

Lipstick is the collection’s par-
ticular focus for Messrs. Dolce and
Gabbana. Though makeup typi-
cally doesn’t contain a fragrance,
the duo wanted a scent to help set
the brand apart. With the help of
P&G market research, they went
with a light rose scent.

Messrs. Dolce and Gabbana pro-
fess a passion for red lips, but they
added orange hues after celebrity
makeup artist Pat McGrath, who
also serves as creative director for
P&G’s beauty brands, insisted on a
palette to suit different tastes and
skin types. Mr. Gabbana said he
would tolerate only the color of or-
anges from Sicily.

The acoustics of the lipstick
tube was also scrutinized. “It
clicks, like an antique box,” said
Mr. Gabbana. “It’s very for you,
very private.” P&G’s Mr. Strobel lik-
ens the click to shutting the door
of a Ferrari sports car. Getting the
right packaging sounds for prod-
ucts ranging from screw-top lip
glosses to compact-encased eye
shadows was like “creating a per-
fect symphony,” he said.

As for marketing, most beauty
ads feature facial close-ups, but
Mr. Gabbana wanted his photogra-
pher “to shoot all the body” of
Scarlett Johansson. Messrs. Dolce
and Gabbana deemed the curvy ac-
tress tobe like amodern-day Mari-
lyn Monroe, one of their current ar-
tistic inspirations.

On a recent trip to La Rina-
scente, the Italian department
store that started carrying the cos-
metics line two weeks ago, Mr.
Dolce surreptitiously watched
shoppers browse his counter. He
was shocked to see “boys buying
the lipstick for their girlfriends.
We never thought of this,” he said.

WPP forecasts stable year, boosting its shares

By ErRicA HERRERO-MARTINEZ

LONDON—WPP Group PLC re-
ported a 5.8% fall in full-year net
profit Friday, but gave a better-than-
expected outlook for 2009 despite
the pressure on advertising from
the global economic slump, sending
its shares higher.

U.K.-based WPP, which is run-
ning neck-and-neck with U.S. rival
Omnicom Group Inc. for the title of
the world’s largest owner of owns
advertising and marketing agencies
by revenue, gave more-conservative
operating-margin targets for the
year ahead, but its forecast still beat
market expectations.

Net profit for 2008 fell to £439.1
million ($622.2 million) from
£465.9 million in 2007, largely be-
cause of a total impairment charge
of £195 million.

Revenue was up 21% at £7.48 bil-
lion, beating a company survey of 16

Small drop
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analysts that had forecast revenue
at £7.27 billion.

“The fourth quarter was better
than expected,” Chief Executive Mar-
tin Sorrell said in an interview. New
media, which now makes up about a
quarter of the company’s business,

lifted both earnings and revenue, he
said. WPP shares in London gained
4.1% Friday to end at 399.14 pence.

WPP now targets 2009 operating
margins of 14.3%, unchanged from
2008. The target takes into
account last year’s acquisi-
tion of Taylor Nelson Sof-
res. The company reset its
operating-margin projec-
tions for 2010 at 14.8%, in-
cluding TNS, after previ-
ously targeting a 0.5% to 1%
annual rise.

WPP said it expects
2009 revenue to fall 2% on §
a like-for-like basis, or §
stripping out the effect of
acquisitions and currency
fluctuations, with relative de-
creases in costs. The company said
it expects a recovery “of sorts” in
2010, partly due to the weak compar-
ative numbers.

WPP’s numbers look good and
are ahead of consensus, said RBS an-

Martin Sorrell

alyst Justin Diddams. “The fact
they’re saying revenues in 2009 will
be down 2% is relatively reassuring
given the current climate,” he said.

WPP owns advertising agencies
including Ogilvy & Mather,
Young & Rubicam and JWT;
public-relations companies
Hill & Knowlton and Burson-
Marsteller; plus a range of
research and consulting
firms. Its major clients in-
clude Johnson & Johnson
and Novartis AG.

The company said its
board proposed a second in-
terim dividend of 10.28
pence a share, up 13% from
a year earlier, bringing the
total full-year dividend to 15.47
pence.

Average net debt, at 2008 ex-
change rates, totaled £2.2 billion, up
from £1.59 billion last year. The in-
crease was largely the result of the
acquisition of TNS.

Unilever, grocer
end public spat

BY CECILIE ROHWEDDER
AND AARON O. PATRICK

Unilever NV and European gro-
cer Delhaize SA ended an unusually
public spat after Unilever mounted
an aggressive push to steer shop-
pers away from the Belgian retailer.

The companies said they reached
a “balanced” agreement on Friday
but didn’t say when Unilever’s prod-
ucts would be back in Delhaize
stores. Neither company would com-
ment on the terms of the settlement.

The fight began late last year,
when Brussels-based Delhaize re-
moved some low-selling Unilever
products from its shelves.

When Unilever demanded Del-
haize pay more for Unilever items that
remainedin the stores, Delhaize pulled
more than 250 Unilever products in
protest. Unilever upped the ante with
an ad campaign that urged consumers
not to shop at Delhaize stores.
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Chrysler depends on designs of foreigners

-

Cars based on Fiats
aren’t surebet in U.S.
and they’re years off

By ALEX P. KELLOGG

Chrysler LLC’s recovery plan is a
daring gamble, relying on other car
makers for many coming models
while sharply scaling back the compa-
ny’s own product-development capa-
bility.

Chrysler plans to launch 24 new
or redesigned vehicles in the next 48
months. Most will come not from its
own development labs but from Ita-
ly’s Fiat SpA, Japan’s Nissan Motor
Co. and Britain’s Group Lotus PLC.

Now, the question is whether
Americans will warm up to vehicles
based on models that Fiat designed
for Europe. Fiat has been absent from
the U.S. for a quarter of a century.

While Americans are enamored of
foreign luxury cars, many previous at-
tempts by Detroit car makers to bring
foreign vehicle designs to the U.S.
have flopped. In the 1980s, Ford Mo-
tor Co. imported a sports car made in
Germany, the Mercury Merkur, but
sales were sluggish. Later, Ford also
had disappointing results with the
Ford Contour and Mercury Mystique,
both based on European designs.

Two of Chrysler’s poorest-selling
current models, the Chrysler Sebring
and Dodge Avenger, were developed
mainly by Mitsubishi Motors Corp.
in Japan. They proved too small in-
side for the American market.

European auto makers including
Volkswagen AG and BMW AG once
endured criticism in the U.S. because
their vehicles lacked the abundance
of cupholders popular with Ameri-
cans.

Modifying the European vehicles
to meet U.S. safety standards is an-
other concern. It usually entails add-
ing parts and steel reinforcements,
which can make the vehicles more ex-
pensive or lower their gas mileage.

While many observers think a
partnership with Fiat, a company
with small-vehicle acumen, makes
sense, some doubt the venture will co-
alesce fast enough for Chrysler to sur-
vive the current economic mael-
strom. Even if everything works as
planned, most of the new Fiat-based
Chrysler vehicles won’t be ready for
sale in the U.S. before 2011. The first
Fiat-based models include a small
Jeep, a subcompact car and a mini-
car. A midsized sedan developed by
Fiat is supposed to follow in 2012.

“It’s an eternity between now and
when Fiat-designed vehicles role out
of Chrysler’s North American facili-
ties,” said Michael Robinet, vice presi-
dent of global vehicle forecasting at
CSM Worldwide. He adds that a cru-
cial factor in the plan’s success is
whether Chrysler has the funds to
customize the overseas models for
the U.S. market beyond regulatory re-
quirements.

The cash-strapped company—
once known for innovative designs
such as the Chrysler 300 sedan, PT
Cruiser and its early minivans—may
have little choice but to rely on part-
nerships.

Reuters

Chrysler’s partner, Fiat, has been absent from the U.S. market for a quarter of a
century. The Fiat 500, displayed here at the Paris auto show last October.

Inthe wake of restructurings over
the past several years, Chrysler has
cut its own product-development
staff deeply—too deeply, some
former employees say, to sustain a
full range of car models. In the past
year or so it has eliminated about
40% of its engineering staff and de-
layed or canceled work on updating
braking systems, interior enhance-
ments and even entire products, such
as the Jeep Wrangler, people familiar
with the matter said.

The cutbacks began in the midst
of a cash crunch under Chrysler’s
former owner, Germany’s Daimler
AG, and accelerated after the private-
equity firm Cerberus Capital Man-

agement L.P. took control of the U.S.
company in late 2007.

Cerberus declined to comment, re-
ferring questions to Chrysler. A Daim-
ler spokesman said the German auto
maker provided enough product-de-
velopment resources to support
Chrysler’s pipeline when it owned
the company, and that good products
came out of its efforts.

“We’ve always talked about [cer-
tain smaller] vehicles being done
with an alliance,” said Frank Klegon,
Chrysler’s executive vice president of
product development, in an inter-
view last week. “It’s nothing new.”

Under the viability plan Chrysler
submitted to the U.S. Treasury in ex-

change for government assistance,
roughly half a dozen vehicles tobere-
leased in 2011 or 2012 are small to
midsize cars—the so-called A, B, C
and D segments—categories in which
Chrysler has little internal expertise
or has had trouble competing. All
these vehicles would be designed
largely outside the company, prima-
rily by Fiat. In exchange, Fiat is seek-
ing at least a 35% stake in Chrysler.

Beefing up its offerings through al-
liances would help Chrysler meet fed-
eral fuel-economy standards, which
are set to rise. That could be critical
in Chrysler’s bid to secure additional
government aid.

At the same time, there’s the risk
in any such partnership of whether it
works out. If problems develop and
the alliance doesn’t last, much of
Chrysler’s passenger-car product
plan for the next two to five years
could be erased. Chrysler has no ma-
jor model launches this year. In 2010
it plans to launch updates of four ex-
isting vehicles, including the
Chrysler 300 sedan and Jeep Grand
Cherokee.

Some experts see Chrysler’s strat-
egy as savvy, despite the risks. Prod-
uct development is time- and cash-in-
tensive. Car companies can spend
three to five years and billions of dol-
lars on research, engineering and
tooling work for a single vehicle de-
sign. By acquiring small-car designs
and platforms from a partner like
Fiat, Chrysler avoids much of that ex-
pense.

“They’re alittle bit out on the limb
on this one,” said Stephanie Brinley, a
senior analyst at consulting firm Au-
toPacific. “But I think it certainly has
potential.”

Auto makers cut back
on lavish show displays

By DAVID PEARSON

GENEVA—Car makers’ displays at
the Geneva Motor Show showed how
far they are going to cut costs.

Auto makers, renowned for their
lavish promotions and slick market-
ing at such events, cut back on every-
thing from floor space for their
stands to glamour models and recy-
cled display materials.

Hervé Richard, who looks after the
brand image of PSA Peugeot-Cit-
roén’s Citroén brand, has an enlight-
ening tip to help figure out which com-
panies are doing well and which
aren’t: “Look up.”

That’s where the spotlights are
strung from gantries overhead to
bathe polished cars inlight. The lights
happen to be one of the major costs of
adisplay at a car show and companies
struggling to cut expenses were dim-
ming the glow, Mr. Richard said.

He noted that the stands of Ger-
man powerhouses Volkswagen AG,
Audi AG and Daimler AG were as
brightly lit as ever. But huge liquid-
crystal screens showing product vid-
eos, another big-ticket item, are
harder to find.

General Motors Corp.’s troubled
Opel brand has reduced the floor
space for its stand to one-third of its
size at the previous show here a year
ago.
The Frankfurt auto show, which
happens six months from now, could
be even more austere. Mr. Richard
said his budget for Citroén’s participa-
tion in auto shows has been crunched
by 30% in the past three years, and

management has told him to look for
another 10% in savings.

Car makers are recycling materi-
als used in the construction of their
stands. Panelling, flooring, decora-
tion and corporate signage and logos
now are routinely carried over from
one show to another. Ford Motor
Co.’s Volvo unit has been using the
same wooden floor for two years,
sanding and refurbishing it between
events.

Citroén has brought in-house a lot
of the work that it previously out-
sourced. Pointing to a 3-meter by
1.5-meter picture of Citroén’s GTby-
Citroén concept car, Mr. Richard said
it had been produced by the brand’s
design department, whereas in the
past such art had been subcontracted.

Car makers also are cutting back
on the number of people working on
their stands. Italian brands, such as
Fiat SpA’s Alfa Romeo, are generally
using models to show off their prod-
ucts, but more companies have
scrapped this expense and are reduc-
ing promotional staff.

Car companies are talking about
skipping some of the less important
auto shows. Many stayed away from
the marquee North American Interna-
tional Auto Show in Detroit in Janu-
ary, and there’s talk some of the
smaller shows this year may be can-
celed while the industry is in crisis.

Stephen Odell, chief executive of
the Volvo brand, said that Volvo “has
to be present at tier-one shows. We’ll
have to take a look at tier-two shows,
and tier-three shows could end up be-
ing local or dealer shows.”

Oil industry tries to limit layoffs

BY BEN CASSELMAN
AND ANGEL GONZALEZ

As oil companies cut costs amid
slumping energy prices, they are de-
termined not to repeat the mistakes
of the 1980s oil bust, when mass lay-
offsleft the industry ill-prepared for
the eventual rebound.

The lack of a clear consensus on
how long the slump will last has pre-
sented the industry with a difficult
choice. Companies canlay off workers
andriskbeingunderstaffedifpricesre-
cover quickly, or bear the cost of em-
ploying more workers than needed
during what could be a prolonged pe-
riod of slow activity and lower reve-
nues. A few of the largest oil compa-
nies, such as Exxon Mobil Corp. and
Chevron Corp., have large cash re-
servesafteryearsofhighoil prices, but
mostsmaller companies spent heavily
during the boom years and are now
scrambling to cut back.

Some companies have an-
nounced layoffs. Houston-based oil
major ConocoPhillips last week be-
gan laying off more than 1,000 em-
ployees in Alaska and elsewhere.
Schlumberger Ltd., the world’s larg-
est oilfield-services company by rev-
enue and market cap, is laying off
about 5,000 employees world-wide,
about 6% of its work force, while Hal-
liburton Co. is cutting an unspeci-
fied number of jobs.

But so far companies have avoided
the mass layoffs seen in the 1980s,
when a glut of oil drove prices below
$12 a barrel and tens of thousands of
workerslost their jobs. They are espe-
ciallykeentohangontoengineersand
geologists, who were in short supply
during the boomyears.

Exxon Mobil and Chevron con-

tinuetomovemammothprojectsfor-
ward. “What you’re hearing is cau-
tion, and some effort to be optimis-
tic,” said Diana Hoover, an employ-
ment lawyer with Houston-based
law firm Mayer Brown, who has
many oil-industry clients.

The 1980s energy bust decimated
theindustry’sworkforce,leavingcom-
panies without the experience and ex-
pertise they needed when prices rose
and work picked up again.

Most of the layoff victims left the
business for good, while the indus-

The sector wants to
retain the experience
and expertise it will
need in a rebound.

try’s boom-bust reputation scared
away potential recruits. The result:
a “lost generation” of oil workers
whose absence has been felt well
into the 21st century.

“It really came back to bite
them,” said Abby Foster, a human-re-
sources consultant with Deloitte
Consulting.

Industry executives say they
have learned their lesson. Lawrence
Pope, executive vice president for
administration at Halliburton, said
when recruitment and retraining
costs are taken into account, layoffs
can actually prove more costly than
retaining workers, especially in arel-
atively short downturn.

“Our driving focus here will be to
work hard to try to minimize the per-
sonnel reductions, as opposed to past

practicewhenthatwasalmostthefirst
thing we did,” Mr. Pope said.

Schlumberger Chief Executive
Andrew Gould said his company is
willing to make sacrifices in order to
hold on to valued workers.

“One of the things that we tell
our customers is we’re happy to
lower prices, but we want to keep
our people busy because we don’t
want to lose them in the downturn,”
Mr. Gould said.

Ms. Hoover, the employment law-
yer, said some companies are still
quietly making cuts. “The vast ma-
jority [of energy companies] are go-
ing through restructurings even
though they may not be as public
about them,” she said.

Companies see the slowdown as
an opportunity to cut low-perform-
ing workers, Alex Preston, president
of The Energists, a Houston head-
hunting firm, said.

But companies said they are re-
luctant to stop hiring altogether,
lest they create another lost genera-
tion. Mr. Gould said Schlumberger is
working to maintain its contacts on
university campuses even as it hires
fewer graduates.

“You talk to faculty all the way
through the downturn. They under-
stand economics, but what they hateis
whenyoucometocampus,youdoabig
songanddance,youhireabunchofpeo-
ple and then you disappear for five
years,” Mr. Gould said.

John Richels, president of Devon
Energy Corp., an Oklahoma City-
based oil producer, said the com-
pany is maintaining the internship
program it developed to recruit new
engineers and geologists, and is
keeping current employees busy on
long-term projects even as it slows
short-term drilling activity.
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Firms can find opportunities in the current crisis

By Catherine Bolgar

HE CURRENT economic
crisis is changing the busi-
ness landscape. Many
companies won't survive, and others
will be forced to reinvent themselves.
Some, however, will take advantage
of unique opportunities to signifi-
cantly outperform their competitors.

Signs are clear that 2009 is a “trans-
formation year,”says Mark Spelman,
global head of strategy at Accenture,
the global management consulting,
technology services and outsourc-
ing company. “New rules are being
set in the financial sector, manufac-
turing — such as we are seeing in
the auto industry — and also for the
environment — for example, in how
we manage carbon. This year will be
about not just how companies navi-
gate through the short-term economic
challenges, but also about how they
prepare themselves for the longer-
term opportunities this environment
is creating.”

In its continuing High Perfor-
mance Business research, Accenture
has examined how these sector
leaders have weathered previous crises.
Drawing lessons from those expe-
riences,Accenture found thatcompanies
need to do two things simultane-
ously: First, exploit the ordinary
— e.g., use to the fullest the avail-
able management levers— and, second,
manage the extraordinary — e.g.,
successfully confront the strategic
challenges presented by the eco-
nomic environment.

Exploiting the ordinary means
performing the day-to-day functions
of business flawlessly — despite bud-
get cuts, increased regulation and
myriad other concerns on leaders’
minds. Many companies simply will
batten the hatches to try to keep
the ship afloat during the storm, but
that won't position them for future
success. According to Accenture,
successful businesses maintain a dili-
gent focus on four fundamentals
— disciplined cost management, efforts
to shore up the customer base, a hawk-
like focus on operational excellence,
and the ability to identify and execute

merger and acquisition opportunities

quickly. “In previous downturns,
organizations that have focused on
these four areas have not only done
well in the short term, they have also
created a platform for future success,”
says Mark Foster, group chief exec-
utive for management consulting and
integrated markets for Accenture.

Managing the extraordinary means
recognizing and acting on the stra-
tegic opportunities created by the
crisis. Not all businesses will be able
to respond in the same way, how-
ever.“Intoday’seconomicenvironment,
the criticalissue is cash,” Accenture’s
Mr. Spelman says. “Those who have
it have options, including the abil-
ity to make acquisitions. For those
who don’t have cash, the short-term
imperative is to find creative ways
to get it, and to improve cash flow.”

Ironically, high-performance busi-
nesses are not necessarily cash-rich
right now. They may have used cash
to snap up acquisitions in the past
few years, for example, while a com-
pany whose executives lacked vision
and sat on their hands during the
boom might well have more cash
on hand.

Companies that do have cash need
to “explore all their options so that
they can be ready to act, because
among the risks in a downturn is
paralysis or an overemphasis on cost
reduction to the exclusion of other
needs,” says Mr. Spelman.

A new focus

J. Michael Pearson, for example,
has been refocusing Valeant Pharm-
aceuticals International since he took
over as CEQ in February 2008. Even
before the downturn hit, the Aliso
Viejo, California, company had a
plan to concentrate on neurology
and dermatology, and much of its
cost-cutting has been to reduce a
bloated global infrastructure, says
Laurie W. Little, vice president of
investor relations at Valeant.

To manage costs and refocus the
business, Valeant divested some oper-
ations, particularly in Europe. “We
were stretched thin trying to be a
global company and we couldnt
support it,” Ms. Little says. The

company had some luck — the

divestitures came just as the dollar
was near its weakest, making the
sales worth more in dollar terms for
Valeant, and building its war chest
for future moves. The sale of European
operations alone — last August to
Meda AB of Solna, Sweden — raised
$425 million (€338 million).

Last September, the company
acquired Coria Laboratories, a Fort
Worth, Texas, maker of dermatol-
ogy products, for $95 million. In
November it bought Dermatech, based
in Bella Vista, Australia, another
dermatology company, for A$19 mil-
lion (€9.7 million). And at the end
of last year, it finalized a $285 mil-
lionpurchaseof DowPharmaceutical
Sciences Inc., based in Petaluma, Cali-
fornia, also a dermatology business.

“The perfect acquisition for us is
one that has currently marketed
products, or an outstanding R&D
pipeline,” Ms. Little says. “Now we’re

Today’s market conditions
are rife with peril but also
with opportunity.

looking at neurology — acquisitions
or licensing.”

Valeant’s customers are both the
health-care providers in its core areas,
who want a broad product portfolio,
and their patients, who are looking
for safe and effective treatments. “The
acquisitions in the U.S. and Australia
will broaden our exposure to the
marketplace,” Ms. Little says. Sales
from Coria’s product line will replace
revenues from a patented product
that is now a generic drug, while
results from the Dow Pharmaceutical
Sciences acquisition will be seen over
the longer term.

By refocusing on dermatology and
neurology, Valeant has carved out a
unique competitive position for itself.
'The dermatology industry isn't already
crowded with big pharmaceutical
players, so Valeant has room to grow.

In the neurology business, Valeant
has forged strategic partnerships to
share the costs of developing new
productsand gaining regulatoryapproval,
and to access larger-company resources

such as global marketing. “The

previous [leadership] team had
tried to be more of a global com-
pany, but we didn't have the revenues
or product base to support what’s
necessary with regulatory require-
ments and oversight,” Ms. Little
says. Through a series of shrewd
acquisitions and strategic partner-
ships, Valeant took advantage of
the downturn’s opportunities and is
now better positioned to excel when
the market rebounds.

Corporate options

The moves a company can make
are limited by its circumstances, of
course. Businesses that are fighting
for survival won't be able to follow
Valeant’s example. Instead, they should
focus on reducing debt by renegoti-
ating loan terms, reducing or canceling
dividends, selling oft noncore assets,
and cutting costs.

Organizations with stronger bal-
ance sheets may be able to reposition
themselves, adopting a global oper-
ating model that will help them
compete more effectively in new
geographic markets, for example, or
hiring top talent that may suddenly
have become available as the result
of turmoil at so many companies.

Companies in strong financial
positions can certainly find bargains
in today’s market. “The strategic inves-
tor has more opportunities now,” says
Mr. Spelman of Accenture. “When
there was heavy investment in the
market from private equity, assets
were being bid up. Now there is less
competition and stock market valu-
ations are off significantly, making
deals less expensive.”

At the same time, acquirers should
look carefully before they leap. “Most
of the businesses being shopped
around are losing money, so you
have to ask yourself, ‘what would 1
do differently?”says Richard Millman,
president of Millman Lumber Co.
of St. Louis, Missouri. “Is it losing
money because of the bad market or
because it’s a bad business?”

Millman Lumber shows how com-
panies with the means can leapfrog
their market positions right now. It
saw some success in this arena two
years ago when Weyerhaeuser Co.,

a forest-products company based in
Federal Way, Washington, decided to
unload 10 distribution businesses.
Millman oftered to buy two of the
distributors. “We didn't pay a big
premium and we got good interest
rates,” Mr. Millman says.

“If you have capital and a good
balance sheet [today], you can bor-
row money as cheaply as I've ever
seen,” he says. And companies are
often seeking just book value, exclud-
ing things like goodwill from the
price. “It’s a good time to buy a busi-
ness,” he adds.

Millman is looking for other sites
to acquire, as long as they are in the
company’s geographic and business
profile. As a family-run company,
Millman has certain advantages. It
can make decisions quickly, Mr. Mill-
man says, and it doesn’t have to
answer to shareholders impatient for
quarterly results.

“You have to keep the long term
in mind. Nobody knows when things
are going to turn around,” Mr. Mill-
man says. “But you look at your
cash flow and figure for [the] worst
and hope for the best. If you're not
leveraged to the hilt, you’ll probably
come out all right. Carrying costs
aren’t that high anymore.”

Accenture’s Mr. Spelman agrees.
“Winners from the downturn are
the companies that make judicious
investments to prepare for the upturn.
The key is to generate options for
the business and to get the timing
right. In looking at acquisitions,
companies should be looking at qual-
ity and synergies rather than just
absolute price.”

Today’s market conditions are rife
with peril but also with opportunity.
In the past, the greatest changes in
companies’ relative positions have
occurred during times of economic
turbulence. “The real trick in a dif-
ficult economic environment,” Mr.
Spelman says, “is to keep an eye on
the short term — cost and cash —
and at the same time on the medium
term so one positions the business
to outperform peers as the green
shoots of recovery start to emerge.”
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Going green

Acciona is reshuffling to focus on renewable
energy to capitalize on European and U.S.
government incentives. Acciona’s earnings®
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Acciona Tatanka 180 MW wind
park stretching from North
Dakota to South Dakota

Acciona Energia

Acciona shifts balance

Pursuing incentives,
Spanish firm focuses
on renewable energy

BY BERND RADOWITZ

MADRID—Spanish conglomer-
ate Acciona SA is shuffling opera-
tions to focus on renewable energy
in a move to capitalize on eco-
friendly government incentives in
the U.S. and the European Union, as
the recession batters its real-estate,
energy and infrastructure busi-
nesses.

The timing is precarious. While
governments are offering tax cred-
its and other incentives that should
create value for shareholders, Ac-
ciona is weighed down by a still-
hefty debt load. The success of its
strategy depends on its ability to
build additional capacity.

The company also lags behind its
peers in the renewable-energy sec-
tor, especially in the U.S., where
most of the new wind power is ex-
pected to be added in coming years.

Acciona has sharply boosted its
renewable-energy generation capac-
ity thanks to a recent deal to sell its
25% stake in Spanish power com-
pany Endesa SA to Italy’s Enel SpA,
which already owned a 67% stake in
Endesa.

As part of the €11.11 billion
($13.95 billion) deal with Enel,
agreed on last month, Acciona will
receive 2,105 megawatts in renew-
able-energy generation capacity
from Endesa. Of that amount, 1,248
megawatts are in wind power. The
added capacity will boost Acciona’s
overall wind-power capacity to
5,814 megawatts, making it the
world’s third-largest wind-power
producer after Spain’s Iberdrola
Renovables SA and FPL Energy, a
unit of U.S.-based FPL Group Inc.

The EU aims to reach 20% of pri-
mary energy consumption from re-
newablesby2020.Eachofthebloc’s27
member countries has different legis-
lationonhowtoboostrenewablesout-
put, but most apply some kind of guar-
anteed minimum tariff for electricity
fromrenewable sources.

Meanwhile, President Barack
Obamaaimsto double U.S.renewable-

energy generation capacity within
three years. Toward that goal, Con-
gress in February approved a mixture
of tax credits, grants, loans and loan
guarantees that will benefit compa-
nies such as Acciona.

In tandem with the focus on re-
newables, Acciona has been greatly
reducing the weight of its real-es-
tate, infrastructure and transporta-
tion units, which recently have per-
formed poorly due to the rapid dete-
rioration in Spain’s economy. The de-
cline inthese areas has punished Ac-
ciona’s share price, which has
plunged 50% in the past 12 months.

In 2006, energy made up 38% of
Acciona’s earnings before interest,
taxes, depreciation and amortiza-
tion, a key figure watched by ana-
lysts that cuts out the effect of ex-
penses and gains. After the sale of
the Endesa stake, Acciona estimates
that energy will jump to 73% of
Ebitda, almost all of that in renew-
able energy.

The company said it plans to in-
vest about €2.2 billion this year,
mostly in renewable energy, slightly
more than the €2.18 it invested last
year excluding Endesa.
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U.S. defense contractors

face erackdown on costs

By AuGusT COLE

WASHINGTON—U.S. President
Barack Obama fired a surprise
broadside at the defense industry,
saying he intends to clamp down on
practices that have resulted in bil-
lions of dollars in cost overruns and
delays in recent years.

At a time when Washington faces
the prospect of bailing out multiple
sectors of the economy, contractors’
cost overruns are showing up on the
radar of many in the capital. And the
Pentagon, which spends about
$330 billion a year to buy everything
from fighters to paper clips, is a partic-
ular focus of the new administration.

Mr. Obama has singled out the de-
fense industry as one of the most
wasteful. Last year, the Government
Accountability Office found that 95
major Defense Department weapons
contracts were over budget by a total
of $295 billion—though some point
out that the GAO’s figure includes le-
gitimate changes to some contracts.

“In this time of great challenges,
I recognize the real choice between
investments that are designed to
keep the American people safe and
those that are designed to make a de-
fense contractor rich,” the presi-
dent said Wednesday.

Whether Mr. Obama’s rhetoric
translates into action will be known
in April, when the Defense Depart-
ment releases a 2010 detailed bud-
get, which once was thought to be ef-
fectively off limits for big changes
by the new administration.

One high-profile example of cost
overruns is the Marine One helicop-
ter that is supposed to start ferrying
Mr. Obama from the south lawn of
the White House beginning in 2011.
At a Feb. 23 news conference on the
economic crisis, Mr. Obama called
the program “an example of the pro-
curement process gone amok” and
said he thought the current fleet
could suffice.

Lockheed Martin Corp. un-
seated incumbent United Technolo-
gies Corp.’s Sikorsky Aircraft for the
chance to build the helicopter in

2005. At the time, the contract to
build 23 helicopters was valued at
$6.1 billion. On its current course,
the VH-71 program would cost tax-
payers about $13.2 billion for 28 heli-
copters, according to a person famil-
iar with the situation. That works
out to about $470 million apiece,
greater than the modified Boeing
747 that serves as Air Force One.

However, a tough Pentagon re-
view triggered by cost overruns
could result in amajor restructuring
or even cancellation of the project.

To be sure, the government has
radically altered its specifications
for the craft, requiring major rede-
signs of key components. But Lock-
heed and its partner, Agusta West-
land, a unit of Italy’s Finmeccanica
Spa, have had their share of costly
setbacks attributable to their fail-
ure to accurately estimate the com-
plexity of such a task. Budget cuts
also led to delays.

Jeff Bantle, who heads Lock-
heed’s VH-71 program, said the first
five choppers are almost done and
will be delivered in April or May. Ex-
cluding research and development,
they will cost about $120 million
each, and a full fleet could be
bought for the original value of the
contract, he said. “We’ll build what-
ever the president and the Navy say
they need to do the mission,” Mr.
Bantle said.

A Navy spokesman declined to
comment, citing the Pentagon re-
view.

A decision about the helicopters,
which will be in service for decades,
underscores the long-term conse-
quences that will result from budget-
driven decisions on weapons spend-
ing.
Tradeoffs between affordability
and capability drive the increas-
ingly public sparring over further
spending on big-ticket weapons pro-
grams—such as Lockheed’s F-22
fighters that cost the Air Force at
least $143 million each, missile-de-
fense systems, and Boeing Co. and
SAIC Inc.’s more than $200 billion
Army modernization effort, called
Future Combat Systems.

Shift at Continental AG
in latest issue for auto supplier

By DANA CIMILLUCA
AND CHRISTOPH RAUWALD

The chairman of Continental
AG’s supervisory board, Hubertus
von Gruenberg, resigned abruptly
on Friday, the latest twist in the ill-
fated investment in the German auto-
parts supplier by Schaeffler Group.

Though Continental said Mr. von
Gruenberg resigned for “personal
reasons,” he made his disagreement
with Schaeffler clear following a
meeting of Continental’s board in
Frankfurt.

“Schaeffler has breached the
spirit...and content of our investor
agreement,” Mr. von Gruenberg told
reporters, adding that there is a risk
Continental will “be roped in” by the
problems embroiling the family-
owned German ball-bearings maker.

Schaeffler Group, which has been
poised tomove someone elseinto the
chairmanship, took on debt of €11 bil-
lion ($13.9 billion) when it bought a
roughly 90% stake in Continental just
as global auto demand collapsed. Un-
able to handle that burden, the

Schaeffler family may be forced this
month to turn over the bulk of its
stake in the group to a collection of
banks that financed the deal, people
familiar with the matter say.

The banks, which include U.K.
government-controlled Royal Bank
of Scotland Group PLC and Germa-
ny’s Commerzbank AG, are likely to
end up with a combination of Schaef-
fler debt and equity that could be
worth aslittle as 50 cents on the dol-
lar, one of the people said.

Bearing the brunt of the debacle
would be the Schaeffler family it-
self. Led by Maria-Elisabeth Schaef-
fler, widow of the company’s co-
founder, the family’s wealth was esti-
mated by Forbes magazine at nearly
$9 billion in 2007, a fortune that
would be largely wiped out as a re-
sult of the restructuring, the people
said.

A Schaeffler spokesman dis-
missed the possibility of such a re-
structuring, calling it “speculation.”
Schaeffler is in compliance with the
terms of the loans and hasn’t broken
any covenants, he added.
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Breaking Apple’s grip on the iPhone

Upstart sites selling
software for device
challenge App Store

BY YUKARI IWATANI KANE

Apple Inc. faces a growing
threat toits iPhone business, asren-
egade stores spring up online to sell
unauthorized software for the de-
vice.

The developer behind some popu-
lar iPhone software on Friday
opened a service called Cydia Store
that could potentially sell hundreds
of iPhone applications that aren’t
available through Apple’s official
store. Users must download special
software that alters their iPhones
before they can run these programs.

Another small company plans a
store called Rock Your Phone for
iPhone users who haven’t yet modi-
fied their devices to make it easier
to download and buy unauthorized
applications. A third start-up is
building an online store that special-
izes in selling adult games for the
iPhone.

The new stores take aim at one of
the underpinnings of the iPhone’s
success: Apple’s App Store.
Launched last July, Apple’s online
store sells thousands of applica-
tions developed by independent de-
velopers—from games to news and
entertainment features—that cus-
tomers can easily download to their
iPhones, often free or for as little as
99 cents.

When Apple opened the App
Store, it provided the building
blocks so independent program-
mers could create software that

worked on its phone. But the com-
pany said it would vet submissions
to maintain quality control and to
protect the user experience.

Apple, which collects a 30% com-
mission from sellers on its store,
doesn’t break out the site’s revenue.
Brokerage firm Piper Jaffray esti-
mates the site generated about $150
million in sales last year and
projects total sales will grow to
$800 million this year.

Apple didn’t respond to requests
for comment. But it has said in the
past that with the iPhone it was try-
ing to strike a balance between a
closed device like the iPod and an
open device like the PC.

The upstart sites can carry soft-
ware programs that Apple’s official
store won’t, since the company
tightly controls the kinds of applica-
tions it allows. Among the programs
that Apple doesn’t allow is a free
one called Cycorder, which turns the
iPhone into a camcorder. Another
program, which costs $29, dubbed
PdaNET lets people use their
iPhones as laptop modems to con-
nect to the Internet.

Jay Freeman, who created Cy-
corder and is behind the Cydia
Store, says he decided to open the
store so developers like himself
have a way to make money from
their efforts. Mr. Freeman, a 27-year-
old computer science doctoral stu-
dent in Santa Barbara, Calif., says he
intends to charge developers no
more than the commission Apple
does for his site’s billing services.

A big hurdle the Cydia Store and
others face is that the applications
they offer typically only work on
iPhones that have been modified, or
“jailbroken,” to allow users to down-
load unauthorized programs.

= SNcpire

Unauthorized iPhone software includes
camera application Snapture.

Apple maintains that jailbreak-
ing an iPhone violates copyright
laws. Mr. Freeman says software he
created to modify the iPhone has
been installed on about 1.7 million
iPhones.

The alternative stores could cut
into Apple’s revenue at a time when
software has become an important
way for the Cupertino, Calif., com-
pany to continue profiting from
iPhones, even after consumers have
shelled out $199 to buy them.

The App Store is also strategi-
cally significant, since it keeps con-
sumers tied to using their iPhones.
Already, customers have down-
loaded more than 500 million appli-
cations from the App Store.

But the App Store rejects some
submissions, for technical and con-
tent reasons. It is also so sprawling

that it can be difficult for a new de-
veloper to get programs noticed,
says Adam Engst, publisher of Tid-
BITS, a site specializing in news
about Apple. “It leaves open the pos-
sibility that independent stores
could do a better job.”

Samir Shahis one developer who
supports the Cydia Store. The 25
year old, who founded Snapture
Labs LLC with two college friends a
year ago, created a $7.99 camera ap-
plication that lets users zoom,
change photo sizes and instantly pre-
view photos.

“Competition is always good,”
says Mr. Shah. “Competition breeds
innovation.”

Apple appears to be gearing up
for a fight. While the company
hasn’t taken legal action against any
group or individuals for modifying
iPhones or building applications on
top of them, it last month filed a
27-page statement with the U.S.
Copyright Office, which oversees
copyrights. In its statement, Apple
made a case that the use of software
to modify iPhones is illegal, accord-
ing to the Digital Millennium Copy-
right Act.

Aaron Perzanowski, a professor
specializing in digital copyright law
at the University of California Berke-
ley School of Law, believes develop-
ers have “a pretty good” defense un-
der the DMCA if Apple claims what
they’re doing is illegal, though it’s
largely uncharted legal territory.

Cydia Store’s Mr. Freeman, who
has been on the lookout daily for
email from Apple, isn’t taking any
chances. He says he has lined up a
lawyer in case Apple takes legal ac-
tion. “The overworking goal is to
provide choice,” he says. “It’s under-
standable that [Apple] wants to
control things, but it has been very
limiting for developers and users.”

Roche sweetens bid for Genentech

By RON WINSLOW
AND THOMAS GRYTA

Roche Holding AG, seeking to con-
clude a long battle to take over bio-
technology stalwart Genentech Inc.,
Friday increased its bid by 7.5% to
$93 a share and extended its tender
offer to shareholders until March 20.

The new offer values the 44.2% of
Genentech shares Roche doesn’t
own at $45.7 billion. But the offer is
short of the $112 a share that a spe-
cial committee of Genentech’s board
set as its asking price during discus-
sions with Roche in December.

Genentech shares rose $9.22, or
11%, to $90.86 in 4 p.m. New York
Stock Exchange composite trading,
suggesting that doubt remained

about whether the revised offer
would be enough to win over Genen-
tech holders.

In a statement, Genentech, of
South San Francisco, Calif., said its
special committee urged sharehold-
ersnot to take any actionin response
to the latest offer and said it would
take a formal position promptly as
well as explain its reasoning in aregu-
latory filing.

“My gut reaction is that it is a fair
price,” said Matt Loucks, a portfolio
manager with Sit Investment Associ-
ates, which owns about 350,000 Ge-
nentech shares. “My guess is that
they will get more than 50% [of the
minority shares outstanding] at this
price.” But he added: “If Roche really
wanted to get it done, they should

have offered $100 a share.”

Roche has said it would proceed
with the offer only if more than half
of the minority shareholders tender
their shares by the new deadline.

The revised bid comes after
Roche met during the past week with
Genentech shareholders around the
U.S. to explainits rationale, Franz Hu-
mer, chairman of the Swiss company,
said in an interview. Though price
wasn’t discussed, he said, “You get
an impression of where the other
side stands.” He said the discussions
persuaded him that shareholders are
“interested in coming to a speedy
conclusion” on the deal.

Last week, Genentech hosted an
investor meeting in New York and de-
fended its position that the previous

by 7.5%

$86.50 bid substantially underval-
ued the company. Arthur Levinson,
chairman and chief executive, and
other company officials didn’t men-
tion aprice in the four-hour presenta-
tion, which seemed morelike a call to
remainindependent than an effort to
elicit a higher Roche bid.

Raising tension in the battle is
looming data from a study that could
affect future sales of Genentech’s
blockbuster cancer drug, Avastin.
Many analysts believe positive data,
which could open new markets for
the drug among early-stage cancer
patients, would support a bid in the
high $90s or even north of $100,
while a negative study would
weaken Genentech’s stance.

Wolseley moves to bolster bottom line

BY JONATHAN Buck

LONDON—Building-supplies
company Wolseley PLC on Friday an-
nounced a £1 billion ($1.41 billion)
capital increase and a €1 billion debt
facility to shore up its balance sheet
as it swung to a fiscal first-half net
loss and scrapped its dividend.

The U.K.-based distributor of heat-
ing and plumbing products and sup-
plier of building materials reported a
net loss of £777 million for the six
months ended Jan. 31, compared
with a net profit of £65 million in the
year-earlier period. The results were

hit by £262 million in restructuring
costs. Revenue inched up 3.2% to
£8.28 billion from £8.03 billion.

The company unveiled a new em-
phasis in its strategic focus on plumb-
ing and heating in North America, and
onmarketsin the UK. and Ireland, the
Nordic countries and France.

Wolseley said it was taking ac-
tion to deal with underperforming
businesses. It has set an Aug. 1 dead-
line to find a joint-venture partner
for Stock Building Supply, its unprof-
itable U.S. building-materials unit,
or to exit the business. It has also be-
gun areview of its Central and East-

ern European businesses.

Chief Executive Chip Hornsby
said Wolseley was in discussions
with third parties on Stock and the
negotiations were in the due dili-
gence phase. He declined to identify
suitors but said he hoped toreach an
agreement by the end of April.

Mr. Hornsby said Wolseley’s pref-
erence was to strike a joint-venture
deal because the company saw po-
tential in Stock and increased its ex-
posure to the U.S. market, which is
expected to recover first from the
economic slowdown.

Wolseley

52-week share performance on
the London Stock Exchange
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Friday’s close:
140.40 pence, down 15%
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Veolia Environnement

Write-down at German unit
leaves annual profit off 56%

French water, waste, transporta-
tion and energy-services company
Veolia Environnement said full-year
net profit dropped 56%, weighed
down by a €430 million ($543.5 mil-
lion) write-down at its German waste-
management division. The company
unveiled measures designed to im-
prove cash-flow generation in 2009.
Net profit totaled €405.1 million in
2008, down from €927.9 million in
2007. Revenue rose 13% t0€36.21 bil-
lion from €31.93 billion. Veolia’s plan
to improve cash-flow in 2009 in-
cludes reducing investments by at
least €1.6 billion and selling at least
€1billioninassets. The company also
has identified €280 million of cost
cuts it can make this year.

Belgacom SA

Belgacom SA Friday posted a 30%
drop in fourth-quarter net profit,
blaming new regulations that cut
into mobile-phone revenue, as well
as stiff competition. The Belgian tele-
communications provider said it ex-
pects 2009 to be challenging, citing
“an unfavorable economic climate of
which the level of impact is difficult
to predict.” Net profit was €114 mil-
lion ($144.1 million), compared with
€162 million a year earlier. Revenue
rose 2.4%to €1.55 billion. Belgacom
said its “best estimate” for 2009 was
for arevenue decline of about 1% and
a profit margin of between 32% and
33%, down slightly from 2008’s
33.3% margin. Television broadcast-
ing, a key growth driver, performed
well over the past 12 months, Belga-
com said, with 201,000 new custom-
ers over the year.

General Motors Corp.

A decision on possible German
government help for General Mo-
tors Corp.’s German unit Opel is ex-
pected to take weeks and the govern-
ment has made no commitments,
Economic Minister Karl-Theodor zu
Guttenberg said Friday after talks
with officials from GM and Opel. Mr.
zu Guttenberg said there are still a
number of questions that have to be
answered and both sides agree “we
are talking about a process that will
take weeks.” GM Europe Chief Execu-
tive Carl-Peter Forster on Monday
presented the company’s restructur-
ing plan for Opel to the government
and said GM Europe needs €3.3 bil-
lion ($4.14 billion) in aid across its
European operations. The compa-
ny’s U.S. parent posted a total 2008
loss of $30.9 billion.

—Compiled from staff
and wire service reports.
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IRA dissidents suspected in shooting

‘Marginal group’ claims responsibility for killing two soldiers in Northern Ireland; a peace accord is threatened

BY CARRICK MOLLENKAMP
AND JENNIFER MARTINEZ

LONDON—Northern Ireland po-
lice on Sunday were investigating
whether Irish Republican Army rene-
gades were behind a shootinglate Sat-
urday that killed two British soldiers
and ignited concerns that a growing
insurgency aims to destabilize a deli-
cate peace accord in Northern Ireland.

The murder of the two soldiers
marks the first killing of military per-
sonnel in Northern Ireland since
1997. The attack comes amid re-
newed concerns of terrorism there.

One angle that police are investi-
gating in Saturday’s shooting is
whether two apparently unsuspect-
ing Domino’s Pizza delivery workers
were used to lure the soldiers from
the safety of the Massereene Bar-
racks, which is a short drive from Bel-
fast, said a person familiar with the
shootings. Northern Ireland police
said Sunday that they hope the dis-
covery of a large, dark-colored car
might provide clues to the shooting,
which also seriously injured four oth-
ers, including the deliverymen.

Late Sunday, Noirin Hegarty, edi-
tor of the Sunday Tribune newspa-
per in Dublin, said that an IRA splin-
ter group, the Real IRA, had tele-
phoned a reporter and claimed re-
sponsibility. A police spokeswoman
declined comment on the claim.

The Real IRA are “a marginal
group,” said Richard Wilford, a poli-
tics professor at Queen’s University
in Belfast. “They can make life very
difficult here, but I don’t think they
can make life impossible because
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A police forensic team searches the front entrance of the Massereene Barracks after two British soldiers were shot and
killed at the army base near Belfast on Saturday.

they don’t enjoy the support.”

The attacks, which come amid a
sharp downturn in the Irish econ-
omy, are likely to increase fears that
Irish Republican agitators are try-
ing to destabilize a fragile peace pro-
cess in Northern Ireland that culmi-
nated in 2005 with the Irish Republi-
can Army ordering its members to
discard their weapons.

That step was seen as critical to
ending years of violence in Northern
Ireland and on the British mainland.
Strife since the 1970s has led to the
death of more than 3,000 amid efforts
by the IRA to reunite Ireland and win
independence from the U.K.

Northern Ireland police are lead-
ing the investigation with the sup-
port of MI5, Britain’s domestic intel-

ligence service. The two forces want
to move quickly before other possi-
ble attacks, according to a person fa-
miliar with the attacks.

This person said the way the at-
tacks were carried out signaled a
professional plot that might have
used the pizza delivery to draw the
soldiers out from the safety of the
barracks. One of the deliverymen

was a Polish national.

The attacks occurred just before
10 p.m. Saturday, and police now are
looking at whether the shooters fol-
lowed the deliverymen from a
nearby Domino’s Pizza shop or
whether they waited for the deliv-
erymen to arrive.

In a statement Sunday, Northern
Ireland police Detective Chief Super-
intendent Derek Williamson de-
scribed the attack as “brutal and cal-
lous.”

Inrecent years, breaking up Irish-
terrorist plots hadn’t been a top pri-
ority for police and intelligence offi-
cials, who had their hands full deal-
ing with radical Islamic plots, includ-
ing an attack in July 2005.

But officials suspected attacks
were on the horizon. In January,
Jonathan Evans, MI5 chief, gave a
rare series of newspaper interviews
in which he cited the threat of Irish
Republican splinter groups.

This month, a Parliamentary In-
telligence and Security Committee
report said that while Irish-related
terrorism had dissipated, “dissident
republican groups...continue to
pose a threat to Great Britain and to
Northern Ireland.” Recently, North-
ernIrish police requested more man-
power to deal with the growing
threat of Republican terrorism.

Northern Ireland’s Democratic
Unionist Party leader and First Min-
ister Peter Robinson said in a state-
ment that Saturday’s attack “vindi-
cates the position taken by the chief
constable earlier this week to en-
sure that he had the necessary re-
sources to meet the challenges
posed by dissident republicans.”

Stung by recession, clean-energy sector needs a lifeline

BY JEFFREY BALL

SANTA BARBARA, Calif.—Hit
hard by the recession, the clean-en-
ergy industry is on the ropes. Gov-
ernments are injecting stimulus
money in hopes of keeping it alive,
but what the industry ultimately
needs is a far bigger dose of private
investment.

In the space of a few months, the
recession has slammed the brakes
on what had seemed a full-tilt push
for new ways to power the planet
while emitting less pollution. It has
thrown a wrench into the plans of
once-booming but still-nascent com-
panies that produce everything
from wind power to solar energy to
biofuels. The weak economy has
whacked the industry in two ways: It
has prompted investors to pull back
their capital, and it has reversed the
rapid run-up in energy prices that
for the past few years was fueling
much of the industry’s growth.

A return to high energy prices
probably would spur clean-energy in-
vestment again. But one of the forces
that was driving up energy prices
was the expectation of tougher gov-
ernment limits on greenhouse-gas
emissions, which would have bur-
dened the industry with higher
costs. In the near term, the recession
is likely to slow momentum for those
mandates. Politicians are less likely
to sock voters with policies that will
make energy more expensive when
those voters are worried simply
about keeping the lights on.

Last week, at ECO:nomics, The

Wall Street Journal’s annual confer-
ence on the business of the environ-
ment, clean-energy developers
large and small swapped tales of
how the recession and the resulting
drop in energy prices have hobbled
their plans.

“It’s wicked timing,” William
Roe, chief executive of biofuels de-
veloper Coskata Inc., said at the con-
ference. Coskata, based near Chi-
cago, is trying to find funding for a
plant it is trying to build. But these
days, “when you talk to a bank,” Mr.
Roe said, “all you getis asmile and a
pat on the head.”

Even T. Boone Pickens is feeling
the pinch. The Texas oilman has been
spending millions of dollars to drum
up support for his “Pickens Plan.” It
envisions developing big new wind
farms to generate electricity as a
way to free up U.S. natural gas to
power truck fleets—and, in turn, to
curb U.S. demand for imported oil.
But Mr. Pickens has been forced to
scale back his own plans to develop a
massive wind farm in Texas.

Two years ago, Mr. Pickens was
hoping to build a 4,000-megawatt
wind farm in his home state, and in-
vestors were “lined up wanting to fi-
nance it” because energy prices
were so high, he said. Now, with nat-
ural-gas prices having fallen by
more than half, it’s unclear when the
project will grow beyond its first
1,000-megawatt phase.

As oil prices surged and green-
house-gas emissions took a higher
place onthe political agenda, spend-
ing by public and private sources to

Green money

National stimulus plans are spending
billions of dollars on clean energy ...

Green portion of stimulus spending,
over multiple years, in billions
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... But studies say more will need to be
spent, mostly from the private sector
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“Spending that would be needed on renewable energy and energy efficiency to keep atmospheric
concentrations of carbon dioxide below 450 parts per million, a level many scientists say would be
necessary to prevent serious consequences from climate change

Sources: HSBC (countries’ spending); New Energy Finance (global spending);
New Energy Finance interpretation of International Energy Agency data (investment needed)

develop renewable energy and im-
prove energy efficiency surged to
$142 billion in 2008 from $34.1 bil-
lion in 2004, according to New En-
ergy Finance, a London consulting
firm. When the recession dried up fi-
nancing for big projects and de-
flated energy prices, the clean-en-
ergy race ran out of gas.

The economic-stimulus plans
rolling out everywhere from the U.S.
to Europe to China seek partly to
breathe new life into the global
clean-energy campaign. But be-
cause the global energy system is so
huge, even billions of dollars of
short-term government money
won’t matter much unless it’s able
to get hundreds of billions of dollars

in long-term private investment
flowing into clean energy again.

The $787 billion U.S. stimulus
plan contains some $94.1billion over
10 years for clean energy, for every-
thing from plugging energy leaks in
old houses to building more wind tur-
bines, according to a study by HSBC.
But the public money will work only
if it can get private investment “off
the sidelines and get the commercial
banks tolend again to good projects,”
Matthew Rogers, the Department of
Energy official who oversees the de-
partment’s stimulus spending, said
at the conference Friday.

The International Energy
Agency estimates that annual global
spending on renewable energy and

energy efficiency would have to av-
erage $542 billion through 2030 to
prevent atmospheric concentra-
tions of carbon dioxide from rising
to alevel many scientists say would
trigger particularly dangerous con-
sequences from climate change.

One thing government could do
is lay out policies to convince pri-
vate investors that clean energy is
still a smart long-term investment.
It appears likely to do that, eve-
nutally. But the coming year is likely
to feature heated and historic de-
bates over how the details of those
policies should shake out.

One likely fight will be over the
prospect of forcing companies to
pay to emit carbon dioxide, probably
through a “cap and trade” system.
Under such a system, the govern-
ment would print permits entitling
industry to emit a set number of tons
of greenhouse gases every year; com-
panies would buy and sell those per-
mits, launching a race to curb emis-
sions at the lowest cost. Exactly how
that policy is drawn would deter-
mine how much it would raise elec-
tricity prices and which Americans
would bear the brunt of that bill.

For now, the clean-energy indus-
try is reaching for any lifeline it can
get. At the Journal’s conference,
when Mr. Rogers, the Department of
Energy’s new moneyman, finished
speaking and stepped off the stage,
dozens of clean-energy entrepre-
neurs swarmed around him, hand-
ing him their business cards in hope
of ashot at some short-term govern-
ment relief.



