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Flush With Oil,
Kremlin Explores
Biggest-Ever IPO

A Rosneft Deal Could Raise

$20 Billion, Despite Storm

Over 2004 Yukos Breakup

Testament to Short Memories

As Patients, Doctors Feel Pinch,

Insurer’s CEO Makes a Billion

UnitedHealth Directors Strive

To Please ‘Brilliant’ Chief;

New Questions on Options

Selling Trout for 40¢ a Pound

Gadfly in Sweatpants

Ferrets Out Bad Guys,

Then Emails the SEC
i i i

Yolanda Holtzee Gets Action

And Attention She Craves;

The Case of Krispy Kreme

Crude oil closed above $70 a barrel for
the first time, highlighting a phenome-
non reshaping the petroleum world: In-
vestment flows into oil futures are sup-
planting nitty-gritty supply-and-demand

data as prime drivers of prices.
In contrast to past bull markets in

crude, this year’s run-up has occurred
even though oil inventories in the U.S., the
world’s largest market, have swelled to
their highest levels in nearly eight years.

Yesterday on the New York Mercantile
Exchange, U.S. benchmark oil for May de-
livery settled at a record of $70.40 a barrel,
up $1.08 a barrel, or 1.56%. It traded as
high as $70.45 late in the session, 40 cents
shy of the Nymex intraday record of
$70.85, set Aug. 30 last year, as Hurricane
Katrina ravaged production and refining
facilities in the Gulf of Mexico. The infla-
tion-adjusted record oil price, set April
1980, equates to $97.21 inFebruary2006dol-
lars. Year-to-date, oil is up 15%. (See re-
lated articles on pages A2 and C1).

Oil at $70 a barrel, if sustained, is likely
to damp U.S. consumer spending, which is
already coping with the impact of higher
interest rates and a cooling housing mar-
ket. However, the effect may not be severe
because, while oil prices are still rising,
the impact of much of the three-year bull
market for crude oil—up to about $60 a bar-
rel—has been absorbed already.

FederalReserveofficials haveacknowl-
edged energy prices remain a risk to their
generally positive outlook for economic

growth, but do not yet appear worried.
Higheroilprices couldputupwardpressure
on inflation, but so far, the signs are scant
that pricier oil to date has led to broad price
increases for other goods and services.

“The rise in energy prices has appar-
ently had only a limited negative effect
on the national economy,” Federal Re-
serve governor Donald Kohn said in a
speech last week.

Industry analysts and economists have
said that given the limits on additional new
supply, only slower economic growth—and
thus lower demand for oil—can reverse the
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By SUSANNE CRAIG

SEATTLE—In 2004, months before
Krispy Kreme Doughnuts stock tanked
amid an accounting scandal, securities
regulators were getting an earful about
the company from a 50-year-old Seattle
woman who collects stuffed animals and
uses the email handle LoveLEHGirl.

Yolanda Holtzee spends her days writ-
ing to the country’s top stock cops and
corporate executives. A money manager
by trade, she devours news and surfs
Internet chat rooms befriending stockbro-
kers and middle managers. She digs for
dirt, passing on some of the tidbits she
gets to regulators and journalists, some-
times well before they become public in-
formation.

Last year, acting on a tip about suspi-
cious stock trading from Ms. Holtzee, the
Securities and Exchange Commission
brought charges against an Estonian fi-
nancial firm that the regulator alleged
was trading on material information it

had stolen from a
secure Web site. In
2004, working chat
rooms, she helped
regulators track
down mutual fund
market timers.

She writes like
an insider, plays fa-
vorites with cer-
tain firms and indi-
viduals and pum-
mels regulators. “I
wish I were a secu-
rities regulator
sometimes. I would

very much enjoy levying fines on Stan-
LEH Morgan and making Gary Lynch
cry like a baby!” she wrote in a March
email to a number of SEC officials. Mor-
gan Stanley has recently drawn regula-
tory fire for its inability to produce doc-
uments in a number of cases, a subject
Ms. Holtzee has focused on. Mr. Lynch
is Morgan Stanley’s chief legal officer
and a former regulator.

Wall Street is full of corporate gad-
flies, many of whom agitate for corporate-
governance reform or focus on arcane
bylaw changes. Ms. Holtzee, a self-styled
Internet investigator in sweatpants, fo-
cuses on exposing out-of-bounds behavior
and catching bad guys. And after point-
ing regulators in the right direction more
than once, Ms. Holtzee has achieved two
things every gadfly craves: attention
from those she targets—and action.

“I think people take her seriously be-
cause she has good instincts and actu-
ally produces cases,” says former se-
nior SEC official Ari Gabinet, now an
executive at Vanguard Group Inc., the
fund management giant. “If I could
have hired her, we would have had an
endless stream of cases.”

Ms. Holtzee swaps notes with regula-
tors, including the enforcement chiefs at
both the SEC and another Wall Street
regulator, the National Association of Se-
curities Dealers, according to people fa-
miliar with the matter. The SEC and
NASD review her emails. Earlier this
year, when Mary Schapiro was appointed
to head the NASD, the Wall Street self-
regulatory group gave Ms. Holtzee an
early heads up, according to people famil-
iar with the matter. She has been called
by the SEC to testify in Washington, and
a software firm sued her for her negative
comments in an Internet chat room. The
case was dismissed.

In February, she sent an email to Jef-
feries Group CEO Richard Handler to say
she loved Jefferies stock but was sorry
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By GREGORY L. WHITE

MOSCOW—When the Kremlin seized
the crown jewel of the country’s biggest
private oil company in 2004, foreign inves-
tors howled that Russia was undermining
the foundations of its market economy.

Less than two years later, Russia is
preparing to sell a chunk of that asset—
known as Yuganskneftegaz—back to the
private sector through an initial public
offering of the state-owned oil company

that swallowed it, OAO Rosneft. The
deal, which could raise as much as $20
billion, might well turn out to be the big-
gest IPO in history.

And the foreign investors? They’re
getting ready to open their wallets again.
Advisers including Morgan Stanley and
J.P. Morgan took Rosneft President Ser-
gei Bogdanchikov to London in February
for a presentation. So many fund man-
agers and analysts turned up that some
had to stand through lunch.

“Effectively, they’ve just repackaged
Yuganskneftegaz,” says Agne Zitkute, a
fund manager at Pictet Asset Manage-
ment in London. “I do have a moral prob-

lem with that, but
does that mean
we’re not going to
look at the invest-
ment? No.”

The offering,
whichcould come as
early as July, would
be much more than
a financial triumph
for theKremlin.Sell-
ing up to 49% of Ros-
neft to top-drawer
Western investors
would be a resound-
ing endorsement of
the Kremlin’s drive

to retake control of the strategic energy
sector in a country that is the world’s top
producer of natural gas and No. 2 in oil. At
a time of soaring energy prices, President
VladimirPutin seesRussia’senormousen-
ergy wealth as a critical source of interna-
tional influence.

An IPO would also be a testament to
investors’ short memories in a world
awash in cash. Less than a decade ago,
Russia defaulted on tens of billions of
dollars in foreign debt, decimating inves-
tors’ holdings and leading many to vow
never to return. Now, the Russian stock
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Sergei
Bogdanchikov

By GEORGE ANDERS

MINNETONKA, Minn.—When Wil-
liam McGuire switched careers in 1986, he
was so restless that a pay cut of more than
30% didn’t faze him. Health maintenance
organizations were booming, and Dr.
McGuire wanted to help run one. So he jet-
tisonedasix-figure incomeas apulmonolo-
gist in favor of an HMO management job

that paid about
$70,000 a year.

Savvy move. To-
day, the 58-year-old
Dr. McGuire is chief
executive officer of
UnitedHealth
Group Inc., one of
the nation’s largest
health-care compa-
nies. He draws $8
milliona year in sal-
ary plus bonus, en-
joyingperks such as
personal use of the
company jet. He

also has amassed one of the largest stock-
options fortunes of all time.

Unrealized gains on Dr. McGuire’s op-
tions totaled $1.6 billion, according to
UnitedHealth’s proxy statement released
this month. Even celebrated CEOs such
as General Electric Co.’s Jack Welch or
International Business Machines Corp.’s
Louis Gerstner never were granted so
much during their time at the top.

Dr. McGuire’s story shows how an elite
group of companies is getting rich from
the nation’s fraying health-care system.
Many of them aren’t discovering drugs or
treating patients. They’re middlemenwho
process the paperwork, fill the pill bottles
and otherwise connect the pieces of a $2
trillion industry.

The middlemen credit themselves with
keeping the health system humming and
restraining costs. They’re bringing in ro-
bust profits—and their executives are
among the country’s most richly paid—as
doctors, patients, hospitals and even drug
makers are feeling a financial squeeze.
Some 46 million Americans lack health in-
surance.

UnitedHealth’s main business is offer-
ing health plans to employers and Medi-
care beneficiaries. Bigger employers usu-
ally pay employees’ medical bills out of
their own coffers and hire UnitedHealth to
administer thehealthbenefit. Smallerem-
ployers pay an annual insurance premium
to UnitedHealth in exchange for having
the insurer take on the risk of covering em-

ployees’ health care.
The “risk” business has been a particu-

lar gold mine for UnitedHealth and its ri-
vals in recent years. As health-care infla-
tion eased, insurers still raised premiums
atdouble-digit rates.UnitedHealth’s stock
price tripled between January 2003 and
January 2006, helped by acquisitions, al-
though it has fallen back somewhat since
the beginning of this year. UnitedHealth’s
net income in 2005 totaled $3.3 billion,
nearly four times the figure in 2001.

UnitedHealthdirectors in the late 1990s
allowed Dr. McGuire the rare freedom to
time his stock-option grants. In several
cases the grants carried dates when the
company’s share price was particularly
low, allowing him to profit when it recov-
ered. The compa-
ny’s options-grant-
ing practices were
amongseveral scru-
tinized in a page-
one article in The
Wall Street Journal
last month and are
being examined by
the Securities and
Exchange Commis-
sion. (Seerelatedar-
ticle on page A3.)

The Journal’s
analysis of 12 op-
tions grants to Dr.
McGuire from 1994 to mid-2002 found that if
the options had been randomly dated, the
odds of their occurring at such propitious
times were about 1 in 200 million. It raised
the possibility that the options grants were
backdated. Backdating an options grant
isn’tnecessarily illegal,butcivil orcriminal
actions could be brought if disclosure of the
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World-Wide

Doctor’s Office: Benjamin
Brewer once thought government
insurance for all would foul up

medicine. Now he’s concluded it would
be better for physicians and patients alike.

i i i
n Earnings Cheat Sheet: Get a preview
of companies’ results. Up today: Ya-
hoo, IBM and Johnson & Johnson.

i i i
n Clicking With Fans: The Web site
for NBC’s “Deal or No Deal” is
riding a wave of popularity.

I NS I D E

William McGuire

n AN ISRAEL BOMBING TESTED
the Palestinian Hamas government.

The suicide attack at a crowded Tel
Aviv restaurant during Passover left
nine dead and dozens wounded in the
first attack inside Israel since Hamas
took control in the territories. Islamic
Jihad claimed responsibility; Hamas,
which has maintained its own truce
with Israel, called the bombing an
act of self-defense to Israeli aggres-
sion. Israel said it would hold Ha-
mas responsible and was weighing
a response. Hours after the attack,
Israeli aircraft hit an empty Gaza
factory suspected of making rockets.

The U.S. asked ally Qatar to clar-
ify details of $50 million it pledged
to the Palestinian government.

i i i
n U.S. troops faced coordinated Iraqi
insurgent strikes in Baghdad and Ra-
madi. April’s U.S. toll so far has re-
versed a recent decline. Meanwhile,
Hussein demanded experts verify his
signature on Shiite execution orders.

i i i
n The new White House chief of staff
told presidential aides to expect staff
changes to “refresh and re-energize”
the team. Bolten said anyone think-
ing of leaving should go now. His old
job may be filled this week. (Page A3)

i i i
n An osteoporosis drug cuts the risk
of breast cancer with fewer side ef-
fects than current standby tamox-
ifen, according to a study. (Page D3)

i i i
n Bush plans to urge Chinese Presi-
dent Hu at their meeting Thursday
to step up pressure on both Iran and
North Korea to end nuclear standoffs.
n Iran’s leader drew some skepticism
from nuclear experts over his claim
Iran is testing centrifuges that can
vastly speed up uranium enrichment.

i i i
n Nepal forces opened fire on gov-
ernment protesters, killing one, as
King Gyanendra faces a crisis that
has left cities short of food and fuel.

i i i
n Somalia granted the U.S. Navy per-
mission to patrol coastal waters to
combat piracy. The U.S. would also
help the country form a coast guard.

i i i
n Chad backed off threats to expel
Sudanese refugees and shut off oil
output after the U.S. offered to me-
diate a dispute with the World Bank.

i i i
n A Mexico bus crash killed at least
67 when it ran through a guardrail
and fell into a ravine on its return
from Easter services in Guadalajara.

i i i
n Ex-Illinois governor Ryan was con-
victed on all charges in a corruption
case. He faces a sentence of up to 20
years in prison on racketeering alone.

i i i
n The Supreme Court heard argu-
ments on shielding workers from em-
ployer retaliation for filing bias com-
plaints, one of the term’s big cases.

i i i
n Two Gulf Coast newspapers won
Pulitzer Prizes for coverage of Ka-
trina. Applicants could submit online
material for the first time. (Page B2)

i i i
n Moussaoui’s childhood abuse and
time in orphanages were the focus
of trial testimony. The defense is ex-
pected to wrap up its case this week.

i i i
n A TSA hiring change left some air-
ports short-staffed, raising fears of
long lines at security checkpoints as
summer travel gears up. (Page D1)

i i i
n A man who killed two Maine sex
offenders got their names from the
state’s online sex-offender registry,
fueling debate about the Web sites.

i i i
n Kenyan Robert Cheruiyot won the
Boston Marathon in record time of
2:07:14. Among women, Rita Jeptoo,
also from Kenya, won in 2:23:38.

O IL SETTLED above $70 for
the first time, rising to a

Nymex record of $70.40 a barrel.
The price run-up has come despite
high U.S. inventories, spurred by
a rush of investor funds into oil
markets. The Dow industrials slid
63.87 points to 11073.78 on fears
high oil prices will sap growth.
Bonds rose after weak housing-
market news. Gold leapt to a
25-year high of $615.40 an ounce.
(Articles in Column 5 and on Pages C1 and C5)

i i i
n Citigroup’s net increased 3.6%,
helped by its international and in-
vestment-banking units. Wacho-
via and Suntrust saw profits rise
but forecast more problem loans.
n Capital One’s results will in-
clude the first full quarter at the
former Hibernia since its purchase.

(Articles on Pages A2 and B7)

i i i
n Foreigners bought a net $86.9
billion in U.S. securities in Febru-
ary, as overseas investors continue
to finance the U.S. trade deficit.

(Article on Page C4)
i i i

n Comverse said it expects to re-
state over five years of financial
results, citing discrepancies in
the grant dates for stock options.

(Article on Page A3)
i i i

n Cardinal Health named a P&G
official to succeed its founder as
CEO. Separately, P&G announced
a major executive reshuffling.

(Articles on Pages A12 and B9)
i i i

n Tyco agreed to pay $50 mil-
lion to settle SEC charges that
it engaged in accounting fraud
and violated antibribery laws.

(Article on Page C2)
i i i

n Railroads and their customers
are at odds over fuel surcharges
that have been climbing much
faster than diesel-fuel costs.

(Article on Page A2)

i i i
n IBM reports its earnings today,
as investors and analysts await
the results of CEO Palmisano’s
shake-up at the computer giant.

(Article on Page B4)

i i i
n Wendy’s CEO Jack Schuessler
stepped down in a management
shuffle, amid concerns that the
chain has fallen behind rivals.

(Article on Page B9)

i i i
n Knight Ridder’s profit slid 53%,
burdened by expenses associ-
ated with its sale to McClatchy
and lackluster ad spending.

(Article on Page B2)

i i i
n Prosecutors challenged Skill-
ing’s explanation for selling Enron
stock as they began their cross-
examination of the ex-president.

(Article on Page C2)

i i i
n Lone Star offered to donate
$104 million to South Korea as it
moved to quell outrage over a $4.5
billion windfall from a bank sale.

(Article on Page C1)

i i i
n Nasdaq disclosed that it agreed
to borrow $1.93 billion from Bank
of America to help fund its pur-
chase of an LSE stake last week.

(Article on Page C3)

i i i
n Schwab’s earnings jumped 68%
on a surge in interest revenue
and a pickup in trading activity.

(Article on Page C3)
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A Rush
to the Yucatan
Boomer retirees are
fueling a land grab in
Mexico, but some are
finding con artists,

confusing laws and soaring prices. D1

Fund Track: Growing ‘Smids’
Money pouring into small and midsize
stocks is causing an unexpected
headache. Money & Investing, C1

The King of Pedal Steel
From Beck to Dolly Parton to ‘Tiny
Dancer,’ B.J. Cole’s sound has defied
his instrument’s limits. A new album
goes further. Leisure & Arts, D6

By Bhushan Bahree in New York and
Ann Davis in Houston

Capital Gains

Yolanda Holtzee

What About
Birth-Control Pills?
What the WHI study means
for women who take them

| D1

–Markets–
Stocks:NYSE comp. vol. 1,768,348,290
shares, Nasdaq vol. 1,766,231,333.
DJ industrials 11073.78, –63.87;
Nasdaq composite 2311.16, –14.95;
S&P 500 index 1285.33, –3.79.
Bonds (4 p.m.):10-yr Treasury

+10/32, yld 5.014%; 30-yr
Treasury + 15/32, yld 5.085%.
Dollar:117.83 yen, –0.84; euro
$1.2256, +1.45 cents against dollar.
Commodities:Oil futures $70.40 a barrel,

+$1.08; Gold (Comex) $615.40 per
troy ounce, +18.90; DJ-AIG
Commodity173.946, +2.704.

Oil Settles Above $70 a Barrel,

Despite Inventories at 8-Year High

Index to People ......................................................... B9
Index to Businesses ................................................ B2
What’s News Online ............................................. A12
Global Business Briefs ........................................ A16
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Rewarding Career

When a Friend
Becomes the Boss
Why some new managers
quickly go from buddy to bully

| B1

An Opportunity
During Hu’s Visit
China’s president could show
Beijing can play by the rules
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practice were inadequate, securities law-
yers say. A UnitedHealth spokesman said
thegrantswereappropriate,but thecompa-
ny’s board is reviewing options-granting
procedures.

The arrival of the $1 billion CEO
would be a head-turner in any industry.
But it’s especially controversial in
health care, where “people tend to view
each dollar of executive pay as money
that isn’t spent on them,” says
Jonathan Weiner, a health-policy expert
at Johns Hopkins University. Dr.
McGuire and his supporters say the
U.S. would be in even worse shape if it
weren’t for insurers such as United-
Health weeding out unnecessary treat-
ments, bargaining with doctors and en-
couraging patients to seek out the high-
est-quality care.

Ever since missing a stock-market
windfall in the late 1980s, Dr. McGuire
has pursued stock-options wealth tire-
lessly, as an iron-willed leader sur-
rounded by an admiring board. He de-
clined to discuss his pay, but current and
former directors talked at length about
their desire to do whatever is necessary
to keep Dr. McGuire happy.

“We’re so lucky to have Bill,” says
Mary Mundinger, a UnitedHealth director
who sits on the company’s compensation
committee. “He’s brilliant.” She says his
income gives him extra credibility in
health-policy debates because it shows his
success. “He needs to be compensated ap-
propriately so that his business model has
believability in the market,” says Ms.
Mundinger, who is dean of the nursing
school at Columbia University.

Robert Ryan, another UnitedHealth
director, notes that the company’s stock-
market capitalization has climbed
112-fold since Dr. McGuire took over in
1991. “A lot of the board’s job here is to
keep him motivated,” says Mr. Ryan, a
retired chief financial officer of
Medtronic Inc.

Bill McGuire was born in Troy, N.Y.,
but moved to Texas as a boy when his
father got a job as an oil-company engi-
neer. He grew up in League City, Texas,
a blue-collar town near Galveston.
Friends remember him as shy, pleasant
and dead-certain of his expertise in ar-
eas ranging from sports to math.

He grew to be 6-foot-6, and as a high-
school senior he was the starting center
on a basketball team that nearly won
the state championship. “Bill did all my
scouting reports for me,” recalls Bill
Krueger, who was in his first year as
coach. “I’d never played our opponents
before. Bill had. He remembered all the
other players’ strengths and weak-
nesses.”

After college, Bill McGuire attended
medical school in Galveston, Texas, at
the urging of family doctor Ned Dud-
ney. Varsity athletes who go into medi-
cine often end up as surgeons. But Dr.
Dudney pegged his young friend as
more of an intellectual problem-solver
and pointed him toward internal medi-
cine. “Bill liked the challenge of diag-
nosing the rare, complicated disease,”
Dr. Dudney recalls.

At medical school, Dr. McGuire be-
came famous for his side income as a
commercial fisherman, selling speckled
trout to Galveston’s best restaurants at
40 cents a pound. The night before one
exam, he slipped away to the Gulf of
Mexico and spent hours catching fish.

“It flabbergasted us,” recalls class-
mate Robert Hendler. “The rest of us were
struggling to learn the material. Bill had
it down cold. He could go fishing and still
get one of the best scores on the test.”

In the early 1980s, Dr. McGuire settled
into private practice as a lung-disease
specialist in Colorado Springs, Colo.
Much of his job involved hospital care of
the desperately sick at all hours of the
day and night. In one case, Dr. McGuire—
who wasn’t certified as a cardiac sur-
geon—reopened the chest incision of a
critically ill patient in the emergency
room and massaged his heart. That auda-
cious step kept the patient alive until a
surgeon arrived.

Looking for a new challenge, Dr.
McGuire joined Peak Health Plan Inc. in
1984 as its assistant medical director. He
helped found a smaller health plan, Cost-
Guard Inc., in which he took a 10% owner-
ship stake. “Bill gave us a lot of credibil-
ity,” recalls Stephen Hyde, Peak’s CEO
at the time. “I was trying to expand our
provider network, and I couldn’t get doc-
tors to come to our recruiting meetings.
Bill could.”

Within two years, both Peak and Cost-
Guard were sold to UnitedHealth, a
larger Minnesota company that had been
founded in 1974, for a total of about $95
million. Dr. McGuire was irked that the
company he had recently joined was sud-
denly sold, associates say. He earned
about $1 million on his CostGuard stake
but he didn’t own any Peak stock, so he
missed out on bigger windfalls that
Peak’s three founders collected. “Bill
didn’t let me forget about it for years,”
Mr. Hyde says.

The managed-care industry in the
late 1980s was experiencing booming but
chaotic growth. Big corporations, instead
of simply paying whatever medical bills
their employees submitted, tried steer-
ing them into more restrictive HMOs to
hold down runaway costs. Members
streamed in so fast that many health
plans’ computer systems buckled.

Dr. McGuire moved to United-
Health’s headquarters in Minnesota,
where he quickly became the company’s
No. 2 executive. In 1988 and 1989, he per-
formed the business world’s version of
emergency surgery on a company that
was stretched too thin. After he helped
sell or close a half-dozen regional plans
that weren’t working out, UnitedHealth
became a smaller but more profitable
company.

“When we saw Bill’s talent and poten-
tial, we started providing him with some
big stock options to give him some incen-
tives,” recalls Robert Ditmore, a former
UnitedHealth director in the late 1980s.
By the end of 1990, Dr. McGuire had
options on 229,277 shares, or 0.7% of the
company.

This was the beginning of a period
when U.S. corporations began making op-
tions a big part of pay packages, seeking
to align the interests of executives and
shareholders. Traditionally, hired CEOs
enjoyed big salaries but their puny stock-
holdings left them no hope of approach-
ing the epic wealth of the Rockefellers or
DuPonts.

But as stock options took off, highfly-
ing bosses such as Dr. McGuire propelled
themselves into the top ranks of their
companies’ shareholder registries. As
stock prices rose, these bosses became
tycoons, too.

In the early 1990s, the HMO boom con-
tinued and Dr. McGuire found more ways
for his company to pull ahead of the
pack. He spent heavily on information
technology, ensuring that UnitedHealth
could handle its fast-growing member-
ship even as rivals got snarled in data
blowups. And he showed a knack for ac-
quisitions, picking up smaller plans that
fit well into UnitedHealth’s networks.

The stock jumped 10-fold during Dr.
McGuire’s first five years at the com-
pany. Directors purred. “We knew we
had a really strong leader in Bill,” re-
calls Walter Mondale, the former presi-

dential candidate, who was a member of
the UnitedHealth board’s compensation
committee in the early 1990s. “We
wanted to keep him and help him with
incentives.”

During his first seven years as CEO,
Dr. McGuire’s base salary more than tri-
pled, to $1.3 million in 1998. His bonus
jumped nearly as briskly for a few years.
Then in 1997 and 1998, Dr. McGuire told
directors that he would forgo his bonus.
The company’s stock price and earnings
growth had stalled amid a backlash
against restrictive health plans.

His sacrifice impressed directors. As
the expiration of his contract approached
in mid-1999, the directors and the CEO
met repeatedly to talk about a new con-
tract.

Dr. McGuire at the end of 1998 had
unrealized gains of $22 million on his ex-
isting options. That might have seemed
like a huge sum a decade earlier. But

Leonard Abramson, the founder of U.S.
Healthcare Inc., netted about $900 mil-
lion when he sold his company to Aetna
Inc. in 1996. And dot-com mania was at
its peak. CEOs of health-care start-ups
such as WebMD Inc. held 5% or bigger
stakes in their companies, which looked
like passports to great wealth.

In contract negotiations, Dr.
McGuire pushed for more options, and
directors agreed. When his contract was
renewed, effective Oct. 13, 1999, he got
options equivalent to 2% of United-
Health’s shares outstanding. That was
the biggest slice Dr. McGuire had ever
received. “Clearly we were aware of peo-
ple getting huge gains on Internet-stock
situations. That was perhaps a factor in
our mind,” says director William
Spears.

The dot-coms’ onslaught proved

laughably brief, but UnitedHealth kept
rising. As the industry consolidated—
spurred by several deals Dr. McGuire
engineered—health-plan operators found
it easier to raise prices. Employers
rarely complained, or if they did they
directed their anger at the health-care
system generally.

The better UnitedHealth fared, the
more valuable Dr. McGuire’s options be-
came. Since 2000, he has cashed out $488
million of options, yet the value of his
remaining options keeps rising. The 1999
grant has proved about seven times as
valuable as the company projected when
it was issued.

In Minnesota, such riches have infuri-
ated some people. Joel Albers, a Minneap-
olis pharmacist, regularly impersonates
Dr. McGuire at state fairs, donning a
tuxedo, holding up an enlarged picture of
Dr. McGuire on a stick and handing out
leaflets denouncing corporate greed.
Most people chuckle and walk on. But
Mr. Albers says he has a serious point.
He has been urging Dr. McGuire to spend
his options proceeds on providing free
health coverage for Minnesota’s 77,000
uninsured children.

UnitedHealth executive John Pen-
shorn says outsiders’ efforts to tell Dr.
McGuire how to spend his money are
“very parochial” because “the issues are
broader than just Minnesota.” Dr.
McGuire has been speaking out about na-
tional health system reform and United-
Health has opened advanced clinics that
serve some of the nation’s poorest neigh-
borhoods. Dr. McGuire also has set up a
family foundation that gives away mil-
lions on behalf of education, science and
the arts.

Some of Dr. McGuire’s most eye-catch-
ing gifts are unrelated to health care. In
January, he announced he was giving $10
million to help thousands of disadvan-
taged Minnesota children attend college.
Dr. McGuire also has given nearly $10
million to the University of Florida for a
biodiversity center that includes one of
the world’s largest butterfly research in-
stitutes. An avid lepidopterist himself,
Dr. McGuire discovered the brown Texas
butterfly Euphyes mcguirei.

As long as UnitedHealth stock keeps
climbing, big shareholders say they
aren’t likely to badger Dr. McGuire for a
pay cut. “It’s hard to say what someone
like that is worth,” says Tom Marsico,
head of Marsico Capital in Denver, which
owns about 5% of UnitedHealth’s shares.
“But compared with hedge-fund man-
agers or athletes, he’s probably doing
more to improve the world.”

Even so, UnitedHealth directors hud-
dled several times last year to discuss
whether they have showered Dr.
McGuire with too many options. His 1999
employment contract obligated the com-
pany to award him further options on 2.6
million shares each year, adjusted for
splits.

“The number [of options] became
larger than we were comfortable with,”
says Mr. Spears, a member of the United-
Health compensation committee. Direc-
tors in August 2005 eliminated the options
guarantee. Dr. McGuire received options
last year on 1.7 million shares, down 35%
from the previous year.

But several directors say they have no
desire to peel away some of the CEO’s
longtime perks, such as a $139,000 travel
allowance and $69,100 of financial plan-
ning last year—even though Dr. McGuire
is long past the point of needing help
with everyday living costs.

“If we did reduce these things, Bill
would take it as a signal that directors
weren’t enthusiastic about his leader-
ship,” says Mr. Spears. “That would be a
distraction, at the very least. Bill takes
these things as a benchmark of how direc-
tors feel about him.”

During their August 2005 overhaul of
Dr. McGuire’s contract, directors did
eliminate an unusual provision that let
Dr. McGuire choose when his options
would be awarded. As this newspaper
reported on March 18, option grants to
Dr. McGuire in 1997, 1999 and 2000 car-
ried dates on which UnitedHealth’s
stock hit its low for the year. Mr.
Spears said in March that he wasn’t
aware of anything inappropriate about
the options grants.

In an SEC filing April 7, UnitedHealth
said a committee of independent direc-
tors will work with outside lawyers to
review the company’s “current and his-
toric stock option grant procedures.” The
company said the board review was Dr.
McGuire’s idea.

Continued From First Page

SAN JOSE, Calif.—Calpine Corp.
said it will take $5.5 billion in non-
cash charges for 2005, primarily re-
flecting reductions in the value of
its power plants and energy
projects.

The power company, which filed
for U.S. bankruptcy protection in De-
cember, said the charges include
$2.4 billion related to operating-
plant impairment and $2.1 billion
for reductions in the value of equip-
ment and development projects.
The rest is related to other items.

The company also said it will
record a separate $1.6 billion reduc-
tion in the value of deferred-tax as-
sets, reducing its ability to use past
losses to offset future earnings.

The $5.5 billion charge repre-
sents a significant decrease in the
value assigned to the company’s
hard assets, which were valued at
$18.5 billion at the end of the third
quarter of 2005. As part of the
bankruptcy process, the company
is going through its inventory of
power plants and partially com-
pleted projects and selling or shut-
tering those that aren’t profitable.

Calpine said there could be addi-
tional impairment charges in future
quarters.

Calpine Plans Charges
Totaling $5.5 Billion

BY THOMAS M. BURTON

Prescription-drug wholesaler Cardi-
nal Health Inc., which has been recover-
ing from accounting difficulties that
blindsided investors two years ago, said
its chief executive and founder would
step aside and named a Procter & Gam-
ble Co. official as its new CEO.

The large Dublin, Ohio, distributor of
prescription drugs to drugstores and
warehouses named R. Kerry Clark, 53
years old, to be its new president and
chief executive, as well as a member of
the Cardinal board. Mr. Clark, who has
been vice chairman of P&G and was
most recently responsible for the con-
sumer-products firm’s $20 billion global
family-health business, told investors on
a late-afternoon conference call that he
expected the transition to his leadership
to be one of “evolution, not revolution.”
(See related article on page B9.)

Robert D. Walter, the founder and
chairman of Cardinal, stepped down ef-
fective immediately as chief executive
but will stay on as chairman. Mr. Walter,
60, had presided over more than three
decades of clocklike earnings increases
and increases in share price. Two years
ago, however, an internal accounting re-
view disclosed several problems, includ-
ing the improper classification of bulk-
shipment revenue as operating revenue,

leading to earnings restatements.
In an interview yesterday, Mr. Clark

said growth of Cardinal’s international
business is one of his major priorities.
About 40% of Cardinal’s employees live
outside the U.S., but many of them are
engaged in manufacturing of products
destined for the U.S. About 10% of its earn-
ings come from overseas. “The recent fi-

nancial performance of Cardinal has been
very good, and things are moving in the
right direction,” Mr. Clark said.

Since the accounting problems, Cardi-
nal has again posted increased earnings.
Its share price rose throughout 2005 and
much of this year. The shares fell 15
cents yesterday to $69.85 in 4 p.m. New
York Stock Exchange composite trading.

While Wall Street observers weren’t
surprised by yesterday’s move, they
didn’t expect it so soon. “We view the
injection of new management blood favor-

ably and believe the moves will be benefi-
cial to Cardinal Health longer term,”
wrote Eric W. Coldwell, an analyst with
Robert W. Baird & Co.

Mr. Clark spent 32 years with Procter
& Gamble in various leadership positions
in North America and Asia. Most recently,
he presided over the business that focused
on pharmaceuticals and over-the-counter
medicines. Under the terms of his hiring,
Mr. Clark will succeed Mr. Walter within
two years as chairman and Mr. Walter, in
the conference call, said that transition
could occur even sooner.

Cardinal Health also announced the
exit of George Fotiades, who had served as
president and chief operating officer and
had run Cardinal’s pharmaceutical-tech-
nologies and -services unit. Mr. Coldwell,
the analyst, termed that unit a “perennial
disappointment to Wall Street.” Mr. Fotia-
des couldn’t be reached to comment.

Mr. Walter, in an interview, said the
moves aren’t related to the accounting
problems of two years ago, which resulted
in some employee terminations and repri-
mands, as well as an investigation by the
Securities and Exchange Commission.
“This is really about the future,” Mr.
Walter said. “We didn’t have to act now.
We have a lot of momentum.” He said the
company has developed the “outline of
an understanding with the SEC” that
could lead to a settlement of the issue.

Bill McGuire (No. 20) starred on the
Clear Creek High basketball team in
League City, Texas, in 1966.

Cardinal Health CEO Cedes Post to P&G Veteran

Mr. Clark said growth

of international

business is one of his

major priorities.
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China and Taiwan
Spar Over Friends
In Small Places

Tiny Pacific States Are Caught

In Diplomatic Crossfire;

Key Area for U.S. Military

The Tale of a Shove and a Flag

Selling Generic Drugs by Mail

Turns Into Lucrative Business

Benefit Managers Say They

Save Employers Money,

As Their Own Profits Rise

Off-Patent Bonanza Ahead

By SUSANNE CRAIG

Bear Stearns Cos. Chairman and
Chief Executive Officer James Cayne,
who has long struggled to find a place
for his scrappy firm alongside Wall
Street’s big elite players, finds himself
top of the heap in one department: the
value of the stake he owns in the com-
pany he runs.

Mr. Cayne holds a Bear Stearns
stake, including stock and options,
worth about $1.02 billion, topping many
other long-serving Wall Street chiefs.
The large value of his ownership posi-
tion comes thanks to a soaring share
price—most Wall Street firms are trad-
ing at or near their all-time highs right
now—and a lucrative stock plan for the
firm’s top executives.

Henry Paulson Jr., the 60-year-old
CEO of Goldman Sachs Group Inc.,
which has a stock-market capitalization
more than four times that of Bear
Stearns, owns a stake in his firm, in-
cluding shares and options, currently
valued at $749.2 million, according to
recent regulatory filings. Lehman Broth-
ers Holdings Inc. CEO Richard Fuld Jr.,
also 60 years old and another long-serv-
ing Wall Street executive, is listed as
owning 2.1% of Lehman, an interest val-
ued at $851 million.

Former Citigroup Inc. chief Sanford
Weill, a horse of a different color in
that he dramatically built and shaped
the firm he ran until recently, owns 19.9

million Citigroup
shares—a stake
valued at $999 mil-
lion. Charles
Prince, Citigroup’s
new CEO, has a
stake valued at
$118 million. Citi-
group, a diversi-
fied financial-ser-
vices company
with interests far
broader than the
brokerage and in-
vestment-banking

of most Wall Street firms, has a market
capitalization of almost $251.41 billion,
compared with approximately $17.15 bil-
lion for Bear.

At other financial companies, Ken
Chenault, the 54-year-old head of Ameri-
can Express Co., has a stake in the credit-
cardgiantvalued at $332million, andBank
of America Corp. CEO Kenneth Lewis, 59,
has beneficial ownership in the company
he runs valued at $331.4 million, according
to recent filings.

Compensation experts say it’s not un-
common for CEOs to surpass the $1 bil-
lion mark, though many CEOs who
achieve billionaire status have had a
role in their companies’ beginnings or
played key roles in strategic transforma-
tions of the companies they run. Mi-
crosoft Corp. CEO Bill Gates was a
founder of the software giant, and his
holdings are worth in excess of $24 bil-

Please Turn to Page A16, Column 3

By JENNIFER SARANOW

AUGUSTA, Ga.—Jabari Bryant didn’t
go to a car dealership to buy his new car
last fall. The 28-year-old went to a retire-
ment community in Tybee Island, Ga.,
where for $2,000 he bought a navy blue
1988 Chevrolet Caprice Classic Brougham
from a man who was “at least 83.”

The seller said “his eyesight was go-
ing and he had no use for the car,” re-
calls Mr. Bryant, an automobile glass in-
staller from Savannah.

Young people today don’t want their fa-
ther’s Oldsmobile—they want their grand-
father’s. Some of thehippest wheels forun-
der-30 drivers today are models commonly
identified with seniors: Oldsmobiles,
Buicks, Chevrolets and Cadillacs from the
1970s, 1980s and early 1990s.

From Collins Ave. in Miami Beach’s
South Beach neighborhood to Interna-
tional Blvd. in Oakland, Calif., teens and
young adults are cruising in “grandpa”
and “grandma” cars that they have
painted bright colors like lime green, out-
fitted with fancy sound systems and
propped up on monster-truck-style
wheels. They’re sweet-talking their
grandparents into giving up old cars and

offering to buy them on the spot from
strangers.

Television shows, such as MTV’s
“Pimp My Ride,” and rappers, including
Snoop Dogg, are helping to drive the
craze. There’s even a new magazine,
Donk, Box & Bubble, dedicated to the
tricked-out-oldie-car culture.

For U.S. car makers, struggling to lift
sales, it’s a painful irony that the models
striking a chord with young buyers aren’t
those rolling off the assembly lines today
but rather ones made decades ago. De-
troit’s marketers are trying to figure out
how to ride the trend without ruining it.

“The worst thing you can do is start to
promote this,” says Steve Shannon,
Buick general manager. (Still, car mak-
ers are embracing the idea of marketing
the same model to two generations; see
article on page B1.)

Besides the older models’ low price
tags, young people say they like the chal-
lenge of adding features like big wheels to
vehicles that weren’t designed for them.
The cars are easier to work on than newer,
more-computerized versions and are sure
to stand out. There’s also the cool factor of
being so “out” you are “in.”

Mr. Bryant was showing off his car in
Augusta on a recent Saturday at the “Big
Car Showoff,” organized by MIA Enter-
tainment Inc.’s East Coast Ryders, which
sells DVDs mostly depicting revamped
older cars. He has spent about $11,000 cus-
tomizinghisCaprice,nowpainted“tanger-
ine orange” and lifted onto 24-inch wheels,
instead of the 15-inch wheels they came
with. Arrayed nearby were about 300 simi-
lar vehicles, from a 1972 Chevrolet Impala
with an ostrich-skin interior to a 1984 Olds-
mobile Cutlass Supreme lifted four feet off
the ground.

If you have one of the grandpa cars
Please Turn to Page A15, Column 1

By NICHOLAS ZAMISKA
And JASON DEAN

PORT VILA, Vanuatu—Early one Oc-
tober morning in 2004, Serge Vohor, the
prime minister of Vanuatu, boarded his
nation’s only jet for a clandestine flight
that he hoped would make him a hero.

Mr. Vohor planned to establish diplo-
matic relations with Taiwan in exchange
for aid dollars for his poor, island coun-
try, one of the world’s smallest. His mis-
sion was secret because Vanuatu already
recognized mainland China, which would
certainly be displeased by an alliance

with longtime rival
Taiwan.

The prime min-
ister succeeded,
but only briefly.
Within weeks of
his announcing the
deal in Taiwan’s
capital Taipei,
Beijing persuaded
Mr. Vohor’s rivals
back home to undo
the arrangement.
A dispute over fly-
ing Taiwan’s flag
and an allegation

that Mr. Vohor got physical with the
Chinese ambassador contributed to a po-
litical tumult that culminated in the
prime minister’s ouster.

Vanuatu and other tiny island nations
of the Pacific have become a battleground
in an escalating diplomatic war between
China and Taiwan, upending the political
landscape of a region where the U.S. has
long been a major power.

This sprawling stretch of the Pacific
is dotted by thousands of islands, home
to important shipping lanes and fisher-
ies. The U.S. maintains a missile-testing
facility in the Marshall Islands and a ma-
jor military base in Guam, a U.S. terri-
tory. It would likely be drawn into any
military dispute between China and Tai-
wan, one of the biggest potential threats
to peace in the Asia-Pacific region.

Even though Washington is expand-
ing its facility at Guam, the U.S.’s diplo-
matic presence in the Pacific islands
has been shrinking as it shifts re-
sources to other parts of the world.
Beijing now has more diplomats in the
region than any other country, says
Tamara Renee Shie, a researcher at the
National Defense University, a Washing-
ton, D.C.-based educational institution
run by the U.S. military.

China and Taiwan have been jousting
over allies since Chiang Kai-shek’s Kuom-
intang, or Nationalist Party, fled to the is-
land in 1949 amid civil war with Mao Ze-
dong’s Communists. In the past, the diplo-
matic war was concentrated on countries
in Latin America and Africa, areas that re-
main contested. China claims Taiwan as
part of its rightful territory and has threat-
enedamilitaryattacktoprevent it fromfor-
malizing its de facto independence, such
as through a change to its constitution.

As China’s economic and diplomatic
might has grown in recent years, Taiwan
has become more isolated. The island is
recognized by just 25 nations, almost all of
them poor, down from 30 a decade ago and
65 in the early 1970s. Taiwan has long wor-
ried that its last remaining European part-
ner, the Vatican, could abandon it for
Beijing, though relations between China
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G EMSTAR’S FORMER CEO
was ordered to pay over $22

million for his role in a fraud
that led the company to restate
more than $225 million in reve-
nue between 2000 and 2002. The
civil penalty against Henry Yuen
is one of the largest the SEC has
ever obtained against an individ-
ual in an accounting-fraud case.

(Article on Page A3)

i i i
n Teck Cominco unveiled an un-
solicited $15.35 billion offer for
fellow Canadian mining company
Inco, thwarting Inco’s own plans
to acquire rival Falconbridge.

(Article on Page C4)

i i i
n Dell warned it would miss its
earnings and revenue forecasts,
blaming the shortfall on pricing ac-
tions taken to revive sales growth.

(Article on Page A3)

i i i
n GM revised its first-quarter loss
to a $445 million profit after the
SEC let it change its accounting
for a UAW health-care deal.

(Article on Page A2)

i i i
n Shell Canada agreed to buy
BlackRock for $2.17 billion, a deal
that boosts its potential output
from Canada’s oil-sands deposits.

(Article on Page A12)

i i i
n Lehman advised Golden West
on its planned sale to Wachovia
and counseled Thermo Electron
on its planned deal for Fisher.

(Article on Page C4)

i i i
n Airbus signed contracts valued
at $1.4 billion to secure its sup-
ply of titanium through 2015, amid
strong demand for the metal.

(Article on Page A2)

i i i
n UAL posted net of $22.9 billion.
But excluding a huge accounting
gain, the United Airlines parent
reported a loss of $306 million.

(Article on Page A10)

i i i
n The Dow industrials edged up
6.80 to 11584.54 in advance of to-
morrow’s Fed meeting. The dollar
fell against the yen. Oil eased.

(Articles on Pages C1 and C6)

i i i
n The defense and prosecution
rested in the trial of Enron ex-ex-
ecutives Lay and Skilling. Clos-
ing arguments begin next week.

(Article on Page C5)

i i i
n China is preparing a system
to insure bank deposits, which
may require foreign banks to in-
corporate their branches there.
n The Treasury may formally
accuse China of manipulating the
yuan to gain an edge in trade.

(Articles on Page A4)

i i i
n Apple Computer won a U.K.
legal victory in its fight with the
Beatles’ Apple Corps over the
use of the apple logo on iTunes.

(Article on Page B4)

i i i
n Many major U.S. newspapers
posted circulation declines in the
past six months as readers con-
tinued to defect to other media.

(Article on Page B5)

i i i
n Warner Bros. plans to sell
and rent movies and TV shows
using BitTorrent’s Internet-
based peer-to-peer technology.

(Article on Page B2)
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Earnings Tally: See which
companies hit the jackpot
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i i i

n Act One: Twentysomethings depend
a lot on each other for help. But do you
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i i i
n 10 Years on the Web: Catching up
with ex-Bertelsmann CEO Thomas
Middelhoff. Plus, how the Net will
continue to revolutionize investing.
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I NS I D E

n BUSH NOMINATED Hayden to lead
the CIA despite lawmakers’ concerns.

The administration sought to portray
the former NSA head as an indepen-
dent career military officer who would
have no compunction about locking
horns with Rumsfeld, and indicated an
agency veteran was likely to be his
deputy. Feinstein suggested she would
support the candidacy, but others in
Congress have expressed reservations
about Pentagon influence. CIA offi-
cials confirmed Foggo, under inves-
tigation as part of an inquiry stem-
ming from a bribery case, is retir-
ing as executive director. (Page A4)

Moussaoui said he lied about his 9/11
role and tried to withdraw his guilty
plea because he believes he can get a
fair trial. A judge denied the request.

i i i
n Iran’s president sent Bush a letter
calling on him to “return to the teach-
ings of the prophets,” as the U.S. and
Europe push to isolate Tehran over nu-
clear work. Rice told the AP the let-
ter, which has only a passing refer-
ence to the nuclear issue, doesn’t pro-
vide a diplomatic opening. (Page A6)

i i i
n Bush called for the U.N. to take over
peacekeeping in Sudan’s Darfur region
and pledged to expedite food aid. Rice
today will press for a U.N. resolution.
Refugee-camp residents killed a Darfur
translator, and the U.N. humanitarian
chief cut short a camp visit. (Page A6)

i i i
n Iraqi cabinet efforts stalled as po-
litical differences hampered formation
of a unity government. Violence killed
at least 34, including a U.S. soldier
when a roadside bomb hit his convoy.

i i i
n Rep. Ney’s ex-chief of staff pleaded
guilty to taking and providing bribes,
as the Abramoff investigation moved
closer to an elected official. (Page A16)
n Senior House members have drafted
legislation to tighten rules on foreign
investment in the U.S., following the
Dubai ports controversy. (Page A6)
n An Iowa company is battling Con-
gress and rivals over the right to give
millions of dollars back to farmers
buying crop insurance. (Page A6)

i i i
n Hamas and Fatah militants clashed
with assault rifles and missiles, killing
three people as the rival Palestinian
groups engage in a power struggle.

i i i
n Chertoff said billions spent on com-
munications systems will go to waste
unless police, firefighters and other
emergency responders end turf wars.

i i i
n A Thai court nullified last month’s
parliamentary vote, but a new ballot
might not resolve problems that seem
to be harming the economy. (Page A8)

i i i
n U.S. air strikes killed four Taliban
militants and destroyed a truck car-
rying rockets near Afghanistan’s bor-
der with Pakistan, the military said.

i i i
n Some estimates say more than six
million eligible people haven’t signed
up for Medicare’s drug benefit, and a
penalty starts after Monday. (Page D1)
n Roughly 20% of prescriptions are
for conditions for which the FDA
hasn’t authorized the drugs’ use, ac-
cording to researchers. (Page D3)
n Women run a higher risk of breast
cancer after taking estrogen-only pills
for at least 15 years, says a study over-
seen by Harvard-affiliated researchers.

i i i
n A South African judge acquitted
onetime presidential hopeful Zuma
of rape, but the former deputy presi-
dent still faces a corruption trial.

i i i
n Hawaii abandoned gas-price controls
after eight months. Some complained
the caps led to increased prices in a
state with the costliest U.S. gasoline.

i i i
n Teams rescued two Australian gold
miners trapped 3,000 feet underground
for two weeks after an earthquake.
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By BARBARA MARTINEZ

In many industries, middlemen
scrape by on small margins. Not so in
generic drugs.

Documents from 2001 filed in an
Ohio court case show that Medco Health
Solutions Inc. paid $90 that year for the

pills to fill 114 pre-
scriptions for a ge-
neric copy of Va-
lium. Medco sent
its client, the State
Teachers Retire-
ment System of
Ohio, a bill of
$1,028 for the
drugs, which also
reflected its dis-
pensing costs.
Medco paid $766
for the pills to fill
hundreds of pre-
scriptions for the
blood-pressure

medicine atenolol. It billed the Ohio
teachers $25,628.

Today, Caremark Rx Inc., another
middleman, charges the federal govern-
ment and employees $96.88 for 90 pills of
generic Prozac, according to a Caremark
Web site. The same pills can be bought
wholesale for less than $5.

Medco, Caremark and Express
Scripts Inc. are the big three “pharmacy
benefit managers,” or PBMs. Employers
that offer prescription-drug coverage
hire PBMs to do the paperwork and keep
costs down when an employee needs a
prescription filled. More than 100 million
Americans carry a card with the logo of
one of the big three, using it at the phar-
macy to show they’re covered.

It’s a hugely lucrative place in the food
chain. Generic drugs are popular because
they save money by offering alternatives
to expensive brand-name drugs. But the
PBMs have figured out how to use mail or-
der to turn generics into a bonanza. Buy-
ing in bulk, the PBMs typically pay a few
centsperpill, then turnaround andbill em-
ployers a quarter, 50 cents or even a dollar
a pill. A Medco spokeswoman, Ann Smith,
says final profit is much smaller than that
spread because of administrative and dis-
pensing costs.

For the employers, the generic prices
look like a bargain because they’re gener-
ally still much lower than those of brand-
name drugs. The employers often don’t
know the spreads enjoyed by the PBMs.

The big three PBMs’ perch could grow
even more valuable over the next five
years as brand-name drugs with $47 bil-
lion in annual sales lose patent protection.

Copies of top sellers such as the choles-
terol drug Zocor and antidepressant Zoloft
will take a big bite out of the drug indus-
try’s profits, while giving PBMs more
chances to sell high-margin generics.

More than half of Medco’s net income
comes from filling generic-drug prescrip-
tions at its mail-order facilities, although
the mail business including brand-name
drugs represents just 37% of revenue. Col-
lectively, the big three recorded net in-
come of nearly $2 billion last year.

The business has brought gains for
PBM shareholders and made some PBM
executives rich, chiefly from valuable
stock options, even as many employers
and employees struggle to afford health
insurance. Caremark’s chief executive,
Edwin M. “Mac” Crawford, has sold $185
million in stock since November. (See ar-
ticle on page A10.) At Express Scripts,
Chairman Barrett Toan has sold $64.8 mil-
lion in stock since last fall.

It helps the PBMs that many employ-
ers are unfamiliar with the economics of
manufacturing pills. While a brand-
name pill such as Lipitor or Prozac may
cost employers $2 or more, most of that
goes into marketing, research into future
drugs and profit for the drug company.
The cost of actually producing the pills is
usually only a few cents each.

After the patent on a drug expires,
brand-name makers lose the monopoly
that allowed them to charge a high price.
But for customers accustomed to the old
prices, it may seem like a bargain to get
pills that used to cost $2 for just 50 cents.

The PBMs defend their lofty margins
on generics, saying that they need the
profits there to make up for overhead
costs and losses or slim margins on
brand-name drugs. They say employers
benefit from their efforts to switch pa-
tients to generics. Pharmacies also add
huge markups on generic drugs for some
customers, such as uninsured people who
pay for medicines out of pocket.

Recently, some states have been push-
ing back against PBMs, weighing laws to
force the middlemen to reveal where
their profits come from. The laws would
also make PBMs fiduciaries of their cli-
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ents, just like accountants or lawyers.
That would limit the PBMs’ ability to
grab lucrative margins through pricing
methods that employers find hard to fol-
low. Meanwhile, a handful of employers
are looking for ways to buy generics for a
price closer to what they cost to make.

But for now, the generic mail-order
business is booming. It represents the
latest evolution of an industry that has
played a key behind-the-scenes role in
the $250 billion U.S. pharmaceuticals
business.

The PBMs started out by promising to
liberate employers from the grunt work
of offering a prescription-drug benefit for
employees. They could handle the paper-
work when prescriptions were filled at
pharmacies and make sure employers
paid only for approved drugs.

PBMs were early adopters of technol-
ogy. When people needed a prescription
filled, they could simply hand over their
Medco or Caremark card to the pharma-
cist, who could tap into the PBM data-
base to confirm coverage and figure out
how much the employee owed out of
pocket.

For a while, a good chunk of the
PBMs’ profits came from incentives pro-
vided by drug makers. PBMs would try
to badger doctors into switching prescrip-
tions to a particular brand. The PBMs
could reap lucrative rebates from drug
makers for doing this. After an outcry
about the practice a few years ago,
PBMs started sharing more of the re-
bates with employers.

Early on, PBMs came up with the idea
of cutting pharmacies out of the equation
altogether. Many people fill prescriptions
on regular schedules, and have no need
to go to a drugstore every time. PBMs
could receive orders by phone or online
and send pills directly to patients. It
would be more convenient for patients
and reduce the risk of errors.

It took a while, but gradually employ-
ers warmed to the mail-order idea. PBMs
sold it in part by promising to switch
employees as quickly as possible to
cheaper generic copies whenever they
were available. Even if the prescription
was for a patent-protected drug, the
PBMs would try to switch it to a similar
generic. PBMs also offered lower prices
on brand-name drugs if employees used
mail order.

Today, big facilities like Medco’s can
fill prescriptions in minutes and put
them in the mail with barely a human
hand intervening. At its Willingboro,
N.J., facility, which Medco calls the
world’s largest automated pharmacy,
trays of bottles get filled from 1,200 bins
containing almost every major pill for
chronic diseases prescribed in the U.S.
Robots cap and seal the bottles after
their two-mile journey and drop them
into plastic mailing bags. The factory
churns out more than a million mail-or-
der prescriptions a week.

When the allergy drug Flonase lost
patent protection this March, Medco says
it converted 95% of brand prescriptions to
genericswithin two days.A similarconver-
sion in 2001 when Prozac went off-patent
took more than six months, it says.

An even bigger opportunity is coming
in June, when Merck’s cholesterol fighter
Zocor goes off-patent. Medco vice presi-
dent Ken Malley says Medco has a “very
overt, very aggressive program” to push
generic Zocor. Medco will fax letters to
50,000 doctors urging them to put their
patients on the generic pill. The letters
say, “Help keep your patients’ benefits
affordable.”

Timothy Wentworth, a top Medco ex-
ecutive, says switching to generics will
lower employers’ costs. Medco plans to
waive co-payments for six months for Zo-
cor patients who switch to its mail-order
pharmacy from a retail store. That’s the
longest waiver it has offered, and Medco
says experience with shorter waivers sug-
gests many patients will sign up. “We are
incredibly motivated” to get patients on
generics quickly, says Mr. Wentworth.
“Every day we make more money.”

Medco’s spread can be wide, as docu-
ments from the Ohio court case show. In
one case in 2001, Medco paid $514 for the
pills to fill 666 prescriptions for a blood-
pressure drug. It charged the Ohio teach-
ers’ retirement system $5,806. In 2000,
the group paid $10.5 million in total for
generic drugs that cost Medco $2.3 mil-
lion.

Medco says that after overhead its
profit margin on mail-order generic
drugs for the retired Ohio teachers was
only 23% and its total margin, after
losses on brand-name drugs, was 1%. Ms.
Smith, the Medco spokeswoman, adds:
“To make generalizations on five-year-
old pricing of a selective sampling of
drugs would be misleading.”

The state of Ohio sued Medco, accus-
ing the PBM of cheating the teachers.
Medco denied that, saying it acted ac-
cording to their contract. The judge told
the jury to disregard the margins on
generics because contracts allowed
them. The jury ruled that Medco should
pay the teachers’ retirement system

$7.8 million for fraud and for breaching
what the jury called its fiduciary duty.
Medco is appealing.

The Ohio data are unusual: Even to-
day, it’s difficult to find clear numbers on
how much PBMs pay for drugs and how
much they charge for them. However,
some examples come from a Web site
operated by Caremark, which manages
the prescription-drug benefit for federal-
government employees. The site says it
shows federal employees how much Care-
mark bills the government for many
drugs.

According to the site, 90 pills of ge-
neric Prozac cost $96.88 via Caremark’s
mail-order pharmacy—a bill that the fed-
eral government must foot, minus a
small co-payment by the employee. Phar-
macies, whose business is threatened by
PBMs, say those pills cost less than $5 to
acquire wholesale. On its Web site,
Costco Wholesale Corp. sells 100 pills of
generic Prozac to retail customers who
lack insurance for $13.59.

In some other cases, the government
is also getting a worse deal from mail
order than it would if employees filled
their prescriptions the old-fashioned way
at a pharmacy. According to the Care-
mark Web site, the government’s cost for
a full year of atenolol, the widely pre-
scribed blood-pressure pill, is $28.92 if
the employee goes to a pharmacy. But
when the drug is ordered through the
mail, the government’s cost rises to
$81.12. The employee’s co-payment would
be higher, too: $40 instead of $9.60.

Mr. Crawford, Caremark’s chief exec-
utive, says it’s irrelevant to look at the
price of one drug because PBMs negoti-
ate a pricing system with clients that
saves them overall. He says Caremark
“loses a lot of money on branded drugs”
because of competition with other PBMs.
He adds that Caremark has invested sig-
nificantly in its mail-order facilities and
needs to earn a return.

ACaremark spokesmansays the prices
on the Web site shouldn’t be considered ac-
tual prices because the company’s con-
tract with the federal government “is not
based on pricing per individual prescrip-
tion.” Nancy Kichak, a federal govern-
mentofficial whooverseesbenefits for em-
ployees, says the government does pay for
individual prescriptions. “What you see
on the Web site is very close to what we’re
paying,” she says.

Ms. Kichak agrees with Mr. Crawford
that just because the government is pay-
ing five to 10 times the wholesale cost in
some cases doesn’t mean it’s being taken

to the cleaners. “We have to get the abso-
lute best deal possible in total,” says Ms.
Kichak, associate director for strategic
human-resources policy at the Office of
Personnel Management. She notes that
the government’s biggest expense is still
for brand-name drugs, not generics.

RonLyon, whountil recentlywasa con-
sultant at Towers Perrin helping employ-
ers negotiate contracts with PBMs, says
some consultants are beginning to insist
that PBMs eliminate the big gap between
the mail-order price and pharmacy price.
Butemployerswon’tget thatguaranteeun-
less they ask for it—and many aren’t
savvy enough to do so, Mr. Lyon says.

Gabriela Garcia is head of human re-
sources at Alamo Group Inc., a Seguin,
Texas, manufacturer of tractor-mounted
mowing and other equipment with 1,500
employees. Ms. Garcia says she never
used to look at individual prescription

claims to estimate how much profit Ala-
mo’s PBM, one of the big three, was mak-
ing on generic drugs. When a smaller
rival showed her some figures a year and
a half ago, “the amount of the markups
were a surprise,” she says. Alamo
switched to the smaller PBM, Hyde Rx
Services Corp.

A big part of the PBMs’ strategy is
selling employers on the idea of requir-
ing patients to fill all prescriptions, ex-
cept in emergencies, through the mail-or-
der pharmacy. General Motors Corp., In-
ternational Business Machines Corp.,
and Southwest Airlines have “mandatory
mail” programs. About eight million ben-
eficiaries served by Medco come from
employers with such rules, up from two
million in 2003.

Medco says clients save 8% to 10%
with the program because it has a good
track record of switching mail-order pa-
tients to generics. According to Medco,
the current generic substitution rate for
chronic medicines through its mail phar-
macy is 95.3% while at a retail pharmacy
it is 92.6%.

The results didn’t please one cus-
tomer, Horizon Blue Cross Blue Shield of
New Jersey. Medco “sold us on mail or-
der to say it would be cheaper and some-
times it turned out not to be cheaper,”
says Debra M. Lightner, Horizon’s associ-
ate general counsel.

The health insurer hired Medco in
1993 to manage pharmacy benefits for its
three million members. Now, Horizon is
suing Medco in New Jersey state court. It
alleges that Medco violated contract
terms. However, in recent weeks Horizon
dropped its claims that Medco’s mail-or-
der pricing violated the contract. Ms.
Lightner says that was designed to
“streamline” the case as it heads for
trial, perhaps next year. Ms. Smith of
Medco says the abandoning of the claim
“speaks for itself.”

PBMs typically advertise that they of-
fer attractive discounts—sometimes 50%
or more—off the “average wholesale
price” of a drug. Publishers of drug-sales
data report this price but it rarely re-
flects actual market prices. The average
wholesale price for generic Prozac, as
reported by one pharmacy-pricing maga-
zine, is $2.60 a pill, nearly 100 times what
generics manufacturers actually charge
wholesale customers.

In several states, legislators are push-
ing bills aimed at bringing more trans-
parency to PBM pricing, but they have
run into stiff opposition from the PBMs.
The first such law was passed in Maine
two years ago, requiring PBMs to reveal
where their profits come from. It was
recently upheld by a federal appeals
court. The Pharmaceutical Care Manage-
ment Association, which represents
PBMs, asked the U.S. Supreme Court last
month to review the case. Legislators in
about a dozen other states are working
on similar legislation.

PBMs say their services are part of
health benefits that are governed by fed-
eral law, and states can’t impose their
own laws. They also say that requiring
them to disclose proprietary informa-
tion violates the Fifth Amendment of
the Constitution, which bars the govern-
ment from taking private property ex-
cept for public use and with just com-
pensation.

Continued From First Page

Amid the success of big pharmacy-
benefit managers, the chief executive
who has prospered the most is Edwin
M. “Mac” Crawford of Caremark Rx
Inc. Aside from a bonanza in stock op-
tions, he has also received some un-
usual perks—including $2.9 million for
relocation even though his family has
yet to leave his old house after more
than two years.

Mr. Crawford, a former fullback on
Auburn University’s football team, was
a veteran health-industry executive
when he was tapped in 1998 by Richard
Scrushy for a new job in Birmingham,
Ala. Mr. Scrushy at the time was chief
executive of HealthSouth Corp. and also
chairman of a little company called
MedPartners that specialized in manag-
ing doctors’ practices. That operation
had fallen into deep trouble, and Med-
Partners’ only bright spot was a unit
called Caremark that managed employ-
ers’ prescription-drug benefit pro-
grams.

Mr. Crawford quickly jettisoned the
failing part of the business to focus on
the drug side, and renamed the com-
pany Caremark Rx. The Caremark
board awarded Mr. Crawford 3.875 mil-
lion stock options dated March 8, 2000.
The options gave him the right to buy
shares for 15% more than the stock’s
closing price that day, $3.88, which
turned out to be tied for the low point of
the year. The company said Mr. Craw-
ford agreed to forgo his bonus for four
years—2000 through 2003—in exchange
for the large grant.

A company spokesman, Robert
Mead, says the March 8 grant was
made at a scheduled board meeting and
came at the time of year when options
were typically awarded.

Mr. Scrushy left the Caremark board
in 2001, two years before his own troubles
started to surface at HealthSouth. He
was later accused of massive accounting
fraud but acquitted by a Birmingham

jury.
In recent years

Caremark’s stock
has risen sharply,
making the 57-year-
old Mr. Crawford a
rich man. In addi-
tion to selling $185
million worth of
stock since last Oc-
tober, he is sitting
on about $184 mil-
lion in unexercised
stock options. Mr.
Crawford says his
big stock sales re-
cently were for es-

tate and tax-planning purposes. He says
he used the money to set up a trust for
his family.

In 2003, Caremark moved its head-
quarters to Nashville, Tenn., from Bir-
mingham. It introduced a program for
some employees under which a reloca-
tion company acting on Caremark’s be-
half would buy the employees’ homes.
The relocation company would then sell
the homes and hand over the proceeds to
Caremark, which would incur any losses
if a home was sold for less than what the

employee was paid.
According to the proxy, Mr. Crawford

was part of the relocation program and
received $2.9 million. However, his
5,000-square-foot house in Birmingham,
with three bedrooms and four bath-
rooms, never went on the market. Mr.
Mead, the spokesman, says Mr. Craw-
ford’s wife, who is being treated for a
serious illness, continues to live in the
Birmingham home. Mr. Mead says Mr.
Crawford is renovating a home in Nash-
ville, and the Birmingham home will be
put on the market when the renovation is
complete.

The proxy calls the $2.9 million pay-
ment an “equity advance” but is vague
on its exact nature. Mr. Mead says the
money is “not a loan” and “the company
will retain the proceeds of the sale when
the house is sold.” He declined to say
whether the company considers the ad-
vance taxable compensation for Mr.
Crawford.

Mr. Crawford’s son, Andrew, has also
succeeded at Caremark. He joined the
company in 2002 as vice president and
assistant to the president—his father.
The younger Mr. Crawford’s salary and
bonus then totaled $177,439. In each of
the next three years, his total compensa-
tion increased at least 50%. In 2005, the
32-year-old made $673,325 with a title of
senior vice president for industry analy-
sis and underwriting.

Mr. Mead says Andrew Crawford ear-
lier worked at a large accounting firm
and now manages pricing and underwrit-
ing for all of Caremark’s contracts.
 —Barbara Martinez

For Caremark’s Chief Executive, Outsize Rewards

By SUSAN CAREY

United Airlines parent UAL Corp. re-
ported first-quarter net income of $22.9
billion, as a huge accounting gain related
to its lengthy stay in bankruptcy offset a
disappointing loss. The company pledged
to redouble its efforts to improve revenue
and find more costs to pare.

Excluding the gain, the Chicago-
based carrier reported a loss of $306 mil-
lion. That compared with a net loss of

nearly $1.1 billion a year earlier, or $302
million excluding reorganization items.
Revenue for the quarter rose 14% to $4.47
billion from $3.92 billion.

The U.S.’s second-largest airline by
traffic after AMR Corp.’s American Air-
lines said its unit revenue, or the amount
of revenue generated for a mainline pas-
senger flown a mile, increased 11%, and
the amount generated by its regional air-
line partners rose more than 13%. Those
gains were strong but didn’t significantly
outpace the industry, which is the carri-
er’s stated goal.

In 4 p.m. trading on the Nasdaq Stock
Market yesterday, shares in UAL fell
$3.47, or 8.9%, to $35.50.

The company recognized a noncash
gain of $24.6 billion from discharging its
obligations to unsecured creditors in ex-
change for giving them 115 million new
UAL common shares. Revaluing its as-
sets and liabilities at estimated fair-mar-
ket value yielded a gain of $2.1 billion.
But revaluing its Mileage Plus frequent-
flier plan resulted in a $2.4 billion
charge. Charges related to rejecting con-
tracts, terminating pensions and profes-
sional fees from the bankruptcy brought
total reorganization income to $22.9 bil-
lion. UAL emerged from bankruptcy pro-
tection Feb. 1.

As many as 9.8 million shares of
newly issued common stock and options
will go to 400 United executives and as
many as 175,000 shares to the compa-
ny’s board members. Expensing those
awards resulted in a $69 million noncash

expense in the first quarter.
UAL spent 33% more on fuel in the

latest quarter than a year earlier, paying
$1.95 a gallon instead of $1.47 a gallon.
Nearly a third of UAL’s fuel consumption
was hedged in the first quarter but the
company has no hedges in the place for
the rest of the year. It expects to pay
$2.15 a gallon on fuel in the current quar-
ter and $2.06 a gallon for the full year.

Leaving fuel aside, “we are dissatis-
fied with our cost performance,” said
Glenn Tilton, UAL’s chairman and CEO.
United’s mainline unit cost rose 11% in
the quarter, or 3% excluding fuel.

UAL Swings to Profit, Aided by Hefty Gain

Decision on Sale of 51.8% Stake
The Australian government again de-

layed a decision on the roughly 25 billion
Australian dollar (US$19 billion) sale of
its 51.8% stake in Telstra Corp.

The government agreed to continue
preparing for the privatization in October
or November, said a spokesman for Fi-
nance Minister Nick Minchin. But senior
ministers postponed giving the sale a for-
mal green light until after Telstra and the
Australian Competition and Consumer
Commission agree on how rivals will be
allowed to access the telecom’s networks.

The federal budget is expected to
lower the government’s forecast for its
projected proceeds from the sale to A$24.9
billion from A$26.6 billion. The forecast is
likely to be based on Telstra’s 90-day aver-
age share price to April 30 of A$3.87.

Edwin M. ‘Mac’
Crawford

Healthy Returns

Source: Thomson Datastream

*Medco was spun off from Merck in August 2003.
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Cell phones are now the biggest driver 
for sales of semiconductors—which could 
boost Texas Instruments Inc, reports Matt 
Andrejczak. How the company plans to exploit 
that market will be among the questions TI will 
face at its annual analyst meeting.

(Free Web site)
i     i     i

If MySpace had a search engine, it would 
probably ruffle feathers at Google, MSN and 
Yahoo, writes Bambi Francisco, especially 
since MySpace is driving more of the traffic at 
the Internet search giants. (Free Web site)

i     i     i

Question of the Day:
Should the U.S. open direct talks with 
Iran over its nuclear program? 

Previous Question:
Which technology development has had 
the most effect on your day-to-day life?

Total Respondents: 3,651
Cast your vote at WSJ.com/Question.
This poll is a snapshot of WSJ.com readers’
opinions, but is not a scientific sampling.

1 As a print Journal subscriber, you 
can gain the benefits of The Wall 

Street Journal Online for only $49 a 
year. Learn more at WSJ.com.
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ents, just like accountants or lawyers.
That would limit the PBMs’ ability to
grab lucrative margins through pricing
methods that employers find hard to fol-
low. Meanwhile, a handful of employers
are looking for ways to buy generics for a
price closer to what they cost to make.

But for now, the generic mail-order
business is booming. It represents the
latest evolution of an industry that has
played a key behind-the-scenes role in
the $250 billion U.S. pharmaceuticals
business.

The PBMs started out by promising to
liberate employers from the grunt work
of offering a prescription-drug benefit for
employees. They could handle the paper-
work when prescriptions were filled at
pharmacies and make sure employers
paid only for approved drugs.

PBMs were early adopters of technol-
ogy. When people needed a prescription
filled, they could simply hand over their
Medco or Caremark card to the pharma-
cist, who could tap into the PBM data-
base to confirm coverage and figure out
how much the employee owed out of
pocket.

For a while, a good chunk of the
PBMs’ profits came from incentives pro-
vided by drug makers. PBMs would try
to badger doctors into switching prescrip-
tions to a particular brand. The PBMs
could reap lucrative rebates from drug
makers for doing this. After an outcry
about the practice a few years ago,
PBMs started sharing more of the re-
bates with employers.

Early on, PBMs came up with the idea
of cutting pharmacies out of the equation
altogether. Many people fill prescriptions
on regular schedules, and have no need
to go to a drugstore every time. PBMs
could receive orders by phone or online
and send pills directly to patients. It
would be more convenient for patients
and reduce the risk of errors.

It took a while, but gradually employ-
ers warmed to the mail-order idea. PBMs
sold it in part by promising to switch
employees as quickly as possible to
cheaper generic copies whenever they
were available. Even if the prescription
was for a patent-protected drug, the
PBMs would try to switch it to a similar
generic. PBMs also offered lower prices
on brand-name drugs if employees used
mail order.

Today, big facilities like Medco’s can
fill prescriptions in minutes and put
them in the mail with barely a human
hand intervening. At its Willingboro,
N.J., facility, which Medco calls the
world’s largest automated pharmacy,
trays of bottles get filled from 1,200 bins
containing almost every major pill for
chronic diseases prescribed in the U.S.
Robots cap and seal the bottles after
their two-mile journey and drop them
into plastic mailing bags. The factory
churns out more than a million mail-or-
der prescriptions a week.

When the allergy drug Flonase lost
patent protection this March, Medco says
it converted 95% of brand prescriptions to
genericswithin two days.A similarconver-
sion in 2001 when Prozac went off-patent
took more than six months, it says.

An even bigger opportunity is coming
in June, when Merck’s cholesterol fighter
Zocor goes off-patent. Medco vice presi-
dent Ken Malley says Medco has a “very
overt, very aggressive program” to push
generic Zocor. Medco will fax letters to
50,000 doctors urging them to put their
patients on the generic pill. The letters
say, “Help keep your patients’ benefits
affordable.”

Timothy Wentworth, a top Medco ex-
ecutive, says switching to generics will
lower employers’ costs. Medco plans to
waive co-payments for six months for Zo-
cor patients who switch to its mail-order
pharmacy from a retail store. That’s the
longest waiver it has offered, and Medco
says experience with shorter waivers sug-
gests many patients will sign up. “We are
incredibly motivated” to get patients on
generics quickly, says Mr. Wentworth.
“Every day we make more money.”

Medco’s spread can be wide, as docu-
ments from the Ohio court case show. In
one case in 2001, Medco paid $514 for the
pills to fill 666 prescriptions for a blood-
pressure drug. It charged the Ohio teach-
ers’ retirement system $5,806. In 2000,
the group paid $10.5 million in total for
generic drugs that cost Medco $2.3 mil-
lion.

Medco says that after overhead its
profit margin on mail-order generic
drugs for the retired Ohio teachers was
only 23% and its total margin, after
losses on brand-name drugs, was 1%. Ms.
Smith, the Medco spokeswoman, adds:
“To make generalizations on five-year-
old pricing of a selective sampling of
drugs would be misleading.”

The state of Ohio sued Medco, accus-
ing the PBM of cheating the teachers.
Medco denied that, saying it acted ac-
cording to their contract. The judge told
the jury to disregard the margins on
generics because contracts allowed
them. The jury ruled that Medco should
pay the teachers’ retirement system

$7.8 million for fraud and for breaching
what the jury called its fiduciary duty.
Medco is appealing.

The Ohio data are unusual: Even to-
day, it’s difficult to find clear numbers on
how much PBMs pay for drugs and how
much they charge for them. However,
some examples come from a Web site
operated by Caremark, which manages
the prescription-drug benefit for federal-
government employees. The site says it
shows federal employees how much Care-
mark bills the government for many
drugs.

According to the site, 90 pills of ge-
neric Prozac cost $96.88 via Caremark’s
mail-order pharmacy—a bill that the fed-
eral government must foot, minus a
small co-payment by the employee. Phar-
macies, whose business is threatened by
PBMs, say those pills cost less than $5 to
acquire wholesale. On its Web site,
Costco Wholesale Corp. sells 100 pills of
generic Prozac to retail customers who
lack insurance for $13.59.

In some other cases, the government
is also getting a worse deal from mail
order than it would if employees filled
their prescriptions the old-fashioned way
at a pharmacy. According to the Care-
mark Web site, the government’s cost for
a full year of atenolol, the widely pre-
scribed blood-pressure pill, is $28.92 if
the employee goes to a pharmacy. But
when the drug is ordered through the
mail, the government’s cost rises to
$81.12. The employee’s co-payment would
be higher, too: $40 instead of $9.60.

Mr. Crawford, Caremark’s chief exec-
utive, says it’s irrelevant to look at the
price of one drug because PBMs negoti-
ate a pricing system with clients that
saves them overall. He says Caremark
“loses a lot of money on branded drugs”
because of competition with other PBMs.
He adds that Caremark has invested sig-
nificantly in its mail-order facilities and
needs to earn a return.

ACaremark spokesmansays the prices
on the Web site shouldn’t be considered ac-
tual prices because the company’s con-
tract with the federal government “is not
based on pricing per individual prescrip-
tion.” Nancy Kichak, a federal govern-
mentofficial whooverseesbenefits for em-
ployees, says the government does pay for
individual prescriptions. “What you see
on the Web site is very close to what we’re
paying,” she says.

Ms. Kichak agrees with Mr. Crawford
that just because the government is pay-
ing five to 10 times the wholesale cost in
some cases doesn’t mean it’s being taken

to the cleaners. “We have to get the abso-
lute best deal possible in total,” says Ms.
Kichak, associate director for strategic
human-resources policy at the Office of
Personnel Management. She notes that
the government’s biggest expense is still
for brand-name drugs, not generics.

RonLyon, whountil recentlywasa con-
sultant at Towers Perrin helping employ-
ers negotiate contracts with PBMs, says
some consultants are beginning to insist
that PBMs eliminate the big gap between
the mail-order price and pharmacy price.
Butemployerswon’tget thatguaranteeun-
less they ask for it—and many aren’t
savvy enough to do so, Mr. Lyon says.

Gabriela Garcia is head of human re-
sources at Alamo Group Inc., a Seguin,
Texas, manufacturer of tractor-mounted
mowing and other equipment with 1,500
employees. Ms. Garcia says she never
used to look at individual prescription

claims to estimate how much profit Ala-
mo’s PBM, one of the big three, was mak-
ing on generic drugs. When a smaller
rival showed her some figures a year and
a half ago, “the amount of the markups
were a surprise,” she says. Alamo
switched to the smaller PBM, Hyde Rx
Services Corp.

A big part of the PBMs’ strategy is
selling employers on the idea of requir-
ing patients to fill all prescriptions, ex-
cept in emergencies, through the mail-or-
der pharmacy. General Motors Corp., In-
ternational Business Machines Corp.,
and Southwest Airlines have “mandatory
mail” programs. About eight million ben-
eficiaries served by Medco come from
employers with such rules, up from two
million in 2003.

Medco says clients save 8% to 10%
with the program because it has a good
track record of switching mail-order pa-
tients to generics. According to Medco,
the current generic substitution rate for
chronic medicines through its mail phar-
macy is 95.3% while at a retail pharmacy
it is 92.6%.

The results didn’t please one cus-
tomer, Horizon Blue Cross Blue Shield of
New Jersey. Medco “sold us on mail or-
der to say it would be cheaper and some-
times it turned out not to be cheaper,”
says Debra M. Lightner, Horizon’s associ-
ate general counsel.

The health insurer hired Medco in
1993 to manage pharmacy benefits for its
three million members. Now, Horizon is
suing Medco in New Jersey state court. It
alleges that Medco violated contract
terms. However, in recent weeks Horizon
dropped its claims that Medco’s mail-or-
der pricing violated the contract. Ms.
Lightner says that was designed to
“streamline” the case as it heads for
trial, perhaps next year. Ms. Smith of
Medco says the abandoning of the claim
“speaks for itself.”

PBMs typically advertise that they of-
fer attractive discounts—sometimes 50%
or more—off the “average wholesale
price” of a drug. Publishers of drug-sales
data report this price but it rarely re-
flects actual market prices. The average
wholesale price for generic Prozac, as
reported by one pharmacy-pricing maga-
zine, is $2.60 a pill, nearly 100 times what
generics manufacturers actually charge
wholesale customers.

In several states, legislators are push-
ing bills aimed at bringing more trans-
parency to PBM pricing, but they have
run into stiff opposition from the PBMs.
The first such law was passed in Maine
two years ago, requiring PBMs to reveal
where their profits come from. It was
recently upheld by a federal appeals
court. The Pharmaceutical Care Manage-
ment Association, which represents
PBMs, asked the U.S. Supreme Court last
month to review the case. Legislators in
about a dozen other states are working
on similar legislation.

PBMs say their services are part of
health benefits that are governed by fed-
eral law, and states can’t impose their
own laws. They also say that requiring
them to disclose proprietary informa-
tion violates the Fifth Amendment of
the Constitution, which bars the govern-
ment from taking private property ex-
cept for public use and with just com-
pensation.

Continued From First Page

Amid the success of big pharmacy-
benefit managers, the chief executive
who has prospered the most is Edwin
M. “Mac” Crawford of Caremark Rx
Inc. Aside from a bonanza in stock op-
tions, he has also received some un-
usual perks—including $2.9 million for
relocation even though his family has
yet to leave his old house after more
than two years.

Mr. Crawford, a former fullback on
Auburn University’s football team, was
a veteran health-industry executive
when he was tapped in 1998 by Richard
Scrushy for a new job in Birmingham,
Ala. Mr. Scrushy at the time was chief
executive of HealthSouth Corp. and also
chairman of a little company called
MedPartners that specialized in manag-
ing doctors’ practices. That operation
had fallen into deep trouble, and Med-
Partners’ only bright spot was a unit
called Caremark that managed employ-
ers’ prescription-drug benefit pro-
grams.

Mr. Crawford quickly jettisoned the
failing part of the business to focus on
the drug side, and renamed the com-
pany Caremark Rx. The Caremark
board awarded Mr. Crawford 3.875 mil-
lion stock options dated March 8, 2000.
The options gave him the right to buy
shares for 15% more than the stock’s
closing price that day, $3.88, which
turned out to be tied for the low point of
the year. The company said Mr. Craw-
ford agreed to forgo his bonus for four
years—2000 through 2003—in exchange
for the large grant.

A company spokesman, Robert
Mead, says the March 8 grant was
made at a scheduled board meeting and
came at the time of year when options
were typically awarded.

Mr. Scrushy left the Caremark board
in 2001, two years before his own troubles
started to surface at HealthSouth. He
was later accused of massive accounting
fraud but acquitted by a Birmingham

jury.
In recent years

Caremark’s stock
has risen sharply,
making the 57-year-
old Mr. Crawford a
rich man. In addi-
tion to selling $185
million worth of
stock since last Oc-
tober, he is sitting
on about $184 mil-
lion in unexercised
stock options. Mr.
Crawford says his
big stock sales re-
cently were for es-

tate and tax-planning purposes. He says
he used the money to set up a trust for
his family.

In 2003, Caremark moved its head-
quarters to Nashville, Tenn., from Bir-
mingham. It introduced a program for
some employees under which a reloca-
tion company acting on Caremark’s be-
half would buy the employees’ homes.
The relocation company would then sell
the homes and hand over the proceeds to
Caremark, which would incur any losses
if a home was sold for less than what the

employee was paid.
According to the proxy, Mr. Crawford

was part of the relocation program and
received $2.9 million. However, his
5,000-square-foot house in Birmingham,
with three bedrooms and four bath-
rooms, never went on the market. Mr.
Mead, the spokesman, says Mr. Craw-
ford’s wife, who is being treated for a
serious illness, continues to live in the
Birmingham home. Mr. Mead says Mr.
Crawford is renovating a home in Nash-
ville, and the Birmingham home will be
put on the market when the renovation is
complete.

The proxy calls the $2.9 million pay-
ment an “equity advance” but is vague
on its exact nature. Mr. Mead says the
money is “not a loan” and “the company
will retain the proceeds of the sale when
the house is sold.” He declined to say
whether the company considers the ad-
vance taxable compensation for Mr.
Crawford.

Mr. Crawford’s son, Andrew, has also
succeeded at Caremark. He joined the
company in 2002 as vice president and
assistant to the president—his father.
The younger Mr. Crawford’s salary and
bonus then totaled $177,439. In each of
the next three years, his total compensa-
tion increased at least 50%. In 2005, the
32-year-old made $673,325 with a title of
senior vice president for industry analy-
sis and underwriting.

Mr. Mead says Andrew Crawford ear-
lier worked at a large accounting firm
and now manages pricing and underwrit-
ing for all of Caremark’s contracts.
 —Barbara Martinez

For Caremark’s Chief Executive, Outsize Rewards

By SUSAN CAREY

United Airlines parent UAL Corp. re-
ported first-quarter net income of $22.9
billion, as a huge accounting gain related
to its lengthy stay in bankruptcy offset a
disappointing loss. The company pledged
to redouble its efforts to improve revenue
and find more costs to pare.

Excluding the gain, the Chicago-
based carrier reported a loss of $306 mil-
lion. That compared with a net loss of

nearly $1.1 billion a year earlier, or $302
million excluding reorganization items.
Revenue for the quarter rose 14% to $4.47
billion from $3.92 billion.

The U.S.’s second-largest airline by
traffic after AMR Corp.’s American Air-
lines said its unit revenue, or the amount
of revenue generated for a mainline pas-
senger flown a mile, increased 11%, and
the amount generated by its regional air-
line partners rose more than 13%. Those
gains were strong but didn’t significantly
outpace the industry, which is the carri-
er’s stated goal.

In 4 p.m. trading on the Nasdaq Stock
Market yesterday, shares in UAL fell
$3.47, or 8.9%, to $35.50.

The company recognized a noncash
gain of $24.6 billion from discharging its
obligations to unsecured creditors in ex-
change for giving them 115 million new
UAL common shares. Revaluing its as-
sets and liabilities at estimated fair-mar-
ket value yielded a gain of $2.1 billion.
But revaluing its Mileage Plus frequent-
flier plan resulted in a $2.4 billion
charge. Charges related to rejecting con-
tracts, terminating pensions and profes-
sional fees from the bankruptcy brought
total reorganization income to $22.9 bil-
lion. UAL emerged from bankruptcy pro-
tection Feb. 1.

As many as 9.8 million shares of
newly issued common stock and options
will go to 400 United executives and as
many as 175,000 shares to the compa-
ny’s board members. Expensing those
awards resulted in a $69 million noncash

expense in the first quarter.
UAL spent 33% more on fuel in the

latest quarter than a year earlier, paying
$1.95 a gallon instead of $1.47 a gallon.
Nearly a third of UAL’s fuel consumption
was hedged in the first quarter but the
company has no hedges in the place for
the rest of the year. It expects to pay
$2.15 a gallon on fuel in the current quar-
ter and $2.06 a gallon for the full year.

Leaving fuel aside, “we are dissatis-
fied with our cost performance,” said
Glenn Tilton, UAL’s chairman and CEO.
United’s mainline unit cost rose 11% in
the quarter, or 3% excluding fuel.

UAL Swings to Profit, Aided by Hefty Gain

Decision on Sale of 51.8% Stake
The Australian government again de-

layed a decision on the roughly 25 billion
Australian dollar (US$19 billion) sale of
its 51.8% stake in Telstra Corp.

The government agreed to continue
preparing for the privatization in October
or November, said a spokesman for Fi-
nance Minister Nick Minchin. But senior
ministers postponed giving the sale a for-
mal green light until after Telstra and the
Australian Competition and Consumer
Commission agree on how rivals will be
allowed to access the telecom’s networks.

The federal budget is expected to
lower the government’s forecast for its
projected proceeds from the sale to A$24.9
billion from A$26.6 billion. The forecast is
likely to be based on Telstra’s 90-day aver-
age share price to April 30 of A$3.87.

Edwin M. ‘Mac’
Crawford

Healthy Returns

Source: Thomson Datastream

*Medco was spun off from Merck in August 2003.
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A Virginia woman’s doctor 
prescribed her two additional 
medications, leaving her worried 
she might run into the Medicare 
drug benefit’s “doughnut hole,” 
a coverage gap when beneficia-
ries must cover their own drug costs. Seniors’ 
stories of decisions as the signup deadline 
looms, in Medicare Diary.

i     i     i

Which companies hit 
the jackpot this earnings 
season and which ones 
just burned holes in their 
wallets? Take a look at 
the results from a dozen 
notable companies, from Ford and Alcoa to 
Microsoft. Earnings Roundup.

i     i     i

If high gas prices linger, which cities are 
best poised to handle the economic impact? 
Commuting trends and companies’ willingness 
to allow telecommuting are key. Check out 
which cities are at the top of a list and learn 
more about working from home in Go Figure.

i     i     i

CEO to Go: Carol Hymowitz interviews Home 
Depot’s Bob Nardelli about “sweat equity,” or 
his commitment to rallying his employees and 
CEOs at other companies to contribute time,
muscle and money to community efforts such 
as rebuilding the Gulf region. WSJ.com/Audio. 

i     i     i

StartupJournal.com

Read how Sport Clips franchisee Jared Lee 
was able to get up to speed quickly by pur-
chasing an existing shop before opening his 
own sports-theme hair salon. (Free Web site)

i     i     i

CareerJournal.com

Perri Capell on the favorite interview questions 
that executive recruiters like to ask—and the 
best ways you can answer them. (Free Web site)

i     i     i

RealEstateJournal.com

Lauren Baier Kim on homes in metropolitan 
areas that saw little price appreciation during 
the housing boom, but are now starting to 
heat up. (Free Web site)

7Border Lines: In the wake of the hostage 
standoff with Iran, pro wrestler Sgt. Slaughter 
battled the Iron Sheik; today, a pro-immigrant 
storyline featuring Rey Mysterio is a fan favor-
ite. Plus, more from around the Web.  

i     i     i

Issue Briefing: As Iraqi officials this week wel-
come contractors to a conference about the 
nation’s rebuilding, a look at the progress so 
far and the corruption plaguing the system.

i     i     i

MarketWatch.com

Former Republican Rep. John Kasich of Ohio 
discusses with Greg Morcroft why he thinks 
the Sarbanes-Oxley Act regulating corpo-
rate disclosure is flawed and highlights some 
competitive U.S. Senate races. (Free Web site)

i     i     i

Cell phones are now the biggest driver 
for sales of semiconductors—which could 
boost Texas Instruments Inc, reports Matt 
Andrejczak. How the company plans to exploit 
that market will be among the questions TI will 
face at its annual analyst meeting.

(Free Web site)
i     i     i

If MySpace had a search engine, it would 
probably ruffle feathers at Google, MSN and 
Yahoo, writes Bambi Francisco, especially 
since MySpace is driving more of the traffic at 
the Internet search giants. (Free Web site)

i     i     i
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Should the U.S. open direct talks with 
Iran over its nuclear program? 

Previous Question:
Which technology development has had 
the most effect on your day-to-day life?

Total Respondents: 3,651
Cast your vote at WSJ.com/Question.
This poll is a snapshot of WSJ.com readers’
opinions, but is not a scientific sampling.
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By BARBARA MARTINEZ

When Kevin Grady took over as an
employee-benefits consultant for the Co-
lumbus Public Schools District in 2001, he
signed a contract promising to act “in
the best interest” of the schools. The
Ohio district agreed to pay him $35,000 a
year to help it choose a health insurer.
Officials thought that was all Mr. Grady
was getting out of the deal.

It wasn’t. After the district switched
its health insurance to UnitedHealth
Group Inc. on what it says was Mr.
Grady’s recommendation, he started get-
ting payments and other compensation
from the big Minnetonka, Minn., insurer.
“Thank you and United for the steaks,”
Mr. Grady wrote in a Dec. 20, 2001, email
to a UnitedHealth employee. “We’ll have
those on Christmas eve.”

All told, UnitedHealth paid Mr. Grady
$517,138 for helping it get the district’s
business. The district says it learned
about the payments two years ago after a
new human-resources chief came on the
job. It canceled Mr.
Grady’s contract.
Last month, the
Ohio Department
of Insurance sus-
pended Mr.
Grady’s license for
three years, accus-
ing him of “decep-
tion.” He was or-
dered to pay
$137,000 in restitu-
tion to the Colum-
bus district and a
$25,000 civil pen-
alty. Earlier this
year, UnitedHealth agreed to pay a
$125,000 penalty to settle the matter with-
out admitting wrongdoing.

The episode spotlights a widespread
and largely invisible practice that critics
say boosts the cost of health care. Many
consultants and brokers who are hired to
help employers get the best deal on
health insurance or prescription-drug
coverage have significant financial ties
with the health vendors they are sup-
posed to be scrutinizing. The ties may
take the form of bonuses for bringing in
business, commissions or consulting
fees. Often they are disclosed only partly
or not at all.

Mr. Grady’s son, Joe, who is presi-
dent of the family consulting business,
says his father is appealing the suspen-
sion and did nothing wrong because the
payments he received are standard in
the industry. “All [insurance] companies
offer bonuses,” says Joe Grady. “It’s a
way to sell the product and saves them
from hiring 20,000 agents.” He denies
that his father pushed the district to
choose UnitedHealth and contends the
district knew all along about the pay-
ments. The insurer declined to discuss
the specifics of the Columbus case.

Consultants and other middlemen are
prospering even as employers struggle
with spiraling health-care costs. Some
employers are dropping health coverage
or raising workers’ payments. That has
contributed to an increase in the number
of Americans without health insurance to
46.6 million last year from 45.3 million in
2004, according to the Census Bureau.

Tamar Frankel, a professor at Boston
University Law School, says employers
who hire middlemen need to ask: “Are
you recommending me someone who is
now paying you?” If the answer is yes,
she says, it is best to hire someone else.

Consultants play down the importance
Please Turn to Page A14, Column 1

By TIMOTHY AEPPEL

Tom Dunham bought a compact bull-
dozer to move dirt and arrange boulders
at his home, which is on six acres outside
Washington.

“Some people mow their lawns, but
that just doesn’t do it for me,” says the
42-year-old patent attorney. His 80-horse-
power ASV, made by ASV Inc. in Grand
Rapids, Minn., runs on rubber tracks
that enable it to crawl over obstacles with-
out bouncing the driver up and down.

It retails for $47,000. He also has
bought several attachments, including a
stump grinder, a snowplow and a grapple
for picking up tree trunks. The whole

setup has cost him about $65,000. He still
has got his eye on a flail mower—an at-
tachment that cuts and mulches heavy
field grass—and a rotary broom.

Mr. Dunham is part of a growing little
group of extreme gardeners who have
discovered the joys of wielding miniature
construction equipment, technically
called compact loaders. He could afford
to hire people to do his work for him, but
that isn’t the point.

“I spend my life litigating high-tech
patent cases, so when I get an evening or
weekend free, I want to move dirt.” Be-
sides, he isn’t sure contractors would be
as attentive to small details, like picking
up all the pieces of a downed tree. His
latest project: restoring a creek that was
damaged by flooding this summer.

Marketers call people like Mr. Dun-
ham HOWAs—homeowners with acre-
age. A lot of them live on the outskirts
of cities, where the suburbs blur into
countryside and where “yard work” can
mean clearing a hiking trail, scooping
muck out of a private pond or digging
up trees.

Actor Harrison Ford says he has a
Bobcat—one of the major brands—with
various attachments that he uses on his
ranch in Wyoming. He got it 14 years
ago, when people were planning his
50th birthday party: “I got a call from
someone at Paramount Pictures who
wanted to buy me an automobile. But I
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Want to Unwind?
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As U.S. Debates
Guest Workers,
They Are Here Now

In Construction, ‘Subidos’

Don’t Tax Social Services

But May Depress Wages

The Epic Drives of the Cantús

Health-Care Consultants Reap

Fees From Those They Evaluate

As Insurance, Drug Costs Rise,

Employers Seeking Advice

Often Discover Conflicts

A Superintendent’s Surprise

By JOEL MILLMAN

CHARLES CITY, Iowa—When he is
home in Montemorelos, Mexico, Roberto
Cantú earns $300 a week pouring con-
crete. Last month, a labor recruiter
called him promising similar work in Colo-
rado and Iowa paying five times as much.

Within hours, Mr. Cantú, his three
grown sons and his brother were driving
their white pickup truck 250 miles north to
the U.S. border, on the way to job sites an-

other 700 miles
away. It was the
Cantús’ fifth trip this
year to take tempo-
rary U.S. jobs, dur-
ing which they have
crossed 18 states.

The Cantús are
amonganestimated
tens of thousands of
Mexicans with an
unusual place in the
bitter debate over
immigration.
Thanks to quirks in
the law, they have
green cards en-

abling them to come to the U.S. for work
stints. Many, like the Cantús, call them-
selves “subidos” from the Spanish verb for
“to rise,” because they do the grueling jobs
of pouring concrete for tall structures such
asgrainsilos for theethanolplants increas-
ingly rising across the Great Plains.

President Bush is pushing for the U.S.
to adopt its first formal guest-worker pro-
gram since 1964, a contentious proposal
that has helped stall broader efforts at im-
migration-law changes in Congress. The
president says the program would respond
to the strong demand for Mexican labor in
the U.S., and would reduce the number of
undocumented workers sneaking across
the border to answer it.

Employer groups and other advocates
believe guest workers would boost eco-
nomic growth in both the U.S. and Mexico.
Laborunionsandimmigration foescall that
employer-funded propaganda. Their view:
Mexicans would
steal jobsandunder-
cut U.S. wages.

The experience
of the Cantús and
other Mexicans who
use green cards to
hop across the bor-
der provides some
intriguing clues
about how an offi-
cial guest-worker
system might play
out. By quickly fill-
ing jobs and provid-
ing needed skills,
such workers are a
boon to employers. They rarely put a bur-
den on social services, because they leave
their school-age children and elderly rela-
tives at home. Nonetheless, there is some
evidence that the Mexicans drive down
wages in the industries where they work.

Some guest workers had their status le-
galized under the Simpson-Rodino Immi-
gration Reform and Control Act of 1986,
which granted amnesty to 2.7 million un-
documented workers. It offered that
group, who call themselves “Rodinos,” the
chance at green cards that confer perma-
nent-resident status and the right to work.
Theact was intended toencourage U.S. cit-
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High Price
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By SARAH ELLISON

Tribune Co., already under pressure
from its largest shareholder, the Chandler
family, is facingagrowingchallengeonan-
other front:apushby somerichandpower-
ful citizens in Los Angeles for a sale of the
Los Angeles Times to local interests.

The clamor over the nation’s fourth-
largest newspaper comes ahead of a Trib-
une board meeting Thursday, at which
Chief Executive Officer Dennis FitzSi-
mons is expected to deliver on a directive
from the board to present a plan for the
future of Tribune. Mr. FitzSimons and
other executives have been preparing the
plan even as they negotiate with the
Chandlers, who formerly owned the Los
Angeles Times, over the value of two com-
plex partnerships that set off a bitter pub-
lic battle between the family and Tribune
management in June.

The loose collection of those inter-
ested in a sale of the newspaper includes
possible billionaire buyers, Times man-
agement and civic leaders. The parties
say it is unorchestrated. But all say they
are concerned that further cuts could
harm a prestigious newspaper, and that
if Tribune persists, then local ownership
may be a possible savior.

In an interview, Scott Smith, presi-
dent of Tribune Publishing, said the com-
pany sees the Times and its staff as a
central source of content for other Trib-
une newspapers, which include the Or-
lando Sentinel, the Baltimore Sun and
the Hartford Courant. The bottom line
matters too: Tribune Publishing has
roughly $4 billion in annual revenue,

about a quarter of which comes from the
Times; the unit comprises about 75% of
the company’s total revenue.

“We believe there are opportunities to
smartly collaborate on news coverage
and editing, and we are doing that in
significant ways, largely building off the
talents of the journalists of the L.A.
Times,” he said. “All the advantages of
scale clearly apply as we think about the
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M AN BID $12.15 billion in
cash and stock for rival

Scania, in a deal that could cre-
ate Europe’s largest commercial-
vehicle maker. Renault will sell
its Scania stake to the German
firm, but Scania’s biggest share-
holders, Volkswagen and Inves-
tor, haven’t backed the bid so far.

(Article on Page A3)

i i i

n H-P’s leak investigation ap-
pears to have continued after
the source of leaked informa-
tion on its board was identified.

(Article on Page A3)

i i i

n Tribune is facing pressure to
sell the Los Angeles Times to lo-
cal interests, even as the com-
pany negotiates with its largest
shareholder over its future.

(Article in Column 6)

i i i

n Several Apple rivals plan digi-
tal music devices to work closely
with their own online music ser-
vices, as iPods and iTunes do.

(Article on Page B1)

i i i

n Intel researchers claimed a
breakthrough in creating lasers
on chips, which could cut the cost
of ultrafast data communications.

(Article on Page B5)

i i i

n Time Warner is selling AOL’s
German Web-access unit to Tele-
com Italia for $855 million, as it
revamps AOL’s business abroad.

(Articles on Pages B4 and C8)

i i i

n Borsa Italiana is crafting plans
for a pan-European exchange fed-
eration that could involve Deut-
sche Börse and Euronext.

(Article on Page C8)

i i i

n Citizens is set to pay about $1.2
billion for Commonwealth, add-
ing more heft to the consolidator
of local phone businesses.

(Article on Page A11)
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Business and Finance

i i i

World-Wide

Eyes on the Road: Adopting
an “If they come, we will
build it” mantra is an excel-

lent way to get hammered in the
auto business. Just ask Ford.

i i i
n Follow the Money: For Johnson &
Johnson, the outlook for medical de-
vices looks tough, Scott Hensley says.

i i i
n Gadget Gallery: A heavy-duty robot
sweeper can clean the garage but
isn’t the best choice for plush carpets.

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

n THE WHITE HOUSE IS drafting a
compromise on detainee treatment;
Paulson assailed terrorism financiers.

The Republican holdouts called com-
promise legislation possible, even as
McCain demanded the U.S. hold to the
“moral high ground” of the Geneva
Conventions. The White House com-
promise “achieves Sen. McCain’s re-
quirement,” the national security ad-
viser said. Treasury’s Paulson urged
the financial community to halt deals
that support terrorism, particularly by
Iran and North Korea. (Pages A4, B2)

The U.S. and New York state govern-
ments came closer to deals to move
in to Ground Zero’s Freedom Tower,
but hurdles remain to secure leases.

i i i
n Muslim leaders sought a stronger
apology from Pope Benedict XVI, who
said he was “deeply sorry for the re-
actions” to Tuesday’s speech and said
quotes maligning Islam didn’t reflect
his thinking. In attacks believed to be
reactions to the speech, two West Bank
churches were firebombed Saturday
and, in Somalia, two gunmen killed an
Italian nun, 65, and her bodyguard.

i i i
n Synchronized bombings killed four
in a southern Thailand tourism-and-
commerce hub, in a rebel campaign
to derail the Thai economy. (Page A4)

i i i
n The FDA warned consumers not to
eat fresh spinach, and the number of
E. coli cases reached 109. (Page A6)

i i i
n Hamas postponed coalition talks
with Abbas, protesting U.S. demands
the new government recognize Israel.
n Israel’s cabinet approved an inquiry
by state-appointed panel into handling
of the Lebanon war. Hezbollah chief
Nasrallah is to hold a “victory rally”
in Beirut Friday. Israel’s tourism in-
dustry continues to suffer. (Page A8)

i i i
n Six bombs killed at least 24 people
in the northern Iraq city of Kirkuk,
the largest near the headquarters of
the main Kurdish political parties.
n NATO forces launched a 7,000-troop
offensive in central and eastern Af-
ghanistan. NATO’s commander there
said the military campaign against
the Taliban could last five more years.

i i i
n Atlantis undocked from the space
station. Crew will inspect the shuttle’s
heat shield today in preparation for
return to Earth Wednesday morning.
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Tom Dunham, with his ASV bulldozer
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MONDAY, Sept. 18

n The World Bank’s development
committee, its main policy-setting
body, meets in Singapore, amid a
campaign to fight corruption in
countries receiving its loans.

TUESDAY, Sept. 19

n Housing starts are expected to
slip to an annual pace of between
1.75 million and 1.77 million for Au-
gust, down from 1.795 million in
July, as the market cools further.

i i i
n Producer prices for August are
forecast to rise between 0.2% and
0.4%, after an increase of 0.1% in
July. The core index, minus food
and energy, is pegged to rise 0.2%,
after July’s 0.3% drop.

i i i
n Treasury Secretary Paulson trav-
els to China to meet government of-
ficials and business leaders.

i i i
n UPS opens contract negotiations
with the Teamsters. Both parties
agreed to start two years before the

contract expires, knowing talks
could be contentious.

WEDNESDAY, Sept. 20

n The Fed meets, and markets are
betting that it will hold interest
rates at 5.25% for another month.

i i i
n Morgan Stanley releases results.

THURSDAY, Sept. 21

n The index of leading indicators
could edge down 0.2% or 0.3% for
August, the fifth decline for 2006.

i i i
n FedEx, a business bellwether, re-
ports earnings. General Mills, Con-
Agra and Nike will also post results.

FRIDAY, Sept. 22

n Rosh Hashanah, the Jewish new
year, begins at sundown.

SATURDAY, Sept. 23

n Milan’s fashion week opens.
i i i

n Ramadan, a month-long season of
fasting, starts for Muslims.

What’s News–

WSJ.com

–Markets–
Stocks:DJ industrials stand
at 11560.77, s +168.66 last week;
Nasdaq composite 2235.59, s +69.80;
S&P 500 index 1319.87, s +20.95.

Bonds:10-yr Treasury yield stands at
4.798%; 30-yr Treasury yield 4.917%.

Dollar:117.56 yen, +0.66 last week;
euro $1.2662, –0.09 cents vs. dollar.

Commodities:Oil futures stand at
$63.33 a barrel, t –$2.92 last week;
Gold (Comex) $576.40 per troy ounce,
t –33.20; Dow Jones-AIG
Commodity Index 157.454, t –9.512.
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Wage Inflation?
Not So Fast
One measure’s rise in labor costs
leaves out a big piece of the puzzle
THE OUTLOOK | A2

Path to Corner Office
Isn’t All Ivy
A lesson from today’s top CEOs:
Drive means more than the degree
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Your Money Matters:
How to Get More Pay
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we’re working to

reduce emissions

for cars, trucks

and buses.
actually, we’re
working to reduce
emissions for
6.5 billion people.

In partnership with automakers,
we’re developing new technologies
to lower emissions and dramatically
increase fuel economy. It’s a good
direction to be heading.
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of their financial ties to vendors and say
they are part of the solution to rising
health-care costs. “Health-care finance
and delivery are…not the core mission of
most employers,” says Robert O’Brien,
the head of health and benefits consulting
at Mercer, a unit of Marsh & McLennan
Cos. “We help employers manage the ex-
pense and complexity of their health and
benefits programs in a way that maxi-
mizes their value for employees.”

A handful of consulting giants such as
Mercer, Hewitt Associates, Lincolnshire,
Ill., and Towers Perrin, Stamford, Conn.,
dominate the benefits-consulting busi-
ness, but smaller ones also thrive working
with local employers. Mercer says it ex-
pects its health-benefits consulting busi-
ness to bring in revenue of $526 million this
year.

An Ohio Case
Payments to a consultant are at issue

in an Ohio case involving the South-West-
ern City School District, which encom-
passes suburbs southwest of Columbus in
the central part of the state. In 1996 the
district hired Joseph James & Associates
of Dublin, Ohio, to help it choose a health
insurer.

The district had fired its previous con-
sultant after learning he had financial
ties to health insurers. Superintendent
Kirk Hamilton says the district made
clear that it expected Joseph James not
to take money from district health-care
vendors. “We wanted to make sure the
people representing us were solely work-
ing in our best interest,” he says.

Each time the health-insurance con-
tract came up for bidding in subsequent
years, Joseph James managed the pro-
cess. Each time, UnitedHealth won the
business. Over 10 years, the district paid
the consulting firm about $380,000 for its
services.

Earlier this year, Dr. Hamilton discov-
ered that Joseph James also was getting
paid by UnitedHealth. The district
quickly sued both the consultant and the
insurer in Franklin County Common
Pleas Court. Documents filed in the suit
showed that Joseph James was receiving
1% of premium dollars paid by the dis-
trict. The consultant received more than
$645,000 from UnitedHealth from 1999 to

2004 for bringing in the district’s busi-
ness, according to the documents. Joseph
James, in court filings, says it became
eligible for the bonus as part of a “recog-
nition program” by UnitedHealth reward-
ing its “overall contributions.”

In its lawsuit, the school district con-
tends the deal gave Joseph James a finan-
cial incentive to continuechoosing United-
Healthand toensure that the district’s pre-
miums kept rising. The premiums in-
creased to more than $21 million this year
from $5.2 million in 1996, according to Dr.
Hamilton. He says it is possible “we could
have negotiated lower premiums” if not
for the behind-the-scenes deal.

In court documents, Joseph James ar-
gues that bonuses from insurers are an
accepted and legal practice in the insur-
ance business and it didn’t need to dis-
close them to the school district. The con-
sulting firm’s lawyer, Kort Gatterdam,
says: “There’s no evidence of steering.
They provided an excellent service to
South-Western schools and saved them
millions of dollars.” He says Joseph
James helped the district move in the
late 1990s to a managed-care plan that
saved $6 million and after that the con-
sultant worked hard to squeeze the best
rates out of UnitedHealth.

UnitedHealth declined to comment on
theSouth-Western case. A spokesman said
that in general, bonuses and other re-

wards for consultants who bring in a large
amount of business “are not built into pre-
miums or fees that customers pay” and
don’t raise the cost of health care.

The practices of brokers and middle-
men in other forms of insurance were
the target of a widely publicized investi-
gation two years ago by New York state
Attorney General Eliot Spitzer. He was
particularly concerned about payments
brokers received from insurers for
bringing in a certain volume of busi-
ness from corporations buying property,
casualty or life insurance. Mr. Spitzer
said the corporations were entitled to
an unbiased opinion from their brokers
rather than one potentially influenced
by so-called contingent commissions.

High-Profile Settlements
Mr. Spitzer reached several high-pro-

file settlements with insurance brokers
and consultants. Marsh & McLennan,
New York, agreed to pay $850 million and
stop accepting contingent commissions.
Only a handful of brokers agreed to settle-
ments, and the probe didn’t delve into
health-benefits consulting. Major health
insurers including UnitedHealth, Aetna
Inc., Hartford, Conn., and WellPoint Inc.
of Indianapolis say they continue to offer
contingent commissions.

Aetna gives brokers a “retention bo-
nus” for staying loyal. If a broker keeps
90% of his Aetna clients with the insurer
for another year, he gets a bonus equal to
0.75% of the clients’ total premiums. If
100% stay, the bonus rises to 1.25% of
total premiums. Though employers typi-
cally put their health-insurance contracts
up for bid every few years, such bonuses
are one factor encouraging brokers to
keep their clients on the same plan.

A spokeswoman for Aetna said the
insurer requires consultants and brokers
to disclose such fees to customers. She
said Aetna also makes its broker fees
public via its Web site and in annual
disclosures to clients. Many other insur-
ers don’t detail their contingent commis-
sions on public Web sites.

Consultants also may have financial
ties with pharmacy-benefit managers, or
PBMs, which administer prescription-
drug benefits for employers. Mercer, the
big benefits consultant, has done consult-
ing work for a leading PBM, Medco

Health Solutions Inc., even as it was ad-
vising employers choosing among PBMs
including Medco, of Franklin Lakes, N.J.
In a proposal for a 1998 job handled by
Mercer Management Consulting, Mercer
said it could help Medco “refine its pric-
ing to increase its profitability.” Mercer
also said it would help Medco “improve
relationship with key benefit consultants
to better position [Medco] for winning
target accounts.”

In2000, the topMercer pharmacy-bene-
fits consultant, Nicholas K. Vasilopoulos,
gave a written declaration in a lawsuit by
Medco clients who accused the PBM of
overcharging them for drugs. In it he de-
fended Medco as “forthright” in its busi-
nessdealings. Mr. Vasilopoulos said he ad-
visedemployers seekingadviceonPBMs—
andadvisedMedco inassessing its compet-
itiveness against other PBMs.

In an email, Mr. Vasilopoulos said
“there were no conflicts of interest”
when he was a Mercer consultant. He
said Mercer had no reason to favor any

particular PBM because it provided ad-
vice to all the major ones over the years.
This advisory role gave Mercer a “more
thorough understanding” of each PBM’s
offerings, which benefited Mercer’s em-
ployer clients, he said.

Lisa Zeitel, a senior consultant at Mer-
cer’s pharmacy-benefits consulting prac-
tice, said much of the work for Medco was
done by the management-consulting side
of Mercer, which is “totally separate” from
her unit. She said her own unit occasion-
ally undertakes small assignments for
PBMs, but this “in no way interferes with
the work that we do for individual clients.”

Joseph Sawicki Jr., the comptroller of
Suffolk County on Long Island, N.Y., dis-
covered the ties between consultants and
PBMs after the county sought a routine
audit of its PBM, Express Scripts Inc., in

2003. The county hired Mercer for the
job. Mr. Sawicki says officials didn’t real-
ize at first that Mercer also serves as
Express Scripts’s employee-benefits con-
sultant and had other consulting arrange-
ments with the PBM. Mercer says it did
disclose the ties.

Mr. Sawicki wasn’t happy with the au-
dit’s results, which initially found that
Express Scripts had overbilled the county
by more than $1.1 million but later sug-
gested that the overbilling amounted to
only $14,000. Mercer charged the county
$93,000. Mr. Sawicki withheld half the
payment and asked Mercer to return the
half it already had received, saying he
doesn’t pay for “shoddy” work. A spokes-
woman for Mercer, Stephanie Poe, says
Mercer made clear its initial estimate
was likely to be reduced and it did a good
job on the audit although it wasn’t al-
lowed to complete its work. The dispute
over the $93,000 is unresolved.

The county didn’t pursue any refunds
from Express Scripts in connection with
the billing Mercer had audited. It then
hired another auditor to review Express
Scripts’s billing in subsequent years.
That review led to a settlement in which
Express Scripts paid the county $865,000.
A spokesman for Express Scripts said the
company has saved “millions of dollars”
for Suffolk County. He declined to com-
ment on the settlement.

Back in Columbus, school-district hu-
man-resources chief Craig Bickley wants
consultants who aren’t getting money
from the same people they are supposed to
be evaluating. He was annoyed to discover
that under the previous consultant, Kevin
Grady, the district switched to United-
Health from Anthem (now part of Well-
Point) even though UnitedHealth’sadmin-
istrative fees were $776,000 a year higher.
Mr. Grady’s son, Joe, says UnitedHealth
offered more coverage for the money.

Mr. Bickley says his first question to
consultants nowadays is: “Who are you
working in the best interest of, yourself
or the client?” The district insisted that
the consultant replacing Mr. Grady forgo
commissions and bonuses it might other-
wise receive from health insurers for
bringing in the district’s business. Mer-
cer won the contract and agreed to do so.
 —Raymund Flandez

contributed to this article.
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By BARBARA MARTINEZ

Some consultants who advise employ-
ers on prescription-drug benefits have
comeupwith away toearn a lot ofmoney—
without charging their clients anything di-
rectly. The fees come instead from the
same pharmacy-benefit managers, or
PBMs,whomtheconsultants arescrutiniz-
ing. It is another example of how health-
care middlemen can reap profits even as
employers and patients face big cuts.

PBMs administer drug benefits for
employers and negotiate prices on drugs.
Employers want to be sure their PBM
will battle hard to get the best prices,
and they sometimes turn to consultants
for help in picking one.

Last year, the United Brotherhood of
Carpenters and Joiners of America,
which represents more than 500,000 work-
ers, retained consultant Pharmaceutical
Strategies Group of Irving, Texas. In De-
cember, the union chose Medco Health
Solutions Inc., one of the big three compa-
nies in the PBM field.

Medco agreed to pay 25 cents to the
consultant for each prescription union
members filled. Because of the union’s
size, that deal could bring Pharmaceuti-
cal Strategies more than $1 million over
the three-year contract—more than the
consultant would typically earn if it
charged an employer or union directly,
people in the industry say.

The carpenters’ union contract allows
Medco to pay retail pharmacies one price
for a drug but charge the union a higher
price. Under the contract, when union
members fill a prescription they some-
times must pay an out-of-pocket charge
that exceeds the cost of the drug being
prescribed. The contract also limits the
union’s rights to audit its drug bills to see
if it is getting a good deal.

A Medco spokeswoman said, “Pric-
ing provisions in this contract were at
the discretion of the client.” She said
that in general, “audit rights are subject
to negotiation.”

Tim Watson, a principal at Pharma-
ceutical Strategies, says clients choose
how they want to pay for his firm’s ser-
vices, and the per-prescription method
isn’t necessarily more expensive. “It’s a
funding mechanism is all that it is,” Mr.
Watson says. “It’s up to clients on how
they want to work with us. Some clients
want a straight retainer, some want the
administrative fee paid by the PBM.”

Mr. Watson says clients are getting
their money’s worth. “If you paid us
$500,000 and we saved you $50 million, how
do you feel about the $500,000?” he asks.

In an emailed statement, the carpen-
ters’ union concurred with Mr. Watson’s
analysis, saying it expects to save more
than $30 million under its new prescrip-
tion-drug program and is “extremely sat-
isfied” with it.

One blue-chip client of Pharmaceutical
Strategies is Exelon Corp., an electric util-
ity in Chicago with 17,000 employees. A
2003 internal document from a consulting
firm later purchased by Pharmaceutical
Strategies says the firm received revenue
of $629,012 from aPBM, CaremarkRx Inc.,
of Nashville, Tenn., in connection with the
Exelon business. The document doesn’t
specify a time period. Exelon’s head of
health benefits, Carole Schecter, says the
companyended thearrangement last year
and now pays Pharmaceutical Strategies
directly. The company declined to discuss
its reason for the change, and Caremark
declined to comment.

The Cleveland Clinic Health System,
which employs workers at 12 Ohio hospi-
tals, still has the per-prescription ar-
rangement, according to Estay Greene,
director of pharmacy benefits. A docu-
ment from Pharmaceutical Strategies to
PBMs seeking the clinic’s business says
PBMs should pay the consultant 45 cents
a prescription, an amount Mr. Greene
declined to confirm. The clinic’s PBM is
currently Caremark.

Mr. Greene says he counts on the con-
sultant because it is “constantly monitor-
ing” the PBM. “We operate 10 different
plan designs,” he says. Without the ser-
vice, “I would have to hire another full-
time person.”

When Employers

Get Drug Advice,

Price Can Be Steep

KPN NV

KPN NV agreed to buy the Dutch
operations of Italian Internet-service
provider Tiscali SpA for Œ255 million
($322.9 million). KPN, a Dutch telecom-
munications operator, said the acquisi-
tion covers services for about 276,000
broadband customers and 126,000
dial-up Internet customers, as well as
Tiscali infrastructure in the Nether-
lands. KPN said the acquisition fit with
its plan to strengthen its position in the
broadband market. Tiscali said it will
book a capital gain of about Œ180 million
from the sale. “The disposal of Tiscali
Netherlands, which is one of the most
successful operations of the Tiscali
group but in a mature and highly com-
petitive market, will allow us to focus
our operations and financial resources
in markets with the highest potential
for value creation,” Tiscali said.
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of their financial ties to vendors and say
they are part of the solution to rising
health-care costs. “Health-care finance
and delivery are…not the core mission of
most employers,” says Robert O’Brien,
the head of health and benefits consulting
at Mercer, a unit of Marsh & McLennan
Cos. “We help employers manage the ex-
pense and complexity of their health and
benefits programs in a way that maxi-
mizes their value for employees.”

A handful of consulting giants such as
Mercer, Hewitt Associates, Lincolnshire,
Ill., and Towers Perrin, Stamford, Conn.,
dominate the benefits-consulting busi-
ness, but smaller ones also thrive working
with local employers. Mercer says it ex-
pects its health-benefits consulting busi-
ness to bring in revenue of $526 million this
year.

An Ohio Case
Payments to a consultant are at issue

in an Ohio case involving the South-West-
ern City School District, which encom-
passes suburbs southwest of Columbus in
the central part of the state. In 1996 the
district hired Joseph James & Associates
of Dublin, Ohio, to help it choose a health
insurer.

The district had fired its previous con-
sultant after learning he had financial
ties to health insurers. Superintendent
Kirk Hamilton says the district made
clear that it expected Joseph James not
to take money from district health-care
vendors. “We wanted to make sure the
people representing us were solely work-
ing in our best interest,” he says.

Each time the health-insurance con-
tract came up for bidding in subsequent
years, Joseph James managed the pro-
cess. Each time, UnitedHealth won the
business. Over 10 years, the district paid
the consulting firm about $380,000 for its
services.

Earlier this year, Dr. Hamilton discov-
ered that Joseph James also was getting
paid by UnitedHealth. The district
quickly sued both the consultant and the
insurer in Franklin County Common
Pleas Court. Documents filed in the suit
showed that Joseph James was receiving
1% of premium dollars paid by the dis-
trict. The consultant received more than
$645,000 from UnitedHealth from 1999 to

2004 for bringing in the district’s busi-
ness, according to the documents. Joseph
James, in court filings, says it became
eligible for the bonus as part of a “recog-
nition program” by UnitedHealth reward-
ing its “overall contributions.”

In its lawsuit, the school district con-
tends the deal gave Joseph James a finan-
cial incentive to continuechoosing United-
Healthand toensure that the district’s pre-
miums kept rising. The premiums in-
creased to more than $21 million this year
from $5.2 million in 1996, according to Dr.
Hamilton. He says it is possible “we could
have negotiated lower premiums” if not
for the behind-the-scenes deal.

In court documents, Joseph James ar-
gues that bonuses from insurers are an
accepted and legal practice in the insur-
ance business and it didn’t need to dis-
close them to the school district. The con-
sulting firm’s lawyer, Kort Gatterdam,
says: “There’s no evidence of steering.
They provided an excellent service to
South-Western schools and saved them
millions of dollars.” He says Joseph
James helped the district move in the
late 1990s to a managed-care plan that
saved $6 million and after that the con-
sultant worked hard to squeeze the best
rates out of UnitedHealth.

UnitedHealth declined to comment on
theSouth-Western case. A spokesman said
that in general, bonuses and other re-

wards for consultants who bring in a large
amount of business “are not built into pre-
miums or fees that customers pay” and
don’t raise the cost of health care.

The practices of brokers and middle-
men in other forms of insurance were
the target of a widely publicized investi-
gation two years ago by New York state
Attorney General Eliot Spitzer. He was
particularly concerned about payments
brokers received from insurers for
bringing in a certain volume of busi-
ness from corporations buying property,
casualty or life insurance. Mr. Spitzer
said the corporations were entitled to
an unbiased opinion from their brokers
rather than one potentially influenced
by so-called contingent commissions.

High-Profile Settlements
Mr. Spitzer reached several high-pro-

file settlements with insurance brokers
and consultants. Marsh & McLennan,
New York, agreed to pay $850 million and
stop accepting contingent commissions.
Only a handful of brokers agreed to settle-
ments, and the probe didn’t delve into
health-benefits consulting. Major health
insurers including UnitedHealth, Aetna
Inc., Hartford, Conn., and WellPoint Inc.
of Indianapolis say they continue to offer
contingent commissions.

Aetna gives brokers a “retention bo-
nus” for staying loyal. If a broker keeps
90% of his Aetna clients with the insurer
for another year, he gets a bonus equal to
0.75% of the clients’ total premiums. If
100% stay, the bonus rises to 1.25% of
total premiums. Though employers typi-
cally put their health-insurance contracts
up for bid every few years, such bonuses
are one factor encouraging brokers to
keep their clients on the same plan.

A spokeswoman for Aetna said the
insurer requires consultants and brokers
to disclose such fees to customers. She
said Aetna also makes its broker fees
public via its Web site and in annual
disclosures to clients. Many other insur-
ers don’t detail their contingent commis-
sions on public Web sites.

Consultants also may have financial
ties with pharmacy-benefit managers, or
PBMs, which administer prescription-
drug benefits for employers. Mercer, the
big benefits consultant, has done consult-
ing work for a leading PBM, Medco

Health Solutions Inc., even as it was ad-
vising employers choosing among PBMs
including Medco, of Franklin Lakes, N.J.
In a proposal for a 1998 job handled by
Mercer Management Consulting, Mercer
said it could help Medco “refine its pric-
ing to increase its profitability.” Mercer
also said it would help Medco “improve
relationship with key benefit consultants
to better position [Medco] for winning
target accounts.”

In2000, the topMercer pharmacy-bene-
fits consultant, Nicholas K. Vasilopoulos,
gave a written declaration in a lawsuit by
Medco clients who accused the PBM of
overcharging them for drugs. In it he de-
fended Medco as “forthright” in its busi-
nessdealings. Mr. Vasilopoulos said he ad-
visedemployers seekingadviceonPBMs—
andadvisedMedco inassessing its compet-
itiveness against other PBMs.

In an email, Mr. Vasilopoulos said
“there were no conflicts of interest”
when he was a Mercer consultant. He
said Mercer had no reason to favor any

particular PBM because it provided ad-
vice to all the major ones over the years.
This advisory role gave Mercer a “more
thorough understanding” of each PBM’s
offerings, which benefited Mercer’s em-
ployer clients, he said.

Lisa Zeitel, a senior consultant at Mer-
cer’s pharmacy-benefits consulting prac-
tice, said much of the work for Medco was
done by the management-consulting side
of Mercer, which is “totally separate” from
her unit. She said her own unit occasion-
ally undertakes small assignments for
PBMs, but this “in no way interferes with
the work that we do for individual clients.”

Joseph Sawicki Jr., the comptroller of
Suffolk County on Long Island, N.Y., dis-
covered the ties between consultants and
PBMs after the county sought a routine
audit of its PBM, Express Scripts Inc., in

2003. The county hired Mercer for the
job. Mr. Sawicki says officials didn’t real-
ize at first that Mercer also serves as
Express Scripts’s employee-benefits con-
sultant and had other consulting arrange-
ments with the PBM. Mercer says it did
disclose the ties.

Mr. Sawicki wasn’t happy with the au-
dit’s results, which initially found that
Express Scripts had overbilled the county
by more than $1.1 million but later sug-
gested that the overbilling amounted to
only $14,000. Mercer charged the county
$93,000. Mr. Sawicki withheld half the
payment and asked Mercer to return the
half it already had received, saying he
doesn’t pay for “shoddy” work. A spokes-
woman for Mercer, Stephanie Poe, says
Mercer made clear its initial estimate
was likely to be reduced and it did a good
job on the audit although it wasn’t al-
lowed to complete its work. The dispute
over the $93,000 is unresolved.

The county didn’t pursue any refunds
from Express Scripts in connection with
the billing Mercer had audited. It then
hired another auditor to review Express
Scripts’s billing in subsequent years.
That review led to a settlement in which
Express Scripts paid the county $865,000.
A spokesman for Express Scripts said the
company has saved “millions of dollars”
for Suffolk County. He declined to com-
ment on the settlement.

Back in Columbus, school-district hu-
man-resources chief Craig Bickley wants
consultants who aren’t getting money
from the same people they are supposed to
be evaluating. He was annoyed to discover
that under the previous consultant, Kevin
Grady, the district switched to United-
Health from Anthem (now part of Well-
Point) even though UnitedHealth’sadmin-
istrative fees were $776,000 a year higher.
Mr. Grady’s son, Joe, says UnitedHealth
offered more coverage for the money.

Mr. Bickley says his first question to
consultants nowadays is: “Who are you
working in the best interest of, yourself
or the client?” The district insisted that
the consultant replacing Mr. Grady forgo
commissions and bonuses it might other-
wise receive from health insurers for
bringing in the district’s business. Mer-
cer won the contract and agreed to do so.
 —Raymund Flandez

contributed to this article.
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By BARBARA MARTINEZ

Some consultants who advise employ-
ers on prescription-drug benefits have
comeupwith away toearn a lot ofmoney—
without charging their clients anything di-
rectly. The fees come instead from the
same pharmacy-benefit managers, or
PBMs,whomtheconsultants arescrutiniz-
ing. It is another example of how health-
care middlemen can reap profits even as
employers and patients face big cuts.

PBMs administer drug benefits for
employers and negotiate prices on drugs.
Employers want to be sure their PBM
will battle hard to get the best prices,
and they sometimes turn to consultants
for help in picking one.

Last year, the United Brotherhood of
Carpenters and Joiners of America,
which represents more than 500,000 work-
ers, retained consultant Pharmaceutical
Strategies Group of Irving, Texas. In De-
cember, the union chose Medco Health
Solutions Inc., one of the big three compa-
nies in the PBM field.

Medco agreed to pay 25 cents to the
consultant for each prescription union
members filled. Because of the union’s
size, that deal could bring Pharmaceuti-
cal Strategies more than $1 million over
the three-year contract—more than the
consultant would typically earn if it
charged an employer or union directly,
people in the industry say.

The carpenters’ union contract allows
Medco to pay retail pharmacies one price
for a drug but charge the union a higher
price. Under the contract, when union
members fill a prescription they some-
times must pay an out-of-pocket charge
that exceeds the cost of the drug being
prescribed. The contract also limits the
union’s rights to audit its drug bills to see
if it is getting a good deal.

A Medco spokeswoman said, “Pric-
ing provisions in this contract were at
the discretion of the client.” She said
that in general, “audit rights are subject
to negotiation.”

Tim Watson, a principal at Pharma-
ceutical Strategies, says clients choose
how they want to pay for his firm’s ser-
vices, and the per-prescription method
isn’t necessarily more expensive. “It’s a
funding mechanism is all that it is,” Mr.
Watson says. “It’s up to clients on how
they want to work with us. Some clients
want a straight retainer, some want the
administrative fee paid by the PBM.”

Mr. Watson says clients are getting
their money’s worth. “If you paid us
$500,000 and we saved you $50 million, how
do you feel about the $500,000?” he asks.

In an emailed statement, the carpen-
ters’ union concurred with Mr. Watson’s
analysis, saying it expects to save more
than $30 million under its new prescrip-
tion-drug program and is “extremely sat-
isfied” with it.

One blue-chip client of Pharmaceutical
Strategies is Exelon Corp., an electric util-
ity in Chicago with 17,000 employees. A
2003 internal document from a consulting
firm later purchased by Pharmaceutical
Strategies says the firm received revenue
of $629,012 from aPBM, CaremarkRx Inc.,
of Nashville, Tenn., in connection with the
Exelon business. The document doesn’t
specify a time period. Exelon’s head of
health benefits, Carole Schecter, says the
companyended thearrangement last year
and now pays Pharmaceutical Strategies
directly. The company declined to discuss
its reason for the change, and Caremark
declined to comment.

The Cleveland Clinic Health System,
which employs workers at 12 Ohio hospi-
tals, still has the per-prescription ar-
rangement, according to Estay Greene,
director of pharmacy benefits. A docu-
ment from Pharmaceutical Strategies to
PBMs seeking the clinic’s business says
PBMs should pay the consultant 45 cents
a prescription, an amount Mr. Greene
declined to confirm. The clinic’s PBM is
currently Caremark.

Mr. Greene says he counts on the con-
sultant because it is “constantly monitor-
ing” the PBM. “We operate 10 different
plan designs,” he says. Without the ser-
vice, “I would have to hire another full-
time person.”

When Employers

Get Drug Advice,

Price Can Be Steep

KPN NV

KPN NV agreed to buy the Dutch
operations of Italian Internet-service
provider Tiscali SpA for Œ255 million
($322.9 million). KPN, a Dutch telecom-
munications operator, said the acquisi-
tion covers services for about 276,000
broadband customers and 126,000
dial-up Internet customers, as well as
Tiscali infrastructure in the Nether-
lands. KPN said the acquisition fit with
its plan to strengthen its position in the
broadband market. Tiscali said it will
book a capital gain of about Œ180 million
from the sale. “The disposal of Tiscali
Netherlands, which is one of the most
successful operations of the Tiscali
group but in a mature and highly com-
petitive market, will allow us to focus
our operations and financial resources
in markets with the highest potential
for value creation,” Tiscali said.

Health-CareConsultantsReapFeesFromThoseTheyEvaluate
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Employers are dropping or reducing 
health coverage, leading some to go 
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In Foley Scandal,
Republican Leader
Comes Under Fire

Rep. Reynolds, Campaign Chief,

Is Faced With Choosing

His Own or Party’s Fortune

‘No Lectures From Democrats’

How Quiet Moves by a Publisher

Sway Billions in Drug Spending

Lawsuit Forces Hearst Unit

To Lower Prices on List

Widely Used as Benchmark

A ‘Survey’ of One Company

European Union Is

An Unwelcome Guest

At the Irish Wake
i i i

Regulators Consider Banning

Toxic Embalming Fluids;

What’s a Body to Do?

New Profits
In 2002 health-care information company 
First DataBank raised benchmark prices for 
drugs. Wholesaler McKesson projected that 
pharmacies would see increased profits, 
such as:

DRUG
PACKAGE 
SIZE 

OLD 
PROFIT   

PROJECTED 
NEW 
PROFIT

Lipitor 90 pills $6.86 $17.18

Prilosec 30 pills $4.22 $8.92 

Allegra 100 
pills

$3.97 $8.16

Advair 
Diskus

60 
doses

$5.11 $11.70 

Source: McKesson internal memo, March 22, 2002.

By JACKIE CALMES

When reporters in suburban Buffalo,
N.Y., gathered Monday night to hear lo-
cal Rep. Tom Reynolds explain his role
in the House page sex scandal, they were
surprised to see the local congressman
flanked by dozens of children, some
squirming in their parents’ arms.

“I’m not going to ask any of my
supporters to leave,” a defiant Mr. Rey-

nolds told reporters, who had suggested
that the topic—about former Florida Re-
publican Rep. Mark Foley’s sexually
charged computer messages to a male
page—wasn’t appropriate for children.
For 45 minutes, the crowd stood by as
the coos and occasional cries of the chil-
dren provided background noise and
Mr. Reynolds fielded questions.

As much as anybody, Mr. Reynolds
is in the hot seat over the Foley scan-
dal. As chairman of the House Republi-
cans’ campaign
committee, he’s re-
sponsible for pro-
tecting the party’s
majority. That
tough task has be-
come tougher, in
part because Mr.
Reynolds finds
himself among the
most vulnerable
candidates.

He is tainted,
like other House
leaders, for having
been privy to
early concerns about Mr. Foley. Mr.
Reynolds hopes one day to be speaker
of the House. But he first must figure
out how to handle the delicate balance
between self-preservation and party
preservation. He professes to support
the current speaker, Dennis Hastert,
even as he has tried to shift the blame
to him.

The Reynolds dilemma shows the
broader tensions among House Republi-
cans brought to the surface by the Foley
matter. Republicans have traditionally
been known for a discipline that fractious

Democrats have
long envied. Now
that united front is
shattered. The con-
troversy is stoking
Republican fears
that they will lose
control of the House
on Nov. 7.

As they grapple
with how to con-
tain the escalating
political crisis, Mr.
Reynolds and his
fellow Republicans
have had to con-

sider two separate paths. One is for the
party to hang tough and blame Demo-
crats for the timing of the disclosures.
The other is to take full responsibility
and move on—while presumably sacri-
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By MARC CHAMPION
And GUY CHAZAN

In the struggle over influence, energy
and the spread of democracy in its former
empire, Moscow has scored big gains and
is taking off the gloves at a time when the
West is increasingly preoccupied.

Russia imposed a trade and trans-
port embargo to pressure the pro-West-
ern government in neighboring Georgia
this week akin to the U.S. embargo on
Cuba, following a nasty espionage dis-
pute between the former Soviet states.
The move laid bare the Kremlin’s deter-
mination to reassert itself in what Rus-
sians call their “near abroad.”

When Georgia’s arrest of four Rus-
sian military officers on spy charges
came up during a presidential phone call
Monday, Vladimir Putin’s message to
George W. Bush was: Don’t interfere.

Hosting Russian minorities and pipe-
lines taking Siberian and Caspian Sea oil
and gas to markets in the West, the former
Soviet region has become the front line of
conflict between an increasingly assertive
Russia and the West. The Kremlin ap-
pears to have read the spy dispute as a
sign that the West’s willingness to inter-
vene for Georgia is limited.

Just two years ago, it looked like Russia
was losing its grip over what had been part
of its empire for centuries. U.S. troops
were based across energy-rich Central
Asia, where Moscow was struggling to re-
build its influence. Pro-Western govern-
ments had swept to power in Georgia and
Ukraine, emboldening the White House to
talk about a wave of democratic change
sweeping the region. Russian officials
blamed the U.S. for orchestrating the revo-
lutions and worried openly that Washing-
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By MARY JACOBY

DUBLIN—In a stainless-steel cabinet
between two gurneys, Josh Moonman
stores bottles of a pink fluid, labeled with
skulls and crossbones, that is used for
embalming bodies.

“If I were to open one of those lids
now and let you smell it, it would knock
you back,” says Mr. Moonman, an em-
balmer for Ireland’s Fanagan Group of
mortuaries.

Because the fluid contains formalde-
hyde, which is poisonous, European
Union regulators are considering ban-
ning the chemical as a potential threat to
human health and the environment.
Among the worries, environmentalists
say: decaying bodies leaching toxic
chemicals into the ground.

But a ban would be unlucky for the
Irish, undertakers here say—not to men-
tion for the Dodge Company, an Ameri-
can concern that stands to lose as much
as $3 million in annual sales as the domi-
nant supplier of embalming fluids to fu-
neral homes in Ireland and the United
Kingdom.

The Cambridge, Mass., company and
its allies in the Irish funeral industry are
lobbying the EU for a “cultural heritage”
exemption to any EU ban. Their argu-
ment: The storied Irish wake is threat-
ened by overzealous regulation. “The ex-
pectation in the Irish public is that they
will be able to see and view the de-
ceased,” says Gus Nichols of Nichols Fu-
neral Directors here.

In modern Ireland, union rules restrict
the hours of cemetery workers. And be-
cause it takes time to get people together
for a funeral, several days can pass be-
tween death and burial. Embalming de-
lays decomposition and gives grieving fam-
ilies the time they feel they need to hold a
proper Irish wake, Mr. Nichols says.

That’s blarney, say advocates of a
growing movement to promote more-natu-
ral, ecologically sensitive “green buri-
als.” The real threat is not to the Irish

wake but to the prof-
its of the funeral in-
dustry, they say.

Modern embalm-
ing techniques
came into wide-
spread use during
the U.S. Civil War to
preserve the bodies
of Union soldiers for
shipping home for
burial. At first, ar-
senic and mercury
were used. But by
1920, most states
had banned them.

Formaldehyde, which took their
place, is an ingredient in plywood, insula-
tion foam and other construction materi-
als, and also insecticides. It is used to
preserve cadavers for medical research
and in taxidermy. A carcinogen, formal-
dehyde is also suspected of causing skin
irritation and asthma in people regularly
exposed to it.

“Many people don’t realize that em-
balming isn’t required. They are under
the impression that it’s necessary for
health reasons,” says Joe Sehee, an
American opposed to embalming who
founded a nonprofit organization called
the Green Burial Council.

Indeed, embalming isn’t required in
the U.S. or the EU, government officials
say, though some states require it for
bodies shipped from state to state or in-
ternationally.

Embalming today is widespread in the
U.S., Australia, New Zealand, Ireland and
the U.K. It’s less common on the European
continent. And it is virtually unheard of in
countries like Greece, where warm
weather traditionally has dictated that
burials take place within 24 hours of death.
Colder countries like Denmark usually re-
frigerate bodies if preservation beyond a
few days is necessary. Jewish and Islamic
religious laws prohibit embalming.

Mr. Moonman, 32, says his work is
safe. “You learn how to work with it,” he
says, showing off the heavy rubber
gloves, apron, goggles and ventilator
mask he wears when pumping embalm-
ing fluid through the arteries of a corpse.

A 1998 EU law called the Biocides Di-
rective requires the funeral industry to
pay for expensive health and safety stud-
ies to prove that formaldehyde doesn’t
cause cancer among embalmers.

“We are fighting the thing tooth and
nail,” says Adrian Haler, managing direc-
tor of the U.K. subsidiary of the Dodge

Please Turn to Page A12, Column 4

SOVEREIGN FACES a board-
room battle that could lead to

the dismissal of CEO Jay Sidhu.
Seven directors pushing for his
removal are unhappy about the
bank’s share price and operating
position. Spain’s Santander, which
controls nearly 25% of Sovereign,
is trying to win support for Sidhu.

(Article on Page A3)

i i i
n U.S. drug costs could be cut
by billions of dollars as the re-
sult of a tentative settlement in-
volving First DataBank, a Hearst
unit that publishes drug prices.

(Article in Column 5)

i i i
n The steelworkers union launched
a strike at 16 Goodyear loca-
tions over the tire maker’s push
to close two unionized plants.

(Article on Page A3)

i i i
n OPEC’s president is scrambling
to broker a deal to cut oil output
in a bid to shore up plunging
prices. Crude rose 1% to $60.03.

(Articles on Pages A2 and C4)

i i i
n Many retailers rang up strong
apparel sales last month, but
Wal-Mart and other discounters
posted poor or lackluster results.

(Article on Page A2)

i i i
n The Dow industrials edged up
16.08 points to a third-straight
record of 11866.69 despite a rise
in oil prices. Bonds finished lower.
n Berkshire Hathaway shares
marked a milestone, crossing
$100,000 each in intraday trading.

(Article on Pages C1, C3 and C4)

i i i
n The ECB raised rates by a
quarter point to 3.25% and hinted
at another rise in December. The
Bank of England left rates on hold.
n European shares hit a five-
year high, helped by an absence
of surprises from central banks.

(Articles on Pages A6 and C11)

i i i
n India’s Tata is in talks with
Corus on a potential bid of about
$10 billion for the British steel-
maker. Corus shares surged 16%.

(Article on Page A3)

i i i
n Tribune ousted Los Angeles
Times publisher Jeffrey Johnson.
David Hiller, publisher of the
Chicago Tribune, succeeds him.

(Article on Page B1)

i i i
n Ryanair made a surprise $1.88
billion bid for Aer Lingus, but
the Irish flag carrier’s board
unanimously rejected the offer.

(Article on Page B2)

i i i
n H-P’s former chairman, Patri-
cia Dunn, was booked on four
counts of fraud and conspiracy.
n Carly Fiorina’s new memoir
traces her ouster at H-P to vet-
eran technologists on its board.

(Articles on Page B2)

i i i
n The FDIC warned of potential
problems ahead with commer-
cial real-estate loans and sub-
prime adjustable-rate mortgages.

(Article on Page A6)

i i i
n Starbucks said it plans to even-
tually have 40,000 stores and an-
nounced it will sell its line of mu-
sic via Apple’s iTunes online store.

(Article on Page B3)
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Mark Foley

n HASTERT DUG IN, insisting that
he won’t quit over the Foley scandal.

As the House ethics panel began a
broad inquiry on the disgraced Flor-
ida Republican’s sexual advances to-
ward congressional pages, the House
speaker expressed regret for not be-
ing more vigilant, saying, “the buck
stops here.” But he also echoed a de-
fense pushed on conservative shows,
that the media and “Democratic op-
eratives” allied with the Clintons and
“funded by George Soros” engineered
the page disclosures to tip the elec-
tions their way. After initially keep-
ing his distance, Bush phoned Hast-
ert to give support and praise his tak-
ing responsibility for the handling of
the matter. (Column 1, Pages A3, A4)

Democratic leader Pelosi took up the
theme being sounded by her party’s
candidates, vowing an “open and hon-
est” Congress if she becomes speaker.

i i i
n Rice visited Iraq, warning leaders
to rein in sectarian death squads and
insisting the administration portrayed
the war’s costs and stakes honestly.
Meanwhile, Sen. Warner said the mil-
itary has done all it can in Iraq and
Congress will face “bold decisions” if
things don’t improve in three months.
n Hamas and Fatah continued trad-
ing blows in Gaza. Rice, on her visit
this week, offered aid to expand Pal-
estinian chief Abbas’s security force.

i i i
n Iran nuclear sanctions are the fo-
cus of a London meeting today of per-
manent U.N. Security Council mem-
bers after last-ditch EU talks failed.
n North Korea heard a drumbeat of
warnings not to test a nuclear bomb.
Japanese media reported the U.S. de-
ployed a radiation-measuring plane.

i i i
n NATO took command of nearly all
the foreign troops in Afghanistan, in-
cluding 12,000 U.S. soldiers, the big-
gest combat test yet for the alliance.
n Pakistan police found two remote-
control rockets outside parliament in
Islamabad a day after a bomb shook
a park near the Musharraf residence.

i i i
n Russia froze Georgians’ work per-
mits and nearly doubled its gas bill.
In the contest for the “near abroad,”
Moscow is well in front. (Column 5)

i i i
n The U.S. sought an emergency Se-
curity Council session over a Sudan
letter saying any nation taking part
in Darfur peacekeeping is “hostile.”
n Three more candidates pulled out
of the race to become U.N. secretary
general, leaving South Korea’s Ban
Ki Moon to be confirmed this month.

i i i
n Nigerian troops scoured the Niger
Delta for comrades seized by rebels
this week in a series of raids on con-
voys traveling to foreign oil facilities.

i i i
n Thai coup leaders appear intent on
reversing Thaksin’s confrontational
approach to a southern Muslim insur-
gency, agreeing to talks with rebels.

i i i
n Sri Lanka and Tamil rebels have
agreed to talks in Switzerland on Oct.
28 in a fresh bid to back away from
a civil war well on its way to revival.

i i i
n Boston-area police are to resume
searches of passengers’ bags on pub-
lic transit. Gov. Romney said it isn’t
a response to any particular threat.

i i i
n A California appellate court ruled
the state’s ban on same-sex marriage
is not unconstitutional, adding to re-
cent defeats for gay-rights advocates.

i i i
n The population of New Orleans is
now 187,525, just 41% of the number
who lived there pre-Katrina, a door-
to-door Louisiana survey has found.

i i i
n A former nurse in Texas was sen-
tenced to life in prison after pleading
no contest to giving lethal injections
to 10 hospital patients in 2000 and ’01.

i i i

Business and Finance

i i i

World-Wide

Trading Shots: Will crude-
oil prices resume their slide
or are they ready to rocket

back toward a record? Two oil-mar-
ket veterans debate the outlook.

i i i
n Lawyer’s Lawyer: How a left-lean-
ing attorney became a go-to person
for some lawyers in trouble.

i i i
n Gadget Gallery: An antibacterial
computer mouse claims to repel germs—
but your keyboard is another matter.

By BARBARA MARTINEZ

Foryears,a little-knownunitofpublish-
ing giant Hearst Corp. called First Data-
Bank has played a powerful role in deter-
mining what Americans pay for prescrip-
tion drugs. First DataBank doesn’t buy or
sell drugs—it publishes lists of drug
prices. Health plans and state Medicaid
programs use those prices as a benchmark
indetermining what they pay pharmacies.

If the benchmark goes up, so do costs
for these payers. That’s what happened
in 2002, when First DataBank suddenly

made broad revi-
sions to its key pub-
lished list. The new
prices had the ef-
fect of fattening the
profits of pharma-
cies, out of the view
of patients and com-
panies who pay for
the soaring cost of
health care.

A 2002 email by
a manager at one
of the nation’s larg-
est drug wholesal-
ers, San Francisco-
based McKesson

Corp., describes how pharmacies would
be able to more than double their profit
for dispensing the cholesterol drug Lipi-
tor and adds, “that is awesome!!”

Now a tentative legal settlement,
reached quietly this week in a Boston court,
could reduce annual U.S. drug costs by bil-
lions of dollars. An economist hired by the
plaintiffsputs the savings in 2007alone at $4
billion. The actual amount could be lower if
pharmacies negotiate higher fees to make
up for what they are losing.

In the settlement, which is awaiting
approval by a judge, First DataBank, of
San Bruno, Calif., agrees to reduce

many of the prices on its published list
by five percentage points. It denies any
wrongdoing and isn’t paying any dam-
ages to the plaintiffs.

Documents made public as part of the
litigation suggest that McKesson had a
key part in the rise of the published bench-
mark prices in 2002. The documents sug-
gest that McKesson’s motive was to re-
solve an administrative headache. The
McKesson manager’s emails later noted a
side benefit: The company’s pharmacy
customers would enjoy bigger profits.

First DataBank had long said its
prices reflected a survey of national
wholesalers. But a manager at the pub-
lisher said in a deposition that from 2003
only one company, McKesson, partici-
pated in the survey. In the litigation,
First DataBank also said that only two of
its 225 employees were trained to collect
and update pricing information.

One of the most important parts of the
proposedsettlementinU.S.DistrictCourt in-
volvesthebenchmarkpriceatissue inthelit-
igation, known as average wholesale price
or AWP. The term is a misnomer because it
nolongerrepresentsapricepaidtowholesal-
ersand isnotanaverageofanything.Anold
industry joke holds that AWP stands for
“ain’t what’s paid.” First DataBank agreed
that two years after the settlement is final it
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Company, the leading supplier of embalm-
ing fluids to funeral homes in the U.S.

Thus, a few months ago, the compa-
ny’s Mr. Haler, Mr. Nichols and other Irish
funeral directors traveled to EU headquar-
ters in Brussels to lobby for their cultural
heritage exemption. Mr. Nichols is no ordi-
nary arbiter of Irishness: His 192-year-old
family business makes an appearance in
the novel “Ulysses,” when James Joyce’s
protagonist, Leopold Bloom, walks past
the red-brick funeral home.

The EU has until 2010 to decide on any
ban. The “EU directive will put embalm-
ers out of business and cause decaying
corpses to go to funerals,” Neil Parish, a
British conservative member of the Euro-
pean Parliament, says on his Web site.
Britain’s Daily Telegraph recently picked
up the torch, exhorting: “Don’t Bury Our
Wake: The EU Is Picking a Fight It Can-
not Hope to Win If It Tries to End the
Irish Way of Death.”

The Brussels-bashing exasperates EU
officials, who say they’re just trying to
force industries generally to switch to
less-toxic chemicals when possible. “We
are not trying to sound the death knell
for the Irish wake,” says Barbara Helffer-
ich, a spokeswoman for the European
Commission’s environmental director-
ate. “It certainly doesn’t mean that cas-

kets must be slammed shut.”
Less-toxic alternatives to formaldehyde

include iodine and glutaraldehyde, a chem-
ical used also to sterilize surgical instru-
ments. But neither alternative suits em-
balmers. Glutaraldehyde “leaves the body
very soft. Embalmers want the body to be

good and firm, be-
cause it means you
don’t have to worry
about the body de-
composing,” says
Melissa Johnson
Williams, executive
director of the Amer-
ican Society of Em-
balmers. Of iodine,
she adds: “I’ve
never heard from
any source that io-
dine is a good pre-
servative.”

Companies that
claim to offer less-toxic alternatives hope
to fill the breach. Aardbalm Ltd., a U.K.
firm that makes embalming fluid with
iodine, has budgeted $565,000 to conduct
the battery of skin, air, and ingestion
tests required to pass EU muster.

Irish funeral professionals say that
preserving bodies is about preserving a
way of life. Seamus Griffin, manager of
the Kirwans Funeral Home in Dublin re-
members attending family wakes in Ire-

land’s rural western counties as a child.
There was live music, he says, and peo-

ple gathered around the body and drank
whiskey until dawn. Women practiced tradi-
tional Irish keening—a kind of wailing and
moaning to mark the end of life. “It was
haunting. I’ll never forget it,” Mr. Griffin
says.

Thomas Lynch, an Irish-American fu-
neral director and author from Michigan
who has a home in Ireland’s County
Clare, is skeptical about the old country’s
lamentations. Undercutting the Irish fu-
neral directors’ claims that embalming is
central to holding a wake, Mr. Lynch
says he has attended many Irish wakes
where the bodies were not embalmed. In
fact, embalming isn’t even traditional in
temperate Ireland, he says.

Mr. Nichols, the Dublin undertaker,
wants to stick with the tried-and-true
formaldehyde.

A recent day at Nichols Funeral Direc-
tors began with a hearse arriving from
Mr. Moonman’s embalming room carry-
ing the body of an 80-year-old salesman,
laid out in a white satin-lined coffin for a
private viewing by his family.

Four funeral services later, Mr.
Nichols ended his day at the home of an
87-year-old woman who had lain in her
coffin in the living room of her yellow-
trimmed house overnight, surrounded by
candles and photographs of loved ones.

Family members cried as Mr. Nichols
and three pallbearers closed the coffin
and loaded the body into a hearse. “This
is the culture of families coming to pay
their respects,” Mr. Nichols said later.
“We hope the EU lets us keep it that way.”

Continued From First Page

Marriott International Inc.

Net Income Fell in Quarter
On Weak Synthetic-Fuels Arm

Marriott International Inc.’s fiscal
third-quarterearnings slipped 5.4%asrev-
enue stagnated and the company’s syn-
thetic-fuelsbusinessposted a loss. But rev-
enue per available room—a key industry
measure—rose 9.4%. The Bethesda, Md.,
company sees 2007 earnings per share, ex-
cluding synthetic-fuel operations, be-
tween $1.78 and $1.88, higher than its 2006
estimate of $1.59 to $1.64 a share. The com-
pany’s 2007 forecast is being closely
watched amid concerns that a slowing
U.S. economy may hurt business travel de-
mand and cut short an upswing in the sec-
tor. Net income in the quarter ended Sept.
8 fell to $141 million, or 33 cents a share,
from $149 million, or 32 cents a share, a
year earlier. The increase in per-share
earnings was caused by fewer shares out-
standing in the latest period. Revenue was
about flat at $2.7 billion.

will stop publishing the AWP.
As AWP loses sway, employers, Medic-

aid programs and other drug payers may
need to find new ways to figure out how
much pharmacies are paying for drugs so
that the pharmacies can be reimbursed at
a fair, but not excessive, profit margin.

Mark Erlich, executive secretary-trea-
surer of the New England Regional Coun-
cil of Carpenters, is one of the plaintiffs
settling the case with First DataBank. He
expects the settlement will save about
$400,000 a year for his union’s health
fund, which covers 22,000 people and
spent $10 million on prescription drugs
last year. Mr. Erlich calls the earlier rise
in First DataBank’s published prices “a
rip-off of consumers across the country.”
It affects the union, he says, because its
contract with the company managing its
pharmacy benefits specifies that the
drug prices the union pays will be based
on First DataBank’s AWP benchmarks.

In a statement, First DataBank said it
isn’t responsible for what companies in-
volved in drug distribution do with its
data. “First DataBank does not set phar-
maceutical prices. First DataBank is a re-
porter and publisher of information that is
collected from third parties,” the state-
ment said. Hearst is a major media com-
panywhoseholdings include theSan Fran-
cisco Chronicle and Good Housekeeping
magazine. It is apartner with DowJones&
Co., publisher of The Wall Street Journal,
in publishing SmartMoney magazine.

The changes in First DataBank’s pub-
lished prices are responsible for only a
portion of the increase in drug prices in
recent years. The prices of drugs are set,
first and foremost, by drug manufactur-
ers. From 2000 to 2005, manufacturer
prices on the most popular brand drugs
grew by about 40.5%, according to a
study by AARP, the advocacy group for
Americans over age 50.

Between the manufacturer and the
end user stand a variety of middlemen
who take their cuts. These include whole-
salers such as McKesson, who distribute
drugs obtained from manufacturers, and
pharmacies where patients go to get pre-
scriptions filled. First DataBank plays a
key but little-noticed role in drug pricing
as a source of data used by middlemen to
set their prices.

Another group of middlemen are phar-
macy benefit managers or PBMs, which
manage employers’ drug benefits and of-
ten act as pharmacies themselves by fill-
ing employees’prescriptions through mail
order. PBMs also frequently use AWP as a
benchmark. Changes in AWP may also af-
fect people without insurance who pay out
of pocket because pharmacies sometimes
use AWP in setting their cash prices.

Even as patients face higher co-pay-
ments and other out-of-pocket medical
costs, many pharmacies and PBMs are
prospering. The Dow Jones index of U.S.
drug-retailer stocks has risen about 40%
since the beginning of 2002, roughly in line
with major indexes. A few big chains are
doing especially well: Walgreen Co.’s net
income has nearly doubled in the past five
years and CVS Corp.’s has tripled. Share
prices of the three major PBMs are also
sharply up over the past few years.

Vestige of Old System
Average wholesale price “is a vestige of

a drug-distribution system that disap-
peared in the early 1980s,” says E.M. Ko-
lassa of Medical Marketing Economics, an
Oxford, Miss., consulting firm. In the late
1960s, the California Medicaid program
needed a standardized way to reimburse
pharmacies for drugs because “every
claim was a paper claim based on what-
ever thepharmacistwascharging,”Dr.Ko-
lassa says. Two consultants came up with
“averagewholesaleprice”after surmising
that drug wholesalers generally charged
retail pharmacies about 20% more than
theypaidmanufacturers fordrugs.Califor-
nia decided to pay pharmacies this new
AWP, plus an additional dispensing fee.

Within a few years, Medicaid systems
throughout the country had adopted AWP,
and publishers such as First DataBank
made a business of disseminating the pric-
ing data. When commercial health insur-
ers and employers began to reimburse for
drugsanddemanddiscounts frompharma-
cies in the 1980s and 1990s, they too
adopted Medicaid’s AWP system.

Graduallythe20%estimatedmarkupbe-
cameananachronism.Wholesalersconsoli-
datedandbecame moreefficient amidcom-
petition.Theyweresellingdrugstopharma-
cies for just 2% to 3% more than what they
paid.The compilers ofAWPs,however, con-
tinued to report a 20% markup. States and
employers adjusted by demanding dis-
counts of 5% to 15% off the AWP.

First DataBank, founded in 1977, was
bought by Hearst in 1980. Hearst bought
another major publisher of AWPs, Medi-
Span, for $38 million in 1998, but had to
sell Medi-Span to Wolters Kluwer NV of
the Netherlands in 2001 after a complaint
by the Federal Trade Commission. The
FTC said the acquisition gave Hearst

“monopoly power” in drug data and led
to “drastic price increases to customers,
and reductions in product quality and cus-
tomer service.”

Thomson Corp.’s Red Book also pub-
lishes AWPs but First DataBank’s figures
are most commonly used in the industry,
says Sean Brandle, a pharmacy benefits
consultant to major employers and
unions at Segal Co. in New York.

The trigger for litigation was a sudden
rise inFirstDataBank’s AWPs in2002.Pre-
viously the 20% markup beyond the whole-
saler’s acquisition cost was common, al-
thoughnotuniversal. Suddenly First Data-
Bank started revising its AWPs so that the
markup was almost always 25%. Accord-
ing to internal McKesson documents, by
2004 nearly 99% of drugs carried the larger
25% markup. The cumulative effect, ac-
cording to the plaintiffs, was that employ-
ers and others paid an extra $7 billion be-
tween August 2001 and March 2005 on
drugs covered by the suit.

Documents from the period make
clear that McKesson influenced the shift
to an across-the-board 25% markup. The
drug wholesaler’s motivation was to sim-
plify its system: Its computers recorded
a “suggested sales price” for each drug
that corresponded to the AWP, and it was
easier if the markup was always the
same. But McKesson managers also rec-
ognized that if the markup were to be
standardized, it would be beneficial to
standardize it at a high level—that is, at
25%. The result would be higher margins
for its pharmacy customers.

In an internal email on Jan. 7, 2002,
McKesson’s director of brand pharmaceu-
tical product management, Robert James,
wrote that“our successes recentlyand dur-
ing this past year include raising the AWP
spreads” on many drugs. As a result, he
wrote, “we have an opportunity to
‘market’ oureffortsnow” to retail pharma-
cies who would appreciate that McKesson
was working on their behalf. In a competi-
tive market where pharmacies have a
choice among wholesalers, such market-
ing could give McKesson an edge.

Mr. James wrote that in his discus-
sions with customers, “one of the com-
ments that was made was ‘this would cer-
tainly be a good reason to renew our agree-
ment with McKesson when it’s time.’ Talk
about being good partners, wow!”

In an April 2002 email, Mr. James ex-
plained to colleagues that while pharma-
cies previously made a $6.86 profit dis-
pensing Lipitor, with the new AWP they
“will enjoy $17.18 profit...and that is awe-
some!!”

As Mr. James noted in his emails,
many pharmacies say their profit mar-
gins have been squeezed in recent years.
That is largely the result of efforts by the
pharmacy-benefit managers hired by em-
ployers. PBMs have driven down reim-
bursements to pharmacies, passing on
the savings to employers or keeping
some of it for themselves.

Douglas Hoey, chief operating officer
of the National Community Pharmacists
Association, says any extra money phar-
macies might have gained from the
changes in First DataBank’s prices
meant little amid their woes. “We don’t
know where [the extra profits] went—we
just know where it did not go and that’s
to the community pharmacies,” Mr.
Hoey says. The association says many
small pharmacists have closed down or
are considering doing so because of slim

profit margins.
In a statement, McKesson says set-

ting the AWPs was First DataBank’s job.
“A full reading of McKesson documents,
including e-mails, demonstrates that
McKesson did not enter into any agree-
ment with First DataBank to raise pub-
lished AWPs,” the statement says.

McKesson, which is named in the law-
suit, isn’t a party to the settlement. “We in-
tend to continue to press the case against
McKesson,” said Thomas Sobol, the plain-
tiffs’ attorney at Hagens Berman Sobol
Shapiro LLP.

‘Really Mad’
Theprice rises published byFirstData-

Bankmetwithangeramongsomein the in-
dustry. “We were really mad,” says Tim
Heady,headof thepharmacy-benefitsdivi-
sion at health insurer UnitedHealth Group
Inc. UnitedHealth called First DataBank
for an explanation but couldn’t get a satis-
factory one, Mr. Heady says.

A vice president at drug maker Glaxo-
SmithKline PLC wrote to the president of
First Data Bank in March 2002 asking
why the publisher had increased the
AWP for the asthma medication Advair
even though Glaxo hadn’t raised its
prices. He complained that “First Data-
Bank has not been willing to share any
information” about the change.

Plaintiffs’ lawyers first suspected that
drug manufacturers were behind the AWP
increase and sued them. The drug compa-
nies denied any role, and in 2004 both sides
started inundating First DataBank with
subpoenas looking for answers.

Many employers and other payers for
drugs didn’t notice the rise in First Data-
Bank’s benchmark prices and didn’t at-
tempt to roll them back. Drug manufactur-
ers were raising their own prices fre-
quently during the period. The escalating
prices prompted employers to shift some
costs to employees through higher co-pay-
ments. Employers often have difficulty
learning what they are paying for specific
drugs and what factors determine prices.

For years, First DataBank described
its AWPs as the results of a survey of
national wholesalers. The supposed sur-
vey didn’t gather the actual prices the
wholesalers were charging but rather
their suggested markup based on the de-
cades-old wholesaler margins.

It emerged in the litigation that the only
wholesaler in the “survey,” at least in its fi-
nal years, was McKesson. There are three
national wholesalers. Spokesmen for twoof
them—AmerisourceBergen Corp. and Car-
dinal Health Inc.—say their companies
didn’t participate in any First DataBank
surveysduringtheperiodwhentheprice in-
creases were occurring and still don’t.

In a January 2005 deposition, Kay Mor-
gan, who was in charge of AWPs at First
DataBank, was asked: “Was First Data-
Bank receiving any information regard-
ing markups from any other company
other than McKesson?” Ms. Morgan an-
swered: “No, sir, we were not.” However,
she said she believed the McKesson-only
survey started toward the end of 2003.
That contradicted the accounts of Ameri-
sourceBergen and Cardinal Health, who
say they didn’t provide pricing informa-
tion in earlier years either.

McKesson says it never knew it was the
onlywholesalerbeingsurveyed.“FirstDa-
taBank has testified under oath in an ear-
lier lawsuit involving other parties that it
never told McKesson that at times McKes-
son was the only wholesaler being sur-
veyed,” a McKesson spokesman says.

Two months after Ms. Morgan’s depo-
sition, First DataBank sent a letter to its
customers announcing an end to the sur-
vey. It said from that point forward it
would “freeze” the last markup “provided
through the wholesaler survey process.”

Continued From First Page

WASHINGTON—The Labor De-
partment said 302,000 people filed ini-
tial jobless claims last week, fewer
than the 319,000 who had done so the
previous week.

Changes in claims from week to
week can be volatile and are fre-
quently revised, but last week was
the second consecutive week when
initial claims for unemployment ben-
efits decreased. The four-week mov-
ing average of initial claims, a bet-
ter indicator of trends in employ-
ment, declined slightly to 313,500
last week from 316,250 the previous
week.

These levels suggest the slow-
down in the broader economy stem-
ming from higher interest rates
and the housing market correction
has yet to create a significant in-
crease in layoffs or unemployment.
The Labor Department will release
its September employment figures
today.

Gus Nichols

ficing a top leader, like Mr. Hastert.
Yesterday, officials seemed to be grav-

itating toward the first choice, and Mr.
Hastert brushed aside calls he should
step down. “I haven’t done anything
wrong,” he said at a news conference
from his home in Batavia, Ill. “Republi-
cans dealt with it immediately” he said,
and are now “trying to correct the prob-
lem” through new investigations and a
review of the page program.

Hang-Tough Strategy
The hang-tough strategy is being

urged by former House Speaker Newt Gin-
grich, conservative talk-show hosts such
as Rush Limbaugh, and increasingly, ac-
cording to several Republicans, by party
Chairman Ken Mehlman and White House
political advisers. “Get indignant,” as one
former House Republican and top party
strategist put it. “We don’t have to take
any lectures from Democrats.”

Advocates of this approach call for
avoiding responsibility for not taking ac-
tion against Mr. Foley, while reminding
thepublic about past Democratic sex scan-
dals, notably President Clinton’s, involv-
ing former White House intern Monica
Lewinsky. They suggest—so far without
evidence—that Democratsheld on to infor-
mation about the Foley emails and instant
messages until close to Election Day. “As
much as we’d love to take credit for chas-
ing a child predator out of Congress, their
charges are ridiculous,” said Bill Burton,
spokesman for the Democratic Congres-
sional Campaign Committee.

In the days since last Friday’s disclo-
sure of Mr. Foley’s lurid instant messages
to house pages and the congressman’s res-
ignation, Republican House leaders and
their staffs have turned on each other. In
disputing who was responsible for dealing
with the Floridian’s behavior, they have
contradicted each other, and sometimes
themselves.

Mr. Reynoldsbegan theback-and-forth
last Saturday, suggesting he’d acted re-
sponsibly by telling the speaker last
spring, after he had learned from a Louisi-
ana congressman about some “overly-
friendly”electronicmessages toa 16-year-
old page. That, as Mr. Reynolds knew, con-
tradicted the speaker’s own comments
that he only learned of the matter the day
before through news reports. “I stand by
my Saturday statement,” Mr. Reynolds
said in an interview yesterday.

At his Monday news conference, Mr.
Reynolds said that upon learning of the
“despicable” Foley messages last Fri-
day, “I immediately began to work for
his resignation.” That conflicts with
Speaker Hastert’s account. “I think Fo-
ley resigned almost immediately upon
the outbreak of this information, and so
we really didn’t have a chance to ask
him to resign,” Mr. Hastert has said.

But Mr. Reynolds, in the interview,
said, “I did not talk to Foley but I asked
Kirk Fordham”—then Mr. Reynolds’s
chief of staff—“to go down and secure his
resignation.”

On Wednesday, Mr. Fordham resigned,
saying that he had repeatedly urged the
speaker’s staff as far back as 2003 to stop
Mr. Foley’s inappropriately personal con-
tacts with male pages. The speaker’s of-
fice denied that claim.

Mr. Fordham’s contention raises ques-
tions for Mr. Reynolds as well. While Mr.

Reynolds insists he knew nothing until
last spring, Republicans privately say
they can’t believe Mr. Fordham wouldn’t
have made Mr. Reynolds aware as well.
“Monday morning quarterbacking is
great,” Mr. Reynolds quipped.

At a news conference, Mr. Hastert yes-
terday took his own swipe back at Mr.
Fordham. “It’s interesting, Kirk Fordham
also said, just about three or four days
ago, that he worked for this guy for 10
years and he never did anything wrong.”

Even before the Foley scandal broke,
nonpartisan handicappers were predict-
ing the Democrats could net the 15
seats needed for a House majority, and
perhaps gain the six needed to take the
Senate. The news came on the last day
of a Congressional term that was unusu-
ally unproductive and contentious.

For example, the Republican-led Con-
gress rejected the president’s top-prior-
ity Social Security and immigration pro-
posals. It also weathered corruption
scandals that forced out the majority
leader, Tom DeLay.

Now the Foley affair is providing new
grist for Democrats as well as a contro-
versy that voters can easily understand.
“If you had a teacher [engaged in inappro-
priate contact with] a high school student,
and the principal knew, and they had
taken no action, what would happen to
both the teacher and the principal once
word got out?” asks Rep. Rahm Emanuel
of Illinois, Mr. Reynolds’s counterpart as
head of House Democrats’ campaign com-
mittee. “Well, that’s how the American
people see this.”

TheRepublican leaders’ sniping ateach
other, meanwhile, keeps the story alive,
even for far-removed Republican members
back home campaigning. “The more the
spotlight shines on the dysfunction in Con-
gress, that makes it very hard for these
members to change the subject,” says Amy
Walter, who analyzes House races for the
nonpartisan Cook Political Report.

The Foley fallout is especially danger-
ous, Ms. Walter adds, for incumbents al-
ready under clouds of their own. One is
Pennsylvania Rep. Don Sherwood, who
stars in his own campaign ad asking vot-
ers’ forgiveness for an extramarital af-
fair. Republicans now expect to lose the
seat Mr. Foley gave up, which was consid-
ered fairly safe until last week.

On Monday night, a group of House Re-
publicans held astrategy conferencecall to
brainstorm over how to respond to the Fo-
ley situation. Though he’s in charge of the
Republican House campaigns, Mr. Rey-
nolds didn’t phone in, as he was busy with
hisown race. But participation was high. “I
guarantee you it was the largest one of
these we’ve ever had,” said Republican
Rep. Patrick McHenry of North Carolina.

Rep. Judy Biggert of Illinois sug-
gested every member contact the par-
ents of the pages they’d sponsored, to
provide reassurance and perhaps learn
of other problems. “We seem to be for-
getting that this is all about the chil-
dren. We keep talking about who did
what to whom, and who’s covering up,”
she said yesterday in an interview.
Mrs. Biggert says she has reached the
mothers of three of the five pages she
has sponsored, and none reported prob-
lems, only delight with the program.

Republicans have also discussed de-
flecting the scandal by talking up youth
programs and education initiatives.
Those issues were the focus this week
when Reps. Reynolds, John Sweeney of
New York, and Curt Weldon of Pennsyl-
vania had campaign visits from First
Lady Laura Bush, who remains hugely
popular with voters. And Republicans
have talked about surrounding them-

selves with children in public events—
just as Mr. Reynolds did at his Monday
news conference.

As Mr. Reynolds prepared the party for
the fall campaign,he took credit for an elec-
tion strategy that had Republicans empha-
sizing local issues, and the federal funds
they’ve brought home. That was to help
themovercomethehostilenationalclimate.

But now Mr. Reynolds’s “all-politics-is-
local” strategy is overwhelmed by the
page scandal. That’s particularly true in
his own race. His district is a western New
York stretch of suburbs, small towns and
farms from Buffalo nearly to Rochester.
It’s traditionally Republican but less so as
manufacturing job losses have unsettled
voters. His rival is Republican-turned-
Democrat Jack Davis, a 73-year-old busi-
nessman who took 44% of the vote against
Mr. Reynolds two years ago, and says he
will spend $2 million on this race.

On the Defensive
Several links toMr. FoleyhaveMr. Rey-

noldson thedefensive. He talked the reluc-
tant congressman into running for a sev-
enth term—at a time when critics say he
may have been aware of suspicions sur-
rounding Mr. Foley. “I don’t recall if I had
a conversation with him before or after I
learned about the overly-friendly emails,”
he said in an interview yesterday.

After learning of the emails 52-year-
old Mr. Foley sent to the 16-year-old,
the campaign contributed $5,000 to Mr.
Foley, according to campaign finance
documents. Once it was clear the Florid-
ian likely was safe for re-election, Mr.
Reynolds accepted $100,000 from Mr. Fo-
ley for his National Republican Congres-
sional Committee coffers.

Mr. Reynolds’s now-departed chief of
staff, Mr. Fordham, has said that, as a
friend, he counseled his former boss
Mr. Foley prior to the congressman’s
resignation Friday. Mr. Reynolds has
said he wasn’t aware of his chief of
staff’s role.

Even as a seasoned politician, Mr. Rey-
nolds is tested by the recent events. “Ah,
politics is what it is,” he says. He’s been at
it for a long time. Starting as a town coun-
cilman at 23, Mr. Reynolds moved on to the
Erie county legislature, then the New York
state assembly, where he was the Republi-
canminority leader.Hewaselected toCon-
gress in 1998.

Mr. Reynolds was immediately marked
as a comer among House Republicans.
Party leaders put him on the prestigious
tax-writing Ways and Means Committee.
He raised significant sums for the party,
and for Mr. Bush’s 2000 campaign. Nearly
four years ago, he was elected to chair the
National Republican Congressional Com-
mittee, where he seemed to work closely
with Mr. Hastert. “Not bad for a kid from
Springfield,” he said on the drive to an-
other campaign event last month.

On the recent campaign trip, Mr. Rey-
nolds proudly said at one point, “I am a
member of the House Republican leader-
ship.”ButatMonday’snewsconference,he
took a different tone when a reporter chal-
lenged him on why, as a leader, he didn’t do
more to confront Mr. Foley earlier.

“I did due diligence by talking to the
speaker” in the spring, he reiterated. “I
heard something, I took it to my supervi-
sor.” Asked if Mr. Hastert should have
done more, he replied, “That’s a question
you have to ask the speaker.”

Yesterday, two other House leaders
who had likewise laid responsibility for
the Foley issue on the speaker—Majority
Leader John Boehner of Ohio and Roy
Blunt of Missouri—issued press releases
of support for him as calls for the speaker’s
departure built. Mr. Reynolds did not.
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Lawsuit Forces Drop in Prices on Widely Used List

EU Is an Unwelcome Guest at the Irish Wake

Jobless Claims Fell
In the Latest Week

$100 x      1.25      –     15% = $106.25
wholesale
price

multiplier 
to calculate 
First DataBank
benchmark

standard 
discount to 
insurance 
company

$100 + $3 markup =  $103.00

Pharmacy’s profit:

$106.25 – $103 = $3.25

$100.00

Pricing the Pills 
A price benchmark published by 
health-care information company First 
DataBank often influences how much 
pharmacies profit. An example:

Note: Insurer typically also pays pharmacy a flat dispensing fee.
Source: WSJ research

1

2

3 Pharmacy charges insurance:

Drug maker charges wholesaler:

Wholesaler charges pharmacy:

Employers often have

difficulty learning

what they are paying

for specific drugs.

Trizec Properties Inc.

Brookfield, Blackstone Close
Acquisition of REIT, Unit

Trizec Properties Inc. and its Trizec
Canada Inc. unit said Toronto-based
Brookfield Properties Corp. and the
Blackstone Group have closed their ac-
quisition of the companies. The transac-
tion was valued at about $9 billion.
Trizec, a Chicago real-estate invest-
ment trust that specializes in office
buildings, has a portfolio of about 40
million square feet of property, concen-
trated mostly in Atlanta, Chicago, Dal-
las, Houston, Los Angeles, New York
and Washington. Trizec agreed to the
buyout in June.

By PAUL GLADER

The auto industry is increasing pres-
sure on the Bush administration to drop
tariffs on certain types of steel ahead of
an International Trade Commission hear-
ing later this month, arguing the steel
sector no longer needs trade protection
and that money-losing car makers need
greater access to cheaper imported steel.

Six auto makers—General Motors
Corp., Ford Motor Co. and Daimler-
Chrysler AG, plus the U.S. arms of Honda
Motor Co., Nissan Motor Co. and Toyota
Motor Corp.—are banding together to
lobby the ITC to end tariffs on galvanized
corrosion-resistant steel, a high-value
steel used to make cars.

The tariffs, which are periodically re-
viewed, were adopted in 1993 and renewed
again five years ago just as dozens of U.S.
steelmakers, including Bethlehem Steel
Corp. and LTV Steel Co., were filing for
bankruptcy-court protection. Since then,
the U.S. steel industry has seen demand,

pricesandprofitsrise.Thehearing isset for
Oct. 17; an ITC decision could take weeks.

“There is no longer an economic ba-
sis for keeping these duties,” said Jose-
phine Cooper, Toyota group vice presi-
dent. “The steel industry benefits from
unnecessary protection while the duties
hurt a much wider sector of the U.S.
economy.”

Terry Straub, U.S. Steel Corp. senior
vice president for public policy and gov-
ernmental affairs, said the problems at
Ford and GM have nothing to do with the
price of steel, adding that Japanese trans-
plants buy U.S.-made steel and are highly
profitable. Mr. Stroud said there is no
shortage of corrosion-resistant steel and
that the trade laws don’t preclude auto
makers from buying low-priced, market-
valued steel, but restricts steel dumped
into the U.S. at artificially low prices—
steel he described as “unlawfully traded.”
“This is all about the desire of the auto
makers to buy cheap steel that is unlaw-
fully traded,” he said.

In recent weeks, some U.S. steelmak-
ers have said rising imports threaten to
bring down prices in the U.S. For the first
seven months of the year, U.S. mills
shipped 9.9 million tons, up 14% from the
same period in 2005, according to Steel-
Facts, a data-distribution firm near Pitts-
burgh. In thesame span, 2.1million tons of
imported steel was shipped, up 54%.

Auto makers such as GM and Toyota,
as well as large auto-parts suppliers, have
been complaining about rising prices for
commodities like steel, aluminum and plas-
tic. Detroit’s auto makers, struggling with
shrinking market share and diminishing
demand for their highest-profit products,
say high steel prices aren’t something
they can pass along to customers.

Some observers say steelmakers have
gained pricing power as a result of indus-
try consolidation. Auto makers negotiate
with four major U.S. steelmakers, down
about half from a decade ago.
 —Jeffrey McCracken and

Greg Hitt contributed this article.

Car Makers Want End to Steel Duties

Micron Technology Inc.

Earnings Rise 47% as Sales
Of Memory Chips Increase

Micron Technology Inc.’s fiscal fourth-
quarter earnings rose 47% as sales of the
company’s memory chips increased. The
Boise, Idaho, company’s net income
surged to $63.5 million, or eight cents a
share, in the quarter ended Aug. 31,
from $43.1 million, or seven cents a
share, a year earlier. Sales rose 9.2% to
$1.37 billion. The average estimate of an-
alysts surveyed by Thomson Financial
was for earnings of 14 cents a share on
revenue of $1.4 billion. In late trading,
the company’s shares fell $1.40, or 8%, to
$16.14 from the 4 p.m. price of $17.54 in
New York Stock Exchange composite
trading. Micron said it saw strong de-
mand from its mobile-phone, consumer-
electronics and computer customers dur-
ing the quarter. “We couldn’t ask for
much more,” said Michael Sadler, Mi-
cron’s vice president of world-wide sales.

In Foley Scandal,

A Republican Leader

Walks a Fine Line
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Cuba’s Military
Puts Business
On Front Lines

Under Castro’s Brother, Army

Built Joint-Venture Empire;

From Hotels to Dolphins
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By JOSÉ DE CÓRDOBA

At the height of the Cold War, Cuba’s
soldiers became a legend on the island
when they punched through enemy lines,
defeating South Africa’s army in Angola.
Today Cuban generals are applying capi-
talist tactics to try to improve bottom
lines in businesses that range from grow-
ing beans to running hotels and airlines.

Cuba’s Revolutionary Armed Forces
rent rooms to tourists through Gaviota
SA, the island’s
fastest-growing ho-
tel conglomerate.
They sell premium
cigars, peddle con-
sumer goods
through an island-
wide retail chain
and serve lobster
dinners at the Div-
ina Pastora restau-
rant in Havana’s
landmark Morro
Castle. The mili-
tary also has a say
in allotting nickel
mines and leasing offshore lots for oil
exploration. The University of Miami’s
Institute for Cuban and Cuban-American
Studies estimates that soldiers control
more than 60% of the island’s economy.

The military’s economic role will likely
become even more critical after the death
of Cuba’s ailing 80-year-old leader, Fidel
Castro, who is widely believed to be dying
of cancer. Although Mr. Castro has stead-
fastly opposed economic reforms during
his47-yearcommunist regime,hisyounger
brother and anointed successor, Raúl, has
shownadeep interest in free-marketexper-
iments in the past. As defense minister
since the 1959 revolution, he has frequently
looked to the military as his laboratory.

With Raúl and the military at the helm
of the economy, Cuba could be poised to fol-
low what islanders call the “Chinese
model” of liberalization. That means care-
fully experimenting with market incen-
tives in one of the world’s few remaining
communist economies, while trying to re-
tain tight political control. It’s far from
clear that a Raúl Castro government could
accomplish a Chinese-style transforma-
tion. For one thing, China isn’t located just
90 miles from the U.S. and a wealthy com-

munity of exiles
looking to reshape
their home country
along American
lines. And the mili-
tary could move to
extend monopolistic
control—and oppor-
tunities for corrup-
tion—after Fidel’s
death, squelching
any competition.

But the seeds of
economic reform in
Cubamaybeplanted
more firmly than

many suspect. One piece of evidence: Raúl
has traveled to China a number of times to
study Beijing’s economic policies and in
2003he invited the leadingeconomicadviser
to then Chinese premier Zhu Rongji, who
played a leading role in opening up China to
foreign trade and investment, to give a se-
ries of lectures in Cuba. Fidel Castro, who
deeply opposes reforms, was a notable no-
show, says Domingo Amuchastegui, a
former Cuban intelligence officer who now
livesintheU.S.andkeepsclosetabsonpolit-
ical developments on the island.

In the 1990s, Raúl sent officers, who
had previously trained at prestigious So-
viet military schools, to learn hotel man-
agement in Spain, and accounting in Eu-
rope, Latin America, Asia and Canada,
says Mr. Amuchastegui. For a time, busi-
ness books such as “In Search of Excel-
lence”byTom PetersandRobert H.Water-
man became required reading for ambi-
tious officers looking to advance in the
ranks, says Eugenio Yañez, an economist
who taught management to army officers
at Havana’s Superior Institute of Eco-
nomic Direction.

Raúl, now 75, also adopted capitalist-
style accounting and management incen-
tives to run military-owned factories that
madeeverything from uniforms to bullets.
In some cases, workers were given incen-
tive pay. Modest by Western standards,
these reforms, called “perfeccionamiento
empresarial”—loosely translated as “en-
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Facing a deep financial crisis, De-
troit’s two top auto makers have had to
pledge some of their most essential as-
sets—such as factories and equip-
ment—as collateral to win badly needed
new loans.

For General Motors Corp. and Ford
Motor Co., once such icons of American

industrial prowess that banks and insur-
ance funds stood in line to serve them,
the need to provide lenders with collat-
eral underscores the combination of woes
now facing the industry: lean, effective
competition from international auto mak-
ers, rising health-care, pension and steel
costs, and unfavorable exchange rates
that U.S. executives say give Japanese
rivals an advantage.

Yesterday, chief executives of the
two companies and of DaimlerChrysler
AG’s Chrysler Group—the third member
of Detroit’s Big Three—took their con-
cerns to Washington in search of relief.
But while President Bush promised to

maintain a “continuing dialogue,” the
auto makers walked away with scant
sign that Mr. Bush is willing to help
them on their big worry about soaring
health-care costs.

“I assured these leaders that the gov-
ernment is addressing rising health-
care costs through a variety of initia-
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Seizing the Market
Combined annual revenue of some of the 
fastest-growing Medicaid HMOs:

Sources: the companies; Goldman Sachs
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By SUZANNE SATALINE

The Rev. Brian Moon says he has come
up with ideas for his sermons after water-
skiing, while watching “My Name Is Earl”
on TV and while working on his 1969 Buick
muscle car. He also finds inspiration on
the Internet, as he did in August when he
preached about “God’s math.”

“People are drowning, drowning in
their marriages, drowning in their ca-
reers, drowning in hurtful habits,” Mr.
Moon told his congregation at Church of
the Suncoast, in Land o’ Lakes, Fla.
“They need someone to rescue them and
bring them on the raft. They need people
driven by God’s addition.”

Those words, it turns out, were first
uttered three years ago by the Rev. Ed
Young, pastor of Fellowship Church in
Grapevine, Texas. His Web site, creative-
pastors.com, sells transcripts of this and
others sermons for $10 each.

Mr. Moon says he delivered about 75%
of Mr. Young’s sermon, “just because it
was really good.” That included a white-
water rafting anecdote similar to Mr.
Young’s in the original. Mr. Moon, who
has now been a pastor for seven months,
didn’t give credit to Mr. Young, and he
makes no apologies for using a recycled
sermon.

“Truth is truth, there’s no sense rein-
venting the wheel,” Mr. Moon says. “If
you got something that’s a good product,
why go out and beat your head against

the wall and try to
come up with it
yourself?”

These days, a
lot of preachers
would agree. The
sermon—an oration
traditionally ex-
pressing the
thoughts of the
cleric doing the
talking—has en-
tered the age of re-
runs. Topics and
transcripts are
available on sites

like sermoncentral.com, pastors.com,
sermonspice.com, and desper-
atepreacher.com. In the old days, when a
preacher wanted to pinch a sermon, he
had to consult a book, a magazine or a
sermon anthology.

The offerings have a multidenomina-
tional appeal, allowing Presbyterian tra-
ditionalists or megachurch evangelicals
to download talks on faith, hope and char-
ity for a few bucks, or even free of
charge. Torah-Fax, in Davie, Fla., runs a
sermon email subscription service for
rabbis. Some sites pay the authors for
individual sermons (about $50 apiece)
and sometimes buy up sermon libraries.

The widespread buying of packaged
wisdom has touched off a debate about
ethics, especially after incidents in
which pastors have resigned over plagia-
rism allegations. Some members of the
clergy say sermon sales diminish reli-
gious oratory and undermine both schol-
arship and the trust between ministers
and their flocks.

“Every minister owes his congrega-
tion a fresh act of interpretation,” says
Thomas G. Long, a preaching professor
at the Candler School of Theology at Em-
ory University in Atlanta. “To play easy
with the truth, to be deceptive about
where the ideas come from, is a lie.”

The plagiarism debate grew louder in
recent months after a sermon site posted
an essay by the Rev. Steve Sjogren titled,
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THE DOW INDUSTRIALS
climbed 86.13 points to a

record 12218.01 after the presi-
dent of the St. Louis Fed made
upbeat comments about interest
rates. Treasury-bond prices also
gained. Meanwhile, retail sales,
excluding gas stations, rose in
October, leading analysts to
forecast strong holiday sales.

(Articles on Pages C1, C6 and A2)
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n Home Depot reported a 3.1%
earnings drop and cut its fore-
cast, blaming the slumping
housing sector. Revenue rose
11% but same-store sales fell 5.1%.

(Article on Page A3)

i i i

n Wal-Mart’s profit rose 11%, but
same-store sales edged up just
1.5% and the retailer lowered its
forecast. Target’s net climbed 16%.

(Article on Page B3)

i i i

n CEOs of Detroit’s Big Three
met with Bush, but he offered
the auto industry little sign of
aid on soaring health-care costs.

(Article in Column 5)

i i i

n Collins & Aikman said it plans
to sell itself in its entirety or in
parts in order to best repay its
creditors and preserve jobs.

(Article on Page A10)

i i i

n Boeing is poised to receive
more than $10 billion of new
business in coming weeks, in-
cluding a GE order for 777s.

(Article on Page A3)

i i i

n Deutsche Börse is close to with-
drawing its offer for Euronext,
removing the main obstacle to
the exchange’s merger with NYSE.

(Article on Page C1)
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n EasyJet’s fiscal-year net rose
59%, helped by fare increases.
The airline also said it agreed to
buy 52 more Airbus A319 planes.

(Article on Page A12)

i i i

n Halliburton delayed the IPO
of its KBR unit by one day af-
ter Britain warned it could take
back control of a major shipyard.

(Article on Page C5)

i i i

n VW is expected to change its
corporate structure quickly after
new CEO Martin Winterkorn takes
the helm of the auto maker Jan. 1.

(Article on Page A16)

i i i

n Soaring cable-TV stocks are
increasing the chances of an ac-
cord in the multibillion-dollar
battle among Adelphia creditors.

(Article on Page C4)

i i i

n Sony said its new PlayStation
3 videogame console can’t play
some of the older games for ear-
lier versions of the machines.

(Article on Page D12)

i i i

n Telefónica’s profit rose 84%,
aided by recent acquisitions and
gains from a sale. Vodafone
swung to a loss due to a charge.

(Article on Page B10)

i i i

n Cingular is planning a service
that allows users to do online
banking using their cellphones.

(Article on Page B10)
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n A MASS ABDUCTION DISPLAYED
sectarian infiltration of Iraq’s police.

Suspected Shiite militiamen dressed
as Interior Ministry commandos took
over the Higher Education Ministry
and kidnapped dozens of officials in
broad daylight, using a list to select
hostages, after sealing off the central
Baghdad area under guise of provid-
ing security for the U.S. ambassador.
Soon after, the district’s police chief
and five aides were arrested for help-
ing the plot. The largest Sunni party
called the incident “a major political
farce.” Elsewhere, at least 117 Iraqis
died in the mounting sectarian strife.
Iraqi medical officials said a big U.S.
raid in Ramadi left 30 civilians dead.

A U.S. civil-rights group filed suit in
Germany seeking a war-crimes probe
of Rumsfeld for Abu Ghraib abuses.
German law allows such prosecutions
wherever the war crimes took place.

i i i
n Senate Democrats re-elected Reid
leader but Speaker-to-be Pelosi faces
opposition to her choice for House ma-
jority leader, Murtha. The lame-duck
Congress faces much unfinished bud-
get business, and its inability to pass
a trade deal for Bush to take to Viet-
nam was just one sign of Republican
postelection anger at the president.
n The Senate took a first step toward
preventing dismantlement of the of-
fice that audits Iraq reconstruction
money, which the House eliminated.
n More blue ties are being spotted on
K Street as Democratic lobbyists end
their long hiatus from power, which
DeLay resolutely enforced. (Page A4)

i i i
n U.N. inspectors found unexplained
traces of plutonium at an Iranian nu-
clear-waste facility, reinforcing sus-
picions of illicit atomic development.

i i i
n Hamas vowed never to recognize
Israel, undercutting any Palestinian
power-sharing. As the Mideast smol-
ders, Egypt’s clout wanes. (Page A6)
n Hezbollah’s Nasrallah said Siniora’s
Lebanese government must go after
he pulled Shiite deputies out of the
cabinet to block any Hariri tribunals.

i i i
n China set off a flap by reaffirming
claim to a northeastern India state on
the eve of Hu’s visit to New Delhi. In-
dia and Pakistan held Kashmir talks.
n China’s “blue water” ambitions rat-
tled the Navy as a sub got within fir-
ing range of a U.S. carrier during Oc-
tober Pacific war games. (Page A10)

i i i
n Congo confronts heightened politi-
cal strife as Bemba alleged fraud in
presidential runoff returns showing
Kabila with an insurmountable lead.

i i i
n A heart-attack study is calling into
question the standard angioplasty-and-
stent procedure for patients whose
symptoms have subsided. (Page D1)
n Postoperative radiation provides
men with lingering traces of prostate
cancer no guarantee of living longer,
according to an AMA Journal study.
n The FDA wants a review of Sanofi
antibiotic Ketek over reports of fatal
liver problems. The Senate is scruti-
nizing the drug’s testing. (Page A12)

i i i
n The Vatican called human traffick-
ing worse than African slavery. Sep-
arately, U.S. Catholic bishops urged
outreach to gays if they are celibate.
n South African lawmakers approved
legislation recognizing gay marriage.

i i i
n Sentencing disparities for crimes
involving crack as opposed to powder
cocaine are “unconscionable,” a fed-
eral judge and drug-law adviser said.

i i i
n The art world was abuzz over dis-
covery in England of two Fra Angel-
ico altar panels from Florence, lost
since Napoleon invaded Italy in 1796.

i i i
n Philatelists say a rare stamp used
to mail a Florida ballot is likely fake.

–Markets–
Stocks:NYSE comp. vol. 3,020,927,810
shares, Nasdaq vol. 1,900,345,785.
DJ industrials 12218.01, s +86.13;
Nasdaq composite 2430.66, s +24.28;
S&P 500 index 1393.22, s +8.80.
Bonds (4 p.m.):10-yr Treasury
s +8/32, yld 4.576%; 30-yr
Treasurys + 20/32, yld 4.666%.
Dollar:117.51 yen, –0.68; euro
$1.2822, +0.19 cent against the dollar.
Commodities:Oil futures $58.28 a
barrel, t –$0.30; Gold (Comex)
$623.80 per troy ounce, t –0.40;
DJ-AIG Commod. 167.805, s +0.561.
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i i i

Business and Finance

i i i

World-Wide

Making the Grade: Students
applying to college can face
intense pressure, from fam-

ily, classmates and themselves. See
how four seniors handle the stress.

i i i
n Signing Up: Should you stay with
your Medicare drug plan, or switch?
Read tips on making the choice.

i i i
n Gadget Gallery: A new hand-held
vacuum touts super suction, but its
$150 price may lead to sticker shock.

By BARBARA MARTINEZ

Some 55 million poor and disabled
Americans are covered by Medicaid.
With an annual price tag topping $300
billion, it’s among the biggest govern-
ment programs around.

It’s also a lucrative business for some
private companies that act as middlemen
between the government and patients. In-

stead of directly
paying the bills
when a Medicaid
patient goes to the
doctor, state gov-
ernments increas-
ingly outsource the
job to private con-
tractors. More than
one in three Medic-
aid beneficiaries
now receive care
through a private
insurer.

The potential
gains are big. Four
years ago, a pri-

vate-equity fund in which George Soros
was the largest investor took a 70% stake
in WellCare Health Plans Inc., a leading
Medicaid health-maintenance organiza-
tion. The fund finished cashing out the
stake this August, bringing in a total of
$870 million for an investment that origi-
nally cost $220 million.

Four of the biggest Medicaid HMOs—
WellCare, Centene Corp., Molina Health-
care Inc. and Amerigroup Corp.—have
seen their shares surge on the New York

Stock Exchange over the past few years,
although prices of the latter three have
been volatile. WellCare’s stock price has
tripled since it began trading in July
2004, bringing the value of stock and op-
tions held by its chief executive, Todd S.
Farha, to $77 million.

The companies are growing fast. Cen-
tene boasts nearly 1.2 million members
and posted $1.5 billion in revenue last
year. That compares with 142,000 mem-
bers and $200 million in revenue six
years earlier.

With the growth has come criticism
from some doctors and patients who ac-
cuse Medicaid HMOs of scrimping on
care. Even as they restrict medical tests
and use of prescription drugs, the compa-
nies spend the money they get from
states on items that don’t have an obvi-
ous connection to patients. Centene has
funded a multimillion-dollar arts center
in St. Louis and paid to put its name on
stadiums in Montana and Missouri. The
HMOs are also big donors to political
campaigns.

Executives say their profits are justly
Please Turn to Page A13, Column 1
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earned and don’t come at patients’ ex-
pense. Traditional Medicaid is a fee-for-
service program: The government pays
each medical bill the patient racks up,
with little or no effort to manage the
costs. Medicaid HMOs, like other HMOs,
seek to save money by eliminating unnec-
essary care and paying for preventive
treatments. Centene Chief Executive
Michael Neidorff says the company some-
times gives free child-safety car seats to
pregnant women who attend all of their
prenatal exams. “We save millions” by
preventing premature births, he says.

Mr. Neidorff earned $1.85 million in
salary and bonus last year and as of the
end of last year held restricted stock val-
ued at $26 million. The company also re-
corded $135,547 last year in compensa-
tion for Mr. Neidorff representing the
value of personal trips he took on the
corporate jet, a Bombardier Challenger
that features an espresso machine on
board, according to the lease agreement.

Centene spokesman Robert Schenk de-
clined to say how much the company
pays to lease the jet. He said the jet is
needed because many of Centene’s opera-
tions are hard to reach by commercial
carriers, and the company’s board re-
quires Mr. Neidorff to use corporate
transportation even on personal travel to
ensure that he is secure and accessible.

Centene’s business is managing the
care of patients such as Melissa Bishop,
39 years old, of Phillipsburg, N.J. When
she needed radiation for cancer near her
pancreas this summer, she called Cen-
tene, her Medicaid HMO. She says she
tried three facilities suggested by the
company, but none of them were part of
Centene’s plan. “I was going round and
round and round,”
says Ms. Bishop. “I
was getting so ag-
gravated.”

After she got an
appointment at a
fourth place, an ad-
ministrator there
told her it didn’t ac-
cept her plan ei-
ther. The adminis-
trator, Barbara To-
fani of Hunterdon
Regional Cancer
Center in Fleming-
ton, N.J., says she
called a dozen other centers in the region
and struck out every time. Finally, Ms.
Tofani called Centene and negotiated an
ad-hoc deal to cover Ms. Bishop’s treat-
ment, although Ms. Tofani says the cen-
ter will be lucky to break even.

Andrew Greenberg, Ms. Bishop’s radi-
ation oncologist, says that if it hadn’t
been for the special effort, “Melissa
would have gotten lost in the system.”
Centene didn’t provide comment on Ms.
Bishop’s case.

Each state runs its own Medicaid pro-
gram but the majority of funding gener-

ally comes from the federal government.
When states sign up HMOs to manage
care, they often calculate what they
would spend on Medicaid patients di-
rectly and pay the HMOs a per-patient
premium below that amount. Florida, for
instance, sets its HMO premium rates
about 8% below what it would cost the
state. WellCare, a big operator in Flor-
ida, says it saves the state $75 million a
year. HMOs have an incentive to keep
their costs under the premium because
they keep the difference as profit.

After several years of spiraling
growth in Medicaid costs, there’s some
evidence that the tide is turning, al-
though it’s unclear how much HMOs
have contributed. Total Medicaid spend-
ing grew in fiscal 2006 by just 2.8%, ac-
cording to a report last month by the
Kaiser Commission on Medicaid and the
Uninsured. That was the lowest rate of
growth since 1996. The commission said
that for the first time in years many
states aren’t feeling pressure to cut peo-
ple off Medicaid rolls.

Are Medicaid HMOs slashing neces-
sary care to achieve cost savings and
raise profits? Yes, says Jerry Flanagan,
health-care policy director of a California
group that wants to stop state govern-
ments from moving Medicaid beneficia-
ries into private managed care. “What’s
good for shareholders is bad for pa-
tients,” he says. “What’s really happen-
ing is we’re giving less money for far, far
fewer services.”

Private companies “deliver a good-
quality product at a reasonable price,”
counters Ruben Jose King-Shaw Jr., a
former top federal Medicaid and Medi-
care official who joined WellCare’s board
in 2003. He notes that states often require
private HMOs to achieve high rates of
vaccination and other quality standards
that weren’t met when bureaucrats did
all the work. Mr. King-Shaw, whose final
annual salary in government was

$142,500, has sold WellCare shares for
$1.8 million. He owns shares and options
valued at an additional $1.5 million. “You
only do well in health care if you deliver
value,” he says.

States began experimenting with us-
ing managed care for Medicaid patients
in the early 1980s, and the idea took off in
the 1990s. Now many states are moving
aggressively to put more Medicaid pa-
tients in HMOs. Last month, Ohio chose
the winning bidders to provide Medicaid
HMO services to 120,000 of the state’s
aged, blind and disabled population—a
group that traditionally hasn’t been
placed in HMOs.

When states run their own Medicaid
programs, they spend on average 4% to 6%
on administrative costs, according to Mar-
tha Roherty, director of the National Asso-
ciation of State Medicaid Directors. The
rest—94% to 96%—goes to paying for medi-
cal care. At Medicaid HMOs, only 80% to
85% of premium dollars generally go for
medical costs.The rest coversothercosts—
including executive compensation, enter-
tainment and political contributions—or
becomes profit for shareholders.

States monitor the profit margins of
Medicaid HMOs, which are generally re-
ported as 5% or less. State officials say
that with such a thin margin there’s little
room for further savings, although a re-
view in New Jersey questioned whether
one HMO was overcharging its subsid-
iary in the state for services. That could
make the subsidiary’s profits look lower.

While they spend fewer dollars on
medical care, companies say they are
more efficient and improve the health of
patients. Elizabeth Douglas of Chicago
says her 11-year-old son has kept up on
his immunizations thanks to a WellCare
program that gives her a free ride to the
doctor’s office.

Some patients and doctors have a dif-
ferent view. Kuldeep Singh, an internist
in Valdosta, Ga., says that when Georgia
began to move more than a million Medic-
aid recipients into HMOs this year, he
suddenly faced hurdles not imposed by
regular Medicaid. Recently, he says, one
of his assistants had to wait on hold to
get approval from WellCare for a hospital
chest X-ray on a patient suspected of hav-
ing pneumonia. “It was ridiculous,” says
Dr. Singh. A spokesman for WellCare
says it sometimes requires such approval
because hospital-based X-rays cost two
to three times as much as those done in a
doctor’s office or imaging center.

Many doctors refuse to take patients
in Medicaid HMOs because reimburse-
ments are so low. (The same problem
occurs in traditional Medicaid.) Noha Po-
lack, a pediatrician in Union City, N.J.,
has an arrangement under which Cen-
tene pays her a fixed monthly sum per
child to handle basic medical needs. Un-
til a few months ago, that sum was $11.50
per month, equal to $138 a year—about
half of what other Medicaid insurers pay,
says Dr. Polack. A child who had a few

colds or scrapes during a year would
quickly put her in the red.

Dr. Polack threatened to drop all her
Centene patients and recently got a raise—
the amount of which is confidential, she
says—but she still stopped accepting new
Centene patients.

The HMO is stingy about drugs that
others approve with little question, says
Dr. Polack, naming the antibiotic Ceftin
as an example. “Many times we have to
make treatment decisions not depending
on what would be best for the patient but
what the patient can afford,” she says.
While she could ask for an exception to
use Ceftin, “they are so notorious for not
getting back to you” and there’s little
time when a child has an infection, she
says.

Vickie Vickers, a 39-year-old Trenton,
N.J., single mother on disability and Med-
icaid, learned about the difficulty of find-

ing a doctor this year. She hurt her hand
on Mother’s Day while stooping to pick
up playing cards that fell on the floor.
She went to the hospital for a temporary
cast but spent weeks with Centene trying
to find an orthopedic doctor.

She finally found one an hour away.
She says the orthopedist told her she
needed an MRI or CT scan, but Centene
wouldn’t approve it. It took until late
June for an orthopedist to fit her with a
splint with metal bars.

Ms. Vickers rents a house in a run-
down part of Trenton with a rusty fence
outside and a leaky roof that has caused
big water stains in the attic, bedroom,
bathroom and kitchen. She wishes the
old Medicaid were back because in the
1990s “you didn’t have to call 50 doctors”
to get an appointment.

Centene didn’t provide comment on
the complaints by Dr. Polack and Ms.
Vickers.

Research on the quality of care in
Medicaid HMOs is thin. A study of infant
health last year by researchers at the
University of Illinois-Chicago and the Ur-

ban Institute found that Medicaid man-
aged care was correlated with a slight
increase in inadequate prenatal care in
some women but in general showed little
difference from traditional Medicaid.

While some doctors and patients com-
plain of Centene’s stinginess, the com-
pany has been generous in regions where
it has offices. Centene last year was the
biggest donor for a $9.5 million renovation
of an arts building in St. Louis, now called
the Centene Center for Arts and Educa-
tion, according to a spokeswoman for the
center. The company paid $200,000 last
year for the naming rights of a minor-
league baseball stadium in Montana,
where Centene employs 100 claims proces-
sors but doesn’t have Medicaid clients.
Centene also pledged $400,000 this year to
the school district in Clayton, Mo., where
the company has its headquarters, to re-
name the district’s stadium.

Cynthia Schultz, director of the Great
Falls International Airport in Montana,
says Mr. Neidorff, the Centene CEO,
once walked through the airport and
heard that it couldn’t afford artwork. Cen-
tene then commissioned and donated a
$7,000 welded-metal sculpture of an eagle
with a 16-foot wingspan that now hangs
prominently in the airport, she says. The
company confirmed the donation. “It’s a
great gift from someone who doesn’t
even live here,” says Ms. Schultz.

Mr. Schenk, the Centene spokesman,
said the donations show Centene is a “re-
sponsible and publicly focused corpora-
tion” and they help make the communi-
ties better places to live.

A few big U.S. insurers that serve
large employers, including UnitedHealth
Group and WellPoint Inc., also compete
in the Medicaid HMO market. Many oth-
ers don’t. Medicaid HMOs assemble doc-
tor networks in places with many people
on Medicaid—such as big cities and poor
rural areas—and deal with a single kind
of customer, state governments. Those
skills “are importantly different than
what most commercial insurers have,”
says John W. Rowe, the former chief ex-
ecutive at Aetna Inc. and now a professor
at Columbia University.

Medicaid HMOs have donated to can-
didates in state political races who sup-
port their existence. In 2005, five Well-
Care subsidiaries together donated
$125,000 to Illinois Gov. Rod Blagojevich,
a Democrat who won re-election this
month. WellCare has 92,000 members in
Illinois.

This year, 20 WellCare subsidiaries
each donated the legal maximum of $500
to the campaign of Republican Tom Lee,
who was narrowly defeated in his bid to
become chief financial officer of Florida,
WellCare’s biggest market. WellCare do-
nated $34,000 to the Republican Gover-
nors Association this year and contrib-
uted $100,000 to President Bush’s second
inaugural festivities in 2005.

“I call a governor, I usually get a call
back within 24 to 48 hours,” says Cen-

tene’s Mr. Neidorff.
States keep track of the finances of

Medicaid HMOs to ensure that the HMOs
are spending a sufficient part of their
revenue on medical costs. However, the
numbers are subject to interpretation. A
review of Centene’s New Jersey subsid-
iary in 2004, by a unit of Marsh & McLen-
nan Cos., said hundreds of thousands of
dollars that Centene counted as medical
costs should have been considered admin-
istrative costs.

The report also questioned cases
where Centene’s New Jersey subsidiary
pays a national Centene subsidiary for
specialized services such as mental-
health or a nurse hotline. It said the New
Jersey subsidiary was paying an above-
market rate for some of these services.
That would tend to increase the state sub-
sidiary’s medical costs and reduce its
profit, without affecting the bottom line
of Centene as a whole. Mr. Schenk of
Centene declined to discuss the report in
detail but said Centene has used the find-
ings “to strengthen its operational effi-
ciencies.”

In Illinois, the state and the Justice
Department asserted in a lawsuit that
Amerigroup spent only $131 million on
medical care from 2000 to 2004 despite
taking in $243 million from the state. The
lawsuit accused Amerigroup of fraudu-
lently trying to exclude pregnant and
sick patients to reduce its medical costs.
A jury in Illinois state court agreed last
month, finding Amerigroup liable to the
government for $144 million. Internal
Amerigroup emails filed in court show
managers contemplated disciplinary ac-
tion for employees who signed up women
in the third trimester.

Amerigroup said it will appeal. The
company says it discouraged transfers
by pregnant women so their care
wouldn’t be disrupted. A spokesman said
the figures in the suit are “extremely
misleading,” in part because they don’t
account for preventive health programs.
 —Raymund Flandez
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Side Projects
Centene has bought stadium naming 
rights and made large donations: 

BUILDING/OBJECT LOCATION
AMOUNT 

PAID/GIVEN

Hanging eagle
(airport sculpture)

Great Falls,
Mont.

$7,000

Centene Stadium
(baseball, Pioneer
League)

Great Falls,
Mont.

$200,000

Centene Stadium
(high-school sports)

Clayton,
Mo.

$400,000

Centene Center
(performing arts
auditorium)

Farmington,
Mo.

$250,000

Centene Center for
Arts and Education

St. Louis Top donor
to $9.5
million

renovation
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