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UNITED STATES DISTRICT COURT
EASTERN DISTRICT COF NEW YORK

_______________ e
SUPERSETDTING
UNITED STATES OF AMERICA I NDICTMENT
- against - Cr. No. 06-628 (S5-1) (NGG)
{(T. 15, U.8.C., §§ 78] (b},
JACOB ALEXANDER, 78m{a) and 78ff; T. 18,
also known as U.s.c., &§ 371, 98l(a) (1) (Cy,
“*Kobi Alexander,” 982, 1341, 1343, 1348, 1344,
1510{a), 1512(b) {1},
Defendant. 1856 (a) (1) (B) (1),
1956 (a) (2) (B) (i), 1957 ({a},
1957(b), 2 and 3551 et seq.;
T. 21, U.S.Ciy *§ B53; T. 28,
U.s5.C., § 2461(c))
_______________ % LA e th e

OC1 512680
THE GRAND JURY CHARGES:

INTRCDUCTION TO ALL CQUNTS

At all times relevant to this Superseding Indictment,
unless otherwise indicated:

THE CORPORATION

1. Comverse Technology Inc. (“CTI”) was a New York
corporation with its headquarters in Woodbury, New York.Y
Beginning in 1986, CTI was a publicly-traded corporation, the
common stock of which was traded on the NASDAQ Naticnal Market
System (“NASDAQ”). Through Comverse Inc., a wholly-owned

subsidiary, CTI was a provider of software and software systems

'In 2005, CTI moved its headquarters to Manhattan, but
continued tc maintain offices on Long Island.
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for communication and billing services. CTI was a component
stock in the S&P 500 and NASDAQ-100 indices. CTI’s shareholders
were located throughout the United States, including in the
Eastern District of New York.

2. As a public company, CTI was required to comply
with the rules and regulations of the United States Securities
and Exchange Commission (the “SEC”). The SEC’s rules and
regulations were designed to protect members of the investing
public by, among other things, ensuring that a company’s
financial information was accurately recorded and disclesed to
the investing public. Under the SEC’s rules and regulatiqns, CTI
and its officers were reguired to file with the SEC quarterly
reports (on Form 10-Q) and annual reports (on Form 10-K) which
included financial statements that accurately presented CTI's
financial condition and the results of its business operations in
accordance with Generally Accepted Accounting Principles
(“GAAP”). (Tl was alsc required to disseminate and file with the
SEC annual proxy statements to shareholders (on Form 14-A)
setting forth accurate information about matters to be brought to
a vote at annual shareholder meetings.

THE DEFENDANT

3. The defendant ALEXANDER, a founder of CTI, was the

Chief Executive Officer (“CE0”) of CTI and Chairman of the Board
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of Directors.? ALEXANDER reviewed and approved CTI’s public
filings. As CEO and Chairman, ALEXANDER signed CTl’s annual and
quarterly public filings. ALEXANDER received a khachelor's degree
in economics from Hebrew University cof Jerusalem, and a master's
degree in finance from New York University. On May 1, 2006,
ALEXANDER resigned his positions from CTI in the midst of an
internal investigation by a Special Committee of CTI's Board of
Directors (the “Special Committee”).

4. The defendant ALEXANDER, together with others,
engaged in a scheme to backdate millions of stock options granted
to himself and CTI employees to days when the stock of CTI was
trading at periodic low points. The defendant reaped substantial
personal gain from his fraudulent conduct.

THE OPTIONS BACKDATING SCHEME

The Process of Granting Options

5. The defendant ALEXANDER, together with others,
devised a scheme to defraud predicated on the backdating of CTI’s
option grants. An option is the right to buy a share of stock on
a future date (typically at the end of a vesting period) at a set
price, known as the “exercise” or “strike” price. The exercise

price is ordinarily the trading price of the stock (i.e., the

ALEXANDER was a director of CTI from its formation, and
became Chairman in September 1986. ALEXANDER served as President
of CTI from its formation until January 2001. In April 1887,
ALEXANDER was named CEO.

-3-
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fair market wvalue) con the day that the option was granted by a
corporation’s board of directors or, typically, the becard’s
compensation committee. The holder of an option makes a profit
by exercising the option to buy the stock at the end of the
vesting period at the locked-in exercise price, and selling the
stock when it is trading at a higher price than the.exercise
price. Options with an exercise price equal to the current
trading price of the underlying stock are commenly referred to as
peing “at the money”; options with an exercise price below the
current trading price of the stock are “in the money”; and
options with an exercise price above the current trading price of
the stock are “under water.” Options that are in the money have
a so-called “paper profit” associated with them, meaning that the
options have value based on the difference between the exercise
price and the current trading price, although the holder has not
yet reaped the actual profit by exercising the option and selling
the stock, and may need to wait until the end of a vesting period
to do so.

6. When a company grants in-the-money coptions, i.e.,
options with an exercise prige below the current trading price,
this event has significant accounting, disclosure and tax
conseguences as set forth below. One way for executives to reap
the benefit of in-the-money-options while evading these

accounting, disclosure and tax conseguences is to backdate tne
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options so as to conceal the fact that the company has granted
in-the-money opticns.

The Backdating of Options

7. Backdated options are cptions that appear to have
been granted on a certain date at the fair market value (i.e.,
the trading price) of the underlying stock on the date of the
grant, but were actually granted on a later date. One motive for
backdating is to fix a lower exercise price for the options,
thereby awarding in-the-money options and inflating the gain to
the holder of the options. Backdated options, therefore, are
typically backdated to a date on which the stock was trading at
lower price than the price on the day of the actual grant. By
fixing an earlier date as a grant date, the company makes it
appear that the options were granted at fair market value - the
.trading price of the stock on that earlier date. In this way,
the holdef of the option has received in-the-money options and
therefore has a head start on the spread between the exercise
price and the current trading price. One motive for backdating
is to evade the accounting, disclecsure, and tax Conseguences of
granting in-the-money options.

Accounting Consecquences

8. The granting of in-the-money options has
significant accounting consequences. Essentially, in-the-money

options constitute compensation and therefore should be



