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Ford Taps Boeing Executive as CEO
Alan Mulally Succeeds

Bill Ford, Who Keeps

Post of Chairman

A Board Swings Into Action

By MONICA LANGLEY
And JEFFREY MCCRACKEN

At Ford Motor Co.’s July board meet-
ing, Bill Ford Jr. reeled off his jobs: chair-
man, chief executive officer, de facto
president and chief operating officer,
chief ambassador in Washington and in
foreign capitals, liaison to dealers and
television pitchman. He left unsaid that
he’s also the fourth-generation of the
Ford family to lead the automobile giant.

“I’m really struggling with trying to
keep all the balls in the air,” Mr. Ford told
directors, according to people familiar
with the meeting. “It’s a lot—perhaps too
much.”

Yesterday, the nation’s second-larg-
est auto maker took action. In a sur-
prise move, Ford named Boeing Co. se-
nior executive Alan Mulally as its new
president and CEO, effective immedi-
ately. Mr. Ford, 49 years old, remains
chairman. He has told his board and

top executives that he intends to have
an “active partnership” with Mr. Mula-
lly, 61, who will also join Ford’s board.

Bringing an outsider into the auto
industry marks a bold gamble by Ford
as it scrambles to rebound amid high
gas prices and intense foreign competi-
tion. One troubling sign: Toyota Motor
Corp. outsold Ford in the U.S. in July
for the first time ever.

Mr. Mulally has no Detroit experience
and will need to get up to speed as Ford
rolls out its accelerated restructuring
plan, which is likely to include more plant
closings and work-force cuts. But he has
experience revamping an industrial gi-
ant. At Boeing, he cut the work force to
50,000 employees from 120,000, while re-
ducing the time to build a typical airliner
by 50% and introducing the fastest-selling
new airplane ever.

He comes to Dearborn, Mich., at a time
ofhigh tension at Ford, which was founded
103 years ago by Mr. Ford’s great-grandfa-
ther, Henry Ford, and is still controlled by
hisdescendants.Like its rival GeneralMo-
tors Corp., Ford is being crunched by
sweeping changes in the auto industry

that are weakening the two American in-
dustrial icons.

GM and Ford are weighed down by
huge pension and health-care obligations
for retirees, which are being supported by

an ever-shrinking pool of active workers.
Meanwhile high gas prices are eroding de-
mand for Detroit’s most profitable mod-
els, large sport-utility vehicles and pickup
trucks.

Ford’s North American auto opera-
tions had losses of $1.6 billion in 2005,
even though the company overall was
profitable.

In January, Mr. Ford announced a new
Please Turn to Page A13, Column 1

Designated Driver

By MATTHEW KARNITSCHNIG

About six weeks ago, Viacom Inc.
Chairman Sumner Redstone said he could
envision “no circumstance” under which
he would dismiss the media company’s
chief executive, Tom Freston. But late
Monday,Mr. Redstonesummoned Mr.Fre-
ston to his Beverly Hills, Calif., estate and
told him he was being replaced.

The about-face underscores the ur-
gency Mr. Redstone feels to respond to
the growing competition Viacom’s flag-
ship MTV and Nickelodeon cable net-
works face from Web start-ups such as
MySpace.com and YouTube.com. The
83-year-old executive also is determined
to ensure that what may have been his
last hurrah—breaking Viacom and CBS
Corp. into two separate companies—suc-
ceeds in boosting shareholder returns.
(See related article on page B1.)

The dismissal of Mr. Freston, 60,
marksastrikingreversal foraman longre-
gardedasoneof themost successful execu-
tives in the entertainment business. The
26-year company veteran is credited with

building MTV into a
globalmediapower-
house. But his star
had faded since he
became CEO in Jan-
uary, after the cor-
porate split that sep-
arated Viacom’s ca-
ble networks and
film studio from the
broadcasting busi-
nesses that were
carved off into CBS.
In the wake of the
split, Viacom’s

stock price fell, while CBS’s rose.
Mr. Redstone had previously indicated

that he was willing to give Viacom “a
year” to show that the split was a success,
and his flip-flop in dismissing Mr. Freston
unnerved the market.

Despite questions on Wall Street about
Viacom’s direction, Mr. Freston enjoyed
strong support in many quarters, and in-
vestors were dubious about the wisdom of
firing him. The dismissal, coming just two

Please Turn to Page A16, Column 3

Snippy Things Folks

Say About Your Home

Are Now Also Online
i i i

Real-Estate Web Sites Solicit

Reviews of Listed Places;

‘Rats the Size of a Dog’

By JAMES R. HAGERTY
And KEVIN J. DELANEY

For years, amateur critics have re-
viewed books, music and chain saws on
the Internet. Soon they may be posting
online critiques of your bathroom.

Operators of two real-estate Web
sites, ZipRealty Inc. and Reply Inc., in
August began encouraging customers to

write reviews of homes available for
sale. Early submissions suggest it might
be better not to know what strangers
really think about your house.

After a visit to a four-bedroom house
offered for about $1.5 million in Lafay-
ette, Calif., a ZipRealty customer writing
under the pen name YuppieHomeBuyer
remarked: “The house was OK, but the
bathrooms should be cleaner. There were
some broken tiles and loose panels. I won-
der if water comes into the house or the
basement during the rains.”

At a condo on offer for $389,000 in
Cambridge, Mass., another anonymous
Zip reviewer spotted “rot” in the bath-
room, said the bathtub should be re-
placed and commented that the “green
paint isn’t nearly as charming in per-
son as in photos.” If all that wasn’t bad
enough, the reviewer added: “Neighbor-
hood questionable. Two kids had a
loud, screaming fight outside the door
during showing. Loud cars drive up and
down the street with thumping music.”

These rude reviews threaten to under-
cut the gushing language in marketing
materials prepared by real-estate agents.
Even worse for real-estate agents, the
reviews are popping up just when a glut
of homes on the market in many areas is
allowing buyers to take their time, dwell
on defects and demand price cuts. Some
agents and homeowners already are
howling that the reviews are hatchet
jobs, perhaps motivated by spite or a
desire to discourage competing bids for
property the reviewers want to buy.

Operators of the sites say the re-
views—some of which are full of praise—
will provide valuable insights for home
shoppers. Companies like Zip and Reply

Please Turn to Page A14, Column 4

H-P Board Clash
Over Leaks Triggers
Angry Resignation

Perkins Slams Briefcase, Says,

‘I Quit and I’m Leaving,’

As Probe Fingers a Friend

A New Era of Governance

By ALAN MURRAY

A year and a half after Carly Fiorina
was pushed out as chairman and chief ex-
ecutive of Hewlett-Packard Co., the after-
shocks of that firing continue to shake the
computer company’s board of directors.

The latest eruption came at a meeting
onMay18, when the boardreviewed there-
sults of an extensive investigation into
press leaks that was undertaken by new
board Chairman Patricia Dunn shortly af-
ter Ms. Fiorina departed. The report,

which relied in part
on private telephone
records, fingered

George Keyworth, a longtime director and
former science adviser to President Rea-
gan, as the source of many of the leaks
about board deliberations. A boardroom
showdown ensued, during which the
board voted to ask Mr. Keyworth to resign,
and he refused, saying he was elected by
the shareholders. Venture capitalist Tom
Perkins, a friend of Mr. Keyworth, quit the
board on the spot in anger.

In the weeks since that meeting, Mr.
Perkins has told business associates of the
event, and also provided information to
the Securities and Exchange Commission,
prompting that agency to launch a probe
into the matter. He is particularly con-
cerned that the investigation involved the
search of board members’ private tele-
phone records, and has questioned the le-
gality of that practice.

In response, the Hewlett-Packard
board plans a filing with the SEC today.
Among other things, that report will say
that Mr. Keyworth will not be nominated
for reelection to the board at its annual
meeting next March.

While full details of H-P's internal
probe remain unclear, it appears to in-
volve a controversial practice known as
“pretexting.” Under the practice, public

investigatorsappar-
ently call the phone
company, and use
personal informa-
tion to falsely repre-
sent themselves as
another person, in
order to obtain that
person’s records.

H-P board mem-
bers say the investi-
gation was done by
an outside contrac-
tor to the company,
retained by another
outside contractor.

Those contractors continue to insist they
used only legal methods to obtain the
phone records. But some H-P board mem-
bers acknowledge feeling uncomfortable
with the methods used.

Viet Dinh, an attorney for Mr. Perkins,
said in a statement that Mr. Perkins “re-
signed because of a disagreement about
H-P’s governance practices. The company
for the past months has refused to disclose
the substance of the disagreement, and
Mr. Perkins is pursuing all appropriate
remedies.”

“The situation is regrettable,” Ms.
Dunn said in a statement. “But the bot-
tom line is that the board has asserted
its commitment to upholding the stan-
dards of confidentiality that are critical
to its functioning. A board can’t serve
effectively if there isn’t complete trust
that what gets discussed stays in the

Please Turn to Page A18, Column 1
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FORD’S CHAIRMAN, Bill
Ford Jr., relinquished his

post as chief executive. The auto
maker named Boeing senior exec-
utive Alan Mulally as its new pres-
ident and CEO. The move comes
as Ford scrambles to rebound
from big losses amid high gaso-
line prices and intense foreign
competition. Ford shares rose to
$8.73 in after-hours trading.
n Renault is in the process of
selecting two investment banks
to advise the French auto
maker on a possible three-way
tie-up with Nissan and GM.
(Articles in Column 4 and on Pages A12, C1)

i i i
n Viacom Chairman Redstone
ousted CEO Tom Freston, citing
a sluggish stock price, and named
longtime aides Philippe Dauman
and Tom Dooley to run the firm.

(Articles in Column 5 and on Page B1)

i i i
n H-P said George Keyworth
won’t be nominated for re-elec-
tion to its board amid allegations
he was the source of press leaks.

(Article in Column 1)

i i i
n Intel said it will slash 10,500
jobs, or about 10% of its work
force, as part of its most signifi-
cant restructuring since the 1980s.

(Article on Page A3)

i i i
n The Dow industrials edged up
5.13 points to 11469.28. Oil fell to
$68.60 a barrel on news of an oil
discovery in the Gulf of Mexico.

(Article on Page C1)

i i i
n Congress is considering reduc-
ing or eliminating a 1993 tax de-
duction that helped spur the stock-
option explosion, a senator said.

(Article on Page C1)

i i i
n Phelps Dodge withdrew its
$17.84 billion bid for Inco, giving
Brazil’s CVRD a chance to ac-
quire the Canadian nickel miner.

(Article on Page A3)

i i i
n Vivendi’s Universal Music is
close to an agreement to buy
Bertelsmann’s BMG Music Pub-
lishing unit for about $2.1 billion.

(Article on Page A3)

i i i
n U.S. home prices rose 1.17%
last quarter. The slowdown from
the year-earlier increase was the
sharpest in over three decades.

(Article on Page A2)

i i i
n British Air said last month’s
alleged foiled terrorist plot had
hurt bookings. Continental said
per-seat revenue was affected.

(Article on Page A2)

i i i
n The FDA approved the first
self-contained artificial heart for
sale, a device made by Abiomed.
n The agency plans to begin reg-
ulating an emerging category of
gene- and protein-based tests.

(Articles on Pages A15 and B4)

i i i
n France’s Géophysique is buying
rival U.S. oil- and gas-field sur-
veyor Veritas in a $3.1 billion deal.
n Lukoil said it will invest $100
billion over the next decade to
boost output and refining capacity.

(Articles on Page B4)

i i i
n Google plans to launch a
news-search service for articles
dating as far back as the 1700s.

(Article on Page B2)

Ouster of Viacom Chief Reflects

Redstone’s Impatience for Results
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i i i

Business and Finance

i i i

World-Wide

Rich in Money: Debate the
payoffs of making a career
move for cash, and read

about a writer who went corporate in
our package on money and happiness.

i i i
n Stock Watch: What’s in the pipe-
line for Pfizer shareholders? See bull-
ish and bearish cases for the stock.

i i i
n Row by Row: The hunt for a law
gig involves a spreadsheet, a lot of
soul searching and a supportive pet.

n Ford family has been a traditional,
but not unquestioned, force ....... A12
n Boeing’s McNerney stresses his new
team will ensure continuity ....... A12
n Auto maker’s shareholders may yet
enjoy long-awaited turnaround ..... C1

Stealing Home:
Thieves Eye Copper
From AC units to plumbing,
the toll of a hot commodity
PERSONAL JOURNAL | D1

n CONGRESS RETURNS to take its
final shots at shaping fall elections.

Iraq is top battleground of partisan
warfare that appears set to consume
the abbreviated session, with Repub-
licans labeling Democrats as appeas-
ers and defeatists and working to bar
any no-confidence vote on Rumsfeld’s
stewardship. On immigration, there
will be no legislation this session de-
spite a summer of rhetoric that has
fired passions on both sides of the is-
sue. And Abramoff-centered corrup-
tion inquiries threaten to reclaim the
spotlight, with prosecutors displaying
new interest in whether DeLay’s wife
got lobbyist money for a no-show job.
Bush introduces Guantanamo tribunal
legislation today. (Pages A6, A8, A15)

Rep. Katherine Harris won the Re-
publican Senate primary in Florida.
Rep. Lewis reportedly faces scrutiny
for a land-conservation donation, by
an ally with business before his com-
mittee, that raised his home’s value.

i i i
n Calderón was affirmed as Mexico’s
president by the top electoral court,
but faces trouble governing as López
Obrador refused to support the deci-
sion and urged followers to block his
rival’s Dec. 1 inauguration. (Page A4)

i i i
n Bush said neither he nor any suc-
cessor could abide terror sponsorship
by a nuclear-armed Iran. Ahmadine-
jad, meanwhile, seeks a purge of sec-
ularist teachers. A poll shows Iran’s
regional status is growing. (Page A8)
n Bush pressed terror themes ahead
of the Sept. 11 anniversary and mid-
term vote, saying bin Laden’s plans
are as clear as Hitler’s and Lenin’s.
n Lung problems afflict 70% of World
Trade Center rescue or cleanup work-
ers, and many will be sick the rest of
their lives, a medical survey found.

i i i
n Turkey has approved sending fewer
than 1,000 soldiers for peacekeeping
duty in Lebanon, which sent troops to
take control of five southern villages
from Israel. Israeli airstrikes killed
three Palestinian militants in Gaza.
n A south Lebanon bombing wounded
a senior investigator of the Hariri as-
sassination and killed four aides. Syr-
ia’s hand was seen in prior attacks.

i i i
n Iraqi lawmakers returned from re-
cess to extend a state of emergency
amid continued sectarian bloodshed.
Three more U.S. troops died. A unit
from Alaska whose tour was extended
recently had a first fatality Saturday.

i i i
n Pakistan cut a deal to end fighting
in an Afghan border region, even of-
fering amnesty to foreign militants in
an area where bin Laden could lurk.
n NATO said 700 Taliban have been
trapped by a southern Afghan offen-
sive, and artillery and airstrikes had
killed more than 50 in heavy fighting.

i i i
n The U.S. met Korean delegates in
Beijing amid reports that Kim Jong
Il’s train was spotted in China, which
denied preparing for any such visit.

i i i
n Bush chose ex-highway chief Mary
Peters to be transportation secretary.
Separately, Mark McClellan confirms
he is resigning as head of Medicare.
n Rumsfeld had elective shoulder sur-
gery for a torn rotator cuff. Justice
Kennedy, meanwhile, was hospitalized
and a heart stent implanted Saturday.

i i i
n A hospital-intern study found rules
imposed in 2003 have done little to re-
duce extreme working hours and lack
of sleep, the AMA Journal reported.

i i i
n Tropical Storm Florence formed in
the Atlantic, course uncertain. Space
shuttle Atlantis, delayed by Ernesto
last week, prepared for launch today.

i i i
n Japan’s Princess Kiko gave birth
to a boy, easing succession concerns
that sparked a move to let women as-
cend to the Chrysanthemum throne.
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Shake-Up at Ford

Tom Perkins
A ZipRealty.com customer reported a
‘swamp’ in the backyard (above) of this
San Clemente, Calif., home. The listing
agent says it’s an ornamental-fish pond.

Directors Cut

Movie Downloads
Get Their Close-Up
What Apple and Amazon.com
have coming to a screen near you
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room.”
The story reflects a new era in the

way American corporations are run. A
few years ago, most boards of directors
were clubby affairs, run by the chief ex-
ecutive, filled with members chosen by
the chief executive, and likely to inter-
vene only in times of crisis. Today, as a
result of a host of changes that cascaded
out of the corporate scandals earlier this
decade, boards have become more power-
ful and more independent than ever. The
Hewlett-Packard story shows many of
them are still struggling to operate
smoothly in this new environment.

Mr. Keyworth couldn’t be reached for
comment. Ms. Fiorina plans to tell her
version of events in a book being pub-
lished next month. This account is based
on interviews with several of the people
directly involved.

The confrontation at H-P has its roots
in November 2004, when independent
membersof theboard met inexecutiveses-
sion, without Ms. Fiorina present, and dis-
cussed their concerns over her leadership.
At the time, H-P’s stock was performing
poorly compared with shares of rivals
such as Dell Inc. and International Busi-
ness Machines Corp. Mr. Keyworth, a di-
rector since 1986, suggested the board
bring back Mr. Perkins, who had left a
year earlier because he had reached the
board’s mandatory retirement age of 72.

Mr. Perkins is a storied figure in Sili-
con Valley, having helped start one of the
first venture-capital firms there, Kleiner
Perkins Caufield & Byers. He worked for
H-P in the 1960s, and joined the compa-
ny’s board in 2002 after it merged with
Compaq Computer, where he had been a
director. Once married to romance novel-
ist Danielle Steel, Mr. Perkins recently
wrote a racy novel of his own titled “Sex
and the Single Zillionaire.”

When told of the board’s plans to bring
backMr. Perkins, Ms.Fiorina resisted, ac-
cording to board members. Frequently
laudedas the nation’s leading female busi-
ness executive, Ms. Fiorina was known for
hermarketing skill, but inside H-P shehad
a reputation for flashes of arrogance. She
didn’t like the idea of waiving the retire-
ment age, and felt that if Mr. Perkins were
toreturn, theboardshouldwaituntil itsan-
nualmeeting the following March. But Mr.
Keyworth was particularly insistent, and
Mr. Perkins was invited to attend the
board’s annual strategy session in Janu-
ary 2005, although he wasn’t yet a director.

Unknown to Ms. Fiorina, Mr. Perkins
also participated in a series of phone
calls and email exchanges in December
2004 and January 2005. During the calls,
some board members began to articulate
their concerns over her management, ac-
cording to people who participated.

In an interview late last year, Mr. Per-
kins said he didn’t know of theboard’s con-

cerns about Ms. Fiorina when he was first
approached about becoming a director
again. In the December 2004 phone calls,
however, he quickly learned of the board’s
unhappiness. “The organization was be-
coming ever more horizontal, reporting
more and more to Carly,” he said in the in-
terview. “The board respected Carly. She
was Wonder Woman. But still, there are
only 24 hours in a day.”

On Jan. 10, 2005,
three board mem-
bers—Ms. Dunn,
Mr. Keyworth, and
longtime H-P execu-
tive Richard Hack-
born—met with Ms.
Fiorina at H-P head-
quarters and laid
out their concerns.
They told her direc-
tors felt she didn’t
consult with them
fully and were un-
happy with the
state of the compa-

ny’s business with corporate customers,
according to people in the room.

In the discussion that followed, Mr.
Keyworth, who headed the board’s tech-
nology committee, argued Ms. Fiorina
should elevate Shane Robison, the compa-
ny’s chief technology officer, to a top
management job. She grew particularly
irritated at that suggestion. Mr. Robison

wasn’t ready for such a position, she ar-
gued. Moreover, it was her job, not the
board’s, to choose management.

Nevertheless, Ms. Fiorina, who was
chairmanof theboard aswell as chief exec-
utive, agreed to tear up her agenda for the
board’s strategy retreat later that week,
and focus instead on the directors’ con-
cerns. The retreat took place at the Park
Hyatt in San Francisco. The board and Ms.
Fiorinahadacandiddiscussionof theirdis-
agreements, according to people present.

Holding Her Ground
For the most part, Ms. Fiorina held her

ground, continuing to resist specific
changes recommended by some members
of the board, and refusing, in particular, to
bow to Mr. Keyworth’s desire to elevate
Mr. Robison. But she indicated some will-
ingness to bring in new management tal-
ent in the future. Afterward, some board
members felt “cautiously optimistic,” as
one put it, that their differences could be
resolved. “It was like the Berlin Wall had
come down,” a director said afterward.

A week later, however, Hewlett-Pack-
ard learned that a Wall Street Journal
reporter had extensive details of the
Park Hyatt discussions and was prepar-
ing an article. Ms. Fiorina was furious.
She called the board members together
on the phone and dressed them down for
giving details of the meeting. No one con-
fessed to the leak. A spokesman for The

Wall Street Journal said the newspaper
doesn’t comment on its sources. A page-
one story about the board’s discussions
appeared in the Journal on Jan. 24, 2005.

The leak, and Ms. Fiorina’s reaction
to it, widened the gulf between her and
her board. Board members also were out-
raged by the leak, but felt it was a
smaller issue than their concerns about
the performance of the company, accord-
ing to two directors. The board held an-
other telephone conference on Jan. 28,
with Ms. Fiorina participating from the
World Economic Forum in Davos, Swit-
zerland. She continued to express her an-
ger. “Carly sought to make the leaks the
No. 1 issue,” said one board member,
“and the board was seeking to make per-
formance the No. 1 issue.”

Board members say the leak, and Ms.
Fiorina’s reaction to it, didn’t cause her
demise, but probably accelerated it. Up
to that point, many of them were hoping
they could work out their differences
with her. Afterward, many concluded it
had become impossible to work together.

Less than two weeks later, on Feb. 7,
the board met in Chicago. After hearing
again from Ms. Fiorina, who laid out her
views of her job and the board’s job, the
independent board members met in pri-
vate and voted to dismiss her. At the
same meeting, they also made Mr. Per-
kins a director.

In the aftermath of Ms. Fiorina’s fir-
ing, Ms. Dunn was chosen to be nonexec-
utive chairman of the board—a position
she still holds today. Ms. Fiorina’s succes-
sor, Mark Hurd, previously chief execu-
tive of NCR Corp., was given the title of
chief executive only.

Ms. Dunn, 53, is vice chairman of Bar-
clays Global Inves-
tors in San Fran-
cisco,an asset-man-
agementunit ofBar-
clays PLC. She had
oncebeenchiefexec-
utive of the unit, but
stepped down to
fight cancer. She
grew up in Las Ve-
gas, where her fa-
ther was entertain-
mentdirectoratvar-
ious casinos and her
mother had been a
showgirl.

In conversations with H-P board mem-
bers after taking the new job, Ms. Dunn
found many of them were still concerned
about the leak. Ms. Fiorina had asked
prominent Silicon Valley lawyer Larry
Sonsini to interview directors, seeking
both a confession and a reaffirmation of
the board’s confidentiality policy. Again,
no one confessed. Mr. Perkins acknowl-
edged talking to the reporter but said she
already had all the details at the time.
Ms. Fiorina herself suspected Mr. Key-
worth was the source. But Mr. Sonsini’s
evidence didn’t confirm that.

Internal Investigation
After Ms. Fiorina left, Ms. Dunn

asked the company to carry out a deeper
investigation, which began in the spring
of 2005 and was overseen internally by
the company. The investigation lasted for
months and involved the use of outside
investigative firms. The investigators be-
gan to narrow the list of suspects, but
were unable to develop conclusive evi-
dence that any one member of the board
was responsible for the leaks. Ms. Dunn
said she regularly informed the board of
the investigation, but provided few de-
tails, at the investigators’ request.

In January of this year, the board again
held its annual off-site meeting with H-P
management, this time at the Esmeralda
Resortand Spa, nearPalm Springs, Calif. A
few days later, CNET News, a technology-
news Web site, ran a story with details from
the private meeting, quoting a “source with
the company.” Some of the information pro-
vided by the source was mundane: “By the
time the lectures were done at 10 p.m., we
were pooped and went to bed,” the story
quotes the source saying. But some got to
the core of the company’s plans. The source
said H-P might buy more software compa-
nies and might work more closely with chip
maker Advanced Micro Devices Inc. as “a
cattle prod of sorts” to H-P’s longstanding
chip supplier, Intel Corp.

Outside board members have long
leaked information to the media, often be-
cause they’re at odds with the CEO and

want to promote their own views. “The
only people who leak more to the press are
prosecutors,” quips John C. Coffee Jr., a
Columbia University law professor. Direc-
torshavea fiduciaryduty tokeepconfiden-
tial any inside information that would af-
fect the share price, but other leaks
wouldn’t necessarily violate the rules,
says Mr. Coffee.

After theCNET leak, theH-P investiga-
tionwas revvedup again,directors say.Be-
cause the information in the CNET story
was so specific, investigators were able to
narrow the likely sources. Subsequently,
the private investigators obtained phone
records that showedMr.Keyworthhadspo-
ken with a CNET reporter.

What happened next has become a
key part of the current board furor. Be-
fore the regularly scheduled board meet-
ing on May 18, Ms. Dunn and Ann
Baskins, the company’s general coun-
sel, decided to give the report on the
investigation to Robert Ryan, head of
the board’s audit committee and former
chief financial officer of Medtronic Inc.,
directors say. Ms. Dunn and Ms.
Baskins concluded the leak was a viola-
tion of the company’s Standards of Busi-
ness Conduct, which are overseen by
that committee. In doing so they by-
passed the Nominating and Governance
Committee, then headed by Mr. Per-
kins, which normally handled matters
concerning board operations.

On the day of the board meeting, Mr.
Ryan met with Mr. Keyworth for breakfast
at H-P’s headquarters and reviewed the
findings of the investigation. According to
a person involved, Mr. Keyworth was
shocked at the information in the report,
and admitted to having had lunch with the
CNET reporter. The report did not point to
him as the source for the earlier Wall
Street Journal article involving Ms. Fior-
ina. But it did suggest Mr. Keyworth had
been involved in other news stories con-
cerning confidential board affairs.

Knowing Mr. Perkins and Mr. Key-
worth were close, Mr. Ryan also pulled
Mr. Perkins into a private room before
the board meeting and briefed him on
the report.

When the board met, Mr. Ryan went
over the investigative report in detail. Mr.
Keyworth was given a chance to explain
himself. He apologized, but didn’t say that
his conversations with reporters had been
improper. He was then asked to leave the
room,and the boardhad a long discussion.
A turning point came when Mr. Hurd, the
chief executive, was asked by a director
how he would handle the matter if it had
beenan employee whohad talked to the re-
porter. Mr. Hurd replied, “I would have no
choice but to fire him,” according to a
board member.

As it became clear the board was go-
ing to ask Mr. Keyworth to leave, Mr.
Perkins got angry. Directors say he de-
fended Mr. Keyworth as a valuable and
longstanding director, and said a “good
man” was being trashed by the process.
He also attacked Ms. Dunn, saying, “Pat-
tie, you betrayed me. You and I had an
agreement we would handle this offline
without disclosing the name of the
leaker.” (Ms. Dunn says she never had
such an agreement. “I always knew it
would require advice of counsel. Counsel
was explicit the matter needed to go be-
fore the full board,” she says.)

Finally, Mr. Perkins rose from his
seat, slammed his briefcase shut, and
said, “I quit and I’m leaving.”

After a moment of silence, Mr. Ryan
turned to Ann Baskins, the company’s
general counsel. “Ann, is that a bona fide
resignation?” Ms. Baskins said if the
board voted to accept the resignation, it
would be valid. Mr. Ryan responded: “I
so move.” His motion was quickly sec-
onded and adopted.

The board then began a discussion of
its responsibility to disclose the event.
The law requires that when a director
resigns, the company has to disclose
whether it was the result of a fundamen-
tal disagreement.

Mr. Perkins was on his way to Turkey,
to oversee the maiden voyage of The Malt-
ese Falcon—his 290-foot clipper, one of the
largest sailing yachts in the world. Con-
tacted by Mr. Sonsini about his reasons for
leaving the board, Mr. Perkins reportedly
said: “Just don’t make it for personal rea-
sons. I don’t want people to speculate
about my health.”

Board members say they concluded
Mr. Perkins had no disagreement with the
company, only with Ms. Dunn. Therefore
they decided they had no obligation to file
details with the SEC. Instead, the board is-
sued a statement on May 19 that simply
said Mr. Perkins had resigned, effective
immediately. In the statement, Mr. Hurd
thanked Mr. Perkins for his service, and
said “he has been instrumental in champi-
oning improvements that are leading to a
stronger H-P.”

Mr. Perkins was concerned with the
way his resignation was portrayed by the
company, however, and subsequently con-
tacted the SEC with his concerns, accord-
ing to people familiar with the situation.
Mr. Perkins has also been critical of the
investigation, which he suggested in-
volved illegal surveillance. Board mem-
bers acknowledge some discomfort with
the methods used by the private investi-
gator who obtained the phone records,
but H-P says it was assured by the inves-
tigators that the methods were legal.

Mr. Perkins previously had invited
members of the board to come to Turkey
for the launchingof the MalteseFalcon.Af-
ter the May 18 board meeting, however, he
called Ms. Dunn’s office and rescinded her
invitation, according to one director.

Ms.Dunn’s statement called theboard-
room conflict “part of the board’s progres-
sion from one that was more personality
driven to one that is process driven and ca-
pable of upholding today’s highest gover-
nancestandards. Progressioncanbe pain-
ful, we’ve seen that in changes within HP.
But it’s necessary and healthy.”
 —Joann S. Lublin

contributed to this article.
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Events in the recent shake-up of
Hewlett-Packard’s board of directors:

November 2004: Director George Keyworth
recommends Tom Perkins be invited to return to
H-P board.

February 2005: H-P board votes to add Mr.
Perkins and to dismiss Carly Fiorina as chairman
and chief executive. Patricia Dunn becomes
nonexecutive chairman.

March: H-P announces Mark Hurd as new chief
executive.

January 2006: CNET News quotes an unnamed
source on details of an H-P board strategy
meeting.

May: H-P board reviews internal investigation of
January leak to CNET. Board asks Mr. Keyworth to
resign, but he refuses. Mr. Perkins quits.

Sept. 6: H-P board plans to file report with SEC
on circumstances surrounding Mr. Perkins’s
resignation.

1
Online Today: Alan Murray
talks about the continued
turmoil at H-P and what that

says about corporate boards today,
at WSJ.com/Video.
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