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What’s

News

Manufacturing activity
around the world surged in
October as firms ramped up
production, signaling a global
rebound in economic growth.
The euro zone's factory sector
expanded for the first time
since May 2008. U.S. manu-
facturing had its third straight
month of growth and an up-
turn in employment. Page 2

M The Bank of England’s
Mervyn King faces a tough
call on whether to expand
the British bailout as other
countries dial back economic
relief measures. Page 21

M U.K. bankers argued
against proposals to force
“too-big-to-fail” banks to
hold more capital. Page 4

W U.S,, European stocks rose
after a measure of U.S. man-
ufacturing hit its best level

in over three years. Page 22

M Ford swung to a $997 mil-
lion profit on renewed
strength at its credit arm
and a big improvement in
North America. Page 6

M Renault said it would pro-
vide partner Avtovaz with
know-how but isn’t willing to
inject cash into Russia’s lead-
ing car maker. Page 6

M Italy’s Eni signed an oil
agreement with Iraq, to be
followed by pacts involving
BP, China National Petroleum
and Nippon Oil. Page 8

B Goldman Sachs is in talks
to buy tax credits from Fan-
nie Mae but faces U.S. Trea-
sury opposition amid public
anger at Wall Street. Page 21

M Arab leaders charged the
Obama administration’s drive
for Middle East peace risked
“failure,” prompting a careful
response from Secretary of
State Clinton. Page 11

M Commerzbank posted a
loss of $1.55 billion on costs
for revamps and integration
of Dresdner Bank. Page 24

M Radovan Karadzic skipped
his trial as a U.N. prosecutor
said the former Bosnian
Serb leader orchestrated the
1995 Srebrenica massacre.

M Iranian regulators revoked
the license of the country’s
business daily Sarmayeh for
“repeated violations” of
press laws.

M Putin urged the EU to
lend Ukraine at least $1 bil-
lion to pay for gas supplies
from Russia to avoid disrup-
tion of flows to Europe.

EDITORIALGSOPINION
Whole and free

Twenty years ago,
Europe was reborn.
Page 15

Breaking news at europe WSJ.com

EUROPE

Incumbent declared winner of Afghan election

OFFICIALS’ DISCUSSION: President Hamid Karzai, left, talks with U.N. Secretary-General Ban Ki-moon
in Kabul Monday, after the nation’s election commission has canceled Saturday’s run-off. Page 35.
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Merkel will address
U.S. lawmakers
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Lloyds, RBS
will diverge

on U.K. aid

BY SARA SCHAEFER MUNOZ
AND ALISTAIR MACDONALD

After complex negotia-
tions with the U.K. govern-
ment and European Union reg-
ulators over state aid, two ail-
ing British banks are ex-
pected to announce the out-
come as early as Tuesday—
and put themselves on much
different paths to the future.

Lloyds Banking Group
PLC and Royal Bank of Scot-
land Group PLC, which share
the U.K. government as their
largest shareholder, have for
weeks been locked in tough
negotiations over the extent
of their participationina gov-
ernment program to insure
their bad assets. The outcome
is crucial to parallel talks the
banks have held with the E.U.
over how many assets they
should have to divest in re-
turn for state aid.

Now, the result of the talks
are about to be unveiled.
What’s expected: Lloyds will
dodge greater government
control and large divestitures
but face the gamble that it can
manage without the safety
net that the government in-
surance program provides.
RBS, meanwhile, will be teth-
ered more deeply than ever to
the government and faces a
bigger divestiture of assets as
a result.

Lloyds is betting that it
can move forward without
more government assistance

by raising £21 billion ($34.48
billion) via one of the biggest
rights issues ever in the U.K.
as well as through other mech-
anisms. As a result, it faces
the E.U.’s demand of only mod-
est divestments, which could
include retail businesses such
as mortgage lender Chelten-
ham & Gloucester, online re-
tail bank Intelligent Finance
and Lloyds TSB Scottish
branches.

RBS is set to participate in
the U.K. insurance program, a
move that will expand the gov-
ernment’s stake in the bank to
84% from 70% and prompt the
E.U. to demand much tougher
asset sales. RBS faces selling
off as much as 50% of its busi-
nesses, according to a person
familiar with the matter, in-

As the rules change

H Bankers hit back at FSA's ‘too
big to fail’ measures.....Page 4

W Will ‘contingent capital’ appeal
as a new asset class? ..Page 4

cluding as much as 20% of its
lucrative investment-bank-
ing unit. Other businesses
RBS likely will be forced to
sell include insurance opera-
tions, such as Churchill and Di-
rect Line, as well as 300 of its
2,000 retail branches across
the UK.

The starkly different out-
comes illustrate the different
long-term views of the banks’

Please turn to page 4

By MARcCUS WALKER

BERLIN—Chancellor An-
gela Merkel will mark the
20th anniversary of the fall of
the Berlin Wall in a speech
Tuesday to the U.S. Congress,
a rare honor for a German
leader, but political observers
say she is expected to face
tough questions from the U.S.
about Germany’s contribu-

looking for help from Ger-
many and other major export-
ers to rebalance the world
economy, with the aim of mak-
ing it less reliant on American
consumers by boosting de-
mand in Europe and Asia.

Ms. Merkel has so far re-
sisted calls from the U.S. and
other countries to make Ger-
many’s economy less export-
dependent.

Engine trouble

U.S. tightens the screws on
bailed-out GMAC
News In Depth, pages 16-17
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Manufacturlng shows s1gns of a resurgence

\ |

Euro zone, U.K. join
in the sector’s growth
around the world

By SUDEEP REDDY

Manufacturing activity around
the world surged in October as
firms ramped up production, signal-
ing a global rebound in economic
growth.

Surveys of purchasing man-
agers showed most major global
players growing. In the euro zone,
the factory sector expanded for the
first time since May 2008, with
France posting its biggest increase
in nine years. Manufacturing activ-
ity in the U.K. posted its strongest
growth in two years. In the U.S., the
Institute for Supply Management’s
manufacturing index rose 3.1
points to 55.7, the third straight
month of growth and the highest
level since April 2006.

An upturn in the ISM’s employ-
ment index showed U.S. manufac-
turing firms looking to bring back
workers for the first time in 15
months, offering further hope that
the overall labor market may be sta-
bilizing.

The global figures suggest a re-
surgence in confidence among man-
ufacturers following the deep dive
in activity after last fall’s financial
crisis. The stabilization in credit
markets is supporting capital
flows, sparking stronger export ac-
tivity around the world.

“It was a surprisingly synchro-
nized downturn, and it’s a surpris-
ingly synchronized upturn,” said
Paul Ashworth, an economist at
Capital Economics, a London-
based research firm. “Once you see
confidence returning and markets
beginning to open up again, they
open up everywhere.”

The sustainability of the recov-
ery remains a key concern. Firms

b 0
i

A worker in the Alessi factory in the town of Omegna, Italy

slowed production for much of the
year as they pared inventories, so
the latest upturn was an expected
rebound. Consumers and busi-
nesses remain shaken by the finan-
cial crisis, maintaining a cautious
posture in spending and invest-
ment.

“October is an indicator that
things are growing,” said Norbert
Ore, chairman of the ISM manufac-
turing survey. “I’'m not sure they
will continue to grow at that rate.
We may see that fall off a little bit
because of a lack of confidence of
the consumer and of business.”

The falling U.S. dollar supported
continued growth for manufactur-
ers, while imports grew at a slower
pace in October than in the previ-
ous month. New orders, a gauge of
future activity, fell to 58.5 from
60.8 in September.

The improvement in U.S. em-
ployment was attributed to some
workers being called back and to
temporary work opportunities. The
growth in the ISM employment in-
dex generally tracks government
data.

Consumers and
businesses remain
shaken by the
financial crisis.

Several regions offered cause
for caution. A key indicator of Rus-
sian manufacturing contracted in
October, signaling an overall dete-
rioration in industrial activity and
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Showing resilience

Many factory purchasing
managers’ indexes moved further
into growth territory.

Euro zone

Russia

Note: A reading above 50 indicates the sector is
expanding, while a reading below 50 indicates it
is contracting.

Sources: Institute for Supply Management
(U.S.); Markit Economics (U.K. and euro zone);
China Federation of Logistics and Purchasing
(China) HSBC (India)

calling into question the country’s
economic recovery.

The VTB Capital manufacturing
Purchasing Managers Index
shrank to 49.6 in October from 52
in September—the first monthly
fall since arecordlow of 33.8 in De-
cember 2008. Any figure below 50
indicates a contraction.

“The recovery is still very frag-
ile, and this only adds fuel to the
fire for those who are not believers
in it,” said Vladimir Osakovsky,
head strategist at UniCredit SpA.

But the index also showed new
orders rising for a fourth straight
month, indicating increased de-
mand for Russian goods from an
improving global economy.

Australia’s manufacturing sec-
tor recorded its third consecutive
month of growth, though the Aus-
tralian Industry Group-Pricewater-
houseCoopers Australian Perform-
ance of Manufacturing Index fell
0.3 point in October from Septem-
ber to 57 points. Figures above 50
indicate expansion for the sector.

The slower growth showed that
the outlook for the Australian econ-
omy remains uncertain, especially
as the nation’s exporters suffer
from the local dollar’s nearly 50%
jump against the U.S. currency
from early March to late October.
“While the lift in manufacturing ac-
tivity over the past three months

andrising new orders in particular
are welcome, growth is not acceler-
ating, and there remains a consid-
erable way to go before we recover
the ground lost over the past
year,” said Australian Industry
Group Chief Executive Heather Rid-
out.

In India, manufacturing activ-
ity also rose, helped by new or-
ders, but the pace lagged behind
that of the previous month. HSBC’s
India index was 54.5 in October,
lower than 55 in September. “It
may be that domestic new-order
growth is beginning to suffer from
the impact of a drought, but at
least stronger foreign demand is
helping to cushion the blow,” said
Robert Prior-Wandesforde, senior
Asian economist at HSBC.

Growth in the euro zone’s manu-
facturing sector boosted hopes
that the economy would grow
throughout the second half of
2009. The purchasing managersin-
dex from Markit Economics for the
euro zone’s factory sector rose to
50.7 from 49.3 in September. That
was the highest reading since Janu-
ary 2008.

Markit reported that manufac-
turing output grew in October at
the fastest pace since February
2008. “Business conditions in the
euro-zone manufacturing sector
improved for the first time since
May of last year, driven by acceler-
ating growth of output and new or-
ders, and moderating job losses,”
said Chris Williamson, chief econo-
mist for Markit. “With capacity
now coming into line relative to or-
der books, and further growth of
production looking likely in com-
ing months as factories restock,
conditions are set to improve fur-
ther.”

France’s manufacturing index
remained the strongest performer
in the euro zone, as the index rose
further into expansionary terri-
tory in October to 55.6. That was
the highest level since November
2006 and compared with 53 in Sep-
tember.

Germany’s manufacturing in-
dex also rose in October and indi-
cated that the sector grew for the
first time since July last year, ris-
ing to 51from 49.6 in September. It-
aly’s manufacturing PMI rose
sharply to 49.2 in October from
47.6 in September.

—Enda Curran, Abhrajit

Gangopadhyay, Ilona Billington,
Ira Iosebashvili and Joe Parkinson

contributed to this article.
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Berlin Wall’s fall marks

better lives, survey finds

But many who lived
behind Iron Curtain
voice economic woes

BY CHARLES FORELLE

People who lived behind the Iron
Curtain are substantially happier
with life 20 years after the fall of the
Berlin Wall, but express reserva-
tions about democracy, capitalism
and their lot in the modern market
economy, a new survey reports.

Fewer than a third of Ukrainians
approve of the change to multiparty
democracy, according to a wide-
ranging poll by the Pew Research
Center. In Russia, a majority mourns
the Soviet Union, and nearly half say
there ought to be a Russian empire.
In every former Soviet bloc country
polled, fewer people now support
the shift to capitalism than in 1991.
Seventy-two percent of Hungarians
say their economic situation was
better under the Communists.

The survey comes amid a finan-
cial crisis that is straining the ado-
lescent market economies of the old
Eastern bloc, and its findings reflect
mixed—and sometimes paradoxical—
attitudes in Russia and Eastern Eu-
rope.

Overall, majorities—albeit some
slender ones—in every country but
Ukraine approve of the shift to de-
mocracy. Ethnic hostilities, while
persistent, have generally declined,
and majorities or pluralities in all
countries except Hungary and
Ukraine welcome capitalism.

But significant worries remain
about corruption, judicial fairness
and the privileges of the rich and
well-connected. Older people are far
more wary of the new systems than
their younger compatriots.

In one paradox, most nations are
generally more favorably disposed
toward immigrants than in
1991—but also support tighter immi-
gration controls.

Inspring 1991, amid the early, tur-
bulent moments of the East’s emer-
gence from Communism, Pew’s pre-
decessor, the Times Mirror Center,
surveyed 12,569 people in nine coun-
tries (the U.K., Bulgaria, Czechoslo-
vakia, France, Germany, Hungary, It-
aly, Poland and Spain) and three So-
viet republics (Lithuania, Russia
and Ukraine). This fall, the Pew cen-
ter returned to those places.

In some ways, the Eastern coun-
tries have converged with Western
ones. Opinions on the European
Union and the North Atlantic Treaty
Organization are generally favor-
able everywhere except Hungary
and the U.K., which are both sour on
the EU.

In other areas, a gap remains.
Roughly twice as many people in the
East disapprove of ethnic and reli-
gious diversity as do their counter-
parts in France, Spain, Germany and
the U.K. (Italy, where 84% have an un-
favorable view of Gypsies, is a West-
ern exception.)

Within the former Eastern bloc,
the financial crisis has amplified dis-
parities: The Czech Republic, Slova-
kia and Poland, which have weath-
ered the turbulence relatively well,
are most welcoming of democracy
and capitalism. However, badly bat-
tered Hungary, Ukraine and Lithuania
are still trying to claw their way back.

Hungary is anotable outlier. Sup-
port for capitalism was 80% in 1991;
it is now 46%. A deep recession has
exacerbated popular dissatisfaction
with the government.

“What people think of capitalism
and democracy is very strongly
linked to what people think of the
government,” says Mark Szabo of
the Perspective Institute in Budap-
est. His firm’s polls show more than
half of Hungarians don’t believe the
government can handle the crisis.
Hungarians’ dismay with the mar-
ket economy has been mounting for
years, Mr. Szabd says, as it becomes
clearer that promised social bene-
fits can’t be sustained.

Similar forces are at work in
Ukraine, where improvements in liv-
ing standards haven’t matched ex-
pectations that surged after the So-
viet Union collapsed.

Politically, the Orange Revolu-
tion in 2004, when street protests
overturned arigged presidential bal-
lot and brought President Viktor
Yushchenko to power, was supposed
to mark a turning point in Ukraine’s
development as a democracy. But re-
forms haven’t materialized.

“There is complete disillusion-
ment because of unfulfilled prom-
ises and corruption, and disappoint-
ment with the political class as a
whole,” says Yuriy Yakymenko, a po-
litical analyst at the Razumkov Cen-
tre, a think tank in Kiev.

—James Marson
contributed to this article.

EBRD courts non-EU states

By PAuL HANNON

LONDON—The European Union
should map out a new policy for its
relationships with European coun-
tries that aren’t yet members, and
engage with Russia in developing its
strategy, the head of the European
Bank for Reconstruction and Devel-
opment said.

Speaking Monday at a confer-
ence to mark the coming 20th anni-
versary of the fall of the Berlin Wall,
EBRD President Thomas Mirow said
the EU “desperately needs a new ef-
fort on Ostpolitik.”

That is a reference to West Ger-
many’s post-1969 attempt to secure
change in East Germany by working
with its Communist government
and the Soviet Union, rather thanig-
noring them as previous govern-
ments had done.

The EBRD was established in
1991 to help countries emerging
from communism make the transi-
tion to market economies from cen-
trally planned economies. In 2004,
eight of the countries it invests in
joined the EU, followed by two more
in 2007.

But the future for the remaining
European countries that are outside
the bloc is uncertain, Mr. Mirow
said, and the EU should now focus
on developing a framework that will
give them some clarity about their
long-term relationship.

The EU has spent much of the
past decade debating changes to the
way it makes decisions, a process
that produced the Lisbon Treaty,
which appears likely to come into
force after concessions were made
last week to the Czech Republic, the
only country that has yet to ratify it.

After the fall | In the post-Communist east, a better life but growing suspicions of democracy and capitalism
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A’s ‘too

Regulation is needed
but not based on size;
get ready, Sants says

By ADAM BRADBERY

LONDON—Bankers hit back at
proposals from the U.K. Financial
Services Authority to force systemi-
cally important banks to hold more
capital.

At an FSA conference Monday on
how to regulate banks and other
firms that are deemed “too big to
fail,” the bankers said big banks
have virtues of their own and basing
a capital requirement solely on size
would crimp economic activity.

“I would suggest that being pe-
nalized in the form of higher capital
requirements or other regulatory
measures simply because of size is
wrong; in fact it could it could be a
distortive force,” said Antdnio
Horta-Osorio, chief executive of
Banco Santander SA’s Abbey Na-
tional PLC.

He said measures to reduce the
risks posed by systemically impor-
tant banks need to focus instead on
firms that are complex in nature,
trade with a large number of coun-
terparties, are highly leveraged and
rely on vulnerable sources of fund-
ing.
Josef Ackermann, chairman of
the management board of Deutsche
Bank AG and chairman of the Insti-
tute of International Finance, which

big to fail’ push

Getty Images

Hector Sants, the CEO of the U.K’s Financial Services Authority, said some companies aren’t aware they will need to review
their entire business models in the face of planned regulatory changes. Above, he leaves the Treasury after a July meeting.

represents the views of financial in-
stitutions around the world, said
large banks are uniquely placed to of-
fer a variety of funding sources to
companies.

“Large banks are the most effi-
cient in providing the sort of ser-
vices needed by multinational com-

panies—in other words the compa-
nies that form the bedrocks of our
economies,” Mr. Ackermann said.

FSA Chief Executive Hector
Sants told delegates at the confer-
ence that systemically important
firms will likely face tougher regula-
tory requirements.

“Not all systemic firms have rec-
ognized they need to consider aroot-
and-branch review of their business
models to ensure they have fully
taken onboard the collective impact
of the changes that are emerging,”
he said.

The FSA chief said the process by

which regulators sign off on a firm’s
blueprints for dealing with its own fi-
nancial turmoil and winding itself
down will be challenging. He said
companies will need to show man-
agement actions during financial
turmoil will reduce risk and support
recovery. They will have to show
they can withstand the failure of the
counterparty to the largest chunk of
their transactions.

These challenges mean regula-
tors need to “second-guess” the
judgments of firms’ senior manage-
ment, Mr. Sants said.

The FSA published a discussion
paper last month that said there is a
“strong case” for applying some
form of capital—and possibly liquid-
ity—surcharge to systemically im-
portant banks.

The FSA also wants banks to cre-
ate blueprints—or so-called living
wills—on how to wind themselves
down if they run into difficulties. It
said last month that banks may need
to split their retail businesses from
riskier trading operations if these
wills show their business structures
are too complex.

Mr. Ackermann said that al-
though he agreed banks must sim-
plify their structures and have con-
tingency plans in place to deal with
problems, meaningful living wills
would be difficult to produce and
could produce weak companies.

“Detailed living wills ... would be
very theoretical and lead to ineffi-
cient corporate structures that
would create trapped pools of capi-
tal,” Mr. Ackermann said.

Regulators

By DunNCAN KERR

Regulators are sold on the value
of “contingent capital” as a way to
automatically steady banks in a
time of crisis. The next step is to sell
them to investors.

Contingent capital, which comes
in the form of bonds that convert
into common equity in an emer-
gency, has gained regulatory back-
ing from both sides of the Atlantic,
support that it is hoped will hasten
the birth of a new asset class.

like contingent capital, but who will buy it?

Nobank has raised contingent cap-
italin this form before, but bond origi-
nation and structuring specialists at
investment banks are hard at work
preparing issuance for the first time.

The instrument fits with regula-
tors’ desire for banks to have strong
enough reserves of capital to sur-
vive tough times. At its simplest,
contingent capital is debt funding
that a bank raises amid stable eco-
nomic conditions but which con-
verts into equity capital when cer-
tain triggers are breached.

“Effectively, it allows the issuer
to raise core capital in good times
that will be there in bad times,” said
Amir Hoveyda, head of debt capital
markets for Europe, the Middle East
and Africa, at Bank of America Mer-
rill Lynch in London.

There are already a few forms of
capital that transform into other
kinds of capital, but none share all the
characteristics of contingent capital.

For the issuing bank, selling con-
tingent capital makes some sense, in
so far as they have the capital to de-

ploy when required, thereby reduc-
ing the risk of a government taking a
stake or nationalizing it.

The difficulty in selling this new
form of capital, however, is finding
investors willing to buy it. Investors
buying a contingent-capital bond
would incur a penalty on its conver-
sion to equity, while existing share-
holders in the bank would see their
holding substantially diluted. But
faced with the alternative of the
bank collapsing, incurring some
losses might be easier for investors

to swallow than losing everything.

Regulators believe that with
bondholders aware of the possibil-
ity that the debt could be converted
into equity, it could force more mar-
ket discipline on big banks.

Even with the inherent risk in
buying contingent capital, and with
the torrid time investors in other
forms of hybrid bank capital have ex-
perienced in the wake of the crisis,
interest in the idea is increasing.

—For more, visit
efinancialnews.com

U.K. to tighten hold on RBS but not Lloyds

Continued from first page
chief executives: Lloyds CEO Eric
Daniels is rosier about the economic
recovery and believes the worst is
behind his bank, while RBS CEO
Stephen Hester is more cautious
and said recently that the insurance
is “essential” for the bank.

Mr. Daniels also was in a position
to gain more from exiting the insur-
ance program, because it will help
him justify Lloyds’ acquisition of
troubled lender HBOS PLC. Mr.
Daniels has been roundly criticized
for the purchase, because losses
from HBOS triggered Lloyds’ need
for the insurance program when it
was first launched.

To avoid participating in the
plan, Lloyds is expected to an-
nounce as early as Tuesday its effort
to raise £21 billion in capital to ab-
sorb losses on its own, through a
£13.5 billion rights issue, in which ex-
isting investors buy shares at a dis-
count, and £7.5 billion through the is-
suance of contingent capital, or secu-
rities convertible into equity if the

bank hits trouble. The offer will be
priced at a discount of as much as
40% to Monday’s closing share price
of 85 pence. That would put the sub-
scription price for the rightsissue at
about 50 pence.

U.K. Treasury Chief Alistair Dar-
ling had also looked at insisting that
Lloyds remain in the asset insurance
program. Now the government will
need to chip in billions of pounds for
its share of the rights issue, and Mr.
Darling faces a tricky sell to a British
public tired of bailing out the banks
they blame for the recession. The
government will portray the deci-
sion to allow Lloyds to raise cash
through arights issue as one that al-
lows them to share the risk with in-
vestors, as the insurance program
would see the taxpayer take all the
risk and the state’s stake in the bank
rise to 65% from its current 43%.

In contrast, RBS will confirm its
participation in the government
plan, which will insure a £280 bil-
lion pool of troubled loans and in-
vestments. Under the terms of the

plan, RBS would shoulder some £60
billion in “first losses,” including
losses the bank has already taken.
The £60 billion is more than the £42
billion in first losses that the bank
previously had agreed to.

To help it absorb those, RBS will
take a £25.5 billion cash injection
from the government that will be
turned into special non-voting
shares. It also will pay an annual fee
in the “high hundreds of thousands”
of pounds to the government.

Unlike the up-front fee agreed to
in February, the annual fee will give
RBS more flexibility to exit the pro-
gram should conditions improve.
RBS also won’t have to give up sev-
eral billion pounds in tax credits
that it had agreed to.

RBS’s estimation that it will take
a total of £60 billion in initial losses
under the plan “raises further ques-
tions about the quality of its balance
sheet,” said Credit Suisse analyst
Jonathan Pierce.

—Dana Cimilluca and Margot
Patrick contributed to this article.

Divergent paths

Outcomes for Lloyds and RBS on government asset insurance
RBS Lloyds

Oct. 13, 2008: Oct. 13, 2008:

Government purchases £15 billion of
ordinary shares and £5 billion of
preference shares* to help
struggling RBS

Feb. 26, 2009:

RBS reaches an initial agreement
with the treasury to insure £300
billion in bad assets under the
government insurance plan, in
exchange for a fee that could see
the government stake rise to more
than 80%

November 2009*:

RBS confirms participation in
government insurance plan,
bringing government stake to 84%

*Later converted to ordinary shares
“* Anticipated

Government purchases £17 billion of
ordinary and preference shares to
help ailing Lloyds and HBOS*

March 7, 2009:

Lloyds reaches an agreement with
the treasury to insure some £250
billion in bad assets under the
government insurance plan in
exchange for a fee that could see
the government’s stake in the bank
rise to around 65%

Aug. 5, 2009:

Lloyds posts first-half loss of £4
billion but says worst of loan
impairment charges are behind it

November 20097":

Lloyds exits government insurance
and aims to raise some £21 billion in
capital in the market
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> You have the chance to power your own city.

How will you do it?

There are lots of ideas about how to meet a growing
energy demand. Here's a chance to try out a few of
your own.

Energyville is an online game that lets you choose from

a wide range of energy sources to meet the demands of
your very own city. Alternatives. Renewables. QOil. Gas.
What should be developed? Is conservation the answer?
What about safequarding the environment? See the effect
your choices have, then share those results with others.

Energyville is a lot more than just a game. It's a chance
to better understand and discuss the energy challenges
we all face, then find the inspiration and know-how to
solve them.

Put your ideas to work at will you joinus.com
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Ford reports profit, lifts forecast

Earnings approach $1 billion on strength at credit arm and in North America

By MATTHEW DoLAN
AND JEFF BENNETT

Ford Motor Co. reported nearly
$1 billion in profit for the third
quarter, the result of renewed
strength at its credit arm and vastly
improved operations in North Amer-
ica.

The company on Monday posted
profit of $997 million, or 29 cents a
share, compared with a year-earlier
loss of $161 million, or seven cents a
share.

Revenue fell to $30.9 billion from
$31.7 billion.

The Dearborn, Mich., auto maker
also revised its forecast, saying the
company would be “solidly profit-
able” in 2011. It had previously said
only that it would break even by
2011.

“We are very pleased with the
progress we have made so far this
year,” Ford Chief Executive Alan
Mulally said in a conference call.
But he also cautioned that “our
transformation is far from com-
plete.”

The quarterly profit suggests
that Ford is turning the corner and
could meet its goal of posting a full-
year profit for 2011. The absence of
items that had propped up earnings
in previous quarters also offered en-
couragement that the company is on
track to achieve full-year profitabil-
ity.

Ford’s North American unit
posted a pretax profit of $357 mil-
lion, not including items. A year
ago, the division had a $2.6 billion
loss excluding items. The North
American operation last reported an
operating profit more than four
years ago. Higher pricing for Ford
vehicles and a higher U.S. market
share helped lift North American
revenue 21% to 13.7 billion.

The company’s lending arm, Ford
Motor Credit, reported profit of
$427 million, up from $95 million.

Analysts cheered Ford’s results,
and the company’s stock was up
about 7% in afternoon trading. Fitch
Rating raised the company’s stand-
ing to positive from stable.

Ford’s debt load remains a con-
cern, however. At the end of the
third quarter, Ford had $23.8 billion
in gross cash but total debt of $26.9
billion. The debt is expected to in-
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Ford’s operating profit in North America was the segment’s first in more than four years. Above, workers built cars at the
company’s Chicago assembly plant in August.

crease by $7 billion to $8 billion be-
cause of payments the company is
scheduled to make to a new fund
that covers the cost of retiree health
care.

And Ford still faces challenges in
two of its biggest markets.

In the U.S., auto sales remain
sluggish. Auto makers expect to sell
about 10.5 million cars and light
trucks in the U.S. this year, well be-
low the 16 million or more they
were selling earlier in the decade.
Meanwhile, the United Auto Work-
ers rejected contract concessions.

In Europe, Ford and other auto
makers are bracing for a slowdown
when governments end incentives to
scrap older vehicles that have
boosted sales of new cars for the
past year or so.

Still, Chief Financial Officer
Lewis Booth said he expects the
auto maker to report positive cash
flow and Ford Credit to remain prof-
itable in the current quarter. Ford
Credit’s earnings rose to $427 mil-
lion in the third quarter from $95
million a year earlier.

Turning around

Ford pretax operating profit/loss by region

3Q2008 3Q2009
North America -$2.6 billion
B e
Europe ................. '6'9 - I.I'|oﬁ ...... e

Asia Pacific/Africa 4 million

Note: Excludes Volvo results

Mr. Booth and Mr. Mulally de-
clined comment on the proposed
new contract for UAW members and
said the company remains in talks
to sell its Volvo unit to China’s
Geely Automobile Holdings Ltd.

Ford reported profits in all divi-
sions except its Volvo unit, which
narrowed its pretax operating loss
to $135 million from $458 million.

The South America unit’s profit
fell to $247 million from $480 mil-
lion because of unfavorable curren-
cy-exchange rates. The unit’s reve-
nue fell 22% to $2.1 billion.

Source: the company

Europe’s pretax operating profit
rose to $193 million from $69 mil-
lion. Revenue fell 21% to $7.6 billion.

The Asia-Pacific-Africa unit’s
profit jumped to $27 million from
$4 million. The company cited cost
reductions, higher vehicle pricing
and reduced incentives to buyers.
Revenue fell 11% to $1.5 billion.

The auto maker forecast full-year
2009 U.S. industry sales of 10.6 mil-
lion new vehicles, consistent with
its prior outlook. For Europe, the
company increased its forecast to
15.7 million vehicles.

Renault offers know-how,

By DAvID PEARSON

PARIS—Renault SA is prepared
to provide its Russian partner OAO
Avtovaz with its technology and
know-how but has told Russian au-
thorities it isn’t willing to inject
cash into the country’s leading car
maker, a Renault executive said.

Christian Esteve, head of Re-
nault’s Russian operations, told
journalists the two companies on
Nov. 10 will present the Russian au-
thorities with their latest proposals
for Avtovaz’s survival by revamping
its business plan and reinforcing its
core vehicle-making business. Re-
nault bought a 25% interest in Av-
tovaz in early 2008.

Autovaz, which is struggling to
survive, is seeking massive injec-
tions of cash from its main share-
holders, which include the Russian
state, Russian holding company Rus-

sian Technologies and Russian in-
vestment bank Troika Dialog.

Mr. Esteve, who took over as
head of Renault’s Russian opera-
tions this year, said Monday he has
never considered that he had been
given an ultimatum by Prime Minis-
ter Vladimir Putin to help Autovaz
financially. Mr. Putin in September
said Renault could have its 25%
stake in Autovaz diluted if it doesn’t
contribute to the bailout.

Mr. Esteve declined to put a
value on Renault’s contribution to
the Autovaz rescue plan. Negotia-
tions on how Renault will make a
contribution that allows it to pre-
serve its 25% shareholding will con-
tinue in the coming months, Mr. Es-
teve said. A debt for equity swap is
one possibility.

A proposal being studied is to
create a common vehicle plat-
form—the parts of a car not visible

but not cash, to Avtovaz

from the outside—which will be
used to make new vehicles at Au-
tovaz’s plant in Togliatti, Russia, for
the brands of Renault, Autovaz and
Renault’s alliance partner, Nissan
Motor Co., he said.

This plan would mean additional
production of 300,000 vehicles an-
nually at the sprawling facility and
part of Renault’s contribution would
be to re-equip the production line.
That could involve providing al-
ready-amortized tooling from other
Renault plants, as the French com-
pany has done successfully with its
Romanian subsidiary, Dacia.

Autovaz’s original agreement
with Renault calls for the Russian
company to make two vehicles
based on the platform used for the
Renault/Dacia low-budget Logan. If
adopted, the new plan would involve
Renault making two new models
and Nissan making one based on the

same platform, Mr. Esteve said.

Mr. Esteve said negotiations with
Autovaz’s stakeholders, including lo-
cal and national authorities, are
likely to take several months. “In my
experience, negotiations like these
could take until next summer,” he
said.

A major hurdle for Autovaz’s re-
turn to profitability is the massive
job cuts that are required to lower
the company’s fixed costs. Mr. Es-
teve said Autovaz is under pressure
to spread the cuts over a long pe-
riod, some are suggesting 18
months, to make the downsizing as
painless as possible.

Renault’s involvement in Autovaz
is a long-term affair, Mr. Esteve
said, adding that the Russian auto-
mobile market will eventually re-
cover to sell three million vehicles
annually or more, after slumping
more than 50% this year.

Auto makers
in Japan raise
their forecasts

BY YosHI0 TAKAHASHI

TOKYO—Three Japanese car
makers reported slumping earnings
but raised their projections for their
full fiscal year, amid signs that cost-
cutting is beginning to pay off.

The upgraded forecasts coincide
with data from the Japan Automo-
bile Dealers Association showing
that Japan’s auto sales for October
jumped 12.6%, the third straight
monthly increase, highlighting the
improving business environment for
domestic auto industry.

Suzuki Motor Corp. posted a
63% drop in net profit for the six
months ended September, while
Daihatsu Motor Co., the small-car
manufacturing subsidiary of Toyota
Motor Corp., said its net profit
dropped 41% in its second quarter,
ended in September. Fuji Heavy In-
dustries Ltd., meanwhile, reported
a loss for the six months through
September.

Suzuki and Daihatsu raised their
profit forecasts for the full fiscal
year ending March 2010, while Fuji
Heavy said it now sees a narrower
net loss than previously expected.

In upgrading their projections
for the full fiscal year, the three
companies join Honda Motor Co.
and Mazda Motor Corp., which both
raised their outlooks last week.

The projections are encouraging
for Toyota and Nissan Motor Co.,
both of which are scheduled to re-
lease earnings this week.

The upbeat forecasts underscore
the improvements auto makers have
made in becoming leaner and more
cost-effective in the wake of last
year’s industrywide decline.

Suzuki, the maker of small cars
and motorcycles, posted a net profit
of 12.51 billion yen ($139 million) for
the six months ended Sept. 30. This
was sharply down from 34.23 billion
yen profit a year earlier, as slack
sales in Japan, North America and
other markets canceled out solid
sales in India, Germany and the U.K.

Sales tumbled 31% to 1.182 tril-
lion yen in the first half.

“For the second half, we need to
watch how the yen’s strength will
develop. Incentives ending in some
countries is also a focal point,” said
Osamu Suzuki, Suzuki’s chairman
and chief executive.

The company raised its forecast
for the fiscal year ending March,
partly encouraged by better-than-
expected first-half results. Suzuki
now expects a net profit of 15 billion
yen, stronger than its earlier esti-
mate of a five billion yen net profit.
It kept its revenue projection at 2.3
trillion yen.

Daihatsu’s fiscal second-quarter
net profit of 3.25 billion yen was
down sharply from 5.52 billion yen
a year earlier, as weaker sales of
small cars in Asia dented the bot-
tom line. Sales fell 17% to 363.2 bil-
lion yen.

The Osaka-based company raised
its net profit outlook for the full fis-
cal year to 13 billion yen from eight
billion yen, and lifted its sales fore-
cast to 1.45 trillion yen from 1.4 tril-
lion yen.

Fuji Heavy, which is 16%-owned
by Toyota, posted a net loss of 21.73
billion yen for its fiscal first half,
compared with a year-earlier net
profit of 4.4 billion yen.

Sales dropped 15% to 635.55 bil-
lion yen in the first half.
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Bridgestone slows down

Tire maker to drop
its supplier pact
with Formula One

By CARLOS TEJADA

HONG KONG—Tire maker
Bridgestone Corp., which is grap-
pling with the global auto slow-
down, plans to stop providing tires
for Formula One racing next year to
focus its resources on environmen-
tally friendly products.

The Tokyo-based tire giant is the
sole supplier of tires to the Formula
One competition, as part of a rela-
tionship that goes back 13 years.
Bridgestone supplied tires in more
than 200 races, according to the
company, providing a high-profile
showecase for its technical prowess.

But Bridgestone said Monday it
wouldn’t seek to renew the com-
pany’s contract with the FIA For-
mula One World Championship se-
ries when it ends next year, citing
the “continuing evolution” of the
business environment.

“We have to focus more on the

Agence France-Presse/Getty Images
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Bridgestone spends $70 million a year supplying tires for Formula One races.

development of more innovative
technologies,” said Makoto Shiomi,
a Bridgestone spokesman in Tokyo.

Mr. Shiomi said Bridgestone
spends $70 million annually to pro-
duce and distribute the tires.

Formula One officials in Paris
weren’t available for comment on
Monday.

The global economic slowdown
has taken a toll on Bridgestone. The

Japanese tire maker reported a loss
of 38.34 billion yen ($425.9 million)
in the first six months of the year.
Mr. Shiomi said Bridgestone
would shift its focus to developing
environmentally focused products.
He cited the company’s line of “run
flat” tires, which can be used for
limited distances after they lose air
pressure and eliminate the need for
drivers to carry a spare tire.

Faurecia in deal to boost
role in emissions control

By WiLLiAM HOROBIN
AnD DAvVID PEARSON

PARIS—Car-parts maker Faurecia
SA said Monday it is buying
U.S.-based Emcon Technologies in
an all-share deal valued at €296.2
million ($435.8 million), underlining
the auto industry’s drive to consoli-
date in the wake of the global eco-
nomic downturn.

Like other companies in its sec-
tor, Faurecia is struggling amid an
unprecedented slowdown in vehicle
production. ”Organic growth alone
won’t be enough to get us back to
our previous volumes,” Faurecia
Chief Executive Yann Delabriere said
in an interview. “If you want faster
growth, you have to carry out con-
solidation operations.”

Faurecia will buy the Troy, Mich.,
maker of exhaust systems for 20.9
million new Faurecia shares, cutting
PSA Peugeot-Citroén SA stake in the
French company to 574% from
70.85%. One Equity Partners, an in-
vestment fund of J.P. Morgan
Chase & Co., and current share-

holder of Emcon Technologies, will
hold a 19% stake and be represented
with two seats on Faurecia’s board
of directors as well as one seat on
the board’s strategic committee.

Faurecia said the acquisition will
make it a world leader in emissions-
control technologies, and will dou-
ble the size of its exhaust-systems
business, allowing it to leapfrog U.S.
rival Tenneco Inc. Faurecia said it
sees strong growth in this market of
about 7% a year until 2020.

The deal will also expand Faure-
cia’s customer base, notably with
Japanese car makers Honda Motor
Co. and Toyota Motor Corp. and
with commercial-vehicle customers.

The passenger-vehicle segment
of the market is expected to hit €65
billion in 2020 compared with €29
billion in 2008 and the commercial-
vehicles market will likely increase
to €16 billion in 2020, Faurecia said.

Faurecia put Emcon on its radar
screen in April, when it completed
an overhaul to cut costs and pre-
serve cash, and raised €455 million
in fresh capital, Mr. Delabriéere said.
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Eni leads spate of Iraqi oil agreements

BP, China National,
Nippon Oil also set
to invest in fields

By GINA CHON

BAGHDAD—A consortium led by
Italian energy giant Eni SpA on Mon-
day signed an initial pact to develop
Iraq’s Zubair field, one of several
deals moving forward this week
aimed at boosting the war-torn
country’s oil output.

On Tuesday, Iraq is scheduled to
sign a $15 billion final agreement
with BP PLC and China National Pe-
troleum Co. to develop the super gi-
ant Rumaila field, the only contract
awarded in the country’s historic
bid in June. A delegation from Ja-
pan’s Nippon Oil Corp. is also in
Baghdad this week to finalize terms
on an $8 billion deal to develop the
Nassiriyah oil field, which wasn’t
part of the first oil auction.

Eni, along with partners Occiden-
tal Petroleum Corp. and Korea Gas
Corp., signed the initial 20-year
agreement at a ceremony at the oil
ministry. The deal will now be sent
to the Iraqi cabinet for approval and

Fields of dreams

A consortium led by Eni signed an initial deal to develop Iraqg’s Zubair field
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afinal pact should be signed shortly
afterward.

The Eni group will be paid $2 per
barrel of oil extracted above current
production levels at the field, but
will be liable for a 35% tax on those
profits. Oil Minister Hussain al-
Shahristani said the consortium
would make capital investments of
$20 billion in the field.

Uﬂ\i%Zubair

Eni had proposed a $4.80 a bar-
rel payment in the first bid round on
June 30, when Iraq auctioned devel-
opment licenses for eight oil and gas
fields. Most companies balked at
the ministry’s tough pricing terms,
and only the Rumaila field was
awarded, although the BP consor-
tium had to cut its payment in half to
$2 a barrel.
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-Workers at the -ZuBair oil field

Mr. Shahristani said in an inter-
view that companies like Eni recon-
sidered the payment terms after the
oil ministry clarified they would be
taxed only on the profit they make
from the payments, and not on bil-
lions of dollars spent on invest-
ments in the field.

Eni Chief Operating Officer Clau-
dio Descalzi told analysts last week

that the tax terms on the Zubair con-
tract show the consortium is liable
only for oil profit. Mr. Shahristani
said in talks after the auction, the
ministry realized the oil firms also
overestimated their security costs.
The ministry added that it is
close to choosing a bidder for the
West Qurna 1, another field that
wasn’t awarded in the first bid
round because companies rejected
the ministry’s suggested $1.90 per
barrel payment. A consortium led
by Russia’s Lukoil, a group led by
Exxon Mobil Corp. and a CNPC-led
consortium, which have now ac-
cepted the ministry’s payment pro-
posal, are competing for the field.
Considering the new contracts
for Zubair, Rumaila and West Qurna
1, Iraq will produce a total of about
seven million barrels of oil a day in
six years, compared with about 2.5
million now, Mr. Shahristani said.
He said he realizes oil companies
won’t make a big profit with these
contracts and that they need very
competitive bids to work in Iraq. A
second bid round for 10 unexplored
oil and gas fields will be held in De-
cember, and Mr. Shahristani said
companies will likely see tough pric-
ing terms for that auction as well.

Dubai’s ENOC to acquire rest of Dragon Oil

LONDON—Emirates National
0il Co. on Monday agreed to buy out
the shares of Dragon Oil PLC that it
doesn’t already own for $1.15 bil-
lion, underscoring the race to de-
velop Turkmenistan’s vast oil and
gas reserves.

By Jason Douglas, Benoit
Faucon and Tahani Karrar

Dubai-based Emirates National
0il, or ENOC, agreed to pay 455
pence ($7.47) a share in cash to ac-
quire the remaining 48.5% of
Dragon Oil shares. The offer repre-
sents a 35% premium to the share

price June 3—the day before Dragon
Oil said it had received an approach—
and values the whole company at
$2.36 billion.

The independent oil and gas com-
pany, which is listed in Dublin and
London, managed to extract a signif-
icant premium despite ENOC’s ma-
jority ownership limiting the
chances of a rival bid.

The operation also represents a
rare merger-and-acquisitions foray
into emerging oil and gas producer
Turkmenistan. The principal asset
of Dubai-based Dragon Oil is the
Cheleken contract area, in Turkmen-
istan’s Caspian Sea section. The con-

tract area, operated and
100%-owned by the company, con-
tained proven and probable re-
serves of 645 million barrels of oil
and contingent gas resources of 96
billion cubic meters, as of June
2008.

International oil companies are
trying to enter the Central Asian na-
tion after a consultant’s study last
year identified a natural-gas field
there as the fifth-largest in the
world. Dragon Oil also owns minor-
ity interests in exploration in Ye-
meni fields.

ENOC has agreed not to accept
any offer for its Dragon Oil shares

for a 12-month period started Aug.
10, making any counterbid for the
company impossible during this
time.

Dragon Oil said its independent
committee, which consists of direc-
tors not appointed by ENOC, unani-
mously recommends the offer.

Dragon Oil shares were up 8.9%
each in Monday trading in London.

For ENOGC, the transaction will in-
crease a diversification away from
energy-distribution assets and into
oil exploration and production. It
owns refining, marketing and gas-
processing assets in the United Arab
Emirates.

Denbury will purchase Encore for $3.25 billion

BY JEFFREY MCCRACKEN

Denbury Resources Inc. agreed
to purchase Encore Acquisition Co.
in atransaction valued at about $3.25
billion that will combine two indepen-
dent oil exploration and production
companies in North America.

Under the terms of the deal, Den-
bury will pay $50 for each Encore
share—$15 in cash and $35 in Den-
bury common stock. Encore shares
closed Friday at $37.07, signaling En-
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core holders will receive a 35% pre-
mium. On Monday, the shares were
up another 21% at $45.01 each.

The companies put the transac-
tion at $4.5 billion, a calculation
that values Encore at about $2.8 bil-
lion and includes about $2.8 billion
in equity value of Encore Acquisi-
tion as well as the assumption of
about $1.24 billion of Encore’s debt.
As part of the transaction, Denbury
will also acquire Encore’s minority
stake in Encore Energy Partners,
which is valued at $440 million.

Encore, based in Fort Worth,
Texas, acquires and develops oil and

natural-gas fields in the Rockies,
Texas and Oklahoma. Denbury,
based in Plano, Texas, is a slightly
larger player, mostly developing
fields in Texas, Louisiana, Alabama
and Mississippi.

Denbury Chief Executive Phil
Rykhoek estimated the combined
company will have about 426 mil-
lion barrels in crude-oil reserves.

Denbury is building an infrastruc-
ture to move carbon dioxide around
the U.S. to connect industrial emit-
ters with older oil fields. The gas is
used to help coax more oil out of the
rocks. The procedure is gaining inter-

est because it frees more oil for sale
as well as potentially storing away
CO,, acontributor to global warming.
Encore’s Rocky Mountains assets
could benefit from using a CO,-en-
hanced oil recovery program.
Denbury has received a commit-
ment letter for an underwritten fi-
nancing from J.P. Morgan for a new
$1.6 billion bank revolving credit fa-
cility and a $1.25 billion in bridge fi-
nancing. J.P Morgan also advised
Denbury on the deal. Barclays Capi-
tal advised Encore.
—Russell Gold
contributed to this article.

Origin to buy Woodside’s stake in project

By DAviD WINNING

SYDNEY—Origin Energy Ltd.
agreed to buy Woodside Petroleum
Ltd.’s 51.55% stakeinthe Otway natu-
ral gas project in Australia for 712.5
million Australian dollars
(US$641.4 million), the companies
said.

Origin will have an 82.3% stake
in the Otway gas project on comple-

tion of the deal, which is due to take
place by the end of this year.

The deal includes some explora-
tion permits next to the project in
Victoria state, as well as pipelines,
production facilities and an onshore
gas-processing plant.

Origin also will take over as oper-
ator in the quarter ending July 2010
if Benaris International NV and
CalEnergy Gas (Australia) Ltd.,

which are the joint-venture part-
ners of the Otway project, and regu-
lators approve the deal.

The deal will be funded from Ori-
gin’s balance sheet, which included
A$4.4 billion of cash reserves and
undrawn bank facilities at the end
of September.

Woodside has been seeking to
concentrate on its pipeline of major
projects.

EDF to finalize

deal to buy assets
of Constellation

BY GERALDINE AMIEL

PARIS—French state-controlled
power company Electricité de
France SA said Monday it is starting
the process to finalize its acquisi-
tion of nearly half of the nuclear-
power business of U.S.-based Con-
stellation Energy Group Inc.

The statement followed news re-
ports Friday that the French govern-
ment, which owns 85% of EDF, was
pressuring the French company to
drop the deal. The government-des-
ignated incoming chairman and
chief executive of EDF, Henri Pro-
glio, told lawmakers last week he
had doubts about whether the in-
vestment in Constellation was in
EDF’s best interests.

EDF spokeswoman Carole Trivi
said Monday the transaction could
be finalized “soon,” but declined to
elaborate. On Friday, Maryland regu-
lators approved the French bid for
nuclear assets of Constellation,
clearing the final regulatory hurdle
for the $4.5 billion deal.

The ruling came with conditions,
including financial protections for
Constellation’s Baltimore Gas & Elec-
tric, or BGE, a $250 million capital in-
fusion at the utility by Constella-
tion, and a $110.5 million rebate for
its customers. The conditions apply
solely to Constellation, and the EDF
board doesn’t need to meet again
over the transaction, Ms. Trivi said.

Maryland regulators in June de-
cided to take a closer look at the deal
after determining the French state-
controlled company could have “sub-
stantial influence” over Baltimore
Gas & Electric. The commission or-
dered the additional review to deter-
mine if the deal was in the public in-
terest.

Constellation struck the deal
with EDF in December in an effort to
remain a publicly traded company.

—Mark Peters in New York
contributed to this article.
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Chinaoilfirmweighs
battery-changing hubs

Stationswouldbe
partofbroaderpush
toboostelectriccars

By SHAI OSTER

BEIJING—China National Off-
shore Oil Corp. is considering build-
ing battery-changing stations for
electric vehicles, part of a broader
push by the state-owned oil giant
that could give a boost to alterna-
tive vehicles in China’s huge market.

Shan Lianwen, director of corpo-
rate strategy at China National Off-
shore, one of three big government-
owned oil companies, said it is look-
ing into the possibility of building a
nationwide network of battery-
changing stations, where drivers of
electric vehicles could swap out an
empty car battery for a full one.

“We can’t build a car, but we can
supply the energy,” Mr. Shan, whose
company is the parent of Cnooc Ltd.,
which lists shares in Hong Kong and
New York, told reporters on the
sidelines of a conference Monday.

China National Offshore in July
invested 5 billion yuan ($732 mil-
lion) in Tianjin Lishen Battery
Joint-Stock Co., a Chinese company
that makes lithium batteries for
electric vehicles.

Lishen said it would use the in-
vestment to build 20 battery assem-

bly lines at a new facility in the port
city of Tianjin. Lishen has a joint
venture with Coda Automotive, a
California-based company that is
planning to sell an all-electric car
powered by Lishen’s batteries in
California in late 2010.

China National Offshore’s foray
into battery-powered car technology
comes amid similar moves by West-
ern oil majors like Exxon Mobil
Corp.

The battery “filling stations”
concept for electrified cars seems
similar to the business model pur-
sued by Better Place PLC, a Palo
Alto, Calif., company. Better Place is
developing battery-swapping sta-
tions in Israel and Denmark, and
last year announced plans for a $1
billion network of recharging sta-
tions for electric cars in the San
Francisco Bay Area as part of a
broad push into the U.S.

The closely held company also
has announced plans to expand into
Australia.

Chinese oil companies have un-
dertaken a number of alternative-
energy initiatives, encouraged by a
government mandate to reduce
greenhouse gas emissions and de-
pendence on foreign oil.

China National Offshore is also
building an offshore wind farm.
China National Petroleum Corp.,
the country’s biggest oil-and-gas
producer by volume, is a partner in
a fledging carbon exchange market

Bloomberg News

China National Offshore is one of several Chinese oil companies undertaking alternative-energy projects.

in Tianjin. And Sinopec Group, or
China Petrochemical Corp., the
country’s biggest oil refiner, is in-
volved in making cleaner-burning
gasoline out of coal.

Mr. Shen of China National Off-
shore said the feasibility of develop-
ing battery-filling stations in China
depends on electric vehicles getting

popular enough to support the new
business.

Mr. Shen said Chinese consumers
will buy electric vehicles if gasoline
prices stay above eight yuan a liter,
or about $4.44 a U.S. gallon—about
20% higher than current levels. An-
other factor is the ability of manu-
facturers to make inexpensive and

reliable batteries.

Mr. Shen said his company be-
lieves Chinese consumers would buy
electric vehicles as a supplement to
conventional gas-powered cars, to
use on city commutes and other lo-
cal travel.

—Norihiko Shirouzu contributed

to this article.

Tokyo considers raising cigarette tax, inthreat to Japan Tobacco

By MARIKO SANCHANTA

TOKYO—Japan’s new administra-
tion is considering raising cigarette
taxes to European levels to help pay
for an ambitious domestic spending
plan, in a potential threat to par-
tially state-owned Japan Tobacco
Inc.

Shares of Japan Tobacco—the
world’s third largest cigarette com-
pany by sales volume, after Altria
Group Inc. of the U.S. and British
American Tobacco PLC of the
U.K.—fell more than 4% Monday be-
fore recovering and ending down
0.9% to 254,300 yen, or $2,824.93.

The sharp moves followed com-
ments Sunday by a top Japanese
health official during a television in-
terview that raised the possibility of
the tax increase.

“Tobacco poses health problems.
It may be necessary to raise [the to-
bacco tax] to the levels in Europe,”
said Akira Nagatsuma, minister of
health, labor and welfare.

The health ministry already has
asked the government’s tax panel to
increase the tobacco tax as part of
tax reforms for fiscal 2010.

An increase of 10 yen per ciga-
rette—10 times the amount of previ-
ous increases—is currently being
debated.

Cigarettes in Japan are among
the cheapest of any developed na-
tion, with a pack of Marlboro Lights
costing 320 yen ($3.55). That com-
pares with about 600 yen to 800
yen in the European Union.

For the Japanese government, a
cigarette tax increase is a tricky
proposition. While Tokyo has an in-
centive to reduce smoking to reduce
national health-care expenses, the
government also owns a 50% stake
in Japan Tobacco.

The government also could hurt
tax revenue if consumption drops

taurants and bars in Tokyo, unlike
most states in the U.S. and most
countries in the EU, which have im-
posed indoor smoking bans.

After the government raised cig-
arette taxes by one yen per cigarette
in July 2006, sales volume at JT de-

clined by 14.5 billion cigarettes to
174.9 billion in 2007, according to
the company.

But the company offset the sales
decline by raising prices on some of
its top-tier brands, such as Mild
Seven, by 10 yen per pack.
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“We believe the current excise
tax is already at a high level,” a Ja-
pan Tobacco spokesman said. “This
is based on the fact that in the past,
excise increases have shown that
there hasn’t been a corresponding
increase in revenue, because sales
volumes have declined.”

Japan Tobacco, which sells the
Mild Seven, Camel and Salem
brands, has a 65% market share in

For decades, Japan has resisted
imposing big tax increases on ciga-
rettes, going against the global
trend.

As a result, in an era where
smoking rates have plunged in the
developed world due to health con-
cerns and cost, nearly 40% of all
men in Japan still light up, accord-
ing to Japan Tobacco.

Smokers still puff away in res-
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Ryanair’s CEO vents at Boeing

Budget airline, amid price talks, gripes about leadership vacuum at plane maker

By DANIEL MICHAELS
AND QUENTIN FOTTRELL

DUBLIN—Management changes
at Boeing Co. are distracting execu-
tives and threatening a big potential
jetliner order from Ryanair Holdings
PLC, the Irish budget airline’s Chief
Executive Michael O’Leary said Mon-
day in an interview.

Ryanair is one of Boeing’s biggest
airline customers and has been ne-
gotiating a possible order for 200 of
its 737 model for more than a year,
Mr. O’Leary said. If the order doesn’t
go ahead, the carrier will slow its
growth, he said.

The talks are stalled over “a very
small amount of money,” Mr.
O’Leary said.

Mr. O’Leary said that an order
from Ryanair could give Boeing a big
boost in a year that demand has
plunged.

“We’re feeling frustration at the
lack of decision-making going on at
Boeing,” Mr. O’Leary said.

A Boeing spokesman declined to
comment, citing company policy of
not discussing continuing customer
negotiations.

“We’re not going to continue
trashing our yields for growth ... if
Boeing isn’t prepared to share with
us in the form of lower prices,” Mr.
O’Leary said. “We have a Plan B,” al-
though he called it “the less-favored
alternative.”

Boeing on Sept. 1 replaced the
chief executive of its jetliner divi-
sion, Scott Carson, with Jim Al-
baugh, a company veteran who had
been running its defense-and-space
unit. The company has also been fo-
cused on fixing technical glitches
dogging its new long-range 787
Dreamliner and an update of its ven-
erable 747 jumbo jet.

Mr. O’Leary said these issues

Agence France-Presse/Getty Images

have distracted Boeing managers
from closing a deal. “There’s a lead-
ership vacuum at Boeing,” he said.
“It’s very hard to know who’s mak-
ing decisions there.”

On Monday Ryanair reported
that net profit for the three months
ended Sept. 30 rose 35% from a year
earlier, to €250.5 million ($368.7
million), on substantially lower fuel
prices. Unit costs excluding fuel fell
5%; including fuel, which fell 42%,
overall costs fell 27%. Revenue
slipped 1% to €992 million.

The airline maintained its full-
year forecast for net profit to come
in at the lower end of a range of
€200 million to €300 million.

Ryanair’s passenger traffic has
grown more than 15% annually for

the past decade and its profitability
is pegged to its ruthless pressure on
costs. One ingredient of that is big,
low-priced orders it placed with
Boeing during slumps in the cyclical
aviation market. In 2002, when the
industry was in crisis following the
terror attacks of Sept. 11, 2001, Rya-
nair ordered 100 737s. Terms
weren’t disclosed, but the airline re-
ceived exceptionally good terms, ac-
cording to people familiar with the
deal.

Ryanair’s low costs allow it to
boost traffic by cutting fares. In the
recent quarter, its average fare, or
yield, fell 17%, Ryanair said.

If the airline and Boeing can’t
strike a deal by year-end, Mr.
O’Leary said, Ryanair will throttle

Steep ascent
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back on its expansion plans. As part
of this, it will defer deliveries from
Boeing of several 737s ordered in re-
cent years, cancel options to buy ten
737s, and distribute cash to share-
holders. Beyond 2012, the company
would largely stop growing for the
foreseeable future, Mr. O’Leary said.

Deputy CEO and Chief Operating
Officer Michael Cawley said on a
conference call no decision had been
made on whether there would be a
dividend payout or share buyback,
although he said a dividend is an
“inefficient” way of returning value
to shareholders. Ryanair has more
than €2.5 billion in cash.

Through Oct. 27, Boeing booked
orders for 84 planes after cancella-
tions.

British Airways plays down strike threat

By KAVERI NITHTHYANANTHAN

LONDON—British Airways PLC
on Monday tried to play down the
threat of a walkout just before
Christmas, as a person familiar with
the matter said that the union rep-
resenting BA’s cabin crew was in the
process of notifying the carrier
about when a ballot on strike action
would take place.

The Unite union, which repre-
sents 14,000 British Airways cabin
crew, hasn’t officially opened a bal-
lot on whether to take strike action
but will do so shortly, the person
said. Notifying BA is a legal require-
ment before a ballot can be con-
ducted, the person added.

The next meeting of BA’s cabin
crew will be Dec. 14, when the result
of the ballot is expected to be an-
nounced. Depending on the result, a
strike could hit British Airways as
soon as Dec. 21.

“Holding a ballot does not mean
that any industrial action will take
place,” a British Airways spokes-
man said. “We remain available to
talk with the unions at any time.”

Strikes are dangerous to airlines
because, in addition to hitting reve-
nue, they also can damage a car-
rier’s reputations and deter from
passengers flying with the airline
again. “All of our flights are operat-
ing normally and it is very much
business as usual,” the British Air-

ways spokesman said.

On Friday, Unite applied for a
High Court injunction to stop British
Airways from making changes to
cabin crew’s working practices from
Nov. 16. The airline is planning to
reduce crews on long-haul flights
from London’s Heathrow to 14 from
15 but says the contracts of current
cabin crew won’t be changed.

“They will not take a pay cut,”
BA said. “In fact some 75% of crew
will receive a pay scale increase
worth between 2% and 7% this year
and again next year.”

Changes in onboard cabin-crew
numbers had allowed it to accept
staff requests for voluntary redun-
dancy, switch to part-time work and

transfer staff between fleets, BA
said.

BA is planning to recruit new
cabin crew at market rate plus 10%
and said it has agreed to listen to
alternative proposals from Unite.

The union has previously said it
has proposed alternative measures,
which could have saved £175 million
($287.3 million). However, a British
Airways spokesman said “there is
no basis to suggest that the package
proposed by the union would have
saved anything close to that figure.

Independent analyst Pricewater-
houseCoopers assessed the package
in the summer and the savings
would be far less than the union
was suggesting.”

Mideast media firm plans film on Muhammad

By MARGARET COKER

ABU DHABI—A new Middle East-
ern media company is raising capi-
tal for a planned new feature-length
film about the Prophet Muhammad.

Doha-based Alnoor Fund has
signed producer Barrie Osborne of
“Lord of the Rings” fame to steer
what fund officials say is expected
to be a $150 million project.

The undertaking doesn’t have a
screenwriter or director attached to

it yet, but the fund has signed on a
religious adviser, Sheikh Yusuf al
Qaradawi, a well-regarded Islamic
scholar. He is expected to help the
production walk the tricky line be-
tween religious devotion and con-
troversy that has plagued other Is-
lamic-themed art, books and media.

Strict Islamic religious interpre-
tations say it is prohibited to depict
Muhammad in a human form, an in-
junction that artists have ignored to
their peril.

Author Salman Rushdie, for ex-
ample, was for many years the tar-
get of a fatwa, or Islamic religious
ruling, calling for his death for his
depictions of the Prophet Muham-
mad in his book “The Satanic
Verses.” More recently, the artists
responsible for drawing cartoons in
a Danish newspaper depicting Mu-
hammad were threatened by some
Islamic scholars with death.

Previous movies about the early
days of Islam, including the 1976

film “The Message,” skirted the pro-
hibition by featuring Muhammad’s
uncle Hamza as the main character.
The Alnoor Fund, a division of
newly created Qatar media company
Alnoor Holding, is raising capital
among private investors in the Mid-
dle East to finance the English-lan-
guage film. It has $50 million al-
ready in hand and plans to raise the
additional funds and start produc-
tion by January 2011, according to a
spokesman for the fund.

Lupus drug
shows promise
in latest study

By THOMAS GRYTA

Human Genome Sciences Inc.
and GlaxoSmithKline PLC said their
experimental drug Benlysta met the
goal of a second late-stage study in
treating lupus, making it likely to be
the first treatment in decades for
the autoimmune disease.

The study showed that patients
benefitted from a higher dose of
Benlysta, which the companies are
co-developing, while a lower dose
failed. Along with the success of the
first Benlysta trial in July, the re-
sults position the companies to file
for regulatory approval, which could
come as soon as late 2010, with ana-
lysts projecting annual sales eventu-
ally exceeding $1 billion a year.

The success of Benlysta has
transformed Human Genome, based
in Rockville, Md., into a company
with a multibillion-dollar market
capitalization.

Human Genome’s stock was up
28% at $23.91 Monday afternoo.
That stock price gives Human Ge-
nome a market cap of $3.25 bil-
lion,far from when shares traded at
45 cents in March amid pessimism
ahead of the two trial results.
Glaxo’s American Depositary Shares
were off 1.4%, or 59 cents, at $40.57.

“The relative benefit was similar
across both studies,” Barry Labin-
ger, Human Genome’s chief commer-
cial officer, said Monday. He added
that Benlysta showed about a 30%
improvement in response rate.

But the study only met its goal
using the higher dose, making it
more likely that the company will
pursue that usage in making regula-
tory filings in the first half of 2010.
Human Genome hopes for a six-
month review in the U.S. and said a
European launch is possible in the
first half of 2011.

“Despite some disappointment in
the data, we believe the entirety of
the data package will be sufficient
for the drug to be approved and
successfully marketed,” Sanford
Bernstein analyst Geoffrey Porges
wrote in a note to clients.

However, Andrew Baum, a Mor-
gan Stanley analyst in London, said
the lower response in all arms of
the study, and the failure to show a
reduction in the need for steroids, a
secondary goal, could raise ques-
tions about the expected high price
of the drug and its ultimate usage.
He projects $1.5 billion to $2 billion
in peak global sales.

Adding to Human Genome’s
stock gains Monday was continued
chatter that GlaxoSmithKline might
acquire the company in order to
have full rights to the drug. Mr. La-
binger declined to comment on any
such talk and stressed that Human
Genome is planning to proceed with
selling Benlysta under its current
relationship with Glaxo.

As planned, the 819-patient
study will continue for 24 more
weeks, and the companies hope to
present the full details of the data in
the first half of 2010.

The study showed success in pa-
tients at a higher dose, based on a
patient’s weight, when used with
standard care, in comparison with
the placebo group that received
standard care alone.

Lupus occurs when the body at-
tacks itself, causing inflammation
and tissue damage virtually any-
where in the body.

—Jeanne Whalen
contributed to this article.





