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HOUSTON

FROM the windows of the trading floor at Centaurus Energy,
you can see the glittering tower where Enron once had its
headquarters with the crooked “E.” 

But this is no Enron. Created by John D. Arnold, Enron’s for-
mer wunderkind trader of natural gas, Centaurus is part of a new
breed of low-profile hedge funds that dabble in energy. 

Enron, once the country’s seventh-largest company, intro-
duced its modern trading floor on national television and boasted of
its ambition to be the world’s leading energy company, only to col-
lapse spectacularly in 2001 and set off a wave of investigations into
corporate malfeasance. 

Centaurus eschews most publicity and operates out of the
eighth floor of a nondescript building near a highway, its glass

doors tinted with light blue to prevent visitors from seeing what
happens inside.

When Mr. Arnold, 31, created Centaurus in 2002 with $8 million
of his own money, the energy trading industry was on its knees, in-
capacitated by the fraud and irrational exuberance at Enron. Since
then, Centaurus has amassed $1.5 billion in assets under manage-
ment and has hired big-name traders like Greg Whalley, a former
Enron president. 

The industry that Enron made infamous — energy trading — is
springing to life again. 

Volatile energy markets and record-high commodity prices
are prompting renewed interest from investors eager to play in the
sector. That has pushed banks and a growing number of hedge
funds to hire more energy traders and brainy quantitative minds to
back their bets on energy prices. In Houston, New York and London,
a scramble for top trading talent has ensued that rivals the cut-

Michael Stravato for The New York Times

John Arnold started the hedge fund Centaurus Energy with $8 million of his own money. More than half of the 17 traders at the company, including Mr. Arnold, once worked at Enron.

Energy Trading, Without a Certain ‘E’
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Enron’s busy trading floor in Houston in August 2000. Continued on Page 7

IF executive pay is out of control across America —
and who would argue that it isn’t? — then the com-
pensation being paid to managers running compa-

nies in bankruptcy nowadays can only be described as
insanity squared. 

First came the outrageous sums sought by execu-
tives at Delphi, the troubled auto parts marker, even as
they asked company workers and other stakeholders to
endure huge cuts. Then, last Thursday, unsecured credi-
tors and executives at the UAL Corporation, parent of
United Airlines, agreed to a deal in which 400 executives

stand to share an astonishing 10 million shares, or 8 per-
cent of the total that the company expects to issue upon
its emergence from bankruptcy. As in the Delphi case,
this share grab — worth an estimated $115 million —
comes after other UAL stakeholders have been asked to
make severe sacrifices.

When the UAL deal was announced, it was spun as
evidence that the company’s managers were exercising
restraint. A previous plan, after all, had called for exec-
utives to divvy up 10 million shares now and 8.75 million
later. Don’t ready the poorhouse for these folks, howev-

er. Only in corporate America, circa 2006, can execu-
tives agreeing to a 47 percent cut in pay still fare so
spectacularly. 

Bankruptcy experts say that outsized pay at trou-
bled companies is a new and disturbing trend. “Chapter
11 was traditionally about sharing the pain,” said Eliza-
beth Warren, a professor at Harvard Law School who
specializes in bankruptcy, “but now it is more a game of
feast and famine — starving the shareholders and credi-
tors while the management team grows fat on big sala-

GRETCHEN MORGENSON

Gee, Bankruptcy Never Looked So Good

Continued on Page 4

By ANDREW ROSS SORKIN

D‘‘ O you want some pineapple juice?” Bruce Was-
serstein asked, as he poured himself a glass
one morning last month in his enormous office

on the 62nd floor of 30 Rockefeller Center, with a view of
Central Park.

Mr. Wasserstein, the veteran deal maker and chair-
man of the storied investment bank Lazard, sat on an
antique red leather couch. He wanted to talk. As per-
haps Wall Street’s most inscrutable and zealously
tracked figure, he feels misunderstood. 

“People just have no idea what they’re talking
about,” he said of his critics, who most recently have lit
into his new effort to break up Time Warner. “No idea at
all. I mean, most of these people I’ve never met.”

Over the past three decades, as he worked on a
string of headline-grabbing takeovers, including Texa-
co’s acquisition of Getty Oil and the battle for Para-
mount Communications, Mr. Wasserstein, 58, has be-
come one of the biggest names in finance. Is he a polar-
izing figure? To some, he is an arrogant publicity seek-
er; to others, he is self-effacing. The critics, and there
are lots of them, contend that he is more out for himself
than he is for his clients or colleagues, but none will say
so on the record because of his enormous power in the 

Continued on Page 7

He Likes Challenges. But Time Warner?

Ting-Li Wang/The New York Times

Bruce Wasserstein of Lazard, center, with managing directors William M. Lewis Jr., left, and Vernon Jor-
dan. Mr. Wasserstein, now aiming to break up Time Warner, once worked on a deal that added AOL to it.
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INSIDETHENEWS

WE’VE had a lot of material lately in
this column about interest rates
and money supply and inflation

and oil and other mathematical money mat-
ters, so now maybe some loftier subjects
are in order. Consider this a little letter of
investing advice to the fathers of young chil-
dren who are maybe divorced or separated
or who may be still married but are far too
busy with the daily grind or the playoffs or
the boys at the bar to spend much time with
their kids.

Not long ago — on New Year’s Eve, in fact
— my writing partner and financial adviser,
Phil DeMuth, came to visit me in Rancho
Mirage with his wife, Julia, and their ador-
able 5-year-old daughter, Olivia. We had
New Year’s Eve dinner at our club. (It’s a
club for older people, and we celebrated
New Year’s at 9 p.m.) 

Olivia heard me talk about how great the
view of the stars is from our backyard.
When we got back to our house, she asked if
she could go look at the stars. Phil, Olivia
and I went out to the grassy area behind the
house — actually, the 14th green of the
club’s golf course. I told her to look up in the
sky. “I can’t see,” she said, although the
stars were gleaming like the signs in Times
Square.

Phil said, “I’ll hold you on my shoulders,”
and lifted her up onto his 6-foot-5 frame.

“Ooh,” she said. “Now I see all the stars.
They’re beautiful.”

Now, I thought, the distance from Earth to
the nearest of those stars is trillions of
miles. Having been put on her father’s
shoulders added an incalculably small frac-
tion to Olivia’s closeness to the stars. But it
made all the difference in the universe that
she was standing on her father’s shoulders
and she was being lifted up by his love for
her.

That’s it, I thought. With our fathers lift-
ing us up, we get encouragement, belief in
ourselves, confidence that we can reach out
and grab the stars for ourselves. Without
our fathers lifting us, we are out in the yard
in the dark.

It was an especially poignant moment for
me because, the night before, I could not
sleep. To soothe myself, I counted all of the
jobs my father had gotten me, the home-
work he helped me do, the articles and
books he helped me write and the advice he
had given me about life and about money. It
was a long list, and I fell asleep when I had
barely started. I dreamed that my father

was back, alive and smiling at me instead of
having died in 1999. In my dream, I fell to
my knees and begged him to never go away
again. He smiled and laughed and then dis-
appeared, and I woke up in a sweat.

There is a lesson in these year-end vi-
gnettes. It is a lesson that has something to
do with money and something to do with
something bigger than money. And it’s all
about really meaningful investments, but
not necessarily with money. I have to ap-
proach it with appropriate modesty, as usu-
al, learned from my father, who was ob-
sessed with how little he knew. 

Lately, I have been thinking about how lit-
tle I know about finance and economics. I
think I know more than most people, but
there are some huge subjects that I know
nothing about. For example, I don’t see how
we are ever going to slow down the current
account deficit, which is currently ap-
proaching $900 billion a year against us. I
don’t see when the acquisition of American
assets by China, Japan and the petro states
will end. 

My father used to famously say that if a
thing cannot go on forever, it will stop. But
will it stop with the United States being a
colony of the major exporters? Will it stop
with the dollar worth one-fourth of its cur-
rent value? I keep thinking that America
started as a colony and that maybe we are
going to end as a colony. I know that’s far-
fetched, but I don’t see how a nation that be-
haves like a college student who has just
gotten his first credit card will ever see in-
ternational solvency again. There must be
an answer, but I have no idea what it will be.

Likewise, average real weekly wages in
the United States have risen a miserly real
2.5 percent over the last 10 years after being
adjusted for inflation. Wages in American
manufacturing are constrained by competi-
tion, mainly in Asia, and this restraint rip-

ples through the whole economy except
where prices can be fixed, such as in the ex-
ecutive suite and at law firms. What will
happen in America as wages stop rising and
social friction grinds without being lubricat-
ed by generally rising prosperity? 

How will we solve the health care crisis?
The federal government is already tapped
out and the medical establishment is bleed-
ing America white. Where will the money
come from to insure 40 million uninsured?

I also have no clue what the solution will
be to vast inequality among racial groups in
America. The solution would seem to lie in
the schools, where the gap between the
graduation rates of blacks and whites re-
mains so stubbornly wide. There must be a
solution, but what is it?

SO, as I say, there is a lot I do not know.
But I know that investment in your
children is usually a pretty good in-

vestment. I do know that it pays off big — al-
though you don’t know it when they are teen-
agers, I assure you. I know that investment
in your parents pays off all the time. 

Phil DeMuth is the smartest investment
manager I know. His results with my paltry
savings have made me very happy. But
even he cannot predict the market with a lit-
tle bit of precision. He can, however, predict
that his daughter will remember the night
he showed her the stars from the desert.

Or let me put it another way: None of us
can predict or read the future. But we can
read the past, and we can learn from it. That
glowing moment on the 14th green under the
stars, New Year’s Eve 2005, and all of the
gilded memories of parents and children, of
those we loved when we still had them with
us — they’ll all be gone and we’ll be alone
and wishing we had done more with them.
Or we actually can enjoy them more now,
while we still can. Happy New Year. Ø

EVERYBODY’S BUSINESS
BEN STEIN

Some Things
I Don’t Know,

And One
Thing I Do

Philip Anderson

Ben Stein is a lawyer, writer, actor and
economist. E-mail: ebiz@nytimes.com.

IN 1964, at the height of his popularity, the
great pianist Glenn Gould stopped giving
live performances. “The concert,” he de-

clared, “is dead.”
Apparently nobody told the rock band U2,

which according to Billboard magazine
grossed $260 million in 2005 by giving con-
certs. Indeed, the worldwide pop concert
business grossed $2.6 billion last year, and
for many artists, giving performances is
more lucrative than making recordings.
(It’s a good thing, because downloading, le-
gal and otherwise, threatens to kill off the
old-fashioned record business anyway.) 

The numbers are in, and U2’s remarkable
haul is no anomaly in the broad category of
live entertainment. Broadway theaters re-
port that 2005 was a banner year, with a
gross of $825 million and nearly 12 million
tickets sold. A record total of more than 116
million baseball fans attended major or mi-
nor league games last year, and an estimat-
ed 176 million people visited North Amer-
ica’s 50 most popular amusement parks. We
won’t even get into the data on tourism, now
the biggest industry in some of the world’s
leading cities.

With hundreds of cable channels on televi-
sion and a seemingly infinite number of
choices on the Internet, it’s easy to assume
that theaters, concert halls and ballparks
must be chronically empty. Instead, the op-
posite is true. Wherever you look, it seems,
people want to see something in person. 

More and more, I suspect, what they will
want is something they can’t find at home.
Although traditional moviegoing has proved
resilient over the decades in the face of new
technologies like television and the Internet,
I doubt how well it can withstand the com-
bined new forces of large-screen high-defini-
tion TV, accelerated broadband and at-
home access — via DVD or download — to
new films at the same time the pictures are
released to theaters. 

People may still go to movies, but they
will see different movies in different sorts of
theaters — places more akin to the vast ba-
roque theaters of old than the warrenlike
multiplexes of today. Already a few main-
stream films — including some Harry Pot-
ter movies — have been released in the gi-
ant-screen IMAX format, offering an expe-
rience that can’t be duplicated in your living
room. 

The name of one leading IMAX film pro-
ducer — Destination Cinema — tells the
story: people will always want somewhere
to go, especially the growing numbers who
work at least partly at home. And in a break
from the past, many Americans are en-
gaged in dating and courtship right into
middle age and beyond, meaning that more
people will need someplace to go with one
another. They will want something special
when they get there. Restaurants, another
growth industry, are already taking up a lot

of this slack, for the simple reason that
they’re not just about eating. They’re enter-
tainment. 

Given all of this, it’s not far-fetched to
think that live performance will thrive as
well, in part because of the same digital
technologies that are widely assumed to
render it irrelevant. It’s these technologies,
after all, that bring everything else home —
everything but actual human beings and di-
rect sensory experiences. 

These technologies are radically chang-
ing the economics of entertainment. The
price of creative intellectual production,
whether music, books or video, is locked in a
downward spiral propelled by the digital
revolution — a revolution that is likely to
eliminate a good chunk of the current infra-
structure built around intellectual property.
Writers, musicians and other artists never
made much from this system anyway.

In the future, the entertainment we pay

for may be mainly the in-person variety,
best enjoyed in a crowd. Recorded music
may become mainly a promotional vehicle
for live appearances, just as the theatrical
release of many films serves mainly to ush-
er in their more lucrative release on DVD. 

It’s unlikely that vaudeville will rise
again, but I expect to see more concerts, cir-
cuses, theater and hybrid productions like
“Blue Man Group” and “Stomp,” not to men-
tion continued growth in tourism and adult
education. Authors may again derive more
of their income from speaking tours than
from book advances.

After all, while books, music and other
creative fare are available at little or no
cost over the Internet, the price of live per-
formances has held firmer. In the case of
some concerts and sporting events, the mys-
terious reluctance of promoters to charge
what the market will bear even makes it
possible to resell the tickets for considera-
bly more than they cost. Reselling tickets in
this way is known as scalping — perhaps be-
cause it always seems to have economists
scratching their heads. Ø

ON THE CONTRARY
DANIEL AKST

Actually, Video Didn’t Kill
The Live, Onstage Star

Daniel Akst is a journalist and novelist who
writes often about business. E-mail: culmo-
ney@nytimes.com.

Christophe Vorlet

ries.”
How fat? Annual salaries for the

top eight UAL executives, for exam-
ple, will total $3.5 million after the
company exits bankruptcy, accord-
ing to court filings. On top of that are
target bonuses, at levels equal to 55
percent to 100 percent of salary, de-
pending upon the executive involved. 

Glenn F. Tilton, UAL’s chief execu-
tive, will receive a base salary of
$605,625 and a target bonus equal to
that amount, the filings state. This is
on top of $4.5 million he has received
in benefits as part of a pension agree-
ment and a $3 million signing bonus. 

Then there are retention payments
of $1.39 million earmarked for seven
top executives, excluding Mr. Tilton.
UAL will pay club dues of $16,520 for
two executives as well. 

Nice. 
But it is the plan’s stock compen-

sation component that Brian Foley,
an executive pay expert in White
Plains, finds so remarkable. Not only
is it rich, it is immediate. Mr. Tilton,

for example, is in line to receive
822,000 options, valued at around $9
each, and 545,000 restricted shares,
estimated to be worth $15 each.
Awards to other UAL executives are
a similar combination of restricted
stock and options. 

Tasty. 
The heavy emphasis

on the restricted shares
under the plan increases
the pay package’s value,
Mr. Foley said. Because
options will generate
gains for the executives
only if the underlying
stock rises, they are not
as valuable as restricted
shares, which have a
clear value from Day 1.
For that reason, Mr. Fo-
ley said, compensation experts esti-
mate that each restricted share is
equal to three stock options. 

Therefore, he said, the UAL pack-
age of options and restricted stock is
equivalent to a stake of around 14
percent of the company’s outstand-
ing shares for executives if options
alone were used.

Mr. Foley also noted that the 8 per-
cent stake to be received by UAL ex-
ecutives exceeds what was described
as “reasonable” by Towers Perrin,
the compensation consultant em-
ployed by the company, in court fil-
ings last fall. Those filings show Tow-
ers Perrin concluding that a reason-
able stake of new shares to be re-
ceived by executives ranged from 3.5
percent to 7.5 percent of stock issued. 

“I don’t know how they got to a po-
tential spend of 8 percent,” Mr. Foley
said. “And there is nothing in the doc-
uments to preclude them from going
to shareholders immediately after
emergence and saying now we need
a new stock plan” that bestows more
options and restricted stock on exec-

utives.
According to Jean Me-

dina, a UAL spokeswom-
an, Towers Perrin noted
in another report it filed
with the court that “the
plan, which has since
been reduced, was both
reasonable and appro-
priate for United’s situa-
tion.” 

So what’s another half
a percent among

friends?
The vesting period of the pay plan

is also remarkably short, Mr. Foley
said. According to the court filings,
20 percent of the stock grants will
vest after six months, another 20 per-
cent after one year and 20 percent in
each of the following three years. 

Ms. Medina said in a statement:
“We believe, and the official commit-
tee of unsecured creditors, which
represents our creditors and unions,
agreed, that this program was ap-
propriate to enable United to attract
and retain top performers. It’s in ev-
eryone’s interests for management
to have this component of manage-
ment compensation tied to the future
performance of United’s stock
price.”

Ms. Warren of Harvard said a
trend of excessive pay for officials at
bankrupt companies is a troubling
result of the lack of pushback from
other stakeholders. “The lawyers
and management team are running
the show,” she said. “Shareholders
are out of the picture and creditors
are often unsure about the overall fi-
nancial stability of the company.
That is a perfect set of circum-
stances for the management to ex-
tract much higher compensation
than they would get if other people
were competing for those manage-
ment jobs.”

Mr. Foley agreed. “The basic con-

cern here is that the players don’t
seem to discipline themselves as
much as they should and the external
forces aren’t executing any braking
power,” he said. “And the courts
don’t seem to hold people as account-
able as they should.” 

Mr. Foley said he was also sur-
prised that Towers Perrin appar-
ently advised both management and
the board, and wondered if another
consultant would have recommend-
ed the same pay package to the
board. The court overseeing the UAL
bankruptcy is expected to rule on the
compensation plan on Tuesday. Got
your airsickness bag handy? Ø

Bankruptcy Never Looked So Good

Dennis Cook/Associated Press

Glenn F. Tilton runs a company, UAL, that is in bankruptcy. That situa-
tion is not evident in a new pay package, compensation experts say. 
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Sharing the
pain at UAL?
The managers
aren’t hurting. 

An Extra Burden
For U.S. Automakers
To the Editor:

Re “Is There a Future in Ford’s
Future?” (Jan. 8), which described
the challenges facing Ford’s new
president of American operations:

A larger question is this: If Ford
and General Motors fail, will Amer-
ica fail?

With well-paying American jobs
declining, will there be anyone left to
buy American products? Henry Ford
paid his workers well so they could
buy his cars. To keep our industries
alive and well, the United States
needs to provide what other coun-
tries provide: health insurance. It is
not Ford’s or G.M.’s job to provide it
while other big carmakers in other
countries have little health care bur-
den.

The American public also needs to
realize that American cars are solid,
trustworthy autos, and that buying
foreign autos sends profits out of the
country and worsens our debt. We
are shooting ourselves in the foot in
the name of purist capitalism.

JOHN MURPHY
Madison, Wis., Jan. 9

Preparing for the Baby
To the Editor:

Re “Here Comes the Baby, and an
Itch to Overbuy” (Jan. 8):

I wholeheartedly agree with many
opinions of parents in the article. In
my 18 years of working with mothers
and babies, I’ve known toddlers who
found as much enjoyment from emp-
ty boxes and blankets made into
forts as they did with any store-
bought toys. I even knew mothers
who rarely used strollers, finding
that a baby sling worked fine.

I would suggest, however, that par-
ents buy a firm, supportive nursing
pillow with a latch in the back, al-
lowing the mother to properly posi-
tion her baby and avoid many nurs-
ing problems. 

A. RAECHEL HACKNEY, R.N.
Newton, Mass., Jan. 9

The writer is a lactation consultant.

LETTERS

Letters for Sunday Business may be
sent to sunbiz@nytimes.com.
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INSIDETHENEWS

WE’VE had a lot of material lately in
this column about interest rates
and money supply and inflation

and oil and other mathematical money mat-
ters, so now maybe some loftier subjects
are in order. Consider this a little letter of
investing advice to the fathers of young chil-
dren who are maybe divorced or separated
or who may be still married but are far too
busy with the daily grind or the playoffs or
the boys at the bar to spend much time with
their kids.

Not long ago — on New Year’s Eve, in fact
— my writing partner and financial adviser,
Phil DeMuth, came to visit me in Rancho
Mirage with his wife, Julia, and their ador-
able 5-year-old daughter, Olivia. We had
New Year’s Eve dinner at our club. (It’s a
club for older people, and we celebrated
New Year’s at 9 p.m.) 

Olivia heard me talk about how great the
view of the stars is from our backyard.
When we got back to our house, she asked if
she could go look at the stars. Phil, Olivia
and I went out to the grassy area behind the
house — actually, the 14th green of the
club’s golf course. I told her to look up in the
sky. “I can’t see,” she said, although the
stars were gleaming like the signs in Times
Square.

Phil said, “I’ll hold you on my shoulders,”
and lifted her up onto his 6-foot-5 frame.

“Ooh,” she said. “Now I see all the stars.
They’re beautiful.”

Now, I thought, the distance from Earth to
the nearest of those stars is trillions of
miles. Having been put on her father’s
shoulders added an incalculably small frac-
tion to Olivia’s closeness to the stars. But it
made all the difference in the universe that
she was standing on her father’s shoulders
and she was being lifted up by his love for
her.

That’s it, I thought. With our fathers lift-
ing us up, we get encouragement, belief in
ourselves, confidence that we can reach out
and grab the stars for ourselves. Without
our fathers lifting us, we are out in the yard
in the dark.

It was an especially poignant moment for
me because, the night before, I could not
sleep. To soothe myself, I counted all of the
jobs my father had gotten me, the home-
work he helped me do, the articles and
books he helped me write and the advice he
had given me about life and about money. It
was a long list, and I fell asleep when I had
barely started. I dreamed that my father

was back, alive and smiling at me instead of
having died in 1999. In my dream, I fell to
my knees and begged him to never go away
again. He smiled and laughed and then dis-
appeared, and I woke up in a sweat.

There is a lesson in these year-end vi-
gnettes. It is a lesson that has something to
do with money and something to do with
something bigger than money. And it’s all
about really meaningful investments, but
not necessarily with money. I have to ap-
proach it with appropriate modesty, as usu-
al, learned from my father, who was ob-
sessed with how little he knew. 

Lately, I have been thinking about how lit-
tle I know about finance and economics. I
think I know more than most people, but
there are some huge subjects that I know
nothing about. For example, I don’t see how
we are ever going to slow down the current
account deficit, which is currently ap-
proaching $900 billion a year against us. I
don’t see when the acquisition of American
assets by China, Japan and the petro states
will end. 

My father used to famously say that if a
thing cannot go on forever, it will stop. But
will it stop with the United States being a
colony of the major exporters? Will it stop
with the dollar worth one-fourth of its cur-
rent value? I keep thinking that America
started as a colony and that maybe we are
going to end as a colony. I know that’s far-
fetched, but I don’t see how a nation that be-
haves like a college student who has just
gotten his first credit card will ever see in-
ternational solvency again. There must be
an answer, but I have no idea what it will be.

Likewise, average real weekly wages in
the United States have risen a miserly real
2.5 percent over the last 10 years after being
adjusted for inflation. Wages in American
manufacturing are constrained by competi-
tion, mainly in Asia, and this restraint rip-

ples through the whole economy except
where prices can be fixed, such as in the ex-
ecutive suite and at law firms. What will
happen in America as wages stop rising and
social friction grinds without being lubricat-
ed by generally rising prosperity? 

How will we solve the health care crisis?
The federal government is already tapped
out and the medical establishment is bleed-
ing America white. Where will the money
come from to insure 40 million uninsured?

I also have no clue what the solution will
be to vast inequality among racial groups in
America. The solution would seem to lie in
the schools, where the gap between the
graduation rates of blacks and whites re-
mains so stubbornly wide. There must be a
solution, but what is it?

SO, as I say, there is a lot I do not know.
But I know that investment in your
children is usually a pretty good in-

vestment. I do know that it pays off big — al-
though you don’t know it when they are teen-
agers, I assure you. I know that investment
in your parents pays off all the time. 

Phil DeMuth is the smartest investment
manager I know. His results with my paltry
savings have made me very happy. But
even he cannot predict the market with a lit-
tle bit of precision. He can, however, predict
that his daughter will remember the night
he showed her the stars from the desert.

Or let me put it another way: None of us
can predict or read the future. But we can
read the past, and we can learn from it. That
glowing moment on the 14th green under the
stars, New Year’s Eve 2005, and all of the
gilded memories of parents and children, of
those we loved when we still had them with
us — they’ll all be gone and we’ll be alone
and wishing we had done more with them.
Or we actually can enjoy them more now,
while we still can. Happy New Year. Ø

EVERYBODY’S BUSINESS
BEN STEIN

Some Things
I Don’t Know,

And One
Thing I Do

Philip Anderson

Ben Stein is a lawyer, writer, actor and
economist. E-mail: ebiz@nytimes.com.

IN 1964, at the height of his popularity, the
great pianist Glenn Gould stopped giving
live performances. “The concert,” he de-

clared, “is dead.”
Apparently nobody told the rock band U2,

which according to Billboard magazine
grossed $260 million in 2005 by giving con-
certs. Indeed, the worldwide pop concert
business grossed $2.6 billion last year, and
for many artists, giving performances is
more lucrative than making recordings.
(It’s a good thing, because downloading, le-
gal and otherwise, threatens to kill off the
old-fashioned record business anyway.) 

The numbers are in, and U2’s remarkable
haul is no anomaly in the broad category of
live entertainment. Broadway theaters re-
port that 2005 was a banner year, with a
gross of $825 million and nearly 12 million
tickets sold. A record total of more than 116
million baseball fans attended major or mi-
nor league games last year, and an estimat-
ed 176 million people visited North Amer-
ica’s 50 most popular amusement parks. We
won’t even get into the data on tourism, now
the biggest industry in some of the world’s
leading cities.

With hundreds of cable channels on televi-
sion and a seemingly infinite number of
choices on the Internet, it’s easy to assume
that theaters, concert halls and ballparks
must be chronically empty. Instead, the op-
posite is true. Wherever you look, it seems,
people want to see something in person. 

More and more, I suspect, what they will
want is something they can’t find at home.
Although traditional moviegoing has proved
resilient over the decades in the face of new
technologies like television and the Internet,
I doubt how well it can withstand the com-
bined new forces of large-screen high-defini-
tion TV, accelerated broadband and at-
home access — via DVD or download — to
new films at the same time the pictures are
released to theaters. 

People may still go to movies, but they
will see different movies in different sorts of
theaters — places more akin to the vast ba-
roque theaters of old than the warrenlike
multiplexes of today. Already a few main-
stream films — including some Harry Pot-
ter movies — have been released in the gi-
ant-screen IMAX format, offering an expe-
rience that can’t be duplicated in your living
room. 

The name of one leading IMAX film pro-
ducer — Destination Cinema — tells the
story: people will always want somewhere
to go, especially the growing numbers who
work at least partly at home. And in a break
from the past, many Americans are en-
gaged in dating and courtship right into
middle age and beyond, meaning that more
people will need someplace to go with one
another. They will want something special
when they get there. Restaurants, another
growth industry, are already taking up a lot

of this slack, for the simple reason that
they’re not just about eating. They’re enter-
tainment. 

Given all of this, it’s not far-fetched to
think that live performance will thrive as
well, in part because of the same digital
technologies that are widely assumed to
render it irrelevant. It’s these technologies,
after all, that bring everything else home —
everything but actual human beings and di-
rect sensory experiences. 

These technologies are radically chang-
ing the economics of entertainment. The
price of creative intellectual production,
whether music, books or video, is locked in a
downward spiral propelled by the digital
revolution — a revolution that is likely to
eliminate a good chunk of the current infra-
structure built around intellectual property.
Writers, musicians and other artists never
made much from this system anyway.

In the future, the entertainment we pay

for may be mainly the in-person variety,
best enjoyed in a crowd. Recorded music
may become mainly a promotional vehicle
for live appearances, just as the theatrical
release of many films serves mainly to ush-
er in their more lucrative release on DVD. 

It’s unlikely that vaudeville will rise
again, but I expect to see more concerts, cir-
cuses, theater and hybrid productions like
“Blue Man Group” and “Stomp,” not to men-
tion continued growth in tourism and adult
education. Authors may again derive more
of their income from speaking tours than
from book advances.

After all, while books, music and other
creative fare are available at little or no
cost over the Internet, the price of live per-
formances has held firmer. In the case of
some concerts and sporting events, the mys-
terious reluctance of promoters to charge
what the market will bear even makes it
possible to resell the tickets for considera-
bly more than they cost. Reselling tickets in
this way is known as scalping — perhaps be-
cause it always seems to have economists
scratching their heads. Ø

ON THE CONTRARY
DANIEL AKST

Actually, Video Didn’t Kill
The Live, Onstage Star

Daniel Akst is a journalist and novelist who
writes often about business. E-mail: culmo-
ney@nytimes.com.

Christophe Vorlet

ries.”
How fat? Annual salaries for the

top eight UAL executives, for exam-
ple, will total $3.5 million after the
company exits bankruptcy, accord-
ing to court filings. On top of that are
target bonuses, at levels equal to 55
percent to 100 percent of salary, de-
pending upon the executive involved. 

Glenn F. Tilton, UAL’s chief execu-
tive, will receive a base salary of
$605,625 and a target bonus equal to
that amount, the filings state. This is
on top of $4.5 million he has received
in benefits as part of a pension agree-
ment and a $3 million signing bonus. 

Then there are retention payments
of $1.39 million earmarked for seven
top executives, excluding Mr. Tilton.
UAL will pay club dues of $16,520 for
two executives as well. 

Nice. 
But it is the plan’s stock compen-

sation component that Brian Foley,
an executive pay expert in White
Plains, finds so remarkable. Not only
is it rich, it is immediate. Mr. Tilton,

for example, is in line to receive
822,000 options, valued at around $9
each, and 545,000 restricted shares,
estimated to be worth $15 each.
Awards to other UAL executives are
a similar combination of restricted
stock and options. 

Tasty. 
The heavy emphasis

on the restricted shares
under the plan increases
the pay package’s value,
Mr. Foley said. Because
options will generate
gains for the executives
only if the underlying
stock rises, they are not
as valuable as restricted
shares, which have a
clear value from Day 1.
For that reason, Mr. Fo-
ley said, compensation experts esti-
mate that each restricted share is
equal to three stock options. 

Therefore, he said, the UAL pack-
age of options and restricted stock is
equivalent to a stake of around 14
percent of the company’s outstand-
ing shares for executives if options
alone were used.

Mr. Foley also noted that the 8 per-
cent stake to be received by UAL ex-
ecutives exceeds what was described
as “reasonable” by Towers Perrin,
the compensation consultant em-
ployed by the company, in court fil-
ings last fall. Those filings show Tow-
ers Perrin concluding that a reason-
able stake of new shares to be re-
ceived by executives ranged from 3.5
percent to 7.5 percent of stock issued. 

“I don’t know how they got to a po-
tential spend of 8 percent,” Mr. Foley
said. “And there is nothing in the doc-
uments to preclude them from going
to shareholders immediately after
emergence and saying now we need
a new stock plan” that bestows more
options and restricted stock on exec-

utives.
According to Jean Me-

dina, a UAL spokeswom-
an, Towers Perrin noted
in another report it filed
with the court that “the
plan, which has since
been reduced, was both
reasonable and appro-
priate for United’s situa-
tion.” 

So what’s another half
a percent among

friends?
The vesting period of the pay plan

is also remarkably short, Mr. Foley
said. According to the court filings,
20 percent of the stock grants will
vest after six months, another 20 per-
cent after one year and 20 percent in
each of the following three years. 

Ms. Medina said in a statement:
“We believe, and the official commit-
tee of unsecured creditors, which
represents our creditors and unions,
agreed, that this program was ap-
propriate to enable United to attract
and retain top performers. It’s in ev-
eryone’s interests for management
to have this component of manage-
ment compensation tied to the future
performance of United’s stock
price.”

Ms. Warren of Harvard said a
trend of excessive pay for officials at
bankrupt companies is a troubling
result of the lack of pushback from
other stakeholders. “The lawyers
and management team are running
the show,” she said. “Shareholders
are out of the picture and creditors
are often unsure about the overall fi-
nancial stability of the company.
That is a perfect set of circum-
stances for the management to ex-
tract much higher compensation
than they would get if other people
were competing for those manage-
ment jobs.”

Mr. Foley agreed. “The basic con-

cern here is that the players don’t
seem to discipline themselves as
much as they should and the external
forces aren’t executing any braking
power,” he said. “And the courts
don’t seem to hold people as account-
able as they should.” 

Mr. Foley said he was also sur-
prised that Towers Perrin appar-
ently advised both management and
the board, and wondered if another
consultant would have recommend-
ed the same pay package to the
board. The court overseeing the UAL
bankruptcy is expected to rule on the
compensation plan on Tuesday. Got
your airsickness bag handy? Ø

Bankruptcy Never Looked So Good

Dennis Cook/Associated Press

Glenn F. Tilton runs a company, UAL, that is in bankruptcy. That situa-
tion is not evident in a new pay package, compensation experts say. 

Continued From Page 1

Sharing the
pain at UAL?
The managers
aren’t hurting. 

An Extra Burden
For U.S. Automakers
To the Editor:

Re “Is There a Future in Ford’s
Future?” (Jan. 8), which described
the challenges facing Ford’s new
president of American operations:

A larger question is this: If Ford
and General Motors fail, will Amer-
ica fail?

With well-paying American jobs
declining, will there be anyone left to
buy American products? Henry Ford
paid his workers well so they could
buy his cars. To keep our industries
alive and well, the United States
needs to provide what other coun-
tries provide: health insurance. It is
not Ford’s or G.M.’s job to provide it
while other big carmakers in other
countries have little health care bur-
den.

The American public also needs to
realize that American cars are solid,
trustworthy autos, and that buying
foreign autos sends profits out of the
country and worsens our debt. We
are shooting ourselves in the foot in
the name of purist capitalism.

JOHN MURPHY
Madison, Wis., Jan. 9

Preparing for the Baby
To the Editor:

Re “Here Comes the Baby, and an
Itch to Overbuy” (Jan. 8):

I wholeheartedly agree with many
opinions of parents in the article. In
my 18 years of working with mothers
and babies, I’ve known toddlers who
found as much enjoyment from emp-
ty boxes and blankets made into
forts as they did with any store-
bought toys. I even knew mothers
who rarely used strollers, finding
that a baby sling worked fine.

I would suggest, however, that par-
ents buy a firm, supportive nursing
pillow with a latch in the back, al-
lowing the mother to properly posi-
tion her baby and avoid many nurs-
ing problems. 

A. RAECHEL HACKNEY, R.N.
Newton, Mass., Jan. 9

The writer is a lactation consultant.

LETTERS

Letters for Sunday Business may be
sent to sunbiz@nytimes.com.
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By MICHELINE MAYNARD

DUNDEE, Mich.

THE writer E. F. Schumacher would be proud. Across the auto-
mobile market in America, there is an evolving realization
that small is beautiful.

No longer do the industry’s two biggest companies, General Mo-
tors and Ford Motor, dominate the industry — not in profits, sales
or buzz. The hottest action is now taking place among the next four
companies: Chrysler, a unit of DaimlerChrysler of Germany, and
the Japanese automakers Toyota, Honda and Nissan.

As G.M. and Ford cut jobs, close plants and pledge yet again to in-
troduce cars and trucks that Americans want to buy, their smaller

rivals are in their strongest shape ever. The Next Four are adding
jobs, opening plants, filling showrooms with new models — and,
most importantly, earning billions of dollars in profits that can con-
tribute to even more growth.

Although all the Next Four are part of big global companies, they
have kept their size, costs and dealers in United States relatively
small and limited their brands and lineups, even as they explore
new niches where they can pick up sales. For them, being small has
added up to being almost as big as the two Detroit players.

Last year, the four held nearly 42 percent of the American car
market, while G.M. and Ford clung to 43 percent. That is a sharp
contrast to 15 years ago, when G.M. and Ford combined outsold the
Next Four by two to one.

“It’s good to be small, because you can move quickly,” said Ron

Pinelli, president of the Autodata Corporation, an industry statistics
firm in Woodcliff Lake, N.J. He said that “the whole large-company
culture is a burden” — one that both G.M. and Ford have vowed to
shed.

For inspiration, they can look to Chrysler, which once stood with
them as one of the Big Three but is fast breaking away from the De-
troit pack. Chrysler is already getting rid of its large-company
mind-set — along with 46,000 jobs over the last five years. The latest
example of its drive to do less with more is at a factory here in Dun-
dee, Mich., 60 miles south of Detroit, where it is using a small num-
ber of workers to build four-cylinder engines for its small cars.

The plant is run by the Global Engine Manufacturing Alliance, a
partnership of Chrysler, Mitsubishi of Japan and Hyundai of South 

Fabrizio Costantini for The New York Times

Chrysler, Hyundai and Mitsubishi share investment in the plant above. Automakers have a new strategy that involves small cars, but also smaller work forces and heavily edited lineups of vehicles. 

Carmakers’ Big Idea: Think Small

Continued on Page 6

By LESLIE WAYNE

EL SEGUNDO, Calif.

ASK Elon Musk what he wants to do with his life
— after having amassed a $300 million for-
tune from the Internet — and the answer is

surprising. At 34, he says he is too young to retire.
Philanthropy is a bit staid. Starting another Web-
based venture is hardly a challenge, not for a man
who bought the idea for PayPal, built it up and then
sold it to eBay for $1.5 billion.

In seeking a new direction in life that would be as
ambitious as his dreams, Mr. Musk has picked a
doozy: cheap and reliable access to space.

Making money from space is a road that several
other self-made millionaires have traveled, from a
Texas banker named Andrew Beal to one of Micro-
soft’s co-founders, Paul G. Allen. There have been
enough of them to warrant a mocking nickname:
“thrillionaires.” And so far their efforts have either
ended in failure or have been just ventures in
“space tourism” that brought test pilots to the
fringe of space.

Mr. Musk wants more, and he has put $100 mil-
lion of his fortune on the line to try to get it. His goal
is to make a business out of inexpensively launch-
ing satellites into orbit. Inexpensive, of course, is a
relative term, in a business where launchings of
private commercial weather, telecommunications
and other payloads start at $30 million and go up to
$85 million or more.

Through his company, Space Explorations Tech-
nology, or SpaceX, Mr. Musk wants to send things
to space for one-third of the going rate or less —
even bringing down the price to $7 million for small
payloads to low Earth orbit — with a series of sim-
ple rockets of his own design. His goal is to build a
Volkswagen of the cosmos, a bare-bones and dirt-
cheap rocket that will go into space and return, to 

A Bold Plan
To Go Where
Men Have 
Gone Before

Continued on Page 9

Monica Almeida/The New York Times

Elon Musk, who made his millions by building and sell-
ing PayPal, aims to build and launch rockets to take peo-
ple and other payloads into orbit and to the moon.

EXXON MOBIL announced record earnings
last week: $36.13 billion for 2005, a 43 percent
increase over the previous year. That was

the highest annual profit any American company
has ever earned. Shareholders of energy compa-
nies are surely delighting in the gains that sky-high
oil prices bring. But their windfalls pale next to the
bonanzas received by the executives running these
companies, proving again how imperfect the cur-
rent state of pay-for-performance can be.

Linking executive compensation to a company’s
results was supposed to align managements’ inter-
ests with those of shareholders and to bring fair-
ness to pay practices. But when a company does
well mostly because of a rising commodity price
rather than managerial genius, pay-for-perform-
ance becomes an unfunny joke. 

Analysts estimate that every $1 increase in the
per-barrel price of oil translates into a 1.5 percent
increase in Exxon Mobil’s earnings. Because a sig-
nificant portion of executive pay at Exxon Mobil is
related to earnings growth (as is the case at many
companies), rising oil prices mean bigger pay-
checks.

“It’s such a sharp and vivid example of windfalls
at work,” said Lucian A. Bebchuk, professor of law,
economics and finance at Harvard, “because obvi-
ously the rise had to do with the Iraq war and the
Chinese demand, but certainly did not have to do
with the managers’ own performance. 

“If you took the top five or nine major oil compa-
nies and looked at their returns and chose the one
that performed the worst,” he added, “you could
still find that their executives probably made very
large gains from their options even though they
performed as badly as one could do.”

With proxy season not yet in full swing, it is too
early to tell just how fat oil-company executives’
paychecks were in 2005. But all signs point to bloat. 

In 2004, when Exxon Mobil’s earnings rose at less
than half of last year’s rate, Lee R. Raymond, its
chief executive at the time, received $7.5 million in 
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By MICHELINE MAYNARD

DUNDEE, Mich.

THE writer E. F. Schumacher would be proud. Across the auto-
mobile market in America, there is an evolving realization
that small is beautiful.

No longer do the industry’s two biggest companies, General Mo-
tors and Ford Motor, dominate the industry — not in profits, sales
or buzz. The hottest action is now taking place among the next four
companies: Chrysler, a unit of DaimlerChrysler of Germany, and
the Japanese automakers Toyota, Honda and Nissan.

As G.M. and Ford cut jobs, close plants and pledge yet again to in-
troduce cars and trucks that Americans want to buy, their smaller

rivals are in their strongest shape ever. The Next Four are adding
jobs, opening plants, filling showrooms with new models — and,
most importantly, earning billions of dollars in profits that can con-
tribute to even more growth.

Although all the Next Four are part of big global companies, they
have kept their size, costs and dealers in United States relatively
small and limited their brands and lineups, even as they explore
new niches where they can pick up sales. For them, being small has
added up to being almost as big as the two Detroit players.

Last year, the four held nearly 42 percent of the American car
market, while G.M. and Ford clung to 43 percent. That is a sharp
contrast to 15 years ago, when G.M. and Ford combined outsold the
Next Four by two to one.

“It’s good to be small, because you can move quickly,” said Ron

Pinelli, president of the Autodata Corporation, an industry statistics
firm in Woodcliff Lake, N.J. He said that “the whole large-company
culture is a burden” — one that both G.M. and Ford have vowed to
shed.

For inspiration, they can look to Chrysler, which once stood with
them as one of the Big Three but is fast breaking away from the De-
troit pack. Chrysler is already getting rid of its large-company
mind-set — along with 46,000 jobs over the last five years. The latest
example of its drive to do less with more is at a factory here in Dun-
dee, Mich., 60 miles south of Detroit, where it is using a small num-
ber of workers to build four-cylinder engines for its small cars.

The plant is run by the Global Engine Manufacturing Alliance, a
partnership of Chrysler, Mitsubishi of Japan and Hyundai of South 

Fabrizio Costantini for The New York Times

Chrysler, Hyundai and Mitsubishi share investment in the plant above. Automakers have a new strategy that involves small cars, but also smaller work forces and heavily edited lineups of vehicles. 

Carmakers’ Big Idea: Think Small

Continued on Page 6

By LESLIE WAYNE

EL SEGUNDO, Calif.

ASK Elon Musk what he wants to do with his life
— after having amassed a $300 million for-
tune from the Internet — and the answer is

surprising. At 34, he says he is too young to retire.
Philanthropy is a bit staid. Starting another Web-
based venture is hardly a challenge, not for a man
who bought the idea for PayPal, built it up and then
sold it to eBay for $1.5 billion.

In seeking a new direction in life that would be as
ambitious as his dreams, Mr. Musk has picked a
doozy: cheap and reliable access to space.

Making money from space is a road that several
other self-made millionaires have traveled, from a
Texas banker named Andrew Beal to one of Micro-
soft’s co-founders, Paul G. Allen. There have been
enough of them to warrant a mocking nickname:
“thrillionaires.” And so far their efforts have either
ended in failure or have been just ventures in
“space tourism” that brought test pilots to the
fringe of space.

Mr. Musk wants more, and he has put $100 mil-
lion of his fortune on the line to try to get it. His goal
is to make a business out of inexpensively launch-
ing satellites into orbit. Inexpensive, of course, is a
relative term, in a business where launchings of
private commercial weather, telecommunications
and other payloads start at $30 million and go up to
$85 million or more.

Through his company, Space Explorations Tech-
nology, or SpaceX, Mr. Musk wants to send things
to space for one-third of the going rate or less —
even bringing down the price to $7 million for small
payloads to low Earth orbit — with a series of sim-
ple rockets of his own design. His goal is to build a
Volkswagen of the cosmos, a bare-bones and dirt-
cheap rocket that will go into space and return, to 

A Bold Plan
To Go Where
Men Have 
Gone Before

Continued on Page 9

Monica Almeida/The New York Times

Elon Musk, who made his millions by building and sell-
ing PayPal, aims to build and launch rockets to take peo-
ple and other payloads into orbit and to the moon.

EXXON MOBIL announced record earnings
last week: $36.13 billion for 2005, a 43 percent
increase over the previous year. That was

the highest annual profit any American company
has ever earned. Shareholders of energy compa-
nies are surely delighting in the gains that sky-high
oil prices bring. But their windfalls pale next to the
bonanzas received by the executives running these
companies, proving again how imperfect the cur-
rent state of pay-for-performance can be.

Linking executive compensation to a company’s
results was supposed to align managements’ inter-
ests with those of shareholders and to bring fair-
ness to pay practices. But when a company does
well mostly because of a rising commodity price
rather than managerial genius, pay-for-perform-
ance becomes an unfunny joke. 

Analysts estimate that every $1 increase in the
per-barrel price of oil translates into a 1.5 percent
increase in Exxon Mobil’s earnings. Because a sig-
nificant portion of executive pay at Exxon Mobil is
related to earnings growth (as is the case at many
companies), rising oil prices mean bigger pay-
checks.

“It’s such a sharp and vivid example of windfalls
at work,” said Lucian A. Bebchuk, professor of law,
economics and finance at Harvard, “because obvi-
ously the rise had to do with the Iraq war and the
Chinese demand, but certainly did not have to do
with the managers’ own performance. 

“If you took the top five or nine major oil compa-
nies and looked at their returns and chose the one
that performed the worst,” he added, “you could
still find that their executives probably made very
large gains from their options even though they
performed as badly as one could do.”

With proxy season not yet in full swing, it is too
early to tell just how fat oil-company executives’
paychecks were in 2005. But all signs point to bloat. 

In 2004, when Exxon Mobil’s earnings rose at less
than half of last year’s rate, Lee R. Raymond, its
chief executive at the time, received $7.5 million in 
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shed.

For inspiration, they can look to Chrysler, which once stood with
them as one of the Big Three but is fast breaking away from the De-
troit pack. Chrysler is already getting rid of its large-company
mind-set — along with 46,000 jobs over the last five years. The latest
example of its drive to do less with more is at a factory here in Dun-
dee, Mich., 60 miles south of Detroit, where it is using a small num-
ber of workers to build four-cylinder engines for its small cars.

The plant is run by the Global Engine Manufacturing Alliance, a
partnership of Chrysler, Mitsubishi of Japan and Hyundai of South 

Fabrizio Costantini for The New York Times

Chrysler, Hyundai and Mitsubishi share investment in the plant above. Automakers have a new strategy that involves small cars, but also smaller work forces and heavily edited lineups of vehicles. 

Carmakers’ Big Idea: Think Small

Continued on Page 6

By LESLIE WAYNE

EL SEGUNDO, Calif.

ASK Elon Musk what he wants to do with his life
— after having amassed a $300 million for-
tune from the Internet — and the answer is

surprising. At 34, he says he is too young to retire.
Philanthropy is a bit staid. Starting another Web-
based venture is hardly a challenge, not for a man
who bought the idea for PayPal, built it up and then
sold it to eBay for $1.5 billion.

In seeking a new direction in life that would be as
ambitious as his dreams, Mr. Musk has picked a
doozy: cheap and reliable access to space.

Making money from space is a road that several
other self-made millionaires have traveled, from a
Texas banker named Andrew Beal to one of Micro-
soft’s co-founders, Paul G. Allen. There have been
enough of them to warrant a mocking nickname:
“thrillionaires.” And so far their efforts have either
ended in failure or have been just ventures in
“space tourism” that brought test pilots to the
fringe of space.

Mr. Musk wants more, and he has put $100 mil-
lion of his fortune on the line to try to get it. His goal
is to make a business out of inexpensively launch-
ing satellites into orbit. Inexpensive, of course, is a
relative term, in a business where launchings of
private commercial weather, telecommunications
and other payloads start at $30 million and go up to
$85 million or more.

Through his company, Space Explorations Tech-
nology, or SpaceX, Mr. Musk wants to send things
to space for one-third of the going rate or less —
even bringing down the price to $7 million for small
payloads to low Earth orbit — with a series of sim-
ple rockets of his own design. His goal is to build a
Volkswagen of the cosmos, a bare-bones and dirt-
cheap rocket that will go into space and return, to 

A Bold Plan
To Go Where
Men Have 
Gone Before

Continued on Page 9

Monica Almeida/The New York Times

Elon Musk, who made his millions by building and sell-
ing PayPal, aims to build and launch rockets to take peo-
ple and other payloads into orbit and to the moon.

EXXON MOBIL announced record earnings
last week: $36.13 billion for 2005, a 43 percent
increase over the previous year. That was

the highest annual profit any American company
has ever earned. Shareholders of energy compa-
nies are surely delighting in the gains that sky-high
oil prices bring. But their windfalls pale next to the
bonanzas received by the executives running these
companies, proving again how imperfect the cur-
rent state of pay-for-performance can be.

Linking executive compensation to a company’s
results was supposed to align managements’ inter-
ests with those of shareholders and to bring fair-
ness to pay practices. But when a company does
well mostly because of a rising commodity price
rather than managerial genius, pay-for-perform-
ance becomes an unfunny joke. 

Analysts estimate that every $1 increase in the
per-barrel price of oil translates into a 1.5 percent
increase in Exxon Mobil’s earnings. Because a sig-
nificant portion of executive pay at Exxon Mobil is
related to earnings growth (as is the case at many
companies), rising oil prices mean bigger pay-
checks.

“It’s such a sharp and vivid example of windfalls
at work,” said Lucian A. Bebchuk, professor of law,
economics and finance at Harvard, “because obvi-
ously the rise had to do with the Iraq war and the
Chinese demand, but certainly did not have to do
with the managers’ own performance. 

“If you took the top five or nine major oil compa-
nies and looked at their returns and chose the one
that performed the worst,” he added, “you could
still find that their executives probably made very
large gains from their options even though they
performed as badly as one could do.”

With proxy season not yet in full swing, it is too
early to tell just how fat oil-company executives’
paychecks were in 2005. But all signs point to bloat. 

In 2004, when Exxon Mobil’s earnings rose at less
than half of last year’s rate, Lee R. Raymond, its
chief executive at the time, received $7.5 million in 

GRETCHEN MORGENSON

Rising Prices
Lift All

Bonuses

Continued on Page 4

INSIDE
OPENERS

Elite skiers might 
win by a . . . thread. 

The Goods,

by Brendan I.
Koerner. 2

INSIDE THE NEWS

What is authenticity, anyway?
Media Frenzy, by Richard Siklos.  3

Two sets of books, and it’s all 
legal. Economic View, by Anna
Bernasek.  3

SUNDAY MONEY

For investors, back to gold-plated
basics. By Conrad de Aenlle.  5

DNA tests as genealogy tools. 
By Jennifer Alsever.  5

The markets have been calm.
Watch out. Fundamentally, 
by Paul J. Lim.  8

OFFICE SPACE

When some workers pray and
others don’t. Career Couch, 
by Matt Villano. 10

Sunday, February 5, 2006

MB NJ



2

ID NAME: NYTx,2006-02-05,BU,004,Bs-BW,E1 3 7 15 25 50 75 85 93 97

4 BU THE NEW YORK TIMES, SUNDAY, FEBRUARY 5, 2006

INSIDETHENEWS

ABOUT 10 years ago, a man
named J. Richard Fredericks,
who focused on commercial

banking during a career in the secu-
rities business, made an interesting
observation. “Banking is essential to
a modern economy,” he said. “But
banks are not.”

Recent events have made Mr.
Fredericks look prescient. The most
obvious development has been Wal-
Mart’s request for federal permis-
sion to enter the banking business.
Although the company says it wants
permission only to operate a quasi-
bank — known as an industrial loan
company — in order to save money
on credit card processing, America’s
smaller banks worry that eventually
the big retailer will eat their lunch. 

Less noticed, and potentially more
significant, are a couple of fascinat-
ing banking developments on the In-
ternet, the greatest strength of which
may yet turn out to be in matching
supply with demand, whether the
arena is goods, services, informa-
tion, love or money. In Britain, a site
called Zopa.com has built a system
of matching borrowers and lenders
that eliminates the traditional mid-
dleman: the bank that accepts your
deposits and then lends your money,

assuming credit risks as it does so.
Zopa, which started last March, has
48,000 members, a spokesman said.

Zopa makes it possible for individ-
ual lenders and borrowers to connect
without going through an old-fash-
ioned financial institution. Presum-
ably, lenders can earn higher rates
of return — and borrowers can get
better deals — because
there is no bank over-
head to pay, not to men-
tion all those pesky re-
serve, accounting, com-
munity lending and oth-
er requirements. Zopa
gets a 1 percent fee from
borrowers, but beyond
that allows lenders and
borrowers to set rates
themselves in its online
marketplace. 

There is risk for lenders, of course,
but Zopa tries to minimize it by di-
viding any sum on offer into at least
50 different loans. (Zopa handles
payments and administration, so this
diversification imposes no head-
aches on lenders.) Borrowers, more-
over, are divided into various mar-
kets, based on their credit scores, so
lenders can charge the less credit-
worthy a higher rate. Zopa even pro-
vides estimated default rates, based
on loan duration and the borrower’s
level of creditworthiness.

Is it any surprise that a similar

project is in the works on this side of
the Atlantic? It’s called Circleone-
.com, and its chief executive and co-
founder, Chris Larsen, held the same
positions at E-Loan, the Internet
mortgage company. 

So far, Circleone is accessible only
by password; a spokesman said by
e-mail that “we’re still working on

enhancing the site based
on feedback from our ini-
tial ‘friends and family’
launch,’ ” and that dur-
ing this period it was not
talking to the press.

But log-in information
is freely available on the
Internet, so I signed in
and poked around a bit.
My conclusion is that
Circleone, like Zopa, is
probably onto some-

thing. Lenders bid on loans, and bor-
rowers, using a technique more often
seen in third-world microlending,
can form groups with collective rat-
ings. Think of it as a cross between
eBay and a first-world version of
Grameen Bank, the pioneering lend-
er in Bangladesh.

Circleone borrowers are assigned
letter ratings, based on their credit
score on Experian, one of the major
credit agencies. Those with low
scores or no credit history are rated,
too, offering even these risky bor-
rowers potential access to money —

and offering adventurous creditors a
chance to lend to them.

Historical default rates are given
for each letter rating; lenders can
bid on individual loans or leave
standing orders to lend at a given
rate and term. Circleone will charge
borrowers 1 percent and assess lend-
ers a 0.5 percent annual fee, accrued
daily on outstanding loan principal.

This could be a great business. But
just as E-Loan didn’t demolish the
market for traditional mortgage
lending, Circleone and its inevitable
imitators are unlikely to drive Amer-
ica’s banks out of business. Neither
would Wal-Mart, if it gets the per-
mission it seeks. But I do think that
Wal-Mart and outfits like Circleone
will eventually pose a challenge to
one of the most profitable parts of
banking: the credit card business.

The new lenders will allow individ-
uals to get relatively small personal
loans conveniently, and at lower in-
terest rates than those offered by
traditional credit cards. If the idea
succeeds, it should put downward
pressure on persistently high credit
card rates. By giving depositors a po-
tentially lucrative alternative, it may
also raise banks’ cost of funds.

It sounds like a good deal for ev-
eryone — everyone, that is, but
banks, who may yet discover that an
Internet start-up can be at least as
dangerous as a retail leviathan. Ø
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salary and bonus, $28 million worth
of restricted stock awards and $2.16
million in long-term incentive pay.
Mr. Raymond retired from Exxon
Mobil in December.

Regulatory filings show that Exx-
on Mobil’s compensation committee
typically establishes a bonus pool
that is shared by about 1,300 top em-
ployees. The pool’s size is deter-
mined by the annual performance of
the company. 

The 2004 pool had a ceiling of $184
million and was a result of the com-
pany’s record-setting financial re-
sults — an 18 percent increase in net
income over 2003 — as well as
“record levels of operating perform-
ance in all segments of our business;
strengthening of our worldwide com-
petitive position; and progress
toward long-range strategic goals,
which include objectives in the areas
of safety, health and environment,”
according to the proxy.

That $184 million pool
was 10 percent larger
than in the previous
year. Exxon Mobil’s top
five executives received
almost 7 percent of it, or
$12.85 million in total.

Proxies indicate that
Exxon Mobil has raised
its bonus pool ceiling in
recent years at roughly
half the rate of its earn-
ings growth for each pe-
riod. So if the past is pro-
logue, Exxon Mobil’s bo-
nus pool ceiling may
have risen by at least 20
percent in 2005, putting it at $220 mil-
lion. 

If the top five executives get their
typical share of this pie — say,
around 6.5 percent — that translates
into $14.3 million in bonuses alone.
Salaries, restricted stock grants and
other goodies would be additional. 

Executives receiving bonuses at
Exxon Mobil can get cash payments
and something called an earnings bo-
nus unit, which does not pay out until
the company’s earnings have
reached a specified level. Cumula-
tive earnings of $3.25 a share were
required for each unit granted in
2004 to pay out, for example, up from
$3 in 2003. It is not clear what hurdle
Exxon Mobil’s earnings had to clear
last year to pay out on the units, but
the company made $5.35 a share, so
it is highly likely that bonus units
paid out.

Professor Bebchuk, co-author with
Jesse M. Fried of “Pay Without Per-
formance” (Harvard University
Press, 2004), suggests that execu-
tives should not be paid based on
their company’s absolute perform-
ance but rather in comparison to oth-
ers in the industry. Pay formulas,
Mr. Bebchuk argues, should take into
account any rising tides that are in-
dustrywide and unrelated to man-
agement prowess. Alas, existing
plans “do nothing to neutralize this
general industry movement,” he
said.

Did Exxon Mobil’s compensation
committee adjust the terms of its ex-
ecutive pay packages to reflect the
role that rising oil prices played in
the company’s extraordinary earn-
ings last year? William R. Howell,
chairman emeritus of J.C. Penney
and chairman of Exxon Mobil’s com-
pensation committee, did not return
a phone call seeking comment. Russ
Roberts, a company spokesman,
could not be reached. 

Executives at XTO Energy Inc., a
natural gas producer in Fort Worth,
are also looking at a banner year.
The company has turned in a stellar
performance recently — earnings
more than doubled in the first three
quarters of 2005 from the same peri-

od a year earlier — and its share-
holders have prospered. Shares of
XTO closed last week at $46.45, giv-
ing it a market capitalization of al-
most $17 billion. 

Proxy materials disclosing last
year’s pay at XTO have not been
filed. But in November, the company
said Bob R. Simpson, its chief execu-
tive and co-founder, would receive
$17 million in bonuses as well as a
new salary of $1.2 million, up from $1
million. The company did not dis-
close what Mr. Simpson received in
options or restricted shares.

Using previous years as a guide,
those grants may be substantial. In
2004, Mr. Simpson received restrict-
ed stock awards worth $24.3 million
and four million options exercisable
at just under $25 each. His bonuses
totaled $15.5 million in 2004 in recog-
nition of “the performance in negoti-
ating during the first two quarters of
2004 the exceptional acquisitions of
approximately $1.3 billion in pro-
ducing properties,” the filings said. 

Officials at XTO did
not return phone calls
seeking comment. But
XTO’s filings say its ex-
ecutive pay is justified
by the company’s top
performance. 

Still, tying executives’
bonuses to acquisitions
is not in shareholders’
interests, Professor Beb-
chuk said. Managers al-
ready have incentives to
make their companies
larger, he explained:
bigger companies usu-

ally mean larger pay and perquisites
for those at the top. And if their ac-
quisitions truly create value, execu-
tives holding a significant amount of
the company’s stock will profit from
higher share prices. 

“From the point of view of the
shareholder, an acquisition is benefi-
cial only if the shares go up,” Profes-
sor Bebchuk said. “If executives al-
ready have incentives that reward
them for increasing the stock price,
having an extra increase for doing an
acquisition can have the perverse ef-
fect of encouraging an acquisition
that may not be value-increasing.”

OF course, if the overall market
for an industry declines, man-
agers stand to lose when their

pay is tied to their company’s earn-
ings or stock price. But the risks of
this are far outweighed by potential
rewards, Professor Bebchuk said. 

For starters, the stock market
tends to rise over time, producing
positive returns more often than neg-
ative. And even if up and down
moves are equally likely, Professor
Bebchuk argued, executives with
stock options are more likely to win.
As he noted in his book: “At worst,
negative shocks would make the
managers’ options worthless. On the
other hand, positive shocks can boost
the value of options by an unlimited
amount.” 

Shareholders who are enjoying
their gains on energy stocks might
think it chintzy to complain about ex-
ecutive pay. But compensation com-
mittees who pay managers because
an exogenous event or trend propels
their results into the stratosphere
are breaching their duty to share-
holders. Pay should be adjusted to
account for right-place-right-time
windfalls — especially since execu-
tive pay never seems to decline, even
in rocky times. 

It has long been a stock market ax-
iom that a rising tide lifts all boats.
But today’s sea, alas, has become
two-tiered. While a rising tide does
lift shareowners’ boats, those of 
the me-first managers float far high-
er. Ø

Chip Somodevilla/Getty Images

Lee R. Raymond was Exxon Mobil’s chief executive in 2005, the year of
soaring oil prices and record earnings. Now, how big will his bonus be?

With oil prices
up, energy
executives can
sit back and
watch their
pay grow. 
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ing banking developments on the In-
ternet, the greatest strength of which
may yet turn out to be in matching
supply with demand, whether the
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that eliminates the traditional mid-
dleman: the bank that accepts your
deposits and then lends your money,

assuming credit risks as it does so.
Zopa, which started last March, has
48,000 members, a spokesman said.

Zopa makes it possible for individ-
ual lenders and borrowers to connect
without going through an old-fash-
ioned financial institution. Presum-
ably, lenders can earn higher rates
of return — and borrowers can get
better deals — because
there is no bank over-
head to pay, not to men-
tion all those pesky re-
serve, accounting, com-
munity lending and oth-
er requirements. Zopa
gets a 1 percent fee from
borrowers, but beyond
that allows lenders and
borrowers to set rates
themselves in its online
marketplace. 

There is risk for lenders, of course,
but Zopa tries to minimize it by di-
viding any sum on offer into at least
50 different loans. (Zopa handles
payments and administration, so this
diversification imposes no head-
aches on lenders.) Borrowers, more-
over, are divided into various mar-
kets, based on their credit scores, so
lenders can charge the less credit-
worthy a higher rate. Zopa even pro-
vides estimated default rates, based
on loan duration and the borrower’s
level of creditworthiness.

Is it any surprise that a similar

project is in the works on this side of
the Atlantic? It’s called Circleone-
.com, and its chief executive and co-
founder, Chris Larsen, held the same
positions at E-Loan, the Internet
mortgage company. 

So far, Circleone is accessible only
by password; a spokesman said by
e-mail that “we’re still working on

enhancing the site based
on feedback from our ini-
tial ‘friends and family’
launch,’ ” and that dur-
ing this period it was not
talking to the press.

But log-in information
is freely available on the
Internet, so I signed in
and poked around a bit.
My conclusion is that
Circleone, like Zopa, is
probably onto some-

thing. Lenders bid on loans, and bor-
rowers, using a technique more often
seen in third-world microlending,
can form groups with collective rat-
ings. Think of it as a cross between
eBay and a first-world version of
Grameen Bank, the pioneering lend-
er in Bangladesh.

Circleone borrowers are assigned
letter ratings, based on their credit
score on Experian, one of the major
credit agencies. Those with low
scores or no credit history are rated,
too, offering even these risky bor-
rowers potential access to money —

and offering adventurous creditors a
chance to lend to them.

Historical default rates are given
for each letter rating; lenders can
bid on individual loans or leave
standing orders to lend at a given
rate and term. Circleone will charge
borrowers 1 percent and assess lend-
ers a 0.5 percent annual fee, accrued
daily on outstanding loan principal.

This could be a great business. But
just as E-Loan didn’t demolish the
market for traditional mortgage
lending, Circleone and its inevitable
imitators are unlikely to drive Amer-
ica’s banks out of business. Neither
would Wal-Mart, if it gets the per-
mission it seeks. But I do think that
Wal-Mart and outfits like Circleone
will eventually pose a challenge to
one of the most profitable parts of
banking: the credit card business.

The new lenders will allow individ-
uals to get relatively small personal
loans conveniently, and at lower in-
terest rates than those offered by
traditional credit cards. If the idea
succeeds, it should put downward
pressure on persistently high credit
card rates. By giving depositors a po-
tentially lucrative alternative, it may
also raise banks’ cost of funds.

It sounds like a good deal for ev-
eryone — everyone, that is, but
banks, who may yet discover that an
Internet start-up can be at least as
dangerous as a retail leviathan. Ø
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salary and bonus, $28 million worth
of restricted stock awards and $2.16
million in long-term incentive pay.
Mr. Raymond retired from Exxon
Mobil in December.

Regulatory filings show that Exx-
on Mobil’s compensation committee
typically establishes a bonus pool
that is shared by about 1,300 top em-
ployees. The pool’s size is deter-
mined by the annual performance of
the company. 

The 2004 pool had a ceiling of $184
million and was a result of the com-
pany’s record-setting financial re-
sults — an 18 percent increase in net
income over 2003 — as well as
“record levels of operating perform-
ance in all segments of our business;
strengthening of our worldwide com-
petitive position; and progress
toward long-range strategic goals,
which include objectives in the areas
of safety, health and environment,”
according to the proxy.

That $184 million pool
was 10 percent larger
than in the previous
year. Exxon Mobil’s top
five executives received
almost 7 percent of it, or
$12.85 million in total.

Proxies indicate that
Exxon Mobil has raised
its bonus pool ceiling in
recent years at roughly
half the rate of its earn-
ings growth for each pe-
riod. So if the past is pro-
logue, Exxon Mobil’s bo-
nus pool ceiling may
have risen by at least 20
percent in 2005, putting it at $220 mil-
lion. 

If the top five executives get their
typical share of this pie — say,
around 6.5 percent — that translates
into $14.3 million in bonuses alone.
Salaries, restricted stock grants and
other goodies would be additional. 

Executives receiving bonuses at
Exxon Mobil can get cash payments
and something called an earnings bo-
nus unit, which does not pay out until
the company’s earnings have
reached a specified level. Cumula-
tive earnings of $3.25 a share were
required for each unit granted in
2004 to pay out, for example, up from
$3 in 2003. It is not clear what hurdle
Exxon Mobil’s earnings had to clear
last year to pay out on the units, but
the company made $5.35 a share, so
it is highly likely that bonus units
paid out.

Professor Bebchuk, co-author with
Jesse M. Fried of “Pay Without Per-
formance” (Harvard University
Press, 2004), suggests that execu-
tives should not be paid based on
their company’s absolute perform-
ance but rather in comparison to oth-
ers in the industry. Pay formulas,
Mr. Bebchuk argues, should take into
account any rising tides that are in-
dustrywide and unrelated to man-
agement prowess. Alas, existing
plans “do nothing to neutralize this
general industry movement,” he
said.

Did Exxon Mobil’s compensation
committee adjust the terms of its ex-
ecutive pay packages to reflect the
role that rising oil prices played in
the company’s extraordinary earn-
ings last year? William R. Howell,
chairman emeritus of J.C. Penney
and chairman of Exxon Mobil’s com-
pensation committee, did not return
a phone call seeking comment. Russ
Roberts, a company spokesman,
could not be reached. 

Executives at XTO Energy Inc., a
natural gas producer in Fort Worth,
are also looking at a banner year.
The company has turned in a stellar
performance recently — earnings
more than doubled in the first three
quarters of 2005 from the same peri-

od a year earlier — and its share-
holders have prospered. Shares of
XTO closed last week at $46.45, giv-
ing it a market capitalization of al-
most $17 billion. 

Proxy materials disclosing last
year’s pay at XTO have not been
filed. But in November, the company
said Bob R. Simpson, its chief execu-
tive and co-founder, would receive
$17 million in bonuses as well as a
new salary of $1.2 million, up from $1
million. The company did not dis-
close what Mr. Simpson received in
options or restricted shares.

Using previous years as a guide,
those grants may be substantial. In
2004, Mr. Simpson received restrict-
ed stock awards worth $24.3 million
and four million options exercisable
at just under $25 each. His bonuses
totaled $15.5 million in 2004 in recog-
nition of “the performance in negoti-
ating during the first two quarters of
2004 the exceptional acquisitions of
approximately $1.3 billion in pro-
ducing properties,” the filings said. 

Officials at XTO did
not return phone calls
seeking comment. But
XTO’s filings say its ex-
ecutive pay is justified
by the company’s top
performance. 

Still, tying executives’
bonuses to acquisitions
is not in shareholders’
interests, Professor Beb-
chuk said. Managers al-
ready have incentives to
make their companies
larger, he explained:
bigger companies usu-

ally mean larger pay and perquisites
for those at the top. And if their ac-
quisitions truly create value, execu-
tives holding a significant amount of
the company’s stock will profit from
higher share prices. 

“From the point of view of the
shareholder, an acquisition is benefi-
cial only if the shares go up,” Profes-
sor Bebchuk said. “If executives al-
ready have incentives that reward
them for increasing the stock price,
having an extra increase for doing an
acquisition can have the perverse ef-
fect of encouraging an acquisition
that may not be value-increasing.”

OF course, if the overall market
for an industry declines, man-
agers stand to lose when their

pay is tied to their company’s earn-
ings or stock price. But the risks of
this are far outweighed by potential
rewards, Professor Bebchuk said. 

For starters, the stock market
tends to rise over time, producing
positive returns more often than neg-
ative. And even if up and down
moves are equally likely, Professor
Bebchuk argued, executives with
stock options are more likely to win.
As he noted in his book: “At worst,
negative shocks would make the
managers’ options worthless. On the
other hand, positive shocks can boost
the value of options by an unlimited
amount.” 

Shareholders who are enjoying
their gains on energy stocks might
think it chintzy to complain about ex-
ecutive pay. But compensation com-
mittees who pay managers because
an exogenous event or trend propels
their results into the stratosphere
are breaching their duty to share-
holders. Pay should be adjusted to
account for right-place-right-time
windfalls — especially since execu-
tive pay never seems to decline, even
in rocky times. 

It has long been a stock market ax-
iom that a rising tide lifts all boats.
But today’s sea, alas, has become
two-tiered. While a rising tide does
lift shareowners’ boats, those of 
the me-first managers float far high-
er. Ø

Chip Somodevilla/Getty Images

Lee R. Raymond was Exxon Mobil’s chief executive in 2005, the year of
soaring oil prices and record earnings. Now, how big will his bonus be?

With oil prices
up, energy
executives can
sit back and
watch their
pay grow. 
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ABOUT 10 years ago, a man
named J. Richard Fredericks,
who focused on commercial

banking during a career in the secu-
rities business, made an interesting
observation. “Banking is essential to
a modern economy,” he said. “But
banks are not.”

Recent events have made Mr.
Fredericks look prescient. The most
obvious development has been Wal-
Mart’s request for federal permis-
sion to enter the banking business.
Although the company says it wants
permission only to operate a quasi-
bank — known as an industrial loan
company — in order to save money
on credit card processing, America’s
smaller banks worry that eventually
the big retailer will eat their lunch. 

Less noticed, and potentially more
significant, are a couple of fascinat-
ing banking developments on the In-
ternet, the greatest strength of which
may yet turn out to be in matching
supply with demand, whether the
arena is goods, services, informa-
tion, love or money. In Britain, a site
called Zopa.com has built a system
of matching borrowers and lenders
that eliminates the traditional mid-
dleman: the bank that accepts your
deposits and then lends your money,

assuming credit risks as it does so.
Zopa, which started last March, has
48,000 members, a spokesman said.

Zopa makes it possible for individ-
ual lenders and borrowers to connect
without going through an old-fash-
ioned financial institution. Presum-
ably, lenders can earn higher rates
of return — and borrowers can get
better deals — because
there is no bank over-
head to pay, not to men-
tion all those pesky re-
serve, accounting, com-
munity lending and oth-
er requirements. Zopa
gets a 1 percent fee from
borrowers, but beyond
that allows lenders and
borrowers to set rates
themselves in its online
marketplace. 

There is risk for lenders, of course,
but Zopa tries to minimize it by di-
viding any sum on offer into at least
50 different loans. (Zopa handles
payments and administration, so this
diversification imposes no head-
aches on lenders.) Borrowers, more-
over, are divided into various mar-
kets, based on their credit scores, so
lenders can charge the less credit-
worthy a higher rate. Zopa even pro-
vides estimated default rates, based
on loan duration and the borrower’s
level of creditworthiness.

Is it any surprise that a similar

project is in the works on this side of
the Atlantic? It’s called Circleone-
.com, and its chief executive and co-
founder, Chris Larsen, held the same
positions at E-Loan, the Internet
mortgage company. 

So far, Circleone is accessible only
by password; a spokesman said by
e-mail that “we’re still working on

enhancing the site based
on feedback from our ini-
tial ‘friends and family’
launch,’ ” and that dur-
ing this period it was not
talking to the press.

But log-in information
is freely available on the
Internet, so I signed in
and poked around a bit.
My conclusion is that
Circleone, like Zopa, is
probably onto some-

thing. Lenders bid on loans, and bor-
rowers, using a technique more often
seen in third-world microlending,
can form groups with collective rat-
ings. Think of it as a cross between
eBay and a first-world version of
Grameen Bank, the pioneering lend-
er in Bangladesh.

Circleone borrowers are assigned
letter ratings, based on their credit
score on Experian, one of the major
credit agencies. Those with low
scores or no credit history are rated,
too, offering even these risky bor-
rowers potential access to money —

and offering adventurous creditors a
chance to lend to them.

Historical default rates are given
for each letter rating; lenders can
bid on individual loans or leave
standing orders to lend at a given
rate and term. Circleone will charge
borrowers 1 percent and assess lend-
ers a 0.5 percent annual fee, accrued
daily on outstanding loan principal.

This could be a great business. But
just as E-Loan didn’t demolish the
market for traditional mortgage
lending, Circleone and its inevitable
imitators are unlikely to drive Amer-
ica’s banks out of business. Neither
would Wal-Mart, if it gets the per-
mission it seeks. But I do think that
Wal-Mart and outfits like Circleone
will eventually pose a challenge to
one of the most profitable parts of
banking: the credit card business.

The new lenders will allow individ-
uals to get relatively small personal
loans conveniently, and at lower in-
terest rates than those offered by
traditional credit cards. If the idea
succeeds, it should put downward
pressure on persistently high credit
card rates. By giving depositors a po-
tentially lucrative alternative, it may
also raise banks’ cost of funds.

It sounds like a good deal for ev-
eryone — everyone, that is, but
banks, who may yet discover that an
Internet start-up can be at least as
dangerous as a retail leviathan. Ø
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salary and bonus, $28 million worth
of restricted stock awards and $2.16
million in long-term incentive pay.
Mr. Raymond retired from Exxon
Mobil in December.

Regulatory filings show that Exx-
on Mobil’s compensation committee
typically establishes a bonus pool
that is shared by about 1,300 top em-
ployees. The pool’s size is deter-
mined by the annual performance of
the company. 

The 2004 pool had a ceiling of $184
million and was a result of the com-
pany’s record-setting financial re-
sults — an 18 percent increase in net
income over 2003 — as well as
“record levels of operating perform-
ance in all segments of our business;
strengthening of our worldwide com-
petitive position; and progress
toward long-range strategic goals,
which include objectives in the areas
of safety, health and environment,”
according to the proxy.

That $184 million pool
was 10 percent larger
than in the previous
year. Exxon Mobil’s top
five executives received
almost 7 percent of it, or
$12.85 million in total.

Proxies indicate that
Exxon Mobil has raised
its bonus pool ceiling in
recent years at roughly
half the rate of its earn-
ings growth for each pe-
riod. So if the past is pro-
logue, Exxon Mobil’s bo-
nus pool ceiling may
have risen by at least 20
percent in 2005, putting it at $220 mil-
lion. 

If the top five executives get their
typical share of this pie — say,
around 6.5 percent — that translates
into $14.3 million in bonuses alone.
Salaries, restricted stock grants and
other goodies would be additional. 

Executives receiving bonuses at
Exxon Mobil can get cash payments
and something called an earnings bo-
nus unit, which does not pay out until
the company’s earnings have
reached a specified level. Cumula-
tive earnings of $3.25 a share were
required for each unit granted in
2004 to pay out, for example, up from
$3 in 2003. It is not clear what hurdle
Exxon Mobil’s earnings had to clear
last year to pay out on the units, but
the company made $5.35 a share, so
it is highly likely that bonus units
paid out.

Professor Bebchuk, co-author with
Jesse M. Fried of “Pay Without Per-
formance” (Harvard University
Press, 2004), suggests that execu-
tives should not be paid based on
their company’s absolute perform-
ance but rather in comparison to oth-
ers in the industry. Pay formulas,
Mr. Bebchuk argues, should take into
account any rising tides that are in-
dustrywide and unrelated to man-
agement prowess. Alas, existing
plans “do nothing to neutralize this
general industry movement,” he
said.

Did Exxon Mobil’s compensation
committee adjust the terms of its ex-
ecutive pay packages to reflect the
role that rising oil prices played in
the company’s extraordinary earn-
ings last year? William R. Howell,
chairman emeritus of J.C. Penney
and chairman of Exxon Mobil’s com-
pensation committee, did not return
a phone call seeking comment. Russ
Roberts, a company spokesman,
could not be reached. 

Executives at XTO Energy Inc., a
natural gas producer in Fort Worth,
are also looking at a banner year.
The company has turned in a stellar
performance recently — earnings
more than doubled in the first three
quarters of 2005 from the same peri-

od a year earlier — and its share-
holders have prospered. Shares of
XTO closed last week at $46.45, giv-
ing it a market capitalization of al-
most $17 billion. 

Proxy materials disclosing last
year’s pay at XTO have not been
filed. But in November, the company
said Bob R. Simpson, its chief execu-
tive and co-founder, would receive
$17 million in bonuses as well as a
new salary of $1.2 million, up from $1
million. The company did not dis-
close what Mr. Simpson received in
options or restricted shares.

Using previous years as a guide,
those grants may be substantial. In
2004, Mr. Simpson received restrict-
ed stock awards worth $24.3 million
and four million options exercisable
at just under $25 each. His bonuses
totaled $15.5 million in 2004 in recog-
nition of “the performance in negoti-
ating during the first two quarters of
2004 the exceptional acquisitions of
approximately $1.3 billion in pro-
ducing properties,” the filings said. 

Officials at XTO did
not return phone calls
seeking comment. But
XTO’s filings say its ex-
ecutive pay is justified
by the company’s top
performance. 

Still, tying executives’
bonuses to acquisitions
is not in shareholders’
interests, Professor Beb-
chuk said. Managers al-
ready have incentives to
make their companies
larger, he explained:
bigger companies usu-

ally mean larger pay and perquisites
for those at the top. And if their ac-
quisitions truly create value, execu-
tives holding a significant amount of
the company’s stock will profit from
higher share prices. 

“From the point of view of the
shareholder, an acquisition is benefi-
cial only if the shares go up,” Profes-
sor Bebchuk said. “If executives al-
ready have incentives that reward
them for increasing the stock price,
having an extra increase for doing an
acquisition can have the perverse ef-
fect of encouraging an acquisition
that may not be value-increasing.”

OF course, if the overall market
for an industry declines, man-
agers stand to lose when their

pay is tied to their company’s earn-
ings or stock price. But the risks of
this are far outweighed by potential
rewards, Professor Bebchuk said. 

For starters, the stock market
tends to rise over time, producing
positive returns more often than neg-
ative. And even if up and down
moves are equally likely, Professor
Bebchuk argued, executives with
stock options are more likely to win.
As he noted in his book: “At worst,
negative shocks would make the
managers’ options worthless. On the
other hand, positive shocks can boost
the value of options by an unlimited
amount.” 

Shareholders who are enjoying
their gains on energy stocks might
think it chintzy to complain about ex-
ecutive pay. But compensation com-
mittees who pay managers because
an exogenous event or trend propels
their results into the stratosphere
are breaching their duty to share-
holders. Pay should be adjusted to
account for right-place-right-time
windfalls — especially since execu-
tive pay never seems to decline, even
in rocky times. 

It has long been a stock market ax-
iom that a rising tide lifts all boats.
But today’s sea, alas, has become
two-tiered. While a rising tide does
lift shareowners’ boats, those of 
the me-first managers float far high-
er. Ø

Chip Somodevilla/Getty Images

Lee R. Raymond was Exxon Mobil’s chief executive in 2005, the year of
soaring oil prices and record earnings. Now, how big will his bonus be?

With oil prices
up, energy
executives can
sit back and
watch their
pay grow. 
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ABOUT 10 years ago, a man
named J. Richard Fredericks,
who focused on commercial

banking during a career in the secu-
rities business, made an interesting
observation. “Banking is essential to
a modern economy,” he said. “But
banks are not.”

Recent events have made Mr.
Fredericks look prescient. The most
obvious development has been Wal-
Mart’s request for federal permis-
sion to enter the banking business.
Although the company says it wants
permission only to operate a quasi-
bank — known as an industrial loan
company — in order to save money
on credit card processing, America’s
smaller banks worry that eventually
the big retailer will eat their lunch. 

Less noticed, and potentially more
significant, are a couple of fascinat-
ing banking developments on the In-
ternet, the greatest strength of which
may yet turn out to be in matching
supply with demand, whether the
arena is goods, services, informa-
tion, love or money. In Britain, a site
called Zopa.com has built a system
of matching borrowers and lenders
that eliminates the traditional mid-
dleman: the bank that accepts your
deposits and then lends your money,

assuming credit risks as it does so.
Zopa, which started last March, has
48,000 members, a spokesman said.

Zopa makes it possible for individ-
ual lenders and borrowers to connect
without going through an old-fash-
ioned financial institution. Presum-
ably, lenders can earn higher rates
of return — and borrowers can get
better deals — because
there is no bank over-
head to pay, not to men-
tion all those pesky re-
serve, accounting, com-
munity lending and oth-
er requirements. Zopa
gets a 1 percent fee from
borrowers, but beyond
that allows lenders and
borrowers to set rates
themselves in its online
marketplace. 

There is risk for lenders, of course,
but Zopa tries to minimize it by di-
viding any sum on offer into at least
50 different loans. (Zopa handles
payments and administration, so this
diversification imposes no head-
aches on lenders.) Borrowers, more-
over, are divided into various mar-
kets, based on their credit scores, so
lenders can charge the less credit-
worthy a higher rate. Zopa even pro-
vides estimated default rates, based
on loan duration and the borrower’s
level of creditworthiness.

Is it any surprise that a similar

project is in the works on this side of
the Atlantic? It’s called Circleone-
.com, and its chief executive and co-
founder, Chris Larsen, held the same
positions at E-Loan, the Internet
mortgage company. 

So far, Circleone is accessible only
by password; a spokesman said by
e-mail that “we’re still working on

enhancing the site based
on feedback from our ini-
tial ‘friends and family’
launch,’ ” and that dur-
ing this period it was not
talking to the press.

But log-in information
is freely available on the
Internet, so I signed in
and poked around a bit.
My conclusion is that
Circleone, like Zopa, is
probably onto some-

thing. Lenders bid on loans, and bor-
rowers, using a technique more often
seen in third-world microlending,
can form groups with collective rat-
ings. Think of it as a cross between
eBay and a first-world version of
Grameen Bank, the pioneering lend-
er in Bangladesh.

Circleone borrowers are assigned
letter ratings, based on their credit
score on Experian, one of the major
credit agencies. Those with low
scores or no credit history are rated,
too, offering even these risky bor-
rowers potential access to money —

and offering adventurous creditors a
chance to lend to them.

Historical default rates are given
for each letter rating; lenders can
bid on individual loans or leave
standing orders to lend at a given
rate and term. Circleone will charge
borrowers 1 percent and assess lend-
ers a 0.5 percent annual fee, accrued
daily on outstanding loan principal.

This could be a great business. But
just as E-Loan didn’t demolish the
market for traditional mortgage
lending, Circleone and its inevitable
imitators are unlikely to drive Amer-
ica’s banks out of business. Neither
would Wal-Mart, if it gets the per-
mission it seeks. But I do think that
Wal-Mart and outfits like Circleone
will eventually pose a challenge to
one of the most profitable parts of
banking: the credit card business.

The new lenders will allow individ-
uals to get relatively small personal
loans conveniently, and at lower in-
terest rates than those offered by
traditional credit cards. If the idea
succeeds, it should put downward
pressure on persistently high credit
card rates. By giving depositors a po-
tentially lucrative alternative, it may
also raise banks’ cost of funds.

It sounds like a good deal for ev-
eryone — everyone, that is, but
banks, who may yet discover that an
Internet start-up can be at least as
dangerous as a retail leviathan. Ø
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salary and bonus, $28 million worth
of restricted stock awards and $2.16
million in long-term incentive pay.
Mr. Raymond retired from Exxon
Mobil in December.

Regulatory filings show that Exx-
on Mobil’s compensation committee
typically establishes a bonus pool
that is shared by about 1,300 top em-
ployees. The pool’s size is deter-
mined by the annual performance of
the company. 

The 2004 pool had a ceiling of $184
million and was a result of the com-
pany’s record-setting financial re-
sults — an 18 percent increase in net
income over 2003 — as well as
“record levels of operating perform-
ance in all segments of our business;
strengthening of our worldwide com-
petitive position; and progress
toward long-range strategic goals,
which include objectives in the areas
of safety, health and environment,”
according to the proxy.

That $184 million pool
was 10 percent larger
than in the previous
year. Exxon Mobil’s top
five executives received
almost 7 percent of it, or
$12.85 million in total.

Proxies indicate that
Exxon Mobil has raised
its bonus pool ceiling in
recent years at roughly
half the rate of its earn-
ings growth for each pe-
riod. So if the past is pro-
logue, Exxon Mobil’s bo-
nus pool ceiling may
have risen by at least 20
percent in 2005, putting it at $220 mil-
lion. 

If the top five executives get their
typical share of this pie — say,
around 6.5 percent — that translates
into $14.3 million in bonuses alone.
Salaries, restricted stock grants and
other goodies would be additional. 

Executives receiving bonuses at
Exxon Mobil can get cash payments
and something called an earnings bo-
nus unit, which does not pay out until
the company’s earnings have
reached a specified level. Cumula-
tive earnings of $3.25 a share were
required for each unit granted in
2004 to pay out, for example, up from
$3 in 2003. It is not clear what hurdle
Exxon Mobil’s earnings had to clear
last year to pay out on the units, but
the company made $5.35 a share, so
it is highly likely that bonus units
paid out.

Professor Bebchuk, co-author with
Jesse M. Fried of “Pay Without Per-
formance” (Harvard University
Press, 2004), suggests that execu-
tives should not be paid based on
their company’s absolute perform-
ance but rather in comparison to oth-
ers in the industry. Pay formulas,
Mr. Bebchuk argues, should take into
account any rising tides that are in-
dustrywide and unrelated to man-
agement prowess. Alas, existing
plans “do nothing to neutralize this
general industry movement,” he
said.

Did Exxon Mobil’s compensation
committee adjust the terms of its ex-
ecutive pay packages to reflect the
role that rising oil prices played in
the company’s extraordinary earn-
ings last year? William R. Howell,
chairman emeritus of J.C. Penney
and chairman of Exxon Mobil’s com-
pensation committee, did not return
a phone call seeking comment. Russ
Roberts, a company spokesman,
could not be reached. 

Executives at XTO Energy Inc., a
natural gas producer in Fort Worth,
are also looking at a banner year.
The company has turned in a stellar
performance recently — earnings
more than doubled in the first three
quarters of 2005 from the same peri-

od a year earlier — and its share-
holders have prospered. Shares of
XTO closed last week at $46.45, giv-
ing it a market capitalization of al-
most $17 billion. 

Proxy materials disclosing last
year’s pay at XTO have not been
filed. But in November, the company
said Bob R. Simpson, its chief execu-
tive and co-founder, would receive
$17 million in bonuses as well as a
new salary of $1.2 million, up from $1
million. The company did not dis-
close what Mr. Simpson received in
options or restricted shares.

Using previous years as a guide,
those grants may be substantial. In
2004, Mr. Simpson received restrict-
ed stock awards worth $24.3 million
and four million options exercisable
at just under $25 each. His bonuses
totaled $15.5 million in 2004 in recog-
nition of “the performance in negoti-
ating during the first two quarters of
2004 the exceptional acquisitions of
approximately $1.3 billion in pro-
ducing properties,” the filings said. 

Officials at XTO did
not return phone calls
seeking comment. But
XTO’s filings say its ex-
ecutive pay is justified
by the company’s top
performance. 

Still, tying executives’
bonuses to acquisitions
is not in shareholders’
interests, Professor Beb-
chuk said. Managers al-
ready have incentives to
make their companies
larger, he explained:
bigger companies usu-

ally mean larger pay and perquisites
for those at the top. And if their ac-
quisitions truly create value, execu-
tives holding a significant amount of
the company’s stock will profit from
higher share prices. 

“From the point of view of the
shareholder, an acquisition is benefi-
cial only if the shares go up,” Profes-
sor Bebchuk said. “If executives al-
ready have incentives that reward
them for increasing the stock price,
having an extra increase for doing an
acquisition can have the perverse ef-
fect of encouraging an acquisition
that may not be value-increasing.”

OF course, if the overall market
for an industry declines, man-
agers stand to lose when their

pay is tied to their company’s earn-
ings or stock price. But the risks of
this are far outweighed by potential
rewards, Professor Bebchuk said. 

For starters, the stock market
tends to rise over time, producing
positive returns more often than neg-
ative. And even if up and down
moves are equally likely, Professor
Bebchuk argued, executives with
stock options are more likely to win.
As he noted in his book: “At worst,
negative shocks would make the
managers’ options worthless. On the
other hand, positive shocks can boost
the value of options by an unlimited
amount.” 

Shareholders who are enjoying
their gains on energy stocks might
think it chintzy to complain about ex-
ecutive pay. But compensation com-
mittees who pay managers because
an exogenous event or trend propels
their results into the stratosphere
are breaching their duty to share-
holders. Pay should be adjusted to
account for right-place-right-time
windfalls — especially since execu-
tive pay never seems to decline, even
in rocky times. 

It has long been a stock market ax-
iom that a rising tide lifts all boats.
But today’s sea, alas, has become
two-tiered. While a rising tide does
lift shareowners’ boats, those of 
the me-first managers float far high-
er. Ø

Chip Somodevilla/Getty Images

Lee R. Raymond was Exxon Mobil’s chief executive in 2005, the year of
soaring oil prices and record earnings. Now, how big will his bonus be?

With oil prices
up, energy
executives can
sit back and
watch their
pay grow. 
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Rising Prices
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ABOUT 10 years ago, a man
named J. Richard Fredericks,
who focused on commercial

banking during a career in the secu-
rities business, made an interesting
observation. “Banking is essential to
a modern economy,” he said. “But
banks are not.”

Recent events have made Mr.
Fredericks look prescient. The most
obvious development has been Wal-
Mart’s request for federal permis-
sion to enter the banking business.
Although the company says it wants
permission only to operate a quasi-
bank — known as an industrial loan
company — in order to save money
on credit card processing, America’s
smaller banks worry that eventually
the big retailer will eat their lunch. 

Less noticed, and potentially more
significant, are a couple of fascinat-
ing banking developments on the In-
ternet, the greatest strength of which
may yet turn out to be in matching
supply with demand, whether the
arena is goods, services, informa-
tion, love or money. In Britain, a site
called Zopa.com has built a system
of matching borrowers and lenders
that eliminates the traditional mid-
dleman: the bank that accepts your
deposits and then lends your money,

assuming credit risks as it does so.
Zopa, which started last March, has
48,000 members, a spokesman said.

Zopa makes it possible for individ-
ual lenders and borrowers to connect
without going through an old-fash-
ioned financial institution. Presum-
ably, lenders can earn higher rates
of return — and borrowers can get
better deals — because
there is no bank over-
head to pay, not to men-
tion all those pesky re-
serve, accounting, com-
munity lending and oth-
er requirements. Zopa
gets a 1 percent fee from
borrowers, but beyond
that allows lenders and
borrowers to set rates
themselves in its online
marketplace. 

There is risk for lenders, of course,
but Zopa tries to minimize it by di-
viding any sum on offer into at least
50 different loans. (Zopa handles
payments and administration, so this
diversification imposes no head-
aches on lenders.) Borrowers, more-
over, are divided into various mar-
kets, based on their credit scores, so
lenders can charge the less credit-
worthy a higher rate. Zopa even pro-
vides estimated default rates, based
on loan duration and the borrower’s
level of creditworthiness.

Is it any surprise that a similar

project is in the works on this side of
the Atlantic? It’s called Circleone-
.com, and its chief executive and co-
founder, Chris Larsen, held the same
positions at E-Loan, the Internet
mortgage company. 

So far, Circleone is accessible only
by password; a spokesman said by
e-mail that “we’re still working on

enhancing the site based
on feedback from our ini-
tial ‘friends and family’
launch,’ ” and that dur-
ing this period it was not
talking to the press.

But log-in information
is freely available on the
Internet, so I signed in
and poked around a bit.
My conclusion is that
Circleone, like Zopa, is
probably onto some-

thing. Lenders bid on loans, and bor-
rowers, using a technique more often
seen in third-world microlending,
can form groups with collective rat-
ings. Think of it as a cross between
eBay and a first-world version of
Grameen Bank, the pioneering lend-
er in Bangladesh.

Circleone borrowers are assigned
letter ratings, based on their credit
score on Experian, one of the major
credit agencies. Those with low
scores or no credit history are rated,
too, offering even these risky bor-
rowers potential access to money —

and offering adventurous creditors a
chance to lend to them.

Historical default rates are given
for each letter rating; lenders can
bid on individual loans or leave
standing orders to lend at a given
rate and term. Circleone will charge
borrowers 1 percent and assess lend-
ers a 0.5 percent annual fee, accrued
daily on outstanding loan principal.

This could be a great business. But
just as E-Loan didn’t demolish the
market for traditional mortgage
lending, Circleone and its inevitable
imitators are unlikely to drive Amer-
ica’s banks out of business. Neither
would Wal-Mart, if it gets the per-
mission it seeks. But I do think that
Wal-Mart and outfits like Circleone
will eventually pose a challenge to
one of the most profitable parts of
banking: the credit card business.

The new lenders will allow individ-
uals to get relatively small personal
loans conveniently, and at lower in-
terest rates than those offered by
traditional credit cards. If the idea
succeeds, it should put downward
pressure on persistently high credit
card rates. By giving depositors a po-
tentially lucrative alternative, it may
also raise banks’ cost of funds.

It sounds like a good deal for ev-
eryone — everyone, that is, but
banks, who may yet discover that an
Internet start-up can be at least as
dangerous as a retail leviathan. Ø
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salary and bonus, $28 million worth
of restricted stock awards and $2.16
million in long-term incentive pay.
Mr. Raymond retired from Exxon
Mobil in December.

Regulatory filings show that Exx-
on Mobil’s compensation committee
typically establishes a bonus pool
that is shared by about 1,300 top em-
ployees. The pool’s size is deter-
mined by the annual performance of
the company. 

The 2004 pool had a ceiling of $184
million and was a result of the com-
pany’s record-setting financial re-
sults — an 18 percent increase in net
income over 2003 — as well as
“record levels of operating perform-
ance in all segments of our business;
strengthening of our worldwide com-
petitive position; and progress
toward long-range strategic goals,
which include objectives in the areas
of safety, health and environment,”
according to the proxy.

That $184 million pool
was 10 percent larger
than in the previous
year. Exxon Mobil’s top
five executives received
almost 7 percent of it, or
$12.85 million in total.

Proxies indicate that
Exxon Mobil has raised
its bonus pool ceiling in
recent years at roughly
half the rate of its earn-
ings growth for each pe-
riod. So if the past is pro-
logue, Exxon Mobil’s bo-
nus pool ceiling may
have risen by at least 20
percent in 2005, putting it at $220 mil-
lion. 

If the top five executives get their
typical share of this pie — say,
around 6.5 percent — that translates
into $14.3 million in bonuses alone.
Salaries, restricted stock grants and
other goodies would be additional. 

Executives receiving bonuses at
Exxon Mobil can get cash payments
and something called an earnings bo-
nus unit, which does not pay out until
the company’s earnings have
reached a specified level. Cumula-
tive earnings of $3.25 a share were
required for each unit granted in
2004 to pay out, for example, up from
$3 in 2003. It is not clear what hurdle
Exxon Mobil’s earnings had to clear
last year to pay out on the units, but
the company made $5.35 a share, so
it is highly likely that bonus units
paid out.

Professor Bebchuk, co-author with
Jesse M. Fried of “Pay Without Per-
formance” (Harvard University
Press, 2004), suggests that execu-
tives should not be paid based on
their company’s absolute perform-
ance but rather in comparison to oth-
ers in the industry. Pay formulas,
Mr. Bebchuk argues, should take into
account any rising tides that are in-
dustrywide and unrelated to man-
agement prowess. Alas, existing
plans “do nothing to neutralize this
general industry movement,” he
said.

Did Exxon Mobil’s compensation
committee adjust the terms of its ex-
ecutive pay packages to reflect the
role that rising oil prices played in
the company’s extraordinary earn-
ings last year? William R. Howell,
chairman emeritus of J.C. Penney
and chairman of Exxon Mobil’s com-
pensation committee, did not return
a phone call seeking comment. Russ
Roberts, a company spokesman,
could not be reached. 

Executives at XTO Energy Inc., a
natural gas producer in Fort Worth,
are also looking at a banner year.
The company has turned in a stellar
performance recently — earnings
more than doubled in the first three
quarters of 2005 from the same peri-

od a year earlier — and its share-
holders have prospered. Shares of
XTO closed last week at $46.45, giv-
ing it a market capitalization of al-
most $17 billion. 

Proxy materials disclosing last
year’s pay at XTO have not been
filed. But in November, the company
said Bob R. Simpson, its chief execu-
tive and co-founder, would receive
$17 million in bonuses as well as a
new salary of $1.2 million, up from $1
million. The company did not dis-
close what Mr. Simpson received in
options or restricted shares.

Using previous years as a guide,
those grants may be substantial. In
2004, Mr. Simpson received restrict-
ed stock awards worth $24.3 million
and four million options exercisable
at just under $25 each. His bonuses
totaled $15.5 million in 2004 in recog-
nition of “the performance in negoti-
ating during the first two quarters of
2004 the exceptional acquisitions of
approximately $1.3 billion in pro-
ducing properties,” the filings said. 

Officials at XTO did
not return phone calls
seeking comment. But
XTO’s filings say its ex-
ecutive pay is justified
by the company’s top
performance. 

Still, tying executives’
bonuses to acquisitions
is not in shareholders’
interests, Professor Beb-
chuk said. Managers al-
ready have incentives to
make their companies
larger, he explained:
bigger companies usu-

ally mean larger pay and perquisites
for those at the top. And if their ac-
quisitions truly create value, execu-
tives holding a significant amount of
the company’s stock will profit from
higher share prices. 

“From the point of view of the
shareholder, an acquisition is benefi-
cial only if the shares go up,” Profes-
sor Bebchuk said. “If executives al-
ready have incentives that reward
them for increasing the stock price,
having an extra increase for doing an
acquisition can have the perverse ef-
fect of encouraging an acquisition
that may not be value-increasing.”

OF course, if the overall market
for an industry declines, man-
agers stand to lose when their

pay is tied to their company’s earn-
ings or stock price. But the risks of
this are far outweighed by potential
rewards, Professor Bebchuk said. 

For starters, the stock market
tends to rise over time, producing
positive returns more often than neg-
ative. And even if up and down
moves are equally likely, Professor
Bebchuk argued, executives with
stock options are more likely to win.
As he noted in his book: “At worst,
negative shocks would make the
managers’ options worthless. On the
other hand, positive shocks can boost
the value of options by an unlimited
amount.” 

Shareholders who are enjoying
their gains on energy stocks might
think it chintzy to complain about ex-
ecutive pay. But compensation com-
mittees who pay managers because
an exogenous event or trend propels
their results into the stratosphere
are breaching their duty to share-
holders. Pay should be adjusted to
account for right-place-right-time
windfalls — especially since execu-
tive pay never seems to decline, even
in rocky times. 

It has long been a stock market ax-
iom that a rising tide lifts all boats.
But today’s sea, alas, has become
two-tiered. While a rising tide does
lift shareowners’ boats, those of 
the me-first managers float far high-
er. Ø

Chip Somodevilla/Getty Images

Lee R. Raymond was Exxon Mobil’s chief executive in 2005, the year of
soaring oil prices and record earnings. Now, how big will his bonus be?

With oil prices
up, energy
executives can
sit back and
watch their
pay grow. 
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By GARY RIVLIN

CHICO, Calif.

IT was the sixth inning of a one-run game between the
Chico Outlaws and the Fullerton Flyers when the
commissioner of baseball, on his third or fourth

beer, stepped into a darkened skybox to explain how he
and his partners planned to grow very rich by em-
ploying rejects from major-league farm teams. 

Several hundred fans had gathered here on a Tuesday
night earlier this summer to cheer on the Outlaws, one
of six teams in the recently birthed Golden Baseball

League, but its commissioner, Kevin Outcalt, was dis-
tracted. A former Silicon Valley executive who secured
this post two years ago after giving the league its first $1
million, Mr. Outcalt was deep into his tale of how he met
two Stanford graduate students, David Kaval and Amit
Patel, who dreamed up a baseball franchise that all
three men describe as an “alternative entertainment
platform.”

On the field below, Todd Gossage, the 23-year-old son
of Goose Gossage, who pitched for the New York Yan-
kees and other teams, scratched out a base hit. The
crowd cheered, but the commissioner barely noticed.
The next batter was one of the Golden League’s bona

fide stars, Desi Wilson, a 37-year-old whose claim to
fame is the 41 games he played for the San Francisco
Giants in 1996. He began fouling off pitch after pitch, and
that got Mr. Outcalt’s attention.

“There goes $3,” Mr. Outcalt said as he ruefully
watched one of the foul balls sail into the stands. Wilson
eventually flew out, but the next batter, a 25-year-old
who had washed out of the Chicago Cubs farm system,
cracked a two-run homer — and cost the league another
three bucks. This time Mr. Outcalt put a more positive
spin on his expenses. 

Last year, he pointed out, his league had to pay $4 for
each baseball it bought. “This year I was able to negoti-

ate much more favorable terms,” he said, beaming.
Such small victories, he said, aid his quest “to stream-
line the cost factors that can otherwise make running a
professional baseball league an expensive proposition.”

Baseball leagues that operate independently from
Major League Baseball and its extensive minor league
system are not new, but Mr. Outcalt and the Golden
League’s other founders bring an unusual set of ex-
pectations to their two-year-old gambit: the venture
capitalists and other lords of Silicon Valley who have so
far poured roughly $15 million into the Golden League
view their investments no differently from the ones they

Peter DaSilva for The New York Times

Continued on Page 4

David Kaval, at the Chico Out-
laws’ home stadium, helped

found a baseball league backed
by Silicon Valley financiers.
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By DAMON DARLIN

IT is not easy to beat Intel.
It is not easy to beat Intel if you are running a

company that many analysts and investors have
written off as moribund and out of touch.

It is not easy to beat Intel if you are running a mori-
bund company that loses its chief executive to a heart
attack just as he embarks on a risky strategy.

But Texas Instruments beat Intel. Twice.
And Texas Instruments, an early darling of the tech-

nology industry that later lost its way, accomplished
this feat in bravura fashion, not by eking out a few extra
percentage points of market share from Intel, the leg-
endary silicon-chip giant. Instead, Texas Instruments
scored throw-in-the-towel, pack-up-the-lab and sell-the-
division kinds of victories. 

That, in turn, has emboldened it.
“Rarely has a leader of a previous era succeeded in

the next period,” said Richard K. Templeton, a former
salesman and engineer who rose through Texas Instru-
ments’ ranks to become its chief executive in 2004. “I

think there will be a leadership change. If not Texas In-
struments, why not?”

Why not, indeed. More to the point, how did Texas In-
struments, which posted revenue of $13.4 billion last
year, arrive at the enviable position of considering itself
primed and ready to assume Intel’s mantle as standard-
bearer for the entire chip industry?

In short, it pulled off its own resuscitation — a decade-
long effort — by abandoning ill-fitting product lines, fo-
cusing more closely on its core integrated circuits busi-
ness and linking up with large but underestimated com-
panies eager to champion new uses for its chips. It dust-
ed off a chip called a digital signal processor and con-
vinced Nokia, which had yet to become the leader in
cellphones, to make it the core of its products. It dusted
off a second underutilized chip called a digital light pro-
cessor and wooed Samsung Electronics, then a scrappy
South Korean electronics company trying to conquer
the American market, to use it in big-screen, high-
definition televisions.

“Their efforts to get back to their I.C. roots by shed-
ding so many other business lines could be charac-

Cashing In Its Chips

Continued on Page 7

THE Business Roundtable published an 11-year
analysis of pay practices at 350 of the na-
tion’s largest companies last week, aiming, it

said, to set the record straight on executive com-
pensation. Care to guess what this lobbying organi-
zation representing 160 chief executives of top Unit-
ed States companies concluded? That pay dis-
pensed to those in the corner office is entirely justi-
fied by growth in the shareholder returns at the
companies they run. 

Using the roundtable’s figures, chief executives’
compensation — up only 9.6 percent annually from
1995 to 2005 — has not even kept pace with total
stockholder returns of 9.9 percent at the companies
the executives stewarded during the same period.

“We wanted to try and promulgate a consistent
set of facts because a lot of what we have seen in
the media on executive pay we felt was mislead-
ing,” said Thomas J. Lehner, the roundtable’s di-
rector of public policy, in an interview last week. 

It sure is a relief that we can cross off greedy ex-
ecutives from our list of what’s ailing America. 

But wait. A closer look at the roundtable’s data
shows that it omitted a tidy pile of pay from its cal-
culation. The study’s figure for “total” executive
compensation is anything but that.

Brian Foley, an expert in executive compensa-
tion who runs his own independent firm in White
Plains, examined the roundtable analysis. “It real-
ly is disingenuous,” he said. 

For starters, the total pay figures exclude divi-
dends paid to executives on their restricted stock-
holdings — not an inconsequential figure, in many
cases. 

The total shareholder return to which the round-
table compares executive pay does, however, in-
clude dividends. Apples and oranges. 

The roundtable study also excludes what execu-
tives have made by cashing in stock options and re-
stricted stock over the 11 years — enormous num-
bers, in many cases. Instead, the study counts only
the value of the options and restricted stock re-
ceived by the 350 executives on the dates the 

Continued on Page 7

GRETCHEN MORGENSON

Is ‘Total Pay’
That Tough
To Grasp?

Texas Instruments on the Rebound

Allison V. Smith for The New York Times

The hot-selling Slingbox, below, 
uses a Texas Instruments chip. 
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CHICO, Calif.

IT was the sixth inning of a one-run game between the
Chico Outlaws and the Fullerton Flyers when the
commissioner of baseball, on his third or fourth

beer, stepped into a darkened skybox to explain how he
and his partners planned to grow very rich by em-
ploying rejects from major-league farm teams. 

Several hundred fans had gathered here on a Tuesday
night earlier this summer to cheer on the Outlaws, one
of six teams in the recently birthed Golden Baseball

League, but its commissioner, Kevin Outcalt, was dis-
tracted. A former Silicon Valley executive who secured
this post two years ago after giving the league its first $1
million, Mr. Outcalt was deep into his tale of how he met
two Stanford graduate students, David Kaval and Amit
Patel, who dreamed up a baseball franchise that all
three men describe as an “alternative entertainment
platform.”

On the field below, Todd Gossage, the 23-year-old son
of Goose Gossage, who pitched for the New York Yan-
kees and other teams, scratched out a base hit. The
crowd cheered, but the commissioner barely noticed.
The next batter was one of the Golden League’s bona

fide stars, Desi Wilson, a 37-year-old whose claim to
fame is the 41 games he played for the San Francisco
Giants in 1996. He began fouling off pitch after pitch, and
that got Mr. Outcalt’s attention.

“There goes $3,” Mr. Outcalt said as he ruefully
watched one of the foul balls sail into the stands. Wilson
eventually flew out, but the next batter, a 25-year-old
who had washed out of the Chicago Cubs farm system,
cracked a two-run homer — and cost the league another
three bucks. This time Mr. Outcalt put a more positive
spin on his expenses. 

Last year, he pointed out, his league had to pay $4 for
each baseball it bought. “This year I was able to negoti-

ate much more favorable terms,” he said, beaming.
Such small victories, he said, aid his quest “to stream-
line the cost factors that can otherwise make running a
professional baseball league an expensive proposition.”

Baseball leagues that operate independently from
Major League Baseball and its extensive minor league
system are not new, but Mr. Outcalt and the Golden
League’s other founders bring an unusual set of ex-
pectations to their two-year-old gambit: the venture
capitalists and other lords of Silicon Valley who have so
far poured roughly $15 million into the Golden League
view their investments no differently from the ones they
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By DAMON DARLIN

IT is not easy to beat Intel.
It is not easy to beat Intel if you are running a

company that many analysts and investors have
written off as moribund and out of touch.

It is not easy to beat Intel if you are running a mori-
bund company that loses its chief executive to a heart
attack just as he embarks on a risky strategy.

But Texas Instruments beat Intel. Twice.
And Texas Instruments, an early darling of the tech-

nology industry that later lost its way, accomplished
this feat in bravura fashion, not by eking out a few extra
percentage points of market share from Intel, the leg-
endary silicon-chip giant. Instead, Texas Instruments
scored throw-in-the-towel, pack-up-the-lab and sell-the-
division kinds of victories. 

That, in turn, has emboldened it.
“Rarely has a leader of a previous era succeeded in

the next period,” said Richard K. Templeton, a former
salesman and engineer who rose through Texas Instru-
ments’ ranks to become its chief executive in 2004. “I

think there will be a leadership change. If not Texas In-
struments, why not?”

Why not, indeed. More to the point, how did Texas In-
struments, which posted revenue of $13.4 billion last
year, arrive at the enviable position of considering itself
primed and ready to assume Intel’s mantle as standard-
bearer for the entire chip industry?

In short, it pulled off its own resuscitation — a decade-
long effort — by abandoning ill-fitting product lines, fo-
cusing more closely on its core integrated circuits busi-
ness and linking up with large but underestimated com-
panies eager to champion new uses for its chips. It dust-
ed off a chip called a digital signal processor and con-
vinced Nokia, which had yet to become the leader in
cellphones, to make it the core of its products. It dusted
off a second underutilized chip called a digital light pro-
cessor and wooed Samsung Electronics, then a scrappy
South Korean electronics company trying to conquer
the American market, to use it in big-screen, high-
definition televisions.

“Their efforts to get back to their I.C. roots by shed-
ding so many other business lines could be charac-

Cashing In Its Chips

Continued on Page 7

THE Business Roundtable published an 11-year
analysis of pay practices at 350 of the na-
tion’s largest companies last week, aiming, it

said, to set the record straight on executive com-
pensation. Care to guess what this lobbying organi-
zation representing 160 chief executives of top Unit-
ed States companies concluded? That pay dis-
pensed to those in the corner office is entirely justi-
fied by growth in the shareholder returns at the
companies they run. 

Using the roundtable’s figures, chief executives’
compensation — up only 9.6 percent annually from
1995 to 2005 — has not even kept pace with total
stockholder returns of 9.9 percent at the companies
the executives stewarded during the same period.

“We wanted to try and promulgate a consistent
set of facts because a lot of what we have seen in
the media on executive pay we felt was mislead-
ing,” said Thomas J. Lehner, the roundtable’s di-
rector of public policy, in an interview last week. 

It sure is a relief that we can cross off greedy ex-
ecutives from our list of what’s ailing America. 

But wait. A closer look at the roundtable’s data
shows that it omitted a tidy pile of pay from its cal-
culation. The study’s figure for “total” executive
compensation is anything but that.

Brian Foley, an expert in executive compensa-
tion who runs his own independent firm in White
Plains, examined the roundtable analysis. “It real-
ly is disingenuous,” he said. 

For starters, the total pay figures exclude divi-
dends paid to executives on their restricted stock-
holdings — not an inconsequential figure, in many
cases. 

The total shareholder return to which the round-
table compares executive pay does, however, in-
clude dividends. Apples and oranges. 

The roundtable study also excludes what execu-
tives have made by cashing in stock options and re-
stricted stock over the 11 years — enormous num-
bers, in many cases. Instead, the study counts only
the value of the options and restricted stock re-
ceived by the 350 executives on the dates the 

Continued on Page 7
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The hot-selling Slingbox, below, 
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By GARY RIVLIN

CHICO, Calif.

IT was the sixth inning of a one-run game between the
Chico Outlaws and the Fullerton Flyers when the
commissioner of baseball, on his third or fourth

beer, stepped into a darkened skybox to explain how he
and his partners planned to grow very rich by em-
ploying rejects from major-league farm teams. 

Several hundred fans had gathered here on a Tuesday
night earlier this summer to cheer on the Outlaws, one
of six teams in the recently birthed Golden Baseball

League, but its commissioner, Kevin Outcalt, was dis-
tracted. A former Silicon Valley executive who secured
this post two years ago after giving the league its first $1
million, Mr. Outcalt was deep into his tale of how he met
two Stanford graduate students, David Kaval and Amit
Patel, who dreamed up a baseball franchise that all
three men describe as an “alternative entertainment
platform.”

On the field below, Todd Gossage, the 23-year-old son
of Goose Gossage, who pitched for the New York Yan-
kees and other teams, scratched out a base hit. The
crowd cheered, but the commissioner barely noticed.
The next batter was one of the Golden League’s bona

fide stars, Desi Wilson, a 37-year-old whose claim to
fame is the 41 games he played for the San Francisco
Giants in 1996. He began fouling off pitch after pitch, and
that got Mr. Outcalt’s attention.

“There goes $3,” Mr. Outcalt said as he ruefully
watched one of the foul balls sail into the stands. Wilson
eventually flew out, but the next batter, a 25-year-old
who had washed out of the Chicago Cubs farm system,
cracked a two-run homer — and cost the league another
three bucks. This time Mr. Outcalt put a more positive
spin on his expenses. 

Last year, he pointed out, his league had to pay $4 for
each baseball it bought. “This year I was able to negoti-

ate much more favorable terms,” he said, beaming.
Such small victories, he said, aid his quest “to stream-
line the cost factors that can otherwise make running a
professional baseball league an expensive proposition.”

Baseball leagues that operate independently from
Major League Baseball and its extensive minor league
system are not new, but Mr. Outcalt and the Golden
League’s other founders bring an unusual set of ex-
pectations to their two-year-old gambit: the venture
capitalists and other lords of Silicon Valley who have so
far poured roughly $15 million into the Golden League
view their investments no differently from the ones they

Peter DaSilva for The New York Times

Continued on Page 4

David Kaval, at the Chico Out-
laws’ home stadium, helped

found a baseball league backed
by Silicon Valley financiers.
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IT is not easy to beat Intel.
It is not easy to beat Intel if you are running a

company that many analysts and investors have
written off as moribund and out of touch.

It is not easy to beat Intel if you are running a mori-
bund company that loses its chief executive to a heart
attack just as he embarks on a risky strategy.

But Texas Instruments beat Intel. Twice.
And Texas Instruments, an early darling of the tech-

nology industry that later lost its way, accomplished
this feat in bravura fashion, not by eking out a few extra
percentage points of market share from Intel, the leg-
endary silicon-chip giant. Instead, Texas Instruments
scored throw-in-the-towel, pack-up-the-lab and sell-the-
division kinds of victories. 

That, in turn, has emboldened it.
“Rarely has a leader of a previous era succeeded in

the next period,” said Richard K. Templeton, a former
salesman and engineer who rose through Texas Instru-
ments’ ranks to become its chief executive in 2004. “I

think there will be a leadership change. If not Texas In-
struments, why not?”

Why not, indeed. More to the point, how did Texas In-
struments, which posted revenue of $13.4 billion last
year, arrive at the enviable position of considering itself
primed and ready to assume Intel’s mantle as standard-
bearer for the entire chip industry?

In short, it pulled off its own resuscitation — a decade-
long effort — by abandoning ill-fitting product lines, fo-
cusing more closely on its core integrated circuits busi-
ness and linking up with large but underestimated com-
panies eager to champion new uses for its chips. It dust-
ed off a chip called a digital signal processor and con-
vinced Nokia, which had yet to become the leader in
cellphones, to make it the core of its products. It dusted
off a second underutilized chip called a digital light pro-
cessor and wooed Samsung Electronics, then a scrappy
South Korean electronics company trying to conquer
the American market, to use it in big-screen, high-
definition televisions.

“Their efforts to get back to their I.C. roots by shed-
ding so many other business lines could be charac-

Cashing In Its Chips

Continued on Page 7

THE Business Roundtable published an 11-year
analysis of pay practices at 350 of the na-
tion’s largest companies last week, aiming, it

said, to set the record straight on executive com-
pensation. Care to guess what this lobbying organi-
zation representing 160 chief executives of top Unit-
ed States companies concluded? That pay dis-
pensed to those in the corner office is entirely justi-
fied by growth in the shareholder returns at the
companies they run. 

Using the roundtable’s figures, chief executives’
compensation — up only 9.6 percent annually from
1995 to 2005 — has not even kept pace with total
stockholder returns of 9.9 percent at the companies
the executives stewarded during the same period.

“We wanted to try and promulgate a consistent
set of facts because a lot of what we have seen in
the media on executive pay we felt was mislead-
ing,” said Thomas J. Lehner, the roundtable’s di-
rector of public policy, in an interview last week. 

It sure is a relief that we can cross off greedy ex-
ecutives from our list of what’s ailing America. 

But wait. A closer look at the roundtable’s data
shows that it omitted a tidy pile of pay from its cal-
culation. The study’s figure for “total” executive
compensation is anything but that.

Brian Foley, an expert in executive compensa-
tion who runs his own independent firm in White
Plains, examined the roundtable analysis. “It real-
ly is disingenuous,” he said. 

For starters, the total pay figures exclude divi-
dends paid to executives on their restricted stock-
holdings — not an inconsequential figure, in many
cases. 

The total shareholder return to which the round-
table compares executive pay does, however, in-
clude dividends. Apples and oranges. 

The roundtable study also excludes what execu-
tives have made by cashing in stock options and re-
stricted stock over the 11 years — enormous num-
bers, in many cases. Instead, the study counts only
the value of the options and restricted stock re-
ceived by the 350 executives on the dates the 
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LETTERS
Calories, Economics
And the Sweetener Debate
To the Editor:

Re “Does This Goo Make You
Groan?” (July 2), about the debate
over high-fructose corn syrup: 

It’s not that high-fructose corn syr-
up, in and of itself, is harmful. As you
point out, its mixture of fructose and
glucose is nearly the same as that in
sucrose, table sugar. The importance
of the syrup lies in its economics: it
is much cheaper to produce than su-
crose, and its consumption has
soared as the food industry has
pushed all of us to consume more of
it in processed foods. 

Total caloric consumption is what
matters in obesity, and caloric
sweeteners are especially important,
whether high-fructose corn syrup,
sucrose or the mixture of naturally
occurring sugars in “100 percent
fruit juice.” Government data dem-
onstrate unequivocally that Ameri-
cans are taking in more calories now
than 25 years ago. 

ALAN MEYERS, M.D.
Boston, July 2

The writer is associate professor of
pediatrics at Boston University Med-
ical Center.

•
To the Editor: 

I am a scientist with 25 years in
the food industry, including involve-
ment in research leading to the re-
placement of sucrose with high-fruc-
tose corn syrup in carbonated bever-
ages. 

Though high-fructose corn syrup is
easy to spot on many labels on gro-
cery store shelves, its purposes in
foods and beverages are not fully ap-
preciated by most consumers. More
than just a sweetener, it keeps food
fresh longer by inhibiting microbial
growth, enhances fruit and spice fla-
vors, improves surface browning of
breads and gives a soft texture to
baked goods. 

Like all nutritive sweeteners, it
contains calories. But critics who at-
tack a single ingredient as the sole
cause of obesity are wrong and coun-
terproductive. A quixotic search for
an easy answer means true solutions
to the obesity problem are not being
found. JOHN S. WHITE, Ph.D.

Argenta, Ill., July 3
The writer is president of White
Technical Research, which does con-
sulting on nutritive sweeteners for
the food industry.

•
To the Editor:

Glucose, sucrose, fructose. What
does it matter? Isn’t weight gain or
loss ultimately the equation of “calo-
ries in” minus “calories burned”?
Every drop of high-fructose corn syr-
up you ingest adds to your waistline,
while benefiting its manufacturers’
bottom line.

ELIZABETH R. CARDMAN
Urbana, Ill., July 3

•
To the Editor: 

What isn’t mentioned in debates
over high-fructose corn syrup is the
taste. As far as I’m concerned, this is
the real objection to putting the syr-
up into so many products. 

High-fructose corn syrup has a
quality, absent from cane sugar, that
I would call cloying, an undertone
that most people come to take for
granted after a few decades of eating
it in everything they buy.

ANNE MENDELSON
North Bergen, N.J., July 3

Letters for Sunday Business may be
sent to sunbiz@nytimes.com.
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terized as ‘focused diversity,’ ” said
David Carey, chief executive of Por-
telligent, a firm in Austin, Tex., that
analyzes consumer electronics com-
ponents. “Pretty much one basket,
but a lot of different eggs.”

FOR his part, Mr. Templeton
says he believes that the path
Texas Instruments is following

is not only logical but also unavoid-
able. He views the entire technology
industry as beholden to 20-year prod-
uct cycles that introduce seismic
changes. The mainframe computer
business gave way to the minicom-
puter and then to the personal com-
puter. Now, he says, the industry has
entered the era of the hand-held en-
tertainment and communication de-
vice.

“It’s unforgiving,” he advised.
“You can argue that the PC era isn’t
ending, but it is.”

It has been a long road back for
Texas Instruments, a company that
at the dawn of the electronics era a
half-century ago created the first
commercial silicon transistor and in-
vented the integrated circuit. But
Intel and other aggressive tech com-
panies began running circles around
it by the mid-1980’s because Texas
Instruments’ corporate attic was
cluttered with underperforming
businesses that had nothing to do
with chips, like oil and gas explora-
tion services and radar and missile
guidance systems.

By the early 1990’s, Intel was forc-
ing Texas Instruments out of the PC
microprocessor business, and ana-
lysts considered the company road-
kill in Intel’s relentless drive to dom-
inate computer chip manufacturing.
That crushing defeat forced Texas
Instruments to reorganize and even-
tually go for what became the next
big thing: cellphones.

Jerry R. Junkins, Texas Instru-
ments’ chief executive at the time,
began an effort to slim down the
bloated company: he started selling
off nearly everything except the chip
business. 

But in 1996, Mr. Junkins died of a
heart attack on an overseas business
trip. His successor, Thomas J. Engi-
bous, finished the garage sale. Out
went radar and missile-guidance
systems, mold manufacturing, in-
spection equipment, software and
chemicals. He forced the company to
stick to its knitting by nurturing a
chip that was the brains in the Speak
& Spell educational toy, the one E.T.
used to phone home in Steven Spiel-
berg’s blockbuster film. It turns out
that Mr. Engibous and the movie
alien were both on to something. 

That chip, a digital signal proces-
sor, is now the core technology in
cellphones. And the Texas Instru-
ments manager who made it a cash
cow by forging a tight relationship
with Nokia was a tall, square-jawed
engineer — Mr. Templeton.

His deal with Nokia became a tem-
plate for the company’s future suc-
cesses. He aligned Nokia’s and Texas
Instruments’ interests by having his
engineers customize the D.S.P. chip
for Nokia’s phone software. It wed-
ded the Finnish company to Texas
Instruments and the successful part-

nership attracted other phone mak-
ers to the Dallas chipmaker.

Today, Texas Instruments con-
trols 58 percent of the $8 billion mar-
ket for wireless phone chips, the fast-
est-growing category in the semicon-
ductor business, according to For-
ward Concepts, a market research
firm. Texas Instruments’ chips also
allow a new generation of cellphones
to display video images and capture
network television broadcasts. The
success of wireless phone chips se-
cured Mr. Templeton the top job at
Texas Instruments in 2004. (Mr.
Engibous is now chairman.)

MR. TEMPLETON wasted lit-
tle time pushing the compa-
ny to duplicate his success

with cellphones by moving Texas In-
struments chips into the next genera-
tion of consumer electronics. That
set up the company for a confronta-
tion with an old nemesis: Intel. This
time around, Texas Instruments
scored its twin victories.

Its dominance of the market for
large-screen television processors —
chips that use millions of tiny mir-
rors — forced Intel to halt develop-
ment of a rival chip two years ago.
Then, last month, Intel announced
that it was giving up its efforts to
make processing chips for cell-
phones and that it planned to sell that
operation to Marvell Technology.

Mr. Templeton said Texas Instru-
ments had outflanked Intel by acting
as a design lab that could help realize
any customer’s ambitions. “When
they invent, they grow faster, and
that is good for us,” he said. “We can
build a relationship with every com-
pany that needs a chip.”

Will Strauss, president of Forward
Concepts, said that Intel never gave
cellphone processors the attention it

should have. “At Intel, they’re fo-
cused on selling more Pentiums.”

An Intel spokeswoman said that
the company is selling its cellphone
processor business because it is not a
strategic fit with its core chip busi-
ness. While she also said that the
company has made significant
progress and landed major custom-
ers over the last year, she declined to
comment on competition from Texas
Instruments. “Intel does not com-
ment on its competitors,” she said.

Chips from Texas Instruments are
now in digital cameras, like the Ko-
dak EasyShare with a wireless con-
nection; MP3 players; the new Apple
Hi-Fi boom box; and Sling Media’s
Slingbox, which sends television pro-
grams from your TV to a PC no mat-
ter where in the world the PC is. Tex-
as Instruments chips also make In-
ternet phone calls work and are in-
side new digital cinema projectors.
In fact, its chips are the guts of a new
generation of electronic devices, ei-
ther hand-held or used in a car, that
are stealing communication and en-
tertainment functions from PC’s.

All of this is evidence of what Mr.
Templeton sees as another technol-
ogy cycle: the ratio of devices to peo-
ple. About 1,000 people used each
mainframe in the heyday of those
machines, he says. About a hundred
people used a mini. A single person
commanded a PC. But in the next
era, the relationship flips, he said. In-
stead of counting people per device,
what becomes paramount is the
number of devices per person. 

Owning three or more hand-held
entertainment devices is now com-
monplace, as any teenager (Mr.
Templeton has three of them) who
carries a cellphone, an iPod, a cam-
era and a game machine can tell you.
Mr. Templeton asserts that the shift
to hand-held and mobile devices
means that Texas Instruments, at
long last, is in the right place at the
right time. Net income grew to $2.3
billion last year from a loss of $201
million in 2001. Wall Street analysts,
though, have been cooler to the com-
pany’s stock lately. 

When Texas Instruments an-
nounced last month that it was pro-
jecting higher revenue and earnings,
the stock dropped 3.4 percent, to
$29.68. It is now at $29.17. Though
more than half the analysts who
watch the company give it a buy rat-
ing, many say they are wary because
they see growth for wireless hand-
sets cooling — if you call projected 13
percent year-over-year sales growth
“cooling.”

“The company’s positioning in
higher-growth communications mar-
kets bodes well,” said Glen Yeung, an
analyst at Citigroup, but “small
cracks in the handset supply chain
are becoming more apparent.” 

Even though more than 900 million
cellphone handsets were sold world-
wide last year and 950 million are ex-
pected to be sold this year, Texas In-
struments knows it is facing a ma-
ture market in most developed econ-
omies. But Mr. Templeton says cell-
phone use will ramp up in emerging
economies, where the first electronic
device a person owns is typically a
cellphone. India added five million
subscribers in a single month last
year, raising its number of cellphone

users to about 600 million. “I don’t
know what the number will be, but it
will be big and it will grow,” Mr.
Templeton said of India’s market. 

Texas Instruments has developed
a new phone chip, appropriately
named LoCosto, for developing econ-
omies. The company’s engineers
condensed the functions of four cell-
phone chips onto that single chip in
order to bring down the price of a
cellphone to about $20. Motorola and
Nokia are already using them in
phones sold in countries including
China, India, Bangladesh and Russia.

Texas Instruments’ key strategy
for growth remains getting its chips
into new consumer electronics prod-
ucts, no matter how unusual or small
the company is that makes them.
“We get very early access to what
people are working on,” said R. Greg-
ory Delagi, who has Mr. Templeton’s
former job as vice president for digi-
tal signal processing systems. 

The company’s early alliance with
the inventor of the Slingbox is an ex-
ample of this strategy. Three years
ago, Blake Krikorian, a Silicon Val-
ley entrepreneur, was working on a
device to transfer television pro-
grams to his PC. He needed a chip
that would stream data fast enough
to avoid jerky video and long trans-
mission delays. But a large semicon-
ductor maker, which he declined to
identify, was giving him agita. “The
claims being made by this company
were far more grandiose than what
they could deliver,” he said.

In early 2004, a friend put him in
touch with Alex Gorjanc, director of
Silicon Valley sales for Texas Instru-

ments. Mr. Krikorian was skeptical
because Texas Instruments was big
and he was not. “I thought they were
one of those big lumbering giants,”
he said.

To his surprise, Mr. Gorjanc met
him the next day to see the Slingbox.
Mr. Gorjanc tracked down Mr. Dela-
gi that evening in Europe. “We got
excited very quickly,” said Mr. Gor-
janc, who has sold Texas Instru-
ments chips in Silicon Valley since
1985.

THE Slingbox effort fit with what
Texas Instruments calls its
“catalog” strategy — a willing-

ness to court any customer, even if it
means selling just one chip at a time.
The company sees the philosophy as
giving it a head start as consumers
warm up to new technologies, and it
embraces a widespread and diverse
clientele. “We aren’t smart enough to
know which of these small guys is go-
ing to be big,” Mr. Delagi said.

Texas Instruments developed a
digital signal processing chip with
special software in time to put the
Slingbox on store shelves in
mid-2005, right on schedule. Sling
Media has sold 100,000 of the devices
over the last year, making the Sling-
box one of the fastest-selling new
electronic products in recent years.

“They realized big wins don’t just
come from big companies; they can
come from a couple of guys in a ga-
rage,” Mr. Krikorian said. “There
are not a lot of semiconductor mak-
ers that understand the new era.” 

Mr. Templeton said every victory
— whether it involves new compa-
nies like Sling Media or old rivals
like Intel — makes his company big-
ger and richer. But becoming bigger
and richer also means that its scrap-
py, underdog mojo could be lost to
complacency. All of which Mr. Tem-
pleton also recognizes. He says his
current challenge “is to keep this
place humble and hungry, especially
when we are winning.” Ø

Texas Instruments on the Rise

Allison V. Smith for The New York Times

Richard K. Templeton, chief of Texas Instruments, above, says working
with many companies gives it a head start as consumers warm up to 
new technologies. The Kodak EasyShare camera, below, uses a T.I. chip. 

A Lone Star in Texas
Texas Instruments has grown 
substantially by making the 
specialty chips found in many of 
today’s consumer electronics.  

The New York Times
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awards were made. Hide and seek.
If the stocks underlying these op-

tions fell after they were granted, of
course, the executives would not
have received any value from them.
But because the study covers 1995
through 2005, it’s a fair guess that ex-
ecutives at these companies exer-
cised boatloads of options and
banked huge gains. Ditto for restrict-
ed shares. 

That the roundtable doesn’t con-
sider options and restricted shares to
be real money is reminiscent of Sili-
con Valley executives arguing that
options shouldn’t be accounted for as
an employee cost because their pre-
cise value was hard to calculate.
Cute, but not credible.

Pension benefits, deferred com-
pensation and money received in
severance packages — serious lucre
all — are also missing from the
roundtable’s calculation. Finally, the
study’s total pay figure includes only
the targeted value of all other per-
formance-based cash or stock
awards granted executives, in addi-
tion to the options and restricted
stock already considered. These val-
ues, of course, can be much lower
than what companies actually dis-
pense. Shell game.

“I can understand why somebody
might want to go with that pay-and-
performance statistic because the
way you control the debate is to con-
trol the statistic,” Mr. Foley said.
“But at a minimum don’t you have to
go side-by-side with actual numbers?
The typical C.E.O., like the typical
American worker — when you ask
him how much money he earns, he is
going to focus on what is either
banked or bankable, not on some pro-
jection.”

Frederic W. Cook, the founding di-
rector of a compensation consulting
firm based in New York, who is con-
sidered to be an authority on execu-
tive pay, produced the roundtable’s
study. He used numbers provided by
Mercer Human Resource Consult-
ing, a unit of Marsh & McLennan.

Asked why he excluded dividends
on restricted shares from his analy-
sis, Mr. Cook conceded that it did
make for an apples-and-oranges
comparison. But they were excluded,
he said, because not all companies
pay them, and because those that do,
don’t disclose them. He offered a
similar rationale about his exclusion
of pension, severance and deferred
compensation amounts from his
analysis: such figures are not found
in proxies, he said, so he couldn’t in-
clude them. 

As for using a target instead of an
actual value on performance-based
awards, Mr. Cook said: “We certain-
ly weren’t trying to make the num-
ber higher or lower because if the
typical plan is three years, the target
has a little bit of stretch in it, like a
bonus: sometimes it earns more and
sometimes less.” 

Why exclude the mountains of
cash generated by executives’ stock
option exercises over the 11 years?
“It’s flawed to look at realized gains
because they most often represent
years of grants,” Mr. Cook said. “We

felt the critics of executive comp
were falling into the trap of using the
big gain numbers, which could repre-
sent grants earned over multiple
years.” 

But given that the analysis is over
11 years, it seems odd to exclude
gains for this reason. Wouldn’t
amounts earned in big years even
out with those earned in smaller
ones? 

Given all these omissions, how can
Mr. Cook contend that total C.E.O.
pay has lagged behind shareholder
returns? “I felt it was a fair correla-
tion, based upon the S.E.C. require-
ments as they now exist,” he said. 

This is not the first time that Mr.
Cook has trotted out these numbers
as evidence that executive pay today
is both fair and fitting. They were
also the basis for his testimony last
May before a House Financial Serv-
ices Committee hearing on executive
compensation. “The media has been
flooded with a multitude of distorted,
misleading and oftentimes errone-
ous statistics to portray U.S. C.E.O.’s

and board governance in a negative
light,” Mr. Cook said in his testimo-
ny. The roundtable recycled those
exact, thunderous words in its study
last week. 

Roundtable members have quite a
dog in this executive compensation
hunt, of course. The organization’s
chairman is Hank McKinnell, the
chief executive of Pfizer, who will re-
ceive an $83 million pension benefit
from his company even though its
shareholders have suffered losses
since he took the helm. 

Another knight of the roundtable is
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Is ‘Total Pay’ That Tough to Grasp?

Susan Stava for The New York Times

Brian Foley, an expert in executive compensation, was critical of a Busi-
ness Roundtable analysis of pay practices at big companies.
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By GARY RIVLIN

LARRY W. SONSINI, Silicon Valley’s most feared and
sought-after lawyer, dresses in fine Italian suits even as
the rest of the Valley — other high-priced attorneys in-

cluded — ply their trades in chinos and blue Oxford shirts. He
is soft-spoken and restrained, sometimes eerily quiet, in con-
trast to the brash and kinetic entrepreneurs and financiers
who otherwise dominate the landscape.

While the Valley can be a chummy, clubby place where
even adversaries freely trade tales of children and outside ac-
tivities, Mr. Sonsini would no sooner share personal in-

formation about himself, a longtime legal rival said, than a
soldier at war would fraternize with an enemy combatant. In
a land in which even the top executives and most successful
venture capitalists generally use verbal mallets to drive
home a point, he is a surgeon, adroit at using an intellectual
and legal scalpel to win an argument or get his way. 

Silence, in Mr. Sonsini’s case, has been golden. During his
40 years as a lawyer, Mr. Sonsini, 65, has served as legal coun-
sel to the most prestigious venture capital firms in Silicon
Valley. He helped to bring public many of the leaders of the
technology boom, including Netscape Communications, Pix-
ar, Google, Apple and Sun Microsystems. The investment
banking firm of Robertson Stevens, based in San Francisco

until it closed its doors in 2002, handled more than 500 initial
public offerings over a 30-year period, and Mr. Sonsini was
there for most of them.

“In one way or another, Larry was involved in almost ev-
ery deal we underwrote,” said Sanford R. Robertson, founder
of the bank that bore his name. Mr. Sonsini, who briefly
served on the board of the New York Stock Exchange, is not
just the area’s most influential lawyer, Mr. Robertson said,
“He’s probably the most powerful person in Silicon Valley.” 

Powerful, but discreet. Powerful, but rarely center stage.
While Mr. Sonsini is hardly a shrinking violet, he cultivates
the image of Silicon Valley’s most ubiquitous supporting play-
er, often preferring to say his lines behind the scenes. “It’s not

Linda Sue Scott

Larry W. Sonsini, a founding partner of Wilson Sonsini Goodrich & Rosati, has helped orchestrate many of Silicon Valley’s biggest deals since the area became the epicenter of the tech world.

A Counselor Pulled From the Shadows
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By SUSAN HANSEN

IT takes a singular sense of purpose to
turn a lone Michigan pizza joint into a
multibillion-dollar global brand. Yet the

founder of Domino’s Pizza, Thomas S. Mon-
aghan, certainly had it more four decades
ago, when he bought his first restaurant in
Ypsilanti, Mich., near Detroit — and he has
brought that same sense of mission to the
task of giving his pizza fortune away.

Since netting about $1 billion from the
1998 sale of Domino’s to Bain Capital, Mr.
Monaghan, 69, has become one of the lead-
ing philanthropists in the country and the
biggest benefactor of conservative Catholic institutions.

In the past eight years, his Ave Maria Foundation,
based in Ann Arbor, Mich., has donated $140 million to
promote conservative Catholic education, media and
other organizations, including Detroit-area parochial

grade schools, a law school and small re-
gional colleges in Michigan and Nicaragua,
along with radio stations and a fellowship
group for Catholic business leaders.

His boldest charitable venture by far,
however, is Ave Maria University, a four-
year liberal arts campus under construc-
tion 30 miles northeast of Naples, Fla., to
which Mr. Monaghan has donated or
pledged $285 million so far. Along with the
university, which enrolled its first students
three years ago on a temporary campus, he
and a local developer are building an ad-
joining new town called Ave Maria.

The bar for the school has been set
high, with plans to eventually attract up to

6,000 students to what supporters, including Gov. Jeb
Bush of Florida, predict will be a top-tier academic in-
stitution devoted to the Catholic faith.

Mr. Monaghan, who has called the Florida campus 

Dan Wagner/Naples Daily News, via Associated Press

A Catholic university financed by the founder of Domino’s Pizza is rising at this site near Naples, Fla.

Our Lady of Discord
A Schism Over Giving Away a Pizza Fortune

Phillippe Diederich

Thomas Monaghan
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BUYING high and selling low is nobody’s idea
of a get-rich-quick scheme. But that is pre-
cisely what companies do — with their

shareholders’ money — when they bestow stock op-
tions on executives and employees and then buy
back shares to offset the grants. 

When companies then backdate those option
grants to secure a lower price for the lucky people
getting the options, they have essentially used
stockholder money to buy high and sell even lower
than their filings had previously disclosed.

Much of the recent discussion about backdat-
ing has centered on its in-
equity and its basic cheesi-
ness. Outside sharehold-
ers, after all, do not get to
change the terms of their
stock purchases to manu-
facture the lowest possible
price. Do-overs that sweet
seem to be only in the pur-
view of insiders. 

But backdating is not
a victimless crime. There
is already a cost associat-
ed with unaltered options
grants and for many tech-
nology company shareholders it has been high.
Backdating only adds to the price tag.

Now that accounting rule makers have re-
quired companies to deduct options’ costs from
revenue, as they do for other employee expenses,
options’ effects on corporate income statements
have become clearer. But you can also weigh option
costs another way — by analyzing how much
money companies must spend to buy back shares
that the granting of options creates. Amounts spent
on these buybacks keep share counts from balloon-
ing too high, but also reduce a company’s net worth
(or what investors — the company’s real owners —
like to refer to as shareholders’ equity).

Companies don’t like it when their option pro-
grams are described in these stark terms. A tough
analysis of the Altera Corporation’s high-cost buy-
backs was behind its retaliation last July against
Tad LaFountain, a technology stock analyst then at

GRETCHEN MORGENSON

Options Fiesta,
And Investors
Paid the Bill

Sell shares low
and buy them
back high.
Does this
make sense?

Continued on Page 4

Sunday, July 30, 2006

MB NJ

C M Y K
ID NAME: Nxxx,2006-07-30,BU,001,Bs-4C,E1 YELO MAG CYAN BLK 3 7 15 25 50 75 85 93 97

Commercial Real Estate, Pages 22-24

By GARY RIVLIN

LARRY W. SONSINI, Silicon Valley’s most feared and
sought-after lawyer, dresses in fine Italian suits even as
the rest of the Valley — other high-priced attorneys in-

cluded — ply their trades in chinos and blue Oxford shirts. He
is soft-spoken and restrained, sometimes eerily quiet, in con-
trast to the brash and kinetic entrepreneurs and financiers
who otherwise dominate the landscape.

While the Valley can be a chummy, clubby place where
even adversaries freely trade tales of children and outside ac-
tivities, Mr. Sonsini would no sooner share personal in-

formation about himself, a longtime legal rival said, than a
soldier at war would fraternize with an enemy combatant. In
a land in which even the top executives and most successful
venture capitalists generally use verbal mallets to drive
home a point, he is a surgeon, adroit at using an intellectual
and legal scalpel to win an argument or get his way. 

Silence, in Mr. Sonsini’s case, has been golden. During his
40 years as a lawyer, Mr. Sonsini, 65, has served as legal coun-
sel to the most prestigious venture capital firms in Silicon
Valley. He helped to bring public many of the leaders of the
technology boom, including Netscape Communications, Pix-
ar, Google, Apple and Sun Microsystems. The investment
banking firm of Robertson Stevens, based in San Francisco

until it closed its doors in 2002, handled more than 500 initial
public offerings over a 30-year period, and Mr. Sonsini was
there for most of them.

“In one way or another, Larry was involved in almost ev-
ery deal we underwrote,” said Sanford R. Robertson, founder
of the bank that bore his name. Mr. Sonsini, who briefly
served on the board of the New York Stock Exchange, is not
just the area’s most influential lawyer, Mr. Robertson said,
“He’s probably the most powerful person in Silicon Valley.” 

Powerful, but discreet. Powerful, but rarely center stage.
While Mr. Sonsini is hardly a shrinking violet, he cultivates
the image of Silicon Valley’s most ubiquitous supporting play-
er, often preferring to say his lines behind the scenes. “It’s not

Linda Sue Scott

Larry W. Sonsini, a founding partner of Wilson Sonsini Goodrich & Rosati, has helped orchestrate many of Silicon Valley’s biggest deals since the area became the epicenter of the tech world.

A Counselor Pulled From the Shadows

Continued on Page 9

OPENERS

Cooling soda the digital way. The
Goods, by Brendan I. Koerner.  2

INSIDE THE NEWS

All hail the C.E.O. blogger. Digital
Domain, by Randall Stross.  3

Do manager-led buyouts
shortchange investors? DealBook,
by Andrew Ross Sorkin.  3

Hate taxes? Not this group.
Economic View, by Edmund L.
Andrews  4

SUNDAY MONEY

A fund that roars (and sputters). 
By J. Alex Tarquinio.  6

At some camps, it’s finance over
frolic. By Julie Bick.  6

The heavens at your fingertips.
Novelties, by Anne Eisenberg.  7

Is the I.P.O. gloom good news?
Strategies, by Mark Hulbert.  7

INSIDE

By SUSAN HANSEN

IT takes a singular sense of purpose to
turn a lone Michigan pizza joint into a
multibillion-dollar global brand. Yet the

founder of Domino’s Pizza, Thomas S. Mon-
aghan, certainly had it more four decades
ago, when he bought his first restaurant in
Ypsilanti, Mich., near Detroit — and he has
brought that same sense of mission to the
task of giving his pizza fortune away.

Since netting about $1 billion from the
1998 sale of Domino’s to Bain Capital, Mr.
Monaghan, 69, has become one of the lead-
ing philanthropists in the country and the
biggest benefactor of conservative Catholic institutions.

In the past eight years, his Ave Maria Foundation,
based in Ann Arbor, Mich., has donated $140 million to
promote conservative Catholic education, media and
other organizations, including Detroit-area parochial

grade schools, a law school and small re-
gional colleges in Michigan and Nicaragua,
along with radio stations and a fellowship
group for Catholic business leaders.

His boldest charitable venture by far,
however, is Ave Maria University, a four-
year liberal arts campus under construc-
tion 30 miles northeast of Naples, Fla., to
which Mr. Monaghan has donated or
pledged $285 million so far. Along with the
university, which enrolled its first students
three years ago on a temporary campus, he
and a local developer are building an ad-
joining new town called Ave Maria.

The bar for the school has been set
high, with plans to eventually attract up to

6,000 students to what supporters, including Gov. Jeb
Bush of Florida, predict will be a top-tier academic in-
stitution devoted to the Catholic faith.

Mr. Monaghan, who has called the Florida campus 

Dan Wagner/Naples Daily News, via Associated Press

A Catholic university financed by the founder of Domino’s Pizza is rising at this site near Naples, Fla.

Our Lady of Discord
A Schism Over Giving Away a Pizza Fortune

Phillippe Diederich

Thomas Monaghan

Continued on Page 8

BUYING high and selling low is nobody’s idea
of a get-rich-quick scheme. But that is pre-
cisely what companies do — with their

shareholders’ money — when they bestow stock op-
tions on executives and employees and then buy
back shares to offset the grants. 

When companies then backdate those option
grants to secure a lower price for the lucky people
getting the options, they have essentially used
stockholder money to buy high and sell even lower
than their filings had previously disclosed.

Much of the recent discussion about backdat-
ing has centered on its in-
equity and its basic cheesi-
ness. Outside sharehold-
ers, after all, do not get to
change the terms of their
stock purchases to manu-
facture the lowest possible
price. Do-overs that sweet
seem to be only in the pur-
view of insiders. 

But backdating is not
a victimless crime. There
is already a cost associat-
ed with unaltered options
grants and for many tech-
nology company shareholders it has been high.
Backdating only adds to the price tag.

Now that accounting rule makers have re-
quired companies to deduct options’ costs from
revenue, as they do for other employee expenses,
options’ effects on corporate income statements
have become clearer. But you can also weigh option
costs another way — by analyzing how much
money companies must spend to buy back shares
that the granting of options creates. Amounts spent
on these buybacks keep share counts from balloon-
ing too high, but also reduce a company’s net worth
(or what investors — the company’s real owners —
like to refer to as shareholders’ equity).

Companies don’t like it when their option pro-
grams are described in these stark terms. A tough
analysis of the Altera Corporation’s high-cost buy-
backs was behind its retaliation last July against
Tad LaFountain, a technology stock analyst then at

GRETCHEN MORGENSON

Options Fiesta,
And Investors
Paid the Bill

Sell shares low
and buy them
back high.
Does this
make sense?

Continued on Page 4

Sunday, July 30, 2006

MB NJ

C M Y K
ID NAME: Nxxx,2006-07-30,BU,001,Bs-4C,E1 YELO MAG CYAN BLK 3 7 15 25 50 75 85 93 97

Commercial Real Estate, Pages 22-24

By GARY RIVLIN

LARRY W. SONSINI, Silicon Valley’s most feared and
sought-after lawyer, dresses in fine Italian suits even as
the rest of the Valley — other high-priced attorneys in-

cluded — ply their trades in chinos and blue Oxford shirts. He
is soft-spoken and restrained, sometimes eerily quiet, in con-
trast to the brash and kinetic entrepreneurs and financiers
who otherwise dominate the landscape.

While the Valley can be a chummy, clubby place where
even adversaries freely trade tales of children and outside ac-
tivities, Mr. Sonsini would no sooner share personal in-

formation about himself, a longtime legal rival said, than a
soldier at war would fraternize with an enemy combatant. In
a land in which even the top executives and most successful
venture capitalists generally use verbal mallets to drive
home a point, he is a surgeon, adroit at using an intellectual
and legal scalpel to win an argument or get his way. 

Silence, in Mr. Sonsini’s case, has been golden. During his
40 years as a lawyer, Mr. Sonsini, 65, has served as legal coun-
sel to the most prestigious venture capital firms in Silicon
Valley. He helped to bring public many of the leaders of the
technology boom, including Netscape Communications, Pix-
ar, Google, Apple and Sun Microsystems. The investment
banking firm of Robertson Stevens, based in San Francisco

until it closed its doors in 2002, handled more than 500 initial
public offerings over a 30-year period, and Mr. Sonsini was
there for most of them.

“In one way or another, Larry was involved in almost ev-
ery deal we underwrote,” said Sanford R. Robertson, founder
of the bank that bore his name. Mr. Sonsini, who briefly
served on the board of the New York Stock Exchange, is not
just the area’s most influential lawyer, Mr. Robertson said,
“He’s probably the most powerful person in Silicon Valley.” 

Powerful, but discreet. Powerful, but rarely center stage.
While Mr. Sonsini is hardly a shrinking violet, he cultivates
the image of Silicon Valley’s most ubiquitous supporting play-
er, often preferring to say his lines behind the scenes. “It’s not

Linda Sue Scott

Larry W. Sonsini, a founding partner of Wilson Sonsini Goodrich & Rosati, has helped orchestrate many of Silicon Valley’s biggest deals since the area became the epicenter of the tech world.

A Counselor Pulled From the Shadows

Continued on Page 9

OPENERS

Cooling soda the digital way. The
Goods, by Brendan I. Koerner.  2

INSIDE THE NEWS

All hail the C.E.O. blogger. Digital
Domain, by Randall Stross.  3

Do manager-led buyouts
shortchange investors? DealBook,
by Andrew Ross Sorkin.  3

Hate taxes? Not this group.
Economic View, by Edmund L.
Andrews  4

SUNDAY MONEY

A fund that roars (and sputters). 
By J. Alex Tarquinio.  6

At some camps, it’s finance over
frolic. By Julie Bick.  6

The heavens at your fingertips.
Novelties, by Anne Eisenberg.  7

Is the I.P.O. gloom good news?
Strategies, by Mark Hulbert.  7

INSIDE

By SUSAN HANSEN

IT takes a singular sense of purpose to
turn a lone Michigan pizza joint into a
multibillion-dollar global brand. Yet the

founder of Domino’s Pizza, Thomas S. Mon-
aghan, certainly had it more four decades
ago, when he bought his first restaurant in
Ypsilanti, Mich., near Detroit — and he has
brought that same sense of mission to the
task of giving his pizza fortune away.

Since netting about $1 billion from the
1998 sale of Domino’s to Bain Capital, Mr.
Monaghan, 69, has become one of the lead-
ing philanthropists in the country and the
biggest benefactor of conservative Catholic institutions.

In the past eight years, his Ave Maria Foundation,
based in Ann Arbor, Mich., has donated $140 million to
promote conservative Catholic education, media and
other organizations, including Detroit-area parochial

grade schools, a law school and small re-
gional colleges in Michigan and Nicaragua,
along with radio stations and a fellowship
group for Catholic business leaders.

His boldest charitable venture by far,
however, is Ave Maria University, a four-
year liberal arts campus under construc-
tion 30 miles northeast of Naples, Fla., to
which Mr. Monaghan has donated or
pledged $285 million so far. Along with the
university, which enrolled its first students
three years ago on a temporary campus, he
and a local developer are building an ad-
joining new town called Ave Maria.

The bar for the school has been set
high, with plans to eventually attract up to

6,000 students to what supporters, including Gov. Jeb
Bush of Florida, predict will be a top-tier academic in-
stitution devoted to the Catholic faith.

Mr. Monaghan, who has called the Florida campus 

Dan Wagner/Naples Daily News, via Associated Press

A Catholic university financed by the founder of Domino’s Pizza is rising at this site near Naples, Fla.

Our Lady of Discord
A Schism Over Giving Away a Pizza Fortune

Phillippe Diederich

Thomas Monaghan

Continued on Page 8

BUYING high and selling low is nobody’s idea
of a get-rich-quick scheme. But that is pre-
cisely what companies do — with their

shareholders’ money — when they bestow stock op-
tions on executives and employees and then buy
back shares to offset the grants. 

When companies then backdate those option
grants to secure a lower price for the lucky people
getting the options, they have essentially used
stockholder money to buy high and sell even lower
than their filings had previously disclosed.

Much of the recent discussion about backdat-
ing has centered on its in-
equity and its basic cheesi-
ness. Outside sharehold-
ers, after all, do not get to
change the terms of their
stock purchases to manu-
facture the lowest possible
price. Do-overs that sweet
seem to be only in the pur-
view of insiders. 

But backdating is not
a victimless crime. There
is already a cost associat-
ed with unaltered options
grants and for many tech-
nology company shareholders it has been high.
Backdating only adds to the price tag.

Now that accounting rule makers have re-
quired companies to deduct options’ costs from
revenue, as they do for other employee expenses,
options’ effects on corporate income statements
have become clearer. But you can also weigh option
costs another way — by analyzing how much
money companies must spend to buy back shares
that the granting of options creates. Amounts spent
on these buybacks keep share counts from balloon-
ing too high, but also reduce a company’s net worth
(or what investors — the company’s real owners —
like to refer to as shareholders’ equity).

Companies don’t like it when their option pro-
grams are described in these stark terms. A tough
analysis of the Altera Corporation’s high-cost buy-
backs was behind its retaliation last July against
Tad LaFountain, a technology stock analyst then at

GRETCHEN MORGENSON

Options Fiesta,
And Investors
Paid the Bill

Sell shares low
and buy them
back high.
Does this
make sense?

Continued on Page 4

Sunday, July 30, 2006

MB NJ



2

ID NAME: NYTx,2006-07-30,BU,004,Bs-BW,E1 3 7 15 25 50 75 85 93 97

LETTERS
A Pinstripe Temple
To the Editor:

Re “The House That George Is
Building” (July 23), about George
Steinbrenner’s efforts to build a new
Yankee Stadium.

Today in baseball there are only
three shrines that link this great
sport to its past. Wrigley Field, Fen-
way Park and Yankee Stadium. Mr.
Steinbrenner has lost sight of the his-
torical importance of Yankee Sta-
dium. 

Build it and they will come? I’m
not too sure.

DAVID REINES
Jefferson, N.J., July 23

Who Needs Nanny?
To the Editor,

Re “Long Live the Nanny State”
(On the Contrary, July 23), a defense
of government efforts to regulate be-
havior. 

The article suggests there is po-
tential for additional positive nanny-
ism by the government while noting
prominent examples of nanny-state
failures: a bloated tax code, failures
of prohibition and the hypocrisy of
discouraging independent gambling
while simultaneously promoting

state-sponsored lotteries.
Rather than exposing a broad,

American “self-control” deficit, the
article reveals an astounding “ra-
tionality deficit” by arguing for in-
creased social regulation by govern-
ment while acknowledging its his-
torical incompetence. Expecting
government to “defend our virtues”
suggests the author misunderstands
virtue itself, which can only be devel-
oped by individuals freely making
choices, and suffering or enjoying
their consequences.

JOHN GILMORE
Brooklyn, July 26

Being Neighborly
To the Editor:

Re “From Harvey Road to Cres-
cent Drive, Something Changed”
(Everybody’s Business, July 23), I
suggest what changed was Ben Stein.

He seems to feel the fact he does
not know his neighbors, nor they him,
is everybody else’s fault. To quote
Shakespeare, “The fault, dear Bru-
tus, lies not in the stars, but in our-
selves. . . . ” Mr. Stein complains none
of his neighbors would take in his
son, were his son sent home sick
from school. I wonder whose child
Mr. Stein would take in.

ELISSA MAUTNER
Minneapolis, July 23

Letters for Sunday Business may be
sent to sunbiz@nytimes.com.
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INSIDETHENEWS

PHILADELPHIA

NEVER mind the movie. This
was the real Mission Impossi-
ble.

Could three dozen ordinary Ameri-
can adults who had never met before
— a group that included fresh college
graduates, retired schoolteachers
and a self-employed business owner
— reach agreement on how to pre-
vent a fiscal train wreck? Could they
do any better than their elected lead-
ers in Washington, and were they
willing to make any sacrifices?

Those were the central questions
behind a daylong exercise here
aimed at exploring public attitudes
on the gap between taxes paid and
promises made.

The effort, conducted two weeks
ago, was sponsored by three policy
research groups with very different
political views: the Brookings Insti-
tution, home to many centrist Demo-
crats; the Heritage Foundation, a
conservative stronghold that has
staunchly supported President
Bush’s tax cuts and pushed for much
deeper cuts in government spend-
ing; and the Concord Coalition, a bi-
partisan group that advocates fiscal
discipline but is essentially neutral
on whether it should come from high-

er taxes or lower spending.
Participants in the session were

given a whirlwind tour of the nation’s
fiscal woes and then prodded to find
out what solutions they could — and
could not — agree on. The discus-
sions here, along with two other ses-
sions in Kansas City and San Diego,
were run by Viewpoint Learning, a
firm founded by the pollster Daniel
Yankelovich. 

The question for the researchers
was this: do American voters, in
their diversity and their focus on
self-interest, share any consensus
about making hard choices, or even
on the need to make hard choices?

The researchers are still analyz-
ing the results, to be published later
this summer. But the session in Phil-
adelphia left some strong impres-
sions on a reporter permitted to ob-
serve it. Among them:
• The participants didn’t hate tax-

es nearly as much as many Republi-
cans think.
• They seemed to treasure Social

Security and Medicare in their cur-
rent forms, but were more open to
change than many Democrats think.
• None of the participants pushed

for less defense spending, even if the
war in Iraq were to wind down.

• Nobody could agree on a single
government program that ought to
be cut or eliminated altogether.

The good news was that people
here appeared less polarized and
more open to sharing burdens than
do their elected leaders in Washing-
ton. The bad news was that the Phila-
delphia group thought the best solu-
tions were to tax other people (smok-
ers, drinkers, S.U.V. buyers, the rich)
or to somehow “spend smarter.” 

In that sense, participants were
much like their elected representa-
tives. The difference was that people
were willing to contemplate higher
taxes or other measures considered
taboo in one party or the other. 

Virtually no one needed to be per-
suaded that the federal budget is on
an unsustainable path. Everyone ac-
cepted that federal spending has bal-

looned under President Bush, but
that taxes have lagged far behind.
The federal deficit is likely to be
“only” about $300 billion this year,
but deficits over the next 10 years
could total more than $2 trillion if to-
day’s policies remain unchanged.

The gravest fiscal problem begins
at the end of this decade, when the
nation’s 76 million baby boomers
start to retire and claim old-age
benefits. By 2050, according to the
Congressional Budget Office, outlays
for Medicare and Social Security
alone would be higher than the gov-
ernment’s total spending today.

Participants were given four strat-
egies for tackling the problem. The
first was do nothing, but wait and
hope that economic growth eliminat-
ed the need for big changes. 

The second approach put a priority

on “keeping our promises to the eld-
erly” while raising taxes and cutting
spending in other areas. 

The third was to “increase person-
al responsibility and choice,” shifting
Medicare and Social Security from
government financing to individual
investment-type accounts. 

The last strategy was to “invest in
the future,” putting more money into
education and economic develop-
ment, but raising taxes and trim-
ming old-age programs.

Not surprisingly, many people ap-
peared overwhelmed at first. But no-
body needed to be persuaded about
the magnitude of the problem, and no
one endorsed “wait and hope,” the de
facto strategy in Washington.

More surprising, virtually all the
participants agreed on the need for
higher taxes. Many supported a re-
peal of Mr. Bush’s tax cuts of 2001.

That contrasted sharply with the
adamant opposition to tax increases
among Republican leaders, especial-
ly President Bush. But the openness
to at least talking about higher taxes
appeared unanimous among those in
the Philadelphia group, including
those who described themselves as
supporters of Mr. Bush.

“I was surprised that so many peo-
ple were in favor of higher taxes, but
I think it’s a good thing,” said Antho-
ny Condo, a construction contractor
in his 50’s and a strong Bush support-
er. “If taxes went up to lower the def-
icit, and I knew they were being used
for that, I would be in favor of it.”

This isn’t to say that tax increases
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ECONOMIC VIEW
EDMUND L. ANDREWS

Public’s Deficit Fix
May Stun Politicians

David Lee/Viewpoint Learning

Philadelphia residents complete a survey earlier this month on address-
ing the federal budget deficit, which may reach $300 billion this year.

Wells Fargo Securities. Altera, a
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shares. When employees exercised
options in 2005, Altera received only
roughly half that amount — $9.32 a
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stock after exercising options pock-
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ing. Since 2003, for example, Affiliat-
ed Computer Services, an informa-
tion technology company in Dallas,
has purchased 22 million shares at
an average price of $50.27 each. In
fiscal 2004, the company’s sharehold-
ers paid $49.57 a share to cover buy-
backs. Yet the shareholders received
just $16.46 a share from employees
exercising their options in 2004. Last
year, the company paid $50.95 on av-
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There’s something wrong with the
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the other way around? Ø

Investors Paid the Bill
For an Options Fiesta
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MOSCOW

AT the tender age of 32, Oleg V. Deripaska, a former nuclear
physicist, had already wrested control of the Russian
aluminum industry from a netherworld of organized

crime figures, mercenary local officials and ambitious tycoons
like himself, securing a spot among the wealthy, powerful and
secretive class of Russian businessmen known as “oligarchs.”

A year later, in 2001, Mr. Deripaska established his politi-
cal bona fides by marrying a woman who would soon become
the step-granddaughter of former President Boris N. Yeltsin, a
marriage that was Russia’s social event of the year. 

Access to the influential cadre of Kremlin advisers sur-
rounding Mr. Yeltsin and his successor, Vladimir V. Putin, has
been an important part of any oligarch’s enrichment and sur-
vival strategy in Russia. Mr. Deripaska had proved himself to
be as shrewd politically as he was financially. 

Today, Mr. Deripaska, 38, controls a privately held compa-
ny called Russian Aluminum, or Rusal, that consists of fac-
tories, mines and other industrial concerns operating through
his holding company, Basic Element, which has benefited hand-
somely from a sharp rise in commodity prices internationally. 

Vedomosti, a Russian business daily, values Mr. Deri-
paska’s holdings at more than $14 billion, which could make
him Russia’s richest man — or at least in the same ballpark as
Roman A. Abramovich, an oligarch in London, whose myriad

holdings often have him ranked as Russia’s No. 1 mogul. 
While Mr. Deripaska is a well-known figure at home, he has

a much lower profile abroad. But that may be about to change.
Mr. Deripaska and his fellow oligarchs are going global. 

In an apparent shift from controversial and legally ques-
tionable practices in the 1990’s that earned the oligarchs wide-
spread reputations as ruthless plutocrats, Russia’s richest men
are using their bank accounts, fattened by the commodities
boom, to invest outside of Russia, from Asia to South America.

The goal is not merely to put assets beyond the reach of the
Russian authorities, as some oligarchs did in the past; this
time, the aim is the same as any other company’s: bigger prof-
its. “I am always surprised when people say we ‘look like’ or 

James Hill for The New York Times

Oleg V. Deripaska, a farm boy who became a physicist and then an industrialist and corporate raider, may be the richest man in Russia. His aluminum business, Rusal, seeks to surpass Alcoa.

Continued on Page 7

Out of Siberia,
A RussianWay

To Wealth

LET us now praise a mutual fund company that actual-
ly voted in its customers’ interests when casting
annual proxy votes this spring. And let us now re-

buke the corporate executives who didn’t bother re-
sponding to letters from the fund company’s chairman
detailing its views.

August is the month when mutual fund organiza-
tions file their proxy votes with the Securities and Ex-
change Commission. These votes reveal whether fund
organizations are putting their own interests ahead of
their clients’ by supporting company practices that are

shareholder-unfriendly.
Not all fund companies have filed their votes yet.

One group that has is Putnam Funds, the big fund com-
pany that is a unit of Marsh & McLennan. Putnam’s in-
dependent trustees, headed by John A. Hill, have ana-
lyzed their funds’ votes at 1,150 annual meetings held by
United States companies this year. They opposed direc-
tors in 16 percent of elections and voted against 64 per-
cent of proposals by these companies to adopt or amend
stock option or restricted stock plans for company exec-
utives or directors.

Putnam’s board, in other words, did the right thing
for its shareholders. And it did so regardless of whether
the votes jeopardized other money management serv-
ices, like 401(k) administration, that Putnam provided
to the companies whose plans or directors they opposed.

“The trustees are dedicated to promoting strong
corporate governance practices and responsible corpo-
rate action at companies in which the Putnam Funds in-
vest,” Mr. Hill said. “I don’t think institutions and funds
have been aggressive enough on this. I think the culture 

GRETCHEN MORGENSON

Belated Apologies in Proxy Land
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By STEVE LOHR

THE electronic medical record seems an example
of pure progress, a technology that yields only
winners. So it has been cast as a geeky hero in

health care policy circles.
Michael O. Leavitt, the secretary of health and hu-

man services, recently said the rollout of electronic
health records was “the most important thing happen-
ing in health care.”

Major technology corporations like I.B.M., General
Electric and Microsoft, as well as a crowd of specialist
companies, including Cerner, Epic Systems and Eclip-
sys, are all chasing what they see as a fast-growing,
multibillion-dollar opportunity to sell health informa-
tion technology to hospitals, clinics and doctors.

Congress is joining the bandwagon. Last month, the
House of Representatives passed a bill to promote the
adoption of the computer hardware and software neces-
sary to generate and share digital patient records. The
House bill and a previously passed Senate version are
scheduled to go to a conference committee next month.
Politicians across the spectrum of the health policy de-
bate, from Senator Hillary Rodham Clinton, Democrat
of New York, to Bill Frist of Tennessee, the Senate Re-
publican leader, are united on this issue.

The technology itself is simply a software store-
house of a person’s medical history, including chronic
conditions, medical tests, drug prescriptions, diagnoses
and doctors’ comments. Yet bringing pen-and-ink pa-
tient records and prescriptions into the computer age is 
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are ‘very much like’ a Western cor-
poration,” Mr. Deripaska said in an
interview here. “We are already a
global corporation.”

Russian oligarchs are taking
stakes in foreign industries as varied
as steel and telecommunications and
are seeking legitimacy and access to
Western capital along the way — but,
thus far, with only checkered results.
Still, some of the early forays are im-
pressive. Mr. Deripaska’s own
moves have been particularly bold.

In the first six months of this year
alone, Rusal has bought factories
and mines in China, Guyana and Ni-
geria. Emboldened by corporate
profits that surged 56 percent, to
$1.65 billion in 2005, Mr. Deripaska
has publicly vowed to unseat the Alu-
minum Company of America as the
world’s leading aluminum producer,
saying he will achieve that goal by
aggressively adding to the interna-
tional assets he already owns.

THE global expansion by Mr.
Deripaska and other oligarchs
comes as Russia’s superrich

are hunkering down at home, after
Mr. Putin’s jailing of one of their
number, the oil magnate Mikhail B.
Khodorkovsky. The subsequent
breakup of Yukos, the oil company
Mr. Khodorkovsky assembled with a
series of heavily criticized insider
deals, left many oligarchs eager to
move their assets out of the Krem-
lin’s reach.

In the first quarter of this year, di-
rect foreign investment by Russian
companies amounted to $5 billion, up
from $3.2 billion in the same period
the previous year, according to Rus-
sian Central Bank statistics. In the
fourth quarter last year, for the first
time ever, Russian companies in-
vested more abroad than foreign
companies did in Russia.

“Russian companies are in a very
interesting moment now,” said Vale-
ry V. Vinogradov, spokesman for the
Union of Industrialists and Entrepre-
neurs, a Russian trade group. “They
are ready to show Western partners
their business is open and conforms
to international norms.”

This, of course, is not the first time
that Russian companies have made
bold claims of cleaning up their busi-
ness operations, Westernizing their
accounting practices and pursuing
above-board, transparent relation-
ships with investors. Such promises
accompanied a feverish gold rush in
the 1990’s that left many investors
feeling burned and benefited oli-
garchs and their political patrons at
the expense of average Russians.

This time, Mr. Deripaska and oth-
er oligarchs say, the claims are real.

In Europe, alarm bells rang last
spring as the Russian state energy
company, Gazprom, went on a buy-
ing spree, prowling for pipeline and
energy deals. That prompted a din of
criticism from European leaders
that Moscow was trying to extend its
political influence through state-
owned businesses.

Suspicions of a different sort con-
tinue to plague private Russian oper-
ators, too. Many of them continue to
find welcome mats pulled out from
under their feet when they venture
abroad, largely because of lingering
fears about the influence of organ-
ized crime in Russian businesses or
about poor corporate governance.

A 40-year-old Russian steel mag-
nate, Aleksei A. Mordashov, opened
merger talks this year with the
world’s largest steel maker by sales
volume, Arcelor of Luxembourg, but
the talks collapsed because of what

analysts described as European re-
sistance to the efforts of Russian oli-
garchs to expand their businesses
beyond their borders. In June, Arce-
lor struck a deal with the second
largest steel maker by sales, Mittal,
instead of Mr. Mordashov’s compa-
ny, Severstal.

“The Severstal guys thought they
had a deal, then it turned out that no-
body knew who they were or were
comfortable with their assets,” said
Robert Edwards, a metals analyst at
Renaissance Capital, an investment
bank based in Russia. “Mainstream
investors are very suspicious of Rus-
sian oligarchs.”

Mr. Deripaska, too, has been un-
able to avoid the obstacles that such
suspicions pose. Former partners
and competitors have sued him in
New York and London, making alle-
gations that portray an unseemly
side to Mr. Deripaska’s ascent in
Russia’s notoriously violent Siberian
aluminum industry, and, he says, are
intended to tar his reputation and
stymie his efforts to expand abroad. 

The New York suit, filed by Mi-
khail Zhivilo, a former owner of the
Novokuznetsk smelter, was dis-
missed on jurisdictional grounds, but
Mr. Deripaska later paid Mr. Zhivilo
unspecified millions to end the fight. 

Mr. Zhivilo lives in France as a fu-
gitive; Russian prosecutors suspect
he hired someone in an unsuccessful
attempt to kill the governor of a Sibe-
rian province. Mr. Zhivilo denies the
charge, and blames Mr. Deripaska
for orchestrating it. 

Bruce S. Marks, a lawyer in Phila-
delphia with Marks & Sokolov, who
formerly represented Mr. Zhivilo,
said Mr. Deripaska and a business
partner at the time, Mikhail S. Cher-
noy, arranged the charges and that a
French court refused to recognize
the charges or to extradite his client. 

“Deripaska is attempting to make
himself look like a nice guy, which he
is not,” Mr. Marks said in a telephone
interview. 

Mr. Deripaska also faces a claim
from Mr. Chernoy, who, with his
younger brother, Lev S. Chernoy,
amassed a fortune in Siberian alumi-
num in the early 90’s and is perhaps
best known in the West as a business
partner of the Russian known as Tai-
vanchik, or the Little Taiwanese.
That is the man who was accused of
fixing two figure-skating events in
the 2002 Winter Olympics in Salt
Lake City. The scandal wound down
when an Italian court declined to ex-
tradite him to the United States; he
never stood trial.

Mr. Chernoy resurfaced this
month to haunt Mr. Deripaska’s ef-
forts to present Rusal to internation-
al capital markets by pressing his
claim that he owns 20 percent of
Rusal based on a buyout deal in 2000.
He has hinted darkly that he will sue. 

“Now all creditors, potential buy-
ers of stock and eurobonds in Rusal
or Basic Element should know,” Mr.
Chernoy said, according to Vedomos-
ti. “Deripaska didn’t settle his obliga-
tions with former partners, and by
all appearances, doesn’t plan to.” 

Separately, Rusal is battling a law-
suit in a London court over control of
the profits from one of the former So-
viet Union’s largest smelters, the Ta-
jikistan Aluminum Plant. The case is
being watched as a test of Rusal’s
contemporary business practices. 

In the suit, former managers of the
factory accused Mr. Deripaska of en-
listing the support of a brother-in-law
of the president of Tajikistan to take
over the smelter’s offshore trading
business in 2004 — winning control of
the cash flow through a British Vir-

gin Islands company, CDH. 
In a ruling last month, the London

judge dropped Mr. Deripaska from
the suit but ruled that Rusal must go
to trial, according to Shakir Anveral-
ly, a lawyer at Clyde & Company, the
law office handling the claim. 

Mr. Deripaska, in an interview, de-
clined to discuss litigation against
Rusal. “We had problems; we solved
them,” he said simply. 

FEW Russian oligarchs spring
from as humble a past as Mr.
Deripaska does. Raised by his

grandparents on a tiny farm in
southern Russia, sheer ambition pro-
pelled him into the dangerous swirl
of post-Soviet business dealings.

Despite his modest upbringing, he
enrolled in the theoretical physics
department of the prestigious Mos-
cow State University. In an interview
in a Russian magazine from 2003,
Mr. Deripaska said he returns to his
grandparents’ home once a year or
so, sometimes climbing into the
branches of a cherry tree in the yard,
in what he called a peaceful and “re-
storative” retreat.

Mr. Deripaska was just 26 when he
landed as the director of the Sayansk
Aluminum Factory, a Siberian
smelter, having used his earnings
from commodity trading to buy a
large stake in the company during
the pell-mell privatizations of the
early 90’s. He somehow survived the
bloodbath that accompanied the pri-
vatization of the industry, where con-
tract murders, savage beatings and
general lawlessness were common.

Within a year of his appointment in
1994, for example, Mr. Deripaska’s

financial director survived an at-
tempt on his life in Moscow, appar-
ently by a hired killer. The director
of a Rusal smelter nearby in Krasno-
yarsk quit after being beaten nearly
to death in the entryway to his apart-
ment. Later, another factory direc-
tor was accused of ordering the as-
sassination of a Siberian governor.

So lawless was Siberia that one
aluminum factory changed hands lit-
erally with a keystroke, when one
large shareholder was deleted from
a database of owners and had little
recourse in the powerless courts.

Mr. Deripaska never faced any
criminal charges during that period,
though Mr. Zhivilo and others who
worked with him have been charged. 

In the struggle that came to be
known as the Aluminum Wars, Mr.
Deripaska first allied himself with a
British metals trading group, Trans-
World, as a protégé of Mikhail Cher-
noy, the Siberian deal maker now liv-
ing in self-imposed exile in Israel.
The partnership soured in 2000, lead-
ing to Mr. Chernoy’s threat to sue.

Questions over Mr. Deripaska’s
role in the Aluminum Wars led the
State Department to deny him a visa
until last year, after he mounted a
high-level lobbying effort in Wash-
ington to have the restriction lifted.
Still, concerns about his business
reputation may hobble his ambition
to surpass Alcoa by 2013, a goal stat-
ed in Rusal’s promotional brochures.

Mr. Deripaska’s own analysis of
how he won the Aluminum Wars of-
fers a hint to his larger, global strat-
egy in the industry today. He said
that owning a monopoly on supplies
of the raw ingredient for aluminum

— alumina, or refined bauxite — let
him force rivals out of business.

Rusal’s purchases of bauxite
mines outside of Russia, including its
one in Guyana on the Caribbean last
spring, have alarmed even its big-
gest competitors, including Alcoa
and the aluminum division of Norsk
Hydro of Norway. Both have deals to
cooperate with Rusal in Russia.

Mr. Deripaska said his strategy to
win business from competitors rests
primarily on one advantage: cheap
electricity from hydropower in Sibe-
ria. That power cannot be exported
via high-tension cables because it is
too remote; instead, it is used in alu-
minum smelters.

“It’s like a physics equation,” he
said, writing off competitors who use
smelters in the United States that
have already closed because of high
energy costs. “If a country imports
energy or energy-related products, it
means the country will not be able to
produce aluminum.”

Mr. Deripaska has other advan-
tages in Russia. His marriage to
Polina V. Yumasheva, the daughter
of a presidential speech writer to
President Yeltsin, Valentin Yumash-
ev, was the closest to a dynastic wed-
ding in the new Russia. 

The couple met at the house of Mr.
Abramovich, then Mr. Deripaska’s
business partner. Eighteen months
after they were married, Mr.
Yumashev married Mr. Yeltsin’s
daughter Tatyana, making Polina
the step-granddaughter of Mr. Yel-
tsin — and Mr. Deripaska a member
of the Yeltsin family through mar-
riage. He and Polina have two chil-
dren, Pyotr and Marina. 

Whether this helps or harms him
now under Mr. Putin, Mr. Deripaska
would not say. While the oligarchs
were cozy with the government un-
der Mr. Yeltsin, Mr. Deripaska noted
that his marriage “happened after
Yeltsin already resigned.” 

In one sign of his good standing,
however, the Russian government
short-listed Rusal’s proposal to com-
plete a huge Soviet-era Siberian hy-
dropower plant and aluminum
smelter using cut-rate loans from the
national petroleum windfall fund.
Critics have characterized the loan
program as just another money tree
for the oligarchs. 

Mr. Deripaska is distinguished
from the other oligarchs by his un-
likely rise from manager to owner.
While other aspiring Russian billion-
aires made their seed money largely
in currency speculation, Mr. Deri-
paska got his start by working long
hours on the shop floor of a smelter
in the remote Siberian city of Sa-
yansk. There he sometimes slept be-

side the electrolytic furnaces, ac-
cording to Yulia Latynina, a com-
mentator on the radio station Echo of
Moscow who has written widely on
the lives and business strategies of
the oligarchs. 

Others among the Russian super-
rich were propelled into the ranks of
billionaires by a single event, a
rigged series of selloffs in 1995 called
“loans for shares” that were among
the most egregious abuses of privati-
zation in the former East bloc. Mr.
Khodorkovsky, for instance, bought a
whole oil company, Yukos, off the
shelf for $300 million — and perhaps
paid much less. Only later did he
muscle out minority shareholders,
like the American industrialist Ken-
neth Dart.

Mr. Deripaska, in contrast, wove
his own empire from factories and
mines that had been privatized indi-
vidually, by forcing out weaker own-
ers. More than a beneficiary of pri-
vatization, Mr. Deripaska was a
post-Soviet corporate raider, acting
in a bare-knuckled time when the
term was more than a figure of
speech. This approach, others in the
mercurial Russian business world
say, provides Mr. Deripaska a patina
of legitimacy at home that other oli-
garchs lack, regardless of the unde-
niable violence that swirled around
him during his rise.

Aleksandr Temerko, a former vice
president of Yukos now living in exile
in London, said Mr. Deripaska seems
immune to pressure from the Rus-
sian government. He is protected by
his marriage to Polina and the politi-
cal instability that could be caused
by hundreds of thousands of employ-
ees around Russia, Mr. Temerko
said. “He is one of the few with a
guarantee he won’t be touched,” Mr.
Temerko said in a telephone inter-
view. “He is very close to Boris Niko-
laivich Yeltsin.” 

While privatization may be over,
the government has other favors to
bestow now. 

The rules under Mr. Putin, as un-
derstood by all players, suggest a
strict quid pro quo of government
largess in exchange for fealty and
payments to Kremlin-designated pet
projects. This year Gazprom, the
state gas monopoly, is plowing
money into a ski resort outside the
town of Sochi as Russia bids for the
2014 Winter Olympics, a national
prestige project. Vladimir O. Pota-
nin, a metals and mining oligarch, is
building a ski lift. Mr. Deripaska is
bidding to rebuild a nearby airport. 

Vedomosti, the business paper, re-
ported that Mr. Deripaska bought
$700 million worth of shares of Ros-
neft, the state oil company, during an
initial public offering in July to buoy
the price and please the Kremlin. A
spokesman for Basic Element, Mr.
Deripaska’s holding company, said
Rosneft shares were purchased but
declined to specify the amount.

WHATEVER their influence,
oligarchs will eventually
fade into the background,

Mr. Deripaska said. Integration with
the global economy would dilute
their influence over commerce more
surely than would a government
takeover of industry, he added, be-
cause the companies’ capital needs
would impel them to go public and
eventually allow ownership by many
small shareholders.

“We still have a lot of entrepre-
neurial involvement in big compa-
nies,” he said, calling that the dis-
tinguishing feature of Russian busi-
ness. “There’s no entrepreneur in
General Electric. That was your his-
tory 70 years ago. It can disappear
overnight in one transaction when a
company becomes public. Then these
people become just big investors,
maybe philanthropists.” Ø

Out of Siberia 

Dmitry Astakhov/Presidential Press Service/Itar-Tass, via Associated Press

President Vladimir Putin of Russia, left, meeting with Oleg Deripaska near Moscow earlier this month.

Alexei Boitsov/Bloomberg News

Mr. Deripaska, left, and Roman Abramovich, at the Kremlin in March,
are fellow oligarchs whose huge fortunes invite comparison. 
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is changing and we are a part of the
change.”

Putnam has seen its share of prob-
lems and questionable practices in
the past, including improper trading
by some of its own fund managers.
Taking a pro-shareholder approach,
Mr. Hill is earning back investor
trust.

The policy and nominating com-
mittee of the Putnam Funds’ board
devoted a good deal of time to devel-
oping its governance criteria and ap-
plying them to proxy votes, Mr. Hill
said. Putnam’s focus has been on di-
rector independence, executive com-
pensation, and shareholder propos-
als that have been approved by a ma-
jority of owners but have still not
been put into effect by companies.

On compensation, Putnam’s trus-
tees study each company in which its
funds own shares; if a proposed
stock option or restricted share plan
would add more than 1.67 percent to
a company’s existing shareholder
base, they vote against it.

This benchmark is far lower than
that of other major fund companies.
Proxy voting guidelines at Fidelity,
for example, state that it will vote
against stock plans that would dilute
existing shareholders’ stakes by
more than 10 percent at big compa-
nies and by more than 15 percent at
smaller ones.

“People in corporations think ours
is an overly tight restriction,” Mr.
Hill said, “but we continue to think it
makes sense.”

This year, Putnam’s board also be-
gan writing letters to companies, ex-
plaining why it viewed their compen-
sation policies as inappropriate. Rep-
resenting the board, Mr. Hill wrote to

the chief executives of Countrywide
Financial, the big lending concern;
Herley Industries, a military con-
tractor that was indicted earlier this
year by the Justice Department, ac-
cused of overcharging the govern-
ment; Home Depot, the home im-
provement retailer; Jones Apparel,
a clothing maker; and Pfizer, the na-
tion’s largest drug company.

Mr. Hill sent the letters in May,
June and July, after voting. He said
the board wanted the executives to
understand the fund company’s
stance and to engage them in dia-

logue. “I thought we would hear from
all of them,” he said.

Dream on. Until last Thursday,
Mr. Hill had yet to receive a single
response. Not one of the five hired
hands at the companies wrote back
to an entity that represents thou-
sands of their hard-working, hoping-
to-retire-someday owners.

It has become clear in recent
years that many companies care lit-
tle about their shareholders. But dis-
dain? That’s a new one.

So what happened on Thursday?
This reporter began asking all five
companies why their chief execu-
tives had not responded to Mr. Hill’s
letters. Immediately, Mr. Hill’s
phone began ringing off the hook.

An investor-relations official at
Home Depot called Mr. Hill’s assist-
ant to say that she was not aware
that a response to the letter was ex-
pected. But at 8:18 a.m. Friday, Rob-
ert L. Nardelli, Home Depot’s chief
executive, called Mr. Hill to apolo-
gize for not responding to his letter
and for having to learn from a re-
porter that he had not responded.

Another Home Depot spokesman
said that company officials met with
Putnam portfolio managers in June
and discussed corporate governance.
The funds did not voice concern over
Mr. Nardelli’s failure to respond to
Mr. Hill’s letter, the spokesman said.

And at Pfizer, officials said a re-
sponse to Mr. Hill was drawn up, re-
viewed by Pfizer management and
approved by the board. It was “pre-
pared for mailing and we believed
the letter had been sent,” a spokes-
man said on Friday. The company
also said it apologized to Putnam and
has “now sent the letter.”

A Jones Apparel spokeswoman

said the company had no record of
having received a letter from Put-
nam. Now that it has been brought to
the company’s attention, she said, it
plans to answer it.

Officials at Countrywide and Her-
ley did not return phone calls.

Shareholders are accustomed to
getting the silent treatment from
United States companies, said Colin
S. Melvin, director of corporate gov-
ernance for the Hermes Group,
which manages Britain’s largest
pension and has $100 billion in assets.
His organization votes proxies at
3,500 companies worldwide. “In all
cases where we oppose resolutions
proposed by company management
we contact the company to let them
know what we’re doing,” he said.

Companies based in Britain “will
invariably answer letters we send to
them and seek out our opinions
ahead of time,” he added. And in the
United States? “We do from time to
time hear back,” he said, “but they
are generally less responsive.” 

MR. MELVIN said that United
States laws and practices
made it more difficult for

shareholders to work with compa-
nies to improve governance. First,
shareholder proposals that win a ma-
jority of support at British compa-
nies must be put into effect; such
proposals in the United States can be
— and are — routinely ignored by
management. And directors can ac-
tually lose elections in Britain, which
they cannot do here.

“Globally, the U.S. is probably one
of the most difficult environments to
work in,” Mr. Melvin said.

But companies care about their
shareholders, we are told. Ours is the
ownership society, after all.

Sure. And the customer always
comes first. And your call is impor-
tant to us. Ø

Belated Apologies in Proxy Land

Kate Cosby for The New York Times

John A. Hill of Putnam; he wrote
letters and kept awaiting answers.

Continued From Page 1
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are ‘very much like’ a Western cor-
poration,” Mr. Deripaska said in an
interview here. “We are already a
global corporation.”

Russian oligarchs are taking
stakes in foreign industries as varied
as steel and telecommunications and
are seeking legitimacy and access to
Western capital along the way — but,
thus far, with only checkered results.
Still, some of the early forays are im-
pressive. Mr. Deripaska’s own
moves have been particularly bold.

In the first six months of this year
alone, Rusal has bought factories
and mines in China, Guyana and Ni-
geria. Emboldened by corporate
profits that surged 56 percent, to
$1.65 billion in 2005, Mr. Deripaska
has publicly vowed to unseat the Alu-
minum Company of America as the
world’s leading aluminum producer,
saying he will achieve that goal by
aggressively adding to the interna-
tional assets he already owns.

THE global expansion by Mr.
Deripaska and other oligarchs
comes as Russia’s superrich

are hunkering down at home, after
Mr. Putin’s jailing of one of their
number, the oil magnate Mikhail B.
Khodorkovsky. The subsequent
breakup of Yukos, the oil company
Mr. Khodorkovsky assembled with a
series of heavily criticized insider
deals, left many oligarchs eager to
move their assets out of the Krem-
lin’s reach.

In the first quarter of this year, di-
rect foreign investment by Russian
companies amounted to $5 billion, up
from $3.2 billion in the same period
the previous year, according to Rus-
sian Central Bank statistics. In the
fourth quarter last year, for the first
time ever, Russian companies in-
vested more abroad than foreign
companies did in Russia.

“Russian companies are in a very
interesting moment now,” said Vale-
ry V. Vinogradov, spokesman for the
Union of Industrialists and Entrepre-
neurs, a Russian trade group. “They
are ready to show Western partners
their business is open and conforms
to international norms.”

This, of course, is not the first time
that Russian companies have made
bold claims of cleaning up their busi-
ness operations, Westernizing their
accounting practices and pursuing
above-board, transparent relation-
ships with investors. Such promises
accompanied a feverish gold rush in
the 1990’s that left many investors
feeling burned and benefited oli-
garchs and their political patrons at
the expense of average Russians.

This time, Mr. Deripaska and oth-
er oligarchs say, the claims are real.

In Europe, alarm bells rang last
spring as the Russian state energy
company, Gazprom, went on a buy-
ing spree, prowling for pipeline and
energy deals. That prompted a din of
criticism from European leaders
that Moscow was trying to extend its
political influence through state-
owned businesses.

Suspicions of a different sort con-
tinue to plague private Russian oper-
ators, too. Many of them continue to
find welcome mats pulled out from
under their feet when they venture
abroad, largely because of lingering
fears about the influence of organ-
ized crime in Russian businesses or
about poor corporate governance.

A 40-year-old Russian steel mag-
nate, Aleksei A. Mordashov, opened
merger talks this year with the
world’s largest steel maker by sales
volume, Arcelor of Luxembourg, but
the talks collapsed because of what

analysts described as European re-
sistance to the efforts of Russian oli-
garchs to expand their businesses
beyond their borders. In June, Arce-
lor struck a deal with the second
largest steel maker by sales, Mittal,
instead of Mr. Mordashov’s compa-
ny, Severstal.

“The Severstal guys thought they
had a deal, then it turned out that no-
body knew who they were or were
comfortable with their assets,” said
Robert Edwards, a metals analyst at
Renaissance Capital, an investment
bank based in Russia. “Mainstream
investors are very suspicious of Rus-
sian oligarchs.”

Mr. Deripaska, too, has been un-
able to avoid the obstacles that such
suspicions pose. Former partners
and competitors have sued him in
New York and London, making alle-
gations that portray an unseemly
side to Mr. Deripaska’s ascent in
Russia’s notoriously violent Siberian
aluminum industry, and, he says, are
intended to tar his reputation and
stymie his efforts to expand abroad. 

The New York suit, filed by Mi-
khail Zhivilo, a former owner of the
Novokuznetsk smelter, was dis-
missed on jurisdictional grounds, but
Mr. Deripaska later paid Mr. Zhivilo
unspecified millions to end the fight. 

Mr. Zhivilo lives in France as a fu-
gitive; Russian prosecutors suspect
he hired someone in an unsuccessful
attempt to kill the governor of a Sibe-
rian province. Mr. Zhivilo denies the
charge, and blames Mr. Deripaska
for orchestrating it. 

Bruce S. Marks, a lawyer in Phila-
delphia with Marks & Sokolov, who
formerly represented Mr. Zhivilo,
said Mr. Deripaska and a business
partner at the time, Mikhail S. Cher-
noy, arranged the charges and that a
French court refused to recognize
the charges or to extradite his client. 

“Deripaska is attempting to make
himself look like a nice guy, which he
is not,” Mr. Marks said in a telephone
interview. 

Mr. Deripaska also faces a claim
from Mr. Chernoy, who, with his
younger brother, Lev S. Chernoy,
amassed a fortune in Siberian alumi-
num in the early 90’s and is perhaps
best known in the West as a business
partner of the Russian known as Tai-
vanchik, or the Little Taiwanese.
That is the man who was accused of
fixing two figure-skating events in
the 2002 Winter Olympics in Salt
Lake City. The scandal wound down
when an Italian court declined to ex-
tradite him to the United States; he
never stood trial.

Mr. Chernoy resurfaced this
month to haunt Mr. Deripaska’s ef-
forts to present Rusal to internation-
al capital markets by pressing his
claim that he owns 20 percent of
Rusal based on a buyout deal in 2000.
He has hinted darkly that he will sue. 

“Now all creditors, potential buy-
ers of stock and eurobonds in Rusal
or Basic Element should know,” Mr.
Chernoy said, according to Vedomos-
ti. “Deripaska didn’t settle his obliga-
tions with former partners, and by
all appearances, doesn’t plan to.” 

Separately, Rusal is battling a law-
suit in a London court over control of
the profits from one of the former So-
viet Union’s largest smelters, the Ta-
jikistan Aluminum Plant. The case is
being watched as a test of Rusal’s
contemporary business practices. 

In the suit, former managers of the
factory accused Mr. Deripaska of en-
listing the support of a brother-in-law
of the president of Tajikistan to take
over the smelter’s offshore trading
business in 2004 — winning control of
the cash flow through a British Vir-

gin Islands company, CDH. 
In a ruling last month, the London

judge dropped Mr. Deripaska from
the suit but ruled that Rusal must go
to trial, according to Shakir Anveral-
ly, a lawyer at Clyde & Company, the
law office handling the claim. 

Mr. Deripaska, in an interview, de-
clined to discuss litigation against
Rusal. “We had problems; we solved
them,” he said simply. 

FEW Russian oligarchs spring
from as humble a past as Mr.
Deripaska does. Raised by his

grandparents on a tiny farm in
southern Russia, sheer ambition pro-
pelled him into the dangerous swirl
of post-Soviet business dealings.

Despite his modest upbringing, he
enrolled in the theoretical physics
department of the prestigious Mos-
cow State University. In an interview
in a Russian magazine from 2003,
Mr. Deripaska said he returns to his
grandparents’ home once a year or
so, sometimes climbing into the
branches of a cherry tree in the yard,
in what he called a peaceful and “re-
storative” retreat.

Mr. Deripaska was just 26 when he
landed as the director of the Sayansk
Aluminum Factory, a Siberian
smelter, having used his earnings
from commodity trading to buy a
large stake in the company during
the pell-mell privatizations of the
early 90’s. He somehow survived the
bloodbath that accompanied the pri-
vatization of the industry, where con-
tract murders, savage beatings and
general lawlessness were common.

Within a year of his appointment in
1994, for example, Mr. Deripaska’s

financial director survived an at-
tempt on his life in Moscow, appar-
ently by a hired killer. The director
of a Rusal smelter nearby in Krasno-
yarsk quit after being beaten nearly
to death in the entryway to his apart-
ment. Later, another factory direc-
tor was accused of ordering the as-
sassination of a Siberian governor.

So lawless was Siberia that one
aluminum factory changed hands lit-
erally with a keystroke, when one
large shareholder was deleted from
a database of owners and had little
recourse in the powerless courts.

Mr. Deripaska never faced any
criminal charges during that period,
though Mr. Zhivilo and others who
worked with him have been charged. 

In the struggle that came to be
known as the Aluminum Wars, Mr.
Deripaska first allied himself with a
British metals trading group, Trans-
World, as a protégé of Mikhail Cher-
noy, the Siberian deal maker now liv-
ing in self-imposed exile in Israel.
The partnership soured in 2000, lead-
ing to Mr. Chernoy’s threat to sue.

Questions over Mr. Deripaska’s
role in the Aluminum Wars led the
State Department to deny him a visa
until last year, after he mounted a
high-level lobbying effort in Wash-
ington to have the restriction lifted.
Still, concerns about his business
reputation may hobble his ambition
to surpass Alcoa by 2013, a goal stat-
ed in Rusal’s promotional brochures.

Mr. Deripaska’s own analysis of
how he won the Aluminum Wars of-
fers a hint to his larger, global strat-
egy in the industry today. He said
that owning a monopoly on supplies
of the raw ingredient for aluminum

— alumina, or refined bauxite — let
him force rivals out of business.

Rusal’s purchases of bauxite
mines outside of Russia, including its
one in Guyana on the Caribbean last
spring, have alarmed even its big-
gest competitors, including Alcoa
and the aluminum division of Norsk
Hydro of Norway. Both have deals to
cooperate with Rusal in Russia.

Mr. Deripaska said his strategy to
win business from competitors rests
primarily on one advantage: cheap
electricity from hydropower in Sibe-
ria. That power cannot be exported
via high-tension cables because it is
too remote; instead, it is used in alu-
minum smelters.

“It’s like a physics equation,” he
said, writing off competitors who use
smelters in the United States that
have already closed because of high
energy costs. “If a country imports
energy or energy-related products, it
means the country will not be able to
produce aluminum.”

Mr. Deripaska has other advan-
tages in Russia. His marriage to
Polina V. Yumasheva, the daughter
of a presidential speech writer to
President Yeltsin, Valentin Yumash-
ev, was the closest to a dynastic wed-
ding in the new Russia. 

The couple met at the house of Mr.
Abramovich, then Mr. Deripaska’s
business partner. Eighteen months
after they were married, Mr.
Yumashev married Mr. Yeltsin’s
daughter Tatyana, making Polina
the step-granddaughter of Mr. Yel-
tsin — and Mr. Deripaska a member
of the Yeltsin family through mar-
riage. He and Polina have two chil-
dren, Pyotr and Marina. 

Whether this helps or harms him
now under Mr. Putin, Mr. Deripaska
would not say. While the oligarchs
were cozy with the government un-
der Mr. Yeltsin, Mr. Deripaska noted
that his marriage “happened after
Yeltsin already resigned.” 

In one sign of his good standing,
however, the Russian government
short-listed Rusal’s proposal to com-
plete a huge Soviet-era Siberian hy-
dropower plant and aluminum
smelter using cut-rate loans from the
national petroleum windfall fund.
Critics have characterized the loan
program as just another money tree
for the oligarchs. 

Mr. Deripaska is distinguished
from the other oligarchs by his un-
likely rise from manager to owner.
While other aspiring Russian billion-
aires made their seed money largely
in currency speculation, Mr. Deri-
paska got his start by working long
hours on the shop floor of a smelter
in the remote Siberian city of Sa-
yansk. There he sometimes slept be-

side the electrolytic furnaces, ac-
cording to Yulia Latynina, a com-
mentator on the radio station Echo of
Moscow who has written widely on
the lives and business strategies of
the oligarchs. 

Others among the Russian super-
rich were propelled into the ranks of
billionaires by a single event, a
rigged series of selloffs in 1995 called
“loans for shares” that were among
the most egregious abuses of privati-
zation in the former East bloc. Mr.
Khodorkovsky, for instance, bought a
whole oil company, Yukos, off the
shelf for $300 million — and perhaps
paid much less. Only later did he
muscle out minority shareholders,
like the American industrialist Ken-
neth Dart.

Mr. Deripaska, in contrast, wove
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Mr. Deripaska said. Integration with
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General Electric. That was your his-
tory 70 years ago. It can disappear
overnight in one transaction when a
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maybe philanthropists.” Ø

Out of Siberia 

Dmitry Astakhov/Presidential Press Service/Itar-Tass, via Associated Press

President Vladimir Putin of Russia, left, meeting with Oleg Deripaska near Moscow earlier this month.

Alexei Boitsov/Bloomberg News

Mr. Deripaska, left, and Roman Abramovich, at the Kremlin in March,
are fellow oligarchs whose huge fortunes invite comparison. 
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is changing and we are a part of the
change.”

Putnam has seen its share of prob-
lems and questionable practices in
the past, including improper trading
by some of its own fund managers.
Taking a pro-shareholder approach,
Mr. Hill is earning back investor
trust.

The policy and nominating com-
mittee of the Putnam Funds’ board
devoted a good deal of time to devel-
oping its governance criteria and ap-
plying them to proxy votes, Mr. Hill
said. Putnam’s focus has been on di-
rector independence, executive com-
pensation, and shareholder propos-
als that have been approved by a ma-
jority of owners but have still not
been put into effect by companies.

On compensation, Putnam’s trus-
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the chief executives of Countrywide
Financial, the big lending concern;
Herley Industries, a military con-
tractor that was indicted earlier this
year by the Justice Department, ac-
cused of overcharging the govern-
ment; Home Depot, the home im-
provement retailer; Jones Apparel,
a clothing maker; and Pfizer, the na-
tion’s largest drug company.

Mr. Hill sent the letters in May,
June and July, after voting. He said
the board wanted the executives to
understand the fund company’s
stance and to engage them in dia-

logue. “I thought we would hear from
all of them,” he said.
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to an entity that represents thou-
sands of their hard-working, hoping-
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So what happened on Thursday?
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Home Depot called Mr. Hill’s assist-
ant to say that she was not aware
that a response to the letter was ex-
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gize for not responding to his letter
and for having to learn from a re-
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said that company officials met with
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Mr. Nardelli’s failure to respond to
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viewed by Pfizer management and
approved by the board. It was “pre-
pared for mailing and we believed
the letter had been sent,” a spokes-
man said on Friday. The company
also said it apologized to Putnam and
has “now sent the letter.”

A Jones Apparel spokeswoman

said the company had no record of
having received a letter from Put-
nam. Now that it has been brought to
the company’s attention, she said, it
plans to answer it.

Officials at Countrywide and Her-
ley did not return phone calls.

Shareholders are accustomed to
getting the silent treatment from
United States companies, said Colin
S. Melvin, director of corporate gov-
ernance for the Hermes Group,
which manages Britain’s largest
pension and has $100 billion in assets.
His organization votes proxies at
3,500 companies worldwide. “In all
cases where we oppose resolutions
proposed by company management
we contact the company to let them
know what we’re doing,” he said.

Companies based in Britain “will
invariably answer letters we send to
them and seek out our opinions
ahead of time,” he added. And in the
United States? “We do from time to
time hear back,” he said, “but they
are generally less responsive.” 

MR. MELVIN said that United
States laws and practices
made it more difficult for

shareholders to work with compa-
nies to improve governance. First,
shareholder proposals that win a ma-
jority of support at British compa-
nies must be put into effect; such
proposals in the United States can be
— and are — routinely ignored by
management. And directors can ac-
tually lose elections in Britain, which
they cannot do here.

“Globally, the U.S. is probably one
of the most difficult environments to
work in,” Mr. Melvin said.

But companies care about their
shareholders, we are told. Ours is the
ownership society, after all.

Sure. And the customer always
comes first. And your call is impor-
tant to us. Ø

Belated Apologies in Proxy Land

Kate Cosby for The New York Times

John A. Hill of Putnam; he wrote
letters and kept awaiting answers.
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By JEREMY W. PETERS and JULIE BOSMAN

DEARBORN, Mich.

IN the gift shop of the Henry Ford Museum, just steps away
from the brightly painted city bus that Rosa Parks defiantly
rode into history books 51 years ago, there are tributes of a

very different sort to the woman who helped tear down the walls
of racial segregation in America.

A T-shirt bearing an image of Bus 2857 from Montgomery,
Ala., will set you back $24. For a mere $4.99, you can buy a refrig-
erator magnet with a picture of the bus. A poster of the famous, al-
beit staged, 1956 photo by United Press International of Mrs.
Parks sitting in front of a white man on a different bus goes for
$16. The word “Destiny” is written above the photo.

There are no fewer than five biographies of Mrs. Parks on
sale in the gift shop, including a glossy hardcover picture book
and a small paperback, “Don’t Know Much About Rosa Parks.”

And as far as Rosa Parks memorabilia goes, this is the taste-
ful stuff. 

On eBay, one seller recently offered commemorative dog
tags with her picture for $5.99, not including shipping. Also for sale
online were a dishwasher-safe coffee cup bearing a likeness of
Mrs. Parks — $11.21, shipping included — and an 8-by-10-inch pho-
to of her in an open coffin after her death in October last year.
“The rarest photograph of all,” boasted the caption on this $10
snapshot. The cemetery in Detroit where Mrs. Parks is buried re-
cently raised prices for crypts near her grave to $60,000 from
about $45,000. 

Rosa Parks — civil rights symbol in life, marketing phenom-
enon in death — has become the centerpiece of the kind of posthu-
mous peddling usually associated with athletes and Hollywood
stars. While licensing experts estimate the current value of sell-
ing Mrs. Parks’s image at only six figures a year, they say that
over time millions of dollars will be made by those who control
her likeness. Mrs. Parks’s courage and standing have also made
her one of the few recent African-American political figures,
along with the Rev. Dr. Martin Luther King Jr. and Malcolm X,
whose image can generate handsome profits.

While the likenesses of historical and political figures, from
George Washington to Ronald Reagan, are commonly plastered
on all sorts of knickknacks, milking the image of Mrs. Parks of-

A Ride
To Glory,

Or Market?
Rosa Parks Won a Fight,
But Left a Licensing Rift

Old photographs of Rosa Parks, some
on knickknacks, are available on eBay.
The city bus where she took a stand is

memorialized on a shirt, a plastic
model and a magnet sold at a museum.

Continued on Page 7

Fabrizio Costantini for The New York Times (images with bus)

Rosa Parks in 1999, when she was
awarded a Congressional Gold Medal
in recognition of her role in advancing
civil rights. Her image has become a

popular marketing tool.

William Philpott/Reuters
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OVERSEEING more than $1 trillion in investor as-
sets, Fidelity Management and Research has the
crucial job of casting hundreds of thousands of

votes on its clients’ behalf at annual shareholder meet-
ings each year. Those votes — more than 350,000 in the
most recent 12 months — give the nation’s largest mutu-
al fund company great power over corporate executives
and directors. 

How Fidelity uses that clout, which derives from
other people’s money, is a question that can only be an-
swered each fall, after Fidelity files its proxy votes with

regulators and posts them on its Web site. 
It is not easy to plow through those votes. But it is

an important exercise for any client who wants to know
whether Fidelity is using his or her investment stake to
simply maintain the status quo in the boardroom — or
instead is advancing shareholder issues like executive
and director accountability and executive pay.

Alas, data for the 12 months ended June 30 show
that Fidelity likes things just the way they are: cozy,
with no apple carts tipped. Fidelity sided with corporate
management and directors in 92.5 percent of its votes

and supported 99 percent of the directors whom man-
agement nominated. On shareholder proposals intended
to give investors more say in board elections or to limit
executive or director pay, Fidelity repeatedly voted
“no.” 

“Generally, the idea is to vote along the line of what
we think best serves the shareholders’ interests,” ex-
plained Robert M. Gates, chairman of the independent
trustees at Fidelity, who oversee the proxy voting. “If
you have a majority independent board at a company, 

Fidelity, Staunch Defender of the Status Quo

Continued on Page 4

GRETCHEN MORGENSON 
FAIR GAME

By ALEXEI BARRIONUEVO
DECATUR, Ill.

BACK in 1999, when she was the head of refining at
Chevron, Patricia A. Woertz told a group of ener-
gy officials that it was “time to stop mixing agri-

cultural policy with fuels policy.”
In that same speech, at a fuels conference in Wash-

ington, Ms. Woertz also publicly expressed worry about
the “unintended consequences” of a federal mandate re-
quiring the use of corn-based ethanol in gasoline.

Today Ms. Woertz is standing on the other side of
the gasoline debate, wholeheartedly supporting the
growth of ethanol, the fuel the oil industry loves to hate
but has had to learn to live with. In May, she took over as
the chief executive of Archer Daniels Midland, the giant
agricultural company that also happens to be the big-
gest ethanol producer in the country.

A.D.M. spent nearly three decades pushing re-
lentlessly for the use of ethanol in gasoline, lobbying
Congress and the White House and rousing farmers. But
only in the last few years, amid record-high oil prices
and government mandates to use ethanol, has this clear,
colorless fuel — a form of ethyl alcohol — finally begun
to catch on, transforming it from a dream into almost a
religion in the Midwestern states that produce corn.

Ethanol has been a boon to A.D.M.’s fortunes, help-
ing it to achieve record earnings last year of $1.3 billion
on sales of $36.6 billion. While the company does not
break down the sources of its profit, analysts say etha-
nol could make up 40 percent of A.D.M.’s net income in
fiscal 2007, about double what it meant to the company 

A Bet on Ethanol, With a Convert at the Helm

Kristen Schmid Schurter for The New York Times

Patricia A. Woertz, the chief executive of Archer Daniels Midland, promotes corn-based ethanol’s potential.Continued on Page 8
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then it is really up to the board to de-
cide what’s in the shareholders’ best
interests on the issues.”

While Fidelity’s clients may or
may not agree with Mr. Gates that
most of corporate America is operat-
ing in the best interests of its stock-
holders, Fidelity, the fund giant
based in Boston, certainly voted its
investors’ shares as if that were the
case. 

For example, Fidelity voted
against a shareholder
proposal at Prudential
Financial that would
have required share-
holder approval for ex-
ecutive severance pay-
ments exceeding 2.99
times that person’s sala-
ry and bonus. The fund
company sided with
management, which
said its severance plans
were appropriate.

Fidelity also voted
against proposals at
Newmont Mining, Raytheon and
Union Pacific that would have re-
quired separating the positions of
chairman and chief executive at the
companies. And the fund giant op-
posed proposals that appeared on the
ballot at a throng of companies — in-
cluding Wal-Mart Stores, Wyeth, Ve-
rizon Communications, Occidental
Petroleum and KLA-Tencor — that
would have required directors to re-
ceive support from a majority of
shares cast to win election. 

All of these proposals were sup-
ported by Glass, Lewis & Company,
an independent proxy advisory serv-
ice in San Francisco. So-called ma-
jority-vote proposals received con-
siderable support from shareholders
in 2006 and many companies have
adopted such measures.

“It is disappointing that there is
such consistency in the way that mu-
tual funds vote with management
more than 9 out of 10 times, even on
what you would think would be basic
corporate governance items like ma-
jority votes for directors,” said Paul
Hodgson, senior research associate
at the Corporate Library, an inde-
pendent research firm in Portland,
Me. “It’s obvious that the fund man-
agers are not asking nor listening to,
if they get any answers, the way that
other individual shareholders or con-
cerned institutions are voting their
shares.”

When asked to provide statistics
on the percentage of Fidelity’s total

votes that supported management on
proposals or director nominees, Vin-
cent Loporchio, a company spokes-
man, declined to comment. He said
Fidelity prefers to report its record
in the context of the number of meet-
ings at which it cast votes, saying Fi-
delity voted “contrary to one or more
of management’s recommended
votes at 31 percent of all U.S. compa-
ny meetings at which we cast votes.”

It is also Fidelity policy not to dis-
cuss specific votes. But both its over-

whelming support for di-
rectors and its general
opposition to sharehold-
er proposals are consis-
tent with proxy voting
guidelines posted on Fi-
delity’s Web site. 

For example, Fidelity
says it will generally
vote for incumbent di-
rectors and nominees
except when they “clear-
ly appear to have failed
to exercise reasonable
judgment.” It also says it

typically opposes majority-vote pro-
posals for directors.

Fidelity will oppose anti-takeover
provisions proposed by manage-
ment, moves to increase a compa-
ny’s stock by at least three times the
amount outstanding, and stock plans
that dilute existing shareholders’
stakes at large companies by more
than 10 percent over the life of the
plan, among other things. 

That Fidelity sides with corporate
executives on many governance is-
sues does not surprise some share-
holder activists, who point out that
the company generates enormous
profits as an administrator or trus-
tee of corporate retirement plans.
That may put Fidelity in the position
of trying to serve two masters.

And even though escalating execu-
tive compensation disturbs many
shareholders, it may not concern Fi-
delity’s well-paid fund managers and
wealthy executives. With a net worth
of $7.5 billion as estimated by Forbes
magazine, Edward C. Johnson III,
Fidelity’s chief executive, may not
be as worried as other Americans
about outsized executive pay reduc-
ing his retirement account returns.
Nevertheless, Fidelity’s pro-man-
agement stance troubles some who
say the firm is abdicating a crucial
watchdog role in boardrooms and
corner offices across America. 

“We expect money managers to
think and vote like interested owners
of the shares they manage,” said

Frederick E. Rowe Jr., president of
Investors for Director Accountabil-
ity, a shareholder group in Dallas.
“Sadly our experience is that most
money managers seem to think and
vote their own somewhat conflicted
interests as money managers. Fidel-
ity is no exception.”

Mr. Loporchio, the Fidelity spokes-
man, denied that conflicts play a role
in the company’s votes. “The guide-
lines require that all voting be done
without regard to any other Fidelity
companies’ relationships, business
or otherwise, with that company,” he
said in a statement. He said Fidelity
voted against the management of
“key clients” more often than it did
against “non-key clients.”

Mr. Gates of Fidelity’s trustee
group said the company voted
against 30 percent of management
proposals this year at corporations
that are retirement account clients.
He added that Fidelity’s board of
trustees revised its proxy guidelines
in February to address potential con-
flicts of interest that its huge retire-
ment account operations might pose. 

Fidelity now requires its independ-
ent trustees to monitor any vote that
departs from company guidelines
and involves a client of the firm’s re-
tirement account operations. 

Fidelity voted against manage-
ment most often on proposals involv-
ing employee stock compensation
plans, he said. “My recollection is
they voted against 55 percent of the
proposals last year and that number
would have been more like two-
thirds but Fidelity entered into nego-
tiations to persuade the companies to
conform to our guidelines,” he said. 

As chairman of the Fidelity trus-
tees, Mr. Gates monitors 328 funds
and was paid $373,000 last year, ac-
cording to regulatory documents. He
juggles fund oversight with his job as
president of Texas A&M University. 

He is also a director at Nacco In-
dustries Parker Drilling and Brinker
International. He was director of the
Central Intelligence Agency from
1991 to 1993 and joined Fidelity’s
board in 1997. 

Some money managers say that it
is only appropriate to side with man-
agement of companies whose shares
you own and believe in. And they say
that it is not a money manager’s job
to try to run the companies they own. 

But fund managers have a fiducia-
ry duty to put investor clients’ inter-
ests ahead of their own. And a trou-
bling sign of Fidelity’s approach to
this duty emerged at a private meet-

ing last May among financial firms
and members of Congress; it was
held after a hearing of the House
Government Reform Committee’s
subcommittee on regulatory affairs.
According to two participants at the
meeting, proposals were discussed
that would weaken the Sarbanes-
Oxley law, which requires compa-
nies to have adequate internal con-
trols and make executives account-
able for financial disclosures.

MANY corporations have been
critical of the law since it
was enacted in 2002. Accord-

ing to the two participants at the
May meeting, Fidelity’s representa-
tive was willing to go along with ef-
forts to water down Sarbanes-Oxley
— if, in exchange, the fund company
would receive an exemption from a
section of the law, known as 302, that
requires chief executives to attest to
the reliability of their companies’ fi-
nancial reports. Fidelity has long ob-
jected to this provision, arguing that
such certification is onerous and un-
necessary because the mutual fund
industry already has laws that moni-
tor corporate governance issues.

Calling this account of the meeting
inaccurate, Mr. Loporchio said: “We
have had concerns about the require-
ment that thousands of mutual fund
filings be certified. We have other-
wise taken no position on the certifi-
cation requirement related to public
companies.” 

Nothing was decided at the meet-
ing. But it would sure be disappoint-
ing if the nation’s largest fund com-
pany was on board for weakening
this pro-investor law. Ø

Defender of the Status Quo

Associated Press

Robert M. Gates, chairman of Fi-
delity’s independent trustees.

Fidelity
votes with
management
92.5 percent
of the time. 

Continued From Page 1

LITTLE old ladies and leveraged
buyouts rarely appear in the
same sentence. 

But some retirement funds are
quietly beginning to plow billions of
dollars of those ladies’ pensions di-
rectly into supersized takeover
deals, joining with — and in some
cases even sidestepping — private
equity funds.

While pension funds have long
doled out money to private equity
firms to invest for them in deals,
some funds are increasingly looking
to play the role of Henry R. Kravis
instead of the passive investor. 

Pension funds, including Caisse de
Dépôt et Placement du Québec,
which manages Quebec’s state pen-
sion money, are directly bidding in
auctions as part of consortiums. The
Caisse and its group recently won the
auction for BAA, the operator of
Heathrow and Gatwick airports in
England, for $18.9 billion.

In other cases, pension funds are
investing billions directly in buyouts
after private equity firms strike a
deal to buy a company. The Black-
stone Group, for example, is trying to
raise more than $1 billion from pen-
sion funds and others to invest di-
rectly in the $17.6 billion takeover of
Freescale Semiconductor that it led
with the Carlyle Group, Permira and
the Texas Pacific Group. 

That is on top of the $15.6 billion
megafund that it just raised for
buyouts and in addition to the nearly
$5 billion that the consortium will in-
vest from their funds. 

Why are pension funds becoming
more aggressive? Many are under
pressure to produce higher returns
to make up for years of underfund-
ing. Hedge funds had been the great
hope of many retirement plans, but
they have been yielding much less
lately. And some big funds, like Ama-
ranth Advisors, are blowing up and
going out of business entirely.

But the real driving force for di-
rect investments lies in the opportu-
nity to make private-equity-like re-
turns without having to pay enor-
mous fees: typically, a 1 percent or 2
percent management fee and 20 per-
cent of all the profits.

Private equity firms often offer
some investors a chance to invest di-
rectly in deals without some fees as a
carrot to persuade them to invest in
other funds that do carry fees.

Direct investments also allow pen-
sion funds the opportunity to invest
large chunks of money quickly.

Worryingly, there is also a person-
al incentive for pension managers:
some pension funds offer their man-
agers a small piece of these deals —
as if they were private equity execu-
tives — since they do not have to pay
big fees to the private equity firms.

While direct investment strategies
may be successful for some of the
largest pension funds, smaller, less
experienced funds are beginning to
talk about following suit.

If pension funds and other invest-
ors continue to increase the size of di-
rect investments, it could eventually
spell the end of the private equity
consortiums. Private equity firms
typically team up with other firms
only because they have to: they need
the cash to finance ever-larger deals.
As one private equity executive said
to me: “Who wants to put up with the
aggravation of a consortium of my
competitors when I can just get the
money from my limited partners?”

THE real question is whether
pension fund managers are
good at managing private equi-

ty. Henri-Paul Rousseau, C.E.O. of
the Caisse, said in some cases he had
his doubts. “If you don’t have experi-
ence, you can have a big problem,”
he said. “Nobody walks on water.”

Some fund managers have terrific
financial acumen, of course, but oth-
ers are clearly less deft. Just witness
the crisis at the San Diego County
pension fund, which invested mil-
lions with Amaranth Advisors. And
then there is competition for talent.

“We do offer decent pay, but it’s
not what you’d get at K.K.R.,” Mr.
Rousseau said.

While many pension funds use out-
side bankers and consultants for ad-
vice, most still rely on the due dili-
gence of the private equity firms. 

There is also the issue of diversify-
ing risk. One reason that limited
partners invest in funds — and often
many different funds — is to diversi-
fy their risk. By making direct in-
vestments it would be much harder
to achieve the same type of diversity
unless you have a huge fund with
many direct investments. 

“Is it a good thing or a bad thing?”
Mr. Rousseau said. “I don’t know.” Ø

ANDREW ROSS SORKIN
DEALBOOK

A New Pension Game
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then it is really up to the board to de-
cide what’s in the shareholders’ best
interests on the issues.”

While Fidelity’s clients may or
may not agree with Mr. Gates that
most of corporate America is operat-
ing in the best interests of its stock-
holders, Fidelity, the fund giant
based in Boston, certainly voted its
investors’ shares as if that were the
case. 

For example, Fidelity voted
against a shareholder
proposal at Prudential
Financial that would
have required share-
holder approval for ex-
ecutive severance pay-
ments exceeding 2.99
times that person’s sala-
ry and bonus. The fund
company sided with
management, which
said its severance plans
were appropriate.

Fidelity also voted
against proposals at
Newmont Mining, Raytheon and
Union Pacific that would have re-
quired separating the positions of
chairman and chief executive at the
companies. And the fund giant op-
posed proposals that appeared on the
ballot at a throng of companies — in-
cluding Wal-Mart Stores, Wyeth, Ve-
rizon Communications, Occidental
Petroleum and KLA-Tencor — that
would have required directors to re-
ceive support from a majority of
shares cast to win election. 

All of these proposals were sup-
ported by Glass, Lewis & Company,
an independent proxy advisory serv-
ice in San Francisco. So-called ma-
jority-vote proposals received con-
siderable support from shareholders
in 2006 and many companies have
adopted such measures.

“It is disappointing that there is
such consistency in the way that mu-
tual funds vote with management
more than 9 out of 10 times, even on
what you would think would be basic
corporate governance items like ma-
jority votes for directors,” said Paul
Hodgson, senior research associate
at the Corporate Library, an inde-
pendent research firm in Portland,
Me. “It’s obvious that the fund man-
agers are not asking nor listening to,
if they get any answers, the way that
other individual shareholders or con-
cerned institutions are voting their
shares.”

When asked to provide statistics
on the percentage of Fidelity’s total

votes that supported management on
proposals or director nominees, Vin-
cent Loporchio, a company spokes-
man, declined to comment. He said
Fidelity prefers to report its record
in the context of the number of meet-
ings at which it cast votes, saying Fi-
delity voted “contrary to one or more
of management’s recommended
votes at 31 percent of all U.S. compa-
ny meetings at which we cast votes.”

It is also Fidelity policy not to dis-
cuss specific votes. But both its over-

whelming support for di-
rectors and its general
opposition to sharehold-
er proposals are consis-
tent with proxy voting
guidelines posted on Fi-
delity’s Web site. 

For example, Fidelity
says it will generally
vote for incumbent di-
rectors and nominees
except when they “clear-
ly appear to have failed
to exercise reasonable
judgment.” It also says it

typically opposes majority-vote pro-
posals for directors.

Fidelity will oppose anti-takeover
provisions proposed by manage-
ment, moves to increase a compa-
ny’s stock by at least three times the
amount outstanding, and stock plans
that dilute existing shareholders’
stakes at large companies by more
than 10 percent over the life of the
plan, among other things. 

That Fidelity sides with corporate
executives on many governance is-
sues does not surprise some share-
holder activists, who point out that
the company generates enormous
profits as an administrator or trus-
tee of corporate retirement plans.
That may put Fidelity in the position
of trying to serve two masters.

And even though escalating execu-
tive compensation disturbs many
shareholders, it may not concern Fi-
delity’s well-paid fund managers and
wealthy executives. With a net worth
of $7.5 billion as estimated by Forbes
magazine, Edward C. Johnson III,
Fidelity’s chief executive, may not
be as worried as other Americans
about outsized executive pay reduc-
ing his retirement account returns.
Nevertheless, Fidelity’s pro-man-
agement stance troubles some who
say the firm is abdicating a crucial
watchdog role in boardrooms and
corner offices across America. 

“We expect money managers to
think and vote like interested owners
of the shares they manage,” said

Frederick E. Rowe Jr., president of
Investors for Director Accountabil-
ity, a shareholder group in Dallas.
“Sadly our experience is that most
money managers seem to think and
vote their own somewhat conflicted
interests as money managers. Fidel-
ity is no exception.”

Mr. Loporchio, the Fidelity spokes-
man, denied that conflicts play a role
in the company’s votes. “The guide-
lines require that all voting be done
without regard to any other Fidelity
companies’ relationships, business
or otherwise, with that company,” he
said in a statement. He said Fidelity
voted against the management of
“key clients” more often than it did
against “non-key clients.”

Mr. Gates of Fidelity’s trustee
group said the company voted
against 30 percent of management
proposals this year at corporations
that are retirement account clients.
He added that Fidelity’s board of
trustees revised its proxy guidelines
in February to address potential con-
flicts of interest that its huge retire-
ment account operations might pose. 

Fidelity now requires its independ-
ent trustees to monitor any vote that
departs from company guidelines
and involves a client of the firm’s re-
tirement account operations. 

Fidelity voted against manage-
ment most often on proposals involv-
ing employee stock compensation
plans, he said. “My recollection is
they voted against 55 percent of the
proposals last year and that number
would have been more like two-
thirds but Fidelity entered into nego-
tiations to persuade the companies to
conform to our guidelines,” he said. 

As chairman of the Fidelity trus-
tees, Mr. Gates monitors 328 funds
and was paid $373,000 last year, ac-
cording to regulatory documents. He
juggles fund oversight with his job as
president of Texas A&M University. 

He is also a director at Nacco In-
dustries Parker Drilling and Brinker
International. He was director of the
Central Intelligence Agency from
1991 to 1993 and joined Fidelity’s
board in 1997. 

Some money managers say that it
is only appropriate to side with man-
agement of companies whose shares
you own and believe in. And they say
that it is not a money manager’s job
to try to run the companies they own. 

But fund managers have a fiducia-
ry duty to put investor clients’ inter-
ests ahead of their own. And a trou-
bling sign of Fidelity’s approach to
this duty emerged at a private meet-

ing last May among financial firms
and members of Congress; it was
held after a hearing of the House
Government Reform Committee’s
subcommittee on regulatory affairs.
According to two participants at the
meeting, proposals were discussed
that would weaken the Sarbanes-
Oxley law, which requires compa-
nies to have adequate internal con-
trols and make executives account-
able for financial disclosures.

MANY corporations have been
critical of the law since it
was enacted in 2002. Accord-

ing to the two participants at the
May meeting, Fidelity’s representa-
tive was willing to go along with ef-
forts to water down Sarbanes-Oxley
— if, in exchange, the fund company
would receive an exemption from a
section of the law, known as 302, that
requires chief executives to attest to
the reliability of their companies’ fi-
nancial reports. Fidelity has long ob-
jected to this provision, arguing that
such certification is onerous and un-
necessary because the mutual fund
industry already has laws that moni-
tor corporate governance issues.

Calling this account of the meeting
inaccurate, Mr. Loporchio said: “We
have had concerns about the require-
ment that thousands of mutual fund
filings be certified. We have other-
wise taken no position on the certifi-
cation requirement related to public
companies.” 

Nothing was decided at the meet-
ing. But it would sure be disappoint-
ing if the nation’s largest fund com-
pany was on board for weakening
this pro-investor law. Ø

Defender of the Status Quo

Associated Press

Robert M. Gates, chairman of Fi-
delity’s independent trustees.

Fidelity
votes with
management
92.5 percent
of the time. 
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LITTLE old ladies and leveraged
buyouts rarely appear in the
same sentence. 

But some retirement funds are
quietly beginning to plow billions of
dollars of those ladies’ pensions di-
rectly into supersized takeover
deals, joining with — and in some
cases even sidestepping — private
equity funds.

While pension funds have long
doled out money to private equity
firms to invest for them in deals,
some funds are increasingly looking
to play the role of Henry R. Kravis
instead of the passive investor. 

Pension funds, including Caisse de
Dépôt et Placement du Québec,
which manages Quebec’s state pen-
sion money, are directly bidding in
auctions as part of consortiums. The
Caisse and its group recently won the
auction for BAA, the operator of
Heathrow and Gatwick airports in
England, for $18.9 billion.

In other cases, pension funds are
investing billions directly in buyouts
after private equity firms strike a
deal to buy a company. The Black-
stone Group, for example, is trying to
raise more than $1 billion from pen-
sion funds and others to invest di-
rectly in the $17.6 billion takeover of
Freescale Semiconductor that it led
with the Carlyle Group, Permira and
the Texas Pacific Group. 

That is on top of the $15.6 billion
megafund that it just raised for
buyouts and in addition to the nearly
$5 billion that the consortium will in-
vest from their funds. 

Why are pension funds becoming
more aggressive? Many are under
pressure to produce higher returns
to make up for years of underfund-
ing. Hedge funds had been the great
hope of many retirement plans, but
they have been yielding much less
lately. And some big funds, like Ama-
ranth Advisors, are blowing up and
going out of business entirely.

But the real driving force for di-
rect investments lies in the opportu-
nity to make private-equity-like re-
turns without having to pay enor-
mous fees: typically, a 1 percent or 2
percent management fee and 20 per-
cent of all the profits.

Private equity firms often offer
some investors a chance to invest di-
rectly in deals without some fees as a
carrot to persuade them to invest in
other funds that do carry fees.

Direct investments also allow pen-
sion funds the opportunity to invest
large chunks of money quickly.

Worryingly, there is also a person-
al incentive for pension managers:
some pension funds offer their man-
agers a small piece of these deals —
as if they were private equity execu-
tives — since they do not have to pay
big fees to the private equity firms.

While direct investment strategies
may be successful for some of the
largest pension funds, smaller, less
experienced funds are beginning to
talk about following suit.

If pension funds and other invest-
ors continue to increase the size of di-
rect investments, it could eventually
spell the end of the private equity
consortiums. Private equity firms
typically team up with other firms
only because they have to: they need
the cash to finance ever-larger deals.
As one private equity executive said
to me: “Who wants to put up with the
aggravation of a consortium of my
competitors when I can just get the
money from my limited partners?”

THE real question is whether
pension fund managers are
good at managing private equi-

ty. Henri-Paul Rousseau, C.E.O. of
the Caisse, said in some cases he had
his doubts. “If you don’t have experi-
ence, you can have a big problem,”
he said. “Nobody walks on water.”

Some fund managers have terrific
financial acumen, of course, but oth-
ers are clearly less deft. Just witness
the crisis at the San Diego County
pension fund, which invested mil-
lions with Amaranth Advisors. And
then there is competition for talent.

“We do offer decent pay, but it’s
not what you’d get at K.K.R.,” Mr.
Rousseau said.

While many pension funds use out-
side bankers and consultants for ad-
vice, most still rely on the due dili-
gence of the private equity firms. 

There is also the issue of diversify-
ing risk. One reason that limited
partners invest in funds — and often
many different funds — is to diversi-
fy their risk. By making direct in-
vestments it would be much harder
to achieve the same type of diversity
unless you have a huge fund with
many direct investments. 

“Is it a good thing or a bad thing?”
Mr. Rousseau said. “I don’t know.” Ø
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HERE’S hoping that Hank McKinnell, the for-
mer chief executive of Pfizer, chose a giant
Sequoia for his Christmas tree this year, be-

cause there is no way he could fit the $200 million
gift that his old board gave him a few days ago un-
der a mere Fraser fir. 

Since Pfizer dumped Mr. McKinnell last July,
we have been awaiting the details of his severance
arrangement. We guessed it would be dizzying —
his pension alone had been estimated at $83 million.

But after the company said late last Thursday
that the terms of the package would soon emerge —
on a day when shareholders, distracted by holiday
shopping, might not notice — we knew the amount
would be odious. 

Here’s how Mr. McKinnell’s $200 million pack-
age adds up. First is his pension of about $6.65 mil-
lion a year for as long as he lives. The company es-
timates its value at $82.3 million. Sweet.

Next comes $78 million in deferred compensa-
tion, which includes $67 million in pay that Mr.
McKinnell has set aside over the years. Then there
is an estimated $18.3 million in performance-based

shares. Given Pfizer’s re-
cent results, perhaps it
would be more accurate if
these were identified as
failure-based shares. 

Tack on $12 million in
severance, vested stock
grants worth $5.8 million
and a $2.15 million bonus
and Mr. McKinnell has all
the makings of a very,
merry Christmas. But
that’s not all. 

Mr. McKinnell, 63,
also received $576,573
worth of medical, dental
and life insurance as well

as the unspecified value of continued medical and
dental coverage under Pfizer’s retiree plans for
him and his partner, Joanna Slonecka. Included in
this pot is the cost of financial counseling pro-
grams. (Maybe he can dip into that amount to help
line up some therapy for Pfizer’s board.)

The most curious figure of all, though, is
$305,644 — rounded up to the nearest dollar, pre-
sumably — that represents the value of Mr. McKin-
nell’s unused vacation days. 

“The Pfizer board of directors has been inept,”
said Frederick E. Rowe Jr., a money manager in
Dallas and president of Investors for Director Ac-
countability, a grass-roots organization that organ-
ized a vote against directors at Pfizer’s sharehold-
er meeting last April. “Over a long period of time, it
has obligated Pfizer shareholders to pay Mr.
McKinnell staggering sums for continuous, unmiti-
gated failure. This is nothing other than a betrayal
of Pfizer employees and shareholders.”

Paul Fitzhenry, a Pfizer spokesman, said Fri-
day that the payouts to Mr. McKinnell were the 

GRETCHEN MORGENSON
FAIR GAME

A Lump
Of Coal

Might Suffice

Reminded
again that
performance
and pay are
not always
linked.
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By KATE GALBRAITH

TOM DeLISLE, sporting thigh-high
waders, squishes through mud and
cattails surrounding a pond near Al-

bany, looking for wayward beavers that
might have wandered into one of his un-
derwater traps. Alas, his instant-kill traps,
baited with Backbreaker castor oil, are
empty. But Mr. DeLisle plans to keep trap-
ping all winter, knowing that the pelts of
beavers and other animals will grow thicker
— and may fetch a better price when he
sells them — as the months wear on.

“Come trapping season, it’s hard to wait,”
Mr. DeLisle said of his pursuit. “It’s like a
kid on Christmas morning.” 

At his warehouse in northern Greece, Soti-
ris Vogiatzis, a fur wholesaler, eagerly
waits for pelts from trappers like Mr. DeL-
isle because beaver is a hot fashion item in
places like Russia and Turkey. Five years
ago, Mr. Vogiatzis was buying 5,000 beaver
pelts a year; now he buys about 30,000 annu-
ally, at prices that have climbed to $30 to $35
each, from about $26 to $28. After he gets the
pelts — known in the trade as skins — he
ships them to plants where they are
sheared, tanned, plucked and dyed. 

Once treated, the beaver skins make their
way into the hands of fashion designers
around the world, like Zuki Balaila in Mont-
real. Mr. Balaila has been working with bea-
ver since the 1970s (when he was known as
“Kooky Zuki,” because he dyed beaver in
vivid reds and blues for American fashion-
istas). Today, he serves markets far beyond
North America.

“Now we export to China and Korea,
which is unheard of,” he said, taking special
note of surging demand in Russia. “Moscow
is like New York City.”

As humble beaver skins circle the world
at steadily rising prices, so goes the fur
market as a whole. Buoyed by the globaliza-
tion of trade and the broader reach of the
fashion industry, sales of fur garments, trim
and accessories amounted to about $13 bil-
lion for the fiscal year ended August 2005,
the most recent for which data is available
— up 9 percent from the previous year and
up 40 percent from five years earlier, ac-
cording to the International Fur Trade Fed-
eration. The organization predicts that fis-
cal 2006 will show a further climb in sales. 

A variety of styles and colors — and for
beaver, a new lightness and reversibility
owing to improved shearing — has also
helped fur fly off the rack worldwide. The
price of mink, the gold standard of the fash-
ion industry because of its softness and
lightness, is at an all-time high (about $57 a
pelt for Danish mink, for example). Even
lesser-known furs have caught fire. The
show-stealer has been muskrat, the “poor
man’s mink,” which tripled in price during
the last year, to roughly $8 a pelt. Lynx and
western coyote skins are also selling well,
while red fox and ubiquitous raccoon pelts
have lagged. American consumers spent
about $1.8 billion on fur last year, a 50 per-
cent increase since 1998.

Looming over the entire industry, of
course, are animal-rights activists such as
People for the Ethical Treatment of Ani-
mals, more commonly known as PETA. Ac-
tivists have earned both enmity and fear in
the fashion world for their in-your-face tac-
tics, like the moment in 1996 when an un-
identified protester tossed a dead raccoon
onto the plate of Anna Wintour, Vogue’s fur-
wearing editor, as she dined at the Four Sea-
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Trappers are finding ripe markets for many kinds of pelts. Tom DeLisle retrieved a muskrat from a trap near Albany. 

Donald Weber for The New York Times

Mink pelts at the warehouse of the North American Fur Auctions in Toronto are sorted by quality, size and color. 
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Zuki Balaila, a Montreal fur designer, with an array of beaver pillows and blankets. He says sales in Russia are surging.
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By CHARLES DUHIGG

ON the upper floors of a soaring Midtown Manhat-
tan skyscraper, behind heavy glass doors that do
not bear his name, sits Stephen A. Feinberg, one

of the country’s most powerful — and anonymous — fi-
nanciers. 

Over the last few years Mr. Feinberg’s $24 billion
investment fund, Cerberus Capital Management,
named after the mythological three-headed dog that
guards the gates of hell, has quietly acquired some of
the world’s best-known companies. The car rental
chains National and Alamo, as well as parts of Air Cana-
da and the retailers Mervyn’s and Albertson’s, are now
all within the Feinberg empire. 

Last month, when Mr. Feinberg secured a majority
stake in General Motors’ financing arm, GMAC, he
gained control of America’s seventh-largest financial
institution. Through another company it controls, I.A.P.
Worldwide Services, Cerberus is poised to become one

of the Army’s largest contractors in Iraq.
Earlier this month, Cerberus and other
funds offered to invest up to $3.4 billion in the
Delphi Corporation, the auto parts giant.

All told, Cerberus has a controlling in-
terest in more than 45 companies that em-
ploy more than 250,000 people and generate
$50 billion in revenue each year, more than
the sales of Microsoft, Motorola or PepsiCo.
The fund has earned an average annual re-
turn of about 22 percent over the last seven
years, according to its marketing materials,
and Institutional Investor magazine estimat-
ed that Mr. Feinberg took home a $75 million paycheck
in 2004. The executive ranks of Cerberus include former
Treasury Secretary John W. Snow and former Vice
President Dan Quayle.

For all of that, however, very little is known about
Cerberus beyond its intimidating name — a reflection of
how greatly Wall Street players like Mr. Feinberg value

secrecy, and the pivotal role stealth plays in
amassing and deploying the vast pools of
capital that private equity investors control.

“Secrecy is very important to how take-
over deals get done,” said Henry T. Hu, a
professor of corporate and securities law at
the University of Texas at Austin. “Secrecy
gives you access to private information. It
lets you bid on companies before the compe-
tition is aware they are for sale. Secrecy is
part of how this industry works.”

But it also has its downside. Although
many backers of Cerberus say Mr. Fein-

berg, 46, is known for his loyalty to investors and part-
ners, his analytical savvy and his creative takeover
strategies, the fund’s tactics in the bare-knuckled and
risky arena of distressed-debt investing have given Cer-
berus its share of bruises. Court documents detail legal
brawls in which investors accuse Cerberus of orches-

Can Private Equity Build a Public Face?
A takeover
firm that
prizes secrecy
is also bruised
by it. 

Continued on Page 4

NYTx,2006-12-24,BU,001,Bs-4C,E1

Sunday, December 24, 2006

Commercial Real Estate, Pages 19-20

HERE’S hoping that Hank McKinnell, the for-
mer chief executive of Pfizer, chose a giant
Sequoia for his Christmas tree this year, be-

cause there is no way he could fit the $200 million
gift that his old board gave him a few days ago un-
der a mere Fraser fir. 

Since Pfizer dumped Mr. McKinnell last July,
we have been awaiting the details of his severance
arrangement. We guessed it would be dizzying —
his pension alone had been estimated at $83 million.

But after the company said late last Thursday
that the terms of the package would soon emerge —
on a day when shareholders, distracted by holiday
shopping, might not notice — we knew the amount
would be odious. 

Here’s how Mr. McKinnell’s $200 million pack-
age adds up. First is his pension of about $6.65 mil-
lion a year for as long as he lives. The company es-
timates its value at $82.3 million. Sweet.

Next comes $78 million in deferred compensa-
tion, which includes $67 million in pay that Mr.
McKinnell has set aside over the years. Then there
is an estimated $18.3 million in performance-based

shares. Given Pfizer’s re-
cent results, perhaps it
would be more accurate if
these were identified as
failure-based shares. 

Tack on $12 million in
severance, vested stock
grants worth $5.8 million
and a $2.15 million bonus
and Mr. McKinnell has all
the makings of a very,
merry Christmas. But
that’s not all. 

Mr. McKinnell, 63,
also received $576,573
worth of medical, dental
and life insurance as well

as the unspecified value of continued medical and
dental coverage under Pfizer’s retiree plans for
him and his partner, Joanna Slonecka. Included in
this pot is the cost of financial counseling pro-
grams. (Maybe he can dip into that amount to help
line up some therapy for Pfizer’s board.)

The most curious figure of all, though, is
$305,644 — rounded up to the nearest dollar, pre-
sumably — that represents the value of Mr. McKin-
nell’s unused vacation days. 

“The Pfizer board of directors has been inept,”
said Frederick E. Rowe Jr., a money manager in
Dallas and president of Investors for Director Ac-
countability, a grass-roots organization that organ-
ized a vote against directors at Pfizer’s sharehold-
er meeting last April. “Over a long period of time, it
has obligated Pfizer shareholders to pay Mr.
McKinnell staggering sums for continuous, unmiti-
gated failure. This is nothing other than a betrayal
of Pfizer employees and shareholders.”

Paul Fitzhenry, a Pfizer spokesman, said Fri-
day that the payouts to Mr. McKinnell were the 
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TOM DeLISLE, sporting thigh-high
waders, squishes through mud and
cattails surrounding a pond near Al-

bany, looking for wayward beavers that
might have wandered into one of his un-
derwater traps. Alas, his instant-kill traps,
baited with Backbreaker castor oil, are
empty. But Mr. DeLisle plans to keep trap-
ping all winter, knowing that the pelts of
beavers and other animals will grow thicker
— and may fetch a better price when he
sells them — as the months wear on.

“Come trapping season, it’s hard to wait,”
Mr. DeLisle said of his pursuit. “It’s like a
kid on Christmas morning.” 

At his warehouse in northern Greece, Soti-
ris Vogiatzis, a fur wholesaler, eagerly
waits for pelts from trappers like Mr. DeL-
isle because beaver is a hot fashion item in
places like Russia and Turkey. Five years
ago, Mr. Vogiatzis was buying 5,000 beaver
pelts a year; now he buys about 30,000 annu-
ally, at prices that have climbed to $30 to $35
each, from about $26 to $28. After he gets the
pelts — known in the trade as skins — he
ships them to plants where they are
sheared, tanned, plucked and dyed. 

Once treated, the beaver skins make their
way into the hands of fashion designers
around the world, like Zuki Balaila in Mont-
real. Mr. Balaila has been working with bea-
ver since the 1970s (when he was known as
“Kooky Zuki,” because he dyed beaver in
vivid reds and blues for American fashion-
istas). Today, he serves markets far beyond
North America.

“Now we export to China and Korea,
which is unheard of,” he said, taking special
note of surging demand in Russia. “Moscow
is like New York City.”

As humble beaver skins circle the world
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pelt for Danish mink, for example). Even
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of Pfizer employees and shareholders.”

Paul Fitzhenry, a Pfizer spokesman, said Fri-
day that the payouts to Mr. McKinnell were the 

GRETCHEN MORGENSON
FAIR GAME

A Lump
Of Coal

Might Suffice

Reminded
again that
performance
and pay are
not always
linked.

Continued on Page 8

By KATE GALBRAITH

TOM DeLISLE, sporting thigh-high
waders, squishes through mud and
cattails surrounding a pond near Al-

bany, looking for wayward beavers that
might have wandered into one of his un-
derwater traps. Alas, his instant-kill traps,
baited with Backbreaker castor oil, are
empty. But Mr. DeLisle plans to keep trap-
ping all winter, knowing that the pelts of
beavers and other animals will grow thicker
— and may fetch a better price when he
sells them — as the months wear on.

“Come trapping season, it’s hard to wait,”
Mr. DeLisle said of his pursuit. “It’s like a
kid on Christmas morning.” 

At his warehouse in northern Greece, Soti-
ris Vogiatzis, a fur wholesaler, eagerly
waits for pelts from trappers like Mr. DeL-
isle because beaver is a hot fashion item in
places like Russia and Turkey. Five years
ago, Mr. Vogiatzis was buying 5,000 beaver
pelts a year; now he buys about 30,000 annu-
ally, at prices that have climbed to $30 to $35
each, from about $26 to $28. After he gets the
pelts — known in the trade as skins — he
ships them to plants where they are
sheared, tanned, plucked and dyed. 

Once treated, the beaver skins make their
way into the hands of fashion designers
around the world, like Zuki Balaila in Mont-
real. Mr. Balaila has been working with bea-
ver since the 1970s (when he was known as
“Kooky Zuki,” because he dyed beaver in
vivid reds and blues for American fashion-
istas). Today, he serves markets far beyond
North America.

“Now we export to China and Korea,
which is unheard of,” he said, taking special
note of surging demand in Russia. “Moscow
is like New York City.”

As humble beaver skins circle the world
at steadily rising prices, so goes the fur
market as a whole. Buoyed by the globaliza-
tion of trade and the broader reach of the
fashion industry, sales of fur garments, trim
and accessories amounted to about $13 bil-
lion for the fiscal year ended August 2005,
the most recent for which data is available
— up 9 percent from the previous year and
up 40 percent from five years earlier, ac-
cording to the International Fur Trade Fed-
eration. The organization predicts that fis-
cal 2006 will show a further climb in sales. 

A variety of styles and colors — and for
beaver, a new lightness and reversibility
owing to improved shearing — has also
helped fur fly off the rack worldwide. The
price of mink, the gold standard of the fash-
ion industry because of its softness and
lightness, is at an all-time high (about $57 a
pelt for Danish mink, for example). Even
lesser-known furs have caught fire. The
show-stealer has been muskrat, the “poor
man’s mink,” which tripled in price during
the last year, to roughly $8 a pelt. Lynx and
western coyote skins are also selling well,
while red fox and ubiquitous raccoon pelts
have lagged. American consumers spent
about $1.8 billion on fur last year, a 50 per-
cent increase since 1998.

Looming over the entire industry, of
course, are animal-rights activists such as
People for the Ethical Treatment of Ani-
mals, more commonly known as PETA. Ac-
tivists have earned both enmity and fear in
the fashion world for their in-your-face tac-
tics, like the moment in 1996 when an un-
identified protester tossed a dead raccoon
onto the plate of Anna Wintour, Vogue’s fur-
wearing editor, as she dined at the Four Sea-

Nathaniel Brooks for The New York Times

Trappers are finding ripe markets for many kinds of pelts. Tom DeLisle retrieved a muskrat from a trap near Albany. 

Donald Weber for The New York Times

Mink pelts at the warehouse of the North American Fur Auctions in Toronto are sorted by quality, size and color. 

Christinne Muschi for The New York Times

Zuki Balaila, a Montreal fur designer, with an array of beaver pillows and blankets. He says sales in Russia are surging.

Back
In Style:
The Fur
Trade
Once for the Few,
Now for the Many

Continued on Page 7

INSIDE
OPENERS

Meet a superstapler. The Goods, 
by Brendan I. Koerner. 2

INSIDE THE NEWS

Wiki-licious predictions for 
the new year. Media Frenzy, 
by Richard Siklos.  3

How hedge 
fund guys rake 
it in. Everybody’s Business, 
by Ben Stein. 3

Innovation and production, 
forever intertwined? Economic
View, by Louis Uchitelle.  4

SUNDAY MONEY

A first-class trip to enlightenment.
By Perry Garfinkel.  5

Large stocks or small? Either way,
you’re wrong, right? Fundamentally,
by Paul J. Lim.  5

Travel blues: death by a thousand
fees. By Jennifer Alsever.  6

OFFICE SPACE

In search of a mentor. Career
Couch, by Matt Villano.  11

By CHARLES DUHIGG

ON the upper floors of a soaring Midtown Manhat-
tan skyscraper, behind heavy glass doors that do
not bear his name, sits Stephen A. Feinberg, one

of the country’s most powerful — and anonymous — fi-
nanciers. 

Over the last few years Mr. Feinberg’s $24 billion
investment fund, Cerberus Capital Management,
named after the mythological three-headed dog that
guards the gates of hell, has quietly acquired some of
the world’s best-known companies. The car rental
chains National and Alamo, as well as parts of Air Cana-
da and the retailers Mervyn’s and Albertson’s, are now
all within the Feinberg empire. 

Last month, when Mr. Feinberg secured a majority
stake in General Motors’ financing arm, GMAC, he
gained control of America’s seventh-largest financial
institution. Through another company it controls, I.A.P.
Worldwide Services, Cerberus is poised to become one

of the Army’s largest contractors in Iraq.
Earlier this month, Cerberus and other
funds offered to invest up to $3.4 billion in the
Delphi Corporation, the auto parts giant.

All told, Cerberus has a controlling in-
terest in more than 45 companies that em-
ploy more than 250,000 people and generate
$50 billion in revenue each year, more than
the sales of Microsoft, Motorola or PepsiCo.
The fund has earned an average annual re-
turn of about 22 percent over the last seven
years, according to its marketing materials,
and Institutional Investor magazine estimat-
ed that Mr. Feinberg took home a $75 million paycheck
in 2004. The executive ranks of Cerberus include former
Treasury Secretary John W. Snow and former Vice
President Dan Quayle.

For all of that, however, very little is known about
Cerberus beyond its intimidating name — a reflection of
how greatly Wall Street players like Mr. Feinberg value

secrecy, and the pivotal role stealth plays in
amassing and deploying the vast pools of
capital that private equity investors control.

“Secrecy is very important to how take-
over deals get done,” said Henry T. Hu, a
professor of corporate and securities law at
the University of Texas at Austin. “Secrecy
gives you access to private information. It
lets you bid on companies before the compe-
tition is aware they are for sale. Secrecy is
part of how this industry works.”

But it also has its downside. Although
many backers of Cerberus say Mr. Fein-

berg, 46, is known for his loyalty to investors and part-
ners, his analytical savvy and his creative takeover
strategies, the fund’s tactics in the bare-knuckled and
risky arena of distressed-debt investing have given Cer-
berus its share of bruises. Court documents detail legal
brawls in which investors accuse Cerberus of orches-

Can Private Equity Build a Public Face?
A takeover
firm that
prizes secrecy
is also bruised
by it. 

Continued on Page 4
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hub for fur. 
An increasing amount of fur also stays in

China, snapped up by ever-wealthier con-
sumers. “In China and Russia, a fur coat is a
symbol of success,” said Mr. Nielsen, who
noted that the same was true in Spain in the
1990s and Italy in the 1980s.

Russia’s growing appetite for fur is not
solely attributable to frigid winters. Some
segments of the economy are flourishing on
the back of high oil and gas prices. “Rus-
sians have a lot more money now,” said
Mark Downey, chief executive of Fur Har-
vesters. “They can afford more fashion de-
sign-type things.”

People in the fur trade, meanwhile, say
consumers are buying fur apparel earlier in
life, with the average customer being 10
years younger than the buyers of 20 years
ago, according to Mr. Nielsen. Another dem-
ographic coup also seems to be brewing.
“Men are wearing it now,” said Mr. Balaila,
the Montreal designer.

BORN in Beirut and raised in Israel,
Mr. Balaila never saw fur garments
up close until he arrived in Canada in

1973 to join his wife-to-be. She greeted him
at the airport wearing a fur hat and a fur
coat. He soon joined his father-in-law’s fur
manufacturing business, which focused
largely on mink. He started out sweeping
the floors, but as the 24-year-old passed by
the coats, he became inspired.

Mr. Balaila, who as a teenager enjoyed
sketching clothes, quickly developed his own
ideas for revamping his father-in-law’s busi-
ness. To his eye, the garments seemed dull
— browns, blacks, whites — and “looked too
old, too heavy, too massive” to appeal to the
younger generation. 

He resumed his sketching and soon had
his own label. In 1986, he opened his own de-
sign shop, using unusual colors and lighter
styles. Mr. Balaila manufactures his own
garments, which is rare for a designer.

Despite producing only a few thousand ex-
pensive garments a year, designers like Mr.
Balaila feed the global craving for fur. If
fashion shows in Milan, Paris, New York
and London are presenting more fur, or a
new type or style, ordinary consumers start
clamoring for cheaper look-alike items.
Wholesale prices rise in tandem.

In the 1990s, when Mr. Balaila offered his
apparel in Japan, his beaver garments were
mistaken for a type of lamb. Now that bea-
ver is a more popular fur, he plans to exhibit
40 items in mink, beaver and chinchilla at
the Hong Kong International Fur Fair in
February. “Those countries that don’t have
the weather to wear fur, they’re looking for
something new and something different,” he
said.

About 10 to 13 beaver pelts are used to
make a knee-length coat. With pelt prices
rising, Mr. Balaila charges more for his
work. A sheared-beaver jacket that he
might have sold wholesale to Saks Fifth Av-

enue or Macy’s for $2,000 several years ago
would probably go for about $4,000 today.

In Paris, Milan and New York, mink and
fox — both farmed — have the largest pres-
ence among furs on the runways, and con-

sumers are paying more for their mink
coats and beaver hats. During the last five
years, “we’ve seen a 5 to 10 percent increase
each year in the price at the retail level
across the board, regardless of whether it’s
mink or it’s beaver or it’s fox,” said Angelo
Papaevangelidis of Four Seasons Fur in To-
ronto, a manufacturer and retailer that sells
up to 1,000 garments a year.

Despite strong demand, the fur industry
remains on guard. As a luxury item, fur is
extremely vulnerable to shifts in global eco-
nomic winds. The animal-rights movement
is still a chief concern. There is a wide-
spread feeling among furriers that while the
influence of the movement has declined in
recent years, it remains potent.

For its part, PETA says serious problems
remain underexamined. “We get calls from
the public all the time who find that their
dogs or cats get caught in leghold traps,”
said Dan Mathews, a PETA vice president
who worries about drownings linked to un-
derwater traps. 

Trappers like Mr. DeLisle acknowledge
that accidents do happen, but they say that
trapping is done as humanely as possible,
and that new techniques are constantly as-
sessed.

The animal-rights movement has its own
legislative priorities. The Humane Society
of the United States is seeking better la-
beling of fur. Currently, according to the
group, only fur priced over $150 must alert
consumers to what type of animal it is from,
and where it was produced.

Retailers, always on edge about the ani-
mal-rights arguments, are often loath to dis-
cuss fur. For example, Harrods of London
provided its fur policy for this article, but in
an e-mail message declined further com-
ment, “due to the sensitive nature of this
particular subject.” Harrods closed its fur
salon in 1990, but still sells fur-trimmed
coats and accessories.

AHOT topic in Europe has been cat and
dog fur. In November, the European
Commission proposed a ban on the

import, export and sale of such fur in the
European Union, after acknowledging that
some had slipped in unlabeled from China.
The United States enacted a similar ban in
2000. 

As is true of many industries these days,
all eyes in the fur trade are likely to remain
on China. The country’s mink production is
revving up, and its designers are gaining
reputations overseas for style and quality. 

So for beavers and other furry creatures,
the world tour is likely to continue. A beaver
snared by Mr. DeLisle on an icy New York
morning next month could find its way to
Mr. Vogiatzis and a pressing plant in Poland
or Greece. Then it might be shipped to Sibe-
ria as a warm black hat with ear flaps. An-
other beaver could become a light blue
sleeve in a soft and stylish reversible coat
by Mr. Balaila, sold in a Korean department
store for thousands of dollars.

“Nobody wants to wear what her grand-
mother or her mother was wearing,” Mr.
Balaila said. “You have to excite the peo-
ple.” Ø

Mladen Antonov/Agence France-Presse

A fashion show in Moscow in 2005 fea-
tured leather and fur. Styles are becom-
ing more contemporary and youthful.
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company’s obligation under an employment
contract struck in 2001 when Pfizer shares
were at $46, far above the $25.97 at which
they closed on Friday. 

“The stock had risen more than tenfold
over the preceding 10 years and Hank
McKinnell played a large role in increasing
Pfizer share value during that period,” Mr.
Fitzhenry said. None of Pfizer’s directors,
including Mr. McKinnell, were available to
discuss the exit package, Mr. Fitzhenry add-
ed.

According to the regulatory filing that
outlined Mr. McKinnell’s take, the package
was priced as of Dec. 13 and his resignation
letter was signed Dec. 18. But the company
waited until late on Dec. 21 to file the terms
of the deal with the Securities and Exchange
Commission.

The $200 million that Mr. McKinnell
walked away with is also indicative of how
much executive compensation can remain
hidden from shareholders’ ken. Recall that
Pfizer has prided itself on being an enlight-
ened corporate champion of full disclosure
and transparency; its proxy statement last
year provided significantly more details on
pay than is typical. 

Still, that proxy was silent on the $78 mil-
lion in deferred compensation owed to Mr.
McKinnell. This means shareholders can as-
sume that the amount and nature of what
was under wraps at Pfizer is not an excep-
tion but rather the rule across corporate
America. 

Mr. McKinnell’s $200 million is even more
disturbing when put next to the roughly $137
billion in market value that vaporized on his
watch. That Mr. McKinnell forced his share-
holders to pay $305,644 for his unused days
off after draining them of $137 billion is
downright stupefying. 

But this is how too many leaders behave
in 2006. They give large numbers of pink
slips to employees. They create really big
losses for their shareholders. But they make
sure they chisel the company’s owners for
every nickel and dime, including dental cov-
erage, unused vacation days and financial
counseling programs. 

Contrast Mr. McKinnell with James E.
Burke, the former chief executive of John-
son & Johnson, who led that company
through the Tylenol crisis of 1982, when ev-
ery bottle of the medicine had to be recalled
after seven users were poisoned in Chicago.
The brand not only survived, it thrived. And
Johnson & Johnson went on to become the
dominant health care company in the Unit-
ed States. 

Back in 2003, Mr. Burke was honored by
Harvard Business School, his alma mater,
with an Alumni Achievement Award. “Re-
member that being a business leader is
about giving — not taking,” Mr. Burke said

in an interview at the time, which is ar-
chived on the school’s Web site. “We’ve cor-
rupted the system by hiring boards of direc-
tors that feel beholden to the C.E.O.,” Mr.
Burke said, adding that business executives
need to “recreate a trust agenda.”

Mr. Burke’s views resonate even now,
three years later, but the lessons were clear-
ly lost on Mr. McKinnell. And Mr. Burke’s
thoughts are especially meaningful given
that many executives are lobbying hard in
Washington and elsewhere to recreate the
pre-Enron “trust me” agenda. 

At least there is this: while Mr. Burke is
recognized as one of the greatest business
leaders of all time, Mr. McKinnell will go
down in history as something else: the quin-
tessential me-first executive, mismanaging
the company and then wringing from his
shareholders every penny possible on his
way out. 

Lest Mr. McKinnell’s accomplishments
be forgot, Mr. Rowe said Investors for Di-
rector Accountability has decided to create
an annual prize, beginning in 2007, to recog-
nize the public company board that has en-
abled the most self-serving performance by
a chief executive in America. It will be
called the McKinnell Award. Stay tuned to
see who the recipient is.

In the meantime, Merry Christmas,
Hank. From the shareholders who lost $137
billion on your watch and the workers who
will lose their jobs because of your steward-
ship. We hope you enjoy the money piled un-
der your tree. 

Every last nickel. Ø

A Lump of Coal
Might Suffice

Stephen Chernin/Getty Images

Pfizer’s shareholders did not do so well
under Hank McKinnell’s leadership. But
Hank McKinnell did quite well.
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SELF-STORAGE: Expd storage oper/
developer wanted for development of
a high security storage business on L.I.
Unique Oppty. Benjamin 800 553-0533

DOMONKEYS
KNOCK?

After-school enrichment is exploding
franchise segment. Unique system
from India teaches kids to love math.
Exclusive territory. SBA Financing
Nat'l expansion. US/CANADA

1-877-977-MATHX 123
MathMonkey.com

offer by prospectus only
CHECK CASHING -Easy to operate
business, absentee ownership, Financ-
ing available. No brokers please!

Call 212-244-8163

BURGER KING Well-established busi-
ness, $300K+ in profits, financing avai-

lable. No brokers please
212-244-8163

BUSINESS/FRANCHISE OPPORTUNITIES
(3400)

BRANDNEWPHARMACY
Prime location in Jackson Heights, Qu-
eens. Owner relocating. Lots of poten-
tial. 917-459-0050 or 917-400-0611

STILLWORKINGFORTHEMAN?
Owner seeking managing partner for
existing fee and hardware company in
Orange County, NY. Call: 845-496-7741

CASHWAITING FORYOUR
SUMMERCAMP.

Preferred one that's active and alive.
All offers considered.

Call Ted 215-572-6920

Professional Practices 3448

WALL ST OFC
Phone/Mail Svc, Furnished Offices.
Conference Rooms (By the Hour)

212-943-1111 www.sri-ny.com

SUPER LAUNDRY
The Largest Builder of

*** COIN LAUNDRIES ***
WeProvide Best Equip

* Construction * Financing *
FREEPROFIT SEMINARS
TUES Jan 23, 6:00 pm
Courtyard/Marriott

631Midland Ave, Rye NY

WED, Jan 3, 6:30PM
Adria Hotel-221-17 Northern Blvd

Bayside, NY

Thurs Jan 11, 6:30 pm
Roosevelt Hotel, Madison/E45th, NYC
CALL TOLL FREE 1-888-678-9274

www.superlaundry.com

DUEDILIGENT SPECIALIST
We can investigate any business you
are looking to buy. Free consultation.

Ask for Julio 718-390-8484

PRIVATE LENDER
BRIDGE LOANS, 1 WEEK CLOSINGS

$500,000 - $100 MILLION+
Ask About Our

NEW LOWER RATES!
Loans secured by Real Estate,
(even raw land) or any fixed asset.
No up front fee until agreement signed

BROKERS WELCOME

Call 1-800-342-8500
www.kennedyfunding.com

PERIODONTIST
With 16 years experience, schedule
flexible, has own instruments to work 1
or 2 days a week in general or group

practice. Call 516-255-8398

Hotels, Motels, Resorts
and Inns 3444

COMMERCIALMORTGAGELOANS
LOOK, LIKE&LEND.

NOAPPRAISAL. 1WEEKCLOSING.
No adv fee. LES 212-371-3933

Contemporary Glass Art Gallery
For sale in Arizona. In business 25
years, beautiful interior, great location.
Formore information call 520-292-5487

Franchises/Distributorships
Lines Offered 3408

Routes 3443

RENT A LOCKER
Self Storage (also Desk Space)
Business Record Storage

Mailboxes PlusMany other Services
www.jsrentalocker.com

147W 35th St 212-947-0026

BUSINESS
OPPORTUNITIES

(3400)

OSCARWINNING FILMMAKER
BEGINS PRINCIPAL PHOTOGRAPHY
APRIL 07. Triple-Tony Award winning
play. A-List Cast/Script. Great Return.
PBProd 323-650-7713; 917-892-0541.

Professional Practices 3448

Financing & Bus. Loans 3406

MAINEOCEANFRONTLODGE
21 room, dock, moorings with un-
touched development and acreage.
Go tomainelodgeforsale.com

RESTAURANT for lease. Nightclub for
lease/sale. Slopes, Hunter Mountain,
NY. 3 Season resort, on stream, busi-
ness open, newly renovated, 600 occu-
pancy, 11,000 sf, 9 motel rooms, 3 bed-
room apartment, room for condos.

Call Tom 631-723-0745

5THAVENUEDENTALOFFICE
New Const 2-4 Ops for rent. Perfect for
retiring, reloc Dentist/Spec/Plast/
Derm. Conf Rm, on-site Lab, Staff
area, 1 full/2› BA. Sep Doc ent., 3 pvt
ofc, all new, high-tech. 212-813-1555.

Business Connections 3410

Financing & Bus. Loans 3406

#1 in COIN LAUNDRIES
SINCE 1968

100%LowRate Financing
Location Development

Design/Layout/Construction
Training/Marketing
Finest Equipment

Huebsch -Speed Queen

**FREE**
*INVESTMENT SEMINARS*
Personalized Presentations at

METROPOLITAN MACHINERY
*NY 718-441-4000*
*NJ 908-687-9400*

www.metropolitanmachinery.com

CAR WASH very busy area in Brook-
lyn with a 27 year lease left. Grossing
$1.5 million, net $450K after expenses.
$2.4 million. Call Adi 718-544-0176 Agent

Camps & Schools 3450

Miscellaneous 3454

Capital Wanted 3402

Business for Sale Flushing NewYork
Golden CrownHallmark. 23 yrs old in
great area 2200sqFt. Stock included

Benjaminfinehomes.com 718-766-1909

4 Star Eco Lodge to be built
on the island of Dominica
Seeking accredited investors for
$50K-$250K to complement loan
commitment from local Caribbean
bank. High returns expected after

construction is complete.
Email formore info

dominecoldge@gmail.com

Business Services 3460

HERSHEY'S ICE CREAM in Hicksville
Mall, 35 years + in business w/long
lease, renovated in/out. Yogurt Soft/
Hard IC, coffee, pastries. 516-244-9895

UNSECUREDLOANS
$5K-$150K Approved the same day. No
collateral. Any use. No upfront Fee.
www.AmOne.com/nyt 800-809-1173

Lucky INVESTOR for new *TOP NYC
Dining* Best Celeb Chef & Wine Bar
Concept Top Village Location Liquid
Now $1.4millon 212-734-3577 NO Solicit.

DUE to Death! manf. equip.for dental&
surg. diamond instr. for sale. Incl.train-
.new technology.Serious inqu. only!
contact:nicole.michael@comcast.net

REALEstate Investor
Selling deals. Looking for investors in-
terested in purchasing deals. If you're

interested inmakingmoney,
Call: (215)-808-8383

NEW HEALTHY FOOD RESTAU-
RANT CONCEPT with Franchise plans.
$125K. Bridge Loan Needed to open in
30 days, equity available. 516-345-1140

BAKERY/Chocolate Convection
Wholesale/Retail. Philly/SNJ area.
Principles only. Call: (561)-445-8523

Email: emkat27@aol.com.

$500K to $50M
Secured by Commercial R.E. 7-10 day
closings. Commitment fee at closing.

METROFUNDING CORP.
Toll Free: 866-302-6360

Laundry & Clng. Stores 3430

CARWASHES (Our Only Business)
FOR SALEALLAREAS

631-266-2111 www.josephbielloco.com
JOSEPHBIELLOCO. LLC

Food Stores 3428

HOME BASE BUSINESS
Let us show you how tomake $10K or
more permonth from your home.

Minimum investment.

Call 631-651-8878
or 631-957-2389

250 Routes-For-Sale: We Buy & Sell.
Start the NEWYEAR right.
Call for FREEBe$t-Buy$-Li$t

5 1 6 - 4 8 2 - 8 2 5 0
www.RouteBrokers.com

I HAVE 61 CAR WASHES for sale in
NY, NJ & CT. Now is the time to buy,

call the car wash expert for list.
No brokers. Call 914-755-2016.

Automobile Repair and
Gas Stations 3446

Stores Miscellaneous 3438

Established New York City-based
HVAC contractor seeking partner to
establish new service company.

Call 631-592-8840

SERIOUS INVESTOR
NEEDED

For Psychic Network Business. Need
capital for TV Spot & advertising,
looking for $50K & up, 50/50 split.
Unlimited earning potential.Great
opportunity! Serious only! Call

631-651-8878
or 631-957-2389

WARWICK HORSE FARM FACILITY
50 stalls, half mile race track, 63 acres.
Owned for 3 years, looking to launch
new construction plans (build more
barns, houses and indoor arena). Look
ing for investors. 845-981-7052

luckystar7779@aol.com

COMM'L REALESTATELOANS
USA&Foreign-All Types & Land
30+ Years, Honest Dealings

1-800-878-F U ND
1-856-428-9800

Brokers & Finders Protected
jamisoncapital@aol.com

no fee until agreement is signed

ALL CASH CANDYROUTE
DoYou Earn $800 in a Day?
30Machines & Candy

All for $9,995 1-800-434-1947

CASHNOW! FAST CLOSING!
Hard money. Foreclosure bail out.
Note purchase. Factoring. Comm'l, res.
No adv fee. 914-376-0100, 914-645-6420

BIODIESEL
Manufacturer of Equipment for the

production of Bio Diesel.
516-318-7340 or 631-830-1276

ESTABLISHEDTOWING&
AUTOREPAIR BUSINESS.

Sell together or separate. 5 trucks, all
exc cond. Owner retiring. No real es-
tate but avail for rent. Towing incl all
contracts incl AAA motor clubs. N.E.,
PA -Scranton area. Call 570-840-1298

Restrnts., Bars & Clubs 3440

PLUMBING SUPPLYPLUS
In business over 50 years, Brooklyn-
Bensonhurst area, corner propertywith
yard, as is, asking $7.2M/negotiable,
owner will finance. Call for an appt:

347-517-8645

PRIVATE MONEY COMMERCIAL
MORTGAGES. Construction loans, re-
habs, land, office bldgs, multi-family.
Quick closings. No credit check. No fee.
212-213-1324 or after hrs: 347-628-1393

= SEASON'S GREETINGS =
SCHECTMAN 516-746-4020

MathMonkey.com
See our ad under Franchises

Commercial Financing, A/R Financing,
Equip Leasing, Bridge Loans, Equity.
QUICKAPPROVAL. 800-605-5910.
www.FrommFinancialGroup.com

RESTAURANT: 5,000 SF, Jericho
Turnpike, Huntington, Corner location,
$3.5 M, Contact Jeb Bellsey @ Breslin
Realty 516-741-7400 ext 267

BAYRIDGE CLUB/REST-Apprx 5000sf,
hi grossing, PA for 325. Reasonably
priced, big upside, 12 yrs left.
Lower ES Lounge, 5000 sf on 2 flrs, w/
2 liq lics, cap 300, belowmkt rent.
AVE A-4500sf REST w/liq lic, 11+yr lse.
Mundial (E. 12th near A) Beautifully
reno approx 1800 SF lounge w/kit ap-
prox 450 SF yard + full bsmnt.

www.TowerBrokerage.com
Marc Berger 212-673-7333 x306

ROUTES BOUGHT& SOLD
MERRYCHRISTMAS!

TOALLOURBUYERS& SELLERS
MRROUTE www.mrrouteinc.com
516-785-6600 open 7 days 718-544-6600

BILLIONARE INVESTORWANTED
Former singer wants partner w/
integrity for kids' cook book line.
Awesome project. 503-329-8301.

ADVERTISING SALES
Help expand existing 16 year old West-
chester, NY based company. Partial
ownership possible. Call 914-948-0966

DENTAL OFFICE—Fully equipped, 3
ops, modern equip, 5 station network,
digital x-ray, software licenses. Patch-
ogue, NY. No practice. 631-587-2173

Pharmacies 3426
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