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By ANDREW ROSS SORKIN
and STEVE LOHR

International Business Machines,
whose first I.B.M. PC in 1981 moved
personal computing out of the hobby
shop and into the corporate and con-
sumer mainstream, has put the busi-
ness up for sale, people close to the
negotiations said yesterday. 

While I.B.M. long ago ceded the
lead in the personal computer mar-
ket to Dell and Hewlett-Packard so it
could focus instead on the more lu-
crative corporate server and com-
puter services business, a sale would
nonetheless bring the end of an era in
an industry that it helped invent. The
sale, likely to be in the $1 billion to $2
billion range, is expected to include
the entire range of desktop, laptop
and notebook computers made by
I.B.M. 

The retreat from the business may
be the ultimate acknowledgement
that the personal computer has be-
come a staple of everyday life, a
commodity product, yielding very
slim profits. The companies that
make the most money from PC’s
these days are Microsoft and Intel —
whose software and chips are the
standard for most of the personal
computers sold, regardless of the
maker. 

According to the people close to
the negotiations, I.B.M. is in serious
discussions with Lenovo, China’s
largest maker of personal comput-
ers, and at least one other potential
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buyer for the unit. Lenovo was for-
merly known as Legend. 

A spokesman for I.B.M., Edward
Barbini, said last night, “I.B.M. has a
policy of not confirming or denying
rumors.”

If I.B.M.’s personal computer busi-
ness ends up being sold to Lenovo, it
would continue the migration of high-
technology manufacturing to China
and Taiwan.

In the 23 years since I.B.M. lent its
prowess in mainframe computers to 

Continued on Page C2
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Asia has increasingly become a
major hub for technology manufac-
turing. More and more chip making
is done in the contract factories, like
Taiwan Semiconductor, and at new
foundries in China.

Still, in the semiconductor indus-
try, Intel and I.B.M. still have big fac-
tories in the United States, and Ad-
vanced Micro Devices, Intel’s most

in 2002. He has sold hardware busi-
nesses where profits were slender
and growth prospects were limited,
like its hard disk drive business,
which was sold to Hitachi.

Instead, Mr. Palmisano has bet on
expanding the company’s services
business, automating a full array of
operations — from product design to
sales-order processing — for corpo-
rate customers. I.B.M. now casts it-
self as a company that does not sim-
ply sell technology but serves as a
consulting partner to help its cus-
tomers use technology to increase
the efficiency and competitiveness of
their businesses. As part of that
strategy, he bought Pricewater-
houseCoopers Consulting for $3.5 bil-
lion, in a deal that closed in October
2002.

“Palmisano’s getting out of busi-
nesses that aren’t growth opportuni-
ties and concentrating on what
I.B.M. does best,’’ said Mark Stahl-
man, an analyst at Carris & Compa-
ny. “PC’s are not where the growth
is.”

To trim costs, I.B.M. has steadily
retreated from the manufacture of
its PC’s. In January 2002, it sold its
desktop PC manufacturing opera-
tions in the Untied States and Europe
to Sanmina-SCI, based in San Jose,
Calif. I.B.M. now confines its role in
PC’s to design and product develop-
ment out of its offices in Raleigh,
N.C., with all the I.B.M.-brand desk-
top or notebook computers made by
contract manufacturers around the
world.

Leslie Fiering, a research vice
president at Gartner, has predicted
consolidation in the PC industry over
the next few years. 

“Exiting the market may be the
only logical choice for global vendors
bleeding profits and struggling for
share,” she wrote in a recent re-
search report. And she noted that

the production of desktop machines,
it has been widely criticized for hav-
ing destined the machines to com-
modity status by giving Microsoft
and Intel the rights to those essential
standards. And although Apple Com-
puter holds less than 4 percent of the
personal computing market world-
wide, it has been able to command
relatively high prices and richer
profits because it has controlled the
software and hardware that goes
into its machines.

A sale of the personal computer
business would be a step away from
I.B.M.’s traditional emphasis on the
size of its revenue as a measure of its
corporate power. The PC business
represents about 12 percent of
I.B.M.’s annual revenue of $92 billion. 

For nearly a decade, though, some
industry analysts have urged I.B.M.

to get out of that business as it made
only a modest profit or lost money.
For this year, analysts have expect-
ed a pretax profit of less than $100
million.

I.B.M. executives long resisted
that course, arguing that personal
computers were technology products
its corporate customers wanted. It
held on to the business on the theory
that it helped hold on to customers.

But in the most recent quarter,
I.B.M. ranked a distant third in
worldwide PC sales, with 5.6 percent
of the market, according to Gartner,
the market research firm. Dell was
the leader with 16.8 percent of the
world market, and Hewlett-Packard,
which has absorbed Compaq Com-
puter, had 15 percent.

A sale now, if it happens, would be
consistent with the strategy pursued
by Samuel J. Palmisano, who be-
came I.B.M.’s chief executive early

Hewlett-Packard, a broad-based
technology company where PC’s are
only part of a much larger business,
might face pressures similar to
I.B.M.’s. 

“The PC divisions of H. P. and
I.B.M.” Ms. Fiering wrote, “are vul-
nerable to being spun off if their drag
on margins and profitability are
deemed too great by their parent
companies.” 

In the meantime, she said, Asian
vendors like Lenovo “appear well po-
sitioned to leverage their strong lo-
cal-market standing and low-cost op-
erating models into a global pres-
ence.”

prominent rival in chip making, has
a leading-edge plant in Germany. 

Personal computer making has
followed the same path to Asia, espe-
cially in the case of notebook ma-
chines made in China and Taiwan.
Lenovo has had long ties with I.B.M.
It got its start in 1984 as a distributor
of personal computers from I.B.M.
and AST, the Taiwan PC maker.

I.B.M.

An I.B.M. ad campaign that ended in 1987 — seen then as an effort to
soften the company’s image — featured a Charlie Chaplin look-alike. 
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A sale of the unit, should it materialize, is expected to include the entire
range of desktop, laptop and notebook computers made by I.B.M.

flicts inherent in full service invest-
ment banks managing a mutual fund
business are “going to produce some
changes over the next few years.”

Senior Citigroup executives ac-
knowledge that the asset manage-
ment business, which through the
first nine months of this year contrib-
uted a mere 2.2 percent to the com-
pany’s overall profits, is not a core
business. They say that managing
money for investors is in essence a
manufacturing business embedded
in an institution that has historically
made its money via distribution. And
now, given that only 25 percent of
Smith Barney funds are sold through
its 12,000 thousand brokers, the origi-
nal cross-selling premise that under-
pinned the acquisition of Smith Bar-
ney in 1987, may no longer hold.

Last week’s sale of Citigroup’s
truck leasing unit, another such
“manufacturing business,’’ to Gen-
eral Electric for $4.4 billion, was the
most recent manifestation of such
thinking. 

The comments of Robert B. Wil-
lumstad, Citigroup’s chief operating
officer and a longtime disciple of Mr.
Weill, are instructive as well. He
stated at the time that the sale was
driven by the bank’s drive to “allo-
cate capital most effectively
throughout our businesses.” Citi-
group executives also said that the
division did not offer cross-selling op-
portunities.

To be sure, a sale of the asset man-
agement unit would not represent
the beginning of the unbundling of
Citigroup. The company remains a
dominant global banking franchise
and its portfolio of business, like
credit cards, investment banking
and brokerage service, make it the
most diverse of financial institutions.

All the same, the trend toward dis-
tribution is becoming more evident.
It started in 2002, when Mr. Weill
spun off Travelers property casual-
ty, the bank’s provider of home, auto

and commercial insurance products.
“There has been a move in profitabil-
ity from manufacturing to distribu-
tion,” Mr. Weil said then.

Having presided over the sale of
truck leasing business, Mr. Willum-
stad is taking a close look at the asset
management business. He now runs
the division in his capacity as the
head of Citigroup’s global invest-
ment management division. 

Mr. Willumstad assumed that po-
sition in October after Thomas W.
Jones was fired by Mr. Prince for his
role in the scandal over Citigroup’s
private bank being barred from op-
erating in Japan. 

While Citigroup’s mutual funds
have not been the target of any regu-
latory action, the division has recent-
ly become a headache of sorts for
Mr. Prince. The Securities and Ex-
change Commission is investigating
whether the asset management busi-
ness, on Mr. Jones’ watch, received
inappropriate payments from a
third-party trust bank. 

As for the unit’s performance, it
has been less than extraordinary,
with Smith Barney mutual funds pro-
ducing a cumulative five-year return
of 1.86 percent, according to Morn-
ingstar. Such a figure ranks behind
investment banks like Merrill Lynch
and Morgan Stanley.

Despite these issues, analysts say
that the business could draw signifi-
cant investor interest. Asset man-
agement businesses now trade at
price to earnings multiples that ap-
proach or even exceed 20 times, a
valuation that far exceeds Citi-
group’s own depressed price earn-
ings ratio of just under 12 times its
earnings. 

A general, if not always accurate,
method for valuing asset manage-
ment franchises is to take 2 percent
of assets under management, which
in this case would attach a value to
the unit of $10 billion. 

Bankers say, however, that the
business is unlikely to command
such a price given the possibility that
billions might flow out of the unit in
the aftermath of any such deal.

way to attract paying music fans.
“If what they’re looking for is free,

then they’re not likely to partici-
pate,” said Josh Bernoff, an analyst
with Forrester Research. “There’s
going to have to be some sort of
uniqueness to a system like this that
goes beyond it being a peer-to-peer
system.”

The existing networks have at-
tracted millions of fans hungry for
free music and movies, and their
parent companies have generated
revenue by showering users with ad-
vertisements. Snocap executives,
who declined to comment for this ar-
ticle, argue that the network opera-
tors are, in the end, entrepreneurs
who will be persuaded that changing
to a Snocap-driven business is a wis-
er path to profit.

For the moment, however, there
appears little chance that the most
popular file-sharing networks, like
Kazaa, will embrace the software,
which means the industry may have
to rely on an upstart network with
few customers. One network in de-

velopment, Mashboxx, has been in
discussions to plug Snocap’s soft-
ware into its system, according to
people in the music industry involved
in the talks. 

But even if licensed file-sharing
fails commercially, music execu-
tives are privately delighting in the
public-relations value of working
with their onetime legal nemesis. 

“We sort of liked the irony of the
whole thing,” said one executive, re-
calling an early meeting with Mr.
Fanning, who declined to comment
for this article. 

Perhaps more important, the roll-
out of Snocap may figure in the in-
dustry’s bid to reverse a series of
losses in court, where the major la-
bels have been seeking verdicts to
hold the companies behind the
Grokster and Morpheus networks li-

able for copyright violations.
The networks have long argued —

and a federal appeals court has
agreed — that they cannot monitor
their users. But the music companies
may argue that Snocap proves that it
is possible to track and block the
transmission of unauthorized con-
tent.

“I just view this as an exercise in
R.I.A.A. propaganda,” said Fred Von
Lohmann, a lawyer at the Electronic
Frontier Foundation, referring to the
Recording Industry Association of
America. Mr. Von Lohmann repre-
sents StreamCast Networks, the
company that releases Morpheus
software. “If you care about copy-
right,” he added, “why would you
want to drive people to more off-
shore, encrypted, anonymous kinds
of networks? That’s all this would ac-
complish.” 

There is no dearth of examples of
how technological shifts have left the
recording industry unsure of where
to turn. In 1998, the major music cor-
porations sued (unsuccessfully) to
block the release of Diamond Multi-
media’s portable MP3 player, saying
it “promotes the illicit use” of digital
music files.

Six years later, the industry is
gleefully promoting Apple Comput-
er’s iPods, even placing them in mu-
sic videos. The rock band U2, in a
deal brokered by its record label, en-
dorsed a line of iPods. 

The industry’s turnabout with Mr.
Fanning is not much different.
Months after Napster Inc., which he
helped found, emerged in 1999, the
major labels sued it for copyright in-
fringement.

Napster tried to filter out some un-
authorized songs using an acoustic

“fingerprinting” technology not un-
like the sort that Snocap relies on —
a technique that tracks the sonic
characteristics of music files. 

But a judge’s ruling forced the net-
work out of service in mid-2001. Mr.
Fanning became a consultant for
Roxio, which bought Napster’s fa-
mous name at a bankruptcy auction
and transformed it into a subscrip-
tion music service. 

When Mr. Fanning began making
the rounds of the major labels to talk
up his newest creation in the middle
of last year, he was greeted with
skepticism in some quarters. But
several executives said the lasting
power of Mr. Fanning’s original file-
sharing concepts intrigued them
enough to listen to his latest idea. 

“This is a world of very short
memories,” one music executive
said. “If you held grudges you would-
n’t last two minutes in this industry.” 

Mr. Fanning “was popularly
thought of as a dragon slayer, when
in reality that wasn’t his intention”
with Napster, said Larry Kenswil,
president of Universal Music’s
eLabs division. “He’s taken that ex-
perience, taken a step back and
thought of a way that everyone can
benefit.” 

Mr. Fanning also had the advan-
tage of coming in with better connec-
tions than the ones he had as a North-
eastern University dropout sur-
rounded by Silicon Valley venture
capitalists in the dot-com boom. Sno-
cap has been receiving advice from
Hilary Rosen, the longtime chief ex-
ecutive of the R.I.A.A. who is a politi-
cal commentator and strategist.

Said David Munns, vice chairman
of the music giant EMI Group, “It’s
never too late to go straight.” 

Music Industry Turns to Creator of Napster for Assistance
Continued From First Business Page

A software program
that can help detect
pirated music files.

By BARNABY J. FEDER

Time is running out for Boston
Scientific to resolve voluntarily
what could be a multibillion-dol-
lar liability resulting from the
breakdown of its relationship with
Medinol, the Israeli company it
worked with in 1995 to get into the
stent business. 

Judge Alvin K. Hellerstein of
Federal District Court in Manhat-
tan issued an 84-page ruling yes-
terday that narrowed the scope of
the dispute and he scheduled a
meeting in January to set the date
for a trial that he said should be-
gin promptly.

Medinol’s lawsuit, filed in April
of 2001, is seeking royalties of up
to 23 percent on every Express
and Taxus stent Boston Scientific
has sold. Taxus quickly became
the market leader once it was
cleared for use in the United
States this year. Stents are metal
mesh cylinders that prop open
blood vessels. 

Boston Scientific, based in Na-
tick, Mass., reported $686 million
in revenue from its rapidly grow-
ing stent business in the third
quarter. Boston Scientific filed
counterclaims charging that
Medinol was responsible for the
breakdown in the relationship. 

Judge Hellerstein’s ruling dealt
with a range of motions by the
parties to dismiss various claims

without a trial. He dismissed
Medinol’s claim that Boston Sci-
entific stole its design and trade
secrets to create the Express
stent line, which later became the
basis for Taxus. 

But he said that Medinol could
try to prove at a trial that Boston
Scientific violated contractual ob-
ligations to work with it on future
products in ways that would allow
Medinol to claim royalties on Bos-
ton Scientific’s stents or other
monetary damages. 

He also ruled that a manufac-
turing line that Boston Scientific
secretly built in Ireland to make
the Medinol-designed stents vio-
lated the terms of their agree-
ment, leaving it to Medinol to
prove damages from the action at
a trial. 

Boston Scientific said that its li-
ability, if any, would be minimal
because no stents from that se-
cret line were ever sold, a claim
Medinol disputed.

Judge Hellerstein also refused
to dismiss without trial a number
of Medinol’s potential defenses
against various Boston Scientific
counterclaims. 

He did, however, dismiss all
racketeering and other claims
against the last two individual de-
fendants in the case: Peter M.
Nicholas, Boston Scientific’s
chairman and former chief exec-
utive, and Lawrence C. Best, the
company’s chief financial officer.

Judge Narrows Scope of Suit
Over Boston Scientific Stents

Citigroup Weighs Options
Of Asset Management Unit
Continued From First Business Page
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Asia has increasingly become a
major hub for technology manufac-
turing. More and more chip making
is done in the contract factories, like
Taiwan Semiconductor, and at new
foundries in China.

Still, in the semiconductor indus-
try, Intel and I.B.M. still have big fac-
tories in the United States, and Ad-
vanced Micro Devices, Intel’s most

in 2002. He has sold hardware busi-
nesses where profits were slender
and growth prospects were limited,
like its hard disk drive business,
which was sold to Hitachi.

Instead, Mr. Palmisano has bet on
expanding the company’s services
business, automating a full array of
operations — from product design to
sales-order processing — for corpo-
rate customers. I.B.M. now casts it-
self as a company that does not sim-
ply sell technology but serves as a
consulting partner to help its cus-
tomers use technology to increase
the efficiency and competitiveness of
their businesses. As part of that
strategy, he bought Pricewater-
houseCoopers Consulting for $3.5 bil-
lion, in a deal that closed in October
2002.

“Palmisano’s getting out of busi-
nesses that aren’t growth opportuni-
ties and concentrating on what
I.B.M. does best,’’ said Mark Stahl-
man, an analyst at Carris & Compa-
ny. “PC’s are not where the growth
is.”

To trim costs, I.B.M. has steadily
retreated from the manufacture of
its PC’s. In January 2002, it sold its
desktop PC manufacturing opera-
tions in the Untied States and Europe
to Sanmina-SCI, based in San Jose,
Calif. I.B.M. now confines its role in
PC’s to design and product develop-
ment out of its offices in Raleigh,
N.C., with all the I.B.M.-brand desk-
top or notebook computers made by
contract manufacturers around the
world.

Leslie Fiering, a research vice
president at Gartner, has predicted
consolidation in the PC industry over
the next few years. 

“Exiting the market may be the
only logical choice for global vendors
bleeding profits and struggling for
share,” she wrote in a recent re-
search report. And she noted that

the production of desktop machines,
it has been widely criticized for hav-
ing destined the machines to com-
modity status by giving Microsoft
and Intel the rights to those essential
standards. And although Apple Com-
puter holds less than 4 percent of the
personal computing market world-
wide, it has been able to command
relatively high prices and richer
profits because it has controlled the
software and hardware that goes
into its machines.

A sale of the personal computer
business would be a step away from
I.B.M.’s traditional emphasis on the
size of its revenue as a measure of its
corporate power. The PC business
represents about 12 percent of
I.B.M.’s annual revenue of $92 billion. 

For nearly a decade, though, some
industry analysts have urged I.B.M.

to get out of that business as it made
only a modest profit or lost money.
For this year, analysts have expect-
ed a pretax profit of less than $100
million.

I.B.M. executives long resisted
that course, arguing that personal
computers were technology products
its corporate customers wanted. It
held on to the business on the theory
that it helped hold on to customers.

But in the most recent quarter,
I.B.M. ranked a distant third in
worldwide PC sales, with 5.6 percent
of the market, according to Gartner,
the market research firm. Dell was
the leader with 16.8 percent of the
world market, and Hewlett-Packard,
which has absorbed Compaq Com-
puter, had 15 percent.

A sale now, if it happens, would be
consistent with the strategy pursued
by Samuel J. Palmisano, who be-
came I.B.M.’s chief executive early

Hewlett-Packard, a broad-based
technology company where PC’s are
only part of a much larger business,
might face pressures similar to
I.B.M.’s. 

“The PC divisions of H. P. and
I.B.M.” Ms. Fiering wrote, “are vul-
nerable to being spun off if their drag
on margins and profitability are
deemed too great by their parent
companies.” 

In the meantime, she said, Asian
vendors like Lenovo “appear well po-
sitioned to leverage their strong lo-
cal-market standing and low-cost op-
erating models into a global pres-
ence.”

prominent rival in chip making, has
a leading-edge plant in Germany. 

Personal computer making has
followed the same path to Asia, espe-
cially in the case of notebook ma-
chines made in China and Taiwan.
Lenovo has had long ties with I.B.M.
It got its start in 1984 as a distributor
of personal computers from I.B.M.
and AST, the Taiwan PC maker.

I.B.M.

An I.B.M. ad campaign that ended in 1987 — seen then as an effort to
soften the company’s image — featured a Charlie Chaplin look-alike. 
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A sale of the unit, should it materialize, is expected to include the entire
range of desktop, laptop and notebook computers made by I.B.M.

flicts inherent in full service invest-
ment banks managing a mutual fund
business are “going to produce some
changes over the next few years.”

Senior Citigroup executives ac-
knowledge that the asset manage-
ment business, which through the
first nine months of this year contrib-
uted a mere 2.2 percent to the com-
pany’s overall profits, is not a core
business. They say that managing
money for investors is in essence a
manufacturing business embedded
in an institution that has historically
made its money via distribution. And
now, given that only 25 percent of
Smith Barney funds are sold through
its 12,000 thousand brokers, the origi-
nal cross-selling premise that under-
pinned the acquisition of Smith Bar-
ney in 1987, may no longer hold.

Last week’s sale of Citigroup’s
truck leasing unit, another such
“manufacturing business,’’ to Gen-
eral Electric for $4.4 billion, was the
most recent manifestation of such
thinking. 

The comments of Robert B. Wil-
lumstad, Citigroup’s chief operating
officer and a longtime disciple of Mr.
Weill, are instructive as well. He
stated at the time that the sale was
driven by the bank’s drive to “allo-
cate capital most effectively
throughout our businesses.” Citi-
group executives also said that the
division did not offer cross-selling op-
portunities.

To be sure, a sale of the asset man-
agement unit would not represent
the beginning of the unbundling of
Citigroup. The company remains a
dominant global banking franchise
and its portfolio of business, like
credit cards, investment banking
and brokerage service, make it the
most diverse of financial institutions.

All the same, the trend toward dis-
tribution is becoming more evident.
It started in 2002, when Mr. Weill
spun off Travelers property casual-
ty, the bank’s provider of home, auto

and commercial insurance products.
“There has been a move in profitabil-
ity from manufacturing to distribu-
tion,” Mr. Weil said then.

Having presided over the sale of
truck leasing business, Mr. Willum-
stad is taking a close look at the asset
management business. He now runs
the division in his capacity as the
head of Citigroup’s global invest-
ment management division. 

Mr. Willumstad assumed that po-
sition in October after Thomas W.
Jones was fired by Mr. Prince for his
role in the scandal over Citigroup’s
private bank being barred from op-
erating in Japan. 

While Citigroup’s mutual funds
have not been the target of any regu-
latory action, the division has recent-
ly become a headache of sorts for
Mr. Prince. The Securities and Ex-
change Commission is investigating
whether the asset management busi-
ness, on Mr. Jones’ watch, received
inappropriate payments from a
third-party trust bank. 

As for the unit’s performance, it
has been less than extraordinary,
with Smith Barney mutual funds pro-
ducing a cumulative five-year return
of 1.86 percent, according to Morn-
ingstar. Such a figure ranks behind
investment banks like Merrill Lynch
and Morgan Stanley.

Despite these issues, analysts say
that the business could draw signifi-
cant investor interest. Asset man-
agement businesses now trade at
price to earnings multiples that ap-
proach or even exceed 20 times, a
valuation that far exceeds Citi-
group’s own depressed price earn-
ings ratio of just under 12 times its
earnings. 

A general, if not always accurate,
method for valuing asset manage-
ment franchises is to take 2 percent
of assets under management, which
in this case would attach a value to
the unit of $10 billion. 

Bankers say, however, that the
business is unlikely to command
such a price given the possibility that
billions might flow out of the unit in
the aftermath of any such deal.

way to attract paying music fans.
“If what they’re looking for is free,

then they’re not likely to partici-
pate,” said Josh Bernoff, an analyst
with Forrester Research. “There’s
going to have to be some sort of
uniqueness to a system like this that
goes beyond it being a peer-to-peer
system.”

The existing networks have at-
tracted millions of fans hungry for
free music and movies, and their
parent companies have generated
revenue by showering users with ad-
vertisements. Snocap executives,
who declined to comment for this ar-
ticle, argue that the network opera-
tors are, in the end, entrepreneurs
who will be persuaded that changing
to a Snocap-driven business is a wis-
er path to profit.

For the moment, however, there
appears little chance that the most
popular file-sharing networks, like
Kazaa, will embrace the software,
which means the industry may have
to rely on an upstart network with
few customers. One network in de-

velopment, Mashboxx, has been in
discussions to plug Snocap’s soft-
ware into its system, according to
people in the music industry involved
in the talks. 

But even if licensed file-sharing
fails commercially, music execu-
tives are privately delighting in the
public-relations value of working
with their onetime legal nemesis. 

“We sort of liked the irony of the
whole thing,” said one executive, re-
calling an early meeting with Mr.
Fanning, who declined to comment
for this article. 

Perhaps more important, the roll-
out of Snocap may figure in the in-
dustry’s bid to reverse a series of
losses in court, where the major la-
bels have been seeking verdicts to
hold the companies behind the
Grokster and Morpheus networks li-

able for copyright violations.
The networks have long argued —

and a federal appeals court has
agreed — that they cannot monitor
their users. But the music companies
may argue that Snocap proves that it
is possible to track and block the
transmission of unauthorized con-
tent.

“I just view this as an exercise in
R.I.A.A. propaganda,” said Fred Von
Lohmann, a lawyer at the Electronic
Frontier Foundation, referring to the
Recording Industry Association of
America. Mr. Von Lohmann repre-
sents StreamCast Networks, the
company that releases Morpheus
software. “If you care about copy-
right,” he added, “why would you
want to drive people to more off-
shore, encrypted, anonymous kinds
of networks? That’s all this would ac-
complish.” 

There is no dearth of examples of
how technological shifts have left the
recording industry unsure of where
to turn. In 1998, the major music cor-
porations sued (unsuccessfully) to
block the release of Diamond Multi-
media’s portable MP3 player, saying
it “promotes the illicit use” of digital
music files.

Six years later, the industry is
gleefully promoting Apple Comput-
er’s iPods, even placing them in mu-
sic videos. The rock band U2, in a
deal brokered by its record label, en-
dorsed a line of iPods. 

The industry’s turnabout with Mr.
Fanning is not much different.
Months after Napster Inc., which he
helped found, emerged in 1999, the
major labels sued it for copyright in-
fringement.

Napster tried to filter out some un-
authorized songs using an acoustic

“fingerprinting” technology not un-
like the sort that Snocap relies on —
a technique that tracks the sonic
characteristics of music files. 

But a judge’s ruling forced the net-
work out of service in mid-2001. Mr.
Fanning became a consultant for
Roxio, which bought Napster’s fa-
mous name at a bankruptcy auction
and transformed it into a subscrip-
tion music service. 

When Mr. Fanning began making
the rounds of the major labels to talk
up his newest creation in the middle
of last year, he was greeted with
skepticism in some quarters. But
several executives said the lasting
power of Mr. Fanning’s original file-
sharing concepts intrigued them
enough to listen to his latest idea. 

“This is a world of very short
memories,” one music executive
said. “If you held grudges you would-
n’t last two minutes in this industry.” 

Mr. Fanning “was popularly
thought of as a dragon slayer, when
in reality that wasn’t his intention”
with Napster, said Larry Kenswil,
president of Universal Music’s
eLabs division. “He’s taken that ex-
perience, taken a step back and
thought of a way that everyone can
benefit.” 

Mr. Fanning also had the advan-
tage of coming in with better connec-
tions than the ones he had as a North-
eastern University dropout sur-
rounded by Silicon Valley venture
capitalists in the dot-com boom. Sno-
cap has been receiving advice from
Hilary Rosen, the longtime chief ex-
ecutive of the R.I.A.A. who is a politi-
cal commentator and strategist.

Said David Munns, vice chairman
of the music giant EMI Group, “It’s
never too late to go straight.” 

Music Industry Turns to Creator of Napster for Assistance
Continued From First Business Page

A software program
that can help detect
pirated music files.

By BARNABY J. FEDER

Time is running out for Boston
Scientific to resolve voluntarily
what could be a multibillion-dol-
lar liability resulting from the
breakdown of its relationship with
Medinol, the Israeli company it
worked with in 1995 to get into the
stent business. 

Judge Alvin K. Hellerstein of
Federal District Court in Manhat-
tan issued an 84-page ruling yes-
terday that narrowed the scope of
the dispute and he scheduled a
meeting in January to set the date
for a trial that he said should be-
gin promptly.

Medinol’s lawsuit, filed in April
of 2001, is seeking royalties of up
to 23 percent on every Express
and Taxus stent Boston Scientific
has sold. Taxus quickly became
the market leader once it was
cleared for use in the United
States this year. Stents are metal
mesh cylinders that prop open
blood vessels. 

Boston Scientific, based in Na-
tick, Mass., reported $686 million
in revenue from its rapidly grow-
ing stent business in the third
quarter. Boston Scientific filed
counterclaims charging that
Medinol was responsible for the
breakdown in the relationship. 

Judge Hellerstein’s ruling dealt
with a range of motions by the
parties to dismiss various claims

without a trial. He dismissed
Medinol’s claim that Boston Sci-
entific stole its design and trade
secrets to create the Express
stent line, which later became the
basis for Taxus. 

But he said that Medinol could
try to prove at a trial that Boston
Scientific violated contractual ob-
ligations to work with it on future
products in ways that would allow
Medinol to claim royalties on Bos-
ton Scientific’s stents or other
monetary damages. 

He also ruled that a manufac-
turing line that Boston Scientific
secretly built in Ireland to make
the Medinol-designed stents vio-
lated the terms of their agree-
ment, leaving it to Medinol to
prove damages from the action at
a trial. 

Boston Scientific said that its li-
ability, if any, would be minimal
because no stents from that se-
cret line were ever sold, a claim
Medinol disputed.

Judge Hellerstein also refused
to dismiss without trial a number
of Medinol’s potential defenses
against various Boston Scientific
counterclaims. 

He did, however, dismiss all
racketeering and other claims
against the last two individual de-
fendants in the case: Peter M.
Nicholas, Boston Scientific’s
chairman and former chief exec-
utive, and Lawrence C. Best, the
company’s chief financial officer.

Judge Narrows Scope of Suit
Over Boston Scientific Stents

Citigroup Weighs Options
Of Asset Management Unit
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Asia has increasingly become a
major hub for technology manufac-
turing. More and more chip making
is done in the contract factories, like
Taiwan Semiconductor, and at new
foundries in China.

Still, in the semiconductor indus-
try, Intel and I.B.M. still have big fac-
tories in the United States, and Ad-
vanced Micro Devices, Intel’s most

in 2002. He has sold hardware busi-
nesses where profits were slender
and growth prospects were limited,
like its hard disk drive business,
which was sold to Hitachi.

Instead, Mr. Palmisano has bet on
expanding the company’s services
business, automating a full array of
operations — from product design to
sales-order processing — for corpo-
rate customers. I.B.M. now casts it-
self as a company that does not sim-
ply sell technology but serves as a
consulting partner to help its cus-
tomers use technology to increase
the efficiency and competitiveness of
their businesses. As part of that
strategy, he bought Pricewater-
houseCoopers Consulting for $3.5 bil-
lion, in a deal that closed in October
2002.

“Palmisano’s getting out of busi-
nesses that aren’t growth opportuni-
ties and concentrating on what
I.B.M. does best,’’ said Mark Stahl-
man, an analyst at Carris & Compa-
ny. “PC’s are not where the growth
is.”

To trim costs, I.B.M. has steadily
retreated from the manufacture of
its PC’s. In January 2002, it sold its
desktop PC manufacturing opera-
tions in the Untied States and Europe
to Sanmina-SCI, based in San Jose,
Calif. I.B.M. now confines its role in
PC’s to design and product develop-
ment out of its offices in Raleigh,
N.C., with all the I.B.M.-brand desk-
top or notebook computers made by
contract manufacturers around the
world.

Leslie Fiering, a research vice
president at Gartner, has predicted
consolidation in the PC industry over
the next few years. 

“Exiting the market may be the
only logical choice for global vendors
bleeding profits and struggling for
share,” she wrote in a recent re-
search report. And she noted that

the production of desktop machines,
it has been widely criticized for hav-
ing destined the machines to com-
modity status by giving Microsoft
and Intel the rights to those essential
standards. And although Apple Com-
puter holds less than 4 percent of the
personal computing market world-
wide, it has been able to command
relatively high prices and richer
profits because it has controlled the
software and hardware that goes
into its machines.

A sale of the personal computer
business would be a step away from
I.B.M.’s traditional emphasis on the
size of its revenue as a measure of its
corporate power. The PC business
represents about 12 percent of
I.B.M.’s annual revenue of $92 billion. 

For nearly a decade, though, some
industry analysts have urged I.B.M.

to get out of that business as it made
only a modest profit or lost money.
For this year, analysts have expect-
ed a pretax profit of less than $100
million.

I.B.M. executives long resisted
that course, arguing that personal
computers were technology products
its corporate customers wanted. It
held on to the business on the theory
that it helped hold on to customers.

But in the most recent quarter,
I.B.M. ranked a distant third in
worldwide PC sales, with 5.6 percent
of the market, according to Gartner,
the market research firm. Dell was
the leader with 16.8 percent of the
world market, and Hewlett-Packard,
which has absorbed Compaq Com-
puter, had 15 percent.

A sale now, if it happens, would be
consistent with the strategy pursued
by Samuel J. Palmisano, who be-
came I.B.M.’s chief executive early

Hewlett-Packard, a broad-based
technology company where PC’s are
only part of a much larger business,
might face pressures similar to
I.B.M.’s. 

“The PC divisions of H. P. and
I.B.M.” Ms. Fiering wrote, “are vul-
nerable to being spun off if their drag
on margins and profitability are
deemed too great by their parent
companies.” 

In the meantime, she said, Asian
vendors like Lenovo “appear well po-
sitioned to leverage their strong lo-
cal-market standing and low-cost op-
erating models into a global pres-
ence.”

prominent rival in chip making, has
a leading-edge plant in Germany. 

Personal computer making has
followed the same path to Asia, espe-
cially in the case of notebook ma-
chines made in China and Taiwan.
Lenovo has had long ties with I.B.M.
It got its start in 1984 as a distributor
of personal computers from I.B.M.
and AST, the Taiwan PC maker.

I.B.M.

An I.B.M. ad campaign that ended in 1987 — seen then as an effort to
soften the company’s image — featured a Charlie Chaplin look-alike. 

I.B.M. Said to Put Computer Unit on the Market
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A sale of the unit, should it materialize, is expected to include the entire
range of desktop, laptop and notebook computers made by I.B.M.

flicts inherent in full service invest-
ment banks managing a mutual fund
business are “going to produce some
changes over the next few years.”

Senior Citigroup executives ac-
knowledge that the asset manage-
ment business, which through the
first nine months of this year contrib-
uted a mere 2.2 percent to the com-
pany’s overall profits, is not a core
business. They say that managing
money for investors is in essence a
manufacturing business embedded
in an institution that has historically
made its money via distribution. And
now, given that only 25 percent of
Smith Barney funds are sold through
its 12,000 thousand brokers, the origi-
nal cross-selling premise that under-
pinned the acquisition of Smith Bar-
ney in 1987, may no longer hold.

Last week’s sale of Citigroup’s
truck leasing unit, another such
“manufacturing business,’’ to Gen-
eral Electric for $4.4 billion, was the
most recent manifestation of such
thinking. 

The comments of Robert B. Wil-
lumstad, Citigroup’s chief operating
officer and a longtime disciple of Mr.
Weill, are instructive as well. He
stated at the time that the sale was
driven by the bank’s drive to “allo-
cate capital most effectively
throughout our businesses.” Citi-
group executives also said that the
division did not offer cross-selling op-
portunities.

To be sure, a sale of the asset man-
agement unit would not represent
the beginning of the unbundling of
Citigroup. The company remains a
dominant global banking franchise
and its portfolio of business, like
credit cards, investment banking
and brokerage service, make it the
most diverse of financial institutions.

All the same, the trend toward dis-
tribution is becoming more evident.
It started in 2002, when Mr. Weill
spun off Travelers property casual-
ty, the bank’s provider of home, auto

and commercial insurance products.
“There has been a move in profitabil-
ity from manufacturing to distribu-
tion,” Mr. Weil said then.

Having presided over the sale of
truck leasing business, Mr. Willum-
stad is taking a close look at the asset
management business. He now runs
the division in his capacity as the
head of Citigroup’s global invest-
ment management division. 

Mr. Willumstad assumed that po-
sition in October after Thomas W.
Jones was fired by Mr. Prince for his
role in the scandal over Citigroup’s
private bank being barred from op-
erating in Japan. 

While Citigroup’s mutual funds
have not been the target of any regu-
latory action, the division has recent-
ly become a headache of sorts for
Mr. Prince. The Securities and Ex-
change Commission is investigating
whether the asset management busi-
ness, on Mr. Jones’ watch, received
inappropriate payments from a
third-party trust bank. 

As for the unit’s performance, it
has been less than extraordinary,
with Smith Barney mutual funds pro-
ducing a cumulative five-year return
of 1.86 percent, according to Morn-
ingstar. Such a figure ranks behind
investment banks like Merrill Lynch
and Morgan Stanley.

Despite these issues, analysts say
that the business could draw signifi-
cant investor interest. Asset man-
agement businesses now trade at
price to earnings multiples that ap-
proach or even exceed 20 times, a
valuation that far exceeds Citi-
group’s own depressed price earn-
ings ratio of just under 12 times its
earnings. 

A general, if not always accurate,
method for valuing asset manage-
ment franchises is to take 2 percent
of assets under management, which
in this case would attach a value to
the unit of $10 billion. 

Bankers say, however, that the
business is unlikely to command
such a price given the possibility that
billions might flow out of the unit in
the aftermath of any such deal.

way to attract paying music fans.
“If what they’re looking for is free,

then they’re not likely to partici-
pate,” said Josh Bernoff, an analyst
with Forrester Research. “There’s
going to have to be some sort of
uniqueness to a system like this that
goes beyond it being a peer-to-peer
system.”

The existing networks have at-
tracted millions of fans hungry for
free music and movies, and their
parent companies have generated
revenue by showering users with ad-
vertisements. Snocap executives,
who declined to comment for this ar-
ticle, argue that the network opera-
tors are, in the end, entrepreneurs
who will be persuaded that changing
to a Snocap-driven business is a wis-
er path to profit.

For the moment, however, there
appears little chance that the most
popular file-sharing networks, like
Kazaa, will embrace the software,
which means the industry may have
to rely on an upstart network with
few customers. One network in de-

velopment, Mashboxx, has been in
discussions to plug Snocap’s soft-
ware into its system, according to
people in the music industry involved
in the talks. 

But even if licensed file-sharing
fails commercially, music execu-
tives are privately delighting in the
public-relations value of working
with their onetime legal nemesis. 

“We sort of liked the irony of the
whole thing,” said one executive, re-
calling an early meeting with Mr.
Fanning, who declined to comment
for this article. 

Perhaps more important, the roll-
out of Snocap may figure in the in-
dustry’s bid to reverse a series of
losses in court, where the major la-
bels have been seeking verdicts to
hold the companies behind the
Grokster and Morpheus networks li-

able for copyright violations.
The networks have long argued —

and a federal appeals court has
agreed — that they cannot monitor
their users. But the music companies
may argue that Snocap proves that it
is possible to track and block the
transmission of unauthorized con-
tent.

“I just view this as an exercise in
R.I.A.A. propaganda,” said Fred Von
Lohmann, a lawyer at the Electronic
Frontier Foundation, referring to the
Recording Industry Association of
America. Mr. Von Lohmann repre-
sents StreamCast Networks, the
company that releases Morpheus
software. “If you care about copy-
right,” he added, “why would you
want to drive people to more off-
shore, encrypted, anonymous kinds
of networks? That’s all this would ac-
complish.” 

There is no dearth of examples of
how technological shifts have left the
recording industry unsure of where
to turn. In 1998, the major music cor-
porations sued (unsuccessfully) to
block the release of Diamond Multi-
media’s portable MP3 player, saying
it “promotes the illicit use” of digital
music files.

Six years later, the industry is
gleefully promoting Apple Comput-
er’s iPods, even placing them in mu-
sic videos. The rock band U2, in a
deal brokered by its record label, en-
dorsed a line of iPods. 

The industry’s turnabout with Mr.
Fanning is not much different.
Months after Napster Inc., which he
helped found, emerged in 1999, the
major labels sued it for copyright in-
fringement.

Napster tried to filter out some un-
authorized songs using an acoustic

“fingerprinting” technology not un-
like the sort that Snocap relies on —
a technique that tracks the sonic
characteristics of music files. 

But a judge’s ruling forced the net-
work out of service in mid-2001. Mr.
Fanning became a consultant for
Roxio, which bought Napster’s fa-
mous name at a bankruptcy auction
and transformed it into a subscrip-
tion music service. 

When Mr. Fanning began making
the rounds of the major labels to talk
up his newest creation in the middle
of last year, he was greeted with
skepticism in some quarters. But
several executives said the lasting
power of Mr. Fanning’s original file-
sharing concepts intrigued them
enough to listen to his latest idea. 

“This is a world of very short
memories,” one music executive
said. “If you held grudges you would-
n’t last two minutes in this industry.” 

Mr. Fanning “was popularly
thought of as a dragon slayer, when
in reality that wasn’t his intention”
with Napster, said Larry Kenswil,
president of Universal Music’s
eLabs division. “He’s taken that ex-
perience, taken a step back and
thought of a way that everyone can
benefit.” 

Mr. Fanning also had the advan-
tage of coming in with better connec-
tions than the ones he had as a North-
eastern University dropout sur-
rounded by Silicon Valley venture
capitalists in the dot-com boom. Sno-
cap has been receiving advice from
Hilary Rosen, the longtime chief ex-
ecutive of the R.I.A.A. who is a politi-
cal commentator and strategist.

Said David Munns, vice chairman
of the music giant EMI Group, “It’s
never too late to go straight.” 

Music Industry Turns to Creator of Napster for Assistance
Continued From First Business Page

A software program
that can help detect
pirated music files.

By BARNABY J. FEDER

Time is running out for Boston
Scientific to resolve voluntarily
what could be a multibillion-dol-
lar liability resulting from the
breakdown of its relationship with
Medinol, the Israeli company it
worked with in 1995 to get into the
stent business. 

Judge Alvin K. Hellerstein of
Federal District Court in Manhat-
tan issued an 84-page ruling yes-
terday that narrowed the scope of
the dispute and he scheduled a
meeting in January to set the date
for a trial that he said should be-
gin promptly.

Medinol’s lawsuit, filed in April
of 2001, is seeking royalties of up
to 23 percent on every Express
and Taxus stent Boston Scientific
has sold. Taxus quickly became
the market leader once it was
cleared for use in the United
States this year. Stents are metal
mesh cylinders that prop open
blood vessels. 

Boston Scientific, based in Na-
tick, Mass., reported $686 million
in revenue from its rapidly grow-
ing stent business in the third
quarter. Boston Scientific filed
counterclaims charging that
Medinol was responsible for the
breakdown in the relationship. 

Judge Hellerstein’s ruling dealt
with a range of motions by the
parties to dismiss various claims

without a trial. He dismissed
Medinol’s claim that Boston Sci-
entific stole its design and trade
secrets to create the Express
stent line, which later became the
basis for Taxus. 

But he said that Medinol could
try to prove at a trial that Boston
Scientific violated contractual ob-
ligations to work with it on future
products in ways that would allow
Medinol to claim royalties on Bos-
ton Scientific’s stents or other
monetary damages. 

He also ruled that a manufac-
turing line that Boston Scientific
secretly built in Ireland to make
the Medinol-designed stents vio-
lated the terms of their agree-
ment, leaving it to Medinol to
prove damages from the action at
a trial. 

Boston Scientific said that its li-
ability, if any, would be minimal
because no stents from that se-
cret line were ever sold, a claim
Medinol disputed.

Judge Hellerstein also refused
to dismiss without trial a number
of Medinol’s potential defenses
against various Boston Scientific
counterclaims. 

He did, however, dismiss all
racketeering and other claims
against the last two individual de-
fendants in the case: Peter M.
Nicholas, Boston Scientific’s
chairman and former chief exec-
utive, and Lawrence C. Best, the
company’s chief financial officer.

Judge Narrows Scope of Suit
Over Boston Scientific Stents
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Asia has increasingly become a
major hub for technology manufac-
turing. More and more chip making
is done in the contract factories, like
Taiwan Semiconductor, and at new
foundries in China.

Still, in the semiconductor indus-
try, Intel and I.B.M. still have big fac-
tories in the United States, and Ad-
vanced Micro Devices, Intel’s most

in 2002. He has sold hardware busi-
nesses where profits were slender
and growth prospects were limited,
like its hard disk drive business,
which was sold to Hitachi.

Instead, Mr. Palmisano has bet on
expanding the company’s services
business, automating a full array of
operations — from product design to
sales-order processing — for corpo-
rate customers. I.B.M. now casts it-
self as a company that does not sim-
ply sell technology but serves as a
consulting partner to help its cus-
tomers use technology to increase
the efficiency and competitiveness of
their businesses. As part of that
strategy, he bought Pricewater-
houseCoopers Consulting for $3.5 bil-
lion, in a deal that closed in October
2002.

“Palmisano’s getting out of busi-
nesses that aren’t growth opportuni-
ties and concentrating on what
I.B.M. does best,’’ said Mark Stahl-
man, an analyst at Carris & Compa-
ny. “PC’s are not where the growth
is.”

To trim costs, I.B.M. has steadily
retreated from the manufacture of
its PC’s. In January 2002, it sold its
desktop PC manufacturing opera-
tions in the Untied States and Europe
to Sanmina-SCI, based in San Jose,
Calif. I.B.M. now confines its role in
PC’s to design and product develop-
ment out of its offices in Raleigh,
N.C., with all the I.B.M.-brand desk-
top or notebook computers made by
contract manufacturers around the
world.

Leslie Fiering, a research vice
president at Gartner, has predicted
consolidation in the PC industry over
the next few years. 

“Exiting the market may be the
only logical choice for global vendors
bleeding profits and struggling for
share,” she wrote in a recent re-
search report. And she noted that

the production of desktop machines,
it has been widely criticized for hav-
ing destined the machines to com-
modity status by giving Microsoft
and Intel the rights to those essential
standards. And although Apple Com-
puter holds less than 4 percent of the
personal computing market world-
wide, it has been able to command
relatively high prices and richer
profits because it has controlled the
software and hardware that goes
into its machines.

A sale of the personal computer
business would be a step away from
I.B.M.’s traditional emphasis on the
size of its revenue as a measure of its
corporate power. The PC business
represents about 12 percent of
I.B.M.’s annual revenue of $92 billion. 

For nearly a decade, though, some
industry analysts have urged I.B.M.

to get out of that business as it made
only a modest profit or lost money.
For this year, analysts have expect-
ed a pretax profit of less than $100
million.

I.B.M. executives long resisted
that course, arguing that personal
computers were technology products
its corporate customers wanted. It
held on to the business on the theory
that it helped hold on to customers.

But in the most recent quarter,
I.B.M. ranked a distant third in
worldwide PC sales, with 5.6 percent
of the market, according to Gartner,
the market research firm. Dell was
the leader with 16.8 percent of the
world market, and Hewlett-Packard,
which has absorbed Compaq Com-
puter, had 15 percent.

A sale now, if it happens, would be
consistent with the strategy pursued
by Samuel J. Palmisano, who be-
came I.B.M.’s chief executive early

Hewlett-Packard, a broad-based
technology company where PC’s are
only part of a much larger business,
might face pressures similar to
I.B.M.’s. 

“The PC divisions of H. P. and
I.B.M.” Ms. Fiering wrote, “are vul-
nerable to being spun off if their drag
on margins and profitability are
deemed too great by their parent
companies.” 

In the meantime, she said, Asian
vendors like Lenovo “appear well po-
sitioned to leverage their strong lo-
cal-market standing and low-cost op-
erating models into a global pres-
ence.”

prominent rival in chip making, has
a leading-edge plant in Germany. 

Personal computer making has
followed the same path to Asia, espe-
cially in the case of notebook ma-
chines made in China and Taiwan.
Lenovo has had long ties with I.B.M.
It got its start in 1984 as a distributor
of personal computers from I.B.M.
and AST, the Taiwan PC maker.

I.B.M.

An I.B.M. ad campaign that ended in 1987 — seen then as an effort to
soften the company’s image — featured a Charlie Chaplin look-alike. 
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A sale of the unit, should it materialize, is expected to include the entire
range of desktop, laptop and notebook computers made by I.B.M.

flicts inherent in full service invest-
ment banks managing a mutual fund
business are “going to produce some
changes over the next few years.”

Senior Citigroup executives ac-
knowledge that the asset manage-
ment business, which through the
first nine months of this year contrib-
uted a mere 2.2 percent to the com-
pany’s overall profits, is not a core
business. They say that managing
money for investors is in essence a
manufacturing business embedded
in an institution that has historically
made its money via distribution. And
now, given that only 25 percent of
Smith Barney funds are sold through
its 12,000 thousand brokers, the origi-
nal cross-selling premise that under-
pinned the acquisition of Smith Bar-
ney in 1987, may no longer hold.

Last week’s sale of Citigroup’s
truck leasing unit, another such
“manufacturing business,’’ to Gen-
eral Electric for $4.4 billion, was the
most recent manifestation of such
thinking. 

The comments of Robert B. Wil-
lumstad, Citigroup’s chief operating
officer and a longtime disciple of Mr.
Weill, are instructive as well. He
stated at the time that the sale was
driven by the bank’s drive to “allo-
cate capital most effectively
throughout our businesses.” Citi-
group executives also said that the
division did not offer cross-selling op-
portunities.

To be sure, a sale of the asset man-
agement unit would not represent
the beginning of the unbundling of
Citigroup. The company remains a
dominant global banking franchise
and its portfolio of business, like
credit cards, investment banking
and brokerage service, make it the
most diverse of financial institutions.

All the same, the trend toward dis-
tribution is becoming more evident.
It started in 2002, when Mr. Weill
spun off Travelers property casual-
ty, the bank’s provider of home, auto

and commercial insurance products.
“There has been a move in profitabil-
ity from manufacturing to distribu-
tion,” Mr. Weil said then.

Having presided over the sale of
truck leasing business, Mr. Willum-
stad is taking a close look at the asset
management business. He now runs
the division in his capacity as the
head of Citigroup’s global invest-
ment management division. 

Mr. Willumstad assumed that po-
sition in October after Thomas W.
Jones was fired by Mr. Prince for his
role in the scandal over Citigroup’s
private bank being barred from op-
erating in Japan. 

While Citigroup’s mutual funds
have not been the target of any regu-
latory action, the division has recent-
ly become a headache of sorts for
Mr. Prince. The Securities and Ex-
change Commission is investigating
whether the asset management busi-
ness, on Mr. Jones’ watch, received
inappropriate payments from a
third-party trust bank. 

As for the unit’s performance, it
has been less than extraordinary,
with Smith Barney mutual funds pro-
ducing a cumulative five-year return
of 1.86 percent, according to Morn-
ingstar. Such a figure ranks behind
investment banks like Merrill Lynch
and Morgan Stanley.

Despite these issues, analysts say
that the business could draw signifi-
cant investor interest. Asset man-
agement businesses now trade at
price to earnings multiples that ap-
proach or even exceed 20 times, a
valuation that far exceeds Citi-
group’s own depressed price earn-
ings ratio of just under 12 times its
earnings. 

A general, if not always accurate,
method for valuing asset manage-
ment franchises is to take 2 percent
of assets under management, which
in this case would attach a value to
the unit of $10 billion. 

Bankers say, however, that the
business is unlikely to command
such a price given the possibility that
billions might flow out of the unit in
the aftermath of any such deal.

way to attract paying music fans.
“If what they’re looking for is free,

then they’re not likely to partici-
pate,” said Josh Bernoff, an analyst
with Forrester Research. “There’s
going to have to be some sort of
uniqueness to a system like this that
goes beyond it being a peer-to-peer
system.”

The existing networks have at-
tracted millions of fans hungry for
free music and movies, and their
parent companies have generated
revenue by showering users with ad-
vertisements. Snocap executives,
who declined to comment for this ar-
ticle, argue that the network opera-
tors are, in the end, entrepreneurs
who will be persuaded that changing
to a Snocap-driven business is a wis-
er path to profit.

For the moment, however, there
appears little chance that the most
popular file-sharing networks, like
Kazaa, will embrace the software,
which means the industry may have
to rely on an upstart network with
few customers. One network in de-

velopment, Mashboxx, has been in
discussions to plug Snocap’s soft-
ware into its system, according to
people in the music industry involved
in the talks. 

But even if licensed file-sharing
fails commercially, music execu-
tives are privately delighting in the
public-relations value of working
with their onetime legal nemesis. 

“We sort of liked the irony of the
whole thing,” said one executive, re-
calling an early meeting with Mr.
Fanning, who declined to comment
for this article. 

Perhaps more important, the roll-
out of Snocap may figure in the in-
dustry’s bid to reverse a series of
losses in court, where the major la-
bels have been seeking verdicts to
hold the companies behind the
Grokster and Morpheus networks li-

able for copyright violations.
The networks have long argued —

and a federal appeals court has
agreed — that they cannot monitor
their users. But the music companies
may argue that Snocap proves that it
is possible to track and block the
transmission of unauthorized con-
tent.

“I just view this as an exercise in
R.I.A.A. propaganda,” said Fred Von
Lohmann, a lawyer at the Electronic
Frontier Foundation, referring to the
Recording Industry Association of
America. Mr. Von Lohmann repre-
sents StreamCast Networks, the
company that releases Morpheus
software. “If you care about copy-
right,” he added, “why would you
want to drive people to more off-
shore, encrypted, anonymous kinds
of networks? That’s all this would ac-
complish.” 

There is no dearth of examples of
how technological shifts have left the
recording industry unsure of where
to turn. In 1998, the major music cor-
porations sued (unsuccessfully) to
block the release of Diamond Multi-
media’s portable MP3 player, saying
it “promotes the illicit use” of digital
music files.

Six years later, the industry is
gleefully promoting Apple Comput-
er’s iPods, even placing them in mu-
sic videos. The rock band U2, in a
deal brokered by its record label, en-
dorsed a line of iPods. 

The industry’s turnabout with Mr.
Fanning is not much different.
Months after Napster Inc., which he
helped found, emerged in 1999, the
major labels sued it for copyright in-
fringement.

Napster tried to filter out some un-
authorized songs using an acoustic

“fingerprinting” technology not un-
like the sort that Snocap relies on —
a technique that tracks the sonic
characteristics of music files. 

But a judge’s ruling forced the net-
work out of service in mid-2001. Mr.
Fanning became a consultant for
Roxio, which bought Napster’s fa-
mous name at a bankruptcy auction
and transformed it into a subscrip-
tion music service. 

When Mr. Fanning began making
the rounds of the major labels to talk
up his newest creation in the middle
of last year, he was greeted with
skepticism in some quarters. But
several executives said the lasting
power of Mr. Fanning’s original file-
sharing concepts intrigued them
enough to listen to his latest idea. 

“This is a world of very short
memories,” one music executive
said. “If you held grudges you would-
n’t last two minutes in this industry.” 

Mr. Fanning “was popularly
thought of as a dragon slayer, when
in reality that wasn’t his intention”
with Napster, said Larry Kenswil,
president of Universal Music’s
eLabs division. “He’s taken that ex-
perience, taken a step back and
thought of a way that everyone can
benefit.” 

Mr. Fanning also had the advan-
tage of coming in with better connec-
tions than the ones he had as a North-
eastern University dropout sur-
rounded by Silicon Valley venture
capitalists in the dot-com boom. Sno-
cap has been receiving advice from
Hilary Rosen, the longtime chief ex-
ecutive of the R.I.A.A. who is a politi-
cal commentator and strategist.

Said David Munns, vice chairman
of the music giant EMI Group, “It’s
never too late to go straight.” 

Music Industry Turns to Creator of Napster for Assistance
Continued From First Business Page

A software program
that can help detect
pirated music files.

By BARNABY J. FEDER

Time is running out for Boston
Scientific to resolve voluntarily
what could be a multibillion-dol-
lar liability resulting from the
breakdown of its relationship with
Medinol, the Israeli company it
worked with in 1995 to get into the
stent business. 

Judge Alvin K. Hellerstein of
Federal District Court in Manhat-
tan issued an 84-page ruling yes-
terday that narrowed the scope of
the dispute and he scheduled a
meeting in January to set the date
for a trial that he said should be-
gin promptly.

Medinol’s lawsuit, filed in April
of 2001, is seeking royalties of up
to 23 percent on every Express
and Taxus stent Boston Scientific
has sold. Taxus quickly became
the market leader once it was
cleared for use in the United
States this year. Stents are metal
mesh cylinders that prop open
blood vessels. 

Boston Scientific, based in Na-
tick, Mass., reported $686 million
in revenue from its rapidly grow-
ing stent business in the third
quarter. Boston Scientific filed
counterclaims charging that
Medinol was responsible for the
breakdown in the relationship. 

Judge Hellerstein’s ruling dealt
with a range of motions by the
parties to dismiss various claims

without a trial. He dismissed
Medinol’s claim that Boston Sci-
entific stole its design and trade
secrets to create the Express
stent line, which later became the
basis for Taxus. 

But he said that Medinol could
try to prove at a trial that Boston
Scientific violated contractual ob-
ligations to work with it on future
products in ways that would allow
Medinol to claim royalties on Bos-
ton Scientific’s stents or other
monetary damages. 

He also ruled that a manufac-
turing line that Boston Scientific
secretly built in Ireland to make
the Medinol-designed stents vio-
lated the terms of their agree-
ment, leaving it to Medinol to
prove damages from the action at
a trial. 

Boston Scientific said that its li-
ability, if any, would be minimal
because no stents from that se-
cret line were ever sold, a claim
Medinol disputed.

Judge Hellerstein also refused
to dismiss without trial a number
of Medinol’s potential defenses
against various Boston Scientific
counterclaims. 

He did, however, dismiss all
racketeering and other claims
against the last two individual de-
fendants in the case: Peter M.
Nicholas, Boston Scientific’s
chairman and former chief exec-
utive, and Lawrence C. Best, the
company’s chief financial officer.

Judge Narrows Scope of Suit
Over Boston Scientific Stents

Citigroup Weighs Options
Of Asset Management Unit
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Asia has increasingly become a
major hub for technology manufac-
turing. More and more chip making
is done in the contract factories, like
Taiwan Semiconductor, and at new
foundries in China.

Still, in the semiconductor indus-
try, Intel and I.B.M. still have big fac-
tories in the United States, and Ad-
vanced Micro Devices, Intel’s most

in 2002. He has sold hardware busi-
nesses where profits were slender
and growth prospects were limited,
like its hard disk drive business,
which was sold to Hitachi.

Instead, Mr. Palmisano has bet on
expanding the company’s services
business, automating a full array of
operations — from product design to
sales-order processing — for corpo-
rate customers. I.B.M. now casts it-
self as a company that does not sim-
ply sell technology but serves as a
consulting partner to help its cus-
tomers use technology to increase
the efficiency and competitiveness of
their businesses. As part of that
strategy, he bought Pricewater-
houseCoopers Consulting for $3.5 bil-
lion, in a deal that closed in October
2002.

“Palmisano’s getting out of busi-
nesses that aren’t growth opportuni-
ties and concentrating on what
I.B.M. does best,’’ said Mark Stahl-
man, an analyst at Carris & Compa-
ny. “PC’s are not where the growth
is.”

To trim costs, I.B.M. has steadily
retreated from the manufacture of
its PC’s. In January 2002, it sold its
desktop PC manufacturing opera-
tions in the Untied States and Europe
to Sanmina-SCI, based in San Jose,
Calif. I.B.M. now confines its role in
PC’s to design and product develop-
ment out of its offices in Raleigh,
N.C., with all the I.B.M.-brand desk-
top or notebook computers made by
contract manufacturers around the
world.

Leslie Fiering, a research vice
president at Gartner, has predicted
consolidation in the PC industry over
the next few years. 

“Exiting the market may be the
only logical choice for global vendors
bleeding profits and struggling for
share,” she wrote in a recent re-
search report. And she noted that

the production of desktop machines,
it has been widely criticized for hav-
ing destined the machines to com-
modity status by giving Microsoft
and Intel the rights to those essential
standards. And although Apple Com-
puter holds less than 4 percent of the
personal computing market world-
wide, it has been able to command
relatively high prices and richer
profits because it has controlled the
software and hardware that goes
into its machines.

A sale of the personal computer
business would be a step away from
I.B.M.’s traditional emphasis on the
size of its revenue as a measure of its
corporate power. The PC business
represents about 12 percent of
I.B.M.’s annual revenue of $92 billion. 

For nearly a decade, though, some
industry analysts have urged I.B.M.

to get out of that business as it made
only a modest profit or lost money.
For this year, analysts have expect-
ed a pretax profit of less than $100
million.

I.B.M. executives long resisted
that course, arguing that personal
computers were technology products
its corporate customers wanted. It
held on to the business on the theory
that it helped hold on to customers.

But in the most recent quarter,
I.B.M. ranked a distant third in
worldwide PC sales, with 5.6 percent
of the market, according to Gartner,
the market research firm. Dell was
the leader with 16.8 percent of the
world market, and Hewlett-Packard,
which has absorbed Compaq Com-
puter, had 15 percent.

A sale now, if it happens, would be
consistent with the strategy pursued
by Samuel J. Palmisano, who be-
came I.B.M.’s chief executive early

Hewlett-Packard, a broad-based
technology company where PC’s are
only part of a much larger business,
might face pressures similar to
I.B.M.’s. 

“The PC divisions of H. P. and
I.B.M.” Ms. Fiering wrote, “are vul-
nerable to being spun off if their drag
on margins and profitability are
deemed too great by their parent
companies.” 

In the meantime, she said, Asian
vendors like Lenovo “appear well po-
sitioned to leverage their strong lo-
cal-market standing and low-cost op-
erating models into a global pres-
ence.”

prominent rival in chip making, has
a leading-edge plant in Germany. 

Personal computer making has
followed the same path to Asia, espe-
cially in the case of notebook ma-
chines made in China and Taiwan.
Lenovo has had long ties with I.B.M.
It got its start in 1984 as a distributor
of personal computers from I.B.M.
and AST, the Taiwan PC maker.

I.B.M.

An I.B.M. ad campaign that ended in 1987 — seen then as an effort to
soften the company’s image — featured a Charlie Chaplin look-alike. 

I.B.M. Said to Put Computer Unit on the Market
Continued From Page A1
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A sale of the unit, should it materialize, is expected to include the entire
range of desktop, laptop and notebook computers made by I.B.M.

flicts inherent in full service invest-
ment banks managing a mutual fund
business are “going to produce some
changes over the next few years.”

Senior Citigroup executives ac-
knowledge that the asset manage-
ment business, which through the
first nine months of this year contrib-
uted a mere 2.2 percent to the com-
pany’s overall profits, is not a core
business. They say that managing
money for investors is in essence a
manufacturing business embedded
in an institution that has historically
made its money via distribution. And
now, given that only 25 percent of
Smith Barney funds are sold through
its 12,000 thousand brokers, the origi-
nal cross-selling premise that under-
pinned the acquisition of Smith Bar-
ney in 1987, may no longer hold.

Last week’s sale of Citigroup’s
truck leasing unit, another such
“manufacturing business,’’ to Gen-
eral Electric for $4.4 billion, was the
most recent manifestation of such
thinking. 

The comments of Robert B. Wil-
lumstad, Citigroup’s chief operating
officer and a longtime disciple of Mr.
Weill, are instructive as well. He
stated at the time that the sale was
driven by the bank’s drive to “allo-
cate capital most effectively
throughout our businesses.” Citi-
group executives also said that the
division did not offer cross-selling op-
portunities.

To be sure, a sale of the asset man-
agement unit would not represent
the beginning of the unbundling of
Citigroup. The company remains a
dominant global banking franchise
and its portfolio of business, like
credit cards, investment banking
and brokerage service, make it the
most diverse of financial institutions.

All the same, the trend toward dis-
tribution is becoming more evident.
It started in 2002, when Mr. Weill
spun off Travelers property casual-
ty, the bank’s provider of home, auto

and commercial insurance products.
“There has been a move in profitabil-
ity from manufacturing to distribu-
tion,” Mr. Weil said then.

Having presided over the sale of
truck leasing business, Mr. Willum-
stad is taking a close look at the asset
management business. He now runs
the division in his capacity as the
head of Citigroup’s global invest-
ment management division. 

Mr. Willumstad assumed that po-
sition in October after Thomas W.
Jones was fired by Mr. Prince for his
role in the scandal over Citigroup’s
private bank being barred from op-
erating in Japan. 

While Citigroup’s mutual funds
have not been the target of any regu-
latory action, the division has recent-
ly become a headache of sorts for
Mr. Prince. The Securities and Ex-
change Commission is investigating
whether the asset management busi-
ness, on Mr. Jones’ watch, received
inappropriate payments from a
third-party trust bank. 

As for the unit’s performance, it
has been less than extraordinary,
with Smith Barney mutual funds pro-
ducing a cumulative five-year return
of 1.86 percent, according to Morn-
ingstar. Such a figure ranks behind
investment banks like Merrill Lynch
and Morgan Stanley.

Despite these issues, analysts say
that the business could draw signifi-
cant investor interest. Asset man-
agement businesses now trade at
price to earnings multiples that ap-
proach or even exceed 20 times, a
valuation that far exceeds Citi-
group’s own depressed price earn-
ings ratio of just under 12 times its
earnings. 

A general, if not always accurate,
method for valuing asset manage-
ment franchises is to take 2 percent
of assets under management, which
in this case would attach a value to
the unit of $10 billion. 

Bankers say, however, that the
business is unlikely to command
such a price given the possibility that
billions might flow out of the unit in
the aftermath of any such deal.

way to attract paying music fans.
“If what they’re looking for is free,

then they’re not likely to partici-
pate,” said Josh Bernoff, an analyst
with Forrester Research. “There’s
going to have to be some sort of
uniqueness to a system like this that
goes beyond it being a peer-to-peer
system.”

The existing networks have at-
tracted millions of fans hungry for
free music and movies, and their
parent companies have generated
revenue by showering users with ad-
vertisements. Snocap executives,
who declined to comment for this ar-
ticle, argue that the network opera-
tors are, in the end, entrepreneurs
who will be persuaded that changing
to a Snocap-driven business is a wis-
er path to profit.

For the moment, however, there
appears little chance that the most
popular file-sharing networks, like
Kazaa, will embrace the software,
which means the industry may have
to rely on an upstart network with
few customers. One network in de-

velopment, Mashboxx, has been in
discussions to plug Snocap’s soft-
ware into its system, according to
people in the music industry involved
in the talks. 

But even if licensed file-sharing
fails commercially, music execu-
tives are privately delighting in the
public-relations value of working
with their onetime legal nemesis. 

“We sort of liked the irony of the
whole thing,” said one executive, re-
calling an early meeting with Mr.
Fanning, who declined to comment
for this article. 

Perhaps more important, the roll-
out of Snocap may figure in the in-
dustry’s bid to reverse a series of
losses in court, where the major la-
bels have been seeking verdicts to
hold the companies behind the
Grokster and Morpheus networks li-

able for copyright violations.
The networks have long argued —

and a federal appeals court has
agreed — that they cannot monitor
their users. But the music companies
may argue that Snocap proves that it
is possible to track and block the
transmission of unauthorized con-
tent.

“I just view this as an exercise in
R.I.A.A. propaganda,” said Fred Von
Lohmann, a lawyer at the Electronic
Frontier Foundation, referring to the
Recording Industry Association of
America. Mr. Von Lohmann repre-
sents StreamCast Networks, the
company that releases Morpheus
software. “If you care about copy-
right,” he added, “why would you
want to drive people to more off-
shore, encrypted, anonymous kinds
of networks? That’s all this would ac-
complish.” 

There is no dearth of examples of
how technological shifts have left the
recording industry unsure of where
to turn. In 1998, the major music cor-
porations sued (unsuccessfully) to
block the release of Diamond Multi-
media’s portable MP3 player, saying
it “promotes the illicit use” of digital
music files.

Six years later, the industry is
gleefully promoting Apple Comput-
er’s iPods, even placing them in mu-
sic videos. The rock band U2, in a
deal brokered by its record label, en-
dorsed a line of iPods. 

The industry’s turnabout with Mr.
Fanning is not much different.
Months after Napster Inc., which he
helped found, emerged in 1999, the
major labels sued it for copyright in-
fringement.

Napster tried to filter out some un-
authorized songs using an acoustic

“fingerprinting” technology not un-
like the sort that Snocap relies on —
a technique that tracks the sonic
characteristics of music files. 

But a judge’s ruling forced the net-
work out of service in mid-2001. Mr.
Fanning became a consultant for
Roxio, which bought Napster’s fa-
mous name at a bankruptcy auction
and transformed it into a subscrip-
tion music service. 

When Mr. Fanning began making
the rounds of the major labels to talk
up his newest creation in the middle
of last year, he was greeted with
skepticism in some quarters. But
several executives said the lasting
power of Mr. Fanning’s original file-
sharing concepts intrigued them
enough to listen to his latest idea. 

“This is a world of very short
memories,” one music executive
said. “If you held grudges you would-
n’t last two minutes in this industry.” 

Mr. Fanning “was popularly
thought of as a dragon slayer, when
in reality that wasn’t his intention”
with Napster, said Larry Kenswil,
president of Universal Music’s
eLabs division. “He’s taken that ex-
perience, taken a step back and
thought of a way that everyone can
benefit.” 

Mr. Fanning also had the advan-
tage of coming in with better connec-
tions than the ones he had as a North-
eastern University dropout sur-
rounded by Silicon Valley venture
capitalists in the dot-com boom. Sno-
cap has been receiving advice from
Hilary Rosen, the longtime chief ex-
ecutive of the R.I.A.A. who is a politi-
cal commentator and strategist.

Said David Munns, vice chairman
of the music giant EMI Group, “It’s
never too late to go straight.” 

Music Industry Turns to Creator of Napster for Assistance
Continued From First Business Page

A software program
that can help detect
pirated music files.

By BARNABY J. FEDER

Time is running out for Boston
Scientific to resolve voluntarily
what could be a multibillion-dol-
lar liability resulting from the
breakdown of its relationship with
Medinol, the Israeli company it
worked with in 1995 to get into the
stent business. 

Judge Alvin K. Hellerstein of
Federal District Court in Manhat-
tan issued an 84-page ruling yes-
terday that narrowed the scope of
the dispute and he scheduled a
meeting in January to set the date
for a trial that he said should be-
gin promptly.

Medinol’s lawsuit, filed in April
of 2001, is seeking royalties of up
to 23 percent on every Express
and Taxus stent Boston Scientific
has sold. Taxus quickly became
the market leader once it was
cleared for use in the United
States this year. Stents are metal
mesh cylinders that prop open
blood vessels. 

Boston Scientific, based in Na-
tick, Mass., reported $686 million
in revenue from its rapidly grow-
ing stent business in the third
quarter. Boston Scientific filed
counterclaims charging that
Medinol was responsible for the
breakdown in the relationship. 

Judge Hellerstein’s ruling dealt
with a range of motions by the
parties to dismiss various claims

without a trial. He dismissed
Medinol’s claim that Boston Sci-
entific stole its design and trade
secrets to create the Express
stent line, which later became the
basis for Taxus. 

But he said that Medinol could
try to prove at a trial that Boston
Scientific violated contractual ob-
ligations to work with it on future
products in ways that would allow
Medinol to claim royalties on Bos-
ton Scientific’s stents or other
monetary damages. 

He also ruled that a manufac-
turing line that Boston Scientific
secretly built in Ireland to make
the Medinol-designed stents vio-
lated the terms of their agree-
ment, leaving it to Medinol to
prove damages from the action at
a trial. 

Boston Scientific said that its li-
ability, if any, would be minimal
because no stents from that se-
cret line were ever sold, a claim
Medinol disputed.

Judge Hellerstein also refused
to dismiss without trial a number
of Medinol’s potential defenses
against various Boston Scientific
counterclaims. 

He did, however, dismiss all
racketeering and other claims
against the last two individual de-
fendants in the case: Peter M.
Nicholas, Boston Scientific’s
chairman and former chief exec-
utive, and Lawrence C. Best, the
company’s chief financial officer.

Judge Narrows Scope of Suit
Over Boston Scientific Stents
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Asia has increasingly become a
major hub for technology manufac-
turing. More and more chip making
is done in the contract factories, like
Taiwan Semiconductor, and at new
foundries in China.

Still, in the semiconductor indus-
try, Intel and I.B.M. still have big fac-
tories in the United States, and Ad-
vanced Micro Devices, Intel’s most

in 2002. He has sold hardware busi-
nesses where profits were slender
and growth prospects were limited,
like its hard disk drive business,
which was sold to Hitachi.

Instead, Mr. Palmisano has bet on
expanding the company’s services
business, automating a full array of
operations — from product design to
sales-order processing — for corpo-
rate customers. I.B.M. now casts it-
self as a company that does not sim-
ply sell technology but serves as a
consulting partner to help its cus-
tomers use technology to increase
the efficiency and competitiveness of
their businesses. As part of that
strategy, he bought Pricewater-
houseCoopers Consulting for $3.5 bil-
lion, in a deal that closed in October
2002.

“Palmisano’s getting out of busi-
nesses that aren’t growth opportuni-
ties and concentrating on what
I.B.M. does best,’’ said Mark Stahl-
man, an analyst at Carris & Compa-
ny. “PC’s are not where the growth
is.”

To trim costs, I.B.M. has steadily
retreated from the manufacture of
its PC’s. In January 2002, it sold its
desktop PC manufacturing opera-
tions in the Untied States and Europe
to Sanmina-SCI, based in San Jose,
Calif. I.B.M. now confines its role in
PC’s to design and product develop-
ment out of its offices in Raleigh,
N.C., with all the I.B.M.-brand desk-
top or notebook computers made by
contract manufacturers around the
world.

Leslie Fiering, a research vice
president at Gartner, has predicted
consolidation in the PC industry over
the next few years. 

“Exiting the market may be the
only logical choice for global vendors
bleeding profits and struggling for
share,” she wrote in a recent re-
search report. And she noted that

the production of desktop machines,
it has been widely criticized for hav-
ing destined the machines to com-
modity status by giving Microsoft
and Intel the rights to those essential
standards. And although Apple Com-
puter holds less than 4 percent of the
personal computing market world-
wide, it has been able to command
relatively high prices and richer
profits because it has controlled the
software and hardware that goes
into its machines.

A sale of the personal computer
business would be a step away from
I.B.M.’s traditional emphasis on the
size of its revenue as a measure of its
corporate power. The PC business
represents about 12 percent of
I.B.M.’s annual revenue of $92 billion. 

For nearly a decade, though, some
industry analysts have urged I.B.M.

to get out of that business as it made
only a modest profit or lost money.
For this year, analysts have expect-
ed a pretax profit of less than $100
million.

I.B.M. executives long resisted
that course, arguing that personal
computers were technology products
its corporate customers wanted. It
held on to the business on the theory
that it helped hold on to customers.

But in the most recent quarter,
I.B.M. ranked a distant third in
worldwide PC sales, with 5.6 percent
of the market, according to Gartner,
the market research firm. Dell was
the leader with 16.8 percent of the
world market, and Hewlett-Packard,
which has absorbed Compaq Com-
puter, had 15 percent.

A sale now, if it happens, would be
consistent with the strategy pursued
by Samuel J. Palmisano, who be-
came I.B.M.’s chief executive early

Hewlett-Packard, a broad-based
technology company where PC’s are
only part of a much larger business,
might face pressures similar to
I.B.M.’s. 

“The PC divisions of H. P. and
I.B.M.” Ms. Fiering wrote, “are vul-
nerable to being spun off if their drag
on margins and profitability are
deemed too great by their parent
companies.” 

In the meantime, she said, Asian
vendors like Lenovo “appear well po-
sitioned to leverage their strong lo-
cal-market standing and low-cost op-
erating models into a global pres-
ence.”

prominent rival in chip making, has
a leading-edge plant in Germany. 

Personal computer making has
followed the same path to Asia, espe-
cially in the case of notebook ma-
chines made in China and Taiwan.
Lenovo has had long ties with I.B.M.
It got its start in 1984 as a distributor
of personal computers from I.B.M.
and AST, the Taiwan PC maker.

I.B.M.

An I.B.M. ad campaign that ended in 1987 — seen then as an effort to
soften the company’s image — featured a Charlie Chaplin look-alike. 
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A sale of the unit, should it materialize, is expected to include the entire
range of desktop, laptop and notebook computers made by I.B.M.

flicts inherent in full service invest-
ment banks managing a mutual fund
business are “going to produce some
changes over the next few years.”

Senior Citigroup executives ac-
knowledge that the asset manage-
ment business, which through the
first nine months of this year contrib-
uted a mere 2.2 percent to the com-
pany’s overall profits, is not a core
business. They say that managing
money for investors is in essence a
manufacturing business embedded
in an institution that has historically
made its money via distribution. And
now, given that only 25 percent of
Smith Barney funds are sold through
its 12,000 thousand brokers, the origi-
nal cross-selling premise that under-
pinned the acquisition of Smith Bar-
ney in 1987, may no longer hold.

Last week’s sale of Citigroup’s
truck leasing unit, another such
“manufacturing business,’’ to Gen-
eral Electric for $4.4 billion, was the
most recent manifestation of such
thinking. 

The comments of Robert B. Wil-
lumstad, Citigroup’s chief operating
officer and a longtime disciple of Mr.
Weill, are instructive as well. He
stated at the time that the sale was
driven by the bank’s drive to “allo-
cate capital most effectively
throughout our businesses.” Citi-
group executives also said that the
division did not offer cross-selling op-
portunities.

To be sure, a sale of the asset man-
agement unit would not represent
the beginning of the unbundling of
Citigroup. The company remains a
dominant global banking franchise
and its portfolio of business, like
credit cards, investment banking
and brokerage service, make it the
most diverse of financial institutions.

All the same, the trend toward dis-
tribution is becoming more evident.
It started in 2002, when Mr. Weill
spun off Travelers property casual-
ty, the bank’s provider of home, auto

and commercial insurance products.
“There has been a move in profitabil-
ity from manufacturing to distribu-
tion,” Mr. Weil said then.

Having presided over the sale of
truck leasing business, Mr. Willum-
stad is taking a close look at the asset
management business. He now runs
the division in his capacity as the
head of Citigroup’s global invest-
ment management division. 

Mr. Willumstad assumed that po-
sition in October after Thomas W.
Jones was fired by Mr. Prince for his
role in the scandal over Citigroup’s
private bank being barred from op-
erating in Japan. 

While Citigroup’s mutual funds
have not been the target of any regu-
latory action, the division has recent-
ly become a headache of sorts for
Mr. Prince. The Securities and Ex-
change Commission is investigating
whether the asset management busi-
ness, on Mr. Jones’ watch, received
inappropriate payments from a
third-party trust bank. 

As for the unit’s performance, it
has been less than extraordinary,
with Smith Barney mutual funds pro-
ducing a cumulative five-year return
of 1.86 percent, according to Morn-
ingstar. Such a figure ranks behind
investment banks like Merrill Lynch
and Morgan Stanley.

Despite these issues, analysts say
that the business could draw signifi-
cant investor interest. Asset man-
agement businesses now trade at
price to earnings multiples that ap-
proach or even exceed 20 times, a
valuation that far exceeds Citi-
group’s own depressed price earn-
ings ratio of just under 12 times its
earnings. 

A general, if not always accurate,
method for valuing asset manage-
ment franchises is to take 2 percent
of assets under management, which
in this case would attach a value to
the unit of $10 billion. 

Bankers say, however, that the
business is unlikely to command
such a price given the possibility that
billions might flow out of the unit in
the aftermath of any such deal.

way to attract paying music fans.
“If what they’re looking for is free,

then they’re not likely to partici-
pate,” said Josh Bernoff, an analyst
with Forrester Research. “There’s
going to have to be some sort of
uniqueness to a system like this that
goes beyond it being a peer-to-peer
system.”

The existing networks have at-
tracted millions of fans hungry for
free music and movies, and their
parent companies have generated
revenue by showering users with ad-
vertisements. Snocap executives,
who declined to comment for this ar-
ticle, argue that the network opera-
tors are, in the end, entrepreneurs
who will be persuaded that changing
to a Snocap-driven business is a wis-
er path to profit.

For the moment, however, there
appears little chance that the most
popular file-sharing networks, like
Kazaa, will embrace the software,
which means the industry may have
to rely on an upstart network with
few customers. One network in de-

velopment, Mashboxx, has been in
discussions to plug Snocap’s soft-
ware into its system, according to
people in the music industry involved
in the talks. 

But even if licensed file-sharing
fails commercially, music execu-
tives are privately delighting in the
public-relations value of working
with their onetime legal nemesis. 

“We sort of liked the irony of the
whole thing,” said one executive, re-
calling an early meeting with Mr.
Fanning, who declined to comment
for this article. 

Perhaps more important, the roll-
out of Snocap may figure in the in-
dustry’s bid to reverse a series of
losses in court, where the major la-
bels have been seeking verdicts to
hold the companies behind the
Grokster and Morpheus networks li-

able for copyright violations.
The networks have long argued —

and a federal appeals court has
agreed — that they cannot monitor
their users. But the music companies
may argue that Snocap proves that it
is possible to track and block the
transmission of unauthorized con-
tent.

“I just view this as an exercise in
R.I.A.A. propaganda,” said Fred Von
Lohmann, a lawyer at the Electronic
Frontier Foundation, referring to the
Recording Industry Association of
America. Mr. Von Lohmann repre-
sents StreamCast Networks, the
company that releases Morpheus
software. “If you care about copy-
right,” he added, “why would you
want to drive people to more off-
shore, encrypted, anonymous kinds
of networks? That’s all this would ac-
complish.” 

There is no dearth of examples of
how technological shifts have left the
recording industry unsure of where
to turn. In 1998, the major music cor-
porations sued (unsuccessfully) to
block the release of Diamond Multi-
media’s portable MP3 player, saying
it “promotes the illicit use” of digital
music files.

Six years later, the industry is
gleefully promoting Apple Comput-
er’s iPods, even placing them in mu-
sic videos. The rock band U2, in a
deal brokered by its record label, en-
dorsed a line of iPods. 

The industry’s turnabout with Mr.
Fanning is not much different.
Months after Napster Inc., which he
helped found, emerged in 1999, the
major labels sued it for copyright in-
fringement.

Napster tried to filter out some un-
authorized songs using an acoustic

“fingerprinting” technology not un-
like the sort that Snocap relies on —
a technique that tracks the sonic
characteristics of music files. 

But a judge’s ruling forced the net-
work out of service in mid-2001. Mr.
Fanning became a consultant for
Roxio, which bought Napster’s fa-
mous name at a bankruptcy auction
and transformed it into a subscrip-
tion music service. 

When Mr. Fanning began making
the rounds of the major labels to talk
up his newest creation in the middle
of last year, he was greeted with
skepticism in some quarters. But
several executives said the lasting
power of Mr. Fanning’s original file-
sharing concepts intrigued them
enough to listen to his latest idea. 

“This is a world of very short
memories,” one music executive
said. “If you held grudges you would-
n’t last two minutes in this industry.” 

Mr. Fanning “was popularly
thought of as a dragon slayer, when
in reality that wasn’t his intention”
with Napster, said Larry Kenswil,
president of Universal Music’s
eLabs division. “He’s taken that ex-
perience, taken a step back and
thought of a way that everyone can
benefit.” 

Mr. Fanning also had the advan-
tage of coming in with better connec-
tions than the ones he had as a North-
eastern University dropout sur-
rounded by Silicon Valley venture
capitalists in the dot-com boom. Sno-
cap has been receiving advice from
Hilary Rosen, the longtime chief ex-
ecutive of the R.I.A.A. who is a politi-
cal commentator and strategist.

Said David Munns, vice chairman
of the music giant EMI Group, “It’s
never too late to go straight.” 

Music Industry Turns to Creator of Napster for Assistance
Continued From First Business Page

A software program
that can help detect
pirated music files.

By BARNABY J. FEDER

Time is running out for Boston
Scientific to resolve voluntarily
what could be a multibillion-dol-
lar liability resulting from the
breakdown of its relationship with
Medinol, the Israeli company it
worked with in 1995 to get into the
stent business. 

Judge Alvin K. Hellerstein of
Federal District Court in Manhat-
tan issued an 84-page ruling yes-
terday that narrowed the scope of
the dispute and he scheduled a
meeting in January to set the date
for a trial that he said should be-
gin promptly.

Medinol’s lawsuit, filed in April
of 2001, is seeking royalties of up
to 23 percent on every Express
and Taxus stent Boston Scientific
has sold. Taxus quickly became
the market leader once it was
cleared for use in the United
States this year. Stents are metal
mesh cylinders that prop open
blood vessels. 

Boston Scientific, based in Na-
tick, Mass., reported $686 million
in revenue from its rapidly grow-
ing stent business in the third
quarter. Boston Scientific filed
counterclaims charging that
Medinol was responsible for the
breakdown in the relationship. 

Judge Hellerstein’s ruling dealt
with a range of motions by the
parties to dismiss various claims

without a trial. He dismissed
Medinol’s claim that Boston Sci-
entific stole its design and trade
secrets to create the Express
stent line, which later became the
basis for Taxus. 

But he said that Medinol could
try to prove at a trial that Boston
Scientific violated contractual ob-
ligations to work with it on future
products in ways that would allow
Medinol to claim royalties on Bos-
ton Scientific’s stents or other
monetary damages. 

He also ruled that a manufac-
turing line that Boston Scientific
secretly built in Ireland to make
the Medinol-designed stents vio-
lated the terms of their agree-
ment, leaving it to Medinol to
prove damages from the action at
a trial. 

Boston Scientific said that its li-
ability, if any, would be minimal
because no stents from that se-
cret line were ever sold, a claim
Medinol disputed.

Judge Hellerstein also refused
to dismiss without trial a number
of Medinol’s potential defenses
against various Boston Scientific
counterclaims. 

He did, however, dismiss all
racketeering and other claims
against the last two individual de-
fendants in the case: Peter M.
Nicholas, Boston Scientific’s
chairman and former chief exec-
utive, and Lawrence C. Best, the
company’s chief financial officer.

Judge Narrows Scope of Suit
Over Boston Scientific Stents

Citigroup Weighs Options
Of Asset Management Unit
Continued From First Business Page

ID NAME: Nxxx,2004-12-03,C,002,Bs-BW,E2 3 7 15 25 50 75 85 93 97

COMPANY NAMES

Asia has increasingly become a
major hub for technology manufac-
turing. More and more chip making
is done in the contract factories, like
Taiwan Semiconductor, and at new
foundries in China.

Still, in the semiconductor indus-
try, Intel and I.B.M. still have big fac-
tories in the United States, and Ad-
vanced Micro Devices, Intel’s most

in 2002. He has sold hardware busi-
nesses where profits were slender
and growth prospects were limited,
like its hard disk drive business,
which was sold to Hitachi.

Instead, Mr. Palmisano has bet on
expanding the company’s services
business, automating a full array of
operations — from product design to
sales-order processing — for corpo-
rate customers. I.B.M. now casts it-
self as a company that does not sim-
ply sell technology but serves as a
consulting partner to help its cus-
tomers use technology to increase
the efficiency and competitiveness of
their businesses. As part of that
strategy, he bought Pricewater-
houseCoopers Consulting for $3.5 bil-
lion, in a deal that closed in October
2002.

“Palmisano’s getting out of busi-
nesses that aren’t growth opportuni-
ties and concentrating on what
I.B.M. does best,’’ said Mark Stahl-
man, an analyst at Carris & Compa-
ny. “PC’s are not where the growth
is.”

To trim costs, I.B.M. has steadily
retreated from the manufacture of
its PC’s. In January 2002, it sold its
desktop PC manufacturing opera-
tions in the Untied States and Europe
to Sanmina-SCI, based in San Jose,
Calif. I.B.M. now confines its role in
PC’s to design and product develop-
ment out of its offices in Raleigh,
N.C., with all the I.B.M.-brand desk-
top or notebook computers made by
contract manufacturers around the
world.

Leslie Fiering, a research vice
president at Gartner, has predicted
consolidation in the PC industry over
the next few years. 

“Exiting the market may be the
only logical choice for global vendors
bleeding profits and struggling for
share,” she wrote in a recent re-
search report. And she noted that

the production of desktop machines,
it has been widely criticized for hav-
ing destined the machines to com-
modity status by giving Microsoft
and Intel the rights to those essential
standards. And although Apple Com-
puter holds less than 4 percent of the
personal computing market world-
wide, it has been able to command
relatively high prices and richer
profits because it has controlled the
software and hardware that goes
into its machines.

A sale of the personal computer
business would be a step away from
I.B.M.’s traditional emphasis on the
size of its revenue as a measure of its
corporate power. The PC business
represents about 12 percent of
I.B.M.’s annual revenue of $92 billion. 

For nearly a decade, though, some
industry analysts have urged I.B.M.

to get out of that business as it made
only a modest profit or lost money.
For this year, analysts have expect-
ed a pretax profit of less than $100
million.

I.B.M. executives long resisted
that course, arguing that personal
computers were technology products
its corporate customers wanted. It
held on to the business on the theory
that it helped hold on to customers.

But in the most recent quarter,
I.B.M. ranked a distant third in
worldwide PC sales, with 5.6 percent
of the market, according to Gartner,
the market research firm. Dell was
the leader with 16.8 percent of the
world market, and Hewlett-Packard,
which has absorbed Compaq Com-
puter, had 15 percent.

A sale now, if it happens, would be
consistent with the strategy pursued
by Samuel J. Palmisano, who be-
came I.B.M.’s chief executive early

Hewlett-Packard, a broad-based
technology company where PC’s are
only part of a much larger business,
might face pressures similar to
I.B.M.’s. 

“The PC divisions of H. P. and
I.B.M.” Ms. Fiering wrote, “are vul-
nerable to being spun off if their drag
on margins and profitability are
deemed too great by their parent
companies.” 

In the meantime, she said, Asian
vendors like Lenovo “appear well po-
sitioned to leverage their strong lo-
cal-market standing and low-cost op-
erating models into a global pres-
ence.”

prominent rival in chip making, has
a leading-edge plant in Germany. 

Personal computer making has
followed the same path to Asia, espe-
cially in the case of notebook ma-
chines made in China and Taiwan.
Lenovo has had long ties with I.B.M.
It got its start in 1984 as a distributor
of personal computers from I.B.M.
and AST, the Taiwan PC maker.

I.B.M.

An I.B.M. ad campaign that ended in 1987 — seen then as an effort to
soften the company’s image — featured a Charlie Chaplin look-alike. 
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A sale of the unit, should it materialize, is expected to include the entire
range of desktop, laptop and notebook computers made by I.B.M.

flicts inherent in full service invest-
ment banks managing a mutual fund
business are “going to produce some
changes over the next few years.”

Senior Citigroup executives ac-
knowledge that the asset manage-
ment business, which through the
first nine months of this year contrib-
uted a mere 2.2 percent to the com-
pany’s overall profits, is not a core
business. They say that managing
money for investors is in essence a
manufacturing business embedded
in an institution that has historically
made its money via distribution. And
now, given that only 25 percent of
Smith Barney funds are sold through
its 12,000 thousand brokers, the origi-
nal cross-selling premise that under-
pinned the acquisition of Smith Bar-
ney in 1987, may no longer hold.

Last week’s sale of Citigroup’s
truck leasing unit, another such
“manufacturing business,’’ to Gen-
eral Electric for $4.4 billion, was the
most recent manifestation of such
thinking. 

The comments of Robert B. Wil-
lumstad, Citigroup’s chief operating
officer and a longtime disciple of Mr.
Weill, are instructive as well. He
stated at the time that the sale was
driven by the bank’s drive to “allo-
cate capital most effectively
throughout our businesses.” Citi-
group executives also said that the
division did not offer cross-selling op-
portunities.

To be sure, a sale of the asset man-
agement unit would not represent
the beginning of the unbundling of
Citigroup. The company remains a
dominant global banking franchise
and its portfolio of business, like
credit cards, investment banking
and brokerage service, make it the
most diverse of financial institutions.

All the same, the trend toward dis-
tribution is becoming more evident.
It started in 2002, when Mr. Weill
spun off Travelers property casual-
ty, the bank’s provider of home, auto

and commercial insurance products.
“There has been a move in profitabil-
ity from manufacturing to distribu-
tion,” Mr. Weil said then.

Having presided over the sale of
truck leasing business, Mr. Willum-
stad is taking a close look at the asset
management business. He now runs
the division in his capacity as the
head of Citigroup’s global invest-
ment management division. 

Mr. Willumstad assumed that po-
sition in October after Thomas W.
Jones was fired by Mr. Prince for his
role in the scandal over Citigroup’s
private bank being barred from op-
erating in Japan. 

While Citigroup’s mutual funds
have not been the target of any regu-
latory action, the division has recent-
ly become a headache of sorts for
Mr. Prince. The Securities and Ex-
change Commission is investigating
whether the asset management busi-
ness, on Mr. Jones’ watch, received
inappropriate payments from a
third-party trust bank. 

As for the unit’s performance, it
has been less than extraordinary,
with Smith Barney mutual funds pro-
ducing a cumulative five-year return
of 1.86 percent, according to Morn-
ingstar. Such a figure ranks behind
investment banks like Merrill Lynch
and Morgan Stanley.

Despite these issues, analysts say
that the business could draw signifi-
cant investor interest. Asset man-
agement businesses now trade at
price to earnings multiples that ap-
proach or even exceed 20 times, a
valuation that far exceeds Citi-
group’s own depressed price earn-
ings ratio of just under 12 times its
earnings. 

A general, if not always accurate,
method for valuing asset manage-
ment franchises is to take 2 percent
of assets under management, which
in this case would attach a value to
the unit of $10 billion. 

Bankers say, however, that the
business is unlikely to command
such a price given the possibility that
billions might flow out of the unit in
the aftermath of any such deal.

way to attract paying music fans.
“If what they’re looking for is free,

then they’re not likely to partici-
pate,” said Josh Bernoff, an analyst
with Forrester Research. “There’s
going to have to be some sort of
uniqueness to a system like this that
goes beyond it being a peer-to-peer
system.”

The existing networks have at-
tracted millions of fans hungry for
free music and movies, and their
parent companies have generated
revenue by showering users with ad-
vertisements. Snocap executives,
who declined to comment for this ar-
ticle, argue that the network opera-
tors are, in the end, entrepreneurs
who will be persuaded that changing
to a Snocap-driven business is a wis-
er path to profit.

For the moment, however, there
appears little chance that the most
popular file-sharing networks, like
Kazaa, will embrace the software,
which means the industry may have
to rely on an upstart network with
few customers. One network in de-

velopment, Mashboxx, has been in
discussions to plug Snocap’s soft-
ware into its system, according to
people in the music industry involved
in the talks. 

But even if licensed file-sharing
fails commercially, music execu-
tives are privately delighting in the
public-relations value of working
with their onetime legal nemesis. 

“We sort of liked the irony of the
whole thing,” said one executive, re-
calling an early meeting with Mr.
Fanning, who declined to comment
for this article. 

Perhaps more important, the roll-
out of Snocap may figure in the in-
dustry’s bid to reverse a series of
losses in court, where the major la-
bels have been seeking verdicts to
hold the companies behind the
Grokster and Morpheus networks li-

able for copyright violations.
The networks have long argued —

and a federal appeals court has
agreed — that they cannot monitor
their users. But the music companies
may argue that Snocap proves that it
is possible to track and block the
transmission of unauthorized con-
tent.

“I just view this as an exercise in
R.I.A.A. propaganda,” said Fred Von
Lohmann, a lawyer at the Electronic
Frontier Foundation, referring to the
Recording Industry Association of
America. Mr. Von Lohmann repre-
sents StreamCast Networks, the
company that releases Morpheus
software. “If you care about copy-
right,” he added, “why would you
want to drive people to more off-
shore, encrypted, anonymous kinds
of networks? That’s all this would ac-
complish.” 

There is no dearth of examples of
how technological shifts have left the
recording industry unsure of where
to turn. In 1998, the major music cor-
porations sued (unsuccessfully) to
block the release of Diamond Multi-
media’s portable MP3 player, saying
it “promotes the illicit use” of digital
music files.

Six years later, the industry is
gleefully promoting Apple Comput-
er’s iPods, even placing them in mu-
sic videos. The rock band U2, in a
deal brokered by its record label, en-
dorsed a line of iPods. 

The industry’s turnabout with Mr.
Fanning is not much different.
Months after Napster Inc., which he
helped found, emerged in 1999, the
major labels sued it for copyright in-
fringement.

Napster tried to filter out some un-
authorized songs using an acoustic

“fingerprinting” technology not un-
like the sort that Snocap relies on —
a technique that tracks the sonic
characteristics of music files. 

But a judge’s ruling forced the net-
work out of service in mid-2001. Mr.
Fanning became a consultant for
Roxio, which bought Napster’s fa-
mous name at a bankruptcy auction
and transformed it into a subscrip-
tion music service. 

When Mr. Fanning began making
the rounds of the major labels to talk
up his newest creation in the middle
of last year, he was greeted with
skepticism in some quarters. But
several executives said the lasting
power of Mr. Fanning’s original file-
sharing concepts intrigued them
enough to listen to his latest idea. 

“This is a world of very short
memories,” one music executive
said. “If you held grudges you would-
n’t last two minutes in this industry.” 

Mr. Fanning “was popularly
thought of as a dragon slayer, when
in reality that wasn’t his intention”
with Napster, said Larry Kenswil,
president of Universal Music’s
eLabs division. “He’s taken that ex-
perience, taken a step back and
thought of a way that everyone can
benefit.” 

Mr. Fanning also had the advan-
tage of coming in with better connec-
tions than the ones he had as a North-
eastern University dropout sur-
rounded by Silicon Valley venture
capitalists in the dot-com boom. Sno-
cap has been receiving advice from
Hilary Rosen, the longtime chief ex-
ecutive of the R.I.A.A. who is a politi-
cal commentator and strategist.

Said David Munns, vice chairman
of the music giant EMI Group, “It’s
never too late to go straight.” 

Music Industry Turns to Creator of Napster for Assistance
Continued From First Business Page

A software program
that can help detect
pirated music files.

By BARNABY J. FEDER

Time is running out for Boston
Scientific to resolve voluntarily
what could be a multibillion-dol-
lar liability resulting from the
breakdown of its relationship with
Medinol, the Israeli company it
worked with in 1995 to get into the
stent business. 

Judge Alvin K. Hellerstein of
Federal District Court in Manhat-
tan issued an 84-page ruling yes-
terday that narrowed the scope of
the dispute and he scheduled a
meeting in January to set the date
for a trial that he said should be-
gin promptly.

Medinol’s lawsuit, filed in April
of 2001, is seeking royalties of up
to 23 percent on every Express
and Taxus stent Boston Scientific
has sold. Taxus quickly became
the market leader once it was
cleared for use in the United
States this year. Stents are metal
mesh cylinders that prop open
blood vessels. 

Boston Scientific, based in Na-
tick, Mass., reported $686 million
in revenue from its rapidly grow-
ing stent business in the third
quarter. Boston Scientific filed
counterclaims charging that
Medinol was responsible for the
breakdown in the relationship. 

Judge Hellerstein’s ruling dealt
with a range of motions by the
parties to dismiss various claims

without a trial. He dismissed
Medinol’s claim that Boston Sci-
entific stole its design and trade
secrets to create the Express
stent line, which later became the
basis for Taxus. 

But he said that Medinol could
try to prove at a trial that Boston
Scientific violated contractual ob-
ligations to work with it on future
products in ways that would allow
Medinol to claim royalties on Bos-
ton Scientific’s stents or other
monetary damages. 

He also ruled that a manufac-
turing line that Boston Scientific
secretly built in Ireland to make
the Medinol-designed stents vio-
lated the terms of their agree-
ment, leaving it to Medinol to
prove damages from the action at
a trial. 

Boston Scientific said that its li-
ability, if any, would be minimal
because no stents from that se-
cret line were ever sold, a claim
Medinol disputed.

Judge Hellerstein also refused
to dismiss without trial a number
of Medinol’s potential defenses
against various Boston Scientific
counterclaims. 

He did, however, dismiss all
racketeering and other claims
against the last two individual de-
fendants in the case: Peter M.
Nicholas, Boston Scientific’s
chairman and former chief exec-
utive, and Lawrence C. Best, the
company’s chief financial officer.

Judge Narrows Scope of Suit
Over Boston Scientific Stents

Citigroup Weighs Options
Of Asset Management Unit
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Asia has increasingly become a
major hub for technology manufac-
turing. More and more chip making
is done in the contract factories, like
Taiwan Semiconductor, and at new
foundries in China.

Still, in the semiconductor indus-
try, Intel and I.B.M. still have big fac-
tories in the United States, and Ad-
vanced Micro Devices, Intel’s most

in 2002. He has sold hardware busi-
nesses where profits were slender
and growth prospects were limited,
like its hard disk drive business,
which was sold to Hitachi.

Instead, Mr. Palmisano has bet on
expanding the company’s services
business, automating a full array of
operations — from product design to
sales-order processing — for corpo-
rate customers. I.B.M. now casts it-
self as a company that does not sim-
ply sell technology but serves as a
consulting partner to help its cus-
tomers use technology to increase
the efficiency and competitiveness of
their businesses. As part of that
strategy, he bought Pricewater-
houseCoopers Consulting for $3.5 bil-
lion, in a deal that closed in October
2002.

“Palmisano’s getting out of busi-
nesses that aren’t growth opportuni-
ties and concentrating on what
I.B.M. does best,’’ said Mark Stahl-
man, an analyst at Carris & Compa-
ny. “PC’s are not where the growth
is.”

To trim costs, I.B.M. has steadily
retreated from the manufacture of
its PC’s. In January 2002, it sold its
desktop PC manufacturing opera-
tions in the Untied States and Europe
to Sanmina-SCI, based in San Jose,
Calif. I.B.M. now confines its role in
PC’s to design and product develop-
ment out of its offices in Raleigh,
N.C., with all the I.B.M.-brand desk-
top or notebook computers made by
contract manufacturers around the
world.

Leslie Fiering, a research vice
president at Gartner, has predicted
consolidation in the PC industry over
the next few years. 

“Exiting the market may be the
only logical choice for global vendors
bleeding profits and struggling for
share,” she wrote in a recent re-
search report. And she noted that

the production of desktop machines,
it has been widely criticized for hav-
ing destined the machines to com-
modity status by giving Microsoft
and Intel the rights to those essential
standards. And although Apple Com-
puter holds less than 4 percent of the
personal computing market world-
wide, it has been able to command
relatively high prices and richer
profits because it has controlled the
software and hardware that goes
into its machines.

A sale of the personal computer
business would be a step away from
I.B.M.’s traditional emphasis on the
size of its revenue as a measure of its
corporate power. The PC business
represents about 12 percent of
I.B.M.’s annual revenue of $92 billion. 

For nearly a decade, though, some
industry analysts have urged I.B.M.

to get out of that business as it made
only a modest profit or lost money.
For this year, analysts have expect-
ed a pretax profit of less than $100
million.

I.B.M. executives long resisted
that course, arguing that personal
computers were technology products
its corporate customers wanted. It
held on to the business on the theory
that it helped hold on to customers.

But in the most recent quarter,
I.B.M. ranked a distant third in
worldwide PC sales, with 5.6 percent
of the market, according to Gartner,
the market research firm. Dell was
the leader with 16.8 percent of the
world market, and Hewlett-Packard,
which has absorbed Compaq Com-
puter, had 15 percent.

A sale now, if it happens, would be
consistent with the strategy pursued
by Samuel J. Palmisano, who be-
came I.B.M.’s chief executive early

Hewlett-Packard, a broad-based
technology company where PC’s are
only part of a much larger business,
might face pressures similar to
I.B.M.’s. 

“The PC divisions of H. P. and
I.B.M.” Ms. Fiering wrote, “are vul-
nerable to being spun off if their drag
on margins and profitability are
deemed too great by their parent
companies.” 

In the meantime, she said, Asian
vendors like Lenovo “appear well po-
sitioned to leverage their strong lo-
cal-market standing and low-cost op-
erating models into a global pres-
ence.”

prominent rival in chip making, has
a leading-edge plant in Germany. 

Personal computer making has
followed the same path to Asia, espe-
cially in the case of notebook ma-
chines made in China and Taiwan.
Lenovo has had long ties with I.B.M.
It got its start in 1984 as a distributor
of personal computers from I.B.M.
and AST, the Taiwan PC maker.

I.B.M.

An I.B.M. ad campaign that ended in 1987 — seen then as an effort to
soften the company’s image — featured a Charlie Chaplin look-alike. 
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A sale of the unit, should it materialize, is expected to include the entire
range of desktop, laptop and notebook computers made by I.B.M.

flicts inherent in full service invest-
ment banks managing a mutual fund
business are “going to produce some
changes over the next few years.”

Senior Citigroup executives ac-
knowledge that the asset manage-
ment business, which through the
first nine months of this year contrib-
uted a mere 2.2 percent to the com-
pany’s overall profits, is not a core
business. They say that managing
money for investors is in essence a
manufacturing business embedded
in an institution that has historically
made its money via distribution. And
now, given that only 25 percent of
Smith Barney funds are sold through
its 12,000 thousand brokers, the origi-
nal cross-selling premise that under-
pinned the acquisition of Smith Bar-
ney in 1987, may no longer hold.

Last week’s sale of Citigroup’s
truck leasing unit, another such
“manufacturing business,’’ to Gen-
eral Electric for $4.4 billion, was the
most recent manifestation of such
thinking. 

The comments of Robert B. Wil-
lumstad, Citigroup’s chief operating
officer and a longtime disciple of Mr.
Weill, are instructive as well. He
stated at the time that the sale was
driven by the bank’s drive to “allo-
cate capital most effectively
throughout our businesses.” Citi-
group executives also said that the
division did not offer cross-selling op-
portunities.

To be sure, a sale of the asset man-
agement unit would not represent
the beginning of the unbundling of
Citigroup. The company remains a
dominant global banking franchise
and its portfolio of business, like
credit cards, investment banking
and brokerage service, make it the
most diverse of financial institutions.

All the same, the trend toward dis-
tribution is becoming more evident.
It started in 2002, when Mr. Weill
spun off Travelers property casual-
ty, the bank’s provider of home, auto

and commercial insurance products.
“There has been a move in profitabil-
ity from manufacturing to distribu-
tion,” Mr. Weil said then.

Having presided over the sale of
truck leasing business, Mr. Willum-
stad is taking a close look at the asset
management business. He now runs
the division in his capacity as the
head of Citigroup’s global invest-
ment management division. 

Mr. Willumstad assumed that po-
sition in October after Thomas W.
Jones was fired by Mr. Prince for his
role in the scandal over Citigroup’s
private bank being barred from op-
erating in Japan. 

While Citigroup’s mutual funds
have not been the target of any regu-
latory action, the division has recent-
ly become a headache of sorts for
Mr. Prince. The Securities and Ex-
change Commission is investigating
whether the asset management busi-
ness, on Mr. Jones’ watch, received
inappropriate payments from a
third-party trust bank. 

As for the unit’s performance, it
has been less than extraordinary,
with Smith Barney mutual funds pro-
ducing a cumulative five-year return
of 1.86 percent, according to Morn-
ingstar. Such a figure ranks behind
investment banks like Merrill Lynch
and Morgan Stanley.

Despite these issues, analysts say
that the business could draw signifi-
cant investor interest. Asset man-
agement businesses now trade at
price to earnings multiples that ap-
proach or even exceed 20 times, a
valuation that far exceeds Citi-
group’s own depressed price earn-
ings ratio of just under 12 times its
earnings. 

A general, if not always accurate,
method for valuing asset manage-
ment franchises is to take 2 percent
of assets under management, which
in this case would attach a value to
the unit of $10 billion. 

Bankers say, however, that the
business is unlikely to command
such a price given the possibility that
billions might flow out of the unit in
the aftermath of any such deal.

way to attract paying music fans.
“If what they’re looking for is free,

then they’re not likely to partici-
pate,” said Josh Bernoff, an analyst
with Forrester Research. “There’s
going to have to be some sort of
uniqueness to a system like this that
goes beyond it being a peer-to-peer
system.”

The existing networks have at-
tracted millions of fans hungry for
free music and movies, and their
parent companies have generated
revenue by showering users with ad-
vertisements. Snocap executives,
who declined to comment for this ar-
ticle, argue that the network opera-
tors are, in the end, entrepreneurs
who will be persuaded that changing
to a Snocap-driven business is a wis-
er path to profit.

For the moment, however, there
appears little chance that the most
popular file-sharing networks, like
Kazaa, will embrace the software,
which means the industry may have
to rely on an upstart network with
few customers. One network in de-

velopment, Mashboxx, has been in
discussions to plug Snocap’s soft-
ware into its system, according to
people in the music industry involved
in the talks. 

But even if licensed file-sharing
fails commercially, music execu-
tives are privately delighting in the
public-relations value of working
with their onetime legal nemesis. 

“We sort of liked the irony of the
whole thing,” said one executive, re-
calling an early meeting with Mr.
Fanning, who declined to comment
for this article. 

Perhaps more important, the roll-
out of Snocap may figure in the in-
dustry’s bid to reverse a series of
losses in court, where the major la-
bels have been seeking verdicts to
hold the companies behind the
Grokster and Morpheus networks li-

able for copyright violations.
The networks have long argued —

and a federal appeals court has
agreed — that they cannot monitor
their users. But the music companies
may argue that Snocap proves that it
is possible to track and block the
transmission of unauthorized con-
tent.

“I just view this as an exercise in
R.I.A.A. propaganda,” said Fred Von
Lohmann, a lawyer at the Electronic
Frontier Foundation, referring to the
Recording Industry Association of
America. Mr. Von Lohmann repre-
sents StreamCast Networks, the
company that releases Morpheus
software. “If you care about copy-
right,” he added, “why would you
want to drive people to more off-
shore, encrypted, anonymous kinds
of networks? That’s all this would ac-
complish.” 

There is no dearth of examples of
how technological shifts have left the
recording industry unsure of where
to turn. In 1998, the major music cor-
porations sued (unsuccessfully) to
block the release of Diamond Multi-
media’s portable MP3 player, saying
it “promotes the illicit use” of digital
music files.

Six years later, the industry is
gleefully promoting Apple Comput-
er’s iPods, even placing them in mu-
sic videos. The rock band U2, in a
deal brokered by its record label, en-
dorsed a line of iPods. 

The industry’s turnabout with Mr.
Fanning is not much different.
Months after Napster Inc., which he
helped found, emerged in 1999, the
major labels sued it for copyright in-
fringement.

Napster tried to filter out some un-
authorized songs using an acoustic

“fingerprinting” technology not un-
like the sort that Snocap relies on —
a technique that tracks the sonic
characteristics of music files. 

But a judge’s ruling forced the net-
work out of service in mid-2001. Mr.
Fanning became a consultant for
Roxio, which bought Napster’s fa-
mous name at a bankruptcy auction
and transformed it into a subscrip-
tion music service. 

When Mr. Fanning began making
the rounds of the major labels to talk
up his newest creation in the middle
of last year, he was greeted with
skepticism in some quarters. But
several executives said the lasting
power of Mr. Fanning’s original file-
sharing concepts intrigued them
enough to listen to his latest idea. 

“This is a world of very short
memories,” one music executive
said. “If you held grudges you would-
n’t last two minutes in this industry.” 

Mr. Fanning “was popularly
thought of as a dragon slayer, when
in reality that wasn’t his intention”
with Napster, said Larry Kenswil,
president of Universal Music’s
eLabs division. “He’s taken that ex-
perience, taken a step back and
thought of a way that everyone can
benefit.” 

Mr. Fanning also had the advan-
tage of coming in with better connec-
tions than the ones he had as a North-
eastern University dropout sur-
rounded by Silicon Valley venture
capitalists in the dot-com boom. Sno-
cap has been receiving advice from
Hilary Rosen, the longtime chief ex-
ecutive of the R.I.A.A. who is a politi-
cal commentator and strategist.

Said David Munns, vice chairman
of the music giant EMI Group, “It’s
never too late to go straight.” 

Music Industry Turns to Creator of Napster for Assistance
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A software program
that can help detect
pirated music files.

By BARNABY J. FEDER

Time is running out for Boston
Scientific to resolve voluntarily
what could be a multibillion-dol-
lar liability resulting from the
breakdown of its relationship with
Medinol, the Israeli company it
worked with in 1995 to get into the
stent business. 

Judge Alvin K. Hellerstein of
Federal District Court in Manhat-
tan issued an 84-page ruling yes-
terday that narrowed the scope of
the dispute and he scheduled a
meeting in January to set the date
for a trial that he said should be-
gin promptly.

Medinol’s lawsuit, filed in April
of 2001, is seeking royalties of up
to 23 percent on every Express
and Taxus stent Boston Scientific
has sold. Taxus quickly became
the market leader once it was
cleared for use in the United
States this year. Stents are metal
mesh cylinders that prop open
blood vessels. 

Boston Scientific, based in Na-
tick, Mass., reported $686 million
in revenue from its rapidly grow-
ing stent business in the third
quarter. Boston Scientific filed
counterclaims charging that
Medinol was responsible for the
breakdown in the relationship. 

Judge Hellerstein’s ruling dealt
with a range of motions by the
parties to dismiss various claims

without a trial. He dismissed
Medinol’s claim that Boston Sci-
entific stole its design and trade
secrets to create the Express
stent line, which later became the
basis for Taxus. 

But he said that Medinol could
try to prove at a trial that Boston
Scientific violated contractual ob-
ligations to work with it on future
products in ways that would allow
Medinol to claim royalties on Bos-
ton Scientific’s stents or other
monetary damages. 

He also ruled that a manufac-
turing line that Boston Scientific
secretly built in Ireland to make
the Medinol-designed stents vio-
lated the terms of their agree-
ment, leaving it to Medinol to
prove damages from the action at
a trial. 

Boston Scientific said that its li-
ability, if any, would be minimal
because no stents from that se-
cret line were ever sold, a claim
Medinol disputed.

Judge Hellerstein also refused
to dismiss without trial a number
of Medinol’s potential defenses
against various Boston Scientific
counterclaims. 

He did, however, dismiss all
racketeering and other claims
against the last two individual de-
fendants in the case: Peter M.
Nicholas, Boston Scientific’s
chairman and former chief exec-
utive, and Lawrence C. Best, the
company’s chief financial officer.

Judge Narrows Scope of Suit
Over Boston Scientific Stents
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Asia has increasingly become a
major hub for technology manufac-
turing. More and more chip making
is done in the contract factories, like
Taiwan Semiconductor, and at new
foundries in China.

Still, in the semiconductor indus-
try, Intel and I.B.M. still have big fac-
tories in the United States, and Ad-
vanced Micro Devices, Intel’s most

in 2002. He has sold hardware busi-
nesses where profits were slender
and growth prospects were limited,
like its hard disk drive business,
which was sold to Hitachi.

Instead, Mr. Palmisano has bet on
expanding the company’s services
business, automating a full array of
operations — from product design to
sales-order processing — for corpo-
rate customers. I.B.M. now casts it-
self as a company that does not sim-
ply sell technology but serves as a
consulting partner to help its cus-
tomers use technology to increase
the efficiency and competitiveness of
their businesses. As part of that
strategy, he bought Pricewater-
houseCoopers Consulting for $3.5 bil-
lion, in a deal that closed in October
2002.

“Palmisano’s getting out of busi-
nesses that aren’t growth opportuni-
ties and concentrating on what
I.B.M. does best,’’ said Mark Stahl-
man, an analyst at Carris & Compa-
ny. “PC’s are not where the growth
is.”

To trim costs, I.B.M. has steadily
retreated from the manufacture of
its PC’s. In January 2002, it sold its
desktop PC manufacturing opera-
tions in the Untied States and Europe
to Sanmina-SCI, based in San Jose,
Calif. I.B.M. now confines its role in
PC’s to design and product develop-
ment out of its offices in Raleigh,
N.C., with all the I.B.M.-brand desk-
top or notebook computers made by
contract manufacturers around the
world.

Leslie Fiering, a research vice
president at Gartner, has predicted
consolidation in the PC industry over
the next few years. 

“Exiting the market may be the
only logical choice for global vendors
bleeding profits and struggling for
share,” she wrote in a recent re-
search report. And she noted that

the production of desktop machines,
it has been widely criticized for hav-
ing destined the machines to com-
modity status by giving Microsoft
and Intel the rights to those essential
standards. And although Apple Com-
puter holds less than 4 percent of the
personal computing market world-
wide, it has been able to command
relatively high prices and richer
profits because it has controlled the
software and hardware that goes
into its machines.

A sale of the personal computer
business would be a step away from
I.B.M.’s traditional emphasis on the
size of its revenue as a measure of its
corporate power. The PC business
represents about 12 percent of
I.B.M.’s annual revenue of $92 billion. 

For nearly a decade, though, some
industry analysts have urged I.B.M.

to get out of that business as it made
only a modest profit or lost money.
For this year, analysts have expect-
ed a pretax profit of less than $100
million.

I.B.M. executives long resisted
that course, arguing that personal
computers were technology products
its corporate customers wanted. It
held on to the business on the theory
that it helped hold on to customers.

But in the most recent quarter,
I.B.M. ranked a distant third in
worldwide PC sales, with 5.6 percent
of the market, according to Gartner,
the market research firm. Dell was
the leader with 16.8 percent of the
world market, and Hewlett-Packard,
which has absorbed Compaq Com-
puter, had 15 percent.

A sale now, if it happens, would be
consistent with the strategy pursued
by Samuel J. Palmisano, who be-
came I.B.M.’s chief executive early

Hewlett-Packard, a broad-based
technology company where PC’s are
only part of a much larger business,
might face pressures similar to
I.B.M.’s. 

“The PC divisions of H. P. and
I.B.M.” Ms. Fiering wrote, “are vul-
nerable to being spun off if their drag
on margins and profitability are
deemed too great by their parent
companies.” 

In the meantime, she said, Asian
vendors like Lenovo “appear well po-
sitioned to leverage their strong lo-
cal-market standing and low-cost op-
erating models into a global pres-
ence.”

prominent rival in chip making, has
a leading-edge plant in Germany. 

Personal computer making has
followed the same path to Asia, espe-
cially in the case of notebook ma-
chines made in China and Taiwan.
Lenovo has had long ties with I.B.M.
It got its start in 1984 as a distributor
of personal computers from I.B.M.
and AST, the Taiwan PC maker.

I.B.M.

An I.B.M. ad campaign that ended in 1987 — seen then as an effort to
soften the company’s image — featured a Charlie Chaplin look-alike. 

I.B.M. Said to Put Computer Unit on the Market
Continued From Page A1

PC Shipments

Source: IDC WW Quarterly PC Tracker

Includes desktops, 
notebooks and servers.

Dell
H.P.
Gateway
I.B.M.
Toshiba
Apple
Sony

 5,023 
 3,133 

 800 
797

 561 
 510 
 295 

32.8
20.5

5.2
5.2
3.7
3.3
1.9

1,000’s
UNIT

SALES
MARKET

SHARE

UNITED
STATES
Q3, ’04

%

Dell
H.P.
I.B.M.
Fujitsu
Acer
Toshiba
NEC

 8,050 
 7,176 
2,696

 1,735 
 1,620 
 1,619 
 1,221 

18.0
16.1

6.0
3.9
3.6
3.6
2.7

%

WORLDWIDE

Mike Mergen/Bloomberg News

A sale of the unit, should it materialize, is expected to include the entire
range of desktop, laptop and notebook computers made by I.B.M.

flicts inherent in full service invest-
ment banks managing a mutual fund
business are “going to produce some
changes over the next few years.”

Senior Citigroup executives ac-
knowledge that the asset manage-
ment business, which through the
first nine months of this year contrib-
uted a mere 2.2 percent to the com-
pany’s overall profits, is not a core
business. They say that managing
money for investors is in essence a
manufacturing business embedded
in an institution that has historically
made its money via distribution. And
now, given that only 25 percent of
Smith Barney funds are sold through
its 12,000 thousand brokers, the origi-
nal cross-selling premise that under-
pinned the acquisition of Smith Bar-
ney in 1987, may no longer hold.

Last week’s sale of Citigroup’s
truck leasing unit, another such
“manufacturing business,’’ to Gen-
eral Electric for $4.4 billion, was the
most recent manifestation of such
thinking. 

The comments of Robert B. Wil-
lumstad, Citigroup’s chief operating
officer and a longtime disciple of Mr.
Weill, are instructive as well. He
stated at the time that the sale was
driven by the bank’s drive to “allo-
cate capital most effectively
throughout our businesses.” Citi-
group executives also said that the
division did not offer cross-selling op-
portunities.

To be sure, a sale of the asset man-
agement unit would not represent
the beginning of the unbundling of
Citigroup. The company remains a
dominant global banking franchise
and its portfolio of business, like
credit cards, investment banking
and brokerage service, make it the
most diverse of financial institutions.

All the same, the trend toward dis-
tribution is becoming more evident.
It started in 2002, when Mr. Weill
spun off Travelers property casual-
ty, the bank’s provider of home, auto

and commercial insurance products.
“There has been a move in profitabil-
ity from manufacturing to distribu-
tion,” Mr. Weil said then.

Having presided over the sale of
truck leasing business, Mr. Willum-
stad is taking a close look at the asset
management business. He now runs
the division in his capacity as the
head of Citigroup’s global invest-
ment management division. 

Mr. Willumstad assumed that po-
sition in October after Thomas W.
Jones was fired by Mr. Prince for his
role in the scandal over Citigroup’s
private bank being barred from op-
erating in Japan. 

While Citigroup’s mutual funds
have not been the target of any regu-
latory action, the division has recent-
ly become a headache of sorts for
Mr. Prince. The Securities and Ex-
change Commission is investigating
whether the asset management busi-
ness, on Mr. Jones’ watch, received
inappropriate payments from a
third-party trust bank. 

As for the unit’s performance, it
has been less than extraordinary,
with Smith Barney mutual funds pro-
ducing a cumulative five-year return
of 1.86 percent, according to Morn-
ingstar. Such a figure ranks behind
investment banks like Merrill Lynch
and Morgan Stanley.

Despite these issues, analysts say
that the business could draw signifi-
cant investor interest. Asset man-
agement businesses now trade at
price to earnings multiples that ap-
proach or even exceed 20 times, a
valuation that far exceeds Citi-
group’s own depressed price earn-
ings ratio of just under 12 times its
earnings. 

A general, if not always accurate,
method for valuing asset manage-
ment franchises is to take 2 percent
of assets under management, which
in this case would attach a value to
the unit of $10 billion. 

Bankers say, however, that the
business is unlikely to command
such a price given the possibility that
billions might flow out of the unit in
the aftermath of any such deal.

way to attract paying music fans.
“If what they’re looking for is free,

then they’re not likely to partici-
pate,” said Josh Bernoff, an analyst
with Forrester Research. “There’s
going to have to be some sort of
uniqueness to a system like this that
goes beyond it being a peer-to-peer
system.”

The existing networks have at-
tracted millions of fans hungry for
free music and movies, and their
parent companies have generated
revenue by showering users with ad-
vertisements. Snocap executives,
who declined to comment for this ar-
ticle, argue that the network opera-
tors are, in the end, entrepreneurs
who will be persuaded that changing
to a Snocap-driven business is a wis-
er path to profit.

For the moment, however, there
appears little chance that the most
popular file-sharing networks, like
Kazaa, will embrace the software,
which means the industry may have
to rely on an upstart network with
few customers. One network in de-

velopment, Mashboxx, has been in
discussions to plug Snocap’s soft-
ware into its system, according to
people in the music industry involved
in the talks. 

But even if licensed file-sharing
fails commercially, music execu-
tives are privately delighting in the
public-relations value of working
with their onetime legal nemesis. 

“We sort of liked the irony of the
whole thing,” said one executive, re-
calling an early meeting with Mr.
Fanning, who declined to comment
for this article. 

Perhaps more important, the roll-
out of Snocap may figure in the in-
dustry’s bid to reverse a series of
losses in court, where the major la-
bels have been seeking verdicts to
hold the companies behind the
Grokster and Morpheus networks li-

able for copyright violations.
The networks have long argued —

and a federal appeals court has
agreed — that they cannot monitor
their users. But the music companies
may argue that Snocap proves that it
is possible to track and block the
transmission of unauthorized con-
tent.

“I just view this as an exercise in
R.I.A.A. propaganda,” said Fred Von
Lohmann, a lawyer at the Electronic
Frontier Foundation, referring to the
Recording Industry Association of
America. Mr. Von Lohmann repre-
sents StreamCast Networks, the
company that releases Morpheus
software. “If you care about copy-
right,” he added, “why would you
want to drive people to more off-
shore, encrypted, anonymous kinds
of networks? That’s all this would ac-
complish.” 

There is no dearth of examples of
how technological shifts have left the
recording industry unsure of where
to turn. In 1998, the major music cor-
porations sued (unsuccessfully) to
block the release of Diamond Multi-
media’s portable MP3 player, saying
it “promotes the illicit use” of digital
music files.

Six years later, the industry is
gleefully promoting Apple Comput-
er’s iPods, even placing them in mu-
sic videos. The rock band U2, in a
deal brokered by its record label, en-
dorsed a line of iPods. 

The industry’s turnabout with Mr.
Fanning is not much different.
Months after Napster Inc., which he
helped found, emerged in 1999, the
major labels sued it for copyright in-
fringement.

Napster tried to filter out some un-
authorized songs using an acoustic

“fingerprinting” technology not un-
like the sort that Snocap relies on —
a technique that tracks the sonic
characteristics of music files. 

But a judge’s ruling forced the net-
work out of service in mid-2001. Mr.
Fanning became a consultant for
Roxio, which bought Napster’s fa-
mous name at a bankruptcy auction
and transformed it into a subscrip-
tion music service. 

When Mr. Fanning began making
the rounds of the major labels to talk
up his newest creation in the middle
of last year, he was greeted with
skepticism in some quarters. But
several executives said the lasting
power of Mr. Fanning’s original file-
sharing concepts intrigued them
enough to listen to his latest idea. 

“This is a world of very short
memories,” one music executive
said. “If you held grudges you would-
n’t last two minutes in this industry.” 

Mr. Fanning “was popularly
thought of as a dragon slayer, when
in reality that wasn’t his intention”
with Napster, said Larry Kenswil,
president of Universal Music’s
eLabs division. “He’s taken that ex-
perience, taken a step back and
thought of a way that everyone can
benefit.” 

Mr. Fanning also had the advan-
tage of coming in with better connec-
tions than the ones he had as a North-
eastern University dropout sur-
rounded by Silicon Valley venture
capitalists in the dot-com boom. Sno-
cap has been receiving advice from
Hilary Rosen, the longtime chief ex-
ecutive of the R.I.A.A. who is a politi-
cal commentator and strategist.

Said David Munns, vice chairman
of the music giant EMI Group, “It’s
never too late to go straight.” 

Music Industry Turns to Creator of Napster for Assistance
Continued From First Business Page

A software program
that can help detect
pirated music files.

By BARNABY J. FEDER

Time is running out for Boston
Scientific to resolve voluntarily
what could be a multibillion-dol-
lar liability resulting from the
breakdown of its relationship with
Medinol, the Israeli company it
worked with in 1995 to get into the
stent business. 

Judge Alvin K. Hellerstein of
Federal District Court in Manhat-
tan issued an 84-page ruling yes-
terday that narrowed the scope of
the dispute and he scheduled a
meeting in January to set the date
for a trial that he said should be-
gin promptly.

Medinol’s lawsuit, filed in April
of 2001, is seeking royalties of up
to 23 percent on every Express
and Taxus stent Boston Scientific
has sold. Taxus quickly became
the market leader once it was
cleared for use in the United
States this year. Stents are metal
mesh cylinders that prop open
blood vessels. 

Boston Scientific, based in Na-
tick, Mass., reported $686 million
in revenue from its rapidly grow-
ing stent business in the third
quarter. Boston Scientific filed
counterclaims charging that
Medinol was responsible for the
breakdown in the relationship. 

Judge Hellerstein’s ruling dealt
with a range of motions by the
parties to dismiss various claims

without a trial. He dismissed
Medinol’s claim that Boston Sci-
entific stole its design and trade
secrets to create the Express
stent line, which later became the
basis for Taxus. 

But he said that Medinol could
try to prove at a trial that Boston
Scientific violated contractual ob-
ligations to work with it on future
products in ways that would allow
Medinol to claim royalties on Bos-
ton Scientific’s stents or other
monetary damages. 

He also ruled that a manufac-
turing line that Boston Scientific
secretly built in Ireland to make
the Medinol-designed stents vio-
lated the terms of their agree-
ment, leaving it to Medinol to
prove damages from the action at
a trial. 

Boston Scientific said that its li-
ability, if any, would be minimal
because no stents from that se-
cret line were ever sold, a claim
Medinol disputed.

Judge Hellerstein also refused
to dismiss without trial a number
of Medinol’s potential defenses
against various Boston Scientific
counterclaims. 

He did, however, dismiss all
racketeering and other claims
against the last two individual de-
fendants in the case: Peter M.
Nicholas, Boston Scientific’s
chairman and former chief exec-
utive, and Lawrence C. Best, the
company’s chief financial officer.

Judge Narrows Scope of Suit
Over Boston Scientific Stents

Citigroup Weighs Options
Of Asset Management Unit
Continued From First Business Page
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Asia has increasingly become a
major hub for technology manufac-
turing. More and more chip making
is done in the contract factories, like
Taiwan Semiconductor, and at new
foundries in China.

Still, in the semiconductor indus-
try, Intel and I.B.M. still have big fac-
tories in the United States, and Ad-
vanced Micro Devices, Intel’s most

in 2002. He has sold hardware busi-
nesses where profits were slender
and growth prospects were limited,
like its hard disk drive business,
which was sold to Hitachi.

Instead, Mr. Palmisano has bet on
expanding the company’s services
business, automating a full array of
operations — from product design to
sales-order processing — for corpo-
rate customers. I.B.M. now casts it-
self as a company that does not sim-
ply sell technology but serves as a
consulting partner to help its cus-
tomers use technology to increase
the efficiency and competitiveness of
their businesses. As part of that
strategy, he bought Pricewater-
houseCoopers Consulting for $3.5 bil-
lion, in a deal that closed in October
2002.

“Palmisano’s getting out of busi-
nesses that aren’t growth opportuni-
ties and concentrating on what
I.B.M. does best,’’ said Mark Stahl-
man, an analyst at Carris & Compa-
ny. “PC’s are not where the growth
is.”

To trim costs, I.B.M. has steadily
retreated from the manufacture of
its PC’s. In January 2002, it sold its
desktop PC manufacturing opera-
tions in the Untied States and Europe
to Sanmina-SCI, based in San Jose,
Calif. I.B.M. now confines its role in
PC’s to design and product develop-
ment out of its offices in Raleigh,
N.C., with all the I.B.M.-brand desk-
top or notebook computers made by
contract manufacturers around the
world.

Leslie Fiering, a research vice
president at Gartner, has predicted
consolidation in the PC industry over
the next few years. 

“Exiting the market may be the
only logical choice for global vendors
bleeding profits and struggling for
share,” she wrote in a recent re-
search report. And she noted that

the production of desktop machines,
it has been widely criticized for hav-
ing destined the machines to com-
modity status by giving Microsoft
and Intel the rights to those essential
standards. And although Apple Com-
puter holds less than 4 percent of the
personal computing market world-
wide, it has been able to command
relatively high prices and richer
profits because it has controlled the
software and hardware that goes
into its machines.

A sale of the personal computer
business would be a step away from
I.B.M.’s traditional emphasis on the
size of its revenue as a measure of its
corporate power. The PC business
represents about 12 percent of
I.B.M.’s annual revenue of $92 billion. 

For nearly a decade, though, some
industry analysts have urged I.B.M.

to get out of that business as it made
only a modest profit or lost money.
For this year, analysts have expect-
ed a pretax profit of less than $100
million.

I.B.M. executives long resisted
that course, arguing that personal
computers were technology products
its corporate customers wanted. It
held on to the business on the theory
that it helped hold on to customers.

But in the most recent quarter,
I.B.M. ranked a distant third in
worldwide PC sales, with 5.6 percent
of the market, according to Gartner,
the market research firm. Dell was
the leader with 16.8 percent of the
world market, and Hewlett-Packard,
which has absorbed Compaq Com-
puter, had 15 percent.

A sale now, if it happens, would be
consistent with the strategy pursued
by Samuel J. Palmisano, who be-
came I.B.M.’s chief executive early

Hewlett-Packard, a broad-based
technology company where PC’s are
only part of a much larger business,
might face pressures similar to
I.B.M.’s. 

“The PC divisions of H. P. and
I.B.M.” Ms. Fiering wrote, “are vul-
nerable to being spun off if their drag
on margins and profitability are
deemed too great by their parent
companies.” 

In the meantime, she said, Asian
vendors like Lenovo “appear well po-
sitioned to leverage their strong lo-
cal-market standing and low-cost op-
erating models into a global pres-
ence.”

prominent rival in chip making, has
a leading-edge plant in Germany. 

Personal computer making has
followed the same path to Asia, espe-
cially in the case of notebook ma-
chines made in China and Taiwan.
Lenovo has had long ties with I.B.M.
It got its start in 1984 as a distributor
of personal computers from I.B.M.
and AST, the Taiwan PC maker.

I.B.M.

An I.B.M. ad campaign that ended in 1987 — seen then as an effort to
soften the company’s image — featured a Charlie Chaplin look-alike. 

I.B.M. Said to Put Computer Unit on the Market
Continued From Page A1

PC Shipments

Source: IDC WW Quarterly PC Tracker

Includes desktops, 
notebooks and servers.
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A sale of the unit, should it materialize, is expected to include the entire
range of desktop, laptop and notebook computers made by I.B.M.

flicts inherent in full service invest-
ment banks managing a mutual fund
business are “going to produce some
changes over the next few years.”

Senior Citigroup executives ac-
knowledge that the asset manage-
ment business, which through the
first nine months of this year contrib-
uted a mere 2.2 percent to the com-
pany’s overall profits, is not a core
business. They say that managing
money for investors is in essence a
manufacturing business embedded
in an institution that has historically
made its money via distribution. And
now, given that only 25 percent of
Smith Barney funds are sold through
its 12,000 thousand brokers, the origi-
nal cross-selling premise that under-
pinned the acquisition of Smith Bar-
ney in 1987, may no longer hold.

Last week’s sale of Citigroup’s
truck leasing unit, another such
“manufacturing business,’’ to Gen-
eral Electric for $4.4 billion, was the
most recent manifestation of such
thinking. 

The comments of Robert B. Wil-
lumstad, Citigroup’s chief operating
officer and a longtime disciple of Mr.
Weill, are instructive as well. He
stated at the time that the sale was
driven by the bank’s drive to “allo-
cate capital most effectively
throughout our businesses.” Citi-
group executives also said that the
division did not offer cross-selling op-
portunities.

To be sure, a sale of the asset man-
agement unit would not represent
the beginning of the unbundling of
Citigroup. The company remains a
dominant global banking franchise
and its portfolio of business, like
credit cards, investment banking
and brokerage service, make it the
most diverse of financial institutions.

All the same, the trend toward dis-
tribution is becoming more evident.
It started in 2002, when Mr. Weill
spun off Travelers property casual-
ty, the bank’s provider of home, auto

and commercial insurance products.
“There has been a move in profitabil-
ity from manufacturing to distribu-
tion,” Mr. Weil said then.

Having presided over the sale of
truck leasing business, Mr. Willum-
stad is taking a close look at the asset
management business. He now runs
the division in his capacity as the
head of Citigroup’s global invest-
ment management division. 

Mr. Willumstad assumed that po-
sition in October after Thomas W.
Jones was fired by Mr. Prince for his
role in the scandal over Citigroup’s
private bank being barred from op-
erating in Japan. 

While Citigroup’s mutual funds
have not been the target of any regu-
latory action, the division has recent-
ly become a headache of sorts for
Mr. Prince. The Securities and Ex-
change Commission is investigating
whether the asset management busi-
ness, on Mr. Jones’ watch, received
inappropriate payments from a
third-party trust bank. 

As for the unit’s performance, it
has been less than extraordinary,
with Smith Barney mutual funds pro-
ducing a cumulative five-year return
of 1.86 percent, according to Morn-
ingstar. Such a figure ranks behind
investment banks like Merrill Lynch
and Morgan Stanley.

Despite these issues, analysts say
that the business could draw signifi-
cant investor interest. Asset man-
agement businesses now trade at
price to earnings multiples that ap-
proach or even exceed 20 times, a
valuation that far exceeds Citi-
group’s own depressed price earn-
ings ratio of just under 12 times its
earnings. 

A general, if not always accurate,
method for valuing asset manage-
ment franchises is to take 2 percent
of assets under management, which
in this case would attach a value to
the unit of $10 billion. 

Bankers say, however, that the
business is unlikely to command
such a price given the possibility that
billions might flow out of the unit in
the aftermath of any such deal.

way to attract paying music fans.
“If what they’re looking for is free,

then they’re not likely to partici-
pate,” said Josh Bernoff, an analyst
with Forrester Research. “There’s
going to have to be some sort of
uniqueness to a system like this that
goes beyond it being a peer-to-peer
system.”

The existing networks have at-
tracted millions of fans hungry for
free music and movies, and their
parent companies have generated
revenue by showering users with ad-
vertisements. Snocap executives,
who declined to comment for this ar-
ticle, argue that the network opera-
tors are, in the end, entrepreneurs
who will be persuaded that changing
to a Snocap-driven business is a wis-
er path to profit.

For the moment, however, there
appears little chance that the most
popular file-sharing networks, like
Kazaa, will embrace the software,
which means the industry may have
to rely on an upstart network with
few customers. One network in de-

velopment, Mashboxx, has been in
discussions to plug Snocap’s soft-
ware into its system, according to
people in the music industry involved
in the talks. 

But even if licensed file-sharing
fails commercially, music execu-
tives are privately delighting in the
public-relations value of working
with their onetime legal nemesis. 

“We sort of liked the irony of the
whole thing,” said one executive, re-
calling an early meeting with Mr.
Fanning, who declined to comment
for this article. 

Perhaps more important, the roll-
out of Snocap may figure in the in-
dustry’s bid to reverse a series of
losses in court, where the major la-
bels have been seeking verdicts to
hold the companies behind the
Grokster and Morpheus networks li-

able for copyright violations.
The networks have long argued —

and a federal appeals court has
agreed — that they cannot monitor
their users. But the music companies
may argue that Snocap proves that it
is possible to track and block the
transmission of unauthorized con-
tent.

“I just view this as an exercise in
R.I.A.A. propaganda,” said Fred Von
Lohmann, a lawyer at the Electronic
Frontier Foundation, referring to the
Recording Industry Association of
America. Mr. Von Lohmann repre-
sents StreamCast Networks, the
company that releases Morpheus
software. “If you care about copy-
right,” he added, “why would you
want to drive people to more off-
shore, encrypted, anonymous kinds
of networks? That’s all this would ac-
complish.” 

There is no dearth of examples of
how technological shifts have left the
recording industry unsure of where
to turn. In 1998, the major music cor-
porations sued (unsuccessfully) to
block the release of Diamond Multi-
media’s portable MP3 player, saying
it “promotes the illicit use” of digital
music files.

Six years later, the industry is
gleefully promoting Apple Comput-
er’s iPods, even placing them in mu-
sic videos. The rock band U2, in a
deal brokered by its record label, en-
dorsed a line of iPods. 

The industry’s turnabout with Mr.
Fanning is not much different.
Months after Napster Inc., which he
helped found, emerged in 1999, the
major labels sued it for copyright in-
fringement.

Napster tried to filter out some un-
authorized songs using an acoustic

“fingerprinting” technology not un-
like the sort that Snocap relies on —
a technique that tracks the sonic
characteristics of music files. 

But a judge’s ruling forced the net-
work out of service in mid-2001. Mr.
Fanning became a consultant for
Roxio, which bought Napster’s fa-
mous name at a bankruptcy auction
and transformed it into a subscrip-
tion music service. 

When Mr. Fanning began making
the rounds of the major labels to talk
up his newest creation in the middle
of last year, he was greeted with
skepticism in some quarters. But
several executives said the lasting
power of Mr. Fanning’s original file-
sharing concepts intrigued them
enough to listen to his latest idea. 

“This is a world of very short
memories,” one music executive
said. “If you held grudges you would-
n’t last two minutes in this industry.” 

Mr. Fanning “was popularly
thought of as a dragon slayer, when
in reality that wasn’t his intention”
with Napster, said Larry Kenswil,
president of Universal Music’s
eLabs division. “He’s taken that ex-
perience, taken a step back and
thought of a way that everyone can
benefit.” 

Mr. Fanning also had the advan-
tage of coming in with better connec-
tions than the ones he had as a North-
eastern University dropout sur-
rounded by Silicon Valley venture
capitalists in the dot-com boom. Sno-
cap has been receiving advice from
Hilary Rosen, the longtime chief ex-
ecutive of the R.I.A.A. who is a politi-
cal commentator and strategist.

Said David Munns, vice chairman
of the music giant EMI Group, “It’s
never too late to go straight.” 

Music Industry Turns to Creator of Napster for Assistance
Continued From First Business Page

A software program
that can help detect
pirated music files.

By BARNABY J. FEDER

Time is running out for Boston
Scientific to resolve voluntarily
what could be a multibillion-dol-
lar liability resulting from the
breakdown of its relationship with
Medinol, the Israeli company it
worked with in 1995 to get into the
stent business. 

Judge Alvin K. Hellerstein of
Federal District Court in Manhat-
tan issued an 84-page ruling yes-
terday that narrowed the scope of
the dispute and he scheduled a
meeting in January to set the date
for a trial that he said should be-
gin promptly.

Medinol’s lawsuit, filed in April
of 2001, is seeking royalties of up
to 23 percent on every Express
and Taxus stent Boston Scientific
has sold. Taxus quickly became
the market leader once it was
cleared for use in the United
States this year. Stents are metal
mesh cylinders that prop open
blood vessels. 

Boston Scientific, based in Na-
tick, Mass., reported $686 million
in revenue from its rapidly grow-
ing stent business in the third
quarter. Boston Scientific filed
counterclaims charging that
Medinol was responsible for the
breakdown in the relationship. 

Judge Hellerstein’s ruling dealt
with a range of motions by the
parties to dismiss various claims

without a trial. He dismissed
Medinol’s claim that Boston Sci-
entific stole its design and trade
secrets to create the Express
stent line, which later became the
basis for Taxus. 

But he said that Medinol could
try to prove at a trial that Boston
Scientific violated contractual ob-
ligations to work with it on future
products in ways that would allow
Medinol to claim royalties on Bos-
ton Scientific’s stents or other
monetary damages. 

He also ruled that a manufac-
turing line that Boston Scientific
secretly built in Ireland to make
the Medinol-designed stents vio-
lated the terms of their agree-
ment, leaving it to Medinol to
prove damages from the action at
a trial. 

Boston Scientific said that its li-
ability, if any, would be minimal
because no stents from that se-
cret line were ever sold, a claim
Medinol disputed.

Judge Hellerstein also refused
to dismiss without trial a number
of Medinol’s potential defenses
against various Boston Scientific
counterclaims. 

He did, however, dismiss all
racketeering and other claims
against the last two individual de-
fendants in the case: Peter M.
Nicholas, Boston Scientific’s
chairman and former chief exec-
utive, and Lawrence C. Best, the
company’s chief financial officer.

Judge Narrows Scope of Suit
Over Boston Scientific Stents

Citigroup Weighs Options
Of Asset Management Unit
Continued From First Business Page
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By DAVID BARBOZA

SHANGHAI, Dec. 3 — Lenovo. Who?
Although virtually unknown in the United States, Lenovo —

said to be in talks to buy I.B.M.’s personal computer business — is
China’s largest PC maker and the world’s fastest-growing one.
And it is emblematic of the ambitions of emergent Chinese indus-
trial giants to create global brand names and capture market
share beyond their own borders. Formerly relegated to a low pro-
file as the cheap assemblers for the rest of the industrialized
world, Chinese companies now have their sights set on becoming
global powers in their own right. 

The Lenovo Group, partly owned by the Chinese government,
had sales of over $3 billion last year and is currently ranked eighth
globally among PC makers. It is the overall leader in Asia outside

Japan, where NEC and other Japanese companies dominate.
(I.B.M.’s Japan unit is in the top five there, though, adding to
I.B.M.’s allure for Lenovo.) 

Based in Beijing and listed on the Hong Kong Stock Exchange,
Lenovo has made its mark by producing a line of low-cost PC’s,
some selling here in China for as little as $360. With huge sales to
Chinese government agencies and schools, and immune from the
tariffs levied against foreign brands like Dell, Hewlett-Packard
and — so far — I.B.M., Levono now controls about 27 percent of the
Chinese PC market, which is about to pass Japan to become the
world’s second-largest personal computer market after the United
States. 

But the company is experiencing growing pains as it tries to
hold onto market share at home while also venturing into Western 

An Unknown Giant Flexes Its Muscles
Amid Talk of Deal With I.B.M., Lenovo of China Sheds Some Obscurity 

Continued on Page 3

BATTERY

Made in Asia to I.B.M. specifications.

COST $40 to $50 for a typical laptop battery.  

WIRELESS CARD

Intel. Made in Malaysia.

COST If not packaged with the 
microprocessor, $15 to $20.

HARD DRIVE

Made in Thailand.

COST Laptop hard drives range 
from $1.50 to $2 a gigabyte. A 
typical drive is about 40 gigabytes.

ASSEMBLY

Mexico.

MEMORY

10 manufacturers worldwide, 
the largest in Korea. 

COST 512 megabytes
for about $60.

CASE AND KEYBOARD

Made in Thailand.

COST $50.

Personal computers that have the 
I.B.M. name on them are built 
from an international array of 
components. Here is a look 
inside an I.B.M. ThinkPad X31 
selling for $2,349. 

DISPLAY SCREEN

Two of the major 
screen makers are 
Samsung and LG 
Philips in 
South Korea.

COST A 15-inch screen 
is about $200; 17-inch 
about $300. 

Costs are 
estimates of what 
manufacturers pay 
for components.

GRAPHICS
CONTROLLER CHIP

ATI. Made in Canada. 
TSMC. Made in Taiwan.

COST $30 to $100.

MICROPROCESSOR

Intel. Made in the U.S.

COST Intel’s Centrino chip 
includes wireless 
capabilties, $275 to $500.

Sources: IDC; Portelligent Inc.; Stanford University Photographs by Earl Wilson/The New York Times (computer) and Ricky Wong/Bloomberg News; photo illustration by The New York Times

Around the World 
In One Laptop

Courting an Asian Buyer
Although far from a done deal, a sale of I.B.M.’s personal 
computer business to the Chinese PC maker Lenovo would 
help Lenovo close in on the industry leaders, Dell and 
Hewlett-Packard.

The New York TimesSource: Gartner
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B U S I N E S S

BATTERY

Made in Asia to I.B.M. specifications.

COST $40 to $50 for a typical laptop battery.  

WIRELESS CARD

Intel. Made in Malaysia.

COST If not packaged with the 
microprocessor, $15 to $20.

HARD DRIVE

Made in Thailand.

COST Laptop hard drives range 
from $1.50 to $2 a gigabyte. A 
typical drive is about 40 gigabytes.

ASSEMBLY

Mexico.

MEMORY

10 manufacturers worldwide, 
the largest in Korea. 

COST 512 megabytes
for about $60.

CASE AND KEYBOARD

Made in Thailand.

COST $50.

Personal computers that have the 
I.B.M. name on them are built 
from an international array of 
components. Here is a look 
inside an I.B.M. ThinkPad X31 
selling for $2,349. 

DISPLAY SCREEN

Two of the major 
screen makers are 
Samsung and LG 
Philips in 
South Korea.

COST A 15-inch screen 
is about $200; 17-inch 
about $300. 

Costs are 
estimates of what 
manufacturers pay 
for components.

GRAPHICS
CONTROLLER CHIP

ATI. Made in Canada. 
TSMC. Made in Taiwan.

COST $30 to $100.

MICROPROCESSOR

Intel. Made in the U.S.

COST Intel’s Centrino chip 
includes wireless 
capabilties, $275 to $500.

Sources: IDC; Portelligent Inc.; Stanford University Photographs by Earl Wilson/The New York Times (computer) and Ricky Wong/Bloomberg News; photo illustration by The New York Times

Around the World 
In One Laptop

Courting an Asian Buyer
Although far from a done deal, a sale of I.B.M.’s personal 
computer business to the Chinese PC maker Lenovo would 
help Lenovo close in on the industry leaders, Dell and 
Hewlett-Packard.

The New York TimesSource: Gartner
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Keith Bradsher contributed report-
ing from Hong Kong for this article.

Failed China Fuel Supplier
Waited Too Long for Help 
Singapore Regulators Want Chief’s Aid 

Natalie Behring/Bloomberg News

A China Aviation Oil fuel truck
makes a delivery at Capital Air-
port in Beijing. 

China Aviation is
criticized for delaying
the disclosure of its
heavy losses.

markets. 
The company’s stock price re-

cently plummeted after Lenovo re-
ported worse-than-expected earn-
ings, citing a price war in China with
Dell, Hewlett-Packard and I.B.M. 

Lenovo may not end up acquir-
ing I.B.M.’s PC business, as at least
one other potential buyer is also in
negotiations. And other bidders may
emerge. 

But if Lenovo succeeds, acquir-
ing the I.B.M. unit would ease some
of the competitive pressure domesti-
cally. Recognizing that profitable
growth within China may be increas-
ingly hard to come by as outsiders
flock to the world’s potentially big-
gest consumer market, Levono also
knows it needs to expand its global
share of the market beyond its cur-
rent 2.6 percent. Acquiring the I.B.M.
business, now ranked third globally,
would raise that share to 8.6 percent
— still third, but a bit closer to Dell
(18 percent) and Hewlett-Packard
(16.1 percent). 

As part of its global campaign,
the company earlier this year shed
its longstanding name, Legend, in fa-
vor of the current one, then promptly
entered the global brand sweep-
stakes by signing on as a sponsor of
the 2006 Winter Olympics in Turin
and the 2008 Olympic Games in Bei-
jing. 

To what extent, and for how
long, Lenovo or another buyer of
I.B.M.’s PC business would be able to
make use of the I.B.M. name would
be a crucial question in any negotia-
tions. But the company has made it
known that it is open to deals. “Acqui-

sition is one of the possibilities,’’
Mary Ma, Lenovo’s chief financial
officer, said in an interview last year.
Founded in 1984 by a group of Chi-
nese scientists with government fi-
nancing, the company then known as
Legend started out as a distributor of
computers and printers, selling
I.B.M., AST and Hewlett-Packard
models in China.

In the late 1980’s, however, as an
exemplar of a trend that would play
out in many Chinese industries, the
company moved higher up the food
chain by beginning to design its own
personal computers. By 1997, it had
passed I.B.M. to become the largest
seller of personal computers in Chi-
na.

But competing globally on its
own, especially against Dell’s vaunt-
ed manufacturing efficiencies, could
be a stretch for Lenovo. An Ameri-
can venture capitalist who recently
toured the Lenovo factory in Shang-
hai said that he had been surprised
that it lacked the bustling, just-in-
time urgency that he had observed
on a similar tour of a Dell assembly
line in Round Rock, Tex. 

At the Lenovo site, pallets of
computers were stacked high to the
ceiling, according to the investor,
who insisted on not being identified,
and he said the production line was

moving slowly compared with Dell’s.
Moreover, with China’s econ-

omy growing rapidly, increasingly
affluent and brand-conscious people
are turning to Dell, I.B.M. and Hew-
lett-Packard computers. Executives
at Lenovo are intent on competing
with those better-known brands, say-
ing Lenovo is not interested in sim-
ply being known as the lower-cost
supplier. I.B.M.’s product line would
automatically push Lenovo up the
cachet curve. 

Most crucial to Lenovo’s world-
wide aspirations, analysts say, would
be I.B.M.’s ThinkPad line of portable
computers, which even among
American customers has a much
more devoted following than many of
the other products in I.B.M.’s line. 

“This is their steppingstone to a
global market,” said James Mulve-
non, a China researcher who is depu-
ty director of the Center for Intelli-
gence Research and Analysis, a
Washington research center. 

Otherwise, he said, Lenovo faces
the same brand-recognition problem
that has plagued the Taiwan comput-
er maker Acer, which ranks fifth
globally, but is an also-ran in the
United States market. “This a story
about a Chinese company adopting
an American brand,’’ Mr. Mulvenon
said.

China’s Giant
In PC’s Flexes
Its Muscles 
Continued From First Business Page

Shen Yu/Imaginechina

China is on the brink of passing Japan to become the world’s second-
largest personal computer market after the United States. 

Keith Bradsher, in Hong Kong, and
John Markoff, in San Francisco, con-
tributed reporting for this article.

to be more aggressive on the pricing
front, which could lead to a compres-
sion on price points in the industry,”
potentially eating into the profits of
every PC maker. The price for
I.B.M.’s personal computer unit is
likely to be $1 billion to $2 billion. A
buyer would be purchasing the blue-
prints to the ThinkPad, generally re-
garded as the world’s most reliable
and secure laptops. 

“The ThinkPad isn’t just the best
machine for the price,” said Richard
Dougherty, director of the Envisio-
neering Group, a market research
firm in Seaford, L.I. “It is the ma-
chine for anyone concerned about se-
curity.”

A buyer would presumably get the
ThinkPad name and also I.B.M.’s
customer list, but whether that
would be worth much over time re-
mains to be seen. According to peo-
ple close to the negotiations, a buyer
is also likely to get the use of I.B.M.’s
brand name on PC’s for a transition-
al period and I.B.M. may continue to
sell the computers to corporate cus-
tomers after the business unit is sold. 

Mr. Dougherty said he was al-
ready hearing from I.B.M. custom-
ers fretting about a sale to a compa-
ny that has specialized in low-price
machines. “Customers are saying,
‘Oh my God, we need to be assured
we can get ThinkPad models that are
just as secure and reliable, and not
just a watered-down ThinkPad
brand from Lenovo,’” Mr. Dougherty
said. 

While Hewlett and Dell may bene-
fit from that uncertainty, they may

not necessarily benefit over the long
term. I.B.M.’s retreat from the PC
sector may be an irreversible transi-
tion from a world where corporate
workplaces have personal comput-
ers on each desktop to one where cor-
porate offices run on centralized
computer systems with simple moni-
tors on desks known as “thin clients”
that have network connections. 

This transformation would tend to
harm Hewlett more than Dell, indus-
try analysts said, because Hewlett,
like I.B.M., is stronger in the corpo-
rate market than Dell, which sells
the bulk of its computers to consum-
ers. I.B.M.’s potential withdrawal
from the desktop computer business
indicates it has concluded that
growth in corporate PC sales is
largely over.

“If I.B.M. is getting out of the busi-
ness because it can’t make money,
then investors will ask themselves,
‘What does I.B.M. know that H.P.
doesn’t know?’” said Andrew Neff,
an analyst with Bear Stearns. 

And even for I.B.M., backing away
from traditional personal computers
now may not help, said Jonathan
Schwartz, president of Sun Microsys-
tems, one of I.B.M.’s top competitors.

“We’ve been in the post-PC era for
four years now,” Mr. Schwartz said,
noting that last year a billion wire-
less handsets were sold compared
with 100 million personal computers.

But Duane Zitzner, the executive
vice president in charge of Hewlett’s
personal computer business, notes
that the sector remains profitable,
with Hewlett earning $210 million on
PC’s in the fiscal year that ended in
October. 

Moreover, Mr. Zitzner said
I.B.M.’s retreat provides a golden op-
portunity for his company. “Any
time there’s a change like this, it
adds a level of uncertainty among
customers buying equipment,” he
said.

Dell accounted for 18 percent of
PC sales — including laptops —
worldwide in the third quarter of
2004, according to I.D.C., compared
with Hewlett’s 16.1 percent market
share. I.B.M. was a distant third at
5.2 percent. I.B.M.’s sales are almost
exclusively to corporate buyers, with

most of those buyers being custom-
ers who also buy other equipment
and services from I.B.M. 

While Hewlett and Dell are expect-
ed to compete vigorously for I.B.M.’s
corporate market, there is evidence
this market will shrink over time.

The “thin client” concept has been
debated in the industry for more
than a decade. In the past, skeptics of
that concept pointed to the PC’s flexi-
bility and convenience, as well as to
the problems with mainframe com-
puting.

Today, however, a number of fac-
tors ranging from the explosive
growth of the Internet to increased
computer and data security con-
cerns are shifting the equation. Man-
aging viruses and worms is easier on
centralized systems, and software
development is increasingly shifting
to applications based on Internet-
based standards. 

“The days of the $3,000 desktop
personal computer are over in the
corporate world,” said Terry Gar-
nett, a venture capitalist who is a
partner at Garnett & Helfrich Capi-
tal, based in Menlo Park, Calif. “This
is a paradigm for the future and a
signal of where things are going.”

That trend has been reflected in
recent analyst reports. On Thursday,
for example, Rebecca Runkle, an an-
alyst at Morgan Stanley, lowered her
2005 growth forecast for PC unit
sales by 2 percentage points, to 9 per-
cent. She noted that consumer,
small-business and government
markets all slowed late this year. 

In May, I.B.M. began offering a
thin software application called
Workplace — based on the Java pro-
gramming language —intended for
Web-based computing where data is
managed and stored centrally. 

I.B.M. is betting that such systems
will be increasingly attractive to cor-
porate customers and will conse-
quently diminish the once mighty
personal computer business.

Dell

Dell Computer accounted for 18
percent of PC sales worldwide in
the third quarter of 2004.

Top PC Makers

Dell

H.P.

I.B.M.

Fujitsu

Toshiba

Acer

N.E.C.

Lenovo

Gateway*

Apple

*Includes sales of eMachines, 
which Gateway bought in the 
first quarter.
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AMERICAS

BRAZIL: VENTURE PLANS STEEL MILL A Brazilian
mining company, Companhia Vale do Rio Doce,
and the German steel maker ThyssenKrupp Stahl
signed an agreement to build a steel slab plant in
the state of Rio de Janeiro, Rio Doce said. The
plant, which is expected to be ready by 2008, will
have an initial production capacity of 4.4 million
tons a year. Rio Doce declined to disclose the val-
ue of the deal, but local media reports said the
plant would require an initial investment of $1.5
billion. The agreement makes ThyssenKrupp the
latest of a growing number of international steel
companies that intend to build blast furnaces
along Brazil’s coast. Todd Benson (NYT)
CANADA: JOBLESS RATE RISES Canada’s unem-
ployment rate unexpectedly rose to a five-month
high of 7.3 percent in November from 7.1 percent
the previous month, as employers created the
fewest jobs since August. The economy lost 25,300
full-time jobs as factories laid off workers for a
fourth consecutive month, Statistics Canada re-
ported. Part-time positions rose by 30,000, leaving
about 4,600 new jobs in November. The figures
may increase expectations that the Bank of Cana-
da will leave interest rates unchanged at its poli-
cy meeting next week. (Bloomberg News)

ASIA

JAPAN: CAPITAL SPENDING RISES Spending on
plant and equipment by Japanese companies in-
creased in the third quarter, a government sur-
vey showed. A quarterly survey by the Ministry
of Finance showed capital spending rose 14.4 per-

cent in the July-September period from the quar-
ter last year. The gain was the sixth consecutive
quarterly gain and was higher than analysts had
expected, relieving concern that revised statistics
due next week would show a contraction in the
country’s gross domestic product. (Reuters)

EUROPE

RUSSIA: YUKOS SUBSIDIARY INVESTIGATED A Sibe-
rian subsidiary of the
Russian oil company
Yukos has been searched
by law enforcement offi-
cers from the western Si-
berian city of Nefteyu-
gansk, a company official
told the Interfax news
agency. The enforcement
officers seized documents

from the subsidiary, Yuganskneftegas, Interfax
reported. Yukos offices in Moscow and at other
subsidiaries have been raided repeatedly over the
last year in connection with federal prosecutors’
investigation into government claims for more
than $24 billion in back taxes owed by the oil gi-
ant. Russian President Vladimir V. Putin, on a
three-day visit to India, said the Russian govern-
ment would welcome a bid by companies in India
to buy assets of Yuganskneftegas. A 77 percent
stake in the subsidiary is to be auctioned on Dec.
19 to help Yukos pay back taxes. The Indian oil
minister, Mani Shankar Aiyar, above, said Mr.
Putin “welcomed bids by Indian firms, either on
their own or in collaboration with Russian firms,”
Reuters reported. Erin E. Arvedlund (NYT)

ITALY: CAR SALES RISE Car sales in Italy rose 0.9
percent in November as companies enticed buy-
ers with discounts and new models. Sales of Fiat
fell 2 percent, while demand surged for cars from
Hyundai Motor. The Fiat market share declined
to 27.5 percent from 28.6 percent a year ago. Italy
is the biggest market for Fiat, accounting for 40
percent of the group’s auto sales.

(Bloomberg News)
BRITAIN: PUB CONCERN ACQUIRED Wolverhampton

& Dudley Breweries, an
operator of 1,675 pubs in
Britain, agreed to buy
Burtonwood for £119 mil-
lion ($231 million) to ac-
celerate earnings growth
as Britons spend less time
and money in pubs. Wol-
verhampton, which is
based in Wolverhampton,
England, will offer 550
pence a share for Burton-

wood, an operator of 460 British pubs, the chief ex-
ecutive, Ralph Findlay, said. Wolverhampton also
posted results, reporting that full-year profit rose
26 percent, to £48.4 million. 

(Bloomberg News)
FINLAND: DEPARTURES AT NOKIA Two executives
in charge of the networks division at Nokia, the gi-
ant mobile phone maker, are leaving the compa-
ny for personal reasons, the company said. Sari
Baldauf, the head of Nokia’s networks division,
will leave next month and J. T. Bergqvist, the
head of the global business units of Nokia net-
works, will resign on Jan. 31. (AP) 

W O R L D  B U S I N E S S  B R I E F I N G

Burtonwood

560

580 pence per share

480

380

F FTWTM



C M Y
ID NAME: Nxxx,2004-12-04,C,001,Bs-BK,E2 YELO MAG CYAN 3 7 15 25 50 75 85 93 97

SATURDAY, DECEMBER 4, 2004

The New York TimesSource: Bloomberg Financial Markets
1,700

2,100

1,900

2,000

J F M A A S O N DM J J

1,800 Daily closes

Nasdaq Composite

2004

Yesterday:
2,147.96

B U S I N E S S

BATTERY

Made in Asia to I.B.M. specifications.

COST $40 to $50 for a typical laptop battery.  

WIRELESS CARD

Intel. Made in Malaysia.

COST If not packaged with the 
microprocessor, $15 to $20.

HARD DRIVE

Made in Thailand.

COST Laptop hard drives range 
from $1.50 to $2 a gigabyte. A 
typical drive is about 40 gigabytes.

ASSEMBLY

Mexico.

MEMORY

10 manufacturers worldwide, 
the largest in Korea. 

COST 512 megabytes
for about $60.

CASE AND KEYBOARD

Made in Thailand.

COST $50.

Personal computers that have the 
I.B.M. name on them are built 
from an international array of 
components. Here is a look 
inside an I.B.M. ThinkPad X31 
selling for $2,349. 

DISPLAY SCREEN

Two of the major 
screen makers are 
Samsung and LG 
Philips in 
South Korea.

COST A 15-inch screen 
is about $200; 17-inch 
about $300. 

Costs are 
estimates of what 
manufacturers pay 
for components.

GRAPHICS
CONTROLLER CHIP

ATI. Made in Canada. 
TSMC. Made in Taiwan.

COST $30 to $100.

MICROPROCESSOR

Intel. Made in the U.S.

COST Intel’s Centrino chip 
includes wireless 
capabilties, $275 to $500.

Sources: IDC; Portelligent Inc.; Stanford University Photographs by Earl Wilson/The New York Times (computer) and Ricky Wong/Bloomberg News; photo illustration by The New York Times

Around the World 
In One Laptop

Courting an Asian Buyer
Although far from a done deal, a sale of I.B.M.’s personal 
computer business to the Chinese PC maker Lenovo would 
help Lenovo close in on the industry leaders, Dell and 
Hewlett-Packard.

The New York TimesSource: Gartner
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Around the World 
In One Laptop

By GARY RIVLIN
and JOHN MARKOFF

SAN FRANCISCO, Dec. 3 — Inside Hew-
lett-Packard, the world’s second-largest
personal computer maker, executives
greeted the news on Friday that I.B.M., the
world’s No. 3 PC maker, might be retreat-
ing from the market, with good cheer. 

Executives at Dell Computer, the largest
personal computer maker, would not com-
ment, but some industry analysts speculat-
ed that they too were smiling about I.B.M.’s
decision. 

Still, many in the industry were con-
cerned that an I.B.M. withdrawal could ac-
celerate competition in an industry where
prices were already falling. 

According to people close to the negotia-
tions, I.B.M. is in serious discussions to sell
its PC business to Lenovo, the largest mak-
er of PC’s in China — a rapidly expanding
market that Hewlett-Packard and Dell cov-
et. I.B.M. is in talks with at least one other
potential buyer. Industry experts note that

a sale to Lenovo may create a powerful
new rival with operations based in China. 

Alan Promisel, an analyst at the re-
search firm I.D.C., said a deal with Lenovo
“would put up a significant roadblock to
Dell and H.P.’s Asia Pacific expansion, at
least potentially so.” Mr. Promisel and oth-
ers noted that a larger Lenovo, formerly

known as Legend, could have the power to
further squeeze down PC prices because of
its track record as a producer of low-cost
machines. 

“If they’re able to complete a deal,” Mr.
Promisel said, “Lenovo is obviously going 

Contemplating a PC Market Without I.B.M. 

Continued on Page 3

Courting an Asian Buyer
Although far from a done deal, a sale of I.B.M.’s personal 
computer business to the Chinese PC maker Lenovo would 
help Lenovo close in on the industry leaders, Dell and 
Hewlett-Packard.

The New York TimesSource: Gartner
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Keith Bradsher contributed report-
ing from Hong Kong for this article.

Failed China Fuel Supplier
Waited Too Long for Help 
Singapore Regulators Want Chief’s Aid 

Natalie Behring/Bloomberg News

A China Aviation Oil fuel truck
makes a delivery at Capital Air-
port in Beijing. 

China Aviation is
criticized for delaying
the disclosure of its
heavy losses.

markets. 
The company’s stock price re-

cently plummeted after Lenovo re-
ported worse-than-expected earn-
ings, citing a price war in China with
Dell, Hewlett-Packard and I.B.M. 

Lenovo may not end up acquir-
ing I.B.M.’s PC business, as at least
one other potential buyer is also in
negotiations. And other bidders may
emerge. 

But if Lenovo succeeds, acquir-
ing the I.B.M. unit would ease some
of the competitive pressure domesti-
cally. Recognizing that profitable
growth within China may be increas-
ingly hard to come by as outsiders
flock to the world’s potentially big-
gest consumer market, Levono also
knows it needs to expand its global
share of the market beyond its cur-
rent 2.6 percent. Acquiring the I.B.M.
business, now ranked third globally,
would raise that share to 8.6 percent
— still third, but a bit closer to Dell
(18 percent) and Hewlett-Packard
(16.1 percent). 

As part of its global campaign,
the company earlier this year shed
its longstanding name, Legend, in fa-
vor of the current one, then promptly
entered the global brand sweep-
stakes by signing on as a sponsor of
the 2006 Winter Olympics in Turin
and the 2008 Olympic Games in Bei-
jing. 

To what extent, and for how
long, Lenovo or another buyer of
I.B.M.’s PC business would be able to
make use of the I.B.M. name would
be a crucial question in any negotia-
tions. But the company has made it
known that it is open to deals. “Acqui-

sition is one of the possibilities,’’
Mary Ma, Lenovo’s chief financial
officer, said in an interview last year.
Founded in 1984 by a group of Chi-
nese scientists with government fi-
nancing, the company then known as
Legend started out as a distributor of
computers and printers, selling
I.B.M., AST and Hewlett-Packard
models in China.

In the late 1980’s, however, as an
exemplar of a trend that would play
out in many Chinese industries, the
company moved higher up the food
chain by beginning to design its own
personal computers. By 1997, it had
passed I.B.M. to become the largest
seller of personal computers in Chi-
na.

But competing globally on its
own, especially against Dell’s vaunt-
ed manufacturing efficiencies, could
be a stretch for Lenovo. An Ameri-
can venture capitalist who recently
toured the Lenovo factory in Shang-
hai said that he had been surprised
that it lacked the bustling, just-in-
time urgency that he had observed
on a similar tour of a Dell assembly
line in Round Rock, Tex. 

At the Lenovo site, pallets of
computers were stacked high to the
ceiling, according to the investor,
who insisted on not being identified,
and he said the production line was

moving slowly compared with Dell’s.
Moreover, with China’s econ-

omy growing rapidly, increasingly
affluent and brand-conscious people
are turning to Dell, I.B.M. and Hew-
lett-Packard computers. Executives
at Lenovo are intent on competing
with those better-known brands, say-
ing Lenovo is not interested in sim-
ply being known as the lower-cost
supplier. I.B.M.’s product line would
automatically push Lenovo up the
cachet curve. 

Most crucial to Lenovo’s world-
wide aspirations, analysts say, would
be I.B.M.’s ThinkPad line of portable
computers, which even among
American customers has a much
more devoted following than many of
the other products in I.B.M.’s line. 

“This is their steppingstone to a
global market,” said James Mulve-
non, a China researcher who is depu-
ty director of the Center for Intelli-
gence Research and Analysis, a
Washington research center. 

Otherwise, he said, Lenovo faces
the same brand-recognition problem
that has plagued the Taiwan comput-
er maker Acer, which ranks fifth
globally, but is an also-ran in the
United States market. “This a story
about a Chinese company adopting
an American brand,’’ Mr. Mulvenon
said.

China’s Giant
In PC’s Flexes
Its Muscles 
Continued From First Business Page

Shen Yu/Imaginechina

China is on the brink of passing Japan to become the world’s second-
largest personal computer market after the United States. 

Keith Bradsher, in Hong Kong, and
John Markoff, in San Francisco, con-
tributed reporting for this article.

to be more aggressive on the pricing
front, which could lead to a compres-
sion on price points in the industry,”
potentially eating into the profits of
every PC maker. The price for
I.B.M.’s personal computer unit is
likely to be $1 billion to $2 billion. A
buyer would be purchasing the blue-
prints to the ThinkPad, generally re-
garded as the world’s most reliable
and secure laptops. 

“The ThinkPad isn’t just the best
machine for the price,” said Richard
Dougherty, director of the Envisio-
neering Group, a market research
firm in Seaford, L.I. “It is the ma-
chine for anyone concerned about se-
curity.”

A buyer would presumably get the
ThinkPad name and also I.B.M.’s
customer list, but whether that
would be worth much over time re-
mains to be seen. According to peo-
ple close to the negotiations, a buyer
is also likely to get the use of I.B.M.’s
brand name on PC’s for a transition-
al period and I.B.M. may continue to
sell the computers to corporate cus-
tomers after the business unit is sold. 

Mr. Dougherty said he was al-
ready hearing from I.B.M. custom-
ers fretting about a sale to a compa-
ny that has specialized in low-price
machines. “Customers are saying,
‘Oh my God, we need to be assured
we can get ThinkPad models that are
just as secure and reliable, and not
just a watered-down ThinkPad
brand from Lenovo,’” Mr. Dougherty
said. 

While Hewlett and Dell may bene-
fit from that uncertainty, they may

not necessarily benefit over the long
term. I.B.M.’s retreat from the PC
sector may be an irreversible transi-
tion from a world where corporate
workplaces have personal comput-
ers on each desktop to one where cor-
porate offices run on centralized
computer systems with simple moni-
tors on desks known as “thin clients”
that have network connections. 

This transformation would tend to
harm Hewlett more than Dell, indus-
try analysts said, because Hewlett,
like I.B.M., is stronger in the corpo-
rate market than Dell, which sells
the bulk of its computers to consum-
ers. I.B.M.’s potential withdrawal
from the desktop computer business
indicates it has concluded that
growth in corporate PC sales is
largely over.

“If I.B.M. is getting out of the busi-
ness because it can’t make money,
then investors will ask themselves,
‘What does I.B.M. know that H.P.
doesn’t know?’” said Andrew Neff,
an analyst with Bear Stearns. 

And even for I.B.M., backing away
from traditional personal computers
now may not help, said Jonathan
Schwartz, president of Sun Microsys-
tems, one of I.B.M.’s top competitors.

“We’ve been in the post-PC era for
four years now,” Mr. Schwartz said,
noting that last year a billion wire-
less handsets were sold compared
with 100 million personal computers.

But Duane Zitzner, the executive
vice president in charge of Hewlett’s
personal computer business, notes
that the sector remains profitable,
with Hewlett earning $210 million on
PC’s in the fiscal year that ended in
October. 

Moreover, Mr. Zitzner said
I.B.M.’s retreat provides a golden op-
portunity for his company. “Any
time there’s a change like this, it
adds a level of uncertainty among
customers buying equipment,” he
said.

Dell accounted for 18 percent of
PC sales — including laptops —
worldwide in the third quarter of
2004, according to I.D.C., compared
with Hewlett’s 16.1 percent market
share. I.B.M. was a distant third at
5.2 percent. I.B.M.’s sales are almost
exclusively to corporate buyers, with

most of those buyers being custom-
ers who also buy other equipment
and services from I.B.M. 

While Hewlett and Dell are expect-
ed to compete vigorously for I.B.M.’s
corporate market, there is evidence
this market will shrink over time.

The “thin client” concept has been
debated in the industry for more
than a decade. In the past, skeptics of
that concept pointed to the PC’s flexi-
bility and convenience, as well as to
the problems with mainframe com-
puting.

Today, however, a number of fac-
tors ranging from the explosive
growth of the Internet to increased
computer and data security con-
cerns are shifting the equation. Man-
aging viruses and worms is easier on
centralized systems, and software
development is increasingly shifting
to applications based on Internet-
based standards. 

“The days of the $3,000 desktop
personal computer are over in the
corporate world,” said Terry Gar-
nett, a venture capitalist who is a
partner at Garnett & Helfrich Capi-
tal, based in Menlo Park, Calif. “This
is a paradigm for the future and a
signal of where things are going.”

That trend has been reflected in
recent analyst reports. On Thursday,
for example, Rebecca Runkle, an an-
alyst at Morgan Stanley, lowered her
2005 growth forecast for PC unit
sales by 2 percentage points, to 9 per-
cent. She noted that consumer,
small-business and government
markets all slowed late this year. 

In May, I.B.M. began offering a
thin software application called
Workplace — based on the Java pro-
gramming language —intended for
Web-based computing where data is
managed and stored centrally. 

I.B.M. is betting that such systems
will be increasingly attractive to cor-
porate customers and will conse-
quently diminish the once mighty
personal computer business.

Dell

Dell Computer accounted for 18
percent of PC sales worldwide in
the third quarter of 2004.

Top PC Makers
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which Gateway bought in the 
first quarter.
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AMERICAS

BRAZIL: VENTURE PLANS STEEL MILL A Brazilian
mining company, Companhia Vale do Rio Doce,
and the German steel maker ThyssenKrupp Stahl
signed an agreement to build a steel slab plant in
the state of Rio de Janeiro, Rio Doce said. The
plant, which is expected to be ready by 2008, will
have an initial production capacity of 4.4 million
tons a year. Rio Doce declined to disclose the val-
ue of the deal, but local media reports said the
plant would require an initial investment of $1.5
billion. The agreement makes ThyssenKrupp the
latest of a growing number of international steel
companies that intend to build blast furnaces
along Brazil’s coast. Todd Benson (NYT)
CANADA: JOBLESS RATE RISES Canada’s unem-
ployment rate unexpectedly rose to a five-month
high of 7.3 percent in November from 7.1 percent
the previous month, as employers created the
fewest jobs since August. The economy lost 25,300
full-time jobs as factories laid off workers for a
fourth consecutive month, Statistics Canada re-
ported. Part-time positions rose by 30,000, leaving
about 4,600 new jobs in November. The figures
may increase expectations that the Bank of Cana-
da will leave interest rates unchanged at its poli-
cy meeting next week. (Bloomberg News)

ASIA

JAPAN: CAPITAL SPENDING RISES Spending on
plant and equipment by Japanese companies in-
creased in the third quarter, a government sur-
vey showed. A quarterly survey by the Ministry
of Finance showed capital spending rose 14.4 per-

cent in the July-September period from the quar-
ter last year. The gain was the sixth consecutive
quarterly gain and was higher than analysts had
expected, relieving concern that revised statistics
due next week would show a contraction in the
country’s gross domestic product. (Reuters)

EUROPE

RUSSIA: YUKOS SUBSIDIARY INVESTIGATED A Sibe-
rian subsidiary of the
Russian oil company
Yukos has been searched
by law enforcement offi-
cers from the western Si-
berian city of Nefteyu-
gansk, a company official
told the Interfax news
agency. The enforcement
officers seized documents

from the subsidiary, Yuganskneftegas, Interfax
reported. Yukos offices in Moscow and at other
subsidiaries have been raided repeatedly over the
last year in connection with federal prosecutors’
investigation into government claims for more
than $24 billion in back taxes owed by the oil gi-
ant. Russian President Vladimir V. Putin, on a
three-day visit to India, said the Russian govern-
ment would welcome a bid by companies in India
to buy assets of Yuganskneftegas. A 77 percent
stake in the subsidiary is to be auctioned on Dec.
19 to help Yukos pay back taxes. The Indian oil
minister, Mani Shankar Aiyar, above, said Mr.
Putin “welcomed bids by Indian firms, either on
their own or in collaboration with Russian firms,”
Reuters reported. Erin E. Arvedlund (NYT)

ITALY: CAR SALES RISE Car sales in Italy rose 0.9
percent in November as companies enticed buy-
ers with discounts and new models. Sales of Fiat
fell 2 percent, while demand surged for cars from
Hyundai Motor. The Fiat market share declined
to 27.5 percent from 28.6 percent a year ago. Italy
is the biggest market for Fiat, accounting for 40
percent of the group’s auto sales.

(Bloomberg News)
BRITAIN: PUB CONCERN ACQUIRED Wolverhampton

& Dudley Breweries, an
operator of 1,675 pubs in
Britain, agreed to buy
Burtonwood for £119 mil-
lion ($231 million) to ac-
celerate earnings growth
as Britons spend less time
and money in pubs. Wol-
verhampton, which is
based in Wolverhampton,
England, will offer 550
pence a share for Burton-

wood, an operator of 460 British pubs, the chief ex-
ecutive, Ralph Findlay, said. Wolverhampton also
posted results, reporting that full-year profit rose
26 percent, to £48.4 million. 

(Bloomberg News)
FINLAND: DEPARTURES AT NOKIA Two executives
in charge of the networks division at Nokia, the gi-
ant mobile phone maker, are leaving the compa-
ny for personal reasons, the company said. Sari
Baldauf, the head of Nokia’s networks division,
will leave next month and J. T. Bergqvist, the
head of the global business units of Nokia net-
works, will resign on Jan. 31. (AP) 

W O R L D  B U S I N E S S  B R I E F I N G

Burtonwood

560

580 pence per share

480

380

F FTWTM
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A China Aviation Oil fuel truck
makes a delivery at Capital Air-
port in Beijing. 

China Aviation is
criticized for delaying
the disclosure of its
heavy losses.

markets. 
The company’s stock price re-

cently plummeted after Lenovo re-
ported worse-than-expected earn-
ings, citing a price war in China with
Dell, Hewlett-Packard and I.B.M. 

Lenovo may not end up acquir-
ing I.B.M.’s PC business, as at least
one other potential buyer is also in
negotiations. And other bidders may
emerge. 

But if Lenovo succeeds, acquir-
ing the I.B.M. unit would ease some
of the competitive pressure domesti-
cally. Recognizing that profitable
growth within China may be increas-
ingly hard to come by as outsiders
flock to the world’s potentially big-
gest consumer market, Levono also
knows it needs to expand its global
share of the market beyond its cur-
rent 2.6 percent. Acquiring the I.B.M.
business, now ranked third globally,
would raise that share to 8.6 percent
— still third, but a bit closer to Dell
(18 percent) and Hewlett-Packard
(16.1 percent). 

As part of its global campaign,
the company earlier this year shed
its longstanding name, Legend, in fa-
vor of the current one, then promptly
entered the global brand sweep-
stakes by signing on as a sponsor of
the 2006 Winter Olympics in Turin
and the 2008 Olympic Games in Bei-
jing. 

To what extent, and for how
long, Lenovo or another buyer of
I.B.M.’s PC business would be able to
make use of the I.B.M. name would
be a crucial question in any negotia-
tions. But the company has made it
known that it is open to deals. “Acqui-

sition is one of the possibilities,’’
Mary Ma, Lenovo’s chief financial
officer, said in an interview last year.
Founded in 1984 by a group of Chi-
nese scientists with government fi-
nancing, the company then known as
Legend started out as a distributor of
computers and printers, selling
I.B.M., AST and Hewlett-Packard
models in China.

In the late 1980’s, however, as an
exemplar of a trend that would play
out in many Chinese industries, the
company moved higher up the food
chain by beginning to design its own
personal computers. By 1997, it had
passed I.B.M. to become the largest
seller of personal computers in Chi-
na.

But competing globally on its
own, especially against Dell’s vaunt-
ed manufacturing efficiencies, could
be a stretch for Lenovo. An Ameri-
can venture capitalist who recently
toured the Lenovo factory in Shang-
hai said that he had been surprised
that it lacked the bustling, just-in-
time urgency that he had observed
on a similar tour of a Dell assembly
line in Round Rock, Tex. 

At the Lenovo site, pallets of
computers were stacked high to the
ceiling, according to the investor,
who insisted on not being identified,
and he said the production line was

moving slowly compared with Dell’s.
Moreover, with China’s econ-

omy growing rapidly, increasingly
affluent and brand-conscious people
are turning to Dell, I.B.M. and Hew-
lett-Packard computers. Executives
at Lenovo are intent on competing
with those better-known brands, say-
ing Lenovo is not interested in sim-
ply being known as the lower-cost
supplier. I.B.M.’s product line would
automatically push Lenovo up the
cachet curve. 

Most crucial to Lenovo’s world-
wide aspirations, analysts say, would
be I.B.M.’s ThinkPad line of portable
computers, which even among
American customers has a much
more devoted following than many of
the other products in I.B.M.’s line. 

“This is their steppingstone to a
global market,” said James Mulve-
non, a China researcher who is depu-
ty director of the Center for Intelli-
gence Research and Analysis, a
Washington research center. 

Otherwise, he said, Lenovo faces
the same brand-recognition problem
that has plagued the Taiwan comput-
er maker Acer, which ranks fifth
globally, but is an also-ran in the
United States market. “This a story
about a Chinese company adopting
an American brand,’’ Mr. Mulvenon
said.
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to be more aggressive on the pricing
front, which could lead to a compres-
sion on price points in the industry,”
potentially eating into the profits of
every PC maker. The price for
I.B.M.’s personal computer unit is
likely to be $1 billion to $2 billion. A
buyer would be purchasing the blue-
prints to the ThinkPad, generally re-
garded as the world’s most reliable
and secure laptops. 

“The ThinkPad isn’t just the best
machine for the price,” said Richard
Dougherty, director of the Envisio-
neering Group, a market research
firm in Seaford, L.I. “It is the ma-
chine for anyone concerned about se-
curity.”

A buyer would presumably get the
ThinkPad name and also I.B.M.’s
customer list, but whether that
would be worth much over time re-
mains to be seen. According to peo-
ple close to the negotiations, a buyer
is also likely to get the use of I.B.M.’s
brand name on PC’s for a transition-
al period and I.B.M. may continue to
sell the computers to corporate cus-
tomers after the business unit is sold. 

Mr. Dougherty said he was al-
ready hearing from I.B.M. custom-
ers fretting about a sale to a compa-
ny that has specialized in low-price
machines. “Customers are saying,
‘Oh my God, we need to be assured
we can get ThinkPad models that are
just as secure and reliable, and not
just a watered-down ThinkPad
brand from Lenovo,’” Mr. Dougherty
said. 

While Hewlett and Dell may bene-
fit from that uncertainty, they may

not necessarily benefit over the long
term. I.B.M.’s retreat from the PC
sector may be an irreversible transi-
tion from a world where corporate
workplaces have personal comput-
ers on each desktop to one where cor-
porate offices run on centralized
computer systems with simple moni-
tors on desks known as “thin clients”
that have network connections. 

This transformation would tend to
harm Hewlett more than Dell, indus-
try analysts said, because Hewlett,
like I.B.M., is stronger in the corpo-
rate market than Dell, which sells
the bulk of its computers to consum-
ers. I.B.M.’s potential withdrawal
from the desktop computer business
indicates it has concluded that
growth in corporate PC sales is
largely over.

“If I.B.M. is getting out of the busi-
ness because it can’t make money,
then investors will ask themselves,
‘What does I.B.M. know that H.P.
doesn’t know?’” said Andrew Neff,
an analyst with Bear Stearns. 

And even for I.B.M., backing away
from traditional personal computers
now may not help, said Jonathan
Schwartz, president of Sun Microsys-
tems, one of I.B.M.’s top competitors.

“We’ve been in the post-PC era for
four years now,” Mr. Schwartz said,
noting that last year a billion wire-
less handsets were sold compared
with 100 million personal computers.

But Duane Zitzner, the executive
vice president in charge of Hewlett’s
personal computer business, notes
that the sector remains profitable,
with Hewlett earning $210 million on
PC’s in the fiscal year that ended in
October. 

Moreover, Mr. Zitzner said
I.B.M.’s retreat provides a golden op-
portunity for his company. “Any
time there’s a change like this, it
adds a level of uncertainty among
customers buying equipment,” he
said.

Dell accounted for 18 percent of
PC sales — including laptops —
worldwide in the third quarter of
2004, according to I.D.C., compared
with Hewlett’s 16.1 percent market
share. I.B.M. was a distant third at
5.2 percent. I.B.M.’s sales are almost
exclusively to corporate buyers, with

most of those buyers being custom-
ers who also buy other equipment
and services from I.B.M. 

While Hewlett and Dell are expect-
ed to compete vigorously for I.B.M.’s
corporate market, there is evidence
this market will shrink over time.

The “thin client” concept has been
debated in the industry for more
than a decade. In the past, skeptics of
that concept pointed to the PC’s flexi-
bility and convenience, as well as to
the problems with mainframe com-
puting.

Today, however, a number of fac-
tors ranging from the explosive
growth of the Internet to increased
computer and data security con-
cerns are shifting the equation. Man-
aging viruses and worms is easier on
centralized systems, and software
development is increasingly shifting
to applications based on Internet-
based standards. 

“The days of the $3,000 desktop
personal computer are over in the
corporate world,” said Terry Gar-
nett, a venture capitalist who is a
partner at Garnett & Helfrich Capi-
tal, based in Menlo Park, Calif. “This
is a paradigm for the future and a
signal of where things are going.”

That trend has been reflected in
recent analyst reports. On Thursday,
for example, Rebecca Runkle, an an-
alyst at Morgan Stanley, lowered her
2005 growth forecast for PC unit
sales by 2 percentage points, to 9 per-
cent. She noted that consumer,
small-business and government
markets all slowed late this year. 

In May, I.B.M. began offering a
thin software application called
Workplace — based on the Java pro-
gramming language —intended for
Web-based computing where data is
managed and stored centrally. 

I.B.M. is betting that such systems
will be increasingly attractive to cor-
porate customers and will conse-
quently diminish the once mighty
personal computer business.

Dell

Dell Computer accounted for 18
percent of PC sales worldwide in
the third quarter of 2004.
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BRAZIL: VENTURE PLANS STEEL MILL A Brazilian
mining company, Companhia Vale do Rio Doce,
and the German steel maker ThyssenKrupp Stahl
signed an agreement to build a steel slab plant in
the state of Rio de Janeiro, Rio Doce said. The
plant, which is expected to be ready by 2008, will
have an initial production capacity of 4.4 million
tons a year. Rio Doce declined to disclose the val-
ue of the deal, but local media reports said the
plant would require an initial investment of $1.5
billion. The agreement makes ThyssenKrupp the
latest of a growing number of international steel
companies that intend to build blast furnaces
along Brazil’s coast. Todd Benson (NYT)
CANADA: JOBLESS RATE RISES Canada’s unem-
ployment rate unexpectedly rose to a five-month
high of 7.3 percent in November from 7.1 percent
the previous month, as employers created the
fewest jobs since August. The economy lost 25,300
full-time jobs as factories laid off workers for a
fourth consecutive month, Statistics Canada re-
ported. Part-time positions rose by 30,000, leaving
about 4,600 new jobs in November. The figures
may increase expectations that the Bank of Cana-
da will leave interest rates unchanged at its poli-
cy meeting next week. (Bloomberg News)

ASIA

JAPAN: CAPITAL SPENDING RISES Spending on
plant and equipment by Japanese companies in-
creased in the third quarter, a government sur-
vey showed. A quarterly survey by the Ministry
of Finance showed capital spending rose 14.4 per-

cent in the July-September period from the quar-
ter last year. The gain was the sixth consecutive
quarterly gain and was higher than analysts had
expected, relieving concern that revised statistics
due next week would show a contraction in the
country’s gross domestic product. (Reuters)

EUROPE

RUSSIA: YUKOS SUBSIDIARY INVESTIGATED A Sibe-
rian subsidiary of the
Russian oil company
Yukos has been searched
by law enforcement offi-
cers from the western Si-
berian city of Nefteyu-
gansk, a company official
told the Interfax news
agency. The enforcement
officers seized documents

from the subsidiary, Yuganskneftegas, Interfax
reported. Yukos offices in Moscow and at other
subsidiaries have been raided repeatedly over the
last year in connection with federal prosecutors’
investigation into government claims for more
than $24 billion in back taxes owed by the oil gi-
ant. Russian President Vladimir V. Putin, on a
three-day visit to India, said the Russian govern-
ment would welcome a bid by companies in India
to buy assets of Yuganskneftegas. A 77 percent
stake in the subsidiary is to be auctioned on Dec.
19 to help Yukos pay back taxes. The Indian oil
minister, Mani Shankar Aiyar, above, said Mr.
Putin “welcomed bids by Indian firms, either on
their own or in collaboration with Russian firms,”
Reuters reported. Erin E. Arvedlund (NYT)

ITALY: CAR SALES RISE Car sales in Italy rose 0.9
percent in November as companies enticed buy-
ers with discounts and new models. Sales of Fiat
fell 2 percent, while demand surged for cars from
Hyundai Motor. The Fiat market share declined
to 27.5 percent from 28.6 percent a year ago. Italy
is the biggest market for Fiat, accounting for 40
percent of the group’s auto sales.

(Bloomberg News)
BRITAIN: PUB CONCERN ACQUIRED Wolverhampton

& Dudley Breweries, an
operator of 1,675 pubs in
Britain, agreed to buy
Burtonwood for £119 mil-
lion ($231 million) to ac-
celerate earnings growth
as Britons spend less time
and money in pubs. Wol-
verhampton, which is
based in Wolverhampton,
England, will offer 550
pence a share for Burton-

wood, an operator of 460 British pubs, the chief ex-
ecutive, Ralph Findlay, said. Wolverhampton also
posted results, reporting that full-year profit rose
26 percent, to £48.4 million. 

(Bloomberg News)
FINLAND: DEPARTURES AT NOKIA Two executives
in charge of the networks division at Nokia, the gi-
ant mobile phone maker, are leaving the compa-
ny for personal reasons, the company said. Sari
Baldauf, the head of Nokia’s networks division,
will leave next month and J. T. Bergqvist, the
head of the global business units of Nokia net-
works, will resign on Jan. 31. (AP) 
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Keith Bradsher contributed report-
ing from Hong Kong for this article.

Failed China Fuel Supplier
Waited Too Long for Help 
Singapore Regulators Want Chief’s Aid 

Natalie Behring/Bloomberg News

A China Aviation Oil fuel truck
makes a delivery at Capital Air-
port in Beijing. 

China Aviation is
criticized for delaying
the disclosure of its
heavy losses.

markets. 
The company’s stock price re-

cently plummeted after Lenovo re-
ported worse-than-expected earn-
ings, citing a price war in China with
Dell, Hewlett-Packard and I.B.M. 

Lenovo may not end up acquir-
ing I.B.M.’s PC business, as at least
one other potential buyer is also in
negotiations. And other bidders may
emerge. 

But if Lenovo succeeds, acquir-
ing the I.B.M. unit would ease some
of the competitive pressure domesti-
cally. Recognizing that profitable
growth within China may be increas-
ingly hard to come by as outsiders
flock to the world’s potentially big-
gest consumer market, Levono also
knows it needs to expand its global
share of the market beyond its cur-
rent 2.6 percent. Acquiring the I.B.M.
business, now ranked third globally,
would raise that share to 8.6 percent
— still third, but a bit closer to Dell
(18 percent) and Hewlett-Packard
(16.1 percent). 

As part of its global campaign,
the company earlier this year shed
its longstanding name, Legend, in fa-
vor of the current one, then promptly
entered the global brand sweep-
stakes by signing on as a sponsor of
the 2006 Winter Olympics in Turin
and the 2008 Olympic Games in Bei-
jing. 

To what extent, and for how
long, Lenovo or another buyer of
I.B.M.’s PC business would be able to
make use of the I.B.M. name would
be a crucial question in any negotia-
tions. But the company has made it
known that it is open to deals. “Acqui-

sition is one of the possibilities,’’
Mary Ma, Lenovo’s chief financial
officer, said in an interview last year.
Founded in 1984 by a group of Chi-
nese scientists with government fi-
nancing, the company then known as
Legend started out as a distributor of
computers and printers, selling
I.B.M., AST and Hewlett-Packard
models in China.

In the late 1980’s, however, as an
exemplar of a trend that would play
out in many Chinese industries, the
company moved higher up the food
chain by beginning to design its own
personal computers. By 1997, it had
passed I.B.M. to become the largest
seller of personal computers in Chi-
na.

But competing globally on its
own, especially against Dell’s vaunt-
ed manufacturing efficiencies, could
be a stretch for Lenovo. An Ameri-
can venture capitalist who recently
toured the Lenovo factory in Shang-
hai said that he had been surprised
that it lacked the bustling, just-in-
time urgency that he had observed
on a similar tour of a Dell assembly
line in Round Rock, Tex. 

At the Lenovo site, pallets of
computers were stacked high to the
ceiling, according to the investor,
who insisted on not being identified,
and he said the production line was

moving slowly compared with Dell’s.
Moreover, with China’s econ-

omy growing rapidly, increasingly
affluent and brand-conscious people
are turning to Dell, I.B.M. and Hew-
lett-Packard computers. Executives
at Lenovo are intent on competing
with those better-known brands, say-
ing Lenovo is not interested in sim-
ply being known as the lower-cost
supplier. I.B.M.’s product line would
automatically push Lenovo up the
cachet curve. 

Most crucial to Lenovo’s world-
wide aspirations, analysts say, would
be I.B.M.’s ThinkPad line of portable
computers, which even among
American customers has a much
more devoted following than many of
the other products in I.B.M.’s line. 

“This is their steppingstone to a
global market,” said James Mulve-
non, a China researcher who is depu-
ty director of the Center for Intelli-
gence Research and Analysis, a
Washington research center. 

Otherwise, he said, Lenovo faces
the same brand-recognition problem
that has plagued the Taiwan comput-
er maker Acer, which ranks fifth
globally, but is an also-ran in the
United States market. “This a story
about a Chinese company adopting
an American brand,’’ Mr. Mulvenon
said.

China’s Giant
In PC’s Flexes
Its Muscles 
Continued From First Business Page

Shen Yu/Imaginechina

China is on the brink of passing Japan to become the world’s second-
largest personal computer market after the United States. 

Keith Bradsher, in Hong Kong, and
John Markoff, in San Francisco, con-
tributed reporting for this article.

to be more aggressive on the pricing
front, which could lead to a compres-
sion on price points in the industry,”
potentially eating into the profits of
every PC maker. The price for
I.B.M.’s personal computer unit is
likely to be $1 billion to $2 billion. A
buyer would be purchasing the blue-
prints to the ThinkPad, generally re-
garded as the world’s most reliable
and secure laptops. 

“The ThinkPad isn’t just the best
machine for the price,” said Richard
Dougherty, director of the Envisio-
neering Group, a market research
firm in Seaford, L.I. “It is the ma-
chine for anyone concerned about se-
curity.”

A buyer would presumably get the
ThinkPad name and also I.B.M.’s
customer list, but whether that
would be worth much over time re-
mains to be seen. According to peo-
ple close to the negotiations, a buyer
is also likely to get the use of I.B.M.’s
brand name on PC’s for a transition-
al period and I.B.M. may continue to
sell the computers to corporate cus-
tomers after the business unit is sold. 

Mr. Dougherty said he was al-
ready hearing from I.B.M. custom-
ers fretting about a sale to a compa-
ny that has specialized in low-price
machines. “Customers are saying,
‘Oh my God, we need to be assured
we can get ThinkPad models that are
just as secure and reliable, and not
just a watered-down ThinkPad
brand from Lenovo,’” Mr. Dougherty
said. 

While Hewlett and Dell may bene-
fit from that uncertainty, they may

not necessarily benefit over the long
term. I.B.M.’s retreat from the PC
sector may be an irreversible transi-
tion from a world where corporate
workplaces have personal comput-
ers on each desktop to one where cor-
porate offices run on centralized
computer systems with simple moni-
tors on desks known as “thin clients”
that have network connections. 

This transformation would tend to
harm Hewlett more than Dell, indus-
try analysts said, because Hewlett,
like I.B.M., is stronger in the corpo-
rate market than Dell, which sells
the bulk of its computers to consum-
ers. I.B.M.’s potential withdrawal
from the desktop computer business
indicates it has concluded that
growth in corporate PC sales is
largely over.

“If I.B.M. is getting out of the busi-
ness because it can’t make money,
then investors will ask themselves,
‘What does I.B.M. know that H.P.
doesn’t know?’” said Andrew Neff,
an analyst with Bear Stearns. 

And even for I.B.M., backing away
from traditional personal computers
now may not help, said Jonathan
Schwartz, president of Sun Microsys-
tems, one of I.B.M.’s top competitors.

“We’ve been in the post-PC era for
four years now,” Mr. Schwartz said,
noting that last year a billion wire-
less handsets were sold compared
with 100 million personal computers.

But Duane Zitzner, the executive
vice president in charge of Hewlett’s
personal computer business, notes
that the sector remains profitable,
with Hewlett earning $210 million on
PC’s in the fiscal year that ended in
October. 

Moreover, Mr. Zitzner said
I.B.M.’s retreat provides a golden op-
portunity for his company. “Any
time there’s a change like this, it
adds a level of uncertainty among
customers buying equipment,” he
said.

Dell accounted for 18 percent of
PC sales — including laptops —
worldwide in the third quarter of
2004, according to I.D.C., compared
with Hewlett’s 16.1 percent market
share. I.B.M. was a distant third at
5.2 percent. I.B.M.’s sales are almost
exclusively to corporate buyers, with

most of those buyers being custom-
ers who also buy other equipment
and services from I.B.M. 

While Hewlett and Dell are expect-
ed to compete vigorously for I.B.M.’s
corporate market, there is evidence
this market will shrink over time.

The “thin client” concept has been
debated in the industry for more
than a decade. In the past, skeptics of
that concept pointed to the PC’s flexi-
bility and convenience, as well as to
the problems with mainframe com-
puting.

Today, however, a number of fac-
tors ranging from the explosive
growth of the Internet to increased
computer and data security con-
cerns are shifting the equation. Man-
aging viruses and worms is easier on
centralized systems, and software
development is increasingly shifting
to applications based on Internet-
based standards. 

“The days of the $3,000 desktop
personal computer are over in the
corporate world,” said Terry Gar-
nett, a venture capitalist who is a
partner at Garnett & Helfrich Capi-
tal, based in Menlo Park, Calif. “This
is a paradigm for the future and a
signal of where things are going.”

That trend has been reflected in
recent analyst reports. On Thursday,
for example, Rebecca Runkle, an an-
alyst at Morgan Stanley, lowered her
2005 growth forecast for PC unit
sales by 2 percentage points, to 9 per-
cent. She noted that consumer,
small-business and government
markets all slowed late this year. 

In May, I.B.M. began offering a
thin software application called
Workplace — based on the Java pro-
gramming language —intended for
Web-based computing where data is
managed and stored centrally. 

I.B.M. is betting that such systems
will be increasingly attractive to cor-
porate customers and will conse-
quently diminish the once mighty
personal computer business.

Dell

Dell Computer accounted for 18
percent of PC sales worldwide in
the third quarter of 2004.

Top PC Makers
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BRAZIL: VENTURE PLANS STEEL MILL A Brazilian
mining company, Companhia Vale do Rio Doce,
and the German steel maker ThyssenKrupp Stahl
signed an agreement to build a steel slab plant in
the state of Rio de Janeiro, Rio Doce said. The
plant, which is expected to be ready by 2008, will
have an initial production capacity of 4.4 million
tons a year. Rio Doce declined to disclose the val-
ue of the deal, but local media reports said the
plant would require an initial investment of $1.5
billion. The agreement makes ThyssenKrupp the
latest of a growing number of international steel
companies that intend to build blast furnaces
along Brazil’s coast. Todd Benson (NYT)
CANADA: JOBLESS RATE RISES Canada’s unem-
ployment rate unexpectedly rose to a five-month
high of 7.3 percent in November from 7.1 percent
the previous month, as employers created the
fewest jobs since August. The economy lost 25,300
full-time jobs as factories laid off workers for a
fourth consecutive month, Statistics Canada re-
ported. Part-time positions rose by 30,000, leaving
about 4,600 new jobs in November. The figures
may increase expectations that the Bank of Cana-
da will leave interest rates unchanged at its poli-
cy meeting next week. (Bloomberg News)

ASIA

JAPAN: CAPITAL SPENDING RISES Spending on
plant and equipment by Japanese companies in-
creased in the third quarter, a government sur-
vey showed. A quarterly survey by the Ministry
of Finance showed capital spending rose 14.4 per-

cent in the July-September period from the quar-
ter last year. The gain was the sixth consecutive
quarterly gain and was higher than analysts had
expected, relieving concern that revised statistics
due next week would show a contraction in the
country’s gross domestic product. (Reuters)

EUROPE

RUSSIA: YUKOS SUBSIDIARY INVESTIGATED A Sibe-
rian subsidiary of the
Russian oil company
Yukos has been searched
by law enforcement offi-
cers from the western Si-
berian city of Nefteyu-
gansk, a company official
told the Interfax news
agency. The enforcement
officers seized documents

from the subsidiary, Yuganskneftegas, Interfax
reported. Yukos offices in Moscow and at other
subsidiaries have been raided repeatedly over the
last year in connection with federal prosecutors’
investigation into government claims for more
than $24 billion in back taxes owed by the oil gi-
ant. Russian President Vladimir V. Putin, on a
three-day visit to India, said the Russian govern-
ment would welcome a bid by companies in India
to buy assets of Yuganskneftegas. A 77 percent
stake in the subsidiary is to be auctioned on Dec.
19 to help Yukos pay back taxes. The Indian oil
minister, Mani Shankar Aiyar, above, said Mr.
Putin “welcomed bids by Indian firms, either on
their own or in collaboration with Russian firms,”
Reuters reported. Erin E. Arvedlund (NYT)

ITALY: CAR SALES RISE Car sales in Italy rose 0.9
percent in November as companies enticed buy-
ers with discounts and new models. Sales of Fiat
fell 2 percent, while demand surged for cars from
Hyundai Motor. The Fiat market share declined
to 27.5 percent from 28.6 percent a year ago. Italy
is the biggest market for Fiat, accounting for 40
percent of the group’s auto sales.

(Bloomberg News)
BRITAIN: PUB CONCERN ACQUIRED Wolverhampton

& Dudley Breweries, an
operator of 1,675 pubs in
Britain, agreed to buy
Burtonwood for £119 mil-
lion ($231 million) to ac-
celerate earnings growth
as Britons spend less time
and money in pubs. Wol-
verhampton, which is
based in Wolverhampton,
England, will offer 550
pence a share for Burton-

wood, an operator of 460 British pubs, the chief ex-
ecutive, Ralph Findlay, said. Wolverhampton also
posted results, reporting that full-year profit rose
26 percent, to £48.4 million. 

(Bloomberg News)
FINLAND: DEPARTURES AT NOKIA Two executives
in charge of the networks division at Nokia, the gi-
ant mobile phone maker, are leaving the compa-
ny for personal reasons, the company said. Sari
Baldauf, the head of Nokia’s networks division,
will leave next month and J. T. Bergqvist, the
head of the global business units of Nokia net-
works, will resign on Jan. 31. (AP) 
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Keith Bradsher contributed report-
ing from Hong Kong for this article.

Failed China Fuel Supplier
Waited Too Long for Help 
Singapore Regulators Want Chief’s Aid 

Natalie Behring/Bloomberg News

A China Aviation Oil fuel truck
makes a delivery at Capital Air-
port in Beijing. 

China Aviation is
criticized for delaying
the disclosure of its
heavy losses.

markets. 
The company’s stock price re-

cently plummeted after Lenovo re-
ported worse-than-expected earn-
ings, citing a price war in China with
Dell, Hewlett-Packard and I.B.M. 

Lenovo may not end up acquir-
ing I.B.M.’s PC business, as at least
one other potential buyer is also in
negotiations. And other bidders may
emerge. 

But if Lenovo succeeds, acquir-
ing the I.B.M. unit would ease some
of the competitive pressure domesti-
cally. Recognizing that profitable
growth within China may be increas-
ingly hard to come by as outsiders
flock to the world’s potentially big-
gest consumer market, Levono also
knows it needs to expand its global
share of the market beyond its cur-
rent 2.6 percent. Acquiring the I.B.M.
business, now ranked third globally,
would raise that share to 8.6 percent
— still third, but a bit closer to Dell
(18 percent) and Hewlett-Packard
(16.1 percent). 

As part of its global campaign,
the company earlier this year shed
its longstanding name, Legend, in fa-
vor of the current one, then promptly
entered the global brand sweep-
stakes by signing on as a sponsor of
the 2006 Winter Olympics in Turin
and the 2008 Olympic Games in Bei-
jing. 

To what extent, and for how
long, Lenovo or another buyer of
I.B.M.’s PC business would be able to
make use of the I.B.M. name would
be a crucial question in any negotia-
tions. But the company has made it
known that it is open to deals. “Acqui-

sition is one of the possibilities,’’
Mary Ma, Lenovo’s chief financial
officer, said in an interview last year.
Founded in 1984 by a group of Chi-
nese scientists with government fi-
nancing, the company then known as
Legend started out as a distributor of
computers and printers, selling
I.B.M., AST and Hewlett-Packard
models in China.

In the late 1980’s, however, as an
exemplar of a trend that would play
out in many Chinese industries, the
company moved higher up the food
chain by beginning to design its own
personal computers. By 1997, it had
passed I.B.M. to become the largest
seller of personal computers in Chi-
na.

But competing globally on its
own, especially against Dell’s vaunt-
ed manufacturing efficiencies, could
be a stretch for Lenovo. An Ameri-
can venture capitalist who recently
toured the Lenovo factory in Shang-
hai said that he had been surprised
that it lacked the bustling, just-in-
time urgency that he had observed
on a similar tour of a Dell assembly
line in Round Rock, Tex. 

At the Lenovo site, pallets of
computers were stacked high to the
ceiling, according to the investor,
who insisted on not being identified,
and he said the production line was

moving slowly compared with Dell’s.
Moreover, with China’s econ-

omy growing rapidly, increasingly
affluent and brand-conscious people
are turning to Dell, I.B.M. and Hew-
lett-Packard computers. Executives
at Lenovo are intent on competing
with those better-known brands, say-
ing Lenovo is not interested in sim-
ply being known as the lower-cost
supplier. I.B.M.’s product line would
automatically push Lenovo up the
cachet curve. 

Most crucial to Lenovo’s world-
wide aspirations, analysts say, would
be I.B.M.’s ThinkPad line of portable
computers, which even among
American customers has a much
more devoted following than many of
the other products in I.B.M.’s line. 

“This is their steppingstone to a
global market,” said James Mulve-
non, a China researcher who is depu-
ty director of the Center for Intelli-
gence Research and Analysis, a
Washington research center. 

Otherwise, he said, Lenovo faces
the same brand-recognition problem
that has plagued the Taiwan comput-
er maker Acer, which ranks fifth
globally, but is an also-ran in the
United States market. “This a story
about a Chinese company adopting
an American brand,’’ Mr. Mulvenon
said.

China’s Giant
In PC’s Flexes
Its Muscles 
Continued From First Business Page
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China is on the brink of passing Japan to become the world’s second-
largest personal computer market after the United States. 

Keith Bradsher, in Hong Kong, and
John Markoff, in San Francisco, con-
tributed reporting for this article.

to be more aggressive on the pricing
front, which could lead to a compres-
sion on price points in the industry,”
potentially eating into the profits of
every PC maker. The price for
I.B.M.’s personal computer unit is
likely to be $1 billion to $2 billion. A
buyer would be purchasing the blue-
prints to the ThinkPad, generally re-
garded as the world’s most reliable
and secure laptops. 

“The ThinkPad isn’t just the best
machine for the price,” said Richard
Dougherty, director of the Envisio-
neering Group, a market research
firm in Seaford, L.I. “It is the ma-
chine for anyone concerned about se-
curity.”

A buyer would presumably get the
ThinkPad name and also I.B.M.’s
customer list, but whether that
would be worth much over time re-
mains to be seen. According to peo-
ple close to the negotiations, a buyer
is also likely to get the use of I.B.M.’s
brand name on PC’s for a transition-
al period and I.B.M. may continue to
sell the computers to corporate cus-
tomers after the business unit is sold. 

Mr. Dougherty said he was al-
ready hearing from I.B.M. custom-
ers fretting about a sale to a compa-
ny that has specialized in low-price
machines. “Customers are saying,
‘Oh my God, we need to be assured
we can get ThinkPad models that are
just as secure and reliable, and not
just a watered-down ThinkPad
brand from Lenovo,’” Mr. Dougherty
said. 

While Hewlett and Dell may bene-
fit from that uncertainty, they may

not necessarily benefit over the long
term. I.B.M.’s retreat from the PC
sector may be an irreversible transi-
tion from a world where corporate
workplaces have personal comput-
ers on each desktop to one where cor-
porate offices run on centralized
computer systems with simple moni-
tors on desks known as “thin clients”
that have network connections. 

This transformation would tend to
harm Hewlett more than Dell, indus-
try analysts said, because Hewlett,
like I.B.M., is stronger in the corpo-
rate market than Dell, which sells
the bulk of its computers to consum-
ers. I.B.M.’s potential withdrawal
from the desktop computer business
indicates it has concluded that
growth in corporate PC sales is
largely over.

“If I.B.M. is getting out of the busi-
ness because it can’t make money,
then investors will ask themselves,
‘What does I.B.M. know that H.P.
doesn’t know?’” said Andrew Neff,
an analyst with Bear Stearns. 

And even for I.B.M., backing away
from traditional personal computers
now may not help, said Jonathan
Schwartz, president of Sun Microsys-
tems, one of I.B.M.’s top competitors.

“We’ve been in the post-PC era for
four years now,” Mr. Schwartz said,
noting that last year a billion wire-
less handsets were sold compared
with 100 million personal computers.

But Duane Zitzner, the executive
vice president in charge of Hewlett’s
personal computer business, notes
that the sector remains profitable,
with Hewlett earning $210 million on
PC’s in the fiscal year that ended in
October. 

Moreover, Mr. Zitzner said
I.B.M.’s retreat provides a golden op-
portunity for his company. “Any
time there’s a change like this, it
adds a level of uncertainty among
customers buying equipment,” he
said.

Dell accounted for 18 percent of
PC sales — including laptops —
worldwide in the third quarter of
2004, according to I.D.C., compared
with Hewlett’s 16.1 percent market
share. I.B.M. was a distant third at
5.2 percent. I.B.M.’s sales are almost
exclusively to corporate buyers, with

most of those buyers being custom-
ers who also buy other equipment
and services from I.B.M. 

While Hewlett and Dell are expect-
ed to compete vigorously for I.B.M.’s
corporate market, there is evidence
this market will shrink over time.

The “thin client” concept has been
debated in the industry for more
than a decade. In the past, skeptics of
that concept pointed to the PC’s flexi-
bility and convenience, as well as to
the problems with mainframe com-
puting.

Today, however, a number of fac-
tors ranging from the explosive
growth of the Internet to increased
computer and data security con-
cerns are shifting the equation. Man-
aging viruses and worms is easier on
centralized systems, and software
development is increasingly shifting
to applications based on Internet-
based standards. 

“The days of the $3,000 desktop
personal computer are over in the
corporate world,” said Terry Gar-
nett, a venture capitalist who is a
partner at Garnett & Helfrich Capi-
tal, based in Menlo Park, Calif. “This
is a paradigm for the future and a
signal of where things are going.”

That trend has been reflected in
recent analyst reports. On Thursday,
for example, Rebecca Runkle, an an-
alyst at Morgan Stanley, lowered her
2005 growth forecast for PC unit
sales by 2 percentage points, to 9 per-
cent. She noted that consumer,
small-business and government
markets all slowed late this year. 

In May, I.B.M. began offering a
thin software application called
Workplace — based on the Java pro-
gramming language —intended for
Web-based computing where data is
managed and stored centrally. 

I.B.M. is betting that such systems
will be increasingly attractive to cor-
porate customers and will conse-
quently diminish the once mighty
personal computer business.

Dell

Dell Computer accounted for 18
percent of PC sales worldwide in
the third quarter of 2004.

Top PC Makers

Dell

H.P.

I.B.M.

Fujitsu

Toshiba

Acer

N.E.C.

Lenovo

Gateway*

Apple

*Includes sales of eMachines, 
which Gateway bought in the 
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AMERICAS

BRAZIL: VENTURE PLANS STEEL MILL A Brazilian
mining company, Companhia Vale do Rio Doce,
and the German steel maker ThyssenKrupp Stahl
signed an agreement to build a steel slab plant in
the state of Rio de Janeiro, Rio Doce said. The
plant, which is expected to be ready by 2008, will
have an initial production capacity of 4.4 million
tons a year. Rio Doce declined to disclose the val-
ue of the deal, but local media reports said the
plant would require an initial investment of $1.5
billion. The agreement makes ThyssenKrupp the
latest of a growing number of international steel
companies that intend to build blast furnaces
along Brazil’s coast. Todd Benson (NYT)
CANADA: JOBLESS RATE RISES Canada’s unem-
ployment rate unexpectedly rose to a five-month
high of 7.3 percent in November from 7.1 percent
the previous month, as employers created the
fewest jobs since August. The economy lost 25,300
full-time jobs as factories laid off workers for a
fourth consecutive month, Statistics Canada re-
ported. Part-time positions rose by 30,000, leaving
about 4,600 new jobs in November. The figures
may increase expectations that the Bank of Cana-
da will leave interest rates unchanged at its poli-
cy meeting next week. (Bloomberg News)

ASIA

JAPAN: CAPITAL SPENDING RISES Spending on
plant and equipment by Japanese companies in-
creased in the third quarter, a government sur-
vey showed. A quarterly survey by the Ministry
of Finance showed capital spending rose 14.4 per-

cent in the July-September period from the quar-
ter last year. The gain was the sixth consecutive
quarterly gain and was higher than analysts had
expected, relieving concern that revised statistics
due next week would show a contraction in the
country’s gross domestic product. (Reuters)

EUROPE

RUSSIA: YUKOS SUBSIDIARY INVESTIGATED A Sibe-
rian subsidiary of the
Russian oil company
Yukos has been searched
by law enforcement offi-
cers from the western Si-
berian city of Nefteyu-
gansk, a company official
told the Interfax news
agency. The enforcement
officers seized documents

from the subsidiary, Yuganskneftegas, Interfax
reported. Yukos offices in Moscow and at other
subsidiaries have been raided repeatedly over the
last year in connection with federal prosecutors’
investigation into government claims for more
than $24 billion in back taxes owed by the oil gi-
ant. Russian President Vladimir V. Putin, on a
three-day visit to India, said the Russian govern-
ment would welcome a bid by companies in India
to buy assets of Yuganskneftegas. A 77 percent
stake in the subsidiary is to be auctioned on Dec.
19 to help Yukos pay back taxes. The Indian oil
minister, Mani Shankar Aiyar, above, said Mr.
Putin “welcomed bids by Indian firms, either on
their own or in collaboration with Russian firms,”
Reuters reported. Erin E. Arvedlund (NYT)

ITALY: CAR SALES RISE Car sales in Italy rose 0.9
percent in November as companies enticed buy-
ers with discounts and new models. Sales of Fiat
fell 2 percent, while demand surged for cars from
Hyundai Motor. The Fiat market share declined
to 27.5 percent from 28.6 percent a year ago. Italy
is the biggest market for Fiat, accounting for 40
percent of the group’s auto sales.

(Bloomberg News)
BRITAIN: PUB CONCERN ACQUIRED Wolverhampton

& Dudley Breweries, an
operator of 1,675 pubs in
Britain, agreed to buy
Burtonwood for £119 mil-
lion ($231 million) to ac-
celerate earnings growth
as Britons spend less time
and money in pubs. Wol-
verhampton, which is
based in Wolverhampton,
England, will offer 550
pence a share for Burton-

wood, an operator of 460 British pubs, the chief ex-
ecutive, Ralph Findlay, said. Wolverhampton also
posted results, reporting that full-year profit rose
26 percent, to £48.4 million. 

(Bloomberg News)
FINLAND: DEPARTURES AT NOKIA Two executives
in charge of the networks division at Nokia, the gi-
ant mobile phone maker, are leaving the compa-
ny for personal reasons, the company said. Sari
Baldauf, the head of Nokia’s networks division,
will leave next month and J. T. Bergqvist, the
head of the global business units of Nokia net-
works, will resign on Jan. 31. (AP) 

W O R L D  B U S I N E S S  B R I E F I N G
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A China Aviation Oil fuel truck
makes a delivery at Capital Air-
port in Beijing. 

China Aviation is
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heavy losses.

markets. 
The company’s stock price re-

cently plummeted after Lenovo re-
ported worse-than-expected earn-
ings, citing a price war in China with
Dell, Hewlett-Packard and I.B.M. 

Lenovo may not end up acquir-
ing I.B.M.’s PC business, as at least
one other potential buyer is also in
negotiations. And other bidders may
emerge. 

But if Lenovo succeeds, acquir-
ing the I.B.M. unit would ease some
of the competitive pressure domesti-
cally. Recognizing that profitable
growth within China may be increas-
ingly hard to come by as outsiders
flock to the world’s potentially big-
gest consumer market, Levono also
knows it needs to expand its global
share of the market beyond its cur-
rent 2.6 percent. Acquiring the I.B.M.
business, now ranked third globally,
would raise that share to 8.6 percent
— still third, but a bit closer to Dell
(18 percent) and Hewlett-Packard
(16.1 percent). 

As part of its global campaign,
the company earlier this year shed
its longstanding name, Legend, in fa-
vor of the current one, then promptly
entered the global brand sweep-
stakes by signing on as a sponsor of
the 2006 Winter Olympics in Turin
and the 2008 Olympic Games in Bei-
jing. 

To what extent, and for how
long, Lenovo or another buyer of
I.B.M.’s PC business would be able to
make use of the I.B.M. name would
be a crucial question in any negotia-
tions. But the company has made it
known that it is open to deals. “Acqui-

sition is one of the possibilities,’’
Mary Ma, Lenovo’s chief financial
officer, said in an interview last year.
Founded in 1984 by a group of Chi-
nese scientists with government fi-
nancing, the company then known as
Legend started out as a distributor of
computers and printers, selling
I.B.M., AST and Hewlett-Packard
models in China.

In the late 1980’s, however, as an
exemplar of a trend that would play
out in many Chinese industries, the
company moved higher up the food
chain by beginning to design its own
personal computers. By 1997, it had
passed I.B.M. to become the largest
seller of personal computers in Chi-
na.

But competing globally on its
own, especially against Dell’s vaunt-
ed manufacturing efficiencies, could
be a stretch for Lenovo. An Ameri-
can venture capitalist who recently
toured the Lenovo factory in Shang-
hai said that he had been surprised
that it lacked the bustling, just-in-
time urgency that he had observed
on a similar tour of a Dell assembly
line in Round Rock, Tex. 

At the Lenovo site, pallets of
computers were stacked high to the
ceiling, according to the investor,
who insisted on not being identified,
and he said the production line was

moving slowly compared with Dell’s.
Moreover, with China’s econ-

omy growing rapidly, increasingly
affluent and brand-conscious people
are turning to Dell, I.B.M. and Hew-
lett-Packard computers. Executives
at Lenovo are intent on competing
with those better-known brands, say-
ing Lenovo is not interested in sim-
ply being known as the lower-cost
supplier. I.B.M.’s product line would
automatically push Lenovo up the
cachet curve. 

Most crucial to Lenovo’s world-
wide aspirations, analysts say, would
be I.B.M.’s ThinkPad line of portable
computers, which even among
American customers has a much
more devoted following than many of
the other products in I.B.M.’s line. 

“This is their steppingstone to a
global market,” said James Mulve-
non, a China researcher who is depu-
ty director of the Center for Intelli-
gence Research and Analysis, a
Washington research center. 

Otherwise, he said, Lenovo faces
the same brand-recognition problem
that has plagued the Taiwan comput-
er maker Acer, which ranks fifth
globally, but is an also-ran in the
United States market. “This a story
about a Chinese company adopting
an American brand,’’ Mr. Mulvenon
said.
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to be more aggressive on the pricing
front, which could lead to a compres-
sion on price points in the industry,”
potentially eating into the profits of
every PC maker. The price for
I.B.M.’s personal computer unit is
likely to be $1 billion to $2 billion. A
buyer would be purchasing the blue-
prints to the ThinkPad, generally re-
garded as the world’s most reliable
and secure laptops. 

“The ThinkPad isn’t just the best
machine for the price,” said Richard
Dougherty, director of the Envisio-
neering Group, a market research
firm in Seaford, L.I. “It is the ma-
chine for anyone concerned about se-
curity.”

A buyer would presumably get the
ThinkPad name and also I.B.M.’s
customer list, but whether that
would be worth much over time re-
mains to be seen. According to peo-
ple close to the negotiations, a buyer
is also likely to get the use of I.B.M.’s
brand name on PC’s for a transition-
al period and I.B.M. may continue to
sell the computers to corporate cus-
tomers after the business unit is sold. 

Mr. Dougherty said he was al-
ready hearing from I.B.M. custom-
ers fretting about a sale to a compa-
ny that has specialized in low-price
machines. “Customers are saying,
‘Oh my God, we need to be assured
we can get ThinkPad models that are
just as secure and reliable, and not
just a watered-down ThinkPad
brand from Lenovo,’” Mr. Dougherty
said. 

While Hewlett and Dell may bene-
fit from that uncertainty, they may

not necessarily benefit over the long
term. I.B.M.’s retreat from the PC
sector may be an irreversible transi-
tion from a world where corporate
workplaces have personal comput-
ers on each desktop to one where cor-
porate offices run on centralized
computer systems with simple moni-
tors on desks known as “thin clients”
that have network connections. 

This transformation would tend to
harm Hewlett more than Dell, indus-
try analysts said, because Hewlett,
like I.B.M., is stronger in the corpo-
rate market than Dell, which sells
the bulk of its computers to consum-
ers. I.B.M.’s potential withdrawal
from the desktop computer business
indicates it has concluded that
growth in corporate PC sales is
largely over.

“If I.B.M. is getting out of the busi-
ness because it can’t make money,
then investors will ask themselves,
‘What does I.B.M. know that H.P.
doesn’t know?’” said Andrew Neff,
an analyst with Bear Stearns. 

And even for I.B.M., backing away
from traditional personal computers
now may not help, said Jonathan
Schwartz, president of Sun Microsys-
tems, one of I.B.M.’s top competitors.

“We’ve been in the post-PC era for
four years now,” Mr. Schwartz said,
noting that last year a billion wire-
less handsets were sold compared
with 100 million personal computers.

But Duane Zitzner, the executive
vice president in charge of Hewlett’s
personal computer business, notes
that the sector remains profitable,
with Hewlett earning $210 million on
PC’s in the fiscal year that ended in
October. 

Moreover, Mr. Zitzner said
I.B.M.’s retreat provides a golden op-
portunity for his company. “Any
time there’s a change like this, it
adds a level of uncertainty among
customers buying equipment,” he
said.

Dell accounted for 18 percent of
PC sales — including laptops —
worldwide in the third quarter of
2004, according to I.D.C., compared
with Hewlett’s 16.1 percent market
share. I.B.M. was a distant third at
5.2 percent. I.B.M.’s sales are almost
exclusively to corporate buyers, with

most of those buyers being custom-
ers who also buy other equipment
and services from I.B.M. 

While Hewlett and Dell are expect-
ed to compete vigorously for I.B.M.’s
corporate market, there is evidence
this market will shrink over time.

The “thin client” concept has been
debated in the industry for more
than a decade. In the past, skeptics of
that concept pointed to the PC’s flexi-
bility and convenience, as well as to
the problems with mainframe com-
puting.

Today, however, a number of fac-
tors ranging from the explosive
growth of the Internet to increased
computer and data security con-
cerns are shifting the equation. Man-
aging viruses and worms is easier on
centralized systems, and software
development is increasingly shifting
to applications based on Internet-
based standards. 

“The days of the $3,000 desktop
personal computer are over in the
corporate world,” said Terry Gar-
nett, a venture capitalist who is a
partner at Garnett & Helfrich Capi-
tal, based in Menlo Park, Calif. “This
is a paradigm for the future and a
signal of where things are going.”

That trend has been reflected in
recent analyst reports. On Thursday,
for example, Rebecca Runkle, an an-
alyst at Morgan Stanley, lowered her
2005 growth forecast for PC unit
sales by 2 percentage points, to 9 per-
cent. She noted that consumer,
small-business and government
markets all slowed late this year. 

In May, I.B.M. began offering a
thin software application called
Workplace — based on the Java pro-
gramming language —intended for
Web-based computing where data is
managed and stored centrally. 

I.B.M. is betting that such systems
will be increasingly attractive to cor-
porate customers and will conse-
quently diminish the once mighty
personal computer business.

Dell

Dell Computer accounted for 18
percent of PC sales worldwide in
the third quarter of 2004.

Top PC Makers
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first quarter.
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AMERICAS

BRAZIL: VENTURE PLANS STEEL MILL A Brazilian
mining company, Companhia Vale do Rio Doce,
and the German steel maker ThyssenKrupp Stahl
signed an agreement to build a steel slab plant in
the state of Rio de Janeiro, Rio Doce said. The
plant, which is expected to be ready by 2008, will
have an initial production capacity of 4.4 million
tons a year. Rio Doce declined to disclose the val-
ue of the deal, but local media reports said the
plant would require an initial investment of $1.5
billion. The agreement makes ThyssenKrupp the
latest of a growing number of international steel
companies that intend to build blast furnaces
along Brazil’s coast. Todd Benson (NYT)
CANADA: JOBLESS RATE RISES Canada’s unem-
ployment rate unexpectedly rose to a five-month
high of 7.3 percent in November from 7.1 percent
the previous month, as employers created the
fewest jobs since August. The economy lost 25,300
full-time jobs as factories laid off workers for a
fourth consecutive month, Statistics Canada re-
ported. Part-time positions rose by 30,000, leaving
about 4,600 new jobs in November. The figures
may increase expectations that the Bank of Cana-
da will leave interest rates unchanged at its poli-
cy meeting next week. (Bloomberg News)

ASIA

JAPAN: CAPITAL SPENDING RISES Spending on
plant and equipment by Japanese companies in-
creased in the third quarter, a government sur-
vey showed. A quarterly survey by the Ministry
of Finance showed capital spending rose 14.4 per-

cent in the July-September period from the quar-
ter last year. The gain was the sixth consecutive
quarterly gain and was higher than analysts had
expected, relieving concern that revised statistics
due next week would show a contraction in the
country’s gross domestic product. (Reuters)

EUROPE

RUSSIA: YUKOS SUBSIDIARY INVESTIGATED A Sibe-
rian subsidiary of the
Russian oil company
Yukos has been searched
by law enforcement offi-
cers from the western Si-
berian city of Nefteyu-
gansk, a company official
told the Interfax news
agency. The enforcement
officers seized documents

from the subsidiary, Yuganskneftegas, Interfax
reported. Yukos offices in Moscow and at other
subsidiaries have been raided repeatedly over the
last year in connection with federal prosecutors’
investigation into government claims for more
than $24 billion in back taxes owed by the oil gi-
ant. Russian President Vladimir V. Putin, on a
three-day visit to India, said the Russian govern-
ment would welcome a bid by companies in India
to buy assets of Yuganskneftegas. A 77 percent
stake in the subsidiary is to be auctioned on Dec.
19 to help Yukos pay back taxes. The Indian oil
minister, Mani Shankar Aiyar, above, said Mr.
Putin “welcomed bids by Indian firms, either on
their own or in collaboration with Russian firms,”
Reuters reported. Erin E. Arvedlund (NYT)

ITALY: CAR SALES RISE Car sales in Italy rose 0.9
percent in November as companies enticed buy-
ers with discounts and new models. Sales of Fiat
fell 2 percent, while demand surged for cars from
Hyundai Motor. The Fiat market share declined
to 27.5 percent from 28.6 percent a year ago. Italy
is the biggest market for Fiat, accounting for 40
percent of the group’s auto sales.

(Bloomberg News)
BRITAIN: PUB CONCERN ACQUIRED Wolverhampton

& Dudley Breweries, an
operator of 1,675 pubs in
Britain, agreed to buy
Burtonwood for £119 mil-
lion ($231 million) to ac-
celerate earnings growth
as Britons spend less time
and money in pubs. Wol-
verhampton, which is
based in Wolverhampton,
England, will offer 550
pence a share for Burton-

wood, an operator of 460 British pubs, the chief ex-
ecutive, Ralph Findlay, said. Wolverhampton also
posted results, reporting that full-year profit rose
26 percent, to £48.4 million. 

(Bloomberg News)
FINLAND: DEPARTURES AT NOKIA Two executives
in charge of the networks division at Nokia, the gi-
ant mobile phone maker, are leaving the compa-
ny for personal reasons, the company said. Sari
Baldauf, the head of Nokia’s networks division,
will leave next month and J. T. Bergqvist, the
head of the global business units of Nokia net-
works, will resign on Jan. 31. (AP) 

W O R L D  B U S I N E S S  B R I E F I N G

Burtonwood

560

580 pence per share

480

380
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By STEVE LOHR
I.B.M. announced late yesterday

the sale of its personal computer
business to Lenovo, China’s largest
personal computer maker, a deal
that reflects the industrial and eco-
nomic ambitions of not only the two
companies but also their two nations. 

Under Lenovo’s ownership, the
I.B.M. personal computer business
will continue to be based in the Unit-
ed States and run by its current man-
agement team. I.B.M. will take a
stake of 18.9 percent in Lenovo,
which is based in Beijing but plans to
have headquarters in New York. 

The significance of the deal may
exceed the relatively modest amount
that Lenovo is paying: a total of $1.75
billion in cash, stock and debt. 

The transaction — The Times re-

ported late last week that I.B.M. had
put its PC business up for sale —
points to the rising global aspirations
of corporate China as it strives to be-
come a trusted supplier to Western
companies and consumers. The sale
also signals a recognition by I.B.M.,
the prototypical American multina-
tional, that its own future lies even
farther up the economic ladder, in
technology services and consulting,
in software and in the larger comput-
ers that power corporate networks
and the Internet. All are businesses
far more profitable for I.B.M. than
its personal computer unit. 

But the move signals an acknowl-
edgment by I.B.M. that its future in
China may be best served by a close
partnership with a local market lead-
er — particularly one, as in Lenovo’s
case, that is partly owned by the Chi-
nese government. The chief execu-
tive of Lenovo will be Stephen M.
Ward Jr., currently an I.B.M. senior
vice president in charge of the PC
business. Lenovo’s current chief and
president, Yang Yuanqing, will be-
come Lenovo’s chairman.

American companies, in one indus-
try after another, are scrambling to
take advantage of the vast potential
of the Chinese market. Chinese com-
panies like Lenovo, meanwhile, are
increasingly seeking to tap into over-

Sale of I.B.M. PC Unit Is a Bridge
Between Companies and Cultures

Continued on Page C4
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seas markets, management exper-
tise and technological skills. 

“This is an encouraging sign of the
increasingly sophisticated trans-Pa-
cific ties between the United States
and China,” said Timothy F. Bresna-
han, an economist at Stanford Uni-
versity. “Seeing the Chinese seeking
these kinds of economic links can
only be a good thing.”

The complex transaction is meant
to serve as a bridge between very
different companies from different
cultures, by seeking to ensure that
I.B.M. has a stake in the Chinese
company’s success. Whether in the
United States, in China or anywhere
else in the world, such a stake would
be in I.B.M.’s self-interest; a messy
exit from the personal computer in-
dustry could rankle corporate cus-
tomers, hurting I.B.M.’s other busi-
nesses, and tarnish its stellar brand
name. 

I.B.M. has agreed to hold onto its
stake in Lenovo for three years, the
companies said, with an option of ex-
tending it. I.B.M.’s financial commit-
ment to Lenovo could help open
doors for its efforts to win other busi-
ness in China.

The senior management of the
current I.B.M. personal computer
business will join the Chinese compa-
ny, led by Mr. Ward and Fran O’Sul-
livan, the general manager of
I.B.M.’s personal computer division. 

Besides management expertise,
Lenovo would be acquiring five-year
brand-licensing rights to a computer
business best known for its I.B.M.
Thinkpad notebooks, its sleek black
desktops and the product line’s dis-
tinctive tricolor I.B.M. logo. 

While Lenovo will have its head-
quarters in New York, the hub of the
I.B.M. PC business is in Raleigh,
N.C., where its design and develop-
ment operations are based. I.B.M.

employs about 10,000 people world-
wide in its PC business, although
fewer than a quarter of those work-
ers are in the United States. In fact,
40 percent already work in China. 

Under the agreement, I.B.M. will
continue to handle technical support,
financing and warranty coverage
globally for its former personal com-
puter division. Those tend to be
steady and profitable cash-generat-
ing businesses, even as the PC busi-
ness itself has been only intermit-
tently profitable for I.B.M. lately. 

It was I.B.M. that moved the per-
sonal computer industry from a hob-
byist market into the corporate and
consumer mainstream with its first
PC in 1981. But as the company lost
its PC market leadership to nimbler
players, the company has pulled
back its commitment to the business,
first by getting out of retail sales
and, in 2002, passing off its desktop
PC manufacturing to a Silicon Valley
contractor, Sanmina-SCI.

Today, I.B.M. is a distant third in
worldwide PC market share, behind
Dell and Hewlett-Packard. I.B.M.’s

personal computer sales are about
$10 billion a year, or about 11 percent
of its $89 billion in revenue, but it has
hovered between slight profits and
losses in recent years. 

In its hasty entry into the PC busi-
ness in the early 1980’s, I.B.M. made
what turned out to be a strategic mis-
take: it chose outside suppliers for
the crucial technologies of the micro-
processor and the software operat-
ing system, helping Intel and Micro-
soft become two of the most profit-
able companies in the world. 

For nearly a decade, executives
have debated dropping out of the per-
sonal computer business. Samuel J.
Palmisano, who became I.B.M.’s
chief executive in 2002, finally made
the move. He decided that the com-
pany’s management and investment
resources would be better used in its
other businesses like software and
services to help customers use infor-
mation technology to help automate
business tasks from product design
to procurement.

“The PC business is just not that
important anymore to I.B.M. stra-

tegically,” said A. M. Sacconaghi, an
analyst at Sanford C. Bernstein &
Company. “Palmisano has decided
to focus instead on businesses that
are more profitable for I.B.M. and
promise higher growth.”

In a statement, Mr. Palmisano
said the PC industry “continues to
take on the characteristics of the
home and consumer electronics in-
dustry which favors enormous econ-
omies of scale and a focus on individ-
ual users and buyers,” while I.B.M.
will focus more on the corporate
market.

Still, industry analysts say, it is not
clear that a business that was strug-
gling under I.B.M. will thrive under
Lenovo. Worldwide growth in PC
sales, according to Gartner, a re-
search firm, will slow to about 2 per-
cent a year from 2006 to 2008, less
than half the projected revenue gains
of 4.7 percent a year from 2003 to
2005. The number of PC makers, ana-
lysts say, will probably be winnowed
in the next few years.

“Lenovo aspires to become a ma-
jor international player and a recog-
nized brand, a company with the
ability to sell into multinational cor-
porations and be profitable,” said
Leslie Fiering, an analyst for Gart-
ner. “This deal improves its chances,
but the business is only going to get
tougher over the next few years.”

The personal computer industry,
like most technology businesses, is
not one in which low labor costs —
one of China’s advantages in compet-
ing with Western rivals — are much
of an edge. The big winner in the
business, Dell Computer, is mainly a
master of ultra-efficient manage-
ment of its suppliers, assembly and
distribution.

I.B.M.’s rivals said the Lenovo
purchase would create uncertainty
among customers and provide op-
portunity for them. “It’s hard to
think back on a successful large
merger in the computer industry,
and I don’t see this one being differ-
ent,” Michael S. Dell, chairman of
Dell Computer, said yesterday. “We
like to acquire our competitors one
customer at a time.”

I.B.M. Sale: Bridge Between Companies and Cultures
Continued From Page A1

Andrew Ross Sorkin, in New York,
and Gary Rivlin, in San Francisco,
contributed reporting for this article. 

Bruce R. Feeley for The New York Times

The senior management of the current I.B.M. personal computer busi-
ness, led by Stephen M. Ward Jr. and Fran O’Sullivan, will join Lenovo. 

TELECOMMUNICATIONS

CABLEVISION GAINS INTERNET PHONE SUBSCRIBERS Ca-
blevision Systems, the nation’s sixth-largest cable oper-
ator, said yesterday that it had signed up more than
250,000 Internet phone customers in the year since it in-
troduced the service. The company, which had not previ-
ously announced subscriber numbers, said it was signing
up about 1,000 new subscribers a day in the New York
metropolitan area. Ken Belson (NYT)
NEXTWAVE TO PAY SHAREHOLDERS $2.6 BILLION Next-

Wave Telecom will distribute at
least $2.62 billion to shareholders
as it scraps plans to become a
mobile phone carrier and focuses
on selling high-speed Internet ac-
cess. Stockholders will receive as
much as $7.20 a share, NextWave
said in a reorganization plan
filed late Monday night with
United States Bankruptcy Court

in White Plains. The shares rose 16 cents yesterday, to
$7.26, in over-the-counter trading. The chief executive,
Allen B. Salmasi, above, is taking the company private
and will begin providing Internet services in Las Vegas
and New York City. The plan is part of NextWave’s ef-
fort to end Chapter 11 bankruptcy, begun six years ago
when it could not pay for mobile phone licenses won in
government auctions. NextWave, which was allowed by
the Supreme Court to keep the licenses it won for $4.8 bil-
lion, returned some to the government and is selling the
rest for $5.38 billion to repay debts and give cash to
shareholders. (Bloomberg News)

SPRINT TO ENHANCE HIGH-SPEED INTERNET ACCESS The
Sprint Corporation, the nation’s third-largest provider of
cellphone service, said yesterday that it would spend up
to $3 billion over the next three years to enhance its net-
work to provide high-speed Internet access. Sprint joins
Verizon Wireless, among others, in offering the faster
service, which allows consumers to send and receive
e-mail, photos and other data at speeds rivaling those
available on desktop computers with broadband connec-
tions. Lucent Technologies, Motorola and Nortel Net-
works will install the equipment needed to run the serv-
ice, which will use a technology known as EV-DO, or evo-
lution data optimized. Sprint’s shares fell 21 cents, to
$22.84. Ken Belson (NYT)

HARDWARE

TEXAS INSTRUMENTS NARROWS FORECAST Texas Instru-
ments, the world’s largest maker of chips for cellphones,
said yesterday that it expected fourth-quarter revenue
and earnings per share at the midrange of its previous
estimates, as order trends remain soft. Texas Instru-
ments, based in Dallas, said it now expected revenue of
$3.02 billion to $3.14 billion, with earnings per share of 25
cents to 27 cents. It forecast revenue for the crucial
semiconductor unit of $2.68 billion to $2.78 billion. Ron
Slaymaker, vice president and investor relations man-
ager, said internal inventory would be down by the end of
the quarter, as the company starts production on fewer
wafers for new chips than it ships out during the period.
Inventory problems have plagued chip companies this
year, both in their own warehouses and in the distribu-
tion channel. (Reuters) 

T E C H N O L O G Y  B R I E F I N G

By GARY RIVLIN

SAN FRANCISCO, Dec. 7 — For at
least a year, Wall Street analysts
who follow Hewlett-Packard have
been calling on its chief executive,
Carleton S. Fiorina, to break up the
company. On Tuesday, Ms. Fiorina
acknowledged that on three occa-
sions the Hewlett board considered
doing just that, but each time the
board unanimously decided to keep
the company together. 

Ms. Fiorina’s admission came
while speaking in Boston at the com-
pany’s twice-a-year meeting for fi-
nancial analysts. She did not offer
any specifics about when those dis-
cussions took place or how diligently
the board explored the possibility.

Ms. Fiorina’s comments came in
response to a question posed by Ste-
ven Milunovich, a Merrill Lynch
technology analyst who has repeat-
edly called on Hewlett to spin off its
printer business. Mr. Milunovich has
published reports asserting that a
spinoff would provide financial bene-
fits to shareholders.

Hewlett-Packard, with a market
capitalization of $63.7 billion, is a hy-
dra-headed behemoth that sells a diz-
zying array of products. That in-
cludes not only printers and personal
computers, but also computer sys-
tems that help corporations run their
data centers and consumer devices
like digital cameras. 

Computer printers accounted for
30 percent of Hewlett-Packard’s
sales last year but 80 percent of its

profit.
To Hewlett executives, its strong

presence in both the consumer and
business markets is a critical leg up
in competition with its many rivals,
including I.B.M. and Dell.

“Our corporate customers recog-
nize that our deep understanding of
the consumer side of things is criti-
cal to their business,” Shane V. Robi-
son, the company’s chief strategy
and technology officer, said last sum-
mer in an interview.

But Mr. Milunovich and other ana-
lysts say they believe that the printer
business is so profitable that spin-
ning it off as a free-standing compa-
ny would be good for investors. 

In a report Mr. Milunovich pub-
lished in June, just before the last
gathering of Hewlett analysts, he
wrote, “Here we tackle a topic Hew-
lett-Packard likely won’t talk about
at tomorrow’s analyst meeting but
should. We recommend that man-
agement break up the company with-
in the next few years.”

Mr. Milunovich has also written

that, alternatively, the company
should split off its consumer prod-
ucts from its business products. 

Until Tuesday, Ms. Fiorina reso-
lutely ignored such calls. 

The Associated Press quoted Ms.
Fiorina as saying that breaking the
company apart would incur “real
costs” and prove an enormous drain
on executives. 

Robert P. Wayman, the company’s
chief financial officer, said at the
same meeting that a breakup would
make no sense because the pieces
would be less efficient than the cur-
rent company. Companies save mon-
ey by sharing the costs of human re-
sources and other services. 

Indeed, Ms. Fiorina’s rationale for
the company’s acquisition of Com-
paq in 2002 was that both companies
would become more profitable be-
cause the economies of scale would
permit the combined company to cut
costs. 

A company spokeswoman con-
firmed what Ms. Fiorina said at the
meeting but would not elaborate.

Hewlett Chief
Says a Breakup
Was Discussed

Noah Berger/Bloomberg News

Carleton S. Fiorina, chief executive of Hewlett-Packard, made her first
public response yesterday to calls for splitting up the company.

By MATT RICHTEL

SANTA CLARA, Calif., Dec. 7 —
Cisco Systems, the maker of Internet
networking equipment, said on Tues-
day that it was on track to meet Wall
Street’s estimates for 13 percent
growth in revenue for fiscal 2005.

Dennis Powell, Cisco’s chief finan-
cial officer, speaking to a gathering
of several hundred analysts, said
that Cisco expected revenue to grow
annually on the higher end of the 10
percent to 15 percent range through
2008. Mr. Powell also said that he ex-
pected the company to experience
some downward pressure on its
gross margins over the next several
years. 

Industry analysts, gathered for an
annual conference with Cisco execu-
tives, expressed mild surprise at the
company’s willingness to announce
its revenue projections. For the last
several years, since the downturn in
the technology sector, the company
has declined to give year-end guid-
ance, citing murky economic condi-
tions.

Mr. Powell said that the company
was seeing greater optimism among
its customers and was responding to
numerous calls from investors seek-
ing more forward-looking projec-
tions.

Cisco had revenue of $22 billion in
fiscal 2004, a 17 percent increase
over fiscal 2003. Mr. Powell de-
scribed analysts’ estimates for 2005
performance as “reasonable.” The
company’s fiscal year ends on July
31.

By affirming Wall Street’s esti-
mates, industry analysts said, Cisco
may be trying to reassure investors,
particularly as the company faces in-
creasing competition and the possi-
bility of declining prices for routers
and other pieces of Internet equip-
ment. 

Analysts said that pressure could
come from competition from compa-
nies in Asia, and a move from Cisco
to get more of its revenue from sell-
ing new kinds of technology, like
equipment for Internet-based phone
services. 

One financial analyst, who insisted
that his name not be used, citing the
policy of his Wall Street firm, said
that he thought Cisco was giving
guidance now to try to reassure in-
vestors that Cisco should still be con-
sidered a growth company.

Mr. Powell prefaced his remarks
by noting that his comments should
be seen “not as a forecast, not a pre-
diction and not a guarantee.”

After talking at the analysts’ meet-
ing, he also said, “this is the first
time in several years we’ve focused
on something beyond the next quar-
ter.” He added, “The message we
wanted to give is Cisco is a company
of growth.”

Cisco Expects 
To Hit Estimate 
For Revenue 

DO NOT FORGET THE NEEDIEST!
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seas markets, management exper-
tise and technological skills. 

“This is an encouraging sign of the
increasingly sophisticated trans-Pa-
cific ties between the United States
and China,” said Timothy F. Bresna-
han, an economist at Stanford Uni-
versity. “Seeing the Chinese seeking
these kinds of economic links can
only be a good thing.”

The complex transaction is meant
to serve as a bridge between very
different companies from different
cultures, by seeking to ensure that
I.B.M. has a stake in the Chinese
company’s success. Whether in the
United States, in China or anywhere
else in the world, such a stake would
be in I.B.M.’s self-interest; a messy
exit from the personal computer in-
dustry could rankle corporate cus-
tomers, hurting I.B.M.’s other busi-
nesses, and tarnish its stellar brand
name. 

I.B.M. has agreed to hold onto its
stake in Lenovo for three years, the
companies said, with an option of ex-
tending it. I.B.M.’s financial commit-
ment to Lenovo could help open
doors for its efforts to win other busi-
ness in China.

The senior management of the
current I.B.M. personal computer
business will join the Chinese compa-
ny, led by Mr. Ward and Fran O’Sul-
livan, the general manager of
I.B.M.’s personal computer division. 

Besides management expertise,
Lenovo would be acquiring five-year
brand-licensing rights to a computer
business best known for its I.B.M.
Thinkpad notebooks, its sleek black
desktops and the product line’s dis-
tinctive tricolor I.B.M. logo. 

While Lenovo will have its head-
quarters in New York, the hub of the
I.B.M. PC business is in Raleigh,
N.C., where its design and develop-
ment operations are based. I.B.M.

employs about 10,000 people world-
wide in its PC business, although
fewer than a quarter of those work-
ers are in the United States. In fact,
40 percent already work in China. 

Under the agreement, I.B.M. will
continue to handle technical support,
financing and warranty coverage
globally for its former personal com-
puter division. Those tend to be
steady and profitable cash-generat-
ing businesses, even as the PC busi-
ness itself has been only intermit-
tently profitable for I.B.M. lately. 

It was I.B.M. that moved the per-
sonal computer industry from a hob-
byist market into the corporate and
consumer mainstream with its first
PC in 1981. But as the company lost
its PC market leadership to nimbler
players, the company has pulled
back its commitment to the business,
first by getting out of retail sales
and, in 2002, passing off its desktop
PC manufacturing to a Silicon Valley
contractor, Sanmina-SCI.

Today, I.B.M. is a distant third in
worldwide PC market share, behind
Dell and Hewlett-Packard. I.B.M.’s

personal computer sales are about
$10 billion a year, or about 11 percent
of its $89 billion in revenue, but it has
hovered between slight profits and
losses in recent years. 

In its hasty entry into the PC busi-
ness in the early 1980’s, I.B.M. made
what turned out to be a strategic mis-
take: it chose outside suppliers for
the crucial technologies of the micro-
processor and the software operat-
ing system, helping Intel and Micro-
soft become two of the most profit-
able companies in the world. 

For nearly a decade, executives
have debated dropping out of the per-
sonal computer business. Samuel J.
Palmisano, who became I.B.M.’s
chief executive in 2002, finally made
the move. He decided that the com-
pany’s management and investment
resources would be better used in its
other businesses like software and
services to help customers use infor-
mation technology to help automate
business tasks from product design
to procurement.

“The PC business is just not that
important anymore to I.B.M. stra-

tegically,” said A. M. Sacconaghi, an
analyst at Sanford C. Bernstein &
Company. “Palmisano has decided
to focus instead on businesses that
are more profitable for I.B.M. and
promise higher growth.”

In a statement, Mr. Palmisano
said the PC industry “continues to
take on the characteristics of the
home and consumer electronics in-
dustry which favors enormous econ-
omies of scale and a focus on individ-
ual users and buyers,” while I.B.M.
will focus more on the corporate
market.

Still, industry analysts say, it is not
clear that a business that was strug-
gling under I.B.M. will thrive under
Lenovo. Worldwide growth in PC
sales, according to Gartner, a re-
search firm, will slow to about 2 per-
cent a year from 2006 to 2008, less
than half the projected revenue gains
of 4.7 percent a year from 2003 to
2005. The number of PC makers, ana-
lysts say, will probably be winnowed
in the next few years.

“Lenovo aspires to become a ma-
jor international player and a recog-
nized brand, a company with the
ability to sell into multinational cor-
porations and be profitable,” said
Leslie Fiering, an analyst for Gart-
ner. “This deal improves its chances,
but the business is only going to get
tougher over the next few years.”

The personal computer industry,
like most technology businesses, is
not one in which low labor costs —
one of China’s advantages in compet-
ing with Western rivals — are much
of an edge. The big winner in the
business, Dell Computer, is mainly a
master of ultra-efficient manage-
ment of its suppliers, assembly and
distribution.

I.B.M.’s rivals said the Lenovo
purchase would create uncertainty
among customers and provide op-
portunity for them. “It’s hard to
think back on a successful large
merger in the computer industry,
and I don’t see this one being differ-
ent,” Michael S. Dell, chairman of
Dell Computer, said yesterday. “We
like to acquire our competitors one
customer at a time.”

I.B.M. Sale: Bridge Between Companies and Cultures
Continued From Page A1

Andrew Ross Sorkin, in New York,
and Gary Rivlin, in San Francisco,
contributed reporting for this article. 

Bruce R. Feeley for The New York Times

The senior management of the current I.B.M. personal computer busi-
ness, led by Stephen M. Ward Jr. and Fran O’Sullivan, will join Lenovo. 

TELECOMMUNICATIONS

CABLEVISION GAINS INTERNET PHONE SUBSCRIBERS Ca-
blevision Systems, the nation’s sixth-largest cable oper-
ator, said yesterday that it had signed up more than
250,000 Internet phone customers in the year since it in-
troduced the service. The company, which had not previ-
ously announced subscriber numbers, said it was signing
up about 1,000 new subscribers a day in the New York
metropolitan area. Ken Belson (NYT)
NEXTWAVE TO PAY SHAREHOLDERS $2.6 BILLION Next-

Wave Telecom will distribute at
least $2.62 billion to shareholders
as it scraps plans to become a
mobile phone carrier and focuses
on selling high-speed Internet ac-
cess. Stockholders will receive as
much as $7.20 a share, NextWave
said in a reorganization plan
filed late Monday night with
United States Bankruptcy Court

in White Plains. The shares rose 16 cents yesterday, to
$7.26, in over-the-counter trading. The chief executive,
Allen B. Salmasi, above, is taking the company private
and will begin providing Internet services in Las Vegas
and New York City. The plan is part of NextWave’s ef-
fort to end Chapter 11 bankruptcy, begun six years ago
when it could not pay for mobile phone licenses won in
government auctions. NextWave, which was allowed by
the Supreme Court to keep the licenses it won for $4.8 bil-
lion, returned some to the government and is selling the
rest for $5.38 billion to repay debts and give cash to
shareholders. (Bloomberg News)

SPRINT TO ENHANCE HIGH-SPEED INTERNET ACCESS The
Sprint Corporation, the nation’s third-largest provider of
cellphone service, said yesterday that it would spend up
to $3 billion over the next three years to enhance its net-
work to provide high-speed Internet access. Sprint joins
Verizon Wireless, among others, in offering the faster
service, which allows consumers to send and receive
e-mail, photos and other data at speeds rivaling those
available on desktop computers with broadband connec-
tions. Lucent Technologies, Motorola and Nortel Net-
works will install the equipment needed to run the serv-
ice, which will use a technology known as EV-DO, or evo-
lution data optimized. Sprint’s shares fell 21 cents, to
$22.84. Ken Belson (NYT)

HARDWARE

TEXAS INSTRUMENTS NARROWS FORECAST Texas Instru-
ments, the world’s largest maker of chips for cellphones,
said yesterday that it expected fourth-quarter revenue
and earnings per share at the midrange of its previous
estimates, as order trends remain soft. Texas Instru-
ments, based in Dallas, said it now expected revenue of
$3.02 billion to $3.14 billion, with earnings per share of 25
cents to 27 cents. It forecast revenue for the crucial
semiconductor unit of $2.68 billion to $2.78 billion. Ron
Slaymaker, vice president and investor relations man-
ager, said internal inventory would be down by the end of
the quarter, as the company starts production on fewer
wafers for new chips than it ships out during the period.
Inventory problems have plagued chip companies this
year, both in their own warehouses and in the distribu-
tion channel. (Reuters) 

T E C H N O L O G Y  B R I E F I N G

By GARY RIVLIN

SAN FRANCISCO, Dec. 7 — For at
least a year, Wall Street analysts
who follow Hewlett-Packard have
been calling on its chief executive,
Carleton S. Fiorina, to break up the
company. On Tuesday, Ms. Fiorina
acknowledged that on three occa-
sions the Hewlett board considered
doing just that, but each time the
board unanimously decided to keep
the company together. 

Ms. Fiorina’s admission came
while speaking in Boston at the com-
pany’s twice-a-year meeting for fi-
nancial analysts. She did not offer
any specifics about when those dis-
cussions took place or how diligently
the board explored the possibility.

Ms. Fiorina’s comments came in
response to a question posed by Ste-
ven Milunovich, a Merrill Lynch
technology analyst who has repeat-
edly called on Hewlett to spin off its
printer business. Mr. Milunovich has
published reports asserting that a
spinoff would provide financial bene-
fits to shareholders.

Hewlett-Packard, with a market
capitalization of $63.7 billion, is a hy-
dra-headed behemoth that sells a diz-
zying array of products. That in-
cludes not only printers and personal
computers, but also computer sys-
tems that help corporations run their
data centers and consumer devices
like digital cameras. 

Computer printers accounted for
30 percent of Hewlett-Packard’s
sales last year but 80 percent of its

profit.
To Hewlett executives, its strong

presence in both the consumer and
business markets is a critical leg up
in competition with its many rivals,
including I.B.M. and Dell.

“Our corporate customers recog-
nize that our deep understanding of
the consumer side of things is criti-
cal to their business,” Shane V. Robi-
son, the company’s chief strategy
and technology officer, said last sum-
mer in an interview.

But Mr. Milunovich and other ana-
lysts say they believe that the printer
business is so profitable that spin-
ning it off as a free-standing compa-
ny would be good for investors. 

In a report Mr. Milunovich pub-
lished in June, just before the last
gathering of Hewlett analysts, he
wrote, “Here we tackle a topic Hew-
lett-Packard likely won’t talk about
at tomorrow’s analyst meeting but
should. We recommend that man-
agement break up the company with-
in the next few years.”

Mr. Milunovich has also written

that, alternatively, the company
should split off its consumer prod-
ucts from its business products. 

Until Tuesday, Ms. Fiorina reso-
lutely ignored such calls. 

The Associated Press quoted Ms.
Fiorina as saying that breaking the
company apart would incur “real
costs” and prove an enormous drain
on executives. 

Robert P. Wayman, the company’s
chief financial officer, said at the
same meeting that a breakup would
make no sense because the pieces
would be less efficient than the cur-
rent company. Companies save mon-
ey by sharing the costs of human re-
sources and other services. 

Indeed, Ms. Fiorina’s rationale for
the company’s acquisition of Com-
paq in 2002 was that both companies
would become more profitable be-
cause the economies of scale would
permit the combined company to cut
costs. 

A company spokeswoman con-
firmed what Ms. Fiorina said at the
meeting but would not elaborate.

Hewlett Chief
Says a Breakup
Was Discussed

Noah Berger/Bloomberg News

Carleton S. Fiorina, chief executive of Hewlett-Packard, made her first
public response yesterday to calls for splitting up the company.

By MATT RICHTEL

SANTA CLARA, Calif., Dec. 7 —
Cisco Systems, the maker of Internet
networking equipment, said on Tues-
day that it was on track to meet Wall
Street’s estimates for 13 percent
growth in revenue for fiscal 2005.

Dennis Powell, Cisco’s chief finan-
cial officer, speaking to a gathering
of several hundred analysts, said
that Cisco expected revenue to grow
annually on the higher end of the 10
percent to 15 percent range through
2008. Mr. Powell also said that he ex-
pected the company to experience
some downward pressure on its
gross margins over the next several
years. 

Industry analysts, gathered for an
annual conference with Cisco execu-
tives, expressed mild surprise at the
company’s willingness to announce
its revenue projections. For the last
several years, since the downturn in
the technology sector, the company
has declined to give year-end guid-
ance, citing murky economic condi-
tions.

Mr. Powell said that the company
was seeing greater optimism among
its customers and was responding to
numerous calls from investors seek-
ing more forward-looking projec-
tions.

Cisco had revenue of $22 billion in
fiscal 2004, a 17 percent increase
over fiscal 2003. Mr. Powell de-
scribed analysts’ estimates for 2005
performance as “reasonable.” The
company’s fiscal year ends on July
31.

By affirming Wall Street’s esti-
mates, industry analysts said, Cisco
may be trying to reassure investors,
particularly as the company faces in-
creasing competition and the possi-
bility of declining prices for routers
and other pieces of Internet equip-
ment. 

Analysts said that pressure could
come from competition from compa-
nies in Asia, and a move from Cisco
to get more of its revenue from sell-
ing new kinds of technology, like
equipment for Internet-based phone
services. 

One financial analyst, who insisted
that his name not be used, citing the
policy of his Wall Street firm, said
that he thought Cisco was giving
guidance now to try to reassure in-
vestors that Cisco should still be con-
sidered a growth company.

Mr. Powell prefaced his remarks
by noting that his comments should
be seen “not as a forecast, not a pre-
diction and not a guarantee.”

After talking at the analysts’ meet-
ing, he also said, “this is the first
time in several years we’ve focused
on something beyond the next quar-
ter.” He added, “The message we
wanted to give is Cisco is a company
of growth.”

Cisco Expects 
To Hit Estimate 
For Revenue 

DO NOT FORGET THE NEEDIEST!
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a global enterprise, with I.B.M. contribut-
ing technology, management, marketing
and distribution.

The idea, Mr. Palmisano explained,
would be to build a modern and truly inter-
national Chinese-owned corporation. The
move, he added, would demonstrate Chi-
na’s desire to take that next step toward
economic maturity by investing abroad in-
stead of merely serving as a manufactur-
ing hub for the rest of the world.

The senior Chinese government official,
Mr. Palmisano recalled, responded, “That
is the future model for where we see China
headed.” 

Permission was granted.
Inside I.B.M., the issue of whether to stay

in the personal computer business has been
debated for a decade. But the road to the
Lenovo deal, according to I.B.M. execu-
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By STEVE LOHR

In July 2003, Samuel J. Palmisano, the
chief executive of I.B.M., traveled to Bei-
jing to explore the sale of the company’s
personal computer business. But he did not
start by making the usual visit with execu-
tives of I.B.M.’s preferred partner, Lenovo,
China’s largest personal computer maker.

Instead, Mr. Palmisano first engaged in
a bit of old-fashioned courtship. Before for-
mally approaching Lenovo, he sought per-
mission from the parents, by meeting pri-
vately with a senior Chinese government
official in charge of economic and technol-
ogy policy.

I.B.M. was not merely looking to sell its
PC business, Mr. Palmisano told the offi-
cial, but had bigger aspirations of creating
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tives, began in 2000, shortly after Mr. Pal-
misano became the company’s president
and chief operating officer. He ordered an
extensive review of the PC business and
decided to stop selling I.B.M. PC’s through
retail stores. 

At about that time, I.B.M. approached
Lenovo for the first time, according to a
person close to Lenovo, seeking to sell its
PC business for $3 billion to $4 billion. At
the time, I.B.M. had let its investment
bankers know that if an attractive offer
came up for the PC business, it would cer-
tainly consider a sale. But I.B.M. execu-
tives say that any discussion in 2000 was
probably a prospecting overture by an out-
side adviser representing the company. 

In May 2002, Mr. Palmisano directed 

Continued on Page 6
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Taiwan Semiconductor Manufacturing

For Taiwan, Another Threat
Taiwan, which prides itself on being the
“silicon island” of East Asia, was caught
off guard by the Lenovo deal. Page C7.
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John Joyce, then I.B.M.’s chief finan-
cial officer, to meet with Lenovo’s
senior management to sound out the
company’s interest in establishing a
business relationship. Lenovo, ac-
cording to I.B.M. executives, was
clearly intrigued and had long been
exploring ways to increase its inter-
national presence.

More than a year later, at the
meeting in Beijing, the government
official told Mr. Palmisano that a few
years earlier the Chinese authorities
would have been involved in such
talks. But times had changed, the of-
ficial said, and Lenovo and I.B.M.
could negotiate by themselves.

By October 2003, I.B.M. resumed
discussions with Lenovo. In March
2004, Mr. Palmisano went to Beijing
to meet with Lenovo’s founder, Liu
Chuanzhi, as well as the president,
Yang Yuanqing, and the chief finan-
cial officer, Mary Ma. That was
when Mr. Palmisano described the
full dimensions of what he had in
mind. “I put it all on the table,” he
said.

Lenovo was definitely interested,
though any such deal would be com-
plicated. Many of the essential ele-
ments of the deal were hammered
out over eight days in June, in a hotel
near Raleigh, N.C., where I.B.M.’s
PC business is based. The principal
negotiators included Mr. Joyce, who
now heads I.B.M.’s services busi-
ness, Stephen M. Ward Jr., an I.B.M.
executive who will become chief ex-
ecutive of the Lenovo PC business,

Reinventing I.B.M.

Revenue breakdown, figures in billions

I.B.M.’s decision to sell its PC business last week was another 
in a series of steps it has taken in recent years to transform 
itself from a company that mostly sells hardware and software 
to one whose main function is selling its expertise.
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David Barboza contributed report-
ing from Beijing for this article.
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Revenue breakdown, figures in billions

I.B.M.’s decision to sell its PC business last week was another 
in a series of steps it has taken in recent years to transform 
itself from a company that mostly sells hardware and software 
to one whose main function is selling its expertise.
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Lenovo’s chairman, Liu Chuanzhi, left, and John Joyce, the head of
IBM Global Services, exchanging congratulations in Beijing last week.
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and Mr. Yang.
There were other interested bid-

ders, including one from an Ameri-
can buyout firm whose offer re-
mained on the table until the end.
And the Lenovo deal could have fall-
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en apart. But apparently the Chinese
option was the only one seriously
pursued by I.B.M. 

“There were simpler transactions
we could have done,” Mr. Palmisano
said, adding, “What we wanted was
not a divestiture, but this strategic
relationship with Lenovo and China.”

The sale of I.B.M.’s personal com-
puter business to Lenovo for $1.75 bil-
lion, announced last Tuesday, is “a
three-dimensional deal,” according
to Mr. Palmisano. The sale provides
I.B.M. with a path to leave a business
that is large but not profitable. It is
also the latest step in I.B.M.’s shift
toward services, software and spe-
cialized hardware technology from
mainframes to microprocessors for
computer game consoles, all of
which promise higher profits than
the fiercely competitive PC business.

Yet the most intriguing, and poten-
tially most important, dimension of
the deal for the company is that it is
I.B.M.’s China card. The new Lenovo,
folding in the I.B.M. personal com-
puter business, will be China’s fifth-
largest company, with $12.5 billion in
sales in 2003, and the Chinese govern-
ment will remain a big shareholder.
I.B.M. stands eager and ready to help
China with its industrial policy of
moving up the economic ladder by
building the high-technology engine
rooms to power modern corporations
and government institutions, with
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I.B.M. services and software.
The deal is not expected to face

any regulatory hurdles. Although
there is a requirement, dating back
to the era of the cold war, for review
of possible national security implica-
tions, officials in Washington told
I.B.M. executives in advance of the
announcement that clearing it would
not be a problem.

The pact could give I.B.M. “an ex-
tremely important leg up in China,”
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Laura Conigliaro, an analyst with
Goldman, Sachs, whose investment
banking arm advised Lenovo, wrote
in a report last week. “Ultimately,
this is the single most valuable bene-
fit to I.B.M. from this transaction.”

The payoff for I.B.M., if any, will
come gradually. The Lenovo deal, in
which I.B.M. will take an 18.9 percent
stake in the Chinese company, is a
sign of I.B.M.’s commitment to Chi-
na. I.B.M. is placing 10,000 of its em-
ployees, its brand for five years and
some its prestige in Lenovo’s hands.
There is a lot more at stake than the
$1.25 billion in cash and stock Lenovo
is paying, and $500 million in debt ob-
ligations it will assume.

In China, I.B.M. is using a varia-
tion of the globalization formula that
has worked well for it in Japan, Eu-
rope and elsewhere. I.B.M. patiently
nurtures close ties with the govern-
ment and becomes a premier em-
ployer and a stellar corporate citizen
— so much so that it is eventually re-
garded more like a local company
than an outsider.

“We don’t have any special deal
with the Chinese government or any
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other government really,” Mr. Pal-
misano explained last week at I.B.M.
headquarters. “It’s a much more
subtle, more sophisticated approach.
It is that if you become ingrained in
their agenda and become truly local
and help them advance, then your op-
portunities are enlarged.

“You become part of their strat-
egy,” he added.

I.B.M. is no newcomer to China. It
set up a business there 20 years ago,
and there are now 4,200 I.B.M. em-
ployees in China. In 1995, the compa-
ny opened a research laboratory,
which now employs 150 Chinese sci-
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entists. Five years ago, I.B.M. estab-
lished a Chinese software develop-
ment lab, which today has 500 engi-
neers working on Linux projects
alone. (I.B.M. is the leading corpo-
rate supporter of Linux, a free oper-
ating system that is an alternative to
Microsoft Windows.)

With the Lenovo deal, I.B.M. is
forging closer links with China.
While there were other offers for its
PC business, Mr. Palmisano pushed
for this deal — more a bridge to an-
other economy than a simple sell-off.

Mr. Palmisano, 53, who became
chief executive in 2002, is the leader
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of a generation of executives
groomed to run a corporation that is
based in the United States but gets
the majority of its revenue abroad,
as I.B.M. does today. Traveling ex-
tensively is part of the regimen, but
so are stints of living abroad.

Mr. Palmisano managed I.B.M.’s
large business in Japan in the early
1990’s. He traveled extensively in
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Asia, including China, and he contin-
ues to do so as chief executive. He
makes three or four trips a year to
China on business, and last summer
he traveled there with his four chil-
dren. “It was so they could get a feel
for the Chinese culture and what’s
going on there,” he said. “China is go-
ing to be such a huge influence in the
world in their lives.” 

I.B.M.’s departure from the per-
sonal computer industry, Mr. Palmi-
sano insisted, does not mean that the
PC business is a bad one. But it does
signal that it is no longer crucial to
I.B.M.’s strategy of emphasizing
services, software and server com-
puters for corporate customers.

In an e-mail message to employees
last week, Mr. Palmisano explained
how the company’s strategy and the
PC business had parted ways. Today,
there are two ways to create long-
term value for customers and share-
holders in the information technol-
ogy industry, he wrote: “Invest heav-
ily in R.& D. and be the high-value in-
novation provider for enterprises, or
differentiate by leveraging vast
economies of scale, high volumes
and price.”

I.B.M. is clearly choosing the first
path, and has made a judgment that
the PC business is inevitably on the
second path. 
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K. M. Cannon/Bloomberg News

Samuel J. Palmisano, above, pur-
sued a sort of personal diplomacy
with Chinese officials on I.B.M.’s
behalf. Right, Stephen M. Ward
Jr., an I.B.M. executive who will
lead the Lenovo PC business, with
Fran O’Sullivan, general manager
of I.B.M.’s personal systems group.

Bruce R. Feeley for The New York Times
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Fast Forward
Consumer spending 
on DVD’s has risen 
sharply since the 
DVD player was first 
introduced in 1997.

The New York TimesSource: Adams Media Research

0

5

10

15

billion
$20

’04’03’02’01’00’99’98’97

Projected

DVD RENTALS

DVD SALES

TODAY
Retail Sales

November figures due 
at 8:30 a.m. Eastern time.

Expected: –0.1%

+2%
+1

–1
–2

0

J J A OM S

C M Y
ID NAME: Nxxx,2004-12-13,C,007,Bs-4C,E1 YELO MAG CYAN 3 7 15 25 50 75 85 93 97

Taiwan Watches Its Economy Slip to China

Source: Taiwan Directorate General of Customs
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By KEITH BRADSHER

TAIPEI, Taiwan, Dec. 12 — When
the Lenovo Group Ltd. of China
agreed last week to buy I.B.M.’s per-
sonal computer division in exchange
for cash and a large block of Lenovo
stock, it was an even greater shock
for people in Taiwan than those in the
United States.

Taiwan prides itself on being the
“silicon island” of East Asia; after
all, the place has nurtured some of
the world’s largest manufacturers of
computer chips, laptop computers
and notebook computers. But busi-
nesses in Taiwan have been slow to
establish brands known to retail cus-
tomers. And now, with I.B.M.’s pow-
erful PC brand slipping into the
mainland’s hands, those companies
may soon find it even harder to
trump their mainland counterparts
and move beyond their role as low-
cost producers.

“You look at China, how fast it’s
moving, it’s incredible,” said Frank
Huang, chairman of the Powerchip
Semiconductor Corporation, Tai-
wan’s third-largest computer chip
maker. “Nobody knows if it will work
for Lenovo, but at least they have the
guts to try.”

A big advantage that Lenovo and
other Chinese companies have over
companies in Taiwan these days is
that many corporations and invest-
ors want their stock: China has be-
come one of the hottest investment
plays in the world, despite the poor
performance in recent years of Chi-
nese stock markets and poor corpo-
rate governance at many Chinese
companies, as shown most recently
by the loss of $550 million in deriva-
tives transactions by the China Avia-
tion Oil (Singapore) Corporation. 

But voters in Taiwan may have
raised the appeal of their island as a
place to do business. In legislative
elections on Saturday, they unex-
pectedly preserved the thin majority
of lawmakers opposed to repeated
moves by President Chen Shui-bian
to increase Taiwan’s political inde-

Source: Taiwan Directorate General of Customs
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pendence from mainland China —
steps that Beijing has labeled as pro-
vocative and has said could possibly
lead to war.

The most ardently pro-Beijing and
anti-Beijing political parties fared
worst of all, as voters tended to sup-
port more moderate candidates and
parties on both sides of the independ-
ence issue — those who had taken
more pragmatic positions in favor of
preserving the status quo with Bei-
jing, and in some cases had taken an
interest in the economy instead of
concentrating solely on ideological
differences.

Voters “are in favor of a concilia-
tory, stabilizing approach by both
sides so that both sides can create a
better, more competitive economy
for Taiwan,” said Andrew Yang, the
secretary general of the Chinese
Council of Advanced Policy Studies,
a nonprofit research group here.
“That truly will encourage more in-
vestment.”

Over the years, as many politi-
cians here focused on the emergence
of an identity for Taiwan distinct

Source: Taiwan Directorate General of Customs
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from that of China, the economy be-
came ever more closely intertwined
with that of the mainland.

After decades of relying mainly on
the American market to lift its 23
million people out of poverty, Taiwan
now finds itself exporting twice as
much to China as to the United
States. Foreign direct investment in
Taiwan has dropped by more than
half in the last five years; the figure
is now less than a fifteenth of the tid-
al wave of money pouring into new
factories, office buildings, shopping

Source: Taiwan Directorate General of Customs
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malls and other projects in China.
Overseas money managers do invest
substantial sums in Taiwan’s stock

market, however, partly to match its
weighting in global stock market av-
erages.

Close to a million people from Tai-
wan have moved to the mainland,
most of them highly skilled manag-
ers and workers from ages 30 to 50 ,
in a brain drain so great that both
multinational companies and those
based in Taiwan struggle to find
qualified employees here.

“We now are faced with a shortage
of skilled labor — in the past, we
were known for an endless supply of
skilled labor,” said Hu Sheng-cheng,
the chairman of Taiwan’s powerful
Council for Economic Planning and
Development.

Economic dependence on the
mainland may someday limit Tai-
wan’s political options, but it has also
produced considerable gains lately.
Powered by exports, Taiwan’s econ-
omy has been growing briskly for
more than two years, interrupted
only by a short, sharp drop in the
spring of last year because of an out-
break of severe acute respiratory
syndrome, or SARS. Unemployment

Source: Taiwan Directorate General of Customs
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has fallen steadily for the last two
years, to 4.3 percent in October.

To keep that expansion going, busi-
ness leaders here say they will need
better trade and transportation links
with the mainland. The ruling Demo-
cratic Progressive Party says that it
can negotiate direct flights and di-
rect cargo shipments.

Yet while candidates for the legis-
lature have been mostly silent on
economic issues, senior policy mak-
ers in the administration of Presi-
dent Chen have been quietly remov-
ing some trade barriers. They have
been doing this partly to comply with
Taiwan’s admission to the World
Trade Organization three years ago
and partly to attract foreign invest-
ors who want to maintain business
networks spanning all of Asia.

Taiwan passed a new and more
stringent copyright law this sum-
mer, delighting foreign recording
and publishing companies, and it is
close to adopting a law protecting
pharmaceutical trade secrets —
legislation sought by Merck and oth-
er pharmaceutical companies. Tai-
wan’s police have been cracking
down on counterfeits; they have

Source: Taiwan Directorate General of Customs
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helped Gillette, for example, control
an inflow of counterfeit Duracell bat-
teries from the mainland.

While computer and semiconduc-
tor companies have moved many
manufacturing operations to the
mainland and have set up substantial
research labs there, cutting-edge re-
search still tends to be done here and
in the United States, said Betty Lin,
the Taiwan research manager for
IDC, a big information technology
consulting company.

Domestic companies, multination-
als and the rest of the business com-
munity here have been united in de-
manding closer business links to Chi-
na and an end to lingering protection-
ism toward many goods from the
mainland. Working through the
American Chamber of Commerce
here, General Motors has been lob-
bying for an end to Taiwan’s restric-
tions on imported Chinese auto parts,
and Mars has sought to bring in
mainland chocolate.

Taiwan currently has import lim-
its on mainland goods in 15 percent of
the categories of industrial goods
and 35 percent of the food and agri-
cultural categories. But it is review-
ing these restrictions and gradually
removing some of them, said Huang
Chih-peng, Taiwan’s director gen-
eral of foreign trade.

As factories have moved to the
mainland and been replaced by hos-
pitals, banks, insurers and other
service industries, income inequality
has risen in what had been one of
Asia’s most egalitarian societies af-
ter the land reform that followed
World War II. The ratio of average
incomes in the top 20 percent of the
income distribution to the bottom 20
percent has climbed to 6.07 to 1 this
year, after hovering at 3 to 1 or 4 to 1
for many years.

Retirees and people with limited
skills in an increasingly high-technol-
ogy economy have been hurt the
most, despite the recent economic
gains. “In the past five years,” said
Wu Chong-shia, a 74-year-old retired
engineer, “Taiwan’s economy has
been going downhill.”

Source: Taiwan Directorate General of Customs
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Taiwan Semiconductor Manufacturing Company

A worker inspects a silicon wafer at a factory in Taiwan. Plants like this have been moving to the mainland. 

Source: Taiwan Directorate General of Customs
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Remember When?
Some children unwrapping presents today 
will find Disney Princesses or VideoNow 
Players, two of this year’s hot-selling toys. 
Music lovers may be giving or receiving 
copies of “Confessions,” Usher’s top-selling 
album. And families may slip copies of “Shrek 
2,” this year’s most popular movie, into DVD 
players to watch the movie again. As popular 
as these things are, will they still be as 
popular in 10 and 20 years? Here are top-
selling toys, albums and movies from 10 and 
20 years ago. How well did they hold up?
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B U S I N E S S

By DAVID BARBOZA

BEIJING — Inside the shimmering headquarters of the Leno-
vo Group, China’s largest computer maker, workers are carting
birthday cakes over to three office cubicles.

These days, every employee here gets a birthday gift, some-
thing a multinational company might be expected to do in this age
of feel-good corporate management. 

The problem is that people in China do not traditionally cele-
brate birthdays. 

But that is changing. And so is Lenovo. It is trying to become a
global company with its purchase of I.B.M’s personal computer
business for $1.75 billion, and handing out birthday cakes is just
part of the process of evolving into a multinational corporation.

To further globalize the company, however, Lenovo will do
something even bolder: it will move its headquarters to Armonk,
N.Y., where I.B.M. is based, and essentially hand over manage-
ment of what will become the world’s third-largest computer mak-
er, after Dell and Hewlett-Packard, to a group of senior I.B.M. ex-
ecutives.

American multinational companies outsource manufacturing
to China. Why can’t a Chinese company outsource management to
the United States?

Executives at Lenovo — which gets about 98 percent of its $3
billion in revenue from China — are, in effect, acknowledging that
they do not have the necessary global experience to run the new
company.

“The most valuable asset we have acquired through I.B.M.’s
PC business is its world-class management team and their exten-
sive international experience,” says Liu Chuanzhi, chairman of
Lenovo and one of the company’s founders.

Indeed, few executives at Lenovo seem disappointed by the
move. In fact, many seem pleased to be buying into a blue-chip
American corporation. 

After all, Lenovo — formerly known as Legend — may be the
biggest computer maker in China, but the company is still virtually
unknown outside of Asia.

And top executives at Lenovo say they are eager to learn how
to run a global company from their new colleagues at the PC unit of

Outsourcing to the U.S. 
Chinese Buyer of PC Unit Is Moving to I.B.M.’s Hometown 

Reuters

A customer in Shanghai checks the price of a Lenovo computer. Lenovo has purchased the personal computer unit of I.B.M.

Continued on Page 2
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COMPANY NAMES

I.B.M., which operates in more than
150 countries and had $9 billion in
revenue in 2003. 

Preparations are already under
way in Beijing. For the last few
months, all vice presidents have
been required to study English for at
least one hour a day. The chairman
says he has read books about Bill
Gates and Andrew Grove. And the
chief executive of Lenovo has agreed
to give up day-to-day management of
the company to assume the role of
chairman.

His task will be to fly back and
forth from Beijing to New York to
consult with Lenovo’s newly named
chief executive, Stephen M. Ward Jr.,
the senior vice president and general
manager of I.B.M.’s Personal Sys-
tems Group.

Many analysts were surprised by

Lenovo’s decision to outsource its
management to New York.

“I admire what Lenovo is doing,”
said Joe Zhang, a UBS analyst who
follows Lenovo. “Many Lenovo exec-
utives have decided to do this at the
expense of their careers. They’re
putting personal ego behind for the
greater good of the company.”

People involved in the negotiations
with I.B.M. said that Lenovo officials
saw no other choice. They recognized
that Lenovo could not simply take
over a much bigger I.B.M. PC unit
and run it from Beijing.

That is why a major theme of the
talks was how to keep business as
usual after the deal was completed,
those people say.

While I.B.M. is full of M.B.A.’s,
Lenovo — which is still partly gov-
ernment owned — has only two
members of the senior management
team with an M.B.A. And none of the
top executives have ever worked for
a multinational corporation.

But analysts also say that Lenovo
is no pushover. The company is con-
sidered one of China’s most success-
ful corporations. For years, for ex-
ample, Lenovo’s brand has outsold
Dell, Hewlett-Packard and I.B.M.
computers in China.

And even though it began as a
state-owned enterprise, Lenovo has
always been entrepreneurial, ana-

lysts say. It was one of the first com-
panies here to list its shares in Hong
Kong. It was among the first to re-
ward its employees with stock op-
tions, which have turned some of its
top executives into millionaires.

The company’s identity was
shaped, in part, by its visionary
chairman, Mr. Liu, who in 1984
helped found Lenovo with a group of
scientists from the Chinese Academy
of Sciences.

Early on, it was the hard-charging
Mr. Liu who persuaded the Chinese
government to give the company
greater control over its hiring and
salary decisions, allowing the state-
owned company to raise capital from
outside investors and essentially op-
erate like a private company.

Later, Mr. Liu won government
approval to list the company’s stock
in Hong Kong and for Lenovo to start
producing its own computers, rather
than simply marketing Western
brands.

By 1997, with its own brand of low-
cost Chinese-character-friendly
computers, Lenovo was suddenly
China’s biggest computer maker.

Mr. Liu, a military academy grad-
uate who suffered through China’s
brutal Cultural Revolution, said he
often ran the company with an iron
fist, scolding workers who showed up
late for meetings and pushing scien-
tists and executives to deliver on
their promises.

“All the people were scientists in
those days,” Mr. Liu recalled. “They
were very casual. They’d always be
late for meetings and they’d make
their promises. So we decided that if
anyone was late they’d stand up for
one minute.”

Along the way, Mr. Liu also
groomed a cadre of loyal and fierce
executives, including Yang Yuanq-
ing, 42, who is now the company’s
chief executive, and Mary Ma, 52,
Lenovo’s highly respected chief fi-
nancial officer.

But just how the new company’s
management will take shape in Bei-
jing and New York is still unclear.

Though he will step down after the
merger, Mr. Liu, 60, will continue to
serve as a member of the board.

Mr. Yang, a serious-minded execu-
tive who helped fire up the compa-
ny’s sales force, will become chair-
man. Ms. Ma, who led the talks to ac-
quire I.B.M.’s PC unit, is expected to
remain as chief financial officer.

Lenovo’s challenge will be to meld
radically different corporate cul-
tures.

“Neither culture should be the de
facto culture,” said Martin Gilliland,
an analyst at Gartner Research.
“They have to start a new one. Can
they develop a new Lenovo business
culture? That’s one of the keys to
success.”

In recent years, Lenovo officials
say the company’s corporate culture
has evolved from what some compa-
ny officials called the “semimilitary”
culture that prevailed in the early
days, to a more easy-going and hip
high-tech culture.

These days, Lenovo’s new corpo-
rate headquarters in Beijing’s “Sili-
con Suburb” is teaming with young
20- and 30-somethings, casually
dressed, chattering into mobile
phones and looking confident.

The halls are decked with employ-
ee recognition plaques, business
school theorems and New Age philos-
ophy: “Happiness,” reads one work-
place poster. “Work hard and live
art,” reads another.

Newcomers to Lenovo are even
trained in the same kind of team-
work programs that can be found at
American business schools, right
down to the leaps of faith — the back-
ward falling employee who is caught
by a team of supportive co-workers.

And for those who need a jolt, each
morning at 8:30 the Lenovo theme
song is broadcast on loudspeakers
throughout the headquarters, urging
workers to guide the corporate ship
through perilous waters.

“Lenovo, Lenovo, Lenovo,” one line
goes, “we are sailing through the
waves to lands far away. Lenovo,
Lenovo, Lenovo. We are building a
new splendor.”

Lenovo is also seeking the best out-
side advice it can get, hiring a client

roster that includes Goldman,
Sachs; McKinsey & Company, the
consulting firm; Weil, Gotshal &
Manges, the New York law firm; and
Ogilvy, the public relations firm.

And the new language for the com-
pany is English, company officials
say.

Lenovo officials say they are
studying American business history,
and the chief executive lists The Har-
vard Business Review as part of his
regular reading.

In fact, like other computer and
software giants, Lenovo is even fan-
ning its own myths. In 1984, the com-
pany was formed in a small, con-
crete security guard’s booth that be-
came its first laboratory and head-
quarters.

The booth — part of the Chinese
Academy of Sciences — was torn
down in 2001 to make way for a new
building. But it was soon rebuilt and
now sits like an empty artifact along-
side the headquarters of Lenovo’s
parent company, Legend Holdings.

Critics now worry that Lenovo
must find a way to preserve I.B.M.’s
traditions in a PC industry of in-
creasing competition and commod-
ity manufacturing. 

But Mr. Yang, Lenovo’s current
chief executive, says not to worry.

"We are going to stick to the princi-
ples of I.B.M. as a high-premium,
high-value image, “ he said. “We’re
not going to make any compromises
on this."

Chinese Buyer of PC Unit
Is Moving to I.B.M.’s Town 

Miranda Mimi Kuo for The New York Times

Liu Chuanzhi, chairman of Lenovo and one of its founders, said that ac-
quiring the international business skills of I.B.M. managers was one of
the big attractions of the deal for the personal computer division. 

Continued From First Business Page

A new work agenda:
studying English and
handing out birthday
cakes.

a patent on an aspect of the process,
but “even that arcane feature may
be something that has been done be-
fore,” he said. “Patent officers aren’t
necessarily experts. Almost certain-
ly, if they were aware of this, they
wouldn’t allow someone to get a pat-
ent on it.”

A new check processing law,
known as Check 21, raised the hopes
of DataTreasury and other such pat-
ent holders because it gave banks
broader permission to shred paper
checks and keep electronic images of
them. The law took effect in late Oc-
tober.

DataTreasury is clearly hoping for
a bonanza. According to court docu-
ments, one of the two law firms origi-
nally hired to file the lawsuits is
working for a contingency fee of 40
percent, with a cap that was raised
from $100 million to $225 million.

So far, two companies have paid
DataTreasury to settle: Affiliated
Computer Services, one of the na-
tion’s biggest information technol-
ogy suppliers; and the RDM Corpo-
ration, a small Canadian company
that sells hardware and software for
payment processing. 

“It was a nuisance lawsuit to us,
and it was the most efficient decision
to settle it for a minimal amount,”
said Lesley Pool, a spokeswoman for
Affiliated Computer. She would not
say the amount, but an article in The

Dallas Business Journal, which
DataTreasury has linked to its Web
site, said it was $50,000. 

As for RDM, DataTreasury issued
a news release saying that the Cana-
dian company would pay a fee for
each check imaging terminal it de-
ploys and “a per-click royalty for
storage of electronic documents and
check information, calculated at
around a 50 percent royalty rate.”

Before Affiliated Computer set-
tled, it did answer the lawsuit in
court, calling DataTreasury’s pat-
ents invalid and unenforceable. In
papers filed in the United States Dis-
trict Court for the Eastern District of

Texas, Affiliated Computer accused
DataTreasury of deceiving the Pat-
ent and Trademark Office by with-
holding background materials that
would have shown that its ideas were
not new.

DataTreasury, for its part, said in
court filings that the two patents
were the brainchild of its founder, an
inventor named Claudio Ballard. The
filings are silent on Mr. Ballard’s
professional credentials and back-

ground, but they do assert that he
met at least once with people from
J. P. Morgan Chase and that they ap-
propriated his ideas. 

The list of DataTreasury’s defend-
ants appears somewhat random, giv-
en that all major banks engage in
check imaging and archiving, and
that myriad companies handle credit
card transactions. Among them are
Viewpointe Archive Services, a com-
pany set up by some major banks
and I.B.M. to store and retrieve digi-
tal images of checks for large banks;
Ingenico, a French manufacturer of
payment card terminals; and
SVPCO, the check and electronic
clearing service division of the
Clearing House Payments Company. 

To be sure, financial services com-
panies routinely sue one another
over patent infringement, and com-
panies like I.B.M. and Citigroup hold
multiple patents and collect huge li-
censing fees. The difference is that
those companies run patent licensing
operations as part of a business and
sometimes waive fees if they think it
will build a deeper relationship with
a customer, patent experts said. For
a company like DataTreasury, these
experts said, the point seems to be to
walk away with as much money as
possible.

(DataTreasury does have at least
one processing client: Signature
Bank, a New York subsidiary of
Bank Hapoalim of Israel, said that it
used DataTreasury on a limited ba-
sis to store check images and let cli-
ents retrieve them.)

The DataTreasury suits have cast
an unusually wide net. Zions Bancor-
poration, for example, whose NetDe-
posit subsidiary sells electronic
check processing technology, has in-
tervened on behalf of Electronic
Data Systems, saying that it and not
DataTreasury developed the system
that E.D.S. uses.

“The idea of electronic check pro-
cessing is quite old, and there’s a
great deal of prior art associated
with the patent,” said John J. Feld-
haus, a lawyer representing Zions,
referring to the background material
that patent examiners use to deter-
mine if an idea is new. 

But because juries are not sympa-
thetic to big corporations, it is easy
for a company like DataTreasury to
come across as a David battling a
Goliath, said Mr. Bednarek, the law-
yer and former patent examiner.
“Banks are inviting targets, because
they have a lot of money and they
can make settlements that are with-
in their noise level that it would be
impossible for other groups to do,” he
said. DataTreasury is represented
by Nix, Patterson & Roach of Dain-
gerfield, Tex., a plaintiff’s law firm
best known for the $17 billion award
it won for the state of Texas in tobac-
co litigation.

Several success stories may have
inspired copycats. In banking, the
most prominent example of a patent
holder who made a business out of
securing licensing fees is Ronald A.
Katz, who is expected to have earned
$2 billion in fees by 2009, when some
of his 52 patents expire. Among the
companies that have paid him royal-
ties are Bank of America, Microsoft,
Hewlett-Packard and Wells Fargo. 

Other patent holders are just start-
ing to take to the courts. LML Pay-
ments Systems, a small check pro-
cessor in Vancouver, British Colum-
bia, announced in late October that it
had secured a 2006 trial date for a
patent infringement lawsuit against
four companies, including the Tele-
Check division of First Data and the
Nova Information Systems division
of U.S. Bancorp.

The number of patent lawsuits re-
lated to payment processing is ex-
pected to grow rather than shrink,
and industry executives say there
will be a collective toll. As more pat-
ent holders step forward to exact
fees, “it’s like a death by a thousand
cuts,” said Octavio Marenzi, who
leads a technology consulting firm
that caters to banks. “Financial insti-
tutions are just going to get sued
more and more.”

Two Patents Lead to Numerous Lawsuits Aimed at Banks 
Continued From First Business Page

A payment processing
system is guarded with
zeal and lawyers.

HINSDALE, Ill., Dec. 24 (AP) —
The accounting firm Ernst & Young
has agreed to pay $125 million to the
Federal Deposit Insurance Corpora-
tion over the collapse of a suburban
Chicago bank three years ago, the
F.D.I.C. announced Friday.

The failure of Superior Bank,
based in Hinsdale, cost the F.D.I.C.
about $700 million, making it one of
the largest federally insured finan-
cial institutions to fail in a decade.

Investigators for the Treasury De-
partment, the F.D.I.C. and Congress
blamed the risky business strategies
of Superior’s management for the
collapse, but they also cited failures
on the part of Superior’s outside au-
diting firm, Ernst & Young. The
F.D.I.C. accused the firm of negli-
gence and concealing the bank’s true
financial conditions.

Under the agreement announced
Friday, Ernst & Young did not admit
any liability.

A spokesman for Ernst & Young,
Charles Perkins, said the firm had
already made changes to its auditing
practices, including adding more
technical resources and increasing
its requirements for training and ex-
perience.

“Our decision to reach these settle-
ments,” Mr. Perkins said, “under-

scores our commitment to work co-
operatively with regulators and to
ensure that we have the strongest
policies and procedures to serve our
clients and the public interest.” 

The Ernst & Young agreement in-
volved two settlements: one for $40
million with the F.D.I.C. and another
for $85 million involving enforce-
ment claims by the Treasury’s Of-
fice of Thrift Supervision, which
closed Superior on July 27, 2001. The
F.D.I.C. said that it would receive
both amounts.

“We still expect to lose money be-
cause of this failure, but this will go a
long way in recouping as much as
possible,” an F.D.I.C. spokesman,
David Barr. He said some of the set-
tlement would eventually reach unin-
sured depositors who lost money in
Superior’s collapse.

Superior Bank claimed about $2.3
billion in assets at the time and was
owned by the multibillionaire Pritzk-
er family and a New York developer.

The Pritzkers agreed to a $460 mil-
lion voluntary settlement in 2001 that
barred government action against
the owners. The owners admitted no
liability. So far, the Pritzkers have
paid about $175 million under the set-
tlement’s payment schedule, Mr.
Barr said.

Ernst & Young to Pay U.S.
Over Bank Collapse in ’01

BURBANK, Calif., Dec. 24 (AP) —
The Walt Disney Company has re-
vamped its executive compensation
policy, requiring top officers to own
and hold more stock and tying stock
awards to the performance of the
company’s share price.

The new policy is in addition to oth-
er compensation changes the board
made in September to Disney’s bo-
nus plan, tying executive bonuses
more closely to the company’s finan-
cial performance. The plan also re-
duces the amount of options granted
to executives, shifting the majority
of grants to restricted stock.

The changes come as Disney plans
to replace its longtime chief execu-
tive, Michael D. Eisner, who has said
he will retire when his contract ex-
pires in 2006. The company said it ex-

pected to name a successor by June.
The new long-term incentive pro-

gram provides that half of the re-
stricted stock granted to senior exec-
utives will vest only if the apprecia-
tion of the company’s shares, plus re-
invested dividends, exceeds that of
the Standard & Poor’s 500-stock in-
dex over either the previous year or
three-year time period.

The new policy also requires the
top five executives to hold, over time,
company stock equal to three to five
times their base salary, depending
on the position.

The new pay plan “will help the
company continue to attract and re-
tain the best employees while align-
ing their interests with those of our
shareholders,” Judith L. Estrin,
chairwoman of the board’s executive

compensation committee, said.
For stock-option grants made in

2005 and after, Disney’s top five ex-
ecutives will be required to keep
shares representing at least 75 per-
cent of the after-tax gain realized
from the exercise of the options for
at least one year. Disney’s chief ex-
ecutive will be required to keep
shares representing 100 percent of
the gain for 12 months.

A shareholder lawsuit challenging
previous compensation policies is on
trial. Those policies resulted in the
former Disney president, Michael S.
Ovitz, being granted a severance
package of cash and stock options
valued at $140 million in 1995 after 14
months of employment.

That trial is scheduled to resume
next month in Delaware.

Disney Overhauls Its Policy on Compensation

By ELIZABETH OLSON

WASHINGTON, Dec. 24 — Maids-
a-milking, gold rings and turtledoves
were a relative bargain this year, but
anyone who shopped for French
hens, geese and ladies dancing may
have been in for a touch of sticker
shock.

So said PNC Advisors, the wealth
management firm that each year tal-
lies the putative cost of assembling
all the items from the song “12 Days
of Christmas.” This year, all those
goods and services would have set a
buyer back $66,334, about the cost of
a fully loaded sport utility vehicle.

That is a record price for the 364
tokens of affection ranging from a
partridge in a pear tree to a dozen
drummers drumming. Still, the cost
is up only slightly, 1.6 percent, over
last year’s total, and compared with
the 1984 total, is 5.9 percent higher.

PNC Advisors, a unit of the PNC
Financial Services Group, the Pitts-
burgh-based banking company,
started tabulating the gift package
two decades ago to see whether the
costs of the presents in the English
carol tracked the United States gov-
ernment’s Consumer Price Index.
The general conclusion the firm has
drawn is that they usually do.

This year PNC Advisors found that
the prices went up in the low single
digits on a percentage basis for
goods and remained steady for serv-
ices. 

The flat prices for services, ac-
cording to the group’s chief invest-
ment strategist, Jeff Kleintop, reflect
an hourly compensation anchored by
a static minimum wage and the out-
sourcing of unskilled labor. 

Hence, the eight maids-a-milking,
who earned $26.80 for the chore 20
years ago, put a buyer out only $41.20
today, at $5.15 an hour.

Skilled labor, like the nine ladies
dancing, would make the biggest
dent in a budget, at $4,400, up 4 per-
cent from last year. The 10 lords-a-
leaping went up 3 percent, to
$4,039.08, and the 12 drummers
drumming rose 3.6 percent, to
$2,224.30.

Among the assorted fowl named in
the song, there were various breed-

based price differentials. Swans,
doves, partridges and calling birds
(today’s canaries) cost about the
same as last year, according to infor-
mation from the Cincinnati Zoo and
Botanical Gardens. 

But the price of French hens,
which are a slightly more exotic ver-
sion of American hens, went up 200
percent, Mr. Kleintop said, largely
because American breeders of
French hens introduced a more ex-
pensive variety.

PNC Advisors’ news release elabo-
rated: “The price for French hens
and geese saw significant increases,
which may be due to fewer hatch-
lings during this breeding cycle cre-
ating an imbalance in the supply-
demand chain. Turtledoves, on the
other hand, may have had a more
fruitful breeding cycle, creating an
oversupply of birds and a 31 percent
decline in price.”

The release continued, “All told,
the cost of the birds in the Christmas

classic totaled $4,201, just 1.5 percent
more than the $4,138 it would have
cost a year ago.”

Mr. Kleintop said the trumpeter
swans could now and then really jolt
the index, because breeding cycles
vary and affect the price. In 1984, for
instance, the seven swans-a-swim-
ming called for in the song cost $1,000
each, but in subsequent years the
price of the long-necked birds
slumped. Since 2001, the price has
risen, to $500 each. Every year, PNC
offsets the swans’ variable cost by
calculating a core index that ex-
cludes such cost anomalies.

Taking that into consideration, the
PNC index rose 3.1 percent, roughly
in line with the 3.7 percent increase
in the first 11 months registered by
the Consumer Price Index, which
measures a much broader range of
goods and services. 

Birds and Dancing Ladies
Skew the ‘12 Days’ Index 

All 364 items in that
song for $66,334, up
1.6% for the year.
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I.B.M., which operates in more than
150 countries and had $9 billion in
revenue in 2003. 

Preparations are already under
way in Beijing. For the last few
months, all vice presidents have
been required to study English for at
least one hour a day. The chairman
says he has read books about Bill
Gates and Andrew Grove. And the
chief executive of Lenovo has agreed
to give up day-to-day management of
the company to assume the role of
chairman.

His task will be to fly back and
forth from Beijing to New York to
consult with Lenovo’s newly named
chief executive, Stephen M. Ward Jr.,
the senior vice president and general
manager of I.B.M.’s Personal Sys-
tems Group.

Many analysts were surprised by

Lenovo’s decision to outsource its
management to New York.

“I admire what Lenovo is doing,”
said Joe Zhang, a UBS analyst who
follows Lenovo. “Many Lenovo exec-
utives have decided to do this at the
expense of their careers. They’re
putting personal ego behind for the
greater good of the company.”

People involved in the negotiations
with I.B.M. said that Lenovo officials
saw no other choice. They recognized
that Lenovo could not simply take
over a much bigger I.B.M. PC unit
and run it from Beijing.

That is why a major theme of the
talks was how to keep business as
usual after the deal was completed,
those people say.

While I.B.M. is full of M.B.A.’s,
Lenovo — which is still partly gov-
ernment owned — has only two
members of the senior management
team with an M.B.A. And none of the
top executives have ever worked for
a multinational corporation.

But analysts also say that Lenovo
is no pushover. The company is con-
sidered one of China’s most success-
ful corporations. For years, for ex-
ample, Lenovo’s brand has outsold
Dell, Hewlett-Packard and I.B.M.
computers in China.

And even though it began as a
state-owned enterprise, Lenovo has
always been entrepreneurial, ana-

lysts say. It was one of the first com-
panies here to list its shares in Hong
Kong. It was among the first to re-
ward its employees with stock op-
tions, which have turned some of its
top executives into millionaires.

The company’s identity was
shaped, in part, by its visionary
chairman, Mr. Liu, who in 1984
helped found Lenovo with a group of
scientists from the Chinese Academy
of Sciences.

Early on, it was the hard-charging
Mr. Liu who persuaded the Chinese
government to give the company
greater control over its hiring and
salary decisions, allowing the state-
owned company to raise capital from
outside investors and essentially op-
erate like a private company.

Later, Mr. Liu won government
approval to list the company’s stock
in Hong Kong and for Lenovo to start
producing its own computers, rather
than simply marketing Western
brands.

By 1997, with its own brand of low-
cost Chinese-character-friendly
computers, Lenovo was suddenly
China’s biggest computer maker.

Mr. Liu, a military academy grad-
uate who suffered through China’s
brutal Cultural Revolution, said he
often ran the company with an iron
fist, scolding workers who showed up
late for meetings and pushing scien-
tists and executives to deliver on
their promises.

“All the people were scientists in
those days,” Mr. Liu recalled. “They
were very casual. They’d always be
late for meetings and they’d make
their promises. So we decided that if
anyone was late they’d stand up for
one minute.”

Along the way, Mr. Liu also
groomed a cadre of loyal and fierce
executives, including Yang Yuanq-
ing, 42, who is now the company’s
chief executive, and Mary Ma, 52,
Lenovo’s highly respected chief fi-
nancial officer.

But just how the new company’s
management will take shape in Bei-
jing and New York is still unclear.

Though he will step down after the
merger, Mr. Liu, 60, will continue to
serve as a member of the board.

Mr. Yang, a serious-minded execu-
tive who helped fire up the compa-
ny’s sales force, will become chair-
man. Ms. Ma, who led the talks to ac-
quire I.B.M.’s PC unit, is expected to
remain as chief financial officer.

Lenovo’s challenge will be to meld
radically different corporate cul-
tures.

“Neither culture should be the de
facto culture,” said Martin Gilliland,
an analyst at Gartner Research.
“They have to start a new one. Can
they develop a new Lenovo business
culture? That’s one of the keys to
success.”

In recent years, Lenovo officials
say the company’s corporate culture
has evolved from what some compa-
ny officials called the “semimilitary”
culture that prevailed in the early
days, to a more easy-going and hip
high-tech culture.

These days, Lenovo’s new corpo-
rate headquarters in Beijing’s “Sili-
con Suburb” is teaming with young
20- and 30-somethings, casually
dressed, chattering into mobile
phones and looking confident.

The halls are decked with employ-
ee recognition plaques, business
school theorems and New Age philos-
ophy: “Happiness,” reads one work-
place poster. “Work hard and live
art,” reads another.

Newcomers to Lenovo are even
trained in the same kind of team-
work programs that can be found at
American business schools, right
down to the leaps of faith — the back-
ward falling employee who is caught
by a team of supportive co-workers.

And for those who need a jolt, each
morning at 8:30 the Lenovo theme
song is broadcast on loudspeakers
throughout the headquarters, urging
workers to guide the corporate ship
through perilous waters.

“Lenovo, Lenovo, Lenovo,” one line
goes, “we are sailing through the
waves to lands far away. Lenovo,
Lenovo, Lenovo. We are building a
new splendor.”

Lenovo is also seeking the best out-
side advice it can get, hiring a client

roster that includes Goldman,
Sachs; McKinsey & Company, the
consulting firm; Weil, Gotshal &
Manges, the New York law firm; and
Ogilvy, the public relations firm.

And the new language for the com-
pany is English, company officials
say.

Lenovo officials say they are
studying American business history,
and the chief executive lists The Har-
vard Business Review as part of his
regular reading.

In fact, like other computer and
software giants, Lenovo is even fan-
ning its own myths. In 1984, the com-
pany was formed in a small, con-
crete security guard’s booth that be-
came its first laboratory and head-
quarters.

The booth — part of the Chinese
Academy of Sciences — was torn
down in 2001 to make way for a new
building. But it was soon rebuilt and
now sits like an empty artifact along-
side the headquarters of Lenovo’s
parent company, Legend Holdings.

Critics now worry that Lenovo
must find a way to preserve I.B.M.’s
traditions in a PC industry of in-
creasing competition and commod-
ity manufacturing. 

But Mr. Yang, Lenovo’s current
chief executive, says not to worry.

"We are going to stick to the princi-
ples of I.B.M. as a high-premium,
high-value image, “ he said. “We’re
not going to make any compromises
on this."

Chinese Buyer of PC Unit
Is Moving to I.B.M.’s Town 

Miranda Mimi Kuo for The New York Times

Liu Chuanzhi, chairman of Lenovo and one of its founders, said that ac-
quiring the international business skills of I.B.M. managers was one of
the big attractions of the deal for the personal computer division. 
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A new work agenda:
studying English and
handing out birthday
cakes.

a patent on an aspect of the process,
but “even that arcane feature may
be something that has been done be-
fore,” he said. “Patent officers aren’t
necessarily experts. Almost certain-
ly, if they were aware of this, they
wouldn’t allow someone to get a pat-
ent on it.”

A new check processing law,
known as Check 21, raised the hopes
of DataTreasury and other such pat-
ent holders because it gave banks
broader permission to shred paper
checks and keep electronic images of
them. The law took effect in late Oc-
tober.

DataTreasury is clearly hoping for
a bonanza. According to court docu-
ments, one of the two law firms origi-
nally hired to file the lawsuits is
working for a contingency fee of 40
percent, with a cap that was raised
from $100 million to $225 million.

So far, two companies have paid
DataTreasury to settle: Affiliated
Computer Services, one of the na-
tion’s biggest information technol-
ogy suppliers; and the RDM Corpo-
ration, a small Canadian company
that sells hardware and software for
payment processing. 

“It was a nuisance lawsuit to us,
and it was the most efficient decision
to settle it for a minimal amount,”
said Lesley Pool, a spokeswoman for
Affiliated Computer. She would not
say the amount, but an article in The

Dallas Business Journal, which
DataTreasury has linked to its Web
site, said it was $50,000. 

As for RDM, DataTreasury issued
a news release saying that the Cana-
dian company would pay a fee for
each check imaging terminal it de-
ploys and “a per-click royalty for
storage of electronic documents and
check information, calculated at
around a 50 percent royalty rate.”

Before Affiliated Computer set-
tled, it did answer the lawsuit in
court, calling DataTreasury’s pat-
ents invalid and unenforceable. In
papers filed in the United States Dis-
trict Court for the Eastern District of

Texas, Affiliated Computer accused
DataTreasury of deceiving the Pat-
ent and Trademark Office by with-
holding background materials that
would have shown that its ideas were
not new.

DataTreasury, for its part, said in
court filings that the two patents
were the brainchild of its founder, an
inventor named Claudio Ballard. The
filings are silent on Mr. Ballard’s
professional credentials and back-

ground, but they do assert that he
met at least once with people from
J. P. Morgan Chase and that they ap-
propriated his ideas. 

The list of DataTreasury’s defend-
ants appears somewhat random, giv-
en that all major banks engage in
check imaging and archiving, and
that myriad companies handle credit
card transactions. Among them are
Viewpointe Archive Services, a com-
pany set up by some major banks
and I.B.M. to store and retrieve digi-
tal images of checks for large banks;
Ingenico, a French manufacturer of
payment card terminals; and
SVPCO, the check and electronic
clearing service division of the
Clearing House Payments Company. 

To be sure, financial services com-
panies routinely sue one another
over patent infringement, and com-
panies like I.B.M. and Citigroup hold
multiple patents and collect huge li-
censing fees. The difference is that
those companies run patent licensing
operations as part of a business and
sometimes waive fees if they think it
will build a deeper relationship with
a customer, patent experts said. For
a company like DataTreasury, these
experts said, the point seems to be to
walk away with as much money as
possible.

(DataTreasury does have at least
one processing client: Signature
Bank, a New York subsidiary of
Bank Hapoalim of Israel, said that it
used DataTreasury on a limited ba-
sis to store check images and let cli-
ents retrieve them.)

The DataTreasury suits have cast
an unusually wide net. Zions Bancor-
poration, for example, whose NetDe-
posit subsidiary sells electronic
check processing technology, has in-
tervened on behalf of Electronic
Data Systems, saying that it and not
DataTreasury developed the system
that E.D.S. uses.

“The idea of electronic check pro-
cessing is quite old, and there’s a
great deal of prior art associated
with the patent,” said John J. Feld-
haus, a lawyer representing Zions,
referring to the background material
that patent examiners use to deter-
mine if an idea is new. 

But because juries are not sympa-
thetic to big corporations, it is easy
for a company like DataTreasury to
come across as a David battling a
Goliath, said Mr. Bednarek, the law-
yer and former patent examiner.
“Banks are inviting targets, because
they have a lot of money and they
can make settlements that are with-
in their noise level that it would be
impossible for other groups to do,” he
said. DataTreasury is represented
by Nix, Patterson & Roach of Dain-
gerfield, Tex., a plaintiff’s law firm
best known for the $17 billion award
it won for the state of Texas in tobac-
co litigation.

Several success stories may have
inspired copycats. In banking, the
most prominent example of a patent
holder who made a business out of
securing licensing fees is Ronald A.
Katz, who is expected to have earned
$2 billion in fees by 2009, when some
of his 52 patents expire. Among the
companies that have paid him royal-
ties are Bank of America, Microsoft,
Hewlett-Packard and Wells Fargo. 

Other patent holders are just start-
ing to take to the courts. LML Pay-
ments Systems, a small check pro-
cessor in Vancouver, British Colum-
bia, announced in late October that it
had secured a 2006 trial date for a
patent infringement lawsuit against
four companies, including the Tele-
Check division of First Data and the
Nova Information Systems division
of U.S. Bancorp.

The number of patent lawsuits re-
lated to payment processing is ex-
pected to grow rather than shrink,
and industry executives say there
will be a collective toll. As more pat-
ent holders step forward to exact
fees, “it’s like a death by a thousand
cuts,” said Octavio Marenzi, who
leads a technology consulting firm
that caters to banks. “Financial insti-
tutions are just going to get sued
more and more.”

Two Patents Lead to Numerous Lawsuits Aimed at Banks 
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A payment processing
system is guarded with
zeal and lawyers.

HINSDALE, Ill., Dec. 24 (AP) —
The accounting firm Ernst & Young
has agreed to pay $125 million to the
Federal Deposit Insurance Corpora-
tion over the collapse of a suburban
Chicago bank three years ago, the
F.D.I.C. announced Friday.

The failure of Superior Bank,
based in Hinsdale, cost the F.D.I.C.
about $700 million, making it one of
the largest federally insured finan-
cial institutions to fail in a decade.

Investigators for the Treasury De-
partment, the F.D.I.C. and Congress
blamed the risky business strategies
of Superior’s management for the
collapse, but they also cited failures
on the part of Superior’s outside au-
diting firm, Ernst & Young. The
F.D.I.C. accused the firm of negli-
gence and concealing the bank’s true
financial conditions.

Under the agreement announced
Friday, Ernst & Young did not admit
any liability.

A spokesman for Ernst & Young,
Charles Perkins, said the firm had
already made changes to its auditing
practices, including adding more
technical resources and increasing
its requirements for training and ex-
perience.

“Our decision to reach these settle-
ments,” Mr. Perkins said, “under-

scores our commitment to work co-
operatively with regulators and to
ensure that we have the strongest
policies and procedures to serve our
clients and the public interest.” 

The Ernst & Young agreement in-
volved two settlements: one for $40
million with the F.D.I.C. and another
for $85 million involving enforce-
ment claims by the Treasury’s Of-
fice of Thrift Supervision, which
closed Superior on July 27, 2001. The
F.D.I.C. said that it would receive
both amounts.

“We still expect to lose money be-
cause of this failure, but this will go a
long way in recouping as much as
possible,” an F.D.I.C. spokesman,
David Barr. He said some of the set-
tlement would eventually reach unin-
sured depositors who lost money in
Superior’s collapse.

Superior Bank claimed about $2.3
billion in assets at the time and was
owned by the multibillionaire Pritzk-
er family and a New York developer.

The Pritzkers agreed to a $460 mil-
lion voluntary settlement in 2001 that
barred government action against
the owners. The owners admitted no
liability. So far, the Pritzkers have
paid about $175 million under the set-
tlement’s payment schedule, Mr.
Barr said.

Ernst & Young to Pay U.S.
Over Bank Collapse in ’01

BURBANK, Calif., Dec. 24 (AP) —
The Walt Disney Company has re-
vamped its executive compensation
policy, requiring top officers to own
and hold more stock and tying stock
awards to the performance of the
company’s share price.

The new policy is in addition to oth-
er compensation changes the board
made in September to Disney’s bo-
nus plan, tying executive bonuses
more closely to the company’s finan-
cial performance. The plan also re-
duces the amount of options granted
to executives, shifting the majority
of grants to restricted stock.

The changes come as Disney plans
to replace its longtime chief execu-
tive, Michael D. Eisner, who has said
he will retire when his contract ex-
pires in 2006. The company said it ex-

pected to name a successor by June.
The new long-term incentive pro-

gram provides that half of the re-
stricted stock granted to senior exec-
utives will vest only if the apprecia-
tion of the company’s shares, plus re-
invested dividends, exceeds that of
the Standard & Poor’s 500-stock in-
dex over either the previous year or
three-year time period.

The new policy also requires the
top five executives to hold, over time,
company stock equal to three to five
times their base salary, depending
on the position.

The new pay plan “will help the
company continue to attract and re-
tain the best employees while align-
ing their interests with those of our
shareholders,” Judith L. Estrin,
chairwoman of the board’s executive

compensation committee, said.
For stock-option grants made in

2005 and after, Disney’s top five ex-
ecutives will be required to keep
shares representing at least 75 per-
cent of the after-tax gain realized
from the exercise of the options for
at least one year. Disney’s chief ex-
ecutive will be required to keep
shares representing 100 percent of
the gain for 12 months.

A shareholder lawsuit challenging
previous compensation policies is on
trial. Those policies resulted in the
former Disney president, Michael S.
Ovitz, being granted a severance
package of cash and stock options
valued at $140 million in 1995 after 14
months of employment.

That trial is scheduled to resume
next month in Delaware.

Disney Overhauls Its Policy on Compensation

By ELIZABETH OLSON

WASHINGTON, Dec. 24 — Maids-
a-milking, gold rings and turtledoves
were a relative bargain this year, but
anyone who shopped for French
hens, geese and ladies dancing may
have been in for a touch of sticker
shock.

So said PNC Advisors, the wealth
management firm that each year tal-
lies the putative cost of assembling
all the items from the song “12 Days
of Christmas.” This year, all those
goods and services would have set a
buyer back $66,334, about the cost of
a fully loaded sport utility vehicle.

That is a record price for the 364
tokens of affection ranging from a
partridge in a pear tree to a dozen
drummers drumming. Still, the cost
is up only slightly, 1.6 percent, over
last year’s total, and compared with
the 1984 total, is 5.9 percent higher.

PNC Advisors, a unit of the PNC
Financial Services Group, the Pitts-
burgh-based banking company,
started tabulating the gift package
two decades ago to see whether the
costs of the presents in the English
carol tracked the United States gov-
ernment’s Consumer Price Index.
The general conclusion the firm has
drawn is that they usually do.

This year PNC Advisors found that
the prices went up in the low single
digits on a percentage basis for
goods and remained steady for serv-
ices. 

The flat prices for services, ac-
cording to the group’s chief invest-
ment strategist, Jeff Kleintop, reflect
an hourly compensation anchored by
a static minimum wage and the out-
sourcing of unskilled labor. 

Hence, the eight maids-a-milking,
who earned $26.80 for the chore 20
years ago, put a buyer out only $41.20
today, at $5.15 an hour.

Skilled labor, like the nine ladies
dancing, would make the biggest
dent in a budget, at $4,400, up 4 per-
cent from last year. The 10 lords-a-
leaping went up 3 percent, to
$4,039.08, and the 12 drummers
drumming rose 3.6 percent, to
$2,224.30.

Among the assorted fowl named in
the song, there were various breed-

based price differentials. Swans,
doves, partridges and calling birds
(today’s canaries) cost about the
same as last year, according to infor-
mation from the Cincinnati Zoo and
Botanical Gardens. 

But the price of French hens,
which are a slightly more exotic ver-
sion of American hens, went up 200
percent, Mr. Kleintop said, largely
because American breeders of
French hens introduced a more ex-
pensive variety.

PNC Advisors’ news release elabo-
rated: “The price for French hens
and geese saw significant increases,
which may be due to fewer hatch-
lings during this breeding cycle cre-
ating an imbalance in the supply-
demand chain. Turtledoves, on the
other hand, may have had a more
fruitful breeding cycle, creating an
oversupply of birds and a 31 percent
decline in price.”

The release continued, “All told,
the cost of the birds in the Christmas

classic totaled $4,201, just 1.5 percent
more than the $4,138 it would have
cost a year ago.”

Mr. Kleintop said the trumpeter
swans could now and then really jolt
the index, because breeding cycles
vary and affect the price. In 1984, for
instance, the seven swans-a-swim-
ming called for in the song cost $1,000
each, but in subsequent years the
price of the long-necked birds
slumped. Since 2001, the price has
risen, to $500 each. Every year, PNC
offsets the swans’ variable cost by
calculating a core index that ex-
cludes such cost anomalies.

Taking that into consideration, the
PNC index rose 3.1 percent, roughly
in line with the 3.7 percent increase
in the first 11 months registered by
the Consumer Price Index, which
measures a much broader range of
goods and services. 

Birds and Dancing Ladies
Skew the ‘12 Days’ Index 

All 364 items in that
song for $66,334, up
1.6% for the year.
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I.B.M., which operates in more than
150 countries and had $9 billion in
revenue in 2003. 

Preparations are already under
way in Beijing. For the last few
months, all vice presidents have
been required to study English for at
least one hour a day. The chairman
says he has read books about Bill
Gates and Andrew Grove. And the
chief executive of Lenovo has agreed
to give up day-to-day management of
the company to assume the role of
chairman.

His task will be to fly back and
forth from Beijing to New York to
consult with Lenovo’s newly named
chief executive, Stephen M. Ward Jr.,
the senior vice president and general
manager of I.B.M.’s Personal Sys-
tems Group.

Many analysts were surprised by

Lenovo’s decision to outsource its
management to New York.

“I admire what Lenovo is doing,”
said Joe Zhang, a UBS analyst who
follows Lenovo. “Many Lenovo exec-
utives have decided to do this at the
expense of their careers. They’re
putting personal ego behind for the
greater good of the company.”

People involved in the negotiations
with I.B.M. said that Lenovo officials
saw no other choice. They recognized
that Lenovo could not simply take
over a much bigger I.B.M. PC unit
and run it from Beijing.

That is why a major theme of the
talks was how to keep business as
usual after the deal was completed,
those people say.

While I.B.M. is full of M.B.A.’s,
Lenovo — which is still partly gov-
ernment owned — has only two
members of the senior management
team with an M.B.A. And none of the
top executives have ever worked for
a multinational corporation.

But analysts also say that Lenovo
is no pushover. The company is con-
sidered one of China’s most success-
ful corporations. For years, for ex-
ample, Lenovo’s brand has outsold
Dell, Hewlett-Packard and I.B.M.
computers in China.

And even though it began as a
state-owned enterprise, Lenovo has
always been entrepreneurial, ana-

lysts say. It was one of the first com-
panies here to list its shares in Hong
Kong. It was among the first to re-
ward its employees with stock op-
tions, which have turned some of its
top executives into millionaires.

The company’s identity was
shaped, in part, by its visionary
chairman, Mr. Liu, who in 1984
helped found Lenovo with a group of
scientists from the Chinese Academy
of Sciences.

Early on, it was the hard-charging
Mr. Liu who persuaded the Chinese
government to give the company
greater control over its hiring and
salary decisions, allowing the state-
owned company to raise capital from
outside investors and essentially op-
erate like a private company.

Later, Mr. Liu won government
approval to list the company’s stock
in Hong Kong and for Lenovo to start
producing its own computers, rather
than simply marketing Western
brands.

By 1997, with its own brand of low-
cost Chinese-character-friendly
computers, Lenovo was suddenly
China’s biggest computer maker.

Mr. Liu, a military academy grad-
uate who suffered through China’s
brutal Cultural Revolution, said he
often ran the company with an iron
fist, scolding workers who showed up
late for meetings and pushing scien-
tists and executives to deliver on
their promises.

“All the people were scientists in
those days,” Mr. Liu recalled. “They
were very casual. They’d always be
late for meetings and they’d make
their promises. So we decided that if
anyone was late they’d stand up for
one minute.”

Along the way, Mr. Liu also
groomed a cadre of loyal and fierce
executives, including Yang Yuanq-
ing, 42, who is now the company’s
chief executive, and Mary Ma, 52,
Lenovo’s highly respected chief fi-
nancial officer.

But just how the new company’s
management will take shape in Bei-
jing and New York is still unclear.

Though he will step down after the
merger, Mr. Liu, 60, will continue to
serve as a member of the board.

Mr. Yang, a serious-minded execu-
tive who helped fire up the compa-
ny’s sales force, will become chair-
man. Ms. Ma, who led the talks to ac-
quire I.B.M.’s PC unit, is expected to
remain as chief financial officer.

Lenovo’s challenge will be to meld
radically different corporate cul-
tures.

“Neither culture should be the de
facto culture,” said Martin Gilliland,
an analyst at Gartner Research.
“They have to start a new one. Can
they develop a new Lenovo business
culture? That’s one of the keys to
success.”

In recent years, Lenovo officials
say the company’s corporate culture
has evolved from what some compa-
ny officials called the “semimilitary”
culture that prevailed in the early
days, to a more easy-going and hip
high-tech culture.

These days, Lenovo’s new corpo-
rate headquarters in Beijing’s “Sili-
con Suburb” is teaming with young
20- and 30-somethings, casually
dressed, chattering into mobile
phones and looking confident.

The halls are decked with employ-
ee recognition plaques, business
school theorems and New Age philos-
ophy: “Happiness,” reads one work-
place poster. “Work hard and live
art,” reads another.

Newcomers to Lenovo are even
trained in the same kind of team-
work programs that can be found at
American business schools, right
down to the leaps of faith — the back-
ward falling employee who is caught
by a team of supportive co-workers.

And for those who need a jolt, each
morning at 8:30 the Lenovo theme
song is broadcast on loudspeakers
throughout the headquarters, urging
workers to guide the corporate ship
through perilous waters.

“Lenovo, Lenovo, Lenovo,” one line
goes, “we are sailing through the
waves to lands far away. Lenovo,
Lenovo, Lenovo. We are building a
new splendor.”

Lenovo is also seeking the best out-
side advice it can get, hiring a client

roster that includes Goldman,
Sachs; McKinsey & Company, the
consulting firm; Weil, Gotshal &
Manges, the New York law firm; and
Ogilvy, the public relations firm.

And the new language for the com-
pany is English, company officials
say.

Lenovo officials say they are
studying American business history,
and the chief executive lists The Har-
vard Business Review as part of his
regular reading.

In fact, like other computer and
software giants, Lenovo is even fan-
ning its own myths. In 1984, the com-
pany was formed in a small, con-
crete security guard’s booth that be-
came its first laboratory and head-
quarters.

The booth — part of the Chinese
Academy of Sciences — was torn
down in 2001 to make way for a new
building. But it was soon rebuilt and
now sits like an empty artifact along-
side the headquarters of Lenovo’s
parent company, Legend Holdings.

Critics now worry that Lenovo
must find a way to preserve I.B.M.’s
traditions in a PC industry of in-
creasing competition and commod-
ity manufacturing. 

But Mr. Yang, Lenovo’s current
chief executive, says not to worry.

"We are going to stick to the princi-
ples of I.B.M. as a high-premium,
high-value image, “ he said. “We’re
not going to make any compromises
on this."

Chinese Buyer of PC Unit
Is Moving to I.B.M.’s Town 

Miranda Mimi Kuo for The New York Times

Liu Chuanzhi, chairman of Lenovo and one of its founders, said that ac-
quiring the international business skills of I.B.M. managers was one of
the big attractions of the deal for the personal computer division. 
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A new work agenda:
studying English and
handing out birthday
cakes.

a patent on an aspect of the process,
but “even that arcane feature may
be something that has been done be-
fore,” he said. “Patent officers aren’t
necessarily experts. Almost certain-
ly, if they were aware of this, they
wouldn’t allow someone to get a pat-
ent on it.”

A new check processing law,
known as Check 21, raised the hopes
of DataTreasury and other such pat-
ent holders because it gave banks
broader permission to shred paper
checks and keep electronic images of
them. The law took effect in late Oc-
tober.

DataTreasury is clearly hoping for
a bonanza. According to court docu-
ments, one of the two law firms origi-
nally hired to file the lawsuits is
working for a contingency fee of 40
percent, with a cap that was raised
from $100 million to $225 million.

So far, two companies have paid
DataTreasury to settle: Affiliated
Computer Services, one of the na-
tion’s biggest information technol-
ogy suppliers; and the RDM Corpo-
ration, a small Canadian company
that sells hardware and software for
payment processing. 

“It was a nuisance lawsuit to us,
and it was the most efficient decision
to settle it for a minimal amount,”
said Lesley Pool, a spokeswoman for
Affiliated Computer. She would not
say the amount, but an article in The

Dallas Business Journal, which
DataTreasury has linked to its Web
site, said it was $50,000. 

As for RDM, DataTreasury issued
a news release saying that the Cana-
dian company would pay a fee for
each check imaging terminal it de-
ploys and “a per-click royalty for
storage of electronic documents and
check information, calculated at
around a 50 percent royalty rate.”

Before Affiliated Computer set-
tled, it did answer the lawsuit in
court, calling DataTreasury’s pat-
ents invalid and unenforceable. In
papers filed in the United States Dis-
trict Court for the Eastern District of

Texas, Affiliated Computer accused
DataTreasury of deceiving the Pat-
ent and Trademark Office by with-
holding background materials that
would have shown that its ideas were
not new.

DataTreasury, for its part, said in
court filings that the two patents
were the brainchild of its founder, an
inventor named Claudio Ballard. The
filings are silent on Mr. Ballard’s
professional credentials and back-

ground, but they do assert that he
met at least once with people from
J. P. Morgan Chase and that they ap-
propriated his ideas. 

The list of DataTreasury’s defend-
ants appears somewhat random, giv-
en that all major banks engage in
check imaging and archiving, and
that myriad companies handle credit
card transactions. Among them are
Viewpointe Archive Services, a com-
pany set up by some major banks
and I.B.M. to store and retrieve digi-
tal images of checks for large banks;
Ingenico, a French manufacturer of
payment card terminals; and
SVPCO, the check and electronic
clearing service division of the
Clearing House Payments Company. 

To be sure, financial services com-
panies routinely sue one another
over patent infringement, and com-
panies like I.B.M. and Citigroup hold
multiple patents and collect huge li-
censing fees. The difference is that
those companies run patent licensing
operations as part of a business and
sometimes waive fees if they think it
will build a deeper relationship with
a customer, patent experts said. For
a company like DataTreasury, these
experts said, the point seems to be to
walk away with as much money as
possible.

(DataTreasury does have at least
one processing client: Signature
Bank, a New York subsidiary of
Bank Hapoalim of Israel, said that it
used DataTreasury on a limited ba-
sis to store check images and let cli-
ents retrieve them.)

The DataTreasury suits have cast
an unusually wide net. Zions Bancor-
poration, for example, whose NetDe-
posit subsidiary sells electronic
check processing technology, has in-
tervened on behalf of Electronic
Data Systems, saying that it and not
DataTreasury developed the system
that E.D.S. uses.

“The idea of electronic check pro-
cessing is quite old, and there’s a
great deal of prior art associated
with the patent,” said John J. Feld-
haus, a lawyer representing Zions,
referring to the background material
that patent examiners use to deter-
mine if an idea is new. 

But because juries are not sympa-
thetic to big corporations, it is easy
for a company like DataTreasury to
come across as a David battling a
Goliath, said Mr. Bednarek, the law-
yer and former patent examiner.
“Banks are inviting targets, because
they have a lot of money and they
can make settlements that are with-
in their noise level that it would be
impossible for other groups to do,” he
said. DataTreasury is represented
by Nix, Patterson & Roach of Dain-
gerfield, Tex., a plaintiff’s law firm
best known for the $17 billion award
it won for the state of Texas in tobac-
co litigation.

Several success stories may have
inspired copycats. In banking, the
most prominent example of a patent
holder who made a business out of
securing licensing fees is Ronald A.
Katz, who is expected to have earned
$2 billion in fees by 2009, when some
of his 52 patents expire. Among the
companies that have paid him royal-
ties are Bank of America, Microsoft,
Hewlett-Packard and Wells Fargo. 

Other patent holders are just start-
ing to take to the courts. LML Pay-
ments Systems, a small check pro-
cessor in Vancouver, British Colum-
bia, announced in late October that it
had secured a 2006 trial date for a
patent infringement lawsuit against
four companies, including the Tele-
Check division of First Data and the
Nova Information Systems division
of U.S. Bancorp.

The number of patent lawsuits re-
lated to payment processing is ex-
pected to grow rather than shrink,
and industry executives say there
will be a collective toll. As more pat-
ent holders step forward to exact
fees, “it’s like a death by a thousand
cuts,” said Octavio Marenzi, who
leads a technology consulting firm
that caters to banks. “Financial insti-
tutions are just going to get sued
more and more.”

Two Patents Lead to Numerous Lawsuits Aimed at Banks 
Continued From First Business Page

A payment processing
system is guarded with
zeal and lawyers.

HINSDALE, Ill., Dec. 24 (AP) —
The accounting firm Ernst & Young
has agreed to pay $125 million to the
Federal Deposit Insurance Corpora-
tion over the collapse of a suburban
Chicago bank three years ago, the
F.D.I.C. announced Friday.

The failure of Superior Bank,
based in Hinsdale, cost the F.D.I.C.
about $700 million, making it one of
the largest federally insured finan-
cial institutions to fail in a decade.

Investigators for the Treasury De-
partment, the F.D.I.C. and Congress
blamed the risky business strategies
of Superior’s management for the
collapse, but they also cited failures
on the part of Superior’s outside au-
diting firm, Ernst & Young. The
F.D.I.C. accused the firm of negli-
gence and concealing the bank’s true
financial conditions.

Under the agreement announced
Friday, Ernst & Young did not admit
any liability.

A spokesman for Ernst & Young,
Charles Perkins, said the firm had
already made changes to its auditing
practices, including adding more
technical resources and increasing
its requirements for training and ex-
perience.

“Our decision to reach these settle-
ments,” Mr. Perkins said, “under-

scores our commitment to work co-
operatively with regulators and to
ensure that we have the strongest
policies and procedures to serve our
clients and the public interest.” 

The Ernst & Young agreement in-
volved two settlements: one for $40
million with the F.D.I.C. and another
for $85 million involving enforce-
ment claims by the Treasury’s Of-
fice of Thrift Supervision, which
closed Superior on July 27, 2001. The
F.D.I.C. said that it would receive
both amounts.

“We still expect to lose money be-
cause of this failure, but this will go a
long way in recouping as much as
possible,” an F.D.I.C. spokesman,
David Barr. He said some of the set-
tlement would eventually reach unin-
sured depositors who lost money in
Superior’s collapse.

Superior Bank claimed about $2.3
billion in assets at the time and was
owned by the multibillionaire Pritzk-
er family and a New York developer.

The Pritzkers agreed to a $460 mil-
lion voluntary settlement in 2001 that
barred government action against
the owners. The owners admitted no
liability. So far, the Pritzkers have
paid about $175 million under the set-
tlement’s payment schedule, Mr.
Barr said.

Ernst & Young to Pay U.S.
Over Bank Collapse in ’01

BURBANK, Calif., Dec. 24 (AP) —
The Walt Disney Company has re-
vamped its executive compensation
policy, requiring top officers to own
and hold more stock and tying stock
awards to the performance of the
company’s share price.

The new policy is in addition to oth-
er compensation changes the board
made in September to Disney’s bo-
nus plan, tying executive bonuses
more closely to the company’s finan-
cial performance. The plan also re-
duces the amount of options granted
to executives, shifting the majority
of grants to restricted stock.

The changes come as Disney plans
to replace its longtime chief execu-
tive, Michael D. Eisner, who has said
he will retire when his contract ex-
pires in 2006. The company said it ex-

pected to name a successor by June.
The new long-term incentive pro-

gram provides that half of the re-
stricted stock granted to senior exec-
utives will vest only if the apprecia-
tion of the company’s shares, plus re-
invested dividends, exceeds that of
the Standard & Poor’s 500-stock in-
dex over either the previous year or
three-year time period.

The new policy also requires the
top five executives to hold, over time,
company stock equal to three to five
times their base salary, depending
on the position.

The new pay plan “will help the
company continue to attract and re-
tain the best employees while align-
ing their interests with those of our
shareholders,” Judith L. Estrin,
chairwoman of the board’s executive

compensation committee, said.
For stock-option grants made in

2005 and after, Disney’s top five ex-
ecutives will be required to keep
shares representing at least 75 per-
cent of the after-tax gain realized
from the exercise of the options for
at least one year. Disney’s chief ex-
ecutive will be required to keep
shares representing 100 percent of
the gain for 12 months.

A shareholder lawsuit challenging
previous compensation policies is on
trial. Those policies resulted in the
former Disney president, Michael S.
Ovitz, being granted a severance
package of cash and stock options
valued at $140 million in 1995 after 14
months of employment.

That trial is scheduled to resume
next month in Delaware.

Disney Overhauls Its Policy on Compensation

By ELIZABETH OLSON

WASHINGTON, Dec. 24 — Maids-
a-milking, gold rings and turtledoves
were a relative bargain this year, but
anyone who shopped for French
hens, geese and ladies dancing may
have been in for a touch of sticker
shock.

So said PNC Advisors, the wealth
management firm that each year tal-
lies the putative cost of assembling
all the items from the song “12 Days
of Christmas.” This year, all those
goods and services would have set a
buyer back $66,334, about the cost of
a fully loaded sport utility vehicle.

That is a record price for the 364
tokens of affection ranging from a
partridge in a pear tree to a dozen
drummers drumming. Still, the cost
is up only slightly, 1.6 percent, over
last year’s total, and compared with
the 1984 total, is 5.9 percent higher.

PNC Advisors, a unit of the PNC
Financial Services Group, the Pitts-
burgh-based banking company,
started tabulating the gift package
two decades ago to see whether the
costs of the presents in the English
carol tracked the United States gov-
ernment’s Consumer Price Index.
The general conclusion the firm has
drawn is that they usually do.

This year PNC Advisors found that
the prices went up in the low single
digits on a percentage basis for
goods and remained steady for serv-
ices. 

The flat prices for services, ac-
cording to the group’s chief invest-
ment strategist, Jeff Kleintop, reflect
an hourly compensation anchored by
a static minimum wage and the out-
sourcing of unskilled labor. 

Hence, the eight maids-a-milking,
who earned $26.80 for the chore 20
years ago, put a buyer out only $41.20
today, at $5.15 an hour.

Skilled labor, like the nine ladies
dancing, would make the biggest
dent in a budget, at $4,400, up 4 per-
cent from last year. The 10 lords-a-
leaping went up 3 percent, to
$4,039.08, and the 12 drummers
drumming rose 3.6 percent, to
$2,224.30.

Among the assorted fowl named in
the song, there were various breed-

based price differentials. Swans,
doves, partridges and calling birds
(today’s canaries) cost about the
same as last year, according to infor-
mation from the Cincinnati Zoo and
Botanical Gardens. 

But the price of French hens,
which are a slightly more exotic ver-
sion of American hens, went up 200
percent, Mr. Kleintop said, largely
because American breeders of
French hens introduced a more ex-
pensive variety.

PNC Advisors’ news release elabo-
rated: “The price for French hens
and geese saw significant increases,
which may be due to fewer hatch-
lings during this breeding cycle cre-
ating an imbalance in the supply-
demand chain. Turtledoves, on the
other hand, may have had a more
fruitful breeding cycle, creating an
oversupply of birds and a 31 percent
decline in price.”

The release continued, “All told,
the cost of the birds in the Christmas

classic totaled $4,201, just 1.5 percent
more than the $4,138 it would have
cost a year ago.”

Mr. Kleintop said the trumpeter
swans could now and then really jolt
the index, because breeding cycles
vary and affect the price. In 1984, for
instance, the seven swans-a-swim-
ming called for in the song cost $1,000
each, but in subsequent years the
price of the long-necked birds
slumped. Since 2001, the price has
risen, to $500 each. Every year, PNC
offsets the swans’ variable cost by
calculating a core index that ex-
cludes such cost anomalies.

Taking that into consideration, the
PNC index rose 3.1 percent, roughly
in line with the 3.7 percent increase
in the first 11 months registered by
the Consumer Price Index, which
measures a much broader range of
goods and services. 

Birds and Dancing Ladies
Skew the ‘12 Days’ Index 

All 364 items in that
song for $66,334, up
1.6% for the year.
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I.B.M., which operates in more than
150 countries and had $9 billion in
revenue in 2003. 

Preparations are already under
way in Beijing. For the last few
months, all vice presidents have
been required to study English for at
least one hour a day. The chairman
says he has read books about Bill
Gates and Andrew Grove. And the
chief executive of Lenovo has agreed
to give up day-to-day management of
the company to assume the role of
chairman.

His task will be to fly back and
forth from Beijing to New York to
consult with Lenovo’s newly named
chief executive, Stephen M. Ward Jr.,
the senior vice president and general
manager of I.B.M.’s Personal Sys-
tems Group.

Many analysts were surprised by

Lenovo’s decision to outsource its
management to New York.

“I admire what Lenovo is doing,”
said Joe Zhang, a UBS analyst who
follows Lenovo. “Many Lenovo exec-
utives have decided to do this at the
expense of their careers. They’re
putting personal ego behind for the
greater good of the company.”

People involved in the negotiations
with I.B.M. said that Lenovo officials
saw no other choice. They recognized
that Lenovo could not simply take
over a much bigger I.B.M. PC unit
and run it from Beijing.

That is why a major theme of the
talks was how to keep business as
usual after the deal was completed,
those people say.

While I.B.M. is full of M.B.A.’s,
Lenovo — which is still partly gov-
ernment owned — has only two
members of the senior management
team with an M.B.A. And none of the
top executives have ever worked for
a multinational corporation.

But analysts also say that Lenovo
is no pushover. The company is con-
sidered one of China’s most success-
ful corporations. For years, for ex-
ample, Lenovo’s brand has outsold
Dell, Hewlett-Packard and I.B.M.
computers in China.

And even though it began as a
state-owned enterprise, Lenovo has
always been entrepreneurial, ana-

lysts say. It was one of the first com-
panies here to list its shares in Hong
Kong. It was among the first to re-
ward its employees with stock op-
tions, which have turned some of its
top executives into millionaires.

The company’s identity was
shaped, in part, by its visionary
chairman, Mr. Liu, who in 1984
helped found Lenovo with a group of
scientists from the Chinese Academy
of Sciences.

Early on, it was the hard-charging
Mr. Liu who persuaded the Chinese
government to give the company
greater control over its hiring and
salary decisions, allowing the state-
owned company to raise capital from
outside investors and essentially op-
erate like a private company.

Later, Mr. Liu won government
approval to list the company’s stock
in Hong Kong and for Lenovo to start
producing its own computers, rather
than simply marketing Western
brands.

By 1997, with its own brand of low-
cost Chinese-character-friendly
computers, Lenovo was suddenly
China’s biggest computer maker.

Mr. Liu, a military academy grad-
uate who suffered through China’s
brutal Cultural Revolution, said he
often ran the company with an iron
fist, scolding workers who showed up
late for meetings and pushing scien-
tists and executives to deliver on
their promises.

“All the people were scientists in
those days,” Mr. Liu recalled. “They
were very casual. They’d always be
late for meetings and they’d make
their promises. So we decided that if
anyone was late they’d stand up for
one minute.”

Along the way, Mr. Liu also
groomed a cadre of loyal and fierce
executives, including Yang Yuanq-
ing, 42, who is now the company’s
chief executive, and Mary Ma, 52,
Lenovo’s highly respected chief fi-
nancial officer.

But just how the new company’s
management will take shape in Bei-
jing and New York is still unclear.

Though he will step down after the
merger, Mr. Liu, 60, will continue to
serve as a member of the board.

Mr. Yang, a serious-minded execu-
tive who helped fire up the compa-
ny’s sales force, will become chair-
man. Ms. Ma, who led the talks to ac-
quire I.B.M.’s PC unit, is expected to
remain as chief financial officer.

Lenovo’s challenge will be to meld
radically different corporate cul-
tures.

“Neither culture should be the de
facto culture,” said Martin Gilliland,
an analyst at Gartner Research.
“They have to start a new one. Can
they develop a new Lenovo business
culture? That’s one of the keys to
success.”

In recent years, Lenovo officials
say the company’s corporate culture
has evolved from what some compa-
ny officials called the “semimilitary”
culture that prevailed in the early
days, to a more easy-going and hip
high-tech culture.

These days, Lenovo’s new corpo-
rate headquarters in Beijing’s “Sili-
con Suburb” is teaming with young
20- and 30-somethings, casually
dressed, chattering into mobile
phones and looking confident.

The halls are decked with employ-
ee recognition plaques, business
school theorems and New Age philos-
ophy: “Happiness,” reads one work-
place poster. “Work hard and live
art,” reads another.

Newcomers to Lenovo are even
trained in the same kind of team-
work programs that can be found at
American business schools, right
down to the leaps of faith — the back-
ward falling employee who is caught
by a team of supportive co-workers.

And for those who need a jolt, each
morning at 8:30 the Lenovo theme
song is broadcast on loudspeakers
throughout the headquarters, urging
workers to guide the corporate ship
through perilous waters.

“Lenovo, Lenovo, Lenovo,” one line
goes, “we are sailing through the
waves to lands far away. Lenovo,
Lenovo, Lenovo. We are building a
new splendor.”

Lenovo is also seeking the best out-
side advice it can get, hiring a client

roster that includes Goldman,
Sachs; McKinsey & Company, the
consulting firm; Weil, Gotshal &
Manges, the New York law firm; and
Ogilvy, the public relations firm.

And the new language for the com-
pany is English, company officials
say.

Lenovo officials say they are
studying American business history,
and the chief executive lists The Har-
vard Business Review as part of his
regular reading.

In fact, like other computer and
software giants, Lenovo is even fan-
ning its own myths. In 1984, the com-
pany was formed in a small, con-
crete security guard’s booth that be-
came its first laboratory and head-
quarters.

The booth — part of the Chinese
Academy of Sciences — was torn
down in 2001 to make way for a new
building. But it was soon rebuilt and
now sits like an empty artifact along-
side the headquarters of Lenovo’s
parent company, Legend Holdings.

Critics now worry that Lenovo
must find a way to preserve I.B.M.’s
traditions in a PC industry of in-
creasing competition and commod-
ity manufacturing. 

But Mr. Yang, Lenovo’s current
chief executive, says not to worry.

"We are going to stick to the princi-
ples of I.B.M. as a high-premium,
high-value image, “ he said. “We’re
not going to make any compromises
on this."

Chinese Buyer of PC Unit
Is Moving to I.B.M.’s Town 

Miranda Mimi Kuo for The New York Times

Liu Chuanzhi, chairman of Lenovo and one of its founders, said that ac-
quiring the international business skills of I.B.M. managers was one of
the big attractions of the deal for the personal computer division. 
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a patent on an aspect of the process,
but “even that arcane feature may
be something that has been done be-
fore,” he said. “Patent officers aren’t
necessarily experts. Almost certain-
ly, if they were aware of this, they
wouldn’t allow someone to get a pat-
ent on it.”

A new check processing law,
known as Check 21, raised the hopes
of DataTreasury and other such pat-
ent holders because it gave banks
broader permission to shred paper
checks and keep electronic images of
them. The law took effect in late Oc-
tober.

DataTreasury is clearly hoping for
a bonanza. According to court docu-
ments, one of the two law firms origi-
nally hired to file the lawsuits is
working for a contingency fee of 40
percent, with a cap that was raised
from $100 million to $225 million.

So far, two companies have paid
DataTreasury to settle: Affiliated
Computer Services, one of the na-
tion’s biggest information technol-
ogy suppliers; and the RDM Corpo-
ration, a small Canadian company
that sells hardware and software for
payment processing. 

“It was a nuisance lawsuit to us,
and it was the most efficient decision
to settle it for a minimal amount,”
said Lesley Pool, a spokeswoman for
Affiliated Computer. She would not
say the amount, but an article in The

Dallas Business Journal, which
DataTreasury has linked to its Web
site, said it was $50,000. 

As for RDM, DataTreasury issued
a news release saying that the Cana-
dian company would pay a fee for
each check imaging terminal it de-
ploys and “a per-click royalty for
storage of electronic documents and
check information, calculated at
around a 50 percent royalty rate.”

Before Affiliated Computer set-
tled, it did answer the lawsuit in
court, calling DataTreasury’s pat-
ents invalid and unenforceable. In
papers filed in the United States Dis-
trict Court for the Eastern District of

Texas, Affiliated Computer accused
DataTreasury of deceiving the Pat-
ent and Trademark Office by with-
holding background materials that
would have shown that its ideas were
not new.

DataTreasury, for its part, said in
court filings that the two patents
were the brainchild of its founder, an
inventor named Claudio Ballard. The
filings are silent on Mr. Ballard’s
professional credentials and back-

ground, but they do assert that he
met at least once with people from
J. P. Morgan Chase and that they ap-
propriated his ideas. 

The list of DataTreasury’s defend-
ants appears somewhat random, giv-
en that all major banks engage in
check imaging and archiving, and
that myriad companies handle credit
card transactions. Among them are
Viewpointe Archive Services, a com-
pany set up by some major banks
and I.B.M. to store and retrieve digi-
tal images of checks for large banks;
Ingenico, a French manufacturer of
payment card terminals; and
SVPCO, the check and electronic
clearing service division of the
Clearing House Payments Company. 

To be sure, financial services com-
panies routinely sue one another
over patent infringement, and com-
panies like I.B.M. and Citigroup hold
multiple patents and collect huge li-
censing fees. The difference is that
those companies run patent licensing
operations as part of a business and
sometimes waive fees if they think it
will build a deeper relationship with
a customer, patent experts said. For
a company like DataTreasury, these
experts said, the point seems to be to
walk away with as much money as
possible.

(DataTreasury does have at least
one processing client: Signature
Bank, a New York subsidiary of
Bank Hapoalim of Israel, said that it
used DataTreasury on a limited ba-
sis to store check images and let cli-
ents retrieve them.)

The DataTreasury suits have cast
an unusually wide net. Zions Bancor-
poration, for example, whose NetDe-
posit subsidiary sells electronic
check processing technology, has in-
tervened on behalf of Electronic
Data Systems, saying that it and not
DataTreasury developed the system
that E.D.S. uses.

“The idea of electronic check pro-
cessing is quite old, and there’s a
great deal of prior art associated
with the patent,” said John J. Feld-
haus, a lawyer representing Zions,
referring to the background material
that patent examiners use to deter-
mine if an idea is new. 

But because juries are not sympa-
thetic to big corporations, it is easy
for a company like DataTreasury to
come across as a David battling a
Goliath, said Mr. Bednarek, the law-
yer and former patent examiner.
“Banks are inviting targets, because
they have a lot of money and they
can make settlements that are with-
in their noise level that it would be
impossible for other groups to do,” he
said. DataTreasury is represented
by Nix, Patterson & Roach of Dain-
gerfield, Tex., a plaintiff’s law firm
best known for the $17 billion award
it won for the state of Texas in tobac-
co litigation.

Several success stories may have
inspired copycats. In banking, the
most prominent example of a patent
holder who made a business out of
securing licensing fees is Ronald A.
Katz, who is expected to have earned
$2 billion in fees by 2009, when some
of his 52 patents expire. Among the
companies that have paid him royal-
ties are Bank of America, Microsoft,
Hewlett-Packard and Wells Fargo. 

Other patent holders are just start-
ing to take to the courts. LML Pay-
ments Systems, a small check pro-
cessor in Vancouver, British Colum-
bia, announced in late October that it
had secured a 2006 trial date for a
patent infringement lawsuit against
four companies, including the Tele-
Check division of First Data and the
Nova Information Systems division
of U.S. Bancorp.

The number of patent lawsuits re-
lated to payment processing is ex-
pected to grow rather than shrink,
and industry executives say there
will be a collective toll. As more pat-
ent holders step forward to exact
fees, “it’s like a death by a thousand
cuts,” said Octavio Marenzi, who
leads a technology consulting firm
that caters to banks. “Financial insti-
tutions are just going to get sued
more and more.”

Two Patents Lead to Numerous Lawsuits Aimed at Banks 
Continued From First Business Page

A payment processing
system is guarded with
zeal and lawyers.

HINSDALE, Ill., Dec. 24 (AP) —
The accounting firm Ernst & Young
has agreed to pay $125 million to the
Federal Deposit Insurance Corpora-
tion over the collapse of a suburban
Chicago bank three years ago, the
F.D.I.C. announced Friday.

The failure of Superior Bank,
based in Hinsdale, cost the F.D.I.C.
about $700 million, making it one of
the largest federally insured finan-
cial institutions to fail in a decade.

Investigators for the Treasury De-
partment, the F.D.I.C. and Congress
blamed the risky business strategies
of Superior’s management for the
collapse, but they also cited failures
on the part of Superior’s outside au-
diting firm, Ernst & Young. The
F.D.I.C. accused the firm of negli-
gence and concealing the bank’s true
financial conditions.

Under the agreement announced
Friday, Ernst & Young did not admit
any liability.

A spokesman for Ernst & Young,
Charles Perkins, said the firm had
already made changes to its auditing
practices, including adding more
technical resources and increasing
its requirements for training and ex-
perience.

“Our decision to reach these settle-
ments,” Mr. Perkins said, “under-

scores our commitment to work co-
operatively with regulators and to
ensure that we have the strongest
policies and procedures to serve our
clients and the public interest.” 

The Ernst & Young agreement in-
volved two settlements: one for $40
million with the F.D.I.C. and another
for $85 million involving enforce-
ment claims by the Treasury’s Of-
fice of Thrift Supervision, which
closed Superior on July 27, 2001. The
F.D.I.C. said that it would receive
both amounts.

“We still expect to lose money be-
cause of this failure, but this will go a
long way in recouping as much as
possible,” an F.D.I.C. spokesman,
David Barr. He said some of the set-
tlement would eventually reach unin-
sured depositors who lost money in
Superior’s collapse.

Superior Bank claimed about $2.3
billion in assets at the time and was
owned by the multibillionaire Pritzk-
er family and a New York developer.

The Pritzkers agreed to a $460 mil-
lion voluntary settlement in 2001 that
barred government action against
the owners. The owners admitted no
liability. So far, the Pritzkers have
paid about $175 million under the set-
tlement’s payment schedule, Mr.
Barr said.

Ernst & Young to Pay U.S.
Over Bank Collapse in ’01

BURBANK, Calif., Dec. 24 (AP) —
The Walt Disney Company has re-
vamped its executive compensation
policy, requiring top officers to own
and hold more stock and tying stock
awards to the performance of the
company’s share price.

The new policy is in addition to oth-
er compensation changes the board
made in September to Disney’s bo-
nus plan, tying executive bonuses
more closely to the company’s finan-
cial performance. The plan also re-
duces the amount of options granted
to executives, shifting the majority
of grants to restricted stock.

The changes come as Disney plans
to replace its longtime chief execu-
tive, Michael D. Eisner, who has said
he will retire when his contract ex-
pires in 2006. The company said it ex-

pected to name a successor by June.
The new long-term incentive pro-

gram provides that half of the re-
stricted stock granted to senior exec-
utives will vest only if the apprecia-
tion of the company’s shares, plus re-
invested dividends, exceeds that of
the Standard & Poor’s 500-stock in-
dex over either the previous year or
three-year time period.

The new policy also requires the
top five executives to hold, over time,
company stock equal to three to five
times their base salary, depending
on the position.

The new pay plan “will help the
company continue to attract and re-
tain the best employees while align-
ing their interests with those of our
shareholders,” Judith L. Estrin,
chairwoman of the board’s executive

compensation committee, said.
For stock-option grants made in

2005 and after, Disney’s top five ex-
ecutives will be required to keep
shares representing at least 75 per-
cent of the after-tax gain realized
from the exercise of the options for
at least one year. Disney’s chief ex-
ecutive will be required to keep
shares representing 100 percent of
the gain for 12 months.

A shareholder lawsuit challenging
previous compensation policies is on
trial. Those policies resulted in the
former Disney president, Michael S.
Ovitz, being granted a severance
package of cash and stock options
valued at $140 million in 1995 after 14
months of employment.

That trial is scheduled to resume
next month in Delaware.

Disney Overhauls Its Policy on Compensation

By ELIZABETH OLSON

WASHINGTON, Dec. 24 — Maids-
a-milking, gold rings and turtledoves
were a relative bargain this year, but
anyone who shopped for French
hens, geese and ladies dancing may
have been in for a touch of sticker
shock.

So said PNC Advisors, the wealth
management firm that each year tal-
lies the putative cost of assembling
all the items from the song “12 Days
of Christmas.” This year, all those
goods and services would have set a
buyer back $66,334, about the cost of
a fully loaded sport utility vehicle.

That is a record price for the 364
tokens of affection ranging from a
partridge in a pear tree to a dozen
drummers drumming. Still, the cost
is up only slightly, 1.6 percent, over
last year’s total, and compared with
the 1984 total, is 5.9 percent higher.

PNC Advisors, a unit of the PNC
Financial Services Group, the Pitts-
burgh-based banking company,
started tabulating the gift package
two decades ago to see whether the
costs of the presents in the English
carol tracked the United States gov-
ernment’s Consumer Price Index.
The general conclusion the firm has
drawn is that they usually do.

This year PNC Advisors found that
the prices went up in the low single
digits on a percentage basis for
goods and remained steady for serv-
ices. 

The flat prices for services, ac-
cording to the group’s chief invest-
ment strategist, Jeff Kleintop, reflect
an hourly compensation anchored by
a static minimum wage and the out-
sourcing of unskilled labor. 

Hence, the eight maids-a-milking,
who earned $26.80 for the chore 20
years ago, put a buyer out only $41.20
today, at $5.15 an hour.

Skilled labor, like the nine ladies
dancing, would make the biggest
dent in a budget, at $4,400, up 4 per-
cent from last year. The 10 lords-a-
leaping went up 3 percent, to
$4,039.08, and the 12 drummers
drumming rose 3.6 percent, to
$2,224.30.

Among the assorted fowl named in
the song, there were various breed-

based price differentials. Swans,
doves, partridges and calling birds
(today’s canaries) cost about the
same as last year, according to infor-
mation from the Cincinnati Zoo and
Botanical Gardens. 

But the price of French hens,
which are a slightly more exotic ver-
sion of American hens, went up 200
percent, Mr. Kleintop said, largely
because American breeders of
French hens introduced a more ex-
pensive variety.

PNC Advisors’ news release elabo-
rated: “The price for French hens
and geese saw significant increases,
which may be due to fewer hatch-
lings during this breeding cycle cre-
ating an imbalance in the supply-
demand chain. Turtledoves, on the
other hand, may have had a more
fruitful breeding cycle, creating an
oversupply of birds and a 31 percent
decline in price.”

The release continued, “All told,
the cost of the birds in the Christmas

classic totaled $4,201, just 1.5 percent
more than the $4,138 it would have
cost a year ago.”

Mr. Kleintop said the trumpeter
swans could now and then really jolt
the index, because breeding cycles
vary and affect the price. In 1984, for
instance, the seven swans-a-swim-
ming called for in the song cost $1,000
each, but in subsequent years the
price of the long-necked birds
slumped. Since 2001, the price has
risen, to $500 each. Every year, PNC
offsets the swans’ variable cost by
calculating a core index that ex-
cludes such cost anomalies.

Taking that into consideration, the
PNC index rose 3.1 percent, roughly
in line with the 3.7 percent increase
in the first 11 months registered by
the Consumer Price Index, which
measures a much broader range of
goods and services. 

Birds and Dancing Ladies
Skew the ‘12 Days’ Index 

All 364 items in that
song for $66,334, up
1.6% for the year.
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I.B.M., which operates in more than
150 countries and had $9 billion in
revenue in 2003. 

Preparations are already under
way in Beijing. For the last few
months, all vice presidents have
been required to study English for at
least one hour a day. The chairman
says he has read books about Bill
Gates and Andrew Grove. And the
chief executive of Lenovo has agreed
to give up day-to-day management of
the company to assume the role of
chairman.

His task will be to fly back and
forth from Beijing to New York to
consult with Lenovo’s newly named
chief executive, Stephen M. Ward Jr.,
the senior vice president and general
manager of I.B.M.’s Personal Sys-
tems Group.

Many analysts were surprised by

Lenovo’s decision to outsource its
management to New York.

“I admire what Lenovo is doing,”
said Joe Zhang, a UBS analyst who
follows Lenovo. “Many Lenovo exec-
utives have decided to do this at the
expense of their careers. They’re
putting personal ego behind for the
greater good of the company.”

People involved in the negotiations
with I.B.M. said that Lenovo officials
saw no other choice. They recognized
that Lenovo could not simply take
over a much bigger I.B.M. PC unit
and run it from Beijing.

That is why a major theme of the
talks was how to keep business as
usual after the deal was completed,
those people say.

While I.B.M. is full of M.B.A.’s,
Lenovo — which is still partly gov-
ernment owned — has only two
members of the senior management
team with an M.B.A. And none of the
top executives have ever worked for
a multinational corporation.

But analysts also say that Lenovo
is no pushover. The company is con-
sidered one of China’s most success-
ful corporations. For years, for ex-
ample, Lenovo’s brand has outsold
Dell, Hewlett-Packard and I.B.M.
computers in China.

And even though it began as a
state-owned enterprise, Lenovo has
always been entrepreneurial, ana-

lysts say. It was one of the first com-
panies here to list its shares in Hong
Kong. It was among the first to re-
ward its employees with stock op-
tions, which have turned some of its
top executives into millionaires.

The company’s identity was
shaped, in part, by its visionary
chairman, Mr. Liu, who in 1984
helped found Lenovo with a group of
scientists from the Chinese Academy
of Sciences.

Early on, it was the hard-charging
Mr. Liu who persuaded the Chinese
government to give the company
greater control over its hiring and
salary decisions, allowing the state-
owned company to raise capital from
outside investors and essentially op-
erate like a private company.

Later, Mr. Liu won government
approval to list the company’s stock
in Hong Kong and for Lenovo to start
producing its own computers, rather
than simply marketing Western
brands.

By 1997, with its own brand of low-
cost Chinese-character-friendly
computers, Lenovo was suddenly
China’s biggest computer maker.

Mr. Liu, a military academy grad-
uate who suffered through China’s
brutal Cultural Revolution, said he
often ran the company with an iron
fist, scolding workers who showed up
late for meetings and pushing scien-
tists and executives to deliver on
their promises.

“All the people were scientists in
those days,” Mr. Liu recalled. “They
were very casual. They’d always be
late for meetings and they’d make
their promises. So we decided that if
anyone was late they’d stand up for
one minute.”

Along the way, Mr. Liu also
groomed a cadre of loyal and fierce
executives, including Yang Yuanq-
ing, 42, who is now the company’s
chief executive, and Mary Ma, 52,
Lenovo’s highly respected chief fi-
nancial officer.

But just how the new company’s
management will take shape in Bei-
jing and New York is still unclear.

Though he will step down after the
merger, Mr. Liu, 60, will continue to
serve as a member of the board.

Mr. Yang, a serious-minded execu-
tive who helped fire up the compa-
ny’s sales force, will become chair-
man. Ms. Ma, who led the talks to ac-
quire I.B.M.’s PC unit, is expected to
remain as chief financial officer.

Lenovo’s challenge will be to meld
radically different corporate cul-
tures.

“Neither culture should be the de
facto culture,” said Martin Gilliland,
an analyst at Gartner Research.
“They have to start a new one. Can
they develop a new Lenovo business
culture? That’s one of the keys to
success.”

In recent years, Lenovo officials
say the company’s corporate culture
has evolved from what some compa-
ny officials called the “semimilitary”
culture that prevailed in the early
days, to a more easy-going and hip
high-tech culture.

These days, Lenovo’s new corpo-
rate headquarters in Beijing’s “Sili-
con Suburb” is teaming with young
20- and 30-somethings, casually
dressed, chattering into mobile
phones and looking confident.

The halls are decked with employ-
ee recognition plaques, business
school theorems and New Age philos-
ophy: “Happiness,” reads one work-
place poster. “Work hard and live
art,” reads another.

Newcomers to Lenovo are even
trained in the same kind of team-
work programs that can be found at
American business schools, right
down to the leaps of faith — the back-
ward falling employee who is caught
by a team of supportive co-workers.

And for those who need a jolt, each
morning at 8:30 the Lenovo theme
song is broadcast on loudspeakers
throughout the headquarters, urging
workers to guide the corporate ship
through perilous waters.

“Lenovo, Lenovo, Lenovo,” one line
goes, “we are sailing through the
waves to lands far away. Lenovo,
Lenovo, Lenovo. We are building a
new splendor.”

Lenovo is also seeking the best out-
side advice it can get, hiring a client

roster that includes Goldman,
Sachs; McKinsey & Company, the
consulting firm; Weil, Gotshal &
Manges, the New York law firm; and
Ogilvy, the public relations firm.

And the new language for the com-
pany is English, company officials
say.

Lenovo officials say they are
studying American business history,
and the chief executive lists The Har-
vard Business Review as part of his
regular reading.

In fact, like other computer and
software giants, Lenovo is even fan-
ning its own myths. In 1984, the com-
pany was formed in a small, con-
crete security guard’s booth that be-
came its first laboratory and head-
quarters.

The booth — part of the Chinese
Academy of Sciences — was torn
down in 2001 to make way for a new
building. But it was soon rebuilt and
now sits like an empty artifact along-
side the headquarters of Lenovo’s
parent company, Legend Holdings.

Critics now worry that Lenovo
must find a way to preserve I.B.M.’s
traditions in a PC industry of in-
creasing competition and commod-
ity manufacturing. 

But Mr. Yang, Lenovo’s current
chief executive, says not to worry.

"We are going to stick to the princi-
ples of I.B.M. as a high-premium,
high-value image, “ he said. “We’re
not going to make any compromises
on this."

Chinese Buyer of PC Unit
Is Moving to I.B.M.’s Town 

Miranda Mimi Kuo for The New York Times

Liu Chuanzhi, chairman of Lenovo and one of its founders, said that ac-
quiring the international business skills of I.B.M. managers was one of
the big attractions of the deal for the personal computer division. 
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a patent on an aspect of the process,
but “even that arcane feature may
be something that has been done be-
fore,” he said. “Patent officers aren’t
necessarily experts. Almost certain-
ly, if they were aware of this, they
wouldn’t allow someone to get a pat-
ent on it.”

A new check processing law,
known as Check 21, raised the hopes
of DataTreasury and other such pat-
ent holders because it gave banks
broader permission to shred paper
checks and keep electronic images of
them. The law took effect in late Oc-
tober.

DataTreasury is clearly hoping for
a bonanza. According to court docu-
ments, one of the two law firms origi-
nally hired to file the lawsuits is
working for a contingency fee of 40
percent, with a cap that was raised
from $100 million to $225 million.

So far, two companies have paid
DataTreasury to settle: Affiliated
Computer Services, one of the na-
tion’s biggest information technol-
ogy suppliers; and the RDM Corpo-
ration, a small Canadian company
that sells hardware and software for
payment processing. 

“It was a nuisance lawsuit to us,
and it was the most efficient decision
to settle it for a minimal amount,”
said Lesley Pool, a spokeswoman for
Affiliated Computer. She would not
say the amount, but an article in The

Dallas Business Journal, which
DataTreasury has linked to its Web
site, said it was $50,000. 

As for RDM, DataTreasury issued
a news release saying that the Cana-
dian company would pay a fee for
each check imaging terminal it de-
ploys and “a per-click royalty for
storage of electronic documents and
check information, calculated at
around a 50 percent royalty rate.”

Before Affiliated Computer set-
tled, it did answer the lawsuit in
court, calling DataTreasury’s pat-
ents invalid and unenforceable. In
papers filed in the United States Dis-
trict Court for the Eastern District of

Texas, Affiliated Computer accused
DataTreasury of deceiving the Pat-
ent and Trademark Office by with-
holding background materials that
would have shown that its ideas were
not new.

DataTreasury, for its part, said in
court filings that the two patents
were the brainchild of its founder, an
inventor named Claudio Ballard. The
filings are silent on Mr. Ballard’s
professional credentials and back-

ground, but they do assert that he
met at least once with people from
J. P. Morgan Chase and that they ap-
propriated his ideas. 

The list of DataTreasury’s defend-
ants appears somewhat random, giv-
en that all major banks engage in
check imaging and archiving, and
that myriad companies handle credit
card transactions. Among them are
Viewpointe Archive Services, a com-
pany set up by some major banks
and I.B.M. to store and retrieve digi-
tal images of checks for large banks;
Ingenico, a French manufacturer of
payment card terminals; and
SVPCO, the check and electronic
clearing service division of the
Clearing House Payments Company. 

To be sure, financial services com-
panies routinely sue one another
over patent infringement, and com-
panies like I.B.M. and Citigroup hold
multiple patents and collect huge li-
censing fees. The difference is that
those companies run patent licensing
operations as part of a business and
sometimes waive fees if they think it
will build a deeper relationship with
a customer, patent experts said. For
a company like DataTreasury, these
experts said, the point seems to be to
walk away with as much money as
possible.

(DataTreasury does have at least
one processing client: Signature
Bank, a New York subsidiary of
Bank Hapoalim of Israel, said that it
used DataTreasury on a limited ba-
sis to store check images and let cli-
ents retrieve them.)

The DataTreasury suits have cast
an unusually wide net. Zions Bancor-
poration, for example, whose NetDe-
posit subsidiary sells electronic
check processing technology, has in-
tervened on behalf of Electronic
Data Systems, saying that it and not
DataTreasury developed the system
that E.D.S. uses.

“The idea of electronic check pro-
cessing is quite old, and there’s a
great deal of prior art associated
with the patent,” said John J. Feld-
haus, a lawyer representing Zions,
referring to the background material
that patent examiners use to deter-
mine if an idea is new. 

But because juries are not sympa-
thetic to big corporations, it is easy
for a company like DataTreasury to
come across as a David battling a
Goliath, said Mr. Bednarek, the law-
yer and former patent examiner.
“Banks are inviting targets, because
they have a lot of money and they
can make settlements that are with-
in their noise level that it would be
impossible for other groups to do,” he
said. DataTreasury is represented
by Nix, Patterson & Roach of Dain-
gerfield, Tex., a plaintiff’s law firm
best known for the $17 billion award
it won for the state of Texas in tobac-
co litigation.

Several success stories may have
inspired copycats. In banking, the
most prominent example of a patent
holder who made a business out of
securing licensing fees is Ronald A.
Katz, who is expected to have earned
$2 billion in fees by 2009, when some
of his 52 patents expire. Among the
companies that have paid him royal-
ties are Bank of America, Microsoft,
Hewlett-Packard and Wells Fargo. 

Other patent holders are just start-
ing to take to the courts. LML Pay-
ments Systems, a small check pro-
cessor in Vancouver, British Colum-
bia, announced in late October that it
had secured a 2006 trial date for a
patent infringement lawsuit against
four companies, including the Tele-
Check division of First Data and the
Nova Information Systems division
of U.S. Bancorp.

The number of patent lawsuits re-
lated to payment processing is ex-
pected to grow rather than shrink,
and industry executives say there
will be a collective toll. As more pat-
ent holders step forward to exact
fees, “it’s like a death by a thousand
cuts,” said Octavio Marenzi, who
leads a technology consulting firm
that caters to banks. “Financial insti-
tutions are just going to get sued
more and more.”

Two Patents Lead to Numerous Lawsuits Aimed at Banks 
Continued From First Business Page

A payment processing
system is guarded with
zeal and lawyers.

HINSDALE, Ill., Dec. 24 (AP) —
The accounting firm Ernst & Young
has agreed to pay $125 million to the
Federal Deposit Insurance Corpora-
tion over the collapse of a suburban
Chicago bank three years ago, the
F.D.I.C. announced Friday.

The failure of Superior Bank,
based in Hinsdale, cost the F.D.I.C.
about $700 million, making it one of
the largest federally insured finan-
cial institutions to fail in a decade.

Investigators for the Treasury De-
partment, the F.D.I.C. and Congress
blamed the risky business strategies
of Superior’s management for the
collapse, but they also cited failures
on the part of Superior’s outside au-
diting firm, Ernst & Young. The
F.D.I.C. accused the firm of negli-
gence and concealing the bank’s true
financial conditions.

Under the agreement announced
Friday, Ernst & Young did not admit
any liability.

A spokesman for Ernst & Young,
Charles Perkins, said the firm had
already made changes to its auditing
practices, including adding more
technical resources and increasing
its requirements for training and ex-
perience.

“Our decision to reach these settle-
ments,” Mr. Perkins said, “under-

scores our commitment to work co-
operatively with regulators and to
ensure that we have the strongest
policies and procedures to serve our
clients and the public interest.” 

The Ernst & Young agreement in-
volved two settlements: one for $40
million with the F.D.I.C. and another
for $85 million involving enforce-
ment claims by the Treasury’s Of-
fice of Thrift Supervision, which
closed Superior on July 27, 2001. The
F.D.I.C. said that it would receive
both amounts.

“We still expect to lose money be-
cause of this failure, but this will go a
long way in recouping as much as
possible,” an F.D.I.C. spokesman,
David Barr. He said some of the set-
tlement would eventually reach unin-
sured depositors who lost money in
Superior’s collapse.

Superior Bank claimed about $2.3
billion in assets at the time and was
owned by the multibillionaire Pritzk-
er family and a New York developer.

The Pritzkers agreed to a $460 mil-
lion voluntary settlement in 2001 that
barred government action against
the owners. The owners admitted no
liability. So far, the Pritzkers have
paid about $175 million under the set-
tlement’s payment schedule, Mr.
Barr said.

Ernst & Young to Pay U.S.
Over Bank Collapse in ’01

BURBANK, Calif., Dec. 24 (AP) —
The Walt Disney Company has re-
vamped its executive compensation
policy, requiring top officers to own
and hold more stock and tying stock
awards to the performance of the
company’s share price.

The new policy is in addition to oth-
er compensation changes the board
made in September to Disney’s bo-
nus plan, tying executive bonuses
more closely to the company’s finan-
cial performance. The plan also re-
duces the amount of options granted
to executives, shifting the majority
of grants to restricted stock.

The changes come as Disney plans
to replace its longtime chief execu-
tive, Michael D. Eisner, who has said
he will retire when his contract ex-
pires in 2006. The company said it ex-

pected to name a successor by June.
The new long-term incentive pro-

gram provides that half of the re-
stricted stock granted to senior exec-
utives will vest only if the apprecia-
tion of the company’s shares, plus re-
invested dividends, exceeds that of
the Standard & Poor’s 500-stock in-
dex over either the previous year or
three-year time period.

The new policy also requires the
top five executives to hold, over time,
company stock equal to three to five
times their base salary, depending
on the position.

The new pay plan “will help the
company continue to attract and re-
tain the best employees while align-
ing their interests with those of our
shareholders,” Judith L. Estrin,
chairwoman of the board’s executive

compensation committee, said.
For stock-option grants made in

2005 and after, Disney’s top five ex-
ecutives will be required to keep
shares representing at least 75 per-
cent of the after-tax gain realized
from the exercise of the options for
at least one year. Disney’s chief ex-
ecutive will be required to keep
shares representing 100 percent of
the gain for 12 months.

A shareholder lawsuit challenging
previous compensation policies is on
trial. Those policies resulted in the
former Disney president, Michael S.
Ovitz, being granted a severance
package of cash and stock options
valued at $140 million in 1995 after 14
months of employment.

That trial is scheduled to resume
next month in Delaware.

Disney Overhauls Its Policy on Compensation

By ELIZABETH OLSON

WASHINGTON, Dec. 24 — Maids-
a-milking, gold rings and turtledoves
were a relative bargain this year, but
anyone who shopped for French
hens, geese and ladies dancing may
have been in for a touch of sticker
shock.

So said PNC Advisors, the wealth
management firm that each year tal-
lies the putative cost of assembling
all the items from the song “12 Days
of Christmas.” This year, all those
goods and services would have set a
buyer back $66,334, about the cost of
a fully loaded sport utility vehicle.

That is a record price for the 364
tokens of affection ranging from a
partridge in a pear tree to a dozen
drummers drumming. Still, the cost
is up only slightly, 1.6 percent, over
last year’s total, and compared with
the 1984 total, is 5.9 percent higher.

PNC Advisors, a unit of the PNC
Financial Services Group, the Pitts-
burgh-based banking company,
started tabulating the gift package
two decades ago to see whether the
costs of the presents in the English
carol tracked the United States gov-
ernment’s Consumer Price Index.
The general conclusion the firm has
drawn is that they usually do.

This year PNC Advisors found that
the prices went up in the low single
digits on a percentage basis for
goods and remained steady for serv-
ices. 

The flat prices for services, ac-
cording to the group’s chief invest-
ment strategist, Jeff Kleintop, reflect
an hourly compensation anchored by
a static minimum wage and the out-
sourcing of unskilled labor. 

Hence, the eight maids-a-milking,
who earned $26.80 for the chore 20
years ago, put a buyer out only $41.20
today, at $5.15 an hour.

Skilled labor, like the nine ladies
dancing, would make the biggest
dent in a budget, at $4,400, up 4 per-
cent from last year. The 10 lords-a-
leaping went up 3 percent, to
$4,039.08, and the 12 drummers
drumming rose 3.6 percent, to
$2,224.30.

Among the assorted fowl named in
the song, there were various breed-

based price differentials. Swans,
doves, partridges and calling birds
(today’s canaries) cost about the
same as last year, according to infor-
mation from the Cincinnati Zoo and
Botanical Gardens. 

But the price of French hens,
which are a slightly more exotic ver-
sion of American hens, went up 200
percent, Mr. Kleintop said, largely
because American breeders of
French hens introduced a more ex-
pensive variety.

PNC Advisors’ news release elabo-
rated: “The price for French hens
and geese saw significant increases,
which may be due to fewer hatch-
lings during this breeding cycle cre-
ating an imbalance in the supply-
demand chain. Turtledoves, on the
other hand, may have had a more
fruitful breeding cycle, creating an
oversupply of birds and a 31 percent
decline in price.”

The release continued, “All told,
the cost of the birds in the Christmas

classic totaled $4,201, just 1.5 percent
more than the $4,138 it would have
cost a year ago.”

Mr. Kleintop said the trumpeter
swans could now and then really jolt
the index, because breeding cycles
vary and affect the price. In 1984, for
instance, the seven swans-a-swim-
ming called for in the song cost $1,000
each, but in subsequent years the
price of the long-necked birds
slumped. Since 2001, the price has
risen, to $500 each. Every year, PNC
offsets the swans’ variable cost by
calculating a core index that ex-
cludes such cost anomalies.

Taking that into consideration, the
PNC index rose 3.1 percent, roughly
in line with the 3.7 percent increase
in the first 11 months registered by
the Consumer Price Index, which
measures a much broader range of
goods and services. 

Birds and Dancing Ladies
Skew the ‘12 Days’ Index 

All 364 items in that
song for $66,334, up
1.6% for the year.
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I.B.M., which operates in more than
150 countries and had $9 billion in
revenue in 2003. 

Preparations are already under
way in Beijing. For the last few
months, all vice presidents have
been required to study English for at
least one hour a day. The chairman
says he has read books about Bill
Gates and Andrew Grove. And the
chief executive of Lenovo has agreed
to give up day-to-day management of
the company to assume the role of
chairman.

His task will be to fly back and
forth from Beijing to New York to
consult with Lenovo’s newly named
chief executive, Stephen M. Ward Jr.,
the senior vice president and general
manager of I.B.M.’s Personal Sys-
tems Group.

Many analysts were surprised by

Lenovo’s decision to outsource its
management to New York.

“I admire what Lenovo is doing,”
said Joe Zhang, a UBS analyst who
follows Lenovo. “Many Lenovo exec-
utives have decided to do this at the
expense of their careers. They’re
putting personal ego behind for the
greater good of the company.”

People involved in the negotiations
with I.B.M. said that Lenovo officials
saw no other choice. They recognized
that Lenovo could not simply take
over a much bigger I.B.M. PC unit
and run it from Beijing.

That is why a major theme of the
talks was how to keep business as
usual after the deal was completed,
those people say.

While I.B.M. is full of M.B.A.’s,
Lenovo — which is still partly gov-
ernment owned — has only two
members of the senior management
team with an M.B.A. And none of the
top executives have ever worked for
a multinational corporation.

But analysts also say that Lenovo
is no pushover. The company is con-
sidered one of China’s most success-
ful corporations. For years, for ex-
ample, Lenovo’s brand has outsold
Dell, Hewlett-Packard and I.B.M.
computers in China.

And even though it began as a
state-owned enterprise, Lenovo has
always been entrepreneurial, ana-

lysts say. It was one of the first com-
panies here to list its shares in Hong
Kong. It was among the first to re-
ward its employees with stock op-
tions, which have turned some of its
top executives into millionaires.

The company’s identity was
shaped, in part, by its visionary
chairman, Mr. Liu, who in 1984
helped found Lenovo with a group of
scientists from the Chinese Academy
of Sciences.

Early on, it was the hard-charging
Mr. Liu who persuaded the Chinese
government to give the company
greater control over its hiring and
salary decisions, allowing the state-
owned company to raise capital from
outside investors and essentially op-
erate like a private company.

Later, Mr. Liu won government
approval to list the company’s stock
in Hong Kong and for Lenovo to start
producing its own computers, rather
than simply marketing Western
brands.

By 1997, with its own brand of low-
cost Chinese-character-friendly
computers, Lenovo was suddenly
China’s biggest computer maker.

Mr. Liu, a military academy grad-
uate who suffered through China’s
brutal Cultural Revolution, said he
often ran the company with an iron
fist, scolding workers who showed up
late for meetings and pushing scien-
tists and executives to deliver on
their promises.

“All the people were scientists in
those days,” Mr. Liu recalled. “They
were very casual. They’d always be
late for meetings and they’d make
their promises. So we decided that if
anyone was late they’d stand up for
one minute.”

Along the way, Mr. Liu also
groomed a cadre of loyal and fierce
executives, including Yang Yuanq-
ing, 42, who is now the company’s
chief executive, and Mary Ma, 52,
Lenovo’s highly respected chief fi-
nancial officer.

But just how the new company’s
management will take shape in Bei-
jing and New York is still unclear.

Though he will step down after the
merger, Mr. Liu, 60, will continue to
serve as a member of the board.

Mr. Yang, a serious-minded execu-
tive who helped fire up the compa-
ny’s sales force, will become chair-
man. Ms. Ma, who led the talks to ac-
quire I.B.M.’s PC unit, is expected to
remain as chief financial officer.

Lenovo’s challenge will be to meld
radically different corporate cul-
tures.

“Neither culture should be the de
facto culture,” said Martin Gilliland,
an analyst at Gartner Research.
“They have to start a new one. Can
they develop a new Lenovo business
culture? That’s one of the keys to
success.”

In recent years, Lenovo officials
say the company’s corporate culture
has evolved from what some compa-
ny officials called the “semimilitary”
culture that prevailed in the early
days, to a more easy-going and hip
high-tech culture.

These days, Lenovo’s new corpo-
rate headquarters in Beijing’s “Sili-
con Suburb” is teaming with young
20- and 30-somethings, casually
dressed, chattering into mobile
phones and looking confident.

The halls are decked with employ-
ee recognition plaques, business
school theorems and New Age philos-
ophy: “Happiness,” reads one work-
place poster. “Work hard and live
art,” reads another.

Newcomers to Lenovo are even
trained in the same kind of team-
work programs that can be found at
American business schools, right
down to the leaps of faith — the back-
ward falling employee who is caught
by a team of supportive co-workers.

And for those who need a jolt, each
morning at 8:30 the Lenovo theme
song is broadcast on loudspeakers
throughout the headquarters, urging
workers to guide the corporate ship
through perilous waters.

“Lenovo, Lenovo, Lenovo,” one line
goes, “we are sailing through the
waves to lands far away. Lenovo,
Lenovo, Lenovo. We are building a
new splendor.”

Lenovo is also seeking the best out-
side advice it can get, hiring a client

roster that includes Goldman,
Sachs; McKinsey & Company, the
consulting firm; Weil, Gotshal &
Manges, the New York law firm; and
Ogilvy, the public relations firm.

And the new language for the com-
pany is English, company officials
say.

Lenovo officials say they are
studying American business history,
and the chief executive lists The Har-
vard Business Review as part of his
regular reading.

In fact, like other computer and
software giants, Lenovo is even fan-
ning its own myths. In 1984, the com-
pany was formed in a small, con-
crete security guard’s booth that be-
came its first laboratory and head-
quarters.

The booth — part of the Chinese
Academy of Sciences — was torn
down in 2001 to make way for a new
building. But it was soon rebuilt and
now sits like an empty artifact along-
side the headquarters of Lenovo’s
parent company, Legend Holdings.

Critics now worry that Lenovo
must find a way to preserve I.B.M.’s
traditions in a PC industry of in-
creasing competition and commod-
ity manufacturing. 

But Mr. Yang, Lenovo’s current
chief executive, says not to worry.

"We are going to stick to the princi-
ples of I.B.M. as a high-premium,
high-value image, “ he said. “We’re
not going to make any compromises
on this."

Chinese Buyer of PC Unit
Is Moving to I.B.M.’s Town 

Miranda Mimi Kuo for The New York Times

Liu Chuanzhi, chairman of Lenovo and one of its founders, said that ac-
quiring the international business skills of I.B.M. managers was one of
the big attractions of the deal for the personal computer division. 
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A new work agenda:
studying English and
handing out birthday
cakes.

a patent on an aspect of the process,
but “even that arcane feature may
be something that has been done be-
fore,” he said. “Patent officers aren’t
necessarily experts. Almost certain-
ly, if they were aware of this, they
wouldn’t allow someone to get a pat-
ent on it.”

A new check processing law,
known as Check 21, raised the hopes
of DataTreasury and other such pat-
ent holders because it gave banks
broader permission to shred paper
checks and keep electronic images of
them. The law took effect in late Oc-
tober.

DataTreasury is clearly hoping for
a bonanza. According to court docu-
ments, one of the two law firms origi-
nally hired to file the lawsuits is
working for a contingency fee of 40
percent, with a cap that was raised
from $100 million to $225 million.

So far, two companies have paid
DataTreasury to settle: Affiliated
Computer Services, one of the na-
tion’s biggest information technol-
ogy suppliers; and the RDM Corpo-
ration, a small Canadian company
that sells hardware and software for
payment processing. 

“It was a nuisance lawsuit to us,
and it was the most efficient decision
to settle it for a minimal amount,”
said Lesley Pool, a spokeswoman for
Affiliated Computer. She would not
say the amount, but an article in The

Dallas Business Journal, which
DataTreasury has linked to its Web
site, said it was $50,000. 

As for RDM, DataTreasury issued
a news release saying that the Cana-
dian company would pay a fee for
each check imaging terminal it de-
ploys and “a per-click royalty for
storage of electronic documents and
check information, calculated at
around a 50 percent royalty rate.”

Before Affiliated Computer set-
tled, it did answer the lawsuit in
court, calling DataTreasury’s pat-
ents invalid and unenforceable. In
papers filed in the United States Dis-
trict Court for the Eastern District of

Texas, Affiliated Computer accused
DataTreasury of deceiving the Pat-
ent and Trademark Office by with-
holding background materials that
would have shown that its ideas were
not new.

DataTreasury, for its part, said in
court filings that the two patents
were the brainchild of its founder, an
inventor named Claudio Ballard. The
filings are silent on Mr. Ballard’s
professional credentials and back-

ground, but they do assert that he
met at least once with people from
J. P. Morgan Chase and that they ap-
propriated his ideas. 

The list of DataTreasury’s defend-
ants appears somewhat random, giv-
en that all major banks engage in
check imaging and archiving, and
that myriad companies handle credit
card transactions. Among them are
Viewpointe Archive Services, a com-
pany set up by some major banks
and I.B.M. to store and retrieve digi-
tal images of checks for large banks;
Ingenico, a French manufacturer of
payment card terminals; and
SVPCO, the check and electronic
clearing service division of the
Clearing House Payments Company. 

To be sure, financial services com-
panies routinely sue one another
over patent infringement, and com-
panies like I.B.M. and Citigroup hold
multiple patents and collect huge li-
censing fees. The difference is that
those companies run patent licensing
operations as part of a business and
sometimes waive fees if they think it
will build a deeper relationship with
a customer, patent experts said. For
a company like DataTreasury, these
experts said, the point seems to be to
walk away with as much money as
possible.

(DataTreasury does have at least
one processing client: Signature
Bank, a New York subsidiary of
Bank Hapoalim of Israel, said that it
used DataTreasury on a limited ba-
sis to store check images and let cli-
ents retrieve them.)

The DataTreasury suits have cast
an unusually wide net. Zions Bancor-
poration, for example, whose NetDe-
posit subsidiary sells electronic
check processing technology, has in-
tervened on behalf of Electronic
Data Systems, saying that it and not
DataTreasury developed the system
that E.D.S. uses.

“The idea of electronic check pro-
cessing is quite old, and there’s a
great deal of prior art associated
with the patent,” said John J. Feld-
haus, a lawyer representing Zions,
referring to the background material
that patent examiners use to deter-
mine if an idea is new. 

But because juries are not sympa-
thetic to big corporations, it is easy
for a company like DataTreasury to
come across as a David battling a
Goliath, said Mr. Bednarek, the law-
yer and former patent examiner.
“Banks are inviting targets, because
they have a lot of money and they
can make settlements that are with-
in their noise level that it would be
impossible for other groups to do,” he
said. DataTreasury is represented
by Nix, Patterson & Roach of Dain-
gerfield, Tex., a plaintiff’s law firm
best known for the $17 billion award
it won for the state of Texas in tobac-
co litigation.

Several success stories may have
inspired copycats. In banking, the
most prominent example of a patent
holder who made a business out of
securing licensing fees is Ronald A.
Katz, who is expected to have earned
$2 billion in fees by 2009, when some
of his 52 patents expire. Among the
companies that have paid him royal-
ties are Bank of America, Microsoft,
Hewlett-Packard and Wells Fargo. 

Other patent holders are just start-
ing to take to the courts. LML Pay-
ments Systems, a small check pro-
cessor in Vancouver, British Colum-
bia, announced in late October that it
had secured a 2006 trial date for a
patent infringement lawsuit against
four companies, including the Tele-
Check division of First Data and the
Nova Information Systems division
of U.S. Bancorp.

The number of patent lawsuits re-
lated to payment processing is ex-
pected to grow rather than shrink,
and industry executives say there
will be a collective toll. As more pat-
ent holders step forward to exact
fees, “it’s like a death by a thousand
cuts,” said Octavio Marenzi, who
leads a technology consulting firm
that caters to banks. “Financial insti-
tutions are just going to get sued
more and more.”

Two Patents Lead to Numerous Lawsuits Aimed at Banks 
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A payment processing
system is guarded with
zeal and lawyers.

HINSDALE, Ill., Dec. 24 (AP) —
The accounting firm Ernst & Young
has agreed to pay $125 million to the
Federal Deposit Insurance Corpora-
tion over the collapse of a suburban
Chicago bank three years ago, the
F.D.I.C. announced Friday.

The failure of Superior Bank,
based in Hinsdale, cost the F.D.I.C.
about $700 million, making it one of
the largest federally insured finan-
cial institutions to fail in a decade.

Investigators for the Treasury De-
partment, the F.D.I.C. and Congress
blamed the risky business strategies
of Superior’s management for the
collapse, but they also cited failures
on the part of Superior’s outside au-
diting firm, Ernst & Young. The
F.D.I.C. accused the firm of negli-
gence and concealing the bank’s true
financial conditions.

Under the agreement announced
Friday, Ernst & Young did not admit
any liability.

A spokesman for Ernst & Young,
Charles Perkins, said the firm had
already made changes to its auditing
practices, including adding more
technical resources and increasing
its requirements for training and ex-
perience.

“Our decision to reach these settle-
ments,” Mr. Perkins said, “under-

scores our commitment to work co-
operatively with regulators and to
ensure that we have the strongest
policies and procedures to serve our
clients and the public interest.” 

The Ernst & Young agreement in-
volved two settlements: one for $40
million with the F.D.I.C. and another
for $85 million involving enforce-
ment claims by the Treasury’s Of-
fice of Thrift Supervision, which
closed Superior on July 27, 2001. The
F.D.I.C. said that it would receive
both amounts.

“We still expect to lose money be-
cause of this failure, but this will go a
long way in recouping as much as
possible,” an F.D.I.C. spokesman,
David Barr. He said some of the set-
tlement would eventually reach unin-
sured depositors who lost money in
Superior’s collapse.

Superior Bank claimed about $2.3
billion in assets at the time and was
owned by the multibillionaire Pritzk-
er family and a New York developer.

The Pritzkers agreed to a $460 mil-
lion voluntary settlement in 2001 that
barred government action against
the owners. The owners admitted no
liability. So far, the Pritzkers have
paid about $175 million under the set-
tlement’s payment schedule, Mr.
Barr said.

Ernst & Young to Pay U.S.
Over Bank Collapse in ’01

BURBANK, Calif., Dec. 24 (AP) —
The Walt Disney Company has re-
vamped its executive compensation
policy, requiring top officers to own
and hold more stock and tying stock
awards to the performance of the
company’s share price.

The new policy is in addition to oth-
er compensation changes the board
made in September to Disney’s bo-
nus plan, tying executive bonuses
more closely to the company’s finan-
cial performance. The plan also re-
duces the amount of options granted
to executives, shifting the majority
of grants to restricted stock.

The changes come as Disney plans
to replace its longtime chief execu-
tive, Michael D. Eisner, who has said
he will retire when his contract ex-
pires in 2006. The company said it ex-

pected to name a successor by June.
The new long-term incentive pro-

gram provides that half of the re-
stricted stock granted to senior exec-
utives will vest only if the apprecia-
tion of the company’s shares, plus re-
invested dividends, exceeds that of
the Standard & Poor’s 500-stock in-
dex over either the previous year or
three-year time period.

The new policy also requires the
top five executives to hold, over time,
company stock equal to three to five
times their base salary, depending
on the position.

The new pay plan “will help the
company continue to attract and re-
tain the best employees while align-
ing their interests with those of our
shareholders,” Judith L. Estrin,
chairwoman of the board’s executive

compensation committee, said.
For stock-option grants made in

2005 and after, Disney’s top five ex-
ecutives will be required to keep
shares representing at least 75 per-
cent of the after-tax gain realized
from the exercise of the options for
at least one year. Disney’s chief ex-
ecutive will be required to keep
shares representing 100 percent of
the gain for 12 months.

A shareholder lawsuit challenging
previous compensation policies is on
trial. Those policies resulted in the
former Disney president, Michael S.
Ovitz, being granted a severance
package of cash and stock options
valued at $140 million in 1995 after 14
months of employment.

That trial is scheduled to resume
next month in Delaware.

Disney Overhauls Its Policy on Compensation

By ELIZABETH OLSON

WASHINGTON, Dec. 24 — Maids-
a-milking, gold rings and turtledoves
were a relative bargain this year, but
anyone who shopped for French
hens, geese and ladies dancing may
have been in for a touch of sticker
shock.

So said PNC Advisors, the wealth
management firm that each year tal-
lies the putative cost of assembling
all the items from the song “12 Days
of Christmas.” This year, all those
goods and services would have set a
buyer back $66,334, about the cost of
a fully loaded sport utility vehicle.

That is a record price for the 364
tokens of affection ranging from a
partridge in a pear tree to a dozen
drummers drumming. Still, the cost
is up only slightly, 1.6 percent, over
last year’s total, and compared with
the 1984 total, is 5.9 percent higher.

PNC Advisors, a unit of the PNC
Financial Services Group, the Pitts-
burgh-based banking company,
started tabulating the gift package
two decades ago to see whether the
costs of the presents in the English
carol tracked the United States gov-
ernment’s Consumer Price Index.
The general conclusion the firm has
drawn is that they usually do.

This year PNC Advisors found that
the prices went up in the low single
digits on a percentage basis for
goods and remained steady for serv-
ices. 

The flat prices for services, ac-
cording to the group’s chief invest-
ment strategist, Jeff Kleintop, reflect
an hourly compensation anchored by
a static minimum wage and the out-
sourcing of unskilled labor. 

Hence, the eight maids-a-milking,
who earned $26.80 for the chore 20
years ago, put a buyer out only $41.20
today, at $5.15 an hour.

Skilled labor, like the nine ladies
dancing, would make the biggest
dent in a budget, at $4,400, up 4 per-
cent from last year. The 10 lords-a-
leaping went up 3 percent, to
$4,039.08, and the 12 drummers
drumming rose 3.6 percent, to
$2,224.30.

Among the assorted fowl named in
the song, there were various breed-

based price differentials. Swans,
doves, partridges and calling birds
(today’s canaries) cost about the
same as last year, according to infor-
mation from the Cincinnati Zoo and
Botanical Gardens. 

But the price of French hens,
which are a slightly more exotic ver-
sion of American hens, went up 200
percent, Mr. Kleintop said, largely
because American breeders of
French hens introduced a more ex-
pensive variety.

PNC Advisors’ news release elabo-
rated: “The price for French hens
and geese saw significant increases,
which may be due to fewer hatch-
lings during this breeding cycle cre-
ating an imbalance in the supply-
demand chain. Turtledoves, on the
other hand, may have had a more
fruitful breeding cycle, creating an
oversupply of birds and a 31 percent
decline in price.”

The release continued, “All told,
the cost of the birds in the Christmas

classic totaled $4,201, just 1.5 percent
more than the $4,138 it would have
cost a year ago.”

Mr. Kleintop said the trumpeter
swans could now and then really jolt
the index, because breeding cycles
vary and affect the price. In 1984, for
instance, the seven swans-a-swim-
ming called for in the song cost $1,000
each, but in subsequent years the
price of the long-necked birds
slumped. Since 2001, the price has
risen, to $500 each. Every year, PNC
offsets the swans’ variable cost by
calculating a core index that ex-
cludes such cost anomalies.

Taking that into consideration, the
PNC index rose 3.1 percent, roughly
in line with the 3.7 percent increase
in the first 11 months registered by
the Consumer Price Index, which
measures a much broader range of
goods and services. 

Birds and Dancing Ladies
Skew the ‘12 Days’ Index 

All 364 items in that
song for $66,334, up
1.6% for the year.
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I.B.M., which operates in more than
150 countries and had $9 billion in
revenue in 2003. 

Preparations are already under
way in Beijing. For the last few
months, all vice presidents have
been required to study English for at
least one hour a day. The chairman
says he has read books about Bill
Gates and Andrew Grove. And the
chief executive of Lenovo has agreed
to give up day-to-day management of
the company to assume the role of
chairman.

His task will be to fly back and
forth from Beijing to New York to
consult with Lenovo’s newly named
chief executive, Stephen M. Ward Jr.,
the senior vice president and general
manager of I.B.M.’s Personal Sys-
tems Group.

Many analysts were surprised by

Lenovo’s decision to outsource its
management to New York.

“I admire what Lenovo is doing,”
said Joe Zhang, a UBS analyst who
follows Lenovo. “Many Lenovo exec-
utives have decided to do this at the
expense of their careers. They’re
putting personal ego behind for the
greater good of the company.”

People involved in the negotiations
with I.B.M. said that Lenovo officials
saw no other choice. They recognized
that Lenovo could not simply take
over a much bigger I.B.M. PC unit
and run it from Beijing.

That is why a major theme of the
talks was how to keep business as
usual after the deal was completed,
those people say.

While I.B.M. is full of M.B.A.’s,
Lenovo — which is still partly gov-
ernment owned — has only two
members of the senior management
team with an M.B.A. And none of the
top executives have ever worked for
a multinational corporation.

But analysts also say that Lenovo
is no pushover. The company is con-
sidered one of China’s most success-
ful corporations. For years, for ex-
ample, Lenovo’s brand has outsold
Dell, Hewlett-Packard and I.B.M.
computers in China.

And even though it began as a
state-owned enterprise, Lenovo has
always been entrepreneurial, ana-

lysts say. It was one of the first com-
panies here to list its shares in Hong
Kong. It was among the first to re-
ward its employees with stock op-
tions, which have turned some of its
top executives into millionaires.

The company’s identity was
shaped, in part, by its visionary
chairman, Mr. Liu, who in 1984
helped found Lenovo with a group of
scientists from the Chinese Academy
of Sciences.

Early on, it was the hard-charging
Mr. Liu who persuaded the Chinese
government to give the company
greater control over its hiring and
salary decisions, allowing the state-
owned company to raise capital from
outside investors and essentially op-
erate like a private company.

Later, Mr. Liu won government
approval to list the company’s stock
in Hong Kong and for Lenovo to start
producing its own computers, rather
than simply marketing Western
brands.

By 1997, with its own brand of low-
cost Chinese-character-friendly
computers, Lenovo was suddenly
China’s biggest computer maker.

Mr. Liu, a military academy grad-
uate who suffered through China’s
brutal Cultural Revolution, said he
often ran the company with an iron
fist, scolding workers who showed up
late for meetings and pushing scien-
tists and executives to deliver on
their promises.

“All the people were scientists in
those days,” Mr. Liu recalled. “They
were very casual. They’d always be
late for meetings and they’d make
their promises. So we decided that if
anyone was late they’d stand up for
one minute.”

Along the way, Mr. Liu also
groomed a cadre of loyal and fierce
executives, including Yang Yuanq-
ing, 42, who is now the company’s
chief executive, and Mary Ma, 52,
Lenovo’s highly respected chief fi-
nancial officer.

But just how the new company’s
management will take shape in Bei-
jing and New York is still unclear.

Though he will step down after the
merger, Mr. Liu, 60, will continue to
serve as a member of the board.

Mr. Yang, a serious-minded execu-
tive who helped fire up the compa-
ny’s sales force, will become chair-
man. Ms. Ma, who led the talks to ac-
quire I.B.M.’s PC unit, is expected to
remain as chief financial officer.

Lenovo’s challenge will be to meld
radically different corporate cul-
tures.

“Neither culture should be the de
facto culture,” said Martin Gilliland,
an analyst at Gartner Research.
“They have to start a new one. Can
they develop a new Lenovo business
culture? That’s one of the keys to
success.”

In recent years, Lenovo officials
say the company’s corporate culture
has evolved from what some compa-
ny officials called the “semimilitary”
culture that prevailed in the early
days, to a more easy-going and hip
high-tech culture.

These days, Lenovo’s new corpo-
rate headquarters in Beijing’s “Sili-
con Suburb” is teaming with young
20- and 30-somethings, casually
dressed, chattering into mobile
phones and looking confident.

The halls are decked with employ-
ee recognition plaques, business
school theorems and New Age philos-
ophy: “Happiness,” reads one work-
place poster. “Work hard and live
art,” reads another.

Newcomers to Lenovo are even
trained in the same kind of team-
work programs that can be found at
American business schools, right
down to the leaps of faith — the back-
ward falling employee who is caught
by a team of supportive co-workers.

And for those who need a jolt, each
morning at 8:30 the Lenovo theme
song is broadcast on loudspeakers
throughout the headquarters, urging
workers to guide the corporate ship
through perilous waters.

“Lenovo, Lenovo, Lenovo,” one line
goes, “we are sailing through the
waves to lands far away. Lenovo,
Lenovo, Lenovo. We are building a
new splendor.”

Lenovo is also seeking the best out-
side advice it can get, hiring a client

roster that includes Goldman,
Sachs; McKinsey & Company, the
consulting firm; Weil, Gotshal &
Manges, the New York law firm; and
Ogilvy, the public relations firm.

And the new language for the com-
pany is English, company officials
say.

Lenovo officials say they are
studying American business history,
and the chief executive lists The Har-
vard Business Review as part of his
regular reading.

In fact, like other computer and
software giants, Lenovo is even fan-
ning its own myths. In 1984, the com-
pany was formed in a small, con-
crete security guard’s booth that be-
came its first laboratory and head-
quarters.

The booth — part of the Chinese
Academy of Sciences — was torn
down in 2001 to make way for a new
building. But it was soon rebuilt and
now sits like an empty artifact along-
side the headquarters of Lenovo’s
parent company, Legend Holdings.

Critics now worry that Lenovo
must find a way to preserve I.B.M.’s
traditions in a PC industry of in-
creasing competition and commod-
ity manufacturing. 

But Mr. Yang, Lenovo’s current
chief executive, says not to worry.

"We are going to stick to the princi-
ples of I.B.M. as a high-premium,
high-value image, “ he said. “We’re
not going to make any compromises
on this."

Chinese Buyer of PC Unit
Is Moving to I.B.M.’s Town 

Miranda Mimi Kuo for The New York Times

Liu Chuanzhi, chairman of Lenovo and one of its founders, said that ac-
quiring the international business skills of I.B.M. managers was one of
the big attractions of the deal for the personal computer division. 

Continued From First Business Page

A new work agenda:
studying English and
handing out birthday
cakes.

a patent on an aspect of the process,
but “even that arcane feature may
be something that has been done be-
fore,” he said. “Patent officers aren’t
necessarily experts. Almost certain-
ly, if they were aware of this, they
wouldn’t allow someone to get a pat-
ent on it.”

A new check processing law,
known as Check 21, raised the hopes
of DataTreasury and other such pat-
ent holders because it gave banks
broader permission to shred paper
checks and keep electronic images of
them. The law took effect in late Oc-
tober.

DataTreasury is clearly hoping for
a bonanza. According to court docu-
ments, one of the two law firms origi-
nally hired to file the lawsuits is
working for a contingency fee of 40
percent, with a cap that was raised
from $100 million to $225 million.

So far, two companies have paid
DataTreasury to settle: Affiliated
Computer Services, one of the na-
tion’s biggest information technol-
ogy suppliers; and the RDM Corpo-
ration, a small Canadian company
that sells hardware and software for
payment processing. 

“It was a nuisance lawsuit to us,
and it was the most efficient decision
to settle it for a minimal amount,”
said Lesley Pool, a spokeswoman for
Affiliated Computer. She would not
say the amount, but an article in The

Dallas Business Journal, which
DataTreasury has linked to its Web
site, said it was $50,000. 

As for RDM, DataTreasury issued
a news release saying that the Cana-
dian company would pay a fee for
each check imaging terminal it de-
ploys and “a per-click royalty for
storage of electronic documents and
check information, calculated at
around a 50 percent royalty rate.”

Before Affiliated Computer set-
tled, it did answer the lawsuit in
court, calling DataTreasury’s pat-
ents invalid and unenforceable. In
papers filed in the United States Dis-
trict Court for the Eastern District of

Texas, Affiliated Computer accused
DataTreasury of deceiving the Pat-
ent and Trademark Office by with-
holding background materials that
would have shown that its ideas were
not new.

DataTreasury, for its part, said in
court filings that the two patents
were the brainchild of its founder, an
inventor named Claudio Ballard. The
filings are silent on Mr. Ballard’s
professional credentials and back-

ground, but they do assert that he
met at least once with people from
J. P. Morgan Chase and that they ap-
propriated his ideas. 

The list of DataTreasury’s defend-
ants appears somewhat random, giv-
en that all major banks engage in
check imaging and archiving, and
that myriad companies handle credit
card transactions. Among them are
Viewpointe Archive Services, a com-
pany set up by some major banks
and I.B.M. to store and retrieve digi-
tal images of checks for large banks;
Ingenico, a French manufacturer of
payment card terminals; and
SVPCO, the check and electronic
clearing service division of the
Clearing House Payments Company. 

To be sure, financial services com-
panies routinely sue one another
over patent infringement, and com-
panies like I.B.M. and Citigroup hold
multiple patents and collect huge li-
censing fees. The difference is that
those companies run patent licensing
operations as part of a business and
sometimes waive fees if they think it
will build a deeper relationship with
a customer, patent experts said. For
a company like DataTreasury, these
experts said, the point seems to be to
walk away with as much money as
possible.

(DataTreasury does have at least
one processing client: Signature
Bank, a New York subsidiary of
Bank Hapoalim of Israel, said that it
used DataTreasury on a limited ba-
sis to store check images and let cli-
ents retrieve them.)

The DataTreasury suits have cast
an unusually wide net. Zions Bancor-
poration, for example, whose NetDe-
posit subsidiary sells electronic
check processing technology, has in-
tervened on behalf of Electronic
Data Systems, saying that it and not
DataTreasury developed the system
that E.D.S. uses.

“The idea of electronic check pro-
cessing is quite old, and there’s a
great deal of prior art associated
with the patent,” said John J. Feld-
haus, a lawyer representing Zions,
referring to the background material
that patent examiners use to deter-
mine if an idea is new. 

But because juries are not sympa-
thetic to big corporations, it is easy
for a company like DataTreasury to
come across as a David battling a
Goliath, said Mr. Bednarek, the law-
yer and former patent examiner.
“Banks are inviting targets, because
they have a lot of money and they
can make settlements that are with-
in their noise level that it would be
impossible for other groups to do,” he
said. DataTreasury is represented
by Nix, Patterson & Roach of Dain-
gerfield, Tex., a plaintiff’s law firm
best known for the $17 billion award
it won for the state of Texas in tobac-
co litigation.

Several success stories may have
inspired copycats. In banking, the
most prominent example of a patent
holder who made a business out of
securing licensing fees is Ronald A.
Katz, who is expected to have earned
$2 billion in fees by 2009, when some
of his 52 patents expire. Among the
companies that have paid him royal-
ties are Bank of America, Microsoft,
Hewlett-Packard and Wells Fargo. 

Other patent holders are just start-
ing to take to the courts. LML Pay-
ments Systems, a small check pro-
cessor in Vancouver, British Colum-
bia, announced in late October that it
had secured a 2006 trial date for a
patent infringement lawsuit against
four companies, including the Tele-
Check division of First Data and the
Nova Information Systems division
of U.S. Bancorp.

The number of patent lawsuits re-
lated to payment processing is ex-
pected to grow rather than shrink,
and industry executives say there
will be a collective toll. As more pat-
ent holders step forward to exact
fees, “it’s like a death by a thousand
cuts,” said Octavio Marenzi, who
leads a technology consulting firm
that caters to banks. “Financial insti-
tutions are just going to get sued
more and more.”

Two Patents Lead to Numerous Lawsuits Aimed at Banks 
Continued From First Business Page

A payment processing
system is guarded with
zeal and lawyers.

HINSDALE, Ill., Dec. 24 (AP) —
The accounting firm Ernst & Young
has agreed to pay $125 million to the
Federal Deposit Insurance Corpora-
tion over the collapse of a suburban
Chicago bank three years ago, the
F.D.I.C. announced Friday.

The failure of Superior Bank,
based in Hinsdale, cost the F.D.I.C.
about $700 million, making it one of
the largest federally insured finan-
cial institutions to fail in a decade.

Investigators for the Treasury De-
partment, the F.D.I.C. and Congress
blamed the risky business strategies
of Superior’s management for the
collapse, but they also cited failures
on the part of Superior’s outside au-
diting firm, Ernst & Young. The
F.D.I.C. accused the firm of negli-
gence and concealing the bank’s true
financial conditions.

Under the agreement announced
Friday, Ernst & Young did not admit
any liability.

A spokesman for Ernst & Young,
Charles Perkins, said the firm had
already made changes to its auditing
practices, including adding more
technical resources and increasing
its requirements for training and ex-
perience.

“Our decision to reach these settle-
ments,” Mr. Perkins said, “under-

scores our commitment to work co-
operatively with regulators and to
ensure that we have the strongest
policies and procedures to serve our
clients and the public interest.” 

The Ernst & Young agreement in-
volved two settlements: one for $40
million with the F.D.I.C. and another
for $85 million involving enforce-
ment claims by the Treasury’s Of-
fice of Thrift Supervision, which
closed Superior on July 27, 2001. The
F.D.I.C. said that it would receive
both amounts.

“We still expect to lose money be-
cause of this failure, but this will go a
long way in recouping as much as
possible,” an F.D.I.C. spokesman,
David Barr. He said some of the set-
tlement would eventually reach unin-
sured depositors who lost money in
Superior’s collapse.

Superior Bank claimed about $2.3
billion in assets at the time and was
owned by the multibillionaire Pritzk-
er family and a New York developer.

The Pritzkers agreed to a $460 mil-
lion voluntary settlement in 2001 that
barred government action against
the owners. The owners admitted no
liability. So far, the Pritzkers have
paid about $175 million under the set-
tlement’s payment schedule, Mr.
Barr said.

Ernst & Young to Pay U.S.
Over Bank Collapse in ’01

BURBANK, Calif., Dec. 24 (AP) —
The Walt Disney Company has re-
vamped its executive compensation
policy, requiring top officers to own
and hold more stock and tying stock
awards to the performance of the
company’s share price.

The new policy is in addition to oth-
er compensation changes the board
made in September to Disney’s bo-
nus plan, tying executive bonuses
more closely to the company’s finan-
cial performance. The plan also re-
duces the amount of options granted
to executives, shifting the majority
of grants to restricted stock.

The changes come as Disney plans
to replace its longtime chief execu-
tive, Michael D. Eisner, who has said
he will retire when his contract ex-
pires in 2006. The company said it ex-

pected to name a successor by June.
The new long-term incentive pro-

gram provides that half of the re-
stricted stock granted to senior exec-
utives will vest only if the apprecia-
tion of the company’s shares, plus re-
invested dividends, exceeds that of
the Standard & Poor’s 500-stock in-
dex over either the previous year or
three-year time period.

The new policy also requires the
top five executives to hold, over time,
company stock equal to three to five
times their base salary, depending
on the position.

The new pay plan “will help the
company continue to attract and re-
tain the best employees while align-
ing their interests with those of our
shareholders,” Judith L. Estrin,
chairwoman of the board’s executive

compensation committee, said.
For stock-option grants made in

2005 and after, Disney’s top five ex-
ecutives will be required to keep
shares representing at least 75 per-
cent of the after-tax gain realized
from the exercise of the options for
at least one year. Disney’s chief ex-
ecutive will be required to keep
shares representing 100 percent of
the gain for 12 months.

A shareholder lawsuit challenging
previous compensation policies is on
trial. Those policies resulted in the
former Disney president, Michael S.
Ovitz, being granted a severance
package of cash and stock options
valued at $140 million in 1995 after 14
months of employment.

That trial is scheduled to resume
next month in Delaware.

Disney Overhauls Its Policy on Compensation

By ELIZABETH OLSON

WASHINGTON, Dec. 24 — Maids-
a-milking, gold rings and turtledoves
were a relative bargain this year, but
anyone who shopped for French
hens, geese and ladies dancing may
have been in for a touch of sticker
shock.

So said PNC Advisors, the wealth
management firm that each year tal-
lies the putative cost of assembling
all the items from the song “12 Days
of Christmas.” This year, all those
goods and services would have set a
buyer back $66,334, about the cost of
a fully loaded sport utility vehicle.

That is a record price for the 364
tokens of affection ranging from a
partridge in a pear tree to a dozen
drummers drumming. Still, the cost
is up only slightly, 1.6 percent, over
last year’s total, and compared with
the 1984 total, is 5.9 percent higher.

PNC Advisors, a unit of the PNC
Financial Services Group, the Pitts-
burgh-based banking company,
started tabulating the gift package
two decades ago to see whether the
costs of the presents in the English
carol tracked the United States gov-
ernment’s Consumer Price Index.
The general conclusion the firm has
drawn is that they usually do.

This year PNC Advisors found that
the prices went up in the low single
digits on a percentage basis for
goods and remained steady for serv-
ices. 

The flat prices for services, ac-
cording to the group’s chief invest-
ment strategist, Jeff Kleintop, reflect
an hourly compensation anchored by
a static minimum wage and the out-
sourcing of unskilled labor. 

Hence, the eight maids-a-milking,
who earned $26.80 for the chore 20
years ago, put a buyer out only $41.20
today, at $5.15 an hour.

Skilled labor, like the nine ladies
dancing, would make the biggest
dent in a budget, at $4,400, up 4 per-
cent from last year. The 10 lords-a-
leaping went up 3 percent, to
$4,039.08, and the 12 drummers
drumming rose 3.6 percent, to
$2,224.30.

Among the assorted fowl named in
the song, there were various breed-

based price differentials. Swans,
doves, partridges and calling birds
(today’s canaries) cost about the
same as last year, according to infor-
mation from the Cincinnati Zoo and
Botanical Gardens. 

But the price of French hens,
which are a slightly more exotic ver-
sion of American hens, went up 200
percent, Mr. Kleintop said, largely
because American breeders of
French hens introduced a more ex-
pensive variety.

PNC Advisors’ news release elabo-
rated: “The price for French hens
and geese saw significant increases,
which may be due to fewer hatch-
lings during this breeding cycle cre-
ating an imbalance in the supply-
demand chain. Turtledoves, on the
other hand, may have had a more
fruitful breeding cycle, creating an
oversupply of birds and a 31 percent
decline in price.”

The release continued, “All told,
the cost of the birds in the Christmas

classic totaled $4,201, just 1.5 percent
more than the $4,138 it would have
cost a year ago.”

Mr. Kleintop said the trumpeter
swans could now and then really jolt
the index, because breeding cycles
vary and affect the price. In 1984, for
instance, the seven swans-a-swim-
ming called for in the song cost $1,000
each, but in subsequent years the
price of the long-necked birds
slumped. Since 2001, the price has
risen, to $500 each. Every year, PNC
offsets the swans’ variable cost by
calculating a core index that ex-
cludes such cost anomalies.

Taking that into consideration, the
PNC index rose 3.1 percent, roughly
in line with the 3.7 percent increase
in the first 11 months registered by
the Consumer Price Index, which
measures a much broader range of
goods and services. 

Birds and Dancing Ladies
Skew the ‘12 Days’ Index 

All 364 items in that
song for $66,334, up
1.6% for the year.
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