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North Korea Threatens "Physical Response" To US-South Korea Military Exercises (WP)
By Karen DeYoung

Washington Post, July 24, 2010

HANOI -- North Korea raised the stakes in its face-off with the United States and South Korea on Friday, threatening a "physical response" if Washington and Seoul go ahead with military exercises planned for regional waters this summer.

As a U.S. aircraft carrier arrived in South Korea for the air and sea maneuvers, the North told participants in an Asian regional security conference in Hanoi that the move was a threat to its sovereignty and security.

"This is not defensive training," North Korean spokesman Ri Tong Il told reporters.

The exercises were planned in response to the torpedo sinking in March of the South Korean naval ship Cheonan, in which 46 sailors died. An international investigation said North Korea was to blame. Pyongyang has denied responsibility.

After Secretary of State Hillary Rodham Clinton told participants in the forum that "an isolated and belligerent North Korea has embarked on a campaign of provocative, dangerous behavior," according to prepared remarks, Ri left the meeting to read a statement in Korean.

Asked to respond in English, he said the North's "position is clear: There will be a physical response to the threat imposed by the United States military."

U.S. officials said that North Korean acts of aggression usually come in a series and that they expect further provocation. In addition to the exercises, the Obama administration this week announced a toughening of its economic sanctions against the North.

"Peaceful resolution of the issues on the Korean Peninsula will be possible only if North Korea fundamentally changes its behavior," Clinton said.

Clinton's visit to Asia this week was her fifth as secretary of state as the Obama administration seeks to improve its standing in the region.

The U.S. and South Korean delegations urged the 27-nation Asian Regional Forum to adopt a strong statement condemning the North, but officials from several delegations said that was unlikely. An earlier U.N. Security Council statement was watered down -- to condemn the act but not specifically blame North Korea -- after China said it would withhold its vote.

Clinton also used the conference to buttress Vietnam's position in a dispute with Beijing over the South China Sea, declaring a peaceful resolution of the issue to be in the "national interest" of the United States.

She also lobbied for a multilateral diplomatic solution to the question -- an approach Hanoi has been seeking for years. China, which claims most of the sea as its territory, has demanded all disputes be settled bilaterally.

"We oppose the use or threat of force by any claimant," Clinton said in prepared remarks. She later called the conversation "very productive."

Vietnam and the United States were not alone in confronting China on this issue. At least 10 other participants in the meeting raised concerns about maritime security issues, including the sensitive territorial claims in the South China Sea.

Beijing, meanwhile, opposed any effort to "internationalize" the issue.

Clinton has made four stops on her week-long Asian trip, all marking U.S. overseas conflicts. In South Korea, she and Defense Secretary Robert M. Gates marked the 60th anniversary of the start of the Korean conflict with a pledge of nearly unlimited support. She was warmly received in Vietnam, where her visit marked the 15th anniversary of the normalization of relations. The war in Afghanistan, where she stopped for a day after visiting Pakistan, has now become the longest in U.S. history.

Clinton expressed hope that the aftermath of the first two wars would prove an example to the third. "The extraordinary economic progress and strengthening of institutions that we've seen over the last 60 years in South Korea and the last 35 years in Vietnam are encouraging to anyone who hopes for the best in Afghanistan," she said.

India, Iran Distrustful Of Renewed Afghan-Pakistan Ties (WP)
By Rajiv Chandrasekaran

Washington Post, July 24, 2010

NEW DELHI -- Recent moves by Afghanistan and Pakistan to improve their once-frosty relationship have prompted deep concern in other countries in the region and led some to consider strengthening ties to Afghan President Hamid Karzai's political rivals.

The U.S. government considers the Afghan-Pakistan overtures essential to combating insurgencies wracking both nations. But India, Iran and Afghanistan's northern neighbors fear that they are a step toward fulfilling Karzai's desire to negotiate with Taliban leaders and possibly welcome some of them into the government.

These nations believe that Karzai's plans could compromise their security and interests by lessening the influence of Afghanistan's Tajik, Uzbek and Hazara ethnic minorities with whom they have cultivated close links, diplomats and government officials say.

The apprehension, voiced pointedly by senior Indian officials in interviews this week, has emerged as yet another challenge for the U.S. government as it seeks to encourage new initiatives to stabilize Afghanistan while minimizing fallout on the already tense relationship between India and Pakistan.

In an attempt to assuage those concerns, the Obama administration's special representative for Afghanistan and Pakistan, Richard C. Holbrooke, traveled here Wednesday to meet with India's national security adviser and foreign secretary. The chairman of the Joint Chiefs of Staff, Adm. Mike Mullen, arrived Thursday for two days of meetings with top military and civilian leaders.

The Indians have been riled by a series of recent meetings involving Karzai and Pakistan's top two security officials: the army chief, Gen. Ashfaq Kiyani, and the intelligence director, Lt. Gen. Ahmed Shuja Pasha. On Sunday, Afghanistan and Pakistan signed a trade agreement that allows Afghan trucks to drive through Pakistan to the Indian border. Indian officials had wanted to send their own trucks through Pakistan to Afghanistan, but the Pakistani government insisted they not be included in the negotiations. U.S. officials hailed the deal as a major step forward in the relationship between Afghanistan and Pakistan and a vital development for Afghanistan's economy.

Of greater concern to the Indians is Karzai's interest in reconciling with elements of the Taliban leadership. Because of the Taliban's historic ties to Pakistan's intelligence agency, Indian officials believe that such a move would give Pakistan new influence in Afghanistan.

Allowing the Taliban, which is dominated by ethnic Pashtuns, to have a role in the Afghan government is something "we don't think is a very good idea," a senior Indian government official said. "It's not that there are two equal political factions, with equal legitimacy, that have a right to political power. Karzai is the elected president. Not the Taliban. It should not be a question of negotiating a place at the table for them."

The Indian government, the official said, disputes "suggestions that come from the Pakistanis that the Taliban is legitimate, they represent the Pashtuns and therefore you need to deal with them and negotiate with them. That's the difference. We don't think they represent the Pashtuns."

Compounding India's pique is the fact that it believed it had cultivated close ties with Karzai. India has opened four consulates in Afghanistan, even though relatively few Indian citizens live there, and invested $1.3 billion in development projects -- far more than Pakistan has.

"The Indians are shell-shocked," said a Western diplomat involved in Afghanistan policy. "They went in with more than a billion dollars, and now Pakistan is eating their lunch."

U.S. officials are trying to persuade the Indians to abandon their traditional zero-sum logic that what's good for Pakistan must be bad for them. "You cannot stabilize Afghanistan without the participation of Pakistan as a legitimate concerned party," Holbrooke said at a meeting with Indian journalists here.

Speaking to reporters on his flight here, Mullen said that "the whole region has a role to play" in Afghan reconciliation but that the Kabul government must take the lead.

In his meetings, Mullen sought to assure Indian officials that the U.S.-led counterinsurgency strategy was on track and that the United States has a long-term commitment to assist Afghanistan. "India, perhaps more than any outside country, has the greatest stake in our success in Afghanistan," one U.S. official said.

The United States, Mullen told reporters, is not "looking for the door out of Afghanistan or out of this region."

But Indian officials remain deeply mistrustful of Pakistan's motivations in Afghanistan. The Pakistanis, officials here contend, have deftly capitalized on Karzai's fears of abandonment by the United States -- fueled in part by his misinterpretation of President Obama's pledge to begin drawing down forces by July 2011 -- by offering to help forge a deal with an insurgency that his army and NATO forces have been unable to defeat.

"Pakistan wants to be able to control the sequence of events in Afghanistan," a second senior Indian official said. "We don't want a situation that would entail a revision to pre-2001, with backward-looking people taking the reins of power in Kabul."

Iran, which is predominantly Shiite Muslim, is also worried about any greater political role for leaders of the almost exclusively Sunni Taliban, many of whom regard Shiites as apostates. Diplomats in New Delhi say Iran has encouraged India to send more of its assistance to provinces in northern and western Afghanistan that are under the control of warlords and other power brokers who were part of the anti-Taliban Northern Alliance. The diplomats said that India has not shifted its efforts, much of which were already directed at the north.

Whether the Taliban is genuinely interested in reconciliation is questionable. CIA director Leon Panetta said last month that he saw no clear indications that insurgent leaders wanted to engage in peace talks with the Afghan government.

Mullen echoed that assessment, saying he does not believe reconciliation is imminent. "We've got to be in a position of strength," he said. "We're just not there yet."

Mosul Struggles With Ethnic Divides, Insurgency (WP)
By Leila Fadel

Washington Post, July 24, 2010

MOSUL, IRAQ -- In Iraq's third-largest city, buildings are bombed out and scarred by thousands of bullet holes. But unlike in many parts of Iraq that have calmed significantly in recent years, much of the damage is recent.

Mosul and the surrounding province of Nineveh are a microcosm of Iraq's most explosive and unresolved conflicts as the United States prepares to draw down to 50,000 troops by Sept. 1. Kurdish and Sunni Arab leaders battle over disputed lands, provincial and central government officials wrestle for control, and Sunni insurgents continue to slip back and forth across the porous borders with Turkey and Syria.

"We will remain a thorn in the chest of the Americans," reads a graffiti tag on one Mosul building.

It's a prediction that U.S. officials are working hard to avoid. They are focusing their attention here so they don't leave behind a time bomb for the fledgling Iraqi government and for the U.S. troops who will remain in Iraq before all American forces are withdrawn by the end of 2011.

Attacks have dropped in Nineveh over the past year, but it is still one of the most violent places in Iraq. Among Mosul's approximately 1.8 million residents, there is deep mistrust of the various Iraqi security forces that patrol here. Gen. Ray Odierno, the top U.S. commander, recently suggested that a U.N. peacekeeper force might be needed to maintain security in some areas after the United States pulls out.

Of particular concern are the Sunni insurgent groups that exploit a Kurd-Arab dispute over land. As other bastions of the Sunni insurgency calmed in recent years, Nineveh never truly quieted. Odierno told reporters last week that although U.S. and Iraqi forces have had success killing and detaining al-Qaeda in Iraq leaders within Mosul, the group remains active in the adjacent deserts.

Over the first six months of the year, 422 people in Nineveh died as a result of violence, according to provincial morgue statistics. More than 1,100 were wounded. The death toll in the province is more than three times that of Anbar province, once the heart of the Sunni insurgency.

The security forces here are widely considered to be part of the problem. The police are believed to be infiltrated by insurgent groups, and one of the main Iraqi army commanders for the area, Nasser al-Hiti, is known for harsh tactics, Odierno said.

Hiti was unpopular with U.S. commanders in Abu Ghraib, where he previously worked. But he has long been praised by the defense ministry and is seen as a favorite of Iraqi Prime Minister Nouri al-Maliki. Calls to the defense ministry were not returned.

Two Iraqi army divisions, a federal police division and local police operate within the city because no one force can control it alone. There is little communication between the forces, Iraqi officials said.

"The problem is the citizens don't cooperate totally to give us information," Nineveh Gov. Atheel al-Nujaifi said. "The trust is still weak between the security forces and the people. We have five to six intelligence groups operating here. Each agency is related to a specific party in Baghdad. There is no trust between these agencies. Sometimes that results in a struggle."

Kurds dislike Nujaifi, an Arab nationalist, because he is seen as anti-Kurdish. But he said he thinks he should have more control over security in the province. He cannot travel in Kurdish-controlled areas and has no authority over federal forces that report to Baghdad. He and his legal adviser say the Iraqi army arrests hundreds of people and does not allow them access to lawyers.

Col. Charles Sexton, a brigade commander in Mosul, characterized the friction among Iraqi security force units as a "healthy disagreement." The U.S. military hopes the 23 checkpoints along the boundary line of the disputed territory claimed by both Arabs and Kurds -- 12 in Nineveh alone -- will close the security gap that allows insurgent groups to operate, said Maj. Gen. Tony Cucolo, who commands U.S. forces in the north. The checkpoints are manned by a combination of U.S., Iraqi and Kurdish forces.

Both the province and Mosul are majority Sunni Arab, with a large Kurdish population as well as other minority communities. The United States has focused its efforts on defusing tensions as it draws down and on training the police to the point where they can take charge of Mosul's security.

The political uncertainty that grips Iraq hasn't helped. It has been four months since the national election, but there is still no government in Iraq because rival factions are deadlocked. Whoever ultimately takes charge will inherit the challenge of handling the disputed territories.

Kurds want to annex what they see as Kurdish lands into their semi-autonomous region; Arabs want to keep the land under central government control. The area is often called the "trigger line" because of its potential to turn violent quickly.

Ghazi Mohammed sees the violence regularly in the forensic medical center where he works. There are violent-death cases every day. He also examines court-referred allegations of torture by security forces, five to six a week. About 80 percent of those people have evidence of beatings and burn marks, he said.

"There are checkpoints everywhere, and the killings continue," Mohammed said in his office. On the wall behind him, charts track the ebb and flow of death in the province. Before the elections, assassinations rose. They then dropped off, and now he sees them rising again.

"It's a political issue," he said. "It's more than just insurgents and resistance."

Mohammed has begged for a transfer so he no longer has to endure threats from security forces and from the relatives of dead insurgents, he said. He has applied for asylum in five Western countries; every attempt has failed. "There is no trust, and the city is unstable," he said. "The security forces create enemies from inside the city every day."

In Mosul's western district of al-Borsa, police dodge grenades, gunfire from narrow alleyways and roadside bombs. Lt. Col. Shamel Ahmed Ugla patrolled the area with his men earlier this month. Police have become the biggest targets of Sunni insurgents in the province, but it's hard to tell who is a threat.

"They try to attack us every minute, but we are always chasing them," he said. "Mosul gave many sacrifices. It is tired now. It is sad."

He has arrested scores of people since he took over the area, but he complains that they often end up back in the streets.

"The judicial system takes the side of the terrorists," he said. "It's a revolving door. Some policeman's blood boils because he lost his cousin or brother or friend. He might hit [the detainee] in the face or with a stick, and the terrorist goes to the judge and says he was beaten."

That morning, his officers had arrested a man they thought was informing insurgent groups of police movement. In the man's store, the police said they found a clock with a list of insurgents' names, a list of potential victims and a bag of bullets hidden inside.

As Ugla patrolled the streets, the detainee was beaten with a stick by police officers back at the base. The detainee admitted to the police that he had been paid about $100 a month to help al-Qaeda in Iraq.

Later, Ugla denied that the man was beaten.

"If he was beaten, to hell with him," he yelled. "Stop asking these questions."

Officials Say Little About Raid On Terrorist Camp In Sahara (WP)
By Edward Cody

Washington Post, July 24, 2010

PARIS -- Mauritanian commandos backed by the French military carried out the raid in the dead of night, guns blazing as they pounced on a small terrorist campsite in a desolate stretch of the Sahara Desert.

The troops killed six members of al-Qaeda in the Islamic Maghreb, Osama bin Laden's loosely organized North African affiliate, but four militants escaped into the surrounding wastelands, Mauritanian Interior Minister Mohamed Ould Boilil said Friday.

Details of the attack, mounted early Thursday near the border of Mali and Mauritania, were tightly held by the governments concerned. But as reports filtered out, it seemed another inconclusive chapter in the little-noticed struggle by several North African nations to snuff out a tiny al-Qaeda-style movement hiding in the Sahara far from the headline-making events of Afghanistan, Pakistan and Iraq.

The French Defense Ministry said Friday that the Mauritanian military carried out the raid "with technical and logistical support" from France, without further defining the support. In Nouakchott, the Mauritanian capital, Ould Boilil said the raid was designed to prevent a planned attack on a military base in Mauritania.

French officials declined to comment on reports that the commandos and the French military had engaged in a joint operation to free a French hostage, Michel Germaneau, a retired engineer who was kidnapped April 22 in neighboring Niger. The terrorist group threatened last week to execute Germaneau if several of its imprisoned members were not released by Monday.

In a video distributed by the group in May, Germaneau complained of poor health and asked French President Nicolas Sarkozy to find a solution to his abduction. Six weeks later, the group published the execution threat.

The Web site of El País, a Madrid newspaper, quoted diplomatic sources as reporting that French special forces were directly involved in the raid. El País said that the unspoken goal was to liberate Germaneau but that he was not at the campsite, contrary to electronic intelligence supplied by the United States. Bernard Valero, a French Foreign Ministry spokesman, declined to confirm or deny the El País report. "From the beginning, we have been fully mobilized to get our fellow citizen liberated," he said.

Operating in small groups believed to total no more than 500 combatants, al-Qaeda in the Islamic Maghreb has remained largely in the isolated desert region where Mali, Mauritania, Niger and Algeria come together.

But terrorism specialists said some of its units have raised large amounts of money through ransom and duties imposed on cigarette and drug smugglers passing through the remote desert.

Hearings Focus On Possible Human Factors In BP Oil Spill (WP)
By David S. Hilzenrath

Washington Post, July 23, 2010

KENNER, LA. -- Before he died in the April conflagration aboard the Deepwater Horizon oil rig, crew member Shane Roshto shared a dark assessment with his wife.

"From Day One he deemed this hole a well from hell," widow Natalie Roshto told an investigating panel Thursday.

"He said Mother Nature just doesn't want to be drilled here."

Mother Nature aside, the third day of the third round of hearings by a federal board meeting outside New Orleans focused on an array of human factors that may have contributed to one of the worst environmental disasters in history.

The litany included overdue maintenance on critical equipment, a dire warning that went unnoticed by key personnel, and a series of decisions about drilling procedures that allegedly sacrificed safety to save money.

The probe is being conducted by investigators from the U.S. Coast Guard and the Bureau of Ocean Energy Management, Regulation and Enforcement -- the agency formerly known as the Minerals Management Service.

The morning's main witness was John Guide, a BP well team leader who oversaw drilling on the Macondo well from BP offices onshore.

Guide was asked about an April 18 report -- two days before the disaster -- from contractor Halliburton concluding that the well had a potentially severe gas flow problem.

"I didn't even know that that particular piece was in there," Guide said, adding that he never looked at that section of such reports.

He said he and one of the BP leaders on the rig were focused on an attachment to the report dealing with a different topic -- how to cement the well.

The warning, he said, was "just part of" a simulation.

If he had known about the warning, "we would have huddled up and discussed" it, Guide said.

After the explosion, Guide said, he had a conversation with one of the men who led the drilling operation for BP, Robert Kaluza, and Kaluza told him that a pressure test on the well in the run-up to the disaster had encountered "anomalies, so to speak."

Gude testified Kaluza told him, "The guys on the rig had seen it before."

Kaluza was a newcomer to the Deepwater Horizon, and his very presence on the rig at the time of the April 20 blowout received heavy scrutiny by the panel. Four days earlier, as the difficult drilling operation entered a critical stage, he replaced a BP manager who had worked on the Deepwater Horizon for more than seven years.

The man Kaluza replaced, Ronald Sepulvado, testified earlier in the week that he left to attend a training program on blowout preventers, where he shut off his cellphone, stopped checking his e-mail regularly and did not see Halliburton's severe gas flow warning.

At the witness table Thursday, Guide said dropping out of contact with the rig as Sepulvado did during his time on shore was "standard procedure."

Guide said that he had never previously worked with Kaluza and that Kaluza had never previously been on the Deepwater Horizon.

Guide authored one of the more controversial BP e-mails to be made public since the blowout -- a message that has been cited as a prime example of BP's willingness to cut corners -- and he had a chance to explain it Thursday.

The background was that Halliburton had recommended BP use 21 devices called centralizers to center and stabilize the steel pipe in the well, but BP decided to use only six. Halliburton analyzed what could happen with seven centralizers and predicted on April 18 that the well could have a severe gas flow problem.

On April 16, four days before the explosion, a colleague told Guide that he could provide 15 additional centralizers, but Guide objected, partly on the grounds that "it will take 10 hrs to install them."

Testifying Thursday, Guide said the 10 hours were not the basis for the decision. He said BP had encountered problems with the centralizers just days earlier on another rig called the Atlantis, when it pulled steel casing from a well and "left numerous centralizers in the hole."

"We didn't know exactly what happened," Guide said. Under the circumstances, "I didn't think it was prudent to take 10 hours," he said.

The panel described a list of decisions that saved time and money while increasing risk, including:

-- A modification to the blowout preventer that left the fail-safe device with less redundancy.

-- The use of a double-dose of fluid called spacer in the well.

-- Skipping a procedure called a "bottoms up," which flushes the well clean of debris.

-- Beginning to offload fluid from the well in a manner that allegedly made it difficult for the crew to monitor levels in the hole.

-- Using a type of casing in the well that, according to a BP document, was expected to save $7 million to $10 million.

Panel member Jason Mathews asked whether decisions were largely based on cost savings.

"Never," Guide answered.

The hearing shed new light on BP's decision to perform two well procedures simultaneously shortly before the rig exploded. Those involved putting the well through a pressure test and removing heavy drilling fluid that could help contain the well. The panel has questioned the effectiveness of that approach, and apparently Kaluza has expressed uncertainty about it, too.

While questioning Guide on Thursday, lawyer Steve Gordon--representing one of the crew members--read into the record an excerpt from notes of an interview Kaluza gave to investigators:

"They decided we could do the displacement and negative test together -- don't know why -- maybe trying to save time. At the end of the well sometimes they think about speeding up."

Asked if he agreed the approach could save time, Guide said, "Could be."

Guide was also asked about a history of maintenance problems and delays on the Deepwater Horizon, which BP leased from a company called Transocean, and he said responsibility rested with Transocean.

The items involved such sensitive parts as the engines and the blowout preventer, which ultimately failed and was the last line of defense against a gusher.

According to the panel, a September 2009 BP audit found that problems documented in earlier reports remained uncorrected. Although the blowout preventer was supposed to be inspected every three to five years, the last inspection the panel could document was in 2000, Mathews said. A problem with the blowout preventer noted in a February BP document showed up as unresolved in another internal document three weeks later.

Guide said the blowout preventer was functional despite the leak.

"We had faith that Transocean was attempting to maintain a safe ship," Guide said.

A co-chairman of the panel, Coast Guard Capt. Hung Nguyen, was unimpressed by that explanation.

"In the military we often say hope is not a plan," Nguyen said. "It seems to me faith is not a very good business decision here."

Federal Records Show Steady Stream Of Oil Spills In Gulf Since 1964 (WP)
By Steven Mufson

Washington Post, July 24, 2010

The oil and gas industry's offshore safety and environmental record in the Gulf of Mexico has become a key point of debate over future drilling, but that record has been far worse than is commonly portrayed by many industry leaders and lawmakers.

Many policymakers think that the record before the BP oil spill was exemplary. In a House hearing Thursday, Rep. John J. "Jimmy" Duncan Jr. (R-Tenn.) said, "It's almost an astonishingly safe, clean history that we have there in the gulf." Interior Secretary Ken Salazar said the industry's "history of safety over all of those times" had provided the "empirical foundation" for U.S. policy.

But federal records tell a different story. They show a steady stream of oil spills dumping 517,847 barrels of petroleum -- which would fill an equivalent number of standard American bathtubs -- into the Gulf of Mexico between 1964 and 2009. The spills killed thousands of birds and soiled beaches as far away as Mexico's Yucatan Peninsula. Altogether, they poured twice as much as oil into U.S. waters as the Exxon Valdez tanker did when it ran aground in 1989.

The industry's record had been improving before the BP spill. In 2009, the largest one was about 1,500 barrels, about what BP's damaged well was leaking every hour before it was capped last week. But at least a handful of spills take place annually as a result of blowouts, hurricanes, lax pipeline maintenance, tanker leaks and human error, according to figures kept by the Minerals Management Service, now known as the Bureau of Ocean Energy Management, Regulation and Enforcement.

Moreover, in at least one key instance, the official statistics understate the actual quantities of oil that have leaked into the Gulf of Mexico. MMS statistics say that a 1970 blowout on a Shell Oil well that killed four people triggered a spill of 53,000 barrels. But Robert Bea, a University of California, Berkeley professor who at that time worked for Shell tracking the oil spill, says that the spill was 10 times that size and contaminated shorelines on the Yucatan Peninsula as well as the U.S. Gulf Coast.

"I see the numbers, and I shrug my shoulders," said Bea, who contributed to a report issued last week on the April 20 Deepwater Horizon accident. The 1970 Shell blowout happened on a production platform, he notes. "We knew what the production rates were," he said.

Today regulators rely heavily on company estimates, although some environmentalists fear that the spill size might be underestimated.

The industry's track record is a crucial issue. On March 31, President Obama cited advances in offshore drilling technology as a key reason for his willingness to open up new offshore areas to exploration and production.

Now, the oil and gas industry is trying to use its earlier record to persuade Obama to lift a temporary moratorium and to convince the public that companies can continue offshore drilling without a similar incident.

"The oil industry has drilled 42,000 wells in the Gulf of Mexico, and this is the first time an incident of this magnitude has happened," said the American Petroleum Institute's president, Jack Gerard, who has been urging Congress to avoid imposing tough new regulations.

The BP oil spill is the biggest ever, but MMS records tell a more complicated story. Performance had been improving but from a poor baseline.

One big spill was 160,638 barrels in 1967 when an anchor tore a hole in a corroded pipeline operated by Humble Oil, a unit of Exxon; it leaked for 13 days. In 1969, a blowout on a Union Oil well spilled 80,000 barrels, killing 4,000 birds and seeping for four years after being plugged. In 1974, a Pennzoil pipeline break spilled 19,833 barrels probably because an anchor was dragged across the submerged line. Another anchor tore open an Amoco pipeline in 1988, spilling 15,576 barrels. A Shell pipeline leak in 1990, discovered when a helicopter noticed a heavy oil slick 25 miles by 15 miles, spilled 14,423 barrels.

One frequent assertion among some oil executives and lawmakers is that technology has advanced since then. They hold up hurricanes Rita and Katrina as evidence that offshore exploration rigs and production platforms can weather the worst Mother Nature can heave at them.

"I think people are reassured that not a drop of oil was spilled during Katrina or Rita," Senate Minority Leader Mitch McConnell (R-Ky.) said in 2008. "Those rigs in the gulf, there was not a single incident of spillage that anyone reported."

But while the overwhelming majority of safety valves did work during the two hurricanes, the MMS reported that there were five modest-sized spills, each between 1,000 and 2,000 barrels. There were also 125 small spills, many from riser pipes or storage tanks on platforms. Altogether, they added up to 16,302 barrels, almost a quarter as big as the 1969 spill off Santa Barbara, Calif., that helped give rise to the modern environmental movement.

In recent years, spills persisted at a more modest rate. From 2006 through 2009, there were 33 spills of more than 50 barrels each.

Maintaining that performance could be difficult moving forward. As the gulf infrastructure expands, it is harder to keep track of what's happening far below the sea. Bea notes that there are 35,000 miles of pipeline on the gulf's outer continental shelf and that "those pipelines traverse a very, very interesting series of hazardous environments."

They also require maintenance, and monitoring can be difficult. In 2007, after receiving reports of five small oil slicks, regulators got word of a larger one covering 30 miles by 6 miles. They discovered that the oil was leaking from a 30-year-old 4 1/2 -inch pipelines owned by Lafayette, La.-based Stone Energy lying under more than 300 feet of water. At first Stone denied it had a problem, but divers found four holes in a 100-foot-long section on the seafloor.

A later MMS probe revealed that Stone had failed to do annual checkups of cathodes designed to combat pipeline corrosion and had not done vital maintenance even after being ordered by regulators to do so. Divers found that anodes, also part of the anti-corrosion mechanism, "were 100 percent depleted," the MMS said.

Stone's reply addressed the question of negligence, but it's hardly reassuring about the safety of offshore infrastructure. The company said that underwater ultrasonic wall-thickness readings taken by divers showed that "this damage was not due to corrosion."

"Our conclusion is that the damage to the pipeline was not caused by corrosion, but by mechanical damage, such as an anchor dragging over the pipeline during Hurricane Katrina," the company said in an e-mail to The Washington Post.

Bea said that the issue of safety in offshore drilling is similar to safety issues for airplanes or aspirin: There is a "line of acceptability" balancing risk and consequences. "The thing that is concerning is that we continue to work close to that line," Bea said. "Because of airline regulation, we get in an airliner with a level of comfort. I don't have that same level of comfort when I go out to these offshore activities."

Staff writer Marc Kaufman contributed to this report.

Technician For Deepwater Horizon Testifies That Warning System Disabled (WP)
By David S. Hilzenrath

Washington Post, July 24, 2010

KENNER, LA. -- Long before an eruption of gas turned the Deepwater Horizon oil rig into a fireball, an alarm system designed to automatically alert the crew and prevent combustible gases from reaching potential sources of ignition had been deliberately disabled, the former chief electronics technician on the rig testified Friday.

Michael Williams, a former Marine who survived the April 20 inferno by jumping from the burning rig, told a federal panel probing the disaster that other critical systems had been functioning unreliably in the run-up to the blowout.

Williams told the panel that he understood that the rig had been operating with the gas alarm system in "inhibited" mode for a year to prevent false alarms from disturbing the crew.

Williams said that when he discovered that the alarm system was inhibited, he reported it to supervisors. He said they informed him that orders were to keep it that way.

If the safety system was disabled, it would not have been unusual. Records of federal enforcement actions reviewed by The Washington Post show that, in case after case, rig operators paid fines for allegedly bypassing safety systems that could impede routine operations.

The Deepwater Horizon was owned by Transocean, which employs Williams, and was operating under contract to BP.

Transocean said in a statement that the rig's general alarm system was controlled by a person on the bridge "to prevent the general alarm from sounding unnecessarily." Transocean provided statements taken from crew members saying they heard alarms, and it also released part of an April inspection report that found "no [gas] detectors either in fault or inhibited condition, other than units being serviced."

Williams testified that a computer used to monitor and control drilling operations intermittently froze -- a problem that became known as "the blue screen of death." Despite attempted repairs, the issue remained unresolved at the time of the blowout, he said.

Earlier in the drilling operation, one of the panels that controlled the blowout preventer -- the last line of defense against a gusher -- had been placed in bypass mode to work around a malfunction, Williams said.

He said a colleague told him that an inspection of the rig in the spring, shortly before the disaster, found extensive maintenance problems. The colleague said "that we were going to be in the shipyard a lot longer than anticipated because the rig was in very bad condition," Williams testified.

The Coast Guard and the Bureau of Ocean Energy Management, Regulation and Enforcement, until recently called the Minerals Management Service, are conducting the hearing. Testimony continued before the panel Friday even as the leftovers of Tropical Storm Bonnie blew toward the spill site. Forecasters predicted that the storm, which had lessened to a tropical depression, would gain strength before it was over the site about midday Saturday.

Retired Coast Guard Adm. Thad Allen said two control ships monitoring the newly capped well would try to ride out the storm. All other vessels connected to the spill effort have headed for shelter.

In other testimony Friday, an expert consultant to the investigating board said that based on available data, it appeared that the Deepwater Horizon conducted four faulty integrity tests on the well in the hours before the blowout.

The fact that the test was apparently attempted four times indicates that someone on the rig was concerned, said the consultant, John R. Smith, an associate professor of petroleum engineering at Louisiana State University.

"None of the four tests were an acceptable test," Smith said.

Apparently, when BP concluded the tests, hydrocarbons were already flowing up the well, said Smith, an industry veteran.

Going on the assumption that at least one of the tests was successful, BP prepared to wrap up its work on the well by removing heavy drilling fluid from the hole.

The fluid serves as a damper on the well, and removing it eliminated a counterweight to a potential gusher.

A lawyer for BP, Richard Godfrey, added to the picture by reading from a September 2009 BP audit during his questioning of Williams. He read a list of findings that included problems with bilge pumps, cooling pumps, an alarm system related to the rig's hospital, and a panel on the bridge.

A fire and alarm system was found to have its "override active," Godfrey said.

Altogether, the September audit identified 390 issues that needed addressing, Godfrey said.

Williams said the fire and gas system was "a wreck" when he took over his job in 2009, and trying to improve it was a constant battle.

Every member of the Deepwater Horizon crew had the authority to stop operations if they had safety concerns. Despite his unease, Williams said he never exercised that power. In days of testimony here by a parade of witnesses, that has been a recurring theme.

In the event of a gas leak, the rig was equipped to shut down vents that could transmit the gas to the engine rooms, where it could ignite.

But there was no guarantee the system would work.

When it was accidentally triggered once, Williams said, the suction from the engine was so great that it pulled a fire door off its hinges.

On the night of April 20, Engine No. 3 appeared to have exploded, Williams said.

Questioned by Transocean lawyer Edward F. Kohnke IV, Williams said he has filed a lawsuit over the disaster.

Williams also said that, when he gave a statement in the presence of the Transocean lawyer before retaining a lawyer of his own and filing suit, he did not mention the problems he discussed at Friday's hearing.

Williams, who was injured in the explosion, was taken by helicopter from a rescue ship to a Louisiana hospital. Transocean lawyers interviewed him in a Kenner hotel about a day after the blowout, said his attorney, Scott R. Bickford.

U.S. Coast Guard Capt. Hung Nguyen, co-chairman of the investigating panel, asked if Williams's experience pointed to a systemic maintenance problem.

"There's never enough time," Williams said.

Getting replacement parts contributed to the delay, he said.

"Turnaround was horrible," Williams said. "I waited on parts for a year."

The main problem was that some parts were no longer manufactured, Williams said, and Transocean had to have them custom-made.

Staff writer Joel Achenbach contributed to this report.

Storm Could Take Away Sights And Sounds Of BP Well (WP/AP)
By David Dishneau And Harry R. Weber

Washington Post, July 24, 2010

ON THE GULF OF MEXICO -- Ships relaying the sights and sounds from BP's broken oil well stood fast Friday as the leftovers of Tropical Storm Bonnie blew straight for the spill site, threatening to force a full evacuation that would leave engineers clueless about whether a makeshift cap on the gusher was holding.

Vessels connected to deep-sea robots equipped with cameras and seismic devices would be among the last to flee and would ride out the rough weather if possible, retired Coast Guard Adm. Thad Allen said.

"If conditions allow, they will remain through the passage of the storm," Allen said in New Orleans.

Bonnie made landfall south of Miami early Friday as a feeble tropical storm with top sustained winds of 40 mph. It broke apart as it crossed Florida and was a tropical depression as it moved into the Gulf, but forecasters expected it to strengthen slightly and roll over the spill site around midday Saturday.

Some of the dozens of vessels working at the well site were leaving Friday evening. By daybreak, all but a handful, including those providing video images, were expected to remain. Allen said individual captains would decide when to leave, based on weather conditions.

The ships holding the robots would be among the first to return if forecasts force them to leave, but they could be gone for up to two days, said Allen, the federal government's spill chief.

The mechanical plug that has mostly contained the oil for eight days will be left closed, Allen said. But if the robots are reeled in, the only way officials will know whether the cap has failed will be if oil pooling on the surface appears in satellite and aerial views - provided the clouds aren't too thick.

Audio surveillance gear left behind could tell BP whether the well is still stable, but scientists won't be able to listen to the recordings until the ships return to the area.

Allen expressed increasing confidence in the experimental cap despite a few leaks that initially worried government experts. Scientists say even a severe storm shouldn't affect the plug, nearly a mile beneath the ocean surface 40 miles from the Louisiana coast.

"There's almost no chance it'll have any impact on the well head or the cap because it's right around 5,000 feet deep and even the largest waves won't get down that far," said Don Van Nieuwenhuise, director of professional geoscience programs at the University of Houston.

Crews of other vessels, including one boring the tunnel meant to kill the flow of crude for good, spent Friday hauling in their gear and getting out of the storm's way. Workers were pulling up a mile of pipe in 40-to-60-foot sections and laying it on deck of the drilling rig so they could move to safer water, probably to the southwest flank of the storm.

"Preservation of life and preservation of equipment are our highest priorities," said Allen, a veteran of the Coast Guard's rescue mission after Hurricane Katrina.

Shell Oil also was evacuating its operations in the Gulf, moving out more than 600 workers and shutting down production at all but one well sheltered safely in Mobile Bay.

At the spill site, the water no longer looks thick with gooey tar. But the oil is still there beneath the surface, staining the hulls of boats motoring around in it.

Strong winds and waves could help break up the oil further, but a storm surge also might push it into sensitive marsh areas along the coast.

"Those are two opposite consequences and we're prepared to move out and aggressively attack this once the threat has passed through," Allen said.

The foul weather has stalled progress toward killing the well and could delay until mid-August the sealing of the nearly two-mile underground shaft using mud and cement, Allen and BP say. BP had hoped to finish drilling a relief tunnel Friday, but had to plug it Wednesday to prepare for the storm.

On the tiny resort island of Grand Isle off the southeast Louisiana coast workers packed up the oil removal operation, tearing down tents, tying down clean boom and loading oil-soaked boom into large containers so it won't pollute the area if the storm causes flooding.

"Part of our severe weather plan is to remove all the equipment from the beach," said Coast Guard Lt. Cmd. Nan Bangs. "We don't want to take a chance on something damaging the sand berm or the houses along there."

Before the cap was attached and closed a week ago, the broken well spewed 94 million to 184 million gallons into the Gulf after the BP-leased Deepwater Horizon rig exploded April 20, killing 11 workers.

BP is likely to be fined per gallon spilled, although determining that could be difficult. Concentrations of underwater oil at least doubled last month, according to the National Oceanic and Atmospheric Administration.

Researchers at the University of South Florida said Friday they have the first scientific proof that two giant plumes of oil beneath the surface of the Gulf came from the broken well. BP initially denied the plumes even existed.

---

Dishneau reported from New Orleans, Weber from aboard the Coast Guard cutter Decisive. Associated Press writers Mary Foster in Grand Isle, La., Jason Dearen in San Francisco and Matthew Brown in Billings, Mont., contributed to this report.

Stress Tests Of Europe's Finances Finds Most Major Banks In Good Health (WP)
By Anthony Faiola

Washington Post, July 24, 2010

LONDON -- A broad probe into the health of Europe's financial sector found virtually every major bank in the region fit to withstand severe economic shocks and declared only a handful of smaller institutions at risk.

The long-awaited tests were aimed at assuaging fears of a European banking crisis. The Europeans followed in the footsteps of U.S. officials who last year conducted probes into the health of American banks, forcing almost half of those examined to beef up reserves. Just as the U.S. banks suffered from piles of bad debt from mortgage-backed securities and other credit-bubble excesses, banks in Europe have come under scrutiny for their holdings of government bonds from near-bankrupt nations such as Greece.

The results are comforting on the surface, providing the first evidence that Europe's banking sector may be stronger than some had feared. But skeptics said the clean bill of health given to so many of the region's banks -- only seven out of 91 banks tested were told to increase reserves -- raised serious questions about whether the tests had been strict enough. While the results may not panic investors, they may not reassure them, either. Traders showed their early skepticism by selling off the euro in late trading in New York when the results were published after the close of markets in Europe.

One major flaw in the testing, analysts said, is that it did not envision what would happen to the banks in the event of a full-fledged debt default in nations such as Greece or Spain. Estimations of potential losses were based only on each bank's holdings of government debt they are seeking to trade -- not those they are holding on to as long-term collateral.

"I think it's disappointing," said Fahd Rachidy, head of global investment for London-based Vantage Capital Markets. He said the real concern in Europe right now centers on the risk of countries going bankrupt. Not factoring that possibility into the tests "goes to show you that the tests were not credible enough," Rachidy said.

The European Union, severely criticized for a slow response to the debt crisis in the region, insisted Friday in a statement that the results "confirm the overall resilience" of Europe's banking system. To be sure, the tests yielded few surprises -- with the weak links being five regional banks, or cajas, in troubled Spain; Greece's ATE bank; and Hypo Real Estate Holding AG, a nationalized bank in Germany. Together, their shortfalls under the most dire economic conditions considered by the tests would amount to a modest $4.5 billion. That number is lower than several analysts have predicted.

"The results and the actions that have been announced to address bank capital deficiencies promise to significantly strengthen the European financial system," said Dominique Strauss-Kahn, managing director of the International Monetary Fund, which has criticized Europe's response to the weaknesses of the banking sector.

Christine Lagarde, France's finance minister, told reporters in Paris that the tests had been tough. "I would suggest that those results should be very credible and should raise the confidence in European banks," she said, according to the Associated Press.

The prospect of a banking crisis in Europe, where financial institutions have been hit by fears of debt defaults in a number of nations, including Spain and Portugal, has emerged in recent months as a potential threat to the global economy. Some analysts insisted that the tests gave them little reason to assume that threat had passed. Yet others said that, in some respects, the European tests had been tougher than those used by U.S. regulators during the height of the financial crisis. For instance, the Europeans considered severe economic conditions -- including a fall back into recession -- despite new evidence from Germany, France and Britain that the economic recovery is beginning to take root in the region.

"Yes, this stress test has holes, but they still turned out to be stronger than many believed they were going to be," said Ralph Silva, director of Silva Research Network, a London-based banking advisory firm. "We thought it was going to be a token affair, and despite the criticism it really wasn't."

The United States conducted a stress test of the 19 largest U.S. banks in spring 2009, now viewed as a key step in stabilizing the financial system amid the crisis. Federal bank regulators projected what losses each large bank would incur if the economy performed even worse than was expected, with a steep rise in unemployment and a big drop in home prices.

The regulators then required that banks raise enough capital to ensure they could withstand that adverse economic scenario. They announced the results -- the new capital, if any, needed by each bank -- in May 2009. They found that 10 of the 19 banks needed to raise new capital, which they did largely by going to private markets. Raising private capital would have been all but impossible a few months earlier, but the stress tests made investors more confident that investing in the banks would be safe.

The exercise played a key role in helping to stem the financial crisis. And it set the stage for an end to the recession in summer 2009 by removing a layer of uncertainty about the stability of the banking system.

Staff writer Neil Irwin contributed to this report from Washington.

Probe Links 20 Defense Workers To Online Child Pornography (WP)
By Dana Hedgpeth

Washington Post, July 24, 2010

Federal investigators have identified about 20 Pentagon employees and contractors who allegedly bought and downloaded online child pornography and in some cases used their government-issued computers to view the illegal material.

On Friday, the Defense Department's inspector general's office released a 94-page report that says some of those involved possessed top-secret security clearances and worked for such divisions as the Defense Advanced Research Projects Agency, the National Security Agency and the National Reconnaissance Office. Those agencies deal with some of the government's most sensitive intelligence and defense work.

The government auditors released the report -- with some names and other information redacted -- after the pornography investigation was first reported by the Boston Globe.

The exact number of Pentagon employees investigated was not disclosed in the report, but a Pentagon spokeswoman said the probe involved about 20 people who had an "affiliation with the Defense Department" as full-time employees, former military members or contractors.

Some of those people have been prosecuted, and some of their cases were dropped for lack of evidence. Other cases remain open. Gary Comerford, a spokesman for the inspector general, said the agency takes such cases very seriously. He would not comment on individual cases, saying the report "speaks for itself."

The cases are part of a wider probe, Operation Flicker, which was started by U.S. Immigration and Customs Enforcement four years ago and which has identified more than 5,000 people who subscribed to child pornography Web sites.

The cases detailed in the new report include one involving an employee of Oracle Corp. who had a top-secret clearance and worked on a contract for the National Security Agency. The man subscribed to various child pornography Web sites and made 21 purchases. After authorities started investigating him, the report said, he attempted to tamper with computers at his office. He was put on administrative leave with pay. He later fled to Libya but was arrested and extradited to the United States.

Another case involved a government employee at the National Defense University in Norfolk who made two purchases from a child pornography Web site. He pleaded guilty to possession of child pornography and was sentenced to five years in prison.

It is an illegal use of government property to access pornography with a government computer, officials say.

Gen. Stanley A. McChrystal's Retirement Ceremony Marked By Laughter And Regret (WP)
By Greg Jaffe

Washington Post, July 24, 2010

Gen. Stanley A. McChrystal's farewell to the Army began Friday evening with a confession.

"This has the potential to be an awkward, even sad, occasion," he said.

A month earlier, McChrystal resigned from his command in Afghanistan after a Rolling Stone magazine article quoted him and his aides making derogatory remarks about senior Obama administration officials. The sunset ceremony, held at Fort McNair on the Anacostia River, marked McChrystal's retirement from the military after 34 years.

"With my resignation, I . . . left unfulfilled commitments I made to many comrades in the fight, commitments I hold sacred," McChrystal said. "My service did not end as I would have wished."

The general used his goodbye to thank Defense Secretary Robert M. Gates and President Obama, who forced him to leave the military and his command in Afghanistan. With those brief remarks, McChrystal seemed to go out of his way to reaffirm the principle of civilian control over the military.

Mostly, though, McChrystal's speech -- which was disarmingly funny, personal and often wistful -- poked fun at himself, paid homage to the troops who fought for him and offered thanks to his wife.

He began with a warning to the audience not to contradict his romanticized memories. "I have stories on all of you, photos on many, and I know a Rolling Stone reporter," he said, drawing guffaws from the audience of about 300.

In the past, McChrystal has often expressed unease with the pomp and circumstance of the institutional Army, and he tried to avoid a big parade-ground send-off in favor of something quieter and low-key.

Since his forced resignation, he has spent little time in Washington. Instead he visited his ailing father in Tennessee and helped his son move. On the morning of his retirement, in one of his last acts as a general, he oversaw the promotion of an officer who had served under him in the Ranger regiment.

In recent weeks, several of McChrystal's fellow officers and close aides pressed him to reconsider his objections to a big military ceremony. Somewhat grudgingly, McChrystal relented.

On the Fort McNair parade ground, the general, who often seems most comfortable on austere battlefields, was surrounded by drum majors, ceremonial cannons, battle streamers, a marching band and a platoon's worth of generals, admirals and Washington dignitaries.

The general was able to extract one concession from the Army. In a departure from tradition, the troops in attendance wore battlefield camouflage instead of more formal uniforms. Gates, who presided over the ceremony, praised McChrystal as "one of America's greatest warriors."

"We say goodbye to Stan McChrystal with pride and sadness," the defense secretary said. "No single American has inflicted more fear or more loss of life on our country's most vicious and violent enemies."

McChrystal will be remembered inside the military for the secret effort he led in Iraq to destroy the network of al-Qaeda-affiliated Islamic extremists, which were driving the insurgency in Iraq in 2006 and 2007. "Stan has done more to carry the fight to al-Qaeda than anyone else in the Defense Department and probably the nation," said Gen. George W. Casey Jr., the Army chief of staff.

The evening, however, was dominated by McChrystal's address, which closed a career that began when his father commissioned him as an infantry second lieutenant.

McChrystal made fun of his legendary work ethic, noting that he had exercised his prerogative as a general to issue guidance to his family after his return from Afghanistan. "It is reasonable guidance: one meal a day and early morning PT [physical training]," he said. "The basics of a good family life." He joked that his wife was fomenting her own, one-woman insurgency.

Much of McChrystal's address was wistful.

McChrystal, speaking to an audience full of Special Forces soldiers, Army Rangers and Navy SEALs, offered thanks to the warriors who had served under him. "Some of you are deployed and in the fight," he said. "Others rest across the river in Arlington. Most of the credit I have received actually belongs to you."

Almost half of McChrystal's speech focused on his wife, Annie, and his fond remembrances of Army life, which included constant shuffling between military bases and post-midnight platoon parties that he organized for his troops decades ago in his tiny Fort Bragg apartment.

Under McChrystal's leadership in Afghanistan, U.S. and NATO forces dramatically cut the number of civilian casualties. His command in Afghanistan also drew praise from embattled Afghan President Hamid Karzai.

But McChrystal left Afghanistan as fatalities among U.S. and NATO troops, who were executing his new counterinsurgency strategy, were rising to record highs. He also struggled with the demands of running a huge military organization that had to focus on reconstruction, diplomacy and Afghan tribal politics. The success of the U.S. campaign remains very much in doubt, ahead of a review of the Obama administration's strategy that will begin in December.

Accustomed to working with little public scrutiny, McChrystal often had a difficult time explaining his strategy in Afghanistan to an increasingly skeptical public back home. He closed by urging his fellow officers to believe that success in today's wars is possible.

"Caution and cynicism are safe, but soldiers don't want to follow cautious cynics," he said, his voice catching briefly. "They follow leaders who believe enough to risk failure and disappointment for a worthy cause."

Washington Post Editorial

Massey Energy's Blankenship: No Shame, But Plenty Of Blame (WP)
By Dana Milbank

Washington Post, July 24, 2010

If Don Blankenship had any sense of shame, he'd crawl into a mine and hide.

As CEO of Massey Energy, he has presided over a coal company that had thousands of violations in recent years, leading up to the April explosion that killed 29 of his miners. The company now faces a federal criminal investigation into what the government has called negligent and reckless practices.

But Blankenship must have no sense of shame, because he visited the National Press Club last week to complain about "knee-jerk political reactions" to mine deaths and to demand that the Obama administration lighten regulations on his dirty and dangerous company. "We need to let businesses function as businesses," an indignant Blankenship proclaimed. "Corporate business is what built America, in my opinion, and we need to let it thrive by, in a sense, leaving it alone."

The CEO was asked what he could have done to prevent the deadly explosion. "I probably should've sued MSHA" -- that's the federal Mine Safety and Health Administration -- "rather than waiting" until now, he said. In the future, he added, "you'll see not only coal companies but many companies resist the efforts of EPA and others that are impeding their ability to pursue their careers, or their happiness."

Poor CEO Blankenship. That mean federal government is not allowing him to pursue his happiness, just because his employees are dead. It brings to mind the sad plight of the BP CEO, Tony Hayward, who visited the Gulf Coast that his company has wrecked and complained that "I'd like my life back." Happily, Hayward got his wish and returned to yachting.

It's easy to paint Blankenship as a villain, with his moustache, double chin and rough edges (he twice lamented the "abstract poverty" in the world). But his theme -- and his complete absence of corporate responsibility -- is very much the message corporate America has adopted in this mid-term campaign year: If you've got a problem, blame the government.

Consider the efforts this month by the U.S. Chamber of Commerce, once a center of moderate Republicanism that worked with both parties but now a sort of radicalized corporate Tea Party, spending $75 million this fall mostly to defeat Democrats. The chairman of the group's board -- on which Blankenship served until recently -- accused the Obama administration and congressional Democrats of a "general attack on our free enterprise system." Specifically, the chamber accused the Democrats of "an ill-advised course of government expansion, major tax increases, massive deficits, and job-destroying regulations."

Taxes? The nonpartisan Tax Foundation in May described Americans' tax burden in 2009 as the lowest since 1959. Job-destroying regulations? The lack of regulation on Wall Street led to a financial collapse that killed millions of jobs. Massive deficits? One of the biggest causes of the gap is the $800 billion stimulus package supported by -- wait for it -- the U.S. Chamber of Commerce. And the chamber wants the government to spend even more: It demands that Congress "quickly pass a multiyear federal surface transportation bill." That would costs hundreds of billions more. And let's not forget the chamber's desire to "get the money from the government" to help pay for the BP oil cleanup.

President Obama wisely ignored that request and forced BP to pay for its mess. Likewise, the administration didn't accept the claims made by Goldman Sachs officials, who told Congress that they did nothing wrong in offering financial instruments that accelerated the market collapse. This month, Goldman agreed to pay $550 million as part of a settlement with the Securities and Exchange Commission over those very actions.

If anything, Americans think Obama has not been tough enough on business. In a new poll by the Pew Research Center, large majorities think that recent government policies have helped big banks (74 percent) and large corporations (70 percent), but only 27 percent think they have helped the middle class. This suggests Americans, though angry about the economy, aren't about to take the corporations' side against Obama -- particularly if corporate America keeps sending spokesmen such as Blankenship to make the case.

"There's 42,000 people killed a year on the highways," the coal boss offered as a way to put his miners' deaths in perspective. He protested that clean-water restrictions are so tight that even Perrier wouldn't pass. Blankenship's advice to fellow CEOs: "You should push back on the government."

He's got that reversed. Government should push back against a corporate culture that has lost its sense of shame.

danamilbank@washpost.com

Indonesia's Special Forces Have Not Been Brought To Justice -- Or Cleaned Up Its Act (WP)
By Suciwati

Washington Post, July 24, 2010

JAKARTA

In announcing this week that the United States would lift a 12-year-long ban on providing military assistance and training to Indonesia's special forces unit, Defense Secretary Robert M. Gates spoke about the Indonesian military's reforms and said it is prepared to ensure accountability for any human rights abuses by its soldiers. My experience with Indonesia's special forces and its justice system lead me to think President Obama is making a dangerous mistake.

My husband, the late Munir Said Thalib, was one of Indonesia's most prominent human rights leaders. He was close in age to and had much in common with President Obama. Munir, too, worked as a community organizer, helping the weak, the poor and victims of political repression. Both men spoke the language of human rights, and both received international recognition for their contributions to humanity: Obama won the Nobel Peace Prize; Munir won Sweden's prestigious Right Livelihood Award in 2000. Obama's boyhood home in Jakarta's Menteng neighborhood is a short distance from the office of Kontras, the human rights organization where my husband worked.

Like the Obamas, my husband and I had two beautiful children, now ages 11 and 7. Unlike Malia and Sasha, my children have lost their father.

In September 2004, my husband was fatally poisoned on a flight from Indonesia to the Netherlands. Nearly six years later, no one has been held accountable for ordering his murder.

Indonesian courts have found three people guilty of directly causing Munir's death: two employees of the airline and an off-duty Garuda pilot who was also an intelligence agent. These individuals had no personal motive to kill my husband. All indications are that they did not act on their own initiative. Yet authorities have not determined whether other members of the security or intelligence services ordered Munir's death. In December 2008, a senior intelligence official, Maj. Gen. Muchdi Purwopranjono, was acquitted of ordering the murder in a trial that our National Commission on Human Rights has called seriously flawed. Indonesian police and the Office of the Attorney General have taken no further steps to resolve the case.

Years earlier, Muchdi Purwopranjono lost his job in Kopassus, the special forces, after my husband revealed the general's involvement in the abduction and torture of pro-reform student activists in the late 1990s. I helped Munir investigate the disappearances. Munir also brought to light allegations of Kopassus's involvement in other serious human rights abuses in East Timor and Papua, and he strongly opposed the brutal practices of the Indonesian military -- including Kopassus -- in the province of Aceh.

The United States rightly refused to support Kopassus because of its members' involvement in these and other incidents of abuse. But the Obama administration, seeking to improve ties with Indonesia, has agreed to allow training to resume if the government will ensure that those convicted of abuse would be moved out of Kopassus.

Promises to shift abusers out of Kopassus and into other military units are simply not enough. Members of Kopassus have no fear that they will be prosecuted for serious wrongdoing. The special forces protect members who are implicated in such abuses. Even the few who have been convicted by military courts are largely still serving. This will not change until members of the security service who have committed abuses are brought to justice.

The U.S. decision also undercuts the work of civil society groups. In March four prominent Indonesian non-governmental human rights organizations suggested strict conditions for any U.S. reengagement with Kopassus, noting that "nothing has been done to restore the rights of the victims or punish those who were responsible."

The Obama administration opted for a lower standard for reengagement than what we in Indonesian civil society have asked for, even as the Pentagon points to meetings with people like me as evidence of Indonesia's transition to a rights-respecting democracy.

Indonesia has made much progress on the road to democracy and stability, but enhancing the reach of a powerful military force that lacks respect for the rule of law jeopardizes those hard-fought gains. Obama is rewarding Kopassus without requiring accountability. I fear that the Indonesian security services will again get away with murder.

The people of Indonesia have faith in Obama's humanitarian values, particularly his power to encourage positive change in our country. The next steps for his administration are clear: Reverse the decision to train Kopassus in the absence of such change and persuade President Susilo Bambang Yudhoyono to honor Indonesia's international obligations for justice. Help me give my children an answer about their father's murder.

The writer was married to Indonesian human rights activist Munir Thalib, who was killed in 2004.

Indonesia's Progress: There's A Good Reason For Renewed Military Ties (WP)
Washington Post, July 24, 2010

WAS THERE a contradiction this week between Secretary of State Hillary Rodham Clinton's reprimand of the human rights records of Burma and Vietnam and the simultaneous U.S. decision to resume ties with a once-notorious branch of Indonesia's military? Some human rights advocates seem to think so; they are furious that the Obama administration would reach out to Indonesia's special forces. We think they are missing a key point. Indonesia today is a democracy -- one of the great political success stories of the past decade. Vietnam, for all its loosening, remains a one-party state with little tolerance for dissent, and Burma is one of the world's most repressive nations. The administration is right to make distinctions accordingly.

After meeting with Indonesian President Susilo Bambang Yudhoyono in Jakarta Thursday, Defense Secretary Robert M. Gates announced "a gradual, limited program of security cooperation" with Kopassus, a special forces unit within Indonesia's military. The unit was accused more than a decade ago of kidnappings and other abuses, especially in East Timor, which was an Indonesian province before winning its independence. The army's critics, notably Human Rights Watch and Sen. Patrick J. Leahy (D-Vt.), maintain that Kopassus has not reformed or repented sufficiently to merit U.S. cooperation. The Indonesian activist Suciwati makes their case on the opposite page today.

Accountability for past crimes is essential, and Mr. Gates said the United States will continue to press for that. But the critics lose sight of the enormous changes in Indonesia since the fall of dictator President Suharto in 1998. Indonesia has held multiparty elections and witnessed peaceful transfers of power. The world's most populous Muslim-majority nation, with 240 million people, it remains mostly hospitable to its Hindu, Christian and other minorities. It has fought Islamic extremism and intolerance. And its military is under civilian control. The prospects for human rights in such a situation flourish as long as democracy progresses -- and the United States has every reason to strengthen its alliance and help, as much as possible, democracy to become more entrenched.

In Vietnam, by contrast, simply joining a political party other than that of the ruling Communists is enough to earn someone a long prison sentence. As in China, Vietnam's rulers have loosened their control of the economy and of people's personal lives, which has unleashed economic growth. But in the past year, rulers have intensified their crackdown on political dissidents. Ms. Clinton, visiting Hanoi, vowed to continue to seek improved relations. But she rightly added that "the United States will continue to urge Vietnam to strengthen its commitment to human rights, and give its people even greater say over the direction of their own lives."

Meanwhile Burma's ruling junta is preparing to hold elections that, as Senate Minority Leader Mitch McConnell (R-Ky.) said Thursday, are on track to be "bogus" and a "sham." Ms. Clinton, in only slightly more diplomatic language Friday, said the vote is "unlikely" to be free and fair. The junta has written the rules in such a way as to disqualify what was Burma's most popular and legitimate political force, the National League for Democracy, and its imprisoned leader, Nobel Peace Prize laureate Aung San Suu Kyi. As long as they are sidelined, a State Department official told us Friday, "we are not going to accept these elections as free, fair, credible and legitimate. They will not be."

Many factors play into U.S. decisions on how to engage with nations in this dynamic region, including economic interest and the importance of offering a balance to China's rising power. But the nations that remain on a democratic track, such as Indonesia and the Philippines, offer the potential to be far more useful allies -- and more responsible respecters of human rights -- than any dictatorship. Human rights advocates ought to recognize that.

New York Times

US Challenges China On Island Chain (NYT)
By Mark Landler

New York Times, July 24, 2010

HANOI, Vietnam - Opening a new source of potential friction with China, the Obama administration said Friday that it would step into a tangled dispute between China and its smaller Asian neighbors over a string of strategically significant islands in the South China Sea.

Secretary of State Hillary Rodham Clinton, speaking at an Asian regional security meeting in Vietnam, stressed that the United States remained neutral on which regional countries had stronger territorial claims to the islands. But she said that the United States had an interest in preserving free shipping in the area and that it would be willing to facilitate multilateral talks on the issue.

Though presented as an offer to help ease tensions, the stance amounts to a sharp rebuke to China. Beijing has insisted for years that all the islands belong to China and that any disputes should be resolved by China. In March, senior Chinese officials pointedly warned their American counterparts that they would brook no interference in the South China Sea, which they called part of the "core interest" of sovereignty.

Many of the islands are just rocks or spits of sand, but they are rich in oil and natural gas deposits, and China views them as important outposts that extend its territorial waters far into the busy shipping lanes in the sea.

"The United States has a national interest in freedom of navigation, open access to Asia's maritime commons and respect for international law in the South China Sea," Mrs. Clinton said.

The announcement was a significant victory for the Vietnamese, who have had deadly clashes in past decades with China over some of the islands. Vietnam's strategy has been to try to "internationalize" the disputes by bringing in other players for multilateral negotiations.

The administration's decision to get involved appeared to catch China flat-footed and angered its foreign minister, Yang Jiechi, at a time when the country is already on edge over naval exercises the United States and South Korea will hold starting this weekend off the Korean Peninsula.

Twelve of the 27 countries at the security meeting spoke out in favor of a new approach to the South China Sea, prompting Mr. Yang to observe that the American effort seemed orchestrated.

International concern has been deepening about China's maritime ambitions, which have expanded with its economic and military muscle. China raised tensions with Vietnam this year with plans to develop tourism in one of the island groups, the Paracels, which the two nations fought over in 1974 before China assumed full control. They had another lethal clash in 1988 over the Spratly island group.

In recent months, administration officials said, China has harassed fishing boats and leaned on energy companies that have tried to make offshore deals with other countries.

Although American relations with China on political and economic matters are regarded as stable, military ties have become strained over United States arms sales to Taiwan and American concerns about China's growing naval ambitions. In June, China withdrew an invitation to host a visit by Defense Secretary Robert M. Gates, and the two have largely suspended regular military-to-military talks.

This week, China was already bristling over the joint American-South Korean naval exercises because some drills are to take place in the Yellow Sea, which China claims as a military operation zone.

At the security meeting, other tensions flared on the familiar front of North Korea, with a North Korean official threatening a "physical response" to the naval exercises. The United States made no secret that it intended the drills to be a deterrent to North Korean aggression. It announced them after an investigation led by South Korea found the North responsible for torpedoing a South Korean ship, the Cheonan, in March.

The North Korean official, Ri Tong-il, said, "This is not defensive training," noting that the United States was deploying one of its most formidable nuclear-powered aircraft carriers, the George Washington, in the exercises. "It is a grave threat to the Korean Peninsula and also to the region of Asia as a whole."

But North Korea has opened a small window of engagement on the issue. Military officers from North Korea and the United Nations Command met on the inter-Korean border on Friday for the second time this month to discuss the sinking. Meeting at the border village of Panmunjom, colonels from both sides "exchanged ideas and further details for convening a joint assessment group" to investigate "the cause of the armistice violations that led to the sinking," the American-led United Nations Command said.

It remained unclear whether North Korea accepted the proposal. North Korea has so far insisted that it conduct its own investigation by sending a team of "inspectors" to South Korea.

On Friday, the United Nations Command notified North Korea of plans to hold another joint America and South Korean military exercise: an annual drill from Aug. 16 to Aug. 26. As is normal for the annual drill, no location was announced.

Mrs. Clinton's stop in Hanoi wrapped up a grueling trip that amounted to a tour of American wars, past and present: from Afghanistan to the demilitarized zone in South Korea, and finally to Vietnam, where, in a sunset ceremony, she watched the remains of three American soldiers killed in the war placed on an Air Force transport plane to be returned to the United States.

Mrs. Clinton sought to apply lessons from the American experience in the Korean War to Afghanistan. "We saw South Korea struggle to become a functioning democracy - huge amounts of instability, coups, corruption, scandal, you name it," she said. "It's good to remind ourselves: the United States has stood with countries that went through a lot of ups and downs for a lot longer than eight years."

Top Insurgents Escaped Prison Days After Iraq Took Over (NYT)
By Timothy Williams And Omar Al-jawoshy

New York Times, July 24, 2010

BAGHDAD - An outsize ceremonial skeleton key traded hands last week in the official transfer of Camp Cropper, the last jail in Iraq that had been under American control. The Iraqi government was, one American general said, "equipped, prepared and poised to take over."

But it did not end the dark history of prisons in Iraq over the last seven years: Just five days later, four prisoners, at least three of them said to be high-ranking members in the nation's most violent insurgent group, escaped. The warden and several guards are nowhere to be found.

"Leaders from the Islamic State of Iraq were able to escape from Cropper Prison," read a statement that appeared Friday on a Web site that carries messages from the group, which is affiliated with Al Qaeda in Mesopotamia. "And no one from the apostates has been able to find them, 36 hours after their escape."

Sunni extremists sometimes use the term "apostates" to describe the majority Shiites, who control Iraq's government.

The July 15 transfer of Camp Cropper, which had held many of what the United States military considered "high value" inmates, was considered yet another milestone toward full Iraqi sovereignty, just over a month before America is scheduled to withdraw the last of its combat troops.

But institutions are being handed over to a political system in disarray. There is no new government nearly five months after parliamentary elections.

And while overall violence is relatively low, a deadly campaign of assassinations is under way against political figures, members of Awakening groups and people who had cooperated with Americans. The group to which the escaped prisoners belonged, the Islamic State of Iraq, claimed responsibility for one of the worst of these recent attacks: On Sunday, bombings killed at least 47 members of Awakening Councils, made up of former Sunni insurgents who switched sides.

The men escaped from the Camp Cropper prison complex, near Baghdad International Airport, on Tuesday, though Iraqi officials did not make the news public for 48 hours. The missing men include the group's finance minister, its interior minister and its justice minister, the security officials said, without identifying them. The standing of a fourth escapee was unclear.

The men had been captured by American forces and had been held for about 15 months, the Iraqi police said Friday. On Friday, the United States military in Iraq declined to answer questions on the escape from the prison, where 1,500 inmates are held. In Washington, Bryan Whitman, a Pentagon spokesman, said: "U.S. forces are not involved in any aspect of running or securing the facility. The government of Iraq is investigating the circumstances surrounding the escape." It is not known how the four men escaped the highly secured prison, but Iraq's minister of justice, Dara Nurredin Dara, said Friday that the jail's American-assigned warden, Omar Hamis Hamadi, was missing as well.

"We were told that he was trustworthy and had a good reputation," Mr. Dara said.

Other security officials said that several guards had failed to report to work since the escape.

The prison system in Iraq has been consistently troubled since the United States military invaded Iraq in 2003. Seeking to tame an increasingly effective insurgency, American soldiers arrested thousands of suspects, many of them without proof, and held them for a year or longer.

The system began to change after the scandal at the Abu Ghraib prison, in which American jailers tortured and abused detainees. Experts say that many men became radicalized against Americans inside the prisons.

Experts also say that, as prisoners have been released and transferred to Iraqi authority, the system remains abusive. In April, Prime Minister Nuri Kamal al-Maliki ordered the closing of a secret prison that held hundreds of detainees from northern Iraq. Dozens of prisoners had been tortured before the country's human rights minister and the United States intervened.

High-level suspects have disappeared from Iraqi detention with maddening frequency. On Friday, the British Embassy in Baghdad said the British foreign secretary had raised concerns with Iraq's foreign minister, Hoshyar Zebari, about the recent disappearance of the man convicted in the 2004 kidnapping and murder of a British-Iraqi aid worker, Margaret Hassan. The man, Ali Lutfi Jassar al-Rawi, was in custody and appealing his conviction when he disappeared.

At Camp Cropper, the American military continues to operate one of the prison's blocks at the request of the Iraqi government, overseeing about 200 inmates, including members of Al Qaeda in Mesopotamia, a homegrown Sunni group, and officials who had been part of Saddam Hussein's government. The Iraqi government asked the Americans to hold on to some of the prisoners while Iraqi law enforcement officials determine their legal status. The men escaped from the Iraqi-controlled part of the prison.

In recent months, American and Iraqi security forces have captured and killed dozens of members of Al Qaeda in Mesopotamia, including its top leaders. American generals, however, caution that while the organization has been significantly weakened, it continues to be capable of launching attacks that lead to mass casualties.

Duraid Adnan and Zaid Thaker contributed reporting from Baghdad, and Elisabeth Bumiller from Washington.

Turkey: 102 Military Officers Charged With Plotting Coup (NYT)
By Sebnem Arsu

New York Times, July 24, 2010

An Istanbul court on Friday ordered the arrest of 102 active and retired military officers, charging them with plotting to overthrow Prime Minister Tayyip Erdogan's government in 2003. Among the suspects are retired Gen. Cetin Dogan, a former commander of Turkey's Land Forces; Ozden Ornek, a former Naval Force commander, and a former Air Force commander, Ibrahim Firtina. The arrests stemmed from an investigation into assassinations of prominent members of society and bombings in major cities that were found to have been an effort to create chaos that would lead to a military takeover of Turkey's civilian government. The accused face up to 20 years in jail if convicted. The military claims that the documents on which the charges are based are forgeries.

A Chinese Official Praises A Taboo: Democracy (NYT)
By Andrew Jacobs

New York Times, July 24, 2010

BEIJING

ADVOCATING democracy in a single-party, authoritarian state would seem to be a fool's errand.

Wei Jingsheng, one of China's most ardent pro-democracy dissidents, spent over a decade in jail for demanding multiparty elections. Last year, the writer Liu Xiaobo was given an 11-year sentence after he wrote a manifesto calling for an end to the Chinese Communist Party's hold on power.

Then there is Yu Keping, a mild-mannered policy wonk who has been singing the praises of democracy for years. In his most famous essay, "Democracy Is a Good Thing," he made an impassioned argument for the inevitability of direct elections in China, describing democracy as "the best political system for humankind."

In April, he published another treatise calling on the Communist Party to abide by the Constitution, not a small matter in a country where government leaders often argue that the law should be subservient to the party.

A cynical troublemaker playing with fire? Hardly.

Mr. Yu's writings are sold in state-owned bookstores, and he is a ranking Communist Party official in charge of the Central Compilation and Translation Bureau, an obscure agency dedicated to translating works by Chinese leaders and Marxist tracts from around the world. He also runs a policy research organization, China Center for Comparative Politics and Economics, that provides advice to China's leadership.

Even China experts have a hard time determining whether Mr. Yu is a brave voice for change or simply a well-placed shill.

Mr. Yu, 51, a deceptively soft-spoken man who is fond of guns and off-road driving, does little to clarify his role. "I am only a scholar interested in academic research," he said with a grin, surrounded by hundreds of books in his Beijing office.

A closer look at Mr. Yu provides a small window into the role of those few public intellectuals who have learned to navigate what would appear to be treacherous terrain. They tackle seemingly provocative subjects and can even function as a force for change, but in the end their writings rarely challenge the underpinnings of China's single-party, authoritarian rule.

Even Mr. Yu's use of the word "democracy" is not what it seems. China's leaders frequently talk about it as a worthy goal, but in practice they have virtually no intention of ceding the Communist Party's monopoly. In fact, Mr. Yu never advocates Western-style multiparty democracy.

"What he writes might sound good, but he is misleading the Chinese people into thinking the government is moving toward democracy," said Guo Tianguo, a former rights lawyer from Shanghai who was forced into exile five years ago and now lives in Canada. "He owes his job to President Hu Jintao, and if he ever pushed too hard he would lose everything. He's a coward."

YET to some who have followed his career, Mr. Yu's role is far more nuanced. They say that he is a true believer in democracy, but that he walks a tightrope, trying to nudge China's political elite toward reform without upsetting the apple cart.

Minxin Pei, a specialist in Chinese politics at Claremont McKenna College, said that Mr. Yu is a uniquely Chinese public figure who tries to influence the system through carefully choreographed words and well-placed obfuscation. "He's flexible in the sense that if the atmosphere were more tolerant, he'd go further," he said. "But he knows that going too far won't do any good for him or the larger cause he's promoting."

During a series of recent interviews, Mr. Yu was relaxed and loquacious, but his responses hewed closely to his writings, which call for the incremental introduction of democracy "when conditions are right." But he also stepped beyond the vague pronouncements on democracy that have been uttered by Mr. Hu, who has suggested that China already enjoys widespread political liberties.

Asked whether he thought the Chinese political system could be described as democratic, Mr. Yu offered up a few examples of reforms that have been tried in rural townships or small provincial cities but then added, "We have a long way to go."

Like many of his peers, Mr. Yu grew up in the tumult of Mao's Cultural Revolution, the decade between 1966 and 1976 when concepts like universal rights and free speech were viewed as bourgeois contaminants from the West. Class struggle was the watchword of the day, and Mr. Yu, the son of rice farmers from coastal Zhejiang Province, was anointed the leader of his school's Red Guard battalion. He was not quite 10 years old.

He recalled terrorizing landlords and merchants during so-called struggle sessions, a wooden revolver tucked into his pants. "I was so small I had to stand on a chair," he said.

In 1978, two years after the death of Mao, during the gradual return to normalcy and the reopening of schools, he was one of the first of his generation to go to college. "I literally crawled out of the paddies to take the entrance exam," he said, smiling and shaking his head at the memory.

Mr. Yu was a teacher at Peking University during the spring of 1989, and he said he went to Tiananmen Square several times to look after his students, who were part of the throngs protesting corruption and inflation and demanding democratic reforms. "I was so worried about them," he said, recalling the denouement - a bloody military crackdown in which hundreds died - as "a regrettable tragedy."

But he said those events taught him that China must have legal avenues for its citizens to express their disdain for injustice, or their desire for change. "In any nation, when people are demanding reform, this is a sign of prosperity," he said. "To ignore these demands is to invite instability."

Mr. Yu said he was impressed by the United States, where he was a visiting scholar at Duke University. He relishes memories of the intellectual give-and-take in the classroom and the unencumbered vigor of the news media. "I really loved the American can-do spirit, the values of equality and justice, and the way people cared about the environment," he said. For all the open-mindedness of Americans, he still winces when he recalls the barbed reactions of people when they learned he was a member of the Communist Party.

HIS most indelible experiences came after he left Duke to travel across 30 states on a Greyhound bus. He said he saw the chasm between the grotesquely rich and the abjectly poor, the lack of respect for the elderly, and the apathy on Election Day, especially among the "common people" who would seem to be the most invested in political change.

Mr. Yu also had a personal brush with a downside of abundant liberty. He said he was mugged twice, once by a man who put a knife to his back in a public restroom in Indianapolis. "I pretended I didn't speak English; someone else came into the bathroom and the man ran away," he said with a laugh.

That experience set off his interest in guns, and Mr. Yu sometimes lets off steam at a shooting range in Beijing. His other distraction from the esoteric is off-road driving. "She's terrified of my driving," he said of his wife, Xu Xiuli, a professor of Chinese economic history.

Before ending the interview, he had one parting thought. The story about his childhood, he said, contained a lesson, and it came back to his passion. "When I think about those days of the Cultural Revolution it reminds me of one truth," he said. "It is only democracy and the rule of law that can save China from ever again falling into that kind of fate."

Li Bibo contributed research.

Guineans Will Bolster Peace Efforts In Somalia (NYT)
By Josh Kron

New York Times, July 24, 2010

KAMPALA, Uganda - Guinea has agreed to send hundreds of troops to Somalia to bolster the African Union's peacekeeping force in the country after Somali insurgents claimed responsibility for bombings in Uganda during the World Cup final that killed 76 people.

The announcement, made on Friday, came during the 15th African Union summit meeting in Kampala, the normally peaceful Ugandan capital, which was deeply shaken by the attacks on July 11.

More than 50 heads of state are expected to attend the meeting, whose theme is maternal and child health and development in Africa. But the attacks have threatened to overshadow the gathering, and the troop announcement offered an early indication of how the African Union intended to respond to the deadliest strike by Somali insurgents on a neighboring country.

The troops from Guinea - a battalion in all - are expected to join a separate force from Djibouti, making for the mission's first deployments from predominantly Muslim countries. Jean Ping, chairman of the African Union Commission, called the new troops a "major boost" for the peacekeeping force in Somalia, and said it could push the number of soldiers on the ground to close to 10,000.

The Shabab, Islamist insurgents who control much of Somalia, said the World Cup attacks in Kampala were retaliation for the involvement of Ugandan troops as the backbone of the African Union peacekeeping force in Somalia. The peacekeeping mission has been there since 2007, helping to prop up a Western-backed transitional government that would almost certainly fall without the outside support.

The insurgents have been enforcing their harsh version of Islam in Somalia - banning music, bras and soccer - and have been fanning a religious war against the peacekeepers from Uganda and Burundi, two predominantly Christian nations.

The Shabab have at times called the peacekeepers infidels, and accuse the Ugandan troops of committing crimes against Somali civilians. The African Union has been widely criticized as shelling residential areas indiscriminately.

Since Guinea and Djibouti are predominantly Muslim nations, the choice to send their troops to Somalia may have been an attempt to help neutralize tension.

"We welcome them," said Felix Kuliagye, a Ugandan military spokesman. "Religion plays a key in acceptability."

The African Union summit meeting in Kampala is still officially supposed to focus on maternal health and public policy. African Union member states pledged in 2001 to increase health care spending to 15 percent of their national budgets, but this year only three countries are expected to meet that goal, according to public health advocates.

Activists are using the attention of the meeting in Kampala to voice their concerns by staging mock debates, perhaps the first at an African Union summit meeting and a testament to the region's passionate and creative civil society.

But in this city, now besieged by security forces, the original focus of the conference may be lost.

"We are calling on leaders to be serious this time," said Beatrice Were, a South African public health advocate. "Look at how they react to the terrorist attacks here in Kampala. Our leaders should act the same way towards AIDS."

Mauritania: Raid Hits Al Qaeda, But Fails To Free French Hostage (NYT)
By Scott Sayare

New York Times, July 24, 2010

French-backed Mauritanian forces killed six presumed members of Al Qaeda in the Islamic Maghreb in a dawn raid in the Sahara on Thursday that prevented a planned attack on "Mauritanian objectives," the French Defense Ministry said Friday. But they failed to recover a French civilian, Michel Germaneau, thought to have been abducted by the group last April while doing humanitarian work in Niger, French and Mauritanian officials said. The group has threatened to execute Mr. Germaneau, 78, if France does not accept a prisoner exchange. The same group executed a British hostage last year after its ransom demands were not met, the Defense Ministry said.

Tension Among Officials Grows As Storm Nears (NYT)
By Liz Robbins And Campbell Robertson

New York Times, July 24, 2010

BELLE CHASSE, La. - Tropical Depression Bonnie, which is heading swiftly into the Gulf of Mexico and churning toward southeast Louisiana, is not expected to be a particularly strong storm.

But it has already whipped up tension and mistrust that had been simmering between local officials on one side and the BP and Coast Guard officials in command of the oil spill response on the other.

Federal and BP officials have hammered out a storm plan with local governments that includes evacuating people and moving response equipment out of coastal parishes to higher ground.

The Coast Guard said it was concerned about safeguarding the equipment to avoid any damage from the storm.

But local officials saw the move as a sign that it was going to withdraw equipment permanently, and they have fought bitterly to keep it. One parish president, Kevin Davis of St. Tammany, ordered the arrest of anyone who moved oil-protection barges out of his parish waters.

Billy Nungesser, the president of Plaquemines Parish, where the storm is due to hit first, threatened to blow out the tires of trucks carting away protective boom. Mr. Nungesser claimed he was joking, but he still drew a call of reprimand from the F.B.I.

By late Thursday, compromises had been ironed out, and the equipment remained in the parishes. But the episode presaged a bigger test: what happens if an actual hurricane comes barreling through?

"You've got a real issue of trusting anybody's word," said Mr. Davis, who spent seven hours on Thursday in heated meetings with members of the response command. Under normal circumstances, hurricane evacuations are enormously complicated operations.

The huge oil response effort has only multiplied the complexity, involving nearly 42,000 more people across five states, some not from the region; roughly 4,000 more boats; untold numbers of vehicles; and an oil-water mix that could be blown farther inland. To regional emergency directors versed in storm planning, the response has added another layer of command - and potential problems.

"At the end of the day, it's my job and the parish president's job to look out for what's best for residents of St. Charles Parish," said Scott Whelchel, the director of emergency preparedness for a parish that lies on the southwestern banks of Lake Pontchartrain. "The simple fact is, I wasn't elected to take care of BP's equipment."

The unified area command plan calls for BP and the Coast Guard to evacuate people and equipment from the well site as many as 120 hours before a hurricane, and from the ground about 70 hours before the storm.

Already, a drill rig that was working on a relief well, which is considered the ultimate way to seal the well, has begun to disconnect to leave the area.

Thad W. Allen, the retired Coast Guard admiral who leads the federal response effort, said on Friday that a seismic monitoring ship and the ships operating undersea robots near the well would remain as long as possible.

But if they are forced to evacuate, aerial and satellite reconnaissance would be used to keep track of the shut-in well.

So far, for this storm, the evacuations of coastal residents have been minimal.

On Thursday, Gov. Bobby Jindal declared a state of emergency, and several coastal parishes followed. Plaquemines Parish called for a voluntary evacuation of its residents near the coast on Friday, even as the Coast Guard and BP started moving personnel and equipment to higher ground from a site in Venice.

Rear Adm. Paul F. Zukunft of the Coast Guard, who is the federal on-scene coordinator, said he understood the frustration in the parishes.

"My objective is to save their way of life, protect it and recover as much of the oil as possible," Admiral Zukunft said. "I am listening to their concerns."

But emergency officials remain skeptical of the plans and the questions they raise about the logistics of the evacuation.

"I'm not saying we can't do it," Lt. Col. Jerry Sneed, the New Orleans director of homeland security and emergency management, said in an interview this week. "It's just a huge added burden."

This type of two-pronged evacuation is further complicated by the presence of the oil itself.

Colonel Sneed said he was frustrated that his repeated requests for training in hazardous materials for first responders, who could encounter oil in flooded city streets, had been turned down.

A BP spokesman, John Curry, cautioning that the decision came from the joint command, said Colonel Sneed's request was denied because "it was not related to the spill." Mr. Curry added that BP had given $75 million to each state to use as necessary for such training.

Most of the anger from parish officials seems to be directed at BP, especially this week. Mr. Nungesser said that a meeting scheduled Wednesday between BP and local officials to discuss concerns was canceled by BP with only a half-hour's notice.

"What I read between the lines was that we're finished here," said Mr. Davis of St. Tammany.

A BP spokesman said that Doug Suttles, the chief operating officer, wanted to attend but received the invitation too late to change his schedule.

Coast Guard officials denied that the storm plans had anything to do with reducing response personnel. "Absolutely not," Admiral Zukunft said. "We'll be back Monday with a full-court press."

At a news conference outside the Plaquemines Parish Office of Emergency Management, Mr. Jindal said that he had received assurances from the Coast Guard that the equipment would be back. "Some parish presidents are happier than they were yesterday, but they're still not thrilled," he said.

State and federal officials have been involved in streamlining the plan, now in its fourth version.

Mike Womack, the Mississippi Emergency Management Agency director, had to point out a significant problem in an earlier draft of the plan, which originally had BP and Coast Guard evacuating its vehicles to a staging area in Hattiesburg that was at the intersection of the state's main evacuation routes.

Mr. Womack said he was particularly concerned about the many independent contractors working from BP who were not familiar with hurricanes.

For all the headaches the approaching storm has caused so far, it has at least provided officials an opportunity to prepare for possible bigger storms.

For months, Michelle Tassin, the homeland security and emergency preparedness director for Plaquemines, said she told officials in the joint command that there would be smaller storms requiring smaller-scale evacuation of equipment and personnel.

On Thursday, Ms. Tassin finally received approval to have some equipment relocated to a staging area at the northern end of the parish rather than a place miles to the north. As frustrated as she was at the last-minute timing, she was glad the changes were in place for later.

"On the best days," said Mayor Mitch Landrieu of New Orleans, who dealt with several hurricanes as lieutenant governor, "these are very complicated operations to implement. Yesterday, as difficult as it was, gave us the opportunity to think through these things."

Clifford Krauss contributed reporting from Houston.

Oil Rig's Siren Was Kept Silent, Technician Says (NYT)
By Robbie Brown

New York Times, July 24, 2010

KENNER, La. - The emergency alarm on the Deepwater Horizon was not fully activated the day the oil rig caught fire and exploded, killing 11 people and setting off the massive spill in the Gulf of Mexico, a rig worker on Friday told a government panel investigating the accident.

The worker, Mike Williams, the rig's chief electronics technician, said the general safety alarm was habitually set to "inhibited" to avoid waking up the crew with late-night sirens and emergency lights.

"They did not want people woke up at 3 a.m. from false alarms," Mr. Williams told the federal panel of investigators. Consequently, the alarm did not sound during the emergency, leaving workers to relay information through the loudspeaker system.

While it is not known whether it would have saved the workers who died in the April 20 disaster, the lack of a fully functioning alarm hampered the effort to safely evacuate the rig, Mr. Williams said.

In a statement, Transocean, which leased the rig to BP, said workers were allowed to set the alarm to prevent it "from sounding unnecessarily when one of the hundreds of local alarms activates for what could be a minor issue or a non-emergency."

"It was not a safety oversight or done as a matter of convenience," the company said. Transocean also pointed to a separate audit of the rig in early April, in which inspectors testing the fire detection system found no detectors inhibited.

A six-member panel is investigating the disaster that unleashed the largest oil spill in United States history. At hearings this week here, crew members have described repeated failures in the weeks before the disaster, including power losses, computer crashes and leaking emergency equipment.

The rig's history of mechanical errors was documented in a confidential audit conducted by BP seven months before the explosion and reviewed by The New York Times. According to the September 2009 document, four BP officials discovered that Transocean, the rig's owner, had left 390 repairs undone, including many that were "high priority," and would require a total of more than 3,500 hours of labor. It is unclear how many of the problems remained by the day of the catastrophe.

The 60-page audit found that previously reported errors had been ignored by Transocean. "Consequently, a number of the recommendations that Transocean had indicated as closed out had either deteriorated again or not been suitably addressed in the first place," investigators wrote.

In a statement, BP said it had expected Transocean to take the audit seriously. "The goal is to have the contractor address all safety critical items in a prompt manner," the statement said. "As we have previously said, the Deepwater Horizon tragedy had multiple potential causes, including equipment failure."

During Friday's hearing, witnesses addressed the role that shortcuts and mistakes played in compounding the rig's troubles.

An engineering expert told investigators that the crew members had incorrectly performed a critical test of emergency equipment and did not detect a dangerous "kick" of gas roughly an hour before the explosion.

John R. Smith, a petroleum engineering professor at Louisiana State University, told investigators that rig data showed crew members had failed to correctly test the pressure in the well.

"The reality is it's not a test at all, in my opinion," Mr. Smith testified, after reviewing records of the crew's actions. For months, survivors and Transocean officials have maintained that the well pressure test had been properly conducted.

Mr. Williams, who filed a lawsuit against Transocean in federal court in New Orleans on April 29, added several new details about the equipment on the rig, testifying that another Transocean official had turned a critical system for removing dangerous gas from the drilling shack to "bypass mode."

When Mr. Williams questioned that decision, he said he was reprimanded.

"No, the damn thing's been in bypass for five years," he recalled being told by Mark Hay, the subsea supervisor. "Why'd you even mess with it?"

Mr. Williams recalled that Mr. Hay added, "The entire fleet runs them in 'bypass.' "

Problems existed from the beginning of drilling the well, Mr. Williams said. For months, the computer system had been locking up, producing what the crew called the "blue screen of death."

"It would just turn blue," he said. "You'd have no data coming through."

Replacement hardware had been ordered but not yet installed by the time of the disaster, Mr. Williams said.

In the final weeks of drilling, supervisors were under intense financial pressure to complete the ill-fated well, several witness have testified. BP was 43 days behind schedule when the rig exploded, costing the company about $1 million a day in rig rental rates, company officials say.

The confidential BP audit has been referred to by lawyers and investigators but not detailed publicly. The inspection, conducted Sept. 13 to 17, paints a grim picture of Transocean's upkeep of the rig.

Of BP's previous safety orders to Transocean, the audit states, some "findings were simply rejected, with no formal risk mitigation demonstrated."

"While it is appreciated that a good number of findings had been addressed by hard work and effort, there were too many that had not," it states.

Unsafe working conditions include rig areas covered in a "thick film of drilling mud," supposedly watertight equipment that actually leaked and safety equipment that was past its inspection date. The recording of maintenance issues was "substandard with missing information and poor quality reports that lacked sufficient detail to convince the reader that the task had actually been performed in accordance with the procedure."

The findings reinforced those in two separate audits, obtained by The Times, that were performed in March and April by Lloyd's Register Group, a maritime and risk-management organization. In an audit conducted April 1 to 12, investigators identified 26 components and systems on the rig that were in "bad" or "poor" condition.

A month earlier, an audit on the rig's "safety culture" by a separate division of Lloyd's found some workers were dismayed about safety practices and feared reprisals if they reported mistakes.

McChrystal Ends Service With Regret And A Laugh (NYT)
By Elisabeth Bumiller

New York Times, July 24, 2010

WASHINGTON - Gen. Stanley A. McChrystal retired on Friday with the full pageantry of a 17-gun salute, an Army marching band and an emotional send-off from the secretary of defense, but with his own acknowledgment that he was not leaving the military on his own terms.

"Look, this has the potential to be an awkward or even a sad occasion," he told 500 guests on the historic parade ground of Fort McNair, in his first public comments since he was fired by President Obama. He added, "My service did not end as I would have wished."

But General McChrystal, who was relieved of his command of American and NATO forces in Afghanistan last month after he and his aides were quoted in a Rolling Stone article making disparaging remarks about Vice President Joseph R. Biden Jr. and other top civilian leaders, also took the occasion to joke about his circumstances.

"I have stories on all of you, photos on many," he told his old friends in the crowd. Then he suggested that he had just the method for making those stories public, adding, "And I know a Rolling Stone reporter." The crowd broke into laughter, then applause.

Originally planned as a much smaller gathering, the ceremony expanded as many in the military asked to attend.

Defense Secretary Robert M. Gates, who had landed in Washington only three hours before from a 19-hour flight from Jakarta, Indonesia, made no mention in his send-off of the reasons for General McChrystal's retirement.

"We bid farewell to Stan McChrystal today with pride and sadness," he said. "Pride for the remarkable roster of achievement that he has compiled as a man and a soldier, sadness that our comrade and his prodigious talents are leaving us."

But by the time Mr. Gates finished, his voice seemed to catch as he concluded that General McChrystal was retiring "with the gratitude of the nation he did so much to protect, with the reverence of the troops he led at every level, with his place secure as one of America's great warriors."

The ceremony, on the parade ground where the accomplices to Abraham Lincoln's assassination were hanged, occurred in sweltering Washington heat - it was still 97 degrees at its start at 6 p.m. - and within steps of General McChrystal's 200-year-old house on what is called General's Row. Afterward he invited guests to a reception in his home, which looks out on one of the prime bass fishing spots on the Potomac.

Adm. Mike Mullen, chairman of the Joint Chiefs of Staff, has described General McChrystal and his wife, Annie, as "crushed" by the events of the past month, but the general was stalwart in his remarks.

"Service in this business is tough and often dangerous," he said. "It extracts a price for participants, and that price can be high. It is tempting to protect yourself from the personal and professional cost of loss by limiting how much you commit, how much you believe and trust in people, and how deeply you care."

In conclusion, he said: "If I had it to do over again, I'd do some things in my career differently, but not many. I believed in people and I still believe in them. I trusted and I still trust. I cared and I still care. I wouldn't have had it any other way."

Then he added, "To the young leaders of today and tomorrow, it's a great life."

An A.I.G. Failure Would Have Cost Goldman Sachs, Documents Show (NYT)
By Gretchen Morgenson

New York Times, July 24, 2010

Since the United States government stepped in to rescue the American International Group in the fall of 2008, Goldman Sachs has maintained that it would have faced few if any losses had the insurer failed. Though it was the insurer's biggest trading partner, Goldman contended that it had bought credit insurance from financial institutions that would have protected it, but it declined to identify the institutions.

A Congressional document released late Friday lists those institutions and shows that Goldman was exposed to losses in an A.I.G. default because some of the investment bank's trading partners, such as Citibank and Lehman Brothers, were financially unstable and might have been unable to make good on large claims from Goldman.

The document details every institution that had sold credit insurance on A.I.G. to Goldman as of Sept. 15, 2008, the day before the New York Fed arranged the insurer's rescue with an $85 billion backstop. The document, supplied by Goldman Sachs, was released by Charles E. Grassley of Iowa, the ranking Republican on the Senate Finance Committee.

Goldman had purchased credit protection on A.I.G. worth $402 million from Citigroup and $175 million from Lehman Brothers, the document shows. As of the date of the document, Lehman had already filed for bankruptcy protection.

"This illustrates that the Goldman version of reality is not entirely accurate," said Christopher Whalen, managing director at Institutional Risk Analytics. "They did have exposure to A.I.G., and that is what drove their behavior in the bailout."

Lucas van Praag, a Goldman spokesman, reiterated that the firm was fully protected from an A.I.G. default and noted that the protection it had purchased from financial institutions required that they post cash to Goldman to cover rising exposures. "Given that we were receiving and paying collateral on a daily basis, the risk to us of not being able to collect on our hedges had A.I.G. defaulted was de minimus," Mr. van Praag said.

For decades, Goldman and A.I.G. had a long and fruitful relationship, with A.I.G. insuring billions in mortgage-related securities that Goldman Sachs underwrote. When the mortgage market started to deteriorate in 2007, however, the relationship went sour and Goldman began demanding cash from A.I.G. to cover the declining value of the securities it had insured. A dispute ensued, and Goldman began buying credit insurance on A.I.G. to protect against possible losses arising from its dealings with the company.

According to the document, Goldman held a total of $1.7 billion in insurance on A.I.G. from almost 90 institutions. Its exposure to A.I.G. at that time was $2.6 billion.

Goldman bought most of the insurance from large foreign and domestic banks, including Credit Suisse ($310 million), Morgan Stanley ($243 million) and JPMorgan Chase ($216 million). Goldman also bought $223 million in insurance on A.I.G. from a variety of funds overseen by Pimco, the money management firm.

JPMorgan and Credit Suisse declined to comment late Friday. A Pimco official could not be reached.

Critics of the A.I.G. rescue have characterized it as a "backdoor bailout" of financial institutions that had made mortgage bets guaranteed by the beleaguered insurer. Initially, the government refused to identify these institutions, causing consternation among some in Congress, including Mr. Grassley, who thought the taxpayers should know whom they had benefited.

The issue of the rescue's beneficiaries surfaced again last Wednesday in hearings sponsored by the Senate Finance Committee. Elizabeth Warren, the chairwoman of the Congressional panel that oversees the government's responses to the credit crisis, testified that Goldman Sachs had declined to supply her staff with information about the insurance it had bought to protect itself from an A.I.G. failure.

Because the Congressional panel cannot issue subpoenas, Mr. Grassley suggested that his committee request the information from Goldman, subpoenaing the firm if necessary. Goldman quickly submitted the materials.

"It's as if the New York Fed used A.I.G. as a front man to bail out big banks all over the world," Mr. Grassley said in a statement. "It took nearly two years for the public to learn these details, and they only were revealed because Congress wouldn't take no for an answer. Taxpayers deserve to know what happened with their money."

E.P.A. Considers Risks Of Gas Extraction (AP)
By Tom Zeller

New York Times, July 24, 2010

CANONSBURG, Pa. - The streams of people came to the public meeting here armed with stories of yellowed and foul-smelling well water, deformed livestock, poisoned fish and itchy skin. One resident invoked the 1968 zombie thriller "Night of the Living Dead," which, as it happens, was filmed just an hour away from this southwestern corner of Pennsylvania.

The culprit, these people argued, was hydraulic fracturing, a method of extracting natural gas that involves blasting underground rock with a cocktail of water, sand and chemicals.

Gas companies countered that the horror stories described in Pennsylvania and at other meetings held recently in Texas and Colorado are either fictions or not the companies' fault. More regulation, the industry warned, would kill jobs and stifle production of gas, which the companies consider a clean-burning fuel the nation desperately needs.

Just as the Gulf of Mexico is the battleground for the future of offshore oil drilling, Pennsylvania is at the center of the battle over hydraulic fracturing, or fracking, which promises to open up huge swaths of land for natural gas extraction, but whose environmental risks are still uncertain. Natural gas accounts for roughly a quarter of all energy used in the United States, and that fraction is expected to grow as the nation weans itself from dirtier sources like coal and oil.

The Environmental Protection Agency has been on a listening tour, soliciting advice from all sides on how to shape a forthcoming $1.9 million study of hydraulic fracturing's effect on groundwater.

With the steep environmental costs of fossil fuel extraction apparent on beaches from Texas to Florida - and revelations that industry shortcuts and regulatory negligence may have contributed to the BP catastrophe in the gulf - gas prospectors are finding a cold reception for their assertions that their drilling practices are safe.

"The industry has argued there are no documented cases of hydraulic fracturing contaminating groundwater," said Dencil Backus, a resident of nearby Mt. Pleasant Township, at Thursday night's hearing. "Our experience in southwestern Pennsylvania suggests that this cannot possibly be true."

Matt Pitzarella, a spokesman for Range Resources, a Texas-based natural gas producer, acknowledged that the gulf spill had increased public concern about any sort of drilling activity. "However, when people can review the facts, void of the strong emotions the gulf elicits, they can see the stark contrast between high-risk, deep offshore oil drilling and much safer, much lower risk onshore natural gas development," he said by e-mail.

In this part of the country, the potentially enormous natural gas play of the Marcellus Shale has many residents lining up to lease their land to gas prospectors. Estimates vary on the precise size of the Marcellus Shale, which stretches from West Virginia across much of Pennsylvania and eastern Ohio and into the Southern Tier of New York. But by any estimate, the gas deposit is huge - perhaps as much as 500 trillion cubic feet. (New York State uses a little over 1.1 trillion cubic feet of natural gas each year.)

An industry-financed study published this week suggested that as much as $6 billion in government revenue and up to 280,000 jobs could be at stake in the Marcellus Shale region.

Fracking has been around for decades, and it is an increasingly prominent tool in the effort to unlock previously unreachable gas reserves. The oil and gas industry estimates that 90 percent of the more than 450,000 operating gas wells in the United States rely on hydraulic fracturing.

Roughly 99.5 percent of the fluids typically used in fracking, the industry says, are just water and sand, with trace amounts of chemical thickeners, lubricants and other compounds added to help the process along. The cocktail is injected thousands of feet below the water table and, the industry argues, can't possibly be responsible for growing complaints of spoiled streams and wells. But critics say that the relationship between fracking fluids and groundwater contamination has never been thoroughly studied - and that proving a link has been made more difficult by oil and gas companies that have jealously guarded as trade secrets the exact chemical ingredients used at each well.

Several other concerns linger over fracking, as well as other aspects of gas drilling - including the design and integrity of well casings and the transport and potential spilling of chemicals and the millions of gallons of water required for just one fracking job.

The recent string of accidents in the oil and gas industries - including the gulf spill and a blowout last month at a gas field in Clearfield County, Pa., that spewed gas and wastewater for 16 hours - has unnerved residents and regulators.

"There is extraordinary economic potential associated with the development of Marcellus Shale resources," said Representative Joe Sestak, Democrat of Pennsylvania, in a statement Friday announcing $1 million for a federal study of water use impacts in the Delaware Water Basin. However, "there is also great risk." He said, "One way to ensure proper development is to understand the potential impacts."

Amy Mall, a senior policy analyst with the Natural Resources Defense Council, said the scrutiny was long overdue. "I think it's all helping to shine a spotlight on this entire industry," she said. "Corners are sometimes cut, and regulations simply aren't strong enough."

Fears of fracking's impact on water supplies prompted regulators overseeing the Delaware Water Basin to curtail gas exploration until the effects could be more closely studied. New York State lawmakers are contemplating a moratorium.

At the national level, in addition to the E.P.A. study, a Congressional investigation of gas drilling and fracturing, led by House Energy and Commerce Committee, intensified last week with demands sent to several companies for details on their operations - particularly how they handled the slurry of water and chemicals that flowed back from deep within a well.

A renewed, if unlikely, push is also under way to pass federal legislation that would undo an exemption introduced under the Bush administration that critics say freed hydraulic fracturing from regulation under the Safe Drinking Water Act.

Last month, Wyoming introduced some of the nation's toughest rules governing fracturing, including provisions that require companies to disclose the ingredients in their fracturing fluids to state regulators - though specifically not to the public.

Gas drillers, responding to the increased scrutiny and eyeing the expansive and lucrative new gas plays in Appalachia, are redoubling their efforts to stave off federal oversight, in some cases by softening their rigid positions on fracking-fluid disclosure. Last week, Range Resources went so far as to announce its intent to disclose the contents of its fracking fluids to Pennsylvania regulators and to publish them on the company's Web site.

"We should have done this a long time ago," said Mr. Pitzarella, the Range spokesman. "There are probably no health risks with the concentrations that we're utilizing. But if someone has that concern, then it's real and you have to address it."

Environmental groups welcomed that, but said that clear and broad federal jurisdiction would still be needed.

"Any one accident might not be on the scale of the Deepwater Horizon disaster," said Ms. Mall. "But accidents are happening all the time, and there's no regime in place that broadly protects the health of communities and the surrounding environment where drilling is being done."

That was a common theme at the meeting Thursday night.

"I can take you right now to my neighbors who have lost their water supplies," Mr. Backus said to the handful of E.P.A. regulators on hand. "I can take you also to places where spills have killed fish and other aquatic life."

"Corporations have no conscience," he added. "The E.P.A. must give them that conscience."

Dengue Fever? What About It, Key West Says (NYT)
By Denise Grady And Catharine Skipp

New York Times, July 24, 2010

A woman planning a Florida vacation in Key West called the health department there last week to ask if it were true that the city was being evacuated because of an epidemic of dengue fever.

"No!" Chris Tittel, a spokesman for the Monroe County Health Department, says he told her. "No, no, no, no, no."

Dengue (pronounced DENG-gay) is a viral illness, spread by mosquitoes, that can cause fever, headaches, body aches and a rash. Symptoms range from mild to severe, although some people have no symptoms.

Without a doubt, there is dengue in Key West, though at 27 known cases last year and 18 so far this year, it is hardly what most people would call an epidemic. But those cases are the first outbreak in Florida since 1934, and some medical experts fear that the disease, once rampant on the Eastern Seaboard, could take hold again.

Parts of the Caribbean and Central America are having epidemics now, but none of those infected in Key West had traveled outside the country. That means they caught the virus locally.

News of the disease has apparently unsettled a few potential visitors. But tourism officials and business owners in Key West are even more unsettled, by the way the federal Centers for Disease Control and Prevention has publicized the cases.

On July 13, the centers issued a press release stating that an estimated 5 percent of Key West's population showed evidence of recent exposure to the dengue virus. The estimate was based on tests of 240 residents, of whom 13 were positive. The 5 percent figure was reported by many newspapers, including The New York Times.

That news was the last thing the city needed, with the economy already making the usual summer slump in tourism even worse. The oil spill in the Gulf of Mexico has also scared some visitors away, even though the oil has been nowhere near Key West.

"I don't know if the C.D.C. understands what it potentially has done here," said Andy Newman, the director of media relations for the Florida Keys and the Key West tourism council. He said he knew of a "smattering" of canceled trips, but suspected more.

Robert Eadie, administrator of the health department, called the disease centers' report "very alarmist."

Local officials were irked that the centers had used just 240 people to estimate an exposure rate for the whole city, which has a population of about 25,000.

But scientists involved in the research are sticking to their story. Dr. Harold Margolis, chief of the disease centers' dengue branch in Puerto Rico, said it was statistically valid to extrapolate from the 240 people tested.

"Somehow the virus is getting there," Dr. Margolis said.

An infected visitor may have passed the virus to local mosquitoes, or a mosquito carrying dengue may have arrived on an airplane or cruise ship. Key West has plenty of Aedes aegypti, a type of mosquito that can carry dengue.

People are worried about being stigmatized, especially those with businesses. A restaurant owner who was infected a year ago agreed to be interviewed only if his name was not published, because he thought fear of the disease might keep customers away, even though the virus is not spread by food or personal contact. He said he had had a mild flulike illness for about five days.

He had no idea it was dengue until health workers asked him to be tested. Then they urged him to avoid being exposed again, because there are four different strains, and people who have had one strain and later contract another can develop a dangerous form of the disease that can cause hemorrhaging and even death.

Dr. Peter J. Hotez, a tropical medicine expert at George Washington University, said he thought the potential was "pretty high" for dengue to spread up the Gulf Coast, where another species of Aedes mosquito that can carry the virus is common. If the disease does get there, it will strike poor people hardest, he predicted, because many of them lack screens and air-conditioning. There is no vaccine.

"I believe the threat is very real," he said. "And we understand that the C.D.C. is about to close its dengue branch. Can you imagine anything so stupid? This is the worst time possible."

The disease centers confirmed that the 2011 budget does eliminate financing for the "vector-borne" disease branch, which tracks dengue, West Nile virus, plague, encephalitis and other illnesses carried by insects.

Dr. Ali S. Khan, deputy director of the National Center for Emerging and Zoonotic Infectious Diseases, said that the disease centers had to make budget cuts, and that the vector-borne disease branch was one. But he said other money could be used to pay for some of the work it used to do.

More than a dozen medical organizations have signed a letter to Congress, asking that the money be reinstated.

Meanwhile, as they are trying to ease public fears, officials in Key West are scrambling to stop the outbreak. The best way to fight the disease is to fight the mosquitoes, by wearing bug repellent, spraying pesticides and dumping anything that holds water. The amount it takes to fill a bottle cap is enough for Aedes aegypti to breed.

Mosquito control inspectors have been dispatched to neighborhoods with suspected cases. Sometimes they have to deal with vacant houses because Key West, like many cities, is dotted with foreclosures. The inspectors have also told landscapers to stock ponds with minnows, which feed on mosquito larvae. The city even launched Mosquito TV, a weekly show, to mobilize residents against the pest.

At the Key West Cemetery, where the gravestone of B. P. Roberts (who died in 1979) reads, "I told you I was sick," dozens of "ovitraps" - black plastic cups laced with poison to kill female mosquitoes and their eggs - mingled among concrete urns and vases of water rife with squiggling larvae. Plans for next year include providing sterile male mosquitoes to prevent their mates from reproducing.

Key West residents have been taking it all in stride. At a parade last October, a group calling itself Dengue Night Fever included a John Travolta look-alike and followers sporting giant mosquito wings.

Tourists interviewed this week at the nightly sunset celebration on Mallory Square seemed oblivious. Linwood Dean, 31, and his family had been visiting from Pennsylvania for three days. Mr. Linwood had a fresh mosquito bite on his forearm.

"We haven't heard anything about it," he said. "We are having a wonderful time."

Denise Grady reported from New York and Catharine Skipp from Key West, Fla.

V.A. Easing Rules For Users Of Medical Marijuana (NYT)
By Dan Frosch

New York Times, July 24, 2010

DENVER - The Department of Veterans Affairs will formally allow patients treated at its hospitals and clinics to use medical marijuana in states where it is legal, a policy clarification that veterans have sought for several years.

A department directive, expected to take effect next week, resolves the conflict in veterans facilities between federal law, which outlaws marijuana, and the 14 states that allow medicinal use of the drug, effectively deferring to the states.

The policy will not permit department doctors to prescribe marijuana. But it will address the concern of many patients who use the drug that they could lose access to their prescription pain medication if caught.

Under department rules, veterans can be denied pain medications if they are found to be using illegal drugs. Until now, the department had no written exception for medical marijuana.

This has led many patients to distrust their doctors, veterans say. With doctors and patients pressing the veterans department for formal guidance, agency officials began drafting a policy last fall.

"When states start legalizing marijuana we are put in a bit of a unique position because as a federal agency, we are beholden to federal law," said Dr. Robert Jesse, the principal deputy under secretary for health in the veterans department.

At the same time, Dr. Jesse said, "We didn't want patients who were legally using marijuana to be administratively denied access to pain management programs."

The new, written policy applies only to veterans using medical marijuana in states where it is legal. Doctors may still modify a veteran's treatment plan if the veteran is using marijuana, or decide not to prescribe pain medicine altogether if there is a risk of a drug interaction. But that decision will be made on a case-by-case basis, not as blanket policy, Dr. Jesse said.

Though veterans of the Vietnam War were the first group to use marijuana widely for medical purposes, the population of veterans using it now spans generations, said Michael Krawitz, executive director of Veterans for Medical Marijuana Access, which worked with the department on formulating a policy.

Veterans, some of whom have been at the forefront of the medical marijuana movement, praised the department's decision. They say cannabis helps soothe physical and psychological pain and can alleviate the side effects of some treatments.

"By creating a directive on medical marijuana, the V.A. ensures that throughout its vast hospital network, it will be well understood that legal medical marijuana use will not be the basis for the denial of services," Mr. Krawitz said.

Although the Obama administration has not embraced medical marijuana, last October, in a policy shift, the Justice Department announced that it would not prosecute people who used or distributed it in states where it was legal.

Laura Sweeney, a spokeswoman for the Justice Department, would not comment spefically on the veterans department policy. "What we have said in the past, and what we have said for a while, is that we are going to focus our federal resources on large scale drug traffickers," she said. "We are not going to focus on individual cancer patients or something of the like."

Many clinicians already prescribe pain medication to veterans who use medical marijuana, as there was no rule explicitly prohibiting them from doing so, despite the federal marijuana laws.

Advocates of medical marijuana use say that in the past, the patchwork of veterans hospitals and clinics around the country were sometimes unclear how to deal with veterans who needed pain medications and were legally using medical marijuana. The department's emphasis on keeping patients off illegal drugs and from abusing their medication "gave many practitioners the feeling that they are supposed to police marijuana out of the system," Mr. Krawitz said.

"Many medical-marijuana-using veterans have just abandoned the V.A. hospital system completely for this reason," he said, "and others that stay in the system feel that they are not able to trust that their doctor will be working in their best interests."

In rare cases, veterans have been told that they need to stop using marijuana, even if it is legal, or risk losing their prescription medicine, Mr. Krawitz said.

David Fox, 58, an Army veteran from Pompey's Pillar, Mont., uses medical marijuana legally to help quiet the pain he experiences from neuropathy, a nerve disorder. But he said he was told this year by a doctor at a veterans' clinic in Billings that if he did not stop using marijuana, he would no longer get the pain medication he was also prescribed.

A letter written to Mr. Fox in April from Robin Korogi, the director of the veterans health care system in Montana, explained that the department did not want to prescribe pain medicine in combination with marijuana because there was no evidence that marijuana worked for noncancer patients and because the combination was unsafe.

"In those states where medical marijuana is legal, the patient will need to make a choice as to which medication they choose to use for their chronic pain," Ms. Korogi wrote. "However, it is not medically appropriate to expect that a V.A. physician will prescribe narcotics while the patient is taking marijuana."

Mr. Fox was shocked by the decision, he said.

"I felt literally abandoned," he said. "I still needed my pain meds. I thought they were supposed to treat you. It was devastating for me."

Mr. Fox, who said that at one point he was weaning himself off his pain medication for fear of running out, has held one-man protests in front of the clinic, carrying signs that read "Abandoned by V.A., Refused Treatment."

Veterans officials would not comment on specific cases, citing medical privacy laws.

This month, Dr. Robert A. Petzel, the under secretary for health for the veterans department, sent a letter to Mr. Krawitz laying out the department's policy. If a veteran obtains and uses medical marijuana in accordance with state law, Dr. Petzel wrote, he should not be precluded from receiving opioids for pain management at a veterans facility.

Dr. Petzel also said that pain management agreements between clinicians and patients, which are used as guidelines for courses of treatment, "should draw a clear distinction between the use of illegal drugs, and legal medical marijuana."

Dr. Jesse, the veterans department official, said that formalizing rules on medical marijuana would eliminate any future confusion and keep patients from being squeezed between state and federal law.

Steve Fox, director of government relations for the Marijuana Policy Project, which favors the legal regulation of the drug, called the decision historic. "We now have a branch of the federal government accepting marijuana as a legal medicine," he said.

But Mr. Fox said he wished the policy had been extended to veterans who lived in states where medical marijuana was not legal.

He said it was critical that the veterans department make its guidelines clear to patients and medical staff members, something officials said they planned on doing in coming weeks.

Said Dr. Jesse, "The whole goal of issuing a national policy is to make sure we have uniformity across the system."

Strong Data From Britain And Germany Raise Hopes (NYT)
By Julia Werdigier

New York Times, July 24, 2010

LONDON - Britain and Germany reported surprisingly optimistic economic data on Friday, offering a welcome respite from the otherwise gloomy outlook around the world.

Britain stunned economists with a 1.1 percent increase in its gross domestic product in the second quarter from the first quarter, according to the Office for National Statistics. That was almost twice the rate that had been expected.

In Germany, business confidence rose in July to its highest level since reunification. The euro and the pound rose against the dollar on Friday.

What is still unclear is whether the figures illustrate just a temporary improvement in an economic environment that continues to struggle with lack of credit and the prospect of lower government spending, or whether they are a sign that investors and economists alike have been overly pessimistic about the strength of the economy.

"The concern about sovereign debt has put the markets on a pessimistic footing at the beginning of the year," said Stuart Green, an economist at HSBC in London. "Perhaps that diverted attention away from the economic cycle."

But Mr. Green also warned that the positive data "does not really alter the fundamental questions" about the economies of Britain and the Continent. Whether they are strong enough to cope with the double challenge of Europewide austerity programs and a banking system whose stability and reluctance to lend is still cause for some concern.

Economic growth in Britain in the quarter was the result of a 0.9 percent increase of services, which make up the bulk of the gross domestic product. The British pub, hotel and coffee chain operator Whitbread said last month that sales were improving and that it planned to add more coffee shops and hotels.

Manufacturing was up 1.6 percent in the second quarter, from the first quarter, and construction grew by 6.6 percent after much work was postponed from the first quarter because of bad weather. Economists warned, however, that the large increase should be taken with a grain of salt because the data was based on a new type of survey.

Germany's economy had already been experiencing a stronger recovery than many of its European neighbors, helped by strong exports of manufactured goods. But Friday's figures are even more encouraging, economists said.

The German carmaker BMW raised its earnings forecast for this year earlier this month, and Daimler has said it would do the same when it released results next week.

The positive data came after a caution from Ben S. Bernanke, the Federal Reserve chairman, earlier in the week that the outlook for growth in the United States was "unusually uncertain."

The recent data also took the Bank of England's monetary policy committee by surprise. The policy makers said earlier this month that the prospect for a stronger economy "deteriorated a little" and that "a softening in the medium-term outlook for G.D.P. growth over recent months" would put pressure on inflation, which had remained relatively high this year.

Howard Archer, a senior economist at IHS Global Insight, called Friday's economic data from Britain a "major, pleasant surprise" but added that "activity will be relatively muted and bumpy in the second half" because "serious headwinds persist."

Spanish Stress Tests Highlight Divergence (NYT)
By Raphael Minder

New York Times, July 24, 2010

The stress test results published by the Bank of Spain on Friday underlined the performance gap between the commercial banks that account for half of the sector and many of the savings banks whose bankrolling of the Spanish property surge left them exposed as the construction boom collapsed.

Five Spanish banks are likely to require a total of about ?2 billion, or $2.5 billion, in additional capital after failing the stress tests carried out by the Bank of Spain. Their failure did not come as a shock, however, because many of the savings banks, or cajas, had already needed to seek additional government funding.

"A lot of progress has been made since the start of the crisis - and this is part of the progress," Miguel �ngel Fern�ndez Ord��ez, governor of the Bank of Spain, said in Madrid on Friday. The tests, he said, showed "the enormous means" available to Spanish banks to overcome any deepening of the crisis.

"When there are doubts, you have to be absolutely transparent, and this is what we have done," he added. "People are not stupid and will realize that the Spanish banking sector as a whole is pretty clearly above average." He added: "I have faith in the markets."

Mr. Fern�ndez Ord��ez said the test results vindicated the recent push to force the cajas to consolidate, as well as a regulatory overhaul approved last week by the Spanish Parliament to allow the cajas to open up as much as 50 percent of their capital to outside investors.

The five banks were also among a recent wave of mergers that are due to cut the number of cajas to about 20 from 45. One of the test failures, CajaSur, was de facto removed from the list following its recent takeover. The Spanish central bank rescued CajaSur in May after it rejected a merger proposal from a larger rival. CajaSur was then auctioned, with the winning bidder, Banco Guipuzcoano, announced only last week.

In contrast, all of Spain's commercial banks relatively easily passed the stress tests, led by Banca March, whose Tier 1 capital would remain at 19 percent even under a deepening hypothetical economic slump. The Tier 1 capital of the largest Spanish bank, Santander, would meanwhile remain at 10 percent, well above the 6 percent minimum level recommended by the committee that carried out the European tests. The commercial bank with the weakest Tier 1 capital structure, according to the tests, was Banco Pastor, which would just meet the 6 percent threshold.

I�igo Vega, banking analyst at Iberian Equities, a Madrid brokerage, said that the tests showed it would be "manageable" for the restructuring fund, whose funding capacity could be leveraged as high as ?99 billion to cover any additional shortage of capital for the cajas.

"Over all, there were no surprises; if anything, there was lower capital shortage than expected," Mr. Vega said.

Given Spain's recent liquidity problems, analysts will be watching whether spreads in the fixed-income markets move significantly during the next two weeks. "That is the key prerequisite for a rerating of the sector across the board as funding remains the key risk factor," Mr. Vega said.

Just hours before the publication of the stress test results, one of the revamped cajas announced the first deal with an overseas investor, a deal struck in the wake of the regulatory overhaul approved by the Spanish Parliament earlier this month.

J.C. Flowers, a U.S. buyout firm, agreed to buy ?450 million of convertible bonds from Banca C�vica, as a likely prelude to a stock market listing by C�vica, itself the result of an alliance between three savings banks: Caja Navarra, Caja de Burgos and Caja Canarias. Banca C�vica was among the cajas that failed the tests in results announced Friday.

Earlier in the day, Emilio Bot�n, chairman of Santander, the largest Spanish bank, said that the sector had "clearly improved" during the past month and that the Spanish banking sector was in a situation on par with, if not better than, elsewhere in Europe. He also welcomed the Bank of Spain's stress tests as a "colossal" exercise in transparency that surpassed what had been done earlier in the United States.

Jos� Luis Rodr�guez Zapatero, the prime minister, applauded the publication of Spanish results on Friday, arguing that the tests had gone further than those in other European countries, notably in terms of detailing the risks linked to lending to the collapsed property sector.

China Acts To Reduce Oil Spill Threat (NYT)
By Edward Wong

New York Times, July 24, 2010

BEIJING - Chinese officials are requiring ports around the country to revise their operations to better prevent oil spills in the aftermath of a pipeline explosion last week that resulted in an enormous spill in northeast China. The spill was the largest in this country in recent years, and crews were still struggling on Friday to clean it up.

China Daily, an official English-language newspaper, reported Friday that the Ministry of Transportation had issued a notice urging all local transportation authorities to check operations at ports handling dangerous chemicals by August. Special teams will be sent occasionally to patrol at major oil and chemical ports. Ports that handle oil, liquefied chemicals and gases are now required to carry out checkups every two years, as well as to come up with emergency response plans and to conduct drills.

The oil spill, at the port city of Dalian, is the result of a pipeline explosion on July 16. The first explosion set off a similar burst at a smaller pipeline near Xingang Harbor. Both pipelines are owned by the China National Petroleum Corporation, one of the large state-run oil enterprises. The spill covers about 140 square miles of ocean, China Daily reported. That area is only a tiny fraction of the slick that has resulted from the recent BP oil spill in the Gulf of Mexico.

The first explosion was a result of improper desulfurizer injections into the pipeline after a tanker had already finished unloading its oil, according to a report on Friday by Xinhua, the state news agency. The workers were employed by a Shanghai company, and the desulfurizer was produced by a company based in Tianjin, about 240 miles to the west. An investigation by the State Administration of Work Safety and the Ministry of Public Security found that the desulfurizer was strongly oxidizing, and that company employees had failed to scientifically verify the safety of the equipment involved. The workers also failed to use standard injection procedures and to identify risks promptly, Xinhua said.

Dalian, in Liaoning Province, is a popular beach getaway during the summer, but many of the beaches were closed after the pipeline explosion.

The growing concern over the potential for further port disasters in China came on the same week as the International Energy Agency's announcement that China had surpassed the United States as the world's top energy consumer. The agency said that China consumed the equivalent of 2.25 billion tons of oil last year, 4 percent more than the United States. The measurement takes into account all forms of energy. The Chinese government's push to maintain rapid economic growth has led to a surge in the country's appetite for energy sources, but China this week rejected the energy agency's calculations.

On Tuesday, a firefighter, Zhang Liang, 25, drowned when a wave knocked him from a boat into the ocean. Rescue workers were still toiling on Thursday to contain the spill. The local government has put into use hundreds of fishing boats, specialized cleaning vessels, so-called oil-eating bacteria and volunteers, China Daily reported. Many volunteers are using just their hands to try to clean up the polluted water and the beaches.

Beijing Youth Daily cited an official as saying that some workers were using chopsticks to clean up the mess.

Environmental advocates have been calling on Chinese officials to give a full and accurate assessment of the ecological damage off Dalian. China's economic growth has pummeled the environment in many parts of the country, and Chinese cities are among the most polluted in the world.

On Thursday, an oil tanker came into port at Dalian, the first tanker to do so since the explosion. Dalian is one of China's major oil production and distribution centers, and the refinery there is one of the nation's largest. The damaged pipeline at Xingang has been repaired and is now transporting oil again.

Israel Puts Off Crisis Over Conversion Law (NYT)
By Ethan Bronner

New York Times, July 24, 2010

JERUSALEM - A growing crisis between American Jews and the Israeli government over a proposed law on religious conversion was averted - or at least delayed - this week, with both sides agreeing to a six-month period of negotiation. But the depth of American anger and the byzantine complexity of Israeli politics suggest that a solution is a long way off.

Late Thursday night, the office of Prime Minister Benjamin Netanyahu issued a statement that Natan Sharansky, the head of the Jewish Agency for Israel, would lead a committee of the Reform, Conservative and Orthodox movements and that no conversion law would be submitted before January. Litigation in the Israeli Supreme Court on the same topic brought by the Reform and Conservative movements would be suspended for the same period.

The idea of delay came from Mr. Netanyahu, who said this week that the proposed law, which had passed a committee of Parliament, "could tear apart the Jewish people." He had received tens of thousands of enraged e-mail messages from American Jews who had been urged to contact him by their rabbis.

"Please join me in writing an e-mail to Prime Minister Netanyahu to call a halt to this historic mistake," wrote Rabbi Jeremy Kalmanofsky of Congregation Ansche Chesed on the Upper West Side of New York last week, in a typical appeal. "Judaism and the Jewish people do not belong exclusively to the most reactionary among us!"

The bill that so angered American Jewish leaders was actually aimed at making conversion easier for the 300,000 Israelis who moved to Israel from the former Soviet Union in the 1990s. Those Israelis are not, by Orthodox rabbinic law, considered Jewish because they come from mixed parentage. The law would have tried to make conversion easier by granting conversion powers to local rabbis across the country, a group considered closer to their communities.

But after objections from the ultra-Orthodox, the bill formally placed authority for conversion in the hands of the chief rabbinate and declared Orthodox Jewish law to be the basis of conversion, making Americans fear that their more lenient conversion processes would be invalidated.

Many American Jews consider the Netanyahu government to be too hawkish, and the conversion controversy is seen by some analysts here and in the United States as a proxy for a broader set of disagreements, including settlement building and the Gaza blockade.

Rabbi Shlomo Amar, the chief Sephardic rabbi of Israel, said in an interview that Mr. Netanyahu had told him that he needed American Jews on his side in his negotiations with President Obama over peace with the Palestinians, and that the controversy over the conversion bill was getting in the way.

Rabbi David Schuck of the Pelham Jewish Center in Westchester County, N.Y., said of the religious conversion bill, "It spits in the face of Diaspora Jews in particular, and if passed, it would be an acquiescence of the majority of Israeli Jews to a fundamentalist interpretation of Judaism."

This was the only issue over the past six years on which he had asked congregants to take political action, he said.

David Rotem, the lawmaker behind the conversion bill, said in an interview that such views were based on a misreading of it.

"They need to check the facts before they speak," he said of Reform and Conservative Jewish leaders. "They are acting like absolute idiots."

The question of "who is a Jew?" is as old as the state of Israel. The more liberal forms of Jewish practice advocated by the Reform and Conservative movements, with which most American Jews are affiliated, have never taken root here. Israel has left liturgy in the hands of the Orthodox, with most Israeli Jews leading almost completely secular lives, seeking out rabbis only at birth, marriage and death.

The idea is that helping to build the Jewish state is their central means of expressing their ethnic identity. By contrast, Jews abroad seek one another out in synagogues, and have come up with ways to integrate spirituality with identity, forging rituals that respect tradition while adjusting to careers and life in a non-Jewish world.

The two approaches to Jewish identity have coexisted, and while there have been tensions, they have not sharply clashed.

But several developments of recent years have altered that. First, the arrival of hundreds of thousands of Russian-speaking immigrants not considered Jewish has created an acute need in the eyes of Israeli leaders to find a way to integrate them in keeping with rabbinic tradition. Otherwise, they will not be able to marry, divorce or be buried here within Jewish tradition, and their children will feel deeply alienated. Mr. Rotem calls them "a ticking bomb."

Second, the chief rabbinate, which for decades was in the hands of Orthodox Zionist parties, is now largely controlled by the non-Zionist ultra-Orthodox, who are both more liturgically rigid and less concerned with building Israel, integrating Russian speakers or keeping American Jews on board. This came about largely because the Zionist Orthodox movement had focused so heavily in recent years on settlement building in the West Bank and allowed control of religious issues to slip from its hands.

Finally, American Jews, who are mostly politically liberal - some 80 percent voted for President Obama - have felt their attachment to Israel strained during its military operations in Lebanon and Gaza and the recent attack on a Turkish flotilla seeking to break Israel's Gaza blockade. And since the conversion bill is being sponsored by Yisrael Beiteinu, the nationalist and mostly right-wing party of Foreign Minister Avigdor Lieberman, conditions were especially ripe for mistrust.

"There is increasing discomfort among American Jews with Israel," commented Rabbi Donniel Hartman, president of Jerusalem's Shalom Hartman Institute, which is devoted to exploring Jewish issues. "This issue is a place where they can express the displeasure that they might not be willing to state on the flotilla and other political matters."

For that reason, some here, even among those sympathetic to the Reform and Conservative movements, like Rabbi Hartman, feel that the American reaction to the Rotem bill was overly aggressive.

"They overstated this one," he said.

Meanwhile, the Reform and Conservative movements believed that Israel's Supreme Court was looking favorably on their attempt to gain legitimacy for their conversions. A likely decision in their favor drove Israel's Orthodox rabbinate to push back, by backing the legislation on conversions.

Mr. Sharansky, the former Soviet dissident who once led a Russian immigrant political party here and who will head the conversion compromise search, said by telephone that intensive contacts over the past week created increased understanding between the sides. He added that at a time when Israel's legitimacy was increasingly under attack, the Jewish people needed unity and that the legitimacy of all strains needed to be acknowledged.

Most observers, however, see a looming confrontation. As David Horovitz, the editor of The Jerusalem Post, put it in his weekly column on Friday, "What we are facing is an explosive global crisis over Jewish identity - a huge, snowballing disaster that is ripping Israeli-Diaspora relations."

Vandals Damage Memorial To Egyptian Woman Killed In Germany (NYT)
By Nicholas Kulish

New York Times, July 24, 2010

BERLIN - Vandals damaged several pieces of a memorial to a pregnant Egyptian woman who was stabbed to death in a Dresden courtroom last year, the police said Friday.

The killing of the woman, Marwa al-Sherbini, 31, led to an outcry in the Arab and Muslim worlds and demonstrations in her native Egypt. Organizers are erecting 18 knife-shaped concrete columns around the city to memorialize her murder, one for each time she was stabbed.

According to a statement by the Dresden police, officers on Thursday discovered that three of the eight columns that were already in place had been knocked over. The group responsible for the memorial, B�rger.Courage, said the informational plaques on two of the toppled columns had been pried off and stolen.

The police opened an investigation into the property damage but said there was "no evidence as to the motive of the perpetrators."

The chairman of B�rger.Courage, Christian Demuth, said in a telephone interview on Friday that one of the columns was vandalized a week ago; the first was erected on July 1, the anniversary of Ms. Sherbini's killing.

"There are indications that while it may not have been an organized act that it may have had a radical right-wing background," Mr. Demuth said.

Ms. Sherbini was in court last year testifying in a case against a man who called her a "terrorist" and an "Islamist" in a Dresden playground. After she appeared as a witness, the man took a seven-inch knife from his backpack and attacked her and her husband in the courtroom, in front of their 3-year-old son.

The attacker, Alexander Wiens, was convicted in November and given a life sentence.

Oil Giant Fined For Shipping Sludge To Ivory Coast (NYT)
By Marlise Simons

New York Times, July 24, 2010

A Dutch court on Friday imposed the maximum fine of 1 million Euros, or $1.28 million, on the oil trading company Trafigura for illegally exporting highly toxic sludge that ended up dumped in Ivory Coast. The stinking waste was eventually linked to the deaths of 16 people and thousands of illnesses in 2006.

The court also found the company guilty of covering up the hazardous nature of the waste when it first tried to unload its unusually toxic slops, which included high levels of caustic soda, sulfur compounds and hydrogen sulfide, in the port of Amsterdam. The nauseating sludge was pumped back on board after the company balked at treatment costs, and the ship, the Probo Koala, left with its load.

The ship then headed to Ivory Coast, where the sludge was dumped in several areas of Abidjan, the capital.

Trafigura has denied wrongdoing, but in separate settlements it paid $200 million to the Ivory Coast for clean-up and $50 million to close to 30,000 victims and their families. The ruling of the Amsterdam court marks the first time Trafigura has been criminally convicted in the sludge scandal. Another criminal lawsuit in the case is still before a court in The Hague.

Web Tool For Finding Detainees (NYT)
By Sarah Wheaton

New York Times, July 24, 2010

The government unveiled a Web application on Friday that is intended to make finding immigration detainees easier. The change was a part of a broader overhaul of the detention system. Those searching for a detainee must enter the detainee's "alien number" and country of birth, or the person's exact name, birth date and country of birth into a form, which will return a detainee's location and instructions for arranging a visit. "If it functions properly, it will be of tremendous assistance," said Joanne Lin, a lawyer for the American Civil Liberties Union, whose nationwide affiliates represent many detainees. Some advocacy groups were concerned that foreign spellings or a lack of information could still make it difficult for family members to find some individuals.

New York Times Editorial

North Korea's Latest Tantrum (NYT)
New York Times, July 24, 2010

North Korea is threatening a "physical response" to joint American-South Korean naval exercises scheduled to begin on Sunday off the Korean Peninsula. China, which has abetted its neighbor's excesses for too long, needs to ensure that the North's bluster is only bluster. And it needs to tone down its own.

The United States and South Korea are right to demonstrate their strong alliance and resolve after North Korea sank a South Korean warship in March, killing 46 sailors. The South Koreans have exercised admirable restraint, but they need to know that the United States is with them. The North Koreans need to know that further attacks won't be tolerated.

When the issue of the warship, the Cheonan, was brought to the United Nations Security Council last month, the Security Council - at China's insistence - blinked. It deplored the attack and expressed "deep concern" about the results of an investigation that held North Korea responsible. But the Council did not directly censure the North and noted its denial of responsibility. North Korea's leaders hailed the statement as a "great diplomatic victory." The danger is that they believe it.

The naval exercises have to be carefully calibrated to demonstrate strength without being provocative. They also need to be backed up by a review of what South Korea needs to defend its warships.

The Obama administration also has to carefully manage the diplomacy with Beijing. China - North Korea's main oil and food supplier - is probably the only country with a serious chance of curbing the North's craziest impulses.

The United States should be urging China to exercise that influence - and reminding it that when it blocked a tougher Security Council statement (and watered down earlier sanctions on North Korea's nuclear program), it took responsibility for reining in the North.

We are disturbed that instead of talking sense to North Korea, China has stoked tensions by objecting that part of the exercises were planned for the Yellow Sea - international waters, where American ships have often sailed, that are claimed by Beijing.

Four years after North Korea tested its first nuclear device, negotiations to end its program are going nowhere. American officials say privately that China has abdicated its role as a coordinator of the six-party nuclear talks. For now, they will focus on working with South Korea to ratchet up the pressure on the North.

On a visit to Seoul, South Korea, this week, Secretary of State Hillary Rodham Clinton announced that the United States is expanding sanctions on the already heavily sanctioned North Korea. The new measures have not been fully detailed, but they will target the bank accounts and luxury goods (cigarettes, alcohol) that the ruling elite enjoy while their people starve. The new approach is unlikely to change minds in North Korea. But it may persuade China to get back in the game.

Despite the tougher talk, the administration says - wisely - that it is still open to engagement. We're not sure there is a strategy to get there. But the Cheonan is one more reminder that the status quo is untenable.

What, Them Worry? (NYT)
New York Times, July 24, 2010

In just a few months, Europe's leaders have gone from panic to complacency about the future of the Continent's common currency, the euro.

The panic was at least somewhat useful, forcing Germany's chancellor, Angela Merkel, to begin to recognize that her own country's prosperity is dependent on an economically viable European Union. Mrs. Merkel's belated agreement to contribute to a standby bailout fund finally helped calm the bond market anxieties her earlier hesitations helped stoke.

Today's complacency is more dangerous since none of the euro's underlying problems - from yawning economic imbalances among the 16 nations using the currency to a lack of credible fiscal enforcement mechanisms - have been addressed.

Austerity budgets and economic recovery alone will not solve these problems. Friday's generally upbeat financial report card given to Europe's big banks - 84 of 91 passed - won't make them go away. There are fundamental issues that need to be dealt with before the next bond market crisis hits, as it inevitably will. They will require difficult steps by Europe's richest and most powerful countries - not just by poor and weak ones.

Deficit countries like Greece, Spain, Portugal, Italy and Ireland must do a lot of painful things, including raising taxes, slashing services and postponing necessary public investments. To pay their bills, they also must increase their net exports. They will not be able to do so if countries already running big trade surpluses push to widen their surpluses at the same time. Nobody expects German workers to become less efficient. But Berlin's shortsighted adoption of fiscal austerity policies could make it impossible for others to grow their way out of today's problems.

While the euro zone has always had clear guidelines on permissible deficits, they never have been properly monitored or enforced. Greece got away with phony figures for years until the crisis exploded. Germany and France broke the deficit guidelines repeatedly, even in flush times, and were never penalized. This week, those two countries urged everyone to follow the guidelines, but with no legally binding penalties if they don't.

Poorer countries have a harder time demanding sacrifices from their people when rich countries flout the rules. Europe's leaders must push through an enforceable system of political and financial sanctions, including stiff fines for repeat violators of fiscal guidelines.

Harmonizing economic imbalances and enforcing new fiscal rules won't be easy. Most of Europe's leaders are politically weak or otherwise distracted. But the euro zone crisis is not over. If renewed market pressure forces one or more countries to abandon the common currency, it would bring a nightmare of disrupted trade and disputed debts. There is no time for complacency.

Still Captives Of Iran (NYT)
New York Times, July 24, 2010

It has been nearly a year since three Americans were arrested while hiking along the Iran-Iraq border. The families of Shane Bauer, Joshua Fattal and Sarah Shourd have campaigned ceaselessly for their release. Despite countless appeals to Iranian officials, the three are still being held in Tehran's infamous Evin prison.

One year of depravation and fear. For what? So they can be used as political pawns by Tehran in its face-off with Washington.

The hikers' Iranian lawyer has reported that they now have been formally charged and the court file and the judge handling the case say they are accused of "illegal border crossing." Under Iranian law, that calls for a cash penalty - not jail time. If Iran's judiciary were truly independent as President Mahmoud Ahmadinejad claims, the Americans would have been free to go home long ago. The Nation recently reported interviewing witnesses who say the hikers were not in Iran but Iraq when they were detained.

Since their detention, the Americans have been denied access to their lawyer and allowed only one telephone call to their families and one visit from their mothers. There is particular worry now about Ms. Shourd, who spends 23 hours a day in solitary confinement - the reason is unclear - and has a precancerous condition on her cervix and a breast abnormality, both of which require monitoring. The Iranians are withholding results of her medical tests.

It's hard not to compare the hikers' experience with that of Shahram Amiri, the Iranian nuclear scientist who recently returned to Tehran. He claimed that the Central Intelligence Agency had abducted him in Saudi Arabia. American officials said he was an informant who defected and then got cold feet.

Given the shady world of espionage, we may never know the truth. What we do know is that he was allowed to leave this country and was last seen embracing his family in Tehran. It's long past time for the three Americans to have the same opportunity.

Wall Street Journal

U.S. Takes On Maritime Spats (WSJ)
By Jay Solomon

Wall Street Journal, July 24, 2010

HANOI-The Obama administration is working to establish a formal legal process to resolve disputes between Asian nations over claims in the South China Sea, a move that could raise new tensions with China.

U.S. Secretary of State Hillary Clinton pushed the initiative Friday, according to U.S. officials, during a meeting of the 10 members of the Association of Southeast Asian Nations, China and more than a dozen other countries.

Mrs. Clinton said the U.S. has grown increasingly concerned about the competing claims for territory in the South China Sea. China and Southeast Asian countries like Vietnam, Malaysia and the Philippines have historically tussled over the region's waterways, islands and atolls.

The dispute has raised concerns that an increasingly powerful Chinese military could seek to dominate Asian waters. Tensions have risen as Chinese companies have increased exploration efforts in the region to look for new deposits of energy and minerals.

Mrs. Clinton said Washington is seeking to work with Asean nations, China and other countries to develop an international mechanism to resolve the disputes. She said the process should be institutionalized through Asean and based on the international law of the sea.

"The United States supports a collaborative diplomatic process by all claimants for resolving the various territorial disputes without coercion," Mrs. Clinton told reporters Friday at the end of the two-day Asean Regional Forum in Vietnam. "We oppose the use or threat of force by any claimant."

U.S. officials traveling with Mrs. Clinton acknowledged Friday that Beijing expressed opposition to Washington's moves during the deliberations in Vietnam. They said Chinese officials told this week's forum that Beijing believed any disputes involving the South China Sea should be solved on a bilateral basis and not include the international community. "The Chinese don't want this process internationalized," said a senior U.S. official traveling with Mrs. Clinton.

Vietnamese, Philippine and Malaysian officials have voiced their concerns to Washington about China's increasing aggressiveness to laying claims to places like the Paracel and Spratley islands, U.S. officials said. They said that at least 12 Asian countries pushed Friday at the Hanoi meeting for a dispute mechanism to be established.

Chinese officials couldn't immediately be reached for comment.

North Korea also dominated the forum, as Mrs. Clinton pressed Asian countries to vigorously enforce new sanctions on Pyongyang in response to its alleged sinking of a South Korean naval vessel in March and Pyongyang's continued development of nuclear weapons and ballistic missiles.

Mrs. Clinton's campaign comes as the U.S. and South Korea are also set to begin large-scale war games Sunday in waters off South Korea. U.S. officials say the training exercises are designed to warn North Korea's military to desist from further provocative actions against the South.

A North Korean diplomat who briefed reporters at the forum in Hanoi Friday said his government viewed these U.S. actions as a direct threat against North Korea and that its armed forces would respond.

"It is a threat to the Korean peninsula and the region of Asia as a whole," Ri Tong Il said. "And [North Korea's] position is clear: There will be physical response to the threat imposed by the United States militarily."

Referring to the country's full name, the Democratic People's Republic of Korea, Mr. Ri added: "This is not defensive training, no longer a joint military exercise. It is against the sovereignty of the DPRK and the security of the DPRK."

The North Korean diplomat's remarks don't necessarily indicate Pyongyang is preparing for military action, since jingoistic language from Pyongyang is common. But it reflects the heightened level of tension in the peninsula following the sinking of the South Korean ship, the Cheonan, which killed 46 people.

U.S. officials said they discussed with Asian leaders their fears that the North could take other actions in the coming months and that Pyongyang's provocations historically came in batches. U.S. defense officials this week said they believed North Korea's recent actions are tied to a succession process in the North, where leader Kim Jong Il is seeking to pass power to his third son, Kim Jong Eun.

Earlier Friday, Mrs. Clinton told the 10 Asean members and 16 other countries that North Korea's actions were destabilizing Asia and threatened to fuel a regional arms race. The former U.S. first lady said it was the responsibility of Asian countries to constrain Pyongyang to ensure the region continues its strong economic growth and development.

"One measure of the strength of a community of nations is how it responds to threats to its members, neighbors and region," Mrs. Clinton said. "Here in Asia, an isolated and belligerent North Korea has embarked on a campaign of provocative, dangerous behavior, including its attack on the Republic of Korea.To encourage North Korea to take the steps it must, we urge our.partners and allies to continue to implement U.N. sanctions, fully and transparently."

On Wednesday in Seoul, Mrs. Clinton said the U.S. was preparing to enact a series of additional financial sanctions against North Korea aimed at choking off its weapons trade and increasing economic pressure on Pyongyang's political elite.

Mr. Ri, the North Korean diplomat, said Friday that the recent U.S. actions are a clear violation of the "spirit" of the U.N.'s statement concerning the Cheonan. "It called for self restraint and also settlement of pending issues through direct dialogue and negotiations in a peaceful manner," he said.

Mrs. Clinton Friday also pressed Asian countries to increase pressure on Myanmar, formerly known as Burma, to abide by its pledge to hold local elections this year and to open up its repressive political system. The U.S.'s top envoy warned Myanmar's ruling generals against developing weapons of mass destruction, amid regional fears that the nation is cooperating with North Korea's military in developing weapons systems.

"What's happening in Burma is not only dangerous for the people who endure life under the regime, though they are first and foremost on our minds," Mrs. Clinton said. "There is a direct link between whether a society is open and free, whether it respects human rights and the will of the people, and whether it is stable, secure, healthy, and economically dynamic."

Since last year, the Obama administration has sought to engage Myanmar's leadership in a dialogue on democracy promotion, human rights and weapons proliferation. The U.S. policy has been influenced by intelligence that suggests Myanmar has been acquiring equipment from North Korea that could be utilized to develop long range missiles and nuclear technology.

Mrs. Clinton said Myanmar's leadership has yet to respond to any of Washington's calls and has reversed itself on a commitment to have local elections this year. "The United States.remains deeply concerned about the oppression taking place in Burma, including restrictive electoral laws that further stifle the lives of the Burmese and make the possibility of free and fair elections this year unlikely," the U.S. secretary of state said.

Mrs. Clinton told the forum Friday that the Obama administration is committed to deepening relations with Asian nations. President Barack Obama has invited Asean leaders to take part in a summit this fall in Washington, she said. Mrs. Clinton will be returning to Hanoi in October to take part in the East Asia Summit.

Write to Jay Solomon at jay.solomon@wsj.com

Iran Sets Turkish Pipeline Project (WSJ)
By Joe Parkinson

Wall Street Journal, July 24, 2010

Iran and a little-known Turkish firm said they signed a ?1 billion ($1.3 billion) deal to build a new gas pipeline from Iran to Turkey that would supply gas to Europe.

The deal comes just weeks after Turkey voted against a new round of economic sanctions against Iran at the United Nations, aimed at pressuring Tehran to suspend its nuclear program. The U.S. has added its own new sanctions, and new European Union measures targeting Iran's energy sector are expected next week.

Turkey's opposition to the Western-backed sanctions has caused friction between Ankara and Washington, fueling concern among some U.S. officials and analysts that Turkey was changing its axis away from traditional Western allies.

Turkish energy minister Taner Yildiz sought Friday to distance Turkey from the pipeline deal. In remarks to reporters, he said neither the government nor Turkey's state gas pipeline company was involved.

The agreement to build a 410- mile pipeline to Turkey was signed Thursday by Iran's National Iranian Gas Export Co., or NIGC, according to Shana, the Iranian oil ministry's news agency. Iran's energy minister was also on a visit to Ankara Thursday, but Mr. Yildiz said he didn't discuss the pipeline with his Iranian counterpart.

NIGC Director Javad Oji said the pipeline will be capable of exporting 50 million to 60 million cubic meters of gas a day, allowing Iran to market its gas in Europe, according to Shana.

The move appeared "aspirational" on Tehran's part, as Iran is already having difficulties filling existing export pipelines with gas, said Greg Piddy a U.S.-based global oil analyst at political risk firm Eurasia Group.

"This is likely somebody trying to sign a deal with the hope that this would come to fruition down the line," Mr. Piddy said.

A spokesman for Som Petrol of Turkey said it had signed as the Turkish side of the deal. The spokesman declined to give further details.

Som Petrol has investments in Turkmenistan but isn't listed on the Istanbul stock exchange.

Write to Joe Parkinson at joe.parkinson@dowjones.com

Kremlin Keeps Close Tabs On Oligarchs' Tug-of-War (WSJ)
By Alexander Kolyandr

Wall Street Journal, July 24, 2010

MOSCOW-The Kremlin has indicated it might want a state company to take a large stake in OAO Norilsk Nickel, as a battle for control between the metals giant's two oligarch shareholders heats up, people close to the situation said.

There are no formal discussions and a deal at the moment appears unlikely, these people said, both because the tycoons don't want to sell and there's no obvious state-owned vehicle that has the money to acquire a large stake in Norilsk, which has a market capitalization of about $30 billion.

The indication of state interest could be a tactic to encourage the shareholders to resolve their differences. But a genuine move to pursue state control would suggest the Kremlin, despite promarket rhetoric from President Dmitry Medvedev, could be moving back toward the policy of increasing state control of the economy seen under his predecessor, Vladimir Putin, who is now prime minister.

Publicly, the Kremlin says it has no role in the dispute. But a Kremlin official says the authorities are watching the dispute closely.

Norilsk, the world's largest producer of nickel, is designated by law as a strategic company in Russia, though it is in private hands. "The Kremlin doesn't like [the feud] too much," a person close to the company said. "There is no easy way out for anyone, but one exit is [for one of the oligarchs] to sell the stake to the state."

In 2008, the threat of a state takeover helped push the rival tycoons, Vladimir Potanin and Oleg Deripaska, whose companies-Mr. Potanin's Interros Holding and Mr. Deripaska's UC Rusal PLC-each own about 25% of Norilsk, to sign a truce in their fight for control.

At that time, both were struggling to restructure billions of dollars in debts amid the global financial crisis and had to turn to Russian state banks for bailouts. But as the Russian economy and world metals prices have recovered, the tycoons strengthened their balance sheets and have returned to a struggle for control.

At a June Norilsk shareholder meeting, the chairman, a Kremlin power broker, was unexpectedly ousted, and Rusal saw its representation on the board reduced. Rusal accused Norilsk management of "gross violations of corporate governance."

The tycoons also are battling over Norilsk's $3 billion in cash, which Mr. Deripaska has pushed to go to dividends, something Mr. Potanin has opposed.

In addition to the rich prize of Norilsk itself, at stake in the battle is the chance to shape the creation of a new Russian metals-and-mining giant to rival global players such as BHP Billiton Ltd. and Rio Tinto Ltd., said people close to the Russian companies. The Kremlin has sought to create such giants in a variety of sectors to give Russian companies greater international reach, analysts say.

At the height of the financial crisis in early 2009, Messrs. Potanin and Deripaska and other metals magnates proposed a deal that would have given the Kremlin a stake in a merged giant, but the idea never got off the ground.

Mr. Deripaska has said he aims to merge aluminum giant Rusal with Norilsk to provide diversification and greater financial strength. In January, Rusal listed its shares in Hong Kong in a $2.24 billion initial public offering and used the proceeds to pay off debt.

Mr. Potanin, who doesn't own other metals assets, opposes a deal with Rusal because of its large debt burden. He has offered to buy Rusal's Norilsk stake. Norilsk management and independent board members also oppose a deal with Rusal.

People close to Mr. Deripaska say he's committed to a Rusal merger with Norilsk, despite the uncertainty about whether a merger is possible. "He is still a young man, and if it takes 10 years to pursue the creation of the national mining and metals giant, he would take 10 years," a person close to the oligarch said.

Write to Alexander Kolyandr at Alexander.Kolyandr@dowjones.com

Alarm Was Disabled Before BP Blast (WSJ)
By Russell Gold And Ben Casselman

Wall Street Journal, July 24, 2010

A critical alarm system that should have warned workers of danger aboard the Deepwater Horizon drilling rig had been disabled before the rig erupted into flames on April 20, the vessel's chief electrician testified Friday at a federal hearing into the accident.

Michael Williams, an employee of Transocean Ltd., the company that owned the rig, said the general alarm system aboard the Deepwater Horizon had been "inhibited." It was intended to automatically sound an alarm warning workers to move immediately out of harm's way.

But Mr. Williams said the automatic system had been switched off because Transocean rig managers "did not want people woken up at 3 a.m. with false alarms." Instead, the rig-wide alarm had to be triggered manually-and never sounded.

Many workers aboard the rig said that they had no advance notice there was a serious problem with the well until after a surge of natural gas set off the first of two massive explosions. Eleven workers died before the rig sank and unleashed the worst offshore oil spill in U.S. history.

Mr. Williams, who filed a lawsuit against Transocean in federal court in New Orleans on April 29, said he voiced concerns about the alarm system to his supervisors. He was testifying Friday at a hearing in Kenner, La. which is being conducted by the U.S. Coast Guard and the Bureau of Ocean Energy Management, Regulation and Enforcement.

Transocean denies Mr. Williams's claims, and witness testimony has been at times contradictory. The company has defended its safety practices, noting that 115 of the 126 people aboard the rig that night got off safely. A spokesman said the manual alarm "conforms to accepted maritime practices" and that "repeated false alarms increase risk and decrease rig safety."

Offshore drilling experts agreed that rigs sometimes have certain alarms inhibited to prevent accidental triggering.

The claims by Mr. Williams are the latest indications that the Deepwater Horizon had problems with critical safety equipment both before and during the April 20 explosion.

Among the problems encountered by workers in their final minutes aboard the rig, according to hearing testimony: Emergency power didn't come on; communications systems went down; systems meant to shut down the engines before they could spark an explosion didn't do so; and the rig's Emergency Disconnect System, which is supposed to shut down the well and disconnect the rig so it can float free, didn't work.

In the weeks since the blowout, investigators have focused attention on decisions made before the disaster: the possibly risky design of the well, tests that were skipped or misinterpreted, and procedures that deviated from industry norms. Those decisions, which experts believe likely paved the way for the blowout, were made primarily by BP PLC, which owned the well.

But new evidence suggests that once the well began to flow out of control, vital safety systems failed that might have either prevented the disaster or lessened its severity. Those systems belonged to Transocean, which BP had hired to drill the well.

Transocean has pointed to documents that show the rig was making progress on maintenance in many areas. It cited a report in March found that rig workers had corrected 63 of 70 problems relating to the rig's marine functions, such as the engines.

Other documents reviewed by The Wall Street Journal show that the Deepwater Horizon had equipment problems long before the disaster, and that employees of both Transocean and BP raised concerns about maintenance aboard the rig.

Another example of critical system failure was emergency power. The rig was equipped with backup generators that are meant to kick on within seconds of a blackout, powering the rig's thrusters, firefighting systems, and other key equipment.

In testimony earlier this week, Transocean employee Stephen Bertone, the rig's chief engineer, described standing on the bridge the night of the disaster, desperately waiting for the emergency power to kick on.

When it didn't, Mr. Bertone, Mr. Williams and another worker rushed toward the room that housed the standby generator. Mr. Bertone pulled the lever to restart the power. Nothing happened. He tried again, and again, with no success.

"I said that's it," Mr. Bertone told investigators. The three men ran back to the bridge. "I hollered out, 'That's it. Abandon ship. Let's go," Mr. Bertone said.

Documents suggest that Transocean knew about problems with the generators long before the blowout. As part of a September audit of the Deepwater Horizon conducted by BP, workers twice simulated a blackout to see if the emergency power came on as expected.

The first test was a failure, according to a copy of the audit reviewed by The Wall Street Journal. It took 14 minutes to restart the thrusters, compared with the target of one minute and 40 seconds.

The second test went better, taking under two minutes, but one engine failed to start for reasons that the report called "unclear."

The 60-page audit, which has been discussed at the investigative hearings but has not been made public, identified hundreds of other equipment problems and complained of excessive overdue maintenance.

Transocean was aware of the audit and has pointed to follow-up reports from BP that found that many of the maintenance items were later resolved. In a March 29 email to leaders on the rig, a BP supervisor praised workers' quick response to many of the issues.

In a statement, BP said it routinely conducts inspections of the rigs it hires and reports the results to its contractors. "We take the results of these audits seriously-and we expect our contractors to do likewise," the company said.

Legal experts said that the alarm issue may turn out to be the most troublesome for Transocean as it defends itself from lawsuits filed by the families of the workers who lost their lives as well as by some of the survivors.

Two Democratic lawmakers Friday asked Transocean Ltd. for information about safety practices on the Deepwater Horizon. House Energy and Commerce Committee Chairman Henry Waxman (D., Calif.) and Rep. Bart Stupak (D., Mich.), the chairman of the committee's investigations subcommittee, requested all documents related to safety on the rig by July 30.
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Blast At Pennsylvania Gas Well Kills Two (WSJ)
By Christine Buurma

Wall Street Journal, July 24, 2010

An explosion at a natural-gas well in Pennsylvania owned by privately held Huntley & Huntley Inc. killed two people Friday morning, the state utilities regulator said.

The blast occurred in Allegheny County in western Pennsylvania, according to a spokeswoman for the Pennsylvania Public Utility Commission. A spokeswoman for Monroeville, Pa.-based Huntley & Huntley said that the well was an older gas well where workers were performing maintenance, not drilling.

The blast occurred Friday at about 9:50 a.m. EDT in Indiana Township, said Kevin Evanto, a spokesman for Allegheny County. The fire at the well was still burning as of 12:15 EDT, and emergency crews were onsite, Mr. Evanto said.

The well was a conventional gas well, not a shale-gas well, Mr. Evanto said. Shale-gas drilling involves hydraulic fracturing, a controversial practice that entails pumping millions of gallons of water and chemicals at high pressure to crack open deeply buried rock. Environmental groups charge that shale-gas drilling can contaminate drinking water.

According to the company's website, Huntley & Huntley has more than 350 gas wells in the greater Pittsburgh area.

The blast comes on the heels of a June blowout at an EOG Resources Inc. well in Pennsylvania and a blast at a West Virginia well. The accidents have ratcheted up scrutiny of gas producers amid the rapid growth of drilling in the Marcellus Shale, a prolific formation underlying much of Pennsylvania, New York, and parts of West Virginia and Ohio.

Pennsylvania legislators and regulators are weighing measures that aim to address the potential environmental impact of shale-gas production. -Robert Guy Matthews contributed to this article.
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Arizona Girds For Immigration Law (WSJ)
By Miriam Jordan

Wall Street Journal, July 24, 2010

FLORENCE, Ariz.-It's high noon for Arizona's new immigration law, and those on the front lines are anxiously preparing to face their new reality.

A group of deputy sheriffs gathered the other day in this dusty desert town to watch a video lesson on the intricacies of their sensitive new mission: nabbing illegal immigrants while writing tickets for routine infractions such as making a wrong turn.

Fifty miles away on the outskirts of Phoenix, Hispanic parishioners filed into St. Margaret Catholic Church to watch skits in Spanish dramatizing ways to dodge police questions about their immigration status. Among the advice they got: Give someone power of attorney lest they are suddenly separated from their children.

Amid the passions gripping the country about illegal immigration, the cram sessions are bringing what is a largely theoretical issue for many Americans to a visceral level here.

The Arizona law makes it a state crime to be in the U.S. illegally. It requires police who stop people for routine things like running a red light to check their immigration status if there's "reasonable suspicion" they're in the U.S. unlawfully. If they can't produce proof they're here legally, the police can detain them while efforts are made to clarify their status.

The measure has been hailed in state opinion polls but denounced by the Obama administration, whose Justice Department is pressing a lawsuit that says the statute usurps federal authority over immigration. Other suits say it will result in racial profiling. Unless a federal judge now hearing some of the challenges issues a stay, the statute will take effect on Thursday.

Both sides are being urged to stay calm.

"Don't be frightened by it or run away from enforcing the law," Pinal County Sheriff Paul Babeu advised the deputy sheriffs assembled near his office. "Now that this is policy, we're on the hook."

"We should not panic," counselor Janette Leal told the illegal immigrants gathered at St. Margaret's. "At the same time, we can't pretend nothing is happening. We need to plan for the worst."

Some are. Thousands of illegal-immigrant families have left for other states. Boarded-up houses, shuttered stores and vacated used-car lots are ubiquitous in Hispanic enclaves. St. Margaret's has lost about 20% of its parishioners in recent months. At Park Village Apartments in Mesa, 30 of 120 units have been vacated since the law passed in late April.

Many Hispanic citizens and legal immigrants are worried, too. "This law opens the door for people like me to be harrassed," said Miguel Gomez Acosta, 32, a Lutheran pastor who has lived in the U.S. since he was eight and is a naturalized citizen. "I feel I need to carry my U.S. passport to prove my citizenship."

Anna Torres, a Mesa resident who isn't a legal immigrant, was holding a yard sale on a recent day before packing up her family to make a fresh start in New Mexico. "I've been here 18 years and I've never seen anything like this. We're being hunted," she said.

Supporters of the law deny that. "It's not racist. It's needed," said Kelly Townsend, President of the Greater Phoenix Tea Party. "We can't afford to continue to pay for people in our state that are not citizens. That's money that should be going to balance our budget."

Mark Spencer, president of the Phoenix Law Enforcement Association, which lobbied for the law, said about 20% of inmates in Maricopa County jails are illegal immigrants, and "they are there because of conduct, not because of skin color."

The law prohibits the use of race, color or national origin as a basis for verifying an individual's immigration status. The video shown to deputies and police says time and again not to use skin color or accent as a basis for arrest.

Some officers found that advice insulting. "It's demeaning. We all know it's wrong to use racial profiling. We learned that Day One one in the academy," said Sgt. Hunter Rankin. "Law enforcement in Arizona is being dragged into the middle of a huge political battle."

The officers are being asked to walk a fine line. "Just because someone doesn't speak English doesn't mean you're arresting them," Sheriff Babeu told his deputies. "They could have a student visa or a work permit.'"

At the same time, the law allows officers to consider, in determining whether reasonable suspicion of being in the country illegally exists, a combination of factors such as whether a person struggles with English, appears nervous or is traveling in a crowded car.

The instructional video says officers can also consider whether an individual is in an area where illegal immigrants are known to congregate looking for work or is wearing several layers of clothes when it's hot, a sign he or she may have trekked through a chilly desert night to cross the border.

"The law befuddles cadres of attorneys," said Frank Milstead, police chief of the city of Mesa. "What do you think it does to officers? It sets them up to make mistakes."

Making a mistake is also what illegal immigrants fear. On a small stage at St. Margaret's, parishioners performed skits on how to interact with police. In one version, a driver admitted to the officer who stopped her that she lacked immigration documents. The children in the back seat confirmed to the officer that their mother was from Mexico. She was detained and the kids were left wailing.

In the second version, instead of answering the officer's question about her status, the driver tried to mollify him, saying: "I'm sorry I made a wrong turn. I'll accept a ticket." This time, the children shrugged when the officer asked them where their mother was from. Ultimately, in the skit, the officer wrote a ticket and let the driver go.

The moral is, "Don't lie to the police officer. Plead with him. Negotiate with him," said Blanca Hidalgo, who had been trained to lead the session by the Valley Interfaith Project, a coalition that works with immigrants. She said, "Don't give police any reason to stop you. Fix your broken taillights and windshields."

Before the lesson began, the coach invited participants to share their concerns. "Every single day, every time I get into the car I pray to God that my family will not be separated," said Gavril Vargas, a father of four U.S.-born children who has worked 14 years at the same construction company in greater Phoenix but has no legal status.

In the front row, Ariel Dominguez, a golf-course maintenance worker who took the day off to attend the workshop, summed up the sentiment: "We're desperate."

Why stay? "We're settled here. We have good jobs," said Mr. Dominguez, whose wife works at a seafood restaurant.

Ms. Hidalgo advised participants, if detained, not to sign any forms without an attorney present. In unison, the group practiced saying, "I choose to remain silent and I want to speak to my lawyer."

Later, Ms. Hidalgo reviewed a preparation packet given to everyone. It advised undocumented families to appoint a trusted U.S. citizen or legal permanent resident to tend to their children and personal affairs in case they were detained. The packet contained a form to grant someone power of attorney over a minor. "Sign them," said the coach. "You need to be ready."

The dossier of Cristina and Jose Sanchez is already complete. It holds copies of their three U.S.-born daughters' birth certificates, Social Security numbers and immunization records; the couple's Maricopa County marriage license; their taxpayer identification numbers issued by the Internal Revenue Service and tax returns for several years.

A small envelope contains their attorney's business card. On the couple's bank statement, Mrs. Sanchez has written the PIN to access the account.

"This is the life we built here, little by little," said Mrs. Sanchez, clutching the fat green file. Two friends who are American citizens, Karina and Michael Rodriguez, will keep a copy of the documents, which name the two as parties responsible for the Sanchez children if their parents are arrested.

On the enforcement side, Mesa Police Chief Milstead said one of his biggest concerns was that an undocumented immigrant stopped for a minor infraction, in a desperate attempt to avoid arrest, might "flee, fight" or even "kill a police officer."

He also worries that undocumented residents would refrain from reporting crimes out of fear they could be deported, compromising community safety.

Some officers on the front lines worry they could be sued over alleged profiling-or, alternatively, for allegedly failing to enforce the law.

They were warned in the training video to prepare for the scrutiny of activists. "I urge you not...to be baited by the questions that may be posed to you by individuals whose purpose is to find Arizona police officers discriminatory," said Brian Livingston, executive director of the state police association.

Arizona plans to show the training video, or at least key excerpts, to all 15,000 state peace officers. One part sure to be included is advice from Lyle Mann, executive director of the Arizona Peace Officer Standards and Training Board: "Act as if every act and word is being videotaped," he said.

"The entire country is watching to see how Arizona, and particularly Arizona law enforcement, responds," Mr. Mann added. "This state and each of you have now been thrust onto the national stage, and history will be made."
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Forecast For 2011 Deficit Is Raised To $1.4 Trillion (WSJ)
By Jonathan Weisman

Wall Street Journal, July 24, 2010

The White House raised its forecast Friday for the fiscal-2011 budget deficit to $1.4 trillion, or 9.2% of the economy, adding new fuel to the political battle over how to tame the flood of red ink.

The broad review of the Obama administration's February budget numbers will provide fodder for November's midterm elections, in which the deficit looms as a major issue, and for a bipartisan presidential commission on the debt expected to deliver recommendations on Dec. 1.

The 2011 deficit projection was up from the $1.267 trillion forecast in February. The forecast for the current year of $1.47 trillion actually fell $85 billion from the February forecast. The following three years were adjusted upward. Over 10 years, the White House is projecting $8.5 trillion of additional debt, slightly down from the previous forecast.

The deficit is likely to be the centerpiece of White House policy-making after the elections, which are expected to cost President Barack Obama his large Democratic majorities in Congress and possibly control of at least the House. Congress must also decide what to do with former President George W. Bush's tax cuts, all of which are set to expire Dec. 31.

Under the new projections, federal debt held by the public would reach 77.4% of gross domestic product by 2020, and deficits, after falling in the middle of the decade, would again be on the rise, to $900 billion that year, or 3.8% of GDP.

The White House expects the unemployment rate to stay high, falling only to 8.1% in 2012, when Mr. Obama is expected to stand for re-election. Economic growth is expected to be 3.2% this year, a faster clip than the 2.7% projected in the budget. But growth is now expected to be slightly slower next year.

"The most pressing danger we face is unacceptably weak growth and persistently high unemployment," said White House budget director Peter Orszag, who is leaving the post at the end of this month. But, he said, that is better than outright economic "collapse."

The White House budget office's new numbers were the first to reflect the expected impact of the new health-care law, the financial-regulation overhaul, a remake of student lending and other measures enacted since the fiscal-2011 budget was drafted. The White House said the health-care law, heralded as a powerful deficit-tamer in the long term, is expected to add $51 billion of debt between now and fiscal 2012. Those increases more than offset modest savings through 2020.

Overall, policy changes enacted since the February budget will add $114 billion of debt through 2020, the White House said, a relatively small fraction of the total, which is dominated by the growing cost of entitlement programs such as Social Security and Medicare.

House Minority Whip Eric Cantor (R., Va.) said the nation is on "the brink of a debt crisis" with "our way of life being threatened."

Mr. Orszag's nominated successor, Jacob Lew, will have to craft a fiscal-2011 budget that deals with the tax code, belt-tightening and what Senate Budget Committee Chairman Kent Conrad (D., N.D.) on Friday called "stubbornly high" near-term deficits.

The White House is split between economic aides who have wanted to push hard for more stimulus spending to boost the economy and others, such as chief of staff Rahm Emanuel, who see no appetite for that in Congress and don't want to spend political capital.

Administration officials in recent weeks have discussed whether to extend the Bush tax cuts only temporarily, while they lay the political groundwork for a future tax increase by making serious efforts to cut spending.

On Friday, White House officials said they had decided to stick with the president's campaign position: allowing tax cuts for households earning more than $250,000 a year to lapse. That would lower the deficit by $30 billion in fiscal 2011 and $629 billion over the next decade, the White House budget office said.

Republicans and some Democratic senators say no tax rates should be allowed to rise until the economy is on better footing. Most Democrats want the tax cuts for the rich to expire, and some of them are willing to filibuster any bid to extend them, Senate leadership aides said.

Sen. Charles E. Schumer (D., N.Y.) wants a vote in September or October on extending the middle-class tax cuts, contending that will inoculate Democrats from Republican charges that they plan to allow all of the tax cuts to expire. But Senate Majority Leader Harry Reid (D., Nev.), facing a tough re-election bid, favors waiting for a lame-duck session after Nov. 2.-Jared Favole contributed to this article.
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Bank Failures Top 100 For '10 (WSJ)
By Robin Sidel

Wall Street Journal, July 24, 2010

Regulators closed seven more banks around the country, marking the second consecutive year that more than 100 financial institutions have collapsed. The failure of banks located in Florida, Georgia, South Carolina, Kansas, Nevada,Minnesota and Oregon illustrates the havoc that continues to sweep the banking industry even as many financial institutions this week reported second-quarter earnings that topped year-earlier levels. So far this year, 103 banks have failed.

The Federal Deposit Insurance Corp. said the failures would cost its insurance fund $431 million.

The largest failure came in Georgia, where regulators have closed 10 banks this year. The Georgia Department of Banking and Finance seized CrescentBank & Trust Co., based in Jasper, which had $1.01 billion in assets, $965.7 million in deposits and 11 branches.

Regulators said Renasant Bank, based in Tupelo, Miss., paid a 1% premium to assume all of Crescent's deposits and agreed to purchase essentially all of its assets. The FDIC and Renasant also entered into a loss-share transaction on $617.4 million of Crescent's assets.

The Florida Office of Financial Regulation seized Sterling Bank of Lantana, Fla. which had six branches, $407.9 million in total assets and $372.4 million in deposits. Iberiabank, of Lafayette, La., agreed to assume all of Sterling's deposits and its assets, entering into a loss-share transaction on $244.3 million of the assets.

The Oregon Department of Consumer and Business Services closed Home Valley Bank, based in Cave Junction, Ore. It had five branches, $251.8 million in assets and $229.6 million in deposits. South Valley Bank & Trust, of Klamath Falls, Ore. agreed to pay a premium of 1.05% to assume the deposits and entered into a loss-sharing agreement with the FDIC on Trust entered into a loss-share transaction on $211.6 million of Home Valley's assets.

In Las Vegas, the Nevada Financial Institutions Division closed SouthwestUSA Bank, which had one branch, $214 million in assets and $186.7 million in deposits. Plaza Bank, based in Irvine, Calif., assumed the deposits and assets, entering into a loss-share agreement on $111.3 million of SouthwestUSA Bank's assets.

The Office of the Comptroller of the Currency closed Williamsburg First National Bank, based in Kingstree, S.C., an institution with five branches, $139.3 million in assets and $134.3 million in deposits. First Citizens Bank & Trust Co. of Columbia, S.C., agreed to pay a 0.5% premium to assume all of the bank's deposits. It also bought essentially all of its assets, entering into entered a loss-share deal on $64.4 million of them.

The Minnesota Department of Commerce closed the one-branch Community Security Bank of New Prague, which had $108 million in assets and $99.7 million in deposits. Roundbank, of Waseca, Minn., is paying a 0.89% premium to assume the deposits and is also acquiring its assets.

Lastly, the Kansas Office of the State Bank Commissioner seized Thunder Bank of Sylvan Grove, which had two branches, $32.6 million in assets and $28.5 million in deposits. Bennington State Bank, based in Salina, Kan., agreed to assume its assets and deposits.

Casual Send-Off For An Army Maverick (WSJ)
By Julian E. Barnes

Wall Street Journal, July 24, 2010

WASHINGTON-Gen. Stanley McChrystal, the former top commander in Afghanistan, retired from the military Friday evening at a ceremony that replaced the pomp of military honors with a certain informality long cultivated by the general.

In a nod to the way he spent much of his career on the front lines of two wars, Gen. McChrystal eschewed the Army dress blues. He instead chose to wear his fatigues-as did the ceremonial Old Guard.

Gen. McChrystal was known for a suspicion of the traditional hierarchy of the Army. He also was known for surrounding himself with people he thought had talent, regardless of rank, and pushing to make the organizations he led flatter and more responsive.

Those traits may also have contributed to his recent downfall, some in the military say. Gen. McChrystal resigned last month after the publication of a Rolling Stone article featuring anonymous comments from his advisers disparaging civilian leaders. Some military officers say the general put too much trust in those advisers. Shortly afterward, his retirement from the military was announced.

There was little in Gen. McChrystal's speech, delivered at the Fort McNair parade grounds in Washington, that made direct reference to how his career ended. But he said that in his career he had learned that people don't want to follow overly cautious leaders. He trusted his people and would continue to trust them, he said. He said his service "did not end as I would have desired."

"I left a mission I feel strongly about, ended a career I loved that began over 38 years ago," Gen. McChrystal said. "And I left unfilled commitments I made to many comrades in the fight, commitments I hold sacred."

In the speech, he made what appeared to be a veiled defense of his staff, arguing that "misperceptions about the loyalty and service of some dedicated professionals" will be corrected in time.

In his own remarks at the ceremony, Defense Secretary Robert M. Gates also avoided direct reference to the controversy that led to Gen. McChrystal's ouster. But he praised Gen. McChrystal's intellect and leadership, particularly in leading the special operations teams that hunted down members of Al Qaeda and other militants in Iraq and Afghanistan before he took the helm in Afghanistan.

"Over the past decade, no single American has inflicted more fear and more loss of life on our country's most vicious and violent enemies than Stan McChrystal," Mr. Gates said. "His efforts played a decisive part in the dramatic security gains that now allow Iraq to move forward as a democracy and us to draw down U.S. forces there."

Mr. Gates awarded Gen. McChrystal the Defense Distinguished Service Medal, for his leadership in Afghanistan. The Afghan government presented him with its highest state medal for his work in reducing civilian casualties and leading the war effort.

Gen. McChrystal, 55 years old, offered no clues about his retirement plans. But he joked that he wouldn't be a spokesman for the luxury-goods brand Gucci. That, too, was a reference to the Rolling Stone article, in which he was portrayed as searching for the "least Gucci" restaurant in Paris.

He also told his guests not to challenge his war stories.

"To those here tonight who feel the need to contradict my memories with the truth, remember, I was there, too," Gen. McChrystal said. "I have stories on all of you-photos on many-and know a Rolling Stone reporter."

Write to Julian Barnes at julian.barnes@wsj.com

EU Banks Survive Stress Test (WSJ)
By David Enrich

Wall Street Journal, July 24, 2010

European regulators painted a rosier-than-expected portrait of the continent's beleaguered banking sector on Friday, provoking criticism that the government's "stress tests" weren't tough enough on banks.

The tests found that 91 banks in 20 European countries could face ?566 billion ($730 billion) in total potential losses in a deteriorating economic and financial environment. But only seven banks flunked the tests, coming up short a combined ?3.5 billion in capital.

Analysts and investors were bracing for the tests to deem up to 20 banks capital-deficient. They expected these banks' total shortfalls to range from ?30 billion to ?90 billion.

"If you do a test and everyone in the class passes, you know there is a problem with the test," said Selwyn Blair-Ford, head of global regulatory policy at FRSGlobal, a risk and regulatory reporting company.

Market reaction was muted, likely indicating that neither the worst fears nor greatest hopes were realized. The euro seesawed in New York trading, eventually gaining ground against the dollar. The Dow Jones Industrial Average dropped shortly after test results were announced around noon Eastern Daylight Time, but ended the day up 102 points, to 10424.62. U.S.-listed shares of some big European banks followed the same trajectory.

Bank supervisors throughout Europe hailed the test results as affirming the stability of the continent's banking system. The sector has lurched from crisis to crisis this year due to concerns about lenders' vulnerability to European Union fiscal woes.

Review the results for each bank, country by country. EU Stress Tests: The Landscape

See how each bank performed on a measure of its capital-to-debt ratio and when gauged by how much it could stand to lose in a theoretical economic downturn. While the tests weren't considered stringent, investors applauded them for providing a dose of transparency into Europe's notoriously murky banking sector, where many institutions aren't publicly traded and therefore rarely detail their financial innards.

Most of the banks revealed their holdings of European government bonds for the first time, addressing a key source of market angst. The tests showed, for example, the top four French banks together hold ?11.62 billion of Greek government bonds and ?6.59 billion of Spanish government bonds. Spain's two giant banks, Banco Santander SA and Banco Bilbao Vizcaya Argentaria SA, each hold more than ?50 billion of their government's debt.

Germany's banks, which reluctantly agreed to go along with the public testing process, were the only ones not to disclose their sovereign-bond holdings.

Journal Community

Spain Feels Brunt Of Exams, With Failure Of Five Cajas (WSJ)
By Sara Schaefer Muñoz And Christopher Bjork

Wall Street Journal, July 24, 2010

Europe's stress tests hit Spain's regional savings banks hardest, with five of the institions failing the exam. The results are likely to fuel concerns that have plagued the local banks known as "cajas."

Spain touched off the stress-test frenzy in Europe when it said last month it would conduct a comprehensive exam and publish the results. Since earlier this year, investor jitters about the debt of euro-zone countries such as Greece, Spain and Portugal have hit banks in those countries with higher lending costs and lower share prices.

The stress tests, carried out by the Committee of European Banking Supervisors, included 27 Spanish banks. The results, released Friday, highlighted the relative strength of big institutions such as Banco Santander S.A. and Banco Bilbao Vizcaya Argentaria SA.

But the tests also underscored the weakness of Spain's cajas, which have been especially worrisome for investors. The savings banks were heavily invested in the real-estate boom and have suffered during the housing bust in Spain, prompting the central bank to move in and force mergers between weak players.

Spain's five stress-test failures all come from the ranks of cajas. One, Cajasur, was already seized by the Bank of Spain in May and received an injection of ?392 million ($503.7 million).

The four others-Unnim, Diada, Espiga and Banca Civica-are the product recent government-induced mergers involving Caja institutions. The stress test indicated that the four institutions need a total of ?1.835 billion more capital-in addition to the ?2.16 billion total that three of them have already received

Recently approved legislation will allow the cajas to seek public listings for the first time to raise the money. They can also tap a bailout fund established by the government, the Fund for the Orderly Restructuring of Banks. The Bank of Spain has given them until the end of the year to raise capital.

Even after those steps, some analysts question whether these moves will solve the cajas' problems.

"The degree of detail and disclosure leaves us feeling pretty good about the risk facing Spain generically," said Darragh Quinn, a Spanish banks analyst at Nomura. "Now you can start to worry about individual banks and whether they can raise capital."

One concern: The savings banks could be sitting on more troubled loans than the currently reported amount of 5.5% total loans.

This is partly because there is no consistent disclosure of substandard and restructured loans, according to UBS analyst Ignacio Carvajal Cebrian in a recent report. Mr. Carvajal and his colleagues say that non-performing loans to the banking sector could be as high as 14%, due to exposure to undeveloped land, real-estate assets the banks have brought onto their books whose value could fall further, and loans that have been restructured but could still go bad.

"In spite of the high leverage of the private sector and the large exposure to construction, banks show a ratio of stated non-performing loans....significantly below comparable economies, such as Ireland," Mr. Cebrian says.

The stress test, meanwhile, put the savings banks' "adverse scenario" impairment losses at 9.9% of their portfolio.

Analysts also point out that if investors don't feel the stress tests were tough enough, the savings banks could still find it expensive to fund themselves in a market that considers them risky borrowers. This could lead to the unavailability of credit and slow the recovery of the troubled Spanish economy. And despite fierce competition for deposits, a stable and cheap source of funding, deposit stocks for Spanish banks actually decreased by euro 28 billion, or 2% of the total, between January and April, according to UBS analysis. -Jonathan House contributed to this article.

Write to Christopher Bjork at christopher.bjork@dowjones.com

German Landesbanks Pass, But Angst Persists (WSJ)
By Marcus Walker

Wall Street Journal, July 24, 2010

BERLIN-Passing grades in stress tests haven't erased doubts about Germany's state-sector regional banks, known as Landesbanks.

The eight Landesbanks are major players in Europe's biggest economy, but critics say their poor risk management through the years has frequently imposed heavy costs on their owners, who include German regional authorities.

"There is a danger that after the stress tests, the Landesbanks will say their problems are solved. They are not. We need an urgent reform of the Landesbank sector," says Wolfgang Gehrke, a leading German professor of finance.

Review the results for each bank, country by country.Among the 14 German public and private banks subjected to the EU-wide stress tests, only Hypo Real Estate Holding AG was found to have barely enough capital to cope with a deteriorating economy. That finding was no surprise: HRE has already received a massive government bailout and is being restructured.

The apparent health of German banks other than HRE comes as a relief to German Chancellor Angela Merkel, whose government might otherwise have been forced to recapitalize more of the country's banking system with taxpayers' money.

Ms. Merkel has seen her popularity tumble this year due in part to Germany's contribution to bailout funds for Greece and other indebted euro-zone countries. German lawmakers and voters are skeptical of those bailouts, and many are no better disposed toward German banks, which are seen as having indulged in reckless speculation in the U.S. and Southern Europe.

German Finance Minister Wolfgang Sch�uble said Friday that the stress tests show all leading German lenders have enough capital to deal with adverse market scenarios, but added: "Independently of this positive result, the need to achieve further progress in consolidating the Landesbank sector remains."

Dominik Lamminger, a spokesman for the German association of public-sector banks, defended the Landesbanks, saying they perform a vital economic function and provide 20% of all lending to the midsize "Mittelstand" companies that form the backbone of German industry.

So far, the Landesbanks and their patrons in German regional governments have resisted an overhaul of the sector, despite mishaps at the banks and calls from Berlin for mergers.

Among the more troubled institutions are Bayerische Landesbank and Westdeutsche Landesbank, whose forays into global markets led to heavy writedowns even before the U.S. subprime meltdown in 2007-8.
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France Joins Bid To Rescue Hostage (WSJ)
By David Gauthier-villars

Wall Street Journal, July 24, 2010

PARIS-France said that it participated in a failed attempt this week to free a French national who is being held hostage in the Sahara desert by a group affiliated with al Qaeda.

France's Defense Ministry said Thursday that it provided technical and logistical assistance to a military operation conducted by Mauritania's army in neighboring Mali on Wednesday. The operation was aimed in part at freeing Michel Germaneau, a 78-year-old retired engineer, an official at the ministry said.

Participants in the operation failed to find Mr. Germaneau, the official added.

Members of al Qaeda in the Islamic Maghreb, a group of Islamic militants who pledged allegiance to al Qaeda in 2007, have threatened to kill Mr. Germaneau, who was kidnapped in Niger in April.

In a message posted on a Web site in May, the group said it would execute Mr. Germaneau by July 26 unless some of its members were released from prisons in several North African countries.

The group, known by its French acronym, AQMI, comprises a few hundred militants who hopscotch borders between Algeria, Mauritania, Mali and Niger, according to Western government sources.

Before allying with al Qaeda, the AQMI militants were mainly active in Algeria, where their goal was to set up a radical Islamic government. Their new objectives are less clear. In recent months, AQMI has claimed responsibility for the killing of soldiers in several North African countries as well as numerous kidnappings. Two Spaniards were kidnapped in Mauritania last year and are being held hostage by AQMI, according to Spanish authorities.

The French defense ministry official said the AQMI members holding Mr. Germaneau have refused to engage in talks about his release and haven't provided evidence that the Frenchman is still alive. He said the AQMI members in question also kidnapped and killed British tourist Edwin Dyer in 2009.

The broader objective of Wednesday's operation was to prevent AQMI members from entering Mauritania through Mali, the French official said.

In Mauritania, acting Interior Minister Mohamed Ould Boilil said Thursday that the country's army killed six AQMI militants during Wednesday's operation, while four others escaped.

In February, France obtained the release of a French national who was held hostage by AQMI. Pierre Camatte, who was kidnapped in Mali in November, was freed a few months later after Mali met an AQMI request and released four Islamic militants from prison.

Write to David Gauthier-Villars at David.Gauthier-Villars@wsj.com

Decades After Cambodia Genocide, A Verdict (WSJ)
By Patrick Barta

Wall Street Journal, July 24, 2010

PHNOM PENH, Cambodia-A United Nations-backed tribunal will issue its first verdict here Monday after years of investigating the Khmer Rouge genocide and arguing the case for justice in Cambodia.

But while the initial verdict, in the case of former prison commander Kaing Guek Eav, known as Duch, will mark a major achievement for Cambodia, a series of more complicated and potentially divisive cases lies ahead.

Those cases involve former senior officials of the Khmer Rouge regime; legal experts say they must be prosecuted before Cambodia can bury its past and complete its re-emergence as one of Asia's most promising frontier economies, which analysts say has been held back by worries over the lack of legal accountability for wrongdoers.

The prosecution of these still-untried senior officials "is essentially the Nuremberg trial of Cambodia," says David Scheffer, a professor at Northwestern University School of Law and former U.S. ambassador-at-large for war-crimes issues. "While Duch is a very significant figure in the Pol Pot atrocities, he wasn't at the top of the leadership pyramid."

An estimated 1.7 million people-or a fifth of Cambodia's population at the time-died of starvation, illness or were killed during the reign of the Khmer Rouge, a radical Communist rebel group that ruled Cambodia from 1975 to 1979 under the leadership of the late Pol Pot.

The regime was toppled by Vietnamese forces in 1979, and after more than a decade of civil war, Cambodia is peaceful again. It has begun to attract interest from foreign investors who see Cambodia as an important new emerging market, with cheaper labor than China and fertile land for agricultural projects.

But the country is still struggling to escape its reputation as a dangerous and unpredictable place. Many investors are watching the tribunal carefully for a final confirmation that rule of law has returned.

The process has struggled from the start. Before launching the tribunal in 2006, Cambodian leaders and international donors argued for years over its powers and composition, with Cambodia seeking more control over the proceedings.

The government still has some former Khmer Rouge cadres in its ranks, including Prime Minister Hun Sen, who served in the Khmer Rouge but later defected. He isn't under suspicion of involvement in the atrocities, legal analysts say, but other officials or politicians could be. Attempts to reach a government spokesman were unsuccessful.

Mr. Hun Sen has argued that aggressive investigations could destabilize Cambodia and possibly trigger civil war-an outcome political analysts describe as unlikely.

"If you prosecute [more leaders] without thinking beforehand about national reconciliation and peace, and if war breaks out again and kills 20,000 or 30,000 people, who will be responsible?" he said in September.

Advocacy groups have repeatedly complained of interference from Cambodian officials. Mr. Hun Sen has denied interfering with the tribunal process.

Such disputes have made it harder for the tribunal to raise money from foreign countries to fund its operations. In April, it suspended salary payments to Cambodian staff when money ran out, though staff got their back pay after Japanese donors provided $2.2 million in early July. The tribunal remains about $50 million short of its projected $87 million budget for 2010-11.

Despite those problems, legal experts say the Duch case went smoothly after its start in March 2009, and should greatly bolster the tribunal's credibility as an independent and viable institution.

Monday's verdict "is an important milestone and shows that this court can function," says Alex Hinton, a professor and expert on the Khmer Rouge genocide at Rutgers University.

Mr. Duch, 67 years old, has been charged with committing crimes against humanity and war crimes, as well as torture and homicide, in his role as chief jailer at the notorious Tuol Sleng prison in Phnom Penh, where some 14,000 Cambodians were detained before being killed.

Mr. Duch has denied killing or torturing anyone. He has, however, acknowledged an oversight role at the jail, and has repeatedly expressed remorse. He has sought leniency on the basis that he was following orders, and has cooperated with the tribunal.

Mr. Duch faces a sentence of five years to life in prison if convicted.

The next case is more important, legal experts say, and also likely more difficult. It is expected to involve four members of the Khmer Rouge's inner circle: Nuon Chea, a former acting prime minister who is considered one of the group's main ideologues; Ieng Sary, a former deputy prime minister and minister of foreign affairs; his wife Ieng Thirith, a Shakespeare scholar who was also a government minister; and Khieu Samphan, a former head of state.

All four were arrested in 2007 and are accused of crimes against humanity; all have denied the charges. The tribunal is aiming to make a decision by September on whether to take them to trial, which is widely expected, with the trial expected to begin next year.

Some advocates fear the trial won't be completed. All four of the accused are in their late 70s or mid-80s and in declining health. Any further delays could test donors' willingness to keep spending, particularly after the tribunal has yielded a verdict in its first case.

"The problem of donor fatigue and the desire of the donors to take their winnings and move on-that remains a significant problem," says James Goldston, executive director of the Open Society Justice Initiative, a global group that promotes legal reform.

There are also questions about whether additional trials will-or should-occur. Rights advocates have argued at least another 10 or so Khmer Rouge leaders must be taken to trial before the full truth is known.

Prosecutors have submitted the names of five more possible defendants. Those names haven't been released and Cambodian authorities have said they don't want to pursue the cases.

Who's Next on Trial?

Read about the four accused Khmer Rouge leaders expected to go on trial next year.
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Australia Reaffirms Its Green Initiatives (WSJ)
By Rachel Pannett

Wall Street Journal, July 24, 2010

CANBERRA-Australian Prime Minister Julia Gillard on Friday reaffirmed her center-left Labor government's commitment to curbing greenhouse-gas emissions, unveiling some interim green measures before a carbon cap-and-trade program is in place.

"Climate change is real and it is caused to a significant extent by human activity," Ms. Gillard said in a speech in Brisbane.

Her predecessor, Kevin Rudd, who was ousted in a Labor Party mutiny on June 24, angered progressive voters in April when he shelved plans for a carbon emissions trading scheme until at least the end of the current Kyoto Protocol period in 2012.

The scheme met an impasse in the upper house Senate, where it was opposed by conservatives as too tough on industry and the environmentalist Greens as too lenient.

Mr. Rudd's carbon trading backflip led critics to question his credibility, given that he had been elected to office in large part on his pledge to make Australia greener.

Australia uses fossil fuels, chiefly coal, for around 90% of its electricity generation, making it one of the biggest per-capita polluters in the developed world.

Ms. Gillard is seeking to re-establish the ruling Labor Party's green credentials ahead of a general election due Aug. 21.

But in doing so she is treading a difficult path between green groups who argue that anything short of putting a price on carbon-that is, forcing big polluters to pay for their greenhouse-gas emissions-amounts to inaction, and big industry groups, who argue that Australia shouldn't adopt any climate program that would set it apart from its global peers.

Tony Abbott, leader of the main opposition Liberal-National coalition of center-right parties, described Labor's latest tactics as "camouflage for the coming carbon tax."

Christine Milne, leader of the environmentalist Greens party-which is likely to hold the balance of power in the Senate after the election-accused Ms. Gillard of "making excuses for more delays" while other countries are moving toward putting a price on carbon emissions.

In the U.S., President Barack Obama's push to curb greenhouse-gas emissions was dealt a blow Thursday when the Senate postponed its bid to pass broad legislation to combat climate change until September at the earliest.

Though Ms. Gillard has said she won't resurrect Australia's cap-and-trade plans any earlier than 2012, she announced Friday that, if she is re-elected in August, Labor will offer companies an incentive to cut their emissions before then, rewarding any early efforts by requiring them to purchase fewer carbon permits in any future carbon-trading market.

The baseline for any emission-reduction efforts will be the same starting point as in the government's proposed carbon pollution-reduction scheme, which was shelved earlier this year.

"It will make businesses think twice before adding to their pollution levels ahead of a future market, because if they pollute more, they may have to make even greater emissions reductions down the track," Ms. Gillard said.

Any new coal-fired power stations built under a re-elected Labor government will be subject to tough emissions standards-and will need to be set up to sequester any greenhouse-gas emissions underground, a process that would potentially reduce the environmental impact of burning dirty fuels such as coal for power generation.

Labor, which already passed laws requiring 20% of Australia's electricity to come from renewable sources by 2020, also will spend one billion Australian dollars (about $890 million) over the next decade connecting renewable energy sources-like wind and solar power-to the national electricity grid.

Some of Australia's richest solar, biomass, wind and geothermal resources are in remote regions-like central and northern Australia-and aren't connected to the main electricity networks.

Also, Labor will establish a new A$100 million Renewable Energy Venture Capital Fund for renewable energy projects.

Ms. Gillard also announced a new 150-strong "citizens' assembly" to seek a fresh community consensus on climate change policy, and an independent panel of scientists to provide policy.

Write to Rachel Pannett at rachel.pannett@dowjones.com
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Not So Stressful (WSJ)
Wall Street Journal, July 24, 2010

Two months ago, credit markets in Europe nearly went off the rails over concern about what a sovereign debt default in Greece would do to the Continent's banks. After last night's release of the result of a Europe-wide stress test, we're not much wiser.

The EU's committee of national bank regulators repeatedly says that its stress test includes a "sovereign shock" scenario. But crucially, "a sovereign default was not included in the exercise," in the dry language of the committee's summary report. This means the test only looked at government debt held in trading portfolios, while ignoring any government bonds listed as held to maturity.

Earlier this month, regulators made it clear that they opposed testing the consequences of a sovereign debt default on European bank balance sheets. The German magazine Der Speigel reported that regulators felt including sovereign default in the tests might imply that the EU's ?750 billion ($960 billion) bailout fund wasn't guaranteed to work.

In other words, bank regulators in Europe think Greece, Spain, Portugal and the rest are too big to fail. Germany and France will always save them in the end, so the consequences of a default don't even need to be considered.

The decision not to test the consequences of sovereign default should also be seen in light of the reluctance, especially in Germany, of breaking out any bank-by-bank results at all. Germany finally caved on making the results public after Spain said it would release its bank-specific results regardless of what anyone else did. This demarche left the holdouts looking like they had something to hide, and in the end every country involved agreed to do likewise.

Speaking of Spain, it has some ?430 billion in national debt outstanding, as well as being home to five of the seven banks that failed yesterday's stress tests. A Spanish default, all by itself, would sorely test the ability of the EU to prop up its struggling sovereigns. But don't worry. A sovereign default in Europe has been declared impossible. Now we can all relax.

Smarter Obama Diplomacy (WSJ)
Wall Street Journal, July 24, 2010

The Obama Administration's "new realism" in foreign policy has often meant kowtowing to authoritarians from Moscow to Beijing. So we're happy to report an outbreak of realistic diplomacy in Asia that promotes U.S. interests.

Secretary of Defense Robert Gates, in Jakarta on Thursday, announced that the U.S. would resume relations with Indonesia's special forces, Kopassus. The decision helps shore up relations with an important ally, aids the fight against Islamic terrorism and checks China's influence.

The moratorium dates back to 1997, when the special forces were implicated in human rights abuses in Aceh and East Timor and strongman Suharto ruled the land. The world's largest Muslim country has since moved to democracy. The Bush Administration lifted a blanket ban on military contacts in 2005, but the Kopassus ban irked Jakarta's leaders and the people who freely elected them. Meantime, China's People's Liberation Army was courting the Indonesian military.

We've criticized the Obama Administration for its flagging commitment to democracy and human rights. But critics of this Indonesia decision-from Amnesty International to Democratic Senator Russ Feingold-choose a strange place for such a stand. Indonesia is a changed place, and it should be encouraged to put its past in the past.

Congress can now go further and lift the prohibition on training Indonesian special forces on American soil. Until that happens, the cooperation announced by Mr. Gates will be limited. Such bans can do lasting harm. The Pressler Amendment, which blocked contacts with Pakistan's military in the 1990s, created resentment among younger officers who weren't exposed to U.S. military values in their formative years. It's time to start undoing similar damage in Indonesia, and to build on this smarter diplomacy.

Iran's Sunni Insurgency (WSJ)
By Potkin Azarmehr

Wall Street Journal, July 24, 2010

Late last week, two suicide bombings in southeastern Iran reduced a mosque to rubble, leaving 27 dead and nearly 300 injured. The explosions were the work of Jundollah-"Soldiers of Allah"-a rebel Sunni group opposed to the Shiite-controlled regime in Tehran.

The Islamic Republic has always accused the United States of being Jundollah's paymaster. The leader of Tehran's government-controlled Friday Prayer even charged the U.S. with masterminding the attacks: "Since the U.S. has lost face in the case of Shahram Amiri [the Iranian nuclear scientist who allegedly spied for the U.S. against Iran] and the reputation of its intelligence has also become questionable, they wanted to divert attention from their defeat and disgrace through this crime."

The bombs sent a powerful message that Jundollah survived a major setback earlier this year when its leader, Abdolmalek Rigi, was arrested and subsequently hanged on June 20. When the regime apprehended Rigi, the state media went out of their way to showcase the operation. Security teams surrounded a beaten Rigi with large, muscled balaclava-clad agents known as the "unknown soldiers of the Messianic Imam Mehdi" in an attempt to demonstrate the strength of the state against a feeble rebel on national television.

The twin explosions presented the opposite picture. Jundollah struck Iran's leadership on a highly symbolic day, as it was both the birthday of the prophet Mohammad's grandson (revered by Shiites as the ultimate martyr) and Revolutionary Guards Day on the official calendar. Jundollah claims that the victims were mostly high-ranking Revolutionary Guards busy celebrating the holiday at the mosque. The mosque was also located in the center of Zahedan, where there is maximum security. Now, it's Jundollah's turn to boast.

Unreported in the Western press is Jundollah's claim that, in addition to the bombings, it trapped and murdered a top Iranian regime informant in a separate operation. Collaborators and informants understood the warning: Cease cooperation with the Iranian government, or suffer the same fate.

Meanwhile, in the wake of the bombings, three members of Iran's parliament from the Southeast resigned. Their official justification was that the central government has been unable to provide security in the region. More likely, they are attempting to escape Jundollah's bloody campaign of revenge.

Only one day before the Jundollah attacks, Iran's Interior Minister and Revolutionary Guard member Mostafa Najjar had declared peace in the Southeast thanks to Rigi's June execution. "The eastern regions of the country are absolutely calm," he said.

Mr. Azarmehr is an Iranian writer living in London.

Financial Times

BP Presses On With Deep-water Libyan Drilling (FT)
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