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By JAY SOLOMON
And JAMES HOOKWAY

JAKARTA, Indonesia—At the five-
year mark in America’s global struggle
against Islamic terrorism, the world’s
largest Muslim nation offers hope, and a
warning.

Last November, Indonesian police
trained by the U.S. tracked their region’s
most-wantedbomb-maker toahouse incen-
tral Java. Bedecked in a suicide belt, Aza-
hari Husin lobbed several bombs at his pur-
suers and invited them to enter the house
and join him in “paradise.” Police re-
sponded instead with a burst of bullets,
some of which pierced Mr. Azahari’s heart.

“He said he didn’t want to die alone,
but I made it clear I didn’t want to join
him,” says Col. Petrus Reinhard Golose,
an officer of Indonesia’s crack counterter-
rorism police.

Elsewhere in Indonesia, however, Is-
lamicmilitias this summer wereopenly re-

cruiting men to go to Lebanon to fight
alongside Hezbollah. A man the U.S. says
is the spiritual leader of Southeast Asia’s
main terrorist group was freed from jail to
resume his verbal attacks on the U.S. and
Israel.And Islamicmilitiasand fundamen-
talismarebothgrowing forces inside Indo-
nesia, say political analysts.

In the five years since Sept. 11, 2001, the
U.S. has recorded some big tactical suc-
cesses as it has cooperated closely with
many governments to combat terrorism. In
the Philippines, U.S. Special Forces work-
ingwith the localarmy havecleansedmuch
of the country’s southern region of the Abu
Sayyaf terrorist group. The government of
Pakistan, also cooperating with the Penta-
gon, has killed or arrested more than 600 al-
leged al Qaeda members. Saudi Arabia and
Jordanhave crackeddownonviolent home-
grown extremists and aided in the hunt for
operatives such as Abu Musab al-Zarqawi,
killed in Iraq in June.

Yet even as high-profile targets fall in
ones and twos, concern is widespread
that the U.S. is having much less suc-
cess, or even is failing, in the broader
mission of blocking the font of new terror-
ists. From Egypt to Bangladesh, they are
incubated by religious extremism and,
local officials say, by popular anger with
American wars and U.S. foreign policy.
The Sunni-Islam insurgency in Iraq, for
instance, has directly produced fighters
who have fanned out to countries like
Jordan, Lebanon and Kuwait to try to
widen their wars against pro-West gov-
ernments and Shiite Muslims, say secu-
rity officials from the neighboring lands.

To Western security officials fighting
terrorism, the most troubling element is
what they call growing militancy among
some expatriates and Muslim popula-
tions far removed from the Middle East.
Jihadist Web sites and Arab media have
seized on the bloodshed in Iraq, Afghani-
stan and Lebanon to export images that
help to radicalize Muslims in Europe and
Southeast Asia, say these officials.

Indonesia illustrates the conflicting re-
sults in the war on terrorism since 9/11.
Indonesia has captured or killed more
than 200 terrorists in five years, its offi-
cials say. It has cut deeply into the top
ranks of Jemaah Islamiyah, the principal
ally of al Qaeda in Southeast Asia. But
alongside this progress are a creeping
shift to a more conservative brand of Is-
lam in Indonesia and the continuing
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By VANESSA O’CONNELL
And CUI RONG

When Du Juan entered a modeling
contest in China in 2002, the 5-foot-11
Shanghai beauty wasn’t favored to win.
She looked too traditionally Chinese.

“Nobody noticed Du Juan. Her look is
just plain to most Chinese people,” says
Zhang Guannan, an agent at China New
Silk Road Model Agency, which sponsors
the annual contest.

An online vote held before the win-
ner was announced, conducted by
Shanghai-based Web site Sina.com,

ranked Ms. Du 11th among the 53 mod-
els with 811 votes, far behind the most
popular model, Hu Jing, who won 23,267
votes. With her stereotypical Chinese
looks—almond-shaped eyes and porce-
lain skin—Ms. Du just didn’t seem to
stand out.

Still, she won. Ms. Zhang says the
judges “believed she would be accepted
by the international fashion world.” And
they were right.

As New York fashion week gets un-
der way today, no one is contesting the
20-year-old Ms. Du’s marketability. A
host of New York designers, including
Oscar de la Renta, Proenza Schouler
and Carolina Herrera, have hired Ms.
Du to show off their spring 2007 collec-
tions to influential store buyers and
fashion press. In addition to the runway
shows in New York, Milan and Paris
this season, she is also appearing in
splashy fall magazine ads for Louis Vuit-
ton, Yves Saint Laurent, Roberto Cav-
alli and the Gap.

Ms. Du is the face of a paradox in the
fashion industry as it expands its global
reach. In China, where the luxury-goods
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Model’s Chinese Looks

Were an Instant Hit

Everywhere but China
i i i

Du Juan’s Star Rises at Home

After She Wins the West;

A Face of Things to Come 7

New Fed Chairman
Hopes to Downplay
ImpactofHisWords

Mr. Bernanke Tries to Push

Democracy atCentral Bank;

Setting Inflation Goals

A ‘Two-Handed Intervention’

InIndonesia,WaronTerrorShows

BothGainsandWorrisomeTrends

Since 9/11, Big Islamic Nation

Has Caught Bomb Suspects

But Seen Militancy Grow

Anger Over American Policies

By GREG IP

At Federal Reserve meetings under
Alan Greenspan, the chairman would
state his recommendations for interest
rates. Then the 18 other policy makers
would say if they agreed. They usually
did.

After Ben Bernanke took over in Feb-
ruary, he made some subtle but signifi-
cant changes. When Fed officials debate
the interest-rate decision, he speaks
last. Fed officials say it makes them
feel freer to talk about what’s on their
minds, rather than responding to the
chairman’s views. When Fed policy
makers submitted their projections for
growth and inflation as part of a
twice-a-year report to Congress, Mr.
Greenspan wouldn’t submit his own.
Mr. Bernanke does.

 These changes inside the Fed’s pol-
icy-making body, the Federal Open Mar-
ket Committee, are manifestations of an
important shift under way in the
world’s most powerful economic institu-
tion. For years, the markets hung on
every word of Mr. Greenspan. It was a
sign of his dominance of the Fed, and
his habit of embedding clues to the di-
rection of interest rates in carefully
crafted, often opaque speeches. (For
more on the effect Fed officials can
have on markets, see articles on pages
C1 and C5.)

The new chairman is trying to deper-

sonalize the Fed by making its decision-
making more democratic and easier to
understand. Mr. Bernanke, a 52-year-old
former Princeton University economics
professor, hopes he will one day be con-
sidered as successful as Mr. Greenspan
and his predecessor, Paul Volcker. Yet
Mr. Bernanke has long believed the
Fed’s success depended too much on the
“personal preference” of those two
men, as he once wrote.

Mr. Bernanke “wants to associate
monetary policy less with the chairman
and more with the institution,” says
Mark Gertler, a New York University
economist and longtime Bernanke
friend.

It’s a conviction born from Mr. Ber-
nanke’s years as an academic, as well
as a stint from 2002 to 2005 as a mem-
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Island Warfare 
In Indonesia, a major front in the U.S. war on
terror, there have been tactical successes
against militant group Jemaah Islamiyah, but
Islamic radicalism is on the rise.

Oct. 2002: Nightclub bombs kill 202 in Bali.  

Sept. 2004: Australian Embassy bomb kills 9.

More than 20 districts and municipalities
have passed elements of Islamic law. 

Islamist militias are proliferating.

Nov. 2002: Police arrest Bali bombing 
mastermind in west Java.

Sept. 2005: Court sentences organizer of 
Australian Embassy bombing to death.

Nov. 2005: Indonesian police kill chief
bomb-maker, Azahari Husin, in central Java.

Source: WSJ research

SETBACKS:

SUCCESSES:

A widening scandal over Hewlett-
Packard Co.’s investigation into leaks
from its board of directors is casting an
awkward light on the actions of its out-
side counsel, prominent Silicon Valley
lawyer Larry Sonsini, and H-P’s non-ex-

ecutive chairman, Patricia Dunn.
In an unusual email exchange this

summer between Mr. Sonsini and Tom
Perkins, an H-P director who angrily re-
signed in May over a search of directors’
phone records, Mr. Sonsini assured Mr.
Perkins that the probe—including its use
of a practice called pretexting to obtain
the phone records—was “well done and
within legal limits.”

Late yesterday, a spokesman for Cali-
fornia Attorney General Bill Lockyer
said that state investigators now believe
there was criminal activity involved in
the methods used to search those
records. Besides H-P directors, the com-
pany disclosed that nine reporters, in-
cluding Pui-Wing Tam of The Wall Street
Journal, had their phone records ac-
cessed by investigators working for H-P.

The company, which said it was un-
aware that pretexting was being used,
said it was “dismayed” that the informa-

tion was accessed without reporters’
knowledge.

It isn’t clear to what extent the investi-
gation might threaten the future of Ms.
Dunn, who authorized the probe of leaks
surrounding the ouster of H-P’s former
chairman and chief executive, Carly Fior-
ina, in 2005.

Mr. Sonsini wrote in an email to Mr.
Perkins that the investigation was run by
the H-P legal department, which is
headed by general counsel Ann Baskins.
H-P used an unidentified private investi-
gator, who in turn hired a contractor who
used pretexting to obtain directors’ and
reporters’ phone records.

Pretexting is the practice of posing as
someone else in order to obtain that per-
son’s phone records or other private infor-
mation. H-P has acknowledged pretex-
ting was used in the probe but said it was
done without the company’s knowledge.

Some Silicon Valley veterans sug-
gested that the flap could cost Ms. Dunn
her job, and some called on her to re-
sign—or for H-P to dismiss her.

Ms. Dunn referred questions about
the scandal to H-P. A spokesman for the
company declined to comment.

According to one person who spoke to
Please Turn to Page A13, Column 1
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Business and Finance

i i i

World-Wide

Act One: Becoming successful at
a young age can stir resentment
among colleagues and envy

among friends. How do you navigate
office politics and personal relationships?

i i i
n Trading Shots: Analysts debate
whether tech stocks are a bargain af-
ter trailing the market for months.

i i i
n Readback: In Naguib Mahfouz’s novel
“Palace Walk,” an authoritarian father is
forced to accept the limits of his powers.

n BUSH SAID the U.S. is safer even
as al Qaeda stepped on his message.

In the increasingly fierce contest to
stamp the fifth anniversary of Sept.
11 with competing political interpre-
tations, the president gave another in
his series of speeches outlining ways
his administration has shut the door
on such attacks while Democrats ac-
cused him of pre-election fearmonger-
ing and in fact weakening the effort
to defang bin Laden. Amid the finger-
pointing, Al Jazeera broadcast an old
tape of the terror lord meeting with
planners of the 2001 attacks, stoking
the U.S. rhetorical battle, which has
extended even to an ABC-TV Sept. 11
“docudrama” that Clinton aides call
slanted, at times flat false. (Page B3)

A conservative group began running
ads saying Iraq-war opposition plays
into al Qaeda’s hand, but some candi-
dates set a moratorium on such cam-
paign jabs on Monday’s anniversary.

i i i
n The Senate got to work on Bush’s
military-tribunal rules for terror sus-
pects, but top Pentagon lawyers had
reservations, particularly on denial of
access to classified evidence. A bill
to give a legal underpinning to war-
rantless wiretaps was in trouble, as
was Bolton’s nomination. (Page A4)
n Hastert vows to get border-security
legislation past the House, but Senate
odds are uncertain after its compre-
hensive immigration bill was stymied.

i i i
n Iraq’s government assumed control
of the nation’s nascent military from
U.S. forces, seen as a key step toward
autonomy. Baghdad said the number
of August killings, 1,500, didn’t drop
despite a security drive. The govern-
ment suspended Al Arabiya TV over
unspecified “unprofessional conduct.”
n The Senate today releases a long-
awaited report on use of intelligence
to make the war case. Democrats say
it shows a “deceptive” Bush strategy.
n Armitage admitted being the CIA-
leak source in 2003, saying the pros-
ecutor had wanted him to keep quiet
on the “terrible mistake” until now.

i i i
n NATO’s Afghan commander called
for reinforcements, saying the “level
of intensity” of Taliban resistance to
a southern offensive was unexpected.

i i i
n The U.S. is working to block trans-
fers of suspected Iran nuclear funds
through a bank network. The Security
Council met on sanctions. (Page A3)

i i i
n Britain’s Blair bowed to a Labour
revolt, saying publicly he’ll step down
within a year, buying calm but trig-
gering an erosion of power. (Page A4)

i i i
n Lebanon prepared for resumption
of commercial flights as Israel lifted
a two-month air blockade but said it
will still interdict sea traffic for now.

i i i
n Russia’s military suffered fresh set-
backs as fire on a nuclear submarine
killed two sailors and a test of a new
sub-fired Bulava missile went awry.

i i i
n Cyprus impounded on arms-smug-
gling suspicion a Panama-flagged ves-
sel carrying 21 North Korean mobile
radar units due for delivery to Syria.

i i i
n Brain-injury assumptions face a re-
thinking as British scientists found a
woman in a vegetative state gave star-
tling signs of awareness. (Page B1)
n A TB specialist said a drug-resis-
tant strain has turned up in 28 hospi-
tals in South Africa, where at least
52 died, and may be in other nations.
n FDA advisers have voted to reject
a study presented last week that said
dental fillings that contain mercury
are safe, calling for further research.

i i i
n The U.S. pressed its crackdown on
Internet gambling, arresting the head
of the British online Sportingbet book
in New York on a Louisiana warrant.
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THE SCANDAL AT H-P over
its probe into boardroom

leaks is casting a harsh light on
the actions of outside counsel
Larry Sonsini and Chairman Pa-
tricia Dunn. In emails, Sonsini
assured a director that the
probe, including “pretexting” to
obtain phone records, was legal.
California investigators now be-
lieve there was criminal activity
involved in the search methods.

(Articles in Column 6 and on Page B1)

i i i
n Lucent and Alcatel shareholders
approved a merger that will cre-
ate a trans-Atlantic telecom gi-
ant, though holders of just 52%
of Lucent stock backed the deal.

(Article on Page B1)

i i i
n Fed minutes revealed that
just two of the 12 regional banks
wanted to raise rates last month.
n The Dow industrials fell 74.76
to 11331.44 as a Fed official warned
more rate rises may be needed.

(Articles on Pages A2, C1 and C5)
i i i

n Economists surveyed expect
the U.S. housing market to cool
next year, with many predicting
flat or declining average prices.

(Article on Page A2)

i i i
n A BP official declined to tes-
tify before a House panel about
what he knew of corrosion in the
company’s Prudhoe Bay pipelines.

(Article on Page A3)

i i i
n OPEC is expected to leave its
crude-output limit unchanged
when it meets next week. Oil set-
tled at $67.32, a five-month low.

(Articles on Pages A2 and C3)
i i i

n News Corp. is paying $50,000
a month to rent an apartment
for Chairman Rupert Murdoch,
who earns $25.7 million a year.

(Article on Page B3)

i i i
n Lockheed is scaling back its
commercial space businesses as
part of a shift toward higher-profit
government space programs.

(Article on Page B8)

i i i
n Architects unveiled plans for
three office towers at the World
Trade Center site, but obstacles
remain in the rebuilding effort.

(Article on Page B2)
i i i

n Microsoft threatened a delay
in the launch of its new Vista op-
erating system in Europe, blam-
ing a standoff with regulators.

(Article on Page B4)

i i i
n Johnson & Johnson’s Scios
named a Duke research institute
to lead a 7,000-patient study of
its heart-failure drug Natrecor.

(Article on Page B4)

i i i
n Gateway’s incoming CEO,
J. Edward Coleman, declined to
say if the company would enter-
tain a sale under his leadership.

(Article on Page B4)
i i i

n MasterCard is launching a
new line of credit cards aimed
at households with annual in-
comes of more than $250,000.

(Article on Page C3)

i i i
n Carrefour’s profit rose 11% in
the first half on strong sales as
turnaround efforts at the French
retailer began to show progress.

(Article on Page B3)
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By Steve Stecklow and Charles Forelle
in Boston, John R. Wilke in
Washington and Rebecca Buckman
in San Francisco

n Reporters’ phone records were ob-
tained in inquiry ..................... A13
n Pretexting is a rising consumer woe
now drawing legal attention ........ B1
n Employers may escape liability for
actions of private investigators .... B1
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Nasdaq composite 2155.29, t –12.55;
S&P 500 index 1294.02, t –6.24.
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Confidence Swing
Soon after Ben Bernanke became Federal 
Reserve chairman, bond investors’ expecta-
tions of inflation* rose, but they have since 
edged down. 

Source: Macroeconomic Advisers

*Expected inflation five to 10 years from now, based on
  yields of inflation-protected Treasurys and regular
  Treasurys.
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Investigators Suspect Crimes

May Have Been Committed

In Probe of Boardroom Leaks

On the Line

Five Years Later

NYSE vs. Nasdaq,
The Grudge Match
The exchanges’ global ambitions
could turn on strength at home
HEARD ON THE STREET | C1

Diane von Furstenberg
Measures the Market
The designer sizes up her industry
ahead of New York’s fashion week
BOSS TALK | B1
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Online Today: WSJ.com subscrib-
ers can read key documents in
the H-P case, including internal

emails, an investigator’s search warrant
and more, at WSJ.com/OnlineToday.

her recently, Ms. Dunn doesn’t intend to
resign because she was unaware that in-
vestigators used any improper tactics to
search for phone records.

In his email exchange with Mr. Per-
kins, which was reviewed by The Wall
Street Journal, Mr. Sonsini indicated that
he believed the tactics employed had
been proper. Mr. Perkins first wrote to
Mr. Sonsini on June 19 after attending a
London board meeting of News Corp.,
another company for which he is a direc-
tor. Mr. Perkins said he had privately
discussed the H-P probe with another
News Corp. director, Viet Dinh, a former
U.S. assistant attorney general, and that
Mr. Dinh had called the monitoring of
phone connections or email addresses
“unconscionable.” It isn’t clear from the
exchange whether Mr. Dinh was in-
formed that phone records were obtained
by pretexting.

Mr. Perkins asked Mr. Sonsini if he
had “cleared” the monitoring before-
hand. Mr. Sonsini replied that he hadn’t—
that the probe was overseen by H-P’s
legal department with outside experts—
and that he was confident H-P’s general
counsel, Ms. Baskins, “had looked into
the legality of every step of the inquiry
and was satisfied that it was conducted
properly.” An H-P spokesman said Ms.
Baskins was unavailable for comment.

Mr. Sonsini reminded Mr. Perkins in
the email that he remained under obliga-
tion to keep H-P board matters confiden-
tial, even though he had resigned.

Apparently not satisfied, Mr. Perkins
asked Mr. Sonsini or his firm to look into
the legality of the probe, noting “Viet’s
unqualified opinion that it was illegal.”

“If it was illegal, it occurred under my
purview, and on my watch, and I would
like toknow whetherornot I sharesomere-
sponsibility,” Mr. Perkins wrote on June
20. Mr. Perkins couldn’t be reached for
comment. Mr. Dinh declined to comment.

Mr. Sonsini agreed to look into the
matter and responded on June 28, con-
firming that H-P had received informa-
tion about phone calls made or received
from directors’ cellular or home phones.
“This was done through a third party
that made pretext calls to phone service
providers,” Mr. Sonsini wrote. “Appar-
ently a common investigatory method
which was confirmed with experts.”

Noting that there was no “secret spy-
ing” with listening or recording devices,
Mr. Sonsini wrote, “It appears, therefore,
that the process was well done and
within legal limits.”

The disclosures come at a time when the
65-year-old Mr. Sonsini and the 600-lawyer
firm that he chairs, Wilson Sonsini Good-
rich & Rosati of Palo Alto, Calif., is drawing
attention in another scandal. The firm rep-
resents a number of high-tech companies
now under federal investigation for alleg-
edly backdating or otherwise manipulating
dates of stock-options grants to executives
or directors to make them more lucrative.

In an interview yesterday, Mr. Sonsini
said that at the time he responded to Mr.
Perkins’s query he and his firm hadn’t yet
beenaskedbyH-P todo a thorough investi-
gationof theprobe,and thathewasonly re-
laying the view of an H-P lawyer that the
methods used were legal. “That was the
conclusion that they gave me, and I re-
ported that,” he said.

Mr. Sonsini says H-P’s board subse-
quently asked his firm to review the legal-
ity of the leak probe. His firm concluded in
a report that it couldn’t confirm that the
methods were legal, he says. He and two
other Wilson Sonsini lawyers said thatH-P
accurately reflected their findings this
week in a filing with the Securities and Ex-
change Commission.

In that filing, H-P said a board commit-
tee investigating the matter was “advised
by the committee’s outside counsel that
the use of pretexting at the time of the in-
vestigationwas notgenerallyunlawful (ex-
ceptwith respect to financial institutions),
but such counsel could not confirmthat the
techniques” of outside investigators “com-
plied in all respects with applicable law.”
Mr. Sonsini declined to elaborate. He also
said he wasn’t authorized to disclose the
outside companies H-P used in its probe.

A low-key lawyer, Mr. Sonsini has the
ear of some of Silicon Valley’s most power-
ful personalities. He is friends with Apple
Computer Inc.’s Steve Jobs, and also close
to Oracle Corp.’s Larry Ellison. Countless
companies, from giants like Google Inc. to
smaller-timestart-ups, seek his legal coun-
sel, his business advice and his guiding
hand. The attention has made Mr. Sonsini
wealthy—and a hot commodity as a corpo-
rate board member.

Mr. Sonsini first joined Wilson Sonsini,
then known as McCloskey, Wilson and
Mosher, in 1966 and served as chairman
and CEO for more than 20 years. In that
time, he helped to define Wilson Sonsini as
the premier firm for several generationsof
aspiring Silicon Valley start-ups. Mr. Son-
sini has served over the years as a director
of at least 11 public companies, including
LSI Logic Corp. and Silicon Valley Banc-
shares, according to securities filings, and
is a trusted adviser for many valley CEOs.
His law firm has eight offices nationwide
and plans soon to expand to China.

Wilson Sonsini has also invested in
technology firms. Google’s securities fil-
ings show that Wilson Sonsini-related in-
dividuals and partnerships held a stake

in the search company prior to its initial
public offering. The stake was described
as less than 0.1% of Google’s Class B
shares, which have 10 times the voting
power of regular Class A shares. Securi-
ties filings show that a collection of in-
vestment partnerships affiliated with Wil-
son Sonsini have held stakes in several
companies, sometimes including those of
which Mr. Sonsini was a director or for
which his firm did legal work or both.

Mr. Sonsini has close ties to Google; he
was a director of Novell Inc. while Google
CEO Eric Schmidt was chief of that com-
pany. Last year, he stepped down as CEO
of Wilson Sonsini but remains chairman.
Mr. Sonsini, who was a director of the New
York Stock Exchange from 2001 to 2003, is
currently chairman of NYSE Group Inc.’s
legal advisory committee.

Mr. Sonsini is closely connected to sev-
eral companies that have been caught up
in the stock options backdating scandal.
He hasn’t been accused of any wrongdo-
ing, and there is no evidence that he was
involved in the practice. Mr. Sonsini pre-
viously served on the board of Brocade
Communications Systems Inc., whose
former chief executive and former hu-
man resources director have been in-
dicted on criminal fraud charges. The
two former executives deny the charges.

The attorney also is a longtime ad-
viser and lawyer to Apple, among the
highest-profile companies disclosing op-
tions problems. Apple has said its probe

has discovered “irregularities” in its op-
tion grants, including one to Apple’s Mr.
Jobs. At Pixar Inc., another company of
which Mr. Jobs was chief executive, sev-
eral executives received grants dated at
times when the share price was unusu-
ally low. Mr. Sonsini was a board mem-
ber of Pixar, which was purchased this
year by Walt Disney Co.

Novell, where Mr. Sonsini was a direc-
tor from 1988 through 2002, said last
month that it had begun a “self-initiated,
voluntary” review of its past options prac-
tices and had hired an outside law firm to
look into the matter.

Inaddition,Mr. Sonsinihasbeen corpo-
rate secretary to KLA-Tencor Corp.,
which has disclosed that its past recorded
grant dates “likely differ” from when they
should have been recorded. The company
hasreceivedasubpoena from federalpros-
ecutors and is being investigated by the
SEC. He said yesterday his position at
KLA-Tencor “was merely clerical.”

As for H-P’s Ms. Dunn, some in the
high-tech industry were skeptical about
her future. Resigning “would be the dig-
nified thing to do,” said Dick Kramlich, a
veteran venture capitalist at New Enter-
prise Associates who has sat on numer-
ous corporate boards. The investigation
sparked by Ms. Dunn, which amounted
to spying on fellow board members, “just
destroys her ability to govern,” Mr.
Kramlich said.

“I think she should be fired,” said Rob

Kuhling, a partner with venture-capital
firm Onset Ventures, who has served on
about a half-dozen public boards and
more than 20 private ones. Mr. Kuhling
said H-P’s tactics were “absolutely uneth-
ical and not reflective of the trust you
want in the boardroom.”

A person close to the 53-year-old Ms.
Dunn said she would step down “if she
lost the confidence of the board” and
other directors asked her to do so.

Experts on corporate governance said
Ms. Dunn’s fate may depend on whether
she knew about the investigation tactics,
and how well she kept fellow board mem-
bers apprised. If Ms. Dunn knew, or
should have known, about the question-
able tactics, “she has a very short half-
life” as H-P chairman, predicted Joseph
Grundfest, a professor of law and busi-
ness at Stanford University and former
member of the SEC.

Mr. Grundfest, a Dunn acquaintance,
said he “would be shocked” to learn she
knewabout orevensuspected illegal inves-
tigatory methods. He believes investiga-
tions will show that “other people violated
the trust she placed in them.”
 —Joann S. Lublin and Jamie Heller

contributed to this article.
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HealthSouth Corp.

TIAA-CREF-Led Group Takes
‘Passive’ 10.63% Stake

A group including Teachers Insur-
ance & Annuity Association-College Re-
tirement Equities Fund reported a
10.63% passive stake in HealthSouth
Corp. The TIAA-CREF group benefi-
cially owns about 42 million shares of
the Birmingham, Ala., health-care pro-
vider, according to a Securities and Ex-
change Commission filing. The group
reported its holdings on a form desig-
nated for passive investors, who own
shares for investment purposes, not to
influence a company’s operations.
TIAA-CREF is a large institutional in-
vestor and prominent corporate-gover-
nance activist.

Nine journalists’ phone records were
targeted as part of an investigation of
leaks from Hewlett-Packard Co.’s board,
including the personal phone records of a
Wall Street Journal reporter, Pui-Wing
Tam, according to the company and the
California attorney general’s office.

At least three of the reporters’ phone
records were obtained in the investiga-
tion. The phone records of Ms. Tam were
targeted and obtained, and CNET News.
com reported yesterday that phone
records of two of its staff reporters,
Dawn Kawamoto and Tom Krazit, were
obtained during the investigation. Yester-
day, The New York Times said on its Web
site that phone records of one of its re-
porters, John Markoff, were targeted.

H-P hired a private investigation firm,
which used an outside contractor to obtain
directors’ personal phone records, H-P
said. H-P has declined to identify the firms.
The contractor used a form of “pretexting,”
a technique used by investigators to obtain
information by disguising their identity.

Obtaining such information by imper-
sonating someone is illegal in California.
The state attorney general’s office, which
has been looking into the matter, said
yesterday that it believes crimes were
committed in connection with the probe.

Ms. Tam broke the news in January
2005 that Hewlett-Packard directors had

concerns about the company’s perform-
ance under Chairman and Chief Execu-
tive Carly Fiorina, who was later fired.
Ms. Tam wrote numerous subsequent ar-
ticles about Ms. Fiorina and the board.

Ms. Kawamoto and Mr. Krazit co-au-
thored an article in January 2006 that
quoted a source giving details of an annual
board strategy session.

An H-P spokesman has said the com-
pany didn’t know pretexting would be in-
volved in the investigation. It has said it
will take steps to improve internal controls
over such investigations. “We are dis-
mayed that the phone records of reporters
were accessed without their knowledge,
and we are completely and fully cooperat-
ing with the state attorney general’s investi-
gation,” H-P spokesman Mike Moeller said.

The techniques used to obtain Ms.
Tam’s phone records haven’t been dis-
closed. In the case of Tom Perkins, a
former H-P board member whose phone
records were also obtained, an unidenti-
fied person set up a fraudulent online
account in January for Mr. Perkins’s resi-
dential phone service, using the execu-
tive’s telephone number and the last four
digits of his Social Security number, ac-
cording to a letter sent by AT&T to Mr.
Perkins. The company said it had no way
of determining how the Social Security
numbers were obtained.

H-P Scandal Puts Dunn, Lawyer in Awkward Light Nine Journalists’ Phone Records

Targeted in H-P Probe of Leaks

Effective Tax Rates on New Capital Investments

Ernst & Young analysis, prepared for the Ohio Business Roundtable.*

In today’s global economy, your competition is
everywhere. And your business needs every advantage
to survive and prosper. With that in mind, Ohio lawmakers
dramatically restructured state and local taxes,
establishing the lowest rates in the Midwest, eliminating
the major taxes on new capital investments and creating an

extremely profit-friendly business climate for companies
that locate here. This chart compares the effective tax
rates on new capital investment in Midwest states.
Ohio’s rate is significantly lower, and it’s just one aspect
of Ohio’s new tax structure. Get the complete lowdown
on Ohio’s low taxes at OhioMeansBusiness.com.

Ohio’s revamped state taxes
are lowest in the Midwest.

4.3%

6.2%
6.5%

6.2%
5.7%

3.6%

*The effective state and local tax rates (taxes divided by before-tax income) on new capital investments are calculated for four selected manufacturing industries (food processing, pharmaceuticals, electronic components, and motor
vehicles) and three service industries (information services, computer services and research and development). The representative firms are multi-state companies selling primarily in regional national and international markets.

The included state and local taxes are those imposed directly on a company’s new capital investments (machinery, plant and equipment): corporate income and net worth taxes, property taxes, the sales tax imposed on the purchases
of capital equipment and structures and the Commercial Activity Tax. The tax parameters for each state are based on the tax features scheduled to be in effect by 2010, the year that Ohio’s tax changes are fully effective.

For all the details, visit us at
www.OhioMeansBusiness.com
Or call 1-877-466-4551.

5.1%

Making you more competitive
around the world.
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