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What’s News—

Business &3 Finance

The Bush administration deliv-
ered a $700 billion bailout plan
late Friday, spurring a test of
wills between the White House
and Capitol Hill as Democrats
put their imprint on the bill,
which offers little oversight or
taxpayer protection. Page 1

m Lehman transferred billions
of dollars and assets among

units before its bankruptcy fil-
ing, raising questions over the
propriety of the moves. Page 1

m U.S. stocks recovered from
last week’s lows but the mar-
ket’s future is uncertain. Gov-
ernment action lifted shares in
Asia and Europe. Page 19

m Russian stocks surged as a
$120 billion government rescue
package and the rebound in glo-
bal markets helped avert a fi-
nancial calamity. Page 21

m European stocks enjoyed a
one-day, soaring reprieve Friday
after U.S. and UK. action. Page 20

m Shell warned that militant
attacks in Nigeria last week
have curbed oil and gas output
and will hurt earnings. Page 4

m A new offshore terminal
reached Italy, creating a natural-
gas route into the EU that aims
to reduce dependency on Rus-
sian imports. Page 4

m SAS may be facing a take-
over move, but analysts are
finding it hard to put a value on
the carrier. Page 6

m Italy will begin soliciting of-
fers for Alitalia, as the govern-
ment seeks to rescue the cash-
strapped airline. Page 6

m AIG shareholders are scram-
bling to help repay a loan from
Washington in time to avoid
its taking an 80% stake in the
U.S. insurance giant. Page 7

m GM plans to draw down the
remaining $3.5 billion of a se-

cured revolving-credit facility

to increase liquidity. Page 9

m DreamWorks principals com-
pleted a deal with India’s Reli-
ance ADA to set up a $1.2 bil-
lion film company. Page 9

Markets

- NET PCT
MARKET CLOSE CHG CHG
DJIA 11388.44+368.75 +3.35
Nasdaq 2273.90 +74.80 +3.40
DJ Stoxx 600 278.18 +21.41 +8.34
FTSE 100 5311.3 +431.3 +8.84
DAX 6189.53+326.11 +5.56
CAC 40 4324.87+367.01 +9.27
Euro $1.4423+0.0045 +0.31
Nymex crude $104.55 +6.67 +6.81

Money & Investing > Page 19

World-Wide

Pakistani officials said a suicide
bombing that killed 53 people,
including the Czech Republic’s
ambassador, and injured 250 oth-
ers at the Islamabad Marriott
Hotel bore al Qaeda’s hallmarks
and showed how the group was
operating freely in Pakistan and
aims to wreak havoc on the coun-
try’s weak economy. Page 1

m South Africa’s Mbeki will step
down, bowing to a ruling ANC
request and setting the stage for
a caretaker president and a
period of uncertainty. Page 3

® China said the number of in-
fants hospitalized after ingest-
ing tainted formula jumped to
12,892, as foreign concern about
Chinese goods spread. Page 12

m Israeli Foreign Minister Livni
began efforts to put together a
ruling coalition as Prime Minis-
ter Olmert formally resigned.

m Brown pledged at a Labour
Party conference to do “what-
ever it takes” to tackle Britain’s
economic crisis despite a fester-
ing rebellion against him. Page 12

®m Russia is set to increase its
defense budget next year by
more than 25% to a post-Soviet
high of $50 billion. Page 10

m Ex-Foreign Minister Taro Aso
is the heavy favorite to win a
vote by Japan’s ruling party Mon-
day for prime minister. Page 10

m Suicide bombers hit police
targets in northern Iraq, killing
five people and injuring dozens.

H Georgia said a Georgian police-
man was killed and two others
wounded by separatist forces
near the province of Abkhazia.

H Gates told NATO allies that
they will be expected to share
the cost of a planned expansion
of the Afghan army. Page 10

m Channel Tunnel operators
will reopen a section of the fire-
damaged north tunnel Monday,
allowing more Eurostar services.

u A nightclub fire sparked by
fireworks and a crush of pan-
icked patrons killed at least

43 people in Shenzhen, China.

m Beijing ended its special pol-
lution curbs aimed at cleaning
the Chinese capital’s air for the
Olympics and Paralympics.

EDITORIALEOPINION
After Mbeki

Despite his many faults, South
Africans may yet feel nostalgic
for his tenure. Page 14
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Lehman draws scrutiny
over billions in transfers

U.K. seeks return
of funds sent to U.S.;

judge won’t slow deal

BY CARRICK MOLLENKAMP,
JEFFREY MCCRACKEN
AND JOELLEN PERRY

Lehman Brothers Holdings Inc.
moved billions of dollars and assets
among its units around the world in
the period before filing for bank-
ruptcy, leading clients and employ-
ees to question the propriety of
some transfers as they line up in
U.S. bankruptcy court seeking repay-
ment.

Among other fund-raising ef-
forts, Lehman’s German unit, Leh-
man Brothers Bankhaus, swapped
assets for funding from the Euro-
pean Central Bank. That could leave
the central bank holding assets and
unable to obtain money from the
Lehman unit to cover a decline in
the value of the assets, people famil-
iar with the matter said.

Another funding effort now draw-
ing scrutiny is the internal Lehman
movement of more than $8 billion be-
tween Lehman’s European headquar-
ters in London and New York, where

Please turn to page 31

The fall of Lehman

Lehman Brothers promoted its “one firm” culture but the parent firm’s
bankruptcy proceedings have turned the company into a house divided.

Lehman Brothers Holdings Inc.

u.S.

Headquarters in New York City

Lehman Brothers Holdings Inc.,
parent firm

Current status: Chapter 11
bankruptcy proceedings.

Lehman Brothers Inc.,

main U.S. broker-dealer
Current status: Pending sale of
assets to Barclays PLC.

Associated Press (2)

1
Europe

Canary Wharf offices in London

M Lehman Brothers International
(Europe), London-based main
European broker-dealer
Current status: Filed for
insolvency proceedings,
seeking repayment of $8 billion
from U.S. operations, pursuing
sale to save jobs.

Sources: the company; court documents

U.S. Congress to debate
$700 billion bailout plan

BY GREG HITT
AND MEENA THIRUVENGADAM

WASHINGTON—The Bush ad-
ministration delivered a sweeping
bailout plan to Congress late Friday,
setting in motion a series of tense
negotiations and a test of wills be-
tween the White House and Con-
gress.

The legislation, which would au-
thorize U.S. Treasury Secretary
Henry Paulson to create a $700 bil-
lionfund tobuymortgage-related as-
sets from troubled institutions—is
only 2% pages long. It includes little
or no protection for the U.S. taxpay-
ers footing the bill and little over-
sight over the officials and financial
firms likely to run the enterprise.

Democratic leaders are pointing
toward final votes on the bill late
this week, a tight deadline that
won’t allow time for second guesses
or debate about next steps should
the plan fail. Democrats are moving
to put their imprint on the bill in
other ways, including help for indi-
vidual homeowners, caps on execu-
tive compensation and changes to
bankruptcy laws long opposed by
the White House.

“This is not in anyway to deprive
[Treasury Secretary Henry Paulson]
the opportunityto act. We totally un-
derstand the gravity of the mo-
ment,” said Senate Banking Commit-
tee Chairman and Connecticut Demo-
crat Chris Dodd. But, he added: “You
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m The events surrounding this
week’s U.S. interventions ..16

m A decisive turn in the
evolution of American
capitalism

cannot just turn over $700 billion of
taxpayer money and not insist that
that taxpayer is going to be pro-
tected in this. We’re going to de-
mand, asacoequal branch of govern-
ment, accountability.”

Wrangling over the package, es-
pecially if it threatens to delay im-
plementation, could unnerve inves-
tors around the world, who snapped
up stocks in a way not seen since af-

Please turn to page 31

Pakistan sees

al Qaeda links
in hotel attack

BY ZAHID HUSSAIN

ISLAMABAD—Pakistani officials
said Saturday’s suicide blast that
killed 53 people at the Islamabad
Marriott Hotel bore the hallmarks
of al Qaeda and showed how the
group was operating freely inside
Pakistan and was determined to
wreak havoc on the nation’s already
weak economy.

Rehman Malik, Pakistan’s inte-
rior minister, said Tehrik-e-Taliban
Pakistan, an outlawed militant um-
brella group operating from Paki-
stan’s lawless tribal region, was in-
volved in the attack. The group is
said to be closely linked with al
Qaeda, which has grown in strength
in Pakistan. Many other Pakistani mil-
itant groups have mutated into small
cells, after being banned, and work
as an extension of al Qaeda.

Officials said Pakistan Taliban
Movement, a little-known Islamist
militant outfit that claimed responsi-
bility to private television channels,
was one such cell and is part of the Te-
hrik-e-Taliban Pakistan network.

Yousuf Raza Gilani, the prime min-
ister, said the bomber had attacked
the hotel only after tight security pre-
vented him from reaching Parlia-
ment or the prime minister’s office.
“The purpose was to destabilize de-
mocracy,” Mr. Gilani told reporters

Please turn to page 2
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North Korea
plans to rebuild
its nuclear plant

By EvAN RAMSTAD

SEOUL—North Korea used a
meeting with South Korea Friday to
declare that it is rebuilding its dis-
abled nuclear plant and later an-
nounced it “will go its own way,” ap-
pearing to suggest it may abandon
aid-for-disarmament talks with
South Korea, the U.S. and three
other countries.

North Korea also blamed the U.S.
again for causing a breach in the so-
called six-party process, which is de-
signed to persuade Pyongyang to
give up its pursuit of nuclear weap-
ons.

Last week, North Korea ap-
peared to be making a gesture to
keep the six-party process going by
inviting South Korean officials to a
meeting to discuss final deliveries
of energy aid promised to the North
in February 2007.

But in an unexpected move, a
North Korean diplomat began the
meeting with a statement to news re-
porters that sharply criticized the
U.S. The diplomat, Hyun Hak Bong,
said the U.S. had no right to verify
the scope of North Korea’s nuclear
program, which it disclosed in a
written declaration in June.

“The U.S. is insisting that we ac-
cept unilateral demands that had
not been agreed upon,” Mr. Hyun
said. “They want to go anywhere at
any time to collect samples and
carry out examinations with mea-
suring equipment.”

The U.S. is seeking a way to ver-
ify the North’s declaration before
carrying out its next step in the
deal: removing North Korea from a
terrorism blacklist that places trade
sanctions on the country. Mr. Hyun
said the North was restoring its dis-
mantled nuclear plant—its sole
source of fuel for nuclear weapons—
because the U.S. wouldn’t remove it
from the terrorism blacklist.
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Pakistan sees al Qaeda links in hotel bombing

Continued from first page
Sunday. “They want to destroy us eco-
nomically.”

Pakistan’s economy already is suf-
fering and the blast at a hotel that
was popular with foreign visitors and
well-heeled Pakistanis could acceler-
ate capital flight and further discour-
age foreign investors.

Among the dead were the Czech
ambassador to Pakistan, Ivo Zdarek,
47 years old, and two members of the
U.S. armed forces who the U.S. De-
fense Department said were assigned
to the U.S. Embassy in Islamabad.

“The Islamabad bombing dents
the already low confidence of interna-
tional investors in Pakistan,” said
Muddassar Malik, chief executive of
BMA Capital, a securities firm in Kara-
chi. “The lack of affirmative action by
the new government on a new secu-
rity strategy and their inability to
tackle militancy leave investors ques-
tioning whether the long-term eco-
nomic story is still intact.”

Rescue teams searched the black-
ened hotel room by room Sunday. But
the temperatures remained high and
fires were still being put out in some
parts. A senior official said there
could still be bodies inside.

Some 250 people were injured in
the blast, which was triggered by a
suicide bomber who rammed an ex-
plosive-laden truck into the hotel’s
outer gates.

Many of the guests staying in the
hotel died of intense heat caused by
the explosion and flaming gas from

Associated Press

A Pakistani official said a dump truck was used in the attack and preliminary
investigations revealed that at least 600 kilograms of explosives were detonated.

ruptured gas lines. “Many bodies
were charred beyond recognition,” a
rescue worker said. Doctors at the
city’s main hospital said the death
toll could rise with dozens of the
wounded in a critical state.
President Asif Ali Zardari said the
attack wouldn’t deter Pakistan from
fighting terrorism. “The terrorists
have turned the happy moment of the
restoration of democracy into grief,”
he said in a television address early
Sunday before leaving for the United

Nations in New York, where he will
meet U.S. President George W. Bush.

It wouldn’t be the first time al
Qaeda has been involved in an attack
in Pakistan’s capital. In June, a sui-
cide car bomber killed at least six peo-
ple near the Danish embassy in Islam-
abad. A statement attributed to al
Qaeda took responsibility for that
blast, which was believed to have tar-
geted Denmark because of the publi-
cation there of cartoons depicting
the Prophet Muhammad.

The latest attack came as Paki-
stani forces stepped up an operation
against Islamist militants in the Bajur
tribal region, which is viewed by Paki-
stani and Western intelligence agen-
cies as the center of al Qaeda activi-
ties. Many observers suspect the Mar-
riott attack was a retaliation to the
military offensive.

Al Qaeda and its allies among
tribal militants have repeatedly
warned they will increase attacks in
Pakistan’s heartland if the military op-
eration isn’t stopped.

Anti-American sentiments also
are running high after an increase in
missile strikes from U.S. pilotless
drones against suspected militant
hideouts inside Pakistan.

The attack also raises questions
about security in the capital, which
already was at a high level because
of Mr. Zardari’s address to a joint
session of Parliament hours before
the bomb detonated.

Saddruddin Hashwani, the
owner of the Marriott hotel, ac-
cused police and paramilitary forces
of a lapse in allowing a dump truck
to approach the hotel unchallenged
and not shooting the driver before
he could trigger the explosives.

Mr. Malik, the interior minister,
denied there was any lapse on the
part of the security unit.

“There was a lot of construction
work going on in the surrounding
area and it was not possible to check
every vehicle driving on the road,”
he said.
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LEADING THE NEWS

South Africa’s Mbeki heeds call to resign

Zuma looms large,
but appointee to lead
until 2009 election

BY SARAH CHILDRESS

South African President Thabo
Mbeki said over the weekend he
would resign, bowing to a request
from his ruling party and setting the
stage for a period of political uncer-
tainty as a caretaker president takes
over.

It falls to the country’s parlia-
ment to replace Mr. Mbeki within a
month’s time. But the new head of
state likely will only serve a short
stint, making way for the winner of
next year’s presidential elections.
That race is expected to go to Jacob
Zuma, the current leader of the rul-
ing African National Congress party
and Mr. Mbeki’s bitter rival.

The leadership vacuum could
spook investors, who have flocked
to South Africa amid today’s com-
modities boom and Mr. Mbeki’s pro-
business policies. The resignation
could also have regional repercus-
sions. Mr. Mbeki had been working
for several months to lock down a
power-sharing agreement between
Zimbabwe  President Robert
Mugabe and his rival, opposition
leader Morgan Tsvangirai.

Mr. Mbeki’s ouster comes at a
time when his international reputa-
tion was on the mend thanks to his
work in Zimbabwe. In the face of a
violent election campaign this year
in which dozens of opposition sup-
porters were targeted, Mr. Mbeki re-
fused to publicly denounce Mr.
Mugabe. Instead, his supporters
maintained he was using quiet diplo-
macy to moderate his old friend.

An historic power-sharing ac-
cord earlier this month between
Messrs. Mugabe and Tsvangirai ap-
peared to be evidence that he was
right. When Mr. Mugabe signed the
deal, he made it clear that it was Mr.
Mbeki who finally had convinced
him to do so. With Mr. Mbeki side-

Further decline
in price of steel
is likely in India

BY PRASENJIT BHATTACHARYA

NEW DELHI—Steel prices in India
may drop 5% to10% more by the end of
October before the market bottoms
out, a senior industry executive said.

“Steel prices have been falling
over the past four weeks, and this
trend will continue on slower de-
mand in China and the Middle East,”
said Robin Banerjee, chief financial
officer of Essar Steel NV.

Mr. Banerjee said prices in India
have fallen 15% over the past month.
Essar Steel,of Amsterdam, hasplants
intheU.S, Canada, Vietnam andIndo-
nesia,butmostofitsproductionfacili-
tiesareinIndia.

Mr. Banerjee said China’s indus-
trialactivity slowed before the Olym-
picGameslastmonth, after thefever-
ishpaceof constructioninthe run-up
to the Games supported demand for
raw materials for several years. Al-
though this slowdown may last
through October, demand could re-
coverlater,hesaidinaninterview. He
said India’s steel prices are still 75%
higher from the same timelast year.

lined, it is unclear whether Mr.
Mugabe will feel compelled to ham-
mer out the final details of the agree-
ment.

At home, Mr. Mbeki’s ouster
comes at a time of economic uncer-
tainty. During his nearly 10-year pres-
idency, the country enjoyed rapid eco-
nomic growth. The growth helped
fuel the expansion of a black middle
class and lured foreign investors.

But the growth has also raised
hurdles the country is struggling to
clear. A gap between the rich and
poor, widened by high unemploy-
ment and rising food and fuel costs,
has created an undercurrent of dis-
sent. Earlier this year, South Africans
in poor townships lashed out against
immigrants whom they blamed for
their poverty.

This year, South Africa was also
hit by power shortages. To protest

the rising cost of living, the coun-
try’s powerful trade unions called
for a day-long, nationwide strike
last month, forcing some
mining operations—a cor-
nerstone of the econ-
omy—to halt production.

Mr. Mbeki has also
drawn fire for his views on
HIV/AIDS. At a time when
his country had one of the
world’s highest infection
rates, Mr. Mbeki main-
tained that it was unclear
whether HIV caused AIDS.
Last year, he fired a deputy
health minister. The dep-
uty was outspoken about South Afri-
ca’s AIDS crisis and had clashed
with the health minister.

On Saturday, the ANC took the un-
precedented move of asking for Mr.
Mbeki’s resignation after considering

Thabo Mbeki

allegations that his office meddled in
a corruption case against Mr. Zuma.
The case was dismissed earlier this
month on a technicality. But
the judge suggested that he
believed there might have
been political involvement.
Mr. Mbeki’s office has
) strongly denied interfering.

The resignation won’t
be final until it is ratified by
the country’s ANC-domi-
nated parliament, essen-
tially a formality. The parlia-
ment is expected to elect a
new president within 30
days.

Deputy President Phumzile
Mlambo-Ngcuka would have been a
likely choice, but she is loyal to Mr.
Mbeki and is likely to resign with him.
Baleka Mbete, the speaker of parlia-
ment, has also been mentioned. Mr.

Zuma isn’t eligible because he isn’t a
member of parliament or part of the
government’s cabinet.

Mr. Mbeki was elected to succeed
Nelson Mandela when Mr. Mandela
stepped down after his first term.
Throughout much of his time in of-
fice, Mr. Mbeki’s critics charged that
the president was out of touch with
ordinary South Africans.

That perception was critical in
his defeat for the ANC presidency
during party elections in December.
Had he kept hold of the ruling-party
leadership, he would have been in a
strong position to chart the coun-
try’s political future, including
through a possible hand-picked suc-
cessor. Instead, the party chose Mr.
Zuma, an energetic populist with a
humble background. He promised
to address the concerns of the poor-
est South Africans.
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Airbus expects to sell
860 aircraft this year

IRBUS still ex-
pects to sell
about 850 air-

e craft this year despite
gloom in the airline in-
dustry. The unit of Eu-
ropean Aeronautic De-
fence & Space Co., re-
ported 754 total or-
ders over the first
eight months of the year, or 708 net orders after al-

Associated Press

lowing for cancellations.

Chief Commercial Officer John Leahy said the rate

of sales “has dramatically shifted downward” as air-
lines deal with weakening traffic, rising fuel costs
and tight credit. While the dollar has firmed recently,
he said, its relatively low level against the euro “is
still a problem” for Airbus, which sells planes in dol-
lars but books most costs in euros.

—David Pearson

France’s LVMH names

artistic director for Pucci

F RENCH LUXURY-GOODS

company LVMH Moét

Hennessy Louis Vuit-
ton SA named Norwegian de-
signer Peter Dundas as artis-
tic director of its Italian fash-
ion house Emilio Pucci.

Mr. Dundas, who previ-
ously designed for Emanuel
Ungaro, will take over at
Pucci on Oct. 1. He succeeds
Matthew Williamson, a Brit-

Zurich Financial closes

Associated Press

ish designer who followed

Christian Lacroix as Pucci’s artistic director and is
leaving after three years.
Mr. Dundas, currently collaborating with French
fur and luxury-goods company Revillon on its fur col-
lection, spent three seasons as artistic director at Un-
garo. He left the label last year.

—Associated Press

deal with Banco Sabadell

URICH Financial Ser-
Z vices AG said it closed a

deal to buy 50% of the
life insurance, pension and
general insurance operations
of Banco Sabadell SA ahead
of plan. The acquisition pro-
pels the Swiss company to a
leading position in Spain,
one of Europe’s fastest-ex-
panding insurance markets.

When it announced the

transaction in July, Zurich Fi-

nancial said it would take full operational control of

the Sabadell insurance business, although the Span-

ish bank would retain a 50% stake in the operations.
Zurich Financial said it appointed Jochen

Schwarz, head of its bancassurance business, to be

chairman of the joint venture with Sabadell.

Attacks curb Shell output

Nigerian militants
force facility closure;
second worker killed

BY SPENCER SWARTZ
London

OYAL DUTCH SHELL PLC
R warned Friday that a series of

oil-facility attacks last week
in Nigeria have substantially re-
duced the company’s oil and natural-
gas production in the West African
country and will hurt earnings.

Shell said Friday that militants
killed a second person, an employee
of the Shell-operated consortium in
Nigeria. The company confirmed
early last week that a guard was
killed in a separate attack and reiter-
ated that it was evacuating some
staff from production facilities.

The Anglo-Dutch oil major said it
was concerned about the damage to
the facilities, but didn’t provide an
estimate on the total amount of oil
and natural-gas output shut down
as a result or how long closures
might last. Nigerian oil officials put
Shell’s production losses the past
week at about 150,000 barrels a day.

“This will ultimately add up to in-
creased equipment downtime, re-
pair and remediation costs and de-
ferred earnings for Nigeria and the
joint-venture partners,” Shell said.

Nigeria, an important oil-produc-
tion market for the company, ac-
counted for about $1 billion, or 4%,
of Shell’s $25 billion net profit in
2007, according to investment bank
Oppenheimer & Co.

Shell’s Class B shares in London
closed Friday at £15.95 ($29.28)
each, up 3.5%, or 54 pence, mirror-
ing the rise in many stock indexes,
after initially trading lower.

Oppenheimer analyst Fadel
Gheit played down Shell’s announce-
ment, saying the company has seen
this level of violence in Nigeria be-
fore. Mr. Gheit said he expects
record oil prices this summer to
push the company’s third-quarter
net profit to $2.78 a share, which
would be a quarter record for Shell.

European Pressphoto Agency

Since Sept. 14, MEND has launched seven attacks against Shell-operated oil and
natural-gas facilities in the Niger Delta, the country’s main oil-producing region.

But late Friday, things got worse
for Shell as it announced a second
force majeure, which means the
company is unable to provide a num-
ber of customers with Nigerian
crude because of the recent attacks.

Shell said the policy would re-
main in place until further notice,
but didn’t say what new oil volumes
are affected. Inlate July, Shell called
a separate force majeure, which re-
mains in place and gives the com-
pany legal protection for not honor-
ing its contractual commitments.

Nigeria’s main militant group—
the Movement for the Emancipa-
tion of the Niger Delta—said it
bombed another Shell-operated
pipeline late Friday. Shell was inves-
tigating that claim at the weekend.

MEND declared a unilateral
cease-fire in the southern oil region
Sunday, ending the worst spate of
militant attacks in years to hit Afri-
ca’s oil giant. It said it was ceasing
hostilities immediately after ap-
peals from elders and politicians in
the region. But the group said it
would launch another spate of re-
prisal attacks in the event of an-
other military raid on one of the
group’s base camps.

Clashes between MEND and the
military helped precipitate the re-
cent attacks on oil infrastructure,
coming less than a month after Nige-

rian President Umaru Yar’Adua re-
shuffled his military leaders.

Some analysts say Mr. Yar’Adua
may be taking a more forceful ap-
proach to MEND, which comprises
various factions, and other criminal
groups that have had a free hand the
past few years, bombing pipelines
and crude-gathering stations and
kidnapping foreign oil workers for
ransom. A tougher line could
worsen tensions and problems for
the government, foreign energy
companies, and the region’s people.

MEND has launched seven at-
tacks against Shell-operated oil and
natural-gas facilities since Sept. 14
in the Niger Delta, the country’s
main oil-producing region. Crude
prices have so far had a muted reac-
tion to the violence, as market con-
cerns have focused on the health of
oil demand. Militants also targeted
a Chevron Corp. oil facility early in
the week, though production wasn’t
affected.

MEND and lesser-known mili-
tant groups see their actions—
which have cost the government
and companies several billions of
dollars in oil revenue the past few
years and worsened environmental
pollution—as retaliation for years
of ineffective government that has
failed to improve circumstances for
millions of impoverished Nigerians
inthe delta despite the area’s oil and
gas resources.

New natural-gas facility
by Edison arrives in Italy

By LiAM MOLONEY
AND SOFIA CELESTE

ROME—Edison SpA said a new
offshore regasification terminal
reached Italy on Saturday, creating
a natural-gas route into the Euro-
pean Union that aims to reduce Ita-
ly’s dependency on Russian imports.

The liquefied-natural-gas facil-
ity, based near the northeastern Ital-
ian town of Rovigo, will receive gas
shipments from tankers arriving via
the Adriatic Sea from Qatar for 25
years. Once the terminal comes on-
line, it will have a capacity repre-
senting about 10% of Italy’s gas de-
mand, helping Edison wean itself off
the gas supplies it currently re-
ceives from larger rival Eni SpA.
The capacity boost could help Italy
reduce its energy dependency on
Russia, which has often wielded its
natural-gas supplies to influence Eu-
ropean foreign policy.

“I'would say this is extremely im-
portant for both Italy and the Euro-
pean Union,” Chief Executive Um-
berto Quadrino said. “Italy’s gas sup-
ply for the last years has not been ad-
equate. This new terminal provides
afundamental contribution for Italy
and opens a new path” for European
gas imports.

The facility—45% owned by
Exxon Mobil Corp., 45% by Qatar Pe-
troleum and 10% by Edison—will
have an annual capacity of eight bil-
lion cubic meters. Edison said the
terminal will receive its first LNG
cargo and commence the cool-down
process in the first quarter of 2009
with the first gas send-out expected
a month or so after the cool-down.

“We have now a infrastructure
which contributes to solve the
safety of the national energy system
and diversifies the supply source,”
Mr. Quadrino said.

Mr. Quadrino attended a cere-
mony Saturday with Italian Prime
Minister Silvio Berlusconi, along
with Italian Industry Minister Clau-
dio Scajola and U.S. Ambassador to
Italy Ronald P. Spogli, near Rovigo
to mark the arrival of the terminal.

Edison, which is controlled by
Electricité de France SA and Italian
municipal utility A2A SpA will have

access to 80% of the terminal’s gas,
or 6.4 billion cubic meters annually.

The Milan-based company is
seeking new sources to free itself
from gas sold by Eni. Italy has only
the Panigaglia LNG terminal, owned
by Eni’s Snam Rete Gas SpA, and
which is more than 30 years old.

Edison is at the forefront of Ita-
ly’s drive to reduce the country’s de-
pendency on Russian gas, which pro-
vides about one-third of imports. Al-
geria provides about another third.

Edison owns a stake in Galsi, the
company building a gas pipeline
that will connect Italy and Algeria
via the island of Sardinia. The pipe-
line, expected to be operational in
2012, will initially transport eight
billion cubic meters of Algerian gas
a year. Edison has signed for an an-
nual supply of two billion cubic
meters. Mr. Quadrino said the final
investment decision for Galsi will be
made in 2009.

Furthermore, Edison is invest-
ing in a pipeline, known as IGI, con-
necting Italy to the Caspian area via
Greece and Turkey, to be in opera-
tion by the end of 2012 as part of the
EU’s push to diversify away from
Russian dependency.

An initial intergovernmental
agreement signed by Italy and
Greece in 2005 was followed by one
signed by Italy, Turkey and Greece
in July 2007 and by one between It-
aly and Azerbaijan in December, for
the transit corridor to transport nat-
ural gas from the Caspian Basin by
way of Turkey and Greece, which
have shared a pipeline connection
since November 2007.

Mr. Quadrino said a final four-
way political agreement between It-
aly, Greece, Turkey and Azerbaijan
could be signed in coming months
for gas transport. After this, Edison
hopes to sign a contract for gas sup-
ply with Azerbaijan by year’s end.

Europe’s demand for gas is fore-
cast to grow by an average yearly
1.8% between 2007 and 2020, when
it should reach 720 billion cubic
meters annually, according to Edi-
son data. As European domestic out-
put will decline with depleted fields,
gas imports in the EU are expected
to double to 500 billion cubic
meters in 2020 from 2006.
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SAS waits for a price tag

Fluctuating shares,
unprofitable periods
make value unclear

By OLA KINNANDER

STOCKHOLM—As takeover talk
about SAS AB increases, analysts
are debating a key question: How
much is the Scandinavian airline
worth?

The answer is hard to nail down.

Like other airlines, SAS has been
hit by a combination of record high
oil prices and an economic slow-
down in Europe and the U.S. that
has sapped consumer confidence
and forced would-be travelers to re-
consider nonessential trips.

The turmoil has caused big fluc-
tuations in SAS’s share price, which
has a market capitalization of 9.3 bil-
lion kronor ($1.4 billion). Within the
past 12 months, the stock has hit an
intraday low of 29.10 kronor and an
intraday high of 127.50 kronor. Fri-
day, the shares were up seven kro-
nor, or 14%, at 57.50 kronor, amid an
8.3% rise in the Swedish market.

“We’re affected by a lot of differ-
ent factors—commodity prices, oil
prices, the economic cycle, etc.,”
said Sture Stolen, SAS’s investor-re-
lations manager. “It’s incredibly dif-
ficult to make long-term forecasts
in the airline industry.”

So far this year, more than 30 air-
lines have gone out of business, and
industry watchers warn that more
may follow. The International Air
Transport Association, which repre-
sents most of the world’s full-ser-
vice airlines, forecasts that airlines
will post combined losses of $5.2 bil-
lion this year.

The gloomy atmosphere has
spurred predictions of further con-
solidation in the sector, as airlines
either go broke or are snapped up by
competitors.

SAS earlier this month said it is
“evaluating various structural possi-
bilities” and that it is in talks about
a “possible solution.”

Associated Press

SAS, like many other airlines, has been hit by a combination of record oil prices
and an economic slowdown in Europe and the U.S.

Its shares jumped on talk that
Deutsche Lufthansa AG was prepar-
ing a bid. In its statement about eval-
uating possible solutions, SAS
didn’t mention Lufthansa and
stressed that no decision had been
made on the company’s future.
Lufthansa declined to comment.

The Scandinavian airline has
been unprofitable for the past three
quarters, further complicating the
task of putting a value on it. Last
month, the carrier posted a second-
quarter net loss of 411 million kro-
nor, hit by higher fuel costs and com-
petitive ticket prices.

Another factor to consider in any
deal is the strong union presence at
SAS, analysts say. The airline has 37
unions representing its employees,
which could make sweeping
changes difficult. In Italy, for exam-
ple, Alitalia SpA’s unions Thursday
forced the carrier into a corner
when they rejected a rescue plan
that would have meant longer hours
and lower pay for workers.

Any deal to sell SAS would also
have to get the green light from the
governments of Sweden, Norway
and Denmark, which together own
50% of the airline. SAS was created in

the 1940s by the combination of the
three countries’ national carriers.

The airline’s disparate holdings
in other carriers further complicate
assigning a valuation to SAS. Be-
yond its core SAS-branded airlines,
the company has a 20% stake in Brit-
ish Midland Airways Ltd. and a 47%
holding in airBaltic. Also, it owns
Finnish airline Bluel, Norwegian car-
rier Wideroe, and Spanish carrier
Spanair. SAS earlier this year tried
to sell Spanair but failed to attract a
high enough bid.

Analysts’ estimates vary widely
on how much those stakes are
worth. The problem is most acute
with its stake in Spanair, which has
been hit hard by a stalling Spanish
economy and whose reputation was
battered by a deadly accident at
Madrid airport last month, when
one of its MD-82 planes crashed on
takeoff, killing 154 of the 172 people
onboard.

Icelandic bank Glitnir said in are-
port to clients last week that SAS’s
total equity value is 7.75 billion kro-
nor, though it estimated that would
almost double to 14.73 billion kro-
nor if the airline had “more normal-
ized profits,” which “could be more
realistic in another structure.”

Italy to seek offers to save Alitalia

A WSJ News Rounpup

ROME—The Italian government-
appointed bankruptcy commis-
sioner will begin soliciting national
and international offers for cash-
strapped airline Alitalia SpA, accord-
ing to Italian news reports Sunday.

“We will proceed with a public so-
licitation,” Augusto Fantozzi was
quoted as saying in Italian daily Il
Messagero. “So far nobody has
stepped forward.”

Compagnia Aerea Italiana, or
CAl, dropped its offer Thursday af-
ter six of Alitalia’s labor unions
failed to agree with its rescue plan.
Prime Minister Silvio Berlusconi
has said Alitalia’s future is either
with CAI or bankruptcy.

Alitalia’s license could be pulled
in five or six days, the paper says,
quoting Infrastructure Minister Al-
tero Matteoli, who said there have
so far been no foreign offers.

On Friday night, the government
was struggling to find a way to
avoid a collapse of Alitalia after a
pool of potential investors stepped
away from a rescue plan, aggravat-
ing a crisis that may ground the air-
line in less than two weeks.

With emotions running high, poli-
ticians and unions traded accusations
about who was responsible for bring-
ing Italy’s flag carrier to the brink.

The cabinet met Friday to dis-
cuss events leading up to the unrav-
eling on late Thursday of a €1 billion
($1.4 billion) offer for the near-bank-
rupt airline. Economy Minister
Giulio Tremonti told his fellow min-
isters that the airline wasn’t being
nationalized.

Deputy Prime Minister Gianni
Letta told the meeting there were
no credible alternatives to the offer
from CAI, the person said. CAI had
been asking the pilots and cabin
crew to take a pay cut and work
more hours, bringing their con-
tracts in line with European aver-
ages. Six out of the airline’s nine
unions refused.

Welfare Minister Maurizio Sac-
coni said Friday the only solution to
keep the airline from Dbeing
grounded was “a change of heart by
CGIL and other unions, the ones
that didn’t sign on to the turn-
around plan, otherwise there is no
option but liquidation.”

Italy’s special commissioner for

Alitalia, Augusto Fantozzi, held infor-
mal meetings on Friday afternoon
with the unions who thwarted the
dealwith CAI, but they still showed di-
visions. Inalast-minute attempttore-
open the negotiations, the union rep-
resenting cabin crew staff—among
the strongest opponents ofthe deal—
said Friday evening it was ready to
sign the agreement if salaries were
guaranteed.

But time could already have run
out for the Italian airline, which was
still operating flights regularly on
Friday. Italy’s civil aviation author-
ity, or ENAC, on Monday will start
examining the situation at Alitalia
and could suspend the company’s li-
cense within 10 days, a source close
to the regulator told AFP Friday.

ENAC will have to determine
whether the stricken company had
any new bailout offers after CAI
stepped back.

Italy’s main unions were divided
over whether Alitalia’s employees
should accept CAI’s offer, and the col-
lapse of talks has lead to a split be-
tween CGIL, Italy’s largest union and
the most left-wing, and CISL and UIL.
The former wasn’tin favor of CAI’s of-
fer, while the latter two were.

Buffett’s MidAmerican
to acquire Constellation

By MARK PETERS

NEW YORK—Berkshire Hatha-
way Inc’s MidAmerican Energy
Holding Co. said it reached a defini-
tive agreement to buy Constella-
tion Energy Group Inc.

MidAmerican Energy will ac-
quire Constellation for $4.7 billion,
or $26.50 a share, preventing the
electricity company from becoming
another casualty of the
credit crisis. The definitive
agreement, announced Fri-
day, has been approved by !
both companies’ board of |
directors. It will require fed-
eral, state and shareholder
approval. The companies
said they expect to close
the deal in nine months, at
which time the agreement
expires. Either company
can extend it up to three
months, the companies
said.

The deal, with Warren Buffett
again stepping in to buy assets
deemed distressed by some but
whose value he believes have gotten
too cheap, came as Constellation’s
joint-venture partner, French state-
run power company Electricité de
France SA, called an emergency
board meeting Friday to consider
ways of maintaining some control
over Constellation.

EDF board members looked into
several options, including a pro-
posal that Buffett negotiate a power-
sharing agreement for Constella-
tion. Another option was tolaunch a
counterbid for the part of the com-
pany that EDF doesn’t already own,

Warren Buffett

people familiar with the situation
said.

EDEF, which owns 9.5% of Constel-
lation, is concerned it may not have
the same ability to build nuclear
plants in the U.S. in partnership with
Constellation if the company be-
comes the property of MidAmerican.

Earlier last week, EDF looked
into how it could help rescue Con-
stellation, which was being bat-
tered on the stock market
because of concerns over
its cash situation. But Mr.
{ Buffett moved faster, and
before EDF board members
had time to confer on possi-
ble moves on Thursday, Mi-
dAmerican said it had
reached the tentative agree-
ment.

On Thursday, EDF said it
had decided against increas-
ing its stake, as “the condi-
tions are not met to do so.”

In addition to a commodities-
trading business that generates
20% of its profit, Constellation
owns a large fleet of power plants in
the eastern U.S. and Baltimore Gas
& Electric Co.

Investors have feared that Con-
stellation’s commodities-trading
business might seize up if it were to
lose important credit facilities. The
trading business requires large
sums of money to back contracts.
Constellation’s collateral require-
ments more than doubled to $4.4 bil-
lion at the end of August from $1.9
billion in July 2007, according to
company filings.

—David Gauthier-Villars in Paris
contributed to this article.

Chrysler to offer early view
of electric car to its dealers

By NEAL E. BOUDETTE

Chrysler LLC, in a bid to cheer up
its dealers, this week plans to offer
them a glimpse of an electric car it is
scrambling to develop, people famil-
iar with the matter said.

The compact car is supposed to
be able to travel about 65 kilome-
ters on battery power alone, these
people said. For longer trips, a small
gasoline engine would generate
power and keep the Dbattery
charged, they said.

The concept is similar to the
Chevrolet Volt electric car that Gen-
eral Motors Corp. is working on and
aims to launch by 2011. GM last
week showed the version of the
heavily hyped Volt it plans to put
into production, although its launch
could still be delayed or scuttled if
GM is unable to develop battery
packs for the car.

The future of Chrysler’s electric
car isn’t as clear as the Volt’s.

While GM has narrowed its po-
tential battery suppliers to two final-
ists and is working closely with
both, Chrysler, which is incurring
losses and is owned by Cerberus
Capital Management LP, hasn’t yet
hammered out formal agreements
with suppliers for batteries or other
key components of its electric car,
people familiar with the matter
said. And Chrysler is relying on part-
ners and suppliers for much of the
development rather than doing the
work itself, they said.

Chrysler Chief Executive Robert
Nardelli and Vice Chairman Jim
Press plan to demonstrate the elec-
tric car as part of a presentation to
Chrysler, Dodge and Jeep dealers on
Tuesday, these people said.

A Chrysler spokesman con-
firmed that the company has sched-
uled a video conference with deal-
ers on Tuesday, and that Messrs.
Nardelli and Press will talk about fu-
ture products as well as the
Chrysler’s finances and other mat-
ters.

He declined to comment on de-
tails of the vehicles to be discussed.

The presentation is aimed in
part at lifting the spirits of the com-
pany’s hard-hit dealers. Many are
being squeezed by Chrysler’s slump-
ing sales and more-restrictive lend-
ing policies that Chrysler put in
place because of its own difficult fi-
nancial situation.

This summer, Chrysler’s lending
arm was able to secure only $24 bil-
lion in financing, $6 billion less than
it had sought, and had to pay higher
interest rates than it expected.

As a result, Chrysler Financial
stopped offering auto leases and
Chrysler’s August vehicle sales de-
clined 34.5%. Chrysler Financial re-
cently informed dealers it was rais-
ing the interest rates it charges
when dealers borrow money to buy
cars and trucks to stock on their
lots. Dealers will also have to pay
higher fees for vehicles that go un-
sold for six months or more.
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Shareholders aim to stave off AIG takeover

Effort seeks to repay
government’s loan;
saviors will need cash

By LiAM PLEVEN

Major shareholders are trying to
help pay off the federal govern-
ment’s loan to American Interna-
tional Group Inc. in time to avoid
having Washington take an 80%
stake in the company, a person famil-
iar with the matter said.

Hurdles to these shareholders’ ef-

Several officials
leave Fannie Mae
after takeover

By JAMES R. HAGERTY

Several top Fannie Mae execu-
tives are leaving the company two
weeks after regulators swooped in
to take management control of the
mortgage company and its main ri-
val, Freddie Mac.

The people leaving Fannie Mae
include Peter Niculescu, promoted
less than a month ago to become
chief business officer and the No. 2
executive; Beth Wilkinson, general
counsel; Rahul Merchant, chief in-
formation officer; and Duane Dun-
can, a veteran lobbyist. Fannie an-
nounced the departures Friday
evening.

It wasn’t clear on what terms
any of the executives were leaving.

Meanwhile, Buddy Piszel, chief fi-
nancial officer of Freddie, also is ex-
pected to step
down, according
to people famil-
iar with the situa-
tion. Mr. Piszel
declined to com-
ment.

The Federal
Housing Finance
Agency, which
regulates Fannie
and Freddie,
took control of
————  them this month
under a legal procedure known as
conservatorship. The FHFA cited
the risk that they would run out of
capital amid losses from mortgage
defaults. The Treasury has acquired
preferred stock in Fannie and Fred-
die and pledged to provide them
with capital as needed.

In taking control, the FHFA two
weeks ago named Herb Allison as
CEO at Fannie, succeeding Daniel
Mudd, and David Moffett as CEO at
Freddie, succeeding Richard Syron.

The new CEOs have been meet-
ing with senior executives of Fannie
and Freddie, and already manage-
ment charts are being redrawn.
Meanwhile, there has been discon-
tent among some managers at the
companies, now controlled by the
government. “We didn’t sign up to
be public servants,” one executive
said.

Mr. Niculescu, 48 years old,
joined Fannie in 1999 after working
as a top bond-market analyst and
strategist for Goldman Sachs Group
Inc. In recent years, he has been re-
sponsible for managing Fannie’s
holdings of mortgages and related
securities, which total about $760
billion.

" Herb Allison

forts could be high, as they and
other potential investors would
have to put up significant sums.
Last week, the U.S. government
agreed to lend AIG as much
as $85 billion to help it
avoid possible bankruptcy,
in exchange for a right to
take a controlling stake in
the giant insurance con-
glomerate.

AIG shareholders are
seeking to pay off the loan
quickly so a government
takeover could be averted.
Under this scenario, AIG
would raise capital and pos-
sibly sell off assets, poten-
tially leaving shareholders
better off.

The approach could be more ben-
eficial to existing shareholders than
the government deal, because it

Maurice “Hank”
Greenberg

would inject capital in exchange for
the equity. Under the government ar-
rangement, the government would
get equity in exchange for a loan.

Edward Liddy, who was
named AIG’s chief execu-
tive last week as part of the
deal with the government,
said he had no knowledge
of the shareholder effort
and had no comment.

The effort became con-
fused Friday after AIG
made a filing with the U.S.
Securities and Exchange
Commission about the deal
with the government that
said it was correcting er-
rors in a filing it made
Thursday. In the Thursday filing,
AIG said it had issued a warrant to
the Federal Reserve board letting it
obtain 79.9% of AIG’s common stock

outstanding, “subject to share-
holder approval.”

In the Friday filing, the “share-
holder approval” language was ab-
sent and AIG said “the corporate ap-
provals and formalities” needed to
give the government its stake would
depend on the form of that stake.

“We have not finalized all of the
documents,” says a spokesman for
the New York Fed, which is lending
AIG the money, and had already
given it $28 billion as of Wednes-
day.

Investors are exploring options.
AIG shareholders have suffered se-
verely this year, thanks largely to
losses linked to the mortgage mar-
ket. The stock has fallen more than
90% this year. Now AIG is consider-
ing selling off chunks of the com-
pany to pay off the loan.

“As mutual-fund managers, we

have a responsibility to our share-
holders to advocate for their inter-
ests,” says one mutual-fund man-
ager who owns AIG stock. He is seek-
ing to stop the company from sell-
ing assets at “fire-sale prices.”

A number of large shareholders
have expressed displeasure with
events surrounding AIG in recent
months. Former CEO Maurice R.
“Hank” Greenberg, who owns a
large stake and also controls a firm
that is AIG’s largest shareholder,
said last week in an SEC filing with
affiliated shareholders that they
might seek to buy units or take con-
trol of the company.

Mr. Greenberg is aware that
other major shareholders are look-
ing into options in addition to his
own work and he is supportive of
that, says David Boies, an attorney
for Mr. Greenberg.
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THE FINANCIAL CRISIS

David M. Russell for The Wall Street Journal

Edward Liddy took over as AlG's new CEQ after the U.S. government stepped in to
rescue the global conglomerate as it was facing a possible bankruptcy.

AIG’s new chief sees
smaller, nimbler firm

Liddy aims to keep
as many core assets
as are ‘fit to fight’

By LiAM PLEVEN

Edward Liddy, the new chief exec-
utive of American International
Group Inc., said he hopes to keep in-
tact as many of the company’s largest
insurance operations as possible in a
publicly traded company, after sell-
ing assets to pay back a federal loan.

“There will be a company at the
end of this,” he said in an interview
Thursday. “It’ll be smaller. It’ll be a
lot nimbler.”

“My game plan is not to liqui-
date,” he said. Mr. Liddy took the
helm last week after the U.S. govern-
ment stepped in to rescue the glo-
bal conglomerate as it was facing a
possible bankruptcy. The govern-
ment agreed to lend AIG as much as
$85 billion, and in exchange can ef-
fectively control 80% of the com-
pany. Proceeds from asset sales will
be used to pay back the govern-
ment.

Mr. Liddy, 62 years old, who previ-
ously ran insurer Allstate Corp.,
called AIG’s insurance businesses
“powerful.” He described the inter-
national and domestic property-ca-
sualty operations as a “keeper.”
Along with the international and do-
mestic life insurance and related op-
erations, he said, “I’d like to keep as
many of them as I possibly can.”

Still, he said he has yet to deter-
mine exactly which businesses he
considers core to the company,
which also has a consumer-lending
arm, an aircraft-leasing operation
and a financial-products unit. He
said he plans “at most a four-week
timeframe” for making determina-
tions on asset sales. He possibly
would announce deals in that pe-
riod, he said.

“Iwant to emerge from this witha
set of core assets that are fit to fight.”

Mr. Liddy said the company is mo-
tivated to repay the federal loan
quickly, and alluded to the “loan-
sharkish rate of interest” the govern-
ment is charging—8.5 percentage
points above Libor, a common short-
term lending benchmark. He said the
$85 billion “should be sufficient.”

In anticipation of asset sales,
state insurance regulators have set
up a committee to review deals.
New York state’s insurance superin-
tendent, Eric Dinallo, chairs the com-
mittee.

Mr. Liddy said he talked with Mr.
Dinallo Thursday. “I view this as a
partnership,” Mr. Liddy said.

States typically have oversight
over transactions involving insurers
they regulate, but the committee will
aim to streamline the process. A pro-
posal is expected to be advanced Fri-
day that would join U.S. efforts with
those of international regulators,
which could ease global deal-making.

Among the committee’s aims
will be to ensure that buyers are
able to protect policyholders.

On Thursday, Mr. Liddy met with
hundreds of AIG employees, who
have lived through extraordinary up-
heaval at the company in recent
weeks. AIG has lost $18 billion in the
last three quarters, and its stock is
down 95% this year.

Mr. Liddy is on the board of Boe-
ing Co., which has as one of its major
customers AIG’s aircraft-leasing
unit, International Lease Finance
Corp. The head of ILFC, Steven Ud-
var-Hazy, who is also a major AIG
shareholder, is expected to lead an
effort to try to buy the unit.

Mr. Liddy is also on the board of
Goldman Sachs Group Inc., whose
former head, Treasury Secretary
Henry Paulson, asked Mr. Liddy to
step in at AIG earlier this week. He
said the two have known each other
for 15 years, dating back to when Mr.
Liddy was helping dismantle Sears,
Roebuck & Co. as an executive there.

MUFG discloses Lehman hit

By CHAD CLINTON

Mitsubishi UFJ Financial Group
Inc. said it expects an adverse im-
pact on pretax income from continu-
ing operations of 20 billion yen to
30 billion yen, or $186 million to
$280 million, during the current fis-
cal year as aresult of its exposure to
Lehman Brothers Holdings Inc.

The company said in a document

filed Friday with the Securities and
Exchange Commission that it is still
in the process of reviewing the de-
velopments related to Lehman.

The bank, Japan’s biggest by as-
sets and market capitalization, said
it has net exposure to Lehman of
$235 million.

Last Monday, Lehman Brothers
filed for protection under Chapter
11 of the U.S. bankruptcy code.
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Mumbai taps Hollywood

Reliance ADA sets
$1.2 billion venture
with Steven Spielberg

BY LAUREN A.E. SCHUKER

The principals of DreamWorks
SKG have completed a long-antici-
pated deal with one of India’s larg-
est entertainment conglomerates to
setup a $1.2 billion film company, ac-
cording to people familiar with the
matter.

The deal gives DreamWorks co-
founder Steven Spielberg and Dream-
Works Chief Executive Stacey Snider
the financial support they need to
leave Viacom Inc.’s Paramount Pic-
tures and start a new venture.

Mumbai-based Reliance ADA
Group will invest $500 millionin eq-
uity and provide $700 million in
debt through J.P. Morgan Chase &
Co. toward the new venture, which
will produce about six films a year.

News of the talks between
DreamWorks principals and Reli-
ance surfaced in June, but an agree-

ment wasn’t finalized until now,
these people said.

A DreamWorks spokesperson
had no comment. Rajesh Sawhney,
head of Reliance Big Enter-
tainment, a division of Reli-
ance ADA Group, also de-
clined to comment.

Now that the Dream-
Works team has sealed the
agreement with Reliance, at-
tention will quickly shift to
the question of where the
new company will distrib-
ute its films. General Elec-
tric Co.’s Universal Pictures,
where Mr. Spielberg began
his career, is thought to be a
top choice, though an agreement has
yet to be reached. The DreamWorks
team also plans to strike a new deal
with Time Warner Inc.’s HBO.

Once those deals are in place,
DreamWorks principal David Geffen
is expected to resign from Para-
mount, where DreamWorks has
been stationed since it was sold to Vi-
acom in 2006. Mr. Geffen isn’t ex-
pected to be part of the new venture.

Mr. Spielberg and Ms. Snider will
depart Paramount after a series of

high-profile disagreements with
the studio during their short time to-
gether. Even after the pair leave,
however, Mr. Spielberg will con-
tinue to work with the stu-
dio on a number of movies.

Mr. Spielberg will con-
tinue to have creative con-
trol over certain projects at
the studio. While it was
once thought that the
DreamWorks team would
try to take some projects
with them to the new ven-
ture, it is now more likely
that those films will remain

Steven Spielberg at Paramount, with Mr.

Spielberg receiving com-
pensation for his involvement.

The marriage between some of
Hollywood’s biggest names and an
Indian conglomerate is less surpris-
ing than it seems. The new deal
comes in the wake of a financial
drought in Hollywood, with the in-
dustry looking to foreign investors
to replace some of the billions of dol-
lars that Wall Street poured into
film financing in recent years but
has since evaporated with the crum-
bling credit markets.

GM will draw down credit line

By JOHN D. STOLL
AND KATHY SHWIFF

General Motors Corp. said it in-
tends to draw down the remaining
$3.5 billion of an existing $4.5 bil-
lion secured revolving credit facility
to boost its liquidity amid uncer-
tainty in the capital markets.

The move reflects concern at GM
about the effect tight credit mar-
kets are having on the company’s
cash cushion. GM’s liquidity has
been drained by falling sales in the
U.S. and restructuring charges re-
corded in recent years.

The $4.5 billion secured revolv-
ing credit facility was put in place in
July 2006 with a consortium of
banks and provides liquidity that
GM can draw on to fund working cap-
ital and other needs. Earlier this
year, GM drew down about $1 billion
from the line of credit, but in the
past it has avoided relying heavily
onits credit lines, as it enjoyed arel-
atively solid liquidity position.

GM executives said as recently
as June that drawing down the
credit line may send a negative sig-
nal to investors.

GM also said Friday that it com-

pleted a $322 million debt-to-equity
exchange. The auto maker issued
28.3 million new shares of its com-
mon stock in exchange for a $322
million principal amount of its 1.5%
Series D senior convertible deben-
tures, which mature in June.

“Accessing the funds available to
us is a prudent liquidity measure,”
GM Treasurer Walter Borst said.
“Drawing on the revolver now im-
proves our liquidity position at a
time when the capital markets have
become more challenging.”

On the New York Stock Exchange
Friday, GM’s shares rose $1.68, or
15%, to $13.08. GM’s shares have ral-
lied amid wider optimism on Wall
Street and hopes the auto maker
will receive billions of dollars in
loans from the U.S. government.

In July, GM unveiled a $15 billion
fund-raising plan designed to keep
the company afloat through the end
of 2009. About $10 billion of that
would be achieved through cost
cuts, such as a dividend cut and capi-
tal-expenditure reductions, while
another $5 billion would be raised
through asset sales and secured-fi-
nancing deals.

But GM, like many companies,

has had difficulty tapping the credit
markets this year. The auto industry
hasbeen pressured as U.S. auto sales
havehit al5-yearlow, and the profit-
able truck and sport-utility-vehicle
segments have collapsed under the
weight of high gasoline prices.

As GM in recent months has
sought new financing, it has found
the costs of the loans to be prohibi-
tive. It is lobbying Washington to ap-
prove funding for $25 billion in
loans. Without those loans or aloos-
ening of the credit markets, many
analysts and investors fear GM will
run into a cash crunch that could
lead to an inability to meet its
day-to-day funding needs.

A tough economy and falling mar-
ket share have led GM to post a
string of losses and spend billions of
dollars on a restructuring of its
North American operations and on
assisting Delphi Corp.—its top
parts supplier—through a three-
year bankruptcy process. GM re-
cently has been burning $1 billion in
cash on a monthly basis and had
$20.5 billion in cash at the end of
the second quarter.

Its credit lines weren’t counted
in the $20.5 billion figure.

Icahn free now to push Yahoo agenda

BY JEssICA E. VASCELLARO
AND JOANN S. LUBLIN

Yahoo Inc.’s revamped board will
meet for the first time next week,
giving investor Carl Icahn his first
chance to push his agenda for the In-
ternet company from the inside.

The new board, which includes
Mr. Icahn and two new directors Ya-
hoo chose and Mr. Icahn supported,
Frank Biondi and John Chapple,
will hold a board dinner Monday
night followed by a meeting Tues-
day, according to people familiar
with the matter.

It isn’t clear whether Mr. Icahn
will show up, according to someone
close to the situation, as Mr. Icahn of-
ten attends board meetings by phone
rather than in person. What changes

he intends to push for—and how vig-
orously—also remains unclear. He
couldn’t be reached for comment.

Mr. Icahn, Mr. Biondi and Mr.
Chapple joined Yahoo’s board this
summer as part of the activist in-
vestor’s agreement to drop his
campaign to oust Yahoo’s direc-
tors. Mr. Icahn attacked the Yahoo
board for rebuffing multiple offers
from Microsoft Corp. to buy all or
parts of Yahoo.

Mr. Biondi is former chief execu-
tive of Viacom Inc. and former chair-
man and CEO of Universal Studios.
Mr. Chapple is former CEO of Nextel
Partners, a small wireless company
that Sprint Nextel Corp. bought.

During Tuesday’s board meet-
ing, Yahoo executives will offer an
update about ongoing talks with

Time Warner Inc., said one person
familiar with the situation. The two
sides continue to discuss a possible
combination of Yahoo with AOL, ac-
cording to people familiar with the
matter.

Another likely topic at that meet-
ing: potential regulatory opposi-
tion to Yahoo’s search-advertising
partnership with Google Inc. A num-
ber of customers already have ob-
jected—and that may sway regula-
tors. As a result, Yahoo and Google
have stepped up their defense of
the deal, which allows Yahoo to
show search ads sold by Google and
to take a share of the revenue. Any
unraveling of that agreement
would be a big blow for Yahoo and
could accelerate the board’s consid-
eration of other options.

Informa PLC

Consortium withdraws

its plan for a takeover

The private-equity consortium
planning to take over Informa PLC
withdrew, making the deal the lat-
est victim of the global-financial
crisis. The consortium, made up of
Providence Equity Partners Ltd.,
Carlyle Group LLC and Blackstone
Group LP, dropped its £1.9 billion
($3.49 Dbilliion) offer—which the
U.K. publisher and events company
had rejected as too low—after fail-
ing to find financing for a sweet-
ened bid. Informa said Friday that
it isn’t in talks with any third par-
ties. “It’s no surprise given recent
events that funding of any offer has
become more challenging,” said an
Informa spokesman. The consor-
tium said it might make another of-
fer within six months if there is an-
other bid for Informa, if Informa’s
board invites it to make another of-
fer, or if there is a material change
in circumstances.

Apple Inc.

Apple Inc. said it will exchange
power adapters for its iPhone 3G
cellphone after receiving reports
that the device’s metal prongs can
break off in power outlets, causing a
risk of electric shock. The Cuper-
tino, Calif., company said it has re-
ceived reports of detached prongs
involving a “very small percentage
of the adapters sold” but that no in-
juries have been reported. The
model at risk is the ultracompact
USB adapter that shipped with all
iPhone 3Gs sold in the U.S., Japan,
Canada, Mexico and several other
countries in Latin America. IPhone
3Gs sold in Europe and elsewhere
aren’t affected, Apple said. An Ap-
ple spokeswoman declined to say
how many iPhone 3Gs were sold in
the countries where it is offering
power-adapter replacements.

Cisco Systems Inc.

Cisco Systems Inc., aiming to
further its push into the online con-
ferencing market, said it will ac-
quire instant-messaging start-up
Jabber Inc. for an undisclosed
amount. The San Jose, Calif., com-
puter-networking company is bet-
ting that business users will want
the tools it is acquiring to work on,
share and store files in a virtual
“work room,” where they can col-
laborate on projects and communi-
cate over the Internet. Cisco be-
lieves such tools, dubbed the “col-
laboration” market, can be a $34 bil-
lion industry. “Make no mistake, we
are playing to win in the [collabora-
tion space],” said John Chambers,
Cisco’s chief executive and chair-
man during a talk with analysts on
Tuesday. Jabber adds instant-mes-
saging and other communications
technology to Cisco’s fold.

Toshiba Corp.

Toshiba Corp. lowered its sales
and profit outlook for the full fiscal
year ending March 2009, as its strug-
gling chip business will likely cause
losses in the first half. The electron-
ics conglomerate, which makes ev-
erything from nuclear reactors to
televisions, now estimates a net
profit of 70 billion yen ($652.5 mil-
lion) for this fiscal year, falling short
of the 130 billion yen in profit in its
April outlook. The company also low-
ered its full-year sales outlook to 7.7
trillion yen from eight trillion yen,
while it cut its operating-profit out-
look to 150 billion yen from 290 bil-
lion yen. In the first half to Septem-
ber, the company will likely post an
operating loss of 30 billion yen.

American International Group

The head of the Singapore unit of
insurance giant American Interna-
tional Group Inc. resigned after 14
years with the company. Mark
0’Dell, general manager of AIA Sin-
gapore, has left and Executive Vice
President Kenneth Juneau will take
over, the company said Friday. “His
decision to leave the company is in
no way related to the recent develop-
ments at AIG,” said Mark Wilson, re-
gional president of AIG Life Compa-
nies in Asia Pacific. AIA Singapore’s
headquarters was overwhelmed
with nervous policyholders seeking
to find out the status of their policies
or cash them out. The company said
that anyone who terminated a policy
will be allowed to reinstate it during
the next two weeks without penalty.
Both AIA Singapore and the central
bank reiterated that the company’s
policies are safe.

Hyundai Motor Co.

Hyundai Motor Co. of South Ko-
rea said it will build a $600 million
plant in Sdo Paulo, targeted to start
production in the first half of 2011.
Hyundai and Sao Paulo have signed
amemorandum of understanding to
start building the plant, which will
have capacity of 100,000 units a
year, as early as November, Hyundai
said. It will be Hyundai’s seventh
overseas plant and will help the com-
pany to cope with competition from
Toyota Motor Corp. and Honda Mo-
tor Co., which also plan to build
plants in Brazil, it said. The Brazil fa-
cility will produce small cars that
can run on gasoline and ethanol.

PepsiCo Inc.

Beverage giant and snack-food
maker PepsiCo Inc. plans to invest
$500 million over the next three
years to boost its Indian operations,
the company’s chairman and chief
executive said Sunday. Indra Nooyi
said in New Delhi that the company
hopes to triple its business in the
country. The investment will be
spread over manufacturing capac-
ity, market infrastructure, environ-
ment-sustainability initiatives, re-
search and development, including
for new products, and agriculture,
the company said. The additional in-
vestment is expected to create
50,000 new jobs in the country. Pep-
siCo has invested about $700 mil-
lion in India since 1989.

SJM Holdings Ltd.

Macau casino firm SJM Holdings
Ltd. said first-half net profit rose
8.1% from a year earlier on higher
nongambling revenue, while gam-
bling revenue fell amid an increase
in competition. The recently listed
company, controlled by Hong Kong
casino businessman Stanley Ho, had
anet profit of 571 million Hong Kong
dollars (US$73.4 million), up from
HK$528.4 million a year earlier. Gam-
bling revenue fell 4.5% to HK$15.45
billion, while nongambling revenue,
such as that from food and bever-
ages, rose 67% to HK$120.6 million.
SJM owns 18 of Macau’s 28 casinos
and enjoyed a gambling monopoly in
the city until 2002.

—Compiled from staff
and wire service reports.
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NATO

EU says Georgia crisis
bolsters Ankara’s value

Shutterstock

Commissioner Olli Rehn said Turkey was “engaged
in very active and evidently successful diplomacy”
in its neighboring regions. Ankara officials have met
separately with Georgian and Russian officials in an
effort to promote peace. It is also helping to normal-
ize ties between Syria and the EU.

He gave no specific information on when, or
whether, Turkey was likely to join the EU.

HE GEORGIAN
I crisis has
strengthened

the strategic impor-
tance of Turkey in the
Caucasus and for the
European Union, the
bloc’s enlargement
chief said.
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—Associated Press
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The impasse has raised questions on whether the
two linguistic regions should go their own way and
break up Belgium into 6.5 million Dutch speakers
and four million Francophones.

—Associated Press

Associated Press

Panel recommends reform  Gates says allies should
to resolve political crisis

ELGIUM needs
radical constitu-
tional reforms
so it can devolve
more powers to its
Dutch and French-
speaking regions, a
special committee rec-
ommended as it
sought to resolve the
country’s political crisis. Three politicians—two
Francophones and the leader of Belgium’s German-
speaking region—offered a plan to resolve a dispute
that has deadlocked Belgian politics since the June
2007 election.

help pay for Afghan army

.S. DEFENSE Secretary
l | Robert Gates, left, said

Friday after a NATO
meeting that he told allies
that they will be expected to
share the cost of a planned
expansion of the Afghan na-
tional army.

“I let a number of my col-
leagues know that we would
be in touch in terms of the im-
portance of sharing the cost
of the increased size of the Af-

ghan army because, after all, the effectiveness of the

Afghan security forces—and in particular the army—

in the long term is NATO’s exit strategy,” he said.

The Afghan army is to grow from 80,000 soldiers
to 134,000 to prevent the country from again becom-
ing a haven for terrorists.

—Associated Press

Russian defense spending to hit $50 billion

Conflict in Georgia
exposed deficiencies
of an aging arsenal

BY ANDREW OSBORN
Moscow

HE KREMLIN is set to boost
T its defense budget by more

than one-quarter, taking it to
a post-Soviet high of $50 billion
next year as it seeks to add muscle
to its foreign policy and reverse un-
derinvestment.

The cash infusion also is aimed at
fixing problems revealed by last
month’s brief war with Georgia.
Though the Russian military crushed
the smaller Georgian one, it suffered
substantial losses, according to mili-
tary analysts.

Even with the increase, dis-
closed in a draft budget that was
given preliminary approval in Parlia-
ment Friday, Russia’s military
spending still will be only a fraction
of the roughly $700 billion the U.S.
spends annually. But the budget in-
crease highlights a gap between
President Dmitry Medvedev’s some-
times-conciliatory rhetoric and ac-
tual Kremlin policies.

Earlier this month, Mr.
Medvedev told foreign observers
that Russia didn’t aim to become a
“militarized country behind an Iron
Curtain.” The previous day he had
struck a different note, though, say-
ing that rearming Russia is one of
“the highest state priorities.”

Mr. Medvedev and Prime Minis-
ter Vladimir Putin said they don’t
want Russia to be drawn into a Cold
War-style arms race that would
drain funds needed to replace crum-
bling infrastructure and improve liv-
ing standards. But military spend-
ing has risen almost every year
since 2000, and militaristic displays
such as Red Square tank-and-mis-
sile parades have made a comeback.

On Thursday, a Russian nuclear
submarine in the White Sea success-
fully test-fired a new intercontinen-
tal ballistic missile, hitting a target
on the Pacific Coast more than
4,200 miles away, officials said. On
Friday, two strategic bombers re-
turned to base after a training exer-

cise in Venezuela. Russian media
portrayed the exercise as a way of
showing Washington that U.S. plans
to place a missile-defense system in
Eastern Europe will draw a re-
sponse.

Secretary of State Condoleezza
Rice derided the planes as a “few ag-
ing” bombers, echoing a series of
comments about the Russian mili-
tary made by U.S. officials.

Earlier this month, a Russian-led
group of former Soviet countries
said it would form a joint military
force in Central Asia, an area where
Moscow has bridled at an embry-
onic U.S. presence. State media also
routinely use the army as a propa-
ganda tool to galvanize patriotic
sentiment, stirring memories of So-
viet military might.

Yet almost two decades of under-
investment have left the Russian
army, navy and air force poor rela-
tions to their Soviet forerunners. As
the military-industrial complex atro-
phied after the Soviet collapse in
1991, deliveries of new equipment
dwindled to almost nil, while money
earmarked for procurement went
into the pockets of corrupt officials.

“Defense spending has multi-
plied since 2000...but the results
have been really meager,” said Pavel
Felgenhauer, a military expert at op-
position newspaper Novaya Gazeta.

Reuters

Spending rose from $5 billion in
2000 to $40 billion in 2008, but gal-
loping inflation and almost no new
weapons development meant it
made little difference, he said.

A policy to buy only Russian-
made hardware has also taken a toll.
Observers said the top brass is ac-
tively discussing the politically un-
palatable prospect of purchasing
Western-made arms.

Last month’s war against Geor-
gia highlighted the weaknesses of
Russian procurement policies, ac-
cording to reports from Russian mili-

tary officials that have since trick-
led out in the local media.

Though victorious, the Russian
army discovered it had almost no
spy drones, substandard satellite
navigation and an aging arsenal of
imprecise conventional weapons.
When Russian commanders wanted
to communicate with each other,
they had to use cellphones because
their own battlefield communica-
tions equipment was so poor. When
the army wanted to observe Geor-
gian troop movements, it sent a
Tu-22 strategic bomber to do the
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Sailors march during a ceremony
marking Russian Navy Day in the Far
East city of Vladivostok (left).

job of a drone. It was shot down. Rus-
sian officers discovered that cap-
tured Georgian hardware—of the
same Soviet-era vintage as their
own—was actually better, since it
had been modernized. Georgian
tanks, unlike their Russian counter-
parts, had night-vision and fire-cor-
rection mechanisms.

The Moscow Defense Brief journal
said the conflict was a wake-up call.

“Victory over the Georgian army...
should not be a cause for euphoria,
but rather a stimulus to accelerate
military transformation,” it wrote.

Aso leads in race for Japan prime minister

By HIROKO TABUCHI

TOKYO—Japan’s ruling party
picks a successor to Prime Minister
Yasuo Fukuda on Monday, and it
looks like a thankless job. The party
is struggling after two leaders quit
in quick succession in two years, and
risks falling from power for the first
time in more than a decade. The
economy was flirting with recession
even before the U.S. financial crisis.

Enter “manga” man Taro Aso. The
overwhelming favorite for the top
job is an ardent fan of manga comics
and a cheerleader for Japan’s pop cul-
ture. That has brought the 68-year-
old politician popularity among
many younger voters, something the
Liberal Democratic Party hasn’t

found in a leader since charismatic
former Prime Minister Junichiro Koi-
zumi, who governed from 2001 to
2006. Because the LDP controls the
lower house of Parliament, which
chooses the prime minister, whoever
heads the LDP is assured of election
as prime minister on Wednesday.
Mr. Aso’s favored policies con-
trast with those of Mr. Koizumi, an
advocate of smaller government. Mr.
Asohas suggested he is keen to boost
public spending to bolster the econ-
omy. “Factories won’t come where
there are no roads. We have to priori-
tize the economy,” he said last week.
That is making Mr. Aso popular
among smaller companies and in ru-
ral communities, constituencies
that tend to have a high percentage

of older voters who feel they’ve
been shortchanged in some of the
country’s recent overhauls. Many in
the LDP hope Mr. Aso’s support
among young and old will help the
party recoup its losses under Mr.
Fukuda, who resigned Sept. 1 after a
year in office.

Mr. Aso leads four other contend-
ers in public-opinion polls, as well
as surveys of LDP lawmakers and re-
gional party delegates who vote in
Monday’s poll. Other candidates in-
clude Yuriko Koike, a former de-
fense minister who wants to be Ja-
pan’s first female prime minister,
and Kaoru Yosano, a former econ-
omy minister. According to arecent
poll by the national Asahi newspa-
per, Mr. Aso has 42% support

among the public, compared to 8%
for Ms. Koike and 6% for Mr. Yosano.

Mr. Aso will need to deliver re-
sults fast. The ruling party could
call nationwide elections as early as
next month. If the LDP loses its ma-
jority in the powerful lower house
of Parliament, it will fall from power
for only the second time since its
founding in 1955.

Mr. Aso is the grandson of a
former prime minister. He has held
four cabinet posts, including for-
eign minister. He has run for prime
minister three times, losing each
time but eventually bouncing back
to fill important posts in the govern-
ment and party.

—Miho Inada
contributed to this article.





