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By VANESSA FUHRMANS

ISERLOHN, Germany—Jochen Aron
used to drink a frothy mug of Iserlohner
Pilsener just because he was thirsty.
Then, saving the brand from extinction
became his mission.

These days, the 49-year-old bathroom-
fixture salesman stocks extra cases of
the hometown beer in his pantry. He in-

formed his rela-
tives that he
wouldn’t drop by
for Sunday visits
unless they served
Iserlohner Pils.
And one Saturday
recently, he arrived
hours early to a fed-
eral soccer league
match in nearby
Dortmund, armed
with bottles of Iser-
lohner Pils to prose-
lytize at tailgate
parties.

“If I couldn’t
drink this beer, I
don’t know what I’d

do,” said Mr. Aron as he handed out a
round of deep golden beers, then took a
gulp himself. Wiping the foam from his
lip, he knotted his bushy brow at the
thought. “I’d probably have to stop drink-
ing altogether,” he said.

The threat to his favorite brew isn’t
hypothetical. Five months ago, the par-
ent company of Iserlohn’s 104-year-old
local brewery declared it would shut
down the plant this summer. Like most
of the country’s 1,300 breweries, Iser-
lohn’s principal market extends only
about 20 miles beyond the city limits.
A dwindling population and trendier
temptations such as wine have hurt
sales.

Unless the 99,000 people of Iserlohn
started cracking open more beers and
sparked someone’s interest in buying
the brewery, the brew generations of
Iserlohners have grown up with would
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By DAVID BANK
And JOANN S. LUBLIN

When companies look for outsiders to
join their boards, they often turn to peo-
ple such as Ellen Futter, the president of
the American Museum of Natural His-
tory in New York. As corporations see it,
the leaders of big nonprofits can bring
independence and a broader view of so-
cial issues to a board. Ms. Futter serves
on four: insurer American International
Group Inc., pharmaceutical maker Bris-
tol-Myers Squibb Co., the energy com-
pany Consolidated Edison Inc. and J.P.
Morgan Chase & Co., the nation’s second-
biggest bank.

For museum directors, university
presidents and other nonprofit leaders, a
corporate directorship offers a big plus
too: connections that can lead to major
donations. All four of the companies on
whose boards Ms. Futter sits have made
substantial contributions to her museum—
both during her nine years as president
and before.

But those contributions create a poten-
tial conflict of interest: the possibility
that money flowing from companies and
their executives will make nonprofit offi-
cials beholden to the corporate manage-

ment they are supposed to monitor.
Exhibit A is Enron Corp. The onetime

energy-trading giant, its chief executive
and affiliated foundations directed mil-
lions in donations during the 1990s to a
Houston cancer center headed by Enron
director John Mendelsohn, who served
on Enron’s now-famously-inattentive au-
dit committee. (An Enron spokesman de-
clines to comment. Dr. Mendelsohn has
said the center doesn’t depend heavily on
Enron philanthropy.)

The potential problem goes far beyond
thewell-publicizedEnronexample.ADela-
ware Chancery Court judge ruled just last
week thata supposedly independent inves-
tigative committee created by Oracle
Corp.’s board was in fact fraught with
“bias-creating relationships.” One con-
flict: The two directors that constituted
the panel—a pair of Stanford University
professors—wereasked to investigatecon-
troversial stocksalesby fellowboardmem-
bers, some of whom had donated heavily
to Stanford. The ruling allowed a share-
holder lawsuit to go forward against those
boardmembers, including Oracle’s chair-
man and chief executive, Larry Ellison,
who personally and through the company
has given millions to Stanford.

Now, concern about this kind of prob-
lem is spurring the Nasdaq Stock Market
to propose new rules encouraging compa-
nies to limit donations to nonprofits
whose executives sit on the companies’
boards. The New York Stock Exchange
also wants to promote directors’ indepen-
dence, but proposals it has made don’t
specifically target nonprofit conflicts.

It isn’t clearyethowtoughtheexchang-
es’ new ruleswill be, but several corporate
boards have begun to take action in antici-
pation of new restrictions. All this comes
amidwide-rangingefforts to reformcorpo-
rate boards after a wave of business scan-
dals that boards did little to curtail.

Acting on her own, Ms. Futter re-
signed last year from the committee of
Bristol-Myers direc-
tors that oversees
the company’s au-
dits. She also
stepped down last
year from the AIG
committee that
helps set top execu-
tive salaries. Ms.
Futter wanted to
avoid “even the ap-
pearance of con-
flict” between her
duties overseeing
the companies and
her fund raising, a
spokeswoman for the natural-history mu-
seum says. The expectation of the new
rules also factored into Ms. Futter’s deci-
sions, the spokeswoman says.

Ms. Futter, who declined to be inter-
viewed, remains on the four corporate
boards. She continues to serve on com-
mittees such as the Bristol-Myers corpo-
rate-governance panel, which considers
questions of possible conflicts of interest
of board members, among other duties.
It’s far from certain that the proposed
rule changes would force any alteration
in her relationships with the companies.

The museum chief’s fund-raising suc-
cess illustrates the potential problem cre-
ated by nonprofit executives serving on
corporate boards. In 2001, she received a
bonus of more than $150,000 on top of her
Please Turn to Page A10, Column 1

Reform Proposals
The SEC is reviewing proposed rules on who
is an “independent” corporate director.

The New York Stock Exchange proposal

n Companies have to maintain boards with
a majority of independent directors.

n Certain committees, such as those
overseeing audits, have to have all
independent directors.

n The director or an immediate family
member can’t be an executive officer of
another corporation that received more
than $1 million, or 2% of its gross
revenue—whichever is greater—from the
listed company. The proposal doesn’t refer
to directors who work for nonprofits.

Nasdaq Stock Market proposal

n Companies have to disqualify as
independent a director who is an executive
officer of a nonprofit to which the company
gives $200,000, or 5% of the nonprofit’s
annual revenue, whichever is greater.
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By GREG IP

WASHINGTON—With the Federal Re-
serve apparently ready to cut interest
rates next week, officials indicated yes-
terday that a quarter-point cut remains
firmly on the table, despite the market
expectation of a half-point cut.

Fed officials emphasized they
haven’t decided how far to move rates
next week and are keeping all their op-
tions open. But beyond that next rate
cut, the Fed now faces a daunting chal-
lenge: How to continue to ward off po-
tential deflation when short-term inter-
est rates are closer to zero than they
have been in 45 years.

Several months ago, officials said
that in such a near-zero scenario the
Fed could keep rates down by buying
Treasury bonds, as it did in the 1940s.
Such a buying spree would raise bond
prices and lower their interest yields,
which move in the opposite direction.
But after months of study, Fed officials
have concluded that today’s far-more-
complex bond market would frustrate

that strategy.
The Fed’s key

rate already is at
1.25%. After next
week’s move, cut-
ting it even closer
to zero will pose
problems. Too low
a rate would im-
peril money-mar-
ket mutual funds,
for instance, be-
cause they might
no longer clear
enough money to
cover expenses and
pay a return to in-

vestors. It would leave the impression
the Fed was out of rate-cutting ammuni-
tion. And a zero rate could disrupt the
market in which Treasury bills, commer-
cial paper and bank deposits trade. Why
would a bank borrow in the money mar-
ket when the Fed is providing ample
funds free of charge?

So Fed officials are concluding the
best alternative tool for boosting growth
is persuading investors—through care-
ful communication—about its intentions
on short-term rates. It must convince
investors that rates will remain low
long enough to extinguish fears of defla-
tion and ensure that economic expan-
sion is well entrenched. Deflation is dan-
gerous because falling prices often lead
to falling wages, making it hard for
companies and households to pay back
debts. While the Fed can raise interest
rates as high as it wants to fight infla-
tion, it can’t cut them below zero to
fight deflation.

The Fed already has had surprising,
if unexpected, success in sending such
messages to investors. After their May
6 meeting, Fed officials declared lower
inflation to be a bigger risk than higher
inflation. From that, investors con-
cluded the Fed would keep rates low
much longer than had been thought,
and drove bond yields down. Long-term
rates—10 or more years—are more than
half a percentage point lower than they
were before the Fed statement, even af-
ter rising in the last few days. The low
rates gave mortgage refinancing and
the rest of the economy a boost even
though the Fed hadn’t touched its short-
term federal-funds rate, which is
charged on overnight loans between
banks.

Financial markets yesterday were bet-
ting that the Fed will cut the Federal
funds rate by half a percentage point this
coming Wednesday. But Fed officials are
uncomfortable with that expectation be-
cause the Fed hasn’t decided the size of
any rate cut and doesn’t want to shock
the markets.

Fed Chairman Alan Greenspan re-
cently said that while the risk of defla-
tion is small, it was a dangerous-
enough outcome that it was worth tak-
ing out insurance to keep the risk
small. To back up his rhetoric and keep
Please Turn to Page A10, Column 1
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Alan Greenspan

By DANIEL GOLDEN

Erika Dowdell, a black Detroit native,
didn’t get into the University of Michi-
gan Law School, which avowedly prac-
tices affirmative action.

Yet she was admitted to the Univer-
sity of California at Los Angeles, another
top-notch law school, which has been
banned from considering race since a
1996 voter initiative prohibiting affirma-
tive action in the state.

One possible reason: Ms. Dowdell en-
joyed an admissions preference at

UCLA somewhat akin to affirmative ac-
tion. On her application, she expressed
interest in the law school’s Critical
Race Studies program, which examines
the relationship between law and race.
Applicants who plan to specialize in
that field are held to a lower standard
of grades and test scores.

The Critical Race Studies boost is
available to white applicants, too. But
the subject is particularly popular
among minority students. Established
two years ago, it has helped the law
school increase its enrollment of black
first-year students to 13 in 2002 from
five in 2000—out of a class of 305 each
year. Black enrollment is still less than
in 1996, the last year affirmative action
was allowed in California.

Next week, the U.S. Supreme Court
is expected to decide on a challenge to
minority preferences, made by white ap-
plicants rejected by Michigan’s under-
graduate and law-school programs.
Should the court narrow or eliminate
affirmative action, colleges and gradu-
ate schools nationwide would face the
same predicament UCLA Law did: how
to maintain some semblance of racial
diversity despite the continuing test-
score gap between whites and black
and Hispanic minorities.

In the handful of states that have al-
ready banned or restricted affirmative ac-
tion, someuniversitiesusewhatmanyedu-
cators call “proxies”—ostensiblyrace-neu-
tral criteria, such as interest in Critical
RaceStudies, thatmainlyattractminority
applicants. Proxies are just one of a num-
ber of strategies intended to increase mi-
norityenrollmentwithout explicitaffirma-
tive-action policies, from greater faculty
discretion in admissions to more empha-
sis on overcoming socio-economic disad-
vantage.

Of the 959 UCLA law applicants ad-
mitted in 2002, 10.5% were black, His-
panic or Native American. Twelve of
the 23 students accepted through the
school’s “programmatic admis-
sions”—primarily Critical Race Studies—
are members of those groups. Students
accepted in this category had a median
grade-point average of 3.42 and a me-
dian Law School Admission Test score
of 159—compared with the median 3.72
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n ASHCROFT ANNOUNCED a po-
tential al Qaeda plot was broken up.
Iyman Faris, a Kashmiri who came

to the U.S. in 1994, lived in Ohio and
worked as a trucker, pleaded guilty
to providing support to terrorists and
may face 20 years in prison. He re-
portedly told investigators his mis-
sion, given to him by top bin Laden
lieutenant Khalid Shaikh Mohammed,
was to plan ways to derail trains and
sever the Brooklyn Bridge’s cables
as follow-ups to the Sept. 11 attacks.
A statement signed by Faris said he
considered using acetylene torches
on the landmark New York bridge
and even visited it, but decided the
plan’s chance of success was slim.

i i i
n Iraqis ambushed an ambulance
carrying a wounded U.S. soldier near
Baghdad, killing an American. In Sa-
marra, shelling of a U.S. base killed
an Iraqi. Baghdad protesters cursed
Bush at a funeral for an Iraqi ex-sol-
dier killed by U.S. troops at a dem-
onstration Wednesday. An Iraqi in-
terim government is viewed as the
fastest way to quell unrest. (Page A3)

i i i
n An Israeli shopkeeper was killed
by a Palestinian suicide bomber on
the eve of Powell’s visit tomorrow to
Israel and Palestinian lands. Jewish
settlers fought with Israeli troops tak-
ing down an illegal camp. (Page A6)

i i i
n The U.N. nuclear agency pressed
Iran to allow more inspections and
stop enriching uranium. But the IAEA
didn’t declare it in breach of arms-pro-
liferation accords as the U.S. wanted.
n More Iranians set themselves afire
in Europe to protest France’s crack-
down on members of an Iraq-based
anti-Tehran group. There have been
seven incidents and one death so far.

i i i
n The U.S. circulated a draft Secu-
rity Council resolution that would con-
demn North Korea for reviving its
nuclear-arms program. Russia and
China blocked the first effort in April.

i i i
n The Senate approved legislation
to speed access to cheaper generic
medications and added it to the big
Medicare bill adding a drug benefit.
Passage is expected soon. (Page A2)

i i i
n The Air Force dropped criminal
charges against two F-16 pilots who
killed four Canadian soldiers in an
Afghan bombing last year, urging
less-severe nonjudicial punishment.

i i i
n Colleges braced as the Supreme
Court prepared for its most signifi-
cant ruling of this term, whether to
narrow or end affirmative action in
admissions. (Column 1 and Page B1)

i i i
n The government ran up a deficit
of $292.06 billion for the first eight
months of fiscal 2003, twice the year-
earlier figure, the Treasury reported.

i i i
n U.S. tourism may be hurt further
by a post-Sept. 11 requirement that
visitors have high-tech passports,
business groups warned. (Page A2)
n The U.N. labor agency ordered all
merchant mariners to carry biomet-
ric IDs, but even that may not get
them port leave in the U.S. (Page A2)

i i i
n The White House had the EPA de-
lete global-warming concerns from
a report, documents released by an
environmental group show. (Page B2)

i i i
n The Pentagon is backing off a pro-
posal to order perchlorate testing at
all U.S. defense sites after services
complained about the cost. (Page A5)

i i i
n Reading scores show fourth grad-
ers improving, eighth graders stand-
ing pat and 12th graders slipping ac-
cording to the Education Department.

i i i
n Russia plans to set a presidential
vote in Chechnya in October, despite
continued fighting with separatist re-
bels. Parliamentary elections follow.
n Russia hopes to begin commercial
space launches from Europe’s facil-
ity in French Guiana in 2006, allow-
ing heavier payloads than at present.

i i i
n A climber in Wyoming survived
getting hit by lightning only to die
from a second bolt that struck him
an hour later, according to the police.

i i i
n Died: Larry Doby, 79, first black
American League player, joining in
1947, Wednesday, in Montclair, N.J.

THE FED APPEARS ready
to cut interest rates next

week. Financial markets expect a
half-point reduction, but Fed offi-
cials indicated a quarter-point cut
remains firmly on the table, in
part because of tentative signs
the U.S. economy is picking up.

(Article in Column 6)

i i i
n Freddie Mac filings show that
its derivatives positions jumped
46% from 2000 to nearly $700 bil-
lion at the end of September, rais-
ing concerns about potential risks.
n Two lawmakers asked the SEC
if it plans to investigate a stock
sale by Freddie Mac executives.

(Articles on Pages C1 and C7)

i i i
n The FCC is poised to approve
Univision’s acquisition of Hispanic
Broadcasting. Opponents are
lobbying hard to block the deal.
n A Senate panel voted to reverse
an FCC decision to relax media-
ownership rules. The bill still
faces a tough battle in Congress.

(Articles on Page A4)

i i i
n Analysts covering GE cut their
forecasts, citing a sluggish global
market, weakness at the plastics
unit and the impact of SARS.

(Article on Page A3)

i i i
n The Treasury sued Jenkens &
Gilchrist, demanding that the law
firm disclose the names of clients
who used abusive tax shelters.

(Article on Page A3)

i i i
n The current-account deficit grew
by $12.9 billion to a record $136.11
billion in the first quarter. The
leading indicators rose 1% in May.

(Article on Page A2)

i i i
n The industrials dropped 114.27,
or 1.23%, to 9179.53 on profit-tak-
ing after three months of gains.
The S&P 500 fell 1.5% to 994.70.

(Article on Page C1)

i i i
n Versace said it is embarking
on a turnaround plan. The fash-
ion house reported that it swung
to a $6.8 million loss last year.

(Article on Page A3)

i i i
n The SEC sued two ex-Gemstar
executives for overstating reve-
nue inaneffort to reapawindfall
in compensationandstock sales.

(Article on Page B5)

i i i
n Lehman’s net jumped 48% in
the latest quarter, boosted by
its bond-trading business. A.G.
Edwards said earnings fell 29%.

(Article on Page C7)

i i i
n PG&E agreed in principle
with the California utility com-
mission on a $12 billion reorga-
nization plan for the company.

(Article on Page B2)

i i i
n Natural-gas futures rallied on
the Nymex on a storage report
that might have been a little less
than what the market expected.

(Article on Page C10)

i i i
n Delta’s chairman and CEO said
the nation’s big airlines need
more government help, despite a
pickup in passenger traffic.

(Article on Page B2)

i i i
n PeopleSoft initiated an ex-
change offer for J.D. Edwards
shares as it tried to keep the deal
on track amid Oracle’s hostile bid.

(Article on Page B5)

i i i
n McDonald’s is pressing its
meat suppliers to reduce the
use of antibiotics that are used
to make livestock grow faster.

(Article on Page B2)

i i i
n Forest reported poor results
for the drug memantine in treat-
ing milder stages of Alzheimer’s.

(Article on Page B5)

i i i
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The Potter Effect: Booksell-
ers hope Harry Potter’s lat-
est adventure will conjure up

sales for other books, but have previ-
ous releases in the popular series de-
livered? See our interactive graphic.

i i i
n Seven Questions: Fund manager
John Goode likes natural-resources
stocks but is bearish on bonds.

i i i
n Tech Q&A: Nokia’s Dan Mc-
Donald discusses security amid grow-
ing mobile access to the workplace.

–Markets–
Stocks:NYSE vol. 1,512,694,530
shares, Nasdaq vol. 1,941,829,737.
DJ industrials 9179.53, t –114.27;
Nasdaq composite 1648.64, t –28.50;
S&P 500 index 994.70, t –15.39.
Bonds (4 p.m.):10-yr Treasury
s +5/32, yld 3.341%; 30-yr
Treasuryt –15/32, yld 4.417%.
Dollar:118.32 yen, +0.51; euro
$1.1722, +0.34 cent against the dollar.
Commodities:Oil futures $29.96 a
barrel, t –$0.40; Dow Jones-AIG
futures 117.612, s +0.328; DJ-AIG
spot 148.957, s +0.415.
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What’s a Hungry Man to Do?

The nation’s food
companies are experi-
encing an identity crisis
as they try to please
customers on both sides of the
health-indulgence divide. PAGE B1

Blueprint for Getting

Iraq Into the Black

The postwar challenge is to undo a
legacy of economic neglect and a
Stalinist industrial structure, says
the chief civilian administrator, L.
Paul Bremer III. OPINION, A8

Rocky Road to Profit

How a Palestinian stone company in
the West Bank copes with Israeli
checkpoints and Arab boycotts and
still manages to get its shipments
through. A6

Investing Like It’s 1999

Tech shares have
been bouncing up-
ward and investors
are getting into the
swing, too. But it’s
too soon to party, many say, and
much of the upswing could just be
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C O N G L O M E R AT E S

Qatar Airways placed a $5.65 billion air-
craft order with Airbus, bringing the total
value of the European maker’s new busi-
ness at this year’s Paris Air Show to more
than $20 billion. Qatar ordered 14 A330s, two
A340-600s and two A321 aircraft. It also has
options for eight more A330s and an addi-
tional eight A340-600s, and will lease two
A330-200s from GE Capital Aviation Services
for five years starting in July 2004. The air-
line also converted a memorandum of un-
derstanding for two A380s into orders, plus
two options.The deal will more than double
Qatar Airways’ fleet of 24 aircraft. This
week, rival Gulf-based carrier Emirates air-
lines signaled a big increase of its fleet with
a $19 billion order for Airbus andBoeing Co.
planes. Airbus won $12.5 billion of that or-
der for 41 planes in what executives called
the largest-ever order for wide-bodied jets.
Qatar and Emirates are pumping money
into their fleets because of their long term
view of the aviation industry.

Amerco, the parent company of truck-
and-trailer rental company U-Haul, is
close to announcing it has secured financ-
ing in the form of a prepackaged Chapter
11 bankruptcy filing, according to a per-
son familiar with the situation. Details of
the restructuring plan aren’t known. But
the filing could be made as early as today,
this person said. A spokeswoman for the
Phoenix company wasn’t available for
comment. There is speculation that be-
cause insiders, subsidiaries and Amerco
employees own 75% of the stock, the com-
pany won’t offer a restructuring plan that
wipes out, or substantially reduces the
value of, the company’s equity. Foothill
Capital Corp. is putting together the fi-
nancing necessary for Amerco’s prepack-
aged bankruptcy filing, the person said.
Amerco has been in default on $1.2 billion
in debt. The company’s auditors have
raised substantial doubt about Amerco’s
ability to continue as a going concern.

The federal tax-evasion case against
former Tyco International Ltd. Chief
Financial Officer Mark Swartz is likely
to be dismissed after federal prosecu-
tors in New Hampshire concluded they
filed the case in the wrong court. Will-
iam Morse, the assistant U.S. attorney
handling the case in Concord, N.H.,
said prosecutors on Wednesday filed a
motion to voluntarily dismiss the case
against Mr. Swartz. The motion “has
nothing to do with the merits of the
case,” Mr. Morse said, but rather re-
lates to the proper venue for the case.
Mr. Morse said prosecutors had some
concerns about proving that an “affir-
mative act of tax evasion” had taken
place in New Hampshire. Mr. Morse
said the government intends to reindict
Mr. Swartz in another federal court, per-
haps in Florida, where the former Tyco
finance chief lived and filed his tax re-
turns, or Georgia, which is the location
of the Internal Revenue Service office
where Mr. Swartz’s returns were sent.
The case began in February, when a
federal grand jury indicted Mr. Swartz
for allegedly failing to pay federal in-
come taxes on a $12.5 million bonus he
received in 1999 from the Bermuda com-
pany. Mr. Swartz has pleaded not
guilty.

Bankruptcy Filing to Secure
Financing for U-Haul’s Parent

Joint Venture With Tembec
Will Combine Timber Units

KB Home, helped by the continued drop
inmortgage rates and “strongprice appreci-
ation,” saw its profit rise 27% in its fiscal sec-
ond quarter amid a 26% jump in revenue.
The Los Angeles home builder also boosted
its fiscal full-year earnings forecast. For the
quarter ended May 31, it had net income of
$81.4 million, or $1.94 a share, compared
with net of $64.1 million, or $1.42 a share, a
year earlier. Revenue rose to $1.44 billion.
The company said its backlog at May 31
grew 29% to $3.4 billion. “For the remainder
of 2003, we expect to continue to benefit
from favorable housing-market conditions,
including the combination of healthy de-
mand and constrained land supply, and will
continue to leverage our size to generate fur-
ther operating efficiencies,” said Bruce
Karatz, chief executive. The company now
expects fiscal-year earnings of $8.20 a
share, up from its January projection of $8.
For the year ended Nov. 30, it had net of
$7.15 a share.

USA Interactive said it will change its
name to InterActiveCorp and has created
an office of the chairman that includes
Chairman and Chief Executive Barry
Diller. The New York company said the
new name, which is effective Monday, will
emphasize its business as a pure interac-
tive commerce operating company. It will
continue to trade on the Nasdaq StockMar-
ket but under the new symbol, IACI. The
move follows a transformational year
when the company contributed its USA En-
tertainment assets to a joint venture with
Vivendi Universal and agreed to buy Lend-
ingTree Inc. and stakes in Ticketmaster,
Expedia Inc. and Hotels.com. According to
a Securities and Exchange Commission fil-
ing, the office of the chairman will also
consist of Vice Chairman Victor Kaufman,
Executive Vice President and Chief Finan-
cial Officer Dara Khosrowshahi, and Exec-
utive Vice President and Chief of Business
Operations Julius Genachowski.

Northwest Airlines flight attendants
voted for new union representation by
the Professional Flight Attendants Asso-
ciation, ending a 26-year relationship
with Teamsters Union Local 2000. A
spokesman for the Teamsters said that of
10,969 votes cast, 4,857 were for the asso-
ciation. David Barrow-West, assistant
trustee of the Teamsters local union,
said the association began its challenge
of the Teamsters last year. He blamed
the loss on the tough climate in the air-
line industry. The new union organiza-
tion, which takes over today, couldn’t be
reached for comment. Northwest Air-
lines said it respected the flight atten-
dants’ choice. The airline has asked all
of its unions to look at contract changes
this year to help cut costs.

Canadian forest-product companies
Domtar Inc. and Tembec Inc. said they
agreed to combine their timber and soft-
wood-lumber operations in an equally
owned joint venture, forming one of North
America’s biggest lumber companies. The
new venture, yet to be named, had pro
forma sales for 2002 of 900 million Cana-
dian dollars (US$673.3 million). It will be
made up of Domtar and Tembec sawmills
and related forestry operations in the prov-
inces of Quebec and Ontario; it will also
market lumber produced by Tembec in
British Columbia, giving it total sales ca-
pacity of 2.7 billion board feet —close to
5% of North American lumber volume. The
new venture “will be in a strong position
to bring much-needed consolidation to the
North American lumber market, which is
too often characterized by oversupply and
low prices,” said Domtar Chief Executive
Officer Raymond Royer. Tembec’s presi-
dent and CEO, Frank A. Dottori, will be
chairman of the new company.

—Compiled from staff and
Dow Jones Newswires reports.
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$450,000 annual salary, in part for open-
ing the museum’s $210 million Rose Cen-
ter for Earth and Space, according to the
museum. On a wall honoring major con-
tributors to the multimedia Rose Center,
the list of 34 “friends” includes: Bristol-
Myers, Con Edison and the Starr Founda-
tion, which was endowed by AIG’s
founder and is run by current and former
AIG executives. Ms. Futter served on the
boards of all of the companies when they
or their related foundations made these
contributions.

Bristol-Myers, through the Bristol-My-
ers Squibb Foundation, was also the pri-
mary sponsor of the museum’s 1999 ex-
hibit, “Epidemic!” The foundation con-
tributed $1.2 million over four years for
the display on infectious diseases. In ad-
dition, Bristol-Myers has given the mu-
seum a total of $700,000 for other pur-

poses during Ms.
Futter’s tenure as
president.

Ms. Futter, a
lawyer by training
and a former presi-
dent of Barnard
College in New
York, has also
raised large
amounts of money
from companies
and foundations to
which she has no
direct connection.
During her time at

the museum, giving by the four compa-
nies on whose boards she sits has been
“consistent with the philanthropic sup-
port these corporations have provided
historically to the museum before Ms.
Futter became president and/or joined
these boards,” the museum says in a
written statement.

She served on the six-member Bris-
tol-Myers audit committee from 1993 un-
til 2002, chairing the panel in 1998 and
1999. In March, Bristol-Myers restated
its financial results from recent years,
acknowledging that from 1999 through
2001, it had overstated revenue by a
total of nearly $2.5 billion. The restate-
ment raised its revenue by $653 million
for the first half of 2002. The company’s
financial reporting is now under investi-
gation by the Securities and Exchange
Commission and the Justice Depart-
ment. The company has said it is coop-
erating with the government probes and
doing its own internal investigation.
There is no indication the government
inquiries are focusing on board mem-
bers.

Bristol-Myers says that its contribu-
tions to the natural-history museum
haven’t compromised Ms. Futter’s role
on its board. “Since 1990, she has pro-
vided important independent counsel and
guidance to the company,” Rebecca Tay-
lor, a company spokeswoman, says.

AIG reached a similar conclusion,
says company spokesman Joseph Norton.
He points out that the Starr Foundation is
for legal purposes independent of AIG.
But Maurice Greenberg, AIG’s chief exec-
utive, serves as chairman of the founda-
tion, and other members of AIG’s board
serve on the foundation’s board. Mr.
Greenberg serves as a trustee of the natu-
ral-history museum, as well.

In 1999, the year Ms. Futter joined
AIG’sboard, theStarrFoundationcommit-
ted $10 million over two years to build the
museum’s C.V. Starr Natural Science
Building, a $35 million, nine-story re-
search facility in New York, with labs, ex-
hibits and retail space. “We’ve been fund-
ing the museum long before Ellen was
there,” says Florence Davis, the founda-
tion’s president and formerlyAIG’s top in-
house lawyer. “It has nothing to do with
her being on AIG’s board.”

Anne Canty, the museum spokes-
woman, says none of the corporate contri-
butions had any effect on Ms. Futter’s
boardroomdecisions. “Ms.Futter’s role as

adirector is independentofher roleaspres-
ident of the museum,” Ms. Canty says.

Con Ed and J.P. Morgan Chase say
they continue to consider Ms. Futter to
be an independent board member.

Current NYSE and Nasdaq rules im-
pose no donation restrictions on a com-
pany appointing a nonprofit executive
to its board. The NYSE requires that a
majority of a company’s audit-commit-
tee members be “independent,” mean-
ing they aren’t executives of the com-
pany and don’t have a “material” rela-
tionship with it, such as that of a paid
consultant or a supplier.

In its proposed new rules, the Big
Board would require that companies
traded on the NYSE maintain boards
with a majority of independent directors.
Certain committees, such as those over-
seeing audits, executive pay and director
nominations, would have to have all inde-
pendent directors under the NYSE pro-
posal. The SEC, which must approve any
new exchange rules, is reviewing the
NYSE proposal, along with one from the
Nasdaq. SEC action is expected later this
year.

It’s not clear what adoption of the
NYSE approach would mean for compa-
nies and their nonprofit directors. The
NYSE proposal would allow companies
themselves to determine whether they
have a material relationship with poten-
tial directors. Under the proposal, a
board member generally wouldn’t be in-
dependent if the director or an immedi-
ate family member were an executive of
a company that received more than $1
million, or 2% of its
gross revenue—
whichever is
greater—from the
corporation. But
the proposal
doesn’t explicitly re-
fer to directors who
work for nonprof-
its, meaning that it
would be up to cor-
porations to decide
whether they apply
the new restriction
to nonprofit execu-
tives, according to
Ray Pellecchia, a
spokesman for the NYSE.

The Nasdaq has proposed a restric-
tion for its listed companies that does
explicitly apply to nonprofits. The Nas-
daq would disqualify as independent
any director who is an executive officer
of a nonprofit organization to which the
corporation gives $200,000, or 5% of the
nonprofit’s annual revenue, whichever
is greater. The SEC hasn’t said whether
it intends to produce one consistent
standard.

In the meantime, many nonprofit lead-
ers and the companies on whose boards
they sit defend their existing arrange-
ments. Many companies look to the pool
of nonprofit executives as a source of
women and minority candidates who can
provide diversity to a board.

Sister Maureen Fay, president of Uni-
versity of Detroit Mercy, a Catholic
school, has been a director of Bank One
Corp. or a corporate predecessor since
1985. She says board seats such as hers
help nonprofit officials forge important
connections and raise critically needed
funds. In November 1999, she submitted
a written request to Bank One’s founda-
tion for $1 million as part of a broad
university fund-raising campaign. The
foundation pledged $750,000, to be paid
over five years.

Dr. Fay says, “Bank One’s contribu-
tion had absolutely no impact on my deci-
sions as a board member.” She adds that
she didn’t use her director’s clout to “ex-
ert any pressure” on the big Chicago
bank to contribute.

Thomas Kelly, a bank spokesman,
says that “neither Maureen Fay nor any-
one at Bank One received any direct ben-
efit from the contribution.” The bank or

its predecessor have supported the uni-
versity since the 1950s. Dr. Fay has
headed the university since 1990 and a
predecessor since 1983. In 1994, a corpo-
rate predecessor of the bank donated $1
million to endow a chair in business eth-
ics at the school.

Soon after R. Gerald Turner was
named president of Southern Methodist
University in Dallas in 1995, he joined
the board of retailer J.C. Penney Co.,
based in nearby Plano, Texas. In 1998,
the company pledged $1 million to create
the J.C. Penney Center for Retail Excel-
lence at SMU’s Cox School of Business,
which opened in 2001.

“Clearly, we don’t think it influences
his status” as an independent member of
the J.C. Penney board, says Rita Trevino-
Flynn, a company spokeswoman. A
group of J.C. Penney executives, not the
board, made the decision to give the gift,
she says.

Mr. Turner says he has served dili-
gently as a company board member.
“When I’m in a Penney’s board meeting,
I don’t think about the J.C. Penney Cen-
ter for Retail Excellence,” he says.

Similarly, Shirley Strum Kenny, pres-
ident of the State University of New
York at Stony Brook, says gifts to the
school of more than $40 million from
Charles B. Wang didn’t influence her
work on the board of Computer Associ-
ates International Inc. Mr. Wang
founded and once led the company. Dr.
Kenny joined its board in 1994 and
served through last year, when the
board’s new term limits required her to
step down.

She served on the board’s four-mem-
ber audit committee until last August,
acting as chairwoman of the panel from
August 2000 until she stepped down.
Some of the company’s accounting prac-
tices during the late 1990s are now un-
der investigation by the SEC and the
Justice Department. There is no indica-
tion the federal probes are focusing on
current or former board members.

Computer Associates, based in Islan-
dia, N.Y., defends its accounting as
proper and says it is cooperating with
the government probes. Accounting
practices under scrutiny were used dur-
ing a period in which the company’s
rising share price boosted the value of
restricted shares initially valued at hun-
dreds of millions of dollars that Com-
puter Associates gave Mr. Wang in
1998. He later gave some of the stock
back.

“I did my corporate responsibilities
with great seriousness,” Dr. Kenny says.
“I didn’t see that as at all connected with
what Charles did philanthropically.” Per-
sonal gifts such as Mr. Wang’s aren’t
specifically covered by the new rules pro-
posed by the NYSE and Nasdaq.

Dr. Kenny says the Wang gift en-
hanced her reputation at the university,
but she adds that “it doesn’t enrich me.”
A friend of Mr. Wang’s for more than two
decades, she says she is “glad to take the
credit” for convincing him in 1996 to
pledge $25 million to SUNY Stonybrook to
build an Asian-American cultural center.
The gift, the largest donation ever to the
state university system, later grew to
more than $40 million.

Computer Associates itself gave
SUNY Stonybrook about $2.2 million dur-
ing Dr. Kenny’s eight-year tenure on the
company’s board. Mr. Wang, who
stepped down as CEO in 2000 and as
chairman last November, says his and
the company’s gifts had nothing to do
with influencing Dr. Kenny. “SUNY
Stony Brook is the local university to
Computer Associates, and CA had been
involved in their programs for years,” he
says. “The university’s focus on learning
and the interests of CA were similar.”

Robert Gordon, a company spokes-
man, says, “Mr. Wang’s support of Stony
Brook certainly didn’t compromise any-
one, especially the independence of

former CA board member Dr. Shirley
Strum Kenny.”

While the SEC ponders the stock ex-
changes’ reform proposals, some major
companies have taken action on their
own.

Automatic Data Processing Inc., the
big computing-services concern in Rose-
land, N.J., is one of a handful of compa-
nies that have adopted guidelines pushed
by the Council of Institutional Investors,
a Washington-based trade group repre-
senting more than 130 pension funds with
more than $3 trillion in total assets. ADP

last September
capped its annual
donations to a non-
profit of which a
board member is
an employee, of-
ficer or director at
the lesser of
$100,000 or 1% of
the total contribu-
tions the nonprofit
receives per year.
“From a company
standpoint, we’ve
always been
chintzy,” says Jim

Benson, ADP’s general counsel.
In the past nine months, others that

have instituted similar but less stringent
limits on contributions to try to avoid
conflicts include: Aetna Inc., Dell Com-
puter Corp., Electronic Data Systems
Corp., General Electric Co. and Pruden-
tial Financial Inc.

Dell, for example, in January began
including its executives’ individual chari-
table contributions in its determination
of whether a nonprofit official should be
considered an independent director. Dell
says that on a case-by-case basis, it re-
views the independence of a board mem-
ber associated with a nonprofit if the com-
pany and its executives contribute more
than 1% of the nonprofit’s annual re-
ceipts. Michael Miles, a Dell director and
former chief executive of Philip Morris
Cos., now known as Altria Group Inc.,
says an individual executive’s “contribu-
tion could be misunderstood by the out-
side world as a contribution that is
meant to influence a board member’s be-
havior.”

The new policies at Dell and ADP
haven’t led to the removal of any direc-
tors, the companies say.

Some shareholders are growing skep-
tical of corporate-nonprofit relationships.
A shareholder resolution that faulted Ver-
izon Corp. for its “substantial material
relationships” with several board mem-
bers gained 23% of the vote at the New
York-based phone company’s annual
meeting in April.

One of those Verizon board members
was Hugh Price, who stepped down in
April as president of the National Urban
League, an African-American advocacy
group. The Urban League has received
more than $2.7 million from Verizon and
its predecessors since Mr. Price joined
its board in 1995. Ivan Seidenberg, Veri-
zon’s chief executive and a member of
the board of its corporate foundation,
served on the Urban League’s board un-
til July.

Urban League spokeswoman Max
Smith says the group “has enjoyed a long
and productive relationship” with Veri-
zon. “Every grant we’ve gotten from
them has gone through a rigorous and
competitive process with their founda-
tion,” she adds. Mr. Price says Verizon’s
donations “would have happened with or
without my membership. Those funding
decisions rested entirely with [Verizon],
and my judgment as a board member
was never influenced by them.”

Verizon echoes Mr. Price, stressing
that its support for the Urban League
began long before he joined the board.
Spokesman Peter Thonis says, “Mr.
Price’s membership on our board and
funding we have provided to the Na-
tional Urban League are unrelated
thoughts.”
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Solectron Corp.’s net loss widened for
its fiscal third quarter, in part from its
latest restructuring effort. For the quar-
ter ended May 31, the Milpitas, Calif.,
provider of electronics manufacturing
and supply-chain-management services
reported a net loss of $3.1 billion, or $3.74
a share, compared with a year-earlier net
loss of $284.4 million, or 35 cents a share.
The latest quarter’s results included a
$1.92 billion goodwill write-down, a $720.8
million deferred tax-asset allowance and
$384.1 million in restructuring charges.
Sales fell 7.2% to $2.82 billion. Due to the
charges, the company said, it won’t be in
compliance with a covenant of its $450
million credit facility. Solectron said it is
talking with its bankers to obtain an
amendment to the minimum-tangible-net-
worth covenant and believes it will be
successful. The firm added that it has no
plans to draw on the credit facility.

USA Interactive

The battle for Centerpulse AG went
into high gear as Zimmer Holdings Inc., a
Warsaw, Indiana, orthopaedic-product
maker, launched a formal offer for the
Swiss medical-technology company, but
analysts are betting British rival Smith &
Nephew PLC won’t give up without a
fight. Centerpulse said it will study Zim-
mer’s unsolicited $3.2 billion cash-and-
stock bid. The company agreed in March
to be acquired by Smith & Nephew for $2.6
billion in cash and stock, but yesterday
advised shareholders not to take any ac-
tion. Smith & Nephew, said it isn’t pre-
pared to walk away. A spokesman said
executives plan to read through the 700
pages of Zimmer’s offer over the coming
weeks and noted that the offer remains
valid until late August. In 4 p.m. composite
trading yesterday on the New York Stock
Exchange, Zimmer was at $44.42, off $2.21.

Zimmer Holdings Inc.

Centerpulse Offer Launched
But Smith & Nephew Bid Alive

Dismissal of Tax-Evasion Case
Is Likely Due to Filing Error

bond yields at their new lower levels,
Mr. Greenspan will likely recommend a
rate cut next week, the first cut since
November.

Most colleagues, some of whom
wanted to reduce rates months ago, are
apt to agree. The bigger question is by
how much.

The case for a quarter-point cut rests,
in part, on tentative signs of a pickup in
the U.S. economy, including reports to
the Fed from business contacts that or-
der books are starting to fill. That’s a
contrast to comments Mr. Greenspan
made just two weeks ago that there was
still no evidence of a postwar accelera-
tion in the U.S. economy.

The inflation picture isn’t as worri-
some as Fed officials thought a month
ago. Officials have been alarmed that
inflation excluding food and energy,
which had fluctuated between 2% to
3% since 1995, has slowed sharply to a
1.3% annual rate since September.
That is near the minimum many offi-
cials say is needed to maintain a
buffer against deflation. But prices of
items other than energy jumped 0.3%
in May. Fed staff also suspect statisti-
cal quirks in figuring home-ownership
costs may have exaggerated the appar-
ent slowing of inflation. These factors
argue for a smaller interest-rate
move.

Still, Fed officials say they don’t
want to assume the data are wrong,
especially when the stakes are so high.
If inflation is really headed below 1%,
the Fed needs to act aggressively. That,
along with still-weak job markets and
capital spending, argues for a half-point
move.

But the most difficult question facing
Fed officials is what to do if one more cut
doesn’t restart the economy. Back in No-
vember, Mr. Greenspan told Congress
that if short-term interest rates ever hit
zero, the Fed could repeat its 1940s strat-

egy of buying bonds to force down long-
term interest rates. Trying to reassure
lawmakers that the scenario was un-
likely, he added, “This is an academic
exercise.”

It doesn’t seem so academic now.
At next week’s meeting, Fed policy

makers will likely review results of an
intense research effort into ways to
boost the economy when the federal-
funds rate is close to zero. It is headed
by Vincent Reinhart, chief of the divi-
sion of monetary affairs and secretary
to the Federal Open Market Committee,
with input from Dino Kos, who runs
open-market operations at the Federal
Reserve Bank of New York.

The more the Fed has studied target-
ing bond yields, the more difficult it
has looked. Fed governor Ben Ber-
nanke, a Princeton University aca-
demic, last November spelled out how
the Fed bought large quantities of long-
term Treasury bonds to enforce a 2.5%
ceiling on yields between 1942 and 1951.
Targeting bond yields “would provide
sufficient leverage for the Fed to
achieve its goals in most plausible sce-
narios,” Mr. Bernanke asserted.

But bond trading is far bigger and
more complicated than it was in the
1940s. Buying bonds might be a useful
signal to the markets, much like inter-
vention in foreign-exchange markets.
But it might fail if the markets viewed
the world differently than the Fed. Fur-
thermore, the Treasury market is now
inextricably linked to other markets,
such as for interest-rate derivatives,
mortgage-backed securities and for-
eign exchange. Nobody knows how an
artificial target yield enforced by the
Fed would ripple through those mar-
kets.

Then there’s the question of what
Fed officials call the “exit strategy.”
The Fed got rid of the wartime 2.5%
ceiling in 1951 only after a fierce battle
with the Treasury, for which the ceiling

held down borrowing costs. All these
problems mean that while the Fed may
still buy bonds, it is not likely as a
stand-alone strategy.

The most effective way to convince
investors that short-term rates will be
low for a long time is to lower them
even further. But as rates fall to zero
that presents additional problems, such
as the viability of money-market mutual
funds. In the last two weeks, the Fed’s
supervisory staff, who monitor the
safety and soundness of banks, have
been visiting money-market funds to
ask how they’d be affected by a federal-
funds rate as low as 0.25%, a manager
at one bank-owned fund said.

A zero funds rate also might cause
the money market itself—where every-
thing from Treasury bills to eurodol-
lars and federal funds are traded—to
stop functioning normally. As rates
drop to zero, the incentive for banks or
other institutions to put idle cash to
work by buying short-term IOUs dimin-
ishes. Markets lose their ability to dif-
ferentiate between riskless Treasury
bills and risky deposits. The Swiss cen-

tral bank recently declared it can’t re-
duce its target rate below the current
0.25%. Indeed, it found that actual
rates have been slow to match the tar-
get because banks need to cover trans-
action costs.

Fed officials are inclined to see some
of these as regrettable but acceptable
costs of bolstering the overall economy.
After all, the pain is borne by a
“clearly identifiable and narrow” seg-
ment of Wall Street, such as money-mar-
ket fund managers, Mr. Reinhart said
recently. “A more serious concern” with
zero rates, he said, is the potential
harm to confidence: “Low rates risk fos-
tering the misimpression that monetary
policy is ineffective.”

If the public believed the Fed was im-
potent, it might behave in way that would
make the economy weaker and deflation
more likely. All this suggests while the
Fed would willingly slice the funds rate
below 0.75%, it would resist going all the
way to zero.

The Fed holds out its greatest hope
for refined verbal strategies for guiding
down long-term rates. They have stud-
ied so-called precommitment strategies,
under which the Fed would promise to
hold the funds rate low for a set period
of time, or until a target is achieved—
such as a 2% inflation rate or 4% eco-
nomic growth.

But other officials remain skeptical of
precommitment strategies. Suppose Fed
officials promised to keep rates low for
two years: Would investors trust them to
keep the commitment in the face of resur-
gent inflation and growth?

Still, Fed officials do broadly agree
that no unconventional monetary policy
is effective unless it convincingly shapes
investors expectations about the future
path of interest rates. They are reveling
in their success in doing exactly that on
May 6. The challenge now is to cement
that success and learn how to repeat it if
necessary.
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Touch America Holdings Inc., which
suffered a string of financial setbacks
and a massive loss in stock value since
its conversion from the energy concern
Montana Power Co., filed for federal
bankruptcy protection in Delaware. In
a news release, Chief Executive Bob
Gannon said the company was filing for
Chapter 11 “based on the continuing
uncertainty about our liquidity.” The
filing comes just one day after Touch
America laid off 216 employees—more
than half its work force—leaving Touch
America with 162 employees. The com-
pany had warned for months—and reit-
erated its warning Wednesday—that it
might seek bankruptcy protection this
summer because of its financial prob-
lems. The company also said it reached
a deal to sell its private line and Inter-
net business for $28 million to 360Net-
works Inc., a Canadian-based broad-
band telecom-service provider backed
by WL Ross & Co.

Charles B. Wang

Shirley Strum
Kenny

Tyco International Ltd.

As FedWeighs Rate Cut NextWeek, Quarter Point Is on the Table

Long and Short
Although the Fed has held short-term rates
steady lately, long-term rates are falling.

2001 20032002

Sources: Federal Reserve; WSJ Market Data Group

s
Fed funds target rate

6

4

2

0

%
t
Yield on the 10-year Treasury note

Maurice Greenberg

Bankruptcy-Protection Filing
Comes One Day After Job Cuts

GLOBAL BUSINESS BRIEFS

Touch America Holdings Inc.

* * * * * *A10 FRIDAY, JUNE 20, 2003 THE WALL STREET JOURNAL.


