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What’s News—

Business &3 Finance

Austria’s OMV withdrew its
hostile $20 billion bid for Hun-
garian rival oil-and-gas com-
pany MOL after objections
from the European Commis-
sion. The EU was worried the
combined company would own
two big refineries in Austria
and Slovakia. Page 1

m Chrysler is in talks to have
Nissan produce midsize sedans
that Chrysler would sell in the
U.S. under its own name. Page 1

m Xstrata made an unsolicited
$10 billion offer for platinum
producer Lonmin, which re-
jected the offer. Page 3

m China revised foreign-ex-
change regulations. Domestic
companies may keep foreign-ex-
change income abroad, and for-
eign companies may issue secu-
rities in China. Page 22

m BP shut a pipeline that
pumps the equivalent of more
than 1% of world crude supply
after a fire in Turkey. Page 6

m U.S. stocks edged higher as
oil prices fell, but Freddie’s
loss fueled credit concerns. Eu-
ropean markets gained. Page 20

m Freddie Mac expects further
losses this year. The provider of
mortgage funds posted an $821
million quarterly loss. Page 19

m BNP Paribas net fell 34%, but
the bank said it has no need to
raise fresh capital. Page 3

B GLG Partners saw 27%
growth in assets but a 55% de-
cline in revenue amid a plunge
in performance fees. Page 19

m GM asked its ad agencies to
slash their fees as much as 20%
to help cut costs. Page 5

m The IMF cut its forecast for

U.K. economic growth this year
to 1.4%, down from last month’s
1.8% estimate. Page 9

m Kremikovtzi was declared
insolvent, opening a new chap-
ter in a duel to control the Bul-
garian steel firm. Page 3

m TNK-BP’s ratings were down-
graded by S&P, which cited a
shareholder dispute. Page 21

Markets 4 p.m. T
NET PCT

MARKET CLOSE CHG CHG
DJIA 11656.07 +40.30 +0.35
Nasdaq 2378.37 +28.54 +1.21
DJ Stoxx 600 287.66 +2.65 +0.93
FTSE 100 5486.1 +31.6 +0.58
DAX 6561.39 +42.69 +0.65
CAC 40 4448.33 +61.98 +1.41
Euro $1.5420 -0.0063 -0.41
Nymex crude $118.58 -0.59 -0.50

Money & Investing > Page 19

World-Wide

Orders for German goods fell
sharply in June, the seventh
straight monthly decline in a
sector that has been the main-
stay of European economic
growth. It makes for growing
concern of a recession in Ger-
many, which would likely mean
a euro-zone recession. Page 1

m Irag’s Parliament adjourned
for a month without agreeing on
a provincial election law, despite
U.S. and U.N. pressure. Page 2

m A military jury convicted bin
Laden’s driver of supporting ter-
rorism, the first U.S. war-crimes
trial at Guantanamo. Page 2

m Olmert pledged to free more

than 150 Palestinian prisoners by
the end of August, as a “goodwill
gesture.” Concluding a previous
deal, Israel freed five teenagers.

m France was among six nations
agreeing to pursue new U.N. sanc-
tions against Iran. Page 9

m Army officers staged a coup
in Mauritania against the first
government to be freely elected
in the Saharan oil-producing
nation in more than 20 years.

m France rejected Rwandan ac-
cusations that senior French of-
ficials including Mitterrand were
involved in the 1994 genocide.

m Tens of thousands of South

African workers went on strike
in a protest against rising food
and electricity prices. Page 8

o The Red Cross accused Colom-
bia of breaking the Geneva Con-
ventions by using its emblem in
a disguised military operation to
rescue hostages from guerrillas.

m Pakistan denied India’s claim
that Pakistani soldiers fired ma-
chine guns at Indian troops in vi-
olation of the Kashmir cease-fire.

m Musharraf sent mixed signals
on whether he would attend the
Olympics’ Opening Ceremony, as
his opponents drew closer to an
impeachment. Page 8

m Hiroshima’s mayor urged the
next U.S. president to support a
proposed ban on nuclear weap-
ons, as Japan marked the 63rd

anniversary of the atomic blast.

m A scientist who killed himself
last week had sole custody of an-
thrax spores with genetic muta-
tions “identical” to the poison
that killed five and rattled the
U.S. after 9/11, documents show.

EDITORIALSOPINION
Taxing logic

Europe’s oil populism will make
matters worse for consumers.
Business Europe. Page 12
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OMY yanks bid for MOL
after objections from EU

Ruttenstorfer’s move
to consolidate sector
goes down to defeat

By Guy CHAZAN

Austrian oil and gas company
OMV AG withdrew its hostile $20
billion bid for Hungarian rival
MOL Nyrt after objections from
the European Commission, ending
one of Europe’s most rancorous
takeover battles.

The outcome is a big defeat for
OMV Chief Executive Wolfgang
Ruttenstorfer, who had argued
that Central European energy com-
panies needed to team up or risk
being gobbled up by cash-rich Rus-
sian giants like OAO Gazprom.

It is also a vindication for MOL,
which has long argued that the di-
vestments any merged company
would have to make to satisfy Eu-
ropean antitrust laws would un-
dermine the economic rationale

Deal revoked

Share performance of Austrian oil-
and-gas company OMYV since
declaring its intention to acquire
Hungarian peer MOL Nyrt.

Wednesday's close: €42.86

Change since declaring down 13%
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for a tie-up.

In an interview, Mr. Ruttenstor-
fer said he was disappointed the
European Union had demanded so
many concessions from OMV. “We
would have expected more sup-

port from the competition authori-
ties, given the EU’s policy that the
oil market has to consolidate,” he
said.

The merger, he said, would
have created a Central European gi-
ant capable of blocking the ad-
vance of bigger rivals like Russia’s
0AO Lukoil that are expanding ag-
gressively into Europe. “We have a
rather fragmented oil and gas in-
dustry in Central and Southeast-
ern Europe and increasing compet-
itive pressure from the east, not
only from Russia but also Kazakh-
stan and Azerbaijan,” he said.

In a statement, MOL said OMV’s
move recognized the Hungarian
company’s argument that the “irra-
tional” plan for a tie-up raised
“very serious competition issues,
was inherently value-destructive
and would be against economic
and strategic rationale.”

The OMV-MOL battle had de-
pressed OMV’s share price, and ana-
lysts welcomed the Austrian surren-
der. James Neale at Citigroup said

Please turn to page 31

Chrysler talks
with Nissan
on midsize car

By NEAL E. BOUDETTE

DETROIT—Chrysler LLC, facing
increasing pressure to conserve
cash and shore up its model line, is
in talks with Nissan Motor Co. about
cooperating on midsize cars, people
familiar with the matter said.

The two auto makers earlier this
year agreed to team up on pickup
trucks and subcompact cars. Since
then, they have been discussing a fur-
ther agreement under which Nissan
would produce midsize sedans that
Chrysler would sell in the U.S. under
its own name, these people said.

A deal, if consummated, would
signal Chrysler is moving closer to a
new business model, for at least the
passenger-car side of its opera-
tions. It would continue to engineer
its own trucks and minivans. But a
deal with Nissan for midsize sedans
would make Chrysler largely a mar-
keter and seller of passenger cars
made by other companies.

A Chrysler spokesman said the
company has “no new alliances” to
announce and declined to com-
ment on any discussions it might
be having.

In an interview last week,
Chrysler Vice Chairman Jim Press
said the company is working hard to
understand precisely what Ameri-
can consumers want in midsize se-
dans. The effort, known internally as
Project D, “is a totally customer- and
market-focused project,” he said.

People familiar with the specifics
of Project D said the team has been
in touch with Nissan and is evaluat-
ing whether it makes financial sense

Please turn to page 31

Recession looming

Monthly change in new orders in
German industry ...
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Germany’s recession risk
rises as orders fall again

By MARCUS WALKER

BERLIN—The risk of arecession
in Germany is growing as manufac-
turing orders in Europe’s largest
economy drop sharply.

German industry’s new orders
fell 2.9% in June from May, accord-
ing to figures released Wednesday.
It was the seventh straight
monthly decline in a sector that
has been the mainstay of European
economic growth in recent years.

New export orders fell 5.1% as
German companies struggled to
find new business amid slowing
global demand and a strong cur-
rency that makes German goods
more expensive. The 5.1% drop, the
steepest since 1992, was far
sharper than economists had ex-
pected.

Exports have propped up Ger-
man economic growth for years
amid persistently weak spending

by German consumers. Fading eco-
nomic fortunes in the U.K., France,
Italy and other European coun-
tries, which together purchase
about two-thirds of German ex-
ports, are having a contagious ef-
fect on Germany.

German officials estimate that
the economy contracted between
0.75% and 1.5% in the second quar-
ter. Official figures are due Aug. 14.
That contraction is largely pay-
back for the first quarter, when the
economy expanded 1.5%, thanks to
strong construction activity amid
a mild winter and a big buildup of
inventories by companies.

More worrisome, economists
say, is the worsening outlook for
the second half. Many German com-
panies have large order backlogs,
meaning exports have held up so
far, but those backlogs will run out
in coming months unless new or-

Please turn to page 31
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Split on Guantanamo Bay

Bin Laden’s driver
gets guilty verdict
on one of two charges

By JESS BRAVIN

GUANTANAMO BAY, Cuba—A mil-
itary commission convicted Osama
binLaden’s former driver of support-
ing terrorism, the first verdict deliv-
ered here since U.S. President
George W. Bush announced plans in
November 2001 to try accused for-
eign terrorists in a separate system
of offshore military courts.

The jury of six military officers
also acquitted Salim Hamdan of the
other charge prosecutors lodged,
conspiracy to commit al Qaeda ter-
rorist attacks, rejecting government
efforts to paint the former driver as
a significant member of Mr. bin Lad-
en’s inner circle. “He was acquitted
of the most serious charge, conspir-
acy, and he’ll never face that charge
again,” said Michael Berrigan, the
deputy chief defense counsel.

Prosecutors weren’t available to
comment, but the Pentagon spokes-
man here, Cmdr. J.D. Gordon, said,
“Mr. Hamdan received a full and fair
trial.”

Both charges carry a potential life
term. The jury will determine punish-
ment after a sentencing hearing.

The government plans to try 80
Guantanamo prisoners by military
commission, including Khalid Sheikh
Mohammed and four others accused
of organizing the Sept. 11, 2001, at-
tacks. The system has been fraught
with internal problems and legal set-
backs in the seven years since Mr.
Bush first proposed it. Democratic
presidential candidate Barack Obama
voted against the 2006 measure au-
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Salim Hamdan was convicted of aiding
terrorism, but acquitted of conspiracy.

thorizing the trials; his Republican op-
ponent, John McCain, supported it
but has said he would like to close the
Guantanamo base.

Mr. Hamdan, 37 years old, bowed
his head and appeared to weep
softly after the verdict was read in
the windowless courtroom built in-
side an old aircraft control building.
A slight man wearing a charcoal
blazer and the traditional head-
dress of his native Yemen, Mr. Ham-
dan has been at the center of a legal
storm over due process and presi-
dential powers that repeatedly has
vexed the highest levels of all three
branches of government. In 2006,
the Supreme Court struck down Mr.
Bush’s initial effort to try Mr. Ham-
dan before a military commission
that Congress hadn’t approved, and
which denied defendants significant
rights, such as attending their own
trials and appealing to an indepen-
dent court. Congress responded by
authorizing a modified version of

the commissions, providing defen-
dants several rights Mr. Bush ini-
tially sought to deny, including the
possibility of Supreme Court review.

Critics have complained the new
system still fell short of fairness.
Mr. Hamdan’s attorneys say one ex-
ample is the charge on which their
client was convicted—providing ma-
terial support for terrorism—which
has been a civilian crime for years
but they say hasn’t been considered
a war crime.

Even if Congress can declare it a
war crime, defense attorneys say they
will argue on appeal that Mr. Hamdan,
who was captured in November 2001,
can’t be tried for acts he committed
before the law was passed.

Charles Stimson, a former dep-
uty assistant secretary of defense for
detainee affairs, said the verdict was
fair. “This judge provided this defen-
dant a fair trial, despite the few trou-
blesome rules in the Military Com-
missions Act—such as the rule that
allows the government to attempt to
introduce statements adduced by co-
ercion,” said Mr. Stimson, now a fel-
low at the Heritage Foundation.

Mr. Hamdan was captured Nov.
24, 2001, at a checkpoint on the
road to Kandahar by Afghan militia-
men under the command of U.S. spe-
cial forces, in a car the government
said contained two surface to air
missiles, although not their firing
mechanisms.

Because only U.S.-led coalition
forces had planes thenin the Afghan
skies, the government argued the
missiles were evidence of conspir-
acy to shoot down military aircraft.
Mr. Hamdan has denied knowing the
missiles were in the car, which he
said he had borrowed, but defense
lawyers said that in any event, in a
war zoneitisno crimeto shoot at mil-
itary targets fielded by one’s enemy.
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Iraq’s Parliament fails
to agree on election law

By GINA CHON

BAGHDAD—Iraq’s Parliament
failed to agree on a provincial elec-
tions law Wednesday, a sign that the
recently improved relations among
the different political factions could
come undone.

After several days of intense ne-
gotiations and pressure from the
U.S., the United Nations and Britain,
lawmakers still disagree over howto
handle polling for the oil-rich area of
Kirkuk, which is claimed by Kurds,
Arabs and Turkomen.

Arabs and Turkomen members of
Parliament favored dividing the pro-
vincial council seats equally, while
the Kurds opposed that idea, and an
agreement couldn’t be reached on
subsequent compromise
proposals.

The Iraqi Parliament will
begin a scheduled month-
long break Thursday, mak-
ing it unlikely that it will re-
solve the issue before it
meets again in September.

The Parliament could
call an emergency session if
lawmakers were toreach an
agreement while the Parlia-
ment is in recess.

The provincial elections
will likely be delayed until next year
because of the current disagree-
ments.

The provincial elections were
scheduled to be held in October, and
thereisstillhopethat avote could take
place before year’s end if lawmakers
are able to hammer out an agreement.

Relations among political fac-
tions had recently warmed after
Iraqi Prime Minister Nouri al-Maliki
ordered a military crackdown on
rogue Shiite militias in Basra in late
March. Kurdish and Sunni leaders
praised Mr. Maliki, a Shiite, for go-
ing after people in his own sect.

The election-law deadlock has
heightened tensions among political
parties divided along ethnic and sec-
tarian lines in Irag—Shiites, Sunnis
and Kurds.

In the northern city of Kirkuk,
more than 1,000 Arabs and Turko-
men residents held protests last Sat-
urday opposing a request by Kurd-
ish members of the provincial coun-
cil to join Iraqi Kurdistan.

Those protests followed a female
suicide bombing inKirkuk on July 28
that killed 25 people, which oc-
curred during arally by thousands of

Nouri I-Malzkz

Kurds who oppose the provincial
elections law.

Abbas Sadi, an Arab resident of
Kirkuk, said it is the duty of the cen-
tral government to protect the Ar-
abs and Turkomen from a power
grab by the Kurds. “If they force vio-
lence on us, we will defend our-
selves,” Mr. Sadi said.

Hoshmand Jibari, a Kurd who
was injured by the suicide bombing
in Kirkuk, said the Kurds won’t give
up their rights to Kirkuk, even if “we
have to sacrifice our lives.”

With it vast oil resources and
multiethnic makeup, the struggle
for control over Kirkuk has been
seen as a potential powder keg since
the U.S. invasion in 2003.

Kurds, who were kicked out of
Kirkuk under Saddam Hus-
sein’s Arabization policy
but have since returned,
dominate the Kirkuk pro-
vincial council.

Avote onwhether Kirkuk
residents want to become a
part of Iraq’s semiautono-
mous Kurdish region in the
north has been delayed on
numerous occasions, with
the U.N. working to come up
with an agreeable solution.

Kirkuk has stirred deep
emotions and, according to lawmak-
ers, the meetings were tense.

One version of the proposed law,
which would have divided provincial
council seats in Kirkuk equally
among the Arabs, Kurds and Turko-
men, passed in Parliament late last
month after a walkout by Kurdish
lawmakers, but Iraqi President Jalal
Talabani vetoed the bill.

Since then, some Kurdish leaders
have accused the Iraqi Islamic Party,
one of the main Sunni parties, of be-
ing an agent of Turkey, according to
people familiar with the negotia-
tions. The Kurds have been accused
by Sunnis and Turkomen of being
selfish and dictatorial.

CORRECTIONS &
AMPLIFICATIONS

Nintendo Co.’s new game title
Wii Sports Resort will offer games
based on activities such as throwing
a flying disc. A Boss Talk article on
Tuesday incorrectly implied that the
game had a connection to Wham-0
Inc.’s trademark Frisbee brand.
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Xstrata offers to buy rival

Lonmin is the target
of $10 billion bid;
access to more metals

BY ROBERT GUY MATTHEWS

In a sign that the momentum be-
hind consolidation in the mining in-
dustry continues to build despite
concerns that commodity prices
have hit their peak, Switzerland-
based miner Xstrata PLC made an
unsolicited $10 billion cash offer for
the world’s third-largest platinum
producer, Lonmin PLC.

Lonmin immediately rebuffed
the offer as too low, but Xstrataisn’t
expected to back off. Indeed,
Xstrata purchased an additional
2.65% of Lonmin’s shares, bringing
its total of newly acquired shares to
10.68%.

The proposed offer of £33
($64.57) a share represents a cash
premium of 42% to Lonmin’s share
price of £23.19 at Tuesday’s close.
Lonmin stock surged 48% to £34.26
Wednesday in London, while
Xstrata shares fell 1% to £31.67 each.

Xstrata, which was the target of
an unsolicited buyout offer from Bra-
zil’s Cia. Vale Do Rio Doce, needs to
diversify its portfolio of commodity
metals, which is weighted in copper,
coal and nickel. The Vale offer fell
through because the two sides
couldn’t agree on terms.

If the Lonmin deal goes through,
Xstrata would become the world’s

DAILY SHARE PRICE

Lonmin

On the London Stock Exchange
Wednesday's close: £34.26, up 48%
Year-to-date change: up 11%

Source: Thomson Reuters Datastream

third-largest platinum producer.
The price of platinum, which is
mainly used to make pollution-con-
trolling catalytic converters for au-
tomobiles, has dropped in recent
months to about $1,600 an ounce
from $2,200 an ounce, mainly be-
cause of weak demand in the U.S.
and Europe for new autos. Yet, de-
mand for autos elsewhere in the
world is expected to grow.

Shamim Mansoor, metals ana-
lyst for HSBC, said she expects fur-
ther consolidation in the platinum
market to take advantage of ex-
pected long-term growth in de-
mand. “I think this deal will go
through, but Xstrata will likely have
to pay more,” she said.

Trevor Reid, Xstrata’s chief finan-
cial officer, said the company needs

BNP posts lower net, insists
it faces no new-capital needs

BY NICOLAS PARASIE
AND MARIA ABI-HABIB

PARIS—BNP Paribas SA’s second-
quarter net profit declined 34%, but
the bank sought to reassure investors
that, unlike many rivals hit hard by
the credit crisis, it is under no pres-
sure to raise new capital.

France’s largest bank by market
value said net profit fell to €1.51 bil-
lion ($2.33 billion) from €2.28 billion
ayear earlier. The figure beat analyst
expectations of €1.44 billion. Revenue
fell 8.5% to€7.52 billion from €8.21 bil-
lion. The profit decline was a result of
a €542 million write-off that BNP
Paribas took at its corporate and in-
vestment bank to help cover counter-
party risk to credit insurers.

BNP Paribas tried to quell market
fears it may have to resort to a capital
increase to strengthen its financial po-
sition, something domestic competi-
tors such as Société Générale SA,
Crédit Agricole SA and Natixis SA
have been forced to do as they suf-
fered hefty losses stemming from the
subprime home-loans crisis.

“BNP Paribas is not under any
pressure to raise capital, and its earn-
ings power enables it to finance its or-
ganic growth whilst maintaining a
solid dividend policy,” BNP Paribas
Chief Executive Baudouin Prot said.

As of June 30, BNP Paribas’s Tier 1
capital ratio—a measure to evaluate
the financial strength of a bank—
stood at 7.6%, a notch under the level
of 8.0% regarded as the benchmark
for European banks.

Some analysts said they remained
preoccupied by BNP Paribas’s thin-
ning capital cushion. There is “no
room for error on Tier 1 capital,” J.P.

CEO Baudouin Prot said BNP Paribas
isn’t under pressure to raise capital.

Morgan Chase analyst Kian Abou-
hossein said in a research note. J.P.
Morgan Chase has a neutral rating on
BNP Paribas.

Mr. Prot didn’t rule out the possi-
bility the French bank might raise cap-
ital to help finance an acquisition.

France’s largest bank by market
value found itself in the eye of the
credit storm a year ago when it tempo-
rarily halted withdrawals from three
of its asset-backed-securities funds.
But since then, BNP Paribas has con-
sistently outperformed French rivals,
benefiting from a more risk-averse in-
vestment banking culture.

Yet, while many banks are licking
their wounds, BNP Paribas is pursu-
ing aggressive expansion.

to arrange financing for its all-cash
bid, which will take weeks. He said
he doesn’t think the company is of-
fering too much. “We have been
looking for entry points in develop-
ing projects. We now felt that we
were ready to take on something big-
ger,” he said. The company also
thinks there is upside potential in
other commodities and is consider-
ing acquisitions as well.

Still, commodity prices are off
from their historic highs this year,
but demand for minerals and metals
such as iron ore, copper, alumina
and platinum remains strong, espe-
cially in developing countries such
as China, Brazil, Russia and India.
Demand in the U.S. and Western Eu-
rope has leveled off, causing some
softening in the prices of commodi-
ties world-wide.

Other mining companies appar-
ently believe that long-term pros-
pects are strong enough to warrant
further consolidation.

Vale, the world’s second largest
miner, has recently built a cash re-
serve of at least $14 billion that
could be used to buy more miners. It
wants to diversify from its iron-ore-
centric portfolio into other commod-
ities such as copper and coal. With
Xstrata now off its radar, it isn’t
clear what company Vale will tar-
get, but it is expected to focus on sec-
ond-tier copper or coal companies.
Some likely targets include Free-
port McMoRan Copper & Gold Inc.,
the world’s largest publicly traded
copper producer.

Steel firm Kremikovtzi
is judged to be insolvent

By MARCUS WALKER

A Bulgarian court declared the
country’s biggest steel company by
output, Kremikovtzi AD, insolvent
Wednesday, opening a new chapter
in a battle for control of the plant,
which has become a symbol of Bul-
garia’s Wild East capitalism.

Ukrainian billionaire Kostyantin
Zhevago and Luxembourg-based
steel titan ArcelorMittal SA are
competing to take over the plant’s
operations after insolvency proceed-
ings are completed. The plant is ma-
jority-owned by Indian steel entre-
preneur Pramod Mittal, younger
brother of Lakshmi Mittal, who con-
trols ArcelorMittal.

A company owned by Mr.
Zhevago was among the creditors
that applied to the court for insol-
vency proceedings to be opened.
The court said on its Web site that it
has put the plant in the hands of a
temporary administrator.

Kremikovtzi’s problems date
back to the 1990s, when organized-
crime groups squeezed Kremikovtzi
and many other Bulgarian compa-
nies, forcing them to do business on
ruinous terms. The steel plant’s ex-
ploitation by ex-wrestler turned bil-
lionaire Ilya Pavlov, who was assassi-
nated in 2003, provides the starting
point of a book about organized
crime published this year, “McMa-
fia” by Balkans expert Misha
Glenny.

The company was privatized in
1999 for $1 plus promises of invest-
ment, which the Bulgarian govern-
ment says were broken. The plant’s
aging Soviet-era furnaces now need
major overhauls to meet European
Union pollution laws.

Despite today’s sky-high steel
prices, Kremikovtzi has struggled
this year to pay workers, suppliers
and creditors, thanks to years of as-
set stripping and insufficient invest-
ment at the company.

International bondholders have
expressed concern at the insolvency
proceedings’ lack of transparency.
Concerns about official corruption
and the weak rule of law in Bulgaria
led the European Union to take the
rare step last month of suspending
around €500 million, or $773 mil-
lion, of aid to the country, which
joined the EU in January 2007.

In a move that could make it
harder for bondholders to get their
money back in full, the court ruled
that Kremikovtzi has been insolvent
since December 2005—before the
company issued a €325 million inter-
national bond in 2006. That means
the court could decide that bond-
holders fall further down the queue
of creditors than they had expected.

Although ArcelorMittal has
greater financial clout and experi-
ence of turning around troubled
steel plants, unions at the Bulgarian
plant fear job losses if Lakshmi Mit-
tal, 58 years old, takes over, and pre-
fer 34-year-old Mr. Zhevago.

From the series "100 Famous Views of Edo" by Utagawa Hiroshige (1856)

This work is so evocative, you can almost feel the summer heat of old Edo. In the midground the city spreads
out around Edo Castle, while Mt. Fuji rises majestically above the horizon. The gradation of the sky and
water’s surface is nothing short of masterful, and the same assured handling of color simultaneously gives
the pink glow of dusk a powerful contrast and superb harmony with the vibrant blue of the water. In the
foreground, the lush green of the willows both heightens the sophisticated use of color and unifies the picture.

Masterful arrangement, superb achievement
Discover the summit with Mizuho

Mizuho Corporate Bank

www.mizuhocbk.co.jp/english

Photograph© 2008 Museum of Fine Arts, Boston. All rights reserved. William S. and John T. Spaulding Collection, 1921.21.10430.
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Pfizer to close Irish plant
after its sale falls through
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months, but a prospective sale fell through last
month and management now say the plant will
close by the end of next year.

Trade unions expressed disappointment at the
news and concern over Pfizer’s attempts to find a
buyer for its Ringaskiddy plant, also in County
Cork, which opened in 1972 and employs around

300 people.

FIZER Inc. plans
P to close its
Inchera plant in

Ireland’s County Cork,
causing the loss of
180 jobs.

The U.S. pharma-
ceutical giant had
been trying to sell the
plant for the past 18

Coca-Cola’s Greek bottler
buys Italian counterpart

REECE-based

Coca-Cola Hel-

lenic Bottling
Co. said it bought Ital-
ian Coca-Cola bottler
Socib SpA for €270
million ($417.5 mil-
lion), further boosting
its presence in Italy.

“The acquisition of

Socib will expand Coca-Cola Hellenic’s footprint in It-
aly through the addition of five regions in Southern

Italy comprising a population of nearly 14 million,”

—Quentin Fottrell

the company said, adding that it would increase the
volume of its Italian operations by about 25%.

For the past several years, Coca-Cola Hellenic, one
of the largest Coca-Cola bottlers in the world, with op-
erations in 28 countries, has pursued acquisitions to
add to its product portfolio.

Dubai developer to buy
20% of Cirque du Soleil

HE government-con-
I trolled developer of
palm-shaped islands off
Dubai’s coast and a related in-
vestment arm are buying a
20% stake in international cir-
cus-touring company Cirque
du Soleil.

Property developer Na-
kheel PJSC and investment
company Istithmar World Cap-
ital PJSC aren’t disclosing the
financial terms of the deal.

However, the agreement keeps control of Montreal-

based Cirque in the hands of founder Guy Laliberte.

ment of Dubai.

—Alkman Granitsas

Nakheel and Istithmar are part of Dubai World, a
diversified holding company owned by the govern-

—Associated Press

U.S. airlines pinch frequent .fher programs

New booking fees join
surcharges, cutbacks
now hitting travelers

BY SARAH NASSAUER
AND STEPHANIE CHEN

frequent-flier miles should
get ready to spend some cash.

New booking fees on tickets
bought with miles are among a bar-
rage of surcharges and cutbacks hit-
ting frequent-flier programs in the
next few weeks. Pinched by high oil
prices, U.S. airlines also are increas-
ing the number of miles required for
flights and cutting back on program
benefits.

Wednesday, US Airways Group
Inc. stopped giving bonus miles to
elite frequent fliers. It will also start
charging between $25 and $50, de-
pending on the destination, for
booking award tickets.

On Aug. 15, Delta Air Lines Inc.
will add a fuel surcharge to award
tickets—$25 for U.S. and Canada
and $50 for other destinations—
and on Sept. 15, Northwest Airlines
Corp. will add a fuel surcharge of
$25to $100 to WorldPerks tickets is-
sued in North America.

Several airlines have recently in-
troduced or increased fees for book-
ing or changing award tickets on the
phone, booking a leg on a partner
airline or redepositing unused miles

&- MERICANS CASHING IN their

Personal Technology
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browser’ > Page 28

from a canceled ticket. AMR Corp.’s
American Airlines has added a $5 on-
line booking fee and will increase
the number of miles needed to buy
certain award tickets as of Oct. 1.

On Friday, Continental Airlines
Inc. said the company will no longer
allow frequent-flier members to
buy the last seat available on cer-
tain flights “where demand is high”
after Sept. 3, though the restriction
won’t apply to elite fliers. On Aug.
17, the airline will increase fees for
booking award tickets close to the
date of travel.

The moves have some fliers ques-
tioning the value of miles programs,
says Joe Brancatelli, editor of travel
Web site JoeSentMe.com. “Inflating
the currency and then having less
product to buy and charging you
fees to do it—it’s hyper-inflation,”
he says. “It’s Zimbabwe.”

US Airways’ decision to end bo-
nus-miles privileges for elite mem-
bers was the “final straw” for
Michael Dukart, who had amassed
over a million miles with the carrier
earlier this year. When the airline an-
nounced it would stop awarding bo-
nus miles to elite members of its Div-
idend Miles program, Mr. Dukart,
who lives in Wilmington, Del., de-
cided to start flying United Airlines
instead, even though the airport
closest to him is a US Airways hub.

A broad consumer protest has
emerged on Savedividendmiles.
com, a Web site put up two weeks
ago by Randy Petersen, the frequent-
flier specialist who runs the popular
travel forum Flyertalk.com. A peti-
tion on the Web site asking US Air-
ways to bring back bonus miles has
been signed by 1,570 people.

Mr. Dukart says he signed the pe-
tition and is trying to “burn
through” his miles so he can make a
clean break from the airline. On
Monday, he left for South Africa
with his wife, using first-class seats
bought with miles.

Scott Kirby, president of US Air-
ways, says, “I wish it wasn’t the kind
of decision we felt we had to make,”
but the changes and fees “are neces-
sary realities of $125-a-barrel oil.”
US Airways polled frequent fliers
and found that “overwhelmingly”
they value a free upgrade to first

Associated Press

B = h

Faced with high oil prices, American Airlines added a $5 online booking fee and will
increase the number of miles required to buy certain frequent-flier award tickets.

class more than bonus miles. Mr.
Kirby says the airline has received
complaints from consumers, but
not more than it received after an-
nouncing other changes, like charg-
ing for food. “Changes are hard,”
says Mr. Kirby.

The fees and benefit cuts come
at a time when frequent fliers are al-
ready upset about a problematic im-
balance—a lot of miles and not
many seats available for award tick-
ets. Airlines make a large profit
from selling miles to “partners”
such as credit cards and hotels. Part-
ner deals have gone up significantly
over the years, but award seats
haven’t.

Delta issued 25% more miles in
2007 thanin 2004, says Jeff Robert-
son, managing director of Delta’s
SkyMiles program, but the number
of available seats on its planes
didn’t increase. Recent capacity
cuts have made the imbalance
worse, because airlines are main-
taining the same percentage of
awards seats on fewer flights.

Still, some airlines are taking
measures to make their frequent-
flier programs more attractive. Ear-
lier this year, both Northwest and
Delta introduced new options that
allow fliers to buy tickets with a

combination of cash and miles, so
small increments of miles could be
redeemed. In April, the two compa-
nies announced they intend to
merge.

Delta recently announced it
would replace its awards program
in September with a three-tiered
system that’s similar to American
Airlines’ program. Instead of offer-
ing domestic tickets for either
25,000 or 50,000 miles—with many
more tickets available for 50,000
miles—the airline will offer about
50% of its total seat inventory for
40,000 miles, while maintaining the
same amount of seats in the
25,000-mile tier. The rest of the
seats will be in the 60,000-mile tier.

In addition, the airline will again
allow frequent fliers to book the last
seat available on flights—a benefit
denied to frequent fliers last winter.
Such seats will go to those willing to
pay a hefty mileage price. “This new
structure will attract more new cus-
tomers, benefit current customers
and help differentiate Delta from
other carriers,” says Mr. Robertson.

In November, Alaska Airlines
will add more award levels, in an ef-
fort to make it easier to use miles.
The airline already offers a cash-
and-miles award ticket.

Discount carrier AirTran Hold-
ings Inc. added a program in March
that lets passengers pay for extra
miles to reach the level needed to
get an award ticket. Before, fliers
could buy award tickets only with
miles.

Airlines “are trying to stay com-
petitive and be a little more innova-
tive,” says Rick Seaney, chief execu-
tive of the travel Web site FareCom-
pare.com. “Fuel and luggage sur-
charges have been bad press. They
are trying to tweak some things to
mitigate that.”

But some of the new award-
travel systems have drawbacks. Un-
der Delta’s new three-tier structure,
award travel is more expensive in
some cases. A premium-class seat
to Europe used to cost between
90,000 and 250,000 miles and will
now cost between 100,000 miles
and 350,000 miles. The top price
now guarantees the last seat on a
flight, unlike before.

Northwest’s cash-and-miles of-
fer, PerkChoice, includes a clause
that has rubbed at least one cus-
tomer the wrong way: If you need to
cancel the ticket, you don’t get the
cash part of the purchase back.
Jackie Engelhart bought three air-
line tickets to Calgary, Alberta, ear-
lier this year, three days after the
soft launch of PerkChoice. After her
eight-year-old daughter spent sev-
eral months fighting colds, flu and
asthma, Ms. Engelhart decided to
cancel the trip, assuming the cash
part of her tickets would be treated
like most canceled Northwest tick-
ets—as credit with the Eagan,
Minn.-based airline.

Instead she had to pay a $50-per-
ticket fee to put the miles back onto
to her account and couldn’t get any
credit for the cash.

Northwest says that it hasn’t had
many complaints about the rule and
that the terms of PerkChoice “are
given when a customer books a
ticket,” and “must be agreed to be-
fore the customer is allowed to com-
plete the purchase.” But like other
aspects of the relatively new pro-
gram, the rule “could be changed,”
says a company spokesperson.

Regardless, Ms. Engelhart says
she won’t book a PerkChoice ticket
again. “Not flying Northwest cost us
more than $1,000,” she says.
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Card scam spanned globe

Two from Europe
are among 11 named
in U.S. indictments

BY JOSEPH PEREIRA,,
JENNIFER LEVITZ,
AND JEREMY SINGER-VINE

BOSTON—U.S. prosecutors
charged 11 men in five countries with
orchestrating a high-tech operation
that stole more than 40 million credit-
card numbers from U.S. retailers in-
cluding TJX Cos., Barnes & NobleInc.,
OfficeMaxInc. and Sports Authority.

The case is the biggest identity-
fraud heist ever prosecuted in the
U.S. In indictments in Boston and
San Diego on Tuesday, the govern-
ment said the defendants engaged
in a sophisticated scheme involving
wireless interception of retailers’
data transmissions, “sniffer” pro-
grams that stole card numbers as
they were being swiped at cash reg-
isters, bulk fencing of stolen cards
at less than $1 apiece on the Inter-
net, and encrypted computer serv-
ers that stored the thieves’ digital
plunder in Latvia and Ukraine.

Although the largest of the retail
breaches—at TJX, owner of apparel
chains TJ Maxx and Marshalls—had
been known for more than a year,
the indictments presented a picture

point of view a very substantial and
uphill battle proving the charges
against” his client. He declined to
make Mr. Gonzalez available for an
interview. Mr. Gonzalez was being
held by New York authorities on an-
other computer-hacking charge.

According to the Justice Depart-
ment, Mr. Gonzalez began informing
for the Secret Service following his
arrest in another computer-fraud
case in 2003. Court records show
that in November 2004, the govern-
ment allowed him to move from New
Jersey to Florida, where many of the
hacking incidents later took place.

“Obviously, we weren’t happy
that the person we had working for
us as an informant...was double-
dealing,” said the U.S. attorney in
Boston, Michael Sullivan, at a news
conference. Mr. Sullivan led the in-
vestigation of Mr. Gonzalez.

U.S. Attorney General Michael B.
Mukasey, speaking at the news confer-
ence, called it “the single largest and
most complexidentity-theft case ever
charged in this country.” The govern-
ment said the defendants made “tens
of millions” of dollars from their
scheme, and had used the stolen data
to make cards that withdrew “tens of
thousands of dollars at a time” from
automated teller machines.

The total amount of fraud and
losses to the retailers resulting from
the scheme wasn’t estimated by the
government. But TJX said it has set

Secret Service Director Mark Sullivan, left, and Attorney General Michael Mukasey
at the news conference in Boston on Tuesday.

of cybertheft attack capabilities far
more sophisticated and global than
had previously been revealed. It was
the first time authorities tied to-
gether what had been regarded as
separate attacks episodically re-
ported by retailers in recent years.

Computer security experts hailed
the charges as a breakthrough in solv-
ing some of the cases, which date
back to 2003. Nevertheless, the new
information presented on Tuesday re-
vealed what may be a major reason
that government investigators had
come up short for so long.

The defendant identified as the
ringleader in the case, Albert Gonza-
lez, of Miami, was working as a confi-
dential informant for the Secret Ser-
vice in its investigation of the retail-
ers’ computer breaches, according to
investigators. His indictment states
that during the course ofhis “coopera-
tion,” he obtained “sensitive” infor-
mation that he used “to warn off con-
spirators and ensure that they would
not be identified and arrested.”

Rene Palomino Jr., Mr. Gonza-
lez’slawyer, said he plansto fight the
charges and added that the govern-
ment “has from a factual and legal

aside $202 million to cover costs in-
cluding settlements with consumers
and card-issuing banks. In a state-
ment, the company said the number
of retailers attacked “demonstrates
the much broader challenges in pro-
tecting sensitive consumer data
from this increasing threat.”

Messrs. Mukasey and Sullivan
said consumers had also suffered
losses—although their liability for
fraudulent card chargesislimited by
law. Other retailers allegedly victim-
ized by the defendants include BJ’s
Wholesale Club Inc., Boston Market
Corp., Forever 21 and DSW Inc.

Three of the suspects are from
the U.S., in addition to three from
Ukraine, two from China, one from
Estonia and another from Belarus.
The place of origin of the 11th sus-
pect isn’t known.

The indictments allege that the
computer breach at TJX—which
was hardest hit by the scheme—was
part of a much broader conspiracy
involving the other retailers that
lasted between 2003 and 2005. Al-
though the government said the de-
fendants managed to steal more
than 40 million credit- and debit-

card numbers, some consultants in
court testimony estimated that 100
million account numbers were com-
promised in the TJX case alone.

Prosecutors allege that Mr.
Gonzalez and another defendant,
Christopher Scott, also of Miami,
first hacked into a wireless com-
puter system at an unidentified BJ’s
Wholesale Club store around 2003
and stole customer credit-card data.
In 2004, Mr. Scott and another man
identified only as “J.J.” allegedly
gained access to debit-card data at
an OfficeMax store in Miami.

Then, in July 2005, the govern-
ment said Mr. Scott gained access to
the computer system used at a Mar-
shalls department store—a TJX com-
pany—in Miami. He then sent com-
puter commands to servers at TJX’s
headquartersin Framingham, Mass.,
that processed and stored payment-
card transactiondatafor thegiantre-
tailer, prosecutors allege.

With access to the server, the de-
fendants installed “sniffer pro-
grams” that captured payment-card
data as customers were making pur-
chases throughout the retailer’s
stores, the indictments state. Using
their own direct connection to TJX’s
computer system, they repeatedly
downloaded the data, which they
sold or used to create their own
credit cards, prosecutors allege.

TJX didn’t discover the breach un-
til December 2006 and didn’t an-
nounce it publicly until the next
month. Prosecutors now say that the
credit-card data belonging to mil-
lions of TJX customers had been
transferred to a server in Ukraine
and that Mr. Gonzalez accessed the
data as recently as March of this year.

The other U.S. citizen charged in
the case was Damon Patrick Toey,
also of Miami. Efforts to reach Mr.
Scott and Mr. Toey for comment
were unsuccessful.

The government said that Turkish
police were holding Maxym Yastrem-
skiy, a Ukrainian it accused of selling
stolen credit-card numbers onthe In-
ternet. The U.S. is seeking his extradi-
tion. Another alleged traffickerinsto-
len card numbers, Estonian national
Aleksandr Suvarov, is being held in
Germany. Eight of the defendants
haven’t yet been arrested.

In indictments handed up
against some of the defendants in
San Diego, prosecutors said that Mr.
Yastremskiy created a Web site to
sell account information to buyers
around world. They said he offered
bulk discounts and sometimes ad-
vertised that he possessed informa-
tion on millions of accounts at once.

The suspects face a variety of
charges, including computer fraud,
wirefraud, access-device fraud, aggra-
vated identity theft and conspiracy.
Mr. Gonzalez could facelife in prisonif
convicted of the counts against him.

Boston Market spokeswoman An-
gela Proctor said as far as she knew,
the company never disclosed a secu-
rity breach. The Golden, Colo., eat-
ery chain was alerted to a “potential
data breach” in 2004, at a store in
Florida, but a forensic firm hired to
look into the matter “could not defi-
nitely concur that the breach had oc-
curred,” she said.

BJ’s Wholesale Club Inc. spokes-
woman Julie Somers said the case
involved an “old breach” from 2004,
and that “we are pleased progress is
being made on the case.”

OfficeMax, Forever 21, Sports Au-
thority and DSW couldn’t be
reached for comment.

Barnes & Nobleissued a statement
inwhichit said it “had not receivedin-
quiries from credit card companies or
customers about these alleged activi-
ties” prior to the indictments.

-
General Motors

A current Saturn ad highlights the car maker’s hybrid sport-utility vehicle.

GM pushes ad agencies
for help in cutting costs

BY SUZANNE VRANICA

In its latest attempt to save
money, General Motors has asked
its advertising agencies to slash
their fees by as much as 20% this
year and next, according to several
people familiar with the matter.

The owner of well-known brands
such as Cadillac and Chevrolet
works with dozens of ad agencies

m around the U.S., in-

cluding firms

owned by Publicis
Groupe, such as Leo Burnett, and ad
shops owned by Interpublic Group,
such as McCann Erickson and Camp-
bell-Ewald.

Several ad executives say the
cuts could translate into more than
$20 million in savings for GM but
likely will mean layoffs for the agen-
cies involved.

GM’s push shows how Detroit’s
pain—caused by a sharp drop in U.S.
car sales amid soaring fuel
prices—is creating ripple effects in
other sectors. The fallout is ex-
pected to be particularly harsh for
companies reliant on the car mak-
ers’ massive marketing dollars.

It isn’t just ad agencies that are
being whacked by the belt-tighten-
ing among U.S. car makers, who ac-
count for more than 12% of all ad
spending in the U.S.—more than any
other single industry. Media compa-
nies such as CBS, Viacom and News
Corp. have all taken significant hits.

“The collapse in U.S. automobile
consumer demand will materially
damage the advertising-growth
rates of traditional media owners,”
Michael Nathanson, a senior ana-
lyst at Bernstein Research, said in a
report sent to investors this week.

Ford Motor’s ad spending in the
U.S. plunged 37% for the first five
months of the year, while ad outlays
by Chrysler during the period sank
31%, according to the latest data
from ad-tracker TNS Media Intelli-
gence. TNS figures don’t include
search advertising.

GM declined to give details on its
request that agencies lower their
rates, but a spokeswoman said the
car maker has “asked our agency
partners to work with us to elimi-
nate low-value work and find cre-
ative solutions to go to market more
efficiently.”

Chrysler wouldn’t comment on
the latest TNS numbers, but a
spokeswoman said the company is
shifting marketing dollars to the In-
ternet and into mobile, two areas
that aren’t included in the TNS data.

A spokeswoman for Ford said
the company doesn’t comment on
TNS data but said Ford announced
in July that it cut $200 million from
its marketing budget in the second
quarter.

The media sectors most vulnera-
ble to the pullback in automotive ad-
vertising include local television sta-
tions, local newspapers and local ra-
dio. Local TV stations, for example,
get about 28% of their ad dollars
from the automotive sector, while
the sector is responsible for 18% of
ad spending in local newspapers,
Mr. Nathanson said.

Local media outlets are working
overtime to find new sources of ad
revenue. Tribune’s WPMT FOX43,
which broadcasts in central Pennsyl-
vania, says it saw the cuts coming
and offered its sales force more fi-
nancial incentives to get them to do
more to tap other ad-spending cate-
gories. So far the station has gotten
some help from spending by tele-
com companies and a bit of political
ad spending. Still, automotive has
represented 35% of the station’s
business in the past. “Automotive is
huge,” says John Riggle, the general

Local media outlets
are working to find
new sources of ad
revenue.

manager. “Are we struggling with-
out it? Yes.”

Others stations also are scram-
bling for other sources of revenue.
“This is the worst I have seen it in
my career,” says Wayne Simons,
vice president and general manager
of Fort Myers Broadcasting’s
WINK-TV in Fort Myers, Fla. Mr. Si-
mons, who has been in the business
for 41 years, says the only group
spending more on ads these days is
lawyers. “They are advertising like
crazy, saying that they can help you
with foreclosures,” he adds.

Auto accounts were once the
most profitable pieces of advertis-
ing business, but the auto giants,
like other marketers, have squeezed
their agencies enormously over the
past few years. For example, the
FCB agency, now part of Interpub-
lic’s Draftfcb, in 2000 had profit
margins in the 20% range for its
work on Chrysler. Now, profit mar-
gins on the auto accounts are typi-
cally between 8% and 12%, accord-
ing to ad executives.

Still, GM’s request for lower
rates—and the larger retrenchment
by Detroit—is a blow for Madison
Avenue. Ad executives say the car ac-
counts are still a vital and profitable
piece of business—in part because
the agencies, after so many years of
doing so much of that type of work,
have created very effective econo-
mies of scale.
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Time Warner net declines

Media firm confirms
some AOL operations
will be separated

BY NAT WORDEN

Time Warner Inc. posted a 26% de-
crease in second-quarter net income
and Time Warner Cable Inc. reported
1.8% growth as subscribership contin-
ued to rise but the firm cut its full-
year profit target.

Time Warner also confirmed it
will separate America Online’s adver-
tising and subscribership operations
as it looks into the possibility of shed-
ding one or both of the parts.

The media giant reported net in-
come of $792 million, or 22 cents a
share, down from $1.07 billion, or 28
cents a share, in the prior year. The
most recent quarter included two
cents a share in charges, and the previ-
ous year’s included a three-cent gain.

Revenue rose 5% to $11.6 billion.

The mean estimate of analysts sur-
veyed by Thomson Reuters was for
earnings of 23 cents a share on reve-
nue of $11.45 billion.

Revenue at America Online fell
16%, though ad revenue rose 2%.
Profit at the unit was down 36%.
Dial-up subscribership fell an addi-
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tional 26%, putting the figure at 8.1
million. The service lost 604,000 cus-
tomers in the quarter.

Time Warner has held discussions
with both Yahoo Inc. and Microsoft
Corp. to sell AOL, according to people
familiar with the situation. Separate
from its dial-up business, AOL’s dis-
play advertising business becomes a
more appetizing acquisition target

for one of the major Web companies
seeking to bolster its presence. Mean-
while, the dial-up business could be a
target for a company like EarthLink
Inc.

Profit gained 18% in its TV net-
works segment—which includes
Turner Broadcasting and HBO—as
overall revenue rose 8.7%, with both
subscription revenue and ad-revenue
recording double-digit growth.

Earnings rose 16% in its movie busi-
ness, as revenue climbed 14%. Also,
Time Warner’s publishing arm, includ-
ing Time Inc., continued to struggle,
with earnings down 11% and revenue
off 6%.

Michael Morris, an analyst with
UBS, said Time Warner could have
trouble hitting its earnings guidance
for the year due to a slowdown in the
advertising market coupled with
weakness at AOL and Time Inc. The
firm reiterated its 2008 profit target
of $1.07 to $1.11 a share.

Meanwhile Time Warner Cable,
the second-largest U.S. cable operator
behind Comcast Corp. posted net in-
come of $277 million, or 28 cents a
share, up from $272 million, or 28
cents a share, a year earlier. The latest
quarter included $45 million in
charges from divestitures.

Revenue rose 7.1% to $4.3 billion.

—David Benoit
contributed to this article.

Ad woes hits ITV, ProSiebenSat.1

BY ARCHIBALD PREUSCHAT
AND KATHY SANDLER

The uncertain outlook for televi-
sion advertising continues to take
its toll on European broadcasting
companies. Britain’s ITV PLC swung
to a net loss for its first half amid
massive write-downs, and Germa-
ny’s ProSiebenSat.1 Media AG said
its second-quarter net profit was
down 32%.

The advertising downturn hit
right to ITV’s bottom line. As a result
of reduced forecasts, the company
booked a £1.6 billion ($3.1 billion)
charge on goodwill write-downs for
Granada and Carlton Communica-
tions. That pulled the company down
to a net loss of £1.53 billion from an
£84 million net profit a year earlier.
Granada and Carlton merged in 2004,
creating ITV, now the U.K/’s largest
free-to-air commercial broadcaster.
Revenue for the first half was up 2.7%
to £1.03 billion from £1 billion.

If the advertising market deterio-
rates significantly, ITV could incur
further noncash charges, said Chief
Operating Officer John Cresswell.
The broadcaster expects a 20% drop
in net advertising revenue for Sep-
tember, adding that it will implement
an additional £35 million in cost sav-
ings by 2010, including job cuts.

In light of the write-downs and
pessimistic forecast, ITV halved its
interim dividend to 0.675 pence and
said it will review the full-year divi-
dend. It also cut its targets for on-
line and global-content revenue,
which had been a key part of its turn-
around strategy.

ITV shares fell 2.7 pence, or 5.8%
to 43.6 pence in response to the re-
port.

ProSiebenSat.1, Europe’s second-
largest pan-European broadcaster,
behind RTL Group, said net profit for
its second quarter fell to €59.5 mil-
lion ($92 million) from €87.2 million
ayear earlier. Its bottom line was hit

by weak domestic operations and the
cost of its recent acquisition of SBS
Broadcasting. Sales were up 45% to
€801.9 million from €551.6 million,
thanks to consolidation effects.

“The first half of the year was
not an easy time for the ProSieben-
Sat.1 Group,” Chief Executive Guil-
laume de Posch said in a statement.

Free-to-air channels in its Ger-
man home market remain ProSieben-
Sat.1’s core business, but in contrast
to ITV’s U.K.-focused operations, it
lessened its dependency on the do-
mestic economy with its €3.3 billion
acquisition of SBS Broadcasting.
ProSiebenSat.1 now operates in 13
countries and also has radio, minor
pay-TV and print operations.

ProSiebenSat.1 continues to fore-
cast 2008 recurring earnings before
interest, taxes, depreciation and am-
ortization to be flat with last year’s
€783 million. ProSiebenSat.1 shares
rose 17 European cents, or 2.8%, to
€6.33 in Frankfurt.

BP shuts pipeline after fire in Turkey

By BENoiT FAUCON

BP PLC said it shut a key pipeline
that pumps crude oil from the Cas-
pian Sea to the Mediterranean on
Wednesday, after a fire in Turkey.

A spokesman for BP said the com-
pany that operates the pipeline,
known as Baku-Thilisi-Ceyhan, or
BTC, had declared force majeure,
meaning it might not be able to
meet all its oil-export commit-
ments.

News of the fire pushed up oil
prices, though they later eased. BTC
pumps the equivalent of more than
1% of world crude supply. The cause
of the fire is still unknown. Local
Kurdish separatists had vowed to at-
tack BTC in Eastern Turkey where
the fire took place. A report commis-
sioned by the company also sug-

gested it was a potential target for
terrorists.

BP, which operates the one-mil-
lion-barrels-a-day line and holds a
30.1% stake, has also acknowledged
that people had tried to tap BTC ille-
gally. But a local official ruled out
sabotage, according to Agence
France-Presse, citing the Anatolia
news agency. A BP spokeswoman
said the incident will be investi-
gated once the situation is under
control.

BTC, which runs 1,750 kilome-
ters from Azerbaijan to the Turkish
Mediterranean port of Ceyhan and
was inaugurated in 2005, was de-
signed to be the first major export
pipeline to pump oil out of the
former Soviet Union without going
through Russia. It transports oil
from Azeri-Chirag-Gunashli, a big

complex of oilfields in the Caspian
Sea, which is being developed by a
BP-led consortium.

Oil from the fields will now have
tomove at least in part through Rus-
sia, the BP spokesman said. Other
shareholders in BTC are the Azeri
state oil company Socar, which
owns 25%, Chevron Corp. and Cono-
coPhillips of the U.S., StatoilHydro
ASA of Norway, Italy’s Eni SpA and
France’s Total SA.

Light, sweet crude prices on the
the New York Mercantile Exchange
climbed to $120 a barrel following
the news of the fire on the pipeline,
but retreated as bearish sentiment
maintained its grip on price activity.
Lawrence Poole, analyst at Global In-
sight in London, said concerns
about weak demand were outweigh-
ing any bullish news.

Pentagon revises criteria
for stalled tankers bid

By ANDY PASZTOR

Seeking to quickly revive a
stalled $40 billion competition for
the next generation of aerial-refuel-
ing tankers, the Pentagon issued re-
vised criteria for choosing be-
tween Boeing Co. and a partner-
ship of Northrop Grumman Corp.
and European Aeronautic Defence
& Space Co.

Northrop and EADS earlier this
year surprised the defense indus-
try by winning the coveted con-
tract for 179 aircraft. But Boeing,
which had been expected to win
the deal, protested the award. The
Government Accountability Office
upheld a number of Boeing’s argu-
ments, forcing the Pentagon to re-
bid the contract on an expedited ba-
sis. The amended request for pro-
posalsisintended to correct proce-
dural and cost-estimating prob-
lems that the GAO cited.

The revised bid documents may
not cut to the heart of two big ques-
tions hanging over the process. The
first is the Pentagon’s preference
for a larger aircraft like the one
from the Northrop team, a factor
that Boeing has been battling be-
cause its proposal is built around a
smaller plane. The second is
whether election-year pressures
and other complications will pre-
vent Pentagon brass from making a
final decision by year end, as the cur-
rent schedule calls for.

None of the companies had anim-
mediate comment on the changes.
The changes include measuring the
total cost of each bid—including
maintenance and other long-term
expenses—over 40 years rather
than 25 years, according to one per-
son familiar with the details. That

should help Boeing and the smaller
767 model it has offered, rather
than the EADS Airbus A330 offered
by its rivals.

But other changes may benefit
the Airbus entry, because they ap-
pear to give more credit to an air-
craft’s ability to carry extra fuel, be-
yond the requirements spelled out in
the original request for bids.

Senior Pentagon officials have
stressed that from the standpoint of
long-term policy and military-force
structure, they prefer a larger air-
craft offering greater capacity to do
double duty as a troop-transport or
medical-evacuation plane.

John Young, the Pentagon’s acqui-
sition chief, has said he hopes to
award a contract before the end of the
year. The teams were given less than
two weeks to comment on the latest
proposed criteria, with new bids ex-
pected by October.

But many industry executives
and even some high-ranking Penta-
gon officials believe that timetable
may be too optimistic. The compa-
nies could delay the process by ob-
jecting to the changes on technical
grounds, or could argue that the re-
vised package unfairly favors a
competitor.

Jim Albaugh, the head of Boe-
ing’s defense and space operations,
told reporters last month that he
“was surprised that we lost” after
the first round of bidding, partly be-
cause the Pentagon told Boeing “the
level of cost data we provided was
unprecedented.”

But John Lockard, one of Mr. Al-
baugh’s top deputies, acknowledged
during the same news conference
that the Pentagon’s intention of mak-
ing a final choice this year amounts
to “a pretty sporty schedule.”

Sprint shows signs of life
but warns of more turnover

BY ROGER CHENG

Cellphone-service provider
Sprint Nextel Corp. showed signs of
resuscitation in the second quarter
but dashed hopes of a quick recov-
ery with a warning of weaker re-
sults to come.

Unlike every other major U.S.
wireless carrier, Sprint continues to
lose customers and, in particular,
valuable subscribers who sign long-
term contracts and pay a higher
monthly bill. The company has man-
aged to cut costs and show some im-
provement, but it hasn’t yet an-
swered how it will turn itself around.
This is particularly worrisome, as
more than four out of every five con-
sumers in the U.S. already has a cell-
phone, according to analysts.

Sprint shares were down 10% in
afternoon trading Wednesday on
the New York Stock Exchange.

Sprint lost 901,000 customers in
the second quarter and reported a
turnover rate for its contract sub-
scribers of 2%. While the results
mark an improvement from the first
quarter, they are overshadowed by
company expectations that the turn-
over rate and subscriber losses are ex-
pected to worsen in the third quarter.

The third quarter is typically a
stronger period for Sprint, accord-
ing to Walter Piecyk, an analyst at
Pali Research. He said he was sur-

prised at the expectation that
gross subscriber losses wouldn’t
show improvement.

“When they’re already down
that much, that’s problematic,” he
said. “At some point, you have to go
out and attract new customers, and
they’re not doing that.”

Sprint reported a second-quar-
ter net loss of $344 million, or 12
cents a share, compared with a year-
earlier profit of $19 million, or a
penny a share. Revenue fell 11% to
$9.06 Dbillion. Excluding items,
Sprint earned six cents a share, top-
ping the mean forecast by analysts
surveyed by Thomson Reuters for
three cents a share.

Chief Executive Dan Hesse has
consolidated Sprint’s headquarters
in Overland Park, Kan., and laid down
plans to spin off its WiMAX business.
In the second quarter, it closed 50 di-
rect retail stores and cut the number
of dealers 25%. Its answer to Apple
Inc.’s iPhone, called the Instinct, has
sold out in Sprint stores.

Mr. Hesse, however, hasn’t fig-
ured out a way to meaningfully re-
duce the number of customers who
have defected. Sprint’s monthly aver-
age revenue per user was $56 in the
second quarter, flat with the first
quarter, although wireless revenue
of $7 billion fell 11% from a year ear-
lier and came in at less than Bank of
America analyst David Barden’s esti-
mate of $7.93 billion.
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EU regulators
clear Delta deal
with Northwest

By PAuULO PrRADA

Antitrust regulators in the Euro-
pean Union cleared Delta Air Lines
Inc.’s planned acquisition of North-
west Airlines Corp., saying the carri-
ers’ plans to merge posed few
threats to the competitive land-
scape in the 27-member bloc or
across the Atlantic Ocean.

Though it was expected, the ap-
proval in Europe removes one of the
obstacles the two carriers must
pass before they can proceed with
their plan, announced in April, to
create the world’s biggest airline in
terms of passenger traffic.

The airlines still must get ap-
proval from their shareholders at
meetings in September and pass reg-
ulatory muster in the U.S. The Jus-
tice Department is reviewing thou-
sands of documents provided by the
airlines in response to its “second re-
quest” for data regarding the two
companies, their operations and
their plans to combine networks.
The second request, a move which
isn’t always made, signals a close ex-
amination.

The European Commission on
Wednesday said the proposed
merger “would not significantly im-
pede effective competition” be-
cause there is little overlap among
the cities served by the two airlines
in the U.S. and the destinations they
fly to in Europe. Both airlines are al-
ready members of SkyTeam, one of
three major international airline alli-
ances, and their routes and sched-
ules across the Atlantic “are mainly
complementary, as they have hubs
in different U.S. cities,” the commis-
sion said.

Delta, the third-biggest carrier
inthe U.S., flies to 32 EU cities, more
than twice as many as Northwest.
Based in Atlanta, Delta also has
hubs in New York, Cincinnati and
Salt Lake City. Northwest, ranked
fifth in the U.S,, is based in Eagan,
Minn., and has hubs in Minneapolis,
Detroit, Memphis and Tokyo, where
it operates connecting service on
many other Asian routes.

Regulators in the U.S. are still
weighing the impact a merger
would have on domestic competi-
tion, but few antitrust experts and
airline-industry executives expect
the proposed deal to get blocked.
The airlines have agreed to a time-
line with the Justice Department for
the remainder of the review and
have said they expect to receive ap-
proval soon. Richard Anderson, Del-
ta’s chief executive, said in a pre-
pared statement Wednesday that
the airlines “remain confident that
we will be able to finalize the
merger by the end of the year.”

Delta and Northwest already
cooperate on some routes in the
U.S. and, as members of SkyTeam,
recently received permission
from the Justice Department to
strengthen ties with their Euro-
pean partners in a manner that
would otherwise be considered
collusive. That permission will al-
low them to coordinate fares,
schedules and capacity on trans-
Atlantic routes as if the SkyTeam
members were a single airline.
The alliance’s European members
include Air France-KLM SA, Alita-
lia SpA and CSA Czech Airlines.

The EU continues to conduct are-
view of SkyTeam activities within
Europe.

GLOBAL BUSINESS BRIEFS

Henkel AG & Co.

Restructuring charges help
sink 2nd-quarter profit 84%

German consumer-goods pro-
ducer Henkel AG & Co. said its sec-
ond-quarter net profit dropped
84%, pulled down by restructuring
charges and higher interest pay-
ments. Net profit fell to €38 million
($58.8 million) from €234 million a
year earlier, even though revenue
was up 11% to €3.67 billion. The drop
in profit was largely because of re-
structuring charges of €256 million
from the integration of recent acqui-
sition National Starch, and Henkel’s
global cost-cutting program. Hen-
kel said it will increase product
prices in the second half by 5% to
10% and widened its range for full-
year sales growth. The company
said it now expects full-year organic
revenue growth, which strips out ex-
change-rate fluctuations as well as
acquisitions and divestments, of 3%
to 5%, up from a previously forecast
growth of between 3% and 4%.

Standard Life PLC

U.K. insurer Standard Life PLC
nearly tripled its net profit, fueled
by growth in its U.K. life and pen-
sions business, while Old Mutual
PLC posted a 14% rise in profit but
said it had to inject capital into its
U.S. business after underestimating
the current market turmoil. Stan-
dard Life’s net profit rose to £161 mil-
lion ($315 million) in the six months
ended June 30, from £57 million a
year earlier. However, the company
also suffered alarge loss in the value
of its investments. Standard Life’s
long-term investment variances—a
measure of the health of its invest-
ments—showed a loss of £516 mil-
lion, as opposed to a gain of £31 mil-
lion ayear earlier. Other major insur-
ers such as Aviva PLC and Pruden-
tial PLC posted half-year net losses
as volatile markets led to deep cuts
in the value of their investments.

LVMH

Luxury brand Cartier is suing
fashion house Donna Karan Interna-
tional Inc., a division of LVMH Moét
Hennessy Louis Vuitton SA, alleg-
ing a line of watches infringes on
the trademark for its Tank watches.
The lawsuit, filed in U.S. District
Court in Manhattan, claims Donna
Karan previously sold watches us-
ing the Tank trademark in 2001, but
stopped in 2002 after Cartier ob-
jected. As of Tuesday evening,
DKNY was selling a rectangular-
faced “Tank” watch on its Web site
for $115. Cartier is a brand of Swit-
zerland’s Cie. Financiére Rich-
emonf3t SA. A Donna Karan spokes-
woman didn’t immediately have a
comment.

Munich Re

Munich Re, one of the world’s
largest reinsurers, said net profit
fell 47% in the second quarter, with
declining market prices pressuring
the reinsurer’s investment portfo-
lio. Net fell to €599 million ($926.2
million) from €1.14 billion a year ear-
lier. Munich Re said write-downs of
equities and equity-based deriva-
tives resulted in a net burden of
€591 million for the second quarter
and €992 million for the first half of
2008. European insurers have
avoided much of the turmoil suf-
fered by their U.S. counterparts, as
those in Europe generally shun the
riskiest of bond holdings and invest
instead in government-guaranteed
securities and equities to boost re-
turns. But the weaker equity mar-
kets are nevertheless putting a dent
into sector earnings.

Commerzbank AG

Commerzbank AG posted a 6.4%
rise in second-quarter net profit on
higher net interest income and a
€386 million ($597 million) tax gain,
but still took hits related to the glo-
bal financial crisis in its structured-
credit portfolio and commercial-real-
estate business. Net profit rose to
€817 million from €768 million a
year earlier, coming in above analyst
expectations of €343 million. De-
spite the profit increase, Germany’s
second-largest bank by market value
behind Deutsche Bank AG remained
cautious on the full-year outlook, re-
iterating that it “could be very diffi-
cult to reach the good result of the
previous year in 2008,” but saying it
remains committed to an adjusted af-
ter-tax return on equity of more
than 15% in 2010. Commerzbank has
done better in the global financial
crisis than many of its peers because
of a business model that focuses on
small and midsize companies and
commercial real estate.

Eurasian Natural Resources Corp.

Eurasian Natural Resources
Corp. reported anincrease in second-
quarter alloy and iron-ore produc-
tion, as ore grades were mostly con-
sistent. The London-listed miner,
which focuses on Kazakhstan, said
production of ferroalloys, used in
making steel, climbed 2.5% to
374,000 metric tons from 365,000
tons a year earlier. Including produc-
tion from ENRC’s stake in Russia’s
Serov group, which it bought in
April, ferroalloy production was up
21% to 443,000 tons. Iron-ore pro-
duction rose 6.1% to 10.7 million
tons, while alumina and bauxite pro-
duction rose 4.7% and 7.1%, respec-
tively. Eurasian said in the second
half ferrochrome production vol-
ume is expected to increase with its
acquisition of a 50% stake in the
Tuoli ferroalloy plant in China.

Daimler AG

Daimler AG’s Mercedes-Benz
Cars unit said that sales were up 1.4%
on the year in July at 105,100. A 26%
rise at the Smart minicar brand more
than offset a 1.1% fall for the Mer-
cedes-Benz brand. In a separate state-
ment, the company said it will cut pro-
duction by 45,000 Mercedes-Benz ve-
hicles this year, which followed re-
marks made by Chief Executive Di-
eter Zetsche last month on plans tore-
duce output. The move mirrors cut-
backs at the world’s best-selling pre-
mium auto maker BMW AG. Last
week, BMW said it will reduce produc-
tion by up to 25,000 cars this year.
Also on Wednesday, German rival
Audi AG posted a 2.5% on-year sales
rise, to 83,200 cars in July, driven by
demand in Asia and Eastern Europe.

Prague Stock Exchange

The Prague Stock Exchange, an
electronic equities and electricity
trading platform, is likely to be sold
in a matter of months, the ex-
change’s shareholders and execu-
tives said. Investors recognize the
trend of consolidation among ex-
changes world-wide, the exchange’s
spokesman Jiri Kovarik said. The
most likely buyer would be global or
regional exchanges, or financial in-
vestors, he said. Komercni Banka,
majority owned by France’s Société
Générale SA, holds an 11.5% stake in
the exchange and said it is ready to
sell. A spokeswoman at Austria’s Er-
ste Bank AG, which via its Czech
unit Ceska Sporitelna AS holds a
15% stake in the exchange, also con-
firmed its interest in selling. Sev-
eral regional exchanges have ex-
pressed interest in teaming up with,
or taking over, the Prague exchange.

A2A SpA

A2A SpA, Italy’s biggest munici-
pal utility by revenue, said first-half
net profit fell 34%, more than ex-
pected, compared with pro forma
figures for 2007, due to higher
taxes, costs and financial charges.
A2A, which was formed in January
by the merger of AEM SpA and ASM
SpA, said net profit was €159 mil-
lion ($245.9 million) compared with
a pro forma €241 million. Revenue
was 23% higher at €2.99 billion com-
pared with the pro forma €2.42 bil-
lion a year ago. Analysts had ex-
pected an average net profit of
€209.6 million for the first half, with
earnings before interest, taxes, de-
preciation and amortization, or
Ebitda, of €513.3 million, according
to a survey of seven analysts polled
by Dow Jones Newswires. First-half
Ebitda, the figure closely watched
by analysts, was €527 million com-
pared with pro forma €504 million
in the equivalent 2007 period.

Publicis Groupe SA

In its latest attempt to tap into
the dollars flowing to digital market-
ing, Publicis Groupe SA is buying
Performics, the search-marketing
agency owned by Google Inc. Terms
of the deal weren’t disclosed. Perfor-
mics, a 200-employee firm based in
Chicago, was part of Internet ad-ser-
vices company DoubleClick, which
Google bought last year for $3.2 bil-
lion. Performics’s clients include
Hewlett-Packard Co. and UAL
Corp.’s United Airlines. Rumors that
Google would unload the division
have been circling since the Double-
Click acquisition because of con-
flict-of-interest issues: Because Goo-
gle dominates the search-ad market
globally, it has been criticized for
owning a search-marketing firm
that works to improve results on
Google’s own search engine.

Nikon Corp.

Nikon Corp. said net profit fell
23% inits fiscal first quarter as anin-
crease in costs wiped out robust
sales of its high-end digital cam-
eras. The Tokyo supplier of preci-
sion equipment and maker of scan-
ners and microscopes, said net
profit for the quarter ended June 30
fell to 17.95 billion yen ($165.8 mil-
lion) from 23.45 billion yen a year
earlier. Revenue rose 6.4% to 237.9
billion yen from 223.5 billion yen, de-
spite a strong yen that has crimped
many Japanese technology export-
ers, including digital-camera rival
Canon Inc. Revenue in Nikon’s cam-
era division rose 14% to 165.2 billion
yen, boosted by strong sales of sin-
gle-lens-reflex digital cameras.
Amid the revenue gain, Nikon left
unchanged its forecast for full-year
earnings at 78 billion yen.

Cathay Pacific Airways Ltd.

Cathay Pacific Airways Ltd.
posted a first-half net loss for the
first time since the SARS crisis in
2003, as soaring fuel prices more
than offset an increase in passenger
revenue amid strong demand. The
airline said its return to profitabil-
ity will depend on whether higher
air fares and surcharges can match
the increase in fuel costs, even as de-
mand remains robust. “The dra-
matic change to our fortune is down
to one factor: the relentless rise in
the price of fuel,” said Cathay Pa-
cific Chairman Christopher Pratt.
The Hong Kong-based airline re-
ported a net loss of 663 million
Hong Kong dollars (US$85 million),
compared with net profit of
HK$2.58 billion a year earlier. Reve-
nue rose 23% to HK$42.45 billion
from HK$34.63 billion.

Hynix Semiconductor Inc.

Switzerland’s Numonyx BV and
South Korea’s Hynix Semiconduc-
tor Inc. signed a five-year agree-
ment to jointly develop NAND flash-
memory chips, which are widely
used in music players and digital
cameras. Financial terms of the
agreement weren’t disclosed. Num-
onyx and Hynix also plan to collabo-
rate on mobile dynamic random ac-
cess memory, or DRAM, chips used
in mobile phones. As part of the
deal, Hynix will supply mobile
DRAM chips “in large quantities”
to Numonyx, said Hynix spokes-
woman Seong Ae Park. “Numonyx
will become one of our big clients
for more profitable mobile DRAM
chips,” she said.

NTT Corp.

Nippon Telegraph & Telephone
Corp. said net profit grew 17% in the
April-June quarter, lifted by lower
mobile telephone marketing costs
and strong system integration oper-
ations. Japan’s largest telecommuni-
cation carrier said net rose to 175.53
billion yen ($1.62 billion) from
150.39 billion yen a year earlier. Rev-
enue was up 0.3% at 2.594 trillion
yen. Operating profit rose 24% to
372.06 billion yen. NTT benefited
most from selling mobile phone
handsets with installment payment
plans at unit NTT DoCoMo Inc. At
the end of June, NTT had 14.03 mil-
lion broadband users, up from 11.98
million a year earlier.

Creative Technology Ltd.

Creative Technology Ltd.’s net
loss for the fiscal fourth quarter wid-
ened, hampered by restructuring
charges and a revenue fall. Creative
reported a net loss of $31.7 million
for the quarter ended June 30, com-
pared with a $19.3 million net loss a
year earlier. The Singapore-based
manufacturer of consumer-elec-
tronic devices took a restructuring
charge of $11.7 million. Creative
forecasts revenue for the current
quarter ending Sept. 30 to be lower
than the year-earlier period be-
cause of adverse macroeconomic
conditions that it expects to con-
tinue through the fiscal second
quarter. Revenue for the fourth
quarter fell 16% to $139.5 million
from $165.2 million a year earlier.

SembCorp Industries Ltd.

SembCorp Industries Ltd. said
its second-quarter net profit rose
6.6% from a year earlier due to
strength in its rig and utilities busi-
nesses, but it said full-year projec-
tions are at risk because of uncer-
tain global conditions. Net profit
was 138.2 million Singapore dollars
(US$100.1 million), up from
S$$129.6 million. Revenue was
S$$2.58 billion, up from S$2 billion.
The company said it expects full-
year net profit to be similar to that
of 2007 before exceptional items
and a tax write-back. “However, the
challenging global economic and fi-
nancial environment creates uncer-
tainty that may affect our forecast,”
it said.

—Compiled from staff
and wire service reports.
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JAPAN

LEBANON

EUROPEAN COMMISSION

Assessment cut signals
a recession is likely

J APAN’S CABINET Office

cut its assessment of the

coincident index in June
to “worsening,” a preliminary
judgment that the economy
is very likely in recession.

The coincident index,

which gauges the state of the
economy, stood at 33.3 in
June, below the boom-or-
bust threshold of 50. “Judg-
ing from the indexes of busi-
ness conditions, the Cabinet
Office believes there is a high chance the economy is
in a recession,” a government official said. The Cabi-
net Office’s view is in line with those of analysts at pri-
vate think tanks, who have been saying for weeks that
Japan’s long-running economic expansion ended in
the fourth quarter of last year.

—Takashi Mochizuki Israel.

U.S. commander in Iraq
offers aid to the military

HE TOP U.S.
I military com-
mander in Iraq,

Gen. David Petraeus,
met with officials in
Lebanon to discuss
American aid to the
country’s army and
political cooperation.
The commander,
above, far left, whose visit was unannounced, met
with President Michel Suleiman, above right, him-
self a former army chief, and the two discussed U.S.
assistance to the Lebanese army, including equip-
ment and training, according to a statement from
Mr. Suleiman’s office.
The U.S. has sharply increased its military aid to
Lebanon since the 2006 war between Hezbollah and
—Associated Press

Getty Images

commission said.

cleaner.

EU companies that cut
emissions will get leeway

UROPEAN companies
E will be able to gain a

permit to pollute at
home if they invest in
projects that cut greenhouse-
gas emissions elsewhere in
the world by December, the
European Commission said.

Businesses in the Euro-

pean Union, such as power-
generation companies and
steelmakers, will be able to
support carbon-dioxide-re-

duction projects in developing countries in return
for credits in the EU’s carbon-trading program, the

They can sell on these permits if they don’t need
them—giving them a financial incentive to become

—Associated Press

outh Africans strike in protest over prices

Tens of thousands
stay home, hurting
mining, production

BY SARAH CHILDRESS

ENS OF THOUSANDS of
I South African workers
stayed home from their jobs
Wednesday, hitting the country’s
main economic drivers—mining
and manufacturing—in a protest
against rising food and electricity
prices and tapping a national senti-
ment that the government has
failed to offer relief amid a grow-
ing global crisis.

The action is the latest in a
string of protests across sub-Sa-
haran Africa and world-wide as
people, frustrated by rising food
and fuel prices, take to the streets.
In recent months, people in poor
South African townships have at-
tacked immigrants and burned
their homes, blaming them for driv-
ing up unemployment and taking
advantage of government aid.

The strike underscores a grow-
ing frustration among poor South
Africans that the government, and
in particular President Thabo

Mbeki, is out of touch and unable
or unwilling to address their
needs. That sentiment has ele-
vated Mr. Mbeki’s populist rival, Ja-
cob Zuma, in recent months.
Elected in December to head the
country’s ruling party, Mr. Zuma is
now a favorite to be elected presi-
dent of South Africa in 2009.

The immediate economic im-
pact of Wednesday’s strike was dif-
ficult to measure, but analysts esti-
mate that as much as 200 million
rand (about $27 million) in reve-
nue could have been lost. The
strike was among the largest
worker mass actions in South Af-
rica in years. Pat Craven, the na-
tional spokesman for the Congress
of South African Trade Unions,
which organized the action, said
most of its 1.8 million members par-
ticipated, as well as some workers
outside the group.

Most who stayed home were em-
ployed in the mines and in factories
that manufacture cars, clothing and
other goods. In the major cities, the
transport system also stalled, strand-
ing workers without cars whether or
not they wanted to clock in.

“People are fed up with the in-
creased cost of living, and they
want something to be done about
it,” Mr. Craven said.

Reuters

Members of the Congress of South African Trade Unions march through the
streets of Cape Town on Wednesday to protest high food, fuel and electricity prices.

Themba Maseko, a government
spokesman, said, “This strike was
something that we could least af-
ford as a country when we need to
make sure that our economy can
withstand these global chal-
lenges.” Mr. Maseko said the gov-
ernment was well aware of the
strikers’ complaints and formed a

task force several weeks ago to
help poor South Africans cope
with the food and energy crunch.

In addition to the global food
and energy problems, South Africa
was hit this year by a major elec-
tricity shortage. Poor planning and
outdated infrastructure had left its
power grid crumbling in recent

years as the economy boomed. To
curb demand, the state-owned
power company, Eskom, this sum-
mer introduced a 27.5% tariff in-
crease on electricity.

Mr. Craven said the strike’s aim
was to compel the government to
withdraw the tariff and guarantee
jobs wouldn’t be lost because of
the current crisis.

Several retailers closed, fear-
ing disruption from the strike, and
at least three major automotive
plants shut down. The hardest-hit
were the major mining companies,
South Africa’s main economic
driver. AngloGold Ashanti Ltd.,
the country’s largest gold pro-
ducer, was among several compa-
nies forced to suspend the day’s op-
erations.

Keith Brebnor, chief executive
of the Johannesburg Chamber of
Commerce and Industry, said the
mass action could damage South
Africa’s reputation as an exporter
and manufacturer at a time when it
is working to stand out as a global
player. “The cost of those dents on
your image are hard to calculate,
but they’re huge,” Mr. Brebnor
said.

—Robb M. Stewart
contributed to this article.

Anxiety grows in Pakistan amid effort to oust Musharraf

By ZAHID HUSSAIN

ISLAMABAD, Pakistan—Political
tensions rose in Pakistan as Presi-
dent Pervez Musharraf sent mixed
signals over whether he would at-
tend the opening ceremony of the
Beijing Olympics and his opponents
in the ruling coalition drew closer to
an agreement to begin impeach-
ment proceedings against him.

Late Wednesday, Pakistan’s for-
eign ministry issued a statement
saying Mr. Musharraf would go to
China, citing the friendly relations
between the two countries. Earlier
in the day, a ministry spokesman
had said the trip was off but didn’t
give a reason. While the flip-flop
may have been merely the result of a
bureaucratic error, it added to the

sense of uncertainty surrounding
Mr. Musharraf’s future.

Meanwhile, talks among the presi-
dent’s opponents that started Tues-
day continued Wednesday.
The talks, headed by Asif Ali
Zardari, chairman of the Pa-
kistan People’s Party, and
Nawaz Sharif, head of the Pa-
kistan Muslim League (N),
have been inconclusive.

But coalition leaders
said the two sides have
reached a broad agreement
to try to dispense with the
president, who has been
sidelined from political
power since democratic
elections earlier this year in-
stalled a new government. The PPP
is the leader of the ruling coalition;

Pervez
Musharraf

the Pakistan Muslim League, which
earlier withdrew its members from
the cabinet, continues to support
the government.

Though analysts see
the outcome of any im-
peachment move as uncer-
tain, they say it could in-
crease political disarray in
the country, possibly forc-
ing the army to intervene,
even though the army’s
leadership so far has kept
out of the fray.

The political uncer-
tainty has badly affected
the economy, with infla-
tion soaring. Investors har-
bor doubts about whether
the civilian coalition government
can arrest the decline. The rupee

slipped closer to record lows
Wednesday, closing at 72.50 to the
dollar. The Karachi Stock Ex-
change’s benchmark index ended
3.6% lower. The government also is
struggling against a growing Islam-
ist insurgency.

The talks between the two larg-
est parties have centered on Mr.
Musharraf’s possible removal from
office and the restoration of Su-
preme Court judges who were dis-
missed by Mr. Musharraf in Novem-
ber during a brief period of emer-
gency rule. In all, Mr. Musharraf
sacked 60 judges from the top court
and lower courts. These two issues
have overshadowed the four-month-
old coalition government.

A senior member of the ruling co-
alition said Mr. Zardari and Mr.

Sharif have agreed in principle to
draw up a joint charge sheet against
the president. It would leave Mr.
Musharraf with the option of defend-
ing himself before Parliament or quit-
ting before the impeachment vote.

Khawaja Asif, a spokesman for
Mr. Sharif, said the coalition parties
have the required two-thirds major-
ity in Parliament to remove the pres-
ident. “We have the sufficient num-
bers” he said.

But the president’s supporters
denied the claim. Chaudhry Pervez
Elahi, leader of the opposition and a
Musharraf loyalist, said the presi-
dent has no intention of quitting
and is confident efforts to remove
him will founder. “The impeach-
ment move will fail,” he said.
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IMF trims U.K. forecast

Estimate for growth
set at 1.4% for 2008;

no rate cuts expected

BY LAURENCE NORMAN

LONDON—The International
Monetary Fund cut its forecast for
British economic growth for this
year and next, citing the impact of
the credit crunch on growth and ris-
ing inflationary pressures that con-
strain the Bank of England’s ability
to cut interest rates.

In a regular review, the IMF said
it expects Britain’s economy to grow
1.4% this year and 1.1% in 2009.

As recently as in its July update
of the World Economic Outlook, the
IMF had predicted the U.K. would
grow 1.8% in 2008 and 1.7% in 2009,
compared with estimates of 1.6% for
this year and next in its April report.

The U.K. government’s official es-
timate is for growth of 1.75% to
2.25% this year and 2.25% to 2.75%
next year, but ministers have said re-
cently that the economic outlook is
looking more difficult because of the
credit crunch and rising price pres-
sures.

Many private economists believe
the U.K. will enter—or come close to
entering—a recession in coming
months. However, the IMF forecasts

Growth peak

The International Monetary Fund
predicts the U.K. economy will slow
sharply in 2008 and 2009. Real GDP,
annual percentage change
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Source: IMF report

don’t see U.K. growth turning nega-
tive in coming quarters.

In its report, the IMF said that
with inflation pressures strong and
inflation expectations picking up, its
staff doesn’t see any scope for the
Bank of England to cut interest rates
soon, nor does it believe rates should
be raised.

The IMF believes consumer-price
inflation will peak at close to 5%, will
average 3.8% this year and won’t re-
turn to the Bank of England’s 2% tar-
get until 2010.

Wednesday, the Bank of Eng-
land’s Monetary Policy Committee

started a two-day meeting. It is
widely expected to hold rates at 5%.

The IMF report also warned the
British government against increas-
ing spending, saying that, if any-
thing, it should accelerate its
planned fiscal tightening in 2009
and 2010. It also said the government
is likely to breach its 40% ceiling for
net debt to gross domestic product.

And it said that if the government
goes ahead with changes to its fiscal
rules, it should retain the 40% ceiling
and adopt a “clear and short horizon
to bring debt back under the ceiling
following a breach.”

Commenting on the report, a UK.
Treasury spokesman said “the gov-
ernment is committed to maintain-
ing sound public finances and, in line
with its usual practice, will update
its fiscal and economic forecasts”
when it publishes its prebudget re-
port later this year.

The IMF also said it believes UK.
house prices will fall some 15% from
their peak levels over two years.
Home prices started to drop during
the second half of last year. The IMF
added, though, that it expects that the
impact of such a drop on the wider
economy would be “contained,” with
lower prices having only amodest im-
pact on consumer spending.

The report said the British pound
is likely to continue to depreciate in
the period ahead, adding to inflation-
ary pressure.

More Iran sanctions are pursued

By JAy SoLOMON

WASHINGTON—Six nations
agreed Wednesday to pursue new
U.N. sanctions against Iran after it
failed to accept a package of incen-
tives, the U.S. said.

Iran’s response to a negotiating
package put forward by the U.S. and
its partners in June was called “inad-
equate” by American and European
diplomats, triggering the agreement.

Iran’s response Tuesday came
just days after Iranian military offi-
cials threatened to choke off
access to the Persian Gulf,
should tensions with the
U.S. and Israel increase over
Tehran’s nuclear program.

The Iranian reaction is
also stoking new fears in the
Middle East and Europe
that international diplo-
macy may fail to contain Y
Iran’s growing nuclear capa-
bilities. “What Iran is doing
stems simply from arro-
gance,” Libyan leader Moam-
mar Gadhafi said Tuesday
during a visit to Tunisia. “In the
event of a decision against Iran, this
country will suffer the same outcome
as Iraq.” Mr. Gadhafi, facing pressure
from the U.S. and Europe, agreed to
give up his nation’s own nuclear pro-
gram in 2003.

The five permanent members of
the United Nations Security Council,
plus Germany, offered Tehran a sweet-
ened package of economic incentives,
including energy assistance, in June
in return for Iran suspending its ura-
nium-enrichment activities.

The six negotiating nations set
last weekend as the soft deadline
for Tehran to respond to its negotiat-
ing agenda, or risk facing additional
financial sanctions.

Ina one-page letter sent by the Ira-
nian government Tuesday to Javier
Solana, the European Union’s foreign-
policy chief, Tehran refused to ad-

Gadhafi

dress the international community’s

key demand—Iran’s freezing of its

uranium-enrichment activities—ac-
cording to a copy of the document. In-
stead, Iran’s chief nuclear negotiator,

Saeed Jalili, said Tehran was “ready

to provide a ‘clear response’ to your

proposal” when Iran received its own
response to a negotiating framework
it sent Mr. Solana in June.

The Iranian offer, which Tehran
called the “modality for comprehen-
sive negotiations,” details a frame-
work through which Iran could en-
gage the international com-
munity on everything from
nuclear energy to economic
and security cooperation.
The Iranian offer doesn’t ad-
dress Tehran’s willingness
to suspend its uranium-en-
richment activities and de-
~ mands a cessation of U.N.
’ and U.S. sanctions as a pre-

- requisite for talks.

’ “The second phase of ne-
gotiations can commence
as early as possible, if there
is willingness on your

side,” Mr. Jalili said in the letter.

U.S. and European diplomats said
the international community didn’t
take this initial Iranian offer seri-
ously, as it failed to address the issue
of Tehran’s suspension of its ura-
nium-enrichment work. Mr. Solana
has offered Iran a “freeze for freeze”
agreement, whereby the interna-
tional community would stop impos-
ing any new sanctions on Iran in re-
sponse to Tehran ceasing to expand
its current nuclear activities.

The diplomats said Iran’s latest re-
sponse appeared to be an attempt to
stall the international community
and avert additional economic penal-
ties. “They seem to want intermina-
ble negotiations,” said a European dip-
lomat involved in the process. “Their
answer was neither a ‘yes’ nor a ‘no.” ”

“We are looking for a clear, posi-
tive response from Iran, and in the

absence of that we’re going to have
no choice but to pursue further mea-
sures against them,” State Depart-
ment spokesman Gonzalo Gallegos
said Tuesday.

U.S. and European diplomats
were expected to have discussed on
Wednesday unilateral and multilat-
eral actions to try to force Iran into
a negotiating framework.

Key among these new financial
penalties, according to U.S. and West-
ern officials, are measures aimed at
limiting Iran’s ability to import re-
fined petroleum products and en-
gage in shipping activities. The U.S.
and European nations have also
stepped up efforts to cripple Iran’s
banking and insurance sectors.

Tehran has stated in recent days
that it could choke off trade in the
strategically important Persian Gulf
if it comes under increased interna-
tional pressure over its nuclear pro-
gram. Roughly 40% of the world’s pe-
troleum supplies pass through the
Strait of Hormuz.

“Closing the Strait of Hormuz for
an unlimited period of time would
be very easy,” the head of the Ira-
nian Revolutionary Guard Corps,
Gen. Mohammed Ali Jafari, was
quoted as saying on Iran’s semioffi-
cial news agency. “The Guards have
recently tested a naval weapon
which I can say with certainty that
the enemy’s ships would not be safe
within the rang of 300 kilometers.”

U.S. intelligence officials have
cast doubts on the capabilities of
some of Iran’s missile systems. But
in recent months, Tehran has per-
formed a number of military exer-
cises in the Persian Gulf in an effort
to ward off a potential attack. Israel,
meanwhile, conducted its own war
games over the Mediterranean Sea
in June, in what some Pentagon offi-
cials said could be a trial run for an
attack on Iran’s nuclear facilities.

—The Associated Press
contributed to this article.

Letter of the law

New decrees enacted in
Venezuela will:

Establish a popular militia which
undermines the traditional
military and gives President
Hugo Chavez (right, last week)
more power

Tighten the state’s grip on
agriculture, food manufacturing
and commerce, allowing the
government to impose prison
sentences for businesspeople
convicted of violating price
controls or of hoarding

Appoint regional officers whose
authority will undercut that of
governors and mayors elected by
the opposition

Give the same legal standing to

Reuters

‘socialist production units’ and
private property

Give Chavez control over a new
state fund that will receive ‘excess
resources’ from state companies,
including newly nationalized
banks, telephone companies, oil
ventures and public power
utilities. Could allow him to choke
regional governments controlled
by the opposition parties.

Chavez grabs new power
in Venezuela by decree

By Josk DE CORDOBA
AND DARCY CROWE

CARACAS, Venezuela—In an am-
bitious power grab, President Hugo
Chavez has enacted a slew of presi-
dential decrees which formalize the
creation of a popular militia and fur-
ther consolidate state control over
key areas of the economy such as ag-
riculture and tourism.

Mr. Chavez, one of Washington’s
main antagonists in Latin America,
published the decrees on Friday, just at
the close of a special 18-month period
that allowed him to bypass Congress
in making laws. But only the titles, and
not the texts, of the decrees were re-
leased. On Tuesday, the government
made the full texts widely available.

The new laws show that Mr.
Chavez is back on the offensive after
suffering a humiliating defeat in De-
cember in a referendum that, among
other things, would have allowed
him the possibility of staying in
power for life. In the months after
the defeat, Mr. Chavez, who was first
elected president in 1998, seemed to
slow down his drive for expanded
powers. But a number of the new de-
crees were part of the referendum
that was rejected by voters—spark-
ing accusations that Mr. Chavez is
evading the will of the people.

“We are in the presence of a dicta-
torial government which has given
a coup d’état to the constitution,”
said Luis Miquilena, a former inte-
rior minister and political mentor to
Mr. Chavez who has since turned
against him. “Here we have no con-
stitution, no law and the president
does exactly what he wants.”

In the past few days, Mr. Chavez
said that if anyone didn’t approve of
the laws, they could file a challenge
with the Supreme Court. But critics
of the former army officer turned
president said that would be futile
because six of the seven justices are
sympathetic to the president.

As a sign of that loyalty, the
court on Tuesday upheld an anti-cor-
ruption official’s decision to ban
some of Mr. Chavez’s most popular
opponents from running in regional
elections in November because of
unproven graft charges.

The ban, which has elicited com-
parisons to moves by Iran’s govern-
ment preventing opposition politi-
cians from running in elections in that
country, will affect as many as 200 peo-
ple, including Leopoldo Lopez, a popu-
lar opposition politician who polls say
would have a good chance at becom-
ing the mayor of Caracas, one of the
most important posts in the country.

Government officials weren’t
available for comment on Tuesday.
Mario Isea, a Chavez supporter who
heads the Congress’s economic devel-
opment committee, said that “there
was no violation of the Constitution”
in the new laws, but acknowledged
that some of them were analogous to
the December referendum. “Of
course there are going to be similari-
ties,” he said. “It’s the same person
who is legislating.”

Among the biggest changes—and
one which was turned down in De-
cember—was the creation of another
branch of the military, a “National Bo-
livarian Militia,” which analysts say
could challenge the position and role
of the traditional armed forces.

“Their object is to intimidate the
armed forces and the people,” Mr.
Miquilena said. “Those militia are at
[Mr. Chavez’s] personal command.”

Mr. Chavez also changed the
name of the armed forces, which are
supposed to be apolitical, from the
National Armed Forces. They are
now to be called the National Boli-
varian Armed Forces, invoking the ti-
tle Mr. Chavez has chosen for his self-
proclaimed socialist revolution.

The move s likely to add to grow-
ing unease over Mr. Chavez by some
of Venezuela’s armed forces. One
reason why Mr. Chavez lost the De-
cember referendum was outspoken
opposition to the changes by his
former defense minister Raul Ba-
duel, who accused the president of
becoming an autocrat.

One law vastly tightens the state’s
control over the food industry, an
area that has been a political head-
ache for Mr. Chavez because price
controls by his government have led
to shortages and eroded his popular-
ity. The new law gives Mr. Chavez
power to nationalize any businesses
in the food industry without the Na-
tional Assembly’s approval and dic-
tate “any necessary measures” to
avoid “improper price increases.”

Some analysts say the new agricul-
ture law is aimed at Empresas Polar
SA, afood and beer manufacturer and
Venezuela’s largest private company.
The move comes days after Mr.
Chavez declared he would nationalize
Banco de Venezuela, the country’s
third-largest bank, a unit of Spain’s
Banco Santander. Tuesday, Mr.
Chavez said a deal was “near” over
how much the government would pay
for the bank. Santander has said only
that it is in talks with the government.

One of the few pleasant sur-
prises for the private sector was the
banking law, which was mostly un-
changed.
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Malaysia battle escalates

Critic of government
faces sodomy charges
amid power struggle

By JAMES HOOKWAY
AND RAPHAEL PURA

A confrontation that could decide
Malaysia’s political future escalated,
as police ordered charismatic opposi-
tion leader Anwar Ibrahim to appear
in court Thursday, where his lawyers
said they expect him to be charged
with sodomizing a former aide.

The development came amid an
increasingly bitter leadership strug-
gle that is dividing the resource-rich
Southeast Asian nation as it faces ris-
ing inflation and a slowing economy.
Should Mr. Anwar be charged, it will

mark the second time in a decade he
has faced prosecution on sex allega-
tions. And it will put the impartiality
of Malaysia’s justice system and the
credibility of an increasingly wobbly
National Front government—which
has been in power continuously for
50 years—under an intense spot-
light at home and abroad.

One of the Islamic world’s best-
known politicians, Mr. Anwar was
served a warrant Wednesday order-
ing him to appear in a Kuala Lumpur
court Thursday morning. In a state-
ment, national deputy police chief Is-
mail Omar said Malaysia’s attorney
general’s office had decided to charge
Mr. Anwar after police completed an
investigation into a criminal case in-
volving sexual “intercourse against
the natural order,” using the coun-
try’s legal terminology for sodomy. In
Malaysia, that is a crime that carries

ajail sentence of as many as 20 years.
Mr. Anwar has denied sodomy alle-
gations made against him by a
23-year-old male aide in June, and he
claims he is being framed by his politi-
cal rivals to undermine his bid to top-
ple the National Front government
and become Malaysia’s premier. On
Wednesday, he accused the police
and government politicians, includ-
ing the office of Prime Minister Abdul-
lah Ahmad Badawi, of orchestrating a
conspiracy against him by staging a
“sham trial” to divert attention from
political and economic problems.
Thursday, “I will be charged with a
crime I didn’t commit,” Mr. Anwar
said, adding “I will fight. I will not al-
low this cowardly attack to derail [the
opposition’s] agenda for change.”
Mr. Abdullah, other senior gov-
ernment officials and the police
have repeatedly denied the sodomy

7

Associated Press
Anwar Ibrahim, with his wife, told a news conference that he will be charged
Thursday in a “cowardly attack” that won't derail the opposition’s agenda.

investigation is politically moti-
vated. On Wednesday, the prime
minister rejected Mr. Anwar’s con-
spiracy allegation, saying his ex-
pected prosecution was “on the ba-
sis of due process of the law.” Ac-
cording to the Associated Press, Mr.
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Abdullah told reporters “How could
I insist that he be charged? If there
is no evidence, the police are not so
stupid to charge” him.

Mr. Anwar, 60 years old, has been
engaged in a challenge for political
power since the alliance of opposi-
tion parties he leads made unexpect-
edly strong gains in March parliamen-
tary elections. Voters sharply eroded
Mr. Abdullah’s majority in Parlia-
ment and left Mr. Anwar’s coalition,
known as Pakatan Rakyat, within
striking distance of challenging for
control of this predominantly Mus-
lim nation of 27 million people. The
confrontation has shaken a country
that has enjoyed long periods of polit-
ical stability and is a major exporter
of palm oil, natural gas and electronic
components to the global economy.

Last week, Mr. Anwar announced
plans to run for a parliamentary seat
in a by-election scheduled to be held
Aug. 26.Ifheis elected, as is widely ex-
pected, Mr. Anwar would be eligible
to become premier should the opposi-
tion alliance succeed in ousting the Na-
tional Front. If he is charged with sod-
omy and detained, Mr. Anwar could
still contest the by-election. But
should he be subsequently convicted,
he would lose his seat and could be
barred from public office for years.

“The National Front realizes it
can’tstop Mr. Anwar being elected, but
by using the sodomy allegations they
can reduce his [by-election] majority
andtake some of the sting out of his vic-
tory,” said James Chin, a political-sci-
ence professor at the Malaysiacampus
of Australia’s Monash University.

The prosecution of Mr. Anwar
could strain ties with the U.S. and
other Western countries that have ex-
pressed concern over the investiga-
tion into the sodomy allegations. That
concernisbased, in part, on the prose-
cution of Mr. Anwar on similar charges
a decade ago, after he was purged as
deputy prime minister by then-Prime
Minister Mahathir Mohamad. Mr. An-
war denied the charges. After a police
investigationandatrial that were criti-
cized by independent legal experts as
flawed and politically motivated, the
former deputy premier was found
guilty of sodomy in 1999 and impris-
oned until his conviction was over-
turned on appeal in 2004.

Mr. Anwar has maintained that
his earlier sodomy conviction was
part of a conspiracy to stop him
from challenging Dr. Mahathir for
the premiership. Dr. Mahathir has
denied there was any conspiracy
and has said he believes Mr. Anwar
was, in fact, guilty of sodomy, de-
spite his later acquittal.

Inrecent weeks, Malaysiangovern-
ment officials have aggressively de-
fended the latest sodomy investiga-
tion.The decision to charge Mr. Anwar
isalsolikelytofuel afieryinternal pub-
lic debate over the independence of
Malaysia’s justice system. The case al-
ready has focused attention on a legal
system still widely viewed as vulnera-
ble to political pressure.

—Celine Fernandez
contributed to this article.
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