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Rice Pushes Envoys
To Spend Time
In Hardship Posts

State’s Man in Southern Sudan

Reflects Plan to Buff Image

Of U.S. in Trouble Spots

Fewer Cushy European Jobs

Stock-Options Criminal Charge:

Slush Fund and Fake Employees

U.S. Accuses 3 Ex-Executives

At Comverse Technology

Of Long-Running Scheme

Scrambling to Avoid Detection

More Play, Less Toil

Is a Stressful Shift

For Some Koreans
i i i

Move to a Five-Day Workweek

Affects Families, Finances;

Job for ‘Leisure Counselor’

By LINA YOON

SEOUL, South Korea—Jun In Kyung
is one unhappy housewife.

Her husband’s employer just started
giving him two Saturdays off a month.
The 36-year-old wrestling teacher’s new
schedule, though, means Ms. Jun has to
spend more of her time cooking and
doing extra housework. Plus, she grum-
bles, after staying out late with his bud-
dies on Friday nights, her husband
sleeps a lot on Saturdays—cramping
their two children’s indoor playtime.

“Home is supposed to be women’s
space and I don’t like it when he spends
more time in my space,” says Ms. Jun,

also 36. “It’s like an invasion.”
Ms. Jun isn’t the only one here with

weekend woes. South Korea began phas-
ing in the five-day workweek two years
ago. And even though they are paid the
same wages to work fewer hours, many
Koreans are still unsettled by the pros-
pect of having more free time.

Son Jae Ho, a director at an English
language children’s magazine, spends
two to three hours each week on the Inter-
net researching museums hours, restau-
rants, sports lessons—and frets about
how to pay for all this new Saturday fun.

The whole thing “gives me stress”
sighs Mr. Son, a 42-year-old who is mar-
ried with two young sons.

Even two full years after having his
hours cut, Kim Jeong Hyun, a 45-year-old
marketing executive at Samsung Ever-
land Inc., operator of the country’s big-
gest amusement park, is still struggling
to amuse himself on Saturdays.

A longer weekend is “something I
could have never
imagined,” says
Mr. Kim. He says
he is learning how
to use his extra lei-
sure time and now
feels “less uncom-
fortable” when he
goes cycling or
heads to the coun-
tryside with his
family. But, he con-
fesses, “I still come
to the office a cou-
ple of Saturdays a
month.”

To help ease the free-time burden,
the Korea Culture & Tourism Policy In-
stitute is making available yeoga kwall-
isa, or leisure counselors, “to teach peo-
ple to seize their time,” says Yoon So
Young, a chief researcher at the insti-
tute. “It is something that needs to be
learned.”

The five-day workweek is spreading
across Asia as many countries grow
more prosperous, allowing them to pay
more attention to social development.
The trend is especially catching on in
the civil service, where governments
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By JEANNE CUMMINGS
And YOCHI J. DREAZEN

WASHINGTON—The spreading cloud
cast by the Iraq war over congressional
elections this year is testing the political
skills of both parties and complicating
Washington’s management of the con-
flict.

Yesterday, the White House moved
swiftly in an effort to stem rising antiwar
sentiment, painting Democratic Sen. Joe
Lieberman’s defeat in the Connecticut
primary by an outspoken critic of the
war as a symbol of his party’s weakness
on national-security issues.

“A white flag [in Iraq] in short means
a white flag in the war on terror,” White
House spokesman Tony Snow said, in as-
sessing the Connecticut race.

Sen. Lieberman’s defeat on Tuesday
adds to evidence that the war is scram-
bling the political debate this year in ways
neither Democrats nor Republicans can
be sure of, and that—in turn—is affecting
policy discussions in Washington.

Until recently, Republicans were
largely unified in their strategy of backing
the White House on Iraq and portraying
criticism as tantamount to weakness.
Now, North Carolina Republican Rep.
Walter Jones, who has attended the funer-
als of U.S. servicemen, has called for a
withdrawal of American troops from Iraq.
Minnesota Rep. Gil Gutknecht, who
warned Democrats in June not to go “wob-
bly” on the war, recently returned from
Iraq shaken by what he had seen there.

The White House’s slogan of “stay
the course” is “politically unsustain-
able,” Mr. Gutknecht said afterward.

Democratic challenger Ned Lamont’s
primary victory in Connecticut is likely to
push Democrats who, like Mr. Lieberman,
had supported the war, to adopt tougher
rhetoric.New York Sen. HillaryClinton re-
cently stepped up her criticism of the
White House by calling for the resignation
of Defense Secretary Donald Rumsfeld.

The mounting political furor over
Iraq, which coincides with deteriorating

security conditions there, also means
the Republican-led Congress is likely to
use its short, post-Labor Day, pre-elec-
tion session to cast a harsher public
spotlight on the Bush administration’s
Iraq strategy and track record.

Connecticut Republican Rep. Christo-
pher Shays, locked in a tight re-election
fight, said in a telephone interview yes-
terday that soon after Congress returns
from its summer recess, he plans to
hold three hearings titled, “Iraq: A De-
mocracy or a Civil War?”

Mr. Shays says he will call White
House officials to participate in the
hearings, where they could face tough
questioning. “I’m much more concerned
about Iraq than I was six months ago,”
says Mr. Shays, who is about to leave
for his 14th visit to that country.

After senior military commanders
Please Turn to Page A4, Column 1

Impeccable Timing
One of numerous grants at Comverse
Technology the U.S. says were backdated 
to low-price days:

On or shortly before Sept. 10:
directors approved the grant,

according to the SEC

May’96 June July Aug. Sept.

Grant: 
July 15, 1996

Note: Stock prices adjusted for splits.
Sources: FactSet Research Systems via WSJ Market 
Data Group; federal court filings
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By NEIL KING JR.

JUBA, Sudan—When America’s top
diplomat here stopped by the Juba
mosque recently for a chat with Imam
Ibrahim Abdallah, he found the spiritual
leader sprawled under a tree out back,
asleep on a mat.

The mosque stop was Robert White-
head’s third house call of the morning—
and roughly the 20th of the week—for a

migratory consul
general scrambling
to represent the
U.S. in this lush
and soggy boom-
town on the Nile.

After the imam
leapt up and
smoothed his spot-
ted robe, Mr. White-
head huddled with
Mr. Abdallah and
some of his follow-
ers in the bedroom
of a borrowed
house. Mr. White-

head scribbled in a tiny green notebook as
the men expressed fears that the largely
Christian regional government wouldn’t
pay restitution to Muslim-owned shops
damaged by rioting last year. Mr. White-
head, in crisp shirt and tie, promised to
poke around a bit and get back to them.

“That’s what I call micro-diplomacy,”
he said outside, tucking his notebook into
a breast pocket and heading off gingerly
to his next drop-by. Juba’s terrible roads,
and the nonstop pace, had taken a toll on
his aching, 54-year-old back.

The Bush administration sent Mr.
Whitehead to Juba in January in the mid-
dle of a cholera outbreak to be the re-

gion’s first-ever full-time U.S. diplomat.
His mission: to keep close tabs on a re-
cent peace deal that ended one of Afri-
ca’s bloodiest civil wars and to promote
U.S. interests in a vast area rich in oil
but also rife with tribal conflict.

Bob Whitehead has been in the van-
guard of a new, very grass-roots push by
the Bush administration to make up for
the diplomatic damage done by the Iraq
war and to try and leave the U.S. better
positioned to respond to—and possibly
even pre-empt—conflagrations of the fu-
ture. Instead of dictating terms from on
high, the administration is trying to
nudge along reforms from below, often
far from national capitals. And that, goes
the new logic, requires making the U.S.
diplomatic corps more agile and less
hemmed in by the high walls and bureau-
cracies of the traditional embassy.

Even as she struggles publicly with
Please Turn to Page A5, Column 1
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World-Wide

Robert Whitehead

COMVERSE’S EX-CEO and
two other former executives

were charged with being key play-
ers in a decade-long fraudulent
scheme to manipulate the telecom
firm’s stock options to enrich
themselves and other employees.
Former CEO Kobi Alexander and
the other two officials allegedly
then tried to hide the scheme.

(Article in Column 5)

i i i
n The Dow industrials fell again
despite the Fed decision to leave
rates unchanged, losing 97.41 to
11076.18. The bond market pumped
out over $10 billion of new deals.

(Articles on Pages C1 and C5)

i i i
n Disney posted a 39% jump in net
on a rebound at its movie studio
and said it sold its 50% stake in
US Weekly for about $300 million.

(Article on Page A3)

i i i
n Ford said its revamped restruc-
turing will combine new cost cuts
and accelerate the current plan.
GM said new pickups will do well.
n Toyota’s Lexus finished first
in the J.D. Power reliability sur-
vey for the 12th straight year.

(Articles on Pages A2 and D1)

i i i
n The AFL-CIO reached an ac-
cord with a national day-laborer
group to press for tougher enforce-
ment of wage and safety laws.

(Article on Page A2)

i i i
n A Pfizer-funded study found
that Lipitor had only modest
success in lowering the stroke
rate in people with prior strokes.

(Article on Page D1)

i i i
n Toll Brothers said orders fell
47% last quarter. The home
builder blamed an inventory glut
and waning buyer confidence.

(Article on Page A2)

i i i
n Imax said it couldn’t find a
buyer at a price it sought. The
firm also said it is the subject
of a revenue-recognition inquiry.

(Article on Page A2)

i i i
n Boeing still faces an Air Force
review of a tainted cargo-plane
contract, despite a recent settle-
ment with the Justice Department.

(Article on Page A6)

i i i
n Viacom’s net rose 24%, driven
by gains at its cable-TV net-
works and its recent purchase
of the DreamWorks movie studio.

(Article on Page A6)

i i i
n Cendant swung to a $754 mil-
lion loss on the disposal of dis-
continued operations from its
split into four separate companies.

(Article on Page A7)

i i i
n A reality-show-writers’ strike
at “America’s Next Top Model”
threatens to cast a shadow over
the launch of the CW network.

(Article on Page B2)

i i i
n AIG’s earnings slid 29%, hurt
in part by accounting treatment
for hedging activities and in-
creasing competition in Japan.

(Article on Page C4)

i i i
n Infineon slashed the size and
cut the price of its memory-chip
unit’s IPO, a sign that interest
in tech offerings has soured.

(Article on Page C4)

Iraq Woes Roil Political Debate,

Complicate Management of War

7

Fiscally Fit: Terri Cullen’s
family considers the pros
and cons of a “triple play”—

getting cable TV, Internet and phone
services all in one package.

i i i
n Stock Watch: Can Marvel’s filmmak-
ing independence put some KAPOWW
into shares? Bulls and bears debate.

i i i
n Summer Associates Diary: The law-
firm interns head back to school and
ponder life 10 years down the road.
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Paper’s Royal Mess
A News Corp. tabloid is
in trouble again after a
reporter was charged
with hacking British
royal family cellphones.

Marketplace, B1

Feeling Pain Over Rising Rates
Homeowners are pinched by higher
payments on adjustable mortgages.
Personal Journal, D1

Remembering a Vocal Beauty
Soprano Elisabeth Schwarzkopf left
a recorded legacy including definitive
interpretations of Franz Schubert and
Richard Strauss. Leisure & Arts, D8

n Shift in Israeli strategy carries risks
and may trigger rift with U.S. .... A3
n Anti-incumbent sentiment is threat
to politicians of both parties ...... A4

Diplomatic Moves

Delete or Keep:
Email’s Message
What inboxes can reveal
about habits and health
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What’s News–

WSJ.com

n ISRAEL HAD its deadliest day yet,
but redoubled its Lebanon offensive.

Fierce fighting with Hezbollah and,
Israeli TV claimed, some Iranian Rev-
olutionary Guard members, killed 15
Israeli soldiers and wounded 38. De-
spite U.S. warnings against escalat-
ing the conflict, Israel’s security cabi-
net voted to feed more forces into the
battle and widen a buffer zone in a
bid to outrun U.N. cease-fire efforts
that could curtail its drive to destroy
Hezbollah. The Shiite militia’s chief,
Nasrallah, went on TV and taunted
Israel, saying south Lebanon will be
its “graveyard,” and warned Israeli
Arabs to get out of Haifa to avoid a
rocket barrage. But he also endorsed
deploying Lebanon’s army in his ter-
ritory if Israel leaves first. (Page A3)

A Blair ally quit a Defense Ministry
post to protest Britain’s Mideast pol-
icy and acquiescence in U.S. trans-
shipment of Israel-bound munitions.

i i i
n Lieberman’s loss shows Iraq’s enor-
mity as a midterm-election issue, a
warning to both parties that voter un-
ease on the war may scramble best-
laid plans. White House reaction was
to paint Connecticut results as work
of Democratic extremists whose de-
featism will cost the party. Primaries
Tuesday also exposed a rich anti-in-
cumbent vein. (Column 5, Page A4)
n Top Democrats quickly lined up be-
hind the victor, Lamont. Lieberman
filed to run as an independent, a cam-
paign Bush allies are quietly helping.
n Five jumped into the race to chal-
lenge Rep. Jefferson (D., La.), focus
of a federal bribery investigation, on
the opening day of the filing period.
n A write-in candidate emerged after
DeLay said he won’t run even though
his name is still on the ballot, Sugar
Land, Texas, Mayor David Wallace.

i i i
n Iraq fighting killed three U.S. sol-
diers, and two others are missing in
an Anbar helicopter crash. Sectarian
violence showed no letup as an Iraqi
health official reported 1,500 violent
deaths last month in the Baghdad vi-
cinity alone. U.S. troops caught four
men believed to be the kidnappers of
reporter Jill Carroll. She was appar-
ently held within sight of a U.S. base.

i i i
n Bush proposes to amend the War
Crimes Act to protect policy makers
from prosecution over harsh terror-
war detention tactics, lawyers said.

i i i
n U.S. troops used airstrikes to repel
a Taliban attack in east Afghanistan,
killing 19. The Taliban hanged an old
woman and her son as collaborators.

i i i
n Alaska’s governor ordered a state
hiring freeze and backed hearings on
BP’s shutdown of the Prudhoe Bay oil
field for repair of pipeline corrosion.

i i i
n López Obrador backers blockaded
offices of foreign banks and pledged
to expand protests to force a total re-
count of Mexico’s presidential votes.

i i i
n The Energy Department shifted 90
pounds of arms-grade uranium from
a Polish lab to Russia, biggest such
safeguarding operation yet. (Page A4)

i i i
n Lung-cancer researchers say they
have devised a genetic test that can
predict recurrence with 90% accuracy,
informing chemo decisions. (Page D4)

i i i
n Tourists may never be let back up
to the crown of the Statue of Liberty,
closed since Sept. 11 attacks, the Na-
tional Park Service’s chief conceded.

i i i
n Irish land prices have risen so high
many farmers are buying properties
in Britain, a survey by the Royal In-
stitution of Chartered Surveyors says.

i i i
n Died: James Van Allen, 91, discov-
erer of the eponymous radiation belts
that girdle the Earth and a space-ex-
ploration leader, in Iowa City, Iowa.
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I N D EX

By CHARLES FORELLE
And JAMES BANDLER

Kobi Alexander’s stellar business ca-
reer began to unravel in early March
with a call from a reporter asking why
his stock options had often been granted
at the bottom of sharp dips in the stock
price of the telecom company he headed,
Comverse Technology Inc.

According to an affidavit by a Federal
Bureau of Investigation agent, unsealed in
Brooklyn, N.Y., the call to a Comverse di-
rector set off a furious chain of events in-
side the company that culminated yester-
day in criminal charges against Mr. Alex-
ander and two other former executives.
Federal authorities alleged the trio were
key players in a decade-long fraudulent
scheme to manipulate the company’s
stock options to enrich themselves and
other employees.

After the March 3 phone call from a
Wall Street Journal reporter, the FBI affi-
davit said, Mr. Alexander and the other
two executives, former chief financial of-
ficer David Kreinberg and former senior
general counsel William F. Sorin, at-
tempted to hide the scheme. Their actions
allegedly included lying to a company law-
yer, misleading auditors and attempting
to alter computer records to hide a secret
options-related slush fund,originally nick-
named“I.M.Fanton.” Itwasn’tuntil adra-
matic series of confessions later in March,
the affidavit said, that the executives ad-
mitted having backdated options. The trio
resigned in May.

The criminal and civil charges leveled
against the former executives mark an es-
calation in the widening federal investiga-
tion into whether some companies doc-
tored stock options to benefit insiders.
More than 80 companies are being investi-
gated so far. The Comverse case is the first
in which authorities allege that top execu-
tives personally benefited. The three
former executives personally gained a to-
talofmore than$8millionfromthebackdat-
ing scheme, the FBI affidavit estimated.

The50-pageaffidavit andarelated civil
complaint filed by the Securities and Ex-
changeCommission offeran unusually de-
tailed account of how a blatant backdating
scheme allegedly went on for years in the
top ranks of a large corporation. The SEC
alleged that Mr. Alexander looked back at
Comverse’s past stock trading and cherry-
picked dates for the options grants when
the price was low, making the options
more valuable. Mr. Sorin then allegedly
misled members of the board compensa-

tion committee by getting them to sign pa-
perwork with the priorgrant dates already
filled out, the government charged.

Stock options, which have become the
primary form of compensation for many
top executives, give recipients the right to
buy the company’s stock at a certain exer-
cise or “strike” price. They typically are
set at the stock’s fair-market value at the
time of the grant, giving recipients an in-
centive tomake thestock riseandprofiting
them only if it does. Manipulating grants
to give a lower strike price effectively
hands recipients potential for additional
profit. It also can cause a raft of account-
ingandtaxproblems,not tomentioncrimi-
nal or civil liability for those responsible.

Officials from the Justice Department,
SEC and FBI announced the charges in
Washington. “When options are back-
dated to a time when the share price was
lower, and without honest disclosure,
those options are simply theft from share-
holders,” said Deputy Attorney General
Paul McNulty.

Messrs. Kreinberg and Sorin surren-
dered to FBI agents yesterday morning
and appeared before a federal magis-
trate in Brooklyn in the afternoon. They
entered no pleas, and bond was set at $1
million each. Lawyers for the two men
declined to comment after the hearing.

Mr. Alexander’s whereabouts weren’t
clear, and a warrant has been issued for
his arrest. Justice Department officials
declined to say whether they knew where
Mr. Alexander was or whether he was con-
sidered a fugitive. An attorney for Mr. Al-
exander, Keith Krakaur, declined to com-
ment on the federal charges.

The SEC alleged that the backdating
scheme led Comverse to overstate its prof-
its from 1991 through 2005. The company
has admitted to accounting problems and
said it will restate financial results. In a
statementyesterday, Comverse said it had
cooperated fully with federal authorities
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Families in South Korea are learning
to adjust to a five-day workweek.
Pictured from left are Jun In Kyung, her
son Jang Jung Hyuk, daughter Jang Eun
Sol, and husband Jang Duk Jae.

Kim Jeong Hyun
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–Markets–
Stocks:NYSE comp. vol. 2,633,229,700
shares, Nasdaq vol. 2,057,001,746.
DJ industrials 11076.18, t –97.41;
Nasdaq composite 2060.28, t –0.57;
S&P 500 index 1265.95, t –5.53.
Bonds (4 p.m.):10-yr Treasury
t –4/32, yld 4.941%; 30-yr
Treasuryt – 14/32, yld 5.051%.
Dollar:115.31 yen, +0.21; euro
$1.2861, +0.13 cent against the dollar.
Commodities:Oil futures $76.35 a
barrel, s +$0.04; Gold (Comex)
$650.50 per troy ounce, s +4.80;
DJ-AIG Commodity178.835, s +2.262.
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and would continue to do so.
Officials said Comverse provided the

government with information obtained
during internal investigations, and that
they expected those charged would chal-
lenge the admissibility of statements
made to company lawyers.

Mr. Alexander is a dual citizen of
the U.S. and Israel. Prosecutors moved
to seize more than $45 million in assets
held in accounts at a New York finan-
cial institution after they alleged he re-
cently wired $57 million to Israel. Prose-
cutors in court papers alleged that the
transfers were “designed to conceal the
tainted funds from U.S. authorities.”

According to the SEC, the backdating
scheme stretched back to 1991, when Com-
verse was a scrappy player challenging
much larger rivals in the telecommunica-
tions industry.

The company had its roots more than a
decade earlier, when Mr. Alexander, son
of the head of Israel’s national oil com-
pany, moved to the U.S. after studying eco-
nomics. In the late 1970s, he worked as an
investment banker while earning a busi-
ness degree at night.

He and an Israeli engineer hatched the
idea of starting a voice-mail technology
company, according to a 1990 article about
Mr. Alexander in Newsday. Based in New
York, Comverse eventually became a
world leader in the field, making software
and hardware systems behind the voice-
mail services for corporate, government
and wireless phone networks. It now has
more than 5,000 employees and about $1.2
billion in annual revenue.

Some say the company reflects the ex-
acting personality of Mr. Alexander, who
served in an elite unit in the Israeli
army. “He’s a tough guy, a tough person.
The company took on his toughness,” said
Mark McIlvane, a former Comverse mar-
keting executive. He added that Mr. Alex-
ander kept a tight rein on costs during the
early days of the company, even objecting
if employees rented too large a car.

A finance and strategy specialist,
Mr. Alexander, 54 years old, was able to

propel Comverse ahead by securing im-
portant contracts with “Baby Bells” and
overseas phone companies. In 1997,
Comverse, then big in Europe, ex-
panded in the U.S. by buying a competi-
tor. Comverse became a family affair
for the Alexanders, with Mr. Alex-
ander’s father, sister and brother-in-
law, a co-founder, serving at various
times on the board.

Mr. Sorin, 56, is one of Mr. Alexander’s
closestassociates.Hehasbeenwiththecom-
pany since 1984, having served as a director

and corporate secretary. The Harvard Law-
educated attorney reviewed and signed the
company’s annual reports, and also drafted
and reviewed its proxy statements and
stock-option plans, the government said.

Mr. Kreinberg, 41, who joined in 1994,
had been at the company’s auditor, De-
loitte & Touche LLP. He became chief fi-
nancial officer in 1999.

As is the practice at many companies,
the compensation committee of the board
approved stock-option grants at Com-
verse. Approvals weren’t official, accord-
ing to federalauthorities, until thecommit-
teemembers votedon themor signeddocu-
ments indicating their assent. The SEC
saidComverse’s option grantscamewhen-
ever Mr. Alexander chose to set the pro-
cess in motion. According to federal au-
thorities, he would look over recent trad-
ing in the stock and pick a day when the
price had dropped, pretending the options
had been awarded on that date, which
would be more favorable to options recipi-
ents. After 1998, Mr. Kreinberg also helped
with the date-selection process, the gov-
ernment asserted.

It said Mr. Sorin, who was responsible
for interactions with the compensation
committee, in effect tricked it. Mr. Sorin
first would call committee members to say
options-granting paperwork was on its
way. He or an assistant would send mem-
bers written “consent” forms to approve
the grants, which bore the selected dates
andsaid theoptions were tobe granted “as
of” those dates, the SEC said.

The account said committee members
would sign the forms, which didn’t contain
any place for them to indicate when they
signed—the only date on the forms being
the earlier date that had been chosen.
“This was done to conceal the true date of
the grant,” the FBI affidavit stated. In
some cases, it said, directors didn’t sign
the forms until weeks or months after the
purported grant date.

In the affidavit, FBI special agent
Kevin Riordan said two compensation-
committee members told him they as-
sumed the “as of” date on the consent
forms they later received was the day Mr.
Sorin had called them. It was not, the affi-
davit said, adding: “No corporate action
whatsoever occurred on the ‘as of’ dates.”
The FBI agent added in his affidavit that
the two committee members told him they
didn’t realize the grant carried a lower
trading price and that they “did not intend
to grant in-the-money options.”

One member of the compensation com-
mittee for an extended period was Mr. Al-
exander’s sister, Shaula Yemini. She de-
scribed a similar practice as the other two
committee members, the affidavit said.

All told, the SEC said at least 26 stock-
option grants were backdated in this way
from 1991 to 2001.

A grant dated July 15, 1996, appears at
first blush to be a feat of remarkable tim-
ing. That day, Comverse shares closed at
$23.75; the grant carried that “exercise
price,” entitling recipients to potentially
profit from any rise above that level. That
date is the bottom of an icicle-like dip in
Comverse’s stock chart; shares jumped
13% the next day and by the end of the year
had reached more than $37.

Mr. Alexander received 100,000 op-
tions, nearly a quarter of those granted.
The SEC said options were distributed
“company-wide.”

The grant really wasn’t made that
date, the SECasserted, but instead, Mr. Al-

exander picked the date after “looking
back at trading history.” The agency said
directors’ consents were likely signed
two months later, around Sept. 10,
though as usual the signatures weren’t
dated. The stock closed at $36.50 on Sept.
10, so Mr. Alexander’s 100,000 options
dated July 15 carried $1.275 million more
in potential profit than if they had borne
the Sept. 10 price.

AsComverseexpanded, sodid itsoption
grants. In one dated Oct. 18, 1999, the com-
panygaveout3.8millionoptionsatanexer-
cise price of $93 per share—on a date later
selected by Messrs. Alexander and Krein-
berg, according to the SEC. The agency
said Mr. Sorin didn’t send the consent
forms to directors until Nov. 23, 1999, by
which time the stock price was above $127.

The difference meant $130 million in
extra potential profit to the 1,633 grant
recipients, the SEC calculated, with the
extra potential amount for Mr. Alexander
alone at $10.7 million.

A slush fund was formed in 1999, during
the frenzied run-up of tech stocks, accord-
ing to the FBI affidavit. Its purpose, au-
thorities said: to hide extra options that
Mr.Alexandercoulddoleout to favoredem-
ployees, particularly to keep them out of
the arms of competitors.

Theslush fundwas initiallycalled“I.M.
Fanton” in the company’s computer sys-
tem, the affidavit said. The name, accord-
ing to the affidavit, was the brainchild of
an unnamed assistant, who dreamed it up
after seeing “Phantom of the Opera.” The
person apparently thought better of the
name, theaffidavit said,and later changed
it to “Fargo,” after a Coen Brothers black
comedy about bumbling criminals.

The government alleged that Messrs.
Alexander and Kreinberg populated the
slush fund with options by telling the
assistant to create dozens of phony em-
ployee names to be mixed in with real
people on the list of options presented
to directors for approval. The assistant
merged first and last names of acquain-
tances to make the bogus names, the
affidavit said. Hundreds of thousands of
options were thus approved with no real
recipient, the government said.

In 2001, Messrs. Alexander and Kre-
inberg told the assistant to give 10,000
options apiece to 25 more fake employ-
ees, the affidavit said. The board un-
knowingly approved these, too.

In August 2000, Messrs. Alexander
and Kreinberg directed the transfer of
48,000 slush-fund options to an Israeli
executive displeased with his pay, the
affidavit said, adding that Mr. Alex-
ander also directed that the “vesting
period” of the options be changed so the
executive could cash them out immedi-
ately. The executive did, making an in-
stant $2 million, the affidavit said.

In doing its 2001 audit, Deloitte asked
for documentation related to stock-option
grants. According to the SEC, Mr. Krein-
berg instructed an assistant to give the au-
ditorsacomputer printout ofgrants but re-
move a page relating to the Fargo slush-
fund options.

On the first Sunday in March, Messrs.
Alexander, Kreinberg and Sorin gathered
with another company lawyer at Com-
verse’s offices to discuss the Wall Street
Journal inquiry, the government said. The
Journal’s call in early March was occa-
sionedbyaremarkablepattern in theeight
grants to Mr. Alexander between 1994 and
2001. All but one were dated just before a
sharp run-up in company shares; the Jour-
nal’s analysis figured that the odds of the
grant dates falling as they did purely by
chance was around one in six billion.

Accordingto theFBIaffidavit,Mr.Alex-
ander denied to the company lawyer that
there’d been backdating, stating that he
had noticed a dip in the stock price and de-
cided that very day to grant the options.
Messrs. Alexander, Kreinberg and Sorin
stuck with that account for several days.

After meeting with their own lawyers,
the three began to backtrack, the govern-
ment said. In a later meeting with an in-
house lawyer, the trio said there might be
“some issues” because “hypothetically
speaking,” phone calls to the compensa-
tion committee weren’t made on the dates
of the grant, according to the affidavit. It
added that Messrs. Alexander and Krein-
berg “importuned” the in-house lawyer
“to handle the internal investigation per-
sonally instead of hiring independent
counsel.” The next day, Comverse’s board
formed a special committee to investigate
the matter.

Around thesame time, according to the
FBI, Mr. Kreinberg told a Deloitte partner
the company’s options grants were legal
and blamed any discrepancies on a prior
chief financial officer. The FBI affidavit
called the statements “lies.” Mr. Alex-
ander later defended the backdating on
the ground that everyone in high technol-
ogy was “doing it” and Comverse stock
was going crazy, the affidavit said.

As company lawyers in March contin-
ued to press Messrs. Alexander and Krein-
berg about the options’ unusual timing,
Mr. Kreinberg apparently realized the
slush-fundoptions mightbe aproblem, the
affidavit said. Around March 10, the same
day the board committee was formed, he
used an assistant’s password to change
the date when the phantom account had
been closed. He changed it to a day in 2002
when lots of activity occurred, so that in-
vestigators would be less likely to detect it,
the affidavit said.

But Mr. Kreinberg apparently real-
ized that his actions would leave a com-
puter trail, the affidavit continued, and
tried to reverse the change. Calling him-
self an “idiot,” he asked an assistant to
make a minor change to every account
record, to cover up his tampering, the
FBI affidavit stated.

Comverse’s stock traded at $19.37 on
the Nasdaq market yesterday, down 15
cents on the day but off about 35% since the
options problem surfaced in March. The
shares had reached a stock-split-adjusted
price of more than $121 in early 2001.

—Ben Winograd and Chad Bray
contributed to this article.
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SEOUL, South Korea—Despite re-
cent data showing the country’s econ-
omy slowing, the Bank of Korea
Thursday increased its key interest
rate by a quarter percentage point to
4.5%, a five-year high.

The move surprised the markets,
because expectations had been tilted
toward a rate freeze as the country’s
economy showed moderating growth
with inflation remaining under con-
trol. The nation’s Kospi stock index
was down 0.6% at midday.

However, a majority of econo-
mists polled recently by Dow Jones
Newswires thought the central bank
would stay biased toward further
tightening because inflation was
likely to edge up in coming months.

Moreoever, following its July mon-
etary-policy meeting, the central
bank warned of “persistent inflation-
ary pressures due to the economic
recovery and high oil prices,” sug-
gesting possible future increases.

1
Online Today: WSJ.com subscrib-
ers can see video of the prosecu-
tor’s statements and read SEC

and criminal complaints, at
WSJ.com/OnlineToday.

Korea’s Central Bank
Raises Interest Rate

By MATTHEW KARNITSCHNIG

Viacom Inc., defying concerns that a
slowdown in cable advertising would eat
away itsbottomline, reportedstrongersec-
ond-quarter earnings, driven by gains at
its cable networks and its recent purchase
of the DreamWorks Hollywood studio.

The New York media company also
said it would acquire Atom Entertain-
ment Inc., a closely held San Francisco
company that specializes in online
games and digital video, for about
$200 million. The purchase is the latest
move by Viacom, facing a shift of con-
sumers and advertisers to the Web, to
beef up its portfolio of online businesses.

Viacom, which recently split from CBS
Corp., said net profit rose 24% to $437.3 mil-
lion, or 61 cents a share, from $353.9 mil-
lion, or 47 cents a share, a year earlier. The
results were boosted by a gain in tax re-
serves after an audit settlement. Revenue
rose 24% to $2.85 billion. The acquisition
earlier this year of DreamWorks contrib-
utednearly two-thirdsof that increase.The
year-earlier figures were calculated on a
pro forma basis because Viacom didn’t ex-
ist as a stand-alone company in its current
form until the beginning of the year.

The results also showed that Viacom
maintains strength in cable ad sales in
the U.S. despite signs of a slowdown in
growth throughout the industry. Adver-
tising at the cable-networks unit, which
includes Nickelodeon, MTV and Com-
edy Central, jumped 8% while fees from
cable and satellite operators rose 11%.
Operating profit from the division rose
12% to $710.3 million.

“We’re very pleased with cable ad
sales for the quarter,” Chief Executive

Tom Freston said in a conference call
with analysts. “We’re optimistic now
about the rest of the year.”

The results showed, however, that ad
saleswereweak overseas,whereViacom’s
cablenetworks aremajorplayers. Interna-
tional ad revenue fell 2% in the quarter af-
ter a 13% decline in the first quarter. Via-
com attributed the decline to “continued
softness” inGermanyandtheUnitedKing-
dom.Concernover theGermanunit, inpar-
ticular, contributed to a recent fall in the
company’s stock price. Mr. Freston said he
believed the problems in Germany would
be resolved by the fourth quarter.

The company’s entertainment divi-
sion, which houses the Paramount movie
studio, posted a $6.4 million operating
profit in the quarter after a $23 million
loss a year earlier. The DreamWorks pur-
chase and a distribution deal with Dream-
Works Animation SKG Inc., a separate
public company, contributed to the gain.

The acquisition of Atom will give Via-
com a collection of Web sites that in-
cludes shockwave.com, specializing in
videogames, and atomfilms.com. Atom
says it is profitable and generates “tens
of millions” in revenue, mostly from ad-
vertising, downloads and subscriptions
from its gaming sites.

Atom will increase the number of
unique visitors to Viacom-owned Web
sites, as calculated by comScore Media
Metrix by nearly 10 million to about
40 million in the U.S. and by about 20 mil-
lion to 80 million globally.

Judy McGrath, head of Viacom’s
MTV Networks, said Atom would re-
main a distinct brand but that she
hoped to use its expertise in games and
video elsewhere in the company.

Viacom’s Earnings Climb 24%;

Acquisition to Bolster Web Sites

By ANDY PASZTOR

Despite paying $615 million recently to
resolve a web of criminal and civil inves-
tigations, Boeing Co. still faces an Air
Force review of a tainted cargo-plane con-
tract stretching back to 2000, according to
a document that is part of the settlement.

A letter to military officials from Boe-
ing dated June 30 and recently reviewed
by The Wall Street Journal shows that
the Air Force continues to review a $412
million contract adjustment that Boeing
received on the C-17 aircraft program in
the fall of 2000. If the Air Force deter-
mines that the payment was excessive,
the Chicago company could be required
to renegotiate or even return a portion of
that payment, the letter indicated.

A Boeing spokesman said that, de-
pending on the Air Force’s review, the
entire $412 million could be subject to
renegotiation. In a written statement, an
Air Force spokesman said an indepen-
dent review last year “concluded that the
modification price was fair and reason-
able,” but the service nevertheless
“wanted to retain the right” to revisit the
matter “in the event it uncovered any
additional relevant information.”

Theissue illustrates theAirForce’sdiffi-
culty in assessing financial damages stem-
ming from previous corrupt activities in-
volving business with Boeing. In announc-
ing its wide-ranging agreement with the
aerospace titan, the Justice Department

said it ended federal probesofBoeing’s ille-
gal acquisition and use of rival Lockheed
Martin Corp.’s rocket documents, as well
asseparateprobesofmorethanadozenbig-
ticket contracts handled by former Air
Force acquisition chief Darleen Druyun.
Ms. Druyun, who served time in prison for
conducting improper employment talks
with Boeing, admitted favoring Boeing on
various programs, including the C-17.

In the summer and fall of 2000, while
she negotiated the C-17 contract adjust-
ment, Ms. Druyun persuaded Boeing ex-
ecutives to find jobs at the company for
her daughter and future son-in-law. The
C-17 review isn’t related to continuing
talks between the Air Force, Boeing and
lawmakers about whether to keep the
C-17 assembly line open past 2008.

The Justice Department’s settlement
announcement on June 30 said Boeing was
released from “any civil liability arising
from the Druyun matter.” But in a letter
Boeing wrote to the Air Force the same
day, the company said lingering questions
about the proprietyof the C-17payment ne-
gotiated by Ms. Druyun weren’t resolved
by the broader agreement.

If the Air Force determines the $412
million payment wasn’t “fair and reason-
able,” Boeing lawyer Paul Ehlenbach
wrote the Air Force deputy general coun-
sel in charge of acquisitions, then the
company “would agree to reopen” that
matter and “engage in good faith negotia-
tions” to reach a compromise.

U.S. Reviews Payment to Boeing

Of $412 Million Tied to C-17 Plane
Comverse Executives Face Stock-Options Charges

March 3, 2006: WSJ reporter 
calls chairman of Comverse’s 
compensation committee about 
suspicious pattern of options 
grants. CEO Kobi Alexander re-
sponds “we picked good days.” 

March 5: Mr. Alexander, finance 
chief David Kreinberg and 
General Counsel William Sorin 
meet with company lawyer.They 
explain the unusual pattern by 
saying that Mr. Alexander had 
“noticed a dip in the stock price 
and picked that date, the same 
day, for an options grant.”

March 9: Messrs. Alexan-
der, Sorin and Kreinberg tell 
Comverse lawyer there may be 
“issues” and “hypothetically 
speaking” they may not have 
called compensation committee 
members for approval on the 
date of the grants and that 
they may have “looked back” in 
selecting options dates. 

March 10: Board forms special 
committee to investigate the 
options dating. Mr. Kreinberg 
tampers with internal software 
that tracked options grants,

then changes his mind and 
reverses the alterations.

March 13: Mr. Alexander and
Mr. Kreinberg admit to Com-
verse lawyer that grants were 
backdated and there were 
grants to fictitious individuals.

March 14: Comverse stock 
drops 15% after company 
announces it has launched 
internal investigation to review 
options grants

March 18: WSJ publishes its 
“Perfect Payday” article, which 

looks at options grants at 
Comverse and other companies.
It puts the odds of the grants at 
Comverse happening by chance 
at 1 in six billion.

April 17: Comverse admits 
backdating grants, says it 
expects to restate more than 
five years of results.

May 1: Messrs. Alexander,
Kreinberg and Sorin resign.

Aug. 9: Messrs. Alexander,
Kreinberg, Sorin charged with 
conspiracy to backdate options.

A Scramble at Comverse
Recent events at Comverse, based on the affidavit sworn by Kevin Riordan, an FBI special agent.

Deputy Attorney General Paul McNulty announces 
charges against former Comverse executives.

AP

can more easily regulate work hours.
Like their counterparts elsewhere in
Asia, Korean officials say they are con-
cerned about staff morale and quality
of life—as well as productivity levels
damped by tired workers.

Asian authorities are also eager to
promote pro-family policies. Last
month, for instance, Hong Kong started
giving its civil servants Saturdays off,
citing the need for quality family time
as one reason. Some private businesses
are following suit.

In Singapore, a move to a five-day
week for civil servants—something long
resisted—was one of several family-
friendly measures unveiled in 2004 to ad-
dress the city-state’s relatively low birth
rate. “I think we need a better work-life
balance,” Singapore Prime Minister Lee
Hsien Loong said at the time. Otherwise,
he asked, “How to have children?”

Large companies in Korea intro-
duced the five-day week in 2004.
Smaller companies like Mr. Son’s are
preparing to phase in a shorter work-
week by giving employees two Satur-
days off per month. Mr. Son’s company
started in March last year. By mid-2011,
companies of all sizes must have imple-
mented a five-day week.

In a survey by the Korea Culture &
Tourism Policy Institute published in late
June, 63% of respondents said they worry
about “the economic burden” all the lei-
sure time is imposing on them.

Meanwhile, sales have gone up for
things such as theater tickets and TV
sets. Business at local sauna complexes
known as jimjilbangs has jumped. Travel
agents report an increase in domestic
trips, and outbound tourism has spiked
to destinations such as the Philippines
and Thailand.

Some businesses have set up “leisure
clubs” that offer activities like cultural
excursions and weekend gardening ses-
sions to help workers make the most of
their time off.

Discount retailer Shinsegae Co.,
with 15,000 employees, is ahead of the
curve. After internal surveys showed
employees wanted to commune with na-
ture and their families, but didn’t know
how, Shinsegae created a special pro-
gram. Today, employees can apply to
participate with their families in a com-
pany farm program. Together, they cul-

tivate such things as eggplant and Chi-
nese cabbage for kimchi, the national
dish, which is donated to the needy,
says Lim Sang Hoon, an executive in
charge of the program. From an initial
42 families, the program has swelled to
104.

The shorter week has come as a par-
ticular shock to older members of Ko-
rea’s predominantly male work force.
Mr. Kim, for instance, grew up listening
to official nation-building propaganda
songs with lyrics like “Let’s wake up
early in the morning, work hard and
make a good town.” School books of the
day hammered home such lessons as: “I
was born for reviving and rehabilitating
our nation.”

For Koreans in their mid-forties and
older, “feeling guilty, staying long
hours, and not knowing how to rest is
part of the legacy of Gen. Park Chung
Hee,” says Park Tae Gyun, a Korean-
studies professor at Seoul National Uni-
versity. The dictator ran South Korea
during nearly two decades of rapid in-
dustrialization until his assassination in
1979.

Not everyone is having trouble ad-
justing. Mr. Kim’s 39-year-old col-
league, Lee Sang Cheon, has embraced
the extra days off. Now, Mr. Lee says,
he has time to take Japanese lessons,
practice golf and go on weekend out-
ings with his wife and two young
daughters. “I love this: being with my
family and friends near the beach and
being able to relax,” he says, laughing
while his little daughter crawls over
him at a seaside restaurant on a week-
end jaunt.

Mr. Lee estimates the family’s leisure
spending has climbed 50% to about $3,100
a year—but he doesn’t mind. His wife,
Lim Geum Sook, 37, usually picks their
activities and says she is happy with the
five-day week.

Some fear that less motivated types
may turn the country into a nation of
couch potatoes. “The culture of leisure
is young in Korea and we are in a very
early stage of its development,” says
Ms. Yoon of the Culture & Tourism Pol-
icy Institute. “So there are still a lot of
people who just walk around their neigh-
borhoods, just rest or watch TV at
home.”
 —Blythe Yee in Hong Kong

contributed to this article.
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Less Toil Is Stressful for Koreans

To order visit
http://wsj.ar.wilink.com
or call 800-654-2582

http://wsj.fundinfo.wilink.com
or call 888-201-3503

available for companies and funds with the symbol.

Reports mailed next business day, subject to availability, or download immediately from the website.
Some fund information is available for US addresses only.

FREE ANNUAL REPORTS — FREE FUND INFORMATION & PROSPECTUSES

Annual Reports Service & Fund Info Service

“A creditable performance ...
our expansion plans show
the confidence we have

in our future.”

Christopher Pratt
Chairman, Cathay Pacific Airways Limited

Hong Kong, 9th August 2006

2006 INTERIM RESULTS HIGHLIGHTS

Turnover

Profit attributable to 
Cathay Pacific shareholders

Earnings per share*

Dividend per share

Funds attributable to 
Cathay Pacific shareholders

2005

US$M

US$M

US¢

US¢

US$M

For the six months
ended 30th June

Change2006

3,062

214

6.3

2.6

4,483

+13.4%

–

–

–

+3.9%

3,473

214

6.3

2.6

4,660

Notes:
1. The United States dollar figures shown are for information only, and are translated

from Hong Kong dollars at the rate of exchange of US$1.00 = HK$7.80.
2. Dividend is declared in Hong Kong dollars.

Website: http://www.cathaypacific.com

* The daily weighted average number of shares is used for these calculations.
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