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By GERALDINE FABRIKANT 
and BILL CARTER

Just two weeks after publicly breaking with the
movie star Tom Cruise, Sumner M. Redstone,
Viacom’s 83-year-old chairman, announced an
even bigger separation yesterday: he forced out
his top executive, Tom Freston, reasserting his
control over the media giant he built over dec-
ades.

The ouster of Mr. Freston came just eight

months after Mr. Redstone split his company into
two parts — CBS and Viacom — putting Mr. Fres-
ton in charge of Viacom, which he expected to be
the faster-growing company. 

It has not worked out that way. While CBS
shares have risen 9.2 percent this year, shares of
Viacom — owner of MTV, Nickelodeon and Para-
mount — have fallen 11 percent as of Friday. Mr.
Redstone, also chairman of CBS, has told associ-
ates he believed Mr. Freston had not pursued op-
portunities on the Internet aggressively enough.

Viacom shares have suffered because of con-
cern that advertisers, and young audiences, will
leave the company’s cable networks for the In-
ternet.

The dismissal yesterday sent shock waves
through Hollywood and Wall Street, where the re-
emergence of Mr. Redstone as an active force in
the company was greeted with some trepidation.
Shares of Viacom dropped 5.6 percent, to close at
$34.89.

Mr. Redstone’s disenchantment with the di-
rection of Viacom had been bubbling under the
surface for months, but the end for Mr. Freston
came abruptly. Mr. Redstone invited him to his
Beverly Hills home on Monday afternoon and in
his library, amid an enormous collection of rare
saltwater fish, lowered the boom.

Mr. Freston, who has worked for Mr. Redstone
since 1987, was stunned, associates said.

He is being succeeded by Philippe P. Dauman,
who will become chief executive, and Thomas E.
Dooley, who will be senior executive vice presi-
dent and chief administrative officer. The pair 

Frazer Harrison/Getty Images

Sumner M. Redstone, Viacom chairman, right, fired Tom Freston, the chief, saying Mr. Freston had not pursued Internet opportunities.

Another Split at Viacom 
The Company’s Founder Ousts His Handpicked Chief

Continued on Page 5

Divide and Decline
Since January, when Viacom and CBS were 
divided, Viacom stock has fallen about 11 
percent while CBS stock has risen 9 percent.     
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By JOHN MARKOFF
and LAURIE J. FLYNN

SAN FRANCISCO, Sept. 5 — Intel,
the world’s largest chip maker,
moved Tuesday to revamp its busi-
ness as it seeks to reverse a slide in
its market share and its profit. The
two-year effort will reduce its work
force by 10 percent and cut $5 billion
in costs. 

Intel insisted that the spending re-
ductions would not affect major
projects now planned to build next-
generation factories. “These actions,
while difficult, are essential to Intel
becoming a more agile and efficient
company, not just for this year or the
next, but for years to come,” Paul S.
Otellini, Intel’s president and chief
executive, said in a statement.

Analysts see Intel’s measures as
essential to regaining market share
from its main rival, Advanced Micro
Devices. As a leaner organization,
they say, Intel can react more quick-
ly to a changing market.

But its shares declined in extended
trading as Wall Street digested the
news that the job reductions were not
as large as many had expected. Intel
said it would cut 10,500 jobs through
attrition, the sale of businesses and
layoffs. 

Some analysts had expected twice
that number and perhaps the sale of
some less-profitable business, like
flash memory, said Cody Acree, an
analyst with Stifel Nicolaus. 

Intel, which until recently em-

Intel to Cut 
Work Force
By 10,500
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By DAMON DARLIN

SAN FRANCISCO, Sept. 5 — Hew-
lett-Packard’s chairwoman ordered
monitoring of its directors’ phones to
determine the source of news leaks,
prompting a furor in which one di-
rector quit and another rebuffed ef-
forts to oust him, the company said
Tuesday.

The dispute is to be laid out in doc-
uments that Hewlett-Packard is fil-
ing with the Securities and Exchange
Commission on Wednesday.

The concern over leaks began in
the months preceding Carleton S.
Fiorina’s ouster as chief executive
last year, the company said. But the
confrontation within the board un-
folded this year after an internal re-
port identified George A. Keyworth
II, the company’s longest-serving di-
rector, as a source of disclosures.

The company said the report was
based on monitoring of board mem-
bers’ calls from home phones and
cellphones in January, an effort au-
thorized by Patricia C. Dunn, the
chairwoman.

When the report was presented at
its meeting in May, the board asked
Mr. Keyworth to resign, but he re-
fused, saying he had been elected by
the shareholders, a company spokes-
man said.

The company also said that the at-
tempt to oust Mr. Keyworth had
prompted Thomas J. Perkins, the
founder of the venture capital firm
Kleiner Perkins Caufield & Byers, to 

H.P. Board
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To Find Leak
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By VIKAS BAJAJ

Default rates are inching up, cred-
it ratings agencies have become
more cautious and regulators have
threatened to crack down on loose
lending standards.

Yet even as analysts and officials
have been ringing warning bells
about exotic mortgages for months
and fresh housing data has indicated
that the risks are rising, investors
have seen little reason to abandon
the bonds backed by these home

loans. To the contrary, they have in-
creased their exposure to the securi-
ties.

Among the risks is the growing
possibility that declining home val-
ues could leave home-owners with
too little equity to support their mort-
gages. The government reported
yesterday that prices of traditional
single-family dwellings fell in 87 of
the nation’s 379 major metropolitan
areas from the first quarter to the
second. [Page C6]

In the first six months of the year,
investors bought residential mort-
gage-backed securities totaling more
than $1 trillion, up 5 percent from the
period a year ago, according to data
from Inside Mortgage Finance Pub-
lications, a publisher of industry
newsletters.

And Wall Street has pushed fur-
ther into the mortgage-backed secu-
rities business in recent years, prof-
iting handsomely from the business
of packaging and selling mortgages. 

In a deal seen as an effort to catch
up with those firms, Merrill Lynch
announced yesterday that it would
pay $1.3 billion to buy the First
Franklin Financial mortgage unit of
the National City Corporation, which
was among the first to issue interest-
only mortgages that allow borrowers
to pay no principal in the early years
of their loans. In August, Morgan
Stanley acquired Saxon Capital Inc., 

MARKET PLACE

Mortgages Grow Riskier, and Investors Are Attracted 
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By FLOYD NORRIS
A plan to pay millions of dollars to

the top officials of the Dana Corpora-
tion, the auto parts company, vio-
lates the new bankruptcy law and
cannot go forward, a judge ruled yes-
terday.

Judge Burton R. Lifland of the
Federal Bankruptcy Court in Man-
hattan said that the proposal was an
illegal plan to retain Dana’s chief ex-
ecutive and other top executives. The
plan had drawn objections from
Dana’s creditors, shareholders and
unions, as well as the United States
trustee, a part of the Justice De-
partment.

Until now, no bankruptcy judge
had struck down a proposed pay plan
for executives on the ground that it
violated the new provision, which
bars retention payments for a corpo-
rate insider unless the executive has
another job offer.

Dana argued that the proposed
payments, which were modified on

Monday in an unsuccessful effort to
get the approval of creditors, re-
sulted from a careful, deliberative
process. The board, it said, did every-
thing right to determine a proper pay
level for the executives, whose pay
had fallen well below what was antic-
ipated because the stock portion of
their compensation was likely to be
worthless.

The provision on retention pay-
ments, Section 503(c), was inserted
in Congress’s overhaul of the bank-
ruptcy law last year at the request of
Senator Edward M. Kennedy, a Mas-
sachusetts Democrat, over the oppo-
sition of many in the bankruptcy
field. Since the law took effect last
October, the approval of several pay
plans by judges had raised hopes
that the statute could be bypassed
with provisions that provided incen-
tives for good performance.

In its first two requests for the
plan to be approved, Dana did not
even discuss the section, and at the
hearing yesterday, Dana’s lawyer, 
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THE LION IN WINTER Sumner M.
Redstone, at age 83 and a bil-
lionaire several times over,
had retreated from the chief
executive’s role at Viacom af-
ter its split at the beginning of
this year from the CBS Corpo-
ration.

But it was short-lived. Two
weeks ago, Mr. Redstone
roiled Hollywood by declaring
that Viacom’s Paramount
movie studio would not be re-
newing its longstanding rela-
tionship with Tom Cruise be-
cause the actor’s off-screen be-
havior had, in Mr. Redstone’s
view, damaged his box-office
returns.

Yesterday, Mr. Redstone
abruptly replaced Thomas E.
Freston as Viacom’s chief ex-
ecutive, sending another blar-
ing signal to the media world
and Wall Street that he does
not intend to fade away.

PAGE C5

WORRIES AT PARAMOUNT For
many here, Mr. Redstone’s
move yesterday signaled re-
newed instability at Para-
mount, which seemed only re-
cently to have gained its foot-
ing. It also fueled speculation
in Hollywood about the fate of
Brad Grey, who was hired by
Mr. Freston last year.

But Mr. Redstone batted
down suggestions yesterday
that Mr. Gray would be leaving
any time soon. PAGE C5
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Federal Bankruptcy Court in Man-
hattan said that the proposal was an
illegal plan to retain Dana’s chief ex-
ecutive and other top executives. The
plan had drawn objections from
Dana’s creditors, shareholders and
unions, as well as the United States
trustee, a part of the Justice De-
partment.

Until now, no bankruptcy judge
had struck down a proposed pay plan
for executives on the ground that it
violated the new provision, which
bars retention payments for a corpo-
rate insider unless the executive has
another job offer.

Dana argued that the proposed
payments, which were modified on

Monday in an unsuccessful effort to
get the approval of creditors, re-
sulted from a careful, deliberative
process. The board, it said, did every-
thing right to determine a proper pay
level for the executives, whose pay
had fallen well below what was antic-
ipated because the stock portion of
their compensation was likely to be
worthless.

The provision on retention pay-
ments, Section 503(c), was inserted
in Congress’s overhaul of the bank-
ruptcy law last year at the request of
Senator Edward M. Kennedy, a Mas-
sachusetts Democrat, over the oppo-
sition of many in the bankruptcy
field. Since the law took effect last
October, the approval of several pay
plans by judges had raised hopes
that the statute could be bypassed
with provisions that provided incen-
tives for good performance.

In its first two requests for the
plan to be approved, Dana did not
even discuss the section, and at the
hearing yesterday, Dana’s lawyer, 

Pay Plan
At Dana
Ruled Illegal

Continued on Page 7

A bankruptcy judge
overturns payments
to top executives. 

David Leonhardt, whose column
normally appears on this page, is on
vacation.

A Major Oil Find in the Gulf of Mexico C7

Free Wireless for Silicon Valley Region C2

Options Scandal Could Cost $500 Million C4

Bud Beer Gets Its Own Web TV Channel C4<

THE LION IN WINTER Sumner M.
Redstone, at age 83 and a bil-
lionaire several times over,
had retreated from the chief
executive’s role at Viacom af-
ter its split at the beginning of
this year from the CBS Corpo-
ration.

But it was short-lived. Two
weeks ago, Mr. Redstone
roiled Hollywood by declaring
that Viacom’s Paramount
movie studio would not be re-
newing its longstanding rela-
tionship with Tom Cruise be-
cause the actor’s off-screen be-
havior had, in Mr. Redstone’s
view, damaged his box-office
returns.

Yesterday, Mr. Redstone
abruptly replaced Thomas E.
Freston as Viacom’s chief ex-
ecutive, sending another blar-
ing signal to the media world
and Wall Street that he does
not intend to fade away.

PAGE C5

WORRIES AT PARAMOUNT For
many here, Mr. Redstone’s
move yesterday signaled re-
newed instability at Para-
mount, which seemed only re-
cently to have gained its foot-
ing. It also fueled speculation
in Hollywood about the fate of
Brad Grey, who was hired by
Mr. Freston last year.

But Mr. Redstone batted
down suggestions yesterday
that Mr. Gray would be leaving
any time soon. PAGE C5

MORE ON VIACOM
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COMPANY NAMES

A FORD STEPS
DOWN William Clay Ford Jr., great-

grandson of
the founder
of the Ford
Motor Com-
pany,
brought in an
outsider to
help run the
company, in
a tacit ac-

knowledgment that he needed a new
approach in his efforts to turn the
company around. Mr. Ford, above,
gave up the titles of president and
chief executive to Alan Mulally, an
executive with no experience in the
auto industry. [Page A1.]

VIACOM CHIEF FORCED OUT Viacom’s
chairman, Sumner M. Redstone,
forced out his top executive, Thomas
E. Freston, dramatically reasserting
his control over the media giant he
built over decades. [C1.]

REDSTONE ASSERTS HIMSELF In
abruptly replacing the chief execu-
tive of Viacom, Sumner M. Redstone
sent another blaring signal that he
does not intend to fade out of the pic-
ture. [C5.]

UNCERTAIN FUTURE FOR BRAD GREY
Viacom’s executive shuffle fueled
open speculation about the fate of
Brad Grey, who was hired by the de-
parting chief executive last year to
engineer a turnaround of Paramount
Pictures. [C5.]

COURIC’S FIRST DAY Katie Couric
handled her first broadcast as an-
chor of the “CBS Evening News”
calmly and competently. [A15.]

MORTGAGES ATTRACT INVESTORS
Even as experts have been ringing
warning bells about exotic mort-
gages for months and fresh housing
data has indicated that the risks are
rising, investors have increased
their exposure to the securities. Mar-
ket Place. [C1.]

INTEL OUTLINES CUTS Intel said it
would reduce its work force by 10
percent and cut $5 billion in costs
over two years. [C1.]

JUDGE REJECTS PAY PLAN A plan to
pay millions of dollars to the top offi-
cials of the Dana Corporation, the
auto parts company, violates the new
bankruptcy law and cannot go for-
ward, a judge ruled. [C1.]

AFRICA MAKES STRIDES Africa
moved up from last place to the mid-
dle of the pack among the world’s re-
gions in carrying out changes that
make it easier to start and run a
business, according to a World Bank
report. [A12.]

NOMINEE FOR TRANSPORTATION
President Bush said he would nomi-
nate Mary Peters, a strong advocate
of bringing private companies into
the construction and operation of
highways, to be the next transporta-
tion secretary. [A14.]

BACKDATING PROVES COSTLY A new

study estimates that the stock op-
tions backdating scandal may cost
shareholders hundreds of millions of
dollars. [C4.]

SUPPORT FOR FASHION DESIGNER Si-
mon Fuller, the British producer be-
hind lucrative pop culture phenom-
ena like “American Idol” and the
Spice Girls, said he would begin a
new division of his company to pro-
mote a struggling fashion designer,
Roland Mouret. [C4.]

RULES FOR GENETIC SCREENING The
Food and Drug Administration took
a step toward regulating a new cate-
gory of genetic screening and other
complex diagnostic tests that are ex-
pected to play a growing role in tai-
loring medical treatments to specific
patients. [C4.]

BEER AS TV STAR Anheuser-Busch is
preparing to introduce an online en-
tertainment network called Bud TV,
accelerating its push into the busi-
ness of providing program content.
Advertising. Stuart Elliott. [C4.]

DROP IN HOME PRICES Prices of sin-
gle-family homes fell in 87 of the na-
tion’s 379 major metropolitan areas
from the first quarter to the second,
the government reported. [C6.]

BIG OIL FIND IN GULF Chevron, Devon
Energy and
Statoil said
they had
found 3 bil-
lion to 15 bil-
lion barrels
of oil in the
Gulf of Mexi-
co, 30,000 feet
below the wa-
ter surface, a
discovery
that may ush-

er in a new era in ultra-deepwater
offshore drilling. The discovery
could also increase the country’s oil
reserves by as much as 50 percent.
[C7.]

LIGHT DAY FOR STOCKS Stocks rose in
thin trading as a gain in Chevron, on
news that it tapped an oil reserve
deep in the Gulf of Mexico, out-
weighed a drop in Viacom after its
chief executive quit. [C11.]

MINING MERGER IS QUASHED Phelps
Dodge and Inco, the mine operators,
walked away from their troubled
merger agreement after the pro-
posed combination, which would
have been worth about 20 billion Ca-
nadian dollars, met with shareholder
resistance. [C7.]

SPYING AT H.P Hewlett-Packard’s
chairwoman ordered phone surveil-
lance of its directors to determine
the source of news leaks, prompting
a furor in which one director quit and
another rebuffed efforts to oust him,
the company said. [C1]

NEW CAPITOL HILL PAPER A third
Capitol Hill newspaper, The Capitol
Leader, is set to make its debut in
November, to compete with Roll Call
and The Hill. [C11.]
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$66.34
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TODAY IN BUSINESS

DEALBOOK A report on mergers and
acquisitions, up-to-the-minute news
on Wall Street and a look at the be-
hind-the-scenes maneuvering is at
nytimes.com/dealbook.

Business Briefing
Articles on these developments are
at nytimes.com/business.

A FEDERAL BANKRUPTCY JUDGE ap-
proved Delta Air Lines’ request to
terminate its pilots’ pension plan. 

(AP)

THE OIL AND GAS FIELD SURVEYOR
Géophysique will buy its American

rival, Veritas, for $3.1 billion in cash
and stock, establishing a major glo-
bal player in the oil exploration in-
dustry. (AP)

THE VIDEO GAME COMPANY ATARI said
it had appointed David Pierce as its
president and chief executive, suc-
ceeding Bruno Bonnell, who will con-
tinue as chairman and chief creative
officer. (REUTERS)

MacDERMID, A MAKER OF SPECIALTY
chemicals, said it received a pro-
posal from its chief executive, Daniel
H. Leever, and Court Square Capital
Partners to buy the company’s out-
standing shares for $1 billion.

(BLOOMBERG NEWS)

ONLINE

By MATT RICHTEL

SAN FRANCISCO, Sept. 5 — A
consortium of technology companies,
including I.B.M. and Cisco Systems,
announced plans Tuesday for a vast
wireless network that would provide
free Internet access to big portions of
Silicon Valley and the surrounding
region as early as next year.

The project is the largest of a new
breed of wireless networks being
built across the country. They are
taking advantage of the falling cost
of providing high-speed Internet ac-
cess over radio waves as opposed to
cable or telephone lines.

The project will cover 1,500 square
miles in 38 cities in San Mateo, Santa
Clara, Alameda and Santa Cruz
Counties, an area of 2.4 million resi-
dents. Its builders, going by the name
Silicon Valley Metro Connect, said
the service would provide free basic
wireless access at speeds up to 1
megabit a second — which is roughly
comparable to broadband speeds by
telephone — in outdoor areas. Special
equipment, costing $80 to $120, will be
needed to bolster the signal enough to
bring it inside homes or offices.

The consortium will also offer a
fee-based service, with higher speeds
and technical support, and will allow
other companies to sell premium
services over the network as well.

Diana Hage, director of wireless
services at I.B.M., said she expected
the project to cost $75 million to $270
million. She said the project was
meant to be a public service and, by
showing the potential for the technol-
ogy, to develop and promote the com-
panies’ commercial interests.

I.B.M. is providing project man-
agement, and Cisco is providing
equipment. They are joined in the
project by Azulstar Networks, which
plans to handle network operations,
and SeaKay, a nonprofit group that
focuses on providing Internet access
to low-income areas. 

The consortium was selected to
provide access by the San Mateo
County Telecommunications Author-
ity, an agency made up of cities and
counties across Silicon Valley. After
requesting bids last April, the agency
received seven proposals, and an-
nounced Tuesday that it had selected
Silicon Valley Metro Connect. The
deal is not exclusive, and the cities
are free to invite potential rivals.

Silicon Valley
To Receive
Free Wi-Fi

By JOHN MARKOFF
SAN FRANCISCO, Sept. 5 — Goo-

gle plans to announce on Wednesday
that it is offering a service that will
permit Internet users to search
through the archives of newspapers,
magazines and other publications
and uncover material that in some
cases dates back more than 200
years. 

The new feature, to be named Goo-
gle News Archive Search, will direct
Google searchers to both paid and
free digital content on publishers’
Web sites, but will not directly gener-
ate revenue for Google.

Google would not state how many
publishers were taking part in the
new service, for which Google has in-
dependently indexed material from
online databases and will display the
results both as part of standard
searches and through a new archive
search page (news.google.com
/archivesearch). However, it an-
nounced a number of partners in-
cluding The Wall Street Journal, The
New York Times, The Washington
Post, Time, Guardian Unlimited,
Factiva, Lexis-Nexis, HighBeam Re-
search and Thomson Gale.

In contrast to Google’s book scan-
ning project, which has led to legal
skirmishes with some publishers
over copyright issues, some of the
partners involved with the new serv-
ice said they had been pressing Goo-
gle to offer access to their archives
for several years. 

The databases included in the
service are part of what some have
called the “dark Web” because they

cannot be “spidered,” or indexed, by
standard search engines and so have
not been accessible through them.

“We have been asking Google and
other search engines to please spider
our content for some time,” said Pat-
rick Spain, chief executive of High-
Beam Research, a digital content li-
brary based in Chicago. 

Some of HighBeam’s 3,300 publica-
tions and 40 million documents will
be available free, while in other
cases users will see just the headline
and the first 600 characters of a doc-
ument. To see the whole thing, users
must be subscribers to the firm’s

service, which costs either $20 a
month or a $100 annual fee. 

“This symbolizes a major mo-
ment,” said Allen Weiner, a research
director at Gartner, a market re-
search firm. Google has reached an
accommodation with the content
companies that will benefit both
sides, he said.

In a number of cases the entire ar-
chive of publications like Time and
The Washington Post will be reach-
able via a Google search. Time’s en-

tire database is already freely avail-
able and supported by advertising.
The magazine made its archive, con-
sisting of 4,300 issues and 300,000 ar-
ticles dating back to 1923, available
free through www.time.com last
month.

With some publications, including
The New York Times and The Wash-
ington Post, searchers will be sent to
Web sites where they will be able to
buy individual articles.

Google executives said that the ar-
chive service would not generate
revenue directly and that the compa-
ny did not yet know how it would
make money from it.

“We’re not focusing on monetiza-
tion yet,” said Anurag Acharya, a
distinguished engineer at Google
who helped develop the service.
“This is new territory for us.”

The new service is not encyclope-
dic, Mr. Acharya said, but instead
presents users with a representative
list of relevant articles that are ar-
ranged in a timeline fashion. The
service tries to offer a pointer to the
time period that is most relevant to
the search query. For example, in
the case of the search phrase “moon
landing,” an arrow points the user to
1969.

Mr. Weiner of Gartner said he ex-
pected Google to link the archive
service to its Google Checkout pay-
ment system. In the future, he said,
video archives are almost certain to
be added.

“They have to convince CBS News
to make Edward R. Murrow avail-
able,” he said.

Google to Offer Print-Archives Searches

How the new
database will generate
revenue for Google is
an open question.

By ANDREW ROSS SORKIN

The Universal Music Group of Vi-
vendi was near a deal last night to
acquire the BMG Music Publishing
unit of Bertelsmann for about $2.1
billion, according to people briefed
yesterday on the negotiations. 

The transaction is expected to be
announced today, these people said.

It would make Universal the
world’s largest music publisher, with
a catalog that includes performers of
the standing of Elton John and B. B.
King.

The acquisition is expected to face
scrutiny from regulators, especially
in Europe, where this summer the
European Court of First Instance in
Luxembourg overturned approval of
the 2004 merger of the music units of
Sony and Bertelsmann. That created

uncertainty in an industry already
stumbling through a digital revolu-
tion.

Universal, long favored to win the
auction, appears to have edged out
several rival offers from Viacom, the
Warner Music Group and a group
that had included Charles A. Koppel-
man, a former music industry execu-
tive who is chairman of Martha
Stewart Living Omnimedia. 

Bertelsmann, the huge German-
based media company that also owns
Random House, put BMG Music
Publishing up for sale as part of an
effort to finance a $5.8 billion buy-
back of a minority stake in the com-
pany that it undertook in the spring.

The unit had provided significant
cash flow for Bertelsmann, with op-
erating earnings before interest and
taxes last year of 177 million euros,

or $227 million. BMG Music Pub-
lishing owns the rights to songs that
it then licenses, for example, to use in
commercials or films.

The music publishing business is
considered especially attractive be-
cause it produces steady, predictable
revenue, even at a time when the rest
of the industry is strained by con-
cerns about piracy and new digital
sales models.

Some industry specialists have
questioned whether the sale of BMG
Music Publishing to Universal will
be blocked over concerns that this
may limit competition. But people in-
volved in the transaction suggested
that the deal was likely to pass regu-
latory muster. Unlike the record in-
dustry, music publishing does not di-
rectly affect consumers and remains
a highly fractured business.

Universal Music Reported Near Deal for BMG 

resign. A company spokesman, Mi-
chael Moeller, said that because Mr.
Perkins did not say that he was re-
signing out of disagreement with the
board, the company did not disclose
the events relating to the investiga-
tion when it reported his resignation
to the S.E.C.

“He’s changed his mind,” the
spokesman said of Mr. Perkins, and
because he has a dispute with the
company, that prompted a further
disclosure to the S.E.C.

The company, which is expected to
hold board elections in March, said
Mr. Keyworth would not be renomi-
nated for his seat. 

Mr. Keyworth and Mr. Perkins did
not respond to requests for comment
Tuesday evening. 

The Hewlett-Packard board began
an investigation into news leaks after
forcing Ms. Fiorina to resign in Feb-
ruary 2005. 

The board dispute was reported
Tuesday in an article on Newsweek’s
Web site by David A. Kaplan, who is
writing a book about a yacht that Mr.
Perkins recently had built. The arti-
cle said Ms. Dunn, who was named
chairwoman after Ms. Fiorina’s
ouster, had authorized a team of in-
dependent electronic-security ex-
perts to monitor the phone communi-
cations of the 10 other directors. 

H.P. said its legal counsel had ad-
vised her that the surveillance was
legal and proper. The company said
it began the investigation last year
after news reports quoted directors
about dissatisfaction with Ms. Fiori-
na’s management. 

But The Wall Street Journal’s Web
site reported Tuesday evening that it
was a January 2006 report on the
CNET Web site about an off-site
management meeting that provoked
Ms. Dunn’s ire.

The Newsweek article said that
Mr. Perkins had provided documents
to the S.E.C. revealing how the in-
vestigation was conducted and that
he had not been allowed to review
and approve the S.E.C. filing the
company made in May regarding his
resignation. The article said Mr. Per-
kins had asked other government
agencies to investigate the surveil-
lance of H.P. directors. 

Mr. Keyworth was the science ad-
viser to President Ronald Reagan
and director of the White House’s Of-
fice of Science and Technology Pol-
icy from 1981 to 1986.

H.P. Monitored 
Its Directors
To Find Leak
Continued From First Business Page
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For Congress,
2 Votes Loom

By DAVID E. SANGER
WASHINGTON, Sept. 6 — In call-

ing for public war-crime trials at
Guantánamo Bay, President Bush is
calculating that with a critical elec-

tion just nine weeks
away, neither angry
Democrats nor ner-
vous Republicans will
dare deny him the

power to detain, interrogate and try
suspects his way.

For years now, Guantánamo has
been a political liability, regarded
primarily as a way station for out-
casts. By transforming Guantánamo
instead into the new home of 14 Qae-
da leaders who rank among the most
notorious terror suspects, Mr. Bush
is challenging Congress to restore to
him the authority to put the United
States’ worst enemies on trial on
terms he has defined.

But the gambit carries with it a po-
tential downside by identifying Mr.
Bush even more closely with a de-
tention system whose history has
been marked by widespread accusa-
tions of mistreatment.

Mr. Bush had more than one agen-
da at work when he announced on
Wednesday that the country should
“wait no longer’’ to bring to trial
those seized by the C.I.A. and ac-
cused of planning the Sept. 11 at-
tacks.

He is trying to rebuff a Supreme
Court that visibly angered him in
June when it ruled that his pro-
cedures for interrogation and trials
violated both the Constitution and the
Geneva Conventions. 

And he is trying to divert voters
from the morass of Iraq and to re-
vive the emotionally potent question
of what powers the president should
be able to use to defend the country. 

Mr. Bush must have known that
his call for trials would prompt a
standing ovation from the relatives
of the Sept. 11 victims who were in-
vited to the East Room for the an-
nouncement. It did. What he doesn’t
know for sure is whether the transfer
of Khalid Shaikh Mohammed and
other terror suspects will create the
pressure on Capitol Hill to give him
the legal latitude he says he needs.

“It’s one thing for Congress to ar-
gue over abstract rules’’ about ap-
proved interrogation techniques and
the rules of evidence at military
commissions, said one senior admin-
istration official who sat in on the de-
bates over how to respond to the Su-
preme Court ruling in the Hamdan
case last June. “But it’s another to
say, ‘Once you approve the rules, we
put these guys on trial — but it only
happens if Congress acts.’ ’’

In this case, the White House needs
Congress to write the rules in a way
that would satisfy the Supreme Court

Continued on Page A26
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New York City residents 
were asked how often they 
think about Sept. 11.

Source: The New York Times/CBS News Poll
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The New York Times

By ROBIN TONER
and MARJORIE CONNELLY

Five years after the Sept. 11 at-
tacks, two-thirds of New Yorkers say
they are still “very concerned” about
another attack on their city, a level of
apprehension only slightly reduced
from the fall of 2001, according to the
latest New York Times/CBS News
polls of the nation and New York
City.

Nearly a third of New Yorkers
said they thought about Sept. 11 ev-
ery day. Nearly a third said that they
had not gone back to pre-Sept. 11 rou-
tines and that they were still dealing
with changes caused by the attacks. 

Outside New York, however,
Americans, in many ways, have ad-
justed to the “new normal” of the
post-Sept. 11 era, the national survey
suggests.

In contrast to the frantic fall of
2001, their fears of another attack
seem less acute and personal. Only
22 percent in the national poll said
they were still “very concerned”
about an attack where they live,
down from 39 percent five years ago.
Three-fourths said daily life had
largely returned to normal.

New Yorkers were more likely to
say that they felt uneasy about the
prospect of terrorist attacks. City
residents said they believed that the
air quality in Lower Manhattan after
the Sept. 11 attacks was more dan-
gerous than officials said at the time.
[Page B4.]

And they were less likely to say the
federal government had done all that
“could reasonably be expected” to
protect the United States from future
terrorist attacks. Seventy-two per-
cent of New Yorkers said the govern-
ment could do more, compared with 

9/11 POLLS FIND
LINGERING FEARS
IN NEW YORK CITY

LESS CONCERN ELSEWHERE

5 Years Later, Many in City
Say They Still Have Not

Returned to Routine

Continued on Page A24
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By SHERYL GAY STOLBERG
WASHINGTON, Sept. 6 — Presi-

dent Bush said Wednesday that 14
high-profile terror suspects held se-
cretly until now by the Central Intel-
ligence Agency — including the man
accused of masterminding the Sept.
11 attacks — had been transferred to
the detention center at Guantánamo
Bay, Cuba, to face military tribunals
if Congress approves.

The suspects include Khalid
Shaikh Mohammed, thought to be the
Sept. 11 mastermind, and other close
associates of Osama bin Laden. Mr.
Bush said he had decided to “bring
them into the open” after years in
which the C.I.A. held them without
charges in undisclosed sites abroad,
in a program the White House had
not previously acknowledged.

The announcement, in the East
Room of the White House, was the
first time the president had dis-
cussed the secret C.I.A. program,
and he made clear that he had fully
authorized it. Mr. Bush defended the
treatment the suspects had received
but would not say where the so-called
“high-value terrorist detainees” had
been held or what techniques had
been used to extract information
from them.

The transfer of the high-level sus-
pects to Guantánamo Bay effectively
suspended the extraordinary pro-
gram, in which the intelligence agen-
cy became the jailer and interroga-
tor of suspects counterterrorism offi-
cials considered the world’s most
wanted Islamic extremists. 

The government says the 14 terror
suspects include some of the most
senior members of Al Qaeda cap-
tured by the United States since 2001,
including those responsible for the
bombing of the destroyer Cole in 2000
in Yemen and the 1998 attacks on
American embassies in Kenya and
Tanzania. Most of the detainees have
been interviewed extensively and
are believed to have little remaining
intelligence value.

With the transfer of the suspects to
Guantánamo, which is run by the De-
fense Department, the International
Committee of the Red Cross will
monitor their treatment, Mr. Bush
said. He used the East Room appear-
ance to urge Congress to authorize
new military commissions to put ter-
ror suspects on trial, replacing rules
established by the administration
but struck down in June by the Su-
preme Court. [Page A27.]

“As soon as Congress acts to au-
thorize the military commissions I 

PRESIDENT MOVES
14 HELD IN SECRET

TO GUANTÁNAMO
SEEKS TRIBUNALS
White House, for First

Time, Acknowledges
C.I.A. Has Prisons

Mandel Ngan/Agence France-Presse—Getty Images

In a speech yesterday from the East Room of the White House, President Bush for the first time discussed the
C.I.A.’s secret prisons for high-profile terrorism suspects, making clear he had fully authorized the program.

Continued on Page A26

By DAMON DARLIN

SAN FRANCISCO, Sept. 6 — As
corporate intrigue goes, it is hard to
beat this: an uproar over news leaks
from the boardroom, a cloak-and-
dagger investigation, allegations of
spying and double-dealing, and a
clash involving some of Silicon Val-
ley’s best-known names that could
end in lawsuits and possibly criminal
charges. 

The furor at Hewlett-Packard, the
giant personal computer and printer
company, began unfolding when
Thomas J. Perkins, a pioneer ven-
ture capitalist, quit the board after
an investigation pointed to a friend
on the board as a source of the news
leaks.

Mr. Perkins’s pique turned to out-
rage when he learned that investiga-
tors working for the company had
posed as the directors themselves,
armed with at least part of their So-
cial Security numbers — a method

commonly used by hackers and iden-
tity thieves — to obtain the directors’
personal phone records. 

Those tactics are now the focus of
a criminal investigation by the Cali-
fornia attorney general — and the
heart of the corporate intrigue. 

It is the latest episode in a soap
opera that began in early 2005 with
the board’s ouster of its chief execu-
tive, Carleton S. Fiorina, after press
reports surfaced about directors’
dissatisfaction with her. Ms. Fiorina,
for a time the country’s most promi-
nent female executive, will have her
own say in a much-anticipated mem-
oir arriving next month. 

Mr. Perkins, in a letter to his for-

mer board colleagues, said the whole
affair amounted to “probable unlaw-
ful conduct, improper board prac-
tices, breakdowns in corporate gov-
ernance” and general disarray at a
company with which he was long as-
sociated. His anger seemed directed
in particular at the chairwoman, Pa-
tricia C. Dunn, who ordered the in-
vestigation. 

That he was the only one of 11 di-
rectors to resign suggests that the
case for an ethical and legal breach
is not clear cut. 

But Silicon Valley — and much of
the rest of corporate America — was
nonetheless agog Wednesday at the
dysfunction within a boardroom’s
normally clubby confines.

“Once a board has gotten to the
point when people are hiring private
investigators to snoop on other di-
rectors, you have a big problem,”
said Mitchell Kertzman, a partner at
Hummer Winblad Venture Partners,
a venture capital firm in San Fran-
cisco. “What we are learning about
now is more of a symptom of the
tearing apart of that board. It shows
you how bad things got.”

Mr. Perkins, who was briefly mar-
ried to the best-selling author Dan-
ielle Steel and recently wrote a racy
novel titled “Sex and the Single Zillio-
naire,” did not respond to requests
for comment. A representative said
Mr. Perkins was in the Mediterra-

Leak, Inquiry and Resignation Rock a Boardroom

For Hewlett-Packard, 
an Unseemly Battle
Among Directors
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J. P. Morgan Chase, the court-ap-
pointed temporary guardian of
Brooke Astor’s assets, says in court
papers that it is investigating wheth-
er her son improperly obtained about
$14 million in cash, property and
stocks from his ailing mother while
managing her finances. The filing
suggested that the bank might pur-
sue litigation against the son, Antho-
ny D. Marshall, to get some of the
money and property back.

The papers also raise questions
about Mrs. Astor’s mental compe-
tency in 2003, when she signed docu-
ments transferring $3.4 million of
her securities and her seaside estate
in Maine, valued at $5.5 million, to
Mr. Marshall.

Morgan Chase, in broadly chal-
lenging Mr. Marshall’s handling of
Mrs. Astor’s financial affairs, point-
ed out that for 2005 he gave himself
as compensation for financial man-
agement services “allegedly ren-

dered to his mother,” more than a
fourfold increase over the previous
year, out of her funds.

Details of the documents come
less than a week after lawyers for
Mr. Marshall, 82, tried to publicly
pre-empt the filing by claiming in
court papers that the bank had
shown “unremitting hostility”
toward Mr. Marshall, and that it had
been operating outside of its legal
scope. Yesterday, Mr. Marshall’s re-
sponse was even sharper. 

“It is a completely bogus and
bloated claim that just piles on the
kitchen sink, indiscriminately,” said
Kenneth E. Warner, one of Mr. Mar-
shall’s lawyers. “There is nothing to
it. It is just window dressing.”

The papers, prepared by one of the
bank’s lawyers, Les Fagen, lay out in
great detail a blueprint that could
form the basis of a court battle over
the fortunes of New York’s grande
dame of society and philanthropy.
The bank’s documents also repre-
sent the first substantial examina-
tion in the case of how Mr. Marshall
has tended to the finances of his 104-
year-old mother.

Mr. Marshall’s son Philip has ac-
cused his father in a court petition of
neglecting Mrs. Astor by cutting
back on her medications and living
expenses and subjecting her to de-
plorable conditions in her Park Ave-
nue duplex while enriching himself
with her wealth.

Justice John E. H. Stackhouse of
State Supreme Court appointed J. P.
Morgan Chase in July as a tempo-
rary guardian in the case. Since then,
the bank has moved aggressively in
its fiduciary role, changing the locks
at Mrs. Astor’s Park Avenue busi-
ness office and hiring an accounting
firm to further dissect her finances. 

In its guardianship role, the bank
is entitled to compensation of $275 an

Mrs. Astor’s Guardian Says Son
May Have Mishandled Millions

Continued on Page B5

By STEVEN ERLANGER
JERUSALEM, Sept. 6 — Israel an-

nounced Wednesday that it would lift
its air and sea blockade of Lebanon
on Thursday evening, three weeks af-
ter the cessation of hostilities, be-
cause international forces were
ready to move into place to impose
an arms embargo on the Hezbollah
militia.

Prime Minister Ehud Olmert said
Israel would yield its “control posi-
tions over Lebanon’s seaports and
airports” at 6 p.m. Thursday to in-
ternational supervision.

French, Greek, British and Italian
ships will patrol Lebanon’s coast un-
til German ships arrive in two
weeks. The Germans will also help
patrol Lebanon’s airport to prevent
the resupply of rockets, launchers
and heavy arms to Hezbollah from
its main supporters, Syria and Iran.

Preventing arms from moving
across the land border from Syria re-
mains the main issue. A senior Is-
raeli official who spoke on the condi-
tion of anonymity because he was not
authorized to talk about the subject,
said Israel had “an understanding”
that international forces would de-
ploy alongside the Lebanese Army to
monitor that border.

But Miri Eisin, a spokeswoman for
Mr. Olmert, said the land border “is 

Monitors Ready,
Israel Will Ease
Grip on Lebanon
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Putting In Effort Pays Off in Upset at U.S. Open 
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Prime Minister Tony Blair sought
to face down a revolt within his La-
bor Party as eight junior aides re-
signed to protest his refusal to set a
date to leave office soon. British
news reports late yesterday said Mr.
Blair would make some kind of an
announcement today about his inten-
tions. Some analysts depicted the
pressure as a renewed effort by sup-
porters of Gordon Brown, Mr. Blair’s
heir apparent. PAGE A10 

Pressure Mounts on Blair
To Leave Office Early

Former Gov. George Ryan of Illi-
nois, a Republican, was sentenced to
six and a half years in federal prison
for racketeering and fraud. In court,
he apologized for the first time for
his actions. PAGE A19

Former Governor Sentenced

Hoping for broader appeal, the
Metropolitan Opera will broadcast
live performances into movie thea-
ters across the United States, Cana-
da and Europe. THE ARTS, PAGE E1

Live Opera on the Big Screen 

Biologists have uncovered a deep
link between life span and cancer in
the form of a gene that switches off
stem cells as a person ages and
seems to mediate a profound balance
between life and death. PAGE A23

Life Span Link Uncovered
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For Congress,
2 Votes Loom

By DAVID E. SANGER
WASHINGTON, Sept. 6 — In call-

ing for public war-crime trials at
Guantánamo Bay, President Bush is
calculating that with a critical elec-

tion just nine weeks
away, neither angry
Democrats nor ner-
vous Republicans will
dare deny him the

power to detain, interrogate and try
suspects his way.

For years now, Guantánamo has
been a political liability, regarded
primarily as a way station for out-
casts. By transforming Guantánamo
instead into the new home of 14 Qae-
da leaders who rank among the most
notorious terror suspects, Mr. Bush
is challenging Congress to restore to
him the authority to put the United
States’ worst enemies on trial on
terms he has defined.

But the gambit carries with it a po-
tential downside by identifying Mr.
Bush even more closely with a de-
tention system whose history has
been marked by widespread accusa-
tions of mistreatment.

Mr. Bush had more than one agen-
da at work when he announced on
Wednesday that the country should
“wait no longer’’ to bring to trial
those seized by the C.I.A. and ac-
cused of planning the Sept. 11 at-
tacks.

He is trying to rebuff a Supreme
Court that visibly angered him in
June when it ruled that his pro-
cedures for interrogation and trials
violated both the Constitution and the
Geneva Conventions. 

And he is trying to divert voters
from the morass of Iraq and to re-
vive the emotionally potent question
of what powers the president should
be able to use to defend the country. 

Mr. Bush must have known that
his call for trials would prompt a
standing ovation from the relatives
of the Sept. 11 victims who were in-
vited to the East Room for the an-
nouncement. It did. What he doesn’t
know for sure is whether the transfer
of Khalid Shaikh Mohammed and
other terror suspects will create the
pressure on Capitol Hill to give him
the legal latitude he says he needs.

“It’s one thing for Congress to ar-
gue over abstract rules’’ about ap-
proved interrogation techniques and
the rules of evidence at military
commissions, said one senior admin-
istration official who sat in on the de-
bates over how to respond to the Su-
preme Court ruling in the Hamdan
case last June. “But it’s another to
say, ‘Once you approve the rules, we
put these guys on trial — but it only
happens if Congress acts.’ ’’

In this case, the White House needs
Congress to write the rules in a way
that would satisfy the Supreme Court

Continued on Page A26
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By ROBIN TONER
and MARJORIE CONNELLY

Five years after the Sept. 11 at-
tacks, two-thirds of New Yorkers say
they are still “very concerned” about
another attack on their city, a level of
apprehension only slightly reduced
from the fall of 2001, according to the
latest New York Times/CBS News
polls of the nation and New York
City.

Nearly a third of New Yorkers
said they thought about Sept. 11 ev-
ery day. Nearly a third said that they
had not gone back to pre-Sept. 11 rou-
tines and that they were still dealing
with changes caused by the attacks. 

Outside New York, however,
Americans, in many ways, have ad-
justed to the “new normal” of the
post-Sept. 11 era, the national survey
suggests.

In contrast to the frantic fall of
2001, their fears of another attack
seem less acute and personal. Only
22 percent in the national poll said
they were still “very concerned”
about an attack where they live,
down from 39 percent five years ago.
Three-fourths said daily life had
largely returned to normal.

New Yorkers were more likely to
say that they felt uneasy about the
prospect of terrorist attacks. City
residents said they believed that the
air quality in Lower Manhattan after
the Sept. 11 attacks was more dan-
gerous than officials said at the time.
[Page B4.]

And they were less likely to say the
federal government had done all that
“could reasonably be expected” to
protect the United States from future
terrorist attacks. Seventy-two per-
cent of New Yorkers said the govern-
ment could do more, compared with 

9/11 POLLS FIND
LINGERING FEARS
IN NEW YORK CITY

LESS CONCERN ELSEWHERE

5 Years Later, Many in City
Say They Still Have Not

Returned to Routine
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By SHERYL GAY STOLBERG
WASHINGTON, Sept. 6 — Presi-

dent Bush said Wednesday that 14
high-profile terror suspects held se-
cretly until now by the Central Intel-
ligence Agency — including the man
accused of masterminding the Sept.
11 attacks — had been transferred to
the detention center at Guantánamo
Bay, Cuba, to face military tribunals
if Congress approves.

The suspects include Khalid
Shaikh Mohammed, thought to be the
Sept. 11 mastermind, and other close
associates of Osama bin Laden. Mr.
Bush said he had decided to “bring
them into the open” after years in
which the C.I.A. held them without
charges in undisclosed sites abroad,
in a program the White House had
not previously acknowledged.

The announcement, in the East
Room of the White House, was the
first time the president had dis-
cussed the secret C.I.A. program,
and he made clear that he had fully
authorized it. Mr. Bush defended the
treatment the suspects had received
but would not say where the so-called
“high-value terrorist detainees” had
been held or what techniques had
been used to extract information
from them.

The transfer of the high-level sus-
pects to Guantánamo Bay effectively
suspended the extraordinary pro-
gram, in which the intelligence agen-
cy became the jailer and interroga-
tor of suspects counterterrorism offi-
cials considered the world’s most
wanted Islamic extremists. 

The government says the 14 terror
suspects include some of the most
senior members of Al Qaeda cap-
tured by the United States since 2001,
including those responsible for the
bombing of the destroyer Cole in 2000
in Yemen and the 1998 attacks on
American embassies in Kenya and
Tanzania. Most of the detainees have
been interviewed extensively and
are believed to have little remaining
intelligence value.

With the transfer of the suspects to
Guantánamo, which is run by the De-
fense Department, the International
Committee of the Red Cross will
monitor their treatment, Mr. Bush
said. He used the East Room appear-
ance to urge Congress to authorize
new military commissions to put ter-
ror suspects on trial, replacing rules
established by the administration
but struck down in June by the Su-
preme Court. [Page A27.]

“As soon as Congress acts to au-
thorize the military commissions I 
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In a speech yesterday from the East Room of the White House, President Bush for the first time discussed the
C.I.A.’s secret prisons for high-profile terrorism suspects, making clear he had fully authorized the program.
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By DAMON DARLIN

SAN FRANCISCO, Sept. 6 — As
corporate intrigue goes, it is hard to
beat this: an uproar over news leaks
from the boardroom, a cloak-and-
dagger investigation, allegations of
spying and double-dealing, and a
clash involving some of Silicon Val-
ley’s best-known names that could
end in lawsuits and possibly criminal
charges. 

The furor at Hewlett-Packard, the
giant personal computer and printer
company, began unfolding when
Thomas J. Perkins, a pioneer ven-
ture capitalist, quit the board after
an investigation pointed to a friend
on the board as a source of the news
leaks.

Mr. Perkins’s pique turned to out-
rage when he learned that investiga-
tors working for the company had
posed as the directors themselves,
armed with at least part of their So-
cial Security numbers — a method

commonly used by hackers and iden-
tity thieves — to obtain the directors’
personal phone records. 

Those tactics are now the focus of
a criminal investigation by the Cali-
fornia attorney general — and the
heart of the corporate intrigue. 

It is the latest episode in a soap
opera that began in early 2005 with
the board’s ouster of its chief execu-
tive, Carleton S. Fiorina, after press
reports surfaced about directors’
dissatisfaction with her. Ms. Fiorina,
for a time the country’s most promi-
nent female executive, will have her
own say in a much-anticipated mem-
oir arriving next month. 

Mr. Perkins, in a letter to his for-

mer board colleagues, said the whole
affair amounted to “probable unlaw-
ful conduct, improper board prac-
tices, breakdowns in corporate gov-
ernance” and general disarray at a
company with which he was long as-
sociated. His anger seemed directed
in particular at the chairwoman, Pa-
tricia C. Dunn, who ordered the in-
vestigation. 

That he was the only one of 11 di-
rectors to resign suggests that the
case for an ethical and legal breach
is not clear cut. 

But Silicon Valley — and much of
the rest of corporate America — was
nonetheless agog Wednesday at the
dysfunction within a boardroom’s
normally clubby confines.

“Once a board has gotten to the
point when people are hiring private
investigators to snoop on other di-
rectors, you have a big problem,”
said Mitchell Kertzman, a partner at
Hummer Winblad Venture Partners,
a venture capital firm in San Fran-
cisco. “What we are learning about
now is more of a symptom of the
tearing apart of that board. It shows
you how bad things got.”

Mr. Perkins, who was briefly mar-
ried to the best-selling author Dan-
ielle Steel and recently wrote a racy
novel titled “Sex and the Single Zillio-
naire,” did not respond to requests
for comment. A representative said
Mr. Perkins was in the Mediterra-

Leak, Inquiry and Resignation Rock a Boardroom

For Hewlett-Packard, 
an Unseemly Battle
Among Directors
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J. P. Morgan Chase, the court-ap-
pointed temporary guardian of
Brooke Astor’s assets, says in court
papers that it is investigating wheth-
er her son improperly obtained about
$14 million in cash, property and
stocks from his ailing mother while
managing her finances. The filing
suggested that the bank might pur-
sue litigation against the son, Antho-
ny D. Marshall, to get some of the
money and property back.

The papers also raise questions
about Mrs. Astor’s mental compe-
tency in 2003, when she signed docu-
ments transferring $3.4 million of
her securities and her seaside estate
in Maine, valued at $5.5 million, to
Mr. Marshall.

Morgan Chase, in broadly chal-
lenging Mr. Marshall’s handling of
Mrs. Astor’s financial affairs, point-
ed out that for 2005 he gave himself
as compensation for financial man-
agement services “allegedly ren-

dered to his mother,” more than a
fourfold increase over the previous
year, out of her funds.

Details of the documents come
less than a week after lawyers for
Mr. Marshall, 82, tried to publicly
pre-empt the filing by claiming in
court papers that the bank had
shown “unremitting hostility”
toward Mr. Marshall, and that it had
been operating outside of its legal
scope. Yesterday, Mr. Marshall’s re-
sponse was even sharper. 

“It is a completely bogus and
bloated claim that just piles on the
kitchen sink, indiscriminately,” said
Kenneth E. Warner, one of Mr. Mar-
shall’s lawyers. “There is nothing to
it. It is just window dressing.”

The papers, prepared by one of the
bank’s lawyers, Les Fagen, lay out in
great detail a blueprint that could
form the basis of a court battle over
the fortunes of New York’s grande
dame of society and philanthropy.
The bank’s documents also repre-
sent the first substantial examina-
tion in the case of how Mr. Marshall
has tended to the finances of his 104-
year-old mother.

Mr. Marshall’s son Philip has ac-
cused his father in a court petition of
neglecting Mrs. Astor by cutting
back on her medications and living
expenses and subjecting her to de-
plorable conditions in her Park Ave-
nue duplex while enriching himself
with her wealth.

Justice John E. H. Stackhouse of
State Supreme Court appointed J. P.
Morgan Chase in July as a tempo-
rary guardian in the case. Since then,
the bank has moved aggressively in
its fiduciary role, changing the locks
at Mrs. Astor’s Park Avenue busi-
ness office and hiring an accounting
firm to further dissect her finances. 

In its guardianship role, the bank
is entitled to compensation of $275 an

Mrs. Astor’s Guardian Says Son
May Have Mishandled Millions

Continued on Page B5

By STEVEN ERLANGER
JERUSALEM, Sept. 6 — Israel an-

nounced Wednesday that it would lift
its air and sea blockade of Lebanon
on Thursday evening, three weeks af-
ter the cessation of hostilities, be-
cause international forces were
ready to move into place to impose
an arms embargo on the Hezbollah
militia.

Prime Minister Ehud Olmert said
Israel would yield its “control posi-
tions over Lebanon’s seaports and
airports” at 6 p.m. Thursday to in-
ternational supervision.

French, Greek, British and Italian
ships will patrol Lebanon’s coast un-
til German ships arrive in two
weeks. The Germans will also help
patrol Lebanon’s airport to prevent
the resupply of rockets, launchers
and heavy arms to Hezbollah from
its main supporters, Syria and Iran.

Preventing arms from moving
across the land border from Syria re-
mains the main issue. A senior Is-
raeli official who spoke on the condi-
tion of anonymity because he was not
authorized to talk about the subject,
said Israel had “an understanding”
that international forces would de-
ploy alongside the Lebanese Army to
monitor that border.

But Miri Eisin, a spokeswoman for
Mr. Olmert, said the land border “is 

Monitors Ready,
Israel Will Ease
Grip on Lebanon
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Putting In Effort Pays Off in Upset at U.S. Open 
Kathy Willens/Associated Press

Prime Minister Tony Blair sought
to face down a revolt within his La-
bor Party as eight junior aides re-
signed to protest his refusal to set a
date to leave office soon. British
news reports late yesterday said Mr.
Blair would make some kind of an
announcement today about his inten-
tions. Some analysts depicted the
pressure as a renewed effort by sup-
porters of Gordon Brown, Mr. Blair’s
heir apparent. PAGE A10 

Pressure Mounts on Blair
To Leave Office Early

Former Gov. George Ryan of Illi-
nois, a Republican, was sentenced to
six and a half years in federal prison
for racketeering and fraud. In court,
he apologized for the first time for
his actions. PAGE A19

Former Governor Sentenced

Hoping for broader appeal, the
Metropolitan Opera will broadcast
live performances into movie thea-
ters across the United States, Cana-
da and Europe. THE ARTS, PAGE E1

Live Opera on the Big Screen 

Biologists have uncovered a deep
link between life span and cancer in
the form of a gene that switches off
stem cells as a person ages and
seems to mediate a profound balance
between life and death. PAGE A23

Life Span Link Uncovered
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nean on his new $100 million 287-foot
yacht, the Maltese Falcon, and did
not want to be disturbed. 

For Hewlett-Packard, the quintes-
sential Silicon Valley company, the
upheaval comes at an improbable
time: as the troubles that preceded
Ms. Fiorina’s dismissal have given
way to strong growth in revenue and
profits under her successor, Mark V.
Hurd. (Who is to thank for that turn-
around is expected to be a central
theme of Ms. Fiorina’s book.) 

The company concern over leaks
from its board began while Ms. Fiori-
na was chief executive. She asked the
Silicon Valley law firm of Wilson
Sonsini Goodrich & Rosati to inter-
view board members to discover the
source of the leak. But nothing came
of that investigation. After Mr. Hurd
succeeded Ms. Fiorina, the leaks
stopped.

But in January, an article ap-
peared on the technology news Web
site CNET about a management
meeting. The report described the
company’s strategy in dealing with
the chip makers Intel and Advanced
Micro Devices, as well as possible
acquisitions. It struck a nerve among
the top executives not only because
strategy was revealed but because
leaks could open the company up to
charges of securities violations be-
cause of selective disclosure of in-
formation.

Ms. Dunn, who had been named
chairwoman after Ms. Fiorina’s
ouster, wanted to restore the trust
among the board members — a trust
that had been tested as the company

went through three years of infight-
ing, beginning with a proxy fight
over its acquisition of Compaq Com-
puter. Mr. Perkins, according to a
top company executive, was as en-
thusiastic as Ms. Dunn was to catch
the leaker. 

With a good reason: a board can
not function if its members do not
trust each other. “Leaky boards are
a huge issue,” said Jeffrey A. Sonnen-
feld, a professor at the Yale School of
Management who advises compa-
nies on corporate governance issues.
It undermines trust among members
and prevents a free flow of advice
that board members are paid to pro-

vide to corporate managers. Stop-
ping leaks, he said, “really is a noble
motive here, but the techniques used
is a separate issue.” 

Ms. Dunn, the former head of Bar-
clay Global Investors, ordered a fur-
ther investigation in January. But
this time, it was turned over to the
company’s office of general counsel,
which turned to a consulting firm
with “substantial experience in con-
ducting internal investigations,” as
the company described it. Hewlett-
Packard has refused to name the
firm, but said it had used it before. 

According to a Hewlett-Packard
filing with the Securities and Ex-
change Commission on Wednesday,

the consulting firm then subcontract-
ed the work to another group of in-
vestigators to obtain information
about phone calls between Hewlett-
Packard directors and outsiders. 

When the investigators were done,
the results were presented to the full
board, which includes Mr. Hurd. The
evidence pointed to George A. Key-
worth II, the board’s longest-serving
member, with 20 years’ service. H.P.
said that Mr. Keyworth admitted be-
ing the source of the leak and that the
board, after discussion, asked him to
resign. He refused. 

At that point, Mr. Perkins an-
nounced his own resignation. Both
Mr. Perkins’s representatives and
company officials say Mr. Perkins
accused Ms. Dunn of betraying him.
According to Mr. Perkins’s spokes-
man, it was because Ms. Dunn had
agreed to handle the matter private-
ly and quietly. But Viet D. Dinh, Mr.
Perkins’s lawyer on this matter, also
said that Mr. Perkins was upset with
the extent of the investigation. He
was the sole member to object.

“It doesn’t surprise me at all,” said
Sanford R. Robertson, a partner and
founder of Francisco Partners, a
technology leveraged buyout firm in
Menlo Park, Calif., and founder of
the investment banking firm Rob-
ertson Stevens. “He is very much a
man of principle. If he thought some-
thing was not being done correctly,
he would stand up and be counted in
that regard.’’ 

Mr. Dinh, who serves on the board
of the News Corporation with Mr.
Perkins, said, “When red flags go up
in his mind, he asks questions.” 

The company would not make Ms.
Dunn available for comment.

Mr. Perkins’s resignation was re-
ported by Hewlett-Packard, which
gave no cause. Mr. Perkins took
nearly a month off, spending most of
the time on his yacht. When he re-
turned to Silicon Valley in June, he
pressed the company to amend its
filing with the Securities and Ex-
change Commission to reflect the
reason for his resignation — a re-
quest it rebuffed until Wednesday —
and agitated for H.P. to investigate
its methods. The Wilson Sonsini firm
was asked by a board committee to
do the job.

What Mr. Perkins did not know at
the time — indeed, H.P. said no one
on the board did — was that the leak
investigators had used a form of sub-
terfuge known as “pretexting,” or
false pretenses, to obtain the direc-
tors’ official phone records. That was
revealed in an e-mail response when
Mr. Perkins directly asked Larry W.
Sonsini, the chairman of Wilson Son-
sini, about the investigative methods.

The Wilson Sonsini investigation
concluded that the use of pretexting
“was not generally unlawful.” But
the law firm could not say whether

the consulting firm that Hewlett-
Packard hired, or the subcontractors
it used, “complied in all respects
with applicable law.” 

Meanwhile, the relationship be-
tween Mr. Perkins and Mr. Sonsini’s
firm has grown strained. A Wilson
Sonsini lawyer, Boris Feldman, ac-
cused Mr. Perkins of discussing in-
ternal Hewlett-Packard delibera-
tions with others last month. The
lawyer went on to demand that he
name those he spoke to and what
documents he gave them.

Mr. Perkins’s response was just as
rough. Mr. Dinh, who had served
from 2001 to 2003 as assistant United
States attorney general for legal pol-
icy, helping to draft the Patriot Act,
accused the law firm of conflicts of
interest. He accused the company of
“sanitizing” the minutes of the board
meeting in which Mr. Perkins re-
signed. He told the company that Mr.
Perkins was a victim of possible
fraud, identity theft and misappro-
priation of personal records. 

“We have good reason to believe
that H.P. and/or its agents were re-
sponsible for these activities,” he
said in a letter to the company.

In the meantime, Mr. Perkins con-
tacted AT&T, his phone carrier. The
company investigated and revealed
that, indeed, Mr. Perkins’s records
had been hacked. The phone compa-
ny said that someone had tricked an
AT&T service representative into re-
vealing the multidigit code that
would allow a person to set up an
online account for access to billing
statements. The account was created
using the last four digits of Mr. Per-
kins’s Social Security number, and
his January bill was viewed.

A fake e-mail address was used to
set up the account— redsox9855
@yahoo.com — but AT&T did trace
the actual Internet address. 

As part of a criminal investigation,
investigators with the California at-
torney general, whom Mr. Perkins

had notified, discovered that the In-
ternet address belonged to a sub-
scriber of Cox Communications, an
Atlanta-based cable TV and Internet
provider. On Aug. 31, the attorney
general filed a search warrant to ob-
tain the name of the person using
that address to gain access to Mr.
Perkins’s records. 

A spokesman for the attorney gen-
eral said that two possible felony
charges were being considered: the
unauthorized use of personal identi-
fying information for unlawful pur-
poses and the unauthorized access of
a computer database. Hewlett-Pack-
ard said it intended to cooperate fully
with the criminal investigation.

The search warrant affidavit, on
file in Marin County in California,
where Mr. Perkins lives in an expan-
sive hilltop home with ocean views,
also reveals that the attorney gen-
eral and AT&T are considering civil
lawsuits as well. 

WSG&R, via Bloomberg News

Larry W. Sonsini, the chairman of the law firm of Wilson Sonsini,
which interviewed Hewlett board members.

Eric Risberg/Associated Press

Thomas J. Perkins, a pioneer venture capitalist, quit the board after an
investigation pointed to a friend on the board as a source of a leak.

Leak and Resignation Rock a Boardroom 
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Prying into the phone
records of a company
director stirs up some
outrage. 

Center for Science and Technology Policy Research,
University of Colorado

George A. Keyworth II admitted
being the source of a leak.

Miguel Helft contributed reporting
from New York for this article.

when the board is struggling with a
strong, imperialistic chief executive.

“Leaking can be a mechanism for
board members to change the dy-
namics and the atmospherics to get
more leverage against the C.E.O.,”
said Stephen Bainbridge, a U.C.L.A.
law professor.

But an individual leaking privi-
leged information does not have a le-
gal leg to stand on, Mr. Bainbridge
quickly added. “A leaker, no matter
how good his or her intentions may
be,’’ he said, “is violating his or her
duties in betraying corporate confi-
dences.”

In recent years, the H.P. board has
been the scene of repeated contro-
versy.

The company’s $25 billion acquisi-
tion of Compaq spurred a heated
proxy battle and last year the board
unceremoniously pushed out Carle-
ton S. Fiorina after it lost confidence
in her. 

The latest boardroom eruption at
Hewlett-Packard occurred in mid-

May, when directors reviewed the
results of an investigation spurred
by its chairwoman, Patricia C. Dunn,
into leaks to the news media. The re-
port, which involved investigations
into the private phone records of di-
rectors, named George Keyworth as
the source of the leaks.

When the board asked Mr. Key-
worth to resign, he refused, arguing
he had been elected by shareholders.
A second board member, the well-
known venture capitalist and a
friend of Mr. Keyworth’s, Tom Per-
kins, immediately quit in protest

While directors are bound to keep
boardroom conversations under
wraps as part of their fiduciary du-
ties to the corporation and share-
holders, some companies like Hew-
lett-Packard, go a step further and
have directors sign confidentiality
agreements, said John D. Capers,
head of the corporate-governance
practice with King & Spalding. 

“If a company asks directors to
sign a confidentiality agreement,
that is typically a step to make more
formal an informal policy that al-
ready existed,” he said.

Getting rid of a director, though,
who has either breached his fiducia-
ry duty or the confidentiality agree-
ment is not easy, he added.

“The board does not have the right
to remove the director,” Mr. Capers
said. “Only the stockholders can do
that.”

Hewlett-Packard could, however,
file a lawsuit against Mr. Keyworth
for breaching his fiduciary duty and
lying about the leaking of informa-
tion, said Joseph A. Grundfest, a pro-
fessor of law and business at Stan-
ford Law School.

For now, Hewlett-Packard has
recommended that Mr. Keyworth
not be nominated for another term
on the board.

While few corporate-governance

experts condoned leaking of board-
room conversations, many said Ms.
Dunn may have gone too far in her
pursuit of the matter. 

According to a document filed with
the Securities and Exchange Com-
mission, the board determined that
an investigator hired by an outside
consulting firm had employed a con-
troversial technique known as “pre-
texting” that involves investigators
using personal information to falsely
represent themselves as another
person to obtain information.

“It’s almost unheard-of to treat the
board of directors as adversaries
and it seems like spying on your
board members is a pretty adver-
sarial move,” said Mr. Bainbridge,
the UCLA law professor.

The California state attorney gen-
eral has requested information about
how the leak investigation was con-
ducted.

Ms. Dunn and the board may also
be on the hot seat with the S.E.C. over
how it disclosed Mr. Perkins’ resig-
nation from the board. 

The company said it believed at

the time that Mr. Perkins did not
have any disagreement with H.P. on
any matter relating to its operations,
policies or practices. Such a dis-
agreement would have required the
company to file a fuller explanation
of reasons for Mr. Perkins’s depar-
ture to regulators.

After his resignation, Mr. Perkins
began voicing concerns over the le-
gality of the inquiry into the direc-
tors.

“From what I’ve seen, it looks like
what H.P. filed on the reason for Per-
kins leaving the board doesn’t match
with what he says happened,” said
Ralph D. Ward, publisher of Board-
room Insider, an online corporate
governance newsletter. “It looks like
they were trying to put a whitewash
on the situation.”

Hewlett-Packard, in an S.E.C. fil-
ing, said it believed that its disclo-
sures regarding Mr. Perkins were
“accurate and complete at the time
of filing and were based upon Mr.
Perkins’ actions and representations
prior to such time concerning the
reasons for his resignation.”

A Board in Need of Emily Post: Analysts Question H.P.’s Very Public Brawl 
Continued From First Business Page

Should what happens
in the boardroom stay
in the boardroom? 

HOUSTON, Sept. 6 (Reuters) —
The judge in the case of the former
British bankers who fought extradi-
tion to face Enron-related fraud
charges set the trial for next year
and rejected a defense motion that
he quit the case because of possible
bias.

The three bankers — David Ber-
mingham, 43; Giles Darby, 44; and
Gary Mulgrew, 43 — have been ac-
cused of conspiring with Enron exec-
utives in 2000 to defraud National
Westminster Bank of $19 million. 

Federal District Judge Ewing
Werlein set possible trial dates for
Feb. 5 and Sept. 4, 2007, in the hope
that defense lawyers can get ready
earlier than they now expect.

In rejecting the defense motion
that he remove himself from the
case, the judge said that the implica-
tion of his former law firm, Vinson &
Elkins, in the case would not preju-
dice him. He severed his ties to the
firm 14 years ago, he said.

The law firm helped Enron create
the special-purpose financial entities
that led to the former bankers’ in-
dictment.

In asking the judge to set a late
trial date, defense lawyers argued
that preparation could take a year
because they need to investigate the
case in Britain as well as in the Unit-
ed States.

Trial Is Scheduled
In Enron Case

By MATT RICHTEL
SAN FRANCISCO, Sept. 6 — It may seem

surprising that it was so easy for investigators
hired by Hewlett-Packard to obtain the calling
records of company directors. In fact, the in-
vestigators were just exploiting a commonly
used privacy hole. 

“It’s a huge issue,” said Marc Rotenberg,
executive director of the Electronic Privacy
Information Center, or EPIC. “It’s a problem
not just for H.P. directors, but for anyone with
a phone.”

The protection of phone records falls into a
legal gray area, privacy experts say. Legisla-
tors, regulators and the phone industry are all
considering ways to clamp down on unauthor-
ized releases of records like those in the H.P.
case. 

Legislation that is pending in the Senate
and House would criminalize what is known as
pretexting — seeking to obtain a customer’s
phone records under false pretext, typically by
pretending to be the customer. Separately, the
Federal Communications Commission is con-
sidering new rules that would force phone com-
panies to guard customer records more care-
fully.

It is not clear how widespread pretexting
is, but its perpetrators appear to be mostly pri-
vate investigators, seeking information for cli-
ents involved in divorces or other civil dis-

putes. Hewlett-Packard used investigators to
try to ferret out which company directors had
leaked information to reporters.

Some consumer and privacy advocates
say the problem is serious and growing, espe-
cially for cellphone records. EPIC says that as
of last year there were around 40 companies
using pretexting to help others fraudulently ob-
tain phone records.

The way pretexting typically works is that
an investigator who already has some custom-
er information — like a customer number and
billing address — calls a phone company and
impersonates the customer to get more in-
formation. The investigator might also set up
an online account with the company to make it
easier to gain access to billing records.

In an indication of the scope of the prob-
lem, AT&T filed a lawsuit on Wednesday in
California against 25 people who it says fraudu-

lently obtained customer records. The suit
seeks to unmask their identities based on the
e-mail and computer addresses they used.
AT&T filed a similar lawsuit in Texas two
weeks ago seeking information about the same
people.

Walt Sharp, a spokesman for AT&T, said
the lawsuits were a result of an internal in-
vestigation that began in May after company
employees noticed a problem with pretexting.
Mr. Sharp said AT&T determined that over the
last year, records of some 2,500 customers
could have been compromised.

Mr. Sharp declined to say whether the law-
suits covered people who may have been in-
volved in the Hewlett-Packard case.

A search warrant filed last week by the
California attorney general’s office said that
AT&T was pursuing its own civil investigation
into the release of the H.P. directors’ records.
The attorney general was seeking to obtain evi-
dence from Cox Communications, the cable
and Internet company.

Federal law makes it illegal to obtain cus-
tomer records fraudulently over a phone or the
Internet, said Jennifer Granick, executive di-
rector of the Center for Internet and Society at
Stanford Law School. She said the law makes it
a crime, punishable by up to 20 years in prison,
to use electronic transmissions as part of a
scheme to defraud. 

Ms. Granick added that if Hewlett-Pack-
ard tried to make the case that it was trying to
protect its shareholders — that, in effect, the
end justified the means — that would not be
recognized by the law. “If you’re stealing to
feed your family, it’s still stealing,” she said.

But Mr. Rotenberg of EPIC said any effort
to use fraud laws to go after pretexters could
run into snarls, because seeking access to
phone records does not always have an obvious
financial motive. “Unlike other kinds of fraud,
it’s not clear monetary damage,” he said.

Mr. Rotenberg said this was why EPIC
has pushed Congress to adopt more explicit
laws governing pretexting, like those that pro-
tect financial records. EPIC has also asked the
F.C.C. to further restrict phone companies
from disclosing customer information. 

The F.C.C. said in February that it would
take public comments on a proposal suggested
by EPIC that would require companies to in-
troduce five new security measures, like pro-
tecting accounts with passwords and encrypt-
ing customer data.

Many states have their owns laws that
cover pretexting, Mr. Rotenberg said. Califor-
nia’s attorney general is looking into whether
investigators working for H.P. broke that
state’s laws by misrepresenting themselves to
obtain information that would be used for un-
lawful purposes. 

With a Little Stealth, Just About Anyone Can Get Phone Records 
Obtaining a customer’s
information under false 
pretext is proving to be
surprisingly easy.

By ALEXEI BARRIONUEVO
The Justice Department has asked

Congress to help it make one more
attempt at recovering more than $40
million from the estate of Kenneth L.
Lay, the former chief executive of
Enron who was convicted of fraud
and then died of a heart attack be-
fore he could be sentenced.

The department said it was oppos-
ing the long-accepted practice of fed-
eral courts to throw out convictions
of criminal defendants who die while
an appeal is pending, saying the
practice strips the government of its
ability to collect money or civil fines.

In a motion filed on Wednesday,
the Justice Department said it was
asking Congress to pass a law draft-
ed by government lawyers that
would amend the criminal code and
do away with the “doctrine of abate-
ment” that has stymied efforts to col-
lect funds from the families of dead
defendants. 

The doctrine originally arose to
preclude further collection of fines
after the death of a defendant but
grew to include the “radical relief of
vacating otherwise valid verdicts,
pleas, and judgments and the dis-
missal of the valid indictments on
which they are based,” the govern-
ment said in the motion. 

The proposed law, if adopted,
would be retroactive to July 1 and
would apply to Mr. Lay’s case.

The Justice Department is count-
ing on Congress’s assistance to try to
ensure that an investigation lasting
more than four years into the 2001
collapse of Enron is not wasted. 

After a 16-week trial, Mr. Lay was
convicted of fraud and conspiracy in
May, along with Jeffrey K. Skilling,
another former Enron chief execu-
tive. Less than two months later, on
July 5, Mr. Lay died in Colorado. 

“We anticipate that Congress will
have a great deal of interest in the
proposed legislation,” said Jackie
Lesch, a Justice Department spokes-
woman. Ms. Lesch said the proposed
legislation, filed in the House on
Tuesday, did not yet have a sponsor.

Some outside legal experts saw
desperation in the government’s re-
quest, which came three weeks after
prosecutors had already tried to shift
financial responsibility for $182.8
million — what the government
claims were the combined ill-gotten
gains of Mr. Skilling and Mr. Lay —
solely to Mr. Skilling. 

Mr. Lay testified that his net worth
had declined to liabilities of $250,000
and that he was hampered by legal
bills and poor-performing invest-
ments. But prosecutors sought a
judgment of $43.5 million against
him, and another $139.3 million from
Mr. Skilling. The claims include any
of Mr. Lay’s remaining real estate.

Robert Mintz, a criminal defense
lawyer and former federal prosecu-
tor, said the odds of the govern-
ment’s succeeding were “extremely
low.”

In the government motion, two
prosecutors. Sean Berkowitz and
John Hueston, asked Federal Dis-
trict Judge Simeon T. Lake III to de-
fer a ruling until Oct. 23, when Mr.
Skilling is scheduled to be sentenced,
so that Congress could have time to
act on a new law.

Michael Ramsey, Mr. Lay’s lead
lawyer in the criminal trial, declined
to comment.

William E. Moschella, the assist-
ant United States attorney general,
said in a letter sent to House Speaker
J. Dennis Hastert and to Vice Presi-
dent Dick Cheney that the proposed
law “preserves duly obtained crimi-
nal convictions, and protects the
rights of crime victims to restitution
and the government to forfeiture
while also ensuring fair access to ap-
pellate review, which was the prima-
ry concern that gave birth to the doc-
trine.”

U.S. Seeking
Shift in Law 
In Lay’s Case 
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nean on his new $100 million 287-foot
yacht, the Maltese Falcon, and did
not want to be disturbed. 

For Hewlett-Packard, the quintes-
sential Silicon Valley company, the
upheaval comes at an improbable
time: as the troubles that preceded
Ms. Fiorina’s dismissal have given
way to strong growth in revenue and
profits under her successor, Mark V.
Hurd. (Who is to thank for that turn-
around is expected to be a central
theme of Ms. Fiorina’s book.) 

The company concern over leaks
from its board began while Ms. Fiori-
na was chief executive. She asked the
Silicon Valley law firm of Wilson
Sonsini Goodrich & Rosati to inter-
view board members to discover the
source of the leak. But nothing came
of that investigation. After Mr. Hurd
succeeded Ms. Fiorina, the leaks
stopped.

But in January, an article ap-
peared on the technology news Web
site CNET about a management
meeting. The report described the
company’s strategy in dealing with
the chip makers Intel and Advanced
Micro Devices, as well as possible
acquisitions. It struck a nerve among
the top executives not only because
strategy was revealed but because
leaks could open the company up to
charges of securities violations be-
cause of selective disclosure of in-
formation.

Ms. Dunn, who had been named
chairwoman after Ms. Fiorina’s
ouster, wanted to restore the trust
among the board members — a trust
that had been tested as the company

went through three years of infight-
ing, beginning with a proxy fight
over its acquisition of Compaq Com-
puter. Mr. Perkins, according to a
top company executive, was as en-
thusiastic as Ms. Dunn was to catch
the leaker. 

With a good reason: a board can
not function if its members do not
trust each other. “Leaky boards are
a huge issue,” said Jeffrey A. Sonnen-
feld, a professor at the Yale School of
Management who advises compa-
nies on corporate governance issues.
It undermines trust among members
and prevents a free flow of advice
that board members are paid to pro-

vide to corporate managers. Stop-
ping leaks, he said, “really is a noble
motive here, but the techniques used
is a separate issue.” 

Ms. Dunn, the former head of Bar-
clay Global Investors, ordered a fur-
ther investigation in January. But
this time, it was turned over to the
company’s office of general counsel,
which turned to a consulting firm
with “substantial experience in con-
ducting internal investigations,” as
the company described it. Hewlett-
Packard has refused to name the
firm, but said it had used it before. 

According to a Hewlett-Packard
filing with the Securities and Ex-
change Commission on Wednesday,

the consulting firm then subcontract-
ed the work to another group of in-
vestigators to obtain information
about phone calls between Hewlett-
Packard directors and outsiders. 

When the investigators were done,
the results were presented to the full
board, which includes Mr. Hurd. The
evidence pointed to George A. Key-
worth II, the board’s longest-serving
member, with 20 years’ service. H.P.
said that Mr. Keyworth admitted be-
ing the source of the leak and that the
board, after discussion, asked him to
resign. He refused. 

At that point, Mr. Perkins an-
nounced his own resignation. Both
Mr. Perkins’s representatives and
company officials say Mr. Perkins
accused Ms. Dunn of betraying him.
According to Mr. Perkins’s spokes-
man, it was because Ms. Dunn had
agreed to handle the matter private-
ly and quietly. But Viet D. Dinh, Mr.
Perkins’s lawyer on this matter, also
said that Mr. Perkins was upset with
the extent of the investigation. He
was the sole member to object.

“It doesn’t surprise me at all,” said
Sanford R. Robertson, a partner and
founder of Francisco Partners, a
technology leveraged buyout firm in
Menlo Park, Calif., and founder of
the investment banking firm Rob-
ertson Stevens. “He is very much a
man of principle. If he thought some-
thing was not being done correctly,
he would stand up and be counted in
that regard.’’ 

Mr. Dinh, who serves on the board
of the News Corporation with Mr.
Perkins, said, “When red flags go up
in his mind, he asks questions.” 

The company would not make Ms.
Dunn available for comment.

Mr. Perkins’s resignation was re-
ported by Hewlett-Packard, which
gave no cause. Mr. Perkins took
nearly a month off, spending most of
the time on his yacht. When he re-
turned to Silicon Valley in June, he
pressed the company to amend its
filing with the Securities and Ex-
change Commission to reflect the
reason for his resignation — a re-
quest it rebuffed until Wednesday —
and agitated for H.P. to investigate
its methods. The Wilson Sonsini firm
was asked by a board committee to
do the job.

What Mr. Perkins did not know at
the time — indeed, H.P. said no one
on the board did — was that the leak
investigators had used a form of sub-
terfuge known as “pretexting,” or
false pretenses, to obtain the direc-
tors’ official phone records. That was
revealed in an e-mail response when
Mr. Perkins directly asked Larry W.
Sonsini, the chairman of Wilson Son-
sini, about the investigative methods.

The Wilson Sonsini investigation
concluded that the use of pretexting
“was not generally unlawful.” But
the law firm could not say whether

the consulting firm that Hewlett-
Packard hired, or the subcontractors
it used, “complied in all respects
with applicable law.” 

Meanwhile, the relationship be-
tween Mr. Perkins and Mr. Sonsini’s
firm has grown strained. A Wilson
Sonsini lawyer, Boris Feldman, ac-
cused Mr. Perkins of discussing in-
ternal Hewlett-Packard delibera-
tions with others last month. The
lawyer went on to demand that he
name those he spoke to and what
documents he gave them.

Mr. Perkins’s response was just as
rough. Mr. Dinh, who had served
from 2001 to 2003 as assistant United
States attorney general for legal pol-
icy, helping to draft the Patriot Act,
accused the law firm of conflicts of
interest. He accused the company of
“sanitizing” the minutes of the board
meeting in which Mr. Perkins re-
signed. He told the company that Mr.
Perkins was a victim of possible
fraud, identity theft and misappro-
priation of personal records. 

“We have good reason to believe
that H.P. and/or its agents were re-
sponsible for these activities,” he
said in a letter to the company.

In the meantime, Mr. Perkins con-
tacted AT&T, his phone carrier. The
company investigated and revealed
that, indeed, Mr. Perkins’s records
had been hacked. The phone compa-
ny said that someone had tricked an
AT&T service representative into re-
vealing the multidigit code that
would allow a person to set up an
online account for access to billing
statements. The account was created
using the last four digits of Mr. Per-
kins’s Social Security number, and
his January bill was viewed.

A fake e-mail address was used to
set up the account— redsox9855
@yahoo.com — but AT&T did trace
the actual Internet address. 

As part of a criminal investigation,
investigators with the California at-
torney general, whom Mr. Perkins

had notified, discovered that the In-
ternet address belonged to a sub-
scriber of Cox Communications, an
Atlanta-based cable TV and Internet
provider. On Aug. 31, the attorney
general filed a search warrant to ob-
tain the name of the person using
that address to gain access to Mr.
Perkins’s records. 

A spokesman for the attorney gen-
eral said that two possible felony
charges were being considered: the
unauthorized use of personal identi-
fying information for unlawful pur-
poses and the unauthorized access of
a computer database. Hewlett-Pack-
ard said it intended to cooperate fully
with the criminal investigation.

The search warrant affidavit, on
file in Marin County in California,
where Mr. Perkins lives in an expan-
sive hilltop home with ocean views,
also reveals that the attorney gen-
eral and AT&T are considering civil
lawsuits as well. 

WSG&R, via Bloomberg News

Larry W. Sonsini, the chairman of the law firm of Wilson Sonsini,
which interviewed Hewlett board members.

Eric Risberg/Associated Press

Thomas J. Perkins, a pioneer venture capitalist, quit the board after an
investigation pointed to a friend on the board as a source of a leak.
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director stirs up some
outrage. 
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George A. Keyworth II admitted
being the source of a leak.

Miguel Helft contributed reporting
from New York for this article.

when the board is struggling with a
strong, imperialistic chief executive.

“Leaking can be a mechanism for
board members to change the dy-
namics and the atmospherics to get
more leverage against the C.E.O.,”
said Stephen Bainbridge, a U.C.L.A.
law professor.

But an individual leaking privi-
leged information does not have a le-
gal leg to stand on, Mr. Bainbridge
quickly added. “A leaker, no matter
how good his or her intentions may
be,’’ he said, “is violating his or her
duties in betraying corporate confi-
dences.”

In recent years, the H.P. board has
been the scene of repeated contro-
versy.

The company’s $25 billion acquisi-
tion of Compaq spurred a heated
proxy battle and last year the board
unceremoniously pushed out Carle-
ton S. Fiorina after it lost confidence
in her. 

The latest boardroom eruption at
Hewlett-Packard occurred in mid-

May, when directors reviewed the
results of an investigation spurred
by its chairwoman, Patricia C. Dunn,
into leaks to the news media. The re-
port, which involved investigations
into the private phone records of di-
rectors, named George Keyworth as
the source of the leaks.

When the board asked Mr. Key-
worth to resign, he refused, arguing
he had been elected by shareholders.
A second board member, the well-
known venture capitalist and a
friend of Mr. Keyworth’s, Tom Per-
kins, immediately quit in protest

While directors are bound to keep
boardroom conversations under
wraps as part of their fiduciary du-
ties to the corporation and share-
holders, some companies like Hew-
lett-Packard, go a step further and
have directors sign confidentiality
agreements, said John D. Capers,
head of the corporate-governance
practice with King & Spalding. 

“If a company asks directors to
sign a confidentiality agreement,
that is typically a step to make more
formal an informal policy that al-
ready existed,” he said.

Getting rid of a director, though,
who has either breached his fiducia-
ry duty or the confidentiality agree-
ment is not easy, he added.

“The board does not have the right
to remove the director,” Mr. Capers
said. “Only the stockholders can do
that.”

Hewlett-Packard could, however,
file a lawsuit against Mr. Keyworth
for breaching his fiduciary duty and
lying about the leaking of informa-
tion, said Joseph A. Grundfest, a pro-
fessor of law and business at Stan-
ford Law School.

For now, Hewlett-Packard has
recommended that Mr. Keyworth
not be nominated for another term
on the board.

While few corporate-governance

experts condoned leaking of board-
room conversations, many said Ms.
Dunn may have gone too far in her
pursuit of the matter. 

According to a document filed with
the Securities and Exchange Com-
mission, the board determined that
an investigator hired by an outside
consulting firm had employed a con-
troversial technique known as “pre-
texting” that involves investigators
using personal information to falsely
represent themselves as another
person to obtain information.

“It’s almost unheard-of to treat the
board of directors as adversaries
and it seems like spying on your
board members is a pretty adver-
sarial move,” said Mr. Bainbridge,
the UCLA law professor.

The California state attorney gen-
eral has requested information about
how the leak investigation was con-
ducted.

Ms. Dunn and the board may also
be on the hot seat with the S.E.C. over
how it disclosed Mr. Perkins’ resig-
nation from the board. 

The company said it believed at

the time that Mr. Perkins did not
have any disagreement with H.P. on
any matter relating to its operations,
policies or practices. Such a dis-
agreement would have required the
company to file a fuller explanation
of reasons for Mr. Perkins’s depar-
ture to regulators.

After his resignation, Mr. Perkins
began voicing concerns over the le-
gality of the inquiry into the direc-
tors.

“From what I’ve seen, it looks like
what H.P. filed on the reason for Per-
kins leaving the board doesn’t match
with what he says happened,” said
Ralph D. Ward, publisher of Board-
room Insider, an online corporate
governance newsletter. “It looks like
they were trying to put a whitewash
on the situation.”

Hewlett-Packard, in an S.E.C. fil-
ing, said it believed that its disclo-
sures regarding Mr. Perkins were
“accurate and complete at the time
of filing and were based upon Mr.
Perkins’ actions and representations
prior to such time concerning the
reasons for his resignation.”

A Board in Need of Emily Post: Analysts Question H.P.’s Very Public Brawl 
Continued From First Business Page

Should what happens
in the boardroom stay
in the boardroom? 

HOUSTON, Sept. 6 (Reuters) —
The judge in the case of the former
British bankers who fought extradi-
tion to face Enron-related fraud
charges set the trial for next year
and rejected a defense motion that
he quit the case because of possible
bias.

The three bankers — David Ber-
mingham, 43; Giles Darby, 44; and
Gary Mulgrew, 43 — have been ac-
cused of conspiring with Enron exec-
utives in 2000 to defraud National
Westminster Bank of $19 million. 

Federal District Judge Ewing
Werlein set possible trial dates for
Feb. 5 and Sept. 4, 2007, in the hope
that defense lawyers can get ready
earlier than they now expect.

In rejecting the defense motion
that he remove himself from the
case, the judge said that the implica-
tion of his former law firm, Vinson &
Elkins, in the case would not preju-
dice him. He severed his ties to the
firm 14 years ago, he said.

The law firm helped Enron create
the special-purpose financial entities
that led to the former bankers’ in-
dictment.

In asking the judge to set a late
trial date, defense lawyers argued
that preparation could take a year
because they need to investigate the
case in Britain as well as in the Unit-
ed States.

Trial Is Scheduled
In Enron Case

By MATT RICHTEL
SAN FRANCISCO, Sept. 6 — It may seem

surprising that it was so easy for investigators
hired by Hewlett-Packard to obtain the calling
records of company directors. In fact, the in-
vestigators were just exploiting a commonly
used privacy hole. 

“It’s a huge issue,” said Marc Rotenberg,
executive director of the Electronic Privacy
Information Center, or EPIC. “It’s a problem
not just for H.P. directors, but for anyone with
a phone.”

The protection of phone records falls into a
legal gray area, privacy experts say. Legisla-
tors, regulators and the phone industry are all
considering ways to clamp down on unauthor-
ized releases of records like those in the H.P.
case. 

Legislation that is pending in the Senate
and House would criminalize what is known as
pretexting — seeking to obtain a customer’s
phone records under false pretext, typically by
pretending to be the customer. Separately, the
Federal Communications Commission is con-
sidering new rules that would force phone com-
panies to guard customer records more care-
fully.

It is not clear how widespread pretexting
is, but its perpetrators appear to be mostly pri-
vate investigators, seeking information for cli-
ents involved in divorces or other civil dis-

putes. Hewlett-Packard used investigators to
try to ferret out which company directors had
leaked information to reporters.

Some consumer and privacy advocates
say the problem is serious and growing, espe-
cially for cellphone records. EPIC says that as
of last year there were around 40 companies
using pretexting to help others fraudulently ob-
tain phone records.

The way pretexting typically works is that
an investigator who already has some custom-
er information — like a customer number and
billing address — calls a phone company and
impersonates the customer to get more in-
formation. The investigator might also set up
an online account with the company to make it
easier to gain access to billing records.

In an indication of the scope of the prob-
lem, AT&T filed a lawsuit on Wednesday in
California against 25 people who it says fraudu-

lently obtained customer records. The suit
seeks to unmask their identities based on the
e-mail and computer addresses they used.
AT&T filed a similar lawsuit in Texas two
weeks ago seeking information about the same
people.

Walt Sharp, a spokesman for AT&T, said
the lawsuits were a result of an internal in-
vestigation that began in May after company
employees noticed a problem with pretexting.
Mr. Sharp said AT&T determined that over the
last year, records of some 2,500 customers
could have been compromised.

Mr. Sharp declined to say whether the law-
suits covered people who may have been in-
volved in the Hewlett-Packard case.

A search warrant filed last week by the
California attorney general’s office said that
AT&T was pursuing its own civil investigation
into the release of the H.P. directors’ records.
The attorney general was seeking to obtain evi-
dence from Cox Communications, the cable
and Internet company.

Federal law makes it illegal to obtain cus-
tomer records fraudulently over a phone or the
Internet, said Jennifer Granick, executive di-
rector of the Center for Internet and Society at
Stanford Law School. She said the law makes it
a crime, punishable by up to 20 years in prison,
to use electronic transmissions as part of a
scheme to defraud. 

Ms. Granick added that if Hewlett-Pack-
ard tried to make the case that it was trying to
protect its shareholders — that, in effect, the
end justified the means — that would not be
recognized by the law. “If you’re stealing to
feed your family, it’s still stealing,” she said.

But Mr. Rotenberg of EPIC said any effort
to use fraud laws to go after pretexters could
run into snarls, because seeking access to
phone records does not always have an obvious
financial motive. “Unlike other kinds of fraud,
it’s not clear monetary damage,” he said.

Mr. Rotenberg said this was why EPIC
has pushed Congress to adopt more explicit
laws governing pretexting, like those that pro-
tect financial records. EPIC has also asked the
F.C.C. to further restrict phone companies
from disclosing customer information. 

The F.C.C. said in February that it would
take public comments on a proposal suggested
by EPIC that would require companies to in-
troduce five new security measures, like pro-
tecting accounts with passwords and encrypt-
ing customer data.

Many states have their owns laws that
cover pretexting, Mr. Rotenberg said. Califor-
nia’s attorney general is looking into whether
investigators working for H.P. broke that
state’s laws by misrepresenting themselves to
obtain information that would be used for un-
lawful purposes. 

With a Little Stealth, Just About Anyone Can Get Phone Records 
Obtaining a customer’s
information under false 
pretext is proving to be
surprisingly easy.

By ALEXEI BARRIONUEVO
The Justice Department has asked

Congress to help it make one more
attempt at recovering more than $40
million from the estate of Kenneth L.
Lay, the former chief executive of
Enron who was convicted of fraud
and then died of a heart attack be-
fore he could be sentenced.

The department said it was oppos-
ing the long-accepted practice of fed-
eral courts to throw out convictions
of criminal defendants who die while
an appeal is pending, saying the
practice strips the government of its
ability to collect money or civil fines.

In a motion filed on Wednesday,
the Justice Department said it was
asking Congress to pass a law draft-
ed by government lawyers that
would amend the criminal code and
do away with the “doctrine of abate-
ment” that has stymied efforts to col-
lect funds from the families of dead
defendants. 

The doctrine originally arose to
preclude further collection of fines
after the death of a defendant but
grew to include the “radical relief of
vacating otherwise valid verdicts,
pleas, and judgments and the dis-
missal of the valid indictments on
which they are based,” the govern-
ment said in the motion. 

The proposed law, if adopted,
would be retroactive to July 1 and
would apply to Mr. Lay’s case.

The Justice Department is count-
ing on Congress’s assistance to try to
ensure that an investigation lasting
more than four years into the 2001
collapse of Enron is not wasted. 

After a 16-week trial, Mr. Lay was
convicted of fraud and conspiracy in
May, along with Jeffrey K. Skilling,
another former Enron chief execu-
tive. Less than two months later, on
July 5, Mr. Lay died in Colorado. 

“We anticipate that Congress will
have a great deal of interest in the
proposed legislation,” said Jackie
Lesch, a Justice Department spokes-
woman. Ms. Lesch said the proposed
legislation, filed in the House on
Tuesday, did not yet have a sponsor.

Some outside legal experts saw
desperation in the government’s re-
quest, which came three weeks after
prosecutors had already tried to shift
financial responsibility for $182.8
million — what the government
claims were the combined ill-gotten
gains of Mr. Skilling and Mr. Lay —
solely to Mr. Skilling. 

Mr. Lay testified that his net worth
had declined to liabilities of $250,000
and that he was hampered by legal
bills and poor-performing invest-
ments. But prosecutors sought a
judgment of $43.5 million against
him, and another $139.3 million from
Mr. Skilling. The claims include any
of Mr. Lay’s remaining real estate.

Robert Mintz, a criminal defense
lawyer and former federal prosecu-
tor, said the odds of the govern-
ment’s succeeding were “extremely
low.”

In the government motion, two
prosecutors. Sean Berkowitz and
John Hueston, asked Federal Dis-
trict Judge Simeon T. Lake III to de-
fer a ruling until Oct. 23, when Mr.
Skilling is scheduled to be sentenced,
so that Congress could have time to
act on a new law.

Michael Ramsey, Mr. Lay’s lead
lawyer in the criminal trial, declined
to comment.

William E. Moschella, the assist-
ant United States attorney general,
said in a letter sent to House Speaker
J. Dennis Hastert and to Vice Presi-
dent Dick Cheney that the proposed
law “preserves duly obtained crimi-
nal convictions, and protects the
rights of crime victims to restitution
and the government to forfeiture
while also ensuring fair access to ap-
pellate review, which was the prima-
ry concern that gave birth to the doc-
trine.”

U.S. Seeking
Shift in Law 
In Lay’s Case 
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A
PPLE, these days, is an innova-

tion factory. The company
releases so many products,
so often, you get the idea

that everyone there just runs around
yelling ideas. If this is Thursday,
there must be a new iPod.

But this summer, the company
was unusually quiet. Apple watchers
online concluded that something
really, really big must be in the
works. A wide-screen iPod! An
iPhone! A hovercar!

At a media event in San Francisco
on Tuesday, Apple finally spilled the
beans. It hadn’t been working on one
big thing, but on four medium-size
developments that lay the ground-
work for some ambitious bigger ones
down the road.

New iPods
The iPod family already makes up

75 percent of all music player sales.
So where does Apple take them from
there? Pretty much the only way
they can go: smaller, cheaper and
tougher, with better batteries and

greater ca-
pacity. The
least expen-
sive iPod, the
Shuffle (the
one without a
screen), is
now a one-
inch alumi-
num square,
barely large
enough to con-
tain its quar-
ter-size con-

trol dial. There’s no room for a U.S.B.
jack, so the Shuffle comes with an
even tinier recharging-synching
dock that connects to your computer.

The entire back is a spring-loaded
clip, suitable for attaching to your
clothing or backpack strap. Even the
spring is smooth and satisfying, with
precisely the right amount of grip —
a typical touch from the company
that patented the electronics-as-jew-
elry culture. The Shuffle arrives next
month for $80 (one gigabyte, which
holds about 240 songs). 

The iPod Nano has been refined,
too. The original model was shiny
and gorgeous. But its high-gloss sur-
face was so delicate, pocket lint
could scratch it.

That won’t be a problem with the
new Nano. Its body is now wrapped
in high-luster, textured aluminum,
like the old iPod Mini. It’s even a hair
smaller and lighter than the old Nano
(3.5 by 1.6 by 0.3 inches), and comes
in a choice of five colors: silver, blue,
pink, green or black. Prices range
from $150 (2 gigabytes, silver only)
to $250 (8 gigabytes, black only). The
battery now plays music for at least
24 hours, which ought to cover your
morning jog.

The Nano looks, feels and sounds
fantastic, and it’s a huge relief not to
have to worry about nicking its pre-
cious skin anymore. Note, however,
that the Nano’s new streamlined
packaging is too small for a CD with
the iTunes software; you’re sup-
posed to download your own copy
from Apple’s Web site.

The “big” iPod, the one containing
a hard drive and capable of playing
videos, got a smaller upgrade. It
comes in two models, for $250 or $350
(30 or 80 gigabytes), which is $50 off
the previous models (30 and 60 giga-
bytes). You can crank the screen 60
percent brighter than before. And
Apple now sells nine slick iPod video
games for $5 each (Pac-Man lives!).

The big iPod’s battery can play
music for 20 hours, or, more signifi-

New at Apple:
Smaller iPods,
Bigger Ideas

Stuart Goldenberg

DAVID POGUE

Continued on Page 10

By STEVEN R. WEISMAN

WASHINGTON, Sept. 13 — In his
first 15 months as president of the
World Bank, Paul D. Wolfowitz has
made the fight against corruption in
poor countries a hallmark issue,
waging an aggressive campaign that
has led to the suspension of hundreds
of millions of dollars in loans and
contracts to nations including India,
Chad, Kenya, Congo, Ethiopia and
Bangladesh.

It is a new incarnation for Mr.
Wolfowitz, a neoconservative intel-
lectual who was a primary architect
of the Iraq war during four years as
deputy secretary of defense.

At the World Bank, Mr. Wolfowitz,
62, has maintained an assertive but
soft-spoken style, saying recently
that the bank’s mission was “to send

children to school, to help mothers be
healthier, to provide jobs for poor
people — not to have resources si-
phoned off into the hands of the cor-
rupt and greedy.”

In recent months, however, his
campaign has run into a host of crit-
ics, both at the bank and among fi-
nancial officials outside the United
States, who say that developing coun-
tries are being threatened with arbi-
trary punishment in a way that jeop-
ardizes the bank’s longtime mission
to reduce poverty.

Few here at the World Bank dis-
pute the idea that corruption is a se-
rious problem, but the rift over Mr.
Wolfowitz’s approach has grown
deep and bitter, according to more
than a dozen bank officials inter-
viewed recently. 

The backlash at the bank against

Mr. Wolfowitz’s approach centers
not on his intentions or goals, but on a
widespread fear that countries will
be categorized in the future as cor-
rupt or not corrupt, and that lending
will be shut off in a selective way.

“Anticorruption efforts are an es-
sential part of development finance,”
said Roberto Dañino, a senior vice
president of the bank until early this
year. “But getting rid of corruption is
not a silver bullet. The bank should
not overemphasize its anticorruption
agenda at the expense of other pol-
icies required for development.”

Mr. Wolfowitz acknowledges that
his decisions to suspend or delay
loans, contracts and debt relief funds
for many countries have provoked
outcries, but he says that in almost 

Wolfowitz Corruption Drive Rattles World Bankers

The Straits Times, via Associated Press

Mr. Wolfowitz being greeted at his
hotel in Singapore early yesterday. Continued on Page 4

By MATT RICHTEL 
and DAMON DARLIN 

SAN FRANCISCO, Sept. 13 — Cali-
fornia prosecutors looking into the
Hewlett-Packard spying case are fo-
cusing in part on a small private in-
vestigation firm in suburban Boston,
operating out of a yellow house with
black shutters in a quiet neighbor-
hood.

How such a tiny firm ended up
handling work for H.P., one of the
largest technology companies in the
world, as it tried to find out who had
leaked company secrets is not clear.
But other private investigators said
on Wednesday that the situation was
not surprising, because corporations
in need of such services often end up
relying on a chain of subcontractors. 

Prosecutors will have to follow
that chain as they pursue those re-
sponsible for gaining access to the
phone records of journalists and
company board members.

It is common practice for a com-
pany’s head of security, its general
counsel or its outside law firm to hire
a security consulting firm, which
often hires smaller firms, like the
one prosecutors say was involved in
this case, Security Outsourcing Solu-
tions in Needham, Mass.

Those firms then hire freelance in-
vestigators to do work like surveil-
lance or the acquisition of phone
records.

The H.P. investigation involved the
use of a technique known as pretext-

Tiny Firm’s 
H.P. Link
Scrutinized 

Continued on Page 6

By SETH SCHIESEL

In a move that may allow Nintendo
of Japan to take advantage of stum-
bles by its main rival, the company
plans to announce today that it will
release its new Wii video game con-
sole in North America and South
America on Nov. 19, just as the holi-
day shopping season begins, and that
the machine will cost $250 in the
United States.

Nintendo executives said this week
that the company would also an-
nounce today that more than 25 new
games would be available for its vid-
eo game machine this year, a sub-
stantial portfolio from several
genres that is intended to help the
company broaden the appeal of its
console. The company plans to ship
four million of the Wii consoles
worldwide this year.

Nintendo will also explain today a
plan to expand the video game mar-
ket beyond its core of young men. 

Today’s announcement comes as
Nintendo’s main rival, Sony, has
been forced to delay and scale back
the introduction of its own game ma-
chine, the PlayStation 3, at least
twice amid serious troubles with that
company’s new Blu-ray Disc technol-
ogy. 

Last week Sony said that the Play-
Station 3 would not be introduced in
Europe until 2007 and that it would
ship millions fewer units worldwide
this year than it had promised. The
top version of the PlayStation 3 is ex-

New Product
By Nintendo
For Holidays 

Continued on Page 11

By MARK LANDLER
and MARTIN FACKLER

BOULOGNE-BILLANCOURT, France, Sept. 12 — For
an executive who runs two giant carmakers, in France and
Japan, and is trying to extend his influence over a third —
General Motors in America — this dreary suburb of Paris is
as close as Carlos Ghosn gets to home turf.

And yet here at the headquarters of Renault, Mr. Ghosn,
the man who is arguably the world’s most celebrated auto
executive, anointed by some as the industry’s savior,
seemed oddly on the defensive.

Despite his gilded reputation, Mr. Ghosn’s companies,
Renault and its partner, Nissan Motor, are not performing
well right now — a fact their boss readily acknowledges.

“I think Nissan is still far from its potential,” Mr. Ghosn
said this week, in one of his few interviews since meeting
with G.M.’s chief executive, Rick Wagoner, after his auda-
cious overture to G.M. this summer. “This year has been
very frustrating so far.”

As for Renault, Mr. Ghosn said, “We’re working hard,
but we’ll see practically no results” until next summer, when
a raft of new models ordered by him begins to roll out. With
its European rivals racing ahead of it, Mr. Ghosn predicted a
“harsh period” for the French carmaker.

An agreement with G.M. will hinge on more than the
shifting fortunes of Renault and Nissan. Mr. Ghosn’s ratio-
nale for expanding the alliance is that it could generate huge
synergies — from joint purchasing to sharing of technology
— as it already has between its existing partners.

But with all these other headaches, some experts argue
that Mr. Ghosn, 52, should not take on a new one.

“He’d be spreading himself too thin,” said Garel Rhys,
director of the Center for Automotive Industry Research at
Cardiff University in Wales. “The problems at Nissan are
nothing compared to the problems at General Motors.”

Negotiators for G.M. and Renault-Nissan are entering 

What, Ghosn Worry?
Nissan-Renault’s Chief Suddenly Seems to Be on the Defensive

Continued on Page 11

One critic
wonders if

Carlos Ghosn,
anointed by
some as the

auto industry’s
savior, is really

up to the task
of fixing G.M.

Ruby Washington/
The New York Times

A Source of Frustration
Carlos Ghosn oversees both Nissan and Renault. 
Growth at the companies has stagnated recently.

Sources: Company reports; Bloomberg Financial Markets The New York Times
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SMALL BUSINESS

By MARYANN MOTT
Pet stores, grooming shops, board-

ing kennels and dog bakeries are
some of the more common pet-relat-
ed franchises that have sprouted in
the last five years. But perhaps the
most unusual is Pet Butler, a service
that collects dog waste and disposes
of it properly for a fee.

The company, based in Dallas, be-
gan selling franchises last year, and
has 17 nationwide. Matt Boswell, the
founder, said there was no shortage
of office workers willing to trade
briefcases for pooper scoopers. Each
month he receives more than 200 ap-
plications from people willing to pay
the $24,900 franchise fee. New fran-
chise partners can expect to pay a to-
tal of about $60,000 in start-up costs.

Sales of pet franchises increased
116 percent from 2000 to 2004, the
most recent data available, accord-
ing to Frandata, an independent pro-
vider of franchise information.

“They’re tired of their microma-
naging boss,” Mr. Boswell said of the
corporate refugees. “They’re tired of
no control over their pay. They’re
tired of sitting in a cube all day.”

That was the case for Niki Tudge
of Panama City Beach, Fla., who
worked long hours managing luxury
hotels for 15 years. Ms. Tudge, who
worked as a canine behaviorist part
time for seven years, decided that
working with pets full time was what
she wanted to do.

“When I found Pet Butler I
thought, ‘Wow, how quirky is this?’ ”
recalled Ms. Tudge, who also opened
a dog training center. She said she
had thought about starting her own
business for many years but was not
sure she could give up the lifestyle
her six-figure salary allowed. “But
as you get older and most of your in-
trinsic needs have been fulfilled,”
Ms. Tudge, 40, said, “all that stuff be-
comes a little less important. Then
it’s more about having the time, free-
dom and independence.” 

She has invested $70,000 so far and
expects to break even by the end of
the year.

A lifelong dog lover, Greg Kleva
was ready for a professional change.
Three years ago, he quit his high-
paying Wall Street job and bought a
Bark Busters dog training franchise. 

Mr. Kleva, 38, now enjoys being his
own boss and helping families in Ber-
gen County, N.J., tame their misbe-
having pets. 

The first few years in business

were a financial struggle, he ac-
knowledges. “Quite honestly because
of America’s love affair with their
dogs, the money is there to be made.
Am I going to get rich doing this?
Probably not,” Mr. Kleva said. “But I
make a comfortable living and I love
what I’m doing.” 

Today more than half of all Ameri-
can households own at least one pet,
and this year spending on pets is ex-
pected to reach $38.4 billion, accord-
ing to the American Pet Product
Manufacturers Association, a trade
organization. 

That is more than Americans
spend each year on toys or candy.

The increase in spending on pet
products and services reflects a
change in attitudes toward pets,
which are now commonly considered
to be children and are treated ac-
cordingly by many. 

The founder of Just Dogs Gour-
met, Colleen Starnadori, said baby

boomers and empty nesters, like her,
are the ones helping the pet industry
soar. “Once the kids were grown, and
it was just me, I had to have some-
body to spoil,” she said. That some-
body is Lucy, a golden retriever.

Ms. Starnadori believed her pup
deserved the same type of home-
made nutritious food she served her
children while they were growing up.
After several months of trying differ-
ent recipes, she finally created all-
natural treats from scratch that
Lucy truly loved.

In 2001, the first Just Dogs Gour-
met location opened in Washington,
Pa. Two years later, the company be-
gan selling franchises. Today 35
“barkeries” in malls throughout the
country sell hand-decorated doggie
treats that come in a multitude of fla-
vors. By the end of this year, 10 more
are expected to open. 

“Dog-crazy people are attracted to
the business,” Ms. Starnadori said,
adding that most franchisees were
women who did not have pet-related
business backgrounds.

Opening a store costs $75,000 to
$125,000, including the franchise fee,
she said. The average store nets
about $50,000 annually.

The company recently introduced

a line of private-label spa products
for dogs, including bathrobes, sham-
poos and spritzes. It also began sell-
ing treats infused with vitamins and
supplements, like glucosamine and
omega-3 fatty acids.

Among the more traditional pet
enterprises is Camp Bow Wow dog
day care and boarding houses. Each
is designed with indoor and outdoor
play areas, and has a live Camper
Cam for pet owners to watch and
piped-in classical music for over-
night campers.

In just three years, the company,
based in Boulder, Colo., has sold 140
franchises in 28 states. Another 25
are scheduled to open by the end of
the year. Each costs $250,000 to
$500,000 to open.

Heidi Flammang, the chief execu-
tive, says the goal is for franchisees
to break even, in terms of monthly
cash flow, within one year. So far, she
says, no one has failed. The majority
of camp owners are corporate burn-
outs, most of them professional wom-
en in their 30’s and 40’s.

“People are really shifting their
mind-set into spending their time ca-
reerwise into doing something that
they really love,” Ms. Flammang
said. “And, boy, this fits the bill for a
lot of people.”

Some of the franchises like Camp
Bow Wow are innovating. The com-
pany plans to open self-serve dog
washes, either in or near each camp.
This fall, it is creating a retail divi-
sion.

Bark Busters dog training is also
building its own brand of product and
merchandise. There is a television
program and Internet radio show in
the works, too, said its chief execu-
tive, Andrew Brooke.

The company began in 1989 and
now operates in seven countries.
There are 200 locations in 38 states in
the United States.

The franchise fee is $64,500, and
there’s a strict screening process to
make sure the business is a good fit
for both company and applicant.

Ultimately, most franchise owners
stay in the system, Mr. Brooke said.
In six years, only 12 people have sold
because of health reasons or because
they found that the business wasn’t
right for them. 

The turnover rate for all pet fran-
chises is 9 percent, according to
Frandata, while turnover for fran-
chises in general is 11.8 percent.

Mr. Brooke says the people who
buy a Bark Busters are seeking free-
dom, fun and flexibility.

“They want to find a business they
love and never work a day in their
life,” he said. “In doing that they find
success and happiness in working
with animals.”

Preferring the End of a Leash to Being Chained to a Desk

Emile Wamsteker for The New York Times

Greg Kleva, a Bark Busters franchise owner, uses his dog as a distraction for Cody, a Cairn terrier.

Dog-service ventures
attract dropouts from
the corporate world.

ing — in this case, pretending to be a
customer to obtain that customer’s
records from the phone company. 

The small firms provide skills that
larger firms may not have, but they
also offer another benefit. Using mid-
dlemen can insulate the company
that has ordered the investigation
from any shadowy activities, private
investigators said.

“I’d be dumfounded if you could
find a corporation the size of H.P.
that turned directly to the pretex-
ter,” said Rob Douglas, an informa-
tion security consultant who has tes-
tified to Congress about illicit tactics
used to obtain telephone records. He
added that these investigations
“have middlemen and are layered.”

Mr. Douglas said it was not clear
whether the layering in this case was
intended as a way to shield company
executives, or was just the way the
process worked, with one step lead-
ing to another until a specialist in ob-
taining phone records was needed.

Federal and state prosecutors are
continuing to investigate what laws,
if any, were broken in Hewlett-Pack-
ard’s hunt for directors who leaked
information to the news media.

Hewlett-Packard has said the in-
vestigators it hired, whom it refuses
to identify, did succeed in identifying
a director as a source of leaks. That
director, George A. Keyworth II, re-
signed Tuesday after the company
accused him of giving details of a
management meeting to a reporter. 

The investigation into the leak re-
sulted earlier this year in the resig-
nation of another director, Thomas J.
Perkins, an ally of Mr. Keyworth,
over a dispute with Patricia C. Dunn,
the board chairwoman who ordered
the investigation. The company said
on Tuesday that Ms. Dunn would give
up her position in January.

“It’s a remarkable story because it
is such an obvious inappropriate
thing to do,” said Daniel E. Karson,
an executive managing director and
counsel at Kroll, the nation’s largest
investigation and security firm.

People who were briefed on details
of the company’s internal investiga-
tion have said that Security Out-
sourcing Solutions, which is run by
Ronald R. DeLia, was one company
involved.

But others who are investigating
the company’s actions said Wednes-
day that there were most likely other
firms involved. Security Outsourcing
acts as a kind of temporary em-
ployment agency and rounds up peo-
ple who can do a particular job, so it
is likely that those who got access to
the phone records were subcontrac-
tors. Legal filings in the California
attorney general’s investigation
show that one of the pretexters
gained access to a phone company
Web site using Internet service from
Cox Communications, a cable com-
pany that does not operate in Boston. 

State investigators have not said if
there were any other middlemen in-
volved. Several private investigators
said one reason to think Security

Outsourcing had help was that who-
ever did the actual work of obtaining
the phone records of the H.P. board
members and journalists had their
Social Security numbers.

Attempts to contact Security Out-
sourcing on Wednesday by phone and
e-mail and in person failed. No one
answered the door at Mr. DeLia’s
residence in Needham, a large home
on a tree-lined street. 

In addition to listing the Needham
home as an address, Security Out-
sourcing Solutions shares a Boston
phone number and address with the
law firm of Bonner Kiernan Trebach
& Crociata, although its name does
not appear on a lobby directory.
Calls to the firm were referred to a
partner, John A. Kiernan, who said
he had “a relationship that involves
attorney-client privilege” with Mr.
DeLia and could not talk about the
matter. 

Mr. DeLia, 56, is a licensed private
detective in Massachusetts who, ac-
cording to state police, has had no
disciplinary actions against him.
James Atkinson, a Boston-area pri-
vate detective who specializes in pre-
venting electronic surveillance and
has worked with Mr. DeLia, de-
scribed him as a “stand-up guy,”
adding: “I’d be astonished if this in-
volved Ron. This is not the kind of
work he does.”

At the top of the hierarchy in the
corporate investigations industry
are firms like Kroll or Deloitte
Touche Tohmatsu that work with
large corporations. Firms like Se-

cure Source, specializing in security
risk assessments, or SafirRosetti,
which focuses on financial fraud and
computer breaches, offer narrower
services. Both are units of the
GlobalOptions Group, which has
been consolidating a number of
small firms to gain influence with
corporations. 

At the very bottom, investigators
say, are the shadowy information
brokers, the so-called pretexters,
who promote their ability to get
phone and credit records.

“There is a huge subdivision of in-
vestigative skills,” said James
Cawood, who runs a corporate in-
vestigations firm called Factor One
in Oakland, Calif.

Terry Lenzner, the head of the In-
vestigative Group International, a
well-known Washington investiga-
tions firm, said that for a large com-
pany like Hewlett-Packard to con-
tact a small firm directly would be
unusual. “I would think it would be
unheard-of,” he said. 

Mr. Lenzner said he had never
heard of Security Outsourcing. 

Mr. Karson said a company’s deci-
sion on whom to hire for an internal
investigation could sometimes be as
casual as the head of security saying,
“I know a guy.” He added: “That’s
how a large company can end up
working with a small firm.”

Tiny Investigation Firm 
Is One Focus in H.P. Case
Continued From First Business Page

Corporate inquiries
often involve a chain
of subcontracts. 

Katie Zezima contributed reporting
from Boston and Needham, Mass.

EUROPE

Russia: Central Bank Official Shot
Andrei Kozlov, the first deputy chairman of Russia’s central bank, was fight-
ing for his life in a hospital today after gunmen with automatic weapons at-
tacked him outside a Moscow sports stadium and killed his driver. Mr. Koz-
lov, 41, a high-profile figure in Russian finance who is in charge of cleaning up
the murky and fragmented banking system, underwent emergency surgery
for gunshot wounds to his chest and stomach. “The operation is over. He is in
critical condition but still alive,” said a duty nurse at Moscow’s Hospital No.
33. The gunmen struck after a soccer match between bank employees at a
stadium northeast of the Russian capital. (REUTERS)

Germany: Truck Maker Seeks to Acquire Another
The truck maker Man confirmed that it wants to ac-

quire a Swedish rival, Scania, to create a market lead-
er in Europe that can compete with bigger global ri-
vals. “Man believes that the rationale behind combin-
ing Man and Scania is compelling and confirms its in-
terest in such a combination,” it said. The statement
confirmed a report from Reuters on Tuesday that led
to a 9 percent gain in shares of Scania. Man’s confir-
mation led to a subsequent gain of 8 percent. Any deal
would involve Volkswagen, which owns 34 percent of
Scania’s voting rights, and Investor, the holding com-
pany owned by the Wallenberg family of Sweden,

which has a 19 percent voting stake. (REUTERS)

Italy: Parmalat’s Profit Falls
Parmalat, the dairy company that collapsed in bankruptcy in 2003, said first-
half profit fell 64 percent because of increased spending on legal fees and an
overhaul. Net income declined to 14.1 million euros ($18 million) from 39.6
million euros ($50.3 million) a year earlier, the company said. Sales, which
were reported in July, gained 6.8 percent, to 1.97 billion euros ($2.5 billion).
Parmalat, which is seeking damages from banks that sold bonds for the com-
pany before 2003, spent 32.5 million euros ($41.3 million) in the first half on le-
gal and reorganization costs. (BLOOMBERG NEWS)

AMERICAS

Mexico: Sale of CompUSA Is Weighed
Grupo Carso, an industrial group controlled by the billionaire Carlos Slim
Helú, has hired the Credit Suisse Group for the possible sale of its consumer
electronics unit, CompUSA, a company official said. “We’ve assessed differ-
ent options for CompUSA, and selling is a possibility,” Jorge Serrano, Grupo
Carso’s investors relations director, said in an interview from Mexico City.
“We’re looking at options to improve value for our shareholders.” Mr. Slim,
who has amassed more than $30 billion by selling telecommunications serv-
ices in Latin America, has failed to make CompUSA profitable since buying
the company in 2000. CompUSA, based in Dallas, operates 230 stores in the
United States and Puerto Rico. Mr. Serrano declined to discuss other options
being considered for CompUSA. (BLOOMBERG NEWS)

WORLD BUSINESS BRIEFING
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A
PPLE, these days, is an innova-

tion factory. The company
releases so many products,
so often, you get the idea

that everyone there just runs around
yelling ideas. If this is Thursday,
there must be a new iPod.

But this summer, the company
was unusually quiet. Apple watchers
online concluded that something
really, really big must be in the
works. A wide-screen iPod! An
iPhone! A hovercar!

At a media event in San Francisco
on Tuesday, Apple finally spilled the
beans. It hadn’t been working on one
big thing, but on four medium-size
developments that lay the ground-
work for some ambitious bigger ones
down the road.

New iPods
The iPod family already makes up

75 percent of all music player sales.
So where does Apple take them from
there? Pretty much the only way
they can go: smaller, cheaper and
tougher, with better batteries and

greater ca-
pacity. The
least expen-
sive iPod, the
Shuffle (the
one without a
screen), is
now a one-
inch alumi-
num square,
barely large
enough to con-
tain its quar-
ter-size con-

trol dial. There’s no room for a U.S.B.
jack, so the Shuffle comes with an
even tinier recharging-synching
dock that connects to your computer.

The entire back is a spring-loaded
clip, suitable for attaching to your
clothing or backpack strap. Even the
spring is smooth and satisfying, with
precisely the right amount of grip —
a typical touch from the company
that patented the electronics-as-jew-
elry culture. The Shuffle arrives next
month for $80 (one gigabyte, which
holds about 240 songs). 

The iPod Nano has been refined,
too. The original model was shiny
and gorgeous. But its high-gloss sur-
face was so delicate, pocket lint
could scratch it.

That won’t be a problem with the
new Nano. Its body is now wrapped
in high-luster, textured aluminum,
like the old iPod Mini. It’s even a hair
smaller and lighter than the old Nano
(3.5 by 1.6 by 0.3 inches), and comes
in a choice of five colors: silver, blue,
pink, green or black. Prices range
from $150 (2 gigabytes, silver only)
to $250 (8 gigabytes, black only). The
battery now plays music for at least
24 hours, which ought to cover your
morning jog.

The Nano looks, feels and sounds
fantastic, and it’s a huge relief not to
have to worry about nicking its pre-
cious skin anymore. Note, however,
that the Nano’s new streamlined
packaging is too small for a CD with
the iTunes software; you’re sup-
posed to download your own copy
from Apple’s Web site.

The “big” iPod, the one containing
a hard drive and capable of playing
videos, got a smaller upgrade. It
comes in two models, for $250 or $350
(30 or 80 gigabytes), which is $50 off
the previous models (30 and 60 giga-
bytes). You can crank the screen 60
percent brighter than before. And
Apple now sells nine slick iPod video
games for $5 each (Pac-Man lives!).

The big iPod’s battery can play
music for 20 hours, or, more signifi-

New at Apple:
Smaller iPods,
Bigger Ideas

Stuart Goldenberg

DAVID POGUE

Continued on Page 10

By STEVEN R. WEISMAN

WASHINGTON, Sept. 13 — In his
first 15 months as president of the
World Bank, Paul D. Wolfowitz has
made the fight against corruption in
poor countries a hallmark issue,
waging an aggressive campaign that
has led to the suspension of hundreds
of millions of dollars in loans and
contracts to nations including India,
Chad, Kenya, Congo, Ethiopia and
Bangladesh.

It is a new incarnation for Mr.
Wolfowitz, a neoconservative intel-
lectual who was a primary architect
of the Iraq war during four years as
deputy secretary of defense.

At the World Bank, Mr. Wolfowitz,
62, has maintained an assertive but
soft-spoken style, saying recently
that the bank’s mission was “to send

children to school, to help mothers be
healthier, to provide jobs for poor
people — not to have resources si-
phoned off into the hands of the cor-
rupt and greedy.”

In recent months, however, his
campaign has run into a host of crit-
ics, both at the bank and among fi-
nancial officials outside the United
States, who say that developing coun-
tries are being threatened with arbi-
trary punishment in a way that jeop-
ardizes the bank’s longtime mission
to reduce poverty.

Few here at the World Bank dis-
pute the idea that corruption is a se-
rious problem, but the rift over Mr.
Wolfowitz’s approach has grown
deep and bitter, according to more
than a dozen bank officials inter-
viewed recently. 

The backlash at the bank against

Mr. Wolfowitz’s approach centers
not on his intentions or goals, but on a
widespread fear that countries will
be categorized in the future as cor-
rupt or not corrupt, and that lending
will be shut off in a selective way.

“Anticorruption efforts are an es-
sential part of development finance,”
said Roberto Dañino, a senior vice
president of the bank until early this
year. “But getting rid of corruption is
not a silver bullet. The bank should
not overemphasize its anticorruption
agenda at the expense of other pol-
icies required for development.”

Mr. Wolfowitz acknowledges that
his decisions to suspend or delay
loans, contracts and debt relief funds
for many countries have provoked
outcries, but he says that in almost 

Wolfowitz Corruption Drive Rattles World Bankers

The Straits Times, via Associated Press

Mr. Wolfowitz being greeted at his
hotel in Singapore early yesterday. Continued on Page 4

By MATT RICHTEL 
and DAMON DARLIN 

SAN FRANCISCO, Sept. 13 — Cali-
fornia prosecutors looking into the
Hewlett-Packard spying case are fo-
cusing in part on a small private in-
vestigation firm in suburban Boston,
operating out of a yellow house with
black shutters in a quiet neighbor-
hood.

How such a tiny firm ended up
handling work for H.P., one of the
largest technology companies in the
world, as it tried to find out who had
leaked company secrets is not clear.
But other private investigators said
on Wednesday that the situation was
not surprising, because corporations
in need of such services often end up
relying on a chain of subcontractors. 

Prosecutors will have to follow
that chain as they pursue those re-
sponsible for gaining access to the
phone records of journalists and
company board members.

It is common practice for a com-
pany’s head of security, its general
counsel or its outside law firm to hire
a security consulting firm, which
often hires smaller firms, like the
one prosecutors say was involved in
this case, Security Outsourcing Solu-
tions in Needham, Mass.

Those firms then hire freelance in-
vestigators to do work like surveil-
lance or the acquisition of phone
records.

The H.P. investigation involved the
use of a technique known as pretext-

Tiny Firm’s 
H.P. Link
Scrutinized 

Continued on Page 6

By SETH SCHIESEL

In a move that may allow Nintendo
of Japan to take advantage of stum-
bles by its main rival, the company
plans to announce today that it will
release its new Wii video game con-
sole in North America and South
America on Nov. 19, just as the holi-
day shopping season begins, and that
the machine will cost $250 in the
United States.

Nintendo executives said this week
that the company would also an-
nounce today that more than 25 new
games would be available for its vid-
eo game machine this year, a sub-
stantial portfolio from several
genres that is intended to help the
company broaden the appeal of its
console. The company plans to ship
four million of the Wii consoles
worldwide this year.

Nintendo will also explain today a
plan to expand the video game mar-
ket beyond its core of young men. 

Today’s announcement comes as
Nintendo’s main rival, Sony, has
been forced to delay and scale back
the introduction of its own game ma-
chine, the PlayStation 3, at least
twice amid serious troubles with that
company’s new Blu-ray Disc technol-
ogy. 

Last week Sony said that the Play-
Station 3 would not be introduced in
Europe until 2007 and that it would
ship millions fewer units worldwide
this year than it had promised. The
top version of the PlayStation 3 is ex-

New Product
By Nintendo
For Holidays 

Continued on Page 11

By MARK LANDLER
and MARTIN FACKLER

BOULOGNE-BILLANCOURT, France, Sept. 12 — For
an executive who runs two giant carmakers, in France and
Japan, and is trying to extend his influence over a third —
General Motors in America — this dreary suburb of Paris is
as close as Carlos Ghosn gets to home turf.

And yet here at the headquarters of Renault, Mr. Ghosn,
the man who is arguably the world’s most celebrated auto
executive, anointed by some as the industry’s savior,
seemed oddly on the defensive.

Despite his gilded reputation, Mr. Ghosn’s companies,
Renault and its partner, Nissan Motor, are not performing
well right now — a fact their boss readily acknowledges.

“I think Nissan is still far from its potential,” Mr. Ghosn
said this week, in one of his few interviews since meeting
with G.M.’s chief executive, Rick Wagoner, after his auda-
cious overture to G.M. this summer. “This year has been
very frustrating so far.”

As for Renault, Mr. Ghosn said, “We’re working hard,
but we’ll see practically no results” until next summer, when
a raft of new models ordered by him begins to roll out. With
its European rivals racing ahead of it, Mr. Ghosn predicted a
“harsh period” for the French carmaker.

An agreement with G.M. will hinge on more than the
shifting fortunes of Renault and Nissan. Mr. Ghosn’s ratio-
nale for expanding the alliance is that it could generate huge
synergies — from joint purchasing to sharing of technology
— as it already has between its existing partners.

But with all these other headaches, some experts argue
that Mr. Ghosn, 52, should not take on a new one.

“He’d be spreading himself too thin,” said Garel Rhys,
director of the Center for Automotive Industry Research at
Cardiff University in Wales. “The problems at Nissan are
nothing compared to the problems at General Motors.”

Negotiators for G.M. and Renault-Nissan are entering 

What, Ghosn Worry?
Nissan-Renault’s Chief Suddenly Seems to Be on the Defensive

Continued on Page 11

One critic
wonders if

Carlos Ghosn,
anointed by
some as the

auto industry’s
savior, is really

up to the task
of fixing G.M.

Ruby Washington/
The New York Times

A Source of Frustration
Carlos Ghosn oversees both Nissan and Renault. 
Growth at the companies has stagnated recently.

Sources: Company reports; Bloomberg Financial Markets The New York Times
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SMALL BUSINESS

By MARYANN MOTT
Pet stores, grooming shops, board-

ing kennels and dog bakeries are
some of the more common pet-relat-
ed franchises that have sprouted in
the last five years. But perhaps the
most unusual is Pet Butler, a service
that collects dog waste and disposes
of it properly for a fee.

The company, based in Dallas, be-
gan selling franchises last year, and
has 17 nationwide. Matt Boswell, the
founder, said there was no shortage
of office workers willing to trade
briefcases for pooper scoopers. Each
month he receives more than 200 ap-
plications from people willing to pay
the $24,900 franchise fee. New fran-
chise partners can expect to pay a to-
tal of about $60,000 in start-up costs.

Sales of pet franchises increased
116 percent from 2000 to 2004, the
most recent data available, accord-
ing to Frandata, an independent pro-
vider of franchise information.

“They’re tired of their microma-
naging boss,” Mr. Boswell said of the
corporate refugees. “They’re tired of
no control over their pay. They’re
tired of sitting in a cube all day.”

That was the case for Niki Tudge
of Panama City Beach, Fla., who
worked long hours managing luxury
hotels for 15 years. Ms. Tudge, who
worked as a canine behaviorist part
time for seven years, decided that
working with pets full time was what
she wanted to do.

“When I found Pet Butler I
thought, ‘Wow, how quirky is this?’ ”
recalled Ms. Tudge, who also opened
a dog training center. She said she
had thought about starting her own
business for many years but was not
sure she could give up the lifestyle
her six-figure salary allowed. “But
as you get older and most of your in-
trinsic needs have been fulfilled,”
Ms. Tudge, 40, said, “all that stuff be-
comes a little less important. Then
it’s more about having the time, free-
dom and independence.” 

She has invested $70,000 so far and
expects to break even by the end of
the year.

A lifelong dog lover, Greg Kleva
was ready for a professional change.
Three years ago, he quit his high-
paying Wall Street job and bought a
Bark Busters dog training franchise. 

Mr. Kleva, 38, now enjoys being his
own boss and helping families in Ber-
gen County, N.J., tame their misbe-
having pets. 

The first few years in business

were a financial struggle, he ac-
knowledges. “Quite honestly because
of America’s love affair with their
dogs, the money is there to be made.
Am I going to get rich doing this?
Probably not,” Mr. Kleva said. “But I
make a comfortable living and I love
what I’m doing.” 

Today more than half of all Ameri-
can households own at least one pet,
and this year spending on pets is ex-
pected to reach $38.4 billion, accord-
ing to the American Pet Product
Manufacturers Association, a trade
organization. 

That is more than Americans
spend each year on toys or candy.

The increase in spending on pet
products and services reflects a
change in attitudes toward pets,
which are now commonly considered
to be children and are treated ac-
cordingly by many. 

The founder of Just Dogs Gour-
met, Colleen Starnadori, said baby

boomers and empty nesters, like her,
are the ones helping the pet industry
soar. “Once the kids were grown, and
it was just me, I had to have some-
body to spoil,” she said. That some-
body is Lucy, a golden retriever.

Ms. Starnadori believed her pup
deserved the same type of home-
made nutritious food she served her
children while they were growing up.
After several months of trying differ-
ent recipes, she finally created all-
natural treats from scratch that
Lucy truly loved.

In 2001, the first Just Dogs Gour-
met location opened in Washington,
Pa. Two years later, the company be-
gan selling franchises. Today 35
“barkeries” in malls throughout the
country sell hand-decorated doggie
treats that come in a multitude of fla-
vors. By the end of this year, 10 more
are expected to open. 

“Dog-crazy people are attracted to
the business,” Ms. Starnadori said,
adding that most franchisees were
women who did not have pet-related
business backgrounds.

Opening a store costs $75,000 to
$125,000, including the franchise fee,
she said. The average store nets
about $50,000 annually.

The company recently introduced

a line of private-label spa products
for dogs, including bathrobes, sham-
poos and spritzes. It also began sell-
ing treats infused with vitamins and
supplements, like glucosamine and
omega-3 fatty acids.

Among the more traditional pet
enterprises is Camp Bow Wow dog
day care and boarding houses. Each
is designed with indoor and outdoor
play areas, and has a live Camper
Cam for pet owners to watch and
piped-in classical music for over-
night campers.

In just three years, the company,
based in Boulder, Colo., has sold 140
franchises in 28 states. Another 25
are scheduled to open by the end of
the year. Each costs $250,000 to
$500,000 to open.

Heidi Flammang, the chief execu-
tive, says the goal is for franchisees
to break even, in terms of monthly
cash flow, within one year. So far, she
says, no one has failed. The majority
of camp owners are corporate burn-
outs, most of them professional wom-
en in their 30’s and 40’s.

“People are really shifting their
mind-set into spending their time ca-
reerwise into doing something that
they really love,” Ms. Flammang
said. “And, boy, this fits the bill for a
lot of people.”

Some of the franchises like Camp
Bow Wow are innovating. The com-
pany plans to open self-serve dog
washes, either in or near each camp.
This fall, it is creating a retail divi-
sion.

Bark Busters dog training is also
building its own brand of product and
merchandise. There is a television
program and Internet radio show in
the works, too, said its chief execu-
tive, Andrew Brooke.

The company began in 1989 and
now operates in seven countries.
There are 200 locations in 38 states in
the United States.

The franchise fee is $64,500, and
there’s a strict screening process to
make sure the business is a good fit
for both company and applicant.

Ultimately, most franchise owners
stay in the system, Mr. Brooke said.
In six years, only 12 people have sold
because of health reasons or because
they found that the business wasn’t
right for them. 

The turnover rate for all pet fran-
chises is 9 percent, according to
Frandata, while turnover for fran-
chises in general is 11.8 percent.

Mr. Brooke says the people who
buy a Bark Busters are seeking free-
dom, fun and flexibility.

“They want to find a business they
love and never work a day in their
life,” he said. “In doing that they find
success and happiness in working
with animals.”

Preferring the End of a Leash to Being Chained to a Desk

Emile Wamsteker for The New York Times

Greg Kleva, a Bark Busters franchise owner, uses his dog as a distraction for Cody, a Cairn terrier.

Dog-service ventures
attract dropouts from
the corporate world.

ing — in this case, pretending to be a
customer to obtain that customer’s
records from the phone company. 

The small firms provide skills that
larger firms may not have, but they
also offer another benefit. Using mid-
dlemen can insulate the company
that has ordered the investigation
from any shadowy activities, private
investigators said.

“I’d be dumfounded if you could
find a corporation the size of H.P.
that turned directly to the pretex-
ter,” said Rob Douglas, an informa-
tion security consultant who has tes-
tified to Congress about illicit tactics
used to obtain telephone records. He
added that these investigations
“have middlemen and are layered.”

Mr. Douglas said it was not clear
whether the layering in this case was
intended as a way to shield company
executives, or was just the way the
process worked, with one step lead-
ing to another until a specialist in ob-
taining phone records was needed.

Federal and state prosecutors are
continuing to investigate what laws,
if any, were broken in Hewlett-Pack-
ard’s hunt for directors who leaked
information to the news media.

Hewlett-Packard has said the in-
vestigators it hired, whom it refuses
to identify, did succeed in identifying
a director as a source of leaks. That
director, George A. Keyworth II, re-
signed Tuesday after the company
accused him of giving details of a
management meeting to a reporter. 

The investigation into the leak re-
sulted earlier this year in the resig-
nation of another director, Thomas J.
Perkins, an ally of Mr. Keyworth,
over a dispute with Patricia C. Dunn,
the board chairwoman who ordered
the investigation. The company said
on Tuesday that Ms. Dunn would give
up her position in January.

“It’s a remarkable story because it
is such an obvious inappropriate
thing to do,” said Daniel E. Karson,
an executive managing director and
counsel at Kroll, the nation’s largest
investigation and security firm.

People who were briefed on details
of the company’s internal investiga-
tion have said that Security Out-
sourcing Solutions, which is run by
Ronald R. DeLia, was one company
involved.

But others who are investigating
the company’s actions said Wednes-
day that there were most likely other
firms involved. Security Outsourcing
acts as a kind of temporary em-
ployment agency and rounds up peo-
ple who can do a particular job, so it
is likely that those who got access to
the phone records were subcontrac-
tors. Legal filings in the California
attorney general’s investigation
show that one of the pretexters
gained access to a phone company
Web site using Internet service from
Cox Communications, a cable com-
pany that does not operate in Boston. 

State investigators have not said if
there were any other middlemen in-
volved. Several private investigators
said one reason to think Security

Outsourcing had help was that who-
ever did the actual work of obtaining
the phone records of the H.P. board
members and journalists had their
Social Security numbers.

Attempts to contact Security Out-
sourcing on Wednesday by phone and
e-mail and in person failed. No one
answered the door at Mr. DeLia’s
residence in Needham, a large home
on a tree-lined street. 

In addition to listing the Needham
home as an address, Security Out-
sourcing Solutions shares a Boston
phone number and address with the
law firm of Bonner Kiernan Trebach
& Crociata, although its name does
not appear on a lobby directory.
Calls to the firm were referred to a
partner, John A. Kiernan, who said
he had “a relationship that involves
attorney-client privilege” with Mr.
DeLia and could not talk about the
matter. 

Mr. DeLia, 56, is a licensed private
detective in Massachusetts who, ac-
cording to state police, has had no
disciplinary actions against him.
James Atkinson, a Boston-area pri-
vate detective who specializes in pre-
venting electronic surveillance and
has worked with Mr. DeLia, de-
scribed him as a “stand-up guy,”
adding: “I’d be astonished if this in-
volved Ron. This is not the kind of
work he does.”

At the top of the hierarchy in the
corporate investigations industry
are firms like Kroll or Deloitte
Touche Tohmatsu that work with
large corporations. Firms like Se-

cure Source, specializing in security
risk assessments, or SafirRosetti,
which focuses on financial fraud and
computer breaches, offer narrower
services. Both are units of the
GlobalOptions Group, which has
been consolidating a number of
small firms to gain influence with
corporations. 

At the very bottom, investigators
say, are the shadowy information
brokers, the so-called pretexters,
who promote their ability to get
phone and credit records.

“There is a huge subdivision of in-
vestigative skills,” said James
Cawood, who runs a corporate in-
vestigations firm called Factor One
in Oakland, Calif.

Terry Lenzner, the head of the In-
vestigative Group International, a
well-known Washington investiga-
tions firm, said that for a large com-
pany like Hewlett-Packard to con-
tact a small firm directly would be
unusual. “I would think it would be
unheard-of,” he said. 

Mr. Lenzner said he had never
heard of Security Outsourcing. 

Mr. Karson said a company’s deci-
sion on whom to hire for an internal
investigation could sometimes be as
casual as the head of security saying,
“I know a guy.” He added: “That’s
how a large company can end up
working with a small firm.”

Tiny Investigation Firm 
Is One Focus in H.P. Case
Continued From First Business Page

Corporate inquiries
often involve a chain
of subcontracts. 

Katie Zezima contributed reporting
from Boston and Needham, Mass.

EUROPE

Russia: Central Bank Official Shot
Andrei Kozlov, the first deputy chairman of Russia’s central bank, was fight-
ing for his life in a hospital today after gunmen with automatic weapons at-
tacked him outside a Moscow sports stadium and killed his driver. Mr. Koz-
lov, 41, a high-profile figure in Russian finance who is in charge of cleaning up
the murky and fragmented banking system, underwent emergency surgery
for gunshot wounds to his chest and stomach. “The operation is over. He is in
critical condition but still alive,” said a duty nurse at Moscow’s Hospital No.
33. The gunmen struck after a soccer match between bank employees at a

stadium northeast of the Russian capital. (REUTERS)

Germany: Truck Maker Seeks to Acquire Another
The truck maker Man confirmed that it wants to ac-

quire a Swedish rival, Scania, to create a market lead-
er in Europe that can compete with bigger global ri-
vals. “Man believes that the rationale behind combin-
ing Man and Scania is compelling and confirms its in-
terest in such a combination,” it said. The statement
confirmed a report from Reuters on Tuesday that led
to a 9 percent gain in shares of Scania. Man’s confir-
mation led to a subsequent gain of 8 percent. Any deal
would involve Volkswagen, which owns 34 percent of
Scania’s voting rights, and Investor, the holding com-
pany owned by the Wallenberg family of Sweden,

which has a 19 percent voting stake. (REUTERS)

Italy: Parmalat’s Profit Falls
Parmalat, the dairy company that collapsed in bankruptcy in 2003, said first-
half profit fell 64 percent because of increased spending on legal fees and an
overhaul. Net income declined to 14.1 million euros ($18 million) from 39.6
million euros ($50.3 million) a year earlier, the company said. Sales, which
were reported in July, gained 6.8 percent, to 1.97 billion euros ($2.5 billion).
Parmalat, which is seeking damages from banks that sold bonds for the com-
pany before 2003, spent 32.5 million euros ($41.3 million) in the first half on le-
gal and reorganization costs. (BLOOMBERG NEWS)

AMERICAS

Mexico: Sale of CompUSA Is Weighed
Grupo Carso, an industrial group controlled by the billionaire Carlos Slim
Helú, has hired the Credit Suisse Group for the possible sale of its consumer
electronics unit, CompUSA, a company official said. “We’ve assessed differ-
ent options for CompUSA, and selling is a possibility,” Jorge Serrano, Grupo
Carso’s investors relations director, said in an interview from Mexico City.
“We’re looking at options to improve value for our shareholders.” Mr. Slim,
who has amassed more than $30 billion by selling telecommunications serv-
ices in Latin America, has failed to make CompUSA profitable since buying
the company in 2000. CompUSA, based in Dallas, operates 230 stores in the
United States and Puerto Rico. Mr. Serrano declined to discuss other options
being considered for CompUSA. (BLOOMBERG NEWS)
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SMALL BUSINESS

By MARYANN MOTT
Pet stores, grooming shops, board-

ing kennels and dog bakeries are
some of the more common pet-relat-
ed franchises that have sprouted in
the last five years. But perhaps the
most unusual is Pet Butler, a service
that collects dog waste and disposes
of it properly for a fee.

The company, based in Dallas, be-
gan selling franchises last year, and
has 17 nationwide. Matt Boswell, the
founder, said there was no shortage
of office workers willing to trade
briefcases for pooper scoopers. Each
month he receives more than 200 ap-
plications from people willing to pay
the $24,900 franchise fee. New fran-
chise partners can expect to pay a to-
tal of about $60,000 in start-up costs.

Sales of pet franchises increased
116 percent from 2000 to 2004, the
most recent data available, accord-
ing to Frandata, an independent pro-
vider of franchise information.

“They’re tired of their microma-
naging boss,” Mr. Boswell said of the
corporate refugees. “They’re tired of
no control over their pay. They’re
tired of sitting in a cube all day.”

That was the case for Niki Tudge
of Panama City Beach, Fla., who
worked long hours managing luxury
hotels for 15 years. Ms. Tudge, who
worked as a canine behaviorist part
time for seven years, decided that
working with pets full time was what
she wanted to do.

“When I found Pet Butler I
thought, ‘Wow, how quirky is this?’ ”
recalled Ms. Tudge, who also opened
a dog training center. She said she
had thought about starting her own
business for many years but was not
sure she could give up the lifestyle
her six-figure salary allowed. “But
as you get older and most of your in-
trinsic needs have been fulfilled,”
Ms. Tudge, 40, said, “all that stuff be-
comes a little less important. Then
it’s more about having the time, free-
dom and independence.” 

She has invested $70,000 so far and
expects to break even by the end of
the year.

A lifelong dog lover, Greg Kleva
was ready for a professional change.
Three years ago, he quit his high-
paying Wall Street job and bought a
Bark Busters dog training franchise. 

Mr. Kleva, 38, now enjoys being his
own boss and helping families in Ber-
gen County, N.J., tame their misbe-
having pets. 

The first few years in business

were a financial struggle, he ac-
knowledges. “Quite honestly because
of America’s love affair with their
dogs, the money is there to be made.
Am I going to get rich doing this?
Probably not,” Mr. Kleva said. “But I
make a comfortable living and I love
what I’m doing.” 

Today more than half of all Ameri-
can households own at least one pet,
and this year spending on pets is ex-
pected to reach $38.4 billion, accord-
ing to the American Pet Product
Manufacturers Association, a trade
organization. 

That is more than Americans
spend each year on toys or candy.

The increase in spending on pet
products and services reflects a
change in attitudes toward pets,
which are now commonly considered
to be children and are treated ac-
cordingly by many. 

The founder of Just Dogs Gour-
met, Colleen Starnadori, said baby

boomers and empty nesters, like her,
are the ones helping the pet industry
soar. “Once the kids were grown, and
it was just me, I had to have some-
body to spoil,” she said. That some-
body is Lucy, a golden retriever.

Ms. Starnadori believed her pup
deserved the same type of home-
made nutritious food she served her
children while they were growing up.
After several months of trying differ-
ent recipes, she finally created all-
natural treats from scratch that
Lucy truly loved.

In 2001, the first Just Dogs Gour-
met location opened in Washington,
Pa. Two years later, the company be-
gan selling franchises. Today 35
“barkeries” in malls throughout the
country sell hand-decorated doggie
treats that come in a multitude of fla-
vors. By the end of this year, 10 more
are expected to open. 

“Dog-crazy people are attracted to
the business,” Ms. Starnadori said,
adding that most franchisees were
women who did not have pet-related
business backgrounds.

Opening a store costs $75,000 to
$125,000, including the franchise fee,
she said. The average store nets
about $50,000 annually.

The company recently introduced

a line of private-label spa products
for dogs, including bathrobes, sham-
poos and spritzes. It also began sell-
ing treats infused with vitamins and
supplements, like glucosamine and
omega-3 fatty acids.

Among the more traditional pet
enterprises is Camp Bow Wow dog
day care and boarding houses. Each
is designed with indoor and outdoor
play areas, and has a live Camper
Cam for pet owners to watch and
piped-in classical music for over-
night campers.

In just three years, the company,
based in Boulder, Colo., has sold 140
franchises in 28 states. Another 25
are scheduled to open by the end of
the year. Each costs $250,000 to
$500,000 to open.

Heidi Flammang, the chief execu-
tive, says the goal is for franchisees
to break even, in terms of monthly
cash flow, within one year. So far, she
says, no one has failed. The majority
of camp owners are corporate burn-
outs, most of them professional wom-
en in their 30’s and 40’s.

“People are really shifting their
mind-set into spending their time ca-
reerwise into doing something that
they really love,” Ms. Flammang
said. “And, boy, this fits the bill for a
lot of people.”

Some of the franchises like Camp
Bow Wow are innovating. The com-
pany plans to open self-serve dog
washes, either in or near each camp.
This fall, it is creating a retail divi-
sion.

Bark Busters dog training is also
building its own brand of product and
merchandise. There is a television
program and Internet radio show in
the works, too, said its chief execu-
tive, Andrew Brooke.

The company began in 1989 and
now operates in seven countries.
There are 200 locations in 38 states in
the United States.

The franchise fee is $64,500, and
there’s a strict screening process to
make sure the business is a good fit
for both company and applicant.

Ultimately, most franchise owners
stay in the system, Mr. Brooke said.
In six years, only 12 people have sold
because of health reasons or because
they found that the business wasn’t
right for them. 

The turnover rate for all pet fran-
chises is 9 percent, according to
Frandata, while turnover for fran-
chises in general is 11.8 percent.

Mr. Brooke says the people who
buy a Bark Busters are seeking free-
dom, fun and flexibility.

“They want to find a business they
love and never work a day in their
life,” he said. “In doing that they find
success and happiness in working
with animals.”

Preferring the End of a Leash to Being Chained to a Desk

Emile Wamsteker for The New York Times

Greg Kleva, a Bark Busters franchise owner, uses his dog as a distraction for Cody, a Cairn terrier.

Dog-service ventures
attract dropouts from
the corporate world.

ing — in this case, pretending to be a
customer to obtain that customer’s
records from the phone company. 

The small firms provide skills that
larger firms may not have, but they
also offer another benefit. Using mid-
dlemen can insulate the company
that has ordered the investigation
from any shadowy activities, private
investigators said.

“I’d be dumfounded if you could
find a corporation the size of H.P.
that turned directly to the pretex-
ter,” said Rob Douglas, an informa-
tion security consultant who has tes-
tified to Congress about illicit tactics
used to obtain telephone records. He
added that these investigations
“have middlemen and are layered.”

Mr. Douglas said it was not clear
whether the layering in this case was
intended as a way to shield company
executives, or was just the way the
process worked, with one step lead-
ing to another until a specialist in ob-
taining phone records was needed.

Federal and state prosecutors are
continuing to investigate what laws,
if any, were broken in Hewlett-Pack-
ard’s hunt for directors who leaked
information to the news media.

Hewlett-Packard has said the in-
vestigators it hired, whom it refuses
to identify, did succeed in identifying
a director as a source of leaks. That
director, George A. Keyworth II, re-
signed Tuesday after the company
accused him of giving details of a
management meeting to a reporter. 

The investigation into the leak re-
sulted earlier this year in the resig-
nation of another director, Thomas J.
Perkins, an ally of Mr. Keyworth,
over a dispute with Patricia C. Dunn,
the board chairwoman who ordered
the investigation. The company said
on Tuesday that Ms. Dunn would give
up her position in January.

“It’s a remarkable story because it
is such an obvious inappropriate
thing to do,” said Daniel E. Karson,
an executive managing director and
counsel at Kroll, the nation’s largest
investigation and security firm.

People who were briefed on details
of the company’s internal investiga-
tion have said that Security Out-
sourcing Solutions, which is run by
Ronald R. DeLia, was one company
involved.

But others who are investigating
the company’s actions said Wednes-
day that there were most likely other
firms involved. Security Outsourcing
acts as a kind of temporary em-
ployment agency and rounds up peo-
ple who can do a particular job, so it
is likely that those who got access to
the phone records were subcontrac-
tors. Legal filings in the California
attorney general’s investigation
show that one of the pretexters
gained access to a phone company
Web site using Internet service from
Cox Communications, a cable com-
pany that does not operate in Boston. 

State investigators have not said if
there were any other middlemen in-
volved. Several private investigators
said one reason to think Security

Outsourcing had help was that who-
ever did the actual work of obtaining
the phone records of the H.P. board
members and journalists had their
Social Security numbers.

Attempts to contact Security Out-
sourcing on Wednesday by phone and
e-mail and in person failed. No one
answered the door at Mr. DeLia’s
residence in Needham, a large home
on a tree-lined street. 

In addition to listing the Needham
home as an address, Security Out-
sourcing Solutions shares a Boston
phone number and address with the
law firm of Bonner Kiernan Trebach
& Crociata, although its name does
not appear on a lobby directory.
Calls to the firm were referred to a
partner, John A. Kiernan, who said
he had “a relationship that involves
attorney-client privilege” with Mr.
DeLia and could not talk about the
matter. 

Mr. DeLia, 56, is a licensed private
detective in Massachusetts who, ac-
cording to state police, has had no
disciplinary actions against him.
James Atkinson, a Boston-area pri-
vate detective who specializes in pre-
venting electronic surveillance and
has worked with Mr. DeLia, de-
scribed him as a “stand-up guy,”
adding: “I’d be astonished if this in-
volved Ron. This is not the kind of
work he does.”

At the top of the hierarchy in the
corporate investigations industry
are firms like Kroll or Deloitte
Touche Tohmatsu that work with
large corporations. Firms like Se-

cure Source, specializing in security
risk assessments, or SafirRosetti,
which focuses on financial fraud and
computer breaches, offer narrower
services. Both are units of the
GlobalOptions Group, which has
been consolidating a number of
small firms to gain influence with
corporations. 

At the very bottom, investigators
say, are the shadowy information
brokers, the so-called pretexters,
who promote their ability to get
phone and credit records.

“There is a huge subdivision of in-
vestigative skills,” said James
Cawood, who runs a corporate in-
vestigations firm called Factor One
in Oakland, Calif.

Terry Lenzner, the head of the In-
vestigative Group International, a
well-known Washington investiga-
tions firm, said that for a large com-
pany like Hewlett-Packard to con-
tact a small firm directly would be
unusual. “I would think it would be
unheard-of,” he said. 

Mr. Lenzner said he had never
heard of Security Outsourcing. 

Mr. Karson said a company’s deci-
sion on whom to hire for an internal
investigation could sometimes be as
casual as the head of security saying,
“I know a guy.” He added: “That’s
how a large company can end up
working with a small firm.”

Tiny Investigation Firm 
Is One Focus in H.P. Case
Continued From First Business Page

Corporate inquiries
often involve a chain
of subcontracts. 

Katie Zezima contributed reporting
from Boston and Needham, Mass.

EUROPE

Russia: Central Bank Official Shot
Andrei Kozlov, the first deputy chairman of Russia’s central bank, was fight-
ing for his life in a hospital today after gunmen with automatic weapons at-
tacked him outside a Moscow sports stadium and killed his driver. Mr. Koz-
lov, 41, a high-profile figure in Russian finance who is in charge of cleaning up
the murky and fragmented banking system, underwent emergency surgery
for gunshot wounds to his chest and stomach. “The operation is over. He is in
critical condition but still alive,” said a duty nurse at Moscow’s Hospital No.
33. The gunmen struck after a soccer match between bank employees at a

stadium northeast of the Russian capital. (REUTERS)

Germany: Truck Maker Seeks to Acquire Another
The truck maker Man confirmed that it wants to ac-

quire a Swedish rival, Scania, to create a market lead-
er in Europe that can compete with bigger global ri-
vals. “Man believes that the rationale behind combin-
ing Man and Scania is compelling and confirms its in-
terest in such a combination,” it said. The statement
confirmed a report from Reuters on Tuesday that led
to a 9 percent gain in shares of Scania. Man’s confir-
mation led to a subsequent gain of 8 percent. Any deal
would involve Volkswagen, which owns 34 percent of
Scania’s voting rights, and Investor, the holding com-
pany owned by the Wallenberg family of Sweden,

which has a 19 percent voting stake. (REUTERS)

Italy: Parmalat’s Profit Falls
Parmalat, the dairy company that collapsed in bankruptcy in 2003, said first-
half profit fell 64 percent because of increased spending on legal fees and an
overhaul. Net income declined to 14.1 million euros ($18 million) from 39.6
million euros ($50.3 million) a year earlier, the company said. Sales, which
were reported in July, gained 6.8 percent, to 1.97 billion euros ($2.5 billion).
Parmalat, which is seeking damages from banks that sold bonds for the com-
pany before 2003, spent 32.5 million euros ($41.3 million) in the first half on le-
gal and reorganization costs. (BLOOMBERG NEWS)

AMERICAS

Mexico: Sale of CompUSA Is Weighed
Grupo Carso, an industrial group controlled by the billionaire Carlos Slim
Helú, has hired the Credit Suisse Group for the possible sale of its consumer
electronics unit, CompUSA, a company official said. “We’ve assessed differ-
ent options for CompUSA, and selling is a possibility,” Jorge Serrano, Grupo
Carso’s investors relations director, said in an interview from Mexico City.
“We’re looking at options to improve value for our shareholders.” Mr. Slim,
who has amassed more than $30 billion by selling telecommunications serv-
ices in Latin America, has failed to make CompUSA profitable since buying
the company in 2000. CompUSA, based in Dallas, operates 230 stores in the
United States and Puerto Rico. Mr. Serrano declined to discuss other options
being considered for CompUSA. (BLOOMBERG NEWS)
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SMALL BUSINESS

By MARYANN MOTT
Pet stores, grooming shops, board-

ing kennels and dog bakeries are
some of the more common pet-relat-
ed franchises that have sprouted in
the last five years. But perhaps the
most unusual is Pet Butler, a service
that collects dog waste and disposes
of it properly for a fee.

The company, based in Dallas, be-
gan selling franchises last year, and
has 17 nationwide. Matt Boswell, the
founder, said there was no shortage
of office workers willing to trade
briefcases for pooper scoopers. Each
month he receives more than 200 ap-
plications from people willing to pay
the $24,900 franchise fee. New fran-
chise partners can expect to pay a to-
tal of about $60,000 in start-up costs.

Sales of pet franchises increased
116 percent from 2000 to 2004, the
most recent data available, accord-
ing to Frandata, an independent pro-
vider of franchise information.

“They’re tired of their microma-
naging boss,” Mr. Boswell said of the
corporate refugees. “They’re tired of
no control over their pay. They’re
tired of sitting in a cube all day.”

That was the case for Niki Tudge
of Panama City Beach, Fla., who
worked long hours managing luxury
hotels for 15 years. Ms. Tudge, who
worked as a canine behaviorist part
time for seven years, decided that
working with pets full time was what
she wanted to do.

“When I found Pet Butler I
thought, ‘Wow, how quirky is this?’ ”
recalled Ms. Tudge, who also opened
a dog training center. She said she
had thought about starting her own
business for many years but was not
sure she could give up the lifestyle
her six-figure salary allowed. “But
as you get older and most of your in-
trinsic needs have been fulfilled,”
Ms. Tudge, 40, said, “all that stuff be-
comes a little less important. Then
it’s more about having the time, free-
dom and independence.” 

She has invested $70,000 so far and
expects to break even by the end of
the year.

A lifelong dog lover, Greg Kleva
was ready for a professional change.
Three years ago, he quit his high-
paying Wall Street job and bought a
Bark Busters dog training franchise. 

Mr. Kleva, 38, now enjoys being his
own boss and helping families in Ber-
gen County, N.J., tame their misbe-
having pets. 

The first few years in business

were a financial struggle, he ac-
knowledges. “Quite honestly because
of America’s love affair with their
dogs, the money is there to be made.
Am I going to get rich doing this?
Probably not,” Mr. Kleva said. “But I
make a comfortable living and I love
what I’m doing.” 

Today more than half of all Ameri-
can households own at least one pet,
and this year spending on pets is ex-
pected to reach $38.4 billion, accord-
ing to the American Pet Product
Manufacturers Association, a trade
organization. 

That is more than Americans
spend each year on toys or candy.

The increase in spending on pet
products and services reflects a
change in attitudes toward pets,
which are now commonly considered
to be children and are treated ac-
cordingly by many. 

The founder of Just Dogs Gour-
met, Colleen Starnadori, said baby

boomers and empty nesters, like her,
are the ones helping the pet industry
soar. “Once the kids were grown, and
it was just me, I had to have some-
body to spoil,” she said. That some-
body is Lucy, a golden retriever.

Ms. Starnadori believed her pup
deserved the same type of home-
made nutritious food she served her
children while they were growing up.
After several months of trying differ-
ent recipes, she finally created all-
natural treats from scratch that
Lucy truly loved.

In 2001, the first Just Dogs Gour-
met location opened in Washington,
Pa. Two years later, the company be-
gan selling franchises. Today 35
“barkeries” in malls throughout the
country sell hand-decorated doggie
treats that come in a multitude of fla-
vors. By the end of this year, 10 more
are expected to open. 

“Dog-crazy people are attracted to
the business,” Ms. Starnadori said,
adding that most franchisees were
women who did not have pet-related
business backgrounds.

Opening a store costs $75,000 to
$125,000, including the franchise fee,
she said. The average store nets
about $50,000 annually.

The company recently introduced

a line of private-label spa products
for dogs, including bathrobes, sham-
poos and spritzes. It also began sell-
ing treats infused with vitamins and
supplements, like glucosamine and
omega-3 fatty acids.

Among the more traditional pet
enterprises is Camp Bow Wow dog
day care and boarding houses. Each
is designed with indoor and outdoor
play areas, and has a live Camper
Cam for pet owners to watch and
piped-in classical music for over-
night campers.

In just three years, the company,
based in Boulder, Colo., has sold 140
franchises in 28 states. Another 25
are scheduled to open by the end of
the year. Each costs $250,000 to
$500,000 to open.

Heidi Flammang, the chief execu-
tive, says the goal is for franchisees
to break even, in terms of monthly
cash flow, within one year. So far, she
says, no one has failed. The majority
of camp owners are corporate burn-
outs, most of them professional wom-
en in their 30’s and 40’s.

“People are really shifting their
mind-set into spending their time ca-
reerwise into doing something that
they really love,” Ms. Flammang
said. “And, boy, this fits the bill for a
lot of people.”

Some of the franchises like Camp
Bow Wow are innovating. The com-
pany plans to open self-serve dog
washes, either in or near each camp.
This fall, it is creating a retail divi-
sion.

Bark Busters dog training is also
building its own brand of product and
merchandise. There is a television
program and Internet radio show in
the works, too, said its chief execu-
tive, Andrew Brooke.

The company began in 1989 and
now operates in seven countries.
There are 200 locations in 38 states in
the United States.

The franchise fee is $64,500, and
there’s a strict screening process to
make sure the business is a good fit
for both company and applicant.

Ultimately, most franchise owners
stay in the system, Mr. Brooke said.
In six years, only 12 people have sold
because of health reasons or because
they found that the business wasn’t
right for them. 

The turnover rate for all pet fran-
chises is 9 percent, according to
Frandata, while turnover for fran-
chises in general is 11.8 percent.

Mr. Brooke says the people who
buy a Bark Busters are seeking free-
dom, fun and flexibility.

“They want to find a business they
love and never work a day in their
life,” he said. “In doing that they find
success and happiness in working
with animals.”

Preferring the End of a Leash to Being Chained to a Desk

Emile Wamsteker for The New York Times

Greg Kleva, a Bark Busters franchise owner, uses his dog as a distraction for Cody, a Cairn terrier.

Dog-service ventures
attract dropouts from
the corporate world.

ing — in this case, pretending to be a
customer to obtain that customer’s
records from the phone company. 

The small firms provide skills that
larger firms may not have, but they
also offer another benefit. Using mid-
dlemen can insulate the company
that has ordered the investigation
from any shadowy activities, private
investigators said.

“I’d be dumfounded if you could
find a corporation the size of H.P.
that turned directly to the pretex-
ter,” said Rob Douglas, an informa-
tion security consultant who has tes-
tified to Congress about illicit tactics
used to obtain telephone records. He
added that these investigations
“have middlemen and are layered.”

Mr. Douglas said it was not clear
whether the layering in this case was
intended as a way to shield company
executives, or was just the way the
process worked, with one step lead-
ing to another until a specialist in ob-
taining phone records was needed.

Federal and state prosecutors are
continuing to investigate what laws,
if any, were broken in Hewlett-Pack-
ard’s hunt for directors who leaked
information to the news media.

Hewlett-Packard has said the in-
vestigators it hired, whom it refuses
to identify, did succeed in identifying
a director as a source of leaks. That
director, George A. Keyworth II, re-
signed Tuesday after the company
accused him of giving details of a
management meeting to a reporter. 

The investigation into the leak re-
sulted earlier this year in the resig-
nation of another director, Thomas J.
Perkins, an ally of Mr. Keyworth,
over a dispute with Patricia C. Dunn,
the board chairwoman who ordered
the investigation. The company said
on Tuesday that Ms. Dunn would give
up her position in January.

“It’s a remarkable story because it
is such an obvious inappropriate
thing to do,” said Daniel E. Karson,
an executive managing director and
counsel at Kroll, the nation’s largest
investigation and security firm.

People who were briefed on details
of the company’s internal investiga-
tion have said that Security Out-
sourcing Solutions, which is run by
Ronald R. DeLia, was one company
involved.

But others who are investigating
the company’s actions said Wednes-
day that there were most likely other
firms involved. Security Outsourcing
acts as a kind of temporary em-
ployment agency and rounds up peo-
ple who can do a particular job, so it
is likely that those who got access to
the phone records were subcontrac-
tors. Legal filings in the California
attorney general’s investigation
show that one of the pretexters
gained access to a phone company
Web site using Internet service from
Cox Communications, a cable com-
pany that does not operate in Boston. 

State investigators have not said if
there were any other middlemen in-
volved. Several private investigators
said one reason to think Security

Outsourcing had help was that who-
ever did the actual work of obtaining
the phone records of the H.P. board
members and journalists had their
Social Security numbers.

Attempts to contact Security Out-
sourcing on Wednesday by phone and
e-mail and in person failed. No one
answered the door at Mr. DeLia’s
residence in Needham, a large home
on a tree-lined street. 

In addition to listing the Needham
home as an address, Security Out-
sourcing Solutions shares a Boston
phone number and address with the
law firm of Bonner Kiernan Trebach
& Crociata, although its name does
not appear on a lobby directory.
Calls to the firm were referred to a
partner, John A. Kiernan, who said
he had “a relationship that involves
attorney-client privilege” with Mr.
DeLia and could not talk about the
matter. 

Mr. DeLia, 56, is a licensed private
detective in Massachusetts who, ac-
cording to state police, has had no
disciplinary actions against him.
James Atkinson, a Boston-area pri-
vate detective who specializes in pre-
venting electronic surveillance and
has worked with Mr. DeLia, de-
scribed him as a “stand-up guy,”
adding: “I’d be astonished if this in-
volved Ron. This is not the kind of
work he does.”

At the top of the hierarchy in the
corporate investigations industry
are firms like Kroll or Deloitte
Touche Tohmatsu that work with
large corporations. Firms like Se-

cure Source, specializing in security
risk assessments, or SafirRosetti,
which focuses on financial fraud and
computer breaches, offer narrower
services. Both are units of the
GlobalOptions Group, which has
been consolidating a number of
small firms to gain influence with
corporations. 

At the very bottom, investigators
say, are the shadowy information
brokers, the so-called pretexters,
who promote their ability to get
phone and credit records.

“There is a huge subdivision of in-
vestigative skills,” said James
Cawood, who runs a corporate in-
vestigations firm called Factor One
in Oakland, Calif.

Terry Lenzner, the head of the In-
vestigative Group International, a
well-known Washington investiga-
tions firm, said that for a large com-
pany like Hewlett-Packard to con-
tact a small firm directly would be
unusual. “I would think it would be
unheard-of,” he said. 

Mr. Lenzner said he had never
heard of Security Outsourcing. 

Mr. Karson said a company’s deci-
sion on whom to hire for an internal
investigation could sometimes be as
casual as the head of security saying,
“I know a guy.” He added: “That’s
how a large company can end up
working with a small firm.”

Tiny Investigation Firm 
Is One Focus in H.P. Case
Continued From First Business Page

Corporate inquiries
often involve a chain
of subcontracts. 

Katie Zezima contributed reporting
from Boston and Needham, Mass.

EUROPE

Russia: Central Bank Official Shot
Andrei Kozlov, the first deputy chairman of Russia’s central bank, was fight-
ing for his life in a hospital today after gunmen with automatic weapons at-
tacked him outside a Moscow sports stadium and killed his driver. Mr. Koz-
lov, 41, a high-profile figure in Russian finance who is in charge of cleaning up
the murky and fragmented banking system, underwent emergency surgery
for gunshot wounds to his chest and stomach. “The operation is over. He is in
critical condition but still alive,” said a duty nurse at Moscow’s Hospital No.
33. The gunmen struck after a soccer match between bank employees at a

stadium northeast of the Russian capital. (REUTERS)

Germany: Truck Maker Seeks to Acquire Another
The truck maker Man confirmed that it wants to ac-

quire a Swedish rival, Scania, to create a market lead-
er in Europe that can compete with bigger global ri-
vals. “Man believes that the rationale behind combin-
ing Man and Scania is compelling and confirms its in-
terest in such a combination,” it said. The statement
confirmed a report from Reuters on Tuesday that led
to a 9 percent gain in shares of Scania. Man’s confir-
mation led to a subsequent gain of 8 percent. Any deal
would involve Volkswagen, which owns 34 percent of
Scania’s voting rights, and Investor, the holding com-
pany owned by the Wallenberg family of Sweden,

which has a 19 percent voting stake. (REUTERS)

Italy: Parmalat’s Profit Falls
Parmalat, the dairy company that collapsed in bankruptcy in 2003, said first-
half profit fell 64 percent because of increased spending on legal fees and an
overhaul. Net income declined to 14.1 million euros ($18 million) from 39.6
million euros ($50.3 million) a year earlier, the company said. Sales, which
were reported in July, gained 6.8 percent, to 1.97 billion euros ($2.5 billion).
Parmalat, which is seeking damages from banks that sold bonds for the com-
pany before 2003, spent 32.5 million euros ($41.3 million) in the first half on le-
gal and reorganization costs. (BLOOMBERG NEWS)

AMERICAS

Mexico: Sale of CompUSA Is Weighed
Grupo Carso, an industrial group controlled by the billionaire Carlos Slim
Helú, has hired the Credit Suisse Group for the possible sale of its consumer
electronics unit, CompUSA, a company official said. “We’ve assessed differ-
ent options for CompUSA, and selling is a possibility,” Jorge Serrano, Grupo
Carso’s investors relations director, said in an interview from Mexico City.
“We’re looking at options to improve value for our shareholders.” Mr. Slim,
who has amassed more than $30 billion by selling telecommunications serv-
ices in Latin America, has failed to make CompUSA profitable since buying
the company in 2000. CompUSA, based in Dallas, operates 230 stores in the
United States and Puerto Rico. Mr. Serrano declined to discuss other options
being considered for CompUSA. (BLOOMBERG NEWS)
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SMALL BUSINESS

By MARYANN MOTT
Pet stores, grooming shops, board-

ing kennels and dog bakeries are
some of the more common pet-relat-
ed franchises that have sprouted in
the last five years. But perhaps the
most unusual is Pet Butler, a service
that collects dog waste and disposes
of it properly for a fee.

The company, based in Dallas, be-
gan selling franchises last year, and
has 17 nationwide. Matt Boswell, the
founder, said there was no shortage
of office workers willing to trade
briefcases for pooper scoopers. Each
month he receives more than 200 ap-
plications from people willing to pay
the $24,900 franchise fee. New fran-
chise partners can expect to pay a to-
tal of about $60,000 in start-up costs.

Sales of pet franchises increased
116 percent from 2000 to 2004, the
most recent data available, accord-
ing to Frandata, an independent pro-
vider of franchise information.

“They’re tired of their microma-
naging boss,” Mr. Boswell said of the
corporate refugees. “They’re tired of
no control over their pay. They’re
tired of sitting in a cube all day.”

That was the case for Niki Tudge
of Panama City Beach, Fla., who
worked long hours managing luxury
hotels for 15 years. Ms. Tudge, who
worked as a canine behaviorist part
time for seven years, decided that
working with pets full time was what
she wanted to do.

“When I found Pet Butler I
thought, ‘Wow, how quirky is this?’ ”
recalled Ms. Tudge, who also opened
a dog training center. She said she
had thought about starting her own
business for many years but was not
sure she could give up the lifestyle
her six-figure salary allowed. “But
as you get older and most of your in-
trinsic needs have been fulfilled,”
Ms. Tudge, 40, said, “all that stuff be-
comes a little less important. Then
it’s more about having the time, free-
dom and independence.” 

She has invested $70,000 so far and
expects to break even by the end of
the year.

A lifelong dog lover, Greg Kleva
was ready for a professional change.
Three years ago, he quit his high-
paying Wall Street job and bought a
Bark Busters dog training franchise. 

Mr. Kleva, 38, now enjoys being his
own boss and helping families in Ber-
gen County, N.J., tame their misbe-
having pets. 

The first few years in business

were a financial struggle, he ac-
knowledges. “Quite honestly because
of America’s love affair with their
dogs, the money is there to be made.
Am I going to get rich doing this?
Probably not,” Mr. Kleva said. “But I
make a comfortable living and I love
what I’m doing.” 

Today more than half of all Ameri-
can households own at least one pet,
and this year spending on pets is ex-
pected to reach $38.4 billion, accord-
ing to the American Pet Product
Manufacturers Association, a trade
organization. 

That is more than Americans
spend each year on toys or candy.

The increase in spending on pet
products and services reflects a
change in attitudes toward pets,
which are now commonly considered
to be children and are treated ac-
cordingly by many. 

The founder of Just Dogs Gour-
met, Colleen Starnadori, said baby

boomers and empty nesters, like her,
are the ones helping the pet industry
soar. “Once the kids were grown, and
it was just me, I had to have some-
body to spoil,” she said. That some-
body is Lucy, a golden retriever.

Ms. Starnadori believed her pup
deserved the same type of home-
made nutritious food she served her
children while they were growing up.
After several months of trying differ-
ent recipes, she finally created all-
natural treats from scratch that
Lucy truly loved.

In 2001, the first Just Dogs Gour-
met location opened in Washington,
Pa. Two years later, the company be-
gan selling franchises. Today 35
“barkeries” in malls throughout the
country sell hand-decorated doggie
treats that come in a multitude of fla-
vors. By the end of this year, 10 more
are expected to open. 

“Dog-crazy people are attracted to
the business,” Ms. Starnadori said,
adding that most franchisees were
women who did not have pet-related
business backgrounds.

Opening a store costs $75,000 to
$125,000, including the franchise fee,
she said. The average store nets
about $50,000 annually.

The company recently introduced

a line of private-label spa products
for dogs, including bathrobes, sham-
poos and spritzes. It also began sell-
ing treats infused with vitamins and
supplements, like glucosamine and
omega-3 fatty acids.

Among the more traditional pet
enterprises is Camp Bow Wow dog
day care and boarding houses. Each
is designed with indoor and outdoor
play areas, and has a live Camper
Cam for pet owners to watch and
piped-in classical music for over-
night campers.

In just three years, the company,
based in Boulder, Colo., has sold 140
franchises in 28 states. Another 25
are scheduled to open by the end of
the year. Each costs $250,000 to
$500,000 to open.

Heidi Flammang, the chief execu-
tive, says the goal is for franchisees
to break even, in terms of monthly
cash flow, within one year. So far, she
says, no one has failed. The majority
of camp owners are corporate burn-
outs, most of them professional wom-
en in their 30’s and 40’s.

“People are really shifting their
mind-set into spending their time ca-
reerwise into doing something that
they really love,” Ms. Flammang
said. “And, boy, this fits the bill for a
lot of people.”

Some of the franchises like Camp
Bow Wow are innovating. The com-
pany plans to open self-serve dog
washes, either in or near each camp.
This fall, it is creating a retail divi-
sion.

Bark Busters dog training is also
building its own brand of product and
merchandise. There is a television
program and Internet radio show in
the works, too, said its chief execu-
tive, Andrew Brooke.

The company began in 1989 and
now operates in seven countries.
There are 200 locations in 38 states in
the United States.

The franchise fee is $64,500, and
there’s a strict screening process to
make sure the business is a good fit
for both company and applicant.

Ultimately, most franchise owners
stay in the system, Mr. Brooke said.
In six years, only 12 people have sold
because of health reasons or because
they found that the business wasn’t
right for them. 

The turnover rate for all pet fran-
chises is 9 percent, according to
Frandata, while turnover for fran-
chises in general is 11.8 percent.

Mr. Brooke says the people who
buy a Bark Busters are seeking free-
dom, fun and flexibility.

“They want to find a business they
love and never work a day in their
life,” he said. “In doing that they find
success and happiness in working
with animals.”

Preferring the End of a Leash to Being Chained to a Desk

Emile Wamsteker for The New York Times

Greg Kleva, a Bark Busters franchise owner, uses his dog as a distraction for Cody, a Cairn terrier.

Dog-service ventures
attract dropouts from
the corporate world.

ing — in this case, pretending to be a
customer to obtain that customer’s
records from the phone company. 

The small firms provide skills that
larger firms may not have, but they
also offer another benefit. Using mid-
dlemen can insulate the company
that has ordered the investigation
from any shadowy activities, private
investigators said.

“I’d be dumfounded if you could
find a corporation the size of H.P.
that turned directly to the pretex-
ter,” said Rob Douglas, an informa-
tion security consultant who has tes-
tified to Congress about illicit tactics
used to obtain telephone records. He
added that these investigations
“have middlemen and are layered.”

Mr. Douglas said it was not clear
whether the layering in this case was
intended as a way to shield company
executives, or was just the way the
process worked, with one step lead-
ing to another until a specialist in ob-
taining phone records was needed.

Federal and state prosecutors are
continuing to investigate what laws,
if any, were broken in Hewlett-Pack-
ard’s hunt for directors who leaked
information to the news media.

Hewlett-Packard has said the in-
vestigators it hired, whom it refuses
to identify, did succeed in identifying
a director as a source of leaks. That
director, George A. Keyworth II, re-
signed Tuesday after the company
accused him of giving details of a
management meeting to a reporter. 

The investigation into the leak re-
sulted earlier this year in the resig-
nation of another director, Thomas J.
Perkins, an ally of Mr. Keyworth,
over a dispute with Patricia C. Dunn,
the board chairwoman who ordered
the investigation. The company said
on Tuesday that Ms. Dunn would give
up her position in January.

“It’s a remarkable story because it
is such an obvious inappropriate
thing to do,” said Daniel E. Karson,
an executive managing director and
counsel at Kroll, the nation’s largest
investigation and security firm.

People who were briefed on details
of the company’s internal investiga-
tion have said that Security Out-
sourcing Solutions, which is run by
Ronald R. DeLia, was one company
involved.

But others who are investigating
the company’s actions said Wednes-
day that there were most likely other
firms involved. Security Outsourcing
acts as a kind of temporary em-
ployment agency and rounds up peo-
ple who can do a particular job, so it
is likely that those who got access to
the phone records were subcontrac-
tors. Legal filings in the California
attorney general’s investigation
show that one of the pretexters
gained access to a phone company
Web site using Internet service from
Cox Communications, a cable com-
pany that does not operate in Boston. 

State investigators have not said if
there were any other middlemen in-
volved. Several private investigators
said one reason to think Security

Outsourcing had help was that who-
ever did the actual work of obtaining
the phone records of the H.P. board
members and journalists had their
Social Security numbers.

Attempts to contact Security Out-
sourcing on Wednesday by phone and
e-mail and in person failed. No one
answered the door at Mr. DeLia’s
residence in Needham, a large home
on a tree-lined street. 

In addition to listing the Needham
home as an address, Security Out-
sourcing Solutions shares a Boston
phone number and address with the
law firm of Bonner Kiernan Trebach
& Crociata, although its name does
not appear on a lobby directory.
Calls to the firm were referred to a
partner, John A. Kiernan, who said
he had “a relationship that involves
attorney-client privilege” with Mr.
DeLia and could not talk about the
matter. 

Mr. DeLia, 56, is a licensed private
detective in Massachusetts who, ac-
cording to state police, has had no
disciplinary actions against him.
James Atkinson, a Boston-area pri-
vate detective who specializes in pre-
venting electronic surveillance and
has worked with Mr. DeLia, de-
scribed him as a “stand-up guy,”
adding: “I’d be astonished if this in-
volved Ron. This is not the kind of
work he does.”

At the top of the hierarchy in the
corporate investigations industry
are firms like Kroll or Deloitte
Touche Tohmatsu that work with
large corporations. Firms like Se-

cure Source, specializing in security
risk assessments, or SafirRosetti,
which focuses on financial fraud and
computer breaches, offer narrower
services. Both are units of the
GlobalOptions Group, which has
been consolidating a number of
small firms to gain influence with
corporations. 

At the very bottom, investigators
say, are the shadowy information
brokers, the so-called pretexters,
who promote their ability to get
phone and credit records.

“There is a huge subdivision of in-
vestigative skills,” said James
Cawood, who runs a corporate in-
vestigations firm called Factor One
in Oakland, Calif.

Terry Lenzner, the head of the In-
vestigative Group International, a
well-known Washington investiga-
tions firm, said that for a large com-
pany like Hewlett-Packard to con-
tact a small firm directly would be
unusual. “I would think it would be
unheard-of,” he said. 

Mr. Lenzner said he had never
heard of Security Outsourcing. 

Mr. Karson said a company’s deci-
sion on whom to hire for an internal
investigation could sometimes be as
casual as the head of security saying,
“I know a guy.” He added: “That’s
how a large company can end up
working with a small firm.”

Tiny Investigation Firm 
Is One Focus in H.P. Case
Continued From First Business Page

Corporate inquiries
often involve a chain
of subcontracts. 

Katie Zezima contributed reporting
from Boston and Needham, Mass.

EUROPE

Russia: Central Bank Official Shot
Andrei Kozlov, the first deputy chairman of Russia’s central bank, was fight-
ing for his life in a hospital today after gunmen with automatic weapons at-
tacked him outside a Moscow sports stadium and killed his driver. Mr. Koz-
lov, 41, a high-profile figure in Russian finance who is in charge of cleaning up
the murky and fragmented banking system, underwent emergency surgery
for gunshot wounds to his chest and stomach. “The operation is over. He is in
critical condition but still alive,” said a duty nurse at Moscow’s Hospital No.
33. The gunmen struck after a soccer match between bank employees at a

stadium northeast of the Russian capital. (REUTERS)

Germany: Truck Maker Seeks to Acquire Another
The truck maker Man confirmed that it wants to ac-

quire a Swedish rival, Scania, to create a market lead-
er in Europe that can compete with bigger global ri-
vals. “Man believes that the rationale behind combin-
ing Man and Scania is compelling and confirms its in-
terest in such a combination,” it said. The statement
confirmed a report from Reuters on Tuesday that led
to a 9 percent gain in shares of Scania. Man’s confir-
mation led to a subsequent gain of 8 percent. Any deal
would involve Volkswagen, which owns 34 percent of
Scania’s voting rights, and Investor, the holding com-
pany owned by the Wallenberg family of Sweden,

which has a 19 percent voting stake. (REUTERS)

Italy: Parmalat’s Profit Falls
Parmalat, the dairy company that collapsed in bankruptcy in 2003, said first-
half profit fell 64 percent because of increased spending on legal fees and an
overhaul. Net income declined to 14.1 million euros ($18 million) from 39.6
million euros ($50.3 million) a year earlier, the company said. Sales, which
were reported in July, gained 6.8 percent, to 1.97 billion euros ($2.5 billion).
Parmalat, which is seeking damages from banks that sold bonds for the com-
pany before 2003, spent 32.5 million euros ($41.3 million) in the first half on le-
gal and reorganization costs. (BLOOMBERG NEWS)

AMERICAS

Mexico: Sale of CompUSA Is Weighed
Grupo Carso, an industrial group controlled by the billionaire Carlos Slim
Helú, has hired the Credit Suisse Group for the possible sale of its consumer
electronics unit, CompUSA, a company official said. “We’ve assessed differ-
ent options for CompUSA, and selling is a possibility,” Jorge Serrano, Grupo
Carso’s investors relations director, said in an interview from Mexico City.
“We’re looking at options to improve value for our shareholders.” Mr. Slim,
who has amassed more than $30 billion by selling telecommunications serv-
ices in Latin America, has failed to make CompUSA profitable since buying
the company in 2000. CompUSA, based in Dallas, operates 230 stores in the
United States and Puerto Rico. Mr. Serrano declined to discuss other options
being considered for CompUSA. (BLOOMBERG NEWS)
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SMALL BUSINESS

By MARYANN MOTT
Pet stores, grooming shops, board-

ing kennels and dog bakeries are
some of the more common pet-relat-
ed franchises that have sprouted in
the last five years. But perhaps the
most unusual is Pet Butler, a service
that collects dog waste and disposes
of it properly for a fee.

The company, based in Dallas, be-
gan selling franchises last year, and
has 17 nationwide. Matt Boswell, the
founder, said there was no shortage
of office workers willing to trade
briefcases for pooper scoopers. Each
month he receives more than 200 ap-
plications from people willing to pay
the $24,900 franchise fee. New fran-
chise partners can expect to pay a to-
tal of about $60,000 in start-up costs.

Sales of pet franchises increased
116 percent from 2000 to 2004, the
most recent data available, accord-
ing to Frandata, an independent pro-
vider of franchise information.

“They’re tired of their microma-
naging boss,” Mr. Boswell said of the
corporate refugees. “They’re tired of
no control over their pay. They’re
tired of sitting in a cube all day.”

That was the case for Niki Tudge
of Panama City Beach, Fla., who
worked long hours managing luxury
hotels for 15 years. Ms. Tudge, who
worked as a canine behaviorist part
time for seven years, decided that
working with pets full time was what
she wanted to do.

“When I found Pet Butler I
thought, ‘Wow, how quirky is this?’ ”
recalled Ms. Tudge, who also opened
a dog training center. She said she
had thought about starting her own
business for many years but was not
sure she could give up the lifestyle
her six-figure salary allowed. “But
as you get older and most of your in-
trinsic needs have been fulfilled,”
Ms. Tudge, 40, said, “all that stuff be-
comes a little less important. Then
it’s more about having the time, free-
dom and independence.” 

She has invested $70,000 so far and
expects to break even by the end of
the year.

A lifelong dog lover, Greg Kleva
was ready for a professional change.
Three years ago, he quit his high-
paying Wall Street job and bought a
Bark Busters dog training franchise. 

Mr. Kleva, 38, now enjoys being his
own boss and helping families in Ber-
gen County, N.J., tame their misbe-
having pets. 

The first few years in business

were a financial struggle, he ac-
knowledges. “Quite honestly because
of America’s love affair with their
dogs, the money is there to be made.
Am I going to get rich doing this?
Probably not,” Mr. Kleva said. “But I
make a comfortable living and I love
what I’m doing.” 

Today more than half of all Ameri-
can households own at least one pet,
and this year spending on pets is ex-
pected to reach $38.4 billion, accord-
ing to the American Pet Product
Manufacturers Association, a trade
organization. 

That is more than Americans
spend each year on toys or candy.

The increase in spending on pet
products and services reflects a
change in attitudes toward pets,
which are now commonly considered
to be children and are treated ac-
cordingly by many. 

The founder of Just Dogs Gour-
met, Colleen Starnadori, said baby

boomers and empty nesters, like her,
are the ones helping the pet industry
soar. “Once the kids were grown, and
it was just me, I had to have some-
body to spoil,” she said. That some-
body is Lucy, a golden retriever.

Ms. Starnadori believed her pup
deserved the same type of home-
made nutritious food she served her
children while they were growing up.
After several months of trying differ-
ent recipes, she finally created all-
natural treats from scratch that
Lucy truly loved.

In 2001, the first Just Dogs Gour-
met location opened in Washington,
Pa. Two years later, the company be-
gan selling franchises. Today 35
“barkeries” in malls throughout the
country sell hand-decorated doggie
treats that come in a multitude of fla-
vors. By the end of this year, 10 more
are expected to open. 

“Dog-crazy people are attracted to
the business,” Ms. Starnadori said,
adding that most franchisees were
women who did not have pet-related
business backgrounds.

Opening a store costs $75,000 to
$125,000, including the franchise fee,
she said. The average store nets
about $50,000 annually.

The company recently introduced

a line of private-label spa products
for dogs, including bathrobes, sham-
poos and spritzes. It also began sell-
ing treats infused with vitamins and
supplements, like glucosamine and
omega-3 fatty acids.

Among the more traditional pet
enterprises is Camp Bow Wow dog
day care and boarding houses. Each
is designed with indoor and outdoor
play areas, and has a live Camper
Cam for pet owners to watch and
piped-in classical music for over-
night campers.

In just three years, the company,
based in Boulder, Colo., has sold 140
franchises in 28 states. Another 25
are scheduled to open by the end of
the year. Each costs $250,000 to
$500,000 to open.

Heidi Flammang, the chief execu-
tive, says the goal is for franchisees
to break even, in terms of monthly
cash flow, within one year. So far, she
says, no one has failed. The majority
of camp owners are corporate burn-
outs, most of them professional wom-
en in their 30’s and 40’s.

“People are really shifting their
mind-set into spending their time ca-
reerwise into doing something that
they really love,” Ms. Flammang
said. “And, boy, this fits the bill for a
lot of people.”

Some of the franchises like Camp
Bow Wow are innovating. The com-
pany plans to open self-serve dog
washes, either in or near each camp.
This fall, it is creating a retail divi-
sion.

Bark Busters dog training is also
building its own brand of product and
merchandise. There is a television
program and Internet radio show in
the works, too, said its chief execu-
tive, Andrew Brooke.

The company began in 1989 and
now operates in seven countries.
There are 200 locations in 38 states in
the United States.

The franchise fee is $64,500, and
there’s a strict screening process to
make sure the business is a good fit
for both company and applicant.

Ultimately, most franchise owners
stay in the system, Mr. Brooke said.
In six years, only 12 people have sold
because of health reasons or because
they found that the business wasn’t
right for them. 

The turnover rate for all pet fran-
chises is 9 percent, according to
Frandata, while turnover for fran-
chises in general is 11.8 percent.

Mr. Brooke says the people who
buy a Bark Busters are seeking free-
dom, fun and flexibility.

“They want to find a business they
love and never work a day in their
life,” he said. “In doing that they find
success and happiness in working
with animals.”

Preferring the End of a Leash to Being Chained to a Desk

Emile Wamsteker for The New York Times

Greg Kleva, a Bark Busters franchise owner, uses his dog as a distraction for Cody, a Cairn terrier.

Dog-service ventures
attract dropouts from
the corporate world.

ing — in this case, pretending to be a
customer to obtain that customer’s
records from the phone company. 

The small firms provide skills that
larger firms may not have, but they
also offer another benefit. Using mid-
dlemen can insulate the company
that has ordered the investigation
from any shadowy activities, private
investigators said.

“I’d be dumfounded if you could
find a corporation the size of H.P.
that turned directly to the pretex-
ter,” said Rob Douglas, an informa-
tion security consultant who has tes-
tified to Congress about illicit tactics
used to obtain telephone records. He
added that these investigations
“have middlemen and are layered.”

Mr. Douglas said it was not clear
whether the layering in this case was
intended as a way to shield company
executives, or was just the way the
process worked, with one step lead-
ing to another until a specialist in ob-
taining phone records was needed.

Federal and state prosecutors are
continuing to investigate what laws,
if any, were broken in Hewlett-Pack-
ard’s hunt for directors who leaked
information to the news media.

Hewlett-Packard has said the in-
vestigators it hired, whom it refuses
to identify, did succeed in identifying
a director as a source of leaks. That
director, George A. Keyworth II, re-
signed Tuesday after the company
accused him of giving details of a
management meeting to a reporter. 

The investigation into the leak re-
sulted earlier this year in the resig-
nation of another director, Thomas J.
Perkins, an ally of Mr. Keyworth,
over a dispute with Patricia C. Dunn,
the board chairwoman who ordered
the investigation. The company said
on Tuesday that Ms. Dunn would give
up her position in January.

“It’s a remarkable story because it
is such an obvious inappropriate
thing to do,” said Daniel E. Karson,
an executive managing director and
counsel at Kroll, the nation’s largest
investigation and security firm.

People who were briefed on details
of the company’s internal investiga-
tion have said that Security Out-
sourcing Solutions, which is run by
Ronald R. DeLia, was one company
involved.

But others who are investigating
the company’s actions said Wednes-
day that there were most likely other
firms involved. Security Outsourcing
acts as a kind of temporary em-
ployment agency and rounds up peo-
ple who can do a particular job, so it
is likely that those who got access to
the phone records were subcontrac-
tors. Legal filings in the California
attorney general’s investigation
show that one of the pretexters
gained access to a phone company
Web site using Internet service from
Cox Communications, a cable com-
pany that does not operate in Boston. 

State investigators have not said if
there were any other middlemen in-
volved. Several private investigators
said one reason to think Security

Outsourcing had help was that who-
ever did the actual work of obtaining
the phone records of the H.P. board
members and journalists had their
Social Security numbers.

Attempts to contact Security Out-
sourcing on Wednesday by phone and
e-mail and in person failed. No one
answered the door at Mr. DeLia’s
residence in Needham, a large home
on a tree-lined street. 

In addition to listing the Needham
home as an address, Security Out-
sourcing Solutions shares a Boston
phone number and address with the
law firm of Bonner Kiernan Trebach
& Crociata, although its name does
not appear on a lobby directory.
Calls to the firm were referred to a
partner, John A. Kiernan, who said
he had “a relationship that involves
attorney-client privilege” with Mr.
DeLia and could not talk about the
matter. 

Mr. DeLia, 56, is a licensed private
detective in Massachusetts who, ac-
cording to state police, has had no
disciplinary actions against him.
James Atkinson, a Boston-area pri-
vate detective who specializes in pre-
venting electronic surveillance and
has worked with Mr. DeLia, de-
scribed him as a “stand-up guy,”
adding: “I’d be astonished if this in-
volved Ron. This is not the kind of
work he does.”

At the top of the hierarchy in the
corporate investigations industry
are firms like Kroll or Deloitte
Touche Tohmatsu that work with
large corporations. Firms like Se-

cure Source, specializing in security
risk assessments, or SafirRosetti,
which focuses on financial fraud and
computer breaches, offer narrower
services. Both are units of the
GlobalOptions Group, which has
been consolidating a number of
small firms to gain influence with
corporations. 

At the very bottom, investigators
say, are the shadowy information
brokers, the so-called pretexters,
who promote their ability to get
phone and credit records.

“There is a huge subdivision of in-
vestigative skills,” said James
Cawood, who runs a corporate in-
vestigations firm called Factor One
in Oakland, Calif.

Terry Lenzner, the head of the In-
vestigative Group International, a
well-known Washington investiga-
tions firm, said that for a large com-
pany like Hewlett-Packard to con-
tact a small firm directly would be
unusual. “I would think it would be
unheard-of,” he said. 

Mr. Lenzner said he had never
heard of Security Outsourcing. 

Mr. Karson said a company’s deci-
sion on whom to hire for an internal
investigation could sometimes be as
casual as the head of security saying,
“I know a guy.” He added: “That’s
how a large company can end up
working with a small firm.”

Tiny Investigation Firm 
Is One Focus in H.P. Case
Continued From First Business Page

Corporate inquiries
often involve a chain
of subcontracts. 

Katie Zezima contributed reporting
from Boston and Needham, Mass.

EUROPE

Russia: Central Bank Official Shot
Andrei Kozlov, the first deputy chairman of Russia’s central bank, was fight-
ing for his life in a hospital today after gunmen with automatic weapons at-
tacked him outside a Moscow sports stadium and killed his driver. Mr. Koz-
lov, 41, a high-profile figure in Russian finance who is in charge of cleaning up
the murky and fragmented banking system, underwent emergency surgery
for gunshot wounds to his chest and stomach. “The operation is over. He is in
critical condition but still alive,” said a duty nurse at Moscow’s Hospital No.
33. The gunmen struck after a soccer match between bank employees at a

stadium northeast of the Russian capital. (REUTERS)

Germany: Truck Maker Seeks to Acquire Another
The truck maker Man confirmed that it wants to ac-

quire a Swedish rival, Scania, to create a market lead-
er in Europe that can compete with bigger global ri-
vals. “Man believes that the rationale behind combin-
ing Man and Scania is compelling and confirms its in-
terest in such a combination,” it said. The statement
confirmed a report from Reuters on Tuesday that led
to a 9 percent gain in shares of Scania. Man’s confir-
mation led to a subsequent gain of 8 percent. Any deal
would involve Volkswagen, which owns 34 percent of
Scania’s voting rights, and Investor, the holding com-
pany owned by the Wallenberg family of Sweden,

which has a 19 percent voting stake. (REUTERS)

Italy: Parmalat’s Profit Falls
Parmalat, the dairy company that collapsed in bankruptcy in 2003, said first-
half profit fell 64 percent because of increased spending on legal fees and an
overhaul. Net income declined to 14.1 million euros ($18 million) from 39.6
million euros ($50.3 million) a year earlier, the company said. Sales, which
were reported in July, gained 6.8 percent, to 1.97 billion euros ($2.5 billion).
Parmalat, which is seeking damages from banks that sold bonds for the com-
pany before 2003, spent 32.5 million euros ($41.3 million) in the first half on le-
gal and reorganization costs. (BLOOMBERG NEWS)

AMERICAS

Mexico: Sale of CompUSA Is Weighed
Grupo Carso, an industrial group controlled by the billionaire Carlos Slim
Helú, has hired the Credit Suisse Group for the possible sale of its consumer
electronics unit, CompUSA, a company official said. “We’ve assessed differ-
ent options for CompUSA, and selling is a possibility,” Jorge Serrano, Grupo
Carso’s investors relations director, said in an interview from Mexico City.
“We’re looking at options to improve value for our shareholders.” Mr. Slim,
who has amassed more than $30 billion by selling telecommunications serv-
ices in Latin America, has failed to make CompUSA profitable since buying
the company in 2000. CompUSA, based in Dallas, operates 230 stores in the
United States and Puerto Rico. Mr. Serrano declined to discuss other options
being considered for CompUSA. (BLOOMBERG NEWS)

WORLD BUSINESS BRIEFING
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OUR story today is about a
patent fight, but before
your eyes glaze over, let me
reassure: it has a feisty

protagonist, a really rich guy on the
other side and a surprise ending.

But that’s not the only reason I’m
telling this tale. Patent disputes have
become part of the dark underbelly
of American business. So-called pat-
ent trolls acquire patents, often from
bankrupt companies — and often
overly broad patents that should nev-
er have been issued by the United
States Patent and Trademark Office
in the first place. Instead of using
them to build a commercial product,
they extract licensing fees from
companies that are making and sell-
ing real products. As The New Jer-

sey Law Journal
put it not long
ago, “They exist
solely to exact a
tax.” 

The deck is
stacked against
target compa-
nies, even when
their product is
not infringing.
Patent litigation
is expensive,
and the judicial
system tends to

be sympathetic to the patent holder.
So companies usually come to the ob-
vious conclusion: it makes more
sense to pay than to fight. For its
part, the patent troll often prices the
licensing fee below the cost of litiga-
tion, to encourage such behavior.

But a few years ago, one chief ex-
ecutive decided that enough was
enough. He felt strongly that patent
trolls were hurting the ability of
small businesses like his to grow and
prosper. And believing that his com-
pany was not infringing on the patent
in question, he chose to fight.

What happened then? Well, that’s
the story.

OUR feisty protagonist is
Donald R. Katz, the chief
executive of Audible.com,
based in Wayne, N.J. Audi-

ble, which Mr. Katz founded in 1996,
is the company that allows you to
download books to your iPod so you
can listen to them on your morning
commute. Before starting Audible,
Mr. Katz was a highly regarded au-
thor; he and I first crossed paths in
the late 1980’s, when he wrote sev-
eral articles for New England
Monthly, where I was an editor. (Au-
dible records podcasts for The New
York Times’s Op-Ed columnists, and
also markets an audio digest of The
Times.)

Writers are not usually business-
savvy, but Mr. Katz was an excep-
tion. In the early days, the company
invented a device that allowed people
to listen to a downloaded Audible
book. (Thanks to the ubiquitous iPod,
the device is now history.) The com-
pany went public in 1999, but Mr.
Katz never lost his head during the
technology bubble, and Audible sur-
vived the bust.

Today, Audible employs about 170
people and is growing at a healthy
clip. It is exactly the kind of small
business that generates most of this
country’s job growth.

Audible had its first brush with a
patent troll in 2000.

“Their patent involved a complete-
ly different business model from
ours,” Mr. Katz recalled. But fearing
that a protracted battle would dam-
age the young company, Audible de-
cided to settle. “We gave them stock
and cash,” Mr. Katz said. “It just 

Tired of Trolls,
A Feisty Chief
Fights Back 

JOE NOCERA

Donald R. Katz 

Continued on Page 8

By MELANIE WARNER

Many organic foods have been
popping up on the shelves of Wal-
Mart in recent years, but none have
been as popular as organic milk. For
many shoppers, particularly moth-
ers with small children, it is the first
organic product they try.

Now organic milk is about to be-
come much more widely available,
as Wal-Mart rolls out its own organic
brand, which will be cheaper than
similar milk on the market. But crit-
ics worry that what consumers will

be getting is a diluted form of or-
ganic milk.

Sold under Wal-Mart’s popular
Great Value label, half-gallon car-
tons of the milk have been quietly in-
troduced at 1,200 supercenters and
Neighborhood Markets, according to
a Wal-Mart spokeswoman, Karen
Burk.

Wal-Mart’s own organic milk is
likely to create stiff competition for
many other makers of organic milk
— which comes from cows that have
not been treated with hormones or
antibiotics — and even sellers of con-

ventional milk.
Harvey Hartman, president of the

Hartman Group, a market research
firm working with Wal-Mart on its
organic initiatives, said Wal-Mart’s
own brand of organic milk will mean
a lot more will be sold in the United
States. “They’re creating incremen-
tal users because they’re removing
one of the big inhibitors to buying or-
ganic, which is price,” he said.

Last year, organic milk sales in-
creased by 25 percent from the year 

A Milk War Over More Than Price

Matthew Staver for The New York Times

The organic milk Wal-Mart is sell-
ing is from Aurora Organic Dairy.Continued on Page 6

By DAMON DARLIN
and MATT RICHTEL

SAN FRANCISCO, Sept. 15 —
Prosecutors looking into the internal
spying operation at Hewlett-Packard
are beginning to link together a chain
of investigators from the company
down to the detective agencies that
may have been involved in obtaining
the phone records of its directors and
a number of journalists.

According to people briefed on
Hewlett-Packard’s review of its in-
ternal investigation, prosecutors are
focusing on the role of the Action Re-
search Group of Melbourne, Fla.
Congressional investigators identi-
fied the company this year as one of
the most prolific users of subterfuge
for obtaining phone records, a meth-
od known as pretexting.

Hewlett-Packard has said that it
hired investigators who used such a
technique in their search to identify a
director who the company said was
leaking information to the news me-
dia. California and federal prosecu-
tors are investigating whether the in-
ternal investigation broke any laws,
and the California attorney general
has said indictments are likely.

An owner of the Action Research
Group, Joseph DePante, when asked
by telephone on Friday about the
Hewlett-Packard investigation, said:
“I don’t know anything about that.
Thank you for calling.” He refused to
comment further.

Mr. DePante, 59, started his busi-

Continued on Page 8
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By EDUARDO PORTER
What a difference a few weeks

make.
A month ago the economy seemed

to be in dire straits — wedged in by
the inflationary pressures of soaring
energy prices and rising labor costs
while threatened by the prospect
that the weak housing market would
decimate consumer spending.

But yesterday, the government re-
ported that consumer prices rose
only 0.2 percent in August, pushing
annual inflation to 3.8 percent, the
lowest since April. Meanwhile, retail
sales rose by a respectable rate of 0.2
percent in August. And in September,
consumers’ confidence about the fu-
ture increased sharply. 

The changes largely reflected de-
clining gasoline prices, which not
only dragged down inflation but also
left consumers with more money.

The data suggests pricing pres-
sures may have peaked. To many
economists, this means that the Fed-
eral Reserve will probably maintain
its benchmark interest rate at 5.25
percent at the meeting of its rate-
setting committee next week.

“The economy appears to be lev-
eling off,” said Jack Ablin, chief in-
vestment officer at Harris Private
Bank in Chicago. “My sense is that
we will dodge the bullet regarding in-
flation.”

There are potential pitfalls on the 

A STOCK RALLY, WITHOUT FANFARE

Unexpectedly, stocks have had one of
their best runs this year. Page C6.

Continued on Page 4

Price Rises 
Moderated
In August 

By ALEXEI BARRIONUEVO
GARDEN CITY, Kan. —

Once the driving force behind
transforming the United
States into the “breadbasket of
the world,” wheat is being
steadily replaced by corn as
the crop of choice for Ameri-
can farmers.

Genetic modifications to
corn seeds, the growing de-
mand for corn-based ethanol
as a fuel blend and more favor-
able farm subsidies are lead-
ing farmers to plant corn in
places where wheat long dom-
inated. In Kansas, known for a
century as the Wheat State, corn produc-
tion quietly pulled ahead of wheat in 2000,
with Kansas producing 23 percent more
corn than wheat last year.

This year’s drought-ravaged crop is ex-
pected to be the second-smallest harvest
for American farmers since 1978. It fol-
lows a year in which American farmers
planted the fewest acres of wheat since

American farmers to say they
feed the world,” said Ken Cook,
president of the Environmen-
tal Working Group, an envi-
ronmental research group
based in Washington. “Instead,
they feed S.U.V.’s.”

The decline of wheat and the
broad relandscaping of Amer-
ica’s farmland have come
about for several reasons. Bet-
ter seed technology has given
corn and soybeans a widening
edge over wheat, and more fa-
vorable subsidies have encour-
aged farmers to abandon
wheat. Changing consumer

tastes and food packaging advancements
have slowed American wheat demand. 

But the growing biofuels industry is cre-
ating the strongest drag on wheat lately, as
corn and soybeans are increasingly fa-
vored for their use in ethanol and biodiesel.

The spread of corn and soybeans at the 

1972. And while corn acreage nationwide
passed wheat about a decade ago, its foot-
print and that of soybeans are spreading
across a greater swath of the Midwest, far-
ther north and west into the Dakotas and
central Minnesota — traditional wheat
country, where growing corn and soybeans
was once almost unthinkable. 

“It is getting harder and harder for

Photographs by Larry W. Smith/The New York Times

Top, Larry Kepley walks through his wheat farm in Ulys-
ses, Kan. Above, John Lightner examines his corn crop. 

Crop Rotation 
In the Grain Belt 
Farmers Turn Away From Wheat 

Continued on Page 9

Where’s the Wheat?
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Farmers have been replacing wheat with more lucrative crops like corn and soybeans.
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OUR story today is about a
patent fight, but before
your eyes glaze over, let me
reassure: it has a feisty

protagonist, a really rich guy on the
other side and a surprise ending.

But that’s not the only reason I’m
telling this tale. Patent disputes have
become part of the dark underbelly
of American business. So-called pat-
ent trolls acquire patents, often from
bankrupt companies — and often
overly broad patents that should nev-
er have been issued by the United
States Patent and Trademark Office
in the first place. Instead of using
them to build a commercial product,
they extract licensing fees from
companies that are making and sell-
ing real products. As The New Jer-

sey Law Journal
put it not long
ago, “They exist
solely to exact a
tax.” 

The deck is
stacked against
target compa-
nies, even when
their product is
not infringing.
Patent litigation
is expensive,
and the judicial
system tends to

be sympathetic to the patent holder.
So companies usually come to the ob-
vious conclusion: it makes more
sense to pay than to fight. For its
part, the patent troll often prices the
licensing fee below the cost of litiga-
tion, to encourage such behavior.

But a few years ago, one chief ex-
ecutive decided that enough was
enough. He felt strongly that patent
trolls were hurting the ability of
small businesses like his to grow and
prosper. And believing that his com-
pany was not infringing on the patent
in question, he chose to fight.

What happened then? Well, that’s
the story.

OUR feisty protagonist is
Donald R. Katz, the chief
executive of Audible.com,
based in Wayne, N.J. Audi-

ble, which Mr. Katz founded in 1996,
is the company that allows you to
download books to your iPod so you
can listen to them on your morning
commute. Before starting Audible,
Mr. Katz was a highly regarded au-
thor; he and I first crossed paths in
the late 1980’s, when he wrote sev-
eral articles for New England
Monthly, where I was an editor. (Au-
dible records podcasts for The New
York Times’s Op-Ed columnists, and
also markets an audio digest of The
Times.)

Writers are not usually business-
savvy, but Mr. Katz was an excep-
tion. In the early days, the company
invented a device that allowed people
to listen to a downloaded Audible
book. (Thanks to the ubiquitous iPod,
the device is now history.) The com-
pany went public in 1999, but Mr.
Katz never lost his head during the
technology bubble, and Audible sur-
vived the bust.

Today, Audible employs about 170
people and is growing at a healthy
clip. It is exactly the kind of small
business that generates most of this
country’s job growth.

Audible had its first brush with a
patent troll in 2000.

“Their patent involved a complete-
ly different business model from
ours,” Mr. Katz recalled. But fearing
that a protracted battle would dam-
age the young company, Audible de-
cided to settle. “We gave them stock
and cash,” Mr. Katz said. “It just 
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By MELANIE WARNER

Many organic foods have been
popping up on the shelves of Wal-
Mart in recent years, but none have
been as popular as organic milk. For
many shoppers, particularly moth-
ers with small children, it is the first
organic product they try.

Now organic milk is about to be-
come much more widely available,
as Wal-Mart rolls out its own organic
brand, which will be cheaper than
similar milk on the market. But crit-
ics worry that what consumers will

be getting is a diluted form of or-
ganic milk.

Sold under Wal-Mart’s popular
Great Value label, half-gallon car-
tons of the milk have been quietly in-
troduced at 1,200 supercenters and
Neighborhood Markets, according to
a Wal-Mart spokeswoman, Karen
Burk.

Wal-Mart’s own organic milk is
likely to create stiff competition for
many other makers of organic milk
— which comes from cows that have
not been treated with hormones or
antibiotics — and even sellers of con-

ventional milk.
Harvey Hartman, president of the

Hartman Group, a market research
firm working with Wal-Mart on its
organic initiatives, said Wal-Mart’s
own brand of organic milk will mean
a lot more will be sold in the United
States. “They’re creating incremen-
tal users because they’re removing
one of the big inhibitors to buying or-
ganic, which is price,” he said.

Last year, organic milk sales in-
creased by 25 percent from the year 

A Milk War Over More Than Price

Matthew Staver for The New York Times

The organic milk Wal-Mart is sell-
ing is from Aurora Organic Dairy.Continued on Page 6

By DAMON DARLIN
and MATT RICHTEL

SAN FRANCISCO, Sept. 15 —
Prosecutors looking into the internal
spying operation at Hewlett-Packard
are beginning to link together a chain
of investigators from the company
down to the detective agencies that
may have been involved in obtaining
the phone records of its directors and
a number of journalists.

According to people briefed on
Hewlett-Packard’s review of its in-
ternal investigation, prosecutors are
focusing on the role of the Action Re-
search Group of Melbourne, Fla.
Congressional investigators identi-
fied the company this year as one of
the most prolific users of subterfuge
for obtaining phone records, a meth-
od known as pretexting.

Hewlett-Packard has said that it
hired investigators who used such a
technique in their search to identify a
director who the company said was
leaking information to the news me-
dia. California and federal prosecu-
tors are investigating whether the in-
ternal investigation broke any laws,
and the California attorney general
has said indictments are likely.

An owner of the Action Research
Group, Joseph DePante, when asked
by telephone on Friday about the
Hewlett-Packard investigation, said:
“I don’t know anything about that.
Thank you for calling.” He refused to
comment further.

Mr. DePante, 59, started his busi-
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By EDUARDO PORTER
What a difference a few weeks

make.
A month ago the economy seemed

to be in dire straits — wedged in by
the inflationary pressures of soaring
energy prices and rising labor costs
while threatened by the prospect
that the weak housing market would
decimate consumer spending.

But yesterday, the government re-
ported that consumer prices rose
only 0.2 percent in August, pushing
annual inflation to 3.8 percent, the
lowest since April. Meanwhile, retail
sales rose by a respectable rate of 0.2
percent in August. And in September,
consumers’ confidence about the fu-
ture increased sharply. 

The changes largely reflected de-
clining gasoline prices, which not
only dragged down inflation but also
left consumers with more money.

The data suggests pricing pres-
sures may have peaked. To many
economists, this means that the Fed-
eral Reserve will probably maintain
its benchmark interest rate at 5.25
percent at the meeting of its rate-
setting committee next week.

“The economy appears to be lev-
eling off,” said Jack Ablin, chief in-
vestment officer at Harris Private
Bank in Chicago. “My sense is that
we will dodge the bullet regarding in-
flation.”

There are potential pitfalls on the 

A STOCK RALLY, WITHOUT FANFARE

Unexpectedly, stocks have had one of
their best runs this year. Page C6.

Continued on Page 4

Price Rises 
Moderated
In August 

By ALEXEI BARRIONUEVO
GARDEN CITY, Kan. —

Once the driving force behind
transforming the United
States into the “breadbasket of
the world,” wheat is being
steadily replaced by corn as
the crop of choice for Ameri-
can farmers.

Genetic modifications to
corn seeds, the growing de-
mand for corn-based ethanol
as a fuel blend and more favor-
able farm subsidies are lead-
ing farmers to plant corn in
places where wheat long dom-
inated. In Kansas, known for a
century as the Wheat State, corn produc-
tion quietly pulled ahead of wheat in 2000,
with Kansas producing 23 percent more
corn than wheat last year.

This year’s drought-ravaged crop is ex-
pected to be the second-smallest harvest
for American farmers since 1978. It fol-
lows a year in which American farmers
planted the fewest acres of wheat since

American farmers to say they
feed the world,” said Ken Cook,
president of the Environmen-
tal Working Group, an envi-
ronmental research group
based in Washington. “Instead,
they feed S.U.V.’s.”

The decline of wheat and the
broad relandscaping of Amer-
ica’s farmland have come
about for several reasons. Bet-
ter seed technology has given
corn and soybeans a widening
edge over wheat, and more fa-
vorable subsidies have encour-
aged farmers to abandon
wheat. Changing consumer

tastes and food packaging advancements
have slowed American wheat demand. 

But the growing biofuels industry is cre-
ating the strongest drag on wheat lately, as
corn and soybeans are increasingly fa-
vored for their use in ethanol and biodiesel.

The spread of corn and soybeans at the 

1972. And while corn acreage nationwide
passed wheat about a decade ago, its foot-
print and that of soybeans are spreading
across a greater swath of the Midwest, far-
ther north and west into the Dakotas and
central Minnesota — traditional wheat
country, where growing corn and soybeans
was once almost unthinkable. 

“It is getting harder and harder for

Photographs by Larry W. Smith/The New York Times

Top, Larry Kepley walks through his wheat farm in Ulys-
ses, Kan. Above, John Lightner examines his corn crop. 

Crop Rotation 
In the Grain Belt 
Farmers Turn Away From Wheat 

Continued on Page 9

Where’s the Wheat?

Planted

Production

The New York TimesSources: AgResources; Department of Agriculture

South
Dakota

North
Dakota

Farmers have been replacing wheat with more lucrative crops like corn and soybeans.
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S.& P. 500 1,319.87 U 3.59

Dow industrials 11,560.77 U 33.38

Nasdaq composite 2,235.59 U 6.86

10-yr. Treasury yield 4.79% Unch.

The euro $1.2658 D 0.0071

Personal Business
Final Conversational Frontier
Talking about parents’ funeral plans can be uncomfortable, but it
can resolve important issues. C5

Judge Blocks Strike at Northwest C2

Blackstone Group Wins Freescale Bid C3

Mixed Reactions to a DirecTV Swap C3

Daimler May Export Cars From China C4 

OUR story today is about a
patent fight, but before
your eyes glaze over, let me
reassure: it has a feisty

protagonist, a really rich guy on the
other side and a surprise ending.

But that’s not the only reason I’m
telling this tale. Patent disputes have
become part of the dark underbelly
of American business. So-called pat-
ent trolls acquire patents, often from
bankrupt companies — and often
overly broad patents that should nev-
er have been issued by the United
States Patent and Trademark Office
in the first place. Instead of using
them to build a commercial product,
they extract licensing fees from
companies that are making and sell-
ing real products. As The New Jer-

sey Law Journal
put it not long
ago, “They exist
solely to exact a
tax.” 

The deck is
stacked against
target compa-
nies, even when
their product is
not infringing.
Patent litigation
is expensive,
and the judicial
system tends to

be sympathetic to the patent holder.
So companies usually come to the ob-
vious conclusion: it makes more
sense to pay than to fight. For its
part, the patent troll often prices the
licensing fee below the cost of litiga-
tion, to encourage such behavior.

But a few years ago, one chief ex-
ecutive decided that enough was
enough. He felt strongly that patent
trolls were hurting the ability of
small businesses like his to grow and
prosper. And believing that his com-
pany was not infringing on the patent
in question, he chose to fight.

What happened then? Well, that’s
the story.

OUR feisty protagonist is
Donald R. Katz, the chief
executive of Audible.com,
based in Wayne, N.J. Audi-

ble, which Mr. Katz founded in 1996,
is the company that allows you to
download books to your iPod so you
can listen to them on your morning
commute. Before starting Audible,
Mr. Katz was a highly regarded au-
thor; he and I first crossed paths in
the late 1980’s, when he wrote sev-
eral articles for New England
Monthly, where I was an editor. (Au-
dible records podcasts for The New
York Times’s Op-Ed columnists, and
also markets an audio digest of The
Times.)

Writers are not usually business-
savvy, but Mr. Katz was an excep-
tion. In the early days, the company
invented a device that allowed people
to listen to a downloaded Audible
book. (Thanks to the ubiquitous iPod,
the device is now history.) The com-
pany went public in 1999, but Mr.
Katz never lost his head during the
technology bubble, and Audible sur-
vived the bust.

Today, Audible employs about 170
people and is growing at a healthy
clip. It is exactly the kind of small
business that generates most of this
country’s job growth.

Audible had its first brush with a
patent troll in 2000.

“Their patent involved a complete-
ly different business model from
ours,” Mr. Katz recalled. But fearing
that a protracted battle would dam-
age the young company, Audible de-
cided to settle. “We gave them stock
and cash,” Mr. Katz said. “It just 

Tired of Trolls,
A Feisty Chief
Fights Back 

JOE NOCERA

Donald R. Katz 

Continued on Page 8

By MELANIE WARNER

Many organic foods have been
popping up on the shelves of Wal-
Mart in recent years, but none have
been as popular as organic milk. For
many shoppers, particularly moth-
ers with small children, it is the first
organic product they try.

Now organic milk is about to be-
come much more widely available,
as Wal-Mart rolls out its own organic
brand, which will be cheaper than
similar milk on the market. But crit-
ics worry that what consumers will

be getting is a diluted form of or-
ganic milk.

Sold under Wal-Mart’s popular
Great Value label, half-gallon car-
tons of the milk have been quietly in-
troduced at 1,200 supercenters and
Neighborhood Markets, according to
a Wal-Mart spokeswoman, Karen
Burk.

Wal-Mart’s own organic milk is
likely to create stiff competition for
many other makers of organic milk
— which comes from cows that have
not been treated with hormones or
antibiotics — and even sellers of con-

ventional milk.
Harvey Hartman, president of the

Hartman Group, a market research
firm working with Wal-Mart on its
organic initiatives, said Wal-Mart’s
own brand of organic milk will mean
a lot more will be sold in the United
States. “They’re creating incremen-
tal users because they’re removing
one of the big inhibitors to buying or-
ganic, which is price,” he said.

Last year, organic milk sales in-
creased by 25 percent from the year 

A Milk War Over More Than Price

Matthew Staver for The New York Times

The organic milk Wal-Mart is sell-
ing is from Aurora Organic Dairy.Continued on Page 6

By DAMON DARLIN
and MATT RICHTEL

SAN FRANCISCO, Sept. 15 —
Prosecutors looking into the internal
spying operation at Hewlett-Packard
are beginning to link together a chain
of investigators from the company
down to the detective agencies that
may have been involved in obtaining
the phone records of its directors and
a number of journalists.

According to people briefed on
Hewlett-Packard’s review of its in-
ternal investigation, prosecutors are
focusing on the role of the Action Re-
search Group of Melbourne, Fla.
Congressional investigators identi-
fied the company this year as one of
the most prolific users of subterfuge
for obtaining phone records, a meth-
od known as pretexting.

Hewlett-Packard has said that it
hired investigators who used such a
technique in their search to identify a
director who the company said was
leaking information to the news me-
dia. California and federal prosecu-
tors are investigating whether the in-
ternal investigation broke any laws,
and the California attorney general
has said indictments are likely.

An owner of the Action Research
Group, Joseph DePante, when asked
by telephone on Friday about the
Hewlett-Packard investigation, said:
“I don’t know anything about that.
Thank you for calling.” He refused to
comment further.

Mr. DePante, 59, started his busi-

Continued on Page 8

Zeroing In
On Sources
H.P. Used 

By EDUARDO PORTER
What a difference a few weeks

make.
A month ago the economy seemed

to be in dire straits — wedged in by
the inflationary pressures of soaring
energy prices and rising labor costs
while threatened by the prospect
that the weak housing market would
decimate consumer spending.

But yesterday, the government re-
ported that consumer prices rose
only 0.2 percent in August, pushing
annual inflation to 3.8 percent, the
lowest since April. Meanwhile, retail
sales rose by a respectable rate of 0.2
percent in August. And in September,
consumers’ confidence about the fu-
ture increased sharply. 

The changes largely reflected de-
clining gasoline prices, which not
only dragged down inflation but also
left consumers with more money.

The data suggests pricing pres-
sures may have peaked. To many
economists, this means that the Fed-
eral Reserve will probably maintain
its benchmark interest rate at 5.25
percent at the meeting of its rate-
setting committee next week.

“The economy appears to be lev-
eling off,” said Jack Ablin, chief in-
vestment officer at Harris Private
Bank in Chicago. “My sense is that
we will dodge the bullet regarding in-
flation.”

There are potential pitfalls on the 

A STOCK RALLY, WITHOUT FANFARE

Unexpectedly, stocks have had one of
their best runs this year. Page C6.

Continued on Page 4

Price Rises 
Moderated
In August 

By ALEXEI BARRIONUEVO
GARDEN CITY, Kan. —

Once the driving force behind
transforming the United
States into the “breadbasket of
the world,” wheat is being
steadily replaced by corn as
the crop of choice for Ameri-
can farmers.

Genetic modifications to
corn seeds, the growing de-
mand for corn-based ethanol
as a fuel blend and more favor-
able farm subsidies are lead-
ing farmers to plant corn in
places where wheat long dom-
inated. In Kansas, known for a
century as the Wheat State, corn produc-
tion quietly pulled ahead of wheat in 2000,
with Kansas producing 23 percent more
corn than wheat last year.

This year’s drought-ravaged crop is ex-
pected to be the second-smallest harvest
for American farmers since 1978. It fol-
lows a year in which American farmers
planted the fewest acres of wheat since

American farmers to say they
feed the world,” said Ken Cook,
president of the Environmen-
tal Working Group, an envi-
ronmental research group
based in Washington. “Instead,
they feed S.U.V.’s.”

The decline of wheat and the
broad relandscaping of Amer-
ica’s farmland have come
about for several reasons. Bet-
ter seed technology has given
corn and soybeans a widening
edge over wheat, and more fa-
vorable subsidies have encour-
aged farmers to abandon
wheat. Changing consumer

tastes and food packaging advancements
have slowed American wheat demand. 

But the growing biofuels industry is cre-
ating the strongest drag on wheat lately, as
corn and soybeans are increasingly fa-
vored for their use in ethanol and biodiesel.

The spread of corn and soybeans at the 

1972. And while corn acreage nationwide
passed wheat about a decade ago, its foot-
print and that of soybeans are spreading
across a greater swath of the Midwest, far-
ther north and west into the Dakotas and
central Minnesota — traditional wheat
country, where growing corn and soybeans
was once almost unthinkable. 

“It is getting harder and harder for

Photographs by Larry W. Smith/The New York Times

Top, Larry Kepley walks through his wheat farm in Ulys-
ses, Kan. Above, John Lightner examines his corn crop. 

Crop Rotation 
In the Grain Belt 
Farmers Turn Away From Wheat 

Continued on Page 9

Where’s the Wheat?

Planted

Production

The New York TimesSources: AgResources; Department of Agriculture
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Farmers have been replacing wheat with more lucrative crops like corn and soybeans.
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INVESTMENT GRADE

NASD TRACE CORPORATE BOND DATA
   Credit Rating Price

Issuer Name (SYMBOL) Coupon% Maturity Moody’s  S&P High Low Last Chg Yld%

End of day data. Activity as reported to NASD TRACE 
(Trade Reporting and Compliance Engine). The market 
breadth information represents activity in all TRACE eligible 
publicly traded securities. The most active information 
represents the most active fixed-coupon bonds (ranked 
by par value traded). Investment grade or high-yield clas-
sifications are determined using credit ratings as outlined 
in NASD rules. “C” indicates yield is unavailable because 
of issue’s call criteria.  *Par value in millions.

Source: NASD TRACE data. Reference information from 
Reuters DataScope Data. Credit ratings from Moody’s and 
Standard & Poor’s.

Total Issues Traded 4537 2843 1459 235
Advances 2025 1247 664 114
Declines 2030 1304 625 101
Unchanged 136 37 89 10
52 Week High 304 98 190 16
52 Week Low 64 46 14 4
Dollar Volume*     15,605 8,027 5,369 2,209

 All Investment High
 Issues Grade Yield Conv

FUTURES

 Foreign Currency Dollars in
 in Dollars Foreign Currency

Currency Fri. Thu. Fri. Thu.

a-Russian Central Bank rate. All prices as of 3:00 p.m. Eastern Time. Sources: Moneyline Telerate and other sources

FOREIGN EXCHANGE

Key to exchanges: CBT-Chicago Board of Trade. CME-Chicago Mercantile Exchange. CMX-Comex division of NYM. 
KC-Kansas City Board of Trade. NYBOT-New York Board of Trade. NYM-New York Mercantile Exchange.  
Open interest is the number of contracts outstanding.  
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MARKET GAUGES

 Foreign Currency Dollars in
 in Dollars Foreign Currency

Currency Fri. Thu. Fri. Thu.

GOVERNMENT BONDS

Mat. Date Rate Par Bid Ask Chg Yield

Source: Street Software/Bear Stearns 
via The Associated Press

CONSUMER RATES

T-BILLS
3-mo.
6-mo.

BONDS & NOTES
2-yr.
5-yr.
10-yr.
30-yr.

TREASURY INFLATION BONDS
5-yr.
10-yr.
20-yr.
30-yr.

Market Breadth

  Monetary
  units per Lifetime        Open
Future Exchange quantity High Low Date Open High Low Settle Change Interest

ECONOMIC INDICATORS

Daimlerchrysler N.A. Hld  (DCX.GYA) 5.750 Sep 2011 A3 –– 99.500 99.093 99.134 –0.313 5.953
Telecom Italia Capital (TI.GP) 7.200 Jul 2036 Baa2 BBB+ 103.074 101.119 102.386 1.738 7.007
Daimlerchrysler N.A. Hld  (DCX.GFU) 5.875 Mar 2011 A3 BBB 101.115 99.839 99.839 –0.602 5.916
Morgan Stanley (MWD.WB) 5.625 Jan 2012 Aa3 A+ 101.578 100.603 100.663 0.041 5.479
CIT Gp (CIT.TO) 6.000 Apr 2036 A2 A 98.250 95.714 98.250 1.773 6.129
Bristol-Myers Squibb (BMY.GE) 5.750 Oct 2011 A2 A+ 102.705 100.200 102.705 1.709 5.133
Goldman Sachs Gp (GS.VN) 5.350 Jan 2016 Aa3 A+ 99.429 97.049 97.185 0.074 5.743
Bear Stearns & Co (BSC.GFC) 5.500 Aug 2011 A1 A 101.327 100.195 100.195 –0.060 5.453
Boston Scientific  (BSX.GH) 6.000 Jun 2011 Baa3 BBB+ 100.954 100.942 100.954 0.053 5.764
Telecom Italia Capital (TI.GE) 5.250 Oct 2015 Baa2 BBB+ 92.421 91.790 92.305 0.677 6.384

HIGH YIELD

Ford Motor (F.GY) 7.450 Jul 2031 B2 B+ 80.428 74.925 76.500 –1.750 10.033
General Motors (GM.HB) 8.375 Jul 2033 Caa1 B– 88.815 84.098 88.815 1.940 9.535
Jean Coutu Gp (Pjc) (JCOU.GB) 8.500 Aug 2014 Caa2 B– 96.313 95.750 95.875 –0.125 9.246
Ford Motor Credit Co (F.GSD) 9.875 Aug 2011 Ba3 B+ 105.739 102.375 103.063 –0.563 9.081
Rotech Healthcare (IHSV.GI) 9.500 Apr 2012 Caa3 CC 70.250 63.938 64.500 –8.500 20.526
General Motors Accpt. (GMA.HF) 8.000 Nov 2031 Ba1 BB 103.813 100.000 102.750 –0.313 7.749
HCA (HCA.HP) 6.500 Feb 2016 Ba2 BB+ 81.250 79.375 80.375 –0.500 9.731
Dura Operating  (DRRA.GB) 8.625 Apr 2012 Caa3 CC 65.500 62.688 63.250 –1.000 19.803
General Motors Accpt. (GMA.IMW) 6.750 Dec 2014 Ba1 BB 97.375 95.000 95.000 –1.270 7.578
Kerr-Mcgee (KMG.GN) 6.950 Jul 2024 Ba2 BB+ 106.047 105.638 105.638 0.145 6.413

CONVERTIBLES

Nabors Industries (NBR.GP) 0.940 May 2011 –– –– 95.600 94.738 95.500 0.670 1.956
Getty Images (GETY.GG) 0.500 Jun 2023 Ba2 –– 105.502 105.315 105.502 1.228 –1.467
Commonwealth Telephone (CTCO.GB) 3.250 Jul 2023 –– –– 104.667 103.820 103.820 1.820 1.428
American Tower (AMT.GS) 3.000 Aug 2012 –– BB– 188.675 177.000 187.766 2.266 N.A.
Wilson Greatbatch Technologies (GB.GB) 2.250 Jun 2013 –– –– 89.250 88.662 89.085 1.210 4.123
Schlumberger (SLB.GE) 2.125 Jun 2023 A1 A+ 150.063 146.770 148.610 –2.390 –8.569
CBIZ (CBIZ.GB) 3.125 Jun 2026 –– –– 102.500 100.890 101.938 –0.022 2.675
Medtronic (MDT.GJ) 1.500 Apr 2011 –– –– 99.393 97.061 97.061 –0.064 2.179
Cameron Intl  (CMRN.GB) 2.500 Jun 2026 –– –– 101.110 100.590 100.927 –0.252 2.440
Time Warner Telecom (TWTC.GG) 2.375 Apr 2026 Caa1 CCC+ 120.228 115.750 120.188 3.188 –0.640
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NASD-BLOOMBERG CORP. BOND INDEXES

HIGH YIELD: +8.81%

INVESTMENT GRADE: +5.83%

ASIA/PACIFIC
Australia (Dollar) .7517 .7540 1.3303 1.3263
China (Yuan) .1259 .1259 7.9443 7.9458
Hong Kong (Dollar) .1285 .1285 7.7824 7.7816
India (Rupee) .0218 .0217 45.950 45.990
Indonesia (Rupiah) .000110 .000110 9110.00 9120.00
Japan (Yen) .008490 .008511 117.79 117.49
 30-day fwd .008527 .008549 117.28 116.97
 60-day fwd .008563 .008579 116.78 116.56
 90-day fwd .008598 .008621 116.30 115.99
Malaysia (Ringgit) .2726 .2723 3.6690 3.6720
New Zealand (Dollar) .6621 .6595 1.5103 1.5163
Pakistan (Rupee) .0167 .0167 59.98 59.98
Philippines (Peso) .0199 .0199 50.17 50.25
Singapore (Dollar) .6312 .6336 1.5843 1.5784
So. Korea (Won) .001046 .001045 956.00 957.30
Taiwan (Dollar) .0304 .0304 32.92 32.91
Thailand (Baht) .02685 .02680 37.24 37.32

EUROPE
Britain (Pound) 1.8798 1.8864 .5320 .5301
 30-day fwd 1.8781 1.8888 .5325 .5294
 60-day fwd 1.8787 1.8895 .5323 .5292
 90-day fwd 1.8792 1.8900 .5321 .5291
Czech Rep (Koruna) .0445 .0448 22.46 22.34
Denmark (Krone) .1695 .1707 5.8980 5.8589
Europe (Euro) 1.2658 1.2729 .7900 .7856
 30-day fwd 1.2675 1.2752 .7890 .7842
 60-day fwd 1.2696 1.2774 .7876 .7828
 90-day fwd 1.2716 1.2794 .7864 .7816
Hungary (Forint) .0047 .0047 213.58 214.58
Norway (Krone) .1531 .1532 6.5334 6.5254
Poland (Zloty) .3205 .3215 3.12 3.11
a-Russia (Ruble) .0374 .0374 26.7575 26.7547
Slovak Rep (Koruna) .0339 .0340 29.53 29.39

Canada (Dollar) .8938 .8950 1.1188 1.1173
 30-day fwd .8956 .8989 1.1166 1.1125
 60-day fwd .8965 .9030 1.1154 1.1074
 90-day fwd .8974 .9071 1.1143 1.1024
Dominican Rep (Peso) .0304 .0304 32.90 32.87
Mexico (Peso) .091470 .091253 10.9325 10.9585

Bahrain (Dinar) 2.6525 2.6525 .3770 .3770
Egypt (Pound) .1746 .1746 5.7275 5.7275
Israel (Shekel) .2289 .2287 4.3683 4.3732
Jordan (Dinar) 1.4114 1.4108 .7085 .7088
Kenya (Shilling) .0137 .0137 73.05 73.05
Kuwait (Dinar) 3.4578 3.4578 .2892 .2892
Lebanon (Pound) .000666 .000666 1501.00 1501.00
Saudi Arabia (Riyal) .2666 .2666 3.7503 3.7503
So. Africa (Rand) .1355 .1349 7.3800 7.4112
U.A.E. (Dirham) .2723 .2723 3.6728 3.6728

MIDDLE EAST/AFRICA

Sweden (Krona) .1375 .1381 7.2705 7.2429
Switzerland (Franc) .7962 .7993 1.2560 1.2511
 30-day fwd .7988 .8017 1.2519 1.2473
 60-day fwd .8015 .8044 1.2477 1.2431
 90-day fwd .8039 .8068 1.2440 1.2394
Turkey (Lira) .6806 .6783 1.4693 1.4743

NORTH AMERICA/CARIBBEAN

Argentina (Peso) .3227 .3225 3.0985 3.1008
Brazil (Real) .4649 .4642 2.1512 2.1543
Chile (Peso) .001862 .001860 537.05 537.50
Colombia (Peso) .000417 .000418 2395.45 2394.50
Peru (New Sol) .3083 .3075 3.244 3.252
Uruguay (New Peso) .0419 .0419 23.8600 23.8600
Venezuela (Bolivar) .000466 .000466 2147.30 2147.30

SOUTH AMERICA

AGRICULTURAL

Cotton NYBOT ¢/lb 63.50 51.20 Dec 06 52.60 53.45 52.30 53.13 + .49 122,188
Lumber CME $/1,000 bd. ft. 351.0 263.0 Nov 06 268.1 268.5 265.1 265.6 ◊ 3.3 4,452

Cocoa NYBOT $/ton 1932 1438 Dec 06 1482 1492 1471 1473 ◊ 15 72,992
Coffee NYBOT ¢/lb 149.15 98.00 Dec 06 103.25 103.70 102.00 102.10 ◊ 1.30 78,729
Sugar-World NYBOT ¢/lb 18.54 8.19 Mar 07 13.05 13.35 12.94 13.28 + .23 229,503
Sugar-Domestic NYBOT ¢/lb 23.05 20.85 Mar 07 20.88 20.88 20.88 20.88 ◊ .02 3,001
Orange Juice NYBOT ¢/lb 188.05 95.80 Nov 06 175.25 175.25 173.05 173.35 ◊ 1.15 21,396

Live Cattle CME ¢/lb 93.97 80.42 Dec 06 89.70 90.77 89.60 90.35 + .50 100,971
Feeder Cattle CME ¢/lb 119.25 99.35 Oct 06 115.30 116.20 114.75 116.02 + .73 10,247
Hogs-Lean CME ¢/lb 65.60 50.35 Dec 06 63.25 63.87 63.20 63.45 + .40 88,424
Pork Bellies CME ¢/lb 96.00 82.95 Feb 07 90.00 90.35 88.55 89.40 ◊ .05 731

Corn CBT ¢/bushel 288 233ø Dec 06 236 242} 236 241} + 4ø 677,542
Soybeans CBT ¢/bushel 684 485 Nov 06 544ø 558 542} 549} + 4ø 247,259
Soybean Meal CBT $/ton 211.10 158.50 Dec 06 159.80 164.00 159.40 162.60 + 2.80 127,450
Soybean Oil CBT ¢/lb 28.70 19.61 Dec 06 25.28 25.39 25.02 25.06 ◊ .20 140,741
Wheat CBT ¢/bushel 463 326ø Dec 06 391ü 398 387ø 392ø + 2 261,987
Winter Wheat KC ¢/bushel 539 358 Dec 06 459ø 466 455 462ø + 3ø 87,622
Oats CBT ¢/bushel 213 143ø Dec 06 200 202 198ø 200ø + } 10,299
Rough Rice CBT $/CWT 10.160 7.870 Nov 06 9.290 9.420 9.290 9.415 + .110 7,900

METALS AND ENERGY
Gold CMX $/troy oz. 742.00 436.50 Oct 06 578.70 582.00 571.00 577.50 ◊ 2.90 14,109
Silver CMX ¢/troy oz. 1510.0 671.6 Sep 06 1081.5 1081.5 1045.0 1076.0 ◊ 7.5 506
Platinum NYM $/troy oz. 1340.00 1015.00 Oct 06 1175.00 1175.00 1141.20 1163.70 ◊ 15.80 6,900
Palladium NYM $/oz. 420.00 216.75 Dec 06 320.15 320.15 300.00 314.80 ◊ 12.40 11,299
Hi Grade Copper CMX ¢/lb 382.00 103.50 Oct 06 334.50 337.00 328.00 331.55 ◊ 6.50 4,767

Light Sweet Crude NYM $/bbl. 80.64 31.42 Nov 06 64.18 64.29 62.80 64.02 ◊ .09 247,948
Unleaded Gasoline NYM ¢/gal 221.10 153.60 Oct 06 156.00 158.95 154.10 157.50 + 2.28 25,508
Heating Oil NYM ¢/gal 228.20 140.64 Nov 06 178.50 179.00 175.70 177.17 ◊ 1.54 58,658
Natural Gas NYM $/mm btu 11.765 3.438 Nov 06 6.535 6.555 6.240 6.364 ◊ .103 96,819
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killed me.” 
Three years later, a company

called Digeo claimed that Audible
was infringing on Patent No.
5,734,823, which it had recently
bought in a bankruptcy proceeding.
As it happens, Mr. Katz and Audi-
ble’s patent lawyer, Steven B. Kel-
ber, had already seen the ‘823, be-
cause the previous owner had also
claimed that Audible was infringing.
Mr. Katz and Mr. Kelber turned the
company away, saying that Audible
didn’t infringe.

They said the same thing to Digeo.
But Digeo was not so easily deterred.
The company markets Moxi, a digi-
tal video recorder that competes
against Motorola and Scientific-At-
lanta, though not with much success.
Digeo has also worked to extract li-
censing fees for the ‘823. The page on
its Web site titled “Intellectual Prop-
erty” specifically singles out the ‘823
as a patent “vital to many applica-
tions” that is “available for license.”

“Available,” indeed. On at least
two other occasions, Digeo brought
lawsuits when companies declined to
pay licensing fees, including one
against PalmSource. Both suits were
quickly settled. In most patent dis-
putes, though, there is no need for a
lawsuit to be filed; as Mr. Katz put it,
“There is an underground economy
of settlements because of expedien-
cy.” Byron E. Springer, Digeo’s gen-
eral counsel, told me that about 10
other companies had licensed the
‘823, though I’ve also heard that the
number is higher than that.

Oh, and one other thing. Digeo has
the deepest pockets imaginable. It is
backed primarily by Vulcan Inc.,
which is Paul G. Allen’s investment
vehicle. Mr. Allen, the co-founder of
Microsoft, is the third-richest man in
the country, after Bill Gates and
Warren E. Buffett. He is also the
chairman of Digeo’s board.

Of all the things about the patent
dispute that drove Mr. Katz crazy,
Mr. Allen’s involvement probably
topped the list. He once wrote a mag-
azine story about Mr. Allen, and he
had an idealized view of the Micro-
soft co-founder as “someone who ac-
tually invented something,” and who
should, therefore, be sympathetic to
other innovators.

“It is hard enough to build a small
public company into a large one
without people with leadership posi-
tions in the business community
putting up impediments that
shouldn’t have to be,” Mr. Katz said.

Although Digeo was asking for
only $400,000, Audible refused to pay.
So, in 2005, Digeo sued. Mr. Katz
went to the Audible board and ex-
plained that it was undoubtedly go-
ing to cost more to fight the suit than
to pay the fee, but he felt that the
company had to show that it wasn’t
going to roll over. The board agreed.

He also sent Mr. Allen an e-mail
message. “We patented many of the
things we invented and respect pat-

ents,” he wrote, “but the use of a pur-
chased patent (which we’ve known
about for years) that so clearly de-
scribes something far from what we
do — and using it in a way that has
nothing to do with protecting your
core business — is not, to me, re-
spectful of any moral underpinning
of the ethos of business or the basic
precept of fair dealing.” Mr. Allen
never responded. (A spokesman for
Mr. Allen referred all questions to
Digeo.) 

I should point out here that Digeo
strongly objects to being labeled a
patent troll. According to a company
spokeswoman, the company uses the
‘823 in Moxi and is merely trying to
protect its intellectual property. Jim
Blaisdell, the executive who man-
ages the patent, said, “It is not patent
trolling when you have a real busi-
ness to protect.” But it is difficult to
see how trying to extract $400,000
from a company that sells digitized
audio books is “protecting” Digeo’s
struggling DVR business. 

Indeed, as Audible saw it, the ‘823
simply didn’t apply to the company’s
technology. The original inventors
had in mind a system, aimed mainly
at college students who needed
cheaper textbooks, that would allow
them to come to a kiosk with a hand-
held device and download a textbook
into the device. But the patent was
also written very broadly — that is
part of the game in modern patent
applications — and it said next to
nothing about the technical details of
how it would accomplish what it was
supposed to do.

“For a patent to be valid,” Mr. Kel-
ber said, “you have to teach how to
practice everything you claim. There
is no teaching in this patent.” Dono-
van Steve White, a consultant who
served as Audible’s technical expert,
said: “It has pictures and artists’
renderings of what the device looks
like. But that is where it ceases. How
you are supposed to make it work —
it is completely mute on that point.” 

According to Josh Lerner, a Har-
vard Business School professor and
the co-author of “Innovation and Its
Discontents,” a tough-minded book
about patents, the issuance of pat-
ents like the ‘823 has become an ever
bigger problem in recent years. He
attributes that in part to overworked
patent examiners — who also work
for the one part of the federal gov-

ernment that earns its keep through
the fees it collects, and so have every
incentive to grant patents. Games-
manship on the part of patent appli-
cants has also become an increasing
problem, as has the court system it-
self, which has “lowered the barri-
ers” and “made patents easier to
get,” Mr. Lerner said. (A spokes-
woman for the patent office strongly
denied that patents are issued inap-
propriately.) 

After a year of legal wrangling,
Digeo dropped its price. A clearly
frustrated Mr. Blaisdell wrote an as-
tonishing e-mail message in May
2006 to Audible’s internal lawyers,
saying he was “perplexed as to why
Audible has not taken Digeo up on its
offer to settle for $300K.” After all, he
pointed out, that was far less than the
“high legal fees” Audible was paying. 

He added, “Surely you understand
that the prospect of convincing a
Jury that Audible doesn’t infringe or
that the Patent is invalid is an expen-
sive one.” Digeo may or may not be a
patent troll, but rarely has the eco-
nomics of patent trolling been so
baldly stated.

By then, though, the endgame was
in sight — which brings me to the
surprise ending. As it turns out,
Digeo did not have the complete own-
ership of the patent that it thought it
had. Documents that had been
turned over to Digeo when it bought
the patent showed that Edward
Chang, one of the four co-inventors,
had died, and that another — his
brother — had assigned the rights to
the patent to the company that later
sold the ‘823 to Digeo.

Edward Chang, however, was very
much alive, and his brother had nev-
er assigned the rights to anyone. The
documents had been forged —
though it’s not yet known by whom.
The forgery was discovered by Mr.
Kelber, the Audible lawyer. Audible
then went to Mr. Chang and got him
to sell it a license for $70,000. Last
month, when this new evidence was
presented, a judge ruled that Digeo
was entitled to no monetary dam-
ages from Audible. 

Still, the case is not dead. Digeo
has gone back to the bankruptcy
court to see if it can get full owner-
ship of the patent. Without it, the
company won’t be able to sue any-
body for infringing on the ‘823. But in
the unlikely event that the bankrupt-
cy court rules in its favor, it has ev-
ery intention of continuing its pursuit
of Audible, said Mr. Springer,
Digeo’s general counsel.

And Mr. Katz? You’d think he’d be
happy, but he’s not. Not yet, anyway.
Patent law permits the winning par-
ty to have its legal fees paid by the
losing party in “exceptional cases.”
Audible’s legal fees are now well
over $1 million, but the judge de-
clined to force Digeo to pay them.
Audible plans to appeal that part of
the ruling.

“This was a complete misuse of
the American legal system,” Mr.
Katz said. “I want our money back.”

JOE NOCERA

A Feisty Chief Fights Back in Patent Case 
TimesSelect: Meet Joe No-
cera at nytimes.com/nocera.
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Choosing to wage an
expensive fight in the
courts over making a
cheaper settlement. 

ness in 1989 and is a licensed private
investigator. The firm’s Web site
says it has databases of records that
help collection agencies, lawyers and
other private detectives collect
debts. The site also advertises
searches for criminal, financial and
employment records. The compa-
ny’s manager, Matthew DePante, 27,
is described as “knowledgeable in all
areas of telephone research.”

In addition to the Florida firm,
prosecutors have been examining
the role of Security Outsourcing Solu-
tions, a tiny Boston-area private de-
tective firm. The firm and its princi-
pal, Ronald R. DeLia, have ties to
Hewlett-Packard through the com-
pany’s Global Investigations Unit,
which is based in Massachusetts.

Anthony R. Gentilucci, manager of
global investigations for H.P., is
president of the New England chap-
ter of the High-Tech Crime Investi-
gation Association, an organization
of law enforcement officials, private
detectives and corporate security of-
ficers. Two of the five other elected
officers, Glenn Tandy and Kevin
Mazza, also work for H.P.’s security
arm, and Mr. DeLia has been a mem-
ber of the association. 

John J. McLean, a police detective
in Medford, Mass., and the second
vice president of the association, said
Mr. DeLia attended meetings and
had “an impeccable reputation.” He
said Mr. DeLia and Mr. Gentilucci
knew each other, “but how close they
were, I don’t know.” 

Mr. DeLia did not respond to
e-mail and telephone messages re-
questing comment, and Mr. Gentiluc-
ci’s office referred all inquiries to
Hewlett-Packard’s headquarters. 

The links between the men were
personal. Mr. Gentilucci and Mr.
DeLia were fellow groomsmen in a
1997 wedding in Boston, according to
a wedding announcement in The Bos-
ton Herald. One of the two best men
in the wedding was John Kiernan, a
partner in the law firm of Bonner
Kiernan Trebach & Crociata, which
shares a Boston address and phone

number with Security Outsourcing
Solutions. 

The House Committee on Energy
and Commerce has sent a letter to
Mr. DeLia requesting that he testify
at a subcommittee hearing on the
Hewlett-Packard matter on Sept. 28
in Washington. The subcommittee is
expected to put Mr. Gentilucci on its
witness list as well, a committee
staff member said. It has already re-
quested the appearance of Patricia
C. Dunn, H.P.’s chairwoman; Larry
W. Sonsini, Hewlett-Packard’s out-
side lawyer; and Ann Baskins, the
company’s general counsel. 

The same panel, the Subcommit-
tee on Oversight and Investigations,
held hearings this year on the use of
fraud in obtaining phone records.
The panel’s subsequent inquiries
identified Action Research, the Flor-
ida firm, as “the biggest of the big”
among companies using pretexts to
obtain phone numbers, said Rob
Douglas, an information security
consultant who worked for the sub-
committee. The company, he said,
“is in the inner core” of pretexters.

Mr. Douglas said Action Research
takes orders for phone records from
hundreds, if not thousands, of private
detective agencies, though it some-
times also works for lawyers and
other clients. He said Action Re-
search could receive as many as
hundreds of orders a day for phone
records and other confidential con-
sumer data, charging perhaps $75 to
$125 per request.

Deciding whether Action Research
has any involvement, illegal or other-
wise, in the Hewlett-Packard case is
complicated by its location, in Flor-
ida.

Some of the records were gained
by a computer user with an Internet
address owned by Cox Communica-
tions, the cable company and In-
ternet service provider, which does
not provide Internet cable service in
the Melbourne area or in Boston.

A search warrant obtained by Cali-
fornia authorities said the Internet
address used to obtain the phone
records of at least one director and
one reporter was 68.99.17.80, which a
computer expert traced to a personal
computer in Omaha or Council
Bluffs, Iowa, the city across the Mis-
souri River from Omaha.

Mr. Douglas said a firm like Action
Research could have used a sub-
contractor or an employee based in
the Midwest or employed a tech-
nique called spoofing to disguise the
origin of its own computer address.

A Hewlett-Packard spokesman de-
clined to comment Friday evening on
any contractors that might have
been involved.

The outcry over the methods used
in Hewlett-Packard’s investigation
has forced Ms. Dunn, who authorized
it, to step down as chairwoman. 

Hewlett-Packard has not publicly
identified the investigators it used,
though California officials said the
company had been cooperative.

One question investigators have
been asking is who at Hewlett-Pack-
ard was involved in hiring and su-
pervising the investigators. That is
one reason Ms. Baskins, H.P.’s gen-
eral counsel, has been called by Con-
gressional investigators. 

In a June 19 e-mail message to Mr.
Sonsini, the outside lawyer, Thomas
J. Perkins, a director who resigned in
May in a dispute over the investiga-
tion, raised the question of the legal-
ity of obtaining private phone
records without a subpoena. Mr. Son-
sini responded that Ms. Baskins had
“looked into the legality of every step
of the inquiry and was satisfied that
it was conducted properly.” 

Ms. Baskins, 51, has spent all but
one year of her 26-year legal career
at H.P. She was promoted to general
counsel by Carleton S. Fiorina, the
former chairwoman and chief execu-
tive. 

Ms. Dunn has said she turned to
the company’s security department
in April or May 2005 for an initial in-
vestigation of the leaks, then asked
Ms. Baskins’s help in a further in-
vestigation last January.

Mr. Gentilucci, the Boston-based
investigator for Hewlett-Packard,
said in an online résumé that he con-
ducts investigations for the company
to protect its “assets, people, prop-
erty, information and reputation.” A
fraud examiner, he worked for the
Digital Equipment Corporation, and
then for Compaq Computer after it
bought Digital, and for H.P. after its
merger with Compaq. He was the na-
tional president of the high-technol-
ogy detectives’ trade group in 2003.
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Katie Zezima contributed reporting
from Boston.

Zeroing In on Sources H.P. May Have Used
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A Central Park crowd called yesterday for United Nations peacekeepers to be let into Sudan, in one of many such rallies around the world. Some of
those at the New York gathering, which included people from the Darfur region, wore blue caps similar to the peacekeepers’ hats. Page A18.

A Global Call for Peace in Darfur

INSIDE

By ERIC LIPTON
WASHINGTON, Sept. 17 — The

last of the anthrax-laced letters was
still making its way through the mail
in late 2001 when top Bush adminis-
tration officials reached an obvious
conclusion: the nation desperately
needed to expand its medical stock-
pile to prepare for another biological
attack.

The result was Project BioShield,
a $5.6 billion effort to exploit the
country’s top medical and scientific
brains and fill an emergency med-
ical cabinet with new drugs and vac-
cines for a host of threats. “We will
rally the great promise of American
science and innovation to confront
the greatest danger of our time,”
President Bush said in starting the
program. 

But the project, critics say, has
largely failed to deliver.

So far, only a small fraction of the
anticipated remedies are available.
Drug companies have waited
months, if not years, for government
agencies to decide which treatments
they want and in what quantities. Un-
able to attract large pharmaceutical
corporations to join the endeavor, the
government is instead relying on
small start-up companies that often
have no proven track record. 

The troubles have been most acute
with the highest priority of all: a $900
million push to add a new anthrax
vaccine to the stockpile. What had
begun as an effort to test and manu-
facture a safer, faster-acting vaccine
has turned into an ugly battle be-
tween two biotech businesses.

Each has hired Washington lobby-
ists to attack its rival’s product and
try to win over lawmakers and ad-
ministration officials. Delivery of the
new vaccine is far behind schedule,
and a dispute between the Depart-
ment of Health and Human Services
and VaxGen, the company chosen to
make the vaccine, could even end the
deal. The only doses that have been
added to the stockpile are of a dec-
ades-old vaccine that has generated
complaints of serious side effects. 

Health department officials ac-
knowledge some problems but say
they have made progress. “Medical
discovery is an unpredictable pro-
cess,” said Bill Hall, a spokesman.
“It is the nature of science.”

But some companies on the side-
lines say the experience with the an-
thrax vaccine is exactly why they do
not want to do business with Wash-
ington. Once optimistic about the
president’s promise, many biotech
companies and public health experts
are now discouraged. 

“The inept implementation of the
program has led the best brains and
the best scientists to give up, to look
elsewhere or devote their resources
to medical initiatives that are not fo-

Continued on Page A24

SETBACKS STYMIE
BID TO STOCKPILE
BIOTERROR DRUGS

ANTHRAX VACCINE DELAYED

U.S. Is Moving Slowly on
Contracts as Suppliers

Battle Each Other

By IAN FISHER
ROME, Sept. 17 — Pope Benedict

XVI sought Sunday to extinguish
days of anger and protest among
Muslims by issuing an extraordinary
personal apology for having caused
offense with a speech last week that
cited a reference to Islam as “evil
and inhuman.” 

“I am deeply sorry for the re-
actions in some countries to a few
passages of my address,” the pope
told pilgrims at the summer papal
palace of Castel Gandolfo, “which
were considered offensive.’’

“These were in fact quotations
from a medieval text, which do not in
any way express my personal
thought,” the pope, 79, said in Italian,
according to the official English
translation. 

“The true meaning of my ad-
dress,” he said, “in its totality was
and is an invitation to frank and sin-
cere dialogue, with great mutual re-
spect.” 

His statement came amid much
worry in the church about violence
and any erosion of the status of the
pope as a neutral figure for peace
among faiths. In Somalia on Sunday,
the Italian Foreign Ministry report-
ed, an Italian nun was shot to death,
although it was unclear if this was
related to the pope’s remarks. A day
earlier, five churches were fire-
bombed in the West Bank and one in
Iraq. 

Although Benedict’s predecessor,
John Paul II, issued several apol-
ogies for the historical failings of the
church, experts said it appeared to
be the first time in recent memory
that a pope had made such a direct
statement of personal regret. “This 

In a Rare Step,
Pope Expresses
Personal Regret

Continued on Page A10

By ROBIN TONER

WASHINGTON, Sept. 17 — From
the start, the Virginia Senate race
was an emblematic campaign for
2006: combat boots vs. cowboy boots,
in the inevitable shorthand.

A highly decorated Vietnam vet-
eran and former secretary of the
Navy who opposed the war in Iraq
(James Webb, Democrat) in an up-
hill battle against a paragon of sun-
belt conservatism with national am-
bitions (Senator George Allen, Re-
publican.)

But in the past month, ever since
Mr. Allen’s demeaning reference to a
young man of Indian descent at a
campaign event, this race has be-
come more than an intriguing clash
of symbols; according to the polls, it
is now truly competitive.

Increasingly, Democratic strat-
egists see Virginia as a prime target

for one of the six seats they need to
regain a majority. Perhaps most im-
portant for Mr. Webb, whose late-
starting campaign has lagged far be-
hind Mr. Allen’s in fund-raising, the
Democrat’s contributions have be-
gun to climb, advisers say. “He’s got
George Allen on the run in the Com-
monwealth of Virginia,” said Bob
Kerrey, former Democratic senator
from Nebraska, who was rallying do-
nors at a reception for Mr. Webb last

week in New York. 
In one of the sharpest exchanges of

the campaign, Mr. Webb and Mr. Al-
len squared off on the war in Iraq on
“Meet the Press” on NBC on Sunday,
with Mr. Allen defending the Bush
administration’s policy and denounc-
ing the “second-guessing and Mon-
day-morning quarterbacking” of the
critics. “We’re going to need to do 

As Senator Falters, a Democrat Rises in Virginia

Kevin Wolf/Associated Press

A campaign of con-
trasts, right down to
footwear: Senator
George Allen, left, Re-
publican of Virginia,
favors cowboy boots,
while his opponent,
James Webb, a Demo-
crat, prefers his son’s
old combat boots. 

Continued on Page A20

By JANE PERLEZ
STUNG TRENG, Cambodia — In

the dense humidity of northern Cam-
bodia, where canoes are the common
mode of transportation, a foreman
from a Chinese construction compa-
ny directs local laborers to haul
stones to the ramp of a nearly com-
pleted bridge.

Nearby, engineers from the China
Shanghai Construction Group have
sunk more than a dozen concrete py-
lons across a tributary of the mighty
Mekong River, a technical feat that
will help knit together a 1,200-mile
route from the southern Chinese city
of Kunming through Laos to the
Cambodian port of Sihanoukville on
the Gulf of Thailand.

This is the new face of China’s for-
eign aid to poor Asian countries: dif-
ficult construction in remote places

that benefits the recipient, and Chi-
na, too.

“It is the favor of our government
to the Cambodian people,” said Ge
Zhen, 26, one of the more than 50 en-
gineers and 250 other Chinese work-
ers on the four-year project. 

Flush with nearly a trillion dollars
in hard currency reserves and eager
for stable friends in Southeast Asia,
China is making big loans for big
projects to countries that used to be
the sole preserve of the World Bank,
the Asian Development Bank, the
United States and Japan.

With the Singapore meeting of the
World Bank on Sept. 19 and 20, China,
one of the bank’s biggest customers,
is quietly shaking up the aid business
in Asia, competing with the bank at
its own game.

For poor countries like Cambodia,
Laos and Myanmar, and somewhat
better-off countries like the Philip-

pines, China’s loans are often more
attractive than the complicated
loans from the West. 

The Chinese money usually comes
unencumbered with conditions for
environmental standards or commu-
nity resettlement that can hold up
major projects. The aid does not car-
ry penalties for corruption that are
being increasingly used by the World
Bank president, Paul D. Wolfowitz.
And China’s offers rarely include the
extra freight of expensive consult-
ants, provisions that are common to 

China Competes With West in Aid to Its Neighbors
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By ADAM NOSSITER
STONEWALL, Miss., Sept. 11 — In

the fearful cosmos of the segrega-
tionist South, the integrated swim-
ming pool occupied a special place:
race-mixing carried to an intimate
level. 

So it was that when integration
came to this old mill town in the
1970’s, its magnificent pool, 100 feet
long and 30 feet wide, the summer
delight of generations of white chil-
dren, had to close, people here
thought. It was filled in with truck-
loads of red southern Mississippi
dirt, covered over and forgotten for
more than 30 years.

But last summer, an edge of some-

thing was sticking out when a local
real estate developer, his own past
entwined with the state’s racial trau-
mas, was poking around in the
ground, trying to spark a renais-
sance among the old buildings here.
Spadework revealed fancy blue tile,
underwater light fixtures and
smooth white walls. 

The businessman, a former politi-
cal candidate named Gilbert Car-
michael, decided to spend $25,000 of
his company’s money to excavate

the pool and rededicate it to all,
blacks and whites, in this struggling
town of 1,100 just south of the high-
way hub of Meridian. The pool, which
should be open next summer, may
charge a minimal fee for upkeep but
will be open to the public.

With the mounds of freshly dug
dirt now lining the sides of the partly
unearthed pool, memories of a
town’s lost summers have also
emerged, along with painful recol-
lections: a bygone era’s racism and
children — white children — bewil-
dered by the closing. 

“It just hurt their feelings awful,
because they couldn’t understand 

Unearthing a Town Pool, and Not for Whites Only

Continued on Page A23

The Stonewall Item, 1969; James Edward Bates for The New York Times

In 1969, only white children used a pool now being revived by Tom Sebring, left, and Gilbert Carmichael.

The new reality of business travel
includes more unexpected destina-
tions, like Ljubljana, Slovenia;Alma-
ty, Kazakhstan; and San Salvador.
Also: the practical reality of private
jets, and how airport security poli-
cies may vary. SECTION F
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Researchers have created chips
that can produce laser beams and
that one day could be used to move
avalanches of data to and from com-
puters extremely fast and at a low
cost. BUSINESS DAY, PAGE C1

Faster Chips, With Lasers

By DAMON DARLIN
A secret investigation of news

leaks at Hewlett-Packard was more
elaborate than previously reported,
and almost from the start involved
the illicit gathering of private phone
records and direct surveillance of
board members and journalists, ac-
cording to people briefed on the com-
pany’s review of the operation.

The effort received some degree of
supervision from three officials —
Patricia C. Dunn, the company’s
chairwoman, along with its general
counsel and another staff attorney —
but was quickly farmed out to a net-
work of private investigative firms
early last year, according to descrip-
tions of the findings. It is still unclear
how much they knew of the details. 

Those briefed on the company’s re-
view of the operation say detectives
tried to plant software on at least one
journalist’s computer that would en-
able messages to be traced, and also
followed directors and possibly a
journalist in an attempt to identify a
leaker on the board. 

The revelations at Hewlett-Pack-
ard, the computer and printer maker
that helped define Silicon Valley,
have provided a rare glimpse of
boardroom turmoil — resulting in
Ms. Dunn’s agreement to step down
as chairwoman in January, and two
resignations from the board.

But they have also cast a harsh
light on the questionable and pos-
sibly illegal techniques used in the
episode, raising the possibility of
criminal charges.

The account of those briefed on
Hewlett-Packard’s review of the
matter sheds new light on the scope
and timing of the investigative meth-
ods, establishing that invasive and
possibly illegal techniques were used
far earlier than previously known
and that the company’s chief ethics
officer was among those providing
supervision.

The hunt for a boardroom leaker
began as early as January 2005, with
a focus on disclosures immediately
preceding the ouster of Carleton S.
Fiorina as chairwoman and chief ex-
ecutive, with a second phase that be-
gan a year later. Hewlett-Packard
has said that as a public company, it
had a responsibility to stop unauthor-
ized disclosures. 

But the review reveals that the in-
vestigation by its detectives was no-
table for a lack of close supervision
by company officials. 

Those briefed on the internal re-
view said that at various times, ques-
tions were raised about the legality
of the methods used. They did not
identify who raised the questions,
when, or to whom they were ad-
dressed. But a crucial legal opinion,
its origins previously undisclosed,
was supplied by a Boston firm that
shares an address and phone number
with a detective firm on the case. 

Those speaking about the compa-
ny’s review would do so only if they
were not identified. A Hewlett-Pack-
ard spokesman yesterday declined
to comment on their account. 

In addition to scrutiny by prosecu-

Hewlett Review
Is Said to Detail
Deeper Spying

Direct Surveillance and
Planting of Software

Continued on Page A23

President Bush’s national security adviser signaled that a compromise
was being sought with the senators who oppose giving the C.I.A. explicit per-
mission to use extreme interrogation techniques. PAGE A20 

Bush Aide Hints Deal Is Sought on Interrogations

Nearly all the tribes from Iraq’s
volatile Sunni-dominated Anbar
Province have agreed to fight Al
Qaeda insurgents and other foreign-
backed “terrorists,” an influential
tribal leader said. Iraqi government
leaders encouraged the movement,
on a day when suicide bombings
rocked Kirkuk and Falluja. PAGE A12

Iraqi Tribes to Fight Rebels

Fashion Week in
New York closes
with snapshots
from Donna
Karan’s recent
travels abroad, and
a few too many vis-
itors from “Project
Runway.” 

FASHION, PAGE B8

Fashion Moves On

The Rev. Dr. James A. Forbes Jr.,
the senior minister at Riverside
Church, announced that he planned
to retire after nearly two decades
and much controversy. PAGE B1

Riverside Minister to Retire

New York: Today, sunny and quite
warm, high 83. Tonight, clear, patchy
fog, low 65. Tomorrow, thundershow-
ers, some heavy, high 76. Yesterday,
high 80, low 63. Details, Page A22.
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A sister of President John F. Ken-
nedy who had a front row seat to his-
tory and forged links between the
White House and Hollywood through
her marriage to the actor Peter Law-
ford, she was 82. PAGE A25

Patricia Kennedy Lawford Dies
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A Central Park crowd called yesterday for United Nations peacekeepers to be let into Sudan, in one of many such rallies around the world. Some of
those at the New York gathering, which included people from the Darfur region, wore blue caps similar to the peacekeepers’ hats. Page A18.

A Global Call for Peace in Darfur

INSIDE

By ERIC LIPTON
WASHINGTON, Sept. 17 — The

last of the anthrax-laced letters was
still making its way through the mail
in late 2001 when top Bush adminis-
tration officials reached an obvious
conclusion: the nation desperately
needed to expand its medical stock-
pile to prepare for another biological
attack.

The result was Project BioShield,
a $5.6 billion effort to exploit the
country’s top medical and scientific
brains and fill an emergency med-
ical cabinet with new drugs and vac-
cines for a host of threats. “We will
rally the great promise of American
science and innovation to confront
the greatest danger of our time,”
President Bush said in starting the
program. 

But the project, critics say, has
largely failed to deliver.

So far, only a small fraction of the
anticipated remedies are available.
Drug companies have waited
months, if not years, for government
agencies to decide which treatments
they want and in what quantities. Un-
able to attract large pharmaceutical
corporations to join the endeavor, the
government is instead relying on
small start-up companies that often
have no proven track record. 

The troubles have been most acute
with the highest priority of all: a $900
million push to add a new anthrax
vaccine to the stockpile. What had
begun as an effort to test and manu-
facture a safer, faster-acting vaccine
has turned into an ugly battle be-
tween two biotech businesses.

Each has hired Washington lobby-
ists to attack its rival’s product and
try to win over lawmakers and ad-
ministration officials. Delivery of the
new vaccine is far behind schedule,
and a dispute between the Depart-
ment of Health and Human Services
and VaxGen, the company chosen to
make the vaccine, could even end the
deal. The only doses that have been
added to the stockpile are of a dec-
ades-old vaccine that has generated
complaints of serious side effects. 

Health department officials ac-
knowledge some problems but say
they have made progress. “Medical
discovery is an unpredictable pro-
cess,” said Bill Hall, a spokesman.
“It is the nature of science.”

But some companies on the side-
lines say the experience with the an-
thrax vaccine is exactly why they do
not want to do business with Wash-
ington. Once optimistic about the
president’s promise, many biotech
companies and public health experts
are now discouraged. 

“The inept implementation of the
program has led the best brains and
the best scientists to give up, to look
elsewhere or devote their resources
to medical initiatives that are not fo-

Continued on Page A24
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By IAN FISHER
ROME, Sept. 17 — Pope Benedict

XVI sought Sunday to extinguish
days of anger and protest among
Muslims by issuing an extraordinary
personal apology for having caused
offense with a speech last week that
cited a reference to Islam as “evil
and inhuman.” 

“I am deeply sorry for the re-
actions in some countries to a few
passages of my address,” the pope
told pilgrims at the summer papal
palace of Castel Gandolfo, “which
were considered offensive.’’

“These were in fact quotations
from a medieval text, which do not in
any way express my personal
thought,” the pope, 79, said in Italian,
according to the official English
translation. 

“The true meaning of my ad-
dress,” he said, “in its totality was
and is an invitation to frank and sin-
cere dialogue, with great mutual re-
spect.” 

His statement came amid much
worry in the church about violence
and any erosion of the status of the
pope as a neutral figure for peace
among faiths. In Somalia on Sunday,
the Italian Foreign Ministry report-
ed, an Italian nun was shot to death,
although it was unclear if this was
related to the pope’s remarks. A day
earlier, five churches were fire-
bombed in the West Bank and one in
Iraq. 

Although Benedict’s predecessor,
John Paul II, issued several apol-
ogies for the historical failings of the
church, experts said it appeared to
be the first time in recent memory
that a pope had made such a direct
statement of personal regret. “This 

In a Rare Step,
Pope Expresses
Personal Regret

Continued on Page A10

By ROBIN TONER

WASHINGTON, Sept. 17 — From
the start, the Virginia Senate race
was an emblematic campaign for
2006: combat boots vs. cowboy boots,
in the inevitable shorthand.

A highly decorated Vietnam vet-
eran and former secretary of the
Navy who opposed the war in Iraq
(James Webb, Democrat) in an up-
hill battle against a paragon of sun-
belt conservatism with national am-
bitions (Senator George Allen, Re-
publican.)

But in the past month, ever since
Mr. Allen’s demeaning reference to a
young man of Indian descent at a
campaign event, this race has be-
come more than an intriguing clash
of symbols; according to the polls, it
is now truly competitive.

Increasingly, Democratic strat-
egists see Virginia as a prime target

for one of the six seats they need to
regain a majority. Perhaps most im-
portant for Mr. Webb, whose late-
starting campaign has lagged far be-
hind Mr. Allen’s in fund-raising, the
Democrat’s contributions have be-
gun to climb, advisers say. “He’s got
George Allen on the run in the Com-
monwealth of Virginia,” said Bob
Kerrey, former Democratic senator
from Nebraska, who was rallying do-
nors at a reception for Mr. Webb last

week in New York. 
In one of the sharpest exchanges of

the campaign, Mr. Webb and Mr. Al-
len squared off on the war in Iraq on
“Meet the Press” on NBC on Sunday,
with Mr. Allen defending the Bush
administration’s policy and denounc-
ing the “second-guessing and Mon-
day-morning quarterbacking” of the
critics. “We’re going to need to do 

As Senator Falters, a Democrat Rises in Virginia

Kevin Wolf/Associated Press

A campaign of con-
trasts, right down to
footwear: Senator
George Allen, left, Re-
publican of Virginia,
favors cowboy boots,
while his opponent,
James Webb, a Demo-
crat, prefers his son’s
old combat boots. 

Continued on Page A20

By JANE PERLEZ
STUNG TRENG, Cambodia — In

the dense humidity of northern Cam-
bodia, where canoes are the common
mode of transportation, a foreman
from a Chinese construction compa-
ny directs local laborers to haul
stones to the ramp of a nearly com-
pleted bridge.

Nearby, engineers from the China
Shanghai Construction Group have
sunk more than a dozen concrete py-
lons across a tributary of the mighty
Mekong River, a technical feat that
will help knit together a 1,200-mile
route from the southern Chinese city
of Kunming through Laos to the
Cambodian port of Sihanoukville on
the Gulf of Thailand.

This is the new face of China’s for-
eign aid to poor Asian countries: dif-
ficult construction in remote places

that benefits the recipient, and Chi-
na, too.

“It is the favor of our government
to the Cambodian people,” said Ge
Zhen, 26, one of the more than 50 en-
gineers and 250 other Chinese work-
ers on the four-year project. 

Flush with nearly a trillion dollars
in hard currency reserves and eager
for stable friends in Southeast Asia,
China is making big loans for big
projects to countries that used to be
the sole preserve of the World Bank,
the Asian Development Bank, the
United States and Japan.

With the Singapore meeting of the
World Bank on Sept. 19 and 20, China,
one of the bank’s biggest customers,
is quietly shaking up the aid business
in Asia, competing with the bank at
its own game.

For poor countries like Cambodia,
Laos and Myanmar, and somewhat
better-off countries like the Philip-

pines, China’s loans are often more
attractive than the complicated
loans from the West. 

The Chinese money usually comes
unencumbered with conditions for
environmental standards or commu-
nity resettlement that can hold up
major projects. The aid does not car-
ry penalties for corruption that are
being increasingly used by the World
Bank president, Paul D. Wolfowitz.
And China’s offers rarely include the
extra freight of expensive consult-
ants, provisions that are common to 

China Competes With West in Aid to Its Neighbors

Continued on Page A16

By ADAM NOSSITER
STONEWALL, Miss., Sept. 11 — In

the fearful cosmos of the segrega-
tionist South, the integrated swim-
ming pool occupied a special place:
race-mixing carried to an intimate
level. 

So it was that when integration
came to this old mill town in the
1970’s, its magnificent pool, 100 feet
long and 30 feet wide, the summer
delight of generations of white chil-
dren, had to close, people here
thought. It was filled in with truck-
loads of red southern Mississippi
dirt, covered over and forgotten for
more than 30 years.

But last summer, an edge of some-

thing was sticking out when a local
real estate developer, his own past
entwined with the state’s racial trau-
mas, was poking around in the
ground, trying to spark a renais-
sance among the old buildings here.
Spadework revealed fancy blue tile,
underwater light fixtures and
smooth white walls. 

The businessman, a former politi-
cal candidate named Gilbert Car-
michael, decided to spend $25,000 of
his company’s money to excavate

the pool and rededicate it to all,
blacks and whites, in this struggling
town of 1,100 just south of the high-
way hub of Meridian. The pool, which
should be open next summer, may
charge a minimal fee for upkeep but
will be open to the public.

With the mounds of freshly dug
dirt now lining the sides of the partly
unearthed pool, memories of a
town’s lost summers have also
emerged, along with painful recol-
lections: a bygone era’s racism and
children — white children — bewil-
dered by the closing. 

“It just hurt their feelings awful,
because they couldn’t understand 

Unearthing a Town Pool, and Not for Whites Only

Continued on Page A23

The Stonewall Item, 1969; James Edward Bates for The New York Times

In 1969, only white children used a pool now being revived by Tom Sebring, left, and Gilbert Carmichael.

The new reality of business travel
includes more unexpected destina-
tions, like Ljubljana, Slovenia;Alma-
ty, Kazakhstan; and San Salvador.
Also: the practical reality of private
jets, and how airport security poli-
cies may vary. SECTION F
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Researchers have created chips
that can produce laser beams and
that one day could be used to move
avalanches of data to and from com-
puters extremely fast and at a low
cost. BUSINESS DAY, PAGE C1

Faster Chips, With Lasers

By DAMON DARLIN
A secret investigation of news

leaks at Hewlett-Packard was more
elaborate than previously reported,
and almost from the start involved
the illicit gathering of private phone
records and direct surveillance of
board members and journalists, ac-
cording to people briefed on the com-
pany’s review of the operation.

The effort received some degree of
supervision from three officials —
Patricia C. Dunn, the company’s
chairwoman, along with its general
counsel and another staff attorney —
but was quickly farmed out to a net-
work of private investigative firms
early last year, according to descrip-
tions of the findings. It is still unclear
how much they knew of the details. 

Those briefed on the company’s re-
view of the operation say detectives
tried to plant software on at least one
journalist’s computer that would en-
able messages to be traced, and also
followed directors and possibly a
journalist in an attempt to identify a
leaker on the board. 

The revelations at Hewlett-Pack-
ard, the computer and printer maker
that helped define Silicon Valley,
have provided a rare glimpse of
boardroom turmoil — resulting in
Ms. Dunn’s agreement to step down
as chairwoman in January, and two
resignations from the board.

But they have also cast a harsh
light on the questionable and pos-
sibly illegal techniques used in the
episode, raising the possibility of
criminal charges.

The account of those briefed on
Hewlett-Packard’s review of the
matter sheds new light on the scope
and timing of the investigative meth-
ods, establishing that invasive and
possibly illegal techniques were used
far earlier than previously known
and that the company’s chief ethics
officer was among those providing
supervision.

The hunt for a boardroom leaker
began as early as January 2005, with
a focus on disclosures immediately
preceding the ouster of Carleton S.
Fiorina as chairwoman and chief ex-
ecutive, with a second phase that be-
gan a year later. Hewlett-Packard
has said that as a public company, it
had a responsibility to stop unauthor-
ized disclosures. 

But the review reveals that the in-
vestigation by its detectives was no-
table for a lack of close supervision
by company officials. 

Those briefed on the internal re-
view said that at various times, ques-
tions were raised about the legality
of the methods used. They did not
identify who raised the questions,
when, or to whom they were ad-
dressed. But a crucial legal opinion,
its origins previously undisclosed,
was supplied by a Boston firm that
shares an address and phone number
with a detective firm on the case. 

Those speaking about the compa-
ny’s review would do so only if they
were not identified. A Hewlett-Pack-
ard spokesman yesterday declined
to comment on their account. 

In addition to scrutiny by prosecu-

Hewlett Review
Is Said to Detail
Deeper Spying

Direct Surveillance and
Planting of Software

Continued on Page A23

President Bush’s national security adviser signaled that a compromise
was being sought with the senators who oppose giving the C.I.A. explicit per-
mission to use extreme interrogation techniques. PAGE A20 

Bush Aide Hints Deal Is Sought on Interrogations

Nearly all the tribes from Iraq’s
volatile Sunni-dominated Anbar
Province have agreed to fight Al
Qaeda insurgents and other foreign-
backed “terrorists,” an influential
tribal leader said. Iraqi government
leaders encouraged the movement,
on a day when suicide bombings
rocked Kirkuk and Falluja. PAGE A12

Iraqi Tribes to Fight Rebels

Fashion Week in
New York closes
with snapshots
from Donna
Karan’s recent
travels abroad, and
a few too many vis-
itors from “Project
Runway.” 

FASHION, PAGE B8

Fashion Moves On

The Rev. Dr. James A. Forbes Jr.,
the senior minister at Riverside
Church, announced that he planned
to retire after nearly two decades
and much controversy. PAGE B1

Riverside Minister to Retire

New York: Today, sunny and quite
warm, high 83. Tonight, clear, patchy
fog, low 65. Tomorrow, thundershow-
ers, some heavy, high 76. Yesterday,
high 80, low 63. Details, Page A22.
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A sister of President John F. Ken-
nedy who had a front row seat to his-
tory and forged links between the
White House and Hollywood through
her marriage to the actor Peter Law-
ford, she was 82. PAGE A25

Patricia Kennedy Lawford Dies
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A Central Park crowd called yesterday for United Nations peacekeepers to be let into Sudan, in one of many such rallies around the world. Some of
those at the New York gathering, which included people from the Darfur region, wore blue caps similar to the peacekeepers’ hats. Page A18.

A Global Call for Peace in Darfur

INSIDE

By ERIC LIPTON
WASHINGTON, Sept. 17 — The

last of the anthrax-laced letters was
still making its way through the mail
in late 2001 when top Bush adminis-
tration officials reached an obvious
conclusion: the nation desperately
needed to expand its medical stock-
pile to prepare for another biological
attack.

The result was Project BioShield,
a $5.6 billion effort to exploit the
country’s top medical and scientific
brains and fill an emergency med-
ical cabinet with new drugs and vac-
cines for a host of threats. “We will
rally the great promise of American
science and innovation to confront
the greatest danger of our time,”
President Bush said in starting the
program. 

But the project, critics say, has
largely failed to deliver.

So far, only a small fraction of the
anticipated remedies are available.
Drug companies have waited
months, if not years, for government
agencies to decide which treatments
they want and in what quantities. Un-
able to attract large pharmaceutical
corporations to join the endeavor, the
government is instead relying on
small start-up companies that often
have no proven track record. 

The troubles have been most acute
with the highest priority of all: a $900
million push to add a new anthrax
vaccine to the stockpile. What had
begun as an effort to test and manu-
facture a safer, faster-acting vaccine
has turned into an ugly battle be-
tween two biotech businesses.

Each has hired Washington lobby-
ists to attack its rival’s product and
try to win over lawmakers and ad-
ministration officials. Delivery of the
new vaccine is far behind schedule,
and a dispute between the Depart-
ment of Health and Human Services
and VaxGen, the company chosen to
make the vaccine, could even end the
deal. The only doses that have been
added to the stockpile are of a dec-
ades-old vaccine that has generated
complaints of serious side effects. 

Health department officials ac-
knowledge some problems but say
they have made progress. “Medical
discovery is an unpredictable pro-
cess,” said Bill Hall, a spokesman.
“It is the nature of science.”

But some companies on the side-
lines say the experience with the an-
thrax vaccine is exactly why they do
not want to do business with Wash-
ington. Once optimistic about the
president’s promise, many biotech
companies and public health experts
are now discouraged. 

“The inept implementation of the
program has led the best brains and
the best scientists to give up, to look
elsewhere or devote their resources
to medical initiatives that are not fo-

Continued on Page A24
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By IAN FISHER
ROME, Sept. 17 — Pope Benedict

XVI sought Sunday to extinguish
days of anger and protest among
Muslims by issuing an extraordinary
personal apology for having caused
offense with a speech last week that
cited a reference to Islam as “evil
and inhuman.” 

“I am deeply sorry for the re-
actions in some countries to a few
passages of my address,” the pope
told pilgrims at the summer papal
palace of Castel Gandolfo, “which
were considered offensive.’’

“These were in fact quotations
from a medieval text, which do not in
any way express my personal
thought,” the pope, 79, said in Italian,
according to the official English
translation. 

“The true meaning of my ad-
dress,” he said, “in its totality was
and is an invitation to frank and sin-
cere dialogue, with great mutual re-
spect.” 

His statement came amid much
worry in the church about violence
and any erosion of the status of the
pope as a neutral figure for peace
among faiths. In Somalia on Sunday,
the Italian Foreign Ministry report-
ed, an Italian nun was shot to death,
although it was unclear if this was
related to the pope’s remarks. A day
earlier, five churches were fire-
bombed in the West Bank and one in
Iraq. 

Although Benedict’s predecessor,
John Paul II, issued several apol-
ogies for the historical failings of the
church, experts said it appeared to
be the first time in recent memory
that a pope had made such a direct
statement of personal regret. “This 

In a Rare Step,
Pope Expresses
Personal Regret

Continued on Page A10

By ROBIN TONER

WASHINGTON, Sept. 17 — From
the start, the Virginia Senate race
was an emblematic campaign for
2006: combat boots vs. cowboy boots,
in the inevitable shorthand.

A highly decorated Vietnam vet-
eran and former secretary of the
Navy who opposed the war in Iraq
(James Webb, Democrat) in an up-
hill battle against a paragon of sun-
belt conservatism with national am-
bitions (Senator George Allen, Re-
publican.)

But in the past month, ever since
Mr. Allen’s demeaning reference to a
young man of Indian descent at a
campaign event, this race has be-
come more than an intriguing clash
of symbols; according to the polls, it
is now truly competitive.

Increasingly, Democratic strat-
egists see Virginia as a prime target

for one of the six seats they need to
regain a majority. Perhaps most im-
portant for Mr. Webb, whose late-
starting campaign has lagged far be-
hind Mr. Allen’s in fund-raising, the
Democrat’s contributions have be-
gun to climb, advisers say. “He’s got
George Allen on the run in the Com-
monwealth of Virginia,” said Bob
Kerrey, former Democratic senator
from Nebraska, who was rallying do-
nors at a reception for Mr. Webb last

week in New York. 
In one of the sharpest exchanges of

the campaign, Mr. Webb and Mr. Al-
len squared off on the war in Iraq on
“Meet the Press” on NBC on Sunday,
with Mr. Allen defending the Bush
administration’s policy and denounc-
ing the “second-guessing and Mon-
day-morning quarterbacking” of the
critics. “We’re going to need to do 

As Senator Falters, a Democrat Rises in Virginia

Kevin Wolf/Associated Press

A campaign of con-
trasts, right down to
footwear: Senator
George Allen, left, Re-
publican of Virginia,
favors cowboy boots,
while his opponent,
James Webb, a Demo-
crat, prefers his son’s
old combat boots. 

Continued on Page A20

By JANE PERLEZ
STUNG TRENG, Cambodia — In

the dense humidity of northern Cam-
bodia, where canoes are the common
mode of transportation, a foreman
from a Chinese construction compa-
ny directs local laborers to haul
stones to the ramp of a nearly com-
pleted bridge.

Nearby, engineers from the China
Shanghai Construction Group have
sunk more than a dozen concrete py-
lons across a tributary of the mighty
Mekong River, a technical feat that
will help knit together a 1,200-mile
route from the southern Chinese city
of Kunming through Laos to the
Cambodian port of Sihanoukville on
the Gulf of Thailand.

This is the new face of China’s for-
eign aid to poor Asian countries: dif-
ficult construction in remote places

that benefits the recipient, and Chi-
na, too.

“It is the favor of our government
to the Cambodian people,” said Ge
Zhen, 26, one of the more than 50 en-
gineers and 250 other Chinese work-
ers on the four-year project. 

Flush with nearly a trillion dollars
in hard currency reserves and eager
for stable friends in Southeast Asia,
China is making big loans for big
projects to countries that used to be
the sole preserve of the World Bank,
the Asian Development Bank, the
United States and Japan.

With the Singapore meeting of the
World Bank on Sept. 19 and 20, China,
one of the bank’s biggest customers,
is quietly shaking up the aid business
in Asia, competing with the bank at
its own game.

For poor countries like Cambodia,
Laos and Myanmar, and somewhat
better-off countries like the Philip-

pines, China’s loans are often more
attractive than the complicated
loans from the West. 

The Chinese money usually comes
unencumbered with conditions for
environmental standards or commu-
nity resettlement that can hold up
major projects. The aid does not car-
ry penalties for corruption that are
being increasingly used by the World
Bank president, Paul D. Wolfowitz.
And China’s offers rarely include the
extra freight of expensive consult-
ants, provisions that are common to 

China Competes With West in Aid to Its Neighbors

Continued on Page A16

By ADAM NOSSITER
STONEWALL, Miss., Sept. 11 — In

the fearful cosmos of the segrega-
tionist South, the integrated swim-
ming pool occupied a special place:
race-mixing carried to an intimate
level. 

So it was that when integration
came to this old mill town in the
1970’s, its magnificent pool, 100 feet
long and 30 feet wide, the summer
delight of generations of white chil-
dren, had to close, people here
thought. It was filled in with truck-
loads of red southern Mississippi
dirt, covered over and forgotten for
more than 30 years.

But last summer, an edge of some-

thing was sticking out when a local
real estate developer, his own past
entwined with the state’s racial trau-
mas, was poking around in the
ground, trying to spark a renais-
sance among the old buildings here.
Spadework revealed fancy blue tile,
underwater light fixtures and
smooth white walls. 

The businessman, a former politi-
cal candidate named Gilbert Car-
michael, decided to spend $25,000 of
his company’s money to excavate

the pool and rededicate it to all,
blacks and whites, in this struggling
town of 1,100 just south of the high-
way hub of Meridian. The pool, which
should be open next summer, may
charge a minimal fee for upkeep but
will be open to the public.

With the mounds of freshly dug
dirt now lining the sides of the partly
unearthed pool, memories of a
town’s lost summers have also
emerged, along with painful recol-
lections: a bygone era’s racism and
children — white children — bewil-
dered by the closing. 

“It just hurt their feelings awful,
because they couldn’t understand 

Unearthing a Town Pool, and Not for Whites Only

Continued on Page A23

The Stonewall Item, 1969; James Edward Bates for The New York Times

In 1969, only white children used a pool now being revived by Tom Sebring, left, and Gilbert Carmichael.

The new reality of business travel
includes more unexpected destina-
tions, like Ljubljana, Slovenia;Alma-
ty, Kazakhstan; and San Salvador.
Also: the practical reality of private
jets, and how airport security poli-
cies may vary. SECTION F
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Researchers have created chips
that can produce laser beams and
that one day could be used to move
avalanches of data to and from com-
puters extremely fast and at a low
cost. BUSINESS DAY, PAGE C1

Faster Chips, With Lasers

By DAMON DARLIN
A secret investigation of news

leaks at Hewlett-Packard was more
elaborate than previously reported,
and almost from the start involved
the illicit gathering of private phone
records and direct surveillance of
board members and journalists, ac-
cording to people briefed on the com-
pany’s review of the operation.

The effort received some degree of
supervision from three officials —
Patricia C. Dunn, the company’s
chairwoman, along with its general
counsel and another staff attorney —
but was quickly farmed out to a net-
work of private investigative firms
early last year, according to descrip-
tions of the findings. It is still unclear
how much they knew of the details. 

Those briefed on the company’s re-
view of the operation say detectives
tried to plant software on at least one
journalist’s computer that would en-
able messages to be traced, and also
followed directors and possibly a
journalist in an attempt to identify a
leaker on the board. 

The revelations at Hewlett-Pack-
ard, the computer and printer maker
that helped define Silicon Valley,
have provided a rare glimpse of
boardroom turmoil — resulting in
Ms. Dunn’s agreement to step down
as chairwoman in January, and two
resignations from the board.

But they have also cast a harsh
light on the questionable and pos-
sibly illegal techniques used in the
episode, raising the possibility of
criminal charges.

The account of those briefed on
Hewlett-Packard’s review of the
matter sheds new light on the scope
and timing of the investigative meth-
ods, establishing that invasive and
possibly illegal techniques were used
far earlier than previously known
and that the company’s chief ethics
officer was among those providing
supervision.

The hunt for a boardroom leaker
began as early as January 2005, with
a focus on disclosures immediately
preceding the ouster of Carleton S.
Fiorina as chairwoman and chief ex-
ecutive, with a second phase that be-
gan a year later. Hewlett-Packard
has said that as a public company, it
had a responsibility to stop unauthor-
ized disclosures. 

But the review reveals that the in-
vestigation by its detectives was no-
table for a lack of close supervision
by company officials. 

Those briefed on the internal re-
view said that at various times, ques-
tions were raised about the legality
of the methods used. They did not
identify who raised the questions,
when, or to whom they were ad-
dressed. But a crucial legal opinion,
its origins previously undisclosed,
was supplied by a Boston firm that
shares an address and phone number
with a detective firm on the case. 

Those speaking about the compa-
ny’s review would do so only if they
were not identified. A Hewlett-Pack-
ard spokesman yesterday declined
to comment on their account. 

In addition to scrutiny by prosecu-

Hewlett Review
Is Said to Detail
Deeper Spying

Direct Surveillance and
Planting of Software

Continued on Page A23

President Bush’s national security adviser signaled that a compromise
was being sought with the senators who oppose giving the C.I.A. explicit per-
mission to use extreme interrogation techniques. PAGE A20 

Bush Aide Hints Deal Is Sought on Interrogations

Nearly all the tribes from Iraq’s
volatile Sunni-dominated Anbar
Province have agreed to fight Al
Qaeda insurgents and other foreign-
backed “terrorists,” an influential
tribal leader said. Iraqi government
leaders encouraged the movement,
on a day when suicide bombings
rocked Kirkuk and Falluja. PAGE A12

Iraqi Tribes to Fight Rebels

Fashion Week in
New York closes
with snapshots
from Donna
Karan’s recent
travels abroad, and
a few too many vis-
itors from “Project
Runway.” 

FASHION, PAGE B8

Fashion Moves On

The Rev. Dr. James A. Forbes Jr.,
the senior minister at Riverside
Church, announced that he planned
to retire after nearly two decades
and much controversy. PAGE B1

Riverside Minister to Retire

New York: Today, sunny and quite
warm, high 83. Tonight, clear, patchy
fog, low 65. Tomorrow, thundershow-
ers, some heavy, high 76. Yesterday,
high 80, low 63. Details, Page A22.
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A sister of President John F. Ken-
nedy who had a front row seat to his-
tory and forged links between the
White House and Hollywood through
her marriage to the actor Peter Law-
ford, she was 82. PAGE A25

Patricia Kennedy Lawford Dies
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why they didn’t have a place to swim
anymore,” said Ardell Covington, 87,
a former mayor. Pools all over the
South closed in that period; many, if
not most, stayed that way.

Mr. Covington’s children learned
to swim at the Stonewall pool, which
was owned, operated and closed, like
almost everything else in town, by
the textile mill, itself shut down by
Burlington Industries in 2002 after
more than a century of operation.

This town was named after the
Confederate general Stonewall Jack-
son. In late 1868, its northern Mis-
sissippi founders opened what would
go on to be one of the region’s long-
est-lived cotton mills. For years, it
was a great success — during World
War II it was a prime supplier of
khaki to the United States Army —
but its closing devastated Stonewall. 

On the main street today, empty
storefronts sit in the shadow of the
giant mill, and all around are the
boxy houses of former millworkers.
The population is just under a quar-
ter black.

Black children had never been al-
lowed to use the pool. They might
have aspired to — and one 65-year-
old black woman here, who never
learned to swim, remembers just
that — but they were forced to go
elsewhere during the hot summers. 

“These black boys around here,
they wanted to — they wanted to use
that pool,” said the woman, Lindy
Goodwin, who once worked at the
mill. Instead, “the boys, they used to
go to the branches,” Ms. Goodwin
said, meaning to the local creeks.
“Anywhere where there was water.”

The pool’s excavation offers a win-
dow into the sharp intrusiveness of
segregation’s mandates, written and
otherwise. 

In the memories of whites here,
the Stonewall swimming pool is re-
called as both the joyful center of
town life — “That was the main thing

we did, every summer, we swam,”
remembered Carol Long Ford, an al-
derwoman — and the place that
closed when that old life was cur-
tailed. 

A newspaper photograph from
1969, headlined “Fun at the Pool,”
shows it filled with splashing chil-
dren, all white. “Our summer life
centered around the swimming
pool,” Ms. Ford said. 

Yet there was no protest when the
pool was filled with dirt several
years later. “Nobody stood up,” said
Oree Davis, secretary of the local
historical society, her voice edging
into bitterness. “They just took what
came their way.” 

“It was the worst thing that could
have happened,” Ms. Davis added.

Even today, though, other whites
acknowledge, in veiled language,
what they describe as the sad neces-
sity of what took place. 

The pool “was out there until
things happened the way they did,”
said Mr. Covington, the former may-
or. “Then, the integration came
along, and being Southerners like we
are, people just didn’t want to mingle
that close. That was a no-no.” 

Others said they believed that the
potential for “trouble” — though they
said there was never any in the town
— justified the closing. 

“There were a lot of things that
were closed,” said George Mason
Green, a local tree farmer who swam
in the pool as a boy. “They just didn’t
want to have a lot of ruckus. They as-
sumed, and I think probably correct-
ly, it was closed to keep down any
problems associated with integra-
tion.” 

“In all fairness,” Mr. Green added,
“if they hadn’t closed it, there would
have been a fight.”

Mr. Carmichael says he passes no
judgment on the townspeople who
went along with the pool’s closing. A
veteran of this state’s fraught racial
politics, Mr. Carmichael, 79, ran
close but unsuccessful races for the
Senate and the governorship in the

1970’s as a moderate Republican
with liberal views on race, a path not
in line with a state party that was
turning sharply to the right.

He later served as the federal rail-
road administrator under the first
President Bush. 

As a car dealer in Meridian in the
early 1960’s, Mr. Carmichael re-
placed several times the vandalized
windshield of Michael H. Schwerner,
one of the three civil rights workers
later murdered in the infamous kill-
ings outside Philadelphia, Miss.,
about 50 miles north of here.

White-haired, avuncular and
courtly, Mr. Carmichael has bought
up old buildings and land, dreaming
of attracting commercial tenants, of
recreating Stonewall’s bustle and of
turning back the clock — in a limited
sense. 

“When integration came along,
they didn’t want to have anything to
do with it,” Mr. Carmichael said of
the mill. “They solved the problem of
integration by filling up the pool.” (A
spokeswoman for Burlington Indus-
tries said nobody now with the com-

pany would have any recollection of
the circumstances surrounding the
closing.)

So unacceptable through almost
all of the South was the idea of blacks
and whites swimming together that
even the Gulf of Mexico was off-
limits to blacks in some areas. In
April 1960, whites in Biloxi rioted af-
ter a group of blacks waded into the
gulf from an all-white beach as part
of an early civil rights protest, and
several blacks were beaten and shot. 

“Black folk and white people
swimming together was just abso-
lutely part of this ‘black men getting
close to white women’ idea,” said
Leslie B. McLemore, a political sci-
entist at Jackson State University, in
the state capital. 

The swimming pool, in particular,
“aroused all these racist fears,” said
John Dittmer, a historian who wrote
what many people consider the defin-
itive chronicle of the Mississippi civil
rights movement. In Jackson, the
pools were closed in 1962; the huge
pool at Audubon Park in New Or-
leans closed the same year, not re-
opening until 1969. In the Mississippi
capital the pools stayed closed until
the mid-1970’s.

The road to regeneration was
much longer in the small towns with
few resources of their own. After the
mill’s closing four years ago, in
which 800 people were laid off, Stone-
wall seems scarcely able to fathom
Mr. Carmichael’s grand plans. 

“I hope they do something to help,”
said Lucy Shelton, who manages the
grocery store. “It’s better than peo-
ple just griping.” 

A customer, Earlene Couch, said:
“It’s going down. We need something
to pick it back up.”

A hundred yards away, Mr. Car-
michael’s business partner, Tom
Sebring, kicked away some dirt and
looked over at the partially exposed
pool. “Look at all the years it’s been
buried,” Mr. Sebring said, “and of no
use at all.” 

James Edward Bates for The New York Times

Gilbert Carmichael, right, and Tom Sebring in a pool in Stonewall, Miss., that was once off-limits to blacks. It is to open next year to all residents.

Unearthing a Town’s Pool, and Not for Whites Only
Continued From Page A1
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Mr. Carmichael is hoping to revi-
talize Stonewall, an old mill town.
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tors, a House subcommittee has en-
tered the case, asking for documents
on the internal investigation to be de-
livered today in advance of a Sept. 28
hearing in Washington. 

Some of those documents are ex-
pected to reveal that detectives
made several attempts at direct sur-
veillance of some directors, and
were given photos of reporters to
help identify them.

At least one reporter, Dawn Kawa-
moto of the online technology news
service CNET, may have been fol-
lowed as part of the 2006 investiga-
tion, said a person briefed on the in-
vestigation. Ms. Kawamoto was a co-
author of an article on a senior man-
agement meeting in January.

The detectives also tried to plant
software in the computer of an un-
specified CNET reporter that would
communicate back to the detectives,
people briefed on the company re-
view said. Ms. Kawamoto said in an
interview this month that prosecu-
tors had told her that such a ploy
may have been used, but said she
was not aware of any surveillance. 

Representing themselves as an
anonymous tipster, the detectives
e-mailed a document to a CNET re-
porter, according to those briefed on
the review. The e-mail was embed-
ded with software that was supposed
to trace who the document was for-
warded to. The software did not
work, however, and the reporter nev-
er wrote any story based on the bo-
gus document.

On Saturday, the company identi-
fied one of two employees who it said
had been a target of scrutiny in the
internal operation. It said the private
phone records of the employee, Mi-
chael Moeller, director of corporate
media relations, were taken. 

It is not clear why Mr. Moeller,
whose job it is to speak with report-
ers, was included in the operation.
Robert Sherbin, Hewlett-Packard’s
vice president for external commu-
nications and Mr. Moeller’s boss,
said yesterday, “Investigators’ sus-
picions were misdirected and were
unfounded.” He would not elaborate.

Although the company said others
outside the company were also tar-
gets of detectives, it has not identi-
fied those people.

According to those briefed on the
internal review, the Hewlett-Pack-
ard investigation had two stages:
from January to August 2005, when
nothing of substance was turned up,
and again in January 2006, after the
CNET article appeared.

The first call for an investigation
from the board came in January 2005
after The Wall Street Journal pub-
lished an article that cited discussion
of the board about a management re-
organization and changes in the re-
sponsibilities of Ms. Fiorina, then
chairwoman and chief executive.

An article in The New York Times
on Feb. 10, recounting Ms. Fiorina’s
ouster by the board, contained exten-
sive details of a directors’ meeting
and fueled the desire to plug leaks. 

Reporters from those two newspa-
pers, CNET and Business Week have
been told by the California attorney
general’s office that they were tar-
gets in the operation.

Within 60 days, the investigation
into the leaks was up and running,
according to those briefed on the
company review. Responsibility for
the investigation was delegated to
the company’s global investigations
unit, based in the Boston area. Those
company officials turned the effort
over to Security Outsourcing Solu-
tions, a two-person agency that hires
specialists for investigations. 

That firm hired Action Research
Group, an investigative firm in Mel-
bourne, Fla. The actual work of ob-
taining the phone records was given
to other subcontractors, one of which
is said to have worked in or near
Omaha. The methods were said to
have included the use of subterfuge,
a practice known as pretexting, in
which investigators pose as those
whose records they are seeking.

Previous accounts of the Hewlett-
Packard operation have focused on
the use of such methods in the 2006
phase of the investigation, but not in
its earlier phase. 

Federal and California prosecu-
tors, as well as the Congressional
subcommittee, are examining the
chain of detectives for possible crim-
inal wrongdoing in obtaining phone
records. The California attorney gen-
eral said last week that he had
enough evidence to indict people in-
side and outside the company. 

Hewlett-Packard has steadfastly
refused to identify any of the in-
vestigators it used, including its own.

People briefed on Hewlett-Pack-
ard’s review of its internal investiga-
tion say that it was authorized by Ms.
Dunn, the chairwoman, and put un-
der the supervision of Kevin Hunsak-
er, a senior counsel who is the com-
pany’s director of ethics. But it is not
clear what level of supervision he
gave to the project.

Ms. Dunn has said in recent in-
terviews that she could not supervise
the investigation because she was
also a potential target. She has said
she turned to the company’s security
department in April or May 2005 for
an initial investigation, then asked
Ann O. Baskins, the company’s gen-
eral counsel, for help in the further
investigation last January. Ms. Bas-
kins supervises a team of more than

100 lawyers around the world. 
At at least one point, the compa-

ny’s lawyers sought a legal opinion.
But it did not come from Hewlett-
Packard’s own outside counsel, Lar-
ry W. Sonsini of Wilson Sonsini Good-
rich & Rosati, an eminent Silicon
Valley law firm. 

Instead, the company asked one of
its contractors, Security Outsourcing
Solutions, which turned to a Boston
lawyer, John Kiernan of Bonner
Kiernan Trebach & Crociata, for the
opinion. Mr. Kiernan’s office shares
a Boston address and phone number
with Security Outsourcing Solutions.

The company, in a recent filing
with the Securities and Exchange
Commission, said it had received an
outside counsel’s opinion that the in-
vestigative methods were legal, but
it did not identify the source.

It is also not clear whether compa-
ny lawyers were aware of the close
business and personal ties between
Mr. Kiernan, Ronald R. DeLia, the
owner of Security Outsourcing Solu-
tions, and Anthony R. Gentilucci, the
Boston-based manager of global in-
vestigations for Hewlett-Packard. 

Executives and lawyers back in
the company’s Palo Alto, Calif.,
headquarters remained in the dark
even after a summary report was
produced for them about each of the
two phases of the operation, accord-
ing to those briefed on the review.
Neither of the reports, they said, out-
lined the methods used. 

There were discussions of phone
numbers and calls in the report. But
it is not clear why that fact appar-
ently did not raise alarm among any
Hewlett-Packard lawyers about the
means used to gain the information. 

The findings were presented to the
board at a meeting in May, with
George A. Keyworth II, the board’s
longest-serving member, identified
as a source of leaks. He refused an
initial request to resign, though he ul-

timately agreed to do so last week.
But a fellow director, Thomas J. Per-
kins, a Silicon Valley venture capital-
ist, resigned immediately over the
handling of the investigation.

It was only through subsequent in-
quiries to Mr. Sonsini that Mr. Per-
kins learned more about the methods
used. It was his determination to get
the company to acknowledge the rea-
sons for his departure that brought
the internal investigation into the
spotlight this month.

In an e-mail message to Mr. Sonsi-
ni on June 19 , Mr. Perkins asked
about the legality of obtaining pri-
vate phone records without a sub-
poena. Mr. Sonsini responded that
Ms. Baskins had “looked into the le-
gality of every step of the inquiry and
was satisfied that it was conducted
properly.” 

According to those briefed on the
company’s review of its investiga-
tion, there is no indication that Mr.
Sonsini, considered the most power-
ful lawyer in Silicon Valley, was in-
volved in seeking outside investiga-
tors for Hewlett-Packard in 2005 or
2006. He became involved, they said,
only when the board asked him for a
legal opinion of the investigation and
the methods used.

Mr. Sonsini has said that his direct
involvement in helping the board
trace news leaks was limited to in-
terviews with directors in early 2005. 

Mr. Sonsini told the board in Au-
gust, after his firm’s investigation of
the detectives’ methods, that the use
of pretexting “was not generally un-
lawful.” The law firm could not say
whether the detective agencies hired
by Hewlett-Packard, or the subcon-
tractors any of them used, “complied
in all respects with applicable law.”

Review at Hewlett Is Said 
To Detail Deeper Spying

Continued From Page A1

Paul Sakuma/Associated Press

Hewlett-Packard via Bloomberg News

Hewlett-Packard’s chairwoman,
Patricia C. Dunn, top, and general
counsel, Ann Baskins, were said
to have provided some supervi-
sion of a secret investigation of
board members and journalists. 

Kurt Eichenwald contributed report-
ing.

By MATTHEW L. WALD
WASHINGTON, Sept. 17 — A sec-

ond company in California has been
implicated in the E. coli outbreak
linked to spinach, the Food and Drug
Administration said late Sunday, and
the number of identified victims is
still rising. 

The newly identified company,
River Ranch Fresh Foods, obtained
salad that included spinach from the
first company implicated, Natural
Selection Foods of San Juan Bautis-
ta, Calif. The spinach that passed
through River Ranch was sold under
the brand names Farmers Market,
Hy-Vee, and Fresh and Easy. 

The investigation is proceeding in
what amounts to a rearview mirror,
with state and local health officials
receiving reports of illness, asking
people what they ate and searching
for the source. To identify the new
company, officials examined Natu-
ral Selection’s records and found it
had supplied River Ranch. 

Tracing a case of illness to its
source, including the time required
for DNA analysis of the E. coli, takes
about two weeks, Dr. David W. K.
Acheson, director of food safety at
the F.D.A., said Sunday in a confer-
ence call. Dr. Acheson called the pro-
cess “trace-back and trace-forward.” 

The investigation is in its early
stages. “At this point we have not
found E. coli O157 in any bags of spin-
ach that have been tested,” Dr. Ach-
eson said. “Our link back to Natural
Selection comes from the epidemio-
logical studies.”

But after questioning the victims

about what they had eaten, he said,
“bagged spinach has risen to the top
of the list.” 

The federal health authorities are
advising consumers not to eat fresh
spinach. They said frozen spinach
had not been implicated. 

The number of reported cases of
E. coli infection rose by seven on
Sunday, to 109, but officials said that
the real number was probably higher
and that reporting was probably de-
layed because some health depart-
ments were not staffed on weekends.
They also said they expected the
number of states in which cases had
been reported, 19 on Sunday, to rise.

“As labs come back on line tomor-
row and Tuesday,” Dr. Acheson said,
“we can well see a surge of cases,
which do not necessarily mean that
things are not under control.” 

So far, 16 cases of hemolytic ure-
mic syndrome, a serious kidney com-
plication from E. coli exposure, have
been reported. One death, in Wiscon-
sin, has been linked to the outbreak.

The cause of the outbreak is still
not clear. It could be irrigation wa-
ter, Dr. Acheson said, or it could be a
processing problem in a factory. In
the humid environment of a sealed
bag of spinach or salad mix, E. coli
can multiply rapidly if the bag is al-
lowed to get too warm, he said.

Some processors expose spinach
to chlorine to kill E. coli, which can
kill the bacteria on the leaf surface.
But if the bacteria are in irrigation
water they can enter the plant, and
the chlorine will not reach them, Dr.
Acheson said.

Second Company Is Implicated
In Outbreak Linked to Spinach

By JOHN SCHWARTZ

Astronauts aboard the space shut-
tle Atlantis said goodbye Sunday
morning to their hosts at the In-
ternational Space Station, separated
the two craft and performed a fly-
around to get a 360-degree look at the
station to check for damage from or-
bital debris.

The video from space showed the
station gleaming against the black
backdrop of the void, and then the
Earth, and then space again as the
shuttle looped around it. The new so-
lar arrays delivered by the shuttle
and installed by the crew extended
from one side.

With the fly-around completed, the
shuttle mission commander, Capt.
Brent W. Jett Jr. of the Navy, radioed
a NASA science officer on the sta-
tion, Col. Jeffrey N. Williams of the
Army, to say, “It was really a spec-
tacular sight to see your vehicle,
looking down, from above the

Earth.”
Colonel Williams replied that his

team had taken pictures of the shut-
tle as it circled the station, and add-
ed: “It was a great mission. Thanks
for all the good work.”

On Monday, the shuttle astronauts
will conduct a final inspection of the
nose cap and wing leading edge to en-
sure that no damage occurred from
collisions with space debris. The
shuttle will return to Earth as early
as Wednesday, depending on weath-
er conditions at Cape Canaveral, Fla.

Traffic control around the station
is more hectic than usual, with the
shuttle departing just in time for new
visitors to arrive. The next crew of
the station, the commander, Capt.
Michael E. Lopez-Alegria of the
Navy, and a Russian cosmonaut, Mi-
khail Tyurin, will arrive at the sta-
tion on Wednesday with their pas-
senger, Anousheh Ansari, a telecom-
munications entrepreneur who will
be the fourth space tourist after pay-
ing a reported $20 million for the trip.

In a news conference from the Bai-
konur Cosmodrome in Kazakhstan,
played over NASA television, Ms.
Ansari, who helped finance the Ansa-
ri X Prize competition for privately
built spacecraft, said she hoped her
trip would inspire others to see space
as a reachable, even profitable, fron-
tier.

The shuttle’s mission resumed
construction at the station, which
had stalled since the loss of the shut-
tle Columbia and its crew in Febru-
ary 2003. 

Shuttle Separates From Station
And Prepares for Return to Earth

MIAMI, Sept. 18 (AP) — Hurri-
cane Helene strengthened Sunday
into a Category 3 storm in the open
Atlantic, becoming the second major
hurricane of the 2006 season, fore-
casters said.

The storm had top sustained winds
of 115 m.p.h., up from 85 m.p.h., ac-
cording to the National Hurricane
Center in Miami. It was moving
northwest but did not threaten land.

Storm Grows in Atlantic
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why they didn’t have a place to swim
anymore,” said Ardell Covington, 87,
a former mayor. Pools all over the
South closed in that period; many, if
not most, stayed that way.

Mr. Covington’s children learned
to swim at the Stonewall pool, which
was owned, operated and closed, like
almost everything else in town, by
the textile mill, itself shut down by
Burlington Industries in 2002 after
more than a century of operation.

This town was named after the
Confederate general Stonewall Jack-
son. In late 1868, its northern Mis-
sissippi founders opened what would
go on to be one of the region’s long-
est-lived cotton mills. For years, it
was a great success — during World
War II it was a prime supplier of
khaki to the United States Army —
but its closing devastated Stonewall. 

On the main street today, empty
storefronts sit in the shadow of the
giant mill, and all around are the
boxy houses of former millworkers.
The population is just under a quar-
ter black.

Black children had never been al-
lowed to use the pool. They might
have aspired to — and one 65-year-
old black woman here, who never
learned to swim, remembers just
that — but they were forced to go
elsewhere during the hot summers. 

“These black boys around here,
they wanted to — they wanted to use
that pool,” said the woman, Lindy
Goodwin, who once worked at the
mill. Instead, “the boys, they used to
go to the branches,” Ms. Goodwin
said, meaning to the local creeks.
“Anywhere where there was water.”

The pool’s excavation offers a win-
dow into the sharp intrusiveness of
segregation’s mandates, written and
otherwise. 

In the memories of whites here,
the Stonewall swimming pool is re-
called as both the joyful center of
town life — “That was the main thing

we did, every summer, we swam,”
remembered Carol Long Ford, an al-
derwoman — and the place that
closed when that old life was cur-
tailed. 

A newspaper photograph from
1969, headlined “Fun at the Pool,”
shows it filled with splashing chil-
dren, all white. “Our summer life
centered around the swimming
pool,” Ms. Ford said. 

Yet there was no protest when the
pool was filled with dirt several
years later. “Nobody stood up,” said
Oree Davis, secretary of the local
historical society, her voice edging
into bitterness. “They just took what
came their way.” 

“It was the worst thing that could
have happened,” Ms. Davis added.

Even today, though, other whites
acknowledge, in veiled language,
what they describe as the sad neces-
sity of what took place. 

The pool “was out there until
things happened the way they did,”
said Mr. Covington, the former may-
or. “Then, the integration came
along, and being Southerners like we
are, people just didn’t want to mingle
that close. That was a no-no.” 

Others said they believed that the
potential for “trouble” — though they
said there was never any in the town
— justified the closing. 

“There were a lot of things that
were closed,” said George Mason
Green, a local tree farmer who swam
in the pool as a boy. “They just didn’t
want to have a lot of ruckus. They as-
sumed, and I think probably correct-
ly, it was closed to keep down any
problems associated with integra-
tion.” 

“In all fairness,” Mr. Green added,
“if they hadn’t closed it, there would
have been a fight.”

Mr. Carmichael says he passes no
judgment on the townspeople who
went along with the pool’s closing. A
veteran of this state’s fraught racial
politics, Mr. Carmichael, 79, ran
close but unsuccessful races for the
Senate and the governorship in the

1970’s as a moderate Republican
with liberal views on race, a path not
in line with a state party that was
turning sharply to the right.

He later served as the federal rail-
road administrator under the first
President Bush. 

As a car dealer in Meridian in the
early 1960’s, Mr. Carmichael re-
placed several times the vandalized
windshield of Michael H. Schwerner,
one of the three civil rights workers
later murdered in the infamous kill-
ings outside Philadelphia, Miss.,
about 50 miles north of here.

White-haired, avuncular and
courtly, Mr. Carmichael has bought
up old buildings and land, dreaming
of attracting commercial tenants, of
recreating Stonewall’s bustle and of
turning back the clock — in a limited
sense. 

“When integration came along,
they didn’t want to have anything to
do with it,” Mr. Carmichael said of
the mill. “They solved the problem of
integration by filling up the pool.” (A
spokeswoman for Burlington Indus-
tries said nobody now with the com-

pany would have any recollection of
the circumstances surrounding the
closing.)

So unacceptable through almost
all of the South was the idea of blacks
and whites swimming together that
even the Gulf of Mexico was off-
limits to blacks in some areas. In
April 1960, whites in Biloxi rioted af-
ter a group of blacks waded into the
gulf from an all-white beach as part
of an early civil rights protest, and
several blacks were beaten and shot. 

“Black folk and white people
swimming together was just abso-
lutely part of this ‘black men getting
close to white women’ idea,” said
Leslie B. McLemore, a political sci-
entist at Jackson State University, in
the state capital. 

The swimming pool, in particular,
“aroused all these racist fears,” said
John Dittmer, a historian who wrote
what many people consider the defin-
itive chronicle of the Mississippi civil
rights movement. In Jackson, the
pools were closed in 1962; the huge
pool at Audubon Park in New Or-
leans closed the same year, not re-
opening until 1969. In the Mississippi
capital the pools stayed closed until
the mid-1970’s.

The road to regeneration was
much longer in the small towns with
few resources of their own. After the
mill’s closing four years ago, in
which 800 people were laid off, Stone-
wall seems scarcely able to fathom
Mr. Carmichael’s grand plans. 

“I hope they do something to help,”
said Lucy Shelton, who manages the
grocery store. “It’s better than peo-
ple just griping.” 

A customer, Earlene Couch, said:
“It’s going down. We need something
to pick it back up.”

A hundred yards away, Mr. Car-
michael’s business partner, Tom
Sebring, kicked away some dirt and
looked over at the partially exposed
pool. “Look at all the years it’s been
buried,” Mr. Sebring said, “and of no
use at all.” 

James Edward Bates for The New York Times

Gilbert Carmichael, right, and Tom Sebring in a pool in Stonewall, Miss., that was once off-limits to blacks. It is to open next year to all residents.

Unearthing a Town’s Pool, and Not for Whites Only
Continued From Page A1
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Mr. Carmichael is hoping to revi-
talize Stonewall, an old mill town.
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tors, a House subcommittee has en-
tered the case, asking for documents
on the internal investigation to be de-
livered today in advance of a Sept. 28
hearing in Washington. 

Some of those documents are ex-
pected to reveal that detectives
made several attempts at direct sur-
veillance of some directors, and
were given photos of reporters to
help identify them.

At least one reporter, Dawn Kawa-
moto of the online technology news
service CNET, may have been fol-
lowed as part of the 2006 investiga-
tion, said a person briefed on the in-
vestigation. Ms. Kawamoto was a co-
author of an article on a senior man-
agement meeting in January.

The detectives also tried to plant
software in the computer of an un-
specified CNET reporter that would
communicate back to the detectives,
people briefed on the company re-
view said. Ms. Kawamoto said in an
interview this month that prosecu-
tors had told her that such a ploy
may have been used, but said she
was not aware of any surveillance. 

Representing themselves as an
anonymous tipster, the detectives
e-mailed a document to a CNET re-
porter, according to those briefed on
the review. The e-mail was embed-
ded with software that was supposed
to trace who the document was for-
warded to. The software did not
work, however, and the reporter nev-
er wrote any story based on the bo-
gus document.

On Saturday, the company identi-
fied one of two employees who it said
had been a target of scrutiny in the
internal operation. It said the private
phone records of the employee, Mi-
chael Moeller, director of corporate
media relations, were taken. 

It is not clear why Mr. Moeller,
whose job it is to speak with report-
ers, was included in the operation.
Robert Sherbin, Hewlett-Packard’s
vice president for external commu-
nications and Mr. Moeller’s boss,
said yesterday, “Investigators’ sus-
picions were misdirected and were
unfounded.” He would not elaborate.

Although the company said others
outside the company were also tar-
gets of detectives, it has not identi-
fied those people.

According to those briefed on the
internal review, the Hewlett-Pack-
ard investigation had two stages:
from January to August 2005, when
nothing of substance was turned up,
and again in January 2006, after the
CNET article appeared.

The first call for an investigation
from the board came in January 2005
after The Wall Street Journal pub-
lished an article that cited discussion
of the board about a management re-
organization and changes in the re-
sponsibilities of Ms. Fiorina, then
chairwoman and chief executive.

An article in The New York Times
on Feb. 10, recounting Ms. Fiorina’s
ouster by the board, contained exten-
sive details of a directors’ meeting
and fueled the desire to plug leaks. 

Reporters from those two newspa-
pers, CNET and Business Week have
been told by the California attorney
general’s office that they were tar-
gets in the operation.

Within 60 days, the investigation
into the leaks was up and running,
according to those briefed on the
company review. Responsibility for
the investigation was delegated to
the company’s global investigations
unit, based in the Boston area. Those
company officials turned the effort
over to Security Outsourcing Solu-
tions, a two-person agency that hires
specialists for investigations. 

That firm hired Action Research
Group, an investigative firm in Mel-
bourne, Fla. The actual work of ob-
taining the phone records was given
to other subcontractors, one of which
is said to have worked in or near
Omaha. The methods were said to
have included the use of subterfuge,
a practice known as pretexting, in
which investigators pose as those
whose records they are seeking.

Previous accounts of the Hewlett-
Packard operation have focused on
the use of such methods in the 2006
phase of the investigation, but not in
its earlier phase. 

Federal and California prosecu-
tors, as well as the Congressional
subcommittee, are examining the
chain of detectives for possible crim-
inal wrongdoing in obtaining phone
records. The California attorney gen-
eral said last week that he had
enough evidence to indict people in-
side and outside the company. 

Hewlett-Packard has steadfastly
refused to identify any of the in-
vestigators it used, including its own.

People briefed on Hewlett-Pack-
ard’s review of its internal investiga-
tion say that it was authorized by Ms.
Dunn, the chairwoman, and put un-
der the supervision of Kevin Hunsak-
er, a senior counsel who is the com-
pany’s director of ethics. But it is not
clear what level of supervision he
gave to the project.

Ms. Dunn has said in recent in-
terviews that she could not supervise
the investigation because she was
also a potential target. She has said
she turned to the company’s security
department in April or May 2005 for
an initial investigation, then asked
Ann O. Baskins, the company’s gen-
eral counsel, for help in the further
investigation last January. Ms. Bas-
kins supervises a team of more than

100 lawyers around the world. 
At at least one point, the compa-

ny’s lawyers sought a legal opinion.
But it did not come from Hewlett-
Packard’s own outside counsel, Lar-
ry W. Sonsini of Wilson Sonsini Good-
rich & Rosati, an eminent Silicon
Valley law firm. 

Instead, the company asked one of
its contractors, Security Outsourcing
Solutions, which turned to a Boston
lawyer, John Kiernan of Bonner
Kiernan Trebach & Crociata, for the
opinion. Mr. Kiernan’s office shares
a Boston address and phone number
with Security Outsourcing Solutions.

The company, in a recent filing
with the Securities and Exchange
Commission, said it had received an
outside counsel’s opinion that the in-
vestigative methods were legal, but
it did not identify the source.

It is also not clear whether compa-
ny lawyers were aware of the close
business and personal ties between
Mr. Kiernan, Ronald R. DeLia, the
owner of Security Outsourcing Solu-
tions, and Anthony R. Gentilucci, the
Boston-based manager of global in-
vestigations for Hewlett-Packard. 

Executives and lawyers back in
the company’s Palo Alto, Calif.,
headquarters remained in the dark
even after a summary report was
produced for them about each of the
two phases of the operation, accord-
ing to those briefed on the review.
Neither of the reports, they said, out-
lined the methods used. 

There were discussions of phone
numbers and calls in the report. But
it is not clear why that fact appar-
ently did not raise alarm among any
Hewlett-Packard lawyers about the
means used to gain the information. 

The findings were presented to the
board at a meeting in May, with
George A. Keyworth II, the board’s
longest-serving member, identified
as a source of leaks. He refused an
initial request to resign, though he ul-

timately agreed to do so last week.
But a fellow director, Thomas J. Per-
kins, a Silicon Valley venture capital-
ist, resigned immediately over the
handling of the investigation.

It was only through subsequent in-
quiries to Mr. Sonsini that Mr. Per-
kins learned more about the methods
used. It was his determination to get
the company to acknowledge the rea-
sons for his departure that brought
the internal investigation into the
spotlight this month.

In an e-mail message to Mr. Sonsi-
ni on June 19 , Mr. Perkins asked
about the legality of obtaining pri-
vate phone records without a sub-
poena. Mr. Sonsini responded that
Ms. Baskins had “looked into the le-
gality of every step of the inquiry and
was satisfied that it was conducted
properly.” 

According to those briefed on the
company’s review of its investiga-
tion, there is no indication that Mr.
Sonsini, considered the most power-
ful lawyer in Silicon Valley, was in-
volved in seeking outside investiga-
tors for Hewlett-Packard in 2005 or
2006. He became involved, they said,
only when the board asked him for a
legal opinion of the investigation and
the methods used.

Mr. Sonsini has said that his direct
involvement in helping the board
trace news leaks was limited to in-
terviews with directors in early 2005. 

Mr. Sonsini told the board in Au-
gust, after his firm’s investigation of
the detectives’ methods, that the use
of pretexting “was not generally un-
lawful.” The law firm could not say
whether the detective agencies hired
by Hewlett-Packard, or the subcon-
tractors any of them used, “complied
in all respects with applicable law.”

Review at Hewlett Is Said 
To Detail Deeper Spying

Continued From Page A1

Paul Sakuma/Associated Press

Hewlett-Packard via Bloomberg News

Hewlett-Packard’s chairwoman,
Patricia C. Dunn, top, and general
counsel, Ann Baskins, were said
to have provided some supervi-
sion of a secret investigation of
board members and journalists. 

Kurt Eichenwald contributed report-
ing.

By MATTHEW L. WALD
WASHINGTON, Sept. 17 — A sec-

ond company in California has been
implicated in the E. coli outbreak
linked to spinach, the Food and Drug
Administration said late Sunday, and
the number of identified victims is
still rising. 

The newly identified company,
River Ranch Fresh Foods, obtained
salad that included spinach from the
first company implicated, Natural
Selection Foods of San Juan Bautis-
ta, Calif. The spinach that passed
through River Ranch was sold under
the brand names Farmers Market,
Hy-Vee, and Fresh and Easy. 

The investigation is proceeding in
what amounts to a rearview mirror,
with state and local health officials
receiving reports of illness, asking
people what they ate and searching
for the source. To identify the new
company, officials examined Natu-
ral Selection’s records and found it
had supplied River Ranch. 

Tracing a case of illness to its
source, including the time required
for DNA analysis of the E. coli, takes
about two weeks, Dr. David W. K.
Acheson, director of food safety at
the F.D.A., said Sunday in a confer-
ence call. Dr. Acheson called the pro-
cess “trace-back and trace-forward.” 

The investigation is in its early
stages. “At this point we have not
found E. coli O157 in any bags of spin-
ach that have been tested,” Dr. Ach-
eson said. “Our link back to Natural
Selection comes from the epidemio-
logical studies.”

But after questioning the victims

about what they had eaten, he said,
“bagged spinach has risen to the top
of the list.” 

The federal health authorities are
advising consumers not to eat fresh
spinach. They said frozen spinach
had not been implicated. 

The number of reported cases of
E. coli infection rose by seven on
Sunday, to 109, but officials said that
the real number was probably higher
and that reporting was probably de-
layed because some health depart-
ments were not staffed on weekends.
They also said they expected the
number of states in which cases had
been reported, 19 on Sunday, to rise.

“As labs come back on line tomor-
row and Tuesday,” Dr. Acheson said,
“we can well see a surge of cases,
which do not necessarily mean that
things are not under control.” 

So far, 16 cases of hemolytic ure-
mic syndrome, a serious kidney com-
plication from E. coli exposure, have
been reported. One death, in Wiscon-
sin, has been linked to the outbreak.

The cause of the outbreak is still
not clear. It could be irrigation wa-
ter, Dr. Acheson said, or it could be a
processing problem in a factory. In
the humid environment of a sealed
bag of spinach or salad mix, E. coli
can multiply rapidly if the bag is al-
lowed to get too warm, he said.

Some processors expose spinach
to chlorine to kill E. coli, which can
kill the bacteria on the leaf surface.
But if the bacteria are in irrigation
water they can enter the plant, and
the chlorine will not reach them, Dr.
Acheson said.

Second Company Is Implicated
In Outbreak Linked to Spinach

By JOHN SCHWARTZ

Astronauts aboard the space shut-
tle Atlantis said goodbye Sunday
morning to their hosts at the In-
ternational Space Station, separated
the two craft and performed a fly-
around to get a 360-degree look at the
station to check for damage from or-
bital debris.

The video from space showed the
station gleaming against the black
backdrop of the void, and then the
Earth, and then space again as the
shuttle looped around it. The new so-
lar arrays delivered by the shuttle
and installed by the crew extended
from one side.

With the fly-around completed, the
shuttle mission commander, Capt.
Brent W. Jett Jr. of the Navy, radioed
a NASA science officer on the sta-
tion, Col. Jeffrey N. Williams of the
Army, to say, “It was really a spec-
tacular sight to see your vehicle,
looking down, from above the

Earth.”
Colonel Williams replied that his

team had taken pictures of the shut-
tle as it circled the station, and add-
ed: “It was a great mission. Thanks
for all the good work.”

On Monday, the shuttle astronauts
will conduct a final inspection of the
nose cap and wing leading edge to en-
sure that no damage occurred from
collisions with space debris. The
shuttle will return to Earth as early
as Wednesday, depending on weath-
er conditions at Cape Canaveral, Fla.

Traffic control around the station
is more hectic than usual, with the
shuttle departing just in time for new
visitors to arrive. The next crew of
the station, the commander, Capt.
Michael E. Lopez-Alegria of the
Navy, and a Russian cosmonaut, Mi-
khail Tyurin, will arrive at the sta-
tion on Wednesday with their pas-
senger, Anousheh Ansari, a telecom-
munications entrepreneur who will
be the fourth space tourist after pay-
ing a reported $20 million for the trip.

In a news conference from the Bai-
konur Cosmodrome in Kazakhstan,
played over NASA television, Ms.
Ansari, who helped finance the Ansa-
ri X Prize competition for privately
built spacecraft, said she hoped her
trip would inspire others to see space
as a reachable, even profitable, fron-
tier.

The shuttle’s mission resumed
construction at the station, which
had stalled since the loss of the shut-
tle Columbia and its crew in Febru-
ary 2003. 

Shuttle Separates From Station
And Prepares for Return to Earth

MIAMI, Sept. 18 (AP) — Hurri-
cane Helene strengthened Sunday
into a Category 3 storm in the open
Atlantic, becoming the second major
hurricane of the 2006 season, fore-
casters said.

The storm had top sustained winds
of 115 m.p.h., up from 85 m.p.h., ac-
cording to the National Hurricane
Center in Miami. It was moving
northwest but did not threaten land.

Storm Grows in Atlantic
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why they didn’t have a place to swim
anymore,” said Ardell Covington, 87,
a former mayor. Pools all over the
South closed in that period; many, if
not most, stayed that way.

Mr. Covington’s children learned
to swim at the Stonewall pool, which
was owned, operated and closed, like
almost everything else in town, by
the textile mill, itself shut down by
Burlington Industries in 2002 after
more than a century of operation.

This town was named after the
Confederate general Stonewall Jack-
son. In late 1868, its northern Mis-
sissippi founders opened what would
go on to be one of the region’s long-
est-lived cotton mills. For years, it
was a great success — during World
War II it was a prime supplier of
khaki to the United States Army —
but its closing devastated Stonewall. 

On the main street today, empty
storefronts sit in the shadow of the
giant mill, and all around are the
boxy houses of former millworkers.
The population is just under a quar-
ter black.

Black children had never been al-
lowed to use the pool. They might
have aspired to — and one 65-year-
old black woman here, who never
learned to swim, remembers just
that — but they were forced to go
elsewhere during the hot summers. 

“These black boys around here,
they wanted to — they wanted to use
that pool,” said the woman, Lindy
Goodwin, who once worked at the
mill. Instead, “the boys, they used to
go to the branches,” Ms. Goodwin
said, meaning to the local creeks.
“Anywhere where there was water.”

The pool’s excavation offers a win-
dow into the sharp intrusiveness of
segregation’s mandates, written and
otherwise. 

In the memories of whites here,
the Stonewall swimming pool is re-
called as both the joyful center of
town life — “That was the main thing

we did, every summer, we swam,”
remembered Carol Long Ford, an al-
derwoman — and the place that
closed when that old life was cur-
tailed. 

A newspaper photograph from
1969, headlined “Fun at the Pool,”
shows it filled with splashing chil-
dren, all white. “Our summer life
centered around the swimming
pool,” Ms. Ford said. 

Yet there was no protest when the
pool was filled with dirt several
years later. “Nobody stood up,” said
Oree Davis, secretary of the local
historical society, her voice edging
into bitterness. “They just took what
came their way.” 

“It was the worst thing that could
have happened,” Ms. Davis added.

Even today, though, other whites
acknowledge, in veiled language,
what they describe as the sad neces-
sity of what took place. 

The pool “was out there until
things happened the way they did,”
said Mr. Covington, the former may-
or. “Then, the integration came
along, and being Southerners like we
are, people just didn’t want to mingle
that close. That was a no-no.” 

Others said they believed that the
potential for “trouble” — though they
said there was never any in the town
— justified the closing. 

“There were a lot of things that
were closed,” said George Mason
Green, a local tree farmer who swam
in the pool as a boy. “They just didn’t
want to have a lot of ruckus. They as-
sumed, and I think probably correct-
ly, it was closed to keep down any
problems associated with integra-
tion.” 

“In all fairness,” Mr. Green added,
“if they hadn’t closed it, there would
have been a fight.”

Mr. Carmichael says he passes no
judgment on the townspeople who
went along with the pool’s closing. A
veteran of this state’s fraught racial
politics, Mr. Carmichael, 79, ran
close but unsuccessful races for the
Senate and the governorship in the

1970’s as a moderate Republican
with liberal views on race, a path not
in line with a state party that was
turning sharply to the right.

He later served as the federal rail-
road administrator under the first
President Bush. 

As a car dealer in Meridian in the
early 1960’s, Mr. Carmichael re-
placed several times the vandalized
windshield of Michael H. Schwerner,
one of the three civil rights workers
later murdered in the infamous kill-
ings outside Philadelphia, Miss.,
about 50 miles north of here.

White-haired, avuncular and
courtly, Mr. Carmichael has bought
up old buildings and land, dreaming
of attracting commercial tenants, of
recreating Stonewall’s bustle and of
turning back the clock — in a limited
sense. 

“When integration came along,
they didn’t want to have anything to
do with it,” Mr. Carmichael said of
the mill. “They solved the problem of
integration by filling up the pool.” (A
spokeswoman for Burlington Indus-
tries said nobody now with the com-

pany would have any recollection of
the circumstances surrounding the
closing.)

So unacceptable through almost
all of the South was the idea of blacks
and whites swimming together that
even the Gulf of Mexico was off-
limits to blacks in some areas. In
April 1960, whites in Biloxi rioted af-
ter a group of blacks waded into the
gulf from an all-white beach as part
of an early civil rights protest, and
several blacks were beaten and shot. 

“Black folk and white people
swimming together was just abso-
lutely part of this ‘black men getting
close to white women’ idea,” said
Leslie B. McLemore, a political sci-
entist at Jackson State University, in
the state capital. 

The swimming pool, in particular,
“aroused all these racist fears,” said
John Dittmer, a historian who wrote
what many people consider the defin-
itive chronicle of the Mississippi civil
rights movement. In Jackson, the
pools were closed in 1962; the huge
pool at Audubon Park in New Or-
leans closed the same year, not re-
opening until 1969. In the Mississippi
capital the pools stayed closed until
the mid-1970’s.

The road to regeneration was
much longer in the small towns with
few resources of their own. After the
mill’s closing four years ago, in
which 800 people were laid off, Stone-
wall seems scarcely able to fathom
Mr. Carmichael’s grand plans. 

“I hope they do something to help,”
said Lucy Shelton, who manages the
grocery store. “It’s better than peo-
ple just griping.” 

A customer, Earlene Couch, said:
“It’s going down. We need something
to pick it back up.”

A hundred yards away, Mr. Car-
michael’s business partner, Tom
Sebring, kicked away some dirt and
looked over at the partially exposed
pool. “Look at all the years it’s been
buried,” Mr. Sebring said, “and of no
use at all.” 

James Edward Bates for The New York Times

Gilbert Carmichael, right, and Tom Sebring in a pool in Stonewall, Miss., that was once off-limits to blacks. It is to open next year to all residents.

Unearthing a Town’s Pool, and Not for Whites Only
Continued From Page A1
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Mr. Carmichael is hoping to revi-
talize Stonewall, an old mill town.
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tors, a House subcommittee has en-
tered the case, asking for documents
on the internal investigation to be de-
livered today in advance of a Sept. 28
hearing in Washington. 

Some of those documents are ex-
pected to reveal that detectives
made several attempts at direct sur-
veillance of some directors, and
were given photos of reporters to
help identify them.

At least one reporter, Dawn Kawa-
moto of the online technology news
service CNET, may have been fol-
lowed as part of the 2006 investiga-
tion, said a person briefed on the in-
vestigation. Ms. Kawamoto was a co-
author of an article on a senior man-
agement meeting in January.

The detectives also tried to plant
software in the computer of an un-
specified CNET reporter that would
communicate back to the detectives,
people briefed on the company re-
view said. Ms. Kawamoto said in an
interview this month that prosecu-
tors had told her that such a ploy
may have been used, but said she
was not aware of any surveillance. 

Representing themselves as an
anonymous tipster, the detectives
e-mailed a document to a CNET re-
porter, according to those briefed on
the review. The e-mail was embed-
ded with software that was supposed
to trace who the document was for-
warded to. The software did not
work, however, and the reporter nev-
er wrote any story based on the bo-
gus document.

On Saturday, the company identi-
fied one of two employees who it said
had been a target of scrutiny in the
internal operation. It said the private
phone records of the employee, Mi-
chael Moeller, director of corporate
media relations, were taken. 

It is not clear why Mr. Moeller,
whose job it is to speak with report-
ers, was included in the operation.
Robert Sherbin, Hewlett-Packard’s
vice president for external commu-
nications and Mr. Moeller’s boss,
said yesterday, “Investigators’ sus-
picions were misdirected and were
unfounded.” He would not elaborate.

Although the company said others
outside the company were also tar-
gets of detectives, it has not identi-
fied those people.

According to those briefed on the
internal review, the Hewlett-Pack-
ard investigation had two stages:
from January to August 2005, when
nothing of substance was turned up,
and again in January 2006, after the
CNET article appeared.

The first call for an investigation
from the board came in January 2005
after The Wall Street Journal pub-
lished an article that cited discussion
of the board about a management re-
organization and changes in the re-
sponsibilities of Ms. Fiorina, then
chairwoman and chief executive.

An article in The New York Times
on Feb. 10, recounting Ms. Fiorina’s
ouster by the board, contained exten-
sive details of a directors’ meeting
and fueled the desire to plug leaks. 

Reporters from those two newspa-
pers, CNET and Business Week have
been told by the California attorney
general’s office that they were tar-
gets in the operation.

Within 60 days, the investigation
into the leaks was up and running,
according to those briefed on the
company review. Responsibility for
the investigation was delegated to
the company’s global investigations
unit, based in the Boston area. Those
company officials turned the effort
over to Security Outsourcing Solu-
tions, a two-person agency that hires
specialists for investigations. 

That firm hired Action Research
Group, an investigative firm in Mel-
bourne, Fla. The actual work of ob-
taining the phone records was given
to other subcontractors, one of which
is said to have worked in or near
Omaha. The methods were said to
have included the use of subterfuge,
a practice known as pretexting, in
which investigators pose as those
whose records they are seeking.

Previous accounts of the Hewlett-
Packard operation have focused on
the use of such methods in the 2006
phase of the investigation, but not in
its earlier phase. 

Federal and California prosecu-
tors, as well as the Congressional
subcommittee, are examining the
chain of detectives for possible crim-
inal wrongdoing in obtaining phone
records. The California attorney gen-
eral said last week that he had
enough evidence to indict people in-
side and outside the company. 

Hewlett-Packard has steadfastly
refused to identify any of the in-
vestigators it used, including its own.

People briefed on Hewlett-Pack-
ard’s review of its internal investiga-
tion say that it was authorized by Ms.
Dunn, the chairwoman, and put un-
der the supervision of Kevin Hunsak-
er, a senior counsel who is the com-
pany’s director of ethics. But it is not
clear what level of supervision he
gave to the project.

Ms. Dunn has said in recent in-
terviews that she could not supervise
the investigation because she was
also a potential target. She has said
she turned to the company’s security
department in April or May 2005 for
an initial investigation, then asked
Ann O. Baskins, the company’s gen-
eral counsel, for help in the further
investigation last January. Ms. Bas-
kins supervises a team of more than

100 lawyers around the world. 
At at least one point, the compa-

ny’s lawyers sought a legal opinion.
But it did not come from Hewlett-
Packard’s own outside counsel, Lar-
ry W. Sonsini of Wilson Sonsini Good-
rich & Rosati, an eminent Silicon
Valley law firm. 

Instead, the company asked one of
its contractors, Security Outsourcing
Solutions, which turned to a Boston
lawyer, John Kiernan of Bonner
Kiernan Trebach & Crociata, for the
opinion. Mr. Kiernan’s office shares
a Boston address and phone number
with Security Outsourcing Solutions.

The company, in a recent filing
with the Securities and Exchange
Commission, said it had received an
outside counsel’s opinion that the in-
vestigative methods were legal, but
it did not identify the source.

It is also not clear whether compa-
ny lawyers were aware of the close
business and personal ties between
Mr. Kiernan, Ronald R. DeLia, the
owner of Security Outsourcing Solu-
tions, and Anthony R. Gentilucci, the
Boston-based manager of global in-
vestigations for Hewlett-Packard. 

Executives and lawyers back in
the company’s Palo Alto, Calif.,
headquarters remained in the dark
even after a summary report was
produced for them about each of the
two phases of the operation, accord-
ing to those briefed on the review.
Neither of the reports, they said, out-
lined the methods used. 

There were discussions of phone
numbers and calls in the report. But
it is not clear why that fact appar-
ently did not raise alarm among any
Hewlett-Packard lawyers about the
means used to gain the information. 

The findings were presented to the
board at a meeting in May, with
George A. Keyworth II, the board’s
longest-serving member, identified
as a source of leaks. He refused an
initial request to resign, though he ul-

timately agreed to do so last week.
But a fellow director, Thomas J. Per-
kins, a Silicon Valley venture capital-
ist, resigned immediately over the
handling of the investigation.

It was only through subsequent in-
quiries to Mr. Sonsini that Mr. Per-
kins learned more about the methods
used. It was his determination to get
the company to acknowledge the rea-
sons for his departure that brought
the internal investigation into the
spotlight this month.

In an e-mail message to Mr. Sonsi-
ni on June 19 , Mr. Perkins asked
about the legality of obtaining pri-
vate phone records without a sub-
poena. Mr. Sonsini responded that
Ms. Baskins had “looked into the le-
gality of every step of the inquiry and
was satisfied that it was conducted
properly.” 

According to those briefed on the
company’s review of its investiga-
tion, there is no indication that Mr.
Sonsini, considered the most power-
ful lawyer in Silicon Valley, was in-
volved in seeking outside investiga-
tors for Hewlett-Packard in 2005 or
2006. He became involved, they said,
only when the board asked him for a
legal opinion of the investigation and
the methods used.

Mr. Sonsini has said that his direct
involvement in helping the board
trace news leaks was limited to in-
terviews with directors in early 2005. 

Mr. Sonsini told the board in Au-
gust, after his firm’s investigation of
the detectives’ methods, that the use
of pretexting “was not generally un-
lawful.” The law firm could not say
whether the detective agencies hired
by Hewlett-Packard, or the subcon-
tractors any of them used, “complied
in all respects with applicable law.”

Review at Hewlett Is Said 
To Detail Deeper Spying
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Hewlett-Packard via Bloomberg News

Hewlett-Packard’s chairwoman,
Patricia C. Dunn, top, and general
counsel, Ann Baskins, were said
to have provided some supervi-
sion of a secret investigation of
board members and journalists. 

Kurt Eichenwald contributed report-
ing.

By MATTHEW L. WALD
WASHINGTON, Sept. 17 — A sec-

ond company in California has been
implicated in the E. coli outbreak
linked to spinach, the Food and Drug
Administration said late Sunday, and
the number of identified victims is
still rising. 

The newly identified company,
River Ranch Fresh Foods, obtained
salad that included spinach from the
first company implicated, Natural
Selection Foods of San Juan Bautis-
ta, Calif. The spinach that passed
through River Ranch was sold under
the brand names Farmers Market,
Hy-Vee, and Fresh and Easy. 

The investigation is proceeding in
what amounts to a rearview mirror,
with state and local health officials
receiving reports of illness, asking
people what they ate and searching
for the source. To identify the new
company, officials examined Natu-
ral Selection’s records and found it
had supplied River Ranch. 

Tracing a case of illness to its
source, including the time required
for DNA analysis of the E. coli, takes
about two weeks, Dr. David W. K.
Acheson, director of food safety at
the F.D.A., said Sunday in a confer-
ence call. Dr. Acheson called the pro-
cess “trace-back and trace-forward.” 

The investigation is in its early
stages. “At this point we have not
found E. coli O157 in any bags of spin-
ach that have been tested,” Dr. Ach-
eson said. “Our link back to Natural
Selection comes from the epidemio-
logical studies.”

But after questioning the victims

about what they had eaten, he said,
“bagged spinach has risen to the top
of the list.” 

The federal health authorities are
advising consumers not to eat fresh
spinach. They said frozen spinach
had not been implicated. 

The number of reported cases of
E. coli infection rose by seven on
Sunday, to 109, but officials said that
the real number was probably higher
and that reporting was probably de-
layed because some health depart-
ments were not staffed on weekends.
They also said they expected the
number of states in which cases had
been reported, 19 on Sunday, to rise.

“As labs come back on line tomor-
row and Tuesday,” Dr. Acheson said,
“we can well see a surge of cases,
which do not necessarily mean that
things are not under control.” 

So far, 16 cases of hemolytic ure-
mic syndrome, a serious kidney com-
plication from E. coli exposure, have
been reported. One death, in Wiscon-
sin, has been linked to the outbreak.

The cause of the outbreak is still
not clear. It could be irrigation wa-
ter, Dr. Acheson said, or it could be a
processing problem in a factory. In
the humid environment of a sealed
bag of spinach or salad mix, E. coli
can multiply rapidly if the bag is al-
lowed to get too warm, he said.

Some processors expose spinach
to chlorine to kill E. coli, which can
kill the bacteria on the leaf surface.
But if the bacteria are in irrigation
water they can enter the plant, and
the chlorine will not reach them, Dr.
Acheson said.

Second Company Is Implicated
In Outbreak Linked to Spinach

By JOHN SCHWARTZ

Astronauts aboard the space shut-
tle Atlantis said goodbye Sunday
morning to their hosts at the In-
ternational Space Station, separated
the two craft and performed a fly-
around to get a 360-degree look at the
station to check for damage from or-
bital debris.

The video from space showed the
station gleaming against the black
backdrop of the void, and then the
Earth, and then space again as the
shuttle looped around it. The new so-
lar arrays delivered by the shuttle
and installed by the crew extended
from one side.

With the fly-around completed, the
shuttle mission commander, Capt.
Brent W. Jett Jr. of the Navy, radioed
a NASA science officer on the sta-
tion, Col. Jeffrey N. Williams of the
Army, to say, “It was really a spec-
tacular sight to see your vehicle,
looking down, from above the

Earth.”
Colonel Williams replied that his

team had taken pictures of the shut-
tle as it circled the station, and add-
ed: “It was a great mission. Thanks
for all the good work.”

On Monday, the shuttle astronauts
will conduct a final inspection of the
nose cap and wing leading edge to en-
sure that no damage occurred from
collisions with space debris. The
shuttle will return to Earth as early
as Wednesday, depending on weath-
er conditions at Cape Canaveral, Fla.

Traffic control around the station
is more hectic than usual, with the
shuttle departing just in time for new
visitors to arrive. The next crew of
the station, the commander, Capt.
Michael E. Lopez-Alegria of the
Navy, and a Russian cosmonaut, Mi-
khail Tyurin, will arrive at the sta-
tion on Wednesday with their pas-
senger, Anousheh Ansari, a telecom-
munications entrepreneur who will
be the fourth space tourist after pay-
ing a reported $20 million for the trip.

In a news conference from the Bai-
konur Cosmodrome in Kazakhstan,
played over NASA television, Ms.
Ansari, who helped finance the Ansa-
ri X Prize competition for privately
built spacecraft, said she hoped her
trip would inspire others to see space
as a reachable, even profitable, fron-
tier.

The shuttle’s mission resumed
construction at the station, which
had stalled since the loss of the shut-
tle Columbia and its crew in Febru-
ary 2003. 

Shuttle Separates From Station
And Prepares for Return to Earth

MIAMI, Sept. 18 (AP) — Hurri-
cane Helene strengthened Sunday
into a Category 3 storm in the open
Atlantic, becoming the second major
hurricane of the 2006 season, fore-
casters said.

The storm had top sustained winds
of 115 m.p.h., up from 85 m.p.h., ac-
cording to the National Hurricane
Center in Miami. It was moving
northwest but did not threaten land.

Storm Grows in Atlantic
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why they didn’t have a place to swim
anymore,” said Ardell Covington, 87,
a former mayor. Pools all over the
South closed in that period; many, if
not most, stayed that way.

Mr. Covington’s children learned
to swim at the Stonewall pool, which
was owned, operated and closed, like
almost everything else in town, by
the textile mill, itself shut down by
Burlington Industries in 2002 after
more than a century of operation.

This town was named after the
Confederate general Stonewall Jack-
son. In late 1868, its northern Mis-
sissippi founders opened what would
go on to be one of the region’s long-
est-lived cotton mills. For years, it
was a great success — during World
War II it was a prime supplier of
khaki to the United States Army —
but its closing devastated Stonewall. 

On the main street today, empty
storefronts sit in the shadow of the
giant mill, and all around are the
boxy houses of former millworkers.
The population is just under a quar-
ter black.

Black children had never been al-
lowed to use the pool. They might
have aspired to — and one 65-year-
old black woman here, who never
learned to swim, remembers just
that — but they were forced to go
elsewhere during the hot summers. 

“These black boys around here,
they wanted to — they wanted to use
that pool,” said the woman, Lindy
Goodwin, who once worked at the
mill. Instead, “the boys, they used to
go to the branches,” Ms. Goodwin
said, meaning to the local creeks.
“Anywhere where there was water.”

The pool’s excavation offers a win-
dow into the sharp intrusiveness of
segregation’s mandates, written and
otherwise. 

In the memories of whites here,
the Stonewall swimming pool is re-
called as both the joyful center of
town life — “That was the main thing

we did, every summer, we swam,”
remembered Carol Long Ford, an al-
derwoman — and the place that
closed when that old life was cur-
tailed. 

A newspaper photograph from
1969, headlined “Fun at the Pool,”
shows it filled with splashing chil-
dren, all white. “Our summer life
centered around the swimming
pool,” Ms. Ford said. 

Yet there was no protest when the
pool was filled with dirt several
years later. “Nobody stood up,” said
Oree Davis, secretary of the local
historical society, her voice edging
into bitterness. “They just took what
came their way.” 

“It was the worst thing that could
have happened,” Ms. Davis added.

Even today, though, other whites
acknowledge, in veiled language,
what they describe as the sad neces-
sity of what took place. 

The pool “was out there until
things happened the way they did,”
said Mr. Covington, the former may-
or. “Then, the integration came
along, and being Southerners like we
are, people just didn’t want to mingle
that close. That was a no-no.” 

Others said they believed that the
potential for “trouble” — though they
said there was never any in the town
— justified the closing. 

“There were a lot of things that
were closed,” said George Mason
Green, a local tree farmer who swam
in the pool as a boy. “They just didn’t
want to have a lot of ruckus. They as-
sumed, and I think probably correct-
ly, it was closed to keep down any
problems associated with integra-
tion.” 

“In all fairness,” Mr. Green added,
“if they hadn’t closed it, there would
have been a fight.”

Mr. Carmichael says he passes no
judgment on the townspeople who
went along with the pool’s closing. A
veteran of this state’s fraught racial
politics, Mr. Carmichael, 79, ran
close but unsuccessful races for the
Senate and the governorship in the

1970’s as a moderate Republican
with liberal views on race, a path not
in line with a state party that was
turning sharply to the right.

He later served as the federal rail-
road administrator under the first
President Bush. 

As a car dealer in Meridian in the
early 1960’s, Mr. Carmichael re-
placed several times the vandalized
windshield of Michael H. Schwerner,
one of the three civil rights workers
later murdered in the infamous kill-
ings outside Philadelphia, Miss.,
about 50 miles north of here.

White-haired, avuncular and
courtly, Mr. Carmichael has bought
up old buildings and land, dreaming
of attracting commercial tenants, of
recreating Stonewall’s bustle and of
turning back the clock — in a limited
sense. 

“When integration came along,
they didn’t want to have anything to
do with it,” Mr. Carmichael said of
the mill. “They solved the problem of
integration by filling up the pool.” (A
spokeswoman for Burlington Indus-
tries said nobody now with the com-

pany would have any recollection of
the circumstances surrounding the
closing.)

So unacceptable through almost
all of the South was the idea of blacks
and whites swimming together that
even the Gulf of Mexico was off-
limits to blacks in some areas. In
April 1960, whites in Biloxi rioted af-
ter a group of blacks waded into the
gulf from an all-white beach as part
of an early civil rights protest, and
several blacks were beaten and shot. 

“Black folk and white people
swimming together was just abso-
lutely part of this ‘black men getting
close to white women’ idea,” said
Leslie B. McLemore, a political sci-
entist at Jackson State University, in
the state capital. 

The swimming pool, in particular,
“aroused all these racist fears,” said
John Dittmer, a historian who wrote
what many people consider the defin-
itive chronicle of the Mississippi civil
rights movement. In Jackson, the
pools were closed in 1962; the huge
pool at Audubon Park in New Or-
leans closed the same year, not re-
opening until 1969. In the Mississippi
capital the pools stayed closed until
the mid-1970’s.

The road to regeneration was
much longer in the small towns with
few resources of their own. After the
mill’s closing four years ago, in
which 800 people were laid off, Stone-
wall seems scarcely able to fathom
Mr. Carmichael’s grand plans. 

“I hope they do something to help,”
said Lucy Shelton, who manages the
grocery store. “It’s better than peo-
ple just griping.” 

A customer, Earlene Couch, said:
“It’s going down. We need something
to pick it back up.”

A hundred yards away, Mr. Car-
michael’s business partner, Tom
Sebring, kicked away some dirt and
looked over at the partially exposed
pool. “Look at all the years it’s been
buried,” Mr. Sebring said, “and of no
use at all.” 

James Edward Bates for The New York Times

Gilbert Carmichael, right, and Tom Sebring in a pool in Stonewall, Miss., that was once off-limits to blacks. It is to open next year to all residents.

Unearthing a Town’s Pool, and Not for Whites Only
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Mr. Carmichael is hoping to revi-
talize Stonewall, an old mill town.
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tors, a House subcommittee has en-
tered the case, asking for documents
on the internal investigation to be de-
livered today in advance of a Sept. 28
hearing in Washington. 

Some of those documents are ex-
pected to reveal that detectives
made several attempts at direct sur-
veillance of some directors, and
were given photos of reporters to
help identify them.

At least one reporter, Dawn Kawa-
moto of the online technology news
service CNET, may have been fol-
lowed as part of the 2006 investiga-
tion, said a person briefed on the in-
vestigation. Ms. Kawamoto was a co-
author of an article on a senior man-
agement meeting in January.

The detectives also tried to plant
software in the computer of an un-
specified CNET reporter that would
communicate back to the detectives,
people briefed on the company re-
view said. Ms. Kawamoto said in an
interview this month that prosecu-
tors had told her that such a ploy
may have been used, but said she
was not aware of any surveillance. 

Representing themselves as an
anonymous tipster, the detectives
e-mailed a document to a CNET re-
porter, according to those briefed on
the review. The e-mail was embed-
ded with software that was supposed
to trace who the document was for-
warded to. The software did not
work, however, and the reporter nev-
er wrote any story based on the bo-
gus document.

On Saturday, the company identi-
fied one of two employees who it said
had been a target of scrutiny in the
internal operation. It said the private
phone records of the employee, Mi-
chael Moeller, director of corporate
media relations, were taken. 

It is not clear why Mr. Moeller,
whose job it is to speak with report-
ers, was included in the operation.
Robert Sherbin, Hewlett-Packard’s
vice president for external commu-
nications and Mr. Moeller’s boss,
said yesterday, “Investigators’ sus-
picions were misdirected and were
unfounded.” He would not elaborate.

Although the company said others
outside the company were also tar-
gets of detectives, it has not identi-
fied those people.

According to those briefed on the
internal review, the Hewlett-Pack-
ard investigation had two stages:
from January to August 2005, when
nothing of substance was turned up,
and again in January 2006, after the
CNET article appeared.

The first call for an investigation
from the board came in January 2005
after The Wall Street Journal pub-
lished an article that cited discussion
of the board about a management re-
organization and changes in the re-
sponsibilities of Ms. Fiorina, then
chairwoman and chief executive.

An article in The New York Times
on Feb. 10, recounting Ms. Fiorina’s
ouster by the board, contained exten-
sive details of a directors’ meeting
and fueled the desire to plug leaks. 

Reporters from those two newspa-
pers, CNET and Business Week have
been told by the California attorney
general’s office that they were tar-
gets in the operation.

Within 60 days, the investigation
into the leaks was up and running,
according to those briefed on the
company review. Responsibility for
the investigation was delegated to
the company’s global investigations
unit, based in the Boston area. Those
company officials turned the effort
over to Security Outsourcing Solu-
tions, a two-person agency that hires
specialists for investigations. 

That firm hired Action Research
Group, an investigative firm in Mel-
bourne, Fla. The actual work of ob-
taining the phone records was given
to other subcontractors, one of which
is said to have worked in or near
Omaha. The methods were said to
have included the use of subterfuge,
a practice known as pretexting, in
which investigators pose as those
whose records they are seeking.

Previous accounts of the Hewlett-
Packard operation have focused on
the use of such methods in the 2006
phase of the investigation, but not in
its earlier phase. 

Federal and California prosecu-
tors, as well as the Congressional
subcommittee, are examining the
chain of detectives for possible crim-
inal wrongdoing in obtaining phone
records. The California attorney gen-
eral said last week that he had
enough evidence to indict people in-
side and outside the company. 

Hewlett-Packard has steadfastly
refused to identify any of the in-
vestigators it used, including its own.

People briefed on Hewlett-Pack-
ard’s review of its internal investiga-
tion say that it was authorized by Ms.
Dunn, the chairwoman, and put un-
der the supervision of Kevin Hunsak-
er, a senior counsel who is the com-
pany’s director of ethics. But it is not
clear what level of supervision he
gave to the project.

Ms. Dunn has said in recent in-
terviews that she could not supervise
the investigation because she was
also a potential target. She has said
she turned to the company’s security
department in April or May 2005 for
an initial investigation, then asked
Ann O. Baskins, the company’s gen-
eral counsel, for help in the further
investigation last January. Ms. Bas-
kins supervises a team of more than

100 lawyers around the world. 
At at least one point, the compa-

ny’s lawyers sought a legal opinion.
But it did not come from Hewlett-
Packard’s own outside counsel, Lar-
ry W. Sonsini of Wilson Sonsini Good-
rich & Rosati, an eminent Silicon
Valley law firm. 

Instead, the company asked one of
its contractors, Security Outsourcing
Solutions, which turned to a Boston
lawyer, John Kiernan of Bonner
Kiernan Trebach & Crociata, for the
opinion. Mr. Kiernan’s office shares
a Boston address and phone number
with Security Outsourcing Solutions.

The company, in a recent filing
with the Securities and Exchange
Commission, said it had received an
outside counsel’s opinion that the in-
vestigative methods were legal, but
it did not identify the source.

It is also not clear whether compa-
ny lawyers were aware of the close
business and personal ties between
Mr. Kiernan, Ronald R. DeLia, the
owner of Security Outsourcing Solu-
tions, and Anthony R. Gentilucci, the
Boston-based manager of global in-
vestigations for Hewlett-Packard. 

Executives and lawyers back in
the company’s Palo Alto, Calif.,
headquarters remained in the dark
even after a summary report was
produced for them about each of the
two phases of the operation, accord-
ing to those briefed on the review.
Neither of the reports, they said, out-
lined the methods used. 

There were discussions of phone
numbers and calls in the report. But
it is not clear why that fact appar-
ently did not raise alarm among any
Hewlett-Packard lawyers about the
means used to gain the information. 

The findings were presented to the
board at a meeting in May, with
George A. Keyworth II, the board’s
longest-serving member, identified
as a source of leaks. He refused an
initial request to resign, though he ul-

timately agreed to do so last week.
But a fellow director, Thomas J. Per-
kins, a Silicon Valley venture capital-
ist, resigned immediately over the
handling of the investigation.

It was only through subsequent in-
quiries to Mr. Sonsini that Mr. Per-
kins learned more about the methods
used. It was his determination to get
the company to acknowledge the rea-
sons for his departure that brought
the internal investigation into the
spotlight this month.

In an e-mail message to Mr. Sonsi-
ni on June 19 , Mr. Perkins asked
about the legality of obtaining pri-
vate phone records without a sub-
poena. Mr. Sonsini responded that
Ms. Baskins had “looked into the le-
gality of every step of the inquiry and
was satisfied that it was conducted
properly.” 

According to those briefed on the
company’s review of its investiga-
tion, there is no indication that Mr.
Sonsini, considered the most power-
ful lawyer in Silicon Valley, was in-
volved in seeking outside investiga-
tors for Hewlett-Packard in 2005 or
2006. He became involved, they said,
only when the board asked him for a
legal opinion of the investigation and
the methods used.

Mr. Sonsini has said that his direct
involvement in helping the board
trace news leaks was limited to in-
terviews with directors in early 2005. 

Mr. Sonsini told the board in Au-
gust, after his firm’s investigation of
the detectives’ methods, that the use
of pretexting “was not generally un-
lawful.” The law firm could not say
whether the detective agencies hired
by Hewlett-Packard, or the subcon-
tractors any of them used, “complied
in all respects with applicable law.”

Review at Hewlett Is Said 
To Detail Deeper Spying
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Hewlett-Packard’s chairwoman,
Patricia C. Dunn, top, and general
counsel, Ann Baskins, were said
to have provided some supervi-
sion of a secret investigation of
board members and journalists. 

Kurt Eichenwald contributed report-
ing.

By MATTHEW L. WALD
WASHINGTON, Sept. 17 — A sec-

ond company in California has been
implicated in the E. coli outbreak
linked to spinach, the Food and Drug
Administration said late Sunday, and
the number of identified victims is
still rising. 

The newly identified company,
River Ranch Fresh Foods, obtained
salad that included spinach from the
first company implicated, Natural
Selection Foods of San Juan Bautis-
ta, Calif. The spinach that passed
through River Ranch was sold under
the brand names Farmers Market,
Hy-Vee, and Fresh and Easy. 

The investigation is proceeding in
what amounts to a rearview mirror,
with state and local health officials
receiving reports of illness, asking
people what they ate and searching
for the source. To identify the new
company, officials examined Natu-
ral Selection’s records and found it
had supplied River Ranch. 

Tracing a case of illness to its
source, including the time required
for DNA analysis of the E. coli, takes
about two weeks, Dr. David W. K.
Acheson, director of food safety at
the F.D.A., said Sunday in a confer-
ence call. Dr. Acheson called the pro-
cess “trace-back and trace-forward.” 

The investigation is in its early
stages. “At this point we have not
found E. coli O157 in any bags of spin-
ach that have been tested,” Dr. Ach-
eson said. “Our link back to Natural
Selection comes from the epidemio-
logical studies.”

But after questioning the victims

about what they had eaten, he said,
“bagged spinach has risen to the top
of the list.” 

The federal health authorities are
advising consumers not to eat fresh
spinach. They said frozen spinach
had not been implicated. 

The number of reported cases of
E. coli infection rose by seven on
Sunday, to 109, but officials said that
the real number was probably higher
and that reporting was probably de-
layed because some health depart-
ments were not staffed on weekends.
They also said they expected the
number of states in which cases had
been reported, 19 on Sunday, to rise.

“As labs come back on line tomor-
row and Tuesday,” Dr. Acheson said,
“we can well see a surge of cases,
which do not necessarily mean that
things are not under control.” 

So far, 16 cases of hemolytic ure-
mic syndrome, a serious kidney com-
plication from E. coli exposure, have
been reported. One death, in Wiscon-
sin, has been linked to the outbreak.

The cause of the outbreak is still
not clear. It could be irrigation wa-
ter, Dr. Acheson said, or it could be a
processing problem in a factory. In
the humid environment of a sealed
bag of spinach or salad mix, E. coli
can multiply rapidly if the bag is al-
lowed to get too warm, he said.

Some processors expose spinach
to chlorine to kill E. coli, which can
kill the bacteria on the leaf surface.
But if the bacteria are in irrigation
water they can enter the plant, and
the chlorine will not reach them, Dr.
Acheson said.

Second Company Is Implicated
In Outbreak Linked to Spinach

By JOHN SCHWARTZ

Astronauts aboard the space shut-
tle Atlantis said goodbye Sunday
morning to their hosts at the In-
ternational Space Station, separated
the two craft and performed a fly-
around to get a 360-degree look at the
station to check for damage from or-
bital debris.

The video from space showed the
station gleaming against the black
backdrop of the void, and then the
Earth, and then space again as the
shuttle looped around it. The new so-
lar arrays delivered by the shuttle
and installed by the crew extended
from one side.

With the fly-around completed, the
shuttle mission commander, Capt.
Brent W. Jett Jr. of the Navy, radioed
a NASA science officer on the sta-
tion, Col. Jeffrey N. Williams of the
Army, to say, “It was really a spec-
tacular sight to see your vehicle,
looking down, from above the

Earth.”
Colonel Williams replied that his

team had taken pictures of the shut-
tle as it circled the station, and add-
ed: “It was a great mission. Thanks
for all the good work.”

On Monday, the shuttle astronauts
will conduct a final inspection of the
nose cap and wing leading edge to en-
sure that no damage occurred from
collisions with space debris. The
shuttle will return to Earth as early
as Wednesday, depending on weath-
er conditions at Cape Canaveral, Fla.

Traffic control around the station
is more hectic than usual, with the
shuttle departing just in time for new
visitors to arrive. The next crew of
the station, the commander, Capt.
Michael E. Lopez-Alegria of the
Navy, and a Russian cosmonaut, Mi-
khail Tyurin, will arrive at the sta-
tion on Wednesday with their pas-
senger, Anousheh Ansari, a telecom-
munications entrepreneur who will
be the fourth space tourist after pay-
ing a reported $20 million for the trip.

In a news conference from the Bai-
konur Cosmodrome in Kazakhstan,
played over NASA television, Ms.
Ansari, who helped finance the Ansa-
ri X Prize competition for privately
built spacecraft, said she hoped her
trip would inspire others to see space
as a reachable, even profitable, fron-
tier.

The shuttle’s mission resumed
construction at the station, which
had stalled since the loss of the shut-
tle Columbia and its crew in Febru-
ary 2003. 

Shuttle Separates From Station
And Prepares for Return to Earth

MIAMI, Sept. 18 (AP) — Hurri-
cane Helene strengthened Sunday
into a Category 3 storm in the open
Atlantic, becoming the second major
hurricane of the 2006 season, fore-
casters said.

The storm had top sustained winds
of 115 m.p.h., up from 85 m.p.h., ac-
cording to the National Hurricane
Center in Miami. It was moving
northwest but did not threaten land.

Storm Grows in Atlantic
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why they didn’t have a place to swim
anymore,” said Ardell Covington, 87,
a former mayor. Pools all over the
South closed in that period; many, if
not most, stayed that way.

Mr. Covington’s children learned
to swim at the Stonewall pool, which
was owned, operated and closed, like
almost everything else in town, by
the textile mill, itself shut down by
Burlington Industries in 2002 after
more than a century of operation.

This town was named after the
Confederate general Stonewall Jack-
son. In late 1868, its northern Mis-
sissippi founders opened what would
go on to be one of the region’s long-
est-lived cotton mills. For years, it
was a great success — during World
War II it was a prime supplier of
khaki to the United States Army —
but its closing devastated Stonewall. 

On the main street today, empty
storefronts sit in the shadow of the
giant mill, and all around are the
boxy houses of former millworkers.
The population is just under a quar-
ter black.

Black children had never been al-
lowed to use the pool. They might
have aspired to — and one 65-year-
old black woman here, who never
learned to swim, remembers just
that — but they were forced to go
elsewhere during the hot summers. 

“These black boys around here,
they wanted to — they wanted to use
that pool,” said the woman, Lindy
Goodwin, who once worked at the
mill. Instead, “the boys, they used to
go to the branches,” Ms. Goodwin
said, meaning to the local creeks.
“Anywhere where there was water.”

The pool’s excavation offers a win-
dow into the sharp intrusiveness of
segregation’s mandates, written and
otherwise. 

In the memories of whites here,
the Stonewall swimming pool is re-
called as both the joyful center of
town life — “That was the main thing

we did, every summer, we swam,”
remembered Carol Long Ford, an al-
derwoman — and the place that
closed when that old life was cur-
tailed. 

A newspaper photograph from
1969, headlined “Fun at the Pool,”
shows it filled with splashing chil-
dren, all white. “Our summer life
centered around the swimming
pool,” Ms. Ford said. 

Yet there was no protest when the
pool was filled with dirt several
years later. “Nobody stood up,” said
Oree Davis, secretary of the local
historical society, her voice edging
into bitterness. “They just took what
came their way.” 

“It was the worst thing that could
have happened,” Ms. Davis added.

Even today, though, other whites
acknowledge, in veiled language,
what they describe as the sad neces-
sity of what took place. 

The pool “was out there until
things happened the way they did,”
said Mr. Covington, the former may-
or. “Then, the integration came
along, and being Southerners like we
are, people just didn’t want to mingle
that close. That was a no-no.” 

Others said they believed that the
potential for “trouble” — though they
said there was never any in the town
— justified the closing. 

“There were a lot of things that
were closed,” said George Mason
Green, a local tree farmer who swam
in the pool as a boy. “They just didn’t
want to have a lot of ruckus. They as-
sumed, and I think probably correct-
ly, it was closed to keep down any
problems associated with integra-
tion.” 

“In all fairness,” Mr. Green added,
“if they hadn’t closed it, there would
have been a fight.”

Mr. Carmichael says he passes no
judgment on the townspeople who
went along with the pool’s closing. A
veteran of this state’s fraught racial
politics, Mr. Carmichael, 79, ran
close but unsuccessful races for the
Senate and the governorship in the

1970’s as a moderate Republican
with liberal views on race, a path not
in line with a state party that was
turning sharply to the right.

He later served as the federal rail-
road administrator under the first
President Bush. 

As a car dealer in Meridian in the
early 1960’s, Mr. Carmichael re-
placed several times the vandalized
windshield of Michael H. Schwerner,
one of the three civil rights workers
later murdered in the infamous kill-
ings outside Philadelphia, Miss.,
about 50 miles north of here.

White-haired, avuncular and
courtly, Mr. Carmichael has bought
up old buildings and land, dreaming
of attracting commercial tenants, of
recreating Stonewall’s bustle and of
turning back the clock — in a limited
sense. 

“When integration came along,
they didn’t want to have anything to
do with it,” Mr. Carmichael said of
the mill. “They solved the problem of
integration by filling up the pool.” (A
spokeswoman for Burlington Indus-
tries said nobody now with the com-

pany would have any recollection of
the circumstances surrounding the
closing.)

So unacceptable through almost
all of the South was the idea of blacks
and whites swimming together that
even the Gulf of Mexico was off-
limits to blacks in some areas. In
April 1960, whites in Biloxi rioted af-
ter a group of blacks waded into the
gulf from an all-white beach as part
of an early civil rights protest, and
several blacks were beaten and shot. 

“Black folk and white people
swimming together was just abso-
lutely part of this ‘black men getting
close to white women’ idea,” said
Leslie B. McLemore, a political sci-
entist at Jackson State University, in
the state capital. 

The swimming pool, in particular,
“aroused all these racist fears,” said
John Dittmer, a historian who wrote
what many people consider the defin-
itive chronicle of the Mississippi civil
rights movement. In Jackson, the
pools were closed in 1962; the huge
pool at Audubon Park in New Or-
leans closed the same year, not re-
opening until 1969. In the Mississippi
capital the pools stayed closed until
the mid-1970’s.

The road to regeneration was
much longer in the small towns with
few resources of their own. After the
mill’s closing four years ago, in
which 800 people were laid off, Stone-
wall seems scarcely able to fathom
Mr. Carmichael’s grand plans. 

“I hope they do something to help,”
said Lucy Shelton, who manages the
grocery store. “It’s better than peo-
ple just griping.” 

A customer, Earlene Couch, said:
“It’s going down. We need something
to pick it back up.”

A hundred yards away, Mr. Car-
michael’s business partner, Tom
Sebring, kicked away some dirt and
looked over at the partially exposed
pool. “Look at all the years it’s been
buried,” Mr. Sebring said, “and of no
use at all.” 

James Edward Bates for The New York Times

Gilbert Carmichael, right, and Tom Sebring in a pool in Stonewall, Miss., that was once off-limits to blacks. It is to open next year to all residents.

Unearthing a Town’s Pool, and Not for Whites Only
Continued From Page A1

The New York Times

Mr. Carmichael is hoping to revi-
talize Stonewall, an old mill town.
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tors, a House subcommittee has en-
tered the case, asking for documents
on the internal investigation to be de-
livered today in advance of a Sept. 28
hearing in Washington. 

Some of those documents are ex-
pected to reveal that detectives
made several attempts at direct sur-
veillance of some directors, and
were given photos of reporters to
help identify them.

At least one reporter, Dawn Kawa-
moto of the online technology news
service CNET, may have been fol-
lowed as part of the 2006 investiga-
tion, said a person briefed on the in-
vestigation. Ms. Kawamoto was a co-
author of an article on a senior man-
agement meeting in January.

The detectives also tried to plant
software in the computer of an un-
specified CNET reporter that would
communicate back to the detectives,
people briefed on the company re-
view said. Ms. Kawamoto said in an
interview this month that prosecu-
tors had told her that such a ploy
may have been used, but said she
was not aware of any surveillance. 

Representing themselves as an
anonymous tipster, the detectives
e-mailed a document to a CNET re-
porter, according to those briefed on
the review. The e-mail was embed-
ded with software that was supposed
to trace who the document was for-
warded to. The software did not
work, however, and the reporter nev-
er wrote any story based on the bo-
gus document.

On Saturday, the company identi-
fied one of two employees who it said
had been a target of scrutiny in the
internal operation. It said the private
phone records of the employee, Mi-
chael Moeller, director of corporate
media relations, were taken. 

It is not clear why Mr. Moeller,
whose job it is to speak with report-
ers, was included in the operation.
Robert Sherbin, Hewlett-Packard’s
vice president for external commu-
nications and Mr. Moeller’s boss,
said yesterday, “Investigators’ sus-
picions were misdirected and were
unfounded.” He would not elaborate.

Although the company said others
outside the company were also tar-
gets of detectives, it has not identi-
fied those people.

According to those briefed on the
internal review, the Hewlett-Pack-
ard investigation had two stages:
from January to August 2005, when
nothing of substance was turned up,
and again in January 2006, after the
CNET article appeared.

The first call for an investigation
from the board came in January 2005
after The Wall Street Journal pub-
lished an article that cited discussion
of the board about a management re-
organization and changes in the re-
sponsibilities of Ms. Fiorina, then
chairwoman and chief executive.

An article in The New York Times
on Feb. 10, recounting Ms. Fiorina’s
ouster by the board, contained exten-
sive details of a directors’ meeting
and fueled the desire to plug leaks. 

Reporters from those two newspa-
pers, CNET and Business Week have
been told by the California attorney
general’s office that they were tar-
gets in the operation.

Within 60 days, the investigation
into the leaks was up and running,
according to those briefed on the
company review. Responsibility for
the investigation was delegated to
the company’s global investigations
unit, based in the Boston area. Those
company officials turned the effort
over to Security Outsourcing Solu-
tions, a two-person agency that hires
specialists for investigations. 

That firm hired Action Research
Group, an investigative firm in Mel-
bourne, Fla. The actual work of ob-
taining the phone records was given
to other subcontractors, one of which
is said to have worked in or near
Omaha. The methods were said to
have included the use of subterfuge,
a practice known as pretexting, in
which investigators pose as those
whose records they are seeking.

Previous accounts of the Hewlett-
Packard operation have focused on
the use of such methods in the 2006
phase of the investigation, but not in
its earlier phase. 

Federal and California prosecu-
tors, as well as the Congressional
subcommittee, are examining the
chain of detectives for possible crim-
inal wrongdoing in obtaining phone
records. The California attorney gen-
eral said last week that he had
enough evidence to indict people in-
side and outside the company. 

Hewlett-Packard has steadfastly
refused to identify any of the in-
vestigators it used, including its own.

People briefed on Hewlett-Pack-
ard’s review of its internal investiga-
tion say that it was authorized by Ms.
Dunn, the chairwoman, and put un-
der the supervision of Kevin Hunsak-
er, a senior counsel who is the com-
pany’s director of ethics. But it is not
clear what level of supervision he
gave to the project.

Ms. Dunn has said in recent in-
terviews that she could not supervise
the investigation because she was
also a potential target. She has said
she turned to the company’s security
department in April or May 2005 for
an initial investigation, then asked
Ann O. Baskins, the company’s gen-
eral counsel, for help in the further
investigation last January. Ms. Bas-
kins supervises a team of more than

100 lawyers around the world. 
At at least one point, the compa-

ny’s lawyers sought a legal opinion.
But it did not come from Hewlett-
Packard’s own outside counsel, Lar-
ry W. Sonsini of Wilson Sonsini Good-
rich & Rosati, an eminent Silicon
Valley law firm. 

Instead, the company asked one of
its contractors, Security Outsourcing
Solutions, which turned to a Boston
lawyer, John Kiernan of Bonner
Kiernan Trebach & Crociata, for the
opinion. Mr. Kiernan’s office shares
a Boston address and phone number
with Security Outsourcing Solutions.

The company, in a recent filing
with the Securities and Exchange
Commission, said it had received an
outside counsel’s opinion that the in-
vestigative methods were legal, but
it did not identify the source.

It is also not clear whether compa-
ny lawyers were aware of the close
business and personal ties between
Mr. Kiernan, Ronald R. DeLia, the
owner of Security Outsourcing Solu-
tions, and Anthony R. Gentilucci, the
Boston-based manager of global in-
vestigations for Hewlett-Packard. 

Executives and lawyers back in
the company’s Palo Alto, Calif.,
headquarters remained in the dark
even after a summary report was
produced for them about each of the
two phases of the operation, accord-
ing to those briefed on the review.
Neither of the reports, they said, out-
lined the methods used. 

There were discussions of phone
numbers and calls in the report. But
it is not clear why that fact appar-
ently did not raise alarm among any
Hewlett-Packard lawyers about the
means used to gain the information. 

The findings were presented to the
board at a meeting in May, with
George A. Keyworth II, the board’s
longest-serving member, identified
as a source of leaks. He refused an
initial request to resign, though he ul-

timately agreed to do so last week.
But a fellow director, Thomas J. Per-
kins, a Silicon Valley venture capital-
ist, resigned immediately over the
handling of the investigation.

It was only through subsequent in-
quiries to Mr. Sonsini that Mr. Per-
kins learned more about the methods
used. It was his determination to get
the company to acknowledge the rea-
sons for his departure that brought
the internal investigation into the
spotlight this month.

In an e-mail message to Mr. Sonsi-
ni on June 19 , Mr. Perkins asked
about the legality of obtaining pri-
vate phone records without a sub-
poena. Mr. Sonsini responded that
Ms. Baskins had “looked into the le-
gality of every step of the inquiry and
was satisfied that it was conducted
properly.” 

According to those briefed on the
company’s review of its investiga-
tion, there is no indication that Mr.
Sonsini, considered the most power-
ful lawyer in Silicon Valley, was in-
volved in seeking outside investiga-
tors for Hewlett-Packard in 2005 or
2006. He became involved, they said,
only when the board asked him for a
legal opinion of the investigation and
the methods used.

Mr. Sonsini has said that his direct
involvement in helping the board
trace news leaks was limited to in-
terviews with directors in early 2005. 

Mr. Sonsini told the board in Au-
gust, after his firm’s investigation of
the detectives’ methods, that the use
of pretexting “was not generally un-
lawful.” The law firm could not say
whether the detective agencies hired
by Hewlett-Packard, or the subcon-
tractors any of them used, “complied
in all respects with applicable law.”

Review at Hewlett Is Said 
To Detail Deeper Spying
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Hewlett-Packard’s chairwoman,
Patricia C. Dunn, top, and general
counsel, Ann Baskins, were said
to have provided some supervi-
sion of a secret investigation of
board members and journalists. 

Kurt Eichenwald contributed report-
ing.

By MATTHEW L. WALD
WASHINGTON, Sept. 17 — A sec-

ond company in California has been
implicated in the E. coli outbreak
linked to spinach, the Food and Drug
Administration said late Sunday, and
the number of identified victims is
still rising. 

The newly identified company,
River Ranch Fresh Foods, obtained
salad that included spinach from the
first company implicated, Natural
Selection Foods of San Juan Bautis-
ta, Calif. The spinach that passed
through River Ranch was sold under
the brand names Farmers Market,
Hy-Vee, and Fresh and Easy. 

The investigation is proceeding in
what amounts to a rearview mirror,
with state and local health officials
receiving reports of illness, asking
people what they ate and searching
for the source. To identify the new
company, officials examined Natu-
ral Selection’s records and found it
had supplied River Ranch. 

Tracing a case of illness to its
source, including the time required
for DNA analysis of the E. coli, takes
about two weeks, Dr. David W. K.
Acheson, director of food safety at
the F.D.A., said Sunday in a confer-
ence call. Dr. Acheson called the pro-
cess “trace-back and trace-forward.” 

The investigation is in its early
stages. “At this point we have not
found E. coli O157 in any bags of spin-
ach that have been tested,” Dr. Ach-
eson said. “Our link back to Natural
Selection comes from the epidemio-
logical studies.”

But after questioning the victims

about what they had eaten, he said,
“bagged spinach has risen to the top
of the list.” 

The federal health authorities are
advising consumers not to eat fresh
spinach. They said frozen spinach
had not been implicated. 

The number of reported cases of
E. coli infection rose by seven on
Sunday, to 109, but officials said that
the real number was probably higher
and that reporting was probably de-
layed because some health depart-
ments were not staffed on weekends.
They also said they expected the
number of states in which cases had
been reported, 19 on Sunday, to rise.

“As labs come back on line tomor-
row and Tuesday,” Dr. Acheson said,
“we can well see a surge of cases,
which do not necessarily mean that
things are not under control.” 

So far, 16 cases of hemolytic ure-
mic syndrome, a serious kidney com-
plication from E. coli exposure, have
been reported. One death, in Wiscon-
sin, has been linked to the outbreak.

The cause of the outbreak is still
not clear. It could be irrigation wa-
ter, Dr. Acheson said, or it could be a
processing problem in a factory. In
the humid environment of a sealed
bag of spinach or salad mix, E. coli
can multiply rapidly if the bag is al-
lowed to get too warm, he said.

Some processors expose spinach
to chlorine to kill E. coli, which can
kill the bacteria on the leaf surface.
But if the bacteria are in irrigation
water they can enter the plant, and
the chlorine will not reach them, Dr.
Acheson said.

Second Company Is Implicated
In Outbreak Linked to Spinach

By JOHN SCHWARTZ

Astronauts aboard the space shut-
tle Atlantis said goodbye Sunday
morning to their hosts at the In-
ternational Space Station, separated
the two craft and performed a fly-
around to get a 360-degree look at the
station to check for damage from or-
bital debris.

The video from space showed the
station gleaming against the black
backdrop of the void, and then the
Earth, and then space again as the
shuttle looped around it. The new so-
lar arrays delivered by the shuttle
and installed by the crew extended
from one side.

With the fly-around completed, the
shuttle mission commander, Capt.
Brent W. Jett Jr. of the Navy, radioed
a NASA science officer on the sta-
tion, Col. Jeffrey N. Williams of the
Army, to say, “It was really a spec-
tacular sight to see your vehicle,
looking down, from above the

Earth.”
Colonel Williams replied that his

team had taken pictures of the shut-
tle as it circled the station, and add-
ed: “It was a great mission. Thanks
for all the good work.”

On Monday, the shuttle astronauts
will conduct a final inspection of the
nose cap and wing leading edge to en-
sure that no damage occurred from
collisions with space debris. The
shuttle will return to Earth as early
as Wednesday, depending on weath-
er conditions at Cape Canaveral, Fla.

Traffic control around the station
is more hectic than usual, with the
shuttle departing just in time for new
visitors to arrive. The next crew of
the station, the commander, Capt.
Michael E. Lopez-Alegria of the
Navy, and a Russian cosmonaut, Mi-
khail Tyurin, will arrive at the sta-
tion on Wednesday with their pas-
senger, Anousheh Ansari, a telecom-
munications entrepreneur who will
be the fourth space tourist after pay-
ing a reported $20 million for the trip.

In a news conference from the Bai-
konur Cosmodrome in Kazakhstan,
played over NASA television, Ms.
Ansari, who helped finance the Ansa-
ri X Prize competition for privately
built spacecraft, said she hoped her
trip would inspire others to see space
as a reachable, even profitable, fron-
tier.

The shuttle’s mission resumed
construction at the station, which
had stalled since the loss of the shut-
tle Columbia and its crew in Febru-
ary 2003. 

Shuttle Separates From Station
And Prepares for Return to Earth

MIAMI, Sept. 18 (AP) — Hurri-
cane Helene strengthened Sunday
into a Category 3 storm in the open
Atlantic, becoming the second major
hurricane of the 2006 season, fore-
casters said.

The storm had top sustained winds
of 115 m.p.h., up from 85 m.p.h., ac-
cording to the National Hurricane
Center in Miami. It was moving
northwest but did not threaten land.

Storm Grows in Atlantic
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why they didn’t have a place to swim
anymore,” said Ardell Covington, 87,
a former mayor. Pools all over the
South closed in that period; many, if
not most, stayed that way.

Mr. Covington’s children learned
to swim at the Stonewall pool, which
was owned, operated and closed, like
almost everything else in town, by
the textile mill, itself shut down by
Burlington Industries in 2002 after
more than a century of operation.

This town was named after the
Confederate general Stonewall Jack-
son. In late 1868, its northern Mis-
sissippi founders opened what would
go on to be one of the region’s long-
est-lived cotton mills. For years, it
was a great success — during World
War II it was a prime supplier of
khaki to the United States Army —
but its closing devastated Stonewall. 

On the main street today, empty
storefronts sit in the shadow of the
giant mill, and all around are the
boxy houses of former millworkers.
The population is just under a quar-
ter black.

Black children had never been al-
lowed to use the pool. They might
have aspired to — and one 65-year-
old black woman here, who never
learned to swim, remembers just
that — but they were forced to go
elsewhere during the hot summers. 

“These black boys around here,
they wanted to — they wanted to use
that pool,” said the woman, Lindy
Goodwin, who once worked at the
mill. Instead, “the boys, they used to
go to the branches,” Ms. Goodwin
said, meaning to the local creeks.
“Anywhere where there was water.”

The pool’s excavation offers a win-
dow into the sharp intrusiveness of
segregation’s mandates, written and
otherwise. 

In the memories of whites here,
the Stonewall swimming pool is re-
called as both the joyful center of
town life — “That was the main thing

we did, every summer, we swam,”
remembered Carol Long Ford, an al-
derwoman — and the place that
closed when that old life was cur-
tailed. 

A newspaper photograph from
1969, headlined “Fun at the Pool,”
shows it filled with splashing chil-
dren, all white. “Our summer life
centered around the swimming
pool,” Ms. Ford said. 

Yet there was no protest when the
pool was filled with dirt several
years later. “Nobody stood up,” said
Oree Davis, secretary of the local
historical society, her voice edging
into bitterness. “They just took what
came their way.” 

“It was the worst thing that could
have happened,” Ms. Davis added.

Even today, though, other whites
acknowledge, in veiled language,
what they describe as the sad neces-
sity of what took place. 

The pool “was out there until
things happened the way they did,”
said Mr. Covington, the former may-
or. “Then, the integration came
along, and being Southerners like we
are, people just didn’t want to mingle
that close. That was a no-no.” 

Others said they believed that the
potential for “trouble” — though they
said there was never any in the town
— justified the closing. 

“There were a lot of things that
were closed,” said George Mason
Green, a local tree farmer who swam
in the pool as a boy. “They just didn’t
want to have a lot of ruckus. They as-
sumed, and I think probably correct-
ly, it was closed to keep down any
problems associated with integra-
tion.” 

“In all fairness,” Mr. Green added,
“if they hadn’t closed it, there would
have been a fight.”

Mr. Carmichael says he passes no
judgment on the townspeople who
went along with the pool’s closing. A
veteran of this state’s fraught racial
politics, Mr. Carmichael, 79, ran
close but unsuccessful races for the
Senate and the governorship in the

1970’s as a moderate Republican
with liberal views on race, a path not
in line with a state party that was
turning sharply to the right.

He later served as the federal rail-
road administrator under the first
President Bush. 

As a car dealer in Meridian in the
early 1960’s, Mr. Carmichael re-
placed several times the vandalized
windshield of Michael H. Schwerner,
one of the three civil rights workers
later murdered in the infamous kill-
ings outside Philadelphia, Miss.,
about 50 miles north of here.

White-haired, avuncular and
courtly, Mr. Carmichael has bought
up old buildings and land, dreaming
of attracting commercial tenants, of
recreating Stonewall’s bustle and of
turning back the clock — in a limited
sense. 

“When integration came along,
they didn’t want to have anything to
do with it,” Mr. Carmichael said of
the mill. “They solved the problem of
integration by filling up the pool.” (A
spokeswoman for Burlington Indus-
tries said nobody now with the com-

pany would have any recollection of
the circumstances surrounding the
closing.)

So unacceptable through almost
all of the South was the idea of blacks
and whites swimming together that
even the Gulf of Mexico was off-
limits to blacks in some areas. In
April 1960, whites in Biloxi rioted af-
ter a group of blacks waded into the
gulf from an all-white beach as part
of an early civil rights protest, and
several blacks were beaten and shot. 

“Black folk and white people
swimming together was just abso-
lutely part of this ‘black men getting
close to white women’ idea,” said
Leslie B. McLemore, a political sci-
entist at Jackson State University, in
the state capital. 

The swimming pool, in particular,
“aroused all these racist fears,” said
John Dittmer, a historian who wrote
what many people consider the defin-
itive chronicle of the Mississippi civil
rights movement. In Jackson, the
pools were closed in 1962; the huge
pool at Audubon Park in New Or-
leans closed the same year, not re-
opening until 1969. In the Mississippi
capital the pools stayed closed until
the mid-1970’s.

The road to regeneration was
much longer in the small towns with
few resources of their own. After the
mill’s closing four years ago, in
which 800 people were laid off, Stone-
wall seems scarcely able to fathom
Mr. Carmichael’s grand plans. 

“I hope they do something to help,”
said Lucy Shelton, who manages the
grocery store. “It’s better than peo-
ple just griping.” 

A customer, Earlene Couch, said:
“It’s going down. We need something
to pick it back up.”

A hundred yards away, Mr. Car-
michael’s business partner, Tom
Sebring, kicked away some dirt and
looked over at the partially exposed
pool. “Look at all the years it’s been
buried,” Mr. Sebring said, “and of no
use at all.” 

James Edward Bates for The New York Times

Gilbert Carmichael, right, and Tom Sebring in a pool in Stonewall, Miss., that was once off-limits to blacks. It is to open next year to all residents.

Unearthing a Town’s Pool, and Not for Whites Only
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Mr. Carmichael is hoping to revi-
talize Stonewall, an old mill town.
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tors, a House subcommittee has en-
tered the case, asking for documents
on the internal investigation to be de-
livered today in advance of a Sept. 28
hearing in Washington. 

Some of those documents are ex-
pected to reveal that detectives
made several attempts at direct sur-
veillance of some directors, and
were given photos of reporters to
help identify them.

At least one reporter, Dawn Kawa-
moto of the online technology news
service CNET, may have been fol-
lowed as part of the 2006 investiga-
tion, said a person briefed on the in-
vestigation. Ms. Kawamoto was a co-
author of an article on a senior man-
agement meeting in January.

The detectives also tried to plant
software in the computer of an un-
specified CNET reporter that would
communicate back to the detectives,
people briefed on the company re-
view said. Ms. Kawamoto said in an
interview this month that prosecu-
tors had told her that such a ploy
may have been used, but said she
was not aware of any surveillance. 

Representing themselves as an
anonymous tipster, the detectives
e-mailed a document to a CNET re-
porter, according to those briefed on
the review. The e-mail was embed-
ded with software that was supposed
to trace who the document was for-
warded to. The software did not
work, however, and the reporter nev-
er wrote any story based on the bo-
gus document.

On Saturday, the company identi-
fied one of two employees who it said
had been a target of scrutiny in the
internal operation. It said the private
phone records of the employee, Mi-
chael Moeller, director of corporate
media relations, were taken. 

It is not clear why Mr. Moeller,
whose job it is to speak with report-
ers, was included in the operation.
Robert Sherbin, Hewlett-Packard’s
vice president for external commu-
nications and Mr. Moeller’s boss,
said yesterday, “Investigators’ sus-
picions were misdirected and were
unfounded.” He would not elaborate.

Although the company said others
outside the company were also tar-
gets of detectives, it has not identi-
fied those people.

According to those briefed on the
internal review, the Hewlett-Pack-
ard investigation had two stages:
from January to August 2005, when
nothing of substance was turned up,
and again in January 2006, after the
CNET article appeared.

The first call for an investigation
from the board came in January 2005
after The Wall Street Journal pub-
lished an article that cited discussion
of the board about a management re-
organization and changes in the re-
sponsibilities of Ms. Fiorina, then
chairwoman and chief executive.

An article in The New York Times
on Feb. 10, recounting Ms. Fiorina’s
ouster by the board, contained exten-
sive details of a directors’ meeting
and fueled the desire to plug leaks. 

Reporters from those two newspa-
pers, CNET and Business Week have
been told by the California attorney
general’s office that they were tar-
gets in the operation.

Within 60 days, the investigation
into the leaks was up and running,
according to those briefed on the
company review. Responsibility for
the investigation was delegated to
the company’s global investigations
unit, based in the Boston area. Those
company officials turned the effort
over to Security Outsourcing Solu-
tions, a two-person agency that hires
specialists for investigations. 

That firm hired Action Research
Group, an investigative firm in Mel-
bourne, Fla. The actual work of ob-
taining the phone records was given
to other subcontractors, one of which
is said to have worked in or near
Omaha. The methods were said to
have included the use of subterfuge,
a practice known as pretexting, in
which investigators pose as those
whose records they are seeking.

Previous accounts of the Hewlett-
Packard operation have focused on
the use of such methods in the 2006
phase of the investigation, but not in
its earlier phase. 

Federal and California prosecu-
tors, as well as the Congressional
subcommittee, are examining the
chain of detectives for possible crim-
inal wrongdoing in obtaining phone
records. The California attorney gen-
eral said last week that he had
enough evidence to indict people in-
side and outside the company. 

Hewlett-Packard has steadfastly
refused to identify any of the in-
vestigators it used, including its own.

People briefed on Hewlett-Pack-
ard’s review of its internal investiga-
tion say that it was authorized by Ms.
Dunn, the chairwoman, and put un-
der the supervision of Kevin Hunsak-
er, a senior counsel who is the com-
pany’s director of ethics. But it is not
clear what level of supervision he
gave to the project.

Ms. Dunn has said in recent in-
terviews that she could not supervise
the investigation because she was
also a potential target. She has said
she turned to the company’s security
department in April or May 2005 for
an initial investigation, then asked
Ann O. Baskins, the company’s gen-
eral counsel, for help in the further
investigation last January. Ms. Bas-
kins supervises a team of more than

100 lawyers around the world. 
At at least one point, the compa-

ny’s lawyers sought a legal opinion.
But it did not come from Hewlett-
Packard’s own outside counsel, Lar-
ry W. Sonsini of Wilson Sonsini Good-
rich & Rosati, an eminent Silicon
Valley law firm. 

Instead, the company asked one of
its contractors, Security Outsourcing
Solutions, which turned to a Boston
lawyer, John Kiernan of Bonner
Kiernan Trebach & Crociata, for the
opinion. Mr. Kiernan’s office shares
a Boston address and phone number
with Security Outsourcing Solutions.

The company, in a recent filing
with the Securities and Exchange
Commission, said it had received an
outside counsel’s opinion that the in-
vestigative methods were legal, but
it did not identify the source.

It is also not clear whether compa-
ny lawyers were aware of the close
business and personal ties between
Mr. Kiernan, Ronald R. DeLia, the
owner of Security Outsourcing Solu-
tions, and Anthony R. Gentilucci, the
Boston-based manager of global in-
vestigations for Hewlett-Packard. 

Executives and lawyers back in
the company’s Palo Alto, Calif.,
headquarters remained in the dark
even after a summary report was
produced for them about each of the
two phases of the operation, accord-
ing to those briefed on the review.
Neither of the reports, they said, out-
lined the methods used. 

There were discussions of phone
numbers and calls in the report. But
it is not clear why that fact appar-
ently did not raise alarm among any
Hewlett-Packard lawyers about the
means used to gain the information. 

The findings were presented to the
board at a meeting in May, with
George A. Keyworth II, the board’s
longest-serving member, identified
as a source of leaks. He refused an
initial request to resign, though he ul-

timately agreed to do so last week.
But a fellow director, Thomas J. Per-
kins, a Silicon Valley venture capital-
ist, resigned immediately over the
handling of the investigation.

It was only through subsequent in-
quiries to Mr. Sonsini that Mr. Per-
kins learned more about the methods
used. It was his determination to get
the company to acknowledge the rea-
sons for his departure that brought
the internal investigation into the
spotlight this month.

In an e-mail message to Mr. Sonsi-
ni on June 19 , Mr. Perkins asked
about the legality of obtaining pri-
vate phone records without a sub-
poena. Mr. Sonsini responded that
Ms. Baskins had “looked into the le-
gality of every step of the inquiry and
was satisfied that it was conducted
properly.” 

According to those briefed on the
company’s review of its investiga-
tion, there is no indication that Mr.
Sonsini, considered the most power-
ful lawyer in Silicon Valley, was in-
volved in seeking outside investiga-
tors for Hewlett-Packard in 2005 or
2006. He became involved, they said,
only when the board asked him for a
legal opinion of the investigation and
the methods used.

Mr. Sonsini has said that his direct
involvement in helping the board
trace news leaks was limited to in-
terviews with directors in early 2005. 

Mr. Sonsini told the board in Au-
gust, after his firm’s investigation of
the detectives’ methods, that the use
of pretexting “was not generally un-
lawful.” The law firm could not say
whether the detective agencies hired
by Hewlett-Packard, or the subcon-
tractors any of them used, “complied
in all respects with applicable law.”

Review at Hewlett Is Said 
To Detail Deeper Spying

Continued From Page A1

Paul Sakuma/Associated Press

Hewlett-Packard via Bloomberg News

Hewlett-Packard’s chairwoman,
Patricia C. Dunn, top, and general
counsel, Ann Baskins, were said
to have provided some supervi-
sion of a secret investigation of
board members and journalists. 

Kurt Eichenwald contributed report-
ing.

By MATTHEW L. WALD
WASHINGTON, Sept. 17 — A sec-

ond company in California has been
implicated in the E. coli outbreak
linked to spinach, the Food and Drug
Administration said late Sunday, and
the number of identified victims is
still rising. 

The newly identified company,
River Ranch Fresh Foods, obtained
salad that included spinach from the
first company implicated, Natural
Selection Foods of San Juan Bautis-
ta, Calif. The spinach that passed
through River Ranch was sold under
the brand names Farmers Market,
Hy-Vee, and Fresh and Easy. 

The investigation is proceeding in
what amounts to a rearview mirror,
with state and local health officials
receiving reports of illness, asking
people what they ate and searching
for the source. To identify the new
company, officials examined Natu-
ral Selection’s records and found it
had supplied River Ranch. 

Tracing a case of illness to its
source, including the time required
for DNA analysis of the E. coli, takes
about two weeks, Dr. David W. K.
Acheson, director of food safety at
the F.D.A., said Sunday in a confer-
ence call. Dr. Acheson called the pro-
cess “trace-back and trace-forward.” 

The investigation is in its early
stages. “At this point we have not
found E. coli O157 in any bags of spin-
ach that have been tested,” Dr. Ach-
eson said. “Our link back to Natural
Selection comes from the epidemio-
logical studies.”

But after questioning the victims

about what they had eaten, he said,
“bagged spinach has risen to the top
of the list.” 

The federal health authorities are
advising consumers not to eat fresh
spinach. They said frozen spinach
had not been implicated. 

The number of reported cases of
E. coli infection rose by seven on
Sunday, to 109, but officials said that
the real number was probably higher
and that reporting was probably de-
layed because some health depart-
ments were not staffed on weekends.
They also said they expected the
number of states in which cases had
been reported, 19 on Sunday, to rise.

“As labs come back on line tomor-
row and Tuesday,” Dr. Acheson said,
“we can well see a surge of cases,
which do not necessarily mean that
things are not under control.” 

So far, 16 cases of hemolytic ure-
mic syndrome, a serious kidney com-
plication from E. coli exposure, have
been reported. One death, in Wiscon-
sin, has been linked to the outbreak.

The cause of the outbreak is still
not clear. It could be irrigation wa-
ter, Dr. Acheson said, or it could be a
processing problem in a factory. In
the humid environment of a sealed
bag of spinach or salad mix, E. coli
can multiply rapidly if the bag is al-
lowed to get too warm, he said.

Some processors expose spinach
to chlorine to kill E. coli, which can
kill the bacteria on the leaf surface.
But if the bacteria are in irrigation
water they can enter the plant, and
the chlorine will not reach them, Dr.
Acheson said.

Second Company Is Implicated
In Outbreak Linked to Spinach

By JOHN SCHWARTZ

Astronauts aboard the space shut-
tle Atlantis said goodbye Sunday
morning to their hosts at the In-
ternational Space Station, separated
the two craft and performed a fly-
around to get a 360-degree look at the
station to check for damage from or-
bital debris.

The video from space showed the
station gleaming against the black
backdrop of the void, and then the
Earth, and then space again as the
shuttle looped around it. The new so-
lar arrays delivered by the shuttle
and installed by the crew extended
from one side.

With the fly-around completed, the
shuttle mission commander, Capt.
Brent W. Jett Jr. of the Navy, radioed
a NASA science officer on the sta-
tion, Col. Jeffrey N. Williams of the
Army, to say, “It was really a spec-
tacular sight to see your vehicle,
looking down, from above the

Earth.”
Colonel Williams replied that his

team had taken pictures of the shut-
tle as it circled the station, and add-
ed: “It was a great mission. Thanks
for all the good work.”

On Monday, the shuttle astronauts
will conduct a final inspection of the
nose cap and wing leading edge to en-
sure that no damage occurred from
collisions with space debris. The
shuttle will return to Earth as early
as Wednesday, depending on weath-
er conditions at Cape Canaveral, Fla.

Traffic control around the station
is more hectic than usual, with the
shuttle departing just in time for new
visitors to arrive. The next crew of
the station, the commander, Capt.
Michael E. Lopez-Alegria of the
Navy, and a Russian cosmonaut, Mi-
khail Tyurin, will arrive at the sta-
tion on Wednesday with their pas-
senger, Anousheh Ansari, a telecom-
munications entrepreneur who will
be the fourth space tourist after pay-
ing a reported $20 million for the trip.

In a news conference from the Bai-
konur Cosmodrome in Kazakhstan,
played over NASA television, Ms.
Ansari, who helped finance the Ansa-
ri X Prize competition for privately
built spacecraft, said she hoped her
trip would inspire others to see space
as a reachable, even profitable, fron-
tier.

The shuttle’s mission resumed
construction at the station, which
had stalled since the loss of the shut-
tle Columbia and its crew in Febru-
ary 2003. 

Shuttle Separates From Station
And Prepares for Return to Earth

MIAMI, Sept. 18 (AP) — Hurri-
cane Helene strengthened Sunday
into a Category 3 storm in the open
Atlantic, becoming the second major
hurricane of the 2006 season, fore-
casters said.

The storm had top sustained winds
of 115 m.p.h., up from 85 m.p.h., ac-
cording to the National Hurricane
Center in Miami. It was moving
northwest but did not threaten land.

Storm Grows in Atlantic

Nxxx,2006-09-18,A,023,Bs-4C,E2



3

Ø N A23NATIONALTHE NEW YORK TIMES MONDAY, SEPTEMBER 18, 2006

why they didn’t have a place to swim
anymore,” said Ardell Covington, 87,
a former mayor. Pools all over the
South closed in that period; many, if
not most, stayed that way.

Mr. Covington’s children learned
to swim at the Stonewall pool, which
was owned, operated and closed, like
almost everything else in town, by
the textile mill, itself shut down by
Burlington Industries in 2002 after
more than a century of operation.

This town was named after the
Confederate general Stonewall Jack-
son. In late 1868, its northern Mis-
sissippi founders opened what would
go on to be one of the region’s long-
est-lived cotton mills. For years, it
was a great success — during World
War II it was a prime supplier of
khaki to the United States Army —
but its closing devastated Stonewall. 

On the main street today, empty
storefronts sit in the shadow of the
giant mill, and all around are the
boxy houses of former millworkers.
The population is just under a quar-
ter black.

Black children had never been al-
lowed to use the pool. They might
have aspired to — and one 65-year-
old black woman here, who never
learned to swim, remembers just
that — but they were forced to go
elsewhere during the hot summers. 

“These black boys around here,
they wanted to — they wanted to use
that pool,” said the woman, Lindy
Goodwin, who once worked at the
mill. Instead, “the boys, they used to
go to the branches,” Ms. Goodwin
said, meaning to the local creeks.
“Anywhere where there was water.”

The pool’s excavation offers a win-
dow into the sharp intrusiveness of
segregation’s mandates, written and
otherwise. 

In the memories of whites here,
the Stonewall swimming pool is re-
called as both the joyful center of
town life — “That was the main thing

we did, every summer, we swam,”
remembered Carol Long Ford, an al-
derwoman — and the place that
closed when that old life was cur-
tailed. 

A newspaper photograph from
1969, headlined “Fun at the Pool,”
shows it filled with splashing chil-
dren, all white. “Our summer life
centered around the swimming
pool,” Ms. Ford said. 

Yet there was no protest when the
pool was filled with dirt several
years later. “Nobody stood up,” said
Oree Davis, secretary of the local
historical society, her voice edging
into bitterness. “They just took what
came their way.” 

“It was the worst thing that could
have happened,” Ms. Davis added.

Even today, though, other whites
acknowledge, in veiled language,
what they describe as the sad neces-
sity of what took place. 

The pool “was out there until
things happened the way they did,”
said Mr. Covington, the former may-
or. “Then, the integration came
along, and being Southerners like we
are, people just didn’t want to mingle
that close. That was a no-no.” 

Others said they believed that the
potential for “trouble” — though they
said there was never any in the town
— justified the closing. 

“There were a lot of things that
were closed,” said George Mason
Green, a local tree farmer who swam
in the pool as a boy. “They just didn’t
want to have a lot of ruckus. They as-
sumed, and I think probably correct-
ly, it was closed to keep down any
problems associated with integra-
tion.” 

“In all fairness,” Mr. Green added,
“if they hadn’t closed it, there would
have been a fight.”

Mr. Carmichael says he passes no
judgment on the townspeople who
went along with the pool’s closing. A
veteran of this state’s fraught racial
politics, Mr. Carmichael, 79, ran
close but unsuccessful races for the
Senate and the governorship in the

1970’s as a moderate Republican
with liberal views on race, a path not
in line with a state party that was
turning sharply to the right.

He later served as the federal rail-
road administrator under the first
President Bush. 

As a car dealer in Meridian in the
early 1960’s, Mr. Carmichael re-
placed several times the vandalized
windshield of Michael H. Schwerner,
one of the three civil rights workers
later murdered in the infamous kill-
ings outside Philadelphia, Miss.,
about 50 miles north of here.

White-haired, avuncular and
courtly, Mr. Carmichael has bought
up old buildings and land, dreaming
of attracting commercial tenants, of
recreating Stonewall’s bustle and of
turning back the clock — in a limited
sense. 

“When integration came along,
they didn’t want to have anything to
do with it,” Mr. Carmichael said of
the mill. “They solved the problem of
integration by filling up the pool.” (A
spokeswoman for Burlington Indus-
tries said nobody now with the com-

pany would have any recollection of
the circumstances surrounding the
closing.)

So unacceptable through almost
all of the South was the idea of blacks
and whites swimming together that
even the Gulf of Mexico was off-
limits to blacks in some areas. In
April 1960, whites in Biloxi rioted af-
ter a group of blacks waded into the
gulf from an all-white beach as part
of an early civil rights protest, and
several blacks were beaten and shot. 

“Black folk and white people
swimming together was just abso-
lutely part of this ‘black men getting
close to white women’ idea,” said
Leslie B. McLemore, a political sci-
entist at Jackson State University, in
the state capital. 

The swimming pool, in particular,
“aroused all these racist fears,” said
John Dittmer, a historian who wrote
what many people consider the defin-
itive chronicle of the Mississippi civil
rights movement. In Jackson, the
pools were closed in 1962; the huge
pool at Audubon Park in New Or-
leans closed the same year, not re-
opening until 1969. In the Mississippi
capital the pools stayed closed until
the mid-1970’s.

The road to regeneration was
much longer in the small towns with
few resources of their own. After the
mill’s closing four years ago, in
which 800 people were laid off, Stone-
wall seems scarcely able to fathom
Mr. Carmichael’s grand plans. 

“I hope they do something to help,”
said Lucy Shelton, who manages the
grocery store. “It’s better than peo-
ple just griping.” 

A customer, Earlene Couch, said:
“It’s going down. We need something
to pick it back up.”

A hundred yards away, Mr. Car-
michael’s business partner, Tom
Sebring, kicked away some dirt and
looked over at the partially exposed
pool. “Look at all the years it’s been
buried,” Mr. Sebring said, “and of no
use at all.” 

James Edward Bates for The New York Times

Gilbert Carmichael, right, and Tom Sebring in a pool in Stonewall, Miss., that was once off-limits to blacks. It is to open next year to all residents.

Unearthing a Town’s Pool, and Not for Whites Only
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Mr. Carmichael is hoping to revi-
talize Stonewall, an old mill town.
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tors, a House subcommittee has en-
tered the case, asking for documents
on the internal investigation to be de-
livered today in advance of a Sept. 28
hearing in Washington. 

Some of those documents are ex-
pected to reveal that detectives
made several attempts at direct sur-
veillance of some directors, and
were given photos of reporters to
help identify them.

At least one reporter, Dawn Kawa-
moto of the online technology news
service CNET, may have been fol-
lowed as part of the 2006 investiga-
tion, said a person briefed on the in-
vestigation. Ms. Kawamoto was a co-
author of an article on a senior man-
agement meeting in January.

The detectives also tried to plant
software in the computer of an un-
specified CNET reporter that would
communicate back to the detectives,
people briefed on the company re-
view said. Ms. Kawamoto said in an
interview this month that prosecu-
tors had told her that such a ploy
may have been used, but said she
was not aware of any surveillance. 

Representing themselves as an
anonymous tipster, the detectives
e-mailed a document to a CNET re-
porter, according to those briefed on
the review. The e-mail was embed-
ded with software that was supposed
to trace who the document was for-
warded to. The software did not
work, however, and the reporter nev-
er wrote any story based on the bo-
gus document.

On Saturday, the company identi-
fied one of two employees who it said
had been a target of scrutiny in the
internal operation. It said the private
phone records of the employee, Mi-
chael Moeller, director of corporate
media relations, were taken. 

It is not clear why Mr. Moeller,
whose job it is to speak with report-
ers, was included in the operation.
Robert Sherbin, Hewlett-Packard’s
vice president for external commu-
nications and Mr. Moeller’s boss,
said yesterday, “Investigators’ sus-
picions were misdirected and were
unfounded.” He would not elaborate.

Although the company said others
outside the company were also tar-
gets of detectives, it has not identi-
fied those people.

According to those briefed on the
internal review, the Hewlett-Pack-
ard investigation had two stages:
from January to August 2005, when
nothing of substance was turned up,
and again in January 2006, after the
CNET article appeared.

The first call for an investigation
from the board came in January 2005
after The Wall Street Journal pub-
lished an article that cited discussion
of the board about a management re-
organization and changes in the re-
sponsibilities of Ms. Fiorina, then
chairwoman and chief executive.

An article in The New York Times
on Feb. 10, recounting Ms. Fiorina’s
ouster by the board, contained exten-
sive details of a directors’ meeting
and fueled the desire to plug leaks. 

Reporters from those two newspa-
pers, CNET and Business Week have
been told by the California attorney
general’s office that they were tar-
gets in the operation.

Within 60 days, the investigation
into the leaks was up and running,
according to those briefed on the
company review. Responsibility for
the investigation was delegated to
the company’s global investigations
unit, based in the Boston area. Those
company officials turned the effort
over to Security Outsourcing Solu-
tions, a two-person agency that hires
specialists for investigations. 

That firm hired Action Research
Group, an investigative firm in Mel-
bourne, Fla. The actual work of ob-
taining the phone records was given
to other subcontractors, one of which
is said to have worked in or near
Omaha. The methods were said to
have included the use of subterfuge,
a practice known as pretexting, in
which investigators pose as those
whose records they are seeking.

Previous accounts of the Hewlett-
Packard operation have focused on
the use of such methods in the 2006
phase of the investigation, but not in
its earlier phase. 

Federal and California prosecu-
tors, as well as the Congressional
subcommittee, are examining the
chain of detectives for possible crim-
inal wrongdoing in obtaining phone
records. The California attorney gen-
eral said last week that he had
enough evidence to indict people in-
side and outside the company. 

Hewlett-Packard has steadfastly
refused to identify any of the in-
vestigators it used, including its own.

People briefed on Hewlett-Pack-
ard’s review of its internal investiga-
tion say that it was authorized by Ms.
Dunn, the chairwoman, and put un-
der the supervision of Kevin Hunsak-
er, a senior counsel who is the com-
pany’s director of ethics. But it is not
clear what level of supervision he
gave to the project.

Ms. Dunn has said in recent in-
terviews that she could not supervise
the investigation because she was
also a potential target. She has said
she turned to the company’s security
department in April or May 2005 for
an initial investigation, then asked
Ann O. Baskins, the company’s gen-
eral counsel, for help in the further
investigation last January. Ms. Bas-
kins supervises a team of more than

100 lawyers around the world. 
At at least one point, the compa-

ny’s lawyers sought a legal opinion.
But it did not come from Hewlett-
Packard’s own outside counsel, Lar-
ry W. Sonsini of Wilson Sonsini Good-
rich & Rosati, an eminent Silicon
Valley law firm. 

Instead, the company asked one of
its contractors, Security Outsourcing
Solutions, which turned to a Boston
lawyer, John Kiernan of Bonner
Kiernan Trebach & Crociata, for the
opinion. Mr. Kiernan’s office shares
a Boston address and phone number
with Security Outsourcing Solutions.

The company, in a recent filing
with the Securities and Exchange
Commission, said it had received an
outside counsel’s opinion that the in-
vestigative methods were legal, but
it did not identify the source.

It is also not clear whether compa-
ny lawyers were aware of the close
business and personal ties between
Mr. Kiernan, Ronald R. DeLia, the
owner of Security Outsourcing Solu-
tions, and Anthony R. Gentilucci, the
Boston-based manager of global in-
vestigations for Hewlett-Packard. 

Executives and lawyers back in
the company’s Palo Alto, Calif.,
headquarters remained in the dark
even after a summary report was
produced for them about each of the
two phases of the operation, accord-
ing to those briefed on the review.
Neither of the reports, they said, out-
lined the methods used. 

There were discussions of phone
numbers and calls in the report. But
it is not clear why that fact appar-
ently did not raise alarm among any
Hewlett-Packard lawyers about the
means used to gain the information. 

The findings were presented to the
board at a meeting in May, with
George A. Keyworth II, the board’s
longest-serving member, identified
as a source of leaks. He refused an
initial request to resign, though he ul-

timately agreed to do so last week.
But a fellow director, Thomas J. Per-
kins, a Silicon Valley venture capital-
ist, resigned immediately over the
handling of the investigation.

It was only through subsequent in-
quiries to Mr. Sonsini that Mr. Per-
kins learned more about the methods
used. It was his determination to get
the company to acknowledge the rea-
sons for his departure that brought
the internal investigation into the
spotlight this month.

In an e-mail message to Mr. Sonsi-
ni on June 19 , Mr. Perkins asked
about the legality of obtaining pri-
vate phone records without a sub-
poena. Mr. Sonsini responded that
Ms. Baskins had “looked into the le-
gality of every step of the inquiry and
was satisfied that it was conducted
properly.” 

According to those briefed on the
company’s review of its investiga-
tion, there is no indication that Mr.
Sonsini, considered the most power-
ful lawyer in Silicon Valley, was in-
volved in seeking outside investiga-
tors for Hewlett-Packard in 2005 or
2006. He became involved, they said,
only when the board asked him for a
legal opinion of the investigation and
the methods used.

Mr. Sonsini has said that his direct
involvement in helping the board
trace news leaks was limited to in-
terviews with directors in early 2005. 

Mr. Sonsini told the board in Au-
gust, after his firm’s investigation of
the detectives’ methods, that the use
of pretexting “was not generally un-
lawful.” The law firm could not say
whether the detective agencies hired
by Hewlett-Packard, or the subcon-
tractors any of them used, “complied
in all respects with applicable law.”

Review at Hewlett Is Said 
To Detail Deeper Spying
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Hewlett-Packard’s chairwoman,
Patricia C. Dunn, top, and general
counsel, Ann Baskins, were said
to have provided some supervi-
sion of a secret investigation of
board members and journalists. 

Kurt Eichenwald contributed report-
ing.

By MATTHEW L. WALD
WASHINGTON, Sept. 17 — A sec-

ond company in California has been
implicated in the E. coli outbreak
linked to spinach, the Food and Drug
Administration said late Sunday, and
the number of identified victims is
still rising. 

The newly identified company,
River Ranch Fresh Foods, obtained
salad that included spinach from the
first company implicated, Natural
Selection Foods of San Juan Bautis-
ta, Calif. The spinach that passed
through River Ranch was sold under
the brand names Farmers Market,
Hy-Vee, and Fresh and Easy. 

The investigation is proceeding in
what amounts to a rearview mirror,
with state and local health officials
receiving reports of illness, asking
people what they ate and searching
for the source. To identify the new
company, officials examined Natu-
ral Selection’s records and found it
had supplied River Ranch. 

Tracing a case of illness to its
source, including the time required
for DNA analysis of the E. coli, takes
about two weeks, Dr. David W. K.
Acheson, director of food safety at
the F.D.A., said Sunday in a confer-
ence call. Dr. Acheson called the pro-
cess “trace-back and trace-forward.” 

The investigation is in its early
stages. “At this point we have not
found E. coli O157 in any bags of spin-
ach that have been tested,” Dr. Ach-
eson said. “Our link back to Natural
Selection comes from the epidemio-
logical studies.”

But after questioning the victims

about what they had eaten, he said,
“bagged spinach has risen to the top
of the list.” 

The federal health authorities are
advising consumers not to eat fresh
spinach. They said frozen spinach
had not been implicated. 

The number of reported cases of
E. coli infection rose by seven on
Sunday, to 109, but officials said that
the real number was probably higher
and that reporting was probably de-
layed because some health depart-
ments were not staffed on weekends.
They also said they expected the
number of states in which cases had
been reported, 19 on Sunday, to rise.

“As labs come back on line tomor-
row and Tuesday,” Dr. Acheson said,
“we can well see a surge of cases,
which do not necessarily mean that
things are not under control.” 

So far, 16 cases of hemolytic ure-
mic syndrome, a serious kidney com-
plication from E. coli exposure, have
been reported. One death, in Wiscon-
sin, has been linked to the outbreak.

The cause of the outbreak is still
not clear. It could be irrigation wa-
ter, Dr. Acheson said, or it could be a
processing problem in a factory. In
the humid environment of a sealed
bag of spinach or salad mix, E. coli
can multiply rapidly if the bag is al-
lowed to get too warm, he said.

Some processors expose spinach
to chlorine to kill E. coli, which can
kill the bacteria on the leaf surface.
But if the bacteria are in irrigation
water they can enter the plant, and
the chlorine will not reach them, Dr.
Acheson said.

Second Company Is Implicated
In Outbreak Linked to Spinach

By JOHN SCHWARTZ

Astronauts aboard the space shut-
tle Atlantis said goodbye Sunday
morning to their hosts at the In-
ternational Space Station, separated
the two craft and performed a fly-
around to get a 360-degree look at the
station to check for damage from or-
bital debris.

The video from space showed the
station gleaming against the black
backdrop of the void, and then the
Earth, and then space again as the
shuttle looped around it. The new so-
lar arrays delivered by the shuttle
and installed by the crew extended
from one side.

With the fly-around completed, the
shuttle mission commander, Capt.
Brent W. Jett Jr. of the Navy, radioed
a NASA science officer on the sta-
tion, Col. Jeffrey N. Williams of the
Army, to say, “It was really a spec-
tacular sight to see your vehicle,
looking down, from above the

Earth.”
Colonel Williams replied that his

team had taken pictures of the shut-
tle as it circled the station, and add-
ed: “It was a great mission. Thanks
for all the good work.”

On Monday, the shuttle astronauts
will conduct a final inspection of the
nose cap and wing leading edge to en-
sure that no damage occurred from
collisions with space debris. The
shuttle will return to Earth as early
as Wednesday, depending on weath-
er conditions at Cape Canaveral, Fla.

Traffic control around the station
is more hectic than usual, with the
shuttle departing just in time for new
visitors to arrive. The next crew of
the station, the commander, Capt.
Michael E. Lopez-Alegria of the
Navy, and a Russian cosmonaut, Mi-
khail Tyurin, will arrive at the sta-
tion on Wednesday with their pas-
senger, Anousheh Ansari, a telecom-
munications entrepreneur who will
be the fourth space tourist after pay-
ing a reported $20 million for the trip.

In a news conference from the Bai-
konur Cosmodrome in Kazakhstan,
played over NASA television, Ms.
Ansari, who helped finance the Ansa-
ri X Prize competition for privately
built spacecraft, said she hoped her
trip would inspire others to see space
as a reachable, even profitable, fron-
tier.

The shuttle’s mission resumed
construction at the station, which
had stalled since the loss of the shut-
tle Columbia and its crew in Febru-
ary 2003. 

Shuttle Separates From Station
And Prepares for Return to Earth

MIAMI, Sept. 18 (AP) — Hurri-
cane Helene strengthened Sunday
into a Category 3 storm in the open
Atlantic, becoming the second major
hurricane of the 2006 season, fore-
casters said.

The storm had top sustained winds
of 115 m.p.h., up from 85 m.p.h., ac-
cording to the National Hurricane
Center in Miami. It was moving
northwest but did not threaten land.

Storm Grows in Atlantic
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why they didn’t have a place to swim
anymore,” said Ardell Covington, 87,
a former mayor. Pools all over the
South closed in that period; many, if
not most, stayed that way.

Mr. Covington’s children learned
to swim at the Stonewall pool, which
was owned, operated and closed, like
almost everything else in town, by
the textile mill, itself shut down by
Burlington Industries in 2002 after
more than a century of operation.

This town was named after the
Confederate general Stonewall Jack-
son. In late 1868, its northern Mis-
sissippi founders opened what would
go on to be one of the region’s long-
est-lived cotton mills. For years, it
was a great success — during World
War II it was a prime supplier of
khaki to the United States Army —
but its closing devastated Stonewall. 

On the main street today, empty
storefronts sit in the shadow of the
giant mill, and all around are the
boxy houses of former millworkers.
The population is just under a quar-
ter black.

Black children had never been al-
lowed to use the pool. They might
have aspired to — and one 65-year-
old black woman here, who never
learned to swim, remembers just
that — but they were forced to go
elsewhere during the hot summers. 

“These black boys around here,
they wanted to — they wanted to use
that pool,” said the woman, Lindy
Goodwin, who once worked at the
mill. Instead, “the boys, they used to
go to the branches,” Ms. Goodwin
said, meaning to the local creeks.
“Anywhere where there was water.”

The pool’s excavation offers a win-
dow into the sharp intrusiveness of
segregation’s mandates, written and
otherwise. 

In the memories of whites here,
the Stonewall swimming pool is re-
called as both the joyful center of
town life — “That was the main thing

we did, every summer, we swam,”
remembered Carol Long Ford, an al-
derwoman — and the place that
closed when that old life was cur-
tailed. 

A newspaper photograph from
1969, headlined “Fun at the Pool,”
shows it filled with splashing chil-
dren, all white. “Our summer life
centered around the swimming
pool,” Ms. Ford said. 

Yet there was no protest when the
pool was filled with dirt several
years later. “Nobody stood up,” said
Oree Davis, secretary of the local
historical society, her voice edging
into bitterness. “They just took what
came their way.” 

“It was the worst thing that could
have happened,” Ms. Davis added.

Even today, though, other whites
acknowledge, in veiled language,
what they describe as the sad neces-
sity of what took place. 

The pool “was out there until
things happened the way they did,”
said Mr. Covington, the former may-
or. “Then, the integration came
along, and being Southerners like we
are, people just didn’t want to mingle
that close. That was a no-no.” 

Others said they believed that the
potential for “trouble” — though they
said there was never any in the town
— justified the closing. 

“There were a lot of things that
were closed,” said George Mason
Green, a local tree farmer who swam
in the pool as a boy. “They just didn’t
want to have a lot of ruckus. They as-
sumed, and I think probably correct-
ly, it was closed to keep down any
problems associated with integra-
tion.” 

“In all fairness,” Mr. Green added,
“if they hadn’t closed it, there would
have been a fight.”

Mr. Carmichael says he passes no
judgment on the townspeople who
went along with the pool’s closing. A
veteran of this state’s fraught racial
politics, Mr. Carmichael, 79, ran
close but unsuccessful races for the
Senate and the governorship in the

1970’s as a moderate Republican
with liberal views on race, a path not
in line with a state party that was
turning sharply to the right.

He later served as the federal rail-
road administrator under the first
President Bush. 

As a car dealer in Meridian in the
early 1960’s, Mr. Carmichael re-
placed several times the vandalized
windshield of Michael H. Schwerner,
one of the three civil rights workers
later murdered in the infamous kill-
ings outside Philadelphia, Miss.,
about 50 miles north of here.

White-haired, avuncular and
courtly, Mr. Carmichael has bought
up old buildings and land, dreaming
of attracting commercial tenants, of
recreating Stonewall’s bustle and of
turning back the clock — in a limited
sense. 

“When integration came along,
they didn’t want to have anything to
do with it,” Mr. Carmichael said of
the mill. “They solved the problem of
integration by filling up the pool.” (A
spokeswoman for Burlington Indus-
tries said nobody now with the com-

pany would have any recollection of
the circumstances surrounding the
closing.)

So unacceptable through almost
all of the South was the idea of blacks
and whites swimming together that
even the Gulf of Mexico was off-
limits to blacks in some areas. In
April 1960, whites in Biloxi rioted af-
ter a group of blacks waded into the
gulf from an all-white beach as part
of an early civil rights protest, and
several blacks were beaten and shot. 

“Black folk and white people
swimming together was just abso-
lutely part of this ‘black men getting
close to white women’ idea,” said
Leslie B. McLemore, a political sci-
entist at Jackson State University, in
the state capital. 

The swimming pool, in particular,
“aroused all these racist fears,” said
John Dittmer, a historian who wrote
what many people consider the defin-
itive chronicle of the Mississippi civil
rights movement. In Jackson, the
pools were closed in 1962; the huge
pool at Audubon Park in New Or-
leans closed the same year, not re-
opening until 1969. In the Mississippi
capital the pools stayed closed until
the mid-1970’s.

The road to regeneration was
much longer in the small towns with
few resources of their own. After the
mill’s closing four years ago, in
which 800 people were laid off, Stone-
wall seems scarcely able to fathom
Mr. Carmichael’s grand plans. 

“I hope they do something to help,”
said Lucy Shelton, who manages the
grocery store. “It’s better than peo-
ple just griping.” 

A customer, Earlene Couch, said:
“It’s going down. We need something
to pick it back up.”

A hundred yards away, Mr. Car-
michael’s business partner, Tom
Sebring, kicked away some dirt and
looked over at the partially exposed
pool. “Look at all the years it’s been
buried,” Mr. Sebring said, “and of no
use at all.” 

James Edward Bates for The New York Times

Gilbert Carmichael, right, and Tom Sebring in a pool in Stonewall, Miss., that was once off-limits to blacks. It is to open next year to all residents.

Unearthing a Town’s Pool, and Not for Whites Only
Continued From Page A1
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Mr. Carmichael is hoping to revi-
talize Stonewall, an old mill town.
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tors, a House subcommittee has en-
tered the case, asking for documents
on the internal investigation to be de-
livered today in advance of a Sept. 28
hearing in Washington. 

Some of those documents are ex-
pected to reveal that detectives
made several attempts at direct sur-
veillance of some directors, and
were given photos of reporters to
help identify them.

At least one reporter, Dawn Kawa-
moto of the online technology news
service CNET, may have been fol-
lowed as part of the 2006 investiga-
tion, said a person briefed on the in-
vestigation. Ms. Kawamoto was a co-
author of an article on a senior man-
agement meeting in January.

The detectives also tried to plant
software in the computer of an un-
specified CNET reporter that would
communicate back to the detectives,
people briefed on the company re-
view said. Ms. Kawamoto said in an
interview this month that prosecu-
tors had told her that such a ploy
may have been used, but said she
was not aware of any surveillance. 

Representing themselves as an
anonymous tipster, the detectives
e-mailed a document to a CNET re-
porter, according to those briefed on
the review. The e-mail was embed-
ded with software that was supposed
to trace who the document was for-
warded to. The software did not
work, however, and the reporter nev-
er wrote any story based on the bo-
gus document.

On Saturday, the company identi-
fied one of two employees who it said
had been a target of scrutiny in the
internal operation. It said the private
phone records of the employee, Mi-
chael Moeller, director of corporate
media relations, were taken. 

It is not clear why Mr. Moeller,
whose job it is to speak with report-
ers, was included in the operation.
Robert Sherbin, Hewlett-Packard’s
vice president for external commu-
nications and Mr. Moeller’s boss,
said yesterday, “Investigators’ sus-
picions were misdirected and were
unfounded.” He would not elaborate.

Although the company said others
outside the company were also tar-
gets of detectives, it has not identi-
fied those people.

According to those briefed on the
internal review, the Hewlett-Pack-
ard investigation had two stages:
from January to August 2005, when
nothing of substance was turned up,
and again in January 2006, after the
CNET article appeared.

The first call for an investigation
from the board came in January 2005
after The Wall Street Journal pub-
lished an article that cited discussion
of the board about a management re-
organization and changes in the re-
sponsibilities of Ms. Fiorina, then
chairwoman and chief executive.

An article in The New York Times
on Feb. 10, recounting Ms. Fiorina’s
ouster by the board, contained exten-
sive details of a directors’ meeting
and fueled the desire to plug leaks. 

Reporters from those two newspa-
pers, CNET and Business Week have
been told by the California attorney
general’s office that they were tar-
gets in the operation.

Within 60 days, the investigation
into the leaks was up and running,
according to those briefed on the
company review. Responsibility for
the investigation was delegated to
the company’s global investigations
unit, based in the Boston area. Those
company officials turned the effort
over to Security Outsourcing Solu-
tions, a two-person agency that hires
specialists for investigations. 

That firm hired Action Research
Group, an investigative firm in Mel-
bourne, Fla. The actual work of ob-
taining the phone records was given
to other subcontractors, one of which
is said to have worked in or near
Omaha. The methods were said to
have included the use of subterfuge,
a practice known as pretexting, in
which investigators pose as those
whose records they are seeking.

Previous accounts of the Hewlett-
Packard operation have focused on
the use of such methods in the 2006
phase of the investigation, but not in
its earlier phase. 

Federal and California prosecu-
tors, as well as the Congressional
subcommittee, are examining the
chain of detectives for possible crim-
inal wrongdoing in obtaining phone
records. The California attorney gen-
eral said last week that he had
enough evidence to indict people in-
side and outside the company. 

Hewlett-Packard has steadfastly
refused to identify any of the in-
vestigators it used, including its own.

People briefed on Hewlett-Pack-
ard’s review of its internal investiga-
tion say that it was authorized by Ms.
Dunn, the chairwoman, and put un-
der the supervision of Kevin Hunsak-
er, a senior counsel who is the com-
pany’s director of ethics. But it is not
clear what level of supervision he
gave to the project.

Ms. Dunn has said in recent in-
terviews that she could not supervise
the investigation because she was
also a potential target. She has said
she turned to the company’s security
department in April or May 2005 for
an initial investigation, then asked
Ann O. Baskins, the company’s gen-
eral counsel, for help in the further
investigation last January. Ms. Bas-
kins supervises a team of more than

100 lawyers around the world. 
At at least one point, the compa-

ny’s lawyers sought a legal opinion.
But it did not come from Hewlett-
Packard’s own outside counsel, Lar-
ry W. Sonsini of Wilson Sonsini Good-
rich & Rosati, an eminent Silicon
Valley law firm. 

Instead, the company asked one of
its contractors, Security Outsourcing
Solutions, which turned to a Boston
lawyer, John Kiernan of Bonner
Kiernan Trebach & Crociata, for the
opinion. Mr. Kiernan’s office shares
a Boston address and phone number
with Security Outsourcing Solutions.

The company, in a recent filing
with the Securities and Exchange
Commission, said it had received an
outside counsel’s opinion that the in-
vestigative methods were legal, but
it did not identify the source.

It is also not clear whether compa-
ny lawyers were aware of the close
business and personal ties between
Mr. Kiernan, Ronald R. DeLia, the
owner of Security Outsourcing Solu-
tions, and Anthony R. Gentilucci, the
Boston-based manager of global in-
vestigations for Hewlett-Packard. 

Executives and lawyers back in
the company’s Palo Alto, Calif.,
headquarters remained in the dark
even after a summary report was
produced for them about each of the
two phases of the operation, accord-
ing to those briefed on the review.
Neither of the reports, they said, out-
lined the methods used. 

There were discussions of phone
numbers and calls in the report. But
it is not clear why that fact appar-
ently did not raise alarm among any
Hewlett-Packard lawyers about the
means used to gain the information. 

The findings were presented to the
board at a meeting in May, with
George A. Keyworth II, the board’s
longest-serving member, identified
as a source of leaks. He refused an
initial request to resign, though he ul-

timately agreed to do so last week.
But a fellow director, Thomas J. Per-
kins, a Silicon Valley venture capital-
ist, resigned immediately over the
handling of the investigation.

It was only through subsequent in-
quiries to Mr. Sonsini that Mr. Per-
kins learned more about the methods
used. It was his determination to get
the company to acknowledge the rea-
sons for his departure that brought
the internal investigation into the
spotlight this month.

In an e-mail message to Mr. Sonsi-
ni on June 19 , Mr. Perkins asked
about the legality of obtaining pri-
vate phone records without a sub-
poena. Mr. Sonsini responded that
Ms. Baskins had “looked into the le-
gality of every step of the inquiry and
was satisfied that it was conducted
properly.” 

According to those briefed on the
company’s review of its investiga-
tion, there is no indication that Mr.
Sonsini, considered the most power-
ful lawyer in Silicon Valley, was in-
volved in seeking outside investiga-
tors for Hewlett-Packard in 2005 or
2006. He became involved, they said,
only when the board asked him for a
legal opinion of the investigation and
the methods used.

Mr. Sonsini has said that his direct
involvement in helping the board
trace news leaks was limited to in-
terviews with directors in early 2005. 

Mr. Sonsini told the board in Au-
gust, after his firm’s investigation of
the detectives’ methods, that the use
of pretexting “was not generally un-
lawful.” The law firm could not say
whether the detective agencies hired
by Hewlett-Packard, or the subcon-
tractors any of them used, “complied
in all respects with applicable law.”
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Hewlett-Packard’s chairwoman,
Patricia C. Dunn, top, and general
counsel, Ann Baskins, were said
to have provided some supervi-
sion of a secret investigation of
board members and journalists. 

Kurt Eichenwald contributed report-
ing.

By MATTHEW L. WALD
WASHINGTON, Sept. 17 — A sec-

ond company in California has been
implicated in the E. coli outbreak
linked to spinach, the Food and Drug
Administration said late Sunday, and
the number of identified victims is
still rising. 

The newly identified company,
River Ranch Fresh Foods, obtained
salad that included spinach from the
first company implicated, Natural
Selection Foods of San Juan Bautis-
ta, Calif. The spinach that passed
through River Ranch was sold under
the brand names Farmers Market,
Hy-Vee, and Fresh and Easy. 

The investigation is proceeding in
what amounts to a rearview mirror,
with state and local health officials
receiving reports of illness, asking
people what they ate and searching
for the source. To identify the new
company, officials examined Natu-
ral Selection’s records and found it
had supplied River Ranch. 

Tracing a case of illness to its
source, including the time required
for DNA analysis of the E. coli, takes
about two weeks, Dr. David W. K.
Acheson, director of food safety at
the F.D.A., said Sunday in a confer-
ence call. Dr. Acheson called the pro-
cess “trace-back and trace-forward.” 

The investigation is in its early
stages. “At this point we have not
found E. coli O157 in any bags of spin-
ach that have been tested,” Dr. Ach-
eson said. “Our link back to Natural
Selection comes from the epidemio-
logical studies.”

But after questioning the victims

about what they had eaten, he said,
“bagged spinach has risen to the top
of the list.” 

The federal health authorities are
advising consumers not to eat fresh
spinach. They said frozen spinach
had not been implicated. 

The number of reported cases of
E. coli infection rose by seven on
Sunday, to 109, but officials said that
the real number was probably higher
and that reporting was probably de-
layed because some health depart-
ments were not staffed on weekends.
They also said they expected the
number of states in which cases had
been reported, 19 on Sunday, to rise.

“As labs come back on line tomor-
row and Tuesday,” Dr. Acheson said,
“we can well see a surge of cases,
which do not necessarily mean that
things are not under control.” 

So far, 16 cases of hemolytic ure-
mic syndrome, a serious kidney com-
plication from E. coli exposure, have
been reported. One death, in Wiscon-
sin, has been linked to the outbreak.

The cause of the outbreak is still
not clear. It could be irrigation wa-
ter, Dr. Acheson said, or it could be a
processing problem in a factory. In
the humid environment of a sealed
bag of spinach or salad mix, E. coli
can multiply rapidly if the bag is al-
lowed to get too warm, he said.

Some processors expose spinach
to chlorine to kill E. coli, which can
kill the bacteria on the leaf surface.
But if the bacteria are in irrigation
water they can enter the plant, and
the chlorine will not reach them, Dr.
Acheson said.

Second Company Is Implicated
In Outbreak Linked to Spinach

By JOHN SCHWARTZ

Astronauts aboard the space shut-
tle Atlantis said goodbye Sunday
morning to their hosts at the In-
ternational Space Station, separated
the two craft and performed a fly-
around to get a 360-degree look at the
station to check for damage from or-
bital debris.

The video from space showed the
station gleaming against the black
backdrop of the void, and then the
Earth, and then space again as the
shuttle looped around it. The new so-
lar arrays delivered by the shuttle
and installed by the crew extended
from one side.

With the fly-around completed, the
shuttle mission commander, Capt.
Brent W. Jett Jr. of the Navy, radioed
a NASA science officer on the sta-
tion, Col. Jeffrey N. Williams of the
Army, to say, “It was really a spec-
tacular sight to see your vehicle,
looking down, from above the

Earth.”
Colonel Williams replied that his

team had taken pictures of the shut-
tle as it circled the station, and add-
ed: “It was a great mission. Thanks
for all the good work.”

On Monday, the shuttle astronauts
will conduct a final inspection of the
nose cap and wing leading edge to en-
sure that no damage occurred from
collisions with space debris. The
shuttle will return to Earth as early
as Wednesday, depending on weath-
er conditions at Cape Canaveral, Fla.

Traffic control around the station
is more hectic than usual, with the
shuttle departing just in time for new
visitors to arrive. The next crew of
the station, the commander, Capt.
Michael E. Lopez-Alegria of the
Navy, and a Russian cosmonaut, Mi-
khail Tyurin, will arrive at the sta-
tion on Wednesday with their pas-
senger, Anousheh Ansari, a telecom-
munications entrepreneur who will
be the fourth space tourist after pay-
ing a reported $20 million for the trip.

In a news conference from the Bai-
konur Cosmodrome in Kazakhstan,
played over NASA television, Ms.
Ansari, who helped finance the Ansa-
ri X Prize competition for privately
built spacecraft, said she hoped her
trip would inspire others to see space
as a reachable, even profitable, fron-
tier.

The shuttle’s mission resumed
construction at the station, which
had stalled since the loss of the shut-
tle Columbia and its crew in Febru-
ary 2003. 

Shuttle Separates From Station
And Prepares for Return to Earth

MIAMI, Sept. 18 (AP) — Hurri-
cane Helene strengthened Sunday
into a Category 3 storm in the open
Atlantic, becoming the second major
hurricane of the 2006 season, fore-
casters said.

The storm had top sustained winds
of 115 m.p.h., up from 85 m.p.h., ac-
cording to the National Hurricane
Center in Miami. It was moving
northwest but did not threaten land.

Storm Grows in Atlantic
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When the first snow falls on the
North Shore of Chicago this winter,
Robert Gordon will take his Toro
snow blower out of the garage and
think about how lucky he is not to be

using a shovel. Mr.
Gordon is 66 years old
and evidently quite
healthy, but his doctor
has told him that he
should never clear his
driveway with his own

hands. “People can die from shovel-
ing snow,” Mr. Gordon said. “I bet a
lot of lives have been saved by snow
blowers.”

If so, most of them have been
saved in the last few decades. A Ca-
nadian teenager named Arthur
Sicard came up with the idea for the
snow blower in the late 1800’s, while
watching the blades on a piece of
farm equipment, but he didn’t sell
any until 1927. For the next 30 years
or so, snow blowers were hulking
machines typically bought by cities
and schools. Only recently have they
become a suburban staple. 

Yet the benefits of the snow blow-
er, namely more free time and less
health risk, are largely missing from
the government’s attempts to deter-
mine Americans’ economic well-be-
ing. The same goes for dozens of oth-
er inventions, be they air-condition-
ers, cellphones or medical devices.
The reasons are a little technical —
they involve the measurement of in-
flation — but they’re important to
understand, because the implica-
tions are so large. 

For the last few weeks, there has

been a roiling debate, both within the
Democratic Party and between
Democrats and Republicans, about
how to describe living standards in
this country. Among Democrats, the
debate is really about how to talk to
voters about the economy as the par-
ty tries to reclaim control of Con-
gress this year and the White House
in 2008. 

One group of Democrats says that
it’s time to stop pulling punches and
acknowledge that, at best, life is
marginally better than it was a gen-
eration ago. The other group argues
that the middle class’s current prob-
lems should not obscure enormous
progress made over the last few dec-
ades. President Bush and his aides
agree with the progress part and go
on to say that the middle class con-
tinues to do quite nicely today. Each
group has its preferred numbers,
which can be dizzying, but you don’t
need to dig into them to figure out
what’s really going on. You just need
to understand snow blowers. help to
illuminate two big issues, the first be-
ing that progress is easy to take for
granted. Clearing a driveway with-
out a shovel, buying an affordable
cross-country plane ticket and — on
a totally different scale — watching a
very premature baby survive are all
accepted parts of life today. They’re
also fairly recent developments.

Polls show that Americans, in fact,
understand this. By wide margins,
they say they live better than their
parents. “Looking backward,” the
Pew Research Center reported last
week, “Americans were more in-
clined to say they had made progress

Life Is Better;
It Isn’t Better.
Which Is It?

DAVID
LEONHARDT 

ECONOMIX 

Ed Betz for The New York Times

Continued on Page 10

By MICHELINE MAYNARD

DETROIT, Sept. 19 — Maybe
Chrysler is not so different after all. 

After Daimler-Benz merged with
Chrysler in 1998, Chrysler vowed to
break away from its troubled Detroit
brethren and join ranks with the Jap-
anese automakers. It designed inno-
vative vehicles like the gutsy 300C
sedan and the spunky PT Cruiser,
gambling that an emphasis on bold
design, better quality and German
engineering would set it apart from
the Big Two. 

“There were a lot of people that
thought Chrysler was really home
free,” said David E. Cole, chairman
of the Center for Automotive Re-

search in Ann Arbor, Mich.
But in recent days, a series of stun-

ning announcements have signaled
that Chrysler, despite all those ef-
forts, has not been able to escape
many of the same problems bedev-
iling General Motors and the Ford
Motor Company.

On Tuesday, Chrysler said it would
cut its production schedule for the
rest of the year by 16 percent be-
cause of slumping sales as a result of
high gas prices. That comes on the
heels of similar cuts at G.M. and
Ford, which are both trying to re-
structure after billions of dollars in
losses in the last year. 

Chrysler, which lately has ranked

fourth behind G.M., Ford and Toyota
Motor in American sales, reiterated
that it expected a $1.26 billion loss
this year, when it had planned to
break even. 

As a result, Chrysler said it would
embark on what was likely to be its
second major revamping since 2000,
and acknowledged that its market
share could shrink further, potential-
ly dropping it to fifth place behind
Honda in the United States. 

Chrysler workers, whose profit-
sharing checks the last few years
were proof that they worked for De-
troit’s most successful company, 

A Reversal of Fortune at Chrysler, Too

Arnd Wiegmann/Reuters

Dieter Zetsche, chief executive of
DaimlerChrysler, yesterday. Continued on Page 6

By GRETCHEN MORGENSON
and JENNY ANDERSON

A day after disclosing that a disastrous
bet on natural gas prices had produced
losses of more than $3 billion, Amaranth
Advisors, once among the nation’s largest
and hottest hedge funds, was scrambling
yesterday to salvage something from its
battered portfolio of energy trades. 

Last night, as it had been since the week-
end, Amaranth was locked in negotiations
with several Wall Street banks and other
hedge funds in an effort to sell its energy
portfolio to try to keep the fund company
afloat. 

At the same time, it was working with
commodity exchange officials to reassign
trades to try to minimize disruptions to the
market. 

The fund’s investors, locked into their
holdings by Amaranth’s stringent liquida-
tion terms, awaited further word on the
status of the fund’s holdings, while reg-
ulators and traders watched for signs that
the hedge fund’s losses might disrupt mar-

kets beyond those relating to energy.
The losses at Amaranth have followed

another blowup in natural gas at a smaller
fund, MotherRock, but financial markets
have hardly felt a murmur, largely be-
cause the volatility has been contained —
so far — to a corner of the energy market,
and is not tied to markets in stocks and
bonds. And with so much investment
money pouring into energy, it is likely that
others profited from the billion-dollar
losses.

Indeed, the effects have been fairly lim-
ited, confined mostly to the natural gas
market. Amaranth’s portfolio, valued at
$9.25 billion as recently as a few weeks
ago, was apparently halved by a wrong-
way wager that natural gas prices would
rise, a bet that had produced enormous
gains for the fund in recent years. Ama-
ranth traders had reckoned that the differ-
ence, or spread, between the prices of gas
futures in the months of March and April 
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Hedge Fund Shifts
To Salvage Mode 

Amaranth Trying to Shed Gas Portfolio 

Continued on Page 4
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Source: Bloomberg Financial Markets The New York Times

A Big Bet Gone Bad
Amaranth Advisors’ problems arose after it made a bet on the difference between 
the prices of natural gas futures contracts for March 2007 and April 2007. 

2004 2005 2006

THE IDEA  Generally, there is a 
spread between the prices of 
natural gas contracts for 
March and April because that 
is when consumption slows 
and inventories begin to rise. 

THE RUN-UP  Early in 2005, 
as energy prices began to 
rise, the spread between 
the prices for the March and 
April contracts widened. 
Amaranth’s bet was that 
prices would rise further, 
creating a bigger spread.

THE FALL  Amaranth was 
right for a while. The 
spread reached more than 
$2.50. But two weeks ago, 
gas prices suddenly 
tumbled. The spread 
collapsed as well and 
Amaranth was squeezed.

By DAMON DARLIN
and KURT EICHENWALD

Hewlett-Packard conducted feasi-
bility studies on planting spies in
news bureaus of two major publica-
tions as part of an investigation of
leaks from its board, an individual
briefed on the company’s review of
the operation said yesterday.

The studies, referred to in a Feb. 2
draft report for a briefing of senior
management, are said to have in-
cluded the possibility of placing in-
vestigators acting as clerical em-
ployees or cleaning crews in the San
Francisco offices of CNET and The
Wall Street Journal.

It is not clear whether the plan de-
scribed in the documents, which
were read to a reporter, was ever
acted upon. 

The report was sent on Feb. 1 by
Anthony R. Gentilucci, Hewlett-
Packard’s Boston-based manager of
global investigations, to four others,
including Kevin T. Hunsaker, a sen-
ior counsel in Hewlett-Packard’s le-
gal department and the company’s
chief ethics officer.

“Feasibility studies are in
progress for undercover operations
(clerical) in CNET and WSJ offices
in SF bureaus,” the memo said, re-
ferring to two publications in which
reports of the company’s board dis-
cussions had appeared. 

Under a section labeled “Investi-
gation Activity Update,” with the
subtitle “Covert Operations,” it also 

Continued on Page 2

H.P. Is Said
To Study 
Infiltrating
Newsrooms

By SAUL HANSELL
Shares of Yahoo fell more than 11

percent yesterday after the company
disclosed that it had sold less adver-
tising in recent weeks than it had ex-
pected, largely because of a slow-
down in automobile and financial ad-
vertising.

Speaking at an investment confer-
ence held in New York by Goldman
Sachs, Terry S. Semel, Yahoo’s chief
executive, said that while advertis-
ing revenue from those industries
continued to grow, “they’re not grow-
ing as quickly as we might have
hoped at this point in time.”

Yahoo said that it would still meet
its financial goals for the third quar-
ter, but that its profit and revenue
would be toward the bottom end of its
forecast range. 

In July, the company said it ex-
pected third-quarter revenue — ex-
cluding payments to companies that
display its ads — of $1.115 billion to
$1.225 billion, and operating cash
flow of $445 million to $505 million.
The bottom of that range represents
a 20 percent growth in revenue and a
16 percent growth in operating cash
flow.

That would represent a further
slowing of Yahoo’s growth. In the
second quarter, its revenue grew by
28 percent. That was less than ana-
lysts had expected, causing the com-
pany’s shares to slide. Yahoo’s stock 

Continued on Page 6

MARKET PLACE

Ad Sales
Fall Short
At Yahoo

WHO CAME OUT AHEAD Even as Ama-
ranth Advisors lost billions of dollars
betting on rising natural gas prices,
reports began streaming out from the
energy-trading industry that other
traders had raked in profits betting
that gas prices would fall. Still, the de-
tails remain unclear, underscoring the
secretive nature of hedge funds, which
are unregulated and do not have to re-
port their wins and losses in over-the-
counter financial trades. Page C4.

PENSION FUND’S ALTERED OUTLOOK
Until this week, it looked as if the $7.5
billion pension fund of San Diego Coun-
ty had a winning strategy for investing
the retirement money of county work-
ers. But much of the pension fund’s
strategy was based on a basket of
hedge funds that included Amaranth
Advisors. Now that Amaranth is in
trouble, officials at the San Diego fund
are remembering that the price of big
returns is big risks. Page C4.

A MANAGER’S COMEDOWN Nicholas M.
Maounis, the 43-year-old founder of
Amaranth Advisors, rose rapidly from
trader to billionaire hedge fund man-
ager, and he impressed potential in-
vestors with his marketing pitches
that stressed risk management and
teamwork. But his once-golden reputa-
tion has suffered a severe blow now
that his fund has lost more than $3 bil-
lion. Page C5.

More Inside
On Amaranth 
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When the first snow falls on the
North Shore of Chicago this winter,
Robert Gordon will take his Toro
snow blower out of the garage and
think about how lucky he is not to be

using a shovel. Mr.
Gordon is 66 years old
and evidently quite
healthy, but his doctor
has told him that he
should never clear his
driveway with his own

hands. “People can die from shovel-
ing snow,” Mr. Gordon said. “I bet a
lot of lives have been saved by snow
blowers.”

If so, most of them have been
saved in the last few decades. A Ca-
nadian teenager named Arthur
Sicard came up with the idea for the
snow blower in the late 1800’s, while
watching the blades on a piece of
farm equipment, but he didn’t sell
any until 1927. For the next 30 years
or so, snow blowers were hulking
machines typically bought by cities
and schools. Only recently have they
become a suburban staple. 

Yet the benefits of the snow blow-
er, namely more free time and less
health risk, are largely missing from
the government’s attempts to deter-
mine Americans’ economic well-be-
ing. The same goes for dozens of oth-
er inventions, be they air-condition-
ers, cellphones or medical devices.
The reasons are a little technical —
they involve the measurement of in-
flation — but they’re important to
understand, because the implica-
tions are so large. 

For the last few weeks, there has

been a roiling debate, both within the
Democratic Party and between
Democrats and Republicans, about
how to describe living standards in
this country. Among Democrats, the
debate is really about how to talk to
voters about the economy as the par-
ty tries to reclaim control of Con-
gress this year and the White House
in 2008. 

One group of Democrats says that
it’s time to stop pulling punches and
acknowledge that, at best, life is
marginally better than it was a gen-
eration ago. The other group argues
that the middle class’s current prob-
lems should not obscure enormous
progress made over the last few dec-
ades. President Bush and his aides
agree with the progress part and go
on to say that the middle class con-
tinues to do quite nicely today. Each
group has its preferred numbers,
which can be dizzying, but you don’t
need to dig into them to figure out
what’s really going on. You just need
to understand snow blowers. help to
illuminate two big issues, the first be-
ing that progress is easy to take for
granted. Clearing a driveway with-
out a shovel, buying an affordable
cross-country plane ticket and — on
a totally different scale — watching a
very premature baby survive are all
accepted parts of life today. They’re
also fairly recent developments.

Polls show that Americans, in fact,
understand this. By wide margins,
they say they live better than their
parents. “Looking backward,” the
Pew Research Center reported last
week, “Americans were more in-
clined to say they had made progress

Life Is Better;
It Isn’t Better.
Which Is It?

DAVID
LEONHARDT 
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By MICHELINE MAYNARD

DETROIT, Sept. 19 — Maybe
Chrysler is not so different after all. 

After Daimler-Benz merged with
Chrysler in 1998, Chrysler vowed to
break away from its troubled Detroit
brethren and join ranks with the Jap-
anese automakers. It designed inno-
vative vehicles like the gutsy 300C
sedan and the spunky PT Cruiser,
gambling that an emphasis on bold
design, better quality and German
engineering would set it apart from
the Big Two. 

“There were a lot of people that
thought Chrysler was really home
free,” said David E. Cole, chairman
of the Center for Automotive Re-

search in Ann Arbor, Mich.
But in recent days, a series of stun-

ning announcements have signaled
that Chrysler, despite all those ef-
forts, has not been able to escape
many of the same problems bedev-
iling General Motors and the Ford
Motor Company.

On Tuesday, Chrysler said it would
cut its production schedule for the
rest of the year by 16 percent be-
cause of slumping sales as a result of
high gas prices. That comes on the
heels of similar cuts at G.M. and
Ford, which are both trying to re-
structure after billions of dollars in
losses in the last year. 

Chrysler, which lately has ranked

fourth behind G.M., Ford and Toyota
Motor in American sales, reiterated
that it expected a $1.26 billion loss
this year, when it had planned to
break even. 

As a result, Chrysler said it would
embark on what was likely to be its
second major revamping since 2000,
and acknowledged that its market
share could shrink further, potential-
ly dropping it to fifth place behind
Honda in the United States. 

Chrysler workers, whose profit-
sharing checks the last few years
were proof that they worked for De-
troit’s most successful company, 

A Reversal of Fortune at Chrysler, Too

Arnd Wiegmann/Reuters

Dieter Zetsche, chief executive of
DaimlerChrysler, yesterday. Continued on Page 6

By GRETCHEN MORGENSON
and JENNY ANDERSON

A day after disclosing that a disastrous
bet on natural gas prices had produced
losses of more than $3 billion, Amaranth
Advisors, once among the nation’s largest
and hottest hedge funds, was scrambling
yesterday to salvage something from its
battered portfolio of energy trades. 

Last night, as it had been since the week-
end, Amaranth was locked in negotiations
with several Wall Street banks and other
hedge funds in an effort to sell its energy
portfolio to try to keep the fund company
afloat. 

At the same time, it was working with
commodity exchange officials to reassign
trades to try to minimize disruptions to the
market. 

The fund’s investors, locked into their
holdings by Amaranth’s stringent liquida-
tion terms, awaited further word on the
status of the fund’s holdings, while reg-
ulators and traders watched for signs that
the hedge fund’s losses might disrupt mar-

kets beyond those relating to energy.
The losses at Amaranth have followed

another blowup in natural gas at a smaller
fund, MotherRock, but financial markets
have hardly felt a murmur, largely be-
cause the volatility has been contained —
so far — to a corner of the energy market,
and is not tied to markets in stocks and
bonds. And with so much investment
money pouring into energy, it is likely that
others profited from the billion-dollar
losses.

Indeed, the effects have been fairly lim-
ited, confined mostly to the natural gas
market. Amaranth’s portfolio, valued at
$9.25 billion as recently as a few weeks
ago, was apparently halved by a wrong-
way wager that natural gas prices would
rise, a bet that had produced enormous
gains for the fund in recent years. Ama-
ranth traders had reckoned that the differ-
ence, or spread, between the prices of gas
futures in the months of March and April 
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Hedge Fund Shifts
To Salvage Mode 

Amaranth Trying to Shed Gas Portfolio 
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A Big Bet Gone Bad
Amaranth Advisors’ problems arose after it made a bet on the difference between 
the prices of natural gas futures contracts for March 2007 and April 2007. 

2004 2005 2006

THE IDEA  Generally, there is a 
spread between the prices of 
natural gas contracts for 
March and April because that 
is when consumption slows 
and inventories begin to rise. 

THE RUN-UP  Early in 2005, 
as energy prices began to 
rise, the spread between 
the prices for the March and 
April contracts widened. 
Amaranth’s bet was that 
prices would rise further, 
creating a bigger spread.

THE FALL  Amaranth was 
right for a while. The 
spread reached more than 
$2.50. But two weeks ago, 
gas prices suddenly 
tumbled. The spread 
collapsed as well and 
Amaranth was squeezed.

By DAMON DARLIN
and KURT EICHENWALD

Hewlett-Packard conducted feasi-
bility studies on planting spies in
news bureaus of two major publica-
tions as part of an investigation of
leaks from its board, an individual
briefed on the company’s review of
the operation said yesterday.

The studies, referred to in a Feb. 2
draft report for a briefing of senior
management, are said to have in-
cluded the possibility of placing in-
vestigators acting as clerical em-
ployees or cleaning crews in the San
Francisco offices of CNET and The
Wall Street Journal.

It is not clear whether the plan de-
scribed in the documents, which
were read to a reporter, was ever
acted upon. 

The report was sent on Feb. 1 by
Anthony R. Gentilucci, Hewlett-
Packard’s Boston-based manager of
global investigations, to four others,
including Kevin T. Hunsaker, a sen-
ior counsel in Hewlett-Packard’s le-
gal department and the company’s
chief ethics officer.

“Feasibility studies are in
progress for undercover operations
(clerical) in CNET and WSJ offices
in SF bureaus,” the memo said, re-
ferring to two publications in which
reports of the company’s board dis-
cussions had appeared. 

Under a section labeled “Investi-
gation Activity Update,” with the
subtitle “Covert Operations,” it also 

Continued on Page 2

H.P. Is Said
To Study 
Infiltrating
Newsrooms

By SAUL HANSELL
Shares of Yahoo fell more than 11

percent yesterday after the company
disclosed that it had sold less adver-
tising in recent weeks than it had ex-
pected, largely because of a slow-
down in automobile and financial ad-
vertising.

Speaking at an investment confer-
ence held in New York by Goldman
Sachs, Terry S. Semel, Yahoo’s chief
executive, said that while advertis-
ing revenue from those industries
continued to grow, “they’re not grow-
ing as quickly as we might have
hoped at this point in time.”

Yahoo said that it would still meet
its financial goals for the third quar-
ter, but that its profit and revenue
would be toward the bottom end of its
forecast range. 

In July, the company said it ex-
pected third-quarter revenue — ex-
cluding payments to companies that
display its ads — of $1.115 billion to
$1.225 billion, and operating cash
flow of $445 million to $505 million.
The bottom of that range represents
a 20 percent growth in revenue and a
16 percent growth in operating cash
flow.

That would represent a further
slowing of Yahoo’s growth. In the
second quarter, its revenue grew by
28 percent. That was less than ana-
lysts had expected, causing the com-
pany’s shares to slide. Yahoo’s stock 

Continued on Page 6

MARKET PLACE

Ad Sales
Fall Short
At Yahoo

WHO CAME OUT AHEAD Even as Ama-
ranth Advisors lost billions of dollars
betting on rising natural gas prices,
reports began streaming out from the
energy-trading industry that other
traders had raked in profits betting
that gas prices would fall. Still, the de-
tails remain unclear, underscoring the
secretive nature of hedge funds, which
are unregulated and do not have to re-
port their wins and losses in over-the-
counter financial trades. Page C4.

PENSION FUND’S ALTERED OUTLOOK
Until this week, it looked as if the $7.5
billion pension fund of San Diego Coun-
ty had a winning strategy for investing
the retirement money of county work-
ers. But much of the pension fund’s
strategy was based on a basket of
hedge funds that included Amaranth
Advisors. Now that Amaranth is in
trouble, officials at the San Diego fund
are remembering that the price of big
returns is big risks. Page C4.

A MANAGER’S COMEDOWN Nicholas M.
Maounis, the 43-year-old founder of
Amaranth Advisors, rose rapidly from
trader to billionaire hedge fund man-
ager, and he impressed potential in-
vestors with his marketing pitches
that stressed risk management and
teamwork. But his once-golden reputa-
tion has suffered a severe blow now
that his fund has lost more than $3 bil-
lion. Page C5.

More Inside
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When the first snow falls on the
North Shore of Chicago this winter,
Robert Gordon will take his Toro
snow blower out of the garage and
think about how lucky he is not to be

using a shovel. Mr.
Gordon is 66 years old
and evidently quite
healthy, but his doctor
has told him that he
should never clear his
driveway with his own

hands. “People can die from shovel-
ing snow,” Mr. Gordon said. “I bet a
lot of lives have been saved by snow
blowers.”

If so, most of them have been
saved in the last few decades. A Ca-
nadian teenager named Arthur
Sicard came up with the idea for the
snow blower in the late 1800’s, while
watching the blades on a piece of
farm equipment, but he didn’t sell
any until 1927. For the next 30 years
or so, snow blowers were hulking
machines typically bought by cities
and schools. Only recently have they
become a suburban staple. 

Yet the benefits of the snow blow-
er, namely more free time and less
health risk, are largely missing from
the government’s attempts to deter-
mine Americans’ economic well-be-
ing. The same goes for dozens of oth-
er inventions, be they air-condition-
ers, cellphones or medical devices.
The reasons are a little technical —
they involve the measurement of in-
flation — but they’re important to
understand, because the implica-
tions are so large. 

For the last few weeks, there has

been a roiling debate, both within the
Democratic Party and between
Democrats and Republicans, about
how to describe living standards in
this country. Among Democrats, the
debate is really about how to talk to
voters about the economy as the par-
ty tries to reclaim control of Con-
gress this year and the White House
in 2008. 

One group of Democrats says that
it’s time to stop pulling punches and
acknowledge that, at best, life is
marginally better than it was a gen-
eration ago. The other group argues
that the middle class’s current prob-
lems should not obscure enormous
progress made over the last few dec-
ades. President Bush and his aides
agree with the progress part and go
on to say that the middle class con-
tinues to do quite nicely today. Each
group has its preferred numbers,
which can be dizzying, but you don’t
need to dig into them to figure out
what’s really going on. You just need
to understand snow blowers. help to
illuminate two big issues, the first be-
ing that progress is easy to take for
granted. Clearing a driveway with-
out a shovel, buying an affordable
cross-country plane ticket and — on
a totally different scale — watching a
very premature baby survive are all
accepted parts of life today. They’re
also fairly recent developments.

Polls show that Americans, in fact,
understand this. By wide margins,
they say they live better than their
parents. “Looking backward,” the
Pew Research Center reported last
week, “Americans were more in-
clined to say they had made progress

Life Is Better;
It Isn’t Better.
Which Is It?

DAVID
LEONHARDT 

ECONOMIX 

Ed Betz for The New York Times
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By MICHELINE MAYNARD

DETROIT, Sept. 19 — Maybe
Chrysler is not so different after all. 

After Daimler-Benz merged with
Chrysler in 1998, Chrysler vowed to
break away from its troubled Detroit
brethren and join ranks with the Jap-
anese automakers. It designed inno-
vative vehicles like the gutsy 300C
sedan and the spunky PT Cruiser,
gambling that an emphasis on bold
design, better quality and German
engineering would set it apart from
the Big Two. 

“There were a lot of people that
thought Chrysler was really home
free,” said David E. Cole, chairman
of the Center for Automotive Re-

search in Ann Arbor, Mich.
But in recent days, a series of stun-

ning announcements have signaled
that Chrysler, despite all those ef-
forts, has not been able to escape
many of the same problems bedev-
iling General Motors and the Ford
Motor Company.

On Tuesday, Chrysler said it would
cut its production schedule for the
rest of the year by 16 percent be-
cause of slumping sales as a result of
high gas prices. That comes on the
heels of similar cuts at G.M. and
Ford, which are both trying to re-
structure after billions of dollars in
losses in the last year. 

Chrysler, which lately has ranked

fourth behind G.M., Ford and Toyota
Motor in American sales, reiterated
that it expected a $1.26 billion loss
this year, when it had planned to
break even. 

As a result, Chrysler said it would
embark on what was likely to be its
second major revamping since 2000,
and acknowledged that its market
share could shrink further, potential-
ly dropping it to fifth place behind
Honda in the United States. 

Chrysler workers, whose profit-
sharing checks the last few years
were proof that they worked for De-
troit’s most successful company, 

A Reversal of Fortune at Chrysler, Too

Arnd Wiegmann/Reuters

Dieter Zetsche, chief executive of
DaimlerChrysler, yesterday. Continued on Page 6

By GRETCHEN MORGENSON
and JENNY ANDERSON

A day after disclosing that a disastrous
bet on natural gas prices had produced
losses of more than $3 billion, Amaranth
Advisors, once among the nation’s largest
and hottest hedge funds, was scrambling
yesterday to salvage something from its
battered portfolio of energy trades. 

Last night, as it had been since the week-
end, Amaranth was locked in negotiations
with several Wall Street banks and other
hedge funds in an effort to sell its energy
portfolio to try to keep the fund company
afloat. 

At the same time, it was working with
commodity exchange officials to reassign
trades to try to minimize disruptions to the
market. 

The fund’s investors, locked into their
holdings by Amaranth’s stringent liquida-
tion terms, awaited further word on the
status of the fund’s holdings, while reg-
ulators and traders watched for signs that
the hedge fund’s losses might disrupt mar-

kets beyond those relating to energy.
The losses at Amaranth have followed

another blowup in natural gas at a smaller
fund, MotherRock, but financial markets
have hardly felt a murmur, largely be-
cause the volatility has been contained —
so far — to a corner of the energy market,
and is not tied to markets in stocks and
bonds. And with so much investment
money pouring into energy, it is likely that
others profited from the billion-dollar
losses.

Indeed, the effects have been fairly lim-
ited, confined mostly to the natural gas
market. Amaranth’s portfolio, valued at
$9.25 billion as recently as a few weeks
ago, was apparently halved by a wrong-
way wager that natural gas prices would
rise, a bet that had produced enormous
gains for the fund in recent years. Ama-
ranth traders had reckoned that the differ-
ence, or spread, between the prices of gas
futures in the months of March and April 
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Hedge Fund Shifts
To Salvage Mode 

Amaranth Trying to Shed Gas Portfolio 
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A Big Bet Gone Bad
Amaranth Advisors’ problems arose after it made a bet on the difference between 
the prices of natural gas futures contracts for March 2007 and April 2007. 

2004 2005 2006

THE IDEA  Generally, there is a 
spread between the prices of 
natural gas contracts for 
March and April because that 
is when consumption slows 
and inventories begin to rise. 

THE RUN-UP  Early in 2005, 
as energy prices began to 
rise, the spread between 
the prices for the March and 
April contracts widened. 
Amaranth’s bet was that 
prices would rise further, 
creating a bigger spread.

THE FALL  Amaranth was 
right for a while. The 
spread reached more than 
$2.50. But two weeks ago, 
gas prices suddenly 
tumbled. The spread 
collapsed as well and 
Amaranth was squeezed.

By DAMON DARLIN
and KURT EICHENWALD

Hewlett-Packard conducted feasi-
bility studies on planting spies in
news bureaus of two major publica-
tions as part of an investigation of
leaks from its board, an individual
briefed on the company’s review of
the operation said yesterday.

The studies, referred to in a Feb. 2
draft report for a briefing of senior
management, are said to have in-
cluded the possibility of placing in-
vestigators acting as clerical em-
ployees or cleaning crews in the San
Francisco offices of CNET and The
Wall Street Journal.

It is not clear whether the plan de-
scribed in the documents, which
were read to a reporter, was ever
acted upon. 

The report was sent on Feb. 1 by
Anthony R. Gentilucci, Hewlett-
Packard’s Boston-based manager of
global investigations, to four others,
including Kevin T. Hunsaker, a sen-
ior counsel in Hewlett-Packard’s le-
gal department and the company’s
chief ethics officer.

“Feasibility studies are in
progress for undercover operations
(clerical) in CNET and WSJ offices
in SF bureaus,” the memo said, re-
ferring to two publications in which
reports of the company’s board dis-
cussions had appeared. 

Under a section labeled “Investi-
gation Activity Update,” with the
subtitle “Covert Operations,” it also 

Continued on Page 2

H.P. Is Said
To Study 
Infiltrating
Newsrooms

By SAUL HANSELL
Shares of Yahoo fell more than 11

percent yesterday after the company
disclosed that it had sold less adver-
tising in recent weeks than it had ex-
pected, largely because of a slow-
down in automobile and financial ad-
vertising.

Speaking at an investment confer-
ence held in New York by Goldman
Sachs, Terry S. Semel, Yahoo’s chief
executive, said that while advertis-
ing revenue from those industries
continued to grow, “they’re not grow-
ing as quickly as we might have
hoped at this point in time.”

Yahoo said that it would still meet
its financial goals for the third quar-
ter, but that its profit and revenue
would be toward the bottom end of its
forecast range. 

In July, the company said it ex-
pected third-quarter revenue — ex-
cluding payments to companies that
display its ads — of $1.115 billion to
$1.225 billion, and operating cash
flow of $445 million to $505 million.
The bottom of that range represents
a 20 percent growth in revenue and a
16 percent growth in operating cash
flow.

That would represent a further
slowing of Yahoo’s growth. In the
second quarter, its revenue grew by
28 percent. That was less than ana-
lysts had expected, causing the com-
pany’s shares to slide. Yahoo’s stock 

Continued on Page 6

MARKET PLACE

Ad Sales
Fall Short
At Yahoo

WHO CAME OUT AHEAD Even as Ama-
ranth Advisors lost billions of dollars
betting on rising natural gas prices,
reports began streaming out from the
energy-trading industry that other
traders had raked in profits betting
that gas prices would fall. Still, the de-
tails remain unclear, underscoring the
secretive nature of hedge funds, which
are unregulated and do not have to re-
port their wins and losses in over-the-
counter financial trades. Page C4.

PENSION FUND’S ALTERED OUTLOOK
Until this week, it looked as if the $7.5
billion pension fund of San Diego Coun-
ty had a winning strategy for investing
the retirement money of county work-
ers. But much of the pension fund’s
strategy was based on a basket of
hedge funds that included Amaranth
Advisors. Now that Amaranth is in
trouble, officials at the San Diego fund
are remembering that the price of big
returns is big risks. Page C4.

A MANAGER’S COMEDOWN Nicholas M.
Maounis, the 43-year-old founder of
Amaranth Advisors, rose rapidly from
trader to billionaire hedge fund man-
ager, and he impressed potential in-
vestors with his marketing pitches
that stressed risk management and
teamwork. But his once-golden reputa-
tion has suffered a severe blow now
that his fund has lost more than $3 bil-
lion. Page C5.
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CHRYSLER PLANS RESTRUCTURING
Chrysler said it would cut its produc-
tion schedule for the rest of the year

by 16 per-
cent, because
of slumping
sales as a re-
sult of high
gas prices, on
the heels of
similar cuts
at General
Motors and

Ford. The head of Chrysler, Thomas
W. LaSorda, above, signaled that it
would embark on its second restruc-
turing in six years. [Page C1.]

AFTER THE STORM A day after dis-
closing that a disastrous bet on natu-
ral gas prices had produced losses of
more than $3 billion, Amaranth Advi-
sors, once among the nation’s largest
and hottest hedge funds, worked with
commodity exchange officials to re-
assign its trades. [C1.]

OTHERS PROFIT FROM GAS DECLINE
Even as Amaranth Advisors lost bil-
lions of dollars betting, in essence,
that natural gas prices would rise,
more fortunate traders raked in big
profits in recent weeks counting on
gas prices to fall. [C4.]

RIPPLE REACHES SAN DIEGO Much of
San Diego County’s pension fund
strategy was tied to a basket of
hedge funds that included Amaranth
Advisors. [C4.]

MARKETING PITCH BITES BACK When
Nicholas M. Maounis, founder of Am-
aranth Advisors, marketed his hedge
fund to potential investors, he would
stress his firm’s significant invest-
ment in its risk management and
teamwork techniques. Now, having
lost more than $3 billion through a se-
ries of disastrous bets on natural gas
futures, there is a hollow ring to Mr.
Maounis’s marketing pitch. [C5.]

RUSSIA CRITICIZED IN OIL DISPUTE Ja-
pan, Britain and the European Union
expressed worries about a dispute
between the Russian government
and a consortium led by Royal Dutch
Shell that is developing one of the
world’s largest oil and natural gas
deposits on Sakhalin Island. [C7.]

QUESTIONS ABOUT LEGALITY An
e-mail exchange from within Hew-
lett-Packard suggests that key mem-
bers of the team supervising the
board’s leak investigation knew
about the questionable legality of
some methods as early as January
2006. [C1.]

FOX UNIT FOR CHRISTIAN FILMS Holly-
wood took another step toward
America’s vast and apparently

growing Christian audience, as 20th
Century Fox unveiled a new division,
FoxFaith, that will release up to a
dozen religious-oriented films each
year. [E1.]

BUFFETT MAKES PLEDGE Warren E.
Buffett pledged $50 million to help
set up an international nuclear fuel
bank that aspiring powers could turn
to for reactor fuel instead of making
it on their own. [A14.]

UNREST AMONG CONTROLLERS A
drive by the Federal Aviation Ad-
ministration to cut the number of air
traffic controllers nationally by 10
percent below negotiated levels is
producing tension, anger and occa-
sional shows of defiance among con-
trollers. [A16.]

WARNING ON GLOBAL GROWTH The
managing director of the Interna-
tional Monetary Fund, Rodrigo de
Rato, said that world economic
growth “may be turning” down, and
prodded policy makers to revive
stalled global trade talks. [C3.]

MORE SIGNS OF SOFT LANDING A day
before the Federal Reserve’s deci-
sion on where to set interest rates,
the Labor Department reported
fresh evidence that inflation is doing
exactly what the central bank has
said it would do: slow down with the
economy. [C3.]

YAHOO PLUNGES ON SOFT AD SALES
Shares of Yahoo fell more than 11
percent after the company disclosed

that it had
sold less ad-
vertising in
recent weeks
than expect-
ed, largely
because of a
slowdown in
automobile
and financial
advertising.
Yahoo said

that it would still meet its financial
targets for the third quarter, but that
its profit and revenue would be
toward the bottom end of its forecast
range. Market Place. [C1.]

NEW JOB FOR FORMER GILLETTE CHIEF
James M. Kilts, the former chair-
man and chief executive of Gillette,
is planning to announce that he is
joining Centerview Partners, a re-
cently started boutique investment
banking firm. [C3.]

NASDAQ STREAK ENDS Stocks re-
treated, snapping the Nasdaq com-
posite index’s longest winning streak
in eight months, as a drop in home
construction suggested the economy
was losing momentum. [C10.]
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TODAY IN BUSINESS 

NAPSTER FOR SALE Now that Nap-
ster, the subscription music service,
is on the auction block, DealBook
looks at some potential buyers at
nytimes.com/business.

INDIA’S MANUFACTURING PUSH India
is moving to a much brisker pace of
manufacturing growth, even as it
faces infrastructure obstacles. An
audio slide show is at nytimes.com
/business.

MANAGING GLOBALIZATION Daniel
Altman, global economics corre-
spondent for The International Her-
ald Tribune, offers a look at the day’s

news in his blog at nytimes.com
/business.

TECH TALK A weekly technology pro-
gram from the tech experts at The
New York Times is at nytimes.com
/technology.

Business Briefing
Articles on these developments are
at nytimes.com/business.

TOSHIBA said that it would replace
about 340,000 laptop computer bat-
teries worldwide, the third recall of
faulty batteries made by Sony in less
than 40 days. (REUTERS)

DOW JONES & Company, publisher of
The Wall Street Journal, cut its fore-
cast for third-quarter profit because
of declining advertising sales at the
paper this month.

(BLOOMBERG NEWS)

ONLINE

Detailed information on stocks,
bonds, mutual funds and com-

modities, along with analyses of in-
dustry sectors. 
nytimes.com/business

Investor Tools

called for examining the use of clean-
ing employees at those locations. 

Another document, undated but
said to be a briefing for the compa-
ny’s chairwoman, Patricia C. Dunn,
is less explicit but refers to plans in-
volving “placement of agent in close
proximity to person of interest.”

A Hewlett-Packard spokesman
had no comment last night when
asked about the documents.

The consideration of undercover
agents inside news organizations
adds a new element to what is known
of the Hewlett-Packard investiga-
tion, which prominently included the
use of subterfuge to gain the phone
records of company directors, em-
ployees, journalists and others.

An e-mail message obtained by
The New York Times from someone
with access to the company’s in-
vestigative material shows that lead-
ing members of the team supervis-
ing the investigation knew of the use
of the phone ruses at least as early as
January 2006 and raised questions
about their legality. 

The disclosure came as investiga-
tors examined the role of a man from
the Omaha area who may have ob-
tained private phone records on
Hewlett-Packard’s behalf, according
to people briefed on the company’s
review of the operation.

California and federal prosecutors
are exploring whether laws were
broken in the investigation, partic-
ularly in the use of pretexting — a
technique in which an investigator
masquerades as someone else to ob-
tain that person’s calling records
from a phone company. 

Concern over legality was reflect-

ed in an e-mail message sent on Jan.
30 by Mr. Hunsaker, the chief ethics
officer, to Mr. Gentilucci, the man-
ager of global investigations. Refer-
ring to a private detective in the Bos-
ton area, Ronald R. DeLia, whom the
company had hired, he asked: “How
does Ron get cell and home phone
records? Is it all above board?”

Mr. Gentilucci responded that Mr.
DeLia, the owner of Security Out-
sourcing Solutions, had investigators
“call operators under some ruse.”

He also wrote: “I think it is on the
edge, but above board. We use pre-
text interviews on a number of in-
vestigations to extract information
and/or make covert purchases of

stolen property, in a sense, all un-
dercover operations.” 

Mr. Hunsaker’s e-mail response, in
its entirety, said: “I shouldn’t have
asked . . . .” 

It is unclear who, if anyone, in the
company was then briefed on what
he had been told. People who have
seen other material from Hewlett-
Packard’s investigation said that
Mr. Hunsaker, in supervising the op-
eration, communicated frequently
with Ms. Dunn, the chairwoman,
about its progress. But they said it
was not clear when Ms. Dunn, who
ordered the investigation, learned of
the methods used.

Mr. Hunsaker did not respond to a
request for comment. Mr. Gentilucci
referred all inquiries to Hewlett-
Packard’s corporate offices, where a
spokesman had no comment. 

The Hewlett-Packard investiga-
tions were initiated in early 2005,
around the time of Carleton S. Fiori-
na’s ouster as chairwoman and chief
executive, and then resumed in Janu-
ary 2006. The two phases — each be-
gun after accounts of board mem-
bers’ discussions appeared in news
articles — were code-named Kona I
and Kona II, according to several
people who saw the company’s in-
vestigative records. The names are
intriguing; Ms. Dunn’s vacation
home is in Kona, Hawaii. 

Not all board members were tar-
gets in the investigation, according

to people who had seen some of the
company’s investigatory materials.
The detectives seemed to focus on al-
lies of Thomas J. Perkins, Ms.
Dunn’s board antagonist. 

In the first phase, the targets were
Mr. Perkins, George A. Keyworth II
and Robert E. Knowling Jr., a di-
rector who stepped down last Sep-
tember. Ms. Fiorina was also a tar-
get, the documents show. 

In the second phase, Mr. Key-
worth, his wife, Mr. Perkins and two
other directors — Lucille S. Salhany,
a former television executive, and
Richard A. Hackborn, a former H.P.
executive — were targets. Both
phases used pretexting, according to
documents the company has given
various investigators.

Another target was Shane Robi-
son, an executive vice president and
chief strategy and technology offi-
cer. Mr. Robison is not on the board
but was a liaison to its technology
committee, on which Mr. Keyworth
and Mr. Perkins served. A company
memo, described to a reporter, in-
structs detectives to obtain the
records of Ms. Dunn and Mr. Robison
for the sake of completeness.

Mr. Perkins resigned in June in
protest over the investigation. Mr.
Keyworth, identified as having given
information to reporters, agreed last
week to resign from the board after
Ms. Dunn said she would step down
as chairwoman in January. 

In addition to Hewlett-Packard di-
rectors, nine journalists and two em-
ployees, those whose phone records
were obtained included Larry W.
Sonsini, the outside counsel, a
spokeswoman for his law firm, Wil-
son Sonsini Goodrich & Rosati, said
yesterday, confirming a report in
The Wall Street Journal. 

The identification of a man from
the Omaha area as a possible partici-
pant in the operation provides a po-
tentially critical link in the investiga-
tive chain. The man, Brian Wagoner,
has spent several years working for
the Action Research Group, a Flor-
ida detective agency, according to a
relative of Mr. Wagoner. 

The Florida agency has been iden-
tified by people briefed on Hewlett-
Packard’s review of its operation as
a contractor for Security Outsourc-
ing Solutions, Mr. DeLia’s firm. 

An e-mail message to Mr. Hunsak-
er, the Hewlett-Packard ethics offi-
cer, indicates that he was aware of
the involvement of the Action Re-
search Group in the operation. On
Feb. 7, Mr. DeLia informed Mr. Hun-
saker that he had sent an e-mail mes-
sage to “my source in FL and asked
him if there were any state laws pro-
hibiting pretexting telephone compa-
nies for call records.” 

Mr. DeLia gave the response from
that firm, presumably Action Re-
search: “We are comfortable there
are no Federal laws prohibiting the
practice.” He added that he had been
using the firm for 8 to 10 years.

Mr. DeLia did not respond yester-
day to requests for comment.

Action Research and Mr. Wag-
oner, the Omaha man, had been
linked before. His name appeared in
connection with Action Research in
April, when Congressional investiga-
tors studying pretexting interviewed
James Rapp, a Denver man convict-
ed in 2000 of illegally obtaining phone
records. Rob Douglas, an informa-
tion security expert who was a con-
sultant to the Congressional investi-
gation, said Mr. Rapp had disclosed
his employment for years with the
Action Research Group.

Mr. Rapp told investigators that
after his own conviction, which led to
the shutdown of his business, some of
his employees went to work for Ac-
tion. Among them was Mr. Wagoner,
whom Mr. Rapp identified as his
nephew during the interview with
Congressional investigators, Mr.
Douglas said.

Mr. Rapp said yesterday that Bri-
an Wagoner split his time between
the Omaha and Denver areas. “I
know for a fact there’s been corre-
spondence between he and Action for
many, many years,” Mr. Rapp said. 

Mr. Rapp said he had spoken with
Mr. Wagoner twice yesterday. “He
keeps trying to tell me that Action
doesn’t do that kind of work any-
more,” Mr. Rapp said. But he said
Mr. Wagoner had told him that he did
believe he had worked on H.P. case.
“He did do the work,” Mr. Rapp said.
“He does remember that.”

H.P. Is Said to Have Studied Infiltrating Newsrooms 
Continued From First Business Page

An idea to use
cleaning people as
undercover agents.

By KEN BELSON

Aiming to expand its position out-
side the cellphone market, Motorola
said yesterday that it would pay $3.9
billion for Symbol Technologies, a
maker of scanners and other wire-
less technology used by manufactur-
ers, retailers and wholesalers.

With growth in the retail cellphone
market starting to show signs of
slowing, handset makers like Mo-
torola are looking for ways to sell
more of their wireless technology to
corporate customers and govern-
ments.

To do that, Motorola hopes to tap
Symbol’s customer list, which in-
cludes Coca-Cola, FedEx and the
United States Postal Service, to sell
scanning devices and hand-held com-
puters for warehouses and also the
wireless networks, walkie-talkies
and mobile phones that Motorola
makes.

“It’s a customer base to die for,”
said Gregory Q. Brown, president of

Motorola’s Networks and Enterprise
business. “The story today is not a
cellular handset story. It’s about ex-
panding the product portfolio beyond
cellular handsets.”

Motorola will pay Symbol share-
holders $15 a share in cash, 18 per-
cent more than the company’s clos-
ing price of $12.71 last Friday, before
speculation about a possible merger
arose. Shares of Symbol rose 8 cents
yesterday, to $14.75 in regular trad-
ing. Motorola’s stock fell 2 cents, to
$24.93.

If the deal closes by early next
year, as the companies expect, Mo-
torola will become one of the largest
sellers of hand-held scanners and de-
vices that connect to networks wire-
lessly. In 2005, Symbol, which has its
headquarters in Holtsville, N.Y., had
sales of $1.8 billion, a 1.9 percent in-
crease from 2004. The company
earned $32.2 million in profits, 61 per-
cent less than in 2004. 

The addition of Symbol would

more than double Motorola’s busi-
ness selling hand-held computers, ra-
dio frequency identification tags and
other equipment used to track prod-
ucts in factories, warehouses and in
stores, Mr. Brown said.

Motorola, which is based in
Schaumburg, Ill., has also been pro-
ducing more phones for white-collar
workers who want to gain access to
the Internet and e-mail outside the
office. The company’s line of “Q”
phones aims to rival Research in Mo-
tion, which makes the popular Black-
Berry, and Palm, which makes Treo.
By combining these phones with
Symbol’s handsets, Motorola could
make even bigger inroads into the
market serving corporate custom-
ers, analysts said.

“They need Symbol’s brand recog-
nition and technology to leapfrog
Nokia,” said Christin Armacost, a
telecommunications analyst at La-
zard Capital Markets. At the same
time, she said, “Motorola is going to
bring their carrier relationships to

help Symbol.”
The companies, though, have some

overlapping technology, and they
will have to create software that al-
lows their various devices to speak to
each other, industry analysts said.
They must also consider how or
whether to put scanning technology
on Motorola phones, which are con-
siderably smaller than Symbol’s
hand-held devices.

Still, with Symbol, Motorola could
become the only company capable of
bridging the gap between mobile
phones and local area networks in
homes, offices and elsewhere. Mo-
torola, for instance, could put read-
ers in cellphones so that shoppers
scan items as they put them in their
baskets, effectively creating an EZ
pass for the supermarket or depart-
ment store and eliminating check-
out lines.

“If they tackle that, the Internet
goes airborne,” said Eric Austvold,
an analyst at AMR Research. “It’s
very George Jetson.”

Motorola Buys Symbol Technologies to Widen Reach

Nxxx,2006-09-20,C,002,Bs-BW,E3



3

C2 Ø Ø N THE NEW YORK TIMES, WEDNESDAY, SEPTEMBER 20, 2006

A
Amaranth Advisors ........C1,C4,C5
Aquantive.......................................C1
AutoZone ......................................C11

B
Boeing ...........................................A24

C
CBS............................................E2,E5
Centaurus Energy .......................C4
Concept Farm...............................C6
Current TV.....................................C6

D
DaimlerChrysler..........................C1
Disney (Walt).........................C6,E1

E
Energy Catalyst Fund ...............C4
Ericsson........................................A24
Exxon Mobil..........................C7,C10

F
Fox...................................................E2

G
Gazprom.........................................C7
Google ...............................C1,C6,C10
Grand Central Marketing .........C6

H
HarperCollins ...............................E7

Havas...............................................C6
HedgeBay.......................................C1
Hewlett-Packard..........................C1

I
ImClone Systems.......................C11

J
John Laing .....................................C7
Johnson & Johnson....................C10

K
Kino International ......................E4

L
Lockheed Martin .......................A24

M
Marsh & McLennan.....................C3
Matador..........................................E1
Medtronic .....................................C10
Mitsubishi ......................................C7
Mitsui...............................................C7
Monster Worldwide...................C10
MotherRock...................................C1
Motorola..........................................C2

N
NBC...........................................E2,E5
News Corporation .......................E1
Northrop Grumman..................A24

O
Ocean Spray Cranberries..........C6

Oracle ............................................C12

P
Pulte Homes................................C10

R
Raytheon......................................A24
Royal Dutch Shell ........................C7

S
SAP.................................................C12
Sears Holdings..............................C7
Sirius Satellite Radio................C12
Sony...........................................E1,E5
Sotheby’s........................................E6
Stryker...........................................C10
Symbol Technologies .................C2
Synthes..........................................C10

T
Target............................................C11
Time Warner .................................C1
Toll Brothers .......................C10,C11
Total.................................................C7

W
Wal-Mart Stores .........................C12
Windstream CommunicationsC6

Y
Yahoo...............................C1 ,C6 ,C10 

This index lists businesses mentioned in The New York Times today or their
parent companies. It omits companies mentioned in passing and it does not
cover statistical tables. Page numbers refer to the beginnings of articles. 

COMPANY NAMES

CHRYSLER PLANS RESTRUCTURING
Chrysler said it would cut its produc-
tion schedule for the rest of the year

by 16 per-
cent, because
of slumping
sales as a re-
sult of high
gas prices, on
the heels of
similar cuts
at General
Motors and

Ford. The head of Chrysler, Thomas
W. LaSorda, above, signaled that it
would embark on its second restruc-
turing in six years. [Page C1.]

AFTER THE STORM A day after dis-
closing that a disastrous bet on natu-
ral gas prices had produced losses of
more than $3 billion, Amaranth Advi-
sors, once among the nation’s largest
and hottest hedge funds, worked with
commodity exchange officials to re-
assign its trades. [C1.]

OTHERS PROFIT FROM GAS DECLINE
Even as Amaranth Advisors lost bil-
lions of dollars betting, in essence,
that natural gas prices would rise,
more fortunate traders raked in big
profits in recent weeks counting on
gas prices to fall. [C4.]

RIPPLE REACHES SAN DIEGO Much of
San Diego County’s pension fund
strategy was tied to a basket of
hedge funds that included Amaranth
Advisors. [C4.]

MARKETING PITCH BITES BACK When
Nicholas M. Maounis, founder of Am-
aranth Advisors, marketed his hedge
fund to potential investors, he would
stress his firm’s significant invest-
ment in its risk management and
teamwork techniques. Now, having
lost more than $3 billion through a se-
ries of disastrous bets on natural gas
futures, there is a hollow ring to Mr.
Maounis’s marketing pitch. [C5.]

RUSSIA CRITICIZED IN OIL DISPUTE Ja-
pan, Britain and the European Union
expressed worries about a dispute
between the Russian government
and a consortium led by Royal Dutch
Shell that is developing one of the
world’s largest oil and natural gas
deposits on Sakhalin Island. [C7.]

QUESTIONS ABOUT LEGALITY An
e-mail exchange from within Hew-
lett-Packard suggests that key mem-
bers of the team supervising the
board’s leak investigation knew
about the questionable legality of
some methods as early as January
2006. [C1.]

FOX UNIT FOR CHRISTIAN FILMS Holly-
wood took another step toward
America’s vast and apparently

growing Christian audience, as 20th
Century Fox unveiled a new division,
FoxFaith, that will release up to a
dozen religious-oriented films each
year. [E1.]

BUFFETT MAKES PLEDGE Warren E.
Buffett pledged $50 million to help
set up an international nuclear fuel
bank that aspiring powers could turn
to for reactor fuel instead of making
it on their own. [A14.]

UNREST AMONG CONTROLLERS A
drive by the Federal Aviation Ad-
ministration to cut the number of air
traffic controllers nationally by 10
percent below negotiated levels is
producing tension, anger and occa-
sional shows of defiance among con-
trollers. [A16.]

WARNING ON GLOBAL GROWTH The
managing director of the Interna-
tional Monetary Fund, Rodrigo de
Rato, said that world economic
growth “may be turning” down, and
prodded policy makers to revive
stalled global trade talks. [C3.]

MORE SIGNS OF SOFT LANDING A day
before the Federal Reserve’s deci-
sion on where to set interest rates,
the Labor Department reported
fresh evidence that inflation is doing
exactly what the central bank has
said it would do: slow down with the
economy. [C3.]

YAHOO PLUNGES ON SOFT AD SALES
Shares of Yahoo fell more than 11
percent after the company disclosed

that it had
sold less ad-
vertising in
recent weeks
than expect-
ed, largely
because of a
slowdown in
automobile
and financial
advertising.
Yahoo said

that it would still meet its financial
targets for the third quarter, but that
its profit and revenue would be
toward the bottom end of its forecast
range. Market Place. [C1.]

NEW JOB FOR FORMER GILLETTE CHIEF
James M. Kilts, the former chair-
man and chief executive of Gillette,
is planning to announce that he is
joining Centerview Partners, a re-
cently started boutique investment
banking firm. [C3.]

NASDAQ STREAK ENDS Stocks re-
treated, snapping the Nasdaq com-
posite index’s longest winning streak
in eight months, as a drop in home
construction suggested the economy
was losing momentum. [C10.]
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TODAY IN BUSINESS 

NAPSTER FOR SALE Now that Nap-
ster, the subscription music service,
is on the auction block, DealBook
looks at some potential buyers at
nytimes.com/business.

INDIA’S MANUFACTURING PUSH India
is moving to a much brisker pace of
manufacturing growth, even as it
faces infrastructure obstacles. An
audio slide show is at nytimes.com
/business.

MANAGING GLOBALIZATION Daniel
Altman, global economics corre-
spondent for The International Her-
ald Tribune, offers a look at the day’s

news in his blog at nytimes.com
/business.

TECH TALK A weekly technology pro-
gram from the tech experts at The
New York Times is at nytimes.com
/technology.

Business Briefing
Articles on these developments are
at nytimes.com/business.

TOSHIBA said that it would replace
about 340,000 laptop computer bat-
teries worldwide, the third recall of
faulty batteries made by Sony in less
than 40 days. (REUTERS)

DOW JONES & Company, publisher of
The Wall Street Journal, cut its fore-
cast for third-quarter profit because
of declining advertising sales at the
paper this month.

(BLOOMBERG NEWS)

ONLINE

Detailed information on stocks,
bonds, mutual funds and com-

modities, along with analyses of in-
dustry sectors. 
nytimes.com/business

Investor Tools

called for examining the use of clean-
ing employees at those locations. 

Another document, undated but
said to be a briefing for the compa-
ny’s chairwoman, Patricia C. Dunn,
is less explicit but refers to plans in-
volving “placement of agent in close
proximity to person of interest.”

A Hewlett-Packard spokesman
had no comment last night when
asked about the documents.

The consideration of undercover
agents inside news organizations
adds a new element to what is known
of the Hewlett-Packard investiga-
tion, which prominently included the
use of subterfuge to gain the phone
records of company directors, em-
ployees, journalists and others.

An e-mail message obtained by
The New York Times from someone
with access to the company’s in-
vestigative material shows that lead-
ing members of the team supervis-
ing the investigation knew of the use
of the phone ruses at least as early as
January 2006 and raised questions
about their legality. 

The disclosure came as investiga-
tors examined the role of a man from
the Omaha area who may have ob-
tained private phone records on
Hewlett-Packard’s behalf, according
to people briefed on the company’s
review of the operation.

California and federal prosecutors
are exploring whether laws were
broken in the investigation, partic-
ularly in the use of pretexting — a
technique in which an investigator
masquerades as someone else to ob-
tain that person’s calling records
from a phone company. 

Concern over legality was reflect-

ed in an e-mail message sent on Jan.
30 by Mr. Hunsaker, the chief ethics
officer, to Mr. Gentilucci, the man-
ager of global investigations. Refer-
ring to a private detective in the Bos-
ton area, Ronald R. DeLia, whom the
company had hired, he asked: “How
does Ron get cell and home phone
records? Is it all above board?”

Mr. Gentilucci responded that Mr.
DeLia, the owner of Security Out-
sourcing Solutions, had investigators
“call operators under some ruse.”

He also wrote: “I think it is on the
edge, but above board. We use pre-
text interviews on a number of in-
vestigations to extract information
and/or make covert purchases of

stolen property, in a sense, all un-
dercover operations.” 

Mr. Hunsaker’s e-mail response, in
its entirety, said: “I shouldn’t have
asked . . . .” 

It is unclear who, if anyone, in the
company was then briefed on what
he had been told. People who have
seen other material from Hewlett-
Packard’s investigation said that
Mr. Hunsaker, in supervising the op-
eration, communicated frequently
with Ms. Dunn, the chairwoman,
about its progress. But they said it
was not clear when Ms. Dunn, who
ordered the investigation, learned of
the methods used.

Mr. Hunsaker did not respond to a
request for comment. Mr. Gentilucci
referred all inquiries to Hewlett-
Packard’s corporate offices, where a
spokesman had no comment. 

The Hewlett-Packard investiga-
tions were initiated in early 2005,
around the time of Carleton S. Fiori-
na’s ouster as chairwoman and chief
executive, and then resumed in Janu-
ary 2006. The two phases — each be-
gun after accounts of board mem-
bers’ discussions appeared in news
articles — were code-named Kona I
and Kona II, according to several
people who saw the company’s in-
vestigative records. The names are
intriguing; Ms. Dunn’s vacation
home is in Kona, Hawaii. 

Not all board members were tar-
gets in the investigation, according

to people who had seen some of the
company’s investigatory materials.
The detectives seemed to focus on al-
lies of Thomas J. Perkins, Ms.
Dunn’s board antagonist. 

In the first phase, the targets were
Mr. Perkins, George A. Keyworth II
and Robert E. Knowling Jr., a di-
rector who stepped down last Sep-
tember. Ms. Fiorina was also a tar-
get, the documents show. 

In the second phase, Mr. Key-
worth, his wife, Mr. Perkins and two
other directors — Lucille S. Salhany,
a former television executive, and
Richard A. Hackborn, a former H.P.
executive — were targets. Both
phases used pretexting, according to
documents the company has given
various investigators.

Another target was Shane Robi-
son, an executive vice president and
chief strategy and technology offi-
cer. Mr. Robison is not on the board
but was a liaison to its technology
committee, on which Mr. Keyworth
and Mr. Perkins served. A company
memo, described to a reporter, in-
structs detectives to obtain the
records of Ms. Dunn and Mr. Robison
for the sake of completeness.

Mr. Perkins resigned in June in
protest over the investigation. Mr.
Keyworth, identified as having given
information to reporters, agreed last
week to resign from the board after
Ms. Dunn said she would step down
as chairwoman in January. 

In addition to Hewlett-Packard di-
rectors, nine journalists and two em-
ployees, those whose phone records
were obtained included Larry W.
Sonsini, the outside counsel, a
spokeswoman for his law firm, Wil-
son Sonsini Goodrich & Rosati, said
yesterday, confirming a report in
The Wall Street Journal. 

The identification of a man from
the Omaha area as a possible partici-
pant in the operation provides a po-
tentially critical link in the investiga-
tive chain. The man, Brian Wagoner,
has spent several years working for
the Action Research Group, a Flor-
ida detective agency, according to a
relative of Mr. Wagoner. 

The Florida agency has been iden-
tified by people briefed on Hewlett-
Packard’s review of its operation as
a contractor for Security Outsourc-
ing Solutions, Mr. DeLia’s firm. 

An e-mail message to Mr. Hunsak-
er, the Hewlett-Packard ethics offi-
cer, indicates that he was aware of
the involvement of the Action Re-
search Group in the operation. On
Feb. 7, Mr. DeLia informed Mr. Hun-
saker that he had sent an e-mail mes-
sage to “my source in FL and asked
him if there were any state laws pro-
hibiting pretexting telephone compa-
nies for call records.” 

Mr. DeLia gave the response from
that firm, presumably Action Re-
search: “We are comfortable there
are no Federal laws prohibiting the
practice.” He added that he had been
using the firm for 8 to 10 years.

Mr. DeLia did not respond yester-
day to requests for comment.

Action Research and Mr. Wag-
oner, the Omaha man, had been
linked before. His name appeared in
connection with Action Research in
April, when Congressional investiga-
tors studying pretexting interviewed
James Rapp, a Denver man convict-
ed in 2000 of illegally obtaining phone
records. Rob Douglas, an informa-
tion security expert who was a con-
sultant to the Congressional investi-
gation, said Mr. Rapp had disclosed
his employment for years with the
Action Research Group.

Mr. Rapp told investigators that
after his own conviction, which led to
the shutdown of his business, some of
his employees went to work for Ac-
tion. Among them was Mr. Wagoner,
whom Mr. Rapp identified as his
nephew during the interview with
Congressional investigators, Mr.
Douglas said.

Mr. Rapp said yesterday that Bri-
an Wagoner split his time between
the Omaha and Denver areas. “I
know for a fact there’s been corre-
spondence between he and Action for
many, many years,” Mr. Rapp said. 

Mr. Rapp said he had spoken with
Mr. Wagoner twice yesterday. “He
keeps trying to tell me that Action
doesn’t do that kind of work any-
more,” Mr. Rapp said. But he said
Mr. Wagoner had told him that he did
believe he had worked on H.P. case.
“He did do the work,” Mr. Rapp said.
“He does remember that.”

H.P. Is Said to Have Studied Infiltrating Newsrooms 
Continued From First Business Page

An idea to use
cleaning people as
undercover agents.

By KEN BELSON

Aiming to expand its position out-
side the cellphone market, Motorola
said yesterday that it would pay $3.9
billion for Symbol Technologies, a
maker of scanners and other wire-
less technology used by manufactur-
ers, retailers and wholesalers.

With growth in the retail cellphone
market starting to show signs of
slowing, handset makers like Mo-
torola are looking for ways to sell
more of their wireless technology to
corporate customers and govern-
ments.

To do that, Motorola hopes to tap
Symbol’s customer list, which in-
cludes Coca-Cola, FedEx and the
United States Postal Service, to sell
scanning devices and hand-held com-
puters for warehouses and also the
wireless networks, walkie-talkies
and mobile phones that Motorola
makes.

“It’s a customer base to die for,”
said Gregory Q. Brown, president of

Motorola’s Networks and Enterprise
business. “The story today is not a
cellular handset story. It’s about ex-
panding the product portfolio beyond
cellular handsets.”

Motorola will pay Symbol share-
holders $15 a share in cash, 18 per-
cent more than the company’s clos-
ing price of $12.71 last Friday, before
speculation about a possible merger
arose. Shares of Symbol rose 8 cents
yesterday, to $14.75 in regular trad-
ing. Motorola’s stock fell 2 cents, to
$24.93.

If the deal closes by early next
year, as the companies expect, Mo-
torola will become one of the largest
sellers of hand-held scanners and de-
vices that connect to networks wire-
lessly. In 2005, Symbol, which has its
headquarters in Holtsville, N.Y., had
sales of $1.8 billion, a 1.9 percent in-
crease from 2004. The company
earned $32.2 million in profits, 61 per-
cent less than in 2004. 

The addition of Symbol would

more than double Motorola’s busi-
ness selling hand-held computers, ra-
dio frequency identification tags and
other equipment used to track prod-
ucts in factories, warehouses and in
stores, Mr. Brown said.

Motorola, which is based in
Schaumburg, Ill., has also been pro-
ducing more phones for white-collar
workers who want to gain access to
the Internet and e-mail outside the
office. The company’s line of “Q”
phones aims to rival Research in Mo-
tion, which makes the popular Black-
Berry, and Palm, which makes Treo.
By combining these phones with
Symbol’s handsets, Motorola could
make even bigger inroads into the
market serving corporate custom-
ers, analysts said.

“They need Symbol’s brand recog-
nition and technology to leapfrog
Nokia,” said Christin Armacost, a
telecommunications analyst at La-
zard Capital Markets. At the same
time, she said, “Motorola is going to
bring their carrier relationships to

help Symbol.”
The companies, though, have some

overlapping technology, and they
will have to create software that al-
lows their various devices to speak to
each other, industry analysts said.
They must also consider how or
whether to put scanning technology
on Motorola phones, which are con-
siderably smaller than Symbol’s
hand-held devices.

Still, with Symbol, Motorola could
become the only company capable of
bridging the gap between mobile
phones and local area networks in
homes, offices and elsewhere. Mo-
torola, for instance, could put read-
ers in cellphones so that shoppers
scan items as they put them in their
baskets, effectively creating an EZ
pass for the supermarket or depart-
ment store and eliminating check-
out lines.

“If they tackle that, the Internet
goes airborne,” said Eric Austvold,
an analyst at AMR Research. “It’s
very George Jetson.”

Motorola Buys Symbol Technologies to Widen Reach
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COMPANY NAMES

CHRYSLER PLANS RESTRUCTURING
Chrysler said it would cut its produc-
tion schedule for the rest of the year

by 16 per-
cent, because
of slumping
sales as a re-
sult of high
gas prices, on
the heels of
similar cuts
at General
Motors and

Ford. The head of Chrysler, Thomas
W. LaSorda, above, signaled that it
would embark on its second restruc-
turing in six years. [Page C1.]

AFTER THE STORM A day after dis-
closing that a disastrous bet on natu-
ral gas prices had produced losses of
more than $3 billion, Amaranth Advi-
sors, once among the nation’s largest
and hottest hedge funds, worked with
commodity exchange officials to re-
assign its trades. [C1.]

OTHERS PROFIT FROM GAS DECLINE
Even as Amaranth Advisors lost bil-
lions of dollars betting, in essence,
that natural gas prices would rise,
more fortunate traders raked in big
profits in recent weeks counting on
gas prices to fall. [C4.]

RIPPLE REACHES SAN DIEGO Much of
San Diego County’s pension fund
strategy was tied to a basket of
hedge funds that included Amaranth
Advisors. [C4.]

MARKETING PITCH BITES BACK When
Nicholas M. Maounis, founder of Am-
aranth Advisors, marketed his hedge
fund to potential investors, he would
stress his firm’s significant invest-
ment in its risk management and
teamwork techniques. Now, having
lost more than $3 billion through a se-
ries of disastrous bets on natural gas
futures, there is a hollow ring to Mr.
Maounis’s marketing pitch. [C5.]

RUSSIA CRITICIZED IN OIL DISPUTE Ja-
pan, Britain and the European Union
expressed worries about a dispute
between the Russian government
and a consortium led by Royal Dutch
Shell that is developing one of the
world’s largest oil and natural gas
deposits on Sakhalin Island. [C7.]

QUESTIONS ABOUT LEGALITY An
e-mail exchange from within Hew-
lett-Packard suggests that key mem-
bers of the team supervising the
board’s leak investigation knew
about the questionable legality of
some methods as early as January
2006. [C1.]

FOX UNIT FOR CHRISTIAN FILMS Holly-
wood took another step toward
America’s vast and apparently

growing Christian audience, as 20th
Century Fox unveiled a new division,
FoxFaith, that will release up to a
dozen religious-oriented films each
year. [E1.]

BUFFETT MAKES PLEDGE Warren E.
Buffett pledged $50 million to help
set up an international nuclear fuel
bank that aspiring powers could turn
to for reactor fuel instead of making
it on their own. [A14.]

UNREST AMONG CONTROLLERS A
drive by the Federal Aviation Ad-
ministration to cut the number of air
traffic controllers nationally by 10
percent below negotiated levels is
producing tension, anger and occa-
sional shows of defiance among con-
trollers. [A16.]

WARNING ON GLOBAL GROWTH The
managing director of the Interna-
tional Monetary Fund, Rodrigo de
Rato, said that world economic
growth “may be turning” down, and
prodded policy makers to revive
stalled global trade talks. [C3.]

MORE SIGNS OF SOFT LANDING A day
before the Federal Reserve’s deci-
sion on where to set interest rates,
the Labor Department reported
fresh evidence that inflation is doing
exactly what the central bank has
said it would do: slow down with the
economy. [C3.]

YAHOO PLUNGES ON SOFT AD SALES
Shares of Yahoo fell more than 11
percent after the company disclosed

that it had
sold less ad-
vertising in
recent weeks
than expect-
ed, largely
because of a
slowdown in
automobile
and financial
advertising.
Yahoo said

that it would still meet its financial
targets for the third quarter, but that
its profit and revenue would be
toward the bottom end of its forecast
range. Market Place. [C1.]

NEW JOB FOR FORMER GILLETTE CHIEF
James M. Kilts, the former chair-
man and chief executive of Gillette,
is planning to announce that he is
joining Centerview Partners, a re-
cently started boutique investment
banking firm. [C3.]

NASDAQ STREAK ENDS Stocks re-
treated, snapping the Nasdaq com-
posite index’s longest winning streak
in eight months, as a drop in home
construction suggested the economy
was losing momentum. [C10.]
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NAPSTER FOR SALE Now that Nap-
ster, the subscription music service,
is on the auction block, DealBook
looks at some potential buyers at
nytimes.com/business.

INDIA’S MANUFACTURING PUSH India
is moving to a much brisker pace of
manufacturing growth, even as it
faces infrastructure obstacles. An
audio slide show is at nytimes.com
/business.

MANAGING GLOBALIZATION Daniel
Altman, global economics corre-
spondent for The International Her-
ald Tribune, offers a look at the day’s

news in his blog at nytimes.com
/business.

TECH TALK A weekly technology pro-
gram from the tech experts at The
New York Times is at nytimes.com
/technology.

Business Briefing
Articles on these developments are
at nytimes.com/business.

TOSHIBA said that it would replace
about 340,000 laptop computer bat-
teries worldwide, the third recall of
faulty batteries made by Sony in less
than 40 days. (REUTERS)

DOW JONES & Company, publisher of
The Wall Street Journal, cut its fore-
cast for third-quarter profit because
of declining advertising sales at the
paper this month.

(BLOOMBERG NEWS)
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called for examining the use of clean-
ing employees at those locations. 

Another document, undated but
said to be a briefing for the compa-
ny’s chairwoman, Patricia C. Dunn,
is less explicit but refers to plans in-
volving “placement of agent in close
proximity to person of interest.”

A Hewlett-Packard spokesman
had no comment last night when
asked about the documents.

The consideration of undercover
agents inside news organizations
adds a new element to what is known
of the Hewlett-Packard investiga-
tion, which prominently included the
use of subterfuge to gain the phone
records of company directors, em-
ployees, journalists and others.

An e-mail message obtained by
The New York Times from someone
with access to the company’s in-
vestigative material shows that lead-
ing members of the team supervis-
ing the investigation knew of the use
of the phone ruses at least as early as
January 2006 and raised questions
about their legality. 

The disclosure came as investiga-
tors examined the role of a man from
the Omaha area who may have ob-
tained private phone records on
Hewlett-Packard’s behalf, according
to people briefed on the company’s
review of the operation.

California and federal prosecutors
are exploring whether laws were
broken in the investigation, partic-
ularly in the use of pretexting — a
technique in which an investigator
masquerades as someone else to ob-
tain that person’s calling records
from a phone company. 

Concern over legality was reflect-

ed in an e-mail message sent on Jan.
30 by Mr. Hunsaker, the chief ethics
officer, to Mr. Gentilucci, the man-
ager of global investigations. Refer-
ring to a private detective in the Bos-
ton area, Ronald R. DeLia, whom the
company had hired, he asked: “How
does Ron get cell and home phone
records? Is it all above board?”

Mr. Gentilucci responded that Mr.
DeLia, the owner of Security Out-
sourcing Solutions, had investigators
“call operators under some ruse.”

He also wrote: “I think it is on the
edge, but above board. We use pre-
text interviews on a number of in-
vestigations to extract information
and/or make covert purchases of

stolen property, in a sense, all un-
dercover operations.” 

Mr. Hunsaker’s e-mail response, in
its entirety, said: “I shouldn’t have
asked . . . .” 

It is unclear who, if anyone, in the
company was then briefed on what
he had been told. People who have
seen other material from Hewlett-
Packard’s investigation said that
Mr. Hunsaker, in supervising the op-
eration, communicated frequently
with Ms. Dunn, the chairwoman,
about its progress. But they said it
was not clear when Ms. Dunn, who
ordered the investigation, learned of
the methods used.

Mr. Hunsaker did not respond to a
request for comment. Mr. Gentilucci
referred all inquiries to Hewlett-
Packard’s corporate offices, where a
spokesman had no comment. 

The Hewlett-Packard investiga-
tions were initiated in early 2005,
around the time of Carleton S. Fiori-
na’s ouster as chairwoman and chief
executive, and then resumed in Janu-
ary 2006. The two phases — each be-
gun after accounts of board mem-
bers’ discussions appeared in news
articles — were code-named Kona I
and Kona II, according to several
people who saw the company’s in-
vestigative records. The names are
intriguing; Ms. Dunn’s vacation
home is in Kona, Hawaii. 

Not all board members were tar-
gets in the investigation, according

to people who had seen some of the
company’s investigatory materials.
The detectives seemed to focus on al-
lies of Thomas J. Perkins, Ms.
Dunn’s board antagonist. 

In the first phase, the targets were
Mr. Perkins, George A. Keyworth II
and Robert E. Knowling Jr., a di-
rector who stepped down last Sep-
tember. Ms. Fiorina was also a tar-
get, the documents show. 

In the second phase, Mr. Key-
worth, his wife, Mr. Perkins and two
other directors — Lucille S. Salhany,
a former television executive, and
Richard A. Hackborn, a former H.P.
executive — were targets. Both
phases used pretexting, according to
documents the company has given
various investigators.

Another target was Shane Robi-
son, an executive vice president and
chief strategy and technology offi-
cer. Mr. Robison is not on the board
but was a liaison to its technology
committee, on which Mr. Keyworth
and Mr. Perkins served. A company
memo, described to a reporter, in-
structs detectives to obtain the
records of Ms. Dunn and Mr. Robison
for the sake of completeness.

Mr. Perkins resigned in June in
protest over the investigation. Mr.
Keyworth, identified as having given
information to reporters, agreed last
week to resign from the board after
Ms. Dunn said she would step down
as chairwoman in January. 

In addition to Hewlett-Packard di-
rectors, nine journalists and two em-
ployees, those whose phone records
were obtained included Larry W.
Sonsini, the outside counsel, a
spokeswoman for his law firm, Wil-
son Sonsini Goodrich & Rosati, said
yesterday, confirming a report in
The Wall Street Journal. 

The identification of a man from
the Omaha area as a possible partici-
pant in the operation provides a po-
tentially critical link in the investiga-
tive chain. The man, Brian Wagoner,
has spent several years working for
the Action Research Group, a Flor-
ida detective agency, according to a
relative of Mr. Wagoner. 

The Florida agency has been iden-
tified by people briefed on Hewlett-
Packard’s review of its operation as
a contractor for Security Outsourc-
ing Solutions, Mr. DeLia’s firm. 

An e-mail message to Mr. Hunsak-
er, the Hewlett-Packard ethics offi-
cer, indicates that he was aware of
the involvement of the Action Re-
search Group in the operation. On
Feb. 7, Mr. DeLia informed Mr. Hun-
saker that he had sent an e-mail mes-
sage to “my source in FL and asked
him if there were any state laws pro-
hibiting pretexting telephone compa-
nies for call records.” 

Mr. DeLia gave the response from
that firm, presumably Action Re-
search: “We are comfortable there
are no Federal laws prohibiting the
practice.” He added that he had been
using the firm for 8 to 10 years.

Mr. DeLia did not respond yester-
day to requests for comment.

Action Research and Mr. Wag-
oner, the Omaha man, had been
linked before. His name appeared in
connection with Action Research in
April, when Congressional investiga-
tors studying pretexting interviewed
James Rapp, a Denver man convict-
ed in 2000 of illegally obtaining phone
records. Rob Douglas, an informa-
tion security expert who was a con-
sultant to the Congressional investi-
gation, said Mr. Rapp had disclosed
his employment for years with the
Action Research Group.

Mr. Rapp told investigators that
after his own conviction, which led to
the shutdown of his business, some of
his employees went to work for Ac-
tion. Among them was Mr. Wagoner,
whom Mr. Rapp identified as his
nephew during the interview with
Congressional investigators, Mr.
Douglas said.

Mr. Rapp said yesterday that Bri-
an Wagoner split his time between
the Omaha and Denver areas. “I
know for a fact there’s been corre-
spondence between he and Action for
many, many years,” Mr. Rapp said. 

Mr. Rapp said he had spoken with
Mr. Wagoner twice yesterday. “He
keeps trying to tell me that Action
doesn’t do that kind of work any-
more,” Mr. Rapp said. But he said
Mr. Wagoner had told him that he did
believe he had worked on H.P. case.
“He did do the work,” Mr. Rapp said.
“He does remember that.”

H.P. Is Said to Have Studied Infiltrating Newsrooms 
Continued From First Business Page

An idea to use
cleaning people as
undercover agents.

By KEN BELSON

Aiming to expand its position out-
side the cellphone market, Motorola
said yesterday that it would pay $3.9
billion for Symbol Technologies, a
maker of scanners and other wire-
less technology used by manufactur-
ers, retailers and wholesalers.

With growth in the retail cellphone
market starting to show signs of
slowing, handset makers like Mo-
torola are looking for ways to sell
more of their wireless technology to
corporate customers and govern-
ments.

To do that, Motorola hopes to tap
Symbol’s customer list, which in-
cludes Coca-Cola, FedEx and the
United States Postal Service, to sell
scanning devices and hand-held com-
puters for warehouses and also the
wireless networks, walkie-talkies
and mobile phones that Motorola
makes.

“It’s a customer base to die for,”
said Gregory Q. Brown, president of

Motorola’s Networks and Enterprise
business. “The story today is not a
cellular handset story. It’s about ex-
panding the product portfolio beyond
cellular handsets.”

Motorola will pay Symbol share-
holders $15 a share in cash, 18 per-
cent more than the company’s clos-
ing price of $12.71 last Friday, before
speculation about a possible merger
arose. Shares of Symbol rose 8 cents
yesterday, to $14.75 in regular trad-
ing. Motorola’s stock fell 2 cents, to
$24.93.

If the deal closes by early next
year, as the companies expect, Mo-
torola will become one of the largest
sellers of hand-held scanners and de-
vices that connect to networks wire-
lessly. In 2005, Symbol, which has its
headquarters in Holtsville, N.Y., had
sales of $1.8 billion, a 1.9 percent in-
crease from 2004. The company
earned $32.2 million in profits, 61 per-
cent less than in 2004. 

The addition of Symbol would

more than double Motorola’s busi-
ness selling hand-held computers, ra-
dio frequency identification tags and
other equipment used to track prod-
ucts in factories, warehouses and in
stores, Mr. Brown said.

Motorola, which is based in
Schaumburg, Ill., has also been pro-
ducing more phones for white-collar
workers who want to gain access to
the Internet and e-mail outside the
office. The company’s line of “Q”
phones aims to rival Research in Mo-
tion, which makes the popular Black-
Berry, and Palm, which makes Treo.
By combining these phones with
Symbol’s handsets, Motorola could
make even bigger inroads into the
market serving corporate custom-
ers, analysts said.

“They need Symbol’s brand recog-
nition and technology to leapfrog
Nokia,” said Christin Armacost, a
telecommunications analyst at La-
zard Capital Markets. At the same
time, she said, “Motorola is going to
bring their carrier relationships to

help Symbol.”
The companies, though, have some

overlapping technology, and they
will have to create software that al-
lows their various devices to speak to
each other, industry analysts said.
They must also consider how or
whether to put scanning technology
on Motorola phones, which are con-
siderably smaller than Symbol’s
hand-held devices.

Still, with Symbol, Motorola could
become the only company capable of
bridging the gap between mobile
phones and local area networks in
homes, offices and elsewhere. Mo-
torola, for instance, could put read-
ers in cellphones so that shoppers
scan items as they put them in their
baskets, effectively creating an EZ
pass for the supermarket or depart-
ment store and eliminating check-
out lines.

“If they tackle that, the Internet
goes airborne,” said Eric Austvold,
an analyst at AMR Research. “It’s
very George Jetson.”

Motorola Buys Symbol Technologies to Widen Reach
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By KATE ZERNIKE
WASHINGTON, Sept. 28 — The

Senate approved a measure on
Thursday on the interrogations and
trials of terrorism suspects, estab-
lishing far-reaching rules to deal
with what President Bush has called
the most dangerous combatants in a
different type of war. 

The vote was 65 to 34. It was cast
after more than 10 hours of often im-
passioned debate that touched on the
Constitution, the horrors of Sept. 11
and the role of the United States in
the world.

Both parties also positioned them-
selves for the continuing clash over
national security going into the
homestretch of the midterm elec-
tions. The vote showed that Demo-
crats believe that President Bush’s
power to wield national security as a
political issue is seriously dimin-
ished. [News analysis, Page A20.]

The bill would set up rules for the
military commissions that will allow
the government to proceed with the
prosecutions of high-level detainees
including Khalid Shaikh Mohammed,
considered the mastermind of the
Sept. 11, 2001, attacks. 

It would make illegal several
broadly defined abuses of detainees,
while leaving it to the president to es-
tablish specific permissible interro-
gation techniques. And it would strip
detainees of a habeas corpus right to
challenge their detentions in court. 

The bill is the same as one that the
House passed, eliminating the need
for a conference between the two
chambers. The House is expected to
approve the Senate bill Friday, send-
ing it to the president to be signed.

The bill was a compromise be-
tween the White House and three Re-
publican senators who had resisted
what they saw as Mr. Bush’s effort to
rewrite the nation’s obligations un-
der the Geneva Conventions. Al-
though the president had to relent on
some major provisions, the vote al-
lows him to claim victory in achiev-
ing a main legislative priority.

“As our troops risk their lives to
fight terrorism, this bill will ensure
they are prepared to defeat today’s
enemies and address tomorrow’s
threats,” the president said in a
statement after the vote. 

Republicans argued that the new
rules would provide the necessary
tools to fight a new kind of enemy. 

“Our prior concept of war has been

SENATE APPROVES
BROAD NEW RULES
TO TRY DETAINEES

HOUSE PASSAGE IS ASSURED

Bill Strips Terror Suspects
of Habeas Corpus and
Guides Questioning 

Continued on Page A20

Jamie Rose for The New York Times

ON THE HILL Patricia C. Dunn, Hewlett-Packard’s former chairwoman, faced a House panel yesterday. Page C1.

By MATT RICHTEL
SAN FRANCISCO, Sept. 28 — They

were looking for an academic. The
suspect was conversant in computer
chip technology. And he would have
to be the kind of person who used the
word “pooped” to mean tired.

In a case right out of CSI: Corpo-
rate America, a team of private in-
vestigators spent months obsessive-
ly hunting the source of a news leak
from inside Hewlett-Packard about
the company’s corporate strategy.

By the time they had finished their
search, the team had solved the mys-
tery of what eventually became the
most notorious investigation in Sil-
icon Valley. And the way they did it
seemed to resemble a bureaucratic
version of a Dan Brown thriller. 

But in building a clue-heavy recon-
struction — part dossier, part “Da
Vinci Code’’ — the detectives ended
up wreaking the havoc that has
forced out Hewlett-Packard’s chair-
woman, led to the resignation Thurs-
day of its general counsel and

spawned a series of criminal investi-
gations that are far from over.

The Hewlett-Packard scandal
turned into a spectacle Thursday as
a House committee brought all those
involved to a packed hearing room
on Capitol Hill so that lawmakers
could chastise them before the televi-
sion cameras for the series of subter-
fuges used in the company operation
that spied on its own directors, jour-
nalists and others.

“As I reviewed all of the documents
for this hearing today,’’ said Repre-
sentative Diana DeGette of Colorado,
the ranking Democrat on the House
Energy and Commerce Committee,
“I felt like I was looking at a proposal
for a made-for-TV movie, and maybe
this will be a made-for-TV movie. But
I think it’s awfully, awfully sad.”

While many of those brought be-
fore the committee declined to an-
swer questions, invoking their Fifth
Amendment rights against self-in-
crimination, those who did testify
were at pains to distance themselves
from the details of the internal in-
vestigation.

Mark V. Hurd, the chief executive,
apologized for what he termed a
“rogue operation.” And he accused
the investigators of being “so focused
on finding the source of the leaks that
they lost sight of the values of this
company.”

The company’s sleuths produced
an 18-page report, released Thurs-
day by the Congressional committee,
that reads at times like a whodunit,
at other times like a dissertation.
They created a profile of the leaker
by studying phone records and
e-mail message trails, even delving
into physical mannerisms and
speech patterns. 

In the end, the investigation fin-
gered George A. Keyworth II, who
recently resigned as a member of the
board. 

Mr. Keyworth acknowledged that
he talked to a reporter from CNet, an
online technology news service, but
insisted that nothing he discussed
was confidential or damaging to 

Hewlett’s Hunt for Leak Became a Game of Clue

Continued on Page C7

By LESLIE EATON and MIKE McINTIRE
To hear Jeanine F. Pirro’s sup-

porters tell it, she is a wronged
woman leg-shackled to a loser, an
ambitious and effective wife
brought low by her badly behaved
husband, Albert.

Now her fears about his philan-
dering have set off a federal in-
vestigation into possible eaves-
dropping and have threatened to
derail her quest to become New
York attorney general.

But to many people who have
been watching the couple for dec-
ades, the Pirros look a lot like an
echo of that other Westchester
power couple, the Clintons, who
are also political and financial
partners whose fates and fortunes
are profoundly intertwined. The
Pirros live in Rye, the Clintons in
Chappaqua.

When it comes to the Pirros,
“There’s no question they are
partners, there’s no question it’s a
symbiotic relationship,” said
Murray Richman, a Bronx de-
fense lawyer who knows both of
the Pirros. “There’s no question
Jeanine would never be where she
is without Al.” 

Mr. Pirro, 59, a lawyer and lob-
byist, has provided money and po-
litical contacts for his wife’s ca-
reer and has financed their way of
life: the fancy cars, the expensive
houses, the pampered pot-bellied
pigs. Her campaigns have been

heavily financed by his business
associates in Westchester, where
he has a hand in many real estate
projects. She, in turn, reflected
her glamour and political power
onto him.

“Picture those two as the celeb-
rities, the royalty, the power bro-
kers in Westchester,” said Ben-
nett L. Gershman, a former pros-
ecutor and professor of law at
Pace University who has been a
frequent critic of Ms. Pirro, 55.

The Pirros’ relationship has
often come with a cost to Ms. Pir-
ro, starting two decades ago when
she dropped her bid for lieutenant
governor in the face of questions
about her husband’s ties to a com-
pany in the garbage-hauling busi-
ness, an activity that was often
linked to the mob. (At the time,
she said Mr. Pirro was not com-
fortable revealing his clients.)

During Mr. Pirro’s 2000 trial on
charges of tax evasion, it became
clear that she had benefited from
his largess. But prosecutors said
they were not accusing her of
knowing that her husband im-
properly deducted as business ex-
penses items ranging from her
two-seater Mercedes to a $135
gold mirror. More recently, mob-
sters were caught on tape claim-
ing that Mr. Pirro had tipped 

Pirro & Pirro, a Partnership
Of Love, Power and Distrust

Continued on Page B4

By MICHAEL COOPER
and MARJORIE CONNELLY

Attorney General Eliot Spitzer, the
Democratic candidate for governor,
is making inroads both in Republican
strongholds and on traditional Re-
publican issues, with voters seeing
him as the most likely to improve the
economy, help avert terrorism and
hold taxes steady or lower them, ac-
cording to the latest New York
Times/CBS News poll.

Five weeks before the election,
about 8 in 10 voters said that they
had no opinion of Mr. Spitzer’s Re-
publican rival, John Faso. Mr. Spitz-
er, a Democrat, is supported by a
majority of those surveyed not only
in the Democratic-dominated city,
but also in its more heavily Repub-
lican suburbs and in upstate areas.

The poll showed that Mr. Faso’s
central campaign message — his
pledge to cut taxes, and his conten-
tion that Mr. Spitzer would raise
them — was either not getting
through to voters, or not resonating
with them. While 32 percent of those
surveyed said that they thought tax-
es would go up if Mr. Spitzer was
elected governor, roughly the same
amount, 37 percent, said they
thought that taxes would go up if Mr.
Faso was elected. 

Poll Says Spitzer
Is Leading Faso

In G.O.P. Areas

Continued on Page B6

New York: Today, early showers,
then clearing, breezes, high 68. To-
night, clear, low 51. Tomorrow, sun,
then afternoon clouds, high 65. Yester-
day, high 75, low 62. Details, Page D8.
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Pedro Martínez, the Mets’ ace ear-
lier this season, has a torn calf mus-
cle, and will not pitch in the playoffs. 

SPORTSFRIDAY, PAGE D1

Martínez Out for Postseason

By DAVID E. SANGER
WASHINGTON, Sept. 28 — The

White House ignored an urgent
warning in September 2003 from a
top Iraq adviser who said that thou-
sands of additional American troops
were desperately needed to quell the
insurgency there, according to a new
book by Bob Woodward, the Wash-
ington Post reporter and author. The
book describes a White House riven
by dysfunction and division over the
war. 

The warning is described in “State
of Denial,” scheduled for publication
on Monday by Simon & Schuster. The
book says President Bush’s top ad-
visers were often at odds among
themselves, and sometimes were
barely on speaking terms, but shared
a tendency to dismiss as too pessi-
mistic assessments from American
commanders and others about the
situation in Iraq.

As late as November 2003, Mr.
Bush is quoted as saying of the situa-
tion in Iraq: “I don’t want anyone in
the cabinet to say it is an insurgency.
I don’t think we are there yet.” 

Secretary of Defense Donald H.
Rumsfeld is described as disengaged
from the nuts-and-bolts of occupying
and reconstructing Iraq — a task
that was initially supposed to be un-
der the direction of the Pentagon —
and so hostile toward Condoleezza
Rice, then the national security ad-
viser, that President Bush had to tell

him to return her phone calls. The
American commander for the Mid-
dle East, Gen. John P. Abizaid, is re-
ported to have told visitors to his
headquarters in Qatar in the fall of
2005 that “Rumsfeld doesn’t have
any credibility anymore” to make a
public case for the American strat-
egy for victory in Iraq. 

The book, bought by a reporter for
The New York Times at retail price
in advance of its official release, is
the third that Mr. Woodward has
written chronicling the inner debates
in the White House after the Sept. 11 

New Woodward Book Says Bush
Ignored Urgent Warning on Iraq

Continued on Page A17
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People in New Delhi bathe and wash their clothes in the Yamuna River, a noxious black stream polluted with raw sewage and methane gas. 

By SOMINI SENGUPTA
NEW DELHI, Sept. 28 — The quest

for water can drive a woman mad. 
Ask Ritu Prasher. Every day, Mrs.

Prasher, a homemaker in a middle-
class neighborhood of this capital,
rises at 6:30 a.m. and begins fretting
about water. 

It is a rare morning when water
trickles through the pipes. More
often, not a drop will come. So Mrs.
Prasher will have to call a private
water tanker, wait for it to show up,
call again, wait some more and wor-
ry about whether enough buckets are
filled in the bathroom in case no wa-

ter arrives. 
“Your whole day goes just plan-

ning how you’ll get water,” a weary
Mrs. Prasher, 45, recounted one
morning this summer, cellphone in
hand and ready to press redial for
the water tanker. “You become so
edgy all the time.” 

In the richest city in India, with the
nation’s economy marching ahead at
an enviable clip, middle-class people
like Mrs. Prasher are reduced to for-

aging for water. Their predicament
testifies to the government’s aston-
ishing inability to deliver the most
basic services to its citizens at a time
when India asserts itself as a global
power. 

The crisis, decades in the making,
has grown as fast as India in recent
years. A soaring population, the
warp-speed sprawl of cities, and a
vast and thirsty farm belt have all
put new strains on a feeble, ill-kept
public water and sanitation network. 

The combination has left water all
too scarce in some places, contam-
inated in others and in cursed surfeit
for millions who are flooded each
year. Today the problems threaten

India’s ability to fortify its sagging
farms, sustain its economic growth
and make its cities healthy and hab-
itable. At stake is not only India’s
economic ambition but its very im-
age as the world’s largest democra-
cy. 

“If we become rich or poor as a na-
tion, it’s because of water,” said Sun-
ita Narain, director of the Center for
Science and Environment in New
Delhi. 

Conflicts over water mirror the
most vexing changes facing India:
the competing demands of urban and
rural areas, the stubborn divide be-

In Teeming India, Water Crisis Means Dry Pipes and Foul Sludge
THIRSTY GIANT
First of three articles.

Continued on Page A14

A. O. Scott offers an overview of
the New York Film Festival, which
begins tonight, and reviews “Little
Children.” Manohla Dargis reviews
“The Queen.” WEEKEND, PAGE E1 

Films of New York

A bipartisan Congressional report
documents hundreds of contacts be-
tween White House officials and the
corrupt lobbyist Jack Abramoff and
his partners. PAGE A18

Lobbyist’s White House Links

INSIDE

China has allowed its currency to
rise modestly against the dollar, giv-
ing the Bush administration some
hope that China’s huge trade surplus
with the United States could ease. 

BUSINESS DAY, PAGE C1

Hope on Chinese Currency
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By KATE ZERNIKE
WASHINGTON, Sept. 28 — The

Senate approved a measure on
Thursday on the interrogations and
trials of terrorism suspects, estab-
lishing far-reaching rules to deal
with what President Bush has called
the most dangerous combatants in a
different type of war. 

The vote was 65 to 34. It was cast
after more than 10 hours of often im-
passioned debate that touched on the
Constitution, the horrors of Sept. 11
and the role of the United States in
the world.

Both parties also positioned them-
selves for the continuing clash over
national security going into the
homestretch of the midterm elec-
tions. The vote showed that Demo-
crats believe that President Bush’s
power to wield national security as a
political issue is seriously dimin-
ished. [News analysis, Page A20.]

The bill would set up rules for the
military commissions that will allow
the government to proceed with the
prosecutions of high-level detainees
including Khalid Shaikh Mohammed,
considered the mastermind of the
Sept. 11, 2001, attacks. 

It would make illegal several
broadly defined abuses of detainees,
while leaving it to the president to es-
tablish specific permissible interro-
gation techniques. And it would strip
detainees of a habeas corpus right to
challenge their detentions in court. 

The bill is the same as one that the
House passed, eliminating the need
for a conference between the two
chambers. The House is expected to
approve the Senate bill Friday, send-
ing it to the president to be signed.

The bill was a compromise be-
tween the White House and three Re-
publican senators who had resisted
what they saw as Mr. Bush’s effort to
rewrite the nation’s obligations un-
der the Geneva Conventions. Al-
though the president had to relent on
some major provisions, the vote al-
lows him to claim victory in achiev-
ing a main legislative priority.

“As our troops risk their lives to
fight terrorism, this bill will ensure
they are prepared to defeat today’s
enemies and address tomorrow’s
threats,” the president said in a
statement after the vote. 

Republicans argued that the new
rules would provide the necessary
tools to fight a new kind of enemy. 

“Our prior concept of war has been

SENATE APPROVES
BROAD NEW RULES
TO TRY DETAINEES

HOUSE PASSAGE IS ASSURED
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By MATT RICHTEL
SAN FRANCISCO, Sept. 28 — They

were looking for an academic. The
suspect was conversant in computer
chip technology. And he would have
to be the kind of person who used the
word “pooped” to mean tired.

In a case right out of CSI: Corpo-
rate America, a team of private in-
vestigators spent months obsessive-
ly hunting the source of a news leak
from inside Hewlett-Packard about
the company’s corporate strategy.

By the time they had finished their
search, the team had solved the mys-
tery of what eventually became the
most notorious investigation in Sil-
icon Valley. And the way they did it
seemed to resemble a bureaucratic
version of a Dan Brown thriller. 

But in building a clue-heavy recon-
struction — part dossier, part “Da
Vinci Code’’ — the detectives ended
up wreaking the havoc that has
forced out Hewlett-Packard’s chair-
woman, led to the resignation Thurs-
day of its general counsel and

spawned a series of criminal investi-
gations that are far from over.

The Hewlett-Packard scandal
turned into a spectacle Thursday as
a House committee brought all those
involved to a packed hearing room
on Capitol Hill so that lawmakers
could chastise them before the televi-
sion cameras for the series of subter-
fuges used in the company operation
that spied on its own directors, jour-
nalists and others.

“As I reviewed all of the documents
for this hearing today,’’ said Repre-
sentative Diana DeGette of Colorado,
the ranking Democrat on the House
Energy and Commerce Committee,
“I felt like I was looking at a proposal
for a made-for-TV movie, and maybe
this will be a made-for-TV movie. But
I think it’s awfully, awfully sad.”

While many of those brought be-
fore the committee declined to an-
swer questions, invoking their Fifth
Amendment rights against self-in-
crimination, those who did testify
were at pains to distance themselves
from the details of the internal in-
vestigation.

Mark V. Hurd, the chief executive,
apologized for what he termed a
“rogue operation.” And he accused
the investigators of being “so focused
on finding the source of the leaks that
they lost sight of the values of this
company.”

The company’s sleuths produced
an 18-page report, released Thurs-
day by the Congressional committee,
that reads at times like a whodunit,
at other times like a dissertation.
They created a profile of the leaker
by studying phone records and
e-mail message trails, even delving
into physical mannerisms and
speech patterns. 

In the end, the investigation fin-
gered George A. Keyworth II, who
recently resigned as a member of the
board. 

Mr. Keyworth acknowledged that
he talked to a reporter from CNet, an
online technology news service, but
insisted that nothing he discussed
was confidential or damaging to 

Hewlett’s Hunt for Leak Became a Game of Clue
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By LESLIE EATON and MIKE McINTIRE
To hear Jeanine F. Pirro’s sup-

porters tell it, she is a wronged
woman leg-shackled to a loser, an
ambitious and effective wife
brought low by her badly behaved
husband, Albert.

Now her fears about his philan-
dering have set off a federal in-
vestigation into possible eaves-
dropping and have threatened to
derail her quest to become New
York attorney general.

But to many people who have
been watching the couple for dec-
ades, the Pirros look a lot like an
echo of that other Westchester
power couple, the Clintons, who
are also political and financial
partners whose fates and fortunes
are profoundly intertwined. The
Pirros live in Rye, the Clintons in
Chappaqua.

When it comes to the Pirros,
“There’s no question they are
partners, there’s no question it’s a
symbiotic relationship,” said
Murray Richman, a Bronx de-
fense lawyer who knows both of
the Pirros. “There’s no question
Jeanine would never be where she
is without Al.” 

Mr. Pirro, 59, a lawyer and lob-
byist, has provided money and po-
litical contacts for his wife’s ca-
reer and has financed their way of
life: the fancy cars, the expensive
houses, the pampered pot-bellied
pigs. Her campaigns have been

heavily financed by his business
associates in Westchester, where
he has a hand in many real estate
projects. She, in turn, reflected
her glamour and political power
onto him.

“Picture those two as the celeb-
rities, the royalty, the power bro-
kers in Westchester,” said Ben-
nett L. Gershman, a former pros-
ecutor and professor of law at
Pace University who has been a
frequent critic of Ms. Pirro, 55.

The Pirros’ relationship has
often come with a cost to Ms. Pir-
ro, starting two decades ago when
she dropped her bid for lieutenant
governor in the face of questions
about her husband’s ties to a com-
pany in the garbage-hauling busi-
ness, an activity that was often
linked to the mob. (At the time,
she said Mr. Pirro was not com-
fortable revealing his clients.)

During Mr. Pirro’s 2000 trial on
charges of tax evasion, it became
clear that she had benefited from
his largess. But prosecutors said
they were not accusing her of
knowing that her husband im-
properly deducted as business ex-
penses items ranging from her
two-seater Mercedes to a $135
gold mirror. More recently, mob-
sters were caught on tape claim-
ing that Mr. Pirro had tipped 

Pirro & Pirro, a Partnership
Of Love, Power and Distrust

Continued on Page B4

By MICHAEL COOPER
and MARJORIE CONNELLY

Attorney General Eliot Spitzer, the
Democratic candidate for governor,
is making inroads both in Republican
strongholds and on traditional Re-
publican issues, with voters seeing
him as the most likely to improve the
economy, help avert terrorism and
hold taxes steady or lower them, ac-
cording to the latest New York
Times/CBS News poll.

Five weeks before the election,
about 8 in 10 voters said that they
had no opinion of Mr. Spitzer’s Re-
publican rival, John Faso. Mr. Spitz-
er, a Democrat, is supported by a
majority of those surveyed not only
in the Democratic-dominated city,
but also in its more heavily Repub-
lican suburbs and in upstate areas.

The poll showed that Mr. Faso’s
central campaign message — his
pledge to cut taxes, and his conten-
tion that Mr. Spitzer would raise
them — was either not getting
through to voters, or not resonating
with them. While 32 percent of those
surveyed said that they thought tax-
es would go up if Mr. Spitzer was
elected governor, roughly the same
amount, 37 percent, said they
thought that taxes would go up if Mr.
Faso was elected. 

Poll Says Spitzer
Is Leading Faso

In G.O.P. Areas

Continued on Page B6
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Pedro Martínez, the Mets’ ace ear-
lier this season, has a torn calf mus-
cle, and will not pitch in the playoffs. 

SPORTSFRIDAY, PAGE D1

Martínez Out for Postseason

By DAVID E. SANGER
WASHINGTON, Sept. 28 — The

White House ignored an urgent
warning in September 2003 from a
top Iraq adviser who said that thou-
sands of additional American troops
were desperately needed to quell the
insurgency there, according to a new
book by Bob Woodward, the Wash-
ington Post reporter and author. The
book describes a White House riven
by dysfunction and division over the
war. 

The warning is described in “State
of Denial,” scheduled for publication
on Monday by Simon & Schuster. The
book says President Bush’s top ad-
visers were often at odds among
themselves, and sometimes were
barely on speaking terms, but shared
a tendency to dismiss as too pessi-
mistic assessments from American
commanders and others about the
situation in Iraq.

As late as November 2003, Mr.
Bush is quoted as saying of the situa-
tion in Iraq: “I don’t want anyone in
the cabinet to say it is an insurgency.
I don’t think we are there yet.” 

Secretary of Defense Donald H.
Rumsfeld is described as disengaged
from the nuts-and-bolts of occupying
and reconstructing Iraq — a task
that was initially supposed to be un-
der the direction of the Pentagon —
and so hostile toward Condoleezza
Rice, then the national security ad-
viser, that President Bush had to tell

him to return her phone calls. The
American commander for the Mid-
dle East, Gen. John P. Abizaid, is re-
ported to have told visitors to his
headquarters in Qatar in the fall of
2005 that “Rumsfeld doesn’t have
any credibility anymore” to make a
public case for the American strat-
egy for victory in Iraq. 

The book, bought by a reporter for
The New York Times at retail price
in advance of its official release, is
the third that Mr. Woodward has
written chronicling the inner debates
in the White House after the Sept. 11 

New Woodward Book Says Bush
Ignored Urgent Warning on Iraq
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People in New Delhi bathe and wash their clothes in the Yamuna River, a noxious black stream polluted with raw sewage and methane gas. 

By SOMINI SENGUPTA
NEW DELHI, Sept. 28 — The quest

for water can drive a woman mad. 
Ask Ritu Prasher. Every day, Mrs.

Prasher, a homemaker in a middle-
class neighborhood of this capital,
rises at 6:30 a.m. and begins fretting
about water. 

It is a rare morning when water
trickles through the pipes. More
often, not a drop will come. So Mrs.
Prasher will have to call a private
water tanker, wait for it to show up,
call again, wait some more and wor-
ry about whether enough buckets are
filled in the bathroom in case no wa-

ter arrives. 
“Your whole day goes just plan-

ning how you’ll get water,” a weary
Mrs. Prasher, 45, recounted one
morning this summer, cellphone in
hand and ready to press redial for
the water tanker. “You become so
edgy all the time.” 

In the richest city in India, with the
nation’s economy marching ahead at
an enviable clip, middle-class people
like Mrs. Prasher are reduced to for-

aging for water. Their predicament
testifies to the government’s aston-
ishing inability to deliver the most
basic services to its citizens at a time
when India asserts itself as a global
power. 

The crisis, decades in the making,
has grown as fast as India in recent
years. A soaring population, the
warp-speed sprawl of cities, and a
vast and thirsty farm belt have all
put new strains on a feeble, ill-kept
public water and sanitation network. 

The combination has left water all
too scarce in some places, contam-
inated in others and in cursed surfeit
for millions who are flooded each
year. Today the problems threaten

India’s ability to fortify its sagging
farms, sustain its economic growth
and make its cities healthy and hab-
itable. At stake is not only India’s
economic ambition but its very im-
age as the world’s largest democra-
cy. 

“If we become rich or poor as a na-
tion, it’s because of water,” said Sun-
ita Narain, director of the Center for
Science and Environment in New
Delhi. 

Conflicts over water mirror the
most vexing changes facing India:
the competing demands of urban and
rural areas, the stubborn divide be-

In Teeming India, Water Crisis Means Dry Pipes and Foul Sludge
THIRSTY GIANT
First of three articles.
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China has allowed its currency to
rise modestly against the dollar, giv-
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hope that China’s huge trade surplus
with the United States could ease. 

BUSINESS DAY, PAGE C1

Hope on Chinese Currency

Nxxx,2006-09-29,A,001,Bs-BK,E3

VOL. CLVI . . No. 53,717 Copyright © 2006 The New York Times NEW YORK, FRIDAY, SEPTEMBER 29, 2006

0 3 5 4 6 1 3 9 4 0 5 0 6

   FOR HOME DELIVERY CALL 1-800-NYTIMES

By KATE ZERNIKE
WASHINGTON, Sept. 28 — The

Senate approved a measure on
Thursday on the interrogations and
trials of terrorism suspects, estab-
lishing far-reaching rules to deal
with what President Bush has called
the most dangerous combatants in a
different type of war. 

The vote was 65 to 34. It was cast
after more than 10 hours of often im-
passioned debate that touched on the
Constitution, the horrors of Sept. 11
and the role of the United States in
the world.

Both parties also positioned them-
selves for the continuing clash over
national security going into the
homestretch of the midterm elec-
tions. The vote showed that Demo-
crats believe that President Bush’s
power to wield national security as a
political issue is seriously dimin-
ished. [News analysis, Page A20.]

The bill would set up rules for the
military commissions that will allow
the government to proceed with the
prosecutions of high-level detainees
including Khalid Shaikh Mohammed,
considered the mastermind of the
Sept. 11, 2001, attacks. 

It would make illegal several
broadly defined abuses of detainees,
while leaving it to the president to es-
tablish specific permissible interro-
gation techniques. And it would strip
detainees of a habeas corpus right to
challenge their detentions in court. 

The bill is the same as one that the
House passed, eliminating the need
for a conference between the two
chambers. The House is expected to
approve the Senate bill Friday, send-
ing it to the president to be signed.

The bill was a compromise be-
tween the White House and three Re-
publican senators who had resisted
what they saw as Mr. Bush’s effort to
rewrite the nation’s obligations un-
der the Geneva Conventions. Al-
though the president had to relent on
some major provisions, the vote al-
lows him to claim victory in achiev-
ing a main legislative priority.

“As our troops risk their lives to
fight terrorism, this bill will ensure
they are prepared to defeat today’s
enemies and address tomorrow’s
threats,” the president said in a
statement after the vote. 

Republicans argued that the new
rules would provide the necessary
tools to fight a new kind of enemy. 

“Our prior concept of war has been
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BROAD NEW RULES
TO TRY DETAINEES

HOUSE PASSAGE IS ASSURED

Bill Strips Terror Suspects
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By MATT RICHTEL
SAN FRANCISCO, Sept. 28 — They

were looking for an academic. The
suspect was conversant in computer
chip technology. And he would have
to be the kind of person who used the
word “pooped” to mean tired.

In a case right out of CSI: Corpo-
rate America, a team of private in-
vestigators spent months obsessive-
ly hunting the source of a news leak
from inside Hewlett-Packard about
the company’s corporate strategy.

By the time they had finished their
search, the team had solved the mys-
tery of what eventually became the
most notorious investigation in Sil-
icon Valley. And the way they did it
seemed to resemble a bureaucratic
version of a Dan Brown thriller. 

But in building a clue-heavy recon-
struction — part dossier, part “Da
Vinci Code’’ — the detectives ended
up wreaking the havoc that has
forced out Hewlett-Packard’s chair-
woman, led to the resignation Thurs-
day of its general counsel and

spawned a series of criminal investi-
gations that are far from over.

The Hewlett-Packard scandal
turned into a spectacle Thursday as
a House committee brought all those
involved to a packed hearing room
on Capitol Hill so that lawmakers
could chastise them before the televi-
sion cameras for the series of subter-
fuges used in the company operation
that spied on its own directors, jour-
nalists and others.

“As I reviewed all of the documents
for this hearing today,’’ said Repre-
sentative Diana DeGette of Colorado,
the ranking Democrat on the House
Energy and Commerce Committee,
“I felt like I was looking at a proposal
for a made-for-TV movie, and maybe
this will be a made-for-TV movie. But
I think it’s awfully, awfully sad.”

While many of those brought be-
fore the committee declined to an-
swer questions, invoking their Fifth
Amendment rights against self-in-
crimination, those who did testify
were at pains to distance themselves
from the details of the internal in-
vestigation.

Mark V. Hurd, the chief executive,
apologized for what he termed a
“rogue operation.” And he accused
the investigators of being “so focused
on finding the source of the leaks that
they lost sight of the values of this
company.”

The company’s sleuths produced
an 18-page report, released Thurs-
day by the Congressional committee,
that reads at times like a whodunit,
at other times like a dissertation.
They created a profile of the leaker
by studying phone records and
e-mail message trails, even delving
into physical mannerisms and
speech patterns. 

In the end, the investigation fin-
gered George A. Keyworth II, who
recently resigned as a member of the
board. 

Mr. Keyworth acknowledged that
he talked to a reporter from CNet, an
online technology news service, but
insisted that nothing he discussed
was confidential or damaging to 

Hewlett’s Hunt for Leak Became a Game of Clue
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By LESLIE EATON and MIKE McINTIRE
To hear Jeanine F. Pirro’s sup-

porters tell it, she is a wronged
woman leg-shackled to a loser, an
ambitious and effective wife
brought low by her badly behaved
husband, Albert.

Now her fears about his philan-
dering have set off a federal in-
vestigation into possible eaves-
dropping and have threatened to
derail her quest to become New
York attorney general.

But to many people who have
been watching the couple for dec-
ades, the Pirros look a lot like an
echo of that other Westchester
power couple, the Clintons, who
are also political and financial
partners whose fates and fortunes
are profoundly intertwined. The
Pirros live in Rye, the Clintons in
Chappaqua.

When it comes to the Pirros,
“There’s no question they are
partners, there’s no question it’s a
symbiotic relationship,” said
Murray Richman, a Bronx de-
fense lawyer who knows both of
the Pirros. “There’s no question
Jeanine would never be where she
is without Al.” 

Mr. Pirro, 59, a lawyer and lob-
byist, has provided money and po-
litical contacts for his wife’s ca-
reer and has financed their way of
life: the fancy cars, the expensive
houses, the pampered pot-bellied
pigs. Her campaigns have been

heavily financed by his business
associates in Westchester, where
he has a hand in many real estate
projects. She, in turn, reflected
her glamour and political power
onto him.

“Picture those two as the celeb-
rities, the royalty, the power bro-
kers in Westchester,” said Ben-
nett L. Gershman, a former pros-
ecutor and professor of law at
Pace University who has been a
frequent critic of Ms. Pirro, 55.

The Pirros’ relationship has
often come with a cost to Ms. Pir-
ro, starting two decades ago when
she dropped her bid for lieutenant
governor in the face of questions
about her husband’s ties to a com-
pany in the garbage-hauling busi-
ness, an activity that was often
linked to the mob. (At the time,
she said Mr. Pirro was not com-
fortable revealing his clients.)

During Mr. Pirro’s 2000 trial on
charges of tax evasion, it became
clear that she had benefited from
his largess. But prosecutors said
they were not accusing her of
knowing that her husband im-
properly deducted as business ex-
penses items ranging from her
two-seater Mercedes to a $135
gold mirror. More recently, mob-
sters were caught on tape claim-
ing that Mr. Pirro had tipped 

Pirro & Pirro, a Partnership
Of Love, Power and Distrust
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By MICHAEL COOPER
and MARJORIE CONNELLY

Attorney General Eliot Spitzer, the
Democratic candidate for governor,
is making inroads both in Republican
strongholds and on traditional Re-
publican issues, with voters seeing
him as the most likely to improve the
economy, help avert terrorism and
hold taxes steady or lower them, ac-
cording to the latest New York
Times/CBS News poll.

Five weeks before the election,
about 8 in 10 voters said that they
had no opinion of Mr. Spitzer’s Re-
publican rival, John Faso. Mr. Spitz-
er, a Democrat, is supported by a
majority of those surveyed not only
in the Democratic-dominated city,
but also in its more heavily Repub-
lican suburbs and in upstate areas.

The poll showed that Mr. Faso’s
central campaign message — his
pledge to cut taxes, and his conten-
tion that Mr. Spitzer would raise
them — was either not getting
through to voters, or not resonating
with them. While 32 percent of those
surveyed said that they thought tax-
es would go up if Mr. Spitzer was
elected governor, roughly the same
amount, 37 percent, said they
thought that taxes would go up if Mr.
Faso was elected. 

Poll Says Spitzer
Is Leading Faso

In G.O.P. Areas

Continued on Page B6

New York: Today, early showers,
then clearing, breezes, high 68. To-
night, clear, low 51. Tomorrow, sun,
then afternoon clouds, high 65. Yester-
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Pedro Martínez, the Mets’ ace ear-
lier this season, has a torn calf mus-
cle, and will not pitch in the playoffs. 

SPORTSFRIDAY, PAGE D1

Martínez Out for Postseason

By DAVID E. SANGER
WASHINGTON, Sept. 28 — The

White House ignored an urgent
warning in September 2003 from a
top Iraq adviser who said that thou-
sands of additional American troops
were desperately needed to quell the
insurgency there, according to a new
book by Bob Woodward, the Wash-
ington Post reporter and author. The
book describes a White House riven
by dysfunction and division over the
war. 

The warning is described in “State
of Denial,” scheduled for publication
on Monday by Simon & Schuster. The
book says President Bush’s top ad-
visers were often at odds among
themselves, and sometimes were
barely on speaking terms, but shared
a tendency to dismiss as too pessi-
mistic assessments from American
commanders and others about the
situation in Iraq.

As late as November 2003, Mr.
Bush is quoted as saying of the situa-
tion in Iraq: “I don’t want anyone in
the cabinet to say it is an insurgency.
I don’t think we are there yet.” 

Secretary of Defense Donald H.
Rumsfeld is described as disengaged
from the nuts-and-bolts of occupying
and reconstructing Iraq — a task
that was initially supposed to be un-
der the direction of the Pentagon —
and so hostile toward Condoleezza
Rice, then the national security ad-
viser, that President Bush had to tell

him to return her phone calls. The
American commander for the Mid-
dle East, Gen. John P. Abizaid, is re-
ported to have told visitors to his
headquarters in Qatar in the fall of
2005 that “Rumsfeld doesn’t have
any credibility anymore” to make a
public case for the American strat-
egy for victory in Iraq. 

The book, bought by a reporter for
The New York Times at retail price
in advance of its official release, is
the third that Mr. Woodward has
written chronicling the inner debates
in the White House after the Sept. 11 

New Woodward Book Says Bush
Ignored Urgent Warning on Iraq

Continued on Page A17
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People in New Delhi bathe and wash their clothes in the Yamuna River, a noxious black stream polluted with raw sewage and methane gas. 

By SOMINI SENGUPTA
NEW DELHI, Sept. 28 — The quest

for water can drive a woman mad. 
Ask Ritu Prasher. Every day, Mrs.

Prasher, a homemaker in a middle-
class neighborhood of this capital,
rises at 6:30 a.m. and begins fretting
about water. 

It is a rare morning when water
trickles through the pipes. More
often, not a drop will come. So Mrs.
Prasher will have to call a private
water tanker, wait for it to show up,
call again, wait some more and wor-
ry about whether enough buckets are
filled in the bathroom in case no wa-

ter arrives. 
“Your whole day goes just plan-

ning how you’ll get water,” a weary
Mrs. Prasher, 45, recounted one
morning this summer, cellphone in
hand and ready to press redial for
the water tanker. “You become so
edgy all the time.” 

In the richest city in India, with the
nation’s economy marching ahead at
an enviable clip, middle-class people
like Mrs. Prasher are reduced to for-

aging for water. Their predicament
testifies to the government’s aston-
ishing inability to deliver the most
basic services to its citizens at a time
when India asserts itself as a global
power. 

The crisis, decades in the making,
has grown as fast as India in recent
years. A soaring population, the
warp-speed sprawl of cities, and a
vast and thirsty farm belt have all
put new strains on a feeble, ill-kept
public water and sanitation network. 

The combination has left water all
too scarce in some places, contam-
inated in others and in cursed surfeit
for millions who are flooded each
year. Today the problems threaten

India’s ability to fortify its sagging
farms, sustain its economic growth
and make its cities healthy and hab-
itable. At stake is not only India’s
economic ambition but its very im-
age as the world’s largest democra-
cy. 

“If we become rich or poor as a na-
tion, it’s because of water,” said Sun-
ita Narain, director of the Center for
Science and Environment in New
Delhi. 

Conflicts over water mirror the
most vexing changes facing India:
the competing demands of urban and
rural areas, the stubborn divide be-

In Teeming India, Water Crisis Means Dry Pipes and Foul Sludge
THIRSTY GIANT
First of three articles.
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China has allowed its currency to
rise modestly against the dollar, giv-
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with the United States could ease. 
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By KATE ZERNIKE
WASHINGTON, Sept. 28 — The

Senate approved a measure on
Thursday on the interrogations and
trials of terrorism suspects, estab-
lishing far-reaching rules to deal
with what President Bush has called
the most dangerous combatants in a
different type of war. 

The vote was 65 to 34. It was cast
after more than 10 hours of often im-
passioned debate that touched on the
Constitution, the horrors of Sept. 11
and the role of the United States in
the world.

Both parties also positioned them-
selves for the continuing clash over
national security going into the
homestretch of the midterm elec-
tions. The vote showed that Demo-
crats believe that President Bush’s
power to wield national security as a
political issue is seriously dimin-
ished. [News analysis, Page A20.]

The bill would set up rules for the
military commissions that will allow
the government to proceed with the
prosecutions of high-level detainees
including Khalid Shaikh Mohammed,
considered the mastermind of the
Sept. 11, 2001, attacks. 

It would make illegal several
broadly defined abuses of detainees,
while leaving it to the president to es-
tablish specific permissible interro-
gation techniques. And it would strip
detainees of a habeas corpus right to
challenge their detentions in court. 

The bill is the same as one that the
House passed, eliminating the need
for a conference between the two
chambers. The House is expected to
approve the Senate bill Friday, send-
ing it to the president to be signed.

The bill was a compromise be-
tween the White House and three Re-
publican senators who had resisted
what they saw as Mr. Bush’s effort to
rewrite the nation’s obligations un-
der the Geneva Conventions. Al-
though the president had to relent on
some major provisions, the vote al-
lows him to claim victory in achiev-
ing a main legislative priority.

“As our troops risk their lives to
fight terrorism, this bill will ensure
they are prepared to defeat today’s
enemies and address tomorrow’s
threats,” the president said in a
statement after the vote. 

Republicans argued that the new
rules would provide the necessary
tools to fight a new kind of enemy. 

“Our prior concept of war has been

SENATE APPROVES
BROAD NEW RULES
TO TRY DETAINEES

HOUSE PASSAGE IS ASSURED

Bill Strips Terror Suspects
of Habeas Corpus and
Guides Questioning 

Continued on Page A20

Jamie Rose for The New York Times

ON THE HILL Patricia C. Dunn, Hewlett-Packard’s former chairwoman, faced a House panel yesterday. Page C1.

By MATT RICHTEL
SAN FRANCISCO, Sept. 28 — They

were looking for an academic. The
suspect was conversant in computer
chip technology. And he would have
to be the kind of person who used the
word “pooped” to mean tired.

In a case right out of CSI: Corpo-
rate America, a team of private in-
vestigators spent months obsessive-
ly hunting the source of a news leak
from inside Hewlett-Packard about
the company’s corporate strategy.

By the time they had finished their
search, the team had solved the mys-
tery of what eventually became the
most notorious investigation in Sil-
icon Valley. And the way they did it
seemed to resemble a bureaucratic
version of a Dan Brown thriller. 

But in building a clue-heavy recon-
struction — part dossier, part “Da
Vinci Code’’ — the detectives ended
up wreaking the havoc that has
forced out Hewlett-Packard’s chair-
woman, led to the resignation Thurs-
day of its general counsel and

spawned a series of criminal investi-
gations that are far from over.

The Hewlett-Packard scandal
turned into a spectacle Thursday as
a House committee brought all those
involved to a packed hearing room
on Capitol Hill so that lawmakers
could chastise them before the televi-
sion cameras for the series of subter-
fuges used in the company operation
that spied on its own directors, jour-
nalists and others.

“As I reviewed all of the documents
for this hearing today,’’ said Repre-
sentative Diana DeGette of Colorado,
the ranking Democrat on the House
Energy and Commerce Committee,
“I felt like I was looking at a proposal
for a made-for-TV movie, and maybe
this will be a made-for-TV movie. But
I think it’s awfully, awfully sad.”

While many of those brought be-
fore the committee declined to an-
swer questions, invoking their Fifth
Amendment rights against self-in-
crimination, those who did testify
were at pains to distance themselves
from the details of the internal in-
vestigation.

Mark V. Hurd, the chief executive,
apologized for what he termed a
“rogue operation.” And he accused
the investigators of being “so focused
on finding the source of the leaks that
they lost sight of the values of this
company.”

The company’s sleuths produced
an 18-page report, released Thurs-
day by the Congressional committee,
that reads at times like a whodunit,
at other times like a dissertation.
They created a profile of the leaker
by studying phone records and
e-mail message trails, even delving
into physical mannerisms and
speech patterns. 

In the end, the investigation fin-
gered George A. Keyworth II, who
recently resigned as a member of the
board. 

Mr. Keyworth acknowledged that
he talked to a reporter from CNet, an
online technology news service, but
insisted that nothing he discussed
was confidential or damaging to 

Hewlett’s Hunt for Leak Became a Game of Clue

Continued on Page C7

By LESLIE EATON and MIKE McINTIRE
To hear Jeanine F. Pirro’s sup-

porters tell it, she is a wronged
woman leg-shackled to a loser, an
ambitious and effective wife
brought low by her badly behaved
husband, Albert.

Now her fears about his philan-
dering have set off a federal in-
vestigation into possible eaves-
dropping and have threatened to
derail her quest to become New
York attorney general.

But to many people who have
been watching the couple for dec-
ades, the Pirros look a lot like an
echo of that other Westchester
power couple, the Clintons, who
are also political and financial
partners whose fates and fortunes
are profoundly intertwined. The
Pirros live in Rye, the Clintons in
Chappaqua.

When it comes to the Pirros,
“There’s no question they are
partners, there’s no question it’s a
symbiotic relationship,” said
Murray Richman, a Bronx de-
fense lawyer who knows both of
the Pirros. “There’s no question
Jeanine would never be where she
is without Al.” 

Mr. Pirro, 59, a lawyer and lob-
byist, has provided money and po-
litical contacts for his wife’s ca-
reer and has financed their way of
life: the fancy cars, the expensive
houses, the pampered pot-bellied
pigs. Her campaigns have been

heavily financed by his business
associates in Westchester, where
he has a hand in many real estate
projects. She, in turn, reflected
her glamour and political power
onto him.

“Picture those two as the celeb-
rities, the royalty, the power bro-
kers in Westchester,” said Ben-
nett L. Gershman, a former pros-
ecutor and professor of law at
Pace University who has been a
frequent critic of Ms. Pirro, 55.

The Pirros’ relationship has
often come with a cost to Ms. Pir-
ro, starting two decades ago when
she dropped her bid for lieutenant
governor in the face of questions
about her husband’s ties to a com-
pany in the garbage-hauling busi-
ness, an activity that was often
linked to the mob. (At the time,
she said Mr. Pirro was not com-
fortable revealing his clients.)

During Mr. Pirro’s 2000 trial on
charges of tax evasion, it became
clear that she had benefited from
his largess. But prosecutors said
they were not accusing her of
knowing that her husband im-
properly deducted as business ex-
penses items ranging from her
two-seater Mercedes to a $135
gold mirror. More recently, mob-
sters were caught on tape claim-
ing that Mr. Pirro had tipped 

Pirro & Pirro, a Partnership
Of Love, Power and Distrust

Continued on Page B4

By MICHAEL COOPER
and MARJORIE CONNELLY

Attorney General Eliot Spitzer, the
Democratic candidate for governor,
is making inroads both in Republican
strongholds and on traditional Re-
publican issues, with voters seeing
him as the most likely to improve the
economy, help avert terrorism and
hold taxes steady or lower them, ac-
cording to the latest New York
Times/CBS News poll.

Five weeks before the election,
about 8 in 10 voters said that they
had no opinion of Mr. Spitzer’s Re-
publican rival, John Faso. Mr. Spitz-
er, a Democrat, is supported by a
majority of those surveyed not only
in the Democratic-dominated city,
but also in its more heavily Repub-
lican suburbs and in upstate areas.

The poll showed that Mr. Faso’s
central campaign message — his
pledge to cut taxes, and his conten-
tion that Mr. Spitzer would raise
them — was either not getting
through to voters, or not resonating
with them. While 32 percent of those
surveyed said that they thought tax-
es would go up if Mr. Spitzer was
elected governor, roughly the same
amount, 37 percent, said they
thought that taxes would go up if Mr.
Faso was elected. 

Poll Says Spitzer
Is Leading Faso

In G.O.P. Areas

Continued on Page B6

New York: Today, early showers,
then clearing, breezes, high 68. To-
night, clear, low 51. Tomorrow, sun,
then afternoon clouds, high 65. Yester-
day, high 75, low 62. Details, Page D8.
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Pedro Martínez, the Mets’ ace ear-
lier this season, has a torn calf mus-
cle, and will not pitch in the playoffs. 

SPORTSFRIDAY, PAGE D1

Martínez Out for Postseason

By DAVID E. SANGER
WASHINGTON, Sept. 28 — The

White House ignored an urgent
warning in September 2003 from a
top Iraq adviser who said that thou-
sands of additional American troops
were desperately needed to quell the
insurgency there, according to a new
book by Bob Woodward, the Wash-
ington Post reporter and author. The
book describes a White House riven
by dysfunction and division over the
war. 

The warning is described in “State
of Denial,” scheduled for publication
on Monday by Simon & Schuster. The
book says President Bush’s top ad-
visers were often at odds among
themselves, and sometimes were
barely on speaking terms, but shared
a tendency to dismiss as too pessi-
mistic assessments from American
commanders and others about the
situation in Iraq.

As late as November 2003, Mr.
Bush is quoted as saying of the situa-
tion in Iraq: “I don’t want anyone in
the cabinet to say it is an insurgency.
I don’t think we are there yet.” 

Secretary of Defense Donald H.
Rumsfeld is described as disengaged
from the nuts-and-bolts of occupying
and reconstructing Iraq — a task
that was initially supposed to be un-
der the direction of the Pentagon —
and so hostile toward Condoleezza
Rice, then the national security ad-
viser, that President Bush had to tell

him to return her phone calls. The
American commander for the Mid-
dle East, Gen. John P. Abizaid, is re-
ported to have told visitors to his
headquarters in Qatar in the fall of
2005 that “Rumsfeld doesn’t have
any credibility anymore” to make a
public case for the American strat-
egy for victory in Iraq. 

The book, bought by a reporter for
The New York Times at retail price
in advance of its official release, is
the third that Mr. Woodward has
written chronicling the inner debates
in the White House after the Sept. 11 

New Woodward Book Says Bush
Ignored Urgent Warning on Iraq

Continued on Page A17

Ruth Fremson/The New York Times

People in New Delhi bathe and wash their clothes in the Yamuna River, a noxious black stream polluted with raw sewage and methane gas. 

By SOMINI SENGUPTA
NEW DELHI, Sept. 28 — The quest

for water can drive a woman mad. 
Ask Ritu Prasher. Every day, Mrs.

Prasher, a homemaker in a middle-
class neighborhood of this capital,
rises at 6:30 a.m. and begins fretting
about water. 

It is a rare morning when water
trickles through the pipes. More
often, not a drop will come. So Mrs.
Prasher will have to call a private
water tanker, wait for it to show up,
call again, wait some more and wor-
ry about whether enough buckets are
filled in the bathroom in case no wa-

ter arrives. 
“Your whole day goes just plan-

ning how you’ll get water,” a weary
Mrs. Prasher, 45, recounted one
morning this summer, cellphone in
hand and ready to press redial for
the water tanker. “You become so
edgy all the time.” 

In the richest city in India, with the
nation’s economy marching ahead at
an enviable clip, middle-class people
like Mrs. Prasher are reduced to for-

aging for water. Their predicament
testifies to the government’s aston-
ishing inability to deliver the most
basic services to its citizens at a time
when India asserts itself as a global
power. 

The crisis, decades in the making,
has grown as fast as India in recent
years. A soaring population, the
warp-speed sprawl of cities, and a
vast and thirsty farm belt have all
put new strains on a feeble, ill-kept
public water and sanitation network. 

The combination has left water all
too scarce in some places, contam-
inated in others and in cursed surfeit
for millions who are flooded each
year. Today the problems threaten

India’s ability to fortify its sagging
farms, sustain its economic growth
and make its cities healthy and hab-
itable. At stake is not only India’s
economic ambition but its very im-
age as the world’s largest democra-
cy. 

“If we become rich or poor as a na-
tion, it’s because of water,” said Sun-
ita Narain, director of the Center for
Science and Environment in New
Delhi. 

Conflicts over water mirror the
most vexing changes facing India:
the competing demands of urban and
rural areas, the stubborn divide be-

In Teeming India, Water Crisis Means Dry Pipes and Foul Sludge
THIRSTY GIANT
First of three articles.

Continued on Page A14

A. O. Scott offers an overview of
the New York Film Festival, which
begins tonight, and reviews “Little
Children.” Manohla Dargis reviews
“The Queen.” WEEKEND, PAGE E1 

Films of New York

A bipartisan Congressional report
documents hundreds of contacts be-
tween White House officials and the
corrupt lobbyist Jack Abramoff and
his partners. PAGE A18

Lobbyist’s White House Links

INSIDE

China has allowed its currency to
rise modestly against the dollar, giv-
ing the Bush administration some
hope that China’s huge trade surplus
with the United States could ease. 

BUSINESS DAY, PAGE C1

Hope on Chinese Currency
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H.P. GOES TO WASHINGTON: Retracing the Trail of Corporate Sleuths

Hewlett-Packard.
Before the investigators even con-

fronted Mr. Keyworth this May, they
had gone through more than 10,000
articles about Hewlett-Packard, they
said, trying to determine which ones
included secret information and
whether Mr. Keyworth had spoken to
reporters around the time of sensi-
tive articles.

The scrutiny included intricately
parsing the language of a Jan. 23
CNet article in which Dawn Kawa-
moto, a reporter for the service, de-
scribed a board meeting that month.
The article quoted an anonymous
source as saying, “By the time the
lectures were done at 10 p.m., we
were pooped and went to bed.”

Like Kremlinologists (or maybe
Encyclopedia Brown), the investiga-
tors for Hewlett-Packard drilled in
on the use of the word “pooped.”

“This is also an unusual term,” the
report reads. “A number of key wit-
nesses interviewed indicated that
contrary to a number of members of
the board, Keyworth often uses casu-
al, colloquial terms in conversation,
so this is a term he may use.”

The investigators also focused —
in that same CNet quote — on the use
of the word “lectures.”

“This is an academic term, rarely
used in the business environment.
Keyworth is the only board member
with an academic background.”

The level of detailed scrutiny
shows the depths to which the in-
vestigators inside and outside Hew-
lett-Packard went to connect the dots
and to expose a high-level board
member who some at H.P. believed
was a highly disruptive force. Not all
of the investigation involved word-
play; much of it entailed detailed
and highly sophisticated surveil-
lance.

Above all, the corporate sleuths
unearthed numerous personal and
professional details about Mr. Key-
worth, a former White House science
adviser to Ronald Reagan who had
worked earlier at the Los Alamos
National Laboratory in New Mexico. 

The report is “both childish and
chilling,” said Reginald J. Brown,
Mr. Keyworth’s lawyer. The analysis
“piles inference on innuendo to reach
a predetermined and hopelessly
flawed conclusion.’’

“It was developed through illegal
and invasive means.’’

“Dr. Keyworth did not reveal con-
fidential or damaging information
about H.P. to CNet, and spoke with
the reporter with H.P.’s best inter-
ests in mind,’’ Mr. Brown added.
“More importantly, neither Dr. Key-
worth and his family, nor any jour-
nalist and his or her family, deserved
to have their records purloined,
homes monitored or trash picked
through by private investigators.”

State and federal prosecutors are
now trying to determine if the meth-
ods used by Hewlett-Packard’s hired

guns broke any laws by using pre-
texting, a technique in which an in-
vestigator lies about his own identity
to obtain phone calling and other per-
sonal records.

The report was prepared by Kevin
T. Hunsaker, a senior lawyer and the
director of ethics who is leaving the
company, and was delivered May 24
to Mr. Hurd; Ann O. Baskins, the
general counsel who resigned Thurs-
day; and the company’s board.

The report focuses on the rela-
tionship between Mr. Keyworth and
Ms. Kawamoto, the CNet reporter;
Investigators determined they met

at the beginning of 2001. They did so,
curiously enough, at the behest of
Hewlett-Packard’s chief executive
then, Carleton S. Fiorina, whom the
report concluded instructed Mr. Key-
worth to establish a relationship with
Ms. Kawamoto to spread word of the
company’s new exploits.

Sarah Cain, a spokeswoman from
CNet, said the news organization
would not comment on Ms. Kawamo-
to’s sources, nor discuss whether Mr.
Keyworth was a source. Ms. Cain
said the organization was distressed
over the investigation into the activi-
ties and lives of reporters. “We feel
it’s a huge violation to our reporters’
personal and profession privacy,’’
she said.

The team of investigators — which
included Mr. Hunsaker, members of
the company’s internal global securi-
ty operation and outside detectives
— found that Ms. Kawamoto had
written 10 articles since 2002 about
the company that cited a confidential
source. 

“One of the first things the in-
vestigation team noted is that Kawa-
moto always cites just one ‘source’
rather than citing ‘sources’ or ‘peo-
ple familiar with the situation,’ like
other reporters who more frequently
cover H.P. do,” the report theorized. 

And unlike some other reporters,
the investigators noted, Ms. Kawa-

moto did not contact the company’s
media relations department to con-
firm her articles. Investigators con-
cluded the reporter must have found
the source so highly credible and
well placed that she did not believe it
was necessary to nail down the in-
formation.

Then there were the phone con-
versations. By studying calling
records, the investigators deter-
mined that on Jan. 18, just before a
CNet article was published, a call
was made from Ms. Kawamoto’s
cellphone to Mr. Keyworth’s home in
Piedmont, Calif. The call was placed
at 5:25 p.m. and lasted approximate-
ly one minute. (In the final report,
the notation about the call is in bold
type, highlighting significance.)

“It should be noted that the phone
is listed in Keyworth’s wife’s name,”
the report states. “There is no docu-
mented 411 call from Kawamoto’s
cellphone prior to the call. This in-
dicates that Kawamoto likely knew
the home phone number.”

The sleuths determined that an-
other call, for 10 minutes, was placed
on Feb. 3, at 2:21, from Mr. Key-
worth’s cellphone to Ms. Kawamo-
to’s office. Again, the report notes,
there was no 411 call, suggesting to
the investigators that Mr. Keyworth
knew the number. 

Meanwhile, the report suggests
that the tension was getting to Mr.
Keyworth and Thomas J. Perkins, a
friend and compatriot on the board.
The report says that during a break
at a March board meeting — as the
scrutiny from the investigation was
mounting — Mr. Keyworth and Mr.
Perkins were overheard in a heated
discussion.

According to the report, “The ar-
guments were mainly one-sided, with
Keyworth intently speaking and even
pointing his finger at Perkins’ chest
several times. At the very end of the
second argument/heated discussion,
Keyworth was overhead saying:
‘They don’t have enough to go
there.’ ”

The investigators also drew a link
between Mr. Keyworth and Stephen
Shankland, a reporter who collab-
orated with Ms. Kawamoto on three
articles in which a confidential
source was used. The report indi-
cates that Mr. Keyworth worked for
six years at Los Alamos Labs with
Thomas Shankland, Stephen Shan-
kland’s father. 

“Stephen and Keyworth’s son,
George, who are just two years
apart, likely attended the same ele-
mentary school,’’ the report states.

But now that all their work has
been exposed to the light of day, the
investigators are unlikely to be taken
up on the offer they presented in the
final sentence of the report. “The in-
vestigation team,’’ they wrote,
“would be pleased to participate in
any discussions regarding proactive
measures designed to reduce the
likelihood of similar incidents occur-
ring in the future.’’

Hewlett’s Hunt Became a Game of Clue 
Continued From Page A1

Andrew Councill for The New York Times

Mark V. Hurd, Hewlett’s chief, ac-
cepted blame for the “mess.” 

Offices-Nassau/Suffolk 130
GREENPORTLI is HOT!

Prime commercial spaces across fr
marina & carousel, great for all busi-
ness. We are signing leases for the
next season; incentives given. Don't
wait, call 917-559-1671

OFFICE
SPACE

(100)

35WEST #147 Btwn Bway & 7th

4000 SF, ACROSS MACYS
No Fee. Falcon Properties 212-302-3000

36ST 152W. Btwn Bway & 7th

500, 1000, 1500 Sq.Ft
FALCONPROPERTIES 212-302-3000

Offices-Manhattan 105

JeromeAvenue 177th Street
10,000 SFDrive-In

2nd fl w/ramp; great visibility
For Lease By Owner 212-772-7550

WANTAGH Near LI RR, 3,700 sq. ft.
plus basement/parking in a corner strip
center onWantagh Ave.
Call owner 516-487-7100 extension 26

Jamaica Ave, Queens Village, at LIRR,

prime retail; 9-cap; $925K. 646-702-0100

Publicly Traded Company requires
$750,000 short term Bridge Financing!

60% annualized return.
SecurityCollateral available.
Call: 613-447-1177 TBI Brokerage

Manhattan 305GRAND CENTRAL STA:Office sub-
lease. 3 offices w/wndws. Free access
to fax & copymachines. Receptionist
avail. Mntly rent $2000. 212-867-7575

Offices-Queens 127

Bronx 315

1st to River ABRAMSONBROTHERS
For availabilities & floor plans visit
www.abramsonbrothers.com
or call us at: 212-687-2655

INVESTMENT
PROPERTIES

(600)

Queens 327

WILLIAMSBURG Commercial Proper-
ty for Rent. Great Opportunity for
store/restaraunt. Ground flr 1875 sf, &
1000 sf in bsmnt. Very busy 2 way
street, nr L-Train. Call Ben 347-693-5722

NOW SEEKING Motivated people who
want to earn extra money in the travel
industry. No exp necessary! No fee
reqd. Call: 1-866-205-0179

WALL ST-11 HANOVER SQUARE
ENTIRE FLOOR ……………3646 SQ FT
ENTIRE FLOOR ……………3832 SQ FT
HermanHertweck 212-233-6810 x265

Triboro Bridge Major Deegan
5,000 SFDrive-In + 6,000 SF Parking
FORLEASE - 1 story w/mezzanine.
Paved, fenced parking - Deegan Exit.
CALLOWNER 212-772-7550

HERALD SQUARE 110W 34 St
Sublet, 3rd flr, move in cond, C/AC, sep
entr, 2 offcs + lg open area, 1400 sf, 2 yr
furn. 212-268-4632 ext 128, George

25th St. Madison Sq. Park
150-3,032 sq ft.

Broadway 1123 & 1133
Classic Architecture/High Tech

On-site ownermanaged, Great Light/
Views. Hi-speed Internet/Cable Ready.
KewManagement (212) 255-3346

RENO, NEVADA CASINO & HOTEL 16
floors, 351 guest rooms, 266,000 SF, 27,-
000 SF Casino, 834 parking spaces, 8200
SF retail space. $40 Million. 15% down,
will finance. 914-376-0100 or 914-645-6420

S OUTHOZONEPARK
60x100 corner ppty, 5 stores,

R32 zoned mixed use, can build apts &
stores. Asking $1.59MM. 917-355-4075

BUSINESS
OPPORTUNITIES

(3400)

HarlemRiver Drive 154th Street

GARAGE/WAREHOUSE
15,000 SF - 2 drive-in/loading docks
Renovated - Great highway access.
For Lease Call Owner 212-772-7550

5 Av 304 5th Ave bet 31&32 St
For User & Developer: 20' x 99' Lot,C5-2
Zoning, 15-story mixed use project
approved & finished demo. Ask $10M.
Princ's Only. Best One RE 212 -216-9787

36 St, 315 W. Penn Sta LIRR
14,000 SF UNIT-MayDivide

Mod 18 sty-hvy pwr-3 pass-2 frt elvs
MARKETRENTAL-Immed Poss

Harve Schuster, Sr.VP 212-696-7119
WALTER& SAMUELS, INC
www.walter-samuels.com

Lexington Ave., 666 (55-56 St.)
APX 3,200' + 1,100' BSMT $475,000 p/a
Duane Reade. Occup arranged. Food
ok-No cooking. Owner 212-832-3263M-F

NOLITA/SOHO

OFFICE/SHOWRM/PROFESSIONAL
SPACEFORRENT.

1500 to 2500sf. Very HOT neighbor-
hood. 262 Mott St & Prince. Ground
floor off lobby, hi clngs, hdwd flrs, pvt
restroom, beautiful space to move
right in. No work needed. Hi spd wired,
sep HVAC. Russ Chinnici: 917-750-6701

1st Avenue/48 St
S torage Space Avail.
For 300 pallets.

Please call: 718-854-8715

OCEANSIDE › Acre for rent. Lic for
mulch, t.s., compost. $2000/mo+% of gr
sales. Reply to Framitz/Rieco Holding,
P.O. Box 69, Oceanside, NY 11572

Nassau/Suffolk 330

Manhattan 405

PARK AVE/31st-Special floors in spe-
cial bldg. Avail soon. 4400-8800SF. Full
floor identity, beautiful buildouts, must
see at: www.browncompanies.org
for photos & contact info.

LIC. 51-02 27TH ST. 9,000 SF+ 2,000
office, 20' ceil. Monthly rent firm at $9K.
50-20 25TH ST. 37,000 SF bldg + 25,000
SF yard, 20' ceil. Can be subdivided.

917-837-3636 or 917-576-0011

Allerton Avenue/White Plains Road
9,000 SQ FTOFFICES FORRENT

Can Be Subdivided
Call 212-888-2013

www.2901whiteplainsroad.com

Offices-Bronx 115

Brooklyn 221

5th-Lex Offices, Showrooms, Retail
B/t GRANDCENTRAL&PENN STA.

750 to 5,000 SF
OwnerManagement

212-751-5884 For Plans onWebsite
www.HilsonManagement.com

UPPER BROADWAY. Heavy traffic.
2,500 sq. ft. suitable for any retail use.
Asking $45 per sq. ft. Call 212-484-5792

Brokers protected

CROWN HEIGHTS. 1st flr in brand new
3-family for prof'l/medical office, han-
dicap accessible. Nr Interfaith Hospital.
$2800/mo, pay own utils. 646-644-6436

GV—248West 14th St. School or office
space 2nd flr. Busy location, 4mths,
security $7500 permth. No commission
paid to Brokers. 212-243-7757

MADISON AVE 59TH ST

EXECUTIVE OFFICE
Prime Private Suite

832 sf, $65/sf, 5 yrs lse
17th Fl-Great Views
Across From GM Bldg
Call 212-716-3890

54 St/7th Av Rental 24h Ft Traffic

HOT SPOT, HIGH TRAFFIC
800sf on 7th Ave Call 212-484-3765
Lots of frontage! OrsidRealty.com

FRESHMEADOWS Near St. John's
1000 sf, $3500/mo. Avail immed. Short
or long term lease available.

Call: 917-684-8896.

LINDENHURST 2 stores, 2 offices.
5000 square feet, parking on premises,
built in 1972, income $77K+.
Asking $849,500. Owner, (516)319-3672

RETAIL
SPACE

(200)

Nassau/Suffolk 717
HILLBURN/SUFFERN Rental Only

70,000 sf divisible into 5/10/20,000 sf, etc.
Hi ceils, RR siding, tailboard/drive-in
loading. Owner 718-435-2603

Bruckner Blvd $4,000/mo

7,500 SF Storage
Clean & bright w/bsmt, includes heat
CALLOWNER 212-772-7550

PA—POCONOS/Rt 309/Scott St—bldg
for sale or rent, great oppty, adjac to
major mall, ·rd rented $1400/mo;
30x50 & 30x48 still avail for rent w/opt to
buy for $479,000. 67x267 lot. 570-840-3946

Nassau/Suffolk 230

Georgetowne Shopping Center
(2) 3,000 SF or (1) 6,000 SF prime spaces
avail for lease in Bklyn's beautifully re-
no'd Georgetowne Shopping Center.
High traffic area, neighboring George-
towne, Mill Basin, Bergen Beach &
Canarsie. Selling bsmts incl. On-site
prkg for approx 575 cars. Excellent for
retail or restaurants. Call 718.241.2600

ATLANTA 48 Units. Infill Location.
Large Floorplans. All Cash Acquisition.
Southeast Apartment Partners
404.442.5600

Offices-Manhattan 105

LOFTS
& SHOWROOMS

(400)

Miscellaneous 3454

MIDTOWN—SPECTACULAR PARK
VIEW corner office with all executive
office amenities in boutique profes-
sional suite. Unique opportunity for
highly accomplished professional.
Respond: greatnycoffice@aol.com

FLORIDA , ST PETEBEACH
APT BLDG w/5 units. Direct Gulf View!
$2.3M. Call Kate Curry, Marie Powell &
Co 727-215-3321. www.katecurry.net

COMMERCIAL
LOTS &

ACREAGE
(700)

Manhattan 205

Rockland County 348

Other Areas 585

Manhattan 205

Bruckner Blvd Lease

50,000 SF Drive-In
2-stories w/ramp. Great visibility.
Highway & bridge access.

CALLOWNER 212-772-7550

SOHO 300 SPRING ST
1800 sf ground flr, + 800 sf cellar. New
bldg. 18' ceils, wide glass frontage.

Call: 917-731-5938.

Queens 227

Professional Offices
Brooklyn 183

HARLEM-Park Av & 131St @ FDR exit.
1200-6000SF, hi ceil, ownwashrm.
Ample prkg, rapidly improving area.
$19.75/SF, 212-751-1220, 212-926-0012

1st Ave/48 St
SharedWarehouse Space Avail

Approx 4500 SF. 30' ceils, fully racked.
718-854-8715

UNIONDALEFOR SALE
Land fl acre, prime location, with
building, hi traffic, pot'l commercial/
residential. Call Cerga 516-884-3655

Great Neck 1010 Northern Blvd

MOVE IN TODAY
Singles, Suites & Conf Rms, Lux Bldg
LARGE 6-PERSON SUITEAVAIL.
Fully Furnished, DSL, Phone, Fax

Bank, Restaurant, Garage on Premise

CORP ID PACKAGE
Ans Svcs, Mail, Conf Rm, $100-175/mo
516-466-0460 www.1010northern.com

WALL STREET GREATTRAFFIC
2nd flr of 8,000 sq.ft. with Double
HeightWindows &Huge Frontage.

RAYABRAMCYK 212-349-1300

MIDTOWN&DOWNTOWNAREAS
FURNOFF SUITES IN HI TECHBLDG
BELOWMKTPRICESGRTBLDG

EXCL STAFF 212-430-6440/212-631-7505

49TH ST/MADISONAVE
1800 sq ft prime location. Perfect for
dentist or jeweler. 24 hr drmn.

201-739-8533.

5 Av (10 E 39/9th fl) Furnished Offices

8' x 10' $950/mo; 14'x18' $1600/mo
10 E 39th 212-683-7560

6THAVE#1026 Btwn 38th-39th Sts
Comm''l Loft 1800SF Large windows
front & rear, ideal for off/Photo/Art Stu.
24 Hr access. No Fee. 212-302-3000

14 St/424 East
Store For Rent By Owner
550sq ft + bsmt; Lawrence
Marolda: 212-480-1122 ext 103

Brooklyn 321

35 ST, 147W. Btwn Bway-7th
500-1000-2000 4000sf. Totally renov'd,
newwndws. HVAC. 24hr access/No fee
FALCONPROPERTIES 212-302-3000

38 ST, 325W OFF 8th AVE
500, 700, 1400 sf. Tot reno ofcs. New
elevs. 24-hr drmn. Internet access
falconproperties.com 212.302.3000

APARTMENT
HOUSES

(500)

LEARNTOTRADE STOCK INDEXES
www.TradersInternational.com
Join us online for free LIVE demo.
Perfect Home Business. 800-670-0834.
successfully in UP or DOWNmarkets.

WOODHAVEN/Richmond Hill, Store
front for rent. Approx 2000 sf with base-
ment, high ceilings. 101-09 Jamaica
Ave. $3500/month. Call 718-544-8300

Capital Wanted 3402

Capital to Invest 3404

87th St & 2nd Ave 4,400 Sq. Ft
EXCELLENTRETAIL LOCATION
IMMEDIATEOCCUPANCY

Call 516-997-2442

College Point

40,000sf including 10,000sf bldg to street
frontage. $6,500,000. 516-633-6840

ELMHURST 89-22 QUEENS BLVD
Corner bldg, 11,200 sf, opposite Macys
& Target. Rent firm at $30K/mo.
78-21 QUEENS BLVD—corner bldg,
16,000 sf, oppos. Pan American Motel,
next to Commerce Bank. Rent firm at
$17K/mo. 917-837-3636 or 917-576-0011

38 ST, 262W. Btwn 7th-8th
500, 700, 1400 SQ.FT.

NO FEE.
FALCONPROPERTIES 212-302-3000

Westbury-across frm Fortunoff
1600SF between Starbucks & Pekyar.

Call owner 631-584-5956

Investment Properties
Manhattan 603

HARLEMPark Av & 131 St @ FDRExit
$19.85/SF. 9000 SF, 3 pvt washrms, 27
big windows, new A/C, loft look, eleva-
tor. Parking. 212-751-1220, Brokers OK

BED-STUY 3 sty build, corner of Herk-
irmer & Buffalo. MANY UPGRADES, 3
apts & 3 stores. In up & coming area.
$640K Neg. Call Ben 347-693-5722

ATLANTA 276 Units Excellent Physical
Condition. Stabilized Performance. At-
tractive Bond Financing. Southeast
Apartment Partners 404.442.5600

Investment Properties
Other Areas 605

COMMERCIAL &
INDUSTRIAL
PROPERTIES

(300)

Avenue C/104
Store For Rent By Owner

1800 sq ft + bsmt. LawrenceMarolda
212-4801122 ext 103
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