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Consumer Caution,
Oil Prices Increase
Risk of a Recession

Economy Is Still Expanding,

But Middle East Fighting

Shakes Market Confidence

A Slowdown in Retail Sales

By CHARLES FORELLE,
JAMES BANDLER

And MARK MAREMONT

O
N SEPT. 21, 2001, rescuers
dug through the smolder-
ing remains of the World
Trade Center. Across
town, families buried two

firefighters found a week earlier. At
Fort Drum, on the edge of New York’s
Adirondacks, soldiers readied for de-
ployment halfway across the world.

Boards of directors of scores of
American companies were also busy
that day. They handed out millions of
bargain-priced stock options to their
top executives.

The terrorist attack shut the U.S.
stockmarket fordays.Whenit reopened
Sept. 17, stocks skidded more than 14%
over five days, in the worst full week for
the Dow Jones Industrial Average since
Germany invaded France in May 1940.
But for recipients of options, the lower
their company’s stock price when op-
tions are awarded the better, since the
options grant a right to buy shares at
that price for years to come. The grants
setrecipientsup formillionsofdollars in
profit if the shares recovered.

A Wall Street Journal analysis
shows how some companies rushed,
amid the post-9/11 stock-market de-
cline, to give executives especially
valuable options. A review of Stan-
dard & Poor’s Execu-
Comp data for 1,800 lead-
ing companies indicates
that from Sept. 17, 2001,
through the end of the
month, 511 top executives
at 186 of these companies
got stock-option grants.
The number who re-
ceived grants was 2.6
times as many as in the
same stretch of Septem-
ber in 2000, and more
than twice as many as in

the like period in any other year be-
tween 1999 and 2003.

Ninety-one companies that didn’t regu-
larly grant stock options in September did
so in the first twoweeksof trading after the

terror attack. Their grants
were concentrated around
Sept. 21, when the market
reached its post-attack low.
They were worth about $325
million when granted, based
on a standard method of valu-
ing stock options.

The 91 companies in-
cluded such corporate icons
as Home Depot Inc., Black &
Decker Corp. and United-
Health Group Inc. It in-
cluded two companies di-

rectly touched by the tragedy. Mer-
rill Lynch & Co., across the street
from the Twin Towers, lost three em-
ployees. On Sept. 24, Merrill granted
its president options to buy more
than 750,000 shares, at a price 15%
below the pre-attack level. At Tera-
dyne Inc. in Boston, an employee
delayed a business trip until Sept. 11
to attend a son’s soccer game and
died on American Flight 11. Tera-
dyne that month gave its CEO more
than 600,000 options at a price en-
abling him to buy stock at 24% below
its pre-attack level.

At Stryker Corp., a Michigan
maker of orthopedic products, one-
time stock-option-committee member
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T. Rowe Price grants 
280,000 options to two 

top executives

Merrill Lynch grants 
753,770 options to 

Stanley O’Neal

UnitedHealth grants 
96,000 options

to executive
R. Channing Wheeler

Teradyne grants 
1,023,315

options to seven 
top executives

Home Depot grants 
one million options to 
CEO Robert Nardelli 

In the wake of 9/11, about 
90 big companies that 
didn’t usually grant stock
options in September did so 
as their falling stocks made
options potentially more 
valuable for executives.

Number of executives who got stock
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by day*
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*Estimates of grant dates based on expiration dates. Based on entire S&P ExecuComp database of 1,800 companies.

Note: Grant data, from Standard & Poor’s ExecuComp, encompass 1,800 leading companies. Data include options to 
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Take Comfort:

‘The Joy of Cooking’

Gets Back to Basics
i i i

The Culinary Bible, at 75,

Is Dropping ‘Yuppychow’;

Frozen Vegetables Return

Executive Pay:
The 9/11 Factor

As stocks sank after

the attacks, scores of

companies rushed

to issue options to

top officials. Some

reaped millions.

I NS I D E TO DAY ’S JOU R NA L
–Markets–

Stocks:NYSE comp. vol. 2,531,214,650
shares, Nasdaq vol. 1,772,883,373.
DJ industrials 10739.35, t –106.94;
Nasdaq composite 2037.35, t –16.76;
S&P 500 index 1236.20, t –6.09.
Bonds (4 p.m.):10-yr Treasury
s +2/32, yld 5.071%; 30-yr
Treasurys + 2/32, yld 5.117%.
Dollar:116.23 yen, +0.90; euro
$1.2649, –0.39 cent against the dollar.
Commodities:Oil futures $77.03 a
barrel, s +$0.33; Gold (Comex)
$666.60 per troy ounce, s +13.70;
DJ-AIG Commod. 179.962, s +1.074.

i i i

Business and Finance

i i i

World-Wide

BY JEFFREY A. TRACHTENBERG

The 75th-anniversary edition of the
“Joy of Cooking,” to be published in the
fall, is the first revision of the classic
cookbook since 1997. That year’s version
included three recipes for tomato soup,
all of which called for fresh tomatoes.

No longer. The 2006 edition says

canned tomatoes will do just fine. Conve-
nience foods, once again, have a place in
the kitchen. And the “Joy of Cooking” is
here to tell you exactly how to do it.

It’s the latest sign that
just because audiences fol-
low the exploits of TV
chefs favoring fresh ingre-
dients and fancy prepara-
tions doesn’t mean that
home cooks are emulating
them in the kitchen. “No-
body has a sous chef, at
least not anybody I know,”
says Susan Moldow, pub-
lisher of CBS Corp.’s Scrib-
ner imprint, which is issuing
the book. “People are back to
wanting to be able to get a meal
on the table speedily.”

Back in the 1990s, the name-brand-
chef movement was gearing up, with an
accompanying food revolution. Super-
markets started carrying more exotic in-
gredients. Bold new restaurants with in-
novative preparations rippled across the

nation. So it seemed reasonable for “Joy
of Cooking,” long known for middle-of-
the-road comfort food, to tap into the
trend. In turn, Scribner hired a bunch of

food experts. New opin-
ions were solicited. And
chapters were adjusted ac-
cordingly. Much of the
classic work was rewrit-
ten.

Readers of the 1997
book who wanted to make
gazpacho were first treated
to a soliloquy about the soup
in its many forms, begin-
ning with: “There are numer-
ous varieties of gazpacho in
Spain—a white one from Mal-

aga, made with garlic, bread, and
almonds and garnished with green
grapes; a cumin-scented one from Gran-
ada; even a stewlike game-filled version
(called gaspatxos) from Alicante.”

The 1997 edition sold well. There are
about 1.7 million hardcover copies in print.
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By JUSTIN LAHART
And RAFAEL GERENA-MORALES

With oil prices surging, financial mar-
kets gyrating and consumers turning cau-
tious, the risks of recession are rising.

For now, the U.S. economy is still ex-
panding, unemployment is a low 4.6%
and most forecasters predict higher en-
ergy prices and interest rates will slow
the economy—not shrink it.

But this past week’s fighting in the
Middle East is shaking Wall Street’s con-
fidence. The Dow Jones Industrial Aver-
age fell 106.94 points Friday and was
down 3.2% for the week, wiping out most
of 2006’s gains. Stocks of retailers and
home builders, susceptible to rising inter-
est rates and tight-fisted consumers,
sagged. Yields on long-term Treasury
bonds fell below short-term yields, a phe-
nomenon often seen as a harbinger of
recession.

A big worry is surging oil prices,
which have contributed to several past
recessions. Amid the Middle East turmoil
and militant attacks in Nigeria, crude oil
for August delivery rose 33 cents to close
at $77.03 a barrel on the New York Mer-

cantile Exchange Friday, a new nominal
record.

In all, oil prices were up 4% for the
week, hitting stocks of auto makers, air-
lines and other oil-dependent industries.
They also increased the chances that the
retail price for a gallon of regular gaso-
line—which averaged $2.96 on Thursday,
according to the American Automobile
Association—could breach $3.

“Given that the U.S. economy is al-
ready under the weather, the [Middle
East] conflict does carry the potential of
bringing the economy into a recession,”
said Carlos Asilis, a Miami-based portfo-
lio manager for hedge fund Vega Plus
Capital Partners.

In another sign of a slowdown, the
Commerce Department said Friday that
retail sales in June slipped by a season-
ally adjusted 0.1% to $363.8 billion, led by
a 1.4% fall in sales of autos and parts.
Excluding sales of autos—and price-
driven increases in gas-station sales—re-
tail sales were up just 0.1%, far short of

Please Turn to Page A6, Column 1

Continuing Mideast violence com-
bined with weak economic data to rat-
tle markets. Stocks fell again and oil
prices continued to climb. A3, B1, B6

—Online Today—
WSJ.com/OnlineToday

Global Outreach: Some U.S. mu-
seums are expanding their mar-
keting efforts overseas, reach-

ing out to tourists from emerging mar-
kets like China to attract new visitors.

i i i
n Family Matters: Author Julia Glass on
modern marriage, being old-fashioned,
and putting 9/11 into a literary context.

Week Ahead: Steve Jobs (right)
gives an iPod update—a.k.a.
Apple’s third-quarter
earnings. Also, caution
as the year’s big air show
takes off. PAGE A2

Hot Topic: As the G-8 meets in
St. Petersburg, does Russia still
matter? A6
REVIEW & OUTLOOK, A8

The speedy-player hazard:
Slow golfers top many
complaint lists, but players
hell-bent on hurrying are just as
much a pain as glacial plodders.
In praise of a little deliberation.
GOLF JOURNAL, P3

Breakingviews: Detroit needs a
radical fix. How about a
GM-Ford merger? B16

n ISRAEL SLASHED Lebanon supply
routes, but took a sharp blow at sea.

Hezbollah succeeded in hitting an
Israel blockade ship off Beirut with
a bomb-laden drone aircraft, causing
severe damage and leaving several
crewmen missing. It also continued
raining Katyushas on northern Israel,
killing two. The death toll was higher
in Lebanon, where Israeli planes sys-
tematically cut roads and did further
damage to the international airport
in the capital. They attacked offices
of Hezbollah’s leader in a southern
suburb, but Nasrallah survived and
boasted about the ship attack on TV.
Bush spoke to Lebanon’s premier by
phone, but refused to demand Israel
cease fire. The crisis could consume
the weekend G-8 summit. (Page A3)

Gaza militants broke open a cross-
ing to Egypt to let hundreds of Pal-
estinians, stranded when the border
was shut over Israel’s incursion last
month, go home. Some died waiting.

i i i
n Iraqi sectarian fighting raged on,
as attacks targeting Sunni and Shiite
mosques left 16 dead in Baghdad and
five Shiite pilgrims were killed on a
Karbala-bound jitney. In Kirkuk, 12
Iraqi policemen died in an ambush.

i i i
n India’s premier said Mumbai train
bombers had help from inside Paki-
stan, and peace efforts could stop if
Islamabad fails to end such activity.
n A top Shiite cleric was killed by a
suicide bomber in Karachi, sparking
some rioting. Today’s funeral could
see wider, possibly anti-U.S., unrest.

i i i
n Sri Lankan Tamil rebels killed at
least 12 government soldiers and lost
four of their own in one of the worst
battles since a 2002 truce unraveled.

i i i
n Gay-marriage foes won two more
legal victories as a federal court re-
instated Nebraska’s ban and Tenne-
see’s top court cleared a vote on one.
n Frist predicts Senate passage next
week of a stem-cell bill that may set
up a battle with Bush. The line-item
veto may also stir a fight. (Page A5)

i i i
n The IRS said a delay by Computer
Sciences in finishing software to re-
view returns for fraud has cost up to
$300 million in tax revenue. (Page B4)

i i i
n New York police reportedly stepped
up World Trade Center-site patrols,
suspecting a recently unearthed ter-
ror plot targeted its “bathtub” walls.
n An envelope with white powder was
sent to the New York Times, along
with an editorial defending Bush sur-
veillance coverage. It tested harmless.

i i i
n NATO’s next military chief is to be
Gen. Bantz Craddock, who as head
of the U.S. Southern Command over-
saw Guantanamo’s terror-war prison.

i i i
n A heat wave in Japan killed three
and sent hundreds to hospitals. The
U.S. government reports record-high
January-through-June temperatures.

i i i
n Carbon monoxide killed an elderly
member of a Lutheran group while
sickening dozens at a college dorm
in Virginia. The source wasn’t known.

i i i
n School vouchers’ rationale is chal-
lenged by findings of an oft-delayed
federal study that compares private-
and public-school students. (Page A5)

i i i
n Cancer researchers found a blood
test for lung cancer shows promise of
easier, earlier diagnoses, according
to the Journal of Thoracic Oncology.

i i i
n Shuttle Discovery is scheduled to
undock from the space station today,
do a last check for any heat-tile dam-
age, and land in Florida on Monday.

i i i
n The NAACP laid a stone at Harp-
er’s Ferry, W. Va., to honor abolition-
ist John Brown’s 1859 bid to spark a
slave revolt by seizing federal arms.

THE DOW INDUSTRIALS
suffered their third straight

drop of over 100 points, hurt by a
retail-sales decline and lower-than-
expected consumer confidence.
The average fell 106.94 points to
10739.35, bringing it down 3.2% on
the week and up just 0.2% for the
year. Stocks were also pressured
by the escalating Mideast conflict,
which boosted oil prices to a fresh
Nymex high of $77.03 a barrel.

(Articles on Pages A3, B1 and B6)

i i i
n The risk of recession in the
U.S. is rising amid surging oil
prices, gyrating financial mar-
kets and weaker retail sales, ac-
cording to some forecasters.

(Article in Column 3)

i i i
n Japan’s central bank abandoned
its zero-interest-rate policy, a sign
it believes the economy has en-
tered an era of healthy growth.

(Article on Page B6)

i i i
n Two former specialists at Van
der Moolen were convicted of se-
curities fraud for trades that put
the firm’s interest ahead of clients.

(Article on Page A3)

i i i
n GE’s earnings rose 4.4%, but
shares fell to near a 52-week
low on investor disappointment
over thinner profit margins.

(Article on Page A2)

i i i
n Chrysler, GM and Ford are
finding a muted response to dis-
count deals, suggesting the auto
makers could face more trouble.

(Article on Page A2)

i i i
n Broadcom expects to take a
charge against earnings going
back to 2000 for a least $750 mil-
lion due to stock-options practices.

(Article on Page A4)

i i i
n Warburg Pincus and Cinven
have won the auction for Dutch
cable-TV company Casema with
a joint bid of $2.66 billion.

(Article on Page A2)

i i i
n Petco agreed to be acquired
for $1.68 billion by private-equity
firms Leonard Green and Texas
Pacific. Its shares surged 43%.

(Article on Page B3)

i i i
n Rosneft priced its IPO at $7.55
a share, valuing the oil concern
at $79.8 billion in the largest is-
sue ever for a Russian company.

(Article on Page B5)

i i i
n Citibank Japan was ordered
to improve its operations after
computer problems affected nearly
100,000 customers earlier this year.

(Article on Page B2)

i i i
n Commuter airline Mesaba can
reject its labor contracts with
10 days notice and impose new
terms on workers, a judge ruled.

(Article on Page A2)

i i i
n German regulators stepped up
a probe of possible insider trading
in EADS shares and are also prob-
ing potential disclosure violations.

(Article on Page A5)

i i i
n A former Merrill analyst pleaded
guilty to giving two Goldman ex-
employees information on deals.

(Article on Page B3)
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Pressures Mount

Warning Signs

Reinventing
Department Stores
Luxury chains chase a
new generation—but risk
turning off the older ones.
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Lincoln, Jefferson
and Borglum
An artist battled rival
plans, budgets and stone
cracks to sculpt Rushmore.
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John Lillard said he didn’t regret the de-
cision to award options nine days after
the attack. “If you believe the company is
going to do well, and here is an external
event that is affecting the market and
you’ve made a decision to reward exec-
utives, you go ahead with it,” Mr. Lillard
said. “Life goes on.”

There’s nothing illegal about granting
optionsafter themarketplunges.But acting
so quickly after a national tragedy drove
down stocks shows the eagerness of some
companies to increase their executives’ po-
tential wealth. These grants also offer im-
portant new fodder for an already fractious
debate over what constitutes the proper use
of options in executive compensation.

Dozens of companies are under investi-
gation for possibly backdating option
grants to a day when the stock was lower,
a practice that could mean the companies
have made false disclosures and perhaps
reported financial results incorrectly.
Other companies are being investigated
on suspicion of timing options grants
ahead of good corporate news.

The multiple options grants after 9/11
raise a different question: Did companies
take unseemly advantage of a national
tragedy?

S
OME COMPANIES say they is-
sued options to capture the new
more favorable prices as a way
of calming and motivating man-

agers rattled by the terrorist attacks and
the ensuing economic fears. Others say
their granting of options at that time had
nothing to do with the Sept. 11 events.
Some say that mid- or late-September
meetings of the compensation commit-
tees of their corporate boards had been
scheduled weeks in advance. Companies
note that for all they knew, their stocks
might have gone lower still in succeeding
weeks.

Stock options were originally de-
signed to align executives’ incentives
with the goals of shareholders, encourag-
ing recipients to work hard to improve
their companies’ stock price. When those
options are granted at favorable prices,
executives get some of their gain free—
that is, they get a chance to buy in an
unusual dip below the price many inves-
tors have paid.

Black & Decker, the tool maker, wasn’t
in the habit of giving options to its very top
executives in September. Proxy filings,
which typically list grants to the compa-
nies’ five highest-paid executives, indicate
Black & Decker hadn’t given them options
in September since at least 1994. But on
Sept. 21, 2001, with the stock down nearly
20% in the wake of the attack, directors
granted hundreds of thousands of options
to the top five executives and 37 others.

Black & Decker said the grants came
about because the board had been wor-
ried for months about the departure of
some key employees. It thus had decided
to defer options grants to top executives,
normally given in April, until it could
come up with a retention plan, a spokes-
man said. That it completed this reten-
tion program with stock-option grants 10
days after the attack was coincidence,
the spokesman said.

Nolan Archibald, Black & Decker’s
chief executive, received options to buy
200,000 shares. If cashed out today, they
would bring him a profit of about $9 mil-
lion. While most of that is due to the
overall performance of the company and
its stock, it’s about $1.4 million more
than it would be if the grant had been
based on the stock price just before 9/11.

“It did not bother the board that it
was at an advantageous strike price, be-
cause that helped the retention aspect,”
said Black & Decker’s spokesman, Roger
Young. He called the propitious timing
“water under the bridge.” The company
didn’t make Mr. Archibald available for
an interview.

In the first days after the attack, with
the stock market shut down, American
government and business leaders scram-
bled to reassure investors and soften a
blow they knew would come when the
market reopened the following Monday.
Famed investor Warren Buffett appeared
on CBS’s “60 Minutes,” saying he “won’t
be selling anything.” Vice President Dick
Cheney, on NBC’s “Meet the Press,”
urged the financial community not to be
disrupted. Companies lined up to invest
cash in their own shares, often trumpet-
ing their decisions in patriotic tones.

Minutes after the bell rang Sept. 17 at
the New York Stock Exchange, New York
Mayor Rudy Giuliani, who’d attended the
solemn reopening ceremony, told CNBC,
“Everybody should step up to the plate
right now and show the strength of the
American economy.” He added: “We de-
pend on this. A lot of jobs and the future
of America and the world rests on what
happens here.”

The market fell nonetheless. And on
that Monday, Home Depot broke with a
regular pattern of issuing stock options
in February and made a huge grant to its
chief executive, Robert Nardelli. The
grant permitted Mr. Nardelli, for the
next 10 years, to buy one million Home
Depot shares at that tumultuous Septem-
ber day’s closing price of $36.20 a share.
This was 10.7% below the Sept. 10 closing
pr ice of $40.55.

The following day, Home Depot gave
more grants: 50,000 options to each of four
other executives, all of whom had already
received options earlier in 2001. With
Home Depot shares now trading at about

$34, the options are currently out of the
money.

In a written statement, Home Depot
said its directors “approved a special eq-
uity award” on Sept. 17 and 18 “to retain
the key executives necessary to drive the
transformation of the company.”

Mr. Nardelli, however, had come to
Home Depot only nine months earlier, at
which time he’d been given a mammoth
grant of 3.5 million stock options, at a
higher exercise price. Two of the other
four managers to whom Home Depot
gave post-attack retention grants had
joined earlier that year, and had re-
ceived options when they arrived.

H
OME DEPOT’S compensation
committee at the time was led
by John L. Clendenin, a
former chief executive of Bell-

South Corp. He didn’t return calls seek-
ing comment. Other members of the
board committee at the time declined to
comment, didn’t return calls or couldn’t
be reached.

At Merrill Lynch in downtown Man-
hattan’s World Financial Center, many
of the thousands of staff members fled
during the attack. They were later dis-
persed to sites in New Jersey, New York
and Connecticut while Merrill’s damaged
offices were rebuilt.

A Sept. 24 grant of 753,770 options to
Merrill’s E. Stanley O’Neal, then presi-
dent and chief operating officer, came at
$39.80, 15% below the Sept. 10 closing
price. Merrill stock now trades at more
than $67 a share. Mr. O’Neal’s potential
profit from the grant is $5 million greater
than it would have been had the grant
come on Sept. 10.

A Merrill spokesman said the options
award was directly tied to Mr. O'Neal’s
promotion in July 2001, and that records
show the September grant date was the
first time the board’s compensation com-
mittee had had an opportunity to meet to
approve the one-time grant.

Robert Luciano, who then headed that
committee, was emphatic that Merrill
hadn’t timed its option grants to hit lows in
the stock price. Attempting to do so, he
said, would undermine the purpose of op-
tions: motivating employees to improve a
company’s performance. “It’s a locked-in
gain. It makes no sense,” Mr. Luciano
said. “That’s why I think it is unconsciona-
ble.”

Of the grant to Mr. O’Neal in September
2001, Mr. Luciano said, “I don’t think we
timed it to coincide with the tragedy.
Gamesmanship like that gives a bad look to
the whole process. I just don’t tolerate it.”

The Merrill spokesman said Mr.
O’Neal, now CEO and chairman, wasn’t
involved in the decision to award the
grant that day. “We had dead employees

and people spread out over three states,”
said the spokesman, Jason Wright. “The
last thing he was thinking about was
getti ng paid. He had other things to do.”

Mr. Wright said that Mr. O’Neal had a
strong sense that Merrill’s stock would fall
further following the grant, as the com-
pany was poised to undergo a major re-
structuring. “If anything, he thought,
‘Thanks a lot, guys,’ ” for options that
would soon be under water. As it happened,
Merrill shares rose steadily in the months
following the grant, but then slid in 2002.

The terror attack was rough on many
financial-services firms. Mutual-fund pro-
vider T. Rowe Price saw its stock fall 27%
in the week trading resumed. On Sept.
21, the stock’s low for the year, the firm
gave stock options to two senior officers.
That included 160,000, adjusted for stock
splits, to James A.C. Kennedy, who is
slated to become president later this year
or early next year.

T. Rowe Price Chairman and Presi-
dent George Roche said after checking
meeting minutes that the option grants
were approved at a morning conference
on Sept. 21. Mr. Roche said the company
doesn’t try to time its options grants to
price fluctuations and wasn’t trying to
hit a low with its 2001 grant. He said
there would be little point in doing so
because “you didn’t know that there
wasn’t going to be a second round of
attacks” that would further depress the
stock. The grants “had nothing to do with
9/11,” Mr. Roche said, adding that the
firm customarily awards options in the
second half of the year.

Richard L. Menschel, who headed the
T. Rowe Price executive compensation
committee in September 2001, said he
vaguely recalled option grants to some se-
nior executives that month at “what
seemed to me a particularly attractive
price.” Mr . Menschel, a former Goldman
Sachs executive, declined to comment on
whether he thought that was appropriate.

In any case, the mutual-fund firm’s
Mr. Kennedy said he didn’t think compa-
nies that gave stock options to executives
at the time were capitalizing on the trag-
edy. He likened the grants to him and
others to decisions by individual inves-
tors to buy stocks. “People who have
faith in humanity and believe that the
world is not coming to an end, are they
taking advantage? No, They are stepping
up.” It was an “ugly time and a lot of
people panicked,” Mr. Kennedy said.
This was a chance “to get up there and
swing the bat.”

Some of the post-9/11 grants were ex-
traordinarily well-timed, hitting the ex-
act low for the period. At least six of the
companies that granted options dated af-
ter the attack are under investigation in
the wider options-timing probe. That

raises the question of whether some
grants that appear to have been granted
in the post-attack period were actually
made later, then backdated.

U
NITEDHEALTH, which
granted stock options dated
shortly after the terror attack,
also faces investigations of its

other options practices by the Securities
and Exchange Commission and federal
prosecutors. The former CEO of one Unit-
edHealth unit, R. Channing Wheeler, re-
ceived option grants dated on quarterly
lows for four straight years, 1999 through
2002 . In September 2001, UnitedHealth
gave Mr. Wheeler 96,000 options, ad-
justed for later stock splits, priced at the
managed-care company’s post-9/11 quar-
terly low. UnitedHealth declined to com-
ment and Mr. Wheeler didn’t return
calls.

On UnitedHealth’s compensation com-
mittee in September 2001 were New York
investor William Spears, Columbia Uni-
versity nursing dean Mary Mundinger
and former New Jersey Gov. Thomas
Kean—later head of the federal commis-
sion that investigated Sept. 11 intelli-
gence failures. Mr. Kean and Ms. Mund-
inger didn’t return calls, while Mr.
Spears declined to comment.

Among many U.S. companies that of-
fered charitable aid, as the nation reeled
in the days after the attack, was Apollo
Group Inc., a for-profit education pro-
vider that runs the University of Phoe-
nix. “The employees of Apollo offer their
condolences and concern to the victims,
their families and the rescue teams af-
fected by this unthinkable tragedy,” said
John Sperling, chairman, in announcing
on Sept. 18 that Apollo would donate $1
million to the Twin Towers Fund.

Three days later, Apollo’s board
grantedMr. Sperlingand four other top ex-
ecutives a total of 536,000 stock options.
They also received options to buy 513,000
shares of an Apollo subsidiary, which later
were converted to parent-company op-
tions. The price at which the Apollo op-
tions could be exercised was the stock’s
lowest close in the 2001 second half. By the
end of the year, the stock was 29% higher.
Mr. Sperling currently is sitting on a paper
profit of about $12 million from his
post-9/11 options. He hasn’t yet exercised
any, according to regulatory filings.

“I would agree that it was fortuitous
timing for the receiver of the grant,” said
John R. Norton III, a member of the Apollo
board’s compensation committee. But, he
said, “there’s nothing illegal about issuing
an option when the stock is at a low point,”
adding that in any case there’s no way of
knowingwhatastockwilldoover thenext60
or 90 days.

Mr. Norton continued: “I know what
you’re getting at—that right after the
World Trade Center, when the world went
to hell, we issued stock options on the low
that enriched people in a manner that
could be suspect. That’s not true. I don’t
know why we issued those at that particu-
lar time.”

Apollo is also among the companies
under federal investigation for the possi-
bility of options timing problems. Apollo
said it believes it has complied with all
applicable laws and done no backdating.
But it said the company and Mr. Sperling
would have no comment on the Septem-
ber 2001 options until its own review of
its practices is complete.

Todd Nelson, who was Apollo’s chief
executive in September 2001, cashed in
most of his options from that month for a
profit of more than $14.4 million. He
didn’t return calls seeking comment.

Some companies that granted options
at post-attack lows favorable to their ex-
ecutives said the moves were necessary
to retain rattled employees. “We did it
because people were shaken and we
wanted to give them some incentives to
stay focused,” said David Strohm, a direc-
tor of Internet Security Systems Inc.,
which gave several executives options
dated Sept. 28. “We really wanted to say
to people: ‘We believe in the company,
you have a great opportunity.’ ” The
grants enabled the executives to buy
stock in the Atlanta company for $9.11 a
share, which proved to be the lowest clos-
ing price in its history.

In some cases, executives appear to
have been instrumental in picking their
own post-9/11 grant dates.

At Teradyne, Chairman and CEO
George Chamillard received 602,589 op-
tions on Sept. 24, 2001, after the terror
attack and business woes had driven
Teradyne’s stock price down by nearly
one-fourth. That was four times the num-
ber he received the prior year. A spokes-
man for the maker of electronic test
equipment said the grants followed the
company’s normal process: The chair-

man calls compensation-committee mem-
bers and suggests it would be a good
time to issue stock options. If the commit-
tee agrees, it approves them.

In a later securities filing, Teradyne
said part of Mr. Chamillard’s grant was a
one-time award of 300,000 options “in rec-
ognition of his additional responsibilities
as Chairman since May 2000.”

The head of the Teradyne board’s
stock-option committee at the time, Patri-
cia S. Wolpert, declined to comment.
Other committee members either didn’t
return calls or couldn’t be reached.

Teradyne spokesman Tom Newman
said that at the time of the attack, the
company was in distress. It had begun
layoffs just hours before the first plane
hit the WTC north tower, had cut the pay
of higher-paid staffers, and had prom-
ised remaining employees they would
soon be getting a special options grant.
He said it made sense to give Mr.
Chamillard and other top officers their
annual grants at the same time it doled
out the special awards to rank-and-file
employees, adding that the timing had
nothing to do with Sept. 11.

I
N HINDSIGHT, Mr. Newman said,
“maybe we should have done some-
thing separately ... and delayed”
the large grant to Mr. Chamillard.

The prior year, Teradyne had awarded
options to top officers in late October. Mr.
Chamillard still holds his post-9/11 op-
tions, which show no current paper profit
because Teradyne’s stock is about half
the price at which they were awarded.

The spokesman said Mr. Chamillard
wouldn’t be available for an interview
because “I don’t want to put him in the
position of answering how does he feel
about potentially benefiting from the
9/11 tragedy.”

At Stryker, in Kalamazoo, Mich.,
post-9/11 stock-option grants to several
executives appear to have been initiated
by the chairman and CEO at the time,
John W. Brown. They were dated Sept.
20, 2001, at the bottom of a sharp “V”
pattern in the share price.

Mr. Brown would “periodically tell us
if he thought the stock was attractive,”
and then the board would decide whether
to award options, said Mr. Lillard, the
former member of Stryker’s stock-option
committee. “We didn’t just sit down after
Sept. 11th and say, ‘Gee, how can we take
advantage of this?’ ” Mr. Lillard said.
Besides, he added, no one could have
known whether the stock would rebound
immediately or continue to slide.

Mr. Brown said that for the past 10 to
12 years, the company, to compensate for
a relatively small number of options
given to executives, has tried to “pick
what we think would be the low point of
the year. That’s what we’re gunning for.”

Stryker’s option grant came on the
lowest closing stock price for the second
half of the calendar year. Mr. Brown said
he believes that he called both members
of the stock-option committee on Sept. 20
to recommend they choose that day to
grant options. He added that he couldn’t
remember a time when the board didn’t
follow his advice.

 Mr . Brown said that while he didn’t
remember the details of the 2001 grant,
“that was the year of 9/11. I’m sure that
the market hammered us and that was
the reason I was doing it at that time.”

Mr. Brown, still chairman but no
longer CEO, said he could understand
how it might strike some as unseemly to
give executives stock options so soon af-
ter a catastrophe. “That would be a legiti-
mate point, I suppose,” he said.

He added that in retrospect, he proba-
bly wouldn’t have advised that the grant
be given. Today, Mr. Brown said, Stryker
gives its grants during a relatively nar-
row period in the spring.

Mr. Brown said he hasn’t exercised
any of the September 2001 options. If he
did so today, he’d make a profit of about
$2 million.

By JOHN HECHINGER

Broadcom Corp. said it expects to
take a charge against earnings going
back to 2000 for at least $750 million, in
one of the biggest restatements yet in
the growing scandal over stock-options
practices.

Federal authorities are investigat-
ing more than 50 companies, including
Broadcom, to determine whether op-
tions were illegally backdated or other-
wise manipulated. The Irvine, Calif.,
chip maker joins about a dozen compa-
nies that are working on restatements
because of errant accounting for their
option grants to top executives and
other employees.

Broadcom said it is taking the earn-
ings hit primarily because options that
were dated at a quarterly low in May of
2000 were “not completed” until later,
in the summer of that year. Companies
are supposed to account for options
grants on the date they are granted.

Broadcom said this accounting is-
sue didn’t amount to backdating—
which is choosing a favorable price
from a date prior to the time when the
options were actually awarded.

The lower an option’s price, the
greater its potential value—because it
gives recipients the right to buy shares
at that price and sell them in the mar-
ket when they rise. Broadcom’s share
prices more than doubled in the sum-
mer of 2000.

Erik Lie, a University of Iowa busi-
ness professor whose work helped fuel
regulatory inquiries into backdating, is
expected to release fresh research this
weekend showing anomalies that sug-
gest a huge cohort of companies may
have played games with their options
grants. In his new research paper,
which analyzes options prices and
share movements, Dr. Lie estimates
that 29% of the nearly 8,000 firms stud-
ied had backdated or otherwise manipu-
lated grants to top executives at some
point between 1996 and 2005.

The paper, authored by Dr. Lie and
Randall Heron of Indiana University’s
business school, examined almost
40,000 grants during that period. It
found evidence of manipulation involv-
ing 23% of those grants between 1996
and 2002, when a new rule required
executives to report grants within two
business days of receiving them—mak-
ing backdating far more difficult to
achieve. Afterward, the number of sus-
picious grants dropped in half.

“This scandal is much bigger than
what we currently are seeing in the
media—though it looks pretty big in
the media,” Dr. Lie says.

The study also concluded that back-
dating and other manipulations ap-

pears more common at technology com-
panies, smaller firms as well as all
firms with volatile stock prices. At such
firms, when shares drop by $10, $20 or
more in small periods, receiving op-
tions even a few days earlier can make
a huge difference to employees’ options
payoff—and backdating becomes more
tempting

Silicon Valley has also been the cen-
ter of efforts to reward executives and
employees with stock options, which
during the tech-stock bubble led to the
nearly-overnight creation of massive
fortunes.

Broadcom yesterday said the its
stock option accounting problems pri-
marily relate to a grant of 8.5 million
shares awarded May 26, 2000. At the
end of that day, shares were trading at
$78.917, a quarterly low. Over that sum-
mer, the stock would top $180. The com-
pany said that, although the option
pool was “set aside” on May 26, “alloca-
tions to individual recipients were not
completed until the summer of 2000.”

The company said none of those
shares has ever been exercised and
that “substantially less than 1% of
those options remain outstanding.”
The company said that it has identified
“a few additional instances” of timing
issues related to grants made in 2000 to
2002. Though it said the magnitude is
expected to be less, “the adjustments
could be substantial.” The company
said it is expected to restate for the
years 2000 through 2005 and the first
quarter of 2006.

The $750 million hit to Broadcom’s
bottom line is a blow to a firm with 2005
revenue of $2.7 billion. From 2000
through 2005, its annual bottom line
has ranged from net income of $412

million last year to a net loss of $2.7
billion in 2001. The company said the
charges were noncash and wouldn’t af-
fect its financial condition, sharehold-
ers’ equity or previously reported reve-
nues.

The company said “no issues have
been identified that affect equity
awards to” Broadcom’s co-founders
Henry T. Nicholas III and Henry Sam-
ueli or to Scott McGregor, its president
and chief executive, who joined the
company in 2005. “No equity award has
been identified that was not autho-
rized, or where any officer or director
approved an individual equity award
from which he or she personally bene-
fited,” the statement said. The com-
pany said 95% of total stock options and
restricted stock units awarded had
gone to employees other than executive
officers.

“We are making good progress in
our equity award review and toward
the eventual resolution of this issue,”
Mr. McGregor said in a statement.

Also yesterday, Blue Coat Systems
Inc., a Sunnyvale, Calif., computer-se-
curity company, said it was conducting
a voluntary review of its stock-options
grants and would be unlikely to file its
10-K annual report with the SEC until
the review is finished.

The company said the review has
reached a “preliminary conclusion that
the actual measurement dates for finan-
cial accounting purposes of certain
stock option grants issued in the past
likely differ from the recorded grant
dates of such awards.” The company
said it could record noncash charges in
correcting those errors but was unable
to determine whether the changes
would be “material” and require the
company to restate its financials.

Continued From First Page

Aggregate options-grant data came
from Standard & Poor’s ExecuComp,
which draws on certain public filings and
contains information on about 1,800 compa-
nies. The filings list grants to top officers,
typically the chief executive and the four
next-highest-paid executives, and include
the expiration dates of their options as
well as the year they were granted. Since
options typically have fixed-year terms,
the expiration dates give a very close indi-
cation of the actual grant date. For particu-
lar grants discussed in the article, includ-
ing information related to the subset of
90-plus companies that gave options from
Sept. 17 to Sept. 30, 2001, but didn’t regu-
larly grant options in September, the Jour-
nal consulted other public records to ascer-
tain the precise grant date.

Broadcom Faces at Least $750 Million Charge to Correct Options Errors
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A Note on the Data

5

$2.5 million

Down 34.2%

Former director said he 
can’t recall any effort 
to time award to low 
stock price. Talbots, 
which acquired J. Jill, 
said it can’t comment 
because events 
happened before
acquisition.

Aug. Sept. Oct.Oct.

J. Jill Group

Stock prices adjusted for splits
Dates of options granted

Date of grant

Sources: FactSet Research Systems, 
WSJ Market Data Group; Standard & 
Poor’s ExecuComp; the companies; 
WSJ research

2

$2.0 million

Down 38.4%

Cyril Yansouni, a former 
director, said he had 
“absolutely no
recollection” of 2001
grants but said 
company didn't try to 
time options grants to 
hit market lows.

Examples of companies that 
granted options following 9/11

PeopleSoft

2

$2.1 million

Down 30.9%

Declined to comment.

SanDisk

2

$1.5 million

Down 26.7%

Chairman George Roche 
said grants “had 
nothing to do with 
9/11” and “you didn’t 
know that there wasn’t 
going to be a second 
round of attacks.”

T. Rowe Price

1

$14.4 million

Down 15%

Said grant to Stanley 
O’Neal was directly tied 
to his July promotion to
president, not related to
9/11. Ex-head of
committee said firm
would never try to time 
grants to occur after a 
national tragedy.

Merrill Lynch

7

$14.3 million

Down 24.2%

Said grants were 
triggered by retrench-
ment plan that began 
before 9/11 attack and 
were unrelated to the 
attack.

Teradyne

1

$675,000

Down 9.7%

Declined to comment, 
citing ongoing review of
options program by a
special committee of 
the board.

UnitedHealth

5

$8.5 million

Down 26%

Chief Financial Officer 
John J. Steele said the
Sept. 28 grant did not 
mark a yearly low, and 
said “no one knew what 
direction the market
was going to move in 
the future.”

Werner Enterprises

Number of top-level 
executives receiving grants

Total estimated Black-Scholes value 
at time of grants

Difference between Sept. 10 close
and the options’ exercise price

Company comment

Aug. Sept. Oct. Aug. Sept. Oct. Aug. Sept. Oct.Aug. Sept. Oct. Aug. Sept. Oct. Aug. Sept. Oct. Aug. Sept. Oct.

Sept. 25

Aug. Sept. Oct.

5

$13.8 million

Down 29.7%

Said meeting that gave
options was pre-
scheduled for Sept. 12
and postponed. Said 
there was no attempt to 
time options to low 
price.

Weatherford Int’l

Sept. 26Sept. 27

Home Depot

Aug. Sept.

Sept. 17
Sept. 18

Sept. 21Sept. 24
Sept. 28Sept. 21Sept. 24 Sept. 21

Markets
closed

5

$19.2 million

Down 10.7% as of 9/17
Down 9.5% as of 9/18

Said board approved 
“special equity award” on
Sept. 17 and Sept. 18 to 
retain key executives.

The 9/11 Factor: As Stocks Sank, Scores of Companies Issued Options
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