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A few years ago, when Vodafone
Group PLC spent around $14 billion to
expand into Japan, the world’s biggest
cellphone carrier at the time hoped to
make a splash in the world’s most-ad-
vanced cellphone market.

Yesterday, Vodafone conceded defeat.
It agreed to sell its 97.7% stake in

Vodafone Japan for an amount that
doesn’t even recoup its investment, when
taking into account additional capital
spending. The sale to Internet conglomer-
ate Softbank Corp. of Tokyo is for $11.9
billion in cash, plus about $3.7 billion in
preferred stock, loans and debt assump-
tion. Vodafone said it will record a
charge of $8.6 billion related to the unit.

Vodafone’s Japan foray has become

yet another warning on the limits of global
branding in the telecommunications busi-
ness, where local tastes and market dy-
namics can trip up the hardiest adventur-
ers. It carries important lessons for
Vodafone and its chief executive as the
company seeks new growth opportunities.
Over the past decade, Vodafone has
preached the benefits of using its massive
scale to spread thesame phonesand brand

image globally. Now, the company may
concentrateongrowing incontiguous mar-
kets rather than in isolated countries.

“It is…becoming increasingly clear
that the greatest benefits come from
strong local and regional scale,” said
Vodafone Chief Executive Arun Sarin, in
a conference call yesterday.

U.S. telecoms have already retreated
en masse from foreign markets. For ex-
ample, in the past three years, BellSouth
Corp. sold both its Latin American and
Israeli operations. Instead of expanding
abroad, large U.S. telecom players have
been focused on their home market,
where competition with cable rivals and
Internet players is heating up. The exit
from foreign markets in part has enabled
telecom consolidation in the U.S., freeing
up funds for acquisitions and taking
away conflicting strategic directions.

Vodafone’s latest move leaves inves-
tors in the sector wondering what it will
do with its U.S. asset, Verizon Wireless,
in which it has a 45% stake. Vodafone has
been unable to establish a brand in the
U.S. market and an attempt two years
ago to sell out of Verizon Wireless and
acquire U.S.-based AT&T Wireless,
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By MONICA LANGLEY
And LEE HAWKINS JR.

The board of General Motors Corp.
called for an investigation into thecause of
newly uncovered accounting errors that
forced the troubled auto maker to delay fil-
ing its annual report and could postpone a
critical sale of part or all of its financing
arm, said people familiar with the matter.

During a hastily scheduled conference
call Friday morning, directors expressed
displeasure over the last-minute filing de-
lay to Chairman and Chief Executive
Rick Wagoner, who was calling in from
Asia, and to Chief Financial Officer Fred-
erick “Fritz” Henderson, these people
said.

Philip Laskawy, the director in charge
of the audit committee, asked for an anal-
ysis of the last-minute problem. Jerome
B. York, the newly elected board member
who represents billionaire Kirk Kerko-
rian, GM’s largest shareholder, followed
up by pushing for an in-depth review of
what GM would do to fix its accounting
problems.

Mr. Wagoner said little during the
meeting and did not offer an explanation
for the accounting issue or the delay,
these people said. The directors’ ques-
tions were answered by Mr. Henderson.
Mr. Henderson, who just took over as
CFO this year, told the board he hoped to
have preliminary answers next week.

The unusual meeting came just hours
after the late Thursday announcement in
which GM said it had to delay filing its
10-K report to the Securities and Ex-
change Commission after discovering
the accounting errors by a residential
mortgage business owned by its finance
arm, General Motors Acceptance Corp.

GM, which already faces an SEC probe
into its accounting practices, also dis-
closed that its 10-K report, when filed, will
outline a series of accounting mistakes
that will force the car maker to restate its
earnings from 2000 to the first quarter of
2005. GM also said it was widening by $2
billion the loss it reported for 2005.

GM shares sank 4.9% to $21.13 in 4
Please Turn to Page A6, Column 3

By C H A R L ES F O R E L L E a n d JA M ES B A N D L E R

O
N A SUMMER DAY IN 2002, shares of Affiliated Computer Services
Inc. sank to their lowest level in a year. Oddly, that was good
news for Chief Executive Jeffrey Rich.

His annual grant of stock options was dated that day, entitling him
to buy stock at that price for years. Had they been dated a week later,
when the stock was 27% higher, they’d have been far less rewarding. It
was the same through much of Mr. Rich’s tenure: In a striking pattern,
all six of his stock-option grants from 1995 to 2002 were dated just be-
fore a rise in the stock price, often at the bottom of a steep drop.

Just lucky? A Wall Street Journal analysis suggests the odds of this
happening by chance are extraordinarily remote—around one in 300
billion. The odds of winning the

By DEBORAH BALL

Besotted pet owners buy their
pooches Gucci coats and canine spa treat-
ments. Now, they can add dog food that
wouldn’t look out of place on their own
dinner tables.

Nestlé SA, the biggest pet-food maker
in the U.S., is launching a new line of
Purina dishes that include roasted
chicken with pasta and carrots, and sim-
mered beef with wild rice and spinach.
Rival Del Monte Foods Co. is adding
pasta and vegetables to its famous Kib-
bles ’n Bits. And Procter & Gamble Co.
has introduced Savory Sauce, a “canine
condiment” to pour over dog food. It
comes in three flavors—bacon, chicken
and roasted beef.

As many pet owners become more so-
phisticated in their own tastes and more
careful about what they eat, more are
transferring those preferences to the
dogs who are members of the family.

The biggest names in food—both hu-
man and canine—are seeking to cash in.
“The humanization of pets is the single
biggest trend driving our business,” says
Todd Lachman, the head of Del Monte’s
food and pet division. “When I first got
involved, I thought it was a bit silly. But
now that I’ve spent enough time seeing
how passionate people are about their
pets, I don’t think it’s silly.”

The new foods are largely aimed at
dogs because dogs are more demonstra-
tive than cats in showing their apprecia-
tion, and owners are more likely to spend
on them, food company executives say.
Dogs also can eat a more human-style
mix of meat, grains and vegetables,
while cats are largely carnivorous.

“If you see a human trend in food,
you’ll see it in pet food within six months
now,” says Bob Vetere, managing direc-
tor of the American Pet Products Manu-
facturers Association.

Shari Raven, a 43-year-old special-edu-
cation teacher in suburban Chicago, used
her two dogs as Nestlé taste testers for
the new dishes, which the company dubs
“prepared meals” from its Beneful line of
dog food. “It’s like people food.…It’s
what I would give my own family,” she
says, adding that it was a big hit with
Snowball, a 7-year-old Cairn Terrier, and
Sparky, a 2-year-old Shih Tzu.

Like many of the other foods, the new
Beneful meals, which started hitting the
shelves this week, are expensive. They
have a suggested retail price of $1.59 per
package, about 54% higher than any
other national wet-dog-food brand
tracked by AC Nielsen.

Ms. Raven says she currently buys
cans of Alpo, at 75 cents each, to top off
her dogs’ dry food. She says she plans to
replace that diet with the Beneful prod-
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Vodafone’s Global Ambitions Got Hung Up in Japan
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Sells Off Its Unit There;

Tripped Up by Local Quirks
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–Markets–
Stocks:NYSE vol. 1,987,048,750
shares, Nasdaq vol. 2,430,571,172.
DJ industrials 11279.65, s +26.41;
Nasdaq composite 2306.48, s +6.92;
S&P 500 index 1307.25, s +1.92.
Bonds (4 p.m.):10-yr Treasury
t –8/32, yld 4.674%; 30-yr
Treasuryt – 12/32, yld 4.718%.
Dollar:115.82 yen, –1.01; euro
$1.2195, +0.17 cent against the dollar.
Commodities:Oil futures $62.77 a
barrel, t –$0.81; Gold (Comex)
$554.10 per troy ounce, t –0.30;
DJ-AIG Commodity162.186, t –0.194.
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Writers at Work: Louise
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Fading Signal
Vodafone’s share of the net increase in 
Japanese cellphone accounts, quarterly data

Source: Wireless Intelligence
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n THE U.S. APPEARS highly ambiv-
alent on talking to Iran about Iraq.

As the U.S. envoy to Iraq said he
wants negotiations held in Baghdad
and to include Iraqi leaders, Bush’s
national security adviser expressed
skepticism that Tehran was offering
anything more than a ploy to ease in-
ternational pressure over its nuclear
defiance. And Iraqi Sunni leaders ob-
jected to expansion of Shiite Iran’s in-
fluence. Meanwhile, 19 Shiite pilgrims
were killed on the roads to Karbala;
Iran said that attacks there killed 21.

U.S. and Iraqi troops pressed their
offensive north of Samarra. The U.S.
said the drive showed Iraqis’ grow-
ing proficiency; one general said they
will control 75% of the nation by fall.

i i i
n Bush was set back as an appellate
court rejected his easing of rules re-
quiring antipollution overhauls when
older plants and factories expand. It
said the EPA had ignored the Clean
Air Act’s “plain language.” (Page A3)
n An EPA study found that proposed
rules to curb small-engine emissions
pose no safety hazard, undercutting
opposition from lawn-mower makers.

i i i
n The Moussaoui judge agreed to an
substitute witness list that would let
the death-penalty trial proceed. Air-
lines denied Sept. 11 victims’ asser-
tion that their efforts to limit liabil-
ity were behind prosecution coaching.

i i i
n The Hague said no poison or med-
icine in lethal quantity was found in
Milosevic’s blood, doing little to dis-
pel conspiracy talk. In Serbia, short
lines for the ultranationalist leader’s
viewing suggest his spell has broken.
n The Hague took custody of its first
Congo war-crimes suspect, a warlord
who had fielded child soldiers in the
1998-2002 civil war that killed millions.

i i i
n Hamas got set to take over Pales-
tinian government with little soften-
ing of rhetoric. Fatah officials urged
Abbas to quit after Israel’s jail raid.
n Sharon is to be moved to a long-
term care facility near Tel Aviv fol-
lowing Israeli elections March 28, hos-
pital officials told a local TV station.
n Israel set up a quarantine and was
destroying flocks after bird flu was
found at two turkey farms. Three pos-
sibly infected people are in hospitals.

i i i
n Lukashenko hurled threats on the
eve of Belarus elections, saying he’ll
“wring the necks” of anyone attempt-
ing Georgia- or Ukraine-type protests.

i i i
n China dropped charges of revealing
state secrets against New York Times
researcher Zhao Yan, a splashy ges-
ture ahead of Hu’s pending U.S. visit.

i i i
n Khodorkovsky aides said Russia
has frozen the jailed oil tycoon’s ac-
counts without explanation, blocking
funds to advocacy groups he backed.

i i i
n Chirac called for government-union
talks on a labor law easing French fir-
ing rules, a bid to defuse student pro-
tests that have disrupted universities.

i i i
n Planned Parenthood dropped its ad-
vice to administer the abortion pill
vaginally after the FDA began inves-
tigating two more deaths. (Page A6)
n April 1 looms as a potential point
of further Medicare drug-benefit fric-
tion as insurers gain more control of
coverage lists, advocacy groups say.
n Soy foods like infant formula are
safe to eat but warrant further study,
a federal panel reviewing effects of a
natural steroid concluded. (Page A4)

i i i
n BP denied lax maintenance after a
report found Prudhoe Bay oil spilled
from a pipe undetected for five days
recently before a worker smelled it.

i i i
n Financial mismanagement charges
have prompted the Orthodox Church
in America to fire its chancellor and
bring in outside auditors. (Page B2)

GM’S BOARD CALLED for a
probe into the cause of

newly uncovered accounting er-
rors that forced the auto maker
to delay filing its annual report
and could postpone a sale of its
GMAC financing unit. GM shares
sank 4.9% to $21.13. GM and
GMAC bonds fell, and Moody’s
said it would place the debt on re-
view for a possible downgrade.
(Article in Column 6 and on Pages A6 and B5)

i i i

n Vodafone agreed to sell its 97.7%
stake in its Japanese unit to Soft-
bank for $11.9 billion plus debt,
conceding defeat in its foray
into Japan’s cellphone market.

(Article in Column 4)

i i i

n Industrial output jumped 0.7%
last month from January and 3.3%
from a year ago, boosted by a
production surge at utility plants.

(Article on Page A3)

i i i

n The Dow industrials touched a
4µ-year high for the fourth
straight day, rising 26.41 points
to 11279.65, up 1.8% on the week.
n Oil prices fell 81 cents to $62.77
a barrel as Iran’s offer of talks
with the U.S. eased supply fears.

(Articles on Pages B1 and B5)

i i i

n BAA rejected a $15.38 billion
preliminary offer for the British
airports operator from a consor-
tium led by Spain’s Ferrovial.

(Article on Page A7)

i i i

n Prada is selling its Helmut Lang
brand to Japan’s Link Theory,
as the Italian company continues
to scrap its multibrand strategy.

(Article on Page A7)

i i i

n L’Oréal unveiled a $1.1 billion
takeover offer for Body Shop, a
deal that would widen the cos-
metics group’s global presence.

(Article on Page A7)

i i i

n Actavis offered to buy Croat-
ia’s Pliva for $1.6 billion, a deal
the Icelandic firm said would cre-
ate the No. 3 generic-drug maker.

(Article on Page A7)

i i i

n Indonesia’s Bumi is selling its
coal assets for $3.2 billion to an
investors’ group, in a sign of coal’s
rising profile as an energy source.

(Article on Page A7)

i i i

n Warner Music and Universal
reached a pact with Sirius to let
their music be played on a satel-
lite-radio device that stores tunes.

(Article on Page A6)

i i i

n An Icahn-led investor group
won a bigger-than-expected 48%
of votes for its nominees to the
board of South Korea’s KT&G.

(Article on Page B3)

i i i

n Russian authorities have de-
nied a visa to the CEO of Brit-
ain’s Hermitage, the largest for-
eign investor in local stocks.

(Article on Page B5)

i i i

n Citigroup has improved its reg-
ulatory controls, several corporate-
governance rating firms said.

(Article on Page B3)
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GM Board Seeks

Probe of Mistakes

In Bookkeeping

Last-Minute Error at GMAC

Caught Directors by Surprise;

Share Price Drops Nearly 5%

New canine cuisines from Procter &
Gamble, right, and Nestlé, left.

A Night With Wright

Ada Louise Huxtable on 
her stay in an architect’s 
creation of stone, nature—
and genius. 
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The Perfect Payday
Some CEOs reap millions by landing stock options

when they are most valuable. Luck—or something else?
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Continued from  Page One
multistate Powerball lottery with a $1 ticket 
are one in 146 million.

Suspecting such patterns aren’t due to 
chance, the Securities and Exchange Com-
mission is examining whether some option 
grants carry favorable grant dates for a dif-
ferent reason: They were backdated. The SEC 
is understood to be looking at about a dozen 
companies’ option grants with this in mind.

It could even face accounting issues. Op-
tions priced below the stock’s fair market 
value when they’re awarded bring the recipi-
ent an instant paper gain. Under accounting 
rules, that’s equivalent to extra pay and thus is 
a cost to the company. A company that failed 
to include such a cost in its books may have 
overstated its profits, and might need to re-
state past financial results.

The Journal’s analysis raises questions 
about one of the most lucrative stock-op-
tion grants ever. On Oct. 13, 1999, William W. 
McGuire, CEO of giant insurer UnitedHealth 
Group Inc., got an enormous grant in three 
parts that -- after adjustment for later stock 
splits -- came to 14.6 million options. So far, he 
has exercised about 5% of them, for a profit of 
about $39 million. As of late February he had 
13.87 million unexercised options left from the 
October 1999 tranche. His profit on those, if 
he exercised them today, would be about $717 
million more.

The 1999 grant was dated the very day 
UnitedHealth stock hit its low for the year. 
Grants to Dr. McGuire in 1997 and 2000 were 
also dated on the day with those years’ sin-
gle lowest closing price. A grant in 2001 came 
near the bottom of a sharp stock dip. In all, the 
odds of such a favorable pattern occurring by 
chance would be one in 200 million or greater. 
Odds such as those are “astronomical,” said 
David Yermack, an associate professor of fi-
nance at New York University, who reviewed 
the Journal’s methodology and has studied 
options-timing issues.

Options grants are made by directors, 
with details often handled by a com-
pensation committee. Many companies 

make their grants at the same time each year, 
a policy that limits the potential for date fudg-
ing. But no law requires this.

Until last year, UnitedHealth had a very 
unusual policy: It let Dr. McGuire choose the 
day of his own option grants. According to his 
1999 employment agreement, he is supposed 
to choose dates by giving “oral notification” to 
the chairman of the company’s compensation 
committee. The agreement says the exercise 
price shall be the stock’s closing price on the 
date the grants are issued.

Arthur Meyers, an executive-compensa-
tion attorney with Seyfarth Shaw LLP in Bos-
ton, said a contract such as that sounded “like 
a thinly disguised attempt to pick the lowest 
grant price possible.” Mr. Meyers said such a 
pact could pose several legal issues, possibly 
violating Internal Revenue Service and stock-
exchange listing rules that require directors 
to set a CEO’s compensation. “If he picks the 

date of his grant, he has arguably set a por-
tion of his pay. It’s just not good corporate 
governance.”

UnitedHealth called the process by which 
its grants were awarded “appropriate.” It 
declined to answer specific questions about 
grant dates but noted that on all but two of 
them, grants were made to a broad group of 
employees.

William Spears, a member of United-
Health’s compensation committee, said the 
October 1999 grant wasn’t backdated but was 
awarded concurrently with the signing of Dr. 
McGuire’s employment contract. Mr. Spears 
said a depressed stock price spurred direc-
tors to wrap up negotiations and get options 
to management. The board revised terms of 
the employment contract last year and will 
start making stock-option grants at a regular 
time each year, Mr. Spears added.

The SEC’s look at options timing was 
largely prompted by academic research that 
examined thousands of companies and found 
odd patterns of stock movement around the 
dates of grants. One study was by Erik Lie of 
the University of Iowa. He found that share 
prices generally fell before option grants and 
rose afterward, with the result that recipients 
got options at favorable times. He concluded 
this was so unlikely to happen by chance that 
at least some grant dates had to have been 
filled in retroactively.

Another possible explanation for big rises 
in stock prices following grants is that execu-
tives knew favorable company news was com-
ing and timed the grants just before it. But 
academics think timing for company news is a 
less likely explanation for the patterns, given 
the consistency of the stock climbs after grant 
dates. Also, for many of the companies the 
Journal examined, no obvious company news 
followed closely upon the option grants.

It’s also possible companies sometimes 
award options after their stock has taken a 
fall and seems to them to be undervalued. In 
point of fact, the companies can’t possibly 
know what the stock will do next, but that 
doesn’t mean they might not feel confident 
enough about a recovery to think they are hit-
ting a favorable time to grant options.

The use of stock options surged in the late 
1990s as young firms that had bright pros-
pects but little revenue used them to attract 
and pay executives. As dot-com and telecom 
shares exploded, stock options became a 
source of vast wealth.

They also grew controversial. Critics wor-
ried that big options grants tempted execu-
tives to do whatever it took to get the stock 
price up, at least long enough to cash in their 
options. At the same time, during a general 
bull market, the options sometimes richly 
rewarded executives for stock buoyancy that 
had little to do with their own efforts.

At Mercury Interactive Corp., a Mountain 
View, Calif., software maker, the chief execu-
tive and two others resigned late last year. 
Mercury said an internal probe found 49 cas-
es where the reported date of options grants 
differed from the date when the options ap-

peared to have been awarded. The company 
said it will have to restate financial results. 
The SEC is still looking at Mercury, said some-
one familiar with the situation.

Analog Devices Inc. says it reached a ten-
tative settlement with the SEC last fall. It 
neither admitted nor denied that it had mis-
dated options or had made grants just before 
releasing good news that would tend to push 
up the stock. The Norwood, Mass., computer-
chip maker tentatively agreed to pay a $3 mil-
lion civil penalty and re-price some options. 
CEO Jerald Fishman tentatively agreed to pay 
a $1 million penalty and disgorge some prof-
its. Analog didn’t make him available for com-
ment. The company said it will not restate its 
financial records.

In some instances, backdating wouldn’t be 
possible without inattentive directors, se-
curities lawyers say. At one company the 

SEC is looking at, lawyers say, it appears that 
someone picked a favorable past date for an 
option grant and gave it to directors for ret-
roactive approval, perhaps counting on them 
not to notice. In another case, the lawyers say, 
a space for the grant date appears to have been 
left blank on paperwork approved by direc-
tors, or dates were later altered.

Until 2002, companies didn’t have to re-
port option grants until months later. The 
Sarbanes-Oxley law, by forcing them to re-
port grants within two days, left less leeway 
to retroactively date a grant.

The new rule reduced stock patterns sug-
gestive of backdating, but didn’t eliminate 
these altogether, according to a study by M.P. 
Narayanan and H. Nejat Seyhun of the Univer-
sity of Michigan. They found that companies 
report about a quarter of option grants later 
than the two-day deadline -- and that such de-
layed reporting is associated with big price 
gains after the grant dates. It is a pattern Mr. 
Narayanan calls “consistent with backdat-
ing.”

Before the stricter rules, Brooks Automa-
tion Inc., a semiconductor-equipment maker 
in Chelmsford, Mass., gave 233,000 options to 
its CEO, Robert Therrien, in 2000. The stated 
grant date was May 31. That was a great day 
to have options priced. Brooks’s stock plunged 
over 20% that day, to $39.75. And the very next 
day it surged more than 30%.

A June 7 Brooks report to the SEC covering 
Mr. Therrien’s May options activity made no 
mention of his having gotten a grant on May 
31, even though the report -- which Mr. Ther-
rien signed -- did cite other options-related ac-
tions he took on May 31. Not until August was 
the May 31 grant reported to the SEC.

It wasn’t the only well-timed option grant 
he got. One in October 2001 came at Brooks 
stock’s lowest closing price that year, once 
again at the nadir of a sharp plunge. The Jour-
nal analysis puts the odds of such a consis-
tent pattern occurring by chance at about 1 
in nine million.

Mr. Therrien, who stepped down as CEO 
in 2004 and retired as chairman this month, 
didn’t return messages seeking comment. 
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Chief Financial Officer Robert Woodbury said 
Brooks is “in the process of revamping” prac-
tices so grants come at about the same time 
each year. Mr. Woodbury, who joined in 2003, 
said no one at Brooks would be able to explain 
the timing of Mr. Therrien’s grants.

The highly favorable 2000 grant also ben-
efited two others at Brooks -- the compensa-
tion-committee members who oversaw the 
CEO’s grants. Although Brooks directors typ-
ically got options only in July, that year a spe-
cial grant was awarded just to these two direc-
tors, Roger Emerick and Amin J. Khoury. Each 
got 20,000 options at the low $39.75 price. By 
the time of their regular July option-grant 
date, the stock was way up to $61.75, a price 
far less favorable to options recipients.

Mr. Emerick, a retired CEO of Lam Research 
Corp., declined to be interviewed. Mr. Khoury, 
the CEO of BE Aerospace Inc. in Wellington, 
Fla., didn’t return messages left at his office.

Another company, Comverse Technology 
Inc., said Tuesday that its board had started 
a review of its past stock-option practices, in-
cluding “the accuracy of the stated dates of 
options grants,” following questions about the 
dates from the Journal. The announcement re-
versed a prior Comverse statement -- given a 
week earlier in response to Journal inquiries 
-- saying all grants were made in accordance 
with applicable laws and regulations.

The Journal’s analysis spotlighted an 
unusual pattern of grants to Kobi Alex-
ander, chief executive of the New York 

maker of telecom systems and software. One 
grant was dated July 15, 1996, and carried an 
exercise price of $7.9167, adjusted for stock 
splits. It was priced at the bottom of a sharp 
one-day drop in the stock, which fell 13% the 
day of the grant and then rebounded 13% the 
next day.

Another grant, on Oct. 22, 2001, caught the 
second-lowest closing price of 2001. Others 
also corresponded to price dips. The odds of 
such a pattern occurring by chance are around 
1 in six billion, according to the Journal’s anal-
ysis.

Before Comverse announced its inter-
nal probe, John Friedman, a member of the 
board’s compensation committee, said direc-
tors had noticed the scattered nature of the 
grants -- eight between 1994 and 2001 fell in 
six different months -- but management as-
sured them there were valid reasons. Mr. Alex-
ander, the CEO, didn’t return phone calls.

This week, Comverse said that, as a result 
of the board’s review of its options grants, it 
expects it will need to restate past financial 
results.

Propitious option timing can help build 
fortunes even at companies where the stock 
doesn’t steadily rise. Shares of Vitesse Semi-
conductor Corp., although they zoomed in 
the late 1990s, now rest at about the level of 
a decade ago. But Louis R. Tomasetta, chief 
executive of the Camarillo, Calif., chip maker, 
reaped tens of millions of dollars from stock 
options.

Mr. Tomasetta got a grant in March 1997 

that, adjusted for later stock splits, gave him 
the right to buy 600,000 shares at $5.625 each. 
The date they were priced coincided with a 
steep fall in Vitesse’s stock, to what turned out 
to be its low for the year. He pocketed $23.1 
million in profit when he exercised most of 
these options between 1998 and 2001. Had 
the grant come 10 days earlier, when the stock 
price was much stronger, he would have made 
$1.4 million less.

In eight of Mr. Tomasetta’s nine option 
grants from 1994 to 2001, the grants were 
dated just before double-digit price surges in 
the next 20 trading days. The odds of such a 
pattern occurring by chance are about one in 
26 billion.

Alex Daly, a member of the Vitesse board’s 
compensation committee, said a review of the 
grants found “nothing extraordinary” about 
their timing, and “absolutely no grants have 
been made to anyone, least of all the CEO, that 
are out of sequence with our normal grant pol-
icy.” Vitesse’s finance chief, Yatin Mody, said 
the grants were “reviewed and approved” by 
the compensation committee, “and the exer-
cise price set as of the date of the approval, as 
documented by the related minutes.” He de-
clined to provide a copy of those minutes. Mr. 
Tomasetta said the grants were “approved by 
the board and the price set at the close of the 
day of approval.”

At ACS in Dallas, Mr. Rich helped turn a 
small technology firm into one with more 
than $4.4 billion in annual revenue and about 
55,000 employees. ACS handles paperwork, 
accounting and data for businesses and gov-
ernment agencies. It is a major outsourcer, 
relying on global labor. “It is a pretty bor-
ing business,” Mr. Rich told the University of 
Michigan business school in 2004, “but there 
is a lot of money in boring.”

While most of Mr. Rich’s stock-option gains 
were due to rises in ACS stock, the exception-
al timing of grants enhanced his take. If his 
grants from 1995 through 2002 had come at 
each year’s average share price, rather than 
the favorable dates, he’d have made about 
15% less.

An especially well-timed grant, in which 
Mr. Rich received 500,000 options at $11.53, 
adjusted for stock splits, was dated Oct. 8, 
1998. This happened to be the bottom of a 
steep plunge in the price. The shares fell 28% 
in the 20 trading days prior to Oct. 8, and rose 
60% in the succeeding 20 trading days.

ACS’s Ms. Pool said the grant was for Mr. 
Rich’s promotion to CEO. He wasn’t promoted 
until February 1999. Ms. Pool said there was 
a “six-month transition plan,” and the Oct. 8 
option grant was “in anticipation” of his pro-
motion.

Mr. Rich would have fared far worse had 
his grant come on the day ACS announced his 
promotion. The stock by then was more than 
twice as high. The grant wasn’t reported to 
the SEC until 10 months after the stated grant 
date. Ms. Pool said that was proper under reg-
ulations in place at the time.

A special board committee oversaw Mr. 
Rich’s grants. Most years, its sole mem-
bers were directors Frank Rossi and Jo-

seph O’Neill. Mr. Rossi declined to comment. 
Mr. O’Neill said, “We had ups and downs in 
our stock price like any publicly traded stock. 
If there were perceived low points, would we 
grant options at that point? Yes.”

Mr. Rich said grants were made on the 
day the compensation committee authorized 
them, or within a day or so of that. He said he 
or Chairman Darwin Deason made recommen-
dations to the special board committee about 
option dates.

Mr. Rich, who is 45 years old, resigned 
abruptly as ACS’s chief executive on a Thurs-
day in September to “pursue other business 
interests.” Again, his timing was advanta-
geous. In an unusual separation agreement, 
the company agreed to make a special pay-
ment of $18.4 million, which was equal to 
the difference between the exercise price of 
610,000 of his outstanding stock options and 
the closing ACS stock price on the day of his 
resignation.

But the company didn’t announce the res-
ignation that day. On the news the next Mon-
day that its CEO was departing suddenly, the 
stock fell 6%. Mr. Rich netted an extra $2 mil-
lion by cashing in the options before the an-
nouncement, rather than on the day of it.

Mr. Rich said ACS signed his separation 
agreement on Friday, using Thursday’s price 
for the options payout. He said it waited till 
Monday to release the news because it didn’t 
want to seem “evasive” by putting the news 
out late Friday.

George Anders contributed to this article
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recovery to think they are hitting a favor-

The use of stock options surged in the
late 1990s as young firms that had bright
prospects but little revenue used them to
attract and pay executives. As dot-com
and telecom shares exploded, stock op-

They also grew controversial. Critics
worried that big options grants tempted
executives to do whatever it took to get
the stock price up, at least long enough to
cash in their options. At the same time,
during a general bull market, the options
sometimes richly rewarded executives
for stock buoyancy that had little to do

At Mercury Interactive Corp., a Moun-
tain View, Calif., software maker, the
chief executive and two others resigned
late last year. Mercury said an internal
probe found 49 cases where the reported
date of options grants differed from the
date when the options appeared to have
been awarded. The company said it will
have to restate financial results. The SEC
is still looking at Mercury, said someone

Analog Devices Inc. says it reached a
tentative settlement with the SEC last
fall. It neither admitted nor denied that it
had misdated options or had made grants
just before releasing good news that
would tend to push up the stock. The Nor-
wood, Mass., computer-chip maker tenta-
tively agreed to pay a $3 million civil pen-
alty and re-price some options. CEO Jer-
ald Fishman tentatively agreed to pay a
$1 million penalty and disgorge some prof-
its. Analog didn’t make him available for
comment. The company said it will not

In some instances, backdating wouldn’t
be possible without inattentive directors, se-
curities lawyers say. At one company the
SECislookingat, lawyerssay, itappearsthat
someone picked a favorable past date for an
optiongrantandgaveit todirectors forretro-
active approval, perhaps counting on them
not to notice. In another case, the lawyers
say, a space for the grant date appears to
havebeen left blank onpaperworkapproved

Until 2002, companies didn’t have to re-
port option grants until months later. The
Sarbanes-Oxley law, by forcing them to re-
port grants within two days, left less lee-

Thenewrulereducedstockpatternssug-
gestive of backdating, but didn’t eliminate
these altogether, according to a study by
M.P.NarayananandH.Nejat Seyhunof the
University of Michigan. They found that
companies report about a quarter of option
grants later than the two-day deadline—
and that such delayed reporting is associ-
ated with big price gains after the grant
dates. It is a pattern Mr. Narayanan calls

Before the stricter rules, Brooks Auto-
mation Inc., a semiconductor-equipment
maker in Chelmsford, Mass., gave
233,000 options to its CEO, Robert Ther-
rien, in 2000. The stated grant date was
May 31. That was a great day to have
options priced. Brooks’s stock plunged
over 20% that day, to $39.75. And the very

A June 7 Brooks report to the SEC
covering Mr. Therrien’s May options ac-
tivity made no mention of his having got-
ten a grant on May 31, even though the
report—which Mr. Therrien signed—did regular July option-grant date, the stock caught the second-lowest closing price of there is a lot of money in boring.”

Some CEOs ReapMillions by Landing Options at Their Most Valuable

Mr. Rich said no grants were 
backdated, called his favorable 
dates “blind luck.” Company
spokeswoman said, “We did
grant options when there was a 
natural dip in the stock price.” 
Mr. Rich stepped down as chief
executive last fall.
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Company declined to explain 
grant timing. Finance chief
Robert Woodbury said company 
is revamping policy to give
options at same time each year.
Mr. Therrien stepped down as 
CEO in 2004 and as chairman
this month.

Company said its board has 
begun a review of past options 
practices, including “the 
accuracy of the stated dates of
options grants.” As a result, it 
expects to have to restate 
financial results.

Company said it did not 
backdate grants or time them 
ahead of favorable news: “The 
scheduled meetings of the 
compensation committee and 
Board determined and dictated 
the date of grants, not the 
company’s stock price.”

William Spears, a director, said 
the Oct. 13, 1999, grant was 
concurrent with signing of CEO's 
multiyear employment contract.
"The price of the stock being at
a depressed level gave us all an 
incentive to get options to 
management,” wrapping up 
negotiations briskly.

Mr. Tomasetta said the grants 
were “approved by the board 
and the price set at the close of
the day of approval.” Alex Daly, a 
member of the board compen-
sation committee, said there 
was “nothing extraordinary”
about grant timing.
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Certain executives have repeatedly received stock options on 
favorable dates—just ahead of sharp gains in the price of the 
company stock. Below, the number of option grants six executives 
received between roughly 1995 and 2002 and the odds—by a 
Wall Street Journal analysis—that such a favorable pattern of 
grants would occur by chance. Charts show three especially 
propitious grants to each executive, and what the stock did 2 
months before the grant and what it did 2 months after.

Sources: WSJ Market Data Group; FactSet Research Systems; the companies; WSJ research; John Emerson of Yale University.

Buy Low

1Some of the Brooks options in a 2000 grant were premium-priced and carried an exercise value above the market price.  2Jabil’s grants were priced at the previous day’s 
close. The analysis used the date of the pricing.

Sept. Oct.

Timothy Main2

Jabil Circuit, president 
and chief executive

Total grants:
6

Odds:
About 1 in 1 million

Kobi Alexander
Comverse Technology,
chairman and chief 
executive 

Total grants:
8

Odds:
About 1 in 6 billion

Robert Therrien
Brooks Automation,
former chief executive

Total grants1:
7

Odds:
About 1 in 9 million

Jeffrey Rich
Affiliated Computer 
Services, former chief
executive 

Total grants:
6

Odds:
About 1 in 300 billion

William McGuire
UnitedHealth Group,
chairman and chief 
executive

Total grants:
12

Odds:
At least 1 in 200 million

Louis Tomasetta
Vitesse Semiconductor,
president and chief 
executive

Total grants:
9

Odds:
About 1 in 26 billion
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