Stock Options Bring Heated Forum in D.C.

May 12, 2003 (San Jose Mercury News) -- It was staged as a round table discussion about stock-options accounting, but one viewpoint dominated the conversation: Stock options should be preserved.

------------------------------------------------------------------------

U.S. senators and technology executives lashed out Thursday at Financial

Accounting Standards Board Chairman Robert Herz, saying comments he made

in a Capital Hill panel discussion suggest it's a foregone conclusion

that companies will be forced to treat stock options as an expense on

financial statements.

Sens. Barbara Boxer, D-Calif., George Allen, R-Va., and Michael Enzi,

R-Wyo., staged the forum with an eye toward "educating" FASB, an

accounting industry rule-making group, on the economic impact of

stock-option expensing.

Silicon Valley luminaries Jim Barksdale, venture capitalist John Doerr

and the chief financial officers from Cisco Systems and Intel were among

the 17 panelists. Their intended audience -- Herz, FASB board member

Michael Crooch and Securities and Exchange Commission chief accountant

Jackson Day -- were the three lone panelists not reflecting the tech

industry's viewpoint.

Herz vowed to press ahead with FASB's effort to develop new rules on

stock options accounting. His goal is for FASB to issue a proposal this

fall.

No decisions made

Two weeks ago, the seven-member FASB board tentatively concluded that

options should be counted as an expense. Herz told the panel that the

process was still ongoing, and no decisions had been made. But his

comments suggested that the tech industry would have a tough time

changing at least his mind on the issue.

"I believe personally, it should be expensed," said Herz. "I have strong

beliefs personally, but we have a process."

The two-hour discussion began cordially enough, with the three senators

singing the praises of broad-based employee stock options, and sending a

stern warning that the U.S. economy could suffer if companies are forced

to expense options. Currently, the cost of options is recognized in a

footnote to financial statements rather than subtracted from profits.

Internet pioneer Barksdale and the executives from Intel and Cisco then

made their pitch. Their arguments are familiar by now. Stock options are

a "great motivator," said Barksdale.

The executives of Intel and Cisco stressed that it's impossible to

assign an accurate value to an option at the date it's issued, since the

market is inherently unpredictable. Options give holders the right to

buy company shares at a set price in the future.

Proponents say options align the interests of employees with those of

shareholders -- both are eager to see the stock rise. But critics say

options result in inflated earnings and tempt executives to pump up the

stock price.

Boxer read stories of two rank-and-file Sun Microsystems employees who

were able to pay off student loans and buy houses and cars with their

options proceeds.

Herz countered Boxer's stories by quoting unnamed individual investors

who wrote to FASB urging it to require treating options as an expense.

"I could read quotes, too," said Herz. "There are plenty of views on

this -- we're going to look at all of them."

Herz's remarks irked the senators. Allen said that if he were arguing a

case before a judge and the judge responded by stating the other side's

arguments, "it would make me wonder if the judge is impartial."

Boxer asked Herz to explain how he could reconcile his repeated

statements backing options expensing, with his statements that the

process is still open.

Impassioned plea

Doerr made an impassioned plea against expensing options, and even

approached Herz following the meeting. "I don't think there could be a

worse time in American economic history to adopt a policy requiring

expensing of stock options," said Doerr. If that happens, "we're going

to over the course of a decade, set back American leadership in

innovation in a dramatic way."

Congress exerted pressure eight years ago when the issue of expensing

options first came up. FASB voted to force expensing, but then

backtracked under pressure from Congress and industry.

Thursday, Allen said he generally thought Congress should show

"legislative restraint." But that given the direction FASB appeared to

be heading, "it makes it very difficult for me to sit back and say I'm

going to let unelected people make this kind of impact" on the U.S.

economy.

Bills are pending in both the House and Senate that would stop the FASB

from acting, pending the outcome of a study assessing the economic

impact of treating options as an expense. No committee hearings or votes

have been scheduled so far.
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