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In Clips on YouTube,

Politicians Reveal

Their Unscripted Side
i i i

Rival Posts ‘ Gotcha’ Videos

In Tight Montana Race;

Kevin O’Brien’s Vigils

Louis Vuitton Tries
Modern Methods
On Factory Lines

For Craftsmen, Multitasking

Replaces Specialization;

Inspiration From Japan

‘What Do Our Clients Want?’

Behind H-P Chairman’s Fall,

Clash With a Powerful Director

The Cautious Patricia Dunn

And Flashy Tom Perkins

Were a Combustible Pair

Overcoming a ‘Respect Gap’
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By CHRISTINA PASSARIELLO

PARIS—A year ago, it took 20 to 30
craftsmen to put together each Louis
Vuitton “Reade” tote bag. Over the
course of about eight days, separate
workers would sew together leather pan-
els, glue in linings and attach handles.

Then, inspired by car maker Toyota
Motor Corp. and egged on by outside
management consultants, the venerable
French luxury-goods house discovered ef-
ficiency. Today, clusters of six to 12 work-
ers, each of them performing several
tasks, can assemble the $680 shiny, LV-
logo bags in a single day.

The factory-floor changes are part of a
sweeping effort by Louis Vuitton to serve
customers better by keeping its boutiques
fully stocked with popular merchan-
dise—to operate, in other words, more like
a successful modern retailer. Its supply-
chain overhaul includes changes to its dis-
tribution system and to the way salespeo-
ple serve customers in its tony stores.

For years, high-end fashion houses like
Louis Vuitton—best known for its expen-
sive brown-and-gold logo bags—paid far
more attention to product design, crafts-
manship and image than to the mechanics
of keeping their stores stocked. When new
designs caught on, they often sold out and
the companies were often ill-prepared to
speed up production and distribution.

Chic but less-expensive fashion labels
such as Zara and H&M have thrived by

spotting trends quickly and filling shelves
with new products every fortnight. Their
success has forced higher-end rivals to re-
think how they do business. After decades
of relying solely on their designers’ in-
stincts, for example, some luxury fashion
houses, including Italy’s Gucci Group, are
now using focus groups to find out what
consumers actually want.

Louis Vuitton, a unit of LVMH Moët
Hennessy Louis Vuitton, the world’s larg-
est luxury-goods company, is pursuing a
more-fundamental overhaul. With help
from management consultants at McKin-
sey & Co., Vuitton set out to make its
manufacturing process more flexible,
borrowing techniques pioneered by car
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By SARAH MCBRIDE
And MERISSA MARR

As Hollywood struggles to adapt to the
digitalera,apowerful constituency ismak-
ing the transition tougher: major retailers
whosellDVDsdon’twant toseenewmovie-
downloading services gain an advantage
in the eyes of consumers.

The latest sign of tension came in a let-
ter Target Corp. sent to the major movie
studios late last month. The big discounter
expressed concern that new movie-down-
loading services will get a better deal from
the studios on electronic copies of movies
than Target gets on DVDs.

Target, which accounts for about 15%

of the big studios’ DVD sales in the U.S.,
said in the letter that itdidn’t object tocom-
petition but wanted “a level playing field.”
It went on to say that if it didn’t receive
what it considers to be equitable pricing
from the studios it would reconsider its in-
vestment in the DVD business, suggesting
the retailer might cut back on shelf space,
promotional programs, signage and other
aspects of marketing discs.

The sharply worded letter from Target
President Gregg Steinhafel said that the
chain had become aware that “some
moviestudioshavemadenew-releasemov-
ies available to download service provid-
ers at lower cost” than DVDs, allowing the

Please Turn to Page A16, Column 4

By AMY SCHATZ

HELENA, Mont.—One after another,
embarrassing videos of U.S. senator for
Montana, Conrad Burns, have been
posted in recent months on YouTube.
com by somebody identified only as “Ar-
rowhead77.” There was the one of the
71-year-old Republican lawmaker nod-
ding off at a farm hearing. Another
where he warned constituents about peo-
ple who “drive taxicabs in the daytime
and kill at night.” A third showing Mr.
Burns joking about the immigration sta-
tus of the “nice little Guatemalan man”
who works at his Virginia house.

The tapes are hampering Mr.
Burns’s bid to win a fourth term in
November. They’re getting widespread
attention in the local press, feeding his
reputation as gaffe-prone, and helping
his opponent for the seat—Democratic
state senator Jon Tester—run even, if
not a bit ahead, in recent polls.

That’s exactly the point. “Arrow-
head77” is a 23-year-old staffer on Mr.
Tester’s campaign named Andy Tweeten,
who posts the videos from his iBook note-
book, having mixed them with music and
addedtitles. Mr.Tweeten getshis raw foot-
age from a fellow Tester aide, 24-year-old
Kevin O’Brien. Since April, Mr. O’Brien
hasput 16,000 miles onhis gold NissanSen-
tra stalking Montana’s folksy senior sena-
tor with a Sony camcorder in hopes of cap-
turing embarrassing moments on tape.

It’s an increasingly used tactic in the
2006 campaign, the first election in the
age of easily accessible Internet video.

Campaigns have sent staffers to spy
on each other for years. But in the You-
Tube era, young operatives like Mr.
O’Brien are enjoying unprecedented im-
portance and, in some cases, celebrity.
They post their embarrassing snippets

on the Web, where
some of the clips
can become instant
sensations, spread
by bloggers and po-
litical junkies.

As control of
both houses of Con-
gress hangs in the
balance, any mis-
step by a candidate
canmeanmore than
just personal de-
feat. Democrats
need to pick up 15
House seats and six

Senate seats to take control of those bodies.
Democrats believe they can take Montana
this year. (See related article on page A4.)

So far, the most famous gotcha moment
belongs to S.R. Sidarth, an Indian-Ameri-
can student, whose constant tailing of Vir-
ginia Republican George Allen on behalf of
Democratic challenger Jim Webb infuri-
ated thesenator.ThatpromptedMr.Allen’s
now-infamous remarks to a crowd of sup-
porters, about Mr. Sidarth: “Let’s give a
welcome to macaca here... Welcome to
America and the real world of Virginia.”
“Macaca” isa racial slur insomecountries,
and the comment added fuel to critics’
claimsthatMr. Allen is racially insensitive,
helping to erode his once-formidable lead.

In Pennsylvania, a cable-TV channel
captured embattled Republican Sen. Rick
Santorum on tape arguing with a woman
during a parade after she berated him for
allowing state taxpayers to fund home-
schooling of his children in Virginia. The
exchange ended up on YouTube. In Mis-
souri, Republican Sen. Jim Talent com-
plained he was taken out of context after
the Missouri Democratic Party posted on
YouTube a five-second video that appeared
to show him contradicting his own opposi-
tion to amnesty for illegal immigrants.

Conrad Burns seemed a particularly
inviting target for a YouTube-driven cam-
paign tactic. “Sen. Burns has hurt him-
self by a series of goofs or poor choice of
words and a lack of discretion over the
years,” says James Lopach, chairman of
the University of Montana’s political sci-
ence department. Jason Klindt, a Burns
spokesman, says: “I don’t think Montan-
ans are voting based on a YouTube ad. I
don’t think it has a big impact.”

The Tester camp’s media team first
started taking the videos so they could
release them to the local media in
hopes of generating stories about Mr.
Burns. The idea of jazzing them up
with music and posting them on You-
Tube came from “someone born in the
1980s,” says Tester spokesman Matt
McKenna, although he can’t remember
which staffer thought of it first.

Their most famous piece—“Conrad
Please Turn to Page A14, Column 1

Eyes on the Road: What’s
the future of car audio? Jo-
seph B. White argues that

it’s ensuring your digital music can
link up seamlessly with your car.

i i i
n The Daily Fix: Read the Web’s
best sportswriting about the baseball
playoffs and Sunday’s NFL games.

i i i
n Stat Snapshot: “The Departed” de-
livers director Martin Scorsese’s big-
gest box-office opening yet.

By GEORGE ANDERS
And ALAN MURRAY

PALO ALTO, Calif.—Within weeks af-
ter her unexpected ascension to the chair-
manship of Hewlett-Packard Co. last
year, Patricia Dunn found herself in open
warfare with another director: wealthy
venture capitalist Tom Perkins.

They argued
over how the board
should be run. He
has called her a
“stickler for pro-
cess and proce-
dure.” She says he
was a “controller.”
For new board
members, he
pushed for Silicon
Valley entrepre-
neurs with ties to
his venture firm.
She rejected his
suggestions in fa-

vor of big-company leaders from other
industries.

They even bickered over Mr. Per-
kins’s steamy novel, “Sex and the Single
Zillionaire,” which he wrote with the en-
couragement of his ex-wife Danielle
Steel. The 74-year-old Mr. Perkins says
he jokingly called for all H-P employees
to buy the book. Ms. Dunn, 53, says she
didn’t hear anything playful in his tone
and vetoed that plan. When Ms. Dunn
told Mr. Perkins at a party that the book
“isn’t my thing,” he angrily accused her
of embarrassing him in public.

At heated moments, two witnesses
say, Mr. Perkins would declare in front of
board members: “We need a new chair-
man.” Ms. Dunn says at other times he
would poke her in the clavicle and say: “I
made you chairman.” Mr. Perkins’s ac-
tions were, in the words of another direc-
tor, former Medtronic Inc. executive Rob-
ert Ryan, “chairman abuse.”

The clash between Ms. Dunn and Mr.
Perkins lies at the root of the spying scan-
dal at H-P, a saga that ended catastrophi-

cally for Ms. Dunn. Last week the Califor-
nia attorney general charged her on four
felony counts of fraud and conspiracy,
saying she led the H-P board into crimi-
nal violations of privacy when the com-
pany pried into personal phone records
to investigate boardroom leaks.

Mr. Perkins set the charges in motion
by storming off the board and alerting
authorities to the phone snooping. He con-
tacted the Securities and Exchange Com-
mission and California’s attorney gen-
eral, pressing them to take action. But
their fight was much broader than that,
reflecting a fundamental conflict over
how to run big companies in the post-En-
ron world.

Ms. Dunn brought a careful, rules-
based approach to
life. She rose from
a modest childhood
and endured a
three-bus commute
to attend the Uni-
versity of Califor-
nia, Berkeley, on a
scholarship. She be-
come head of Bar-
clays Global Inves-
tors, where she suc-
ceeded in the or-
derly world of in-
dex funds, which
control risk and

take the guesswork out of investing.
When asked to be H-P’s chairman,
Please Turn to Page A14, Column 1

–Markets–
Stocks:DJ industrials stand
at 11850.21, s +171.14 last week;
Nasdaq composite 2299.99, s +41.56;
S&P 500 index 1349.58, s +13.73.

Bonds:10-yr Treasury yield stands at
4.700%; 30-yr Treasury yield 4.839%.

Dollar:119.01 yen, +0.89 last week;
euro $1.2595, –0.86 cents vs. dollar.

Commodities:Oil futures stand at
$59.76 a barrel, t –$3.15 last week;
Gold (Comex) $572.40 per troy ounce,
t –26.20; Dow Jones-AIG
Commodity Index 160.373, s +0.416.

Target, a Big DVD Seller, Warns

Studios Over Download Pricing
—Online Today—

WSJ.com/OnlineToday

i i i

Business and Finance

i i i

World-Wide
Rebooted

What’s Ahead–
People & Events to Watch in the Coming Week

n REPUBLICANS CIRCLED the wag-
ons around Hastert as a probe began.

As the House Ethics Committee be-
gan interviews in its Foley inquiry,
Republicans mounted a public defense
of the House speaker. Rep. Putnam
(R., Fla.) sought to make a case that
once Hastert’s office heard of explicit
emails it pushed Foley to quit, while
others again tried to blame Democrats
for the timing of disclosures. House
Republican campaign chairman Tom
Reynolds ran ads in which he apolo-
gizes for not doing more. (Page A4)

The probe poses a test for the Ethics
Committee itself, in a situation that
gives its chairman and its ranking
Democrat extraordinary leverage.

i i i
n Japan’s Abe declared concord with
Beijing in opposing a North Korean
nuclear test, at an icebreaker summit
between Asia’s biggest powers. Amid
tensions, South Koreans fired warn-
ing shots Saturday after five northern
troops crossed a DMZ line. (Page A8)
n China’s ruling elite began annual
meetings that could see President Hu
continuing to curb his rivals’ power.

i i i
n A Russian journalist who exposed
atrocities in Chechnya was murdered
in a contract-style shooting. (Page A6)

i i i
n U.S. and Iraqi troops killed 30 gun-
men in battle following a raid on the
home of a Shiite Mahdi Army leader.
Hundreds of police in a town south of
Baghdad were poisoned at an evening
meal, with at least 11 reported dead.
Three Marines were killed in Anbar.

i i i
n Gunmen killed two German report-
ers in Afghanistan Saturday, the fifth
anniversary of the U.S.-led invasion.

i i i
n Denmark’s premier joined Iran’s
Ahmadinejad in denouncing members
of a Danish anti-immigrant party who
appear in videos mocking Muhammad.

i i i
n France will ban smoking in public
places as of Feb. 1, in restaurants,
bars and clubs at the start of 2008,
Prime Minister de Villepin announced.

i i i
n Residents of Apex, N.C., returned
safely home after a hazardous-mate-
rials fire led to evacuation appeals.

i i i
n Died: Buck O’Neil, 94, star in base-
ball’s Negro Leagues and the majors’
first black coach, in Kansas City, Mo.

7 7

7 7

THE DOLAN FAMILY of-
fered to buy out Cablevi-

sion’s public shareholders in a
deal that values the Long Island-
based cable operator at about
$7.9 billion, 16 months after the
family made an unsuccessful of-
fer to take control of Cablevi-
sion’s cable unit. While share-
holders have tended to bless
such deals, the transactions are
beginning to face more scrutiny.

(Article on Page A3)

i i i

n PNC is near a deal to buy
Mercantile Bancshares for about
$6 billion in stock and cash, in
a move to extend its reach
through the Eastern seaboard.

(Article on Page A3)

i i i

n Target told movie studios it’s
concerned downloading services
get a better deal for online mov-
ies than it gets for DVDs, in a
new sign of tension as Hollywood
tries to adapt to new media.

(Article in Column 5)

i i i

n Alyeska is investigating vibra-
tions on the Trans-Alaska Pipe-
line, which transports roughly
15% of U.S. domestic oil supplies.

(Article on Page A12)

i i i

n Danaher was close to a deal
late Sunday to buy Australian
medical technology firm Vision
Systems for about $595 million.

(Article on Page A12)

i i i

n China’s biggest bank may raise
up to $21.94 billion in its initial
public offering, making the ICBC
sale the world’s biggest IPO yet.

(Article on Page C3)

i i i

n A declaration in SCO’s lawsuit
against IBM raises new ques-
tions about whether Microsoft in-
directly assisted SCO’s legal at-
tack on the Linux system.

(Article on Page B2)
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Brief biography of Patricia Dunn:

March 27, 1953: Born in Burbank, Calif.

1975: Earns B.A. from UC Berkeley

1976: Joins Wells Fargo Investment
Advisers; later rises to CEO

1998: Joins board of Hewlett-Packard

2004: Diagnosed with advanced ovarian
cancer; has recurrence in 2006

February 2005: Named nonexecutive
chairman of H-P

May: Initiates probe into board leaks

January 2006: Initiates second probe

Sept. 22: Resigns from H-P

Oct. 4: Indicted, with four others, on four
felony counts

Tom Perkins

Patricia Dunn

Brand-New Bag

Kevin O’Brien

>

Louis Vuitton is revamping production
techniques forproducts like theReadebag.

MONDAY, Oct. 9

n The U.S. bond market, govern-
ment offices and some banks will
be closed for Columbus Day. The
stock market remains open.

TUESDAY, Oct. 10

n Aluminum maker Alcoa, an eco-
nomic bellwether, is expected to post
a big jump in third-quarter profit.

i i i
n President Bush meets with Peru-
vian President Alan Garcia.

WEDNESDAY, Oct. 11

n The Fed releases minutes from
its Sept. 20 meeting, shedding light
on its decision to hold rates steady
for a second consecutive month.

THURSDAY, Oct. 12

n The FCC votes on AT&T Inc.’s
$67 billion purchase of BellSouth
Corp., which reunites major por-
tions of the old Ma Bell monopoly.

i i i
n The trade deficit for August is

forecast to shrink to around $66.5
billion from $68 billion in July.

i i i
n PepsiCo earnings will be the first
under new CEO Indra Nooyi, and
analysts will be looking for clues
about her strategy. Weak soda sales
should be offset by other beverages
and international growth.

i i i
n “Beige book” economic survey.

FRIDAY, Oct. 13

n GE reports third-quarter earn-
ings, after disappointing the Street
in the two previous quarters.

i i i
n Retail sales, as measured by the
Commerce Department, are ex-
pected to be either flat or up a mod-
est 0.2% in September. Excluding au-
tos, forecasts indicate no gain or a
slight drop.

i i i
n Bank of Japan finishes up a two-
day monetary policy meeting. The
market anticipates rates holding
steady until next year. The BOJ
ended its zero-interest policy in
July, when it bumped up the target
for the overnight rate to 0.25%.
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The Christian
In the Corner Office
How some top executives mix
their faith with their business
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Or a Money Pit?
From stocks to lenders to futures,
the view of the housing market
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Move Over, CEO:
The Board Is Here
Directors get more aggressive,
reshaping corporate governance
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we’re working to

reduce emissions

for cars, trucks

and buses.
actually, we’re
working to reduce
emissions for
6.5 billion people.

In partnership with automakers,
we’re developing new technologies
to lower emissions and dramatically
increase fuel economy. It’s a good
direction to be heading.
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she brought a similar diligence to her
new job. She studied a British book on
governance, attended directors’ work-
shops at Stanford University and hired
consultants to update board handbooks.
Her first thought, she says, was: “How
do I avoid screwing up? Failure-avoid-
ance has been a large motivator my
whole life.” For Ms. Dunn, plugging the
leaks became a crucial test of her ability
to oversee the board.

Mr. Perkins, by contrast, is a boister-
ous Silicon Valley legend, in love with
fast cars, large sailboats and getting his
own way. He worked for H-P in the 1950s
and 1960s and helped the company start
its computer business. In 1972, he co-
founded Kleiner Perkins Caufield & By-
ers, a leading venture-capital firm that
made billions for partners and investors
by bankrolling start-ups such as Genen-
tech Inc. and Netscape Inc.

Mr. Perkins returned to H-P in 2002 as
an outside director, serving until March
2004 before stepping down at retirement
age. He was brought back 11 months
later at the urging of fellow director
George “Jay” Keyworth, who said the
company needed Mr. Perkins’s expertise.
“I have been chairman of a hell of a lot of
boards,” Mr. Perkins said in an interview
late last year. “I have always been very,
very active in the strategy and tactics of
these companies.” When the leak issue
came to a head, Mr. Perkins tried to play
down the matter and protect his friend,
Mr. Keyworth, who was fingered as the
leaker.

Center of the Probe
While it may take a court to assign

legal culpability, internal H-P documents
depict Ms. Dunn at the center of the leak
probe at the computer and printer com-
pany. Imbued with zeal about directors’

responsibilities, she focused on rooting
out a boardroom traitor and failed to
question or rein in investigators. They
impersonated reporters and directors to
pry personal records from phone compa-
nies. They used operatives to tail H-P
directors and journalists. And they
sprang a sting operation on an unsuspect-
ing reporter in an effort to get her to
reveal her source.

The charges are the culmination of a
fierce boardroom battle that, in the end,
Ms. Dunn lost. At the board’s request,
she quit as a director in late September.
Ms. Dunn says she relied upon the advice
of H-P lawyers and thought obtaining
phone records was customary practice.
She portrays herself as a victim and says
she bears no responsibility for any mis-
deeds that were done.

“I think I’ve been at the nexus of a
conflict between the old and new ways of
governance,” she said during a three-
hour interview last week. “And I made a
very rich and powerful enemy without
meaning to. He was in a position to fi-
nance an extremely effective and elabo-
rate campaign to get me off the board. It
went beyond what he ever expected.”

Mr. Perkins also saw their battle as a

fight over how best to run the company.
In a July 18 email to H-P CEO Mark
Hurd, he worried that Ms. Dunn would
“ ‘pack’ the board with the kind of direc-
tors she so admires—ciphers from high
cap companies, with no fast-cycle tech-
nology background, and certainly no Val-
ley entrepreneurial genes. I worry that
you will wind up with a ‘blue ribbon’
board that will be of zero, or even nega-
tive, value to you when the going gets
tough.”

In an interview with Newsweek last
month, Mr. Perkins said: “My No. 1 thing
was to get Pattie out as chairman, and I
got that. So I’m happy.”

As she fights her legal war, Ms. Dunn
has been waging an increasingly serious
medical battle. After brushes with breast
cancer and melanoma, she was diag-
nosed with Stage IV ovarian cancer in
January 2004. Intense chemotherapy,
which lasted through August 2005, ap-
peared to have beaten back the disease.
But in August, Ms. Dunn had surgery to
remove cancer that had spread to her
liver. On Friday, she began a new six-
month round of chemotherapy.

“I hope I live long enough to see my
reputation cleared,” she says.

ThestoryofMs. Dunn’sundoing comes
from interviews with her, her associates,
other H-P directors and 700 pages of H-P
documents, which include emails, presen-
tations, lawyers’ reports and written testi-
mony submitted to a congressional com-
mittee investigating the matter.

Ms. Dunn spent her childhood in Las
Vegas, where her father was an entertain-
ment director at a casino and her mother
was a retired showgirl. She says her for-
mative experiences came as a teenager
after her father died and her mother
moved the family to Terra Linda, Calif.

Cash was tight. She won a National
Merit Scholarship in 1970 to go to the

University of Oregon but had to drop out
when her mother lost Social Security
death benefits. For a year, Ms. Dunn
worked days as an apartment rental
agent and evenings cooking and house-
cleaning for a family in return for room
and board. Her mother was homeless
and slept in her car for a while.

In 1973, Ms. Dunn got enough scholar-
ship and grant money to return to college
at the University of California, Berkeley,
as a journalism major. Immediately after
graduating, she won a temporary secre-
tarial job at Wells Fargo & Co., the big
San Francisco bank.

She had no interest in finance. “I
thought I would rather drink chloroform
and die than work for a bank,” she re-
calls. But it was the only job available
and she grew to like it. She met a senior
banker, Bill Jahnke, whom she later mar-
ried. And she became fascinated with the
way Wells Fargo used academic theories
to whittle away the role of human judg-
ment in investment decisions. The bank
championed low-cost money manage-
ment that matched indexes like the Stan-
dard & Poor’s 500. “I found there were
revolutionaries at the bank,” she says.

Ms. Dunn eventually became CEO of

the business, which went through a se-
ries of owners before being sold to the
United Kingdom’s Barclays Bank PLC,
which renamed it Barclays Global Inves-
tors. BGI wasn’t flashy, but its methodi-
cal, process-driven approach to invest-
ment proved ultra-reliable.

Former colleagues say Ms. Dunn was
a superb listener who usually knew ex-
actly what she wanted. “You underesti-
mated her at your peril,” recalls Jeffrey
Skelton, a former investment specialist
at the bank. “People who got booted out
can attest to that.”

In 1998, Ms. Dunn was invited onto
the H-P board, which was looking for
fresh faces. At that time it was domi-
nated by people picked by the compa-
ny’s legendary founders, Dave Packard
and Bill Hewlett. A year later, H-P re-
cruited its first outsider as CEO, Carly
Fiorina, a flashy telecommunications
executive.

Betting Their Future
H-P and Ms. Fiorina bet their future on

the hotly contested 2002 takeover of Com-
paq Computer Corp. During a shareholder
suit over the deal, H-P considered using
Ms. Dunn as a witness to affirm directors’
confidence in the deal. The company in-
stead opted to call another director, Phil
Condit, then CEO of Boeing Co.

In her autobiography, which goes on
sale today, Ms. Fiorina snipes at the low-
key Ms. Dunn, writing that it was “fre-
quently hard to discern” what point Ms.
Dunn might be trying to make.

“I never viewed myself as a leader on
the board until late 2004,” says Ms.
Dunn. That’s when some H-P directors
started voicing dissatisfaction with their
CEO. A rift developed between Ms. Fiori-
na’s supporters and critics. As the board
struggled to find agreement, Ms. Dunn
helped negotiate a 500-word statement
testifying to its concerns. “I was the
scribe” who wrote down the emerging
consensus, Ms. Dunn recalls.

On Jan. 10, 2005, Ms. Dunn and two
other directors—Mr. Keyworth and Rich-
ard Hackborn—delivered the statement
to Ms. Fiorina. The meeting surprised
the embattled CEO who conceded little in
talks over the next few days about her
role, but seemed to recognize the need to
be more open with her board. “We were
getting somewhere with Carly,” Ms.
Dunn maintains. “She was taking on
board what directors were saying.”

Two weeks later, a detailed account of
directors’ qualms about Ms. Fiorina’s
leadership appeared in The Wall Street
Journal. Ms. Fiorina was furious and
started focusing on leaks instead of direc-
tors’ concerns about her management.
Her relations with the board disinte-
grated. At a Feb. 7 board meeting in Chi-
cago, with Mr. Perkins among those push-
ing hard for change, Ms. Fiorina was
voted out of office.

The leak “set the tone for distrust,”
Ms. Dunn recalls. “It threw a spanner
into the whole process” of running the
board.

At the same Chicago session, the
board asked Ms. Dunn to become nonex-
ecutive chairman. She says her elevation
was due largely to the fact that “I was
one of the few directors who was still
talking to everyone.” She saw herself as
a peacemaker.

Ms. Dunn was in the midst of a
20-month chemotherapy regimen to bat-
tle ovarian cancer. Her face was bloated.
Hair loss forced her to wear wigs. She
adopted a macrobiotic diet and consulted
a Chinese herbalist. Each day, she took

more than a dozen nutritional supple-
ments that she kept in a heart-shaped
box.

Doctors told her she showed an aston-
ishing ability to withstand nausea and
other side effects. Tom Christopherson, a
long-time BGI colleague, says he asked
her about her medical stoicism and recalls
being told: “I keep all of this in a corner.
The quality of life I want has nothing to do
with being a cancer patient.”

As H-P chairman, Ms. Dunn helped
lead a CEO search that recruited Mr.
Hurd from NCR Corp. She paid house
calls to other H-P directors, asking them
how the H-P board could become more
effective. What she heard disheartened
her. Directors were wary of one another,
Ms. Dunn recalls, because of the leaks
and the Fiorina ouster, and pessimistic
they could ever work well together. Seven
of the nine directors with whom she
talked said stopping the leaks should be a
top priority, after finding a new CEO, she
recalls.

Months before, Ms. Fiorina had tried
unsuccessfully to find boardroom leak-
ers. Ms. Dunn felt it was time to try
afresh. It didn’t matter whether indiscre-
tions were big or small. They all were
bad. As she testified to a House panel
last month: “Even trivial information
that finds its way from the boardroom to
the press corrodes trust among direc-
tors.”

Sympathetic directors urged Ms.
Dunn onward. H-P board documents
show that Mr. Ryan offered to hand
over his phone records so she could see
if he had called reporters. She de-
murred. Someone suggested that direc-
tors take lie-detector tests. Mr. Perkins
declared: “I’ll be the first in line.” Ms.
Dunn took that as a serious suggestion.
Mr. Perkins through a spokesman says
he was kidding. Such tests were never
used.

To dig into boardroom conduct, Ms.
Dunn turned to a former prosecutor,
Ronald DeLia, whom H-P management
recommended to her. He ran Security
Outsourcing Solutions, a small firm in
Needham, Mass. Ms. Dunn says she won-
dered if a bigger firm would be better,
but opted to keep the job in-house.

Project Kona
Mr. DeLia, in a phone call, asked her

to pick a code name for the project. Ms.
Dunn was staying in Kona, Hawaii, at
the time, where she has vacationed since
her honeymoon. She decided to call the
project “Kona” and said recently the
word will never sound the same to her.

Mr. DeLia decided to get directors’
phone records without their permission.
This technique, called “pretexting,” in-
volves fooling phone companies into hand-
ing over call logs by impersonating a cus-
tomer, which is illegal in California; it
may be permissible in other jurisdictions.

Ms. Dunn said in her House testimony
last month she didn’t recall hearing the
term pretexting during the 2005 probe. But
according to meeting notes from H-P’s
then-general counsel, Ann Baskins, some-
one with the initials “PCD” asked direct
questions about the matter. Ms. Dunn’s
full name is Patricia Cecile Dunn. A
spokesman for Ms. Dunn declines to com-
ment on Ms. Baskins’s notes.

Later, low-level H-P managers
squirmed about such deceit. “It’s very
unethical at the least and probably ille-
gal,” wrote Vincent Nye, an H-P security
official, in a February 2006 email. His
warnings seemed to fall on deaf ears,
and there’s no indication they ever
reached Ms. Dunn. It’s unclear how peo-
ple reacted to pretexting in 2005.

By summer 2005, the Kona I team
conceded failure; it hadn’t pinpointed
any board blabber. The leak issue re-
ceded in prominence until Jan. 23, 2006,
when Dawn Kawamoto, a technology re-
porter for CNet.com, posted an online
article headlined: “HP Outlines Long-
Term Strategy.”

It didn’t matter that the actual con-
tents were upbeat and bland, merely
echoing what H-P had been telling Wall
Street analysts for months. The story
was cast as a summary of a closed-doors
retreat for directors and top executives
two weeks earlier—and it was accurate.

“I thought: ‘Here we go again,’ ” Ms.
Dunn recalls. “You can’t appreciate how
raw the sensitivities were on the board.
That a director would have disclosed this
is staggering.” Even H-P’s CEO, Mr.
Hurd, was outraged, Ms. Dunn later
said, telling her that he couldn’t run the
company this way.

As the leak problems worsened, Ms.
Dunn’s relations with the powerful Mr.
Perkins were also deteriorating. In the
summer of 2005, she brought in consult-
ants from Mercer Delta Inc. to suggest
how H-P could tidy up its director guide-
lines. Mr. Perkins hated their meddling.
As H-P General Counsel Ms. Baskins put
it in a later interview with H-P’s outside
lawyers: “Perkins generally felt he could
write a book on governance and didn’t
need any outside help.”

Ms. Dunn chafed, too, when Mr. Per-
kins repeatedly brought up her $100,000
annual pay as chairman, insinuating—to
her ear, at least—that she ought to be
grateful to him. She wanted him to real-
ize that while not a tycoon, she had a net
worth that was in fine shape with or with-
out the H-P stipend. At one point, she
took Mr. Perkins aside for a five-minute
chat about her financial position, hoping
this would close what she called in a later
interview “a respect gap.”

Also on Ms. Dunn’s gripe list was how
Mr. Perkins, as a member of the board’s
powerful technology committee, was run-
ning high-level strategy discussions that
belonged in front of all directors. “It was
becoming a board within a board,” she
says. She didn’t have a seat on the com-
mittee and while she was free to attend
some of its events, lacked a vote there. A
spokesman for Mr. Perkins says: “I
wouldn’t even know how to comment on
that. Let’s just let it go.”

Did Mr. Perkins want an aggressive
leaks probe? In an August 2006 interview
with H-P’s outside lawyers, Wilson Son-
sini Goodrich & Rosatti, Ms. Dunn said
she felt “under tremendous pressure
from Perkins to find the leaker.” Ms.
Dunn reiterated in her interview last
week that she thought Mr. Perkins was
“the most hawkish of the directors” in
pressing for action. Mr. Perkins’s spokes-

man disputes that, saying the venture
capitalist regarded the CNet article as
harmless.

In any case, investigators had a likely
suspect: Mr. Keyworth. He had given in-
terviews to Ms. Kawamoto before and
some of the quotes from the story’s sin-
gle anonymous source matched his ca-
dence. He’d also been suspected of leak-
ing to the press a year earlier. Ms. Dunn
engaged H-P’s chief ethics officer, Kevin
Hunsaker, who agreed to supervise what
became known as Kona II.

Within two weeks, Messrs. Hunsaker
and DeLia had a whirlwind of spying
initiatives in place. They paid surveil-
lance teams to sit outside Mr. Keyworth’s
home. They hired other snoops to follow
an H-P publicist at a conference, logging
what time he visited the dessert stand.
And they commandeered phone records
of about a dozen people.

As one episode got under way, even
the originally squeamish Mr. Nye
emailed colleagues in all capital let-
ters: “STRAP ON YOUR HELMETS,
FELLAS, WE’RE GOIN IN!!!” Another
investigator in an email likened one of
his ploys to “waiting for the Apollo 13
spacecraft to emerge from the dark
side of the moon.”

Ms. Dunn generally kept her emo-
tions on tighter rein. In emails to the
investigative team, she underscored the
importance of keeping CEO Mr. Hurd in
the loop. She wrote to Mr. Hunsaker on
Feb. 3: “This effort is on the right
track. I will count on you and the
team.” On Feb. 22, she wrote Mr. Hun-
saker to tell him that an email sting
involving Ms. Kawamoto, the CNet re-
porter, was “very clever.”

During her testimony to the investi-
gations subcommittee of the House
Committee on Energy and Commerce,
Ms. Dunn said she was sorry she used
that phrase.

All told, H-P investigators spent more
than $350,000 to establish that Mr. Key-
worth and Ms. Kawamoto had spoken be-
fore her CNet story appeared. Nobody
officially interviewed Mr. Keyworth until
the entire draft report was complete. In-
stead, the company operated for about
two months in a clandestine world that
Rep. John Dingell later said “would
make Richard Nixon blush.”

On May 18, it was time to present the
fruits of Kona II to the full H-P board. Mr.
Ryan, head of the audit committee, re-
vealed the results of the investigation to
Mr. Keyworth that morning, and Mr. Key-
worth confessed.

At the board meeting, Ms. Dunn in-
formed fellow directors that a leaker had
been found and Mr. Ryan filled in the
details. Directors asked Mr. Keyworth to
leave the room while directors deliber-
ated his fate. Ultimately they decided to
ask for his resignation.

Ms. Dunn, who thought this would
smooth her rocky relations with Mr. Per-
kins, had a nasty surprise coming. Mr.
Perkins said Mr. Keyworth’s contribu-
tions to the board were so sizable that his
longtime friend should be let off with a
private apology and a promise not to hold
unauthorized chats with reporters again.
Ms. Dunn refused, she says. Mr. Perkins
shouted at her and announced he was
quitting the board.

Within weeks, Mr. Perkins was mar-
shalling for a battle. He retained a high-
powered lawyer, former White House at-
torney Viet Dinh. He asked the phone
company to see if his records had been
peeked into by “pretexters.” When he dis-
covered that they had, he brought the
evidence to authorities in July, including
California’s attorney general.

Over the past three months, H-P has
been coming to terms with the magni-
tude of the scandal. It began disclosing
the leak investigation in early Septem-
ber. Two weeks later, it said Ms. Dunn
would step down as chairman in Janu-
ary. As more details about the leak
probe tumbled forth, H-P at the end of
last month said Ms. Dunn would resign
immediately.

From Ms. Dunn’s testimony, emails
and indirect comments, it’s possible to
piece together an explanation for how a
well-regarded chairman could go so cata-
strophically off course. Adamant in her
desire to “fix” the leak problem, she suc-
cumbed to tunnel vision.

She had begun to see stopping leaks
as one of the most crucial tasks in her
chairmanship. In doing so, she ne-
glected issues such as prudence, fair-
ness and the potential impact on H-P’s
reputation. Even the extent to which
the company had analyzed the legal
issues or just glossed over them wasn’t
considered.

In interviews and in congressional tes-
timony, Ms. Dunn says that while sorry
for the embarrassment to H-P, she
doesn’t accept responsibility for the scan-
dal. She says it wasn’t her job to super-
vise the tactics involved in the investiga-
tion, and that she was assured its meth-
ods were lawful. She hasn’t been precise
as to who gave her that advice.

“If I had a crystal ball,” Ms. Dunn
says, “I would have used an outside
firm” to run the investigations. Large
security firms might have been more
attuned to the possible hazards. With
H-P management urging her to use in-
house resources, she says she deferred
to others.

Recently, Ms. Dunn has been busy
with other things, including chemother-
apy appointments, being arraigned and
spending time with her step-grandchil-
dren. After felony charges were filed,
she offered to resign from board seats
with various organizations and most of
them—including BGI—immediately ac-
cepted. She says she was delighted that
Larkin House, a social service for run-
away teens, asked her to stay.

At one point in the House hearings,
Ms. Dunn came close to acknowledging
how much had been lost. When Rep. Ed-
ward Markey, a Massachusetts Demo-
crat, asked about her boardroom creden-
tials, she replied: “I was considered a
financial expert and, ironic though it
may seem to you now, also an expert in
corporate governance.”
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Johnson & Johnson

Risperdal Approval Is Expanded
To Include Childhood Autism

A Johnson & Johnson drug received
expanded regulatory approval to treat
aggression and other symptoms of au-
tism in children. The new use for
Risperdal is to treat irritability associ-
ated with autistic disorder, including
temper tantrums and aggression in
children and adolescents, age 5 to 16.
The approval is the first for the use of a
drug to treat behaviors associated with
autism in children, the Food and Drug
Administration said. Risperdal, first
approved by the FDA in 1993, has been
used to treat schizophrenia and bipolar
disorder in adults. The antipsychotic
drug isn’t a cure for autism, nor does it
treat the condition itself, but it may
provide relief for some children, ac-
cording to J&J, which is based in New
Brunswick, N.J. Last year, the FDA de-
clined to expand its approval of Risper-
dal, also known as risperidone, to in-
clude autism.

Burns’s Naptime,” a one-minute video of
Mr. Burns nodding off during a farm
hearing in Montana this summer—has
been seen more than 75,000 times on You-
Tube, five times as often as any official
campaign commercial posted by either
Burns or Tester on the site. The Tester
campaign considers a posting successful
if it is mentioned in Montana newspa-
pers, on radio or on television.

Thenapvideowaspickedupbynewspa-
pers in Great Falls and Missoula and also
was seen on CNBC’s “Hardball” and on
CNN. The video of Mr. Burns’s joking com-
ments about Hugo, the “nice little Guate-
malan man,” was picked up by several na-
tional media outlets, including the Associ-
ated Press in Washington. That story was
carried inseveral Montana papers, includ-
ing the Great Falls Tribune.

Not all of the videos attract attention.
OnWednesday,Mr.O’BrientapedtheSena-
tor telling a group in Havre, Mont., that
more funding for body armor for troops in
Iraqwould“justbust thebudget.”Thecam-
paign quickly put out a press release accus-
ing Mr. Burns of risking the troops’ lives,
but it wasn’t picked up by the local media.

The Burns campaign has been slower
to embrace the technology, although it
has now posted a dozen of its own cam-
paign ads on YouTube. The Burns cam-
paign hasn’t posted any of the video it

has shot of Mr.
Tester, other than a
brief clip used in a
TV commercial,
but it’s not ruling it
out.

The hub of the
Tester camp’smulti-
media operations is
the basement of an
office building in
downtown Helena.
There, a Dell PC is
hooked up to a high-
speed Internet con-
nection, a videocas-

sette recorder and a TV set. A tidy pile of
videotapes sits in a dented gray bookcase.
With a lot of territory to cover, the Tester
campaign leaves three cameras with sup-
porters across the state, in places includ-
ing Missoula and Billings, in case Mr.
O’Brien can’t catch up easily with Mr.
Burns. But the centerpiece of their You-

Tube strategy is Mr. O’Brien.
He joined the Tester campaign in April

for a salary of $2,750 per month, knowing
he was essentially signing up for an ex-
tended road trip. A Chicago native, Mr.
O’Brien went to work for the Democratic
Party in 2004after graduating from Illinois
State University with a degree in political
science. From there, he went to work at
Wal-Mart Watch, a Washington,
D.C.-based non-profit opposed to the retail
giant’s business and labor practices.

“You never know where the stump
speech is going to go,” Mr. O’Brien says. He
operatesunderastrictsetofcampaignguide-
lines.He never records the Senator’s private
conversations.Heconsidersfund-raisersoff-
limitsandhegenerally triestostickwithany
remarks Mr. Burns makes to crowds.

“It’s great when voters have more ac-
cess to their public officials,” says Mr.
Tester, 50, an organic farmer whose fam-
ily has taken over managing the farm
while he campaigns.

The senator’s staffers have made his
job harder recently, as they’ve stopped
posting announcements of coming
events on their campaign Web site. But
the Burns campaign has never actively

tried to keep Mr. O’Brien out of an
event or hinder his ability to shoot. And
unlike his colleague from Virginia, Mr.
Burns not only tolerates his young shad-
ow’s presence at most public events,
they’ve developed a cordial relationship.

Riding on horseback at a recent rainy
homecoming parade Saturday in Boze-
man, Mr. Burns spotted the familiar Mr.
O’Brien, sporting jeans and a sweatshirt,
protecting a palm-size Sony camcorder
under a wide black umbrella. “How ya
doin’, Kevin?” he hollered out genially.

“Fine, Senator, how are you? It’s a lit-
tlewet,”yelledMr. O’Brien,his videocam-
era clutched in one hand. Mr. Burns
smiled. “Good...good,” he responded, be-
fore turning away.

“He’s a nice kid. He’s just doing his
job,” says Mr. Burns after the parade, as
hedriedout in theback seat ofanextended-
cab pickup truck on the way to a tailgate
party. Such continuous scrutiny comes
with the territory he says, before joking
that his campaign has been supporting its
young foe all summer.

“We have to feed him, ’cause the Dem-
ocrats ain’t paying him nothing,” Mr.
Burns says with a chuckle.
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Tom
Perkins 

Patricia
Dunn

College degree B.S., electrical engineering, 
MIT, 1953 

B.A., journalism, UC Berkeley,
1975

Early job Lathe operator, Hewlett-
Packard

Temporary secretary, Wells 
Fargo Investment Advisers

Financial 
specialty

Venture capital, at Kleiner 
Perkins Caufield & Byers

Index funds, at Barclays Global 
Investors

How those firms
make money

“We know that success is 
rarely a straight line.”

“Our scientific approach to 
investing allows for active 
control of risk and return.”

Favorite place
to relax

Aboard his 289-foot sailboat,
the Maltese Falcon 

Kona, Hawaii, where she and
her husband own a vacation 
home

Reading tip
for friends

“Sex and the Single 
Zillionaire,” by Tom Perkins

“Corporate Governance and
Chairmanship,” by Adrian 
Cadbury

Tenure on the
H-P board

Three years (2002-04 and
2005-06.)

Eight years (1998-2006)

Impact of the Jan. 23,
2006, board details
leaked to CNet

“Relatively benign.”
—Email May 29, 2006, to 
member of the News Corp. 
board, where Mr. Perkins is 
also a director.

“Serious. They referred to the 
most sensitive commercial 
relationships of the Company.”
—Written testimony last 
month to Congress.

Sources: WSJ research; Kleiner Perkins Web site; Barclays Global Investing Web site; H-P documents made public Sept. 28 by the House 
Committee on Energy and Commerce.

Miles Apart
Tom Perkins and Patricia
Dunn, who worked 
together on the Hewlett-
Packard board for about
three years, have little 
in common.
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In Video Clips on YouTube, Politicians Reveal Unscripted Side

Conrad Burns

Great American Group

Judge Says Liquidation Venture
Is Bid Winner for Tower Records

A bankruptcy judge named a liquidation
venture led by Great American Group the
winning bidder for Tower Records, sealing
thefateoftheonce-iconicrecord-retailingop-
eration. U.S. Bankruptcy Judge Brendan
ShannoninWilmington,Del.,chosetheliqui-
dation offer over one from Trans World En-
tertainment Corp., an Albany, N.Y., opera-
tor of retail chains that was expected to keep
at least someof theWestSacramento,Calif.,
company’s stores open and operating under
the Tower Records name. Trans World
came in $500,000 below the roughly $134 mil-
lion bid from liquidators at the conclusion of
a 30-hour auction that began Thursday. On
Friday, Trans World urged that its offer be
given a second look, and said the court
should take into consideration the jobs that
would be saved if Tower Records wasn’t
handed over to the liquidators. Judge Shan-
non refused, however, and said he would ap-
prove the offer from Great American.

Viridian Group PLC

Agreement With ElectricInvest
Is Reached in Takeover Bid

Viridian Group PLC, Northern Ire-
land’s main power supplier, on Friday
said it agreed to a £1.62 billion ($3.03
billion) takeover by ElectricInvest Acqui-
sitions Ltd. ElectricInvest is a subsid-
iary of Bahrain-based investment com-
pany Arcapita Bank BSC. The deal is
Arcapita’s largest to date and comes
after it acquired Finland insulation man-
ufacturer Paroc in June for Œ620 million
($781 million). Arcapita has been in-
volved in 56 transactions valued at a
total of more than $12.5 billion, includ-
ing deals for a United Kingdom water
utility and wind farm. “The acquisition
of Viridian represents an opportunity to
achieve stable returns from both its reg-
ulated and nonregulated electricity busi-
nesses,” Viridian shares rose on the
1,325-pence-a-share offer to close up
7.9%, or 97 pence, at 1,318 pence on the
London Stock Exchange.

Chattem Inc.

Firm Plans to Pay $410 Million
For Five J&J, Pfizer Brands

Chattem Inc. plans to pay $410 mil-
lion for the U.S. rights to five consumer-
product and over-the-counter brands
from Johnson & Johnson and Pfizer
Inc., the first sign that J&J will have to
make divestitures in order to close its
acquisition of Pfizer’s consumer health-
care business. J&J spokesman Marc
Monseau said the New Brunswick, N.J.,
company was shedding the brands to
facilitate clearance by the Federal
Trade Commission for the deal. Shares
of Chattem, a Chattanooga, Tenn., con-
sumer-products maker, were up $9.77,
or 28%, to $44.20 in 4 p.m. composite
trading Friday on the Nasdaq Stock
Market. Three of the brands are now
owned by New York-based Pfizer: Uni-
som, an over-the-counter sleep aid; Cor-
tizone, an anti-itch product; and
Kaopectate, a diarrhea remedy. The
J&J brands are Act fluoride rinse and
the Balmex diaper-rash product.

Behind Fall of Hewlett-Packard Chairman, a Clash With a Powerful Director

Patricia Dunn had begun to see stopping leaks

as one of the most crucial tasks. In doing so,

she neglected issues such as prudence, fairness

and the potential impact on H-P’s reputation.
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