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                    Feb. 28--Critics of executive stock options have a new champion. 

In answer to questions from House members, Federal Reserve Chairman Alan Greenspan lamented an accounting rule change in the early 1990s that sparked the explosion of options as substitute pay for company executives. 

Employee stock option awards do not have to be deducted as an expense, unlike cash salaries and bonuses. Greenspan estimated that the growth rate of average annual corporate profits from 1995 through 2000 was boosted artificially by 3 percentage points because companies did not have to deduct option awards in computing profits. 

Moreover, if you're paid with options that you can exercise a year from now, you have a powerful incentive to get the stock price up in the next 12 months, no matter how badly you harm your company's prospects for the next 12 years. 

This game helped "create the environment which ultimately led to the Enron debacle," Greenspan said. 

Asked what reforms he advocates in the post-Enron era, he said: "I would start off with the way we account for stock options.... has been a severance, in my judgment, of the interests of the chief executive officer in many corporations from those of the other shareholders, and that should be pulled together. Stock options help, but not if they are functioning in the manner which they currently are." 

No wonder the Nasdaq rally that greeted the conclusion of Greenspan's cautiously optimistic remarks faded to a loss after the question-and-answer period ended. 

Stock options as cheap currency for paying technology executives was the principal trick behind the dot-com boom of the 1990s and much of the Nasdaq bubble. 

Without them, entrepreneurs will have to report real profits or find a new way to reward themselves. 

Incidentally, Greenspan's important criticism of executive stock options was completely absent from expert commentaries delivered by market pundits after his remarks. 

I've never known a Wall Street analyst who could recognize a news story, even if a speeding freight train was careening off the tracks in front of their eyes. 

A few weeks ago, Walt Disney CEO Michael Eisner made a surprise disclosure during a conference call with analysts: He said Disney would no longer employ its independent auditor for consulting work. 

Disney was the first major company to make such a commitment in the wake of the widespread reports of auditor conflicts of interest at Enron and other ill-fated companies. 

Yet none of the analysts quizzed Eisner about his groundbreaking decision. They simply reverted to nit-picking questions about Disney's quarterly report. 

A similar blind spot for relevance was evident Wednesday in e-mail flashes and other commentaries I received from analysts and market pundits after Greenspan's testimony in Congress: None contained any mention of Greenspan's stern denunciation of the stock-options racket. 
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