
CYAN MAGENTA YELLOW BLACK 

CMY K 

Composite

Composite P1JW14207C-9-A00100-1---XA P1JW14207C-9-A00100-1---XAP1JW14207C-9-A00100-1---XA
*********

AZ,EE,MW,SC,SW,WE
BG,BM,CH,CK,DA,DE,DM,FW,HL,LG

4549400

05/22/2006

P1JW14207C-9-A00100-1---XA

By CHARLES FORELLE
And JAMES BANDLER

In 2001, KLA-Tencor Corp., a leading
semiconductor-equipment maker,
granted its top executives, including
Chairman Ken Levy, two batches of stock
options. They arrived on unusually fortu-
nate days for the executives: The first
dated at the share price’s first-half low;
the second at its second-half low.

In all, Mr. Levy received 10 grants
from KLA-Tencor and its predecessor
company between 1994 and 2001—all pre-
ceding quick runups in the share price;
an analysis by The Wall Street Journal
found the probability that that pattern
occurred merely by chance is tiny—
around one in 20 million.

Mr. Levy and company executives
didn’t return repeated phone and email
messages.

Over the past two months, questions
about the timing of executive options
have rocked more than a dozen compa-
nies, leading to probes by board commit-
tees, securities regulators and federal
prosecutors. Ten executives or directors
at these companies have left their posts
in recent weeks.

Now a fresh statistical examination
by the Journal has turned up five addi-
tional companies, including KLA-Tencor,
with highly improbable patterns of op-
tions grants, similar to those of some
companies already facing scrutiny from
federal authorities.

The newly identified companies span
the U.S. and do everything from making
telescopes to running dialysis clinics.
One is Boston Communications Group
Inc., a prepaid-wireless-technology pro-
vider, which in three out of five years
gave grants to senior executives priced
on the very day when its stock was at
annual lows.

The five companies are noteworthy for
nearly always awarding top executives op-
tion grants dated just ahead of a sharp rise
in the company’s share price. The dates
also were often at the bottom of steep dips
in the share price. The statistical analysis
doesn’t prove any wrongdoing. It is possi-
ble that the sharp rises after grants result
from luck, a sense of market timing or
some other factor. But the repeated grants
before sharp stock gains raise the question
of whether the grants were actually
awarded later, then backdated to the more

favorable time, or otherwise gamed.
The federal options probe has already

tamped down share prices of companies
under scrutiny and triggered yet another
wave of suspicion about misbehavior in
the executive suite. Backdating “repre-
sents the ultimate in greed,” says Arthur
Levitt, a former chairman of the Securi-
ties and Exchange Commission. “It is
stealing, in effect. It is ripping off share-
holders in an unconscionable way.”

The methodology used by the Jour-
nal to detect highly improbable grant
patterns was reviewed by David Yer-
mack, an associate professor of finance
at New York University’s Stern School
of Business, and by Erik Lie, an associ-
ate professor of finance at the Univer-
sity of Iowa. Both scholars have studied
options timing. John Emerson, an assis-
tant professor of statistics at Yale Uni-
versity, developed a computer program
to calculate probabilities for the grants.
(See related article on page A11.)

Mr. Lie, who wrote a watershed aca-
demic paper suggesting that options back-
dating could be pandemic, believes that
scores more companies could come under
the microscope. His data on thousands of
option grants show that, on average,
shares perform far better than normal in
the periods after option dates. The aberra-
tion is so large, Mr. Lie says, that backdat-
ing or some other means of grant timing
“must be widespread.”

Last week, the U.S. Attorney for the
Southern District of New York issued sub-
poenas to a half-dozen companies. Two
more companies disclosed they had re-
ceived inquiries from the SEC, which is
examining at least 20 companies for po-
tential backdating or other manipulation
of options timing.

Wall Street analysts are sifting
through securities filings for signs of for-
tunately timed options, figuring that dis-
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By IANTHE JEANNE DUGAN

Andrew Wiederhorn spent more than
a year in prison after pleading guilty to
two felonies related to a financial scan-
dal. He recently returned to his Port-
land, Ore., mansion, his wife, six chil-
dren and the helm of his investment
company. Now he’s waging a war over
something he didn’t get back—his mem-
bership in the prestigious Multnomah
Athletic Club.

“It’s about justice,” says Mr. Wied-
erhorn, 40 years old, the chief execu-
tive officer of Fog Cutter Capital Group
Inc.

Earlier this month, a judge dis-
missed a lawsuit
Mr. Wiederhorn
filed against the
club, saying he
had waited too
long. As his next
step, Mr. Wieder-
horn wants to
comb the records
of the club’s
20,000 members to
prove that there
are plenty of un-
savory folks al-
ready mingling in
the eight-story
clubhouse, swim-
ming in the three

pools and noshing in the four restau-
rants.

Mr. Wiederhorn says he’s already
found one member known for drinking
and driving and one other convicted
felon. His wife, Tiffany, who has been a
member most of her life, has clipped
items from the club’s newsletter,
“Winged M,” that make passing refer-
ence to a member who was an arsonist
and another who stole from a locker.
“There are people with drug convic-
tions,” Mrs. Wiederhorn alleges. She
and the couple’s children are still mem-
bers.

Assistant General Manager Tim Ar-
bogast says the club will fight any at-
tempt to get at its list of members and
records of disciplinary action. He
doesn’t, however, deny that Mr. Wieder-
horn would find lawbreakers among the
members. “Just because you are a crim-
inal doesn’t mean you can’t belong to
the club,” he says.

Premier Social Center
The Multnomah Athletic Club,

founded in 1891, sprawls over 500,000
square feet across two city blocks. Its
athletic teams have spawned world-
class athletes including legendary
track star Dan Kelly. It’s also the pre-
mier social center for executives, politi-
cians and socialites in this city of more
than half a million. It hosts dances in
the ballrooms and reunions in the li-
brary.

“It’s the only club in town that mat-
ters,” says Margaret Groening, 87,
who has been a member for 65 years.
Her five children, including Matt, cre-
ator of “The Simpsons,” were also fix-
tures.

The Wiederhorn matter is a much-
discussed topic. Mrs. Wiederhorn’s
mother, Joey Berchtold, exercises at
the club’s gym five days a week and
often hears people gossiping. On a re-
cent day, while she and another daugh-
ter worked out, two men on nearby
treadmills began carrying on about
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Five More Companies Show

Questionable Options Pattern

Chip Industry’s KLA-Tencor

Among Firms With Grants

Before Stock-Price Jumps

A 20 Million-to-One Shot

Andrew
Wiederhorn

Buying Opportunity
KLA-Tencor’s daily closing share 
price

Source: WSJ Market Data Group
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Florida Snowbirds
Challenge Fairness
Of Two-Tier Tax

No Shield From Rising Bills

For Seasonal Residents;

Who Pays for Growth?

‘For Sale’ Sign in Longboat Key

The battle to consolidate the world’s
stock exchanges intensified, as the New
York Stock Exchange put the finishing
touches on a $10.1 billion proposal to link up
with one of Europe’s biggest stock-market
operators, even as Germany’s main market

operator scrambled to prevent such a deal.
TheNYSEwasexpectedtounveil itspro-

posed combination with Euronext NV to-
day at around 1:30 a.m. New York time,
people familiar with the situation said.
These people said Euronext has indicated
that it favors NYSE as a merger partner
over German suitor Deutsche Börse AG.

The proposed deal would transform
the 214-year-old NYSE from the last of
the traditional floor-based stock ex-
changes into a trans-Atlantic power-
house, with a major trading presence in
futures and options as well as stocks.

But the battle for Euronext, which has
dragged on for months, is far from over.
Deutsche Börse, which operates the Frank-
furt Stock Exchange, yesterday fleshed out
details of a potential offer, hoping that it
could still win a deal with its European ri-
val, a person familiar with the matter said.
Euronext shareholders, who have watched
their shares triple in value over the past
year, are likely to play the two bidders off
against each another.

Euronext, which operates the Paris,
Amsterdam, Brussels and Lisbon stock
markets as well as the London-based Euro-
next.liffe, which trades futures and op-
tions,dismissed Deutsche Börse’smost re-
cent proposal, made last week, saying it of-
fered nothing new. Euronext executives
are expected to back an alliance with

NYSE Group Inc., the NYSE’s owner, ac-
cording to a person familiar with the mat-
ter. Euronext’s board meets today to con-
sider both proposals.

The Euronext proposal represents a big
bet for NYSE Group Chief Executive John
Thain, who took the Big Board public in
March and now wants to beef up its pres-
ence in the fast-growing market for deriva-
tives—financial contracts such as futures
and options whose values are derived from
the performance of the underlying asset.

Mr. Thain’s Euronext hopes take on
added importance because NYSE competi-
tor Nasdaq Stock Market Inc. has been
charting its own international expansion,
angling to buy the London Stock Exchange.
(See related articles on pages C1 and C7.)

The NYSE proposal, finalized over the
weekend, calls for a combination with
Euronext through a stock swap to form a
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By RAFAEL GERENA-MORALES

In late March, hundreds of Florida
homeowners jammed the chambers of
county commissioners in Fort Pierce,
Fla., to protest rising property taxes. Ed
McIntosh, a 75-year-old retiree, showed
up with a foot-tall stack of complaints
from homeowners, 623 letters in all.

He read a batch
of them aloud, one
tale after another
of seasonal resi-
dents juggling ris-
ing insurance
costs, hurricane-re-
pair bills and esca-
lating property
taxes, which have
more than doubled
in five years in
parts of the state.

Such protests
have become com-
monplace in Flor-

ida as the state’s snowbirds—winter res-
idents, who are mostly retirees from
the Northeast, Midwest and Canada—
fight back against a tax system they
believe is unfair and onerous. Mr. McIn-
tosh, a retired Ford Motor Co. finance
manager who lives in Beulah, Mich.,
spends four months a year along the
Atlantic coast in Jensen Beach. He com-
plains that seasonal residents are “be-
ing discriminated against…We’re carry-
ing the state on our backs.”

All across the country, homeowners
are complaining about runaway property
taxes. In many places, sharp increases
in home values are to blame. But Flori-
da’s snowbirds are angry about some-
thing else—an unusual dual-bracket tax
system. Florida allows municipalities to
set the taxable value of properties at dif-
ferent levels for permanent and seasonal
residents. There have been cases of snow-
birds paying property taxes 10 times as
high as those of permanent residents liv-
ing nearby.

Records of the St. Lucie County Prop-
erty Appraiser show, for example, that
one permanent resident of Jensen Beach
pays $271 a year in property taxes on a
408-square-foot mobile home built in 1984.
Four houses away, a seasonal resident
from Pennsylvania pays $3,007 for a
420-square-foot mobile home built in 1987,
the records show. The two lots are nearly
the same size, according to the records.

The disparities can be “extreme,”
says Ken Emens, a 59-year-old retiree
from New Jersey who became a perma-
nent Florida resident in November. “If
anything, part-timers should get a dis-
count because they demand less ser-
vices,” he says.

Not surprisingly, many full-time Flor-
ida residents, who are shielded by law
from big property-tax hikes, don’t see it
that way. Kenneth Wilkinson, a property
appraiser from Fort Myers who pushed
for the two-tier system, says anyone who
owns a second home in Florida should
bear higher property taxes because
“they created the problem” of rising real-
estate values by bidding up prices and by
increasing the need for local services.

At the heart of the debate: Who
should pay for the state’s rapid growth?
Florida gains, on average, about 1,000
new residents a day, according to the
state’s economic and demographic re-
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How Not to Curry

Favor With a Club:

Say It’s Full of Crooks
i i i

Mr. Wiederhorn, a Felon,

Is Fighting Banishment;

A Reference to an Arsonist
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THE NYSE PUT final
touches on a plan to link

up with Euronext while rival
Deutsche Börse scrambled to
pre-empt any such combination.
An accord could set off a wave
of trans-Atlantic deals. Mean-
while, Asia’s exchanges are pre-
paring for the extension of the
takeover race among their coun-
terparts in Europe and the U.S.

(Articles in Column 5 and Pages C1, C7)

i i i

n Five more firms have emerged
with highly improbable patterns
of options grants, in a Journal
examination. Over a dozen oth-
ers have already been roiled.

(Article in Column 5)

i i i

n Bawag is close to a U.S. pact
under which it could pay $600
million related to Refco’s failure.

(Article on Page A3)

i i i

n A Philadelphia investors
group has taken the lead in Mc-
Clatchy’s auction for the city’s
Inquirer and Daily News.

(Article on Page A3)

i i i

n Natural gas will supplant oil’s
dominance in Alaska, says BP’s
chief, signaling confidence a
gas pipeline there will be built.

(Article on Page A2)

i i i

n Microsoft hopes to spread
computers in developing coun-
tries with a plan that lets PC us-
ers pay for the time they use.

(Article on Page B6)

i i i

n ‘The Da Vinci Code’ sold $224
million of tickets world-wide in
a debut buoyed by controversy.

(Article on Page B4)

i i i

n Valcon reached a $9.84 billion
deal for VNU, defeating share-
holders who objected en masse.

(Article on Page A3)

i i i

Business and Finance

i i i

World-Wide

Eyes on the Road: Detroit is
feeling a lot of pain, but over-
all, the U.S. auto business is

robust. It all depends where you
look, says Joseph White.

i i i
n Real Time: Forget disintermedia-
tion—Jason Fry finds many middle-
men among his Internet destinations.

i i i
n Out of Pocket: Getting insurance
coverage for mental-health care, and
more answers to readers’ questions.

7

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

n IRAQI LEADERS TOOK OFFICE
with a vow of security and stability.

Premier Maliki, on the government’s
first full day in office, said he hopes
to name defense and interior minis-
ters shortly. Infighting kept him from
filling the posts before the cabinet’s
swearing-in Saturday. Maliki pledged
“maximum force” against “terrorists
and killers.” A bombing spree killed
at least 19 Iraqis. One suicide attack
in a Baghdad restaurant left 13 dead.

Bush said the formation of a unity
government signals a “new day” for
Iraqis, but Rice warned it’s too early
to set a time for withdrawing troops.

i i i
n Nagin overcame criticism of his per-
formance to win re-election as New Or-
leans mayor with 52% of the vote Sat-
urday. Last year’s levee breaches are
blamed on engineering error and poor
flood-protection oversight in an inde-
pendent report today that calls for a
federal flood-defense agency and re-
vamp of the Army Corps of Engineers.

i i i
n Bush urged Congress Saturday to
pass immigration legislation. But bet-
ter Mexico-border security may do lit-
tle to reduce illegal entries. (Page A4)

i i i
n Attorney General Gonzales believes
journalists can be prosecuted for pub-
lishing classified information. He said
the government would track reporters’
calls in criminal leak investigations.

i i i
n Rice said the EU hasn’t asked the
U.S. to promise it won’t attack Iran, as
they discuss options to deal with Teh-
ran. An exile group seen as a terror-
ist organization is seeking Congress’s
support in fighting Tehran. (Page A6)

i i i
n Abbas met with Israel’s foreign min-
ister in Egypt as Israel’s cabinet ap-
proved expanded boundaries at four
Jewish settlements. Israel will release
$11 million for Palestinian medical aid.
Olmert departed for Washington. Ab-
bas offered to open talks with Hamas.

i i i
n Rep. William Jefferson was taped
accepting $100,000 from an FBI infor-
mant, court documents said. The Lou-
isiana Democrat denies wrongdoing.

i i i
n Prisons and jails added more than
1,000 inmates weekly for the year to
June 30, meaning 2.2 million—one in
136 U.S. residents—are behind bars.
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NYSE to Unveil ProposedTie-Up

WithEuronextas Rival Scrambles
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Ed McIntosh

Tropical Storm

By Alistair MacDonald,
Aaron Lucchetti and Dennis K. Berman

>

MONDAY, May 22

n The National Oceanic and Atmo-
spheric Administration presents its
summer hurricane outlook. Accu-
Weather, a private-sector forecaster,
predicts activity will be above aver-
age, but won’t top last year’s four
major U.S. storms.

TUESDAY, May 23

n Fed Chairman Bernanke testifies
on financial literacy before Senate
banking committee in Washington.

WEDNESDAY, May 24

n New-home sales are projected to
have fallen to an annual rate of
about 1.15 million in April, from
1.21 million in March. In another
sign of a cooling real-estate market,
sales of existing homes, out Thurs-
day, are also expected to slip.

i i i
n Durable-good orders, a gauge of
capital investment, are forecast to
be flat or down slightly for April,
economists say, in contrast to the
6.5% jump for March, when aircraft
orders had been particularly strong.

THURSDAY, May 25

n Economic growth percolated at a
robust annual rate of 5.8% in the
first quarter, quickening from the
earlier estimate of 4.8% GDP
growth, analysts predict.

i i i
n Home Depot, at its annual meet-
ing, will face shareholders angered
over what they consider “excessive”
compensation—$32 million last year—
for CEO Bob Nardelli.

FRIDAY, May 26

n Personal income is estimated to
have risen 0.7% or 0.8% in April,
outpacing a rise of 0.6% or 0.7% for
personal spending. Alarm bells may
ring if the closely watched personal
consumption expenditure, or PCE,
pushes past the 2%-a-year ceiling of
the Fed’s comfort zone.

i i i
n Consumer sentiment, as mea-
sured by a University of Michigan
index, is pegged to drop to 79, down
sharply from 87.4 in April, reflect-
ing the pinch of high gas prices.

What’s News–

WSJ.com

–Markets–
Stocks:DJ industrials stand
at 11144.06, t –236.93 last week;
Nasdaq composite 2193.88, t –49.90;
S&P 500 index 1267.03, t –24.21.

Bonds:10-yr Treasury yield stands at
5.062%; 30-yr Treasury yield 5.143%.

Dollar:111.74 yen, +1.72 last week;
euro $1.2774, –1.55 cents vs. dollar.

Commodities:Oil futures stand at
$68.53 a barrel, t –$3.51 last week;
Gold (Comex) $656.70 per troy ounce,
t –53.60; Dow Jones-AIG
Commodity Index 174.572, t –10.721.
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Rough Justice
For Milberg Weiss
The case pursues the right ends
with the wrong means
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Work in Omaha,
Live in Connecticut
ConAgra’s Gary Rodkin tests
the bounds of the commuter CEO
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What’s Worry No. 1:
Growth or Inflation?
As the June Fed meeting looms,
Bernanke has a classic dilemma
THE OUTLOOK | A2
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