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Ford Taps Boeing Executive as CEO
Alan Mulally Succeeds

Bill Ford, Who Keeps

Post of Chairman

A Board Swings Into Action

By MONICA LANGLEY
And JEFFREY MCCRACKEN

At Ford Motor Co.’s July board meet-
ing, Bill Ford Jr. reeled off his jobs: chair-
man, chief executive officer, de facto
president and chief operating officer,
chief ambassador in Washington and in
foreign capitals, liaison to dealers and
television pitchman. He left unsaid that
he’s also the fourth-generation of the
Ford family to lead the automobile giant.

“I’m really struggling with trying to
keep all the balls in the air,” Mr. Ford told
directors, according to people familiar
with the meeting. “It’s a lot—perhaps too
much.”

Yesterday, the nation’s second-larg-
est auto maker took action. In a sur-
prise move, Ford named Boeing Co. se-
nior executive Alan Mulally as its new
president and CEO, effective immedi-
ately. Mr. Ford, 49 years old, remains
chairman. He has told his board and

top executives that he intends to have
an “active partnership” with Mr. Mula-
lly, 61, who will also join Ford’s board.

Bringing an outsider into the auto
industry marks a bold gamble by Ford
as it scrambles to rebound amid high
gas prices and intense foreign competi-
tion. One troubling sign: Toyota Motor
Corp. outsold Ford in the U.S. in July
for the first time ever.

Mr. Mulally has no Detroit experience
and will need to get up to speed as Ford
rolls out its accelerated restructuring
plan, which is likely to include more plant
closings and work-force cuts. But he has
experience revamping an industrial gi-
ant. At Boeing, he cut the work force to
50,000 employees from 120,000, while re-
ducing the time to build a typical airliner
by 50% and introducing the fastest-selling
new airplane ever.

He comes to Dearborn, Mich., at a time
ofhigh tension at Ford, which was founded
103 years ago by Mr. Ford’s great-grandfa-
ther, Henry Ford, and is still controlled by
hisdescendants.Like its rival GeneralMo-
tors Corp., Ford is being crunched by
sweeping changes in the auto industry

that are weakening the two American in-
dustrial icons.

GM and Ford are weighed down by
huge pension and health-care obligations
for retirees, which are being supported by

an ever-shrinking pool of active workers.
Meanwhile high gas prices are eroding de-
mand for Detroit’s most profitable mod-
els, large sport-utility vehicles and pickup
trucks.

Ford’s North American auto opera-
tions had losses of $1.6 billion in 2005,
even though the company overall was
profitable.

In January, Mr. Ford announced a new
Please Turn to Page A13, Column 1

Designated Driver

By MATTHEW KARNITSCHNIG

About six weeks ago, Viacom Inc.
Chairman Sumner Redstone said he could
envision “no circumstance” under which
he would dismiss the media company’s
chief executive, Tom Freston. But late
Monday,Mr. Redstonesummoned Mr.Fre-
ston to his Beverly Hills, Calif., estate and
told him he was being replaced.

The about-face underscores the ur-
gency Mr. Redstone feels to respond to
the growing competition Viacom’s flag-
ship MTV and Nickelodeon cable net-
works face from Web start-ups such as
MySpace.com and YouTube.com. The
83-year-old executive also is determined
to ensure that what may have been his
last hurrah—breaking Viacom and CBS
Corp. into two separate companies—suc-
ceeds in boosting shareholder returns.
(See related article on page B1.)

The dismissal of Mr. Freston, 60,
marksastrikingreversal foraman longre-
gardedasoneof themost successful execu-
tives in the entertainment business. The
26-year company veteran is credited with

building MTV into a
globalmediapower-
house. But his star
had faded since he
became CEO in Jan-
uary, after the cor-
porate split that sep-
arated Viacom’s ca-
ble networks and
film studio from the
broadcasting busi-
nesses that were
carved off into CBS.
In the wake of the
split, Viacom’s

stock price fell, while CBS’s rose.
Mr. Redstone had previously indicated

that he was willing to give Viacom “a
year” to show that the split was a success,
and his flip-flop in dismissing Mr. Freston
unnerved the market.

Despite questions on Wall Street about
Viacom’s direction, Mr. Freston enjoyed
strong support in many quarters, and in-
vestors were dubious about the wisdom of
firing him. The dismissal, coming just two

Please Turn to Page A16, Column 3

Snippy Things Folks

Say About Your Home

Are Now Also Online
i i i

Real-Estate Web Sites Solicit

Reviews of Listed Places;

‘Rats the Size of a Dog’

By JAMES R. HAGERTY
And KEVIN J. DELANEY

For years, amateur critics have re-
viewed books, music and chain saws on
the Internet. Soon they may be posting
online critiques of your bathroom.

Operators of two real-estate Web
sites, ZipRealty Inc. and Reply Inc., in
August began encouraging customers to

write reviews of homes available for
sale. Early submissions suggest it might
be better not to know what strangers
really think about your house.

After a visit to a four-bedroom house
offered for about $1.5 million in Lafay-
ette, Calif., a ZipRealty customer writing
under the pen name YuppieHomeBuyer
remarked: “The house was OK, but the
bathrooms should be cleaner. There were
some broken tiles and loose panels. I won-
der if water comes into the house or the
basement during the rains.”

At a condo on offer for $389,000 in
Cambridge, Mass., another anonymous
Zip reviewer spotted “rot” in the bath-
room, said the bathtub should be re-
placed and commented that the “green
paint isn’t nearly as charming in per-
son as in photos.” If all that wasn’t bad
enough, the reviewer added: “Neighbor-
hood questionable. Two kids had a
loud, screaming fight outside the door
during showing. Loud cars drive up and
down the street with thumping music.”

These rude reviews threaten to under-
cut the gushing language in marketing
materials prepared by real-estate agents.
Even worse for real-estate agents, the
reviews are popping up just when a glut
of homes on the market in many areas is
allowing buyers to take their time, dwell
on defects and demand price cuts. Some
agents and homeowners already are
howling that the reviews are hatchet
jobs, perhaps motivated by spite or a
desire to discourage competing bids for
property the reviewers want to buy.

Operators of the sites say the re-
views—some of which are full of praise—
will provide valuable insights for home
shoppers. Companies like Zip and Reply

Please Turn to Page A14, Column 4

H-P Board Clash
Over Leaks Triggers
Angry Resignation

Perkins Slams Briefcase, Says,

‘I Quit and I’m Leaving,’

As Probe Fingers a Friend

A New Era of Governance

By ALAN MURRAY

A year and a half after Carly Fiorina
was pushed out as chairman and chief ex-
ecutive of Hewlett-Packard Co., the after-
shocks of that firing continue to shake the
computer company’s board of directors.

The latest eruption came at a meeting
onMay18, when the boardreviewed there-
sults of an extensive investigation into
press leaks that was undertaken by new
board Chairman Patricia Dunn shortly af-
ter Ms. Fiorina departed. The report,

which relied in part
on private telephone
records, fingered

George Keyworth, a longtime director and
former science adviser to President Rea-
gan, as the source of many of the leaks
about board deliberations. A boardroom
showdown ensued, during which the
board voted to ask Mr. Keyworth to resign,
and he refused, saying he was elected by
the shareholders. Venture capitalist Tom
Perkins, a friend of Mr. Keyworth, quit the
board on the spot in anger.

In the weeks since that meeting, Mr.
Perkins has told business associates of the
event, and also provided information to
the Securities and Exchange Commission,
prompting that agency to launch a probe
into the matter. He is particularly con-
cerned that the investigation involved the
search of board members’ private tele-
phone records, and has questioned the le-
gality of that practice.

In response, the Hewlett-Packard
board plans a filing with the SEC today.
Among other things, that report will say
that Mr. Keyworth will not be nominated
for reelection to the board at its annual
meeting next March.

While full details of H-P's internal
probe remain unclear, it appears to in-
volve a controversial practice known as
“pretexting.” Under the practice, public

investigatorsappar-
ently call the phone
company, and use
personal informa-
tion to falsely repre-
sent themselves as
another person, in
order to obtain that
person’s records.

H-P board mem-
bers say the investi-
gation was done by
an outside contrac-
tor to the company,
retained by another
outside contractor.

Those contractors continue to insist they
used only legal methods to obtain the
phone records. But some H-P board mem-
bers acknowledge feeling uncomfortable
with the methods used.

Viet Dinh, an attorney for Mr. Perkins,
said in a statement that Mr. Perkins “re-
signed because of a disagreement about
H-P’s governance practices. The company
for the past months has refused to disclose
the substance of the disagreement, and
Mr. Perkins is pursuing all appropriate
remedies.”

“The situation is regrettable,” Ms.
Dunn said in a statement. “But the bot-
tom line is that the board has asserted
its commitment to upholding the stan-
dards of confidentiality that are critical
to its functioning. A board can’t serve
effectively if there isn’t complete trust
that what gets discussed stays in the

Please Turn to Page A18, Column 1
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FORD’S CHAIRMAN, Bill
Ford Jr., relinquished his

post as chief executive. The auto
maker named Boeing senior exec-
utive Alan Mulally as its new pres-
ident and CEO. The move comes
as Ford scrambles to rebound
from big losses amid high gaso-
line prices and intense foreign
competition. Ford shares rose to
$8.73 in after-hours trading.
n Renault is in the process of
selecting two investment banks
to advise the French auto
maker on a possible three-way
tie-up with Nissan and GM.
(Articles in Column 4 and on Pages A12, C1)

i i i
n Viacom Chairman Redstone
ousted CEO Tom Freston, citing
a sluggish stock price, and named
longtime aides Philippe Dauman
and Tom Dooley to run the firm.

(Articles in Column 5 and on Page B1)

i i i
n H-P said George Keyworth
won’t be nominated for re-elec-
tion to its board amid allegations
he was the source of press leaks.

(Article in Column 1)

i i i
n Intel said it will slash 10,500
jobs, or about 10% of its work
force, as part of its most signifi-
cant restructuring since the 1980s.

(Article on Page A3)

i i i
n The Dow industrials edged up
5.13 points to 11469.28. Oil fell to
$68.60 a barrel on news of an oil
discovery in the Gulf of Mexico.

(Article on Page C1)

i i i
n Congress is considering reduc-
ing or eliminating a 1993 tax de-
duction that helped spur the stock-
option explosion, a senator said.

(Article on Page C1)

i i i
n Phelps Dodge withdrew its
$17.84 billion bid for Inco, giving
Brazil’s CVRD a chance to ac-
quire the Canadian nickel miner.

(Article on Page A3)

i i i
n Vivendi’s Universal Music is
close to an agreement to buy
Bertelsmann’s BMG Music Pub-
lishing unit for about $2.1 billion.

(Article on Page A3)

i i i
n U.S. home prices rose 1.17%
last quarter. The slowdown from
the year-earlier increase was the
sharpest in over three decades.

(Article on Page A2)

i i i
n British Air said last month’s
alleged foiled terrorist plot had
hurt bookings. Continental said
per-seat revenue was affected.

(Article on Page A2)

i i i
n The FDA approved the first
self-contained artificial heart for
sale, a device made by Abiomed.
n The agency plans to begin reg-
ulating an emerging category of
gene- and protein-based tests.

(Articles on Pages A15 and B4)

i i i
n France’s Géophysique is buying
rival U.S. oil- and gas-field sur-
veyor Veritas in a $3.1 billion deal.
n Lukoil said it will invest $100
billion over the next decade to
boost output and refining capacity.

(Articles on Page B4)

i i i
n Google plans to launch a
news-search service for articles
dating as far back as the 1700s.

(Article on Page B2)

Ouster of Viacom Chief Reflects

Redstone’s Impatience for Results
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i i i

Business and Finance

i i i

World-Wide

Rich in Money: Debate the
payoffs of making a career
move for cash, and read

about a writer who went corporate in
our package on money and happiness.

i i i
n Stock Watch: What’s in the pipe-
line for Pfizer shareholders? See bull-
ish and bearish cases for the stock.

i i i
n Row by Row: The hunt for a law
gig involves a spreadsheet, a lot of
soul searching and a supportive pet.

n Ford family has been a traditional,
but not unquestioned, force ....... A12
n Boeing’s McNerney stresses his new
team will ensure continuity ....... A12
n Auto maker’s shareholders may yet
enjoy long-awaited turnaround ..... C1

Stealing Home:
Thieves Eye Copper
From AC units to plumbing,
the toll of a hot commodity
PERSONAL JOURNAL | D1

n CONGRESS RETURNS to take its
final shots at shaping fall elections.

Iraq is top battleground of partisan
warfare that appears set to consume
the abbreviated session, with Repub-
licans labeling Democrats as appeas-
ers and defeatists and working to bar
any no-confidence vote on Rumsfeld’s
stewardship. On immigration, there
will be no legislation this session de-
spite a summer of rhetoric that has
fired passions on both sides of the is-
sue. And Abramoff-centered corrup-
tion inquiries threaten to reclaim the
spotlight, with prosecutors displaying
new interest in whether DeLay’s wife
got lobbyist money for a no-show job.
Bush introduces Guantanamo tribunal
legislation today. (Pages A6, A8, A15)

Rep. Katherine Harris won the Re-
publican Senate primary in Florida.
Rep. Lewis reportedly faces scrutiny
for a land-conservation donation, by
an ally with business before his com-
mittee, that raised his home’s value.

i i i
n Calderón was affirmed as Mexico’s
president by the top electoral court,
but faces trouble governing as López
Obrador refused to support the deci-
sion and urged followers to block his
rival’s Dec. 1 inauguration. (Page A4)

i i i
n Bush said neither he nor any suc-
cessor could abide terror sponsorship
by a nuclear-armed Iran. Ahmadine-
jad, meanwhile, seeks a purge of sec-
ularist teachers. A poll shows Iran’s
regional status is growing. (Page A8)
n Bush pressed terror themes ahead
of the Sept. 11 anniversary and mid-
term vote, saying bin Laden’s plans
are as clear as Hitler’s and Lenin’s.
n Lung problems afflict 70% of World
Trade Center rescue or cleanup work-
ers, and many will be sick the rest of
their lives, a medical survey found.

i i i
n Turkey has approved sending fewer
than 1,000 soldiers for peacekeeping
duty in Lebanon, which sent troops to
take control of five southern villages
from Israel. Israeli airstrikes killed
three Palestinian militants in Gaza.
n A south Lebanon bombing wounded
a senior investigator of the Hariri as-
sassination and killed four aides. Syr-
ia’s hand was seen in prior attacks.

i i i
n Iraqi lawmakers returned from re-
cess to extend a state of emergency
amid continued sectarian bloodshed.
Three more U.S. troops died. A unit
from Alaska whose tour was extended
recently had a first fatality Saturday.

i i i
n Pakistan cut a deal to end fighting
in an Afghan border region, even of-
fering amnesty to foreign militants in
an area where bin Laden could lurk.
n NATO said 700 Taliban have been
trapped by a southern Afghan offen-
sive, and artillery and airstrikes had
killed more than 50 in heavy fighting.

i i i
n The U.S. met Korean delegates in
Beijing amid reports that Kim Jong
Il’s train was spotted in China, which
denied preparing for any such visit.

i i i
n Bush chose ex-highway chief Mary
Peters to be transportation secretary.
Separately, Mark McClellan confirms
he is resigning as head of Medicare.
n Rumsfeld had elective shoulder sur-
gery for a torn rotator cuff. Justice
Kennedy, meanwhile, was hospitalized
and a heart stent implanted Saturday.

i i i
n A hospital-intern study found rules
imposed in 2003 have done little to re-
duce extreme working hours and lack
of sleep, the AMA Journal reported.

i i i
n Tropical Storm Florence formed in
the Atlantic, course uncertain. Space
shuttle Atlantis, delayed by Ernesto
last week, prepared for launch today.

i i i
n Japan’s Princess Kiko gave birth
to a boy, easing succession concerns
that sparked a move to let women as-
cend to the Chrysanthemum throne.
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Shake-Up at Ford

Tom Perkins
A ZipRealty.com customer reported a
‘swamp’ in the backyard (above) of this
San Clemente, Calif., home. The listing
agent says it’s an ornamental-fish pond.

Directors Cut

Movie Downloads
Get Their Close-Up
What Apple and Amazon.com
have coming to a screen near you
PERSONAL JOURNAL | D1

>

Tom Freston

What’s News–

WSJ.com

–Markets–
Stocks:NYSE comp. vol. 2,115,230,885
shares, Nasdaq vol. 1,727,683,237.
DJ industrials 11469.28, s +5.13;
Nasdaq composite 2205.70, s +12.54;
S&P 500 index 1313.25, s +2.24.
Bonds (4 p.m.):10-yr Treasury
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room.”
The story reflects a new era in the

way American corporations are run. A
few years ago, most boards of directors
were clubby affairs, run by the chief ex-
ecutive, filled with members chosen by
the chief executive, and likely to inter-
vene only in times of crisis. Today, as a
result of a host of changes that cascaded
out of the corporate scandals earlier this
decade, boards have become more power-
ful and more independent than ever. The
Hewlett-Packard story shows many of
them are still struggling to operate
smoothly in this new environment.

Mr. Keyworth couldn’t be reached for
comment. Ms. Fiorina plans to tell her
version of events in a book being pub-
lished next month. This account is based
on interviews with several of the people
directly involved.

The confrontation at H-P has its roots
in November 2004, when independent
membersof theboard met inexecutiveses-
sion, without Ms. Fiorina present, and dis-
cussed their concerns over her leadership.
At the time, H-P’s stock was performing
poorly compared with shares of rivals
such as Dell Inc. and International Busi-
ness Machines Corp. Mr. Keyworth, a di-
rector since 1986, suggested the board
bring back Mr. Perkins, who had left a
year earlier because he had reached the
board’s mandatory retirement age of 72.

Mr. Perkins is a storied figure in Sili-
con Valley, having helped start one of the
first venture-capital firms there, Kleiner
Perkins Caufield & Byers. He worked for
H-P in the 1960s, and joined the compa-
ny’s board in 2002 after it merged with
Compaq Computer, where he had been a
director. Once married to romance novel-
ist Danielle Steel, Mr. Perkins recently
wrote a racy novel of his own titled “Sex
and the Single Zillionaire.”

When told of the board’s plans to bring
backMr. Perkins, Ms.Fiorina resisted, ac-
cording to board members. Frequently
laudedas the nation’s leading female busi-
ness executive, Ms. Fiorina was known for
hermarketing skill, but inside H-P shehad
a reputation for flashes of arrogance. She
didn’t like the idea of waiving the retire-
ment age, and felt that if Mr. Perkins were
toreturn, theboardshouldwaituntil itsan-
nualmeeting the following March. But Mr.
Keyworth was particularly insistent, and
Mr. Perkins was invited to attend the
board’s annual strategy session in Janu-
ary 2005, although he wasn’t yet a director.

Unknown to Ms. Fiorina, Mr. Perkins
also participated in a series of phone
calls and email exchanges in December
2004 and January 2005. During the calls,
some board members began to articulate
their concerns over her management, ac-
cording to people who participated.

In an interview late last year, Mr. Per-
kins said he didn’t know of theboard’s con-

cerns about Ms. Fiorina when he was first
approached about becoming a director
again. In the December 2004 phone calls,
however, he quickly learned of the board’s
unhappiness. “The organization was be-
coming ever more horizontal, reporting
more and more to Carly,” he said in the in-
terview. “The board respected Carly. She
was Wonder Woman. But still, there are
only 24 hours in a day.”

On Jan. 10, 2005,
three board mem-
bers—Ms. Dunn,
Mr. Keyworth, and
longtime H-P execu-
tive Richard Hack-
born—met with Ms.
Fiorina at H-P head-
quarters and laid
out their concerns.
They told her direc-
tors felt she didn’t
consult with them
fully and were un-
happy with the
state of the compa-

ny’s business with corporate customers,
according to people in the room.

In the discussion that followed, Mr.
Keyworth, who headed the board’s tech-
nology committee, argued Ms. Fiorina
should elevate Shane Robison, the compa-
ny’s chief technology officer, to a top
management job. She grew particularly
irritated at that suggestion. Mr. Robison

wasn’t ready for such a position, she ar-
gued. Moreover, it was her job, not the
board’s, to choose management.

Nevertheless, Ms. Fiorina, who was
chairmanof theboard aswell as chief exec-
utive, agreed to tear up her agenda for the
board’s strategy retreat later that week,
and focus instead on the directors’ con-
cerns. The retreat took place at the Park
Hyatt in San Francisco. The board and Ms.
Fiorinahadacandiddiscussionof theirdis-
agreements, according to people present.

Holding Her Ground
For the most part, Ms. Fiorina held her

ground, continuing to resist specific
changes recommended by some members
of the board, and refusing, in particular, to
bow to Mr. Keyworth’s desire to elevate
Mr. Robison. But she indicated some will-
ingness to bring in new management tal-
ent in the future. Afterward, some board
members felt “cautiously optimistic,” as
one put it, that their differences could be
resolved. “It was like the Berlin Wall had
come down,” a director said afterward.

A week later, however, Hewlett-Pack-
ard learned that a Wall Street Journal
reporter had extensive details of the
Park Hyatt discussions and was prepar-
ing an article. Ms. Fiorina was furious.
She called the board members together
on the phone and dressed them down for
giving details of the meeting. No one con-
fessed to the leak. A spokesman for The

Wall Street Journal said the newspaper
doesn’t comment on its sources. A page-
one story about the board’s discussions
appeared in the Journal on Jan. 24, 2005.

The leak, and Ms. Fiorina’s reaction
to it, widened the gulf between her and
her board. Board members also were out-
raged by the leak, but felt it was a
smaller issue than their concerns about
the performance of the company, accord-
ing to two directors. The board held an-
other telephone conference on Jan. 28,
with Ms. Fiorina participating from the
World Economic Forum in Davos, Swit-
zerland. She continued to express her an-
ger. “Carly sought to make the leaks the
No. 1 issue,” said one board member,
“and the board was seeking to make per-
formance the No. 1 issue.”

Board members say the leak, and Ms.
Fiorina’s reaction to it, didn’t cause her
demise, but probably accelerated it. Up
to that point, many of them were hoping
they could work out their differences
with her. Afterward, many concluded it
had become impossible to work together.

Less than two weeks later, on Feb. 7,
the board met in Chicago. After hearing
again from Ms. Fiorina, who laid out her
views of her job and the board’s job, the
independent board members met in pri-
vate and voted to dismiss her. At the
same meeting, they also made Mr. Per-
kins a director.

In the aftermath of Ms. Fiorina’s fir-
ing, Ms. Dunn was chosen to be nonexec-
utive chairman of the board—a position
she still holds today. Ms. Fiorina’s succes-
sor, Mark Hurd, previously chief execu-
tive of NCR Corp., was given the title of
chief executive only.

Ms. Dunn, 53, is vice chairman of Bar-
clays Global Inves-
tors in San Fran-
cisco,an asset-man-
agementunit ofBar-
clays PLC. She had
oncebeenchiefexec-
utive of the unit, but
stepped down to
fight cancer. She
grew up in Las Ve-
gas, where her fa-
ther was entertain-
mentdirectoratvar-
ious casinos and her
mother had been a
showgirl.

In conversations with H-P board mem-
bers after taking the new job, Ms. Dunn
found many of them were still concerned
about the leak. Ms. Fiorina had asked
prominent Silicon Valley lawyer Larry
Sonsini to interview directors, seeking
both a confession and a reaffirmation of
the board’s confidentiality policy. Again,
no one confessed. Mr. Perkins acknowl-
edged talking to the reporter but said she
already had all the details at the time.
Ms. Fiorina herself suspected Mr. Key-
worth was the source. But Mr. Sonsini’s
evidence didn’t confirm that.

Internal Investigation
After Ms. Fiorina left, Ms. Dunn

asked the company to carry out a deeper
investigation, which began in the spring
of 2005 and was overseen internally by
the company. The investigation lasted for
months and involved the use of outside
investigative firms. The investigators be-
gan to narrow the list of suspects, but
were unable to develop conclusive evi-
dence that any one member of the board
was responsible for the leaks. Ms. Dunn
said she regularly informed the board of
the investigation, but provided few de-
tails, at the investigators’ request.

In January of this year, the board again
held its annual off-site meeting with H-P
management, this time at the Esmeralda
Resortand Spa, nearPalm Springs, Calif. A
few days later, CNET News, a technology-
news Web site, ran a story with details from
the private meeting, quoting a “source with
the company.” Some of the information pro-
vided by the source was mundane: “By the
time the lectures were done at 10 p.m., we
were pooped and went to bed,” the story
quotes the source saying. But some got to
the core of the company’s plans. The source
said H-P might buy more software compa-
nies and might work more closely with chip
maker Advanced Micro Devices Inc. as “a
cattle prod of sorts” to H-P’s longstanding
chip supplier, Intel Corp.

Outside board members have long
leaked information to the media, often be-
cause they’re at odds with the CEO and

want to promote their own views. “The
only people who leak more to the press are
prosecutors,” quips John C. Coffee Jr., a
Columbia University law professor. Direc-
torshavea fiduciaryduty tokeepconfiden-
tial any inside information that would af-
fect the share price, but other leaks
wouldn’t necessarily violate the rules,
says Mr. Coffee.

After theCNET leak, theH-P investiga-
tionwas revvedup again,directors say.Be-
cause the information in the CNET story
was so specific, investigators were able to
narrow the likely sources. Subsequently,
the private investigators obtained phone
records that showedMr.Keyworthhadspo-
ken with a CNET reporter.

What happened next has become a
key part of the current board furor. Be-
fore the regularly scheduled board meet-
ing on May 18, Ms. Dunn and Ann
Baskins, the company’s general coun-
sel, decided to give the report on the
investigation to Robert Ryan, head of
the board’s audit committee and former
chief financial officer of Medtronic Inc.,
directors say. Ms. Dunn and Ms.
Baskins concluded the leak was a viola-
tion of the company’s Standards of Busi-
ness Conduct, which are overseen by
that committee. In doing so they by-
passed the Nominating and Governance
Committee, then headed by Mr. Per-
kins, which normally handled matters
concerning board operations.

On the day of the board meeting, Mr.
Ryan met with Mr. Keyworth for breakfast
at H-P’s headquarters and reviewed the
findings of the investigation. According to
a person involved, Mr. Keyworth was
shocked at the information in the report,
and admitted to having had lunch with the
CNET reporter. The report did not point to
him as the source for the earlier Wall
Street Journal article involving Ms. Fior-
ina. But it did suggest Mr. Keyworth had
been involved in other news stories con-
cerning confidential board affairs.

Knowing Mr. Perkins and Mr. Key-
worth were close, Mr. Ryan also pulled
Mr. Perkins into a private room before
the board meeting and briefed him on
the report.

When the board met, Mr. Ryan went
over the investigative report in detail. Mr.
Keyworth was given a chance to explain
himself. He apologized, but didn’t say that
his conversations with reporters had been
improper. He was then asked to leave the
room,and the boardhad a long discussion.
A turning point came when Mr. Hurd, the
chief executive, was asked by a director
how he would handle the matter if it had
beenan employee whohad talked to the re-
porter. Mr. Hurd replied, “I would have no
choice but to fire him,” according to a
board member.

As it became clear the board was go-
ing to ask Mr. Keyworth to leave, Mr.
Perkins got angry. Directors say he de-
fended Mr. Keyworth as a valuable and
longstanding director, and said a “good
man” was being trashed by the process.
He also attacked Ms. Dunn, saying, “Pat-
tie, you betrayed me. You and I had an
agreement we would handle this offline
without disclosing the name of the
leaker.” (Ms. Dunn says she never had
such an agreement. “I always knew it
would require advice of counsel. Counsel
was explicit the matter needed to go be-
fore the full board,” she says.)

Finally, Mr. Perkins rose from his
seat, slammed his briefcase shut, and
said, “I quit and I’m leaving.”

After a moment of silence, Mr. Ryan
turned to Ann Baskins, the company’s
general counsel. “Ann, is that a bona fide
resignation?” Ms. Baskins said if the
board voted to accept the resignation, it
would be valid. Mr. Ryan responded: “I
so move.” His motion was quickly sec-
onded and adopted.

The board then began a discussion of
its responsibility to disclose the event.
The law requires that when a director
resigns, the company has to disclose
whether it was the result of a fundamen-
tal disagreement.

Mr. Perkins was on his way to Turkey,
to oversee the maiden voyage of The Malt-
ese Falcon—his 290-foot clipper, one of the
largest sailing yachts in the world. Con-
tacted by Mr. Sonsini about his reasons for
leaving the board, Mr. Perkins reportedly
said: “Just don’t make it for personal rea-
sons. I don’t want people to speculate
about my health.”

Board members say they concluded
Mr. Perkins had no disagreement with the
company, only with Ms. Dunn. Therefore
they decided they had no obligation to file
details with the SEC. Instead, the board is-
sued a statement on May 19 that simply
said Mr. Perkins had resigned, effective
immediately. In the statement, Mr. Hurd
thanked Mr. Perkins for his service, and
said “he has been instrumental in champi-
oning improvements that are leading to a
stronger H-P.”

Mr. Perkins was concerned with the
way his resignation was portrayed by the
company, however, and subsequently con-
tacted the SEC with his concerns, accord-
ing to people familiar with the situation.
Mr. Perkins has also been critical of the
investigation, which he suggested in-
volved illegal surveillance. Board mem-
bers acknowledge some discomfort with
the methods used by the private investi-
gator who obtained the phone records,
but H-P says it was assured by the inves-
tigators that the methods were legal.

Mr. Perkins previously had invited
members of the board to come to Turkey
for the launchingof the MalteseFalcon.Af-
ter the May 18 board meeting, however, he
called Ms. Dunn’s office and rescinded her
invitation, according to one director.

Ms.Dunn’s statement called theboard-
room conflict “part of the board’s progres-
sion from one that was more personality
driven to one that is process driven and ca-
pable of upholding today’s highest gover-
nancestandards. Progressioncanbe pain-
ful, we’ve seen that in changes within HP.
But it’s necessary and healthy.”
 —Joann S. Lublin

contributed to this article.

Continued From First Page

Events in the recent shake-up of
Hewlett-Packard’s board of directors:

November 2004: Director George Keyworth
recommends Tom Perkins be invited to return to
H-P board.

February 2005: H-P board votes to add Mr.
Perkins and to dismiss Carly Fiorina as chairman
and chief executive. Patricia Dunn becomes
nonexecutive chairman.

March: H-P announces Mark Hurd as new chief
executive.

January 2006: CNET News quotes an unnamed
source on details of an H-P board strategy
meeting.

May: H-P board reviews internal investigation of
January leak to CNET. Board asks Mr. Keyworth to
resign, but he refuses. Mr. Perkins quits.

Sept. 6: H-P board plans to file report with SEC
on circumstances surrounding Mr. Perkins’s
resignation.

1
Online Today: Alan Murray
talks about the continued
turmoil at H-P and what that

says about corporate boards today,
at WSJ.com/Video.

Computing Problem

Carly Fiorina

Patricia Dunn

Directors Cut: H-P Board Clash Over Leaks Triggers an Angry Resignation
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T HE BUZZARDS are circling Bris-
tol-Myers Squibb Chief Executive

Peter Dolan. Business blogs are
filled with obscenity-laced posts de-
nouncing his tenure. Some large
shareholders are demanding his
head. And CNBC’s sputtering money
maven—and my former colleague—
Jim Cramer, last Friday named the
executive the “single worst CEO” in
his Hall of Shame.

Does Mr. Dolan deserve this
lynching? Well, maybe. More on that
later.

But whether he deserves it or not,
Mr. Dolan’s likely fate is now clear:
It is probably only a matter of time

before the drug
company’s board
bows to the inevi-
table and sends
him packing. In
today’s unforgiv-
ing business envi-
ronment, he can’t
effectively lead
the company
when faced with
such a buzz saw
of opposition.

Asked for comment, Robert Zito,
chief spokesman for the company, re-
sponds: “The board has been ex-
tremely supportive of Peter and man-
agement.”

During the past two years, this has
become a familiar story. The firing of
a CEO used to be a rare event—even
the worst of them often managed to
cling to power with remarkable tenac-
ity. In the past two years, however,
CEO firings have become common-
place. The list of companies whose
boards have bounced the boss now
reads like a big-business phone book:
AIG, Boeing, Disney, Fannie Mae,
Hewlett-Packard, Kraft, Merck, Mor-
gan Stanley, Pfizer. And there are
more to come. If I were a buzzard, I
would set my flight plan over H.J.
Heinz Co., where presiding director
Thomas Usher repeatedly has signaled
that CEO Bill Johnson is on a short
leash. Dell CEO Kevin Rollins also
might be one for the birds to watch.

What has happened here is a sea
change in the way American busi-
nesses are run. And it has happened
in a stunningly short period of time.
Just a few years ago, CEOs still hand-
picked most members of their boards,
and most boards gave their CEOs a
long leash—or no leash at all.

Today’s boards look very differ-
ent. Directors are picked by a nomi-
nating committee, not by the CEO.
And increasingly, shareholders and
their advocates have some say in
that selection. Patrick McGurn of In-
stitutional Shareholder Services says
this year there have been serious
challenges against directors’ re-elec-
tion at roughly 50 companies. In 31
cases, the company avoided a proxy
fight by settling—and in 25 of those
31 cases agreed to give the dissi-
dents one or more board seats. Of

the 19 challenges that made it to a
shareholder ballot, the dissidents
won seats in at least nine, and proba-
bly more. (Results in two cases are
still pending.)

The end result: Boards are much
less beholden to their CEOs, and
much more susceptible to outside
pressure, than ever before.

Increasingly, they have independent
leadership as well. Nonexecutive chair-
men of the board remain a rarity—
only 9% of Standard & Poor’s 500 com-
panies have independent chairmen, ac-
cording to the search firm Spencer Stu-
art. (Bristol-Myers is one of the few—
James D. Robinson III became nonex-
ecutive chairman last year as the re-
sult of a settlement with the U.S. attor-
ney in New Jersey over charges that
the company artificially inflated its rev-
enue.) But a full 94% of S&P 500 com-
panies now have a lead or presiding
director—up from just 36% in 2003. And
most importantly, the vast majority of
boards now meet regularly in execu-
tive session—without the CEO present.

A DD TO THAT MIX the anger of
shareholders who are upset

about low returns and inflated CEO
compensation, and you have the mak-
ings of a revolution. “It’s a huge
leap forward,” says Ira Millstein, a
lawyer and scholar who has long ad-
vocated such changes in corporate
governance. “Boards are much more
proactive than they were before.”

Bad CEOs are being held to ac-
count. In the case of Mr. Dolan,
shareholders might feel they have lit-
tle reason to miss him—the compa-
ny’s stock lost more than half its
value during his time as CEO. Insid-
ers argue he has helped build the
company’s drug pipeline, and has got-
ten eight new drugs approved in the
past four years, at a time when other
pharmaceutical companies are strug-
gling. But the company’s recent ef-
fort to negotiate a settlement over a
patent challenge to the company’s
best-selling drug, Plavix, turned into
a disaster. The company was outma-
neuvered in the settlement talks, and
ended up with a Justice Department
investigation to boot. How much
blame Mr. Dolan deserves for all that
might be debatable. But the CEO is
the person who catches the spear.

There are some bigger questions
here that remain unanswered. The
CEO-centric corporation did a pretty
good job creating jobs and wealth
during the 20th century. Will newly
empowered boards—and less-power-
ful CEOs—be able to do as well in
the 21st? Even the strongest advo-
cates of changes in corporate gover-
nance say that is an open question.

We know from past experience
that CEOs on long leashes can get in
trouble. The experiment with CEOs
on short leashes is just beginning.

CORRECTIONS & AMPLIFICATIONS
Readers can alert THE WALL STREET JOURNAL to any errors in news articles by emailing

wsjcontact@wsj.com or by calling 888-410-2667.

STEVE LAFFEY, who is running
for Senate in Rhode Island, was presi-
dent of Morgan Keegan & Co., a Mem-
phis, Tenn., financial-services firm. A
Politics & Economics article Friday
incorrectly said he had been chair-
man.

i i i
WARNER BROS. RECORDS is a

unit of Warner Music Group Corp. An
article yesterday about advertising on
YouTube incorrectly stated that it was
owned by Time Warner Inc.

HUNTSMAN Corp. recorded net in-
come for the first and second quarters
of 2006, after recording net losses in
each year from 2001 through 2005. A
Politics & Economics article Monday
incorrectly said the chemical-manufac-
turing company is currently unprofit-
able.

i i i
THE ROUGH RICE continuous

front-month contract fell to $9.55 a hun-
dredweight in trading on the Chicago
Board of Trade on Monday. In some

editions yesterday, a chart that accom-
panied an article about U.S. rice ex-
ports incorrectly said that the contract
fell to 9.55 cents and incorrectly la-
beled historical prices in cents rather
than dollars.

i i i
THE LAST NAME of Paul Donahue,

Morgan Stanley’s co-head of U.S. eq-
uity capital markets, was misspelled as
Donohue in the Aug. 14 IPO Outlook
column about expectations for the fall
for new-stock issues.

By Alan
Murray

Leash Gets Shorter for Beleaguered CEOs

7 BUSINESS 7

By MARCUS WALKER

BERLIN—A sharp drop in a survey of
German economic confidence shows pes-
simism is spreading about the health of
Europe’s biggest economy in 2007, even
as Germany and the euro zone enjoy a
surge in growth this year.

The ZEW economic-research insti-
tute’s index of analysts’ expectations for
the German economy fell to a five-year
low of minus 5.6 in August, down from
plus 15.1 in July, with the negative score
meaning that most analysts expect the
economy to weaken early next year.

“The very weak ZEW index tells us that
a slowdown next year has become much
more likely,” says Jörg Krämer, chief econ-
omist at Commerzbank in Frankfurt.

After five years of stagnation, the 12-na-
tion euro zone has recovered economic mo-
mentum this year as surging exports have
led to a revival in business investment. But
clouds already are gathering for next year.
Softer economicgrowth in the U.S., coupled
with an appreciation of the euro against the
dollar, is expected to curtail the recent
growth in European exports. Meanwhile,
higher taxes in Germany and Italy are ex-
pected to hurt domestic demand.

Many economists expect euro-zone
growth to reach about 2.5% this year but to
fall back below 2% next year. The slowdown
could be particularly marked in Germany,
wherethegovernmentissettoraisethevalue-
added tax—the equivalent of a sales tax—by
three percentage points in January to 19%.

The ZEW institute says the tax in-
crease, slower U.S. growth and the
strong euro all weighed on analysts’ con-

fidence. In addition, it says the German
government’s plans to tax some interest
payments by businesses could hurt
growth by making investment costlier.

Although the ZEW index isn’t always a
reliableforecastofeconomicperformance—
and says nothing about how severe a possi-
ble slowdown might be—the survey’s wors-
ening scores since early this year come at a
timewhenother indicatorsalsoarepointing
to trouble ahead for Germany and Europe.

Tomorrow’s Ifo survey of German com-
panies is expected to show that business
confidence has peaked, although it re-
mains at a high level. The closely watched
Ifo confidence index reached a 15-year
record in June but fell last month.

Meanwhile, June industrial orders in
the euro zone fell 2.5% from May, accord-
ing to data released yesterday.

By JANET MORRISSEY

Toll Brothers Inc., the closely watched
luxury-home builder, cut its fiscal full-
year earnings projection for the third time
this year and declined to offer an estimate
for thenextyear, indicating that thedeteri-
oration in theU.S. housingmarketwill con-
tinue for the foreseeable future.

The builder reported a 19% decline in
fiscal third-quarter profit as it wrote down
land options amid a 48% drop in orders.

Chief Executive Robert Toll said the
speculative buyers of 2004 and 2005 are
now sellers, cancellations are surging,
and builders are offering big incentives
and discounts in order to move homes.

“This overhang in supply and the ag-
gressive discounting of many builders is
undermining consumer confidence and
keeping buyers on the sidelines as they
continue to worry about the direction of
home prices,” he said.

“We continue to believe that when buy-
ers become confident that home prices
have hit bottom, the market will return to
firm footing,” he said, though he acknowl-
edgedhehasn’t seenanysign that themar-
ket has bottomed out yet.

The Horsham, Pa., builder had net in-
come in the quarter ended July 31 of $174.6
million, or $1.07 a share, compared with
$215.5 million, or $1.27 a share, a year ear-
lier. Revenue fell 1% to $1.53 billion.

Toll Brothers’ shares were up 43 cents,
or 1.7%, at $25.20 in 4 p.m. New York Stock
Exchange composite trading.

Results included a charge of $23.9 mil-
lion, or ninecents a share, related towrite-
downs on land and land options that the
company walked away from. The com-
pany said $21.1 million of the write-downs
was related to lots under option and $2.8
million was related to an existing commu-
nity in the weak Detroit market.

Companies typically write down land
and land options when market conditions
have fallen off so significantly that it is no
longer financially viable for the builder to
push ahead with a subdivision.

At the same time, the company’s inven-
tory shot up 23% to $6.23 billion from $5.07
billionat theendof theprevious fiscalyear.

Despite the housing slowdown, Mr.
Toll said the company doesn’t plan to
pull in the reins on the opening of new
subdivisions. He said many of the subdi-
visions have been in the works for
many years and are poised to open.

Toll Brothers expects full-year profit of
$4.41 to $4.63 a share, compared with its
May outlook for $4.69 to $5.16 a share.

The company expects to deliver 8,600 to
8,900 homes for the year at an average
price of $685,000 to $690,000. For next fiscal
year, deliveries are projected at 7,000 to
8,000 at prices of $635,000 to $645,000.

Toll’s projection for deliveries of
7,000 to 8,000 homes next fiscal year
appeared more bullish than analysts
had expected. The projection assumes
the company’s orders will no longer fall
year over year, which left many ana-
lysts skeptical, given the company’s
48% order decline in the latest quarter.

Chief Financial Officer Joel Rassman
said he expects year-over-year orders to
stabilize based on the higher number of
subdivisions opened.

Toll Cuts Outlook as Profit Falls,

Sees No Sign of Market Bottom

German Economic Confidence

Tumbles to a Five-Year Low

Please send email to business@wsj.
com and see reader comments Satur-
day at WSJ.com/TalkingBusiness.

Softening Market
Toll Brothers’ net income, in millions

Source: the companyNote: Fiscal years end Oct. 31 
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S O, WAS Carly right after all?
I mean Carleton S. Fiorina, of

course—the first businesswoman to
achieve one-name fame, like Madonna,
Oprah and Hillary. Ms. Fiorina was un-
ceremoniously dumped as chief execu-
tive officer of Hewlett-Packard last
year. At the time, the popular critique
was that she forced the legendary tech-
nology company into an ill-advised
merger with Compaq Computer.

Business-school professors clucked
that Ms. Fiorina had steered H-P into a
strategic backwater, lost between the low-
cost producer—Dell—and the high-quality-
and-service producer—International Busi-
ness Machines. Her predecessor, the late
Lewis Platt, used a blackjack metaphor,
saying that by expanding in the troubled
personal-computer business she had “dou-
bled down on 16.” Just days before Ms.
Fiorina’s firing, Fortune ran a cover
story titled, “Why Carly’s Big
Bet is Failing.” For days
after Ms. Fiorina’s de-
parture, the company’s
stock rose, largely on
expectations the new
CEO would break it up.

Mark Hurd, the
man chosen to suc-
ceed Ms. Fiorina,
didn’t undo the
merger. He didn’t de-
fend it either. When
asked whether it was
a good idea, he re-
fused to give an opin-
ion. “It’s over,” he
said. “My job is to
make Hewlett-Packard the best com-
pany we can make it in the future.”

L ATELY, SENTIMENT has begun to
turn. H-P’s fortunes are rising,

while Dell’s are falling. The direct-sales
model that helped Dell drive costs into
the basement—the company sells its
computers mainly through catalogues
and online—seems to be running out of
gas, while the H-P “channel” strategy—
selling through retail stores—is proving
better at penetrating the fast-growing
laptop and overseas markets.

At a meeting of H-P’s board not
long ago, Chief Financial Officer Rob-
ert Wayman did a retrospective look at
the merger. The results were so compel-
ling that even some board members
were stunned, some attendees say.

At the time of the merger in 2001,
the company set three broad goals: to
strengthen its market position, to im-
prove its competitiveness and to in-
crease shareholder value.

H-P was in third place in the per-
sonal-computer market in 2001 and
posting losses. Today, it is a strong
second, breathing down Dell’s neck for
the lead and posting profits—though
still not as much as it would like. In
the industry standard computer-server
business, H-P was then in fourth place
and bleeding red. Today it is No. 1
and nicely profitable.

On competitiveness, the company’s
total operating expenses came to 21.5%
of revenue back in 2001. Today, that is
down to about 16%—and all but one per-
centage point of the decline happened
before Mark Hurd’s cost-cutting cam-
paign took hold.

As for shareholder value—well, at
the time Ms. Fiorina left office, there
was little to boast about. But recently,
H-P has surpassed all of its rivals. To-
tal return to shareholders since the
merger has been almost 50%. Dell has
been almost flat in the same period,
while IBM shareholders have lost sub-
stantial sums of money.

WHO DESERVES credit? Mr. Hurd
gets kudos all around. Still, even

he is quick to say that in H-P’s PC busi-
ness, “there has been a prolonged sus-
tained march in performance that,
frankly, predates me.”

The truth is that H-P’s board
members never completely

lost faith in the merger—
after all, many of them

had been a party to
it. They just lost
faith in Carly.
She created a ma-

trix-management
structure they couldn’t

understand and muddled lines
of reporting that made it diffi-
cult to hold anyone responsi-
ble. She concentrated too
much power in her own of-
fice, and then took to the
road making speeches and

wasn’t there when decisions needed to
be made. Perhaps most importantly,
she was disdainful of the board’s ef-
forts to change her ways.

It is difficult to find anyone involved
with H-P today—board member, share-
holder, employee, customer, analyst—who
isn’t happy that Ms. Fiorina is gone and
that Mr. Hurd has taken her place. He is
everything she wasn’t. He dives deep
into operations, is in love with the met-
rics and out of love with the media. He
disdains vision; he is all about execution.

Carly’s version of her ouster has yet
to be told. She has a book coming out
in October that her publisher promises
will be “brutally honest about her tri-
umphs and failures.” Somewhere in
there, she undoubtedly will give voice
to her feeling that the H-P board over-
stepped its bounds in pushing her out
and that H-P’s current success is a vin-
dication of her strategy.

On the second point, at least, she
may be right. H-P’s directors went
through hell together. In the end, they
got the best of both worlds—a charis-
matic CEO who brought about a hotly
contested but transformational merger,
and a no-nonsense, operations-oriented
CEO determined to make the combined
company work.

Email me at business@wsj.com
and read reader comments Saturday
at WSJ.com/TalkingBusiness.

Steel Prices Are Likely to Jump,

Adding to Manufacturers’ Woes

By JANET MORRISSEY

Luxury-home builder Toll Brothers
Inc. reported a 2.8% earnings increase
for its fiscal second quarter but slashed
its forecast for fiscal 2006, as it continues
to struggle with sluggish sales and big
inventories amid a real-estate slowdown
in some U.S. markets.

The home builder, based in the Philadel-
phiasuburbofHorsham,Pa.,wasabigbene-
ficiary of the surge in U.S. home sales and

home prices in recent years. But the com-
pany and some other home builders have
seenslowingactivityas interestratestickup
and some markets see a slowdown from tor-
rid housing activity.

Toll Brothers reported net income for its
fiscal second quarter ended April 30 of $174.9
million, or $1.06 a share, compared with net
incomeof$170.1million,or $1ashare,ayear
earlier. The latest results included a charge
of$12million,orfourcentsashare,relatedto

company-owned land,primarily in the weak
Detroitmarket.Revenuerose17%to$1.44bil-
lion.

Toll has been battling a sharp drop-off in
demandinthepastfewquarters,withorders
falling 32% in the latest quarter. As a result,
the company cut its target for the number of
homes it expects to deliver in fiscal 2006 by
200 units to a range of 9,000 to 9,700 homes.

“We are in our ninth month of slower
sales in most of our markets,” said Rob-
ert Toll, chairman and chief executive.

To reflect the slower demand, fewer
deliveries and higher building material
and labor costs, Toll cut its fiscal 2006
forecast for the second time this year to a
range of $4.69 to $5.16 a share, down from
its previous outlook of $4.77 to $5.26 a
share. In December, its fiscal 2006 projec-
tion was $4.79 to $5.27 a share.

Mr. Toll said he remains optimistic that
demand will start to rebound in the second
half of fiscal 2006, and that orders will turn
positive year-over-year in the company’s
fiscal fourth quarter. “Demand, while obvi-
ously diminished, is still alive,” he said.

Mr. Toll blamed weak market condi-
tions on large inventories, caused by spec-
ulative investors pulling out of the market
and dumping homes they recently pur-
chased back onto the market.
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n Home-builder Bruce Toll is among
investors buying McClatchy’s two
Philadelphia dailies. Article on B3.

H-P Lost Faith in Fiorina, but Not in Merger

GERMAN EXCHANGE OPERATOR
Deutsche Börse has offered to merge with
Euronext NV in a deal that offers to Euro-
next shareholders a per-share price based
on a three-month average of the two com-
panies’ stocks. A Money & Investing article
yesterday calculated that offer based on
Monday’s prices, overstating the current
value of the offer. The article also incor-
rectly described the offer as new when spe-
cific valuation terms of the existing offer
were being reported for the first time.

i i i
A CHART accompanying a Personal

Journal article Thursday about new pedi-

atric growth charts plotted the wrong
numbers for the body-mass index, a mea-
sure of body fat based on height and
weight, and incorrectly labeled the verti-
cal axis in pounds, when it should have
been labeled as BMI. A corrected chart
appears on page D2.

i i i
THE DECLINE in the Morgan Stan-

ley Capital International Emerging
Market Index on Monday erased $86
billion in market capitalization. In
some editions yesterday, a page-one ar-
ticle incorrectly gave the amount as
$860 million.

THE HEIGHTS of three proposed sky-
scrapers at the World Trade Center are as
follows: Tower 2 will be between 1,000 feet
and 1,150 feet; Tower 3 will be 950 feet to
1,050 feet; Tower 4 will be 900 feet to 1,000
feet. A Marketplace article last Wednesday
gave higher heights due to erroneous infor-
mation supplied by the towers’ builder, Sil-
verstein Properties Inc., and the govern-
ment agency overseeing the rebuilding,
the Lower Manhattan Development Corp.

i i i
REPUBLICAN CANDIDATE Dwight

Grotberg is seeking the seat of Sen. Kent
Conrad (D., N.D.). Friday’s Washington

Wire incorrectly said Sen. Conrad was
unopposed for re-election.

i i i
MITSUBISHI UFJ FINANCIAL

GROUP Inc. is investing $100 million
through its securities unit in a new finan-
cial-services firm being formed by Joseph
Perella. A headline in Monday’s Money &
Investing section incorrectly said the in-
vestment is being made by UFJ Financial.

i i i
MICHAEL TUN ZAN has retired from

the board of UCBH Holdings Inc. A
Who’s News item Monday incorrectly
identified him as Michael Run Zan.

In the News

By PAUL GLADER

Steel prices, which had been expected
to taper off in the second half of the year,
are now expected to rise nearly 19% from
current levels in the third and fourth
quarters to offset rising iron-ore costs.

The increase could put extra cost pres-
sure on manufacturers contending with
rising energy and commodities prices.

Some analysts ratcheted up forecasts
for steel prices following 19% increases in
prices for iron ore, a steelmaking ingredi-
ent, from the world’s three largest iron-
ore exporters—London’s Rio Tinto PLC,
Brazil’s Companhia Vale do Rio Doce
and Australia’s BHP Billiton Ltd., which
control 75% of iron ore shipped abroad.
The three have negotiated price in-
creases with major European and Asian
steelmakers in recent days.

“It is just further global pressure on
prices. Right now, you have a fairly tight
global market,” said Chicago steel-indus-
try consultant Michelle Applebaum.

Moreover, steelmakers say demand
from the construction and automotive
markets is expected to be stronger in the
second half than some had expected.

“This makes the argument more com-
pelling that steel prices in 2006 are going
to be trending up rather than trending
down,” said Tony Taccone, a steel con-
sultant with First River of Pittsburgh.

Some analysts believe steelmakers

could increase prices by about $100 a ton,
or about 19%, for some products, poten-
tially surpassing record steel price levels
in 2004. The world’s average price for
hot-rolled coil—used to make auto parts
and home appliances— is at about $550
per metric ton this month, according to
World Steel Dynamics, a research firm in
Englewood Cliffs, N.J. The global price
peaked at about $630 per metric ton in
September 2004.

Though the revised steel-price fore-
cast matches the 19% rise in iron-ore
prices, the two don’t necessarily move in
tandem. Ms. Applebaum said the ex-
pected price increase this year, in part,
represents spillover from a decline in
steel prices last year despite a 72% rise in
iron-ore prices.

Some steelmakers, mainly those in
North America and parts of Eastern Eu-
rope, own iron-ore mines, but don’t have
enough to supply all their raw-materials
needs and are also expected to raise
prices by about 19%.

Mittal Steel Co., the Netherlands, the
world’s largest steel producer by output,
owns about half the iron ore it uses to
make steel in North America. But Mittal
Steel USA Chief Executive Lou Schorsch
said the company’s plant in Sparrows
Point, Md., purchases iron ore from the
world market and will be affected by
price increases. The company, however,
had built projections into its budget that
iron-ore prices would be up 18%.

Toll’s Net Edges Up, but Forecast

Is Cut as Housing Activity Slows
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Narrower Deficit Is Likely This Year
White House, However,

Expects Wider Gap in ’07

As Tax Receipts Level Off

H OME DEPOT Chief Executive Bob
Nardelli still doesn’t get it.

In an interview with CNBC’s Maria
Bartiromo last week, he seemed genu-
inely bewildered as to how he had be-
come the corporate world’s equivalent of
America’s Most Wanted—under attack
for greed and arrogance by shareholder
activists and media hounds.

He must have had a similar look on
his face that cold day six years ago when
he met Jack Welch in an airport lounge
in Albany, N.Y., and was told that Jeffrey
Immelt, not he, would be the next CEO of
General Electric. The decision, Mr.
Welch later wrote, was hard for Mr.
Nardelli to accept.

Messrs. Nardelli and Immelt are the
Cain and Abel of the corporate world—both
groomed for greatness by Mr. Welch but
divided when their mentor had to choose.
Mr. Immelt is tall and smooth, a graduate
of Dartmouth and Harvard. Mr. Nardelli is
short and gruff, with degrees from West-
ern Illinois and Louisville universities.

Today, Mr. Immelt is regularly ranked
as one of the world’s “Best CEOs” (Bar-
ron’s), heading a company that is the
“Most Admired” (Fortune) and one of the

two “Most Respected” (Financial
Times). Mr. Nardelli is ... well, let’s just
say he is having a tough time. In the
public’s mind, the pair have come to sym-
bolize the best and worst of their breed.

Yet here is what they have in common:
Neither has earned a penny for sharehold-
ers. GE’s share price has dropped more
than $7 since Mr. Immelt took over—more
than offsetting the $4 paid out in divi-
dends during that time. And Home De-
pot’s share price has dropped more than
$6 since Mr. Nardelli joined up, while divi-
dends have totaled only $1.67.

How Mr. Immelt turned poor perform-
ance into a badge of honor while Mr.
Nardelli turned it into a badge of shame
speaks volumes about the post-Enron
world of business. Success and failure
are no longer a simple matter of share-
holder returns. For better or worse, it is
a much more public game, involving a
wide range of constituencies and requir-
ing the skills of a politician.

Perhaps Mr. Welch understood that
when he chose Mr. Immelt for the job. Mr.
Nardelli was the better operating execu-
tive—he had repeatedly proven that dur-
ing his tenure at GE. But Mr. Immelt was
the more polished public persona, and
more adaptable to change. Change came
quickly. Days after Mr. Immelt took the
job, terrorists attacked the U.S. A few
weeks later, Enron unraveled. With share
prices tumbling and corporate scandals ex-
ploding, CEOs came under heavy attack.

Mr. Immelt has worked to appease cor-
porate critics. He made his company’s
operations more transparent, reached
out to a wide range of “stakeholders,”
emphasized good corporate “citizenship”
and even took the extraordinary step of
adopting self-imposed limits on GE’s
greenhouse-gas emissions, earning ku-
dos from environmentalists. Perhaps
most importantly, he asked his board to
forgo his cash bonus and give him “per-
formance shares,” which only pay if he
meets his targets—though skeptics say
those targets aren’t that hard to meet.

Mr. Nardelli took a very different ap-
proach. On at least three occasions, when
the game was going against him, he and
his board tried to alter the rules. With
shareholder returns in the dumps, they
changed his incentive pay from a formula
based on shareholder returns to one
based on earnings per share. With store
sales down, they decided to stop disclos-
ing Home Depot’s same-store sales. And
when union shareholders went on the at-
tack, they held a sham annual meeting,
with no directors present and strict time
limits on statements from the floor.

Mr. Nardelli’s defenders argue he has
had a much tougher job in the past five
years than Mr. Immelt. GE was a finely
tuned corporate machine; Home Depot
was a mess. They give Mr. Nardelli high
marks for cleaning it up. But many now
acknowledge that the man once known as
“Little Jack” made some big mistakes in
dealing with his critics. On CNBC last
week, Mr. Nardelli apologized for what he
euphemistically called the “change in for-
mat” at the annual meeting, and said the
company was reconsidering its decision to
discontinue the same store-sales measure.

Still unresolved is the biggest prob-
lem—a pay package valued at some $245
million over five years. Much of that is in
options that are still under water. Even if
the package is worth only half that
amount, shareholders may understand-
ably recoil. If Mr. Nardelli wants out of
the hole he has dug, he should forgo fur-
ther cash salary until shareholders start
making money. Stay tuned.

As for investors who fear this whole de-
bate over public perceptions leaves them
out in the cold, they may want to look at the
third member of Mr. Welch’s trio of wan-
nabes—Boeing Chairman James McNer-
ney. After doing a fine job for shareholders
at 3M, he’s seen Boeing’s stock go up 20%
since he arrived a year ago.

Please send email to business@wsj.com
and see reader comments Saturday at WSJ.
com/TalkingBusiness.

A Tale of Two CEOs:

How Public Perception

Shapes ReputationsBy DEBORAH SOLOMON

WASHINGTON—The Bush adminis-
tration said it expects the fiscal 2006
budget deficit to shrink by about 7% to
$296 billion from last year’s $318 billion
deficit, but it predicted the gap will
again expand in 2007 as surging tax
receipts begin to level off.

At the same time, President Bush
cautioned that while the narrower defi-
cit is good news in the short term,
growth in spending for programs such
as Medicare and Social Security pre-
sents a larger problem. “Spending for
these programs is growing faster than
inflation, faster than the economy, and
faster than our ability to pay for them,”
Mr. Bush said in announcing the re-
vised deficit figures.

Still, Mr. Bush hailed the narrow-
ing deficit as evidence that his 2001
and 2003 tax cuts are working, saying
the “good news is no accident.” In a
White House ceremony, Mr. Bush
urged Congress to begin addressing
entitlement-program overhaul and to
continue efforts to “cut out wasteful
spending.”

Much of the projected deficit reduc-
tion stems not from reining in spend-
ing but from better-than-expected tax
receipts. The White House Office of
Management and Budget estimates
that 2006 revenue will increase by
about 11.4% to $2.4 trillion, fueled by
strong corporate profits and wealthy
individuals who are paying taxes on
capital gains.

Corporate income taxes are expected
to increase 20% for 2006, while individ-
ual income taxes are projected to rise
by about 15%. Outlays are expected to

increase about 9% in 2006 to $2.69 tril-
lion, up from $2.47 trillion in 2005.

The revised deficit figure is much
rosier than the White House and the
Congressional Budget Office projected
in February; at that time, the CBO pro-
jected a $371 billion deficit and the
White House estimated $423 billion.

Rob Portman, the new director of
the Office of Management and Budget,
said the White House gave its best esti-
mate in February using the data it had
at the time. “If we’d had the good news
back in February we would have re-
ported it,” he said yesterday at a news
conference. The rising revenues, he
said, are “a clear sign that tax relief
has had a measurable effect.”

But economic-policy experts said
that while the Bush tax cuts have
helped spur some economic growth,
they aren’t going to create enough
growth either to solve the nation’s long-
term fiscal challenges or to erase what
is still a significant budget deficit.

“On the one hand, it’s clearly the
case that the tax cuts have stimulated
some economic activity … but it’s still

the case that there’s a big deficit and
that fiscal discipline has been lacking,”
said Kevin Hassett, director of eco-
nomic policy studies at the conservative
American Enterprise Institute.

The deficit is projected to widen
again in 2007 to $339 billion, in large
part because revenue growth is ex-
pected to slow. Mr. Portman said the
Treasury Department is estimating just
2.4% revenue growth for 2007, a figure
he labeled “conservative.” But he said
federal coffers will feel a pinch in 2007
in part because of lost tax revenue from
the elimination of the telephone excise
tax, which will cost between $16 billion
and $18 billion, as well as changes to
the alternative minimum tax.

In addition, Mr. Portman said the
federal government expects to spend
about $123 billion this year “in re-
sponding to hurricanes that hit the
Gulf Coast.”

Overall, the White House said it ex-
pects to spend $12 billion less in 2006
than it originally anticipated as a result
of “reductions in the projected growth
rates for Medicare and Medicaid.” How-
ever, costs for those programs, as well
as Social Security, are expected to soar
as baby boomers begin retiring and
seeking government assistance.

Mr. Portman said he was “hopeful
that after the [November] election”
Congress would agree to begin tackling
the issue of entitlement overhaul. Mr.
Bush has called for a commission to
look at entitlements but has so far
been unable to get congressional Demo-
crats on board.

The White House also included some
updated fiscal 2007 figures, including
an additional $60 billion to aid its ef-
forts in Iraq and Afghanistan. The Pres-
ident requested $50 billion in his Febru-
ary budget request.

had only a quick lunch before moving on
to Chinese calligraphy practice—under his
father’s supervision.

“Daddy, mommy, a childhood is very
short,” wrote XT307. “Please do not de-
prive me of it.”

The communist party takes Chinakids
seriously. In March, China’s National Peo-
ple’s Congress formally endorsed a study
of some 100,000 of the Chinakids posts to
highlight the growing importance of blogs
to stressed-out Chinese kids.

Still, China’s government just last
month announced it was redoubling ef-
forts to block certain information from
blogs and search engines to “purify the
environment.”

The young target demographic of the
Chinakids site makes it safer territory for
the government. Leaders of the Young Pio-
neers, some of whom have been educated
in the West, want the next generation to
have experience with civic thinking, says
the site’s chairman, Eddie Wang. “Unlike
adults, kids nowadays have the potential
to be part of a democratic society by being
trained from a young age.”

The site has five adult censors who
can delete what the site calls “inappropri-
ate” posts. Vicky Yu, the site’s top adult
editor who looks through most of the
posts, says she has only taken down a
post on one occasion, when it appeared
that a sexual predator was trying to lure
children into meetings.

Mr. Wang says he believes Chinakids
has a social mission as well. “We want the
next generation to be able to compete in
the world, but they are too protected by
schools and parents,” says Mr. Wang, a
businessman from Taiwan who has spent
much of his working life in China.

 Chinakids editors actively prod the
kids to vent their feelings through post-
ings like an April one by one of the site’s

adult editors, Grace Zhou. Ms. Zhou, us-
ing the pen name Wai Wai, recounts a
fairy tale about a young girl with an
enormous backpack filled with a dozen
textbooks, including “The Practice of
Mathematics” and “49 Methods to Learn
Chinese.”

The backpack, she says, weighs more
than 20 pounds. “I can’t even stand
straight,” the girl complains. At the end of
the story, Wai Wai asks her readers how
much their backpacks weigh.

“Are you out of breath every day after
school? Is it a fact that the heavier the
backpack is, the better the exam result is?
Speak out!”

Her post spurred kids all over China to
put their backpacks on a scale. “My back-
pack is heavier than me,” writes one. “I
have spine problems because my back-
pack is so heavy,” says another. “Mine
feels like moving a house,” writes a third.

Last month elementary school blogger
Li Zi complained that because she is a
girl, her own mother treats her as a sec-
ond-class member of the family. “I want to
go to another world, where boys and girls
are equal,” Ms. Li wrote.

Chinakids dates back to 1997 when Mr.
Wang, who was already doing business in
China, decided to approach the Young Pio-

neers about jointly setting up a Web site
for kids. Sort of a Communist Party ver-
sion of the Cub Scouts, the Young Pioneers
wear trademark red scarves and learn
early on to sing the group’s anthem, “We
Are the Heirs of Communism.” Joining
the Young Pioneers is usually the first step
to becoming a party member later in life.

Advertisers such as Coca-Cola Co. are
taking notice, too. Coke uses the site to
promote a local soft drink it sells in China
called “Qoo” (which sounds like “cool”).

After a bit of controversy, Chinakids
adult editors earlier this year decided to
allow parents to blog alongside their chil-
dren.

Qi Xiaojian, a parent and physical edu-
cation teacher at a middle school in
Jiangsu Province, says the experience has
brought him closer to his 13-year-old
daughter. His daughter, Qi Qinxin, re-
cently opened up on the site about feeling
lost under the pressures of school. “I don’t
know what I have been studying so hard
for,” she wrote. “Is it just for the grades?”

“Her character becomes more open af-
ter blogging and her writing skills im-
prove a lot,” says Mr. Qi. “We don’t talk a
lot about what’s on the blog in person, but
most of our communication about internal
feelings happens via blogging.”

Continued From First Page

Xstrata Sweetens Takeover Offer for Falconbridge
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By MARK HEINZL

TORONTO—Xstrata PLC raised its
takeover offer for the 80% of Falcon-
bridge Ltd. that it doesn’t already own
to about 18.1 billion Canadian dollars
(US$16 billion), heating up an intense
takeover battle for two big Canadian
mining companies.

Xstrata, a Swiss mining concern with
headquarters in London, raised its Fal-
conbridge offer to C$59 a share from
C$52.50 a share. Xstrata’s move is aimed
at luring Falconbridge shareholders
away from a competing bid by Inco Ltd.,
of Toronto. Inco itself is the target of a
friendly takeover offer by U.S. copper
giant Phelps Dodge Corp. and an unsolic-
ited bid by Vancouver, British Columbia,
mining company Teck Cominco Ltd.

Falconbridge and Inco, both nickel
and copper miners, are coveted at a time
when prices for those and other metals
are soaring amid scarce supply and surg-
ing demand, particularly in China.
Nickel is used in stainless steel and other
products such as batteries and jet en-
gines.

But the stakes to acquire Falcon-
bridge, of Toronto, and Inco have soared
as well. Xstrata and Phelps Dodge, a
Phoenix company, are betting that the
industry is in the midst of a boom that
will far outlast previous upswings, which
typically have run out of steam after a
few years. Yesterday, shares of alumi-
num maker Alcoa Inc. fell amid concerns
by some that the flush times for the met-
als industry may be easing.

Both Xstrata and Phelps Dodge plan
to finance much of their bids with debt,
so the winning company risks having a
debt-heavy balance sheet should metal
prices turn sharply lower. Xstrata ac-

quired about 20% of Falconbridge last
year.

Prices for nickelandsome othermetals
had tumbled in the spring amid concerns
the cycle had peaked, but they have since
rebounded. Yesterday the price of nickel
jumped to a record of about $12.50 a pound
on the London Metal Exchange, as buyers
scrambled to secure supply. Nickel prices
have nearly doubled this year. “These
prices are very, very high,” said Xstrata
Chief Executive Mick Davis, adding
Xstrata is basing its Falconbridge offer on
a lower nickel price he declined to specify.
“I don’t think anybody would want to jus-
tify the acquisition on today’s spot price.”
Mr. Davis said. Still, metal prices are
likely to be “stronger for longer” com-
pared with past cycles, he said.

Falconbridge said it will review Xstra-
ta’s latest offer and respond. Falcon-

bridge shareholders are watching to see
whether Inco, acting in concert with
Phelps Dodge, will raise its offer. Phelps
Dodge proposes to buy Inco and Falcon-
bridge in two steps valued at about
C$41.5 billion.

Inco’s cash-and-stock offer for Falcon-
bridge currently works out to about
C$59.01 a share, but the implied value
including Phelps Dodge’s cash-and-stock
bid for Inco is about C$61.92 per Falcon-
bridge share.

“The value of the Inco offer is there-
fore currently superior to the Xstrata
offer,” Phelps Dodge said in a state-
ment yesterday.

At 4 p.m. in New York Stock Ex-
change composite trading, Falconbridge
shares were up $1.07, or 2.1%, to $53.17.
In Toronto, Falconbridge shares rose
C$1.40 to C$60.10. NYSE-listed Inco
shares were up 85 cents, or 1.3%, to
$65.86. In London, shares of Xstrata
rose one pence to 2,021 pence.

Inco Chairman and Chief Executive
Scott Hand said the three-way proposal
led by Phelps Dodge would allow Inco
and Falconbridge to realize US$900 mil-
lion in annual cost savings by combin-
ing their adjacent operations in Sud-
bury, Ontario. While the offer from
Phelps Dodge and Inco involves shares
with varying value, Xstrata officials
stressed its offer is all cash.

Xstrata also said its bid would be con-
tingent on Falconbridge shareholders ten-
dering 50.1% of the shares that Xstrata
doesn’t already own—down from the pre-
vious two-thirds threshold.

Unless Inco’s offer for Falconbridge
is extended, Falconbridge shareholders
must decide by the offer’s deadline of
late tomorrow whether to tender their
shares. Xstrata’s offer is open until
July 21.

KEVIN KOHN is executive vice presi-
dent in charge of marketing at LivePer-
son Inc., a provider of live-chat software.
A July 6 article incorrectly said his title
was chief executive.

i i i
IF A SMALL BUSINESS received a

$100,000 advance on its receivables and

repaid $135,000 over six to 12 months,
that would be similar to a loan with an
interest rate of roughly 59% to 112%. An
article about alternative financing in
the May 8 Journal Report on Small Busi-
ness incorrectly said it would be equiva-
lent to a loan with an interest rate of
35%.

1
Online Today: OMB Director Rob
Portman discusses the federal bud-
get deficit forecast, at

WSJ.com/Video.

Source: Office of Management and Budget 

Looking Ahead
White House projections for the deficit, in 
billions of dollars and as a percentage of GDP
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T HIS IS SUPPOSED to be the Year
of Hedge Fund Activism. Hedge

funds, we’ve been told, are the new
barbarians, rattling the gates of en-
trenched corporate management. Law-
yer Marty Lipton, centurion of the pal-
ace guard, sent his warning out last De-
cember, urging big-company clients to
steel themselves against hedge-fund at-
tacks. Merrill Lynch began marketing
its skill at building ramparts.

And then Carl Icahn—who declared in
the pages of this newspaper just three
weeks ago that he had no intention of
giving up his campaign against Time
Warner—gave up. Chief executives
everywhere breathed a sigh of re-
lief. Maybe the hedge-fund threat
was just a passing fad after all.

Don’t count on it.
Here are some of the wrong les-

sons being drawn from the
Icahn affair, and the
right ones:

Time Warner
Chief Executive
Richard Parsons
won this battle be-
cause he had loyal
shareholders. In a
meeting with the The Wall Street Journal
last week, Mr. Parsons boasted that his
company had “a pretty sophisticated
shareholder base.” True enough. But Mr.
Icahn’s goal at the outset wasn’t to win
over the old shareholders; it was to per-
suade a raft of hedge funds to become
new shareholders. He wanted to be the
Pied Piper of hedge-fund investors. And
that didn’t happen. When he played his
music—with accompaniment from Bruce
Wasserstein of Lazard—the hedge funds
didn’t follow.

Big companies are immune to hedge-
fund attacks. The jury is out on this
one. Mr. Icahn told me yesterday that
“when you have an $80 billion com-
pany, hedge funds alone can’t do it.”
But hedge funds control more than a
trillion dollars, and they are desper-
ately searching for good ideas to make
big returns. Hedge-fund managers tell
me that if the idea is right, the money
will be there. Even if hedge funds can’t
win control of an $80 billion company,
they can certainly create the momen-
tum for change.

Mr. Parsons is doing a fine job run-
ning Time Warner. Don’t get carried
away. Many of the criticisms that Mr.
Icahn and Mr. Wasserstein leveled at
Time Warner had the sting of truth.
The company has done a lousy job man-
aging AOL, which missed out on the
big surge in the search business and
stuck with its “walled garden” approach
to the Internet for far too long—though
much of that precedes Mr. Parsons.

Moreover, there is something unnerv-

ing about Mr. Parsons’s talk of his com-
pany as a giant hedge. The essence of
leadership is vision, and the essence of
strategy is choice. Mr. Parsons seems a
little too willing to acknowledge his lack of
a clear vision of the future, which makes
it more difficult for him to make choices
about where to devote his resources.

The problem is, no one else seems
to have a very clear vision of the fu-
ture of media, either. Mr. Icahn’s idea
of spinning off Time Warner’s cable-dis-
tribution assets lost its luster last fall,

as the stock price of ca-
ble rival Comcast
took a tumble. En-
listing former Via-
com chief Frank

Biondi as his choice
to replace Mr. Par-
sons didn’t help

much. Mr. Biondi
was seen more as
a retread of the
past than a
leader for the fu-

ture.
So what are the

real lessons in all of
this? Here are some:

Companies can’t sit on cash without
risking a hedge-fund attack. Private-eq-
uity firms make much of their money
these days by adding debt to the com-
pany balance sheet, enabling investors
to get “leveraged” returns. Why
shouldn’t public-company investors be
entitled to the same? Mr. Icahn didn’t
succeed in breaking up Time Warner,
but he did succeed in forcing the com-
pany to buy back more stock, paying
out cash and increasing its debt.

Mr. Icahn isn’t going away. The in-
vestor turned 70 on the day he cut the
Time Warner deal, but shows no sign
of retiring. Next stop: South Korea,
where he has targeted the country’s
largest tobacco manufacturer, KT&G,
and is demanding three board seats. “I
intend to keep doing this,” he says.

The managers of the largest activist
hedge funds are, by and large, pretty
smart people. And they are doing a ser-
vice for public-company investors. The
backlash against these hot money movers—
fueled by nationalism in parts of Europe
and Asia—is overwrought. The Time
Warner episode shows that the funds
won’t attack en masse unless they have
very good reason. And if they have good
reason, we should all cheer them on.

“Shareholder democracy” has never
proven itself to be very potent at hold-
ing corporate leaders accountable.
Maybe hedge-fund democracy has more
promise.
 Email me at business@wsj.com

and read reader comments Saturday
at WSJ.com/TalkingBusiness.
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LUCENT TECHNOLOGIES Inc.’s
chief executive officer, Patricia Russo,
was granted for 2004 a bonus of $2.95
million, $4.8 million of restricted stock
and $4.6 million of options. For 2005, she
was granted restricted stock and options
valued at $8.7 million. Last Wednesday’s
Tracking the Numbers column incor-
rectly said she was awarded a $1.95 mil-
lion bonus, $4.6 million in restricted
stock and $4.8 million of options for 2004,
and in some editions incorrectly said she
was granted restricted stock and options
valued at $9.9 million for 2005.

i i i
JANUS CAPITAL GROUP Inc. has

counted its stock options as an expense
since October 2004, and earnings esti-
mates by analysts reflect that fact. In

addition, Goldman Sachs Group Inc. ex-
pects Emmis Communications Corp. to
earn 33 cents a share for 2006 after the
options expense is subtracted. The Feb.
14 Heard on the Street column, based on
erroneous data from Goldman and Thom-
son Financial, incorrectly said that most
analysts don’t include the cost of em-
ployee options in their estimates for Ja-
nus, and that Goldman expects Emmis to
earn only eight cents a share after the
options expense is subtracted.

i i i
VICE PRESIDENT Dick Cheney acci-

dentally sprayed a 78-year-old hunting
companion with birdshot. Saturday’s
Week in Review column incorrectly re-
ferred to it as buckshot, a larger gauge of
ammunition.

By GREG IP

WASHINGTON—Some Federal Reserve
officials think the current level of inflation
is too high, reinforcing the likelihood that
interest rates are headed higher, minutes
to the Fed’s Jan. 31 meeting show.

The Fed raised its target for the federal-
funds rate, charged on overnight loans be-
tween banks, to 4.5% from 4.25% at the Jan.
31 meeting, the last led by Alan
Greenspan. In an accompanying state-
ment, it said more increases “may be
needed” to keep inflation in check. Ben
Bernanke, who did not attend that meeting
but was sworn in as Fed chairman the fol-
lowing day, endorsed that statement in tes-
timony to Congress last week.

At the meeting, Fed officials saw a risk
that underlying inflation could drift higher
in coming months as energy costs worked
their way into other prices. But that rise
would “probably be temporary” assuming
energy prices stopped rising, “as long as
inflation expectations did not move
higher,” according to the minutes to that
meeting, released yesterday.

Although officials suggested that rates
are “close to where [they] needed to be,”
some increases “might be needed” to con-
tain the risk of higher inflation. Some offi-
cials went further, arguing that the case
for higher rates was reinforced by current
“readings on core inflation and inflation
expectations that were somewhat higher
than was desirable over the long run.”

Inflation has fluctuated between 1.9%
and 2.3% for the past year and a half,
based on the Fed’s preferred price index.

Some Fed officials, including Mr. Ber-
nanke, have indicated they prefer inflation

to be in the range of 1% to 2%. In Decem-
ber, it was 1.9%, which may be uncomfort-
ably close to the top for some officials.
Pushing inflation down would probably re-
quire somewhat higher interest rates and
higher unemployment than keeping infla-
tion at its present level.

However, Laurence Meyer, an econo-
mist at Macroeconomic Advisers LLC,
said, “There’s no willingness” among Fed
officials to slow the economy down enough
to push inflation lower.

The Fed does not have an explicit infla-
tion target, and thus no obligation to push
inflation down if it moves above a particu-
lar level. Moreover, the officials who back
a target have different numbers in mind.

Mr. Bernanke has said he would like to
put in place an inflation target if there is a
consensus among policy makers. The lat-
est discussion raises the stakes in that de-
bate since the number the Fed ultimately
settles on for its target could influence how
much it must tighten monetary policy.

But Mr. Meyer said, “A target would be
a long-run inflation goal” that does not re-
quire the Fed to push inflation down in the
near term.

The minutes showed a higher level of
concern about the housing market than
Mr. Bernanke indicated at his testimony
last week. “In some areas, home price ap-
preciation reportedly had slowed notice-
ably, highlighting the risks to aggregate
demand of a pullback in the housing sec-
tor,” the minutes said. Some officials
thought the effects of an end to rising
house prices were “potentially sizable,”
and could be compounded by rising debt-
service costs as variable-rate mortgages
are reset at higher rates.

Fed Minutes Indicate Inflation

Still a Worry for Some Officials

THE ECONOMY

Hedge-Fund Lessons From the Icahn Affair

BUSINESS 7 By ALAN MURRAY
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White House Cuts GDP Outlook

Amid Slump in Housing Market

I N THE ANNALS of democracy, the
current battle at the Securities and

Exchange Commission doesn’t rank
with Bunker Hill, the storming of the
Bastille or the collapse of the Berlin
Wall. But it may deserve a page in the
history books, nonetheless.

Against its will, the SEC is revisiting
the fundamental
question of how
directors of pub-
licly traded cor-
porations are
elected. Until re-
cently, those
elections were
Stalinesque:
Only one slate of
candidates was
on the ballot,
and while share-

holders could withhold their support,
withheld votes didn’t count. As long as
one shareholder supported each director,
those directors prevailed.

In the past couple of years, that has
started to change. Under pressure from
shareholder activists, many big compa-
nies have adopted requirements that di-
rectors win a majority of votes cast.
That makes it possible, at least in theory,
for holders to oust an unwanted director.

Now, activists want to take the next
logical step, and allow blocs of share-
holders to nominate directors for elec-
tion on the corporate proxy ballot. Big
business is fighting back with every
weapon in its arsenal. And the SEC, un-
wittingly, has gotten caught in the
crossfire. This behind-the-scenes battle
may seem arcane, but those involved
on both sides believe it could determine
the future of the American corporation.

Some history: Three years ago, then-
SEC Chairman William Donaldson
picked up the banner of shareholder de-
mocracy and proposed giving sharehold-
ers limited ability to nominate direc-
tors. Big business and the White House
forced him to retreat and, ultimately,
to resign. Score one for big business.

Then last year, the American Feder-
ation of State, County and Municipal
Employees took a different tack. The
big public-employee union submitted a
proxy measure to American Interna-
tional Group that would change the
company’s bylaws to allow sharehold-
ers to nominate directors. The SEC
ruled AIG didn’t have to put the mea-
sure on its ballot. In September, a fed-
eral appeals court disagreed, and
tossed the issue back to the commis-
sion. Round two to the activists.

That leaves SEC Chairman Christo-
pher Cox in the hot seat. He has two
Republican members who toe the line
of big business on this issue, and two
Democrats who are sympathetic to the
activists. He holds the balance.

For a conscientious conservative like
Mr. Cox, the issue isn’t simple. On big
business’s side is the principle of federal-

ism. Corporate governance is ruled by
state law—primarily in Delaware, since
that is where most U.S. companies have
incorporated (primarily because of corpo-
rate-friendly laws). The SEC has author-
ity to oversee the proxy process, but not
broad authority to rewrite corporate law.

Then there are the political realities
of the current campaign. Most share-
holder activists lean left. Labor unions
and public pension funds are in the
vanguard of the push for corporate de-
mocracy. Environmental groups and
other social activists aren’t far behind.

Weighing against that is the conserva-
tive notion that shareholders deserve
some rights of ownership. If they can’t
elect the directors who represent their
interests, what can they do? Moreover,
strong oversight by shareholders should
reduce the need for regulatory oversight.

Then there’s the new Democratic lead-
ership of Congress to consider. Massachu-
setts Rep. Barney Frank, who will chair
the House of Representatives Financial
Services Committee come January, says
he thinks “corporate America would save
itself a lot of trouble if it would embrace
more shareholder democracy.”

One of the ironies of this battle is that
each side cites the dysfunctional board of
Hewlett-Packard, which recently brawled
over an investigation of boardroom leaks,
as evidence for its position.

AFSCME says the H-P spectacle
shows the need for fresh blood on corpo-
rate boards. The group already has sub-
mitted an AIG-like binding shareholder
resolution to the technology company.

The Business Roundtable, an associa-
tion of chief executives from big U.S.
companies, counters that H-P is a fright-
ening example of what happens when di-
rectors have separate agendas. Allowing
shareholders to pick directors committed
to, say, the ethical treatment of animals
or fighting global warming would only
make that problem worse. The danger,
says John Castellani, president of the
Roundtable, is you create “the corporate
equivalent of the U.S. Congress.”

Mr. Cox’s view may be tempered by a
meeting he had last week in London with
officials of the Financial Services Author-
ity, Britain’s financial regulator. Share-
holders of British companies have limited
ability to nominate directors, and FSA of-
ficials insist that makes companies more
responsive to holders. As for the Round-
table’s concern about special-interest di-
rectors, FSA officials said the need to
win 50% of holder votes cast takes care of
that. In other words, democracy works.

Mr. Cox originally said he would de-
cide this issue last month. Then he
pushed it to December. Odds are it will
get delayed once again until January.

But that’s OK. This one is big. And
the delays suggest he’s heading in the di-
rection of more shareholder democracy.

CORRECTIONS & AMPLIFICATIONS
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By DEBORAH SOLOMON

WASHINGTON—The White House
said it expects somewhat slower eco-
nomic growth this year and next than it
forecast six months ago, partly because
of a slump in the housing market. It
also said it expects a slight increase,
both from its earlier forecast and from
this year, in inflation in 2007 and 2008.

In an updated economic forecast, the
administration said it expects inflation-
adjusted gross domestic product, the
value of all the goods and services pro-
duced in the economy, to increase 3.1%
this year, down from its June forecast
of 3.6%. Economic growth is expected to
slow to 2.9% in 2007, down from its pre-
vious estimate of 3.3%.

As for inflation, a decline in record-
setting energy prices prompted the
White House to lower its 2006 estimate
for consumer-price-index growth to 2.3%
from its June forecast of 3%. But the ad-
ministration is predicting a slight in-
crease to 2.6% in 2007 and 2008.

The new economic-growth forecast, on
which the president’s new budget will be
based, is largely in line with private-sector
estimates. Private forecasters are predict-
ing GDP growth of 3.4% this year and 2.6%
in 2007. On the inflation front, the private
sector is less sanguine about 2006, estimat-
ing 3.5% CPI growth and 2.5% in 2007.

Administration officials said the econ-
omy is still strong and that they saw no
signs for concern about economic growth or
inflation. Treasury Secretary Henry Paul-
son, in a statement, said the revised fore-
cast suggests the economy is “moderating
to more sustainable growth levels, firmer
labor markets and steady inflation rates.”

Edward Lazear, chairman of the White
House Council of Economic Advisers, said
much of the downward revision in growth
was due to a faster-than-expected decline
in the housing market, which, he said,
“has been hit harder than most of us had
expected. Most forecasters were expecting
a slower decline.”

Administration officials pointed to re-
vised forecasts of unemployment as a
sign that the economy is going strong,
saying they expect the economy to create
about 129,000 jobs a month going forward.
They now expect the unemployment rate
in 2006 to average 4.6%, down from the
previous 4.7%. They forecast unemploy-
ment will remain at 4.6% in 2007 and rise
to 4.8% in 2008.

AlcoatoShedSoft-AlloysBusiness,

Cut Jobs by 10% in Restructuring

FORMER Qwest Communications In-
ternational Inc. Chief Executive Joseph
Nacchio has been criminally charged
with insider trading and faces civil
charges of accounting fraud. A chart ac-
companying a page-one article Monday
on reclaiming executive pay incorrectly
implied that Mr. Nacchio has been crimi-
nally charged with accounting fraud.

i i i
THE NAME of the South American

country Colombia was misspelled as Co-
lumbia in a Nov. 11 headline and page-
one article on postelection trade mat-
ters.

i i i
VINCE NAIMOLI, former managing

general partner of baseball’s Tampa Bay
Devil Rays who retains his stake in the
team, raised the subject of state subsi-
dies for a new stadium in a general way
during a phone call last year with Florida
Senate President Tom Lee, but didn’t
make any specific requests. An article in
the Sept. 16 Journal Report on the Busi-
ness of Sports incorrectly said Mr.
Naimoli “pushed for a publicly funded
replacement” stadium.

i i i
A THREE-COURSE prix-fixe meal at

the Craigie Street Bistrot in Boston comes
with a glass of dessert wine valued at about
$12. An article on prix-fixe meals in the
Oct. 7 Pursuits section incorrectly omitted

the dessert wine from a comparison of the
prix-fixe meal’s cost with the cost of order-
ing a la carte. (Please see related letter on
page A15.)

i i i
THE FIRST NAME of John Xenos,

general manager for Monarch Beverage
Co., was incorrectly given as Jim in a
Marketplace article Monday about Blue
Moon beer.

i i i
THE LAST NAME of Marc O. Will-

iams, a lawyer at Davis Polk & Ward-
well, was misspelled as William in a
table in yesterday’s Money & Investing
section showing lawyers representing
principals in certain deals.

By Alan
Murray

By PAUL GLADER

Aluminum titan Alcoa Inc., frus-
trated by a lackluster stock perform-
ance in recent years, announced a re-
structuring that will see it exit from the
soft-alloys business, close a plant and
cut its global work force by 10%, or
more than 13,000 jobs. The moves will
result in a fourth-quarter charge of be-
tween $375 million and $425 million.

The Pittsburgh company plans to
transfer 6,400 workers in the soft-alloys
business to a new venture and lay off
6,700 other workers, trimming 13,100 jobs
from its global work force of 129,000.

Alcoa has reported strong net profit in
recent quarters but missed analyst expec-
tations, driving stock prices down and
confounding management. “To move for-
ward, we now need to take the difficult
but necessary restructuring steps that
will continue to maximize profitability,”
Chairman and Chief Executive Alain
Belda said in a statement.

Alcoa has signed a letter of intent to
combine the bulk of its soft-alloys assets,
which produce aluminum goods, with
Norwegian conglomerate Orkla ASA’s
Sapa Group. Alcoa will take a minority
interest in the Sapa Group, for which an
eventual initial public offering would
give Alcoa the chance to cash out.

As part of the move, 6,400 Alcoa em-
ployees at 22 facilities in eight countries
will transfer to Sapa Group as early as
the first quarter of 2007. Alcoa plans to
sell three soft-alloys facilities—in Ohio,
Georgia and Florida—not included in the
joint venture.

Alcoa in 2005 shipped 585,000 metric
tons of soft-alloys products, such as bars,
rods, window frames and other shaped
aluminum products, for revenue of $2.1
billion. That compares with Sapa’s Pro-
files business, which in 2005 shipped

275,000 metric tons for $1.3 billion in reve-
nue. Sapa has 18 facilities in 12 countries
with about 6,000 employees and will be-
come the dominant player in the soft-al-
loys market. Alcoa will keep its hard-al-
loys business.

Alcoa’s layoffs include cutting 4,800
workers in the division that makes wire
harnesses and other electronic parts for
cars, including reductions at plants in
the U.S. and Mexico and closing a plant
in Portugal. Alcoa expects the cuts to
save about $125 million before taxes on
an annualized basis.

The moves were prefaced by a
shakeup, last week, in the executive
ranks, as the company announced
Charles McLane Jr. would become the
new chief financial officer, the third in
the past year, as former finance chief Joe
Muscari leaves to become chairman and
CEO of Minerals Technologies Inc. Eight
of the 41 executive board members have
also left the company since May.

Pivotal Fight Looms for Shareholder Democracy

Alan Murray welcomes reader
questions and will respond
at WSJ.com/TalkingBusiness.
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Source: White House
Note: Changes are fourth quarter to fourth quarter.

Looking Ahead
New White House forecasts for 
inflation-adjusted change in gross domestic 
product and consumer price index
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T HERE’S SOMETHING PERVERSE
about chief executives who defend

their paychecks with surveys of their
peers. By doing this, the world’s pre-emi-
nent capitalists revert to a form of CEO so-
cialism: From each according to his abil-
ity; to each according to Towers Perrin.

If there is a defense for paying a
CEO five hundred times as much as
the average worker, it can’t be found
in surveys by pay consultants. It has to
be rooted in clear demonstrations of
market value. That’s why, in last
week’s column, I defended the nine-fig-
ure take-home of former Exxon Mobil
CEO Lee Raymond. Critics may be of-
fended by the sheer size of that payout.
But shareholders can’t be too upset
with the results. And it’s shareholders
who foot the bill.

Trouble is, for every Lee Raymond,
there is a Hank McKinnell. Mr. McKin-
nell is chief executive of the drug giant
Pfizer Inc. Over the past five years,
the company’s shareholders have seen
the value of their shares fall by 40%—a
steeper drop than seen, on average, by
shareholders of other companies in the
industry. Yet the Pfizer chief still made
$79 million in pay over that period, and
has a guaranteed pension of $6 million
a year for life. (Stanley Ikenberry, the
lead director on Pfizer’s board, says
Mr. McKinnell deserves the pay for
“guiding Pfizer through an incredibly
challenging time” and “sustaining the
investment in R&D necessary to pro-
vide long-term shareholder benefit.”)

M R. MCKINNELL OWES his cur-
rent prominence in the pay de-

bate to Frederick “Shad” Rowe, a Dal-

las investor who has teamed up with
oil man Boone Pickens and mutual-
fund pioneer John Bogle, among oth-
ers, to form a new group called
the Investors for Director
Accountability Foun-
dation.

Unlike the
usual CEO pay
posse—popu-
lated by union-
ists, nuns, en-
vironmental-
ists and as-
sorted oth-
ers—Mr.
Rowe’s group
is strictly busi-
ness. “We
don’t sell our
stocks because
a company
damages a tree
in Bolivia,” he
says. “We prize
the driven, egocen-
tric maniacal CEO who
builds value. But we want
our directors to preserve
that value for shareholders.”

The group picked Mr. McKinnell as
its first target, but he hardly stands
alone in the pay-for-nonperformance
Hall of Shame. Mr. Rowe started with
a list of about 14 candidates that in-
cluded Verizon Communications Inc.’s
Ivan Seidenberg, AT&T Inc.’s Edward
Whitacre and Home Depot Inc.’s Rob-
ert Nardelli.

Each of those men presides over a
company that has seen total returns
to shareholders fall sharply in the

past five years. And according to the
Corporate Library, each has underper-
formed relative to others in its indus-

try. Yet the CEOs have re-
ceived total compensation

over the past two years
ranging from Mr. Seiden-
berg’s $27 million to Mr.
Nardelli’s $50 million.

(Verizon officials
insist that by
their measures,
the company has
performed
slightly better
than its peers
over the past five

years.)
The kind of

strange logic that justi-
fies this largess can be
found in a paragraph in
AT&T’s proxy materials
describing the compa-
ny’s long-term incentive
plan. For the 2002-2004

performance period, the
proxy materials report
that Mr. Whitacre and com-

pany had “substantially met all the
performance goals set” by the com-
pensation committee. In a nod to the
fact that the company’s stock had
fallen to 67% of its previous value in
the interim, the incentive payout
“was reduced to 67% of the target
amount.”

I N SHORT, shareholders lost 33% of
their investment, while Mr. Whita-

cre got 67% of his performance-based
pay. Sound right to you? And that’s

on top of a salary that totaled $2.1
million last year, plus a bonus of $7.1
million. (Selim Bingol, an AT&T
spokesman, points out that sharehold-
ers also got regular dividends, and he
credits Mr. Whitacre with leading the
company “through an extremely diffi-
cult time.” He cites yesterday’s favor-
able earnings report as an indication
that AT&T “is now in the best posi-
tion of any of our peers.”)

Mr. Whitacre and his colleagues cer-
tainly deserve to be compensated for
their time and effort. But it is very
hard to justify an eight-figure salary
with a time clock. It can only be justi-
fied by market success.

Defenders of the current system
say CEO pay is set by market forces.
But I am skeptical. Who else out
there is eager to pay Messrs. McKin-
nell, Seidenberg, Whitacre and
Nardelli upward of $10 million a year
for lackluster performance? I’m re-
minded of the New York Stock Ex-
change directors who justified increas-
ing Dick Grasso’s pay package—
which enabled him to amass $200 mil-
lion, a good portion of it during his
eight-year reign as CEO—by citing
fears he might leave to become secre-
tary of the Treasury, a job that pays
$175,700 a year.

That kind of logic is only used by
those spending other people’s money.
And that’s why shareholders deserve a
greater say.

Email me at business@wsj.com and
read reader comments Saturday at
WSJ.com/TalkingBusiness.

CEOs of the World, Unite? When Executive Pay Can Be Truly Excessive
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CORRECTIONS & AMPLIFICATIONS
Readers can alert THE WALL STREET JOURNAL to any errors in news articles by e-mailing

wsjcontact@wsj.com or by calling 888-410-2667.

By JEFFREY BALL

DuPont Co. said first-quarter earn-
ings fell 16% from a year ago, largely
because of higher energy costs, but it
raised its outlook for the year because of
cost cutting and its ability to raise prices.

The Wilmington, Del., chemical com-
pany reported first-quarter net income
of $817 million, or 88 cents a share,
down from $967 million, or 96 cents a
share, in the year-ago quarter.

DuPont attributed the drop to the
higher cost of raw materials and the stron-
ger dollar. Those factors outweighed a 3%
rise in prices for DuPont’s products.

Still, DuPont raised its full-year earn-
ings outlook for the second time in six
weeks, saying it expects to deliver an-

nual per-share earnings of about $2.80.
DuPont said it expects second-quarter

earnings of about 90 cents a share, antici-
pating that its ability to raise prices and
cut its fixed costs will offset higher en-
ergy and other raw-materials costs.

The company said energy and ingredi-
ent costs were $350 million higher in the
first quarter than in the year-earlier pe-
riod. But DuPont said it trimmed fixed
costs, excluding significant items, to
39.6% of sales, down from 40% a year ago.

“We knew it would be a difficult oper-
ating environment in the first quarter,
and I am very encouraged by the better-
than-expected performance of our com-
pany,” said Charles O. Holliday Jr., Du-
Pont’s chairman and chief executive.

Sales fell 0.5% to $7.39 billion.

MARK REDDICK developed an iPod
program called iPod Agent and Alan
Wegrzyn handled the business aspects of
the program. An article on June 8, 2004,
incorrectly said Mr. Wegrzyn developed
the program.

i i i
PROCTER & GAMBLE Co.’s Swiffer

dust mop for wood floors is selling suc-
cessfully in Italy, while its Swiffer Wet
mop has been withdrawn from the Italian
market because of disappointing sales. A
page-one chart yesterday accompanying
an article about cleaning habits in Italy
incorrectly implied the Swiffer dust mop
is being shunned by Italian consumers.

i i i
CHINA’S gross domestic product

grew at an annualized rate of 10.2% in
the first quarter of 2006. A chart appear-
ing with a page-one article Thursday in-

correctly implied that the 10.2% growth
occurred from the previous quarter.

i i i
THE CENTER on Budget and Policy

Priorities received financial support from
organized labor in its early years but no
longer does, according to Robert Green-
stein, executive director of the Washing-
ton-based organization. A Politics & Eco-
nomics article yesterday about congres-
sional Republicans’ plans for research-
and-development tax credits incorrectly
described the center as labor supported.

i i i
HEMISPHERX BIOPHARMA Inc.

has completed a Phase III study of its
proposed drug Ampligen that targets
chronic fatigue syndrome. A Personal
Journal article yesterday misspelled the
company’s name as Hemispherix Bio-
pharma Inc.

DuPont Posts 16% Drop in Profit
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VINCENT VAN GOGH
(1853–1890)

L’Arlésienne, Madame Ginoux
oil on canvas
25 1⁄2 x 21 1⁄4 in. (65 x 54 cm.)

$40,000,000–50,000,000

Impressionist and Modern Art
Evening Sale

New York, May 2, 2006

Auction
May 2

Viewing
Apri 28–May 2

Inquiries
212 636 2050

Catalogues
800 395 6300

New York
20 Rockefeller Plaza
New York, NY 10020

christies.com

NOT JUST A NEW 
GENERATION OF LIGHT JET.

A NEW SPECIES.

The light jet has evolved at last. With traits that include a
new breed of interior and single-pilot-capable, all-glass 
cockpit, the Phenom™300 is a passenger’s haven. A pilot’s joy.
And a whole new animal.

Embraer North America 954 359 5387 – Embraer Europe +33 1 49 38 44 44
EmbraerExecutiveJets.com/Phenom

D I S T I L L E D
Handmade and

ito’s Handmade Vodka is designed to be savored
by spirit connoisseurs. It is micro-distilled in an
old-fashioned pot still, just like the single-malt
Scotches and high-end French cognacs. This time-
honored method of distillation requires more skill

and effort than modern column stills, but it’s well worth it.
Our handcrafted technique offers more control over the distil-
lation process, resulting in a spectacularly clean product of
incomparable excellence. Only the heart of the run, the
“nectar” is taken, leaving behind residual higher and lower
alcohols. The vodka is cleansed of phenols, esters, conge-
ners and organic acids by filtering it through the finest
activated carbon available. Critics call Tito’s “A home-grown

symphonic spirit to applaud!” and say “It
can go head to head with any of the world’s
greats and not break a sweat.” Please
enjoy in moderation. Shake once from the
freezer. No sugar or gelatin added. It’s in
the bottle, so enjoy!

TIMES

W W W . T I T O S V O D K A . C O M
D i s t i l l e d and bo t t l e d b y F i f t h Gene r a t i o n , I n c . , A u s t i n , Te xa s . 40% a l c oho l b y vo l ume . ©2005 T i t o ’s Handmade Vodka .

TITO’S
PEARL

KETEL ONE
CHOPIN

GREY GOOSE
YOURI

“WITHOUT A DOUBT, TITO’S
WAS OUR OVERWHELMINGLY

CLEAR FAVORITE.”
Expert vodka tasting results,

HMR Magazine, December, 2004
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B R A N D CHILLED ROOM TEMP TOTALMARTINI

ANOTHER VICTORY FOR T ITO’S . . .
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ATLANTA  BAL HARBOUR  BEVERLY HILLS  BOSTON  CHICAGO  HOUSTON  LAS VEGAS
MANHASSET  NEW YORK  PALM BEACH  SAN FRANCISCO  SOUTH COAST PLAZA 

R O C H E S T E R
B i g & T a l l

For a free catalog call 1-800-992-0113 RochesterClothing.com

Atlanta • Beverly Hills • Boca Raton • Boston • Chicago • Costa Mesa • Dallas • Detroit • Fresno • Houston
Las Vegas • London • Manhasset • Miami • New York • Phoenix • Sacramento • San Francisco • San Jose

San Mateo • Seattle • Walnut Creek • Washington, D.C.

*To be used for a future Rochester Clothing purchase. Limit one per customer. Exclusive of delivery charge and sales tax.
For catalog and online orders use offer code FiftyGC at checkout.

Receive
a $50

Gift Card*

when you spend $250
or more now through 

Sunday, April 30th.

STORES • CATALOG • ONLINE

* * * *A2 WEDNESDAY, APRIL 26, 2006 T H E WA L L ST R E ET JO U R NA L .


