



GM Board Seeks Probe of Mistakes In Bookkeeping

Last-Minute Error at GMAC
Caught Directors by Surprise;
Share Price Drops Nearly 5%

By MONICA LANGLEY and LEE HAWKINS JR.
March 18, 2006; Page A1
The board of General Motors Corp. called for an investigation into the cause of newly uncovered accounting errors that forced the troubled auto maker to delay filing 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 delay to Chairman and Chief Executive Rick Wagoner, who was calling in from Asia, and to Chief Financial Officer Frederick "Fritz" Henderson, these people said.

Philip Laskawy, the director in charge of the audit committee, asked for an analysis of the last-minute problem. Jerome B. York, the newly elected board member who represents billionaire Kirk Kerkorian, 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' questions 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 Exchange 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 disclosed 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 p.m. composite trading Friday on the New York Stock Exchange on news of its latest setback. In recent months the company has been struggling amid poor demand for its vehicles in North America and high labor and other costs.

Separately, GM was pursuing a new cost-cutting initiative late Friday, as senior officials from GM, its former parts unit Delphi Corp. and the United Auto Workers were negotiating late in hopes of announcing an agreement on voluntary early-retirement packages for tens of thousands of union workers, three people familiar with the matter said. Final details of the attrition and buyout program were still being worked out.

Thursday's announcement about the accounting problems surprised the board. One person close to the situation said several directors still stand behind Mr. Wagoner, and are satisfied that he is keeping the board informed when issues like accounting errors turn up.

Raising Questions
Still, the tense meeting does raise questions about Mr. Wagoner's support among directors. For the past year, as GM's troubles have mounted, the board has said several times that it continues to support Mr. Wagoner. His role and future at the company were not discussed in light of his presence on the call, people familiar with the matter said.
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The latest gaffe stirred concerns about the company's credibility in the markets, despite Mr. Wagoner's success at working out a key deal last year with the United Auto Workers to cut health-care costs and his plan to close several plants.

"This heightens concerns about the integrity of the company's financial reporting and internal controls," said Robert Schulz, a credit ratings analyst with Standard & Poor's Corp. Both S&P and Fitch Ratings said yesterday that the filing delay would have no immediate effect on their credit ratings for GM, GMAC, or ResCap, the residential mortgage unit where the accounting error was found.

Moody's Investors Service, however, said it might downgrade ratings on both GM and GMAC, which already have "junk" credit ratings, and might cut ResCap, one of the nation's largest home lenders, to junk from investment-grade status.

That could affect GM's drive to sell a big stake in GMAC. GM has sought to sell a controlling stake in its finance arm since last year in hopes of getting a big cash infusion and of separating GMAC's credit rating from GM's "junk" status. Moody's was gloomy on the proposed sale of the GMAC stake, saying "negative developments such as the filing delay could slow the progress of the sale."

The presence of Mr. York on the board also looms as a potential source of pressure for Mr. Wagoner. In January, before he joined the board, Mr. York publicly urged GM management to accelerate its restructuring of the company -- pointedly implying that Mr. Wagoner's team was not moving with enough urgency. He also urged bolder steps, such as folding some of GM's eight automotive brands.

Reported to Board
Nearly all the accounting issues GM outlined on Thursday had been reported to the board in advance and were set to be detailed in the 10-K filing. They included several errors that require restatement earnings from 2000 to the first quarter of 2005. The auto maker also was announcing that it is widening by $2 billion the loss it reported for 2005 and intends to restate earnings from 2000 through the first quarter of 2005 as a result of recently discovered accounting errors.

The unexpected problem surfaced Wednesday night when ResCap's auditor refused to sign ResCap's financial statements. The auditor told ResCap that its audit revealed an outstanding issue on the classification of certain mortgage transactions. GM didn't provide full details, but said the error "relates to the erroneous classification of cash flows" and that correcting it would change the "presentation of cash flows from operating and investing activities," but wouldn't affect the company's income statement or balance sheet.

After the discovery, ResCap notified its parent, GMAC, that its financial results weren't forthcoming. Mr. Wagoner didn't know about the problem on Wednesday when he left to visit GM operations in Korea and China. GM executives learned of the problem Thursday and huddled over how to handle the release of the 10-K, which was due that day.

Eventually, the company decided it had to disclose the ResCap accounting error and delay filing. GM spokeswoman Toni Simonetti said the company had planned to file the 10-K on Thursday, but the ResCap issue prevented GM from doing so. "It came up suddenly," she said. "We were pretty much prepared to file until the issue surfaced." Mr. Wagoner couldn't be reached for comment.

Mr. Henderson didn't tell the entire board the sequence of events that raised the ResCap mistake at the last minute, according to people close to the matter. He added that the company was working diligently to get to the bottom of the classification issue, in some cases reviewing mortgage by mortgage.

Also Thursday, GM said it is increasing its 2005 loss to $10.6 billion, or $18.69 a share, from the previously reported preliminary total of $8.6 billion, or $15.13 a share. The increased loss stems from an additional $400 million in restructuring charges GM is taking in 2005 for its North American operations; a boost of $1.3 billion in the money GM is setting aside to cover the cost of potential liabilities related to the bankruptcy filing of Delphi, its former parts division; and a noncash, after-tax charge of $439 million related primarily to GMAC's commercial finance business.

The car maker said it must restate earnings figures for 2000 through 2004 as a result of "erroneously" booking payments and credits it received from suppliers -- a key issue the SEC has been examining.

Among the errors GM outlined in its statement was a $55 million credit from Delphi in 2001 that GM erroneously recorded as a reduction in stockholders' equity. It will now be recorded as a warranty expense in that period. Other errors involved anticipated reductions in health-care costs that were incorrectly calculated in 2002, and erroneously state expenses related to retiree benefits in 2002, 2003 and 2004.

--Dennis Berman contributed to this article.
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