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By Sonni Efron, Maggie Farley and Alissa J. Rubin
Los Angeles Times

WASHINGTON — As Iraq’s 12,000-page
weapons declaration winged its way toward
U.N. headquarters Sunday, the U.S. govern-
ment scrambled to negotiate full access to it
while trying to make sure that some other
members of the Security Council received a
censored version, U.S. and U.N. officials said.

By late Sunday, a surprise compromise
had been reached that would allow the five
permanent members of the Security Council
— the United States, Britain, Russia, China
and France, all of which have nuclear weap-
ons — to receive unedited copies of the dec-
laration, administration and Security Coun-
cil officials said.

However, before handing Iraq’s report
over to the 10 elected Security Council mem-
bers, officials will expunge details that they
fear might help countries make their own nu-
clear, chemical or biological weapons and 
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EUGENE H. LOUIE — MERCURY NEWS

The 21st annual San Jose Holiday Parade, which wound along a two-mile route from the HP Pavilion to beyond Plaza de Cesar Chavez, drew a crowd of
130,000 Sunday, far surpassing the usual 80,000 to 100,000, according to parade organizers. Hoover Middle School’s ‘‘Hoover at the Hop’’ float, above
— featuring a routine that dancers repeated about 200 times along the parade route — won Grand Champion honors. See story, Page 1B.
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LIMITING ACCESS TO DETAILS
IS MEANT TO KEEP NATIONS

FROM DEVELOPING WEAPONS

By Chris O’Brien and Jack Davis
Mercury News

The executives and board members of
Portal Software have had more success sell-
ing their stock than they have running the
company.

Since Portal of Cupertino went public in
May 1999, 21 insiders have cashed in $704
million in stock. During that time, the com-
pany has sold only $616.2 million of its bill-
ing software and services.

That’s not a bad payday considering Por-

tal has never been profitable, its revenue has
evaporated, half its employees have been laid off
and its stock is about to be delisted by Nasdaq.
Facing several shareholder lawsuits, Portal also
recently was named in a congressional investi-

gation into manipulation of IPOs by investment
banks.

When Portal went public at the height of the
stock-market bubble, it looked like the kind of
entrepreneurial success that has fueled the Sili-
con Valley mystique. Instead, it turned out to
epitomize a dark side of the late-1990s tech
boom in which investors, tantalized by the In-
ternet’s promise, ended up losing their shirts
while insiders made a windfall.

Second in a three-part series

COMING TOMORROW
Reform advocates clamor for changes in a system

that let insiders cash out billions in stock. 

EXECUTIVES, BOARD MEMBERS MADE MILLIONS WHILE INVESTORS LOST THEIR SHIRTS

$127.5
million

Portal Software
CEO John Little,
right, sold Portal

stock worth 

while his company’s
value dropped 

99.5%

A HIT PARADE IN S.J. EARLIER START,
FAIR WEATHER 
DRAW 130,000

By Lisa M. Krieger
Mercury News

In a cross-species experiment that raises
provocative ethical questions — but offers po-
tential therapeutic advances — scientists at
Stanford University have created a pint-sized
hybrid: a healthy mouse with paws, whiskers
and millions of human cells in its brain.

The mouse acts like any other mouse, re-
searchers say. But its brain contains a small
yet significant number of injected human cells,
which have taken up residence in several areas
of the brain, including those that govern smell
and coordination of movement.

The goal of the experiment is not to create a
rodent that thinks and acts like a person. In-
stead, researchers are trying to make a tiny
model for the study of such devastating human
illnesses and injuries such as stroke, schizo-
phrenia, Alzheimer’s and Parkinson’s disease
— impairments not easily studied in people.

But in crossing such a provocative scientific 

Scientists put
a bit of man
into a mouse

ETHICS ISSUES IN MIXING BRAIN CELLS

By Aaron Davis
Mercury News

United Airlines, the nation’s No. 2
passenger carrier, will file for federal
bankruptcy protection this morning,
the largest Chapter 11 filing in avia-
tion history, sources said Sunday.

The airline’s planes will continue
flying. For passengers, everything
from the airline’s frequent-flier mile

program to its Red Carpet lounges
will stay intact, for now.

Like the nation’s other airlines,
United has been crippled by the
sharp drop in air travel since the ter-
rorist attacks of Sept. 11, 2001. But
United also has the highest costs in
the airline industry, and even though
it has cut 20,000 workers from its
ranks, the carrier is still losing nearly
$7 million a day.

By filing for bankruptcy, United will
be able to continue operating while it
attempts to restructure by cutting

back flights, reducing its workforce
and trimming back its labor costs.

United has 83,000 employees and
1,800 daily flights. Those employees
are deeply worried heading into the
holiday season.

‘‘It’s the uncertainty of what’s go-
ing to happen. How many people are
they going to let go? What places are
they going to close down? That’s what
people are most fearful of,’’ said Unit-
ed mechanic John Pochop of San Jose

NHAT V. MEYER — MERCURY NEWS

San Jose State President Robert Caret,
left, chats with faculty member Romey
Sabalius during a holiday party last week.

By Becky Bartindale
Mercury News

When his friends at Towson Uni-
versity came courting, they knew
just what to do to entice San Jose
State University President Robert
Caret: They dangled a challenge be-
fore him.

It almost did the trick. By the
time he pulled out as a finalist in
Towson’s presidential search last
week, Caret had imagined himself
running the Maryland campus

where he spent 21 years, the local
hero riding in to save the day.

‘‘Of course, it may not have
worked out that way,’’ he jokes.

Caret decided to stay in San Jose
after an outpouring of support. He
knew people liked him, he said, but
the size of the response surprised
him.

Though he seems never to break
a sweat, Caret gets credit for or-

San Jose State president credited
with putting university on map

“He’s instilled a
sense of pride and
possibility in the
campus. From the
day he stepped
foot on the place,
people began to
feel there was
possibility.”

— LEE DOROSZ, LONGTIME
ADMINISTRATOR, ON

SJSU’S ROBERT CARET

OUTSIDE TIES PRAISED; CARET HAS MORE PLANS FOR CAMPUS

United to seek Chapter 11 protection today 
IMPENDING BANKRUPTCY
NOT EXPECTED TO AFFECT
SERVICE IN SHORT TERM

See UNITED, Back Page

See IRAQ, Back Page

See CARET, Page 8A See MOUSE, Page 9A

SECTION C

SPORTS

COLLEGE BOWL GAMES SET
Georgia Tech vs. Fresno in Silicon Valley classic;

USC against Iowa in Orange Bowl | 1D

49ERS WIN
THE WEST

RAIDERS TAKE LEAD IN AFC SANTA CLARA WOMEN LOSE SOCCER TITLE | 1D

See INSIDERS, Back Page

Just three
years ago,

United
recorded its

highest profit
in history. But

the airline
went into a

steep decline
shortly after

Sept. 11.

How Portal insiders reaped huge windfall
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Portal is an example of how
critics say insiders can reap
enormous rewards even when
their companies perform dis-
mally.

The use of stock as compen-
sation ‘‘leads to a focus on
short-term gain rather than
creating long-term value and
the security of employees,’’
said Charlie Cray, director of
the Citizen Works’ Campaign
for Corporate Reform.

Internet pioneer
Portal was founded in 1985

by John Little, a Princeton
graduate who had seen an ear-
ly demonstration of the Inter-
net. He came to California and
spent the next decade trying to
build a company around this
new technology.

Little sold commercial ac-
cess to the Internet and later
developed a billing software
product for his company called
Infranet. By the mid-1990s,
Portal began to focus on selling
Infranet to telecom companies.

By then, companies were go-
ing public at a blinding pace.
Portal raised less than $18 mil-
lion in venture capital in two
rounds before Goldman Sachs
took it public. 

On May 6, 1999, Portal com-
pleted its initial public offering
of stock, raising $56 million.
The stock shot up, rising from
$14 to $37.38 on its first day of
public trading.

After the IPO, Little still
held 18.9 million shares, or 25.2
percent, of the company. He
eventually unloaded $127.5 mil-
lion in stock through May 4,
2001.

Among the other big win-
ners were Portal’s board mem-
bers: 

■ Arthur Patterson, co-
founder of Accel Partners, sold
$79.4 million in stock owned by
his family partnership and an
additional $3.1 million he
owned.

■ Ed Zander, at the time
president of Sun Microsys-
tems, sold $4.9 million.

■ David Peterschmidt, CEO
of Inktomi, sold $7.3 million in
Portal stock — crumbs com-
pared to the $90.5 million in
Inktomi stock he cashed out.

By late 1999, Little was
worth more than $1.3 billion on
paper and was named by
Forbes magazine as one of the
400 richest Americans. He ap-
peared on a bicycle on the Oct.
11 cover of the magazine under
the headline, ‘‘The Billionaire
Next Door.’’

Little experienced firsthand
the resentment this newfound
wealth caused. In October
1999, he was at the Hotel De
Anza in San Jose attending an
Inktomi party when he ran in-
to conservative pundit Dinesh
D’Souza.

In the introduction to his
book ‘‘The Virtue of Prosperi-
ty,’’ D’Souza wrote that as they
chatted at the party, Little told
him that he had recently been
on a plane reading the Forbes
issue with himself on the cover
when the passenger next to
him began to complain that
‘‘Internet brats’’ were making
so much money.

‘‘I’ve had my time in the wil-
derness,’’ Little later told
D’Souza in relating the anec-
dote. ‘‘Show me someone who
had been at it as long as I have.
Show me somebody who’s
worked as hard as I have.
Show me someone who’s taken
the risks that I’ve taken. Then
if they haven’t seen any re-
wards, then if they want to
complain, I’m willing to listen.’’

Little, 45, declined through a
representative to be inter-
viewed for this article.

How insiders benefit
In retrospect, some regula-

tors and politicians say there
may have been more than hard
work and innovation behind
the surge in IPO prices that
became a staple of the boom.

Critics calling for reforms
on Wall Street have pointed to
a number of practices in-
grained in the financial system
that may have ultimately bene-
fited insiders selling their
stock. Those strategies tended
to inflate IPO prices, giving in-
siders more opportunity to sell
their shares and pocket huge
gains.

The U.S. House Committee
on Financial Services released
a report Oct. 2 that said Gold-
man Sachs and Credit Suisse
First Boston took companies

public too early in order to
generate banking fees, may
have illegally underpriced
IPOs so shares would soar on
the first day of trading and
then issued positive research
reports to get investors to buy
even as stock prices fell. Gold-
man and CSFB have denied
the accusations.

Among the 14 Goldman cli-
ents the committee examined
was Portal Software.

Portal’s stock rose 167 per-
cent — $23.38 a share — on its
first day of trading.

Such huge first-day spikes
generated great publicity for
fledgling companies.

But Charles Elson, director
of the Center for Corporate
Governance at the University
of Delaware, said that if Gold-
man and other banks had
priced their IPOs higher, the

companies
going public
could have
captured
more of that
windfall.

Portal ap-
parently
needed more
cash than its
initial public
offering

raised. A few days after the
May 6 IPO, Portal announced
it had sold 3 million shares to
Cisco Systems and 380,000
shares to Andersen Consulting
at $13 apiece to raise an addi-
tional $43.9 million.

It was a sweet deal for Cisco
and Andersen, considering
Portal’s stock was trading at
$31.62 the day before it was an-
nounced. The news drove Por-
tal’s stock up another $9.38.

As the stock rose that sum-
mer, insiders at Portal couldn’t
cash in because they had
agreed to a standard 180-day
‘‘lockup’’ period.

But four months later, Gold-
man agreed to let them out of
that lockup period early. Portal
sold 5 million more shares to
the public — including 2.8 mil-
lion shares held by insiders.
While the company raised an
additional $79.5 million in this
second offering, insiders sold
$101.2 million worth of stock.

Portal’s stock peaked at
$83.94 on Feb. 24, 2000. The
stock then began a steady slide
to $6.75 on Nov. 22, 2000, when
Portal reported disappointing
quarterly results. A Goldman
analyst downgraded Portal for
the first time that day from his
recommended list to ‘‘market
outperform’’ — still the equiv-
alent of a buy rating.

But while Goldman contin-
ued to tell investors to buy, in-
siders at Portal were selling.
By the time of the downgrade,
Portal had been public only 18
months and insiders had al-
ready sold more than $695 mil-
lion in stock.

Since then, Portal’s reve-
nues have plummeted, from a
high of $81 million in the final
quarter of 2000 to $30.2 mil-
lion in the most recent quar-
ter. The company has restruc-
tured three times and fired
870 employees on its way to re-
ducing its workforce to 600 by
the end of this year.

And five lawsuits have been
filed against the company al-
leging securities fraud for the
way its IPO was conducted.

Portal is in danger of being
delisted from Nasdaq because
its stock price has been at
around $1 a share for so long.
Once worth more than $1 bil-
lion, the more than 35.1 million
shares of Portal currently
owned by CEO Little are now
worth $38.6 million. The com-
pany recently offered to re-
price options for everyone ex-
cept Little.

On Nov. 19, during Portal’s
conference call to report third-
quarter results, an analyst
asked Howard Bain, Portal’s
chief financial officer, how
many staffers had benefited
from the repricing of options.
Bain drew a big laugh when he
said:

‘‘Oh, I would say probably
most employees — with the ex-
ception of John, who is wiping
a tear from his eye here!’’

Contact Chris O’Brien at
cobrien@sjmercury.com or (415)
477-2504. Contact Jack Davis at
jdavis@sjmercury.com or (408)
271-3788. 
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Zander

ballistic missiles, sources said.
Amir al-Saadi, a key aide to Iraqi

President Saddam Hussein, said Sun-
day that the declaration would show
that his country has no weapons of
mass destruction, and he demanded
that the United States produce evi-
dence to support its charges to the con-
trary. But the official appeared to imply
that Iraq had at some point been close
to building a nuclear bomb.

The diplomatic dance over who will
be permitted to analyze Iraq’s docu-
mentation seemed to foreshadow
struggles between the Bush adminis-
tration and its uneasy partners on the
Security Council.

Among the tensions cited by experts
Sunday was whether the United States
and Britain can share intelligence that
could help inspectors find evidence
contrary to Iraq’s documentation with-
out fear that the information would
leak and blow the cover of intelligence
sources. What will happen if the in-
spectors fail to produce evidence to
support the Bush administration’s con-
tention that Iraq is not in compliance
with Security Council demands? And
what if there is no Security Council
consensus on whether Iraq is in materi-
al breach of the U.N. resolutions de-
manding that it disarm?

Saturday, one day ahead of the U.N.
deadline, Iraq handed over a dossier of
11,807 pages, 352 pages of supplements
and a stack of computer disks. A U.N.
official carried the material to Cyprus,
the base for the U.N. weapons inspec-
tors, and then on to Vienna, Austria,
headquarters of the International
Atomic Energy Agency. Jacques Baute,
a senior official with the agency, was
waiting to pick up the 2,100 or so pages
of material pertaining to Iraq’s nuclear
program.

The nuclear documents will be ana-
lyzed in Vienna, while the rest of Iraq’s
declaration will be scrutinized at U.N.
headquarters in New York, where they
arrived Sunday night.

But there was confusion about how

the most sensitive disclosures, if any,
were to be handled, and by whom.

A U.N. official said that the chief of
the atomic agency, Mohamed ElBara-
dei, had come under pressure from
some Security Council members, in-
cluding the United States, that wanted
copies of the nuclear documents. But
he resisted making them available be-
cause of concerns, raised by the agency,
that details of Iraq’s nuclear weapons
program could leak and serve as a
primer for other nations seeking the
atomic bomb, the official said.

‘‘Of course he’s under pressure,’’ the
U.N. official said. ‘‘Every day there’s
been contact. The last we heard official-
ly was that IAEA would sanitize the nu-
clear declaration, which would then go
to the Security Council.

An arrangement to give the unedited
document to only the five permanent

members satisfied the Bush adminis-
tration and the proliferation concerns
raised by the chief U.N. weapons in-
spector, Hans Blix.

Still, it was unclear how it would be
carried out without infuriating the 10
elected members of the Security Coun-
cil — Colombia, Syria, Cameroon,
Guinea, Singapore, Mexico, Norway,
Bulgaria, Mauritius and Ireland. But
because Colombia holds the council’s
presidency, it too will presumably re-
ceive a copy of the full report, the diplo-
mat said.

At a news conference in Baghdad on
Sunday, Saadi, a British-educated
chemist and adviser to President Sad-
dam Hussein, bristled at American de-
scriptions of the declarations as ‘‘a tele-
phone book’’ designed to bury the truth
in paperwork.

He said the documentation was so
massive because the U.N. resolution re-
quired Iraq to identify all ‘‘dual use’’
technologies and facilities. That means
Iraq had to list every factory and facili-
ty that could conceivably be used to
make nuclear, chemical or biological
weapons, even though they are not be-
ing used for such purposes, Saadi said.

Saadi implied that President Bush
and Prime Minister Tony Blair of Brit-
ain, who have led the pressures for Iraq
to meet its disarmament obligations or
face attack, will be shown to have no
hard evidence.

‘‘We hope they will be investigating,
that it will satisfy them, because it’s en-
tirely accurate, it’s truthful,’’ Saadi said
of the Iraqi document.

However, Saadi appeared to confirm
Western assessments that Iraq was
close to making an atomic bomb in the
early 1990s.

‘‘We have the complete documenta-
tions, from design to all the other
things,’’ he said. ‘‘We haven’t reached
the final assembly of a bomb nor tested
it. It’s for the IAEA to judge how close
we were. If I tell you we were close, it is
subjective, maybe promotional.’’

The New York Times contributed to this
report.

IRAQ l Official hints bomb was near in ’90s
Continued from Page 1A

KATHY WILLENS — ASSOCIATED PRESS

Surya Sinha, left, U.N. inspections team
legal officer, greets chief inspector Hans
Blix in New York while carrying copies of
Iraq’s weapons report.

on Sunday night after learn-
ing that company sources
confirmed plans to file for
bankruptcy protection this
morning in Chicago.

‘‘There’s no surprise in
the bankruptcy, it’s just here
and it’s real — right before
the holidays,’’ said Pochop,
one of about 8,000 United
employees who work at the
airline’s maintenance facility
at San Francisco Interna-
tional Airport. United em-
ploys 16,000 workers in the
Bay Area and is San Mateo
County’s largest private em-
ployer.

Just three years ago, Unit-
ed recorded its highest profit
in history. But the airline
went into a steep decline
shortly after Sept. 11, unable
to reduce its costs as fewer
people flew on its planes.

Passengers flying the ail-
ing airline Sunday night said
a bankruptcy filing seems
downright sad.

‘‘I’m really disappointed
they were not able to put a
plan together to show how
they could avoid bankruptcy
and move forward,’’ said
Chris Shipley, 40, of Red-
wood City, a United stock-
holder returning to San
Francisco from a weekend
trip to Pittsburgh.

Last week, a federal board
rejected a plea by the airline
for $1.8 billion in taxpayer-
backed loans, saying Uni-
ted’s current business model
would not be successful. Its
labor costs were astronomi-
cal, and its lumbering do-
mestic flight system was fall-
ing victim to low-cost carri-
ers such as Southwest
Airlines and JetBlue.

What’s more, the board
said, United was fooling it-
self that business would re-
turn to the boom levels of the
late 1990s in time to bring
the company back to profit-
ability.

Alan Gover, an airline
bankruptcy expert who re-
presented lenders and air-
craft lessors during the
bankruptcy reorganizations
of Continental, Pan Am and
TWA, said Sunday that he
thinks United will survive
bankruptcy.

‘‘Don’t get me wrong,’’ he
said. ‘‘They’ll undergo pro-
found internal changes, but
they will try to make the fil-
ing irrelevant to customers.

‘‘They might have to

shrink some of their routes,
but they will do everything
else possible to keep their
customers happy. In the long
run, that’s their only source
of revenue — a dependable,
reliable, loyal group of cus-
tomers.’’

Stephen Sullivan, 45, of
San Francisco returned to
the Bay Area from a busi-
ness trip on United on Sun-
day night. He said he isn’t
worried at all about the air-
line’s impending bankrupt-
cy.

‘‘It’s no big deal; they’ll
pull themselves out of it,’’
said Sullivan, who has ac-
crued some 700,000 fre-
quent-flier miles with the
airline. Sullivan said he had
absolutely no plans to aban-
don United.

United employees own 55
percent of the carrier, and
those employees are likely to
be hit hardest by the bank-
ruptcy filing.

United employees agreed
in 1994 to give up part of
their wages — and went
without any significant rais-
es for more than six years —
to buy a controlling share in
the company. 

The move put a United
Airlines pilot and a mechan-
ic on the company’s board of
directors.

That employee power
hamstrung the company’s
leadership, said David Gil-
len, a leading airline econo-
mist and professor at Wilfrid
Laurier University in Cana-
da and the University of Cal-
ifornia-Berkeley.

United couldn’t keep a
top-notch executive, burning
through five CEOs in 10
years. Constant upheaval
over management-labor is-
sues kept the airline from
sticking to a long-term plan
of profitability.

In 2000, United’s 10,500
pilots went on strike, forcing
the airline to cancel more
than 20,000 flights during
the busy summer travel sea-
son. 

To end the strike, United
agreed to immediate raises
of 21.5 percent, plus an addi-
tional 16 percent in increases
before 2004.

The airline never really re-
covered. By the time of the
terrorist attacks, United was
losing money.

And even as it sank fur-
ther in debt this year, the air-
line agreed to contracts with
its mechanics that gave

them the highest wages in
the industry.

‘‘This idea of an employee-
owned airline may be
through with United,’’ Gillen
said. ‘‘It just doesn’t seem to
work.’’

It appears the arrange-
ment didn’t work for man-
agement or employees. Uni-
ted’s Pochop said he lost
more than $100,000 in the
company’s stock in recent
months.

On Friday, shares in Uni-
ted’s parent, UAL Corp., fell
7 cents to close at 93 cents a
share. With the move into
bankruptcy court today, the
company’s shares will proba-
bly be rendered worthless.

Mercury News Staff Writer
Edwin Garcia and wire
services contributed to this
report. Contact Aaron Davis
at acdavis@sjmercury.com or
(650) 688-7590.

JOSE MORE — CHICAGO TRIBUNE

United Airlines planes sit last week at O’Hare Airport in Chicago,
where United is expected to file for bankruptcy protection today. 

UNITED l Experts

adapt to survive

Source: Bloomberg Financial Markets
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With the exception of Southwest 
Airlines, the nation’s major air 
carriers have been losing money 
for the past two years.
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United’s high costs
Labor costs at United are the 
highest in the airline industry. 
Among major carriers, Southwest 
is the only profitable airline, and 
its labor costs are among the 
industry’s lowest. Figures are for 
labor costs for every available 
seat mile — a standard industry 
measurement. 
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