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What’s News—

Business &3 Finance

U.S. productivity has grown at
an estimated annual rate of
2.5% so far this year, defying
the usual behavior of going up
in good times and down in bad.
U.S. unemployment in July hit
a four-year high and job losses
continued for the seventh con-
secutive month. Pages 1, 11

m Investors may wager on Eu-
ropean government debt and
sell U.S. Treasurys, betting on
a narrowing yield gap. Page 1

m British Energy and EDF are
holding out hope their mar-
riage can still happen despite
its collapse last week. Page 3

m Siemens is selling an 80.2%
stake in its cordless handset
unit, its last remaining telecom-
equipment business. Page 4

m Hedge funds seem set to post
their worst monthly performance
in six years, as successful strate-
gies run into trouble. Page 1

m Manufacturing contracted in
most of the euro zone as tight
credit and high oil prices stoked
recession fears. Page 11

m GM posted a net loss of
$15.5 billion, the third biggest
in its history and another ma-
jor blow to the auto maker’s
turnaround effort. Page 5

m U.S. auto sales dropped in
July, with the Big Three report-
ing sharp falls. BMW and Nissan
posted lower profits. Pages 5, 7, 8

m Yahoo CEO Yang won strong
backing from shareholders at
the annual meeting, as did
Chairman Roy Bostock. Page 6

m A rebound strategy that tilts
toward U.S. consumer-discre-
tionary stocks may make sense
for investors with a time hori-
zon of a year or two. Page 19

m Time Warner completed the
internal work necessary to sepa-
rate its AOL unit’s dial-up access
and content businesses. Page 8

m Total’s net profit jumped
39% as rising upstream produc-
tion allowed it to gain from-
surging prices. Page 7

Markets 4 p.m. T

NET PCT
MARKET CLOSE CHG CHG
DJIA 11326.32 -51.70 -0.45
Nasdaq 2310.96 -14.59 -0.63
DJ Stoxx 600 280.24 -3.52 -1.24
FTSE 100 5354.7 -57.2 -1.06
DAX 6396.46 -83.10 -1.28
CAC 40 4314.34 -78.02 -1.78
Euro $1.5568 -0.0035 -0.22
Nymex crude $125.10 +1.02 +0.82
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World-Wide

Bush leaves Monday for an
Asian visit highlighted by his at-
tendance at the Beijing Olympics
but also aimed at reassuring Chi-
na’s nervous neighbors that the
U.S. still stands with them. Page 9
m The IOC praised Beijing’s
Olympic preparations, but Games
organizers came under fire over
censorship and other issues. Chi-
na’s Hu held his first-ever news
conference with foreign journal-
ists, and authorities unblocked
several Web sites. Pages 10, 29

m Panicked pilgrims stampeded
at a mountaintop Hindu temple
in northern India, killing at
least 145 people, police said.

m Ahmadinejad said Iran won’t
give up “a single iota of its nu-
clear rights,” rebuffing an infor-
mal deadline set by U.N. Secu-
rity Council members for Tehran
to curb uranium enrichment.

m Al Qaeda confirmed in a Web
statement the death of al Masri,
an explosives and poisons expert,
and three other al Qaeda leaders,
apparently in a U.S. airstrike in
Pakistan last week. Page 3

m Pakistan and Afghanistan
agreed to cooperate on stopping
cross-border terrorism, Pakistan
said, amid accusations that mem-
bers of Pakistan’s spy agency
helped a militant group bomb In-
dia’s embassy in Kabul. Page 9

m Iraqi leaders failed Sunday to
resolve differences over how to
govern oil-rich Kirkuk, despite
U.S. pressure. The dispute is
blocking provincial elections.

m A U.S. Army scientist who
killed himself as he was about to
be charged with 2001 anthrax poi-
sonings was described as “homi-
cidal” by an ex-therapist. Page 2

m A Hamas raid on a Fatah
stronghold in Gaza on Saturday
left 11 people dead and dozens
wounded. Nearly 200 Fatah
fighters fled to Israel, and Abbas
ordered them to return Sunday.

m Zimbabwe’s rival political par-
ties resumed power-sharing
talks Sunday in South Africa.

m A UK. jury failed to reach
verdicts in the case of three
British Muslims accused of help-
ing to plan the London subway
and bus bombings in 2005.

m At least nine climbers, some
struck by an avalanche, were
feared killed on K-2, the world’s
second-highest mountain.
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Key data defy U.S. woes

Worker productivity
maintains growth
in face of downturn

BY BRIAN BLACKSTONE

Bumpy productivity

U.S. productivity growth; change from previous year
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ample, strong productivity growth,
by countering inflation pressures
from energy and commodities, al-
lows the U.S. Federal Reserve to keep
interest rates lower than it otherwise
might, helping it stoke the economy.

But “it’s a bit of a two-edged
sword,” said Chris Varvares of Mac-
roeconomic Advisers, since effi-
ciency gains could mean that compa-
nies can get by with fewer workers,
exacerbating unemployment in the
short run.

Some economists say the current
healthy growth in productivity re-

flects a shift in the economy from
less productive domestic sectors like
home building and into exporting in-
dustries, which tend to be highly effi-
cient. That shift has been aided by
the weak dollar, which has made U.S.
exports more competitive.

“It’s a compositional story,” said
Dale Jorgenson, a productivity ex-
pert at Harvard University in Massa-
chusetts. Productivity, he explained,
is “languid” in construction, so the
decline of building as a share of the
economy in recent quarters “is cer-

Please turn to page 31

Recessions don’t usually look like
this, at least when it comes to pro-
ductivity.

In the six U.S. recessions since
1970, worker productivity, or output
—_____ per hour, grew a

THE sluggish 0.8%, on av-

—————— erage. But since the

OUTLOOK end of last year,

even amid eco-

nomic weakness, productivity is esti-

mated to have grown an average
2.5% at an annual rate.

That defies productivity’s usual
behavior of going “up in good times
and down in bad times,” says Geor-
gia State University forecaster Ra-
jeev Dhawan.

Productivity’s pathisn’t just an ac-
ademic debate. That productivity is
staying strong even in bad times has
big implications for economic
growth, inflation, employment and,
ultimately, living standards. For ex-
Hedge funds
show warts
in July results
By CASSELL BRYAN-Low

In the world of hedge funds, it is
getting harder to hide from the fi-
nancial crunch.

Since the first tremors of the
crunch began, some of these elite
money managers, which cater to
wealthy individuals and institu-
tions such as pension funds, have
generated strong returns by focus-
ing on specific areas, such as com-
modities, emerging-market stocks
or betting against troubled banks.

But as hedge funds as a group
look set to turn in their worst
monthly performance since July
2002, even those investment strate-

Investors likely to wager
on Europe, sell Treasurys

By MIN ZENG

The focus of bond investors shifts
this week to the meetings of three
major central banks: the U.S. Federal
Reserve, the European Central Bank
and the Bank of England.

All three are expected to leave
their key rates unchanged, but that
image of stability is misleading. For
investorslooking to establish longer-
term positions, betting on a narrow-
ing gap between U.S. and European
yields—by buying European govern-
ment debt and selling U.S. Treasurys—
may be the way to go.

On Friday, 10-year U.S. Treasurys
yielded 3.95%, compared with 4.33%
on 10-year German government

debt. Ten-year U.K. government
debt yielded 4.85%.

Friday’s 0.38-percentage-point
spread between U.S. and German
10-year yields was down from 0.52
percentage point a week earlier and
nearly 0.7 percentage point set
July 2, the widest gap since 2002.
The 0.9-point spread between U.S.
and U.K. 10-year debt was off from
1.17 points July 2, the biggest gap
since 1997.

“The yield spread will continue to
flatten, especially the 10-year sec-
tor,” said Amitabh Arora, head of glo-
bal interest-rate strategy in New
York at Lehman Brothers. He pre-
dicted the 10-year gap between the

Please turn to page 31

gies that had been doing well have
run into trouble. Some previously
high-flying funds are sustaining de-
clines in the double digits. Several
managers are down more than 20%
for the year.

Consider London-based Boyer
Allan Investment Management
LLP, which specializes in Asian
stocks and whose flagship $1 bil-
lion Boyer Allan Pacific Fund is
down about 28% for the year
through the end of July, after turn-
ing in a 52% gain in 2007. And at
London-based RAB Capital PLC,
two funds that focus on natural-re-
sources and energy—the $1.4 bil-
lion Special Situations Fund and
$751 million RAB Energy—are
down 32.5% and 27.4%, respec-
tively, through July 24.

Hedge funds as a whole are still
outperforming the broader market
this year, but they potentially per-
formed worse in July. Preliminary
data from Chicago-based Hedge

Please turn to page 31
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natural gas goes a long { \
way. our technology ’”@

makes it go even further.

Thanks to ExxonMobil innovations, we can now deliver
cleaner-burning natural gas in 80% larger quantities and over
vastly greater distances than ever before — making one of the
world’s cleanest fuels available to more people the world over.
The story continues at exxonmobil.com
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Fed policy makers to confront trio of challenges

Key rate may hold
amid weak growth,
inflation, credit woes

By SUDEEP REDDY

U.S. Federal Reserve policy mak-
ers are facing a triple threat in the
economy. Inflation is too high be-
cause of soaring global commodity
prices, growth is too slow as the weak
job market, bleak housing sector and
high fuel prices threaten the outlook
for consumers, and credit markets re-
main in disrepair as the financial sys-
tem struggles through its worst
shock since the Great Depression.

How to balance those risks will
be the focus of the Fed’s policy meet-

ing on Tuesday. The central bank is
expected to leave the benchmark
federal-funds rate, charged on over-
night loans between banks, un-
changed at 2%.

Most Fed policy makers believe
the next move in interest rates is up,
but their views about timing vary.
Two officials, including one who cur-
rently votes on the rate-setting Fed-
eral Open Market Committee, indi-
cated ahead of the June meeting a
desire to raise rates immediately.
Several others since then have sig-
naled an interest in tightening pol-
icy before long to address higher in-
flation and the risk of a price spiral.

But most officials, while still con-
cerned about inflation risks, are
more worried about restoring stabil-
ity to the financial system to pre-
vent more threats to economic

growth. The mood in financial mar-
kets has worsened during the past
six weeks, though it has been punc-
tuated by brief waves of optimism.
Fears about banks’ health are rais-
ing the risk that lending to consum-
ers and businesses could be re-
strained for an extended period.
The Fed’s aggressive measures de-
signed to ease the credit crisis—a se-
ries of new lending tools, in particu-
lar—have helped, but not enough.
The crisis over government-
sponsored mortgage giants Fannie
Mae and Freddie Mac has worsened
some financial conditions. Mort-
gage rates, for instance, are back to
where they were a year ago—even
though the federal-funds rate was
5.25% at the time—while the avail-
ability of home loans is much lower.
That could hurt an already bleak
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housing outlook, which would
threaten consumer spending even
more as the job market sours.

Fed officials, caught by surprise
repeatedly over the last year, are
deeply uncertain about the econo-
my’s course. Despite a bump in sec-
ond-quarter growth, they realize
consumer spending may hit pot-
holes by year’s end as the govern-
ment’s stimulus program fades.

Top Fed officials have walked
away from their suggestion at the
June meeting that the risks of
weaker growth “appear to have di-
minished somewhat.” The trouble-
some mix of inflation and growth
problems led the Fed’s policy com-
mittee to avoid explicitly stating the
balance of risks in the statement af-
ter their June meeting. That may be
the course again.

Scientist’s suicide leaves
anthrax questions in U.S.

WASHINGTON—The suicide last
week of a U.S. Army biological-
weapons scientist opens a new and
perhaps final chapter in the anthrax
attacks that created a sense of siege
in the U.S. soon after the Sept. 11,
2001, terrorist attacks.

Bruce E. Ivins, a 62-year-old sci-
entist at the Army’s Fort Detrick bio-
logical-weapons lab in Frederick,
Md., emerged as the prime suspect
in a case that had foiled investiga-
tors for years. He was about to be
charged with five counts of murder.
A person describing herself as Dr.
Ivins’s therapist, in an application
for a restraining order, described
him as “homicidal.”

Dr. Ivins had became distraught
inrecent weeks as law-enforcement
scrutiny intensified, and he was hos-
pitalized last month after threaten-
ing suicide, a family member said.
He died Tuesday from a prescrip-
tion-drug overdose.

The mailing of deadly disease
spores to congressional offices and
the news media killed five people
and sickened 17 others. It launched
a seven-year federal investigation
that repeatedly took missteps and
met with dead ends.

An Ivins family lawyer, Paul
Kemp, said his client was innocent,
“and we would have established
that at trial.” He added, “The relent-
less pressure of accusation and in-
nuendo takes its toll in different
ways on different people. In Dr.
Ivins’ case, it led to his untimely
death.”

Former U.S. Senate Majority
Leader Tom Daschle, whose office
was a target of the anthrax attacks
in 2001, said Sunday the suicide of
the government’s main suspect
doesn’t mean the case is over, the
Associated Press reported. He said
the FBI hasn’t given him any new up-
dates. He also raised questions
about the quality of the investiga-
tion, noting that the government re-
cently paid out almost $6 million to
aformer Army scientist, Steven Hat-
fill, who accused authorities of un-
fairly targeting him in the anthrax
case.

The U.S. Justice Department
said only that “substantial progress
has been made in the investigation
by bringing to bear new and sophis-
ticated scientific tools.” U.S. offi-
cials wouldn’t offer further detail.

In 2006, Federal Bureau of Inves-
tigation Director Robert Mueller or-
dered anew look at the case. Agents
began re-examining years of evi-
dence, witness statements and
hunches. The effort was “one of the
most complex and comprehensive
ever conducted by law enforce-
ment,” the FBI said.

Dr. Ivins was part of a team of
weapons experts that the task force
turned to to examine evidence and
spore samples from postal facili-

Associated Press

Bruce E. lvins, a biodefense researcher,
is seen in 2003, at Fort Detrick, Md.

ties. He became a suspect when in-
vestigators re-examined a 2002 an-
thrax spill at the lab that he didn’t
report when it happened, according
to an Army report on safety lapses.

Friends and former colleagues
at Fort Detrick expressed skepti-
cism that Dr. Ivins was responsible
for the attacks. They described an
eccentric and gregarious worka-
holic who, through diligent and
careful work, became one of the
country’s premier anthrax experts.

“He was probably one of the few
people in the country that was re-
ally conversant about anthrax,”
said Jeff Adamovicz, his former su-
pervisor in the bacteriology divi-
sion. His research proved critical to
the development of a second-gener-
ation anthrax vaccine, colleagues
said. Dr. Ivins was an important con-
tributor to the anthrax investiga-
tion, helping test specimens as thou-
sands of samples poured in. His
knowledge of the bacteria was so
deep that he could by sight rule on
whether cultured specimens were
relevant to the investigation.

Dr. Ivins’s possible motive re-
mains unclear. The Associated
Press reported Friday that it might
have been a misguided effort to test
vaccine work that was under way at
the lab.

Dr. Ivins was also viewed by in-
vestigators as emotionally unsta-
ble. But ex-colleagues said that
might have been areaction to inten-
sifying scrutiny.

Richard Spertzel, who was dep-
uty commander of the Army’s biode-
fense lab in the 1980s and knew Dr.
Ivins, was skeptical that anyone
working at the lab or Fort Detrick
could have made the form of an-
thrax used in the mailings. It would
have required techniques and spe-
cialized equipment that a person
couldn’t have kept secret there.

—Susan Schmidt
contributed to this article.
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Al Qaeda posting
confirms death
of bomb expert

By ALAN CULLISON

KABUL, Afghanistan—In a blow
to al Qaeda in Pakistan, the terrorist
group confirmed Sunday that one of
its top weapons researchers, Abu
Khabab al-Masri, was killed, appar-
ently in a U.S. missile strike.

For more than a decade, Mr. Masri
moved in the top echelons of al Qaeda
as abomb maker and innovator of the
group’s mostly feckless attempts to
build viable chemical and biological
weapons. While his expertise is re-
placeable, Mr. Masri’s death further
degrades the old guard who were
trusted by al Qaeda leaders Osama
bin Laden and Ayman Zawahri.

Al Qaeda confirmed Mr. Masri’s
death in a posting on Islamist Web
sites Sunday, calling him an “expert”
who left behind a generation of stu-
dents. He was ru-
mored to have
been killed in a
missile strike in
a village in Paki-
stan’s northern
tribal areas.

The timing of
Mr. Masri’s death
in the attack coin-
cided with a visit
to the U.S. by Pa-
kistan’s new
prime minister,
Yousuf Raza Gi-
lani, who is under pressure to do
more to combat Islamists on Paki-
stan’s border with Afghanistan.

Mr. Masri, who carried a $5 mil-
lion bounty on his head, was part of
a well-educated Egyptian cadre in
al Qaeda that has developed and di-
rected some of the group’s most
spectacular attacks. Experts say he
likely helped train the suicide bomb-
ers who attacked the USS Cole in Ye-
men in 2000 and assisted in the
failed mission of Richard Reid, a
British citizen, who tried to blow up
a trans-Atlantic airline flight with a
bomb concealed in his shoe in 2001.

A chemist by training, Mr. Masri
started in al Qaeda as a bomb maker
but branched out into the develop-
ment of biological and chemical
weapons after the terror group set-
tled in Afghanistan in the 1990s.
There he was entrusted with part of
al Qaeda’s so-called yogurt project
to develop weapons of mass destruc-
tion, and operated a training camp
in the village of Derunta. He tried un-
successfully to develop an anthrax
weapon and, with Dr. Zawahri, tried
to develop poisons that could kill
more quickly by mixing them with
chemicals that caused them to be ab-
sorbed into the skin more rapidly.

It isn’t clear how much of the re-
search bore results, though U.S. au-
thorities said Mr. Masri did gas some
dogs at the Derunta training camp.
U.S. authorities said he provided hun-
dreds of Mujahidin with hands-on
training in the use of poisons and ex-
plosives and distributed training
manuals showing how to make chem-
ical and biological weapons.

Bruce Hoffman, a terrorism spe-
cialist and professor at Georgetown
University, noted that one of Mr. Mas-
ri’s students was Kamal Bourgass,
who was convicted in 2005 of trying
to spread poisons on streets in the
U.K. “He had his hands in a lot of dif-
ferent things,” Mr. Hoffman said.

In April, U.S. officials confirmed
that another senior al Qaeda plan-
ner, Abu Obaidah al-Masri, alleged
mastermind behind the 2005 Lon-
don transportation bombings, died
in Afghanistan last year of hepatitis.

Yousuf Raza
Gilani

British Energy, EDF hopeful

Merger falls through
at last minute but
discussion continues

By DANA CIMILLUCA
AND DAVID GAUTHIER-VILLARS

Electricité de France SA and
British Energy Group PLC are hold-
ing out hope that their marriage
can still happen, despite a last-
minute collapse of a $24 billion
plan that could reshape Britain’s
energy industry.

British Energy’s purchase by
EDF fell apart late Thursday night
after two major British Energy
shareholders objected to the price,
according to people familiar with
the situation. Friday, neither side
was ready to pronounce the deal

dead, with British Energy issuing a
statement indicating that talks are
continuing. A person close to EDF
said the company still wants to pur-
sue talks.

British Energy shares, after
dropping 7.5% on the news, re-
bounded a bit and were down 4% at
700 pence ($13.81) at the close of
trading in London.

Officials at EDF, who believed
they had the support of British En-
ergy’s board, were stunned to re-
ceive a call Thursday night inform-
ing them that the board wouldn’t
approve the deal, people familiar
with the matter say. EDF’s board
had already approved the deal, and
the company had said it would
hold a news conference in Paris Fri-
day morning.

The deal would have given Brit-
ish Energy shareholders a choice
of about 765 pence a share in cash

or a combination of about 700
pence and a certificate, valued at
roughly 65 pence, that could rise in
value depending on performance.
The British government, which has
a roughly 35% stake in British En-
ergy, was in favor of the deal, val-
ued at £12 billion ($23.7 billion).

When British Energy ran the
agreement Thursday past Invesco
Asset Management Ltd. and M&G
Investments, they balked, accord-
ing to a person familiar with the
matter. The two institutional inves-
tors together own about 23% of the
nongovernment shares, and the
prospect of opposition was
enough to dissuade British Ener-
gy’s board from endorsing the
deal. Representatives for the
funds declined to comment or
couldn’t be reached.

Besides presenting an embar-
rassment for both sides, failure of

DAILY SHARE PRICE PERFORMANCE

British Energy

On the London Stock Exchange
Friday’s close: 700 pence, down 4%

Source: Thomson Reuters Datastream

the deal could delay ambitious

U.K. government plans to build a

new fleet of nuclear-power plants
to plug a looming energy gap.

—Selina Williams

contributed to this article.
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HOME IMPROVEMENT

AUTOMOBILES

AVIATION

Kingfisher sells Italy unit
to Adeo for $868.4 million

INGFISHER
B PLC, Europe’s
biggest home-

improvement retailer
by sales, said it sold
its underperforming
Italian business, Cas-
torama, for £440 mil-
lion ($868.4 million)
to closely held French

company Groupe Adeo SA.

Castorama opened its first store in Italy in 1988
and now has 31 stores and more than 2,200 staff
there. For the year ended Feb. 2, the business
posted a retail profit of £29 million and sales of
£314 million. It had net assets of £341 million.

Proceeds will be used to reduce U.K.-based King-
fisher’s net debt of around £1.5 billion, said Chief Ex-

Fuel prices start to take
a toll on sales in France
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Renault SA’s new-car reg-
istrations fell 0.2% last
month from a year earlier to
183,014 vehicles, compared
with a 1.6% rise in June, said
the French auto manufactur-
ers association. Sales of the
Renault brand alone were down 3.7%. Rival PSA Peu-
geot-Citroén SA saw a 0.9% rise in sales last
month—a marked slowdown after a 3.7% increase in
June. Overall French registrations of new cars fell
0.2% in July to 183,014 vehicles, compared with a
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Associated Press

European venture to buy
Airbus plant in Germany

FACTORY oper-
A ated by Airbus in

Laupheim, Ger-
many, will be sold to
Germany-based Diehl
Group and Thales SA
of France, officials
said.

Herbert Wust,

whose Diehl Founda-

tion is part of a venture with Thales, said the plant
would be operated by the venture starting Oct. 1.

The sale of the Laupheim site is part of Airbus’s re-
structuring program, aimed at cutting costs and boost-
ing profitability after expensive delays to the super-
jumbo A380 and the midsize A350. Airbus parent Euro-
pean Aeronautic Defence & Space Co. said the plant
has 1,100 employees and produces cabin linings, com-

ecutive Ian Cheshire.

—Lilly Vitorovich

1.6% rise in June.

—David Pearson

partments and air ducts for planes. —Associated Press

Showtime for

Investors want to see
if super-targeted ads
boost the bottom line

By AMOL SHARMA
AND EMILY STEEL

HEN NEWS CORP. reports
W its fiscal 2008 earnings

Tuesday, investors will
scrutinize the company’s plans to
generate more advertising revenue
from the enormous amount of traf-
fic on its MySpace social-network-
ing Web site.

One initiative could be critical to
MySpace’s success: a system that
=——————— |ets marketers aim

ADVERTISING their ads at particu-
— lar groups of users.
Aspart of this “hypertargeting” sys-
tem, MySpace has analyzed the pro-
files of its users to gauge their inter-
ests and then categorized them into
more than 1,000 “buckets,” includ-
ing rodeo watchers, scrapbook en-
thusiasts and “Dancing with the
Stars” viewers.

“The beautiful thing about My-
Space is that people go on every day
and share with us what they’re pas-
sionate about, what their interests
are,” says Adam Bain, who heads the
hypertargeting initiative.

The marketing service was
launched last fall, and feedback
from some early advertisers has
been positive. Concert promoter
Live Nation Inc. says the Coldplay
summer-tour page on its Web site
got a good bump in traffic after the
company bought display ads on My-
Space directed at fans of Coldplay,
as well as those of bands with over-
lapping audiences, like Modest
Mouse and Death Cab for Cutie.

But it’s far from clear that the ad-
targeting service will allay growing
concerns about the business pros-
pects of MySpace and other online
social networks. Because a signifi-
cant number of MySpace user pro-
files contain suggestive or other-
wise edgy photos or language, many
big marketers still worry that their
ads could end up alongside inappro-
priate material. They also worry
that social-networking users tend
to ignore ads.

Privacy concerns about online
ad targeting also pose an issue. My-
Space rival Facebook faced a wave
of complaints from consumers
when it unveiled a new advertising
feature last year that updated users’
friends about online purchases the
users had made. Last Friday, a con-
gressional committee asked 33 tech-
nology companies, including Goo-
gle Inc., Microsoft Corp. and Yahoo
Inc., to provide information about
their ad-targeting policies.

The stakes are high for MySpace
and News Corp., which acquired the
site three years ago for $580 million
just as MySpace was becoming a
Web phenomenon. The site has be-
come one of the Web’s biggest desti-
nations, with 118 million unique
monthly visitors, according to Inter-
net tracking firm comScore Inc. But
questions are growing about News
Corp.’s ability to turn that huge audi-
ence into big profits. Earlier this
year, the company said its Fox Inter-
active Media division, which in-
cludes MySpace, would miss its
$1 billion revenue target for fiscal
2008. Research firm eMarketer ex-
pects MySpace, which accounts for
most of the division’s revenue, to
bring in about $755 million this
year. (News Corp. also owns Dow
Jones, publisher of The Wall Street
Journal.)

Much of MySpace’s current reve-
nue is coming from splashy ads on
the MySpace home page, such as a
recent campaign to promote the lat-
est Batman film, “The Dark Knight.”
But there’s a limit to how many of
those kinds of ads MySpace can sell,
because the home page has only one
spot for ads. Another big source of
revenue is Google, which agreed to
make payments to MySpace total-
ing a minimum of $900 million over
three years for the right to broker
sponsored links on the site. But half-
way through the deal, both sides
have hinted that performance has
been disappointing, with few users
clicking on the ads Google displays
in response to searches.

James Kiernan, a media buyer at
Starcom MediaVest who has han-
dled hypertargeting campaigns for
a dozen or so Procter & Gamble Co.
brands on MySpace, says he has
seen the approach yield a 25% to
30% increase in consumer response

MySpace

compared with regular ad buys. My-
Space, which has cheap advertising
rates by industry standards (only a
few dollars at most for one thou-
sand displays of an ad, compared
with the $50 or $60 per thousand
charged by some sought-after niche
sites), says it can charge roughly
double those rates by offering tar-
geting. “The closer you get to the au-
dience you want, the better you get
in terms of clicks or sales of the prod-
uct,” says Sean Muzzy, senior part-
ner and media director at digital-ad
agency Neo@Ogilvy.

But there are plenty of skeptics.
Big brands are experimenting with
hypertargeting—Adidas ran a cam-
paign aimed at MySpace soccer
fans, while McDonald’s bought ads
targeted at coffee drinkers—but no
one is committing huge sums yet.
The biggest concern among market-
ersisthat social-network users sim-
ply aren’t in the mood to pay atten-
tion to ads while they are exchang-
ing messages with friends or look-
ing at photos.

For some marketers, especially
small ones, more-generic targeting
suffices. The New York Health & Rac-
quet Club spent $5,000 on a My-
Space campaign that displayed 2.3
million ads to users on the site.
Though the health club could have
chosen to target ads at people who
say in their profiles that they enjoy
rock climbing, yoga or working out,
it chose instead to simply target by
age and ZIP codes near its facilities.
The club said it was relatively happy
with the campaign, which gener-
ated roughly 1,000 clicks, a re-
sponse rate of just 0.04%.

Mr. Bain argues that the hyper-
targeting system won’t just pay off
by boosting ad sales. It’s also a way
for marketers to glean valuable in-
formation about their target audi-
ence. If the advertiser wanted to
reach scrapbooking hobbyists, for
example, it could find 236,475 of
them on MySpace. But the system
also shows that 99% of them are fe-
male, and lists several other hob-
bies they tend to be interested in, in-
cluding sewing, baking and watch-
ing the TV show “Grey’s Anatomy.”

“We’re in a position to help them
refine the research they’re doing
about their customers,” Mr. Bain
says.

Siemens hangs up

The German engineering conglomerate has jettisoned unprofitable
telecommunications-equipment holdings - formerly its biggest
source of revenue - in stages over the past three years:

June 2005: Siemens sells its
mobile-handset business, with about
€5 billion in annual revenue, to
Taiwan’s BenQ.

June 2006: Siemens agrees to fold the
largest part of its telecom unit, with
about €9 billion in revenue, into a
50-50 joint venture with Finland’s
Nokia.

November/December 2006: German
police raid Siemens to investigate
suspicious transactions at its telecom
unit, triggering a bribes-for-business

Sources: Siemens; WSJ reporting

scandal. Siemens identifies €420
million in questionable payments at
the unit and postpones the start of the
Nokia joint venture for three months.

July 2008: Siemens sells a 51% stake in
another telecom-equipment business,
with about €3 billion in revenue, to
U.S.-based Gores Group. Three days
later it sells an 80.2% stake in the last
telecom-equipment business still
under its control, with about €800
million in revenue, to Germany’s
Arques Industries.

Siemens to sell majority
of cordless-handset unit

By MIKE ESTERL

Siemens AG will sell a majority
stake in the last remaining telecom-
munications-equipment business
under its control as the German
conglomerate restructures to nar-
row its focus and raise profit.

Europe’s largest engineering
company by revenue said Friday
that it will sell an 80.2% stake in its
cordless-handset unit, which had
about €800 million ($1.24 billion)
in sales last year, to Germany’s
Arques Industries AG. Siemens
didn’t disclose financial terms but
said it expects to book a “double-
digit million” euro loss when the
deal closes in September.

The divestment process, car-
ried out in stages since 2005, has re-
shaped a company that began as a
19th-century manufacturer of tele-
graph equipment and still gener-
ated about €20 billion in annual
revenue from telecom equipment
earlier this decade. In more recent
years, Siemens’s telecom business
racked up big losses as lower-cost
rivals snapped up market share.

Siemens’s telecom unit also
sparked a massive bribes-for-busi-
ness probe that burst into public
view after a German police raid in
late 2006. The Munich-based con-
glomerate has since flagged more
than €400 million in suspicious
transactions in 2000 to 2006 at its

telecom businesses and was fined
€201 million by a German court
last October for bribes paid in Nige-
ria, Russia and Libya.

The sale of the cordless-hand-
set unit came just three days after
Siemens said it found a buyer for a
51% stake in a larger business that
sells a broad range of telecom
equipment to corporate custom-
ers. That business, which Siemens
is selling to U.S.-based Gores
Group LLC, has annual revenue of
about €3 billion.

The rapid-fire transactions un-
derscore Chief Executive Officer Pe-
ter LoOscher’s desire to book as
many restructuring costs as possi-
ble in Siemens’s current fiscal year,
which ends Sept. 30. The asset sale
to Gores also is slated to close next
month and result in a negative fi-
nancial impact of as much as €1 bil-
lion for Siemens in the current
quarter.

Mr. Loscher left U.S.-based
Merck & Co. to take the reins at Sie-
mens in July 2007 as part of aman-
agement shake-up at the German
conglomerate in the wake of the
bribery scandal. Last year, the CEO
collapsed Siemens’s myriad busi-
nesses into three divisions: indus-
try, energy and health care.

The company outlined plans
last month to cut 16,750 jobs world-
wide, or about 4% of its work force,
and further streamline operations.
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Loss adds to GM pressure

Board meets Monday
amid new questions
about chief’s future

By JOHN D. STOLL
AND NEAL E. BOUDETTE

DETROIT—General Motors
Corp., in another major blow to its
turnaround effort, on Friday re-
ported a $15.5 billion net loss for the
second quarter.

The huge quarterly loss—the
third-biggest in GM’s history—
marks the latest chapter in the
long, rough slide of the auto maker,
a company that once dominated
the world automotive industry. It
comes at a time when the entire
business is in turmoil amid the U.S.
economic slowdown. GM and its
two Detroit rivals are being forced
to ratchet back or phase out their
leasing programs, long a linchpin
of sales, because declining car val-
ues are undermining the econom-
ics of the business.

But even foreign brands are skid-
ding. Nissan Motor Co. said Friday

Sputtering

cars and more fuel-efficient vehi-
cles. Lower truck sales caused a
$9.9 billion decline in GM’s North
American revenue, to $19.8 billion
from $29.7 billion. On Friday, the
company said U.S. vehicle sales in
July fell 26%.

GM burned through a less-than-
expected $3.6 billion in cash during
the quarter. However, that still
shrinks its war chest of readily
available cash and assets—the
money it needs to pay its bills and
guard against downturns—to
$20.5 billion. Analysts scrutinize
this number to gauge whether the
company has enough funds to stay
afloat.

The earnings were further de-
pressed by an unexpected loss in
Asia, aregion that had been gener-
ating steady profits. GM also lost
$2 billion covering unprofitable
auto leases, which lost value amid
the tumbling popularity of used
SUVs and trucks. It took $2.8 bil-
lion in charges related to former
parts division Delphi Corp. and
$3.3 billion related to a buyout of-
fer that cut 19,000 people from the
payroll last quarter.

As recently as July, GM’s board

General Motors’ $15.5 billion second-quarter loss comes amid the auto maker’s

continued sales slide.

GM'’s quarterly net income,
in billions

“Through July

that net profit fell 43% its fiscal
first quarter, as increased sales to
emerging markets failed to make
up for the negative effect of a stron-
ger yen and a downturn in the U.S.
market. BMW AG, also hurt by the
weak U.S. market, reported second-
quarter profit fell 33%. About a
week ago, Ford Motor Co. posted a
second-quarter loss of $8.7 billion.

GM’s board has a regularly
scheduled dinner meeting on Mon-
day. Chairman and Chief Executive
Rick Wagoner and other executives
are expected to attend. The board
has been briefed on the second-
quarter loss and is expected to look
at the results in detail.

Board members Armando Cod-
ina, George Fisher, the lead inde-
pendent director, and several
other members didn’t respond to
repeated calls for comment.

One board member, reached by
phone, said he isn’t yet familiar with
details of Monday’s agenda or who
will be in attendance but expects the
company’s condition to be a topic of
conversation. “Things are tough,
and it’s a hard road for them.”

GM’s performance, which was
worse than analysts expected, in-
creases the pressure on Mr. Wag-
oner to show he can steer the com-
pany back to profitability. From
2005 to 2007, GM lost a cumulative
$50 billion. In the first two quar-
ters of 2008, it has lost an addi-
tional $18 billion.

In the U.S. market, GM has been
hurt by the sharp drop in sales of
trucks and sport-utility vehicles as
consumers seek shelter from high
gasoline prices by shifting to small

Sources:
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voiced strong support for Mr. Wag-
oner, who has been CEO for most of
the decade. Mr. Wagoner had
planned to have the U.S. operation
on its feet by 2008—but a weak
economy and unexpected market-
share declines spoiled that agenda.

In light of GM’s extraordinary
losses, some analysts say they have
been discussing whether Mr. Wag-
oner can keep his job. “It has been a
question for the last couple of
years,” said Kenneth A. Elias, a part-
ner at Maryann Keller & Associ-
ates, LLC, an automotive consult-
ing firm. Since Mr. Wagoner began
trying to turn around the company
in 2005, “GM hasn’t made the
moves to resuscitate the business
in North America.”

A spokesman for GM referred
questions about the chief execu-
tive’s job security to Mr. Wagoner,
who declined to comment.

GM’s quarterly loss was arever-
sal from a year earlier, when it re-
ported net income of $891 million.
Its per-share loss was $27.33, com-
pared to earnings of $1.56 per
share a year earlier.

Mainly because of lower U.S.
sales, revenue fell to $38.16 billion
from $46.7 billion. GM reported
strong profit from its unit cover-
ing Latin American, Africa and the
Middle East, and a modest profit in
Europe.

Its Asian operations lost $65
million, which GM blamed on
higher costs for hedging against
fluctuations in currency values.
Overall, GM’s auto operations lost
$4 billion.

The second-quarter report re-

vealed many areas of concern, par-
ticularly about GM’s cash. The com-
pany said it has enough cash and
available assets to last through
2009, but that is “not particularly
reassuring,” said Calyon Securities
analyst Mark Warnsman. “Clearly,
GM will need to take concrete ac-
tion within the next year or so to im-
prove its balance sheet.”

The company said Friday it
needs to keep $11 billion to $14 bil-
lion on hand at month’s end to pay
its bills and cover fluctuations in
cash flow. It said it plans to draw
down $1 billion from its available
credit lines, in a move to top off its
available cash.

Because it is selling far fewer
trucks—which have much higher
profit margins than cars—and be-
cause it lost $2,000 per vehicle
due to leasing-related write-
downs, GM’s revenue per vehicle
sold in second quarter plummeted
to $17,940, down from $21,575 a
year earlier. That is also $1,200
lower than where transaction
prices were in the same period in
2004, which was before GM imple-
mented a plan to boost per-vehicle
revenue by cutting some of the dis-
counts and deals it was offering to
car buyers.

Problems with its leasing con-
tracts began to surface only in
June. GM, like other auto makers,
relied heavily on lease deals to sell
trucks and SUVs. But as the used-
car market floods with such vehi-
cles, and resale values plummet,
leasing gets much less lucrative for
an auto maker. That’s because the
contracts are based on accurately
predicting a vehicle’s value when
the lessee turns it back in.

Mr. Wagoner and his chief lieu-
tenant, President and Chief Operat-
ing Officer Frederick “Fritz” Hend-
erson, have unveiled a plan to cut
costs by $10 billion and raise about
$5 billion to steady the company
over the next 18 months.

Mr. Wagoner has appeared to
take a step back from the day-to-
day operations of the company
over the past few months. In the
spring, the board promoted Mr.
Henderson to chief operating of-
ficer. He had been GM’s chief finan-
cial officer. He took over responsi-
bility for GM’s company’s global
auto operations, a duty that had be-
longed to Mr. Wagoner.

Some investors have become
restless. Earlier in the second quar-
ter, when Southeastern Asset Man-
agement, which owns at least 7% of
the auto maker, held its annual
meeting, the fund’s president, Sta-
ley Cates, faced complaints about
its stake.

Some Southeastern investors
see GM as one of the firm’s few
“stubborn” holdings, Mr. Cates
said. They “bring up the stubborn-
ness question of ‘should we stay
with these things so long?’ ” he
said.

He said computer maker Dell
Inc. and telecommunications com-
pany Level 3 are two other hold-
ings considered “stubborn.” South-
eastern sees long-term upside in
GM, Mr. Cates said, but acknowl-
edged the next few quarters “look
dismal.”

—Sharon Terlep
contributed to this article.

Online today
John Stoll discusses the growing
financial woes at GM, at
WSJ.com/Video
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BMW shifts its strategy
as net profit slumps 33%

By EDWARD TAYLOR

Luxury-car maker BMW AG is-
sued a hefty profit warning Friday
and signaled a return to more conser-
vative sales tactics, reversing a policy
of using steep discounts and cheap
leases to win U.S. market share.

The German company said it
would cut production and raise
prices globally, especially in the U.S.,
as it disclosed that second-quarter
net profit fell 33% to €506 million
($786.3 million) from €751 million in
the year-earlier period. Revenue was
down less than 1% to €14.6 billion.

Like other premium German
brands selling in the U.S., BMW
faces an increasingly tough choice
between trying to protect profitabil-
ity and holding on to market share,
industry analysts say.

In recent years, BMW has
pushed aggressively to sell cars in
the U.S., using discounts and easy
leasing terms. That trend acceler-
ated during the past year as the U.S.
market turned sour, forcing brutal
price competition to draw custom-
ers into showrooms.

Auto executives and analysts
warn that BMW, Mercedes-Benz
and Audi, the luxury brand of Volks-
wagen AG, all risk losing their most
valuable asset—their exclusiv-
ity—by copying the hard-sell high-
volume tactics U.S. car makers have
used for decades. BMW now ap-
pears to be struggling to return to
its previous sales strategy known as
“pull”—making customers line up
to wait for cars and pay full price, at-
tracted by the belief they are get-
ting an exclusive product.

“Any premium auto maker that
strives to push volume for its own
sake runs the risk of losing exclusiv-
ity,” says Vic Doolan, president of
Volvo Cars North America until
March 2005, and president of BMW
of North America until July 1999.

BMW said Friday it wants to “re-
tain its position as the world’s lead-
ing premium manufacturer.” In
2005 BMW eclipsed Daimler AG’s
Mercedes-Benz to become the
world’s biggest-selling premium
auto maker by sales, in part as a re-
sult of its aggressive sales tactics.
But the Munich-based company
said “volume growth will not be pur-
sued at the expense of profitability.
In the light of the ongoing weakness
of the U.S. dollar and market, sales
volumes will be reduced in the U.S.
on a targeted basis as part of a new
strategy for this region.”

BMW has been among the most

aggressive companies in its use of
discounts to sell cars in the U.S., of-
fering an average $4,680 per car in
June, up 63% from June 2007. Rival
Mercedes-Benz offered $4,692 of
discounts, roughly 35% more than in
June 2007. Audi, which offered
$4,085 per car in June, ramped up
its incentives by 50%, figures sup-
plied by Autodata Corp. show.

The incentives are higher than
those of Ford Motor Co. and Gen-
eral Motors Corp., but they are also
higher than those for Lexus, which
offered incentives of $1,557 per car
in June, and Acura, which offered
discounts of $1,841. Lexus is made
by Toyota Motor Corp., and Acurais
a product of Honda Motor Co.

Cheap leasing deals have also
hurt BMW’s profits. In the second
quarter, BMW booked a charge of
€459 million related to its leasing
business, following a €236 million
charge in the first quarter.

A sharp downturn in auto mar-
kets in recent weeks means BMW
won’t meet its previous profit tar-
get for 2008, the company said,
warning that 2009 will also be a
tough year. BMW said it expects the
operating margin in its automotive
division to reach “approximately 4%
or higher” in 2008, compared with
6.4% in 2007.

BMW'’s bid to boost sales vol-
umes appears to have been eroding
the company’s profitability for
some time. While its auto sales rose
to 1.5 million cars in 2007 from 1.05
million cars in 2002, operating mar-
gins for that segment shrank to 6.4%
at the end of 2007 from 9.2% in
2002. Currency factors, rising in-
vestments in fuel-efficient technol-
ogy, the rising price of raw materi-
als, as well as slumping demand in
the U.S., have contributed toward
eroding profits, the company says.

Rather than seeking to top the
336,000 cars BMW sold in the U.S. in
2007, sales-volume figures are “likely
to belower than a year ago,” the com-
pany said. On a group level, BMW has
decided to “reduce production vol-
umes and increase selling prices.”

Rival auto maker Audi recently
reduced its sales target in the U.S. to
95,000 units from the 100,000 in
sales it previously had targeted for
this year, a spokesman for the com-
pany said Friday. Daimler, the Stut-
tgart, Germany-based parent com-
pany of Mercedes-Benz, late last
month gave a profit warning and
also said it would give increased em-
phasis to growing volumes profit-
ably.
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Armored vehicles drive BAE

Earnings climb 14%,
boosted by demand
in Iraq, Afghanistan

By MonicA MARK

LONDON—BAE Systems PLC re-
ported al4%rise in first-half profit,
lifted by demand for armored vehi-
cles in Iraq and Afghanistan.

The company, which has been
helped by continued overseas ac-
tion by the U.S. and U.K. militaries,
particularly demand for mine-re-
sistant vehicles, said Friday that
net profit rose to £586 million
($1.16 billion) from £515 million a
year earlier.

The U.K. company’s results were
boosted by a £61 million gain on the
disposal of its surveillance-and-at-
tack business, which provides
broadband high-power transmis-
sion and radio-frequency systems
for military aircraft.

Revenue from continuing opera-
tions rose 12% to £7.75 billion from
£6.89 billion.

Earnings were driven by the
growth of BAE’s land-and-arma-
ments business. The company has
expanded the unit’s annual sales to
more than $10 billion from sales of
less than $1 billion in 2004, mainly
through acquisitions in the U.S. The
purchases have boosted BAE’s pres-
ence in the huge U.S. defense mar-
ket, and the company now gener-
ates about half of its sales from its
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Demand for armored vehicles in Irag and
Afghanistan lifted BAE's first-half profit.

U.S activities.

BAE’s weakest performer was
its U.K.-based programs-and-sup-
port unit, where revenue fell 19% to
£1.9 billion.

Analysts have been concerned
BAE could be affected by political
pressure on defense budgets, partic-
ularly in the U.K. The company had
warned that some defense pro-
grams may be stretched over a
longer time frame to reduce the
cost in any single year.

But BAE said Friday it is confi-
dent about its outlook thanks to its
large order book, despite “budget
pressures in many defense mar-

kets.” It added that it expects
strong second-half growth.

The company’s order book rose
30% to £41.1 billion at the end of the
first half from a year earlier.

“Building on the first-half per-
formance, the previously antici-
pated growth outlook for 2008 as a
whole is expected to benefit further
from the current high demand for
armored wheeled vehicles to meet
operational requirements,” the
company said.

BAE shares ended up 2.2% at
460 pence ($9.08) in London trad-
ing Friday.

The company reported a £387
million cash outflow from operat-
ing activities, compared with an in-
flow of £165 million a year earlier,
after it was hit by a £500 million
write-down related to the acquisi-
tions of MTC Technologies Inc. and
Tenix Defence. BAE said it expects a
return to an inflow in the second
half. The company’s cash flows can
be volatile because of the size of de-
fense contracts.

BAE is the subject of a U.S Jus-
tice Department investigation into
the company’s compliance with an-
ticorruption laws. The U.S. is prob-
ing allegations of illegal payments
to the Saudi Arabian royal family
to help secure a large Saudi con-
tract in the 1980s. Late last year,
the U.K. government called off a
probe into BAE’s weapons sales to
Riyadh on security grounds, but in-
vestigations of sales to other coun-
tries recently has weighed on
BAE’s stock price.

Enel profit rises 44% on Endesa stake

By LiAM MOLONEY

ROME—TItalian utility Enel SpA
said its first-half net profit jumped
44%, boosted by the consolidation
of its stake in Spanish utility Endesa
SA, a lower tax rate and hydroelec-
tric generation in its home market.

The Rome-based company said
net profit climbed to €2.85 billion
($4.43 billion) from €1.98 billion in
the year-earlier six months. Reve-
nue grew 55% to €29.32 billion from
€18.86 billion.

Looking ahead, Enel said that
2008 and 2009 earnings before in-
terest, taxes, depreciation and amor-
tization (Ebitda) will come in ahead
of expectations, thanks to the contri-
bution from its stake in Endesa.
Enel bought Endesalast year in part-
nership with Spain-based conglom-
erate Acciona SA.

Enel now expects 2009 Ebitda to

top its March estimate of €13.8 bil-
lion, and the 2008 figure will be
above market expectations of €13.3
billion, Chief Executive Fulvio Conti
said in a conference call with report-
ers. The company posted Ebitda of
€10.02 billion for 2007.

WestLB analyst Katharina
Cholewa said Mr. Conti’s comments
were “very positive.”

Enel’s net debt totaled €51.29 bil-
lion as of June 30, down from €57.07
billion as of March 31. Its debt-to-eq-
uity ratio is 2.04, compared with
2.29 in March. Mr. Conti confirmed
the company aims to trim its net
debt to less than €50 billion by the
end of 2008.

The company borrowed cash to
pay for its stake in Endesa, in what
was the world’s biggest purchase of
a utility. The takeover, carried out
jointly with Acciona, valued Endesa
at €42.5 billion.

Enel’s share price is down about
13% over the past three months—
slightly better than the 17% drop in
Italy’s S&PMib Index—as corporate-
governance issues with Acciona
over Endesa have rattled investors
and concern has mounted over the
company’s high level of debt.

Debt reduction and the compa-
ny’s relationship with Acciona over
Endesa are at the top of analysts’
agenda for Enel. Mr. Conti on Friday
brushed aside speculation of a spat
with Acciona over Endesa.

The company said it plans to pay
an interim dividend of 20 European
cents per share, unchanged from
last year, on Nov. 27. Enel is sticking
to its policy of a minimum annual
dividend of 49 European cents per
share in the coming years, said Mr.
Conti, adding that there was no
need to lift this figure.

Yahoo’s board wins support from

By JEssicA E. VASCELLARO

Yahoo Inc. faced little criticism
at its annual meeting over the issue
that had been expected to be center
stage: its rejection of multiple deal
offers from Microsoft Corp.

Shareholders overwhelmingly en-
dorsed the board, with Yahoo Chair-
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man Roy Bostock receiving a 79.5%
favorable vote, up from roughly two-
thirds last year. Chief Executive
Jerry Yang received an 85.4% favor-
able vote, down from more than 90%
last year but still a strong endorse-
ment for aleader who has faced calls
for his resignation.

The results suggest that inves-
tors who have been harping about
the company’s handling of Mi-
crosoft negotiations are moving
on—or have decided to sell their
stock. Yahoo shares have fallen
roughly 30% from when Microsoft
withdrew its $47.5 billion, $33-a-
share offer, to acquire the com-
pany in May. The company’s stock
traded essentially flat Friday at
$19.80in 4 p.m. composite trading

shareholders

on the Nasdaq Stock Market.

The meeting, in San Jose, Calif.,
was a tame follow to a bitter battle.
Investor Carl Icahn, who settled his
proxy fight for the company last
month, didn’t attend the two-hour
meeting. Under the settlement,
Mr. Icahn and two other directors
will join Yahoo’s board.

While Mr. Bostock addressed
months of negotiations with Mi-
crosoft in detail, investors didn’t
dwell on the topic, besides a few
brief or passing remarks. Sharehold-
ers instead pressed management on
human-rights issues, executive com-
pensation and its strategy against
Google Inc.

The meeting didn’t address who
will join the board with Mr. Icahn.

Chavez plan to take over
Santander unit is risky

By JOHN LYONS

Venezuelan President Hugo
Chavez’s decision to nationalize a
local unit of Spanish giant Banco
Santander SA is among the riskier
acts of his decade-old presidency,
touching on local confidence in the
banking system.

Banking affects Venezuelans
more personally and immediately
than oil, telecommunications and
other strategic industries in which
Mr. Chavez has intervened. The
move could backfire if depositors
lose confidence in the govern-
ment’s ability to protect their sav-
ings, and yank their money.

In Venezuela, as in many Latin
American nations, mass withdraw-
als at one bank have a way
of snowballing into a sys-
temic bank run that puts
the economy and political
system in play. Mr. Chavez
has firsthand experience
with this phenomenon. He
came to power on a wave
of broad voter discontent
rooted in the economic
chaos that followed a bank
collapse in 1996.

Sofar, thereis little evi-
dence that history is
about to repeat itself. But Mr.
Chavez appeared to recognize the
risks last week, when he dis-
patched Information Minister An-
drés Izarra to reassure depositors.
Mr. Izarra said in a prepared state-
ment that the takeover of the local
bank, Banco de Venezuela, would
be legal and wouldn’t jeopardize
the bank or the economy. “Our gov-
ernment guarantees the financial
strength of the system,” he said.

One key question will be
whether Mr. Chavez will use the na-
tion’s vast oil wealth to acquire
more banks. Big international lend-
ers, including Citigroup Inc. and
Spain’s Banco Bilbao Vizcaya Ar-
gentaria SA, also have units in Ven-
ezuela. Further acquisitions may
not be received well, observers
said.

While in the U.S. the govern-
ment is seen as a guarantor of bank
stability, nationalizations are
viewed with deep skepticism in
many Latin American nations,
where official corruption and in-
competence are pressing issues.
Many Venezuelans already blame
government mismanagement for a
host of problems ranging from
food shortages to the declining
productivity of the oil industry.

“Chavez said the bank’s depos-
its will now be in the government’s
hands, but the problem is there
may be people who think that’s not
such a good thing,” said Alejandro
Grisanti, a senior Latin America
economist who follows Venezuela
at Barclays Capital Inc.

Mr. Chavez announced last
week that the government would
buy Banco de Venezuela, the na-
tion’s third-largest bank in terms
of deposits, back from Santander
at a “fair” price. The bank was
privatized in the 1990s. Santander
had been in talks to sell it to a local
banking group. After learning of
the talks, Mr. Chavez decided Vene-
zuela would buy it, he said.

Santander confirmed that it
had been in talks with a private
group but was now negotiating a
sale to the government.

The Spanish government said
Friday that it wouldn’t get in-
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volved.

The specter of nationalization
has loomed over the banking sec-
tor, and Banco de Venezuela, in par-
ticular, for a long time. Banco de
Venezuela has a big network of
branches that may be used to more
efficiently distribute welfare pay-
ments and subsidies. Buying it fits
with Mr. Chavez’s strategy of get-
ting more control over govern-
ment bank accounts.

While Mr. Chavez is taking
pains to present the nationaliza-
tion as a legal purchase of a bank
that was already for sale, Venezue-
la’s history of banking crises will
make buttressing confidence over
the long term a trickier task. The
recent experience that Venezue-
lans have with banking col-
lapses has conditioned
them to act faster to pull
their deposits when they
sense danger.

Gauging public reac-
tion won’t be straightfor-
ward either. Official data
on deposits in the banking
system reflecting the pe-
1" riod directly after the na-
tionalization announce-
ment won’t be available
for about two months, ana-
lysts said. Other indicators of con-
fidence weren’t encouraging. For
example, Venezuela’s longer-
dated bonds fell on the announce-
ment.

Santander is selling at a key mo-
ment for the banking system. The
government is set to publish along-
awaited revision of bank regula-
tions expected to increase govern-
ment controls.

Venezuelan banks have been
highly profitable under Mr.
Chévez, but the operating environ-
ment has changed in the past year.
The industry was squeezed, for in-
stance, by the government’s deci-
sion to move deposits from private
banks to government banks. To-
day, 65% of government deposits
are in private banks, compared
with 80% a year ago.

Meantime, bank executives
have privately questioned the qual-
ity of some loans that banks hold.
Banks are required to dedicate
nearly 47% of their loans to politi-
cally sensitive areas such as agri-
culture. What’s more, credit-card
and commercial lending may have
overheated as Venezuelans took
on debt as a hedge against 30% in-
flation rates.

One senior Venezuelan bank ex-
ecutive said that while some
banks’ balance sheets look like a
pristine mountain lake from afar,
up close they turn out to be a thin
layer of blue water covering toxic
sludge.
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British Airways takes hit

Rising fuel expenses,
decreased traffic
sink net profit 90%

BY KAVERI NITHTHYANANTHAN

LONDON—British Airways PLC
reported a 90% drop in first-quarter
net profit because of falling demand
and surging fuel costs, lowered its
full-year revenue forecast and cut
winter capacity.

The British flag carrier, which
last week announced a proposed
merger with Spain’s Iberia Lineas
Aéreas de Espafia SA, said fuel
prices have doubled in the past year
and it expects the bill to top £3 bil-
lion ($5.95 billion) this year after
reaching £706 million in the fiscal
first quarter ended June 30.

“The combination of unprece-
dented oil prices, economic slow-
down and weaker consumer confi-
dence has led to substantially lower
first-quarter profits,” Chief Execu-
tive Willie Walsh said.

Friday in London, BA shares ad-
vanced 3.75 pence, or 1.5%, to 259
pence. BA said higher fuel prices
and lower traffic pulled down its net
profit to £27 million in the first quar-
ter from £274 million in the year-
earlier period. Revenue rose 2.8% to
£2.26 billion, but the airline cut its
revenue-growth target for the full
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BA is considering raising fares to
tackle fuel costs eating into margins.

year to 3% from the previous 4%.

Deutsche Bank said the cut
equates to aloss before interest and
taxes of £37 million, or break-even
at the earnings-per-share level.

With fuel prices up 49% in the lat-
est quarter, BA is considering rais-
ing fares further to tackle fuel costs
eating into profit margins.
Mr. Walsh said: “We would consider
increasing prices, given the fuel in-
creases. That may come through
higher fuel surcharges or higher
fares.”

Analysts are in the midst of
downgrading forecasts after BA’s
chairman, Martin Broughton,
warned at the carrier’s annual gen-
eral meeting that it would be chal-
lenging for the company to report a
profit this year.

BA said it had revised its capital-
expenditure plans and will stay fo-
cused on cost control. It will cut win-
ter capacity 3.1%, but Mr. Walsh said
no planes would be grounded. In-
stead, it will likely reduce less-popu-
lar flights.

The airline also said it was order-
ing six new Boeing 777-300ER air-
craft for delivery beginning in 2010.
The planes will give the company
more flexibility in the long-haul
fleet, BA said.

BA’s chief executive also gave an
update on the progress of clearing a
possible joint venture with AMR
Corp.’s American Airlines with U.S.
antitrust authorities. A spokesman
for BA confirmed its chief executive
told analysts, “We hope to be ina po-
sition to apply for ATI [antitrust im-
munity] within two weeks.” The
spokesman added, “He said there
was no guarantee, however, that
they would get this.”

The two airlines have previously
failed to get an exemption from anti-
trust authorities, because of their
dominance at Heathrow Airport. A
merger or joint venture would give
BA greater access to the U.S. and Pa-
cific regions.

Lufthansa strike ends with wage deal

By JAN HROMADKO

Deutsche Lufthansa AG said it
reached a wage deal with the power-
ful services union ver.di that ended
a six-day strike over pay that led to
numerous flight cancellations.

Ground staff at the German air-
line will get a 5.1% pay increase, ret-
roactive to July 1, and an additional
2.3% raise from July 1, 2009, as well
as a one-time bonus of as much as
2.4% of annual salaries. The pay-
ment is a profit-sharing agreement,
said Lufthansa, meaning its full-
year profit will determine the exact
amount.

The airline had offered to in-
crease wages by 4.6% in the year
that began July 1and 2.1% the follow-
ing year, while ver.di had sought a
9.8% increase.

“This is the best wage deal that
has been agreed in Germany this
year,” said ver.di member Thomas
Wissgott, who is also a member of
the supervisory board of
Lufthansa’s logistics unit Lufthansa
Cargo AG.

Feelings were more mixed at the
airline. Lufthansa said the increase
will cost it about €40 million ($62
million) for the remainder of this
year and €100 million next year.

The agreement will be a serious
burden for the company, Stefan
Lauer, a Lufthansa board member
and the head of personnel, said in a
statement. It was the deal’s long va-
lidity of 21 months that made it ac-
ceptable, he added.

Staff reimbursement is a major
cost for airlines, and the deal comes
at a time when carriers around the
world are seeing their profits pulled
down by waning demand on the
back of the economic downturn and
surging fuel prices.

Relief that the strike was coming
to an end initially elevated
Lufthansa stock Friday, but it edged
lower to €14.71 at the close.

“The agreement should lift some
of the uncertainty under which the
stock has suffered in the recent
past,” said LBBW analyst Per-Ola
Hellgren, adding that Lufthansa
should be able to compensate for

higher personnel costs through sav-
ings elsewhere.

A Lufthansa spokesman said the
airline hadn’t yet been able to esti-
mate the total cost of the strike and
that management therefore
couldn’t say whether the burden
would threaten the company’s full-
year financial targets.

Though the strike ended Satur-
day, six days after walkouts com-
menced, a Lufthansa spokeswoman
said it could take as long as two
weeks for entire flight operations to
normalize.

For cabin staff, the airline agreed
to a similar wage deal. However,
this agreement requires additional
consent between ver.di and cabin-
crew union UFO, which represents
more than half of flight attendants.
UFO, which has a separate wage
agreement with Lufthansa that ex-
pires Dec. 31, called the deal “totally
unacceptable” and said it wouldn’t
sign such an agreement.

—Kirsten Bienk
and Roman Kessler
contributed to this article.

Nissan’s profit drops 43% despite Mideast demand

BY JOHN MURPHY

TOKYO—Nissan Motor Co.
posted a 43% drop in net profit for its
fiscal first quarter, as increased sales
to emerging markets failed to make
up for the impact of a stronger yen
and a downturn in the U.S. market.

The auto maker’s results under-
score the strain on the global auto
industry as high gasoline prices
and an economic slowdown con-
tinue to damp new-vehicle sales in
the U.S., the world’s largest auto
market. U.S. industry sales were
hit by a plunge in demand for
trucks and sport-utility vehicles in

the quarter, which ended June 30.

Nissan, Japan’s No. 3 auto maker
by sales volume after Toyota Motor
Corp. and Honda Motor Co., re-
ported net profit of 52.8 billion yen
($490 million) for the quarter, down
from 92.3 billion yen a year earlier.
Sales fell 4.1% to 2.347 trillion yen
from 2.446 trillion yen. The com-
pany maintained its full-year out-
look for a 30% drop in net profit be-
cause of higher raw-material costs
and a continued decline in the U.S.
auto market.

Globally, Nissan’s sales rose 6.9%
for the quarter to 936,000 vehicles,
lifted by demand in the Middle East

and China. Those gains were offset
by the yen’s strength against the U.S.
dollar, which sliced 54.7 billion yen
off operating profit for the quarter.
Nissan also set aside 42 billion yen
inresidual-value risk onits leased ve-
hicles in the U.S. and Canada. Be-
cause of falling used-car prices in
those markets, Nissan can’t make
the revenue it had projected on re-
selling its vehicles when they are re-
turned at the end of their leases.

Sales slipped 1.5% to 253,000 ve-
hicles in the U.S., where consumers
spurned its lineup of larger vehicles,
including the Pathfinder SUV and Ti-
tan full-size pickup truck.

A view of French oil giant
Total SA headquarters in Paris
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Total, StatoilHydro ride
oil prices to big profits

By ADAM MITCHELL
AND ELIZABETH COWLEY

PARIS—French oil and gas com-
pany Total SA reported a 39% jump
in second-quarter net profit, as ris-
ing upstream production, including
new fields in Congo and the North
Sea, allowed the company to gain
from surging prices.

Meanwhile, Norwegian oil and
gas company StatoilHydro ASA re-
ported a 37% increase in second-quar-
ter earnings, also lifted by the surge
in oil and gas prices, but its shares
fell as analysts voiced concerns over
increasing production costs.

Total said net profit rose to
€4.73 Dbillion ($7.35 billion) from
€3.41 billion a year earlier, as sales
increased 23% to €48.2 billion. The
earnings report covered the three
months ended June 30, before oil
prices started falling.

Total’s production of hydrocar-
bons rose 1.3% from a year earlier to
2.35 million barrels of oil equivalent
a day. Production growth in the
quarter was helped by start-ups at
the Jura gas and condensate field in
the North Sea and the Moho Bilondo
oil site in Congo.

Chief Executive Christophe de
Margerie said Total’s performance
was “driven by the upstream seg-
ment, which demonstrated once
again the strong sensitivity of its re-
sults to high hydrocarbon prices.”
He said “European refining margins
were high, sustained by strong de-
mand for distillates.”

0Oil and gas prices have risen

over the past year. According to fig-
ures published by Total on July 15,
the average price of Brent crude oil
surged 76% in the second quarter
from a year earlier to $121.20 a bar-
rel. The average natural-gas price
shot up 48% to $7.29 per million Brit-
ish thermal units, Total said.

Total’s refinery throughput de-
clined 2% in the second quarter,
partly because of a maintenance
turnaround at the company’s Leuna
refinery in Germany.

Total’s shares fell 1.2%, to
€48.79, in Paris Friday.

Also benefiting from high oil
prices, Norway’s StatoilHydro said
net profit jumped to 18.77 billion Nor-
wegian kroner ($3.65 billion) in the
second quarter from 13.71 billion kro-
ner a year earlier. The 2007 earnings
include Hydro’s oil and gas portfolio.
Statoil completed its acquisition of
Hydro assets Oct. 1, making the lat-
est earnings the company’s first sec-
ond-quarter results incorporating
the Hydro portfolio. Revenue in-
creased 34% to 170.61 billion kroner.

The surge in oil and gas prices
was partially offset by increased op-
erating expenses as well as negative
net financial items and higher taxes.

StatoilHydro’s cost of production
per barrel of oil equivalent soared
47% in the year ended June to 46.10
kroner from 3140 kroner in the
prior year, pushed up by restructur-
ing costs relating to its merger with
Hydro, the start-up of new fields and
general industry pressure.

StatoilHydro’s shares fell 6.7% to
157.50 kroner in Oslo.

Chevron’s earnings rise by 11%

BY ISABEL ORDONEZ

Chevron Corp. posted an 11% rise
in second-quarter profit thanks to
high oil prices, extending a string of
big profitable quarters for oil com-
panies.

But the second-largest U.S. oil
company by market value also ech-
oed the themes of weak refining per-
formance and production declines
that tarnished quarterly results of
peers Exxon Mobil Corp. and Royal
Dutch Shell PLC last week.

Chevron posted net income of
$5.98 billion, or $2.90 a share, com-
pared with $5.38 billion, or $2.52 a
share, a year earlier, which included
a gain of 32 cents a share from asset
sales. Revenue rose 48% to $82.99
billion. The California company’s re-
fining operations posted a loss of
$734 million, compared with earn-
ings of $1.3 billion last year, prima-
rily due to the effects of a planned
crude-unit shutdown for mainte-
nance.

Chevron’s total oil and natural-

gas production was down 3.4% to
2.54 million barrels of oil equivalent
a day, from an average of 2.63 mil-
lion barrels a year earlier.

Chevron’s output, like that of its
peers, felt the effects of interna-
tional production-sharing contracts
that reduce the amount of output at-
tributed to companies as oil prices
rise.

Chevron Chief Financial Officer
Steve Crowe said the company
could meet its target of 2.65 million
barrels of oil equivalent a day only if
the price of oil averaged $70 a barrel
for the year. Crude oil for Septem-
ber delivery rose $1.02, or 0.8%, to
$125.10 a barrel on the New York
Mercantile Exchange Friday.

Chevron’s charges in the second
quarter were $580 million, which in-
cluded corporate-tax items and in-
creased charges for environmental
remediation costs associated with
sites that previously had been
closed or sold.

—David Benoit
contributed to this article.
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AOL is closer to splitoft

Work is completed
to separate dial-up,
content businesses

By MERISSA MARR

Time Warner Inc. has completed
the internal work necessary to sepa-
rate its AOL unit’s dial-up-access
business from its advertising and
content business, the company is ex-
pected to announce Wednesday.
Now it will get serious about plot-
ting the Internet unit’s next steps, in-
cluding whether to sell one or both
of the businesses.

For months Time Warner has
been exploring options for the two
sides of AOL, including whether to
sell or combine the businesses in a
partnership with other companies.
But talks have been held back by un-
certainty about what the revenue
and liabilities are for each of the two
sides, which made it hard for outsid-
ers to put a value on the businesses.

Clarifying the future of AOL has
been one of the top priorities for
Time Warner Chief Executive Jeff
Bewkes since he took the job seven
months ago. AOL has long been a
drag on Time Warner’s stock be-
cause of the decline of its Internet-
access business and uncertainty
about prospects for its ad-based
business.

Investors will scrutinize Time
Warner’s second-quarter results,
also due to be released Wednesday,

for clues as to the health of AOL ad
businesses. In particular investors
will want to see whether the busi-
nesses, which include online ad-
sales firm Advertising.com, are
weathering the economic slowdown.

Mr. Bewkes started the complex
process of separating the dial-up
business from the portal side earlier
this year. He had hoped to complete
it by the end of the second quarter,
he said in the spring, although it
took about a month longer. The sepa-
ration was largely a bookkeeping ex-
ercise, requiring staffers to figure
out how to divide revenue, staff and
liabilities for businesses that have
long been closely intertwined.

By dividing the Internet-access
business, which has been declining
for years, from the rest of AOL, Mr.
Bewkes hoped to better spotlight
the value of the advertising and con-
tent businesses, now regarded as
AOL’s core business.

Preparations for the split took
on greater urgency after Microsoft
Corp.’s bid for Yahoo Inc., which
prompted Yahoo to contemplate
teaming up with AOL as a way to
fend off the software behemoth. Mi-
crosoft has since turned its atten-
tion to AOL as well.

After months of off-and-on talks
with both Microsoft and Yahoo, Time
Warner continues to hold informal
discussions with the two companies,
according to people familiar with the
situation. A concrete deal hasn’t yet
surfaced with either company.

Discussions with Yahoo, the
most advanced of the two, envision

Yahoo folding in AOL, with Time
Warner getting a minority stake in
the combination, the people said.
The Yahoo discussions have valued
AOL at around $10 billion, excluding
the dial-up business. In contrast,
Time Warner’s current stock price—
around $14—suggests a value of no
more than $3 billion to $4 billion for
the ad-sales and content busi-
nesses, analysts say.

Once Time Warner concludes dis-
cussions about the ad-based busi-
ness, it will turn to the dial-up busi-
ness, people familiar with the situa-
tion said. The company already has
had informal contact with possible
buyers, including rival EarthLink
Inc. It is exploring a securitization,
whereby it would raise money on
the back of anticipated cash flow
from the business.

Analysts value the business at $2
billion to $3 billion, but Time
Warner is expected to seek consider-
ably more than that in any sale dis-
cussion, according to people famil-
iar with the situation. Despite hav-
ing been in decline for several years,
the business is still profitable and
generates a predictable stream of
cash. It serves 8.7 million subscrib-
ers, while EarthLink, the second big-
gest dial-up service in the U.S.,
serves 2.2 million.

EarthLink’s chief executive, Rolla
Huff, has told investors he is looking
to make deals with other dial-up op-
erators as a way to boost the compa-
ny’s cash generation, reasoning that
old technologies always stick
around longer than people expect.

U.S. auto sales sink; Big Three suffer

BY MATTHEW DOLAN

U.S. auto sales dropped 13.2% in
July from the same month last year as
sales of trucks and sport-utility vehi-
cles kept falling, and a tight credit
market kept customers out of show-
rooms while forcing auto makers to
back away from leasing vehicles.

Vehicles sales totaled 1,136,176
cars and light trucks, according to Au-
todata Corp. The seasonally adjusted,
annualized sales pace was 12.55 mil-
lion vehicles, much lower than ex-
pected and a worrying sign for an al-
ready embattled auto industry. The
year-earlier level was 15.48 million.

Sales are on a pace not seen since
the recessionary period of the early
1990s. Sales of about 16 million vehi-
cles in a year are considered healthy.

The downtrend again hit a wide
swath of auto makers, with the Big
Three taking the brunt of it. General
Motors Corp., reported that its sales
of cars and light trucks declined 26%
to 231,314.

Ford Motor Co.’s sales dropped

13% to 155,866, likely the company’s
worst July since the early 1980s, ac-
cording to company sales analyst
George Pipas. Chrysler LLC reported
a 28.8% drop to 98,109.

In another weak month for a once
strong performer, sales at Toyota Mo-
tor Corp. fell 11.9% to 197,424 vehicles.

Honda Motor Co. has bucked the
trend in recent months, thanks to the
popularity of its small cars such as the
Civic and Fit. But sales fell 1.6% to
138,744, surprising analysts. Sales of
Honda passenger cars rose 14%, al-
though truck sales plummeted 22%.
Nissan Motor Co. claimed one of the
few bright spots in the market, with
an 8.5% gain in July U.S. sales to
95,319, a figure observers attributed
to large incentives for consumers.

Auto makers reiterated that they
could have sold more vehicles in July
but lacked enough of the models that
customers wanted. GM officials fore-
cast that vehicle shortages might cost
the industry as much as 300,000 units
in lost sales this year. Sales of cross-
over vehicles—a segment hurt by the

Nortel’s loss for quarter triples

BY SARA SILVER
AND BEN DUMMETT

Nortel Networks Corp.’s second-
quarter loss widened sharply, hit by
restructuring charges and slower
spending by U.S. telecom carriers;
shares fell sharply Friday.

Nortel posted a loss of $113 mil-
lion, or 23 cents a share, compared
with a loss of $37 million, or seven
cents a share, in the year-earlier
quarter. The latest results include re-
structuring charges of $67 million,
a loss of $21 million primarily from

interest-rate swaps and a gain of
$34 million from currency fluctua-
tions. The year-earlier results in-
cluded a regulatory-investigation
expense of $35 million, a gain of $69
million due to changes in foreign-ex-
change rates and restructuring
charges of $36 million.

Revenue rose 2.3% to $2.62 bil-
lion, but $314 million of that was pre-
viously deferred revenue, which pro-
duces sales in accounting terms but
no new cash.

Nortel shares fell 15% to $6.52 in
New York Friday.

dropping residual values of trucks
and sport-utility vehicles—also fell.
GM’s total truck sales tumbled 35%.

The auto makers continue to rely
onincentives to unload bulging inven-
tories of trucks and SUVs on its dealer
lots. Ford’s Jim Farley, global vice
president for marketing and commu-
nications, said the auto maker will
ratchet up truck incentives in August,
and GM officials said they would re-
vive incentives that had expired.

Ford is pursuing its leasing cus-
tomers, enticing them with new deals
designed to persuade them to buy
their next vehicle. Chrysler is extend-
ing discounted six-year financing to
more products.

Customers such as Tracy Stone, a
35-year-old from Fremont, Neb., are
taking advantage of those deals. He
bought a GMC Sierra truck in early
July because the discounts were too
good to resist. The sticker price was
$20,000; Mr. Stone, who manages his
own machine-parts business, bought
the vehicle for $14,000. “It’s a dispos-
able truck,” he said. “Four years and
you can throw it away, seriously.”

Mr. Farley said trouble in auto
sales would be further complicated by
a constricting credit market, which
had forced auto makers to reduce leas-
ing availability. GM officials played
down those concerns. “I think the
tightening has already taken place. I
don’t see it getting worse,” said Mark
LaNeve, GM’s sales chief.

Overall, July sales were pushed
down by a weak economy, tightening
credit and a soft housing market, all
factors likely to hurt auto sales in the
months ahead, too. At the same time,
auto makers are seeing a shift: Ameri-
can consumers long enamored with
trucks and SUVs are now looking for
fuel-efficient cars.—Kate Linebaugh

contributed to this article.

Schneider Electric SA

Acquisitions, sales growth
bolster full-year forecast

France-based Schneider Electric
SA, which makes equipment for elec-
trical distribution, reported a 17%
rise in first-half earnings, helped by
strong organic growth and price in-
creases, and raised its full-year
growth forecast. Net profit rose to
€851 million ($1.3 billion) from €729
million a year earlier, while revenue
was up 8.4% to €8.95 billion. Acquisi-
tions and strong sales growth in Eu-
rope offset the effects of the weaker
dollar, which hit sales by €481 mil-
lion, the company said. As a result,
Schneider increased its full-year out-
look, saying it now expects organic
revenue growth, which strips out
new acquisitions and exchange-rate
fluctuations, of at least 8%. Since the
start of the year, Schneider shares
have lost about 24% of their value.

Alliance & Leicester PLC

Alliance & Leicester PLC, which
is being acquired by Spain-based
Banco Santander SA, said it swung
to a net loss in the first half,
weighed down by write-downs and
higher funding costs. The U.K. mort-
gage lender posted a net loss of
£23.9 million ($47.2 million), com-
pared with a net profit of £184 mil-
lion a year earlier. The bank blamed
market turbulence for £209 million
in impairments and fair-value de-
clines on credit investments and
said that higher funding costs since
the start of the credit crunch took
an additional £70 million off profit.
Net-interest income fell 14% to
£355 million, while total income
was down 21% to £578 million. For
the full year, A&L said it expects
funding costs to be £150 million
higher than in 2007. Pending share-
holder approval, the deal is ex-
pected to be completed in October.

Ahold NV

Ahold NV reported a slight drop
in second-quarter sales, but its
shares rose after the food retailer
kept its full-year forecast as many
peers in the U.S. issue profit warn-
ings. The Amsterdam-based re-
tailer, which operates the Stop &
Shop and Giant-Landover supermar-
ket chains in the U.S. and Albert
Heijn in the Netherlands, said sales
fell to €5.78 billion ($8.98 billion)
from €5.83 billion a year earlier,
hurt by the weak U.S. dollar. Strip-
ping out currency fluctuations,
sales rose 7.3%. Ahold said sales
growth in Europe and the U.S. was
helped by price cuts and promo-
tions. Ahold stock was up 5.8%, or
43 European cents, to close at
€7.75 in Amsterdam Friday. Ahold is
due to report full second-quarter
earnings Aug. 28.

Linde AG

Linde AG posted a 49% jump in
second-quarter net profit, helped
by growth in its engineering and
gases divisions as well as lower
taxes. The Germany-based indus-
trial-gases and chemicals company
posted net profit of €215 million
($334.1 million), up from €144 mil-
lion a year earlier, partly because
of tax savings related to its acquisi-
tion of BOC Group in 2006. Net reve-
nue increased 10% to €3.34 billion
from €3.03 billion. The company
said it expects sales at its engineer-
ing and gases divisions to grow de-
spite the economic slowdown, with
earnings outpacing sales. Linde
confirmed its target for 2010, with
an operating profit of €3 billion
and areturn on capital employed of
at least 13%.

Fortis NV

Dutch-Belgian bank and insur-
ance company Fortis NV said Gil-
bert Mittler, a member of its group
executive committee, will take a
new role as special adviser to acting
Chief Executive Herman Verwilst.
The move follows the ouster of Jean-
Paul Votron as chief executive of-
ficer last month, after Fortis was
forced toraise €8.3 billion ($12.9 bil-
lion) to strengthen its financial posi-
tion by suspending dividends and is-
suing new shares. In his previous po-
sition, Mr. Mittler was responsible
for finance, risk and general coun-
sel, a post that will now be divided
into three departments. New Chief
Financial Officer Lars Machenil,
Chief Risk Officer Fred Bos and Gen-
eral Counsel Jeannine Quaetaert
will report directly to Mr. Verwilst,
the company said.

Bulgari SpA

Italian luxury-goods company
Bulgari SpA said net profit fell 8.8%
in the second quarter, hit by higher
taxes and operating expenses. The
Rome-based company said net
profit totaled €31.4 million
($48.8 million), down from
€34.4 million a year earlier. Despite
economic challenges, Bulgari said
revenue rose 4.8% to €274.7 million,
as sales of its biggest product seg-
ment, jewelry, rose 10%, while per-
fume sales grew 32%. Still, the com-
pany saw declines in watch sales
and sales from the Americas. Bul-
gari said it expects full-year sales,
operating profit and net profit to
come in at the lower end of its previ-
ous forecast range. Bulgari has said
it expects full-year growth of 8% to
12% in sales and net profit in 2008.

Hongkong Land Holdings Ltd.

Singapore-listed Hongkong
Land Holdings Ltd. said its first-
half underlying net profit rose 56%
from a year earlier on higher rental
income from Hong Kong and Sin-
gapore. But chairman Simon
Keswick said income from commer-
cial properties may increase at a
slower pace in the second half, as
rents in Asia reflect the impact of
the weaker global economy and vola-
tile financial markets. Hongkong
Land, a unit of Singapore-listed con-
glomerate Jardine Matheson Hold-
ings Ltd., said its underlying net
profit for the six months ended June
was US$242 million, up from $155
million a year earlier. Gains from
the revaluation of investment prop-
erties rose to $1.41billion from $1.16
billion. First-half revenue fell 19% to
$319.2 million from $392.9 million.

HCL Technologies Ltd.

HCL Technologies Ltd., India’s
fifth-largest software exporter by
sales, said its fiscal fourth-quarter
net profit plunged 71%, hurt by for-
eign-exchange losses on a weaker ru-
pee. Net profit in the April-June pe-
riod slumped to 1.41 billion rupees
($33.4 million) from 4.86 billion ru-
pees a year earlier. The company re-
corded a foreign-exchange loss of
three billion rupees in the quarter,
compared with a gain of 2.5 billion
rupees a year earlier. The rupee lost
more than 7% against the U.S. dollar
in the just-ended quarter. Revenue
rose 35% to 21.68 billion rupees, said
the company, which reports its re-
sults according to U.S. accounting
standards. Other net income, includ-
ing from investments in mutual
funds, fell to 355 million rupees from
369 million rupees a year earlier.

—Compiled from staff
and wire service reports.
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Khodorkovsky ex-partner
is convicted of murders

MOSCOW court con-
victed a former busi-

ness partner of jailed ty-

coon Mikhail Khodorkovsky of
conspiracy in five contract
murders on Friday and sen-
tenced him to life in prison.

The Moscow City Court
found Leonid Nevzlin, left,
guilty of five counts of murder,
five of attempted murders,
and one of armed robbery.

NewsCom

In emailed comments re-

layed by a spokeswoman, Mr. Nevzlin, who has been liv-
ing in self-imposed exile in Israel since 2003, described
the case against him as reminiscent of “Stalin’s terror.”
Judge Valery Novikov ordered Mr. Nevzlin to serve
his sentence in a high-security prison. Israel has refused
Russian requests for his extradition. —Associated Press

Rate of new HIV infections

underestimated for decade

HE U.S. HAS BEEN un-
I derestimating the rate

of new HIV infections

people a year.

More than one million peo-
ple in the U.S. are infected with human immunodefi-
ciency virus, or HIV. Some 33 million people world-
wide are living with HIV-AIDS and another 25 million
have died from it, most of them in sub-Saharan Af-
rica. The new rate is based on improved counting and
statistical methodology by the CDC. —Marilyn Chase

by 40% for nearly a decade,
officials of the U.S. Centers
for Disease Control and Pre-
vention said. The CDC now
says an estimated 56,300
people a year are becoming
infected with the virus, up
from the old rate of 40,000

U.N. inspection deal eases
way for U.S. nuclear pact

HE BOARD of
I governors of
the United Na-

tions’ atomic watch-
dog unanimously ap-
proved an inspec-
tions agreement with
India that is a key
precondition to com-
pleting a nuclear deal

between India and the U.S.

“It’s an important day for India,” Indian Prime

world.”

Minister Manmohan Singh said on Indian television.
Thanking members of the International Atomic En-
ergy Agency’s board after the vote, he said the nu-
clear deal with the U.S. “is good for India and the

The deal could see the U.S. supply India with nu-
clear fuel and technology for civilian purposes.

Bush aims to soothe allies on trip to Asia

Region is concerned
about China’s might
and U.S.s priorities

By JOHN D. MCKINNON
Washington

.S. PRESIDENT George W. Bush
leaves for a visit to Asia on Mon-

day that will help mark China’s
emergence on the world stage but will
also seek toreassure longtime allies in
the region that the U.S. still stands
with them. To some of China’s ner-
vous neighbors, though, the U.S.’s ac-
tions—or lack thereof—don’t always
match its words.

The highlight of Mr. Bush’s trip
will be his four-day stop in Beijing to
attend the Olympics—perhaps the
most visible symbol yet of China’s
rapid rise as an international player.
He is expected to publicly cheer Ameri-
ca’s Olympic athletes while privately
pressing Chinese leaders for substan-
tive progress in granting more politi-
cal rights to its people, particularly in
restive Tibet.

He plans to urge Chinese President
Hu Jintao, for example, to use an ex-
pected new round of talks in October
to invite the Dalai Lama, the exiled Ti-
betan spiritual leader, to return to his
homeland and take an active role in
making the region’s development
more equitable for Tibetans.

But Mr. Bush’s trip—thought to be
the first time that a sitting U.S. presi-
dent has attended an overseas Olym-
pics—hasadded tothe anxiety of some
of China’s already-nervous neighbors.
Mr. Bush gives a major speech in
Bangkok on Thursday that seeks toun-
derscore U.S. interests in Asia broadly.
That will follow a quick stop in South
Koreatohighlight its growing commer-
cial and cultural ties with the U.S. and
to push for a free-trade pact that is
stalled in the U.S. Congress.

Previewing the speech in a round-
table interview with Asian reporters,
Mr. Bush acknowledged the concern
of some longtime allies. “If Iwere Thai-
land, I’d be asking, ‘What about us?
Will you remember other nations?” ”
he said in response to a question.
“And the answer is, ‘Absolutely.” ”

Despite occasional complaints in
Asian capitals of aperceived lack of U.S.

attention, Mr. Bush insisted that his ad-
ministration’s policy has produced bet-
ter relations with everyone in the re-
gion. “Our foreign policy has been ro-
bustintheFar East,” he said. “Not many
presidents could say, in the history of
U.S. diplomacy, that relations with
SouthKorea, Japan, Chinaand Thailand
are strong and robust. A lot of times, if
you’re friends with one, you made it
hard to be friends with another.”

Many of America’s oldest allies in
the region, such as Thailand, where
Mr. Bush will mark the 175th anniver-
sary of U.S.relations, worrythat U.S. at-
tention is consumed by problem areas
elsewhere, suchasthe Middle Eastand
Afghanistan, aswell aslocal Asiantrou-
ble spots—notably North Korea.

At the same time, as part of its
strong free-trade agenda, the Bush ad-
ministration has sought better rela-
tions with all governments in the re-
gion, including traditional allies such
as Japan, South Korea and Taiwan
and emerging powerhouses like
China and India. As Asia’s interrelated
markets have developed, neighbors
have begun to see the need to have bet-
ter relations generally in the region.

Now, though, countries like Japan,
South Korea and Thailand fear that
the live-and-let-live U.S. attitude to-
ward Asia is encouraging China to as-
sert its military might in addition to
its economic power. They point, for ex-
ample, to China’s increasingly far-

Associated Press

Beijing-bound U.S. President George W. Bush is seen
here with Olympic softball pitcher Jennie Finch.

Auslin, an Asia expert at
the conservative Ameri-
can Enterprise Institute.
Increasingly, “many na-
tions...feel trapped” in the
shadow of China’s mili-
tary influence.

China’s military spend-
ing, while growing rap-
idly, remains far smaller
than that of the U.S., both
in absolute terms and as a
percentage of gross do-
mestic product. The U.S.
has been encouraging Ja-
pan to bolster its own de-
fensive capabilities to bet-
ter serve as a regional
counterweight to China.

China’s growth also
hasearnedit diplomaticle-
verage, notjust onregional
security issues but on glo-
bal ones such as climate
change and trade policy.

“There is some worry,
especially among the Jap-

ranging navy, which is pushing far-
ther into the Pacific. That could lead
to confrontations, some analysts say,
for example over the vital sea lanes
that are lifelines for many Asian coun-
tries, Japan in particular.

“There’s a concern that we’ve
stood by and watched” as China has
modernized its military, says Michael

anese, that the U.S. is go-
ing to be too focused on China,” says
Adam Segal, the Maurice Greenberg
senior fellow for China studies at the
Council on Foreign Relations.

While the Bush-administration of-
ficials have fostered strong relations
with Japan, India and China all at
once—a feat previously regarded as
nearly impossible—“there is still

something...to the critique that they
were overly focused on the Middle
East,” Mr. Segal says. While perceived
U.S. slights to Asia have been largely
symbolic ones, “symbols matter in
Asia policy.” Some allies in Southeast
Asia also view the rise of India with
concern, says Christopher Griffin of
the American Enterprise Institute.
But expansion of U.S.-Indian security
cooperation should help ease those
worries, he adds.

The White House consciously
chose Bangkok as the most appropri-
ate location to address the concerns.
Thailand has been a reliable ally, and
it recently assumed the rotating chair-
manship of the Association of South-
east Asian Nations.

But the speech is aimed at East
Asia more broadly. It will highlight
what the administration views as
America’s strong relations, and the im-
provements that have occurred inrela-
tions with some big and vital coun-
tries, such as India and Indonesia. It
also will underscore the improve-
ments in political freedoms in places
like Mongolia.

In particular, the president likely
will reassure the region that countries
can develop their relations with China
while hedging against China’sriseasa
military power through the network
of U.S.-backed security alliances.

—Gordon Fairclough in Shanghai
contributed to this article.

U.S. ties Pakistan intelligence to Kabul attack

By JAy SoLoMON

WASHINGTON—Officials in the
Bush administration say renewed
tensions between India and Paki-
stan could be damaging U.S. efforts
to conquer the Taliban and achieve
stability in Afghanistan.

These concerns surfaced Thurs-
day when the U.S. charged that Paki-
stan’s intelligence agency helped
militants carry out an attack last
month on the Indian Embassy in
Kabul that killed 58 people.

Pakistan and Afghanistan
agreed Sunday to cooperate in ef-
forts to stop cross-border terror-
ism, Pakistan’s Foreign Ministry
said. Pakistan Prime Minister

Yousuf Raza Gilani met Afghan
President Hamid Karzai on the side-
lines of the South Asian Associa-
tion for Regional Cooperation in
Sri Lanka, according to the Associ-
ated Press.

They agreed to develop “a com-
mon strategy to overcome the chal-
lenges posed to the security and sta-
bility of both countries by terror-
ism and extremism,” the ministry
said in a statement, released at the
conclusion of the summit. The eight
SAARC member nations adopted a
regional antiterrorism cooperation
agreement and approved the imme-
diate establishment of a food bank
to cope with regional shortages trig-
gered by rising prices.

Indian Prime Minister Manmo-
han Singh said Saturday that the re-
cent attack on the embassy in
Kabul and a string of bombings in
Indian cities “are gruesome remind-
ers of the barbarity that still finds a
place in South Asia. It remains the
single biggest threat to our stabil-
ity,” he said, according to the AP.

U.S. officials said Thursday they
concluded that elements of Paki-
stan’s Inter-Services Intelligence,
or ISI, aided the July 7 attack,
based on telecommunications inter-
cepts linking Pakistani intelligence
officials to Afghan insurgents.

The U.S. officials said India’s se-
curity services drew similar con-
clusions based on their own tele-

communications intercepts and in-
telligence.

Pakistan’s government Friday
said it needs to purge Taliban sym-
pathizers from its intelligence ser-
vice but denied that the ISI helped
militants in the bombing, the AP re-
ported.

Since the collapse of the Taliban
regime in the U.S.-led war that fol-
lowed the Sept. 11, 2001, attacks in
the U.S., India and Iran have ex-
panded their influence in Afghani-
stan. Some U.S. officials say they
are concerned that the growing
roles of Pakistan’s rivals in Afghani-
stan are feeding the ISI’s desire to
support the Taliban and other in-
surgent groups.
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China takes media steps

Hu gives briefing
to foreign press;
Web sites unlocked

BY REBECCA BLUMENSTEIN,
ANDREW BATSON
AND GEOFFREY A. FOWLER

BEIJING—China made two ges-
tures toward greater openness as
President Hu Jintao held his first
news conference ever with foreign
journalists, while authorities un-
blocked several Web sites that they
had censored in recent weeks, provok-
ing blistering international criticism.

Mr. Hu, appearing stiff but confi-
dentin arare gathering with the me-
dia Friday, said he hoped the Olym-
pic Games would leave an enduring
legacy for China, and help convince
the world that its most populated
country is committed to a peaceful
rise to prosperity.

“We will never pursue an expan-
sionist role,” President Hu told a
group representing 25 news-media
organizations from around the
world. “The development we pursue
is peaceful, open and cooperative by
nature. China’s development in no
way threatens the interests [of
other nations].”

Mr. Hu lifted hopes the Olympics
could pave the way for more
changes within China, saying he
would press forward with both eco-
nomic and political overhauls, as
well as policies to tackle China’s en-
vironmental problems.

The Games have been widely de-
scribed as China’s coming-out
party, a chance to showcase its for-
midable economic achievements to
the world. But they have brought un-
precedented scrutiny to the way
China is run. Opposition to its poli-
cies in Tibet and Darfur exploded in
ugly protests during the Olympic-
torch relay in Europe and the U.S.
Critics charge that its leaders
haven’t lived up to commitments to
improve human rights, clear
Beijing’s smoggy air and lift Inter-
net restrictions ahead of the Games.

Without fanfare, several previ-
ously banned Web sites, including
ones run by human-rights group Am-
nesty International and the Chinese
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Chinese President Hu Jintao, at a meeting Friday with foreign reporters in Beijing,
defended his country’s efforts in hosting the Olympic Games.

version of Wikipedia, were sud-
denly accessible Friday inside the
Games’ main news center. The sites
were also available, albeit inconsis-
tently, in cities around China.

Web access for journalists cover-
ing the Games had become a conten-
tious issue for the International
Olympic Committee this week,
when access to sites critical of Chi-
na’s government were blocked in
Olympic venues. The IOC had previ-
ously said it received assurances
from Beijing that Internet access for
reporters covering the Games
would be completely uncensored.

Mr. Hu defended China’s efforts
on the Olympics and said its govern-
ment and people “have been working
in real earnest to honor the commit-
ments made to the international com-
munity.” He added they have worked
closely with the IOC since China was
awarded the Games in 2001.

“I don’t think that politicizing
the Olympic Games will do [any]
good,” Mr. Hu said. He urged that
those with differences “enter into
consultations on an equal footing to
narrow our differences and expand
our common ground on the basis of
mutual respect.”

On the economic front, Mr. Hu
voiced concerns about persistently
high inflation that has sent food
prices soaring, but signaled his ad-
ministration’s commitment to pursue
growth as well. “We must maintain
steady, relatively fast development
and control excessive price rises as

the priority tasks of macro develop-
ment,” he said.

Despite continuing economic
challenges both at home and abroad,
Mr. Hu said, “we will continue to
press ahead with comprehensive re-
form in this country, including politi-
cal reform. By so doing we want to
enhance the socialist democracy
and continue to build a socialist
country under the rule of law.”

As he entered the room, Mr. Hu,
who has long shunned the public
spotlight, shook hands with each of
the journalists in attendance, who
waited in line for his arrival.

Just as the moves toward open-
ness signaled progress, they also
demonstrated China’s penchant for
control. Although reporters from
some news-media organizations, in-
cluding The Wall Street Journal,
Reuters, Agence France-Presse and
NBC News, were invited to attend,
many foreign journalists weren’t.

The news conference could signal
agreater publicrole for Mr. Hu, espe-
cially as politicaljockeying for his suc-
cessor begins in earnest in the com-
ing three to four years, said Victor
Shih, a professor at Northwestern
University in Illinois. Mr. Hu’s prede-
cessor, Jiang Zemin, spoke mostly in
joint appearances with foreign lead-
ers or highly scripted interviews.

To choose the next leader, “they
will have to negotiate an outcome
somehow,” said Mr. Shih. “It will
help Hu Jintao if he has a higher pro-
file in foreign policy.”

Economic-aid debate heats up

By AMy CHOZICK
AND ELIZABETH HOLMES

With the U.S. unemployment
rate hitting a four-year high, Sen.
Barack Obama and Republican rival
Sen. John McCain ratcheted up the
debate about how to bolster the ail-
ing economy.

The Democratic presidential con-
tender called for an “emergency en-
ergy rebate” of as much as $1,000 to
middle- and low-income families to
be paid out as early as this fall and
financed through a windfall-profits
tax on oil companies. Sen. McCain re-
iterated his plan promoting corpo-
rate tax cuts while criticizing his op-
ponent’s economic proposals.

The comments came during a
week when Sen. Obama sought to re-
focus his campaign on the economy,
including high gasoline prices, a big
concern for voters. But it remains to
be seen how feasible either candi-
date’s economic planis. The next pres-
ident will face an estimated $482 bil-
lion deficit in the fiscal year starting

October 2009, and growing concerns
over how to fund the country’s Social
Security and Medicare systems.

Friday, the Labor Department re-
ported that the U.S. lost another
51,000 nonfarm jobs in July, bring-
ing total job losses for the year to
463,000. That raised the unemploy-
ment rate to 5.7% in July from 5.5%
in June.

“You can’t afford to wait for re-
lief. Right now, people are suffer-
ing,” Sen. Obama said Friday at a
town-hall meeting in St. Petersburg,
Fla.

The economic plan the Illinois
senator announced on Friday essen-
tially repackaged ideas that he had
been promoting already. Sen.
Obama had previously called for a
windfall-profits tax on oil compa-
nies, but he specified that the tax
should last for five years and pay for
rebates of $500 to $1,000 to lower-
income families.

Sen. Obama said the rebate could
help families offset the increased
costs of gas and heating bills. The

senator’s existing economic plan
also calls for a $1,000 tax rebate for
certain households.

A second part of his plan, the sen-
ator said, is aimed at helping “jump-
start job creation and [helping] lo-
cal communities that are struggling
due to the economic downturn.” Un-
der this effort, $25 billion would go
toward state governments that face
big budget shortfalls, and another
$25 billion would be invested in the
country’s infrastructure and
schools.

Sen. McCain reiterated his “Jobs
for America” plan, unveiled in early
July, that includes tax cuts for indi-
viduals and businesses of all sizes.

“To get our economy running at
full strength again, we need to stay
focused on creating jobs for our peo-
ple, and protecting paychecks from
the rising costs of food, gasoline
and almost everything else,” he
said. “Above all, we need to get a
handle on the cost of oil and gaso-
line and to regain energy indepen-
dence for America.”

U.S. lawmakers pushing

bill for offshore drilling

BY STEPHEN POWER
AND IAN TALLEY

WASHINGTON—A group of Dem-
ocratic lawmakers is banding with
Republicans to draft legislation that
would ease the federal moratorium
on offshore oil drilling while ending
a tax break for oil companies.

The effort highlights the eager-
ness of some Democrats to break a
deadlock in Washington over en-
ergy policy as Congress heads for a
monthlong recess without having
passed legislation to address high
gasoline prices.

Many party leaders, including
Democratic presidential candidate
Sen. Barack Obama, have criticized
proposals by President George W.
Bush and the Republicans’ presump-
tive presidential nominee, Sen.
John McCain, to lift the offshore-
drilling ban. But opinion polls indi-
cate rising support among voters
for increased domestic drilling, in-
cluding in coastal areas where such
activity is currently prohibited.

In amove that could signal a pos-
sible softening of Sen. Obama’s posi-
tion, his campaign on Friday issued
a statement praising the bill but
stopped short of an endorsement.

A spokesman for Sen. McCain
said that while he “applauds the bi-
partisan effort,” he wouldn’t sup-
port the proposal because “he can-
not and will not support legislation
that raises taxes.”

On Friday, 10 senators—five
Democrats and five Republicans—
announced legislation to open to
drilling additional acreage in the
Gulf of Mexico off Florida’s western
coast. The legislation would allow
Virginia, North Carolina, South
Carolina and Georgia to “opt in” to
allowing drilling off their shores if
their legislatures approve.

At the same time, the bill would
raise billions of dollars for various
conservation and energy-efficiency
programs by making oil companies
no longer eligible for a manufactur-
ing tax credit. Some estimates have
put the potential savings from such
a move at $13 billion over 10 years.

The manufacturing tax credit
seeks to encourage job creation in
the U.S. by giving a tax break to all
domestic manufacturers that pro-
duce goods in the country, including
oil companies.

Within minutes of the senators’
unveiling of the bill, Sen. Obama’s
campaign released a statement that
praised the proposal as “a good
faith effort” and “an important step
in the process of reducing our dan-
gerous dependence on foreign oil.”

Asked whether Sen. Obama’s
comments signal an intention to sup-
port a relaxation of the ban, an
Obama campaign spokesman said,
“He welcomes this compromise as a
first, bipartisan step....If a group of
senators come to him with a good-
faith effort to solve a major chal-
lenge like this one that contains
some steps he doesn’t like, he’s not
going toreject it out of hand.” A per-
son familiar with the matter said
Sen. Obama is likely to elaborate in
the coming days on steps he would
pursue as president to boost domes-
tic energy production.

Although Sen. Obama said he re-
mained “skeptical” that new off-
shore drilling would reduce gaso-
line prices in the short term, his
comments opened the door to work-
ing with the group. He said he wel-
comed “the establishment of a pro-
cess that will allow us to make fu-
ture drilling decisions based on sci-
ence and fact.”

There were signs that the mea-
sure could attract support from
other Democratic leaders. While
Senate Majority Leader Harry Reid
(D., Nev.), said he didn’t agree with
all of the provisions in the proposal,
he said, “I am hopeful this plan can
begin to break the current legisla-
tive stalemate on the Senate floor.”

The legislation would steer $7.5
billion to help auto makers and auto-
parts makers retool their factories
and another $7.5 billion to develop al-
ternative-vehicle technologies, such
as advanced batteries.

Those provisions—which aim to
have the nation’s vehicles using 85%
nonoil fuel sources within 20 years—
are similar to proposals that Sen.
Obama has made in recent weeks.

A repeal of the manufacturing
tax credit for oil companies, along
with a proposed requirement that
oil firms that haven’t paid royalty
fees on certain leases in the Gulf of
Mexico ante up billions of dollars in
payments, could prove more conten-
tious. It was unclear how energy
companies and their congressional
allies would react.

Obama invites compromise

on offshore-drilling bill

By Amy CHOZICK

CAPE CANAVERAL, Florida—
Barack Obama said he would sup-
port an expansion of offshore drill-
ing as part of a broader bipartisan
U.S. energy bill, a more flexible ap-
proach than the Democratic presi-
dential contender has previously
demonstrated.

Sen. Obama, who has opposed
further offshore drilling, on Satur-
day told reporters he “remains skep-
tical” of drilling provisions in pend-
ing legislation designed to lessen de-
pendence on foreign oil and ramp
up development of alterative en-
ergy, but he said he would be willing
to compromise.

“If we can come up with a genu-
ine bipartisan compromise in which
I have to accept some things I don’t

like or the Democrats have to accept
some things they don’t like...that’s
something I'm open to,” he said.

The issue of offshore drilling has
sparked heated debates between
Sen. Obama and his likely Republi-
can rival, John McCain.

Sen. McCain supports expanded
drilling off the nation’s coastlines as
a way to lower gasoline prices and
help the economy. He has criticized
Sen. Obama for opposing expanded
drilling.

The McCain campaign saw an
opening on Saturday to attack Sen.
Obama for flip-flopping. “We hope
Barack Obama will realize that his
ongoing opposition to John
McCain’s realistic energy solutions
and additional offshore drilling is
wrong,” campaign spokesman
Tucker Bounds said in a statement.
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