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Who Will Pay?
In June, 200 mutual-fund company executives were asked
how their funds will pay for chief compliance officers.
Here’s what they said:

37%
Split the cost

between
shareholder fees
and advisory firm

29%
Advisory firm3%

Other

31%
Fund-shareholder

fees

—Inside—

By KIMBERLY PALMER

W
HEN THE Securities and Exchange
Commission mandated that mutual
funds have “compliance” chiefs, it

was trying to protect shareholders from im-
proper behavior taking a bite out of their re-
turns. But at some funds, compliance officers
themselves will soon be nibbling away at inves-
tors’ nest eggs.

The $130 million Hennsler Equity Fund, for
instance, is raising fees this year by $78,000—or

0.06% of assets—to cover
60% of the cost of adding a
compliance chief, says Wil-
liam Lako, managing direc-
tor of the fund’s adviser.

Last year, fees totaled 1.27% of assets. The compli-
ance officers are in charge of making sure that
the fund follows, or complies, with all regulations.

The Hennsler fund’s board discussed having
the adviser absorb the entire cost of the compli-
ance position, but quickly dismissed that option
because the rule applies directly to the fund. Mak-
ing the adviser pick up the tab also “would have
cut into profits too much,” says independent direc-
tor Robert Nickels.
Flaherty & Crumrine Preferred Income Op-

portunity Fund, a $210 million closed-end fund,

will likely raise fees too. The fiscal 2003 fee of
1.54% of net assets is “going to have to go up,”
says Donald Crumrine, chairman of the fund’s
board and its advisory firm. He adds that the
increase will be “minor,” though he doesn’t yet
know the amount.

With the Oct. 5 deadline for installing a compli-

ance chief looming, mutual-fund boards are wres-
tling with how to pay for an officer who will report
directly to the fund board. The rule was adopted
late last year, amid allegations that several well-
known fund companies allowed favored investors
to trade rapidly in their shares—and to make after-
hours trades—at the expense of long-term inves-
tors. So far, firms implicated in the scandal have
agreed to settlements with regulators totaling $2.5
billion, including fee cuts that New York Attorney
General Eliot Spitzer insisted on as part of his
deals. The SEC didn’t specify how funds should
pay for the new officers.

The question of how to foot the bill is diffi-
cult for mutual funds because of their unusual
structure. Funds are owned by shareholders
and overseen by boards of directors, which hire
advisory firms to manage the money. Funds
typically don’t have employees of their own or
budgets to pay salaries. Compliance officers
will earn between $200,000 and $400,000, esti-
mates Neil Bathon, president of Financial Re-
search Corp. in Boston.

Managers of smaller funds, who collect less in
fees than large fund managers, appear more
likely to recommend that at least part of the extra
cost be passed on to shareholders. But some ob-
servers also question whether compliance chiefs
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Froogly Priced
After offering shares at a sharply reduced
rate, Google enjoyed a strong first day of
trading. Its IPO, despite the lower price, was
the second-highest priced ever in the U.S.
stock market, and rose 18%. Above, Larry
Page (center, red tie), Google’s co-founder, at
a first-day trading ceremony.

1Original prices: Genentech has split 2-for-1 three times and Kinder
Morgan once 2Acquired July 1 of this year by Ariba

Sources: WSJ Market Data Group; Dealogic
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By GREGORY ZUCKERMAN

I
NVESTORS WHOWENT through the cumber-
some auction for Google Inc. shares were feel-
ing particularly lucky yesterday.
The countdown to Google’s initial public offer-

ing of stock was filled with confusion, frustration
and miscues. The first day of trading was no dif-

ferent. But shares of
the Internet search-en-
gine company proved
to be big winners, at
least for a day.

The stock closed at
$100.34 on the Nasdaq Stock Market, up 18% from
thereduced$85-a-share IPOprice inheavy trading—
some22millionshares traded,whichwasmore than
the 19.6 million shares sold. While some of the gain
canbe chalkedup to the fact that theprojectedoffer-
ing price had been reduced in the days leading up to
the IPO, it still was an impressive price “pop,” espe-
cially in a dreary IPOmarket and in themidst of an-
other down day for the technology-heavy Nasdaq
Composite Index.

Any investor who paid $17,000 for 200 shares of
Google in the auction was sitting on more than
$3,000 in quick paper profits.

Google’s two founders, Sergey Brin and
Larry Page, did quite a bit better: The 38 mil-
lion shares that each still holds after the IPO
rose almost $600 million in value, to about $3.8
billion for each man. A Google spokeswoman
declined to comment.

Yesterday’s closing level remains below the
$108-to-$135 range thatGoogleoriginally estimated for

itsshares,but investorsstillcalledthedebutasuccess.
“It’s a pleasant surprise,” said Dan Chung,

president of fund manager Fred Alger Manage-
ment in New York, which bought shares in the
auction. “I thought it would open up modestly
higher and then meander.”

The climb in price seemed to justify the move
by Google’s founders to cut back the number of
shares they sold at the $85 debut, as well as the
decision by Google’s venture-capital investors
against selling any shares in the IPO, betting on a

higher price down the road. Late Wednesday, Goo-
gle sold 19.6 million shares at $85 each, netting
$1.67 billion in the biggest “auction-style” IPO.

IPOs often begin trading with a measure of dis-
order, as investors gear up to trade and market
makers try to figure out where a stock should open,
and Google’s had its share of problems. Like a
runner jumping out of the blocks a bit too early, one
unidentified brokerage firm making a market in
Google’s shares prematurely posted several trades
of a few hundred shares at prices as high as $140.92,

setting traders abuzz. But the stock was still in
what traders refer to as the “quote-only period,”
when firms post quotes, rather than trades. The
Nasdaq was awaiting word from the lead underwrit-
ers of the deal—Morgan Stanley and Credit Suisse
Group’s Credit Suisse First Boston—that trading
could begin, says a spokeswoman for Nasdaq. Nas-
daq officials notified the brokerage firm of the flub,
and it removed the trades from its order book.

Once the shares began trading, at 11:55 a.m.
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By KIMBERLY PALMER

F
IGHTING AGAINST the specter of ever-ris-
ing oil prices and ignoring the strong first
day of trading for the highly anticipated

Google share offering, stocks declined, though
late buying kept the Dow Jones Industrial Average
above 10000.

The blue-chip measure slipped 42.33 points, or
0.4%, to 10040.82 and is down 4% for the year.

Surging oil prices contin-
ued to weigh on stocks. Oil
futures jumped $1.43 a bar-
rel, or 3%, to $48.70, setting
another price record on the

New York Mercantile Exchange. Adjusted for infla-
tion, oil prices remain well below highs reached in
the early 1980s, but the inexorable rise in prices is
creating a headwind for stocks.

“If you look at the last three or four reces-
sions, each one is preceded by a rise in energy
prices,” said Joseph Keating, chief investment

officer with AmSouth Asset Management, Bir-
mingham, Ala. Investors fear rising oil prices
could cap economic growth, and thereby curtail
corporate profits.

The Google initial public offering of stock,
after stumbling to the starting gate, showed
strength in the first day of trading. Shares of the
Mountain View, Calif., Internet search-engine
soared 18% to $100.34 a share after being priced
at $85, the low end of a sharply reduced offering
range.

Google’s surge didn’t make other technology
stocks feel lucky. The tech-rich Nasdaq Compos-
ite Index fell 0.6%, or 11.48 points, to 1819.89.
Instead of focusing on Google, Chris Wolfe, glo-
bal head of equities with J.P. Morgan Private
Bank, said investors are more concerned about a
rough third-quarter earnings season for the tech-
nology sector.

The Standard & Poor’s 500-stock index also fell,
to 1091.23, down 3.94 points, or 0.36%.

With stocks struggling, memories of the hor-

rible post-bubble period have started to surface.
“The brutality of what happened in ’00, ’01, and
’02 has left a semipermanent, pathological
bunch of doubting Thomases,” said Sandy Lin-
coln, president of Wayne Hummer Asset Man-
agement, Chicago. While growth in gross do-
mestic product seems solid and inflation under
control, geopolitical factors, including terror-
ism fears, Iraq and the impending election,
have left investors worried about issues beyond
their control.

In major U.S. market action:
Stocks fell. There were 1,777 issues declining

and 1,435 advancing on the Big Board, where 1.25
billion shares traded.
Bonds rose. The 10-year Treasury note rose

7/32, or $2.19 for every $1,000 invested. The yield,
which moves inversely to price, fell to 4.214%. The
30-year bond rose 9/32 to yield 5.024%.
The dollar was mixed. Late in New York, the

currency traded at 109.37 yen, unchanged from
Wednesday. The euro gained to $1.2370 from $1.2338.

By CRAIG KARMIN

South Korean Lessons
n American consumers, despite some re-
cent wobbles, haven’t lost their urge to
buy. But a look at what is going on in
South Korea offers a cautionary tale for
plastic-happy U.S. shoppers. And, per-
haps, for future returns on U.S. stocks.

After the Asian financial crisis of 1997
and 1998, Seoul looked to boost local con-
sumption and wean its economy from a
dependence on export-led growth. The

government viewed
ramping up credit-
card purchases as a
quick fix and rushed
through a number of
laws to make the
country more plastic-
friendly. These
ranged from requir-
ing most retailers to
honor cards to offer-
ing tax deductions
for certain purchases
made on credit.

This gentle
nudge had the de-
sired effect: By

2000, the number of credit cards circulat-
ing in South Korea had surged to 50 mil-
lion. That was double the number in
1994, and more than the total number of
South Koreans. Sure enough, the country
borrowed and consumed and nursed its
economy back to health.

Yet personal bankruptcies were ram-
pant, and by 2002, total household debt,
relative to South Korea’s gross domestic
product, had jumped to 64% (still less
than the 83% for the U.S. today). So wor-
ried have Mr. and Mrs. Kim become over
their growing liabilities that South Korean
consumption is again declining. And even
though the economy is expected to ex-
pand about 5% this year, the central bank
surprised the market last week by cutting
interest rates to a record low of 3.5% in
an effort to stimulate consumer demand.

The lesson, says Hong Kong-based in-
vestor Marc Faber in his sobering newslet-
ter—the Gloom, Boom & Doom Report—is
that excessive consumer debt can cause
consumption to decline in even a relatively
healthy and dynamic economy. “The grow-
ing debt burden of U.S. consumers may
begin to have a negative impact on their
spending power,” he warns. “This is ex-
actly what has happened in South Korea.”

South Korea’s case study doesn’t bode
well for the U.S. stock market, either. De-
spite robust economic growth following
the financial crisis, Seoul’s Kospi stock in-
dex, which measures the performance of
674 South Korean companies, is about 19%
lower in dollar terms since the trouble in
Asia started in July 1997. Certainly, South
Korea, which relies heavily on exports
and stares daily into the eyes of a heavily
armed antagonist to the north, doesn’t of-
fer a clean comparison with the U.S. Still,
it does provide an uncomfortable re-
minder that economic and corporate profit
growth, and stock-market performance,
can diverge for long periods of time.

Send comments to craig.karmin@wsj.com

By JASON SINGER
And ERIK PORTANGER

 London

O
FFICIALS AT the United Kingdom’s
fourth-largest bank, HBOS PLC, have in-
quired about the bank’s ability to raise

money in international financial markets in
what bankers say is a step toward launching a
bid for U.K. lender Abbey National PLC.

A bid by HBOS would threaten the roughly £8
billion ($14.58 billion) acquisition of Abbey by
Spain’s Banco Santander
Central Hispano SA, Eu-
rope’s largest-ever cross-
border banking deal.

A decision on whether
HBOS will bid isn’t expected until next month,
once Santander, which already has the support
of Abbey’s board, launches its formal offer.
There also remains a question whether U.K.
competition authorities will allow an HBOS bid
to proceed.

An HBOS spokesman said the bank remains
“at the very early stages of whether we would or
would not bid for Abbey National.” But HBOS
officials already have made inquiries about
what kind of financing might be available to the
bank and at what cost, inquiries bankers famil-
iar with the matter say were made with a view
to a potential Abbey bid. A spokesman for Ab-
bey didn’t return a call to comment.

A bid by HBOS, a mortgage-lending power-
house formed in 2001 by the merger of Halifax
PLC and Bank of Scotland PLC, for Abbey, now
the U.K.’s sixth-largest bank, could shake up
Britain’s banking industry, one of the world’s
largest and most lucrative. Other U.K. banks
could put in their own bids for Abbey to avoid
the creation of a competitor with enough muscle
to steal market share in many lucrative prod-
ucts and services. A combination of HBOS and
Abbey National would bring together the first
and second-largest providers of U.K. mortgages
with a 34% market share and would give the
combined bank control over a third of all sav-
ings accounts.

An HBOS bid also could encourage U.S.
banking giants to look into buying other U.K.
lenders, or British banks to look for merger
partners abroad in a bid to grow in a fiercely
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The IPO has created a staff of millionaires at
Google. Now the company must confront the
many problems that typically accompany such
newfound employee wealth. Article on page C3.

Markets Diary/Trading for Thursday, August 19, 2004 1 WSJ.com subscribers can get 24-hour updated news, stock quotes, and
background information in The Wall Street Journal Online at WSJ.com.
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Stocks Slip, as Rising Crude-Oil PricesWeigh onMarket
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