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By PETER WALDMAN
And JOANN S. LUBLIN

Since taking over as Hewlett-Pack-
ard Co.’s chief executive officer 18
months ago, Mark Hurd has boosted
profits at the Silicon Valley stalwart and
presided over an 85% rise in its stock
price. Now he faces tough questions
about the methods used in an investiga-
tion of his own board that he didn’t
start—but didn’t stop either.

Yesterday, H-P’s board of directors
held a special three-hour meeting by
phone about the investigation, which
H-P has said involved the acquisition
of directors’ and journalists’ personal
phone records through improper
means. California Attorney General
Bill Lockyer has said a crime was com-
mitted in the H-P probe, although his
office has yet to determine who com-
mitted it.

H-P said the
board’s discus-
sions, which ended
without concreteac-
tion, are scheduled
to resume today.
The meeting was
called Friday in
part to reviewthe fu-
ture of H-P’s nonex-
ecutive chairman,
Patricia Dunn, who
launched the probe
last year in an effort
to trace the source

of boardroom leaks to the press. (See re-
lated article on page B4.)

As a company executive, Mr. Hurd
wasn’t involved in the investigation,
which was overseen by independent di-
rectors. H-P spokesman Robert Sherbin
said Mr. Hurd first learned of it in
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For German Firms,
New Emission Caps
Roil Landscape

To Prepare for Kyoto Protocol,

EU Embarks on Road Test;

Industry Responds, Slowly

The Price of Electricity Jumps

Bankers and Regulators Clash

Over Surge in Real-Estate Loans

Commercial-Property Focus

Worries Federal Agencies;

Executives Resist Curbs

A Thousand Protest Letters

By JEFFREY BALL

NIEDERAUSSEM, Germany—Last
year, to help combat global warming, Eu-
rope started charging industry for the
right to spew hot air. For the first time on
such a scale, governments slapped limits
on the carbon-dioxide emissions of power
plants, steelworks and other factories.
Companies exceeding the caps have to
buy CO2 “allowances” that trade on a
European market.

Because CO2 emissions now carry a
cost, Germany’s largest utility, RWE AG,
is spending to improve the efficiency of
its aging coal-fired power plants, includ-
ing its biggest power station here in the
country’s industrial heartland.

Carbon dioxide also is padding the
profits of RWE and other utilities, be-
cause they have been able to raise elec-
tricity rates to more than cover the new
costs. Manufacturers that use a lot of
juice are fuming. “The utilities get a
huge amount of windfall profits, and the
energy users get windfall costs,” com-
plains Markus Weber, a manager respon-
sible for CO2-allowance trading at steel-
maker ThyssenKrupp AG.

Germany’s experience with Europe’s
new emissions constraints holds impor-
tant lessons for countries that want to
curb emissions of CO2, a product of fossil-
fuel combustion that contributes to glo-

bal warming. In Germany, the caps are
starting to have their intended environ-
mental effect: They are prodding indus-
try to burn fossil fuels more efficiently.

At the same time, the new rules have
upset the business status quo. Industries
battled hard to bend the rules in their
favor, creating new winners and losers.
The winners include utilities that can
charge higher rates and profit from trad-
ing allowances—permits that give compa-
nies the right to emit carbon dioxide—at
opportune moments. Losers include en-
ergy-intensive manufacturers.

Although the U.S., the world’s biggest
emitter of CO2, has rejected the Kyoto
Protocol, many U.S. business leaders say
it is only a matter of time before the
country imposes some sort of carbon con-
straint. Earlier this year, Congress dis-
cussed how such a nationwide cap might
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Heavy Concentration
Number of banks whose commercial 
real-estate loans exceed 300% of 
their total capital:

Source: FDIC

Note: as of March 31 of each year
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By JEFFREY ZASLOW

SHANKSVILLE, Pa.—On Sept. 11,
2001, United Airlines Flight 93 fell from
the sky and crashed in a field three miles
from Chuck Wagner’s house.

Five years later, he says, his life prior-
ities are now crystallized: “My family,
my church, Flight 93.”

A 57-year-old heavy-equipment opera-
tor, Mr. Wagner is one of 42 volunteer
“ambassadors” at the crash site. They
are all local people who now see it as

their duty to tell visitors about the hero-
ics on that plane, when passengers
fought back against terrorists.

Mr. Wagner helps preserve the thou-
sands of mementos left by visitors at the
site’s makeshift memorial. He maintains
decorum; if tourists are giggling into cell-
phones, he asks them to take their calls
elsewhere. When people cry, he has cried
with them. “I’ve told the story thousands
of times, but some things just grab my
heart,” he says. “I’ll see a tear running
down a woman’s cheek, and it’s hard for
me to keep talking.”

Like Mr. Wagner, many of the
2,500-or-so area residents here say
Flight 93 forever changed how they view
their role in the world. And their sense of
purpose has profoundly touched the fami-
lies of the passengers and crew members.
The locals “watch over the area where the
plane went down as if it were their own
family cemetery,” says Christine Fraser,
whose sister, Colleen, was on the flight.

“From day one, they opened their
arms, their hearts and their homes to all

of us,” says Larry Catuzzi, who lost his
daughter, Lauren, on the plane.

For residents here, such praise makes
them wonder: Is there something about
their rural area—populated largely by
blue-collar, church-going families—that
makes them special, or would any com-
munity have risen to the occasion?

Locals say the past five years
haven’t been easy for them. Some am-
bassadors say their home lives have
been tested, as they pay less attention
to their children while giving long hours
to Flight 93 projects. Others have been
targeted by bloggers and conspiracy the-
orists, who charge that they are some-
how involved in nefarious cover-ups in-
volving the flight.

At the crash site just outside of Shanks-
ville, in the township of Stonycreek, a $58
million permanent memorial is slated to
open in 2011. The 2,200-acre National Park
Service project will have 40 groves of ma-
ple trees leading to what it calls the “Sa-
cred Ground,” where the plane fell. A
tower with 40 wind chimes will mark en-
try to the site, which will include a mu-
seum. About $30 million of the cost is to
come from nongovernment sources.
About $7 million has been raised so far.

Many Shanksville-area residents ap-
prove of the design, calling it a fitting
tribute to the 40 passengers and crew,
whose actions prevented terrorists from
reaching their alleged target in Wash-
ington, D.C. Others fear the formal me-
morial won’t offer the emotional tugs
found at the “temporary” one, which
overflows with handmade tributes,
crosses, flags and photos.

The current memorial has a Mom-and-
Pop quality to it. Mementos are placed on
a 40-foot-long, 10-foot-high section of fenc-
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Near Shanksville, Pa.,

Local ‘Ambassadors’

Tend to Flight 93 Site
i i i

Volunteers Offer Info, Solace

To Thousands of Visitors;

Forty Homemade Angels

By BERNARD WYSOCKI JR.

BAITING HOLLOW, N.Y.—Federal
regulators are trying to hit the brakes on
commercial real-estate lending. That an-
noys Bradley Rock, the chief executive
officer of Smithtown Bancorp Inc.

Wheeling his black Lexus sedan to-
ward the clubhouse of the Fox Hill Golf
& Country Club, Mr. Rock gazed at the
lush fairways of the 175-acre property,
appraised at more than $15 million. The
owners of the club owe $2.7 million to
his bank. “You could sell the property
for massively more than the debt,” Mr.
Rock said. “It’s impossible for the bank
to lose money.”

Like thousands of community banks
across the U.S., Smithtown, of Haup-
pauge, Long Island, has feasted on com-
mercial real-estate loans. About 80% of
Smithtown’s $800
million loan portfo-
lio is concentrated
in that category,
which Mr. Rock
calls “the last safe,
profitable niche”
for community
bankers trying to
compete against gi-
ant banks. The
banks consider
these loans—the $1
million to $10 mil-
lion loan to a home
builder or strip-
mall owner—to be their sweet spot.

To bank regulators, the rapid growth
in commercial real-estate loans—up 16%
in 2005 alone to $1.3 trillion—is alarming.
In January, four regulatory agencies, in-
cluding the Federal Reserve, proposed a
clampdown. In a draft of new “guid-
ance,” they said banks exceeding certain

levels of lending in construction and com-
mercial real estate should step up risk
monitoring or add capital, or both.

The proposed guidance wasn’t a hard
rule and didn’t impose limits on lending,
but the bankers went bonkers. The Inde-
pendent Community Bankers of Amer-
ica, the American Bankers Association
and more than 1,000 banks wrote protest
letters. The community bankers, citing
the government’s own reports, said com-
mercial real-estate loan performance is
healthy and growth is driven by employ-
ment and population growth. Bankers ar-
gued that their lending practices had be-
come far more sophisticated since the
last real-estate bust in the early 1990s,
while the regulatory guidance had all the
finesse of a meat cleaver.

A hearing on the issue before a House
subcommittee is set for Thursday. Regu-
lators probably will issue final guidelines
sometime after that, and the implications
could be significant. If regulators are too
lax, there could be a raft of bad loans. If
they are too tough, they could prompt a
credit crunch, with small business own-
ers unable to get loans. That could cast a
chill on the entire U.S. economy.

Commercial real-estate loans “can be
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Business and Finance
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World-Wide

Battlegrounds: Republicans
narrow the gap with Demo-
crats in hot Senate races in

Ohio and Pennsylvania, while Virgin-
ia’s incumbent continues to falter.

i i i
n Five Years Later: Gauge 9/11 ef-
fects on the economy, travel and more.
Plus, track change at Ground Zero.

i i i
n Eyes on the Road: The brutal lessons
of $3-a-gallon gas and slumping truck
sales are finally being learned in Detroit.

Bradley Rock

Republican lawmakers are far from
unified on limits to counterterrorism
surveillance. Meanwhile, top U.S. offi-
cials defend policies in the face of
challenges. See articles on page A4.

What’s Ahead–
People & Events to Watch in the Coming Week

n OFFICIALS DEFENDED the Bush
national-security record since 2001.

Cheney and Rice stood up for deci-
sions, from the Iraq war to warrant-
less surveillance, the White House por-
trays as steps in the fight against ter-
rorism since the Sept. 11 attacks five
years ago today. Cheney asserted it’s
no accident “there has not been an-
other attack on the U.S.,” while Rice
claimed better port and airport secu-
rity and intelligence-sharing. Bush laid
wreaths at Ground Zero and is to visit
Pennsylvania and the Pentagon before
delivering an Oval Office address to-
night, which his spokesman says will
not be political. (Column 4, Page A4)

Democratic Party Chairman Howard
Dean, in a TV interview, accused Re-
publicans of trying to scare voters into
keeping them in charge of Congress.

i i i
n A suicide bomber killed the gover-
nor of Afghanistan’s Paktia province,
and the U.S. military warned of a sui-
cide-bombing cell targeting foreign
troops in Kabul. Two NATO troops and
94 militants died in Kandahar battles.

i i i
n Olmert and Abbas agreed to meet
without conditions, prompted by Blair
on a Mideast tour, but Hamas rejected
Blair’s offer to join in after renounc-
ing violence and recognizing Israel.

i i i
n China tightened restrictions on for-
eign news and moved to bar foreign
financial-information companies from
selling to Chinese customers. (Page A2)

i i i
n EU foreign-policy chief Solana said
nuclear talks with Iran had been pro-
ductive and would resume soon, com-
plicating the U.S. push for sanctions.

i i i
n South Africa’s government sidelined
its minister for AIDS policy after sci-
entists called its policies “disastrous.”

i i i
n A magnitude-6.0 earthquake sent
shockwaves from its Gulf of Mexico
epicenter to states from Louisiana to
Florida, but no damage was reported.

i i i
n Roger Federer beat Andy Roddick
in four sets for his third straight U.S.
Open tennis title. Maria Sharapova won
the women’s title, defeating Justine
Henin-Hardenne in two sets Saturday.

i i i
n Died: King Taufa’ahau Tupou IV
of Tonga, 88, monarch for 41 years, in
New Zealand, following a long illness.
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H -P’S BOARD today is to re-
sume a meeting to discuss

a scandal involving the acquisi-
tion of directors’ and journal-
ists’ phone records. A special
session yesterday, called partly
to review the future of Chair-
man Patricia Dunn, broke up
without resolution. CEO Mark
Hurd is also facing questions
over methods used to investi-
gate boardroom leaks.
n U.S. regulators are bolstering
efforts to toughen rules requir-
ing phone companies to protect
customer information.

(Articles in Column 5 and on Page B4)

i i i
n Telecom Italia’s chairman is ex-
pected to announce plans to sell
its mobile-phone unit, signaling
an abrupt strategic shift to con-
centrate more on Web content.

(Article on Page A3)

i i i
n EADS said a state-run Rus-
sian bank bought a 5.02% stake,
strengthening ties between that
nation and the Airbus parent.

(Article on Page A3)

i i i
n OPEC is debating whether
crude’s recent $10-a-barrel slide
is more than a correction and if
it must act to curb output.

(Article on Page A2)

i i i
n Ipsco is to acquire steel-tube
maker NS for about $1.46 billion,
sharpening focus on booming oil
and natural-gas industries.

(Article on Page A2)

i i i
n Insider trading is showing
both bullish and bearish streaks
but appears mostly positive.
n Treasury bond trading is ex-
pected to be volatile in a week
replete with Fed speeches and
important inflation numbers.

(Articles on Pages C1 and C6)

i i i
n MGA Entertainment is close
to buying Newell Rubbermaid’s
Little Tikes, a toy maker.

(Article on Page A11)
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Gas Bill

‘Ambassador’ Chuck Wagner, at the
Flight 93 crash site near Shanksville,
Pa., shows visitors photos of the
40 passengers and crew members.

>

MONDAY, Sept. 11

n Latest federal Vioxx trial opens
in New Orleans. The plaintiff
started taking the painkiller after
Merck added a precaution to the la-
bel saying the drug could increase
the risk of heart attack.

i i i
n New York hosts Fashion Week.

TUESDAY, Sept. 12

n Bristol-Myers’s board may dis-
cuss the fate of CEO Peter Dolan,
whose credibility has been damaged
recently by a botched strategy for
protecting the big-selling drug Pla-
vix from generic competition.

i i i
n The U.S. trade deficit for July is
expected to come in around $65 bil-
lion, close to June’s $64.8 billion.

i i i
n Goldman Sachs reports earnings,
followed by Lehman Brothers and
Bear Stearns later in the week.

WEDNESDAY, Sept. 13

n A federal-court hearing in Brook-

lyn, N.Y., will determine if a to-
bacco suit can be broadened into a
class action covering all smokers of
“light” cigarettes.

i i i
n Dell, nursing a black eye from a
battery recall and other business
woes, hosts an analysts meeting.

THURSDAY, Sept. 14

n The retail-sales tally for August,
from the Commerce Department, is
expected to show consumers tap-
ping the brakes on their spending.

FRIDAY, Sept. 15

n The consumer-price index for Au-
gust will be closely watched, with
hopes for a deceleration from July’s
0.4% increase. Movement in the CPI
will be a crucial factor in the Fed’s
Sept. 20 rate decision.

i i i
n University of Michigan releases
its consumer-sentiment survey.

i i i
n G-7 finance ministers and central-
bank governors converge on Sin-
gapore as the IMF and World Bank
hold their annual meetings.

What’s News–

WSJ.com

–Markets–
Stocks:DJ industrials stand
at 11392.11, t –72.04 last week;
Nasdaq composite 2165.79, t –27.37;
S&P 500 index 1298.92, t –12.09.

Bonds:10-yr Treasury yield stands at
4.781%; 30-yr Treasury yield 4.922%.

Dollar:116.90 yen, –0.21 last week;
euro $1.2671, –1.68 cents vs. dollar.

Commodities:Oil futures stand at
$66.25 a barrel, t –$2.94 last week;
Gold (Comex) $609.60 per troy ounce,
t –14.80; Dow Jones-AIG
Commodity Index 166.966, t –2.341.

H-P Chairman’s Uncertain Fate

Casts CEO Hurd Into Spotlight
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Cleaning Up
Among the EU 15, Germany was one of six
countries whose rate of emissions reduction 
in 2003 was ahead of its Kyoto-related goal.

Source: European Environment Agency
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Surveillance Debate

An Assault
On Civilization
Call 9/11 what it really was,
Christopher Hitchens writes

OPINION | A14

Limitation
On Imitation?
To stop knockoffs, designers push
for copyright protection

STYLE & SUBSTANCE | B1

The Best Ideas
In Technology
Trouble-shooting software
wins top honors this year

THE JOURNAL REPORT | R1

today, we’re
going further
than ever to
find energy.

Over the last year, we started
eight new energy projects on three
continents, bringing more energy to
more places around the world.
In fact, enough to fuel 30 million

cars every day.

then we’re going
further with the
energy we find.
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March in a review that dwelt on its
results, rather than its methods. He fo-
cused on the fact that the investigation
found the source of the leaks, Mr.
Sherbin said. Only later did he come to
understand that improper methods were
involved, the spokesman said.

Ms. Dunn, who in interviews Friday
said she knew directors’ phone records
were being scrutinized but didn’t realize
those records had been obtained improp-
erly, recused her-
self from much of
yesterday’s board
discussions, accord-
ing to a person fa-
miliar with the mat-
ter. So did George
Keyworth, the long-
time H-P director
Ms. Dunn’s probe
identified as a
leaker, this person
said.

In May, as a re-
sult of that probe,
the board asked
Mr. Keyworth to resign. He refused. H-P
recently said it won’t renominate him
when his term as a director expires next
year.

Another person close to H-P said Ms.
Dunn stepped up the probe this year at
the board’s behest because directors
were concerned about possible stock ma-
nipulation resulting from the leaks. In
her comments Friday, Ms. Dunn said
Mr. Hurd was kept generally abreast of
the probe. He learned of its results
when they were being finalized, she
said, and “helped determine the best
way for the results to be conveyed” to
the board.

H-P has said it hired a private-inves-
tigation firm to carry out the inquiry
and that that firm, still unidentified,
hired a second firm that used “pretex-
ting” to obtain phone records of H-P
directors and nine reporters. Pretexting
is posing as someone else to obtain that
person’s phone or other records.

Some corporate ethicists suggest that
if Mr. Hurd knew the probe used per-
sonal phone records, he should have
killed it before the results reached his
board.

The board’s continuing discussions
leave the leadership of one of the larg-
est U.S. technology companies dis-
tracted, and likely divided. So far, H-P’s
investors have appeared largely indiffer-
ent to the scandal. That could change
quickly if Mr. Hurd’s job appeared to be
in jeopardy.

Some H-P watchers believe Mr. Hurd—
riding high on H-P’s success—probably
will weather the boardroom crisis. He
may even emerge stronger, some ex-
perts suggest, especially if he were to
be given the additional title of chair-
man. Ms. Dunn has said she has no
plans to resign but would step down as

chairman and a director if fellow board
members asked her to.

Mr. Hurd also is actively involved in
the board’s efforts to find several new
members, according to one person fa-
miliar with the situation. Among the
prospects are a pair of CEOs at other
concerns.

Management and government ex-
perts say, however, that Ann Baskins,
H-P’s longtime general counsel, might
be vulnerable because her staff handled
the leak investigations and oversaw the
selection of the private investigators.
Ms. Baskins didn’t respond to inquiries
for this article.

H-P’s official privacy policy says it
obtains personal information by “lawful
and fair means.” H-P not only gives
notice to people whose personal informa-
tion it collects, the policy says, it also
gives those people a choice regarding
the type of personal information and
how it is used. “H-P is committed to
protecting personal information against
unauthorized use or disclosure,” the pol-
icy states.

H-P’s official Standards of Business
Conduct sends a similar message. It
says H-P conducts business “fairly, le-
gally and with integrity,” and that the
company protects the personal informa-

tion of business partners and employ-
ees. It cites theft and records falsifica-
tion as misconduct that can end in im-
mediate termination.

Amid the legal and boardroom wran-
gling, Mr. Hurd faces the challenge of
uniting H-P’s directors and manage-
ment team behind his leadership. In an
interview with The Wall Street Journal
last year, the 47-year-old CEO said one
of the principles he stressed in his 2004
management book, “The Value Factor,”
was that “great companies have boards,
CEOs and management that all have
one script.”

One person who has spoken with Mr.
Hurd since the scandal broke says the
CEO is eager to move beyond the imbro-
glio as quickly as possible. Mr. Hurd
considers the matter “clutter,” this per-
son says, and wants to return to the
business of running H-P.

It isn’t clear specifically what
H-P’s board is discussing and why it
needs another day for its delibera-
tions. H-P may be trying to negotiate
legal resolutions, possibly with Ms.
Dunn or with Mr. Keyworth and
former H-P director Thomas Perkins,

who resigned his seat in May in pro-
test over the leak investigation. In a
statement this weekend, Mr. Perkins,
a Keyworth ally, called for Ms. Dunn
to resign and said, “Each day the hole
gets deeper. Recent statements by Ms.
Dunn have only served to increase
both her own and the company’s legal
exposure.”

Ms. Dunn didn’t respond yesterday
to several voicemails seeking com-
ment.

A spokesman for Mr. Perkins said
Mr. Perkins’s attorneys have asked fed-
eral prosecutors in California and New
York to look into the probe’s tactics. He
also said they have approached the Fed-
eral Trade Commission and Federal
Communications Commission seeking in-
vestigations. According to a person fa-
miliar with the matter, the FCC sent a
letter of inquiry Thursday to AT&T Inc.,
one of the phone carriers involved,
about possible improprieties linked to
H-P’s probe.

Until recently, Ms. Dunn had a sto-
ried reputation in the business world.
The former free-lance journalist worked
for years in the finance world, rising to
chief executive of Barclays Global Inves-
tors, a fund-management firm. Under
Ms. Dunn, Barclays Global rode the
trend of index-fund investing, which
mirrors broad stock market movements
rather than picking individual stocks, to
become one of the world’s largest fund
companies in terms of assets under
management.

Ms. Dunn, 53 years old, joined H-P’s
board in 1998. People familiar with the
matter say she quickly developed a rep-
utation as an active and outspoken
board member. She was sidelined for
some of her tenure while she fought
melanoma and breast cancer. In 2002,
amid her battle with cancer, she
stepped down as CEO of Barclays Glo-
bal and became a nonexecutive vice
chairman of the firm.

Though a member of the H-P board
when it hired Carly Fiorina as H-P’s
CEO in 1999, Ms. Dunn grew disillu-
sioned with Ms. Fiorina’s management,
say people familiar with the matter,
and was one of the directors who helped
oust Ms. Fiorina in early 2005. Ms.
Dunn also was one of three people on
the board’s search committee who re-
cruited Mr. Hurd and has helped spear-
head a drive to professionalize the
board with active executives and more
international talent, say executives
close to H-P.

Nell Minow, a longtime shareholder
activist, said the current scandal could
have “a very silver lining” for Mr.
Hurd, because he now may have the
opportunity to fix a “dysfunctional”
board by adding several new members.
“This board is not normal in any re-
spect,” Ms. Minow said.
 —Christopher Lawton

contributed to this article.
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Patricia Dunn

H-P Spotlight Shifts to CEO Hurd

Some H-P watchers

believe Mr. Hurd

probably will weather

the boardroom crisis.
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