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UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF CALIFORNIA

SAN FRANCISCO DIVISION - o WIiA

SECURITIES AND EXCHANGE COMMISSION, Vi

 Plaintiff, ' = IS ..
COMPLAIN T L=
vs. -

» Defendant. - -

Plaintiff Securities and Exchange Commission (fhe “Commission”) alleges:

SUMMARY OF THE ACTION

1.  From at least 2000 through 2004, Brocade Communications Systems, Inc. (“Brocade” or
“the Company”), a San Jose computer storage networking company, concealed millions of dollars in
e.xp'enses from investors and significantly overstated its income by falsifying records relating to

employee stock option grants. The fraudulent scheme was executed by former chief executive officer

| Gregory L. Reyes (“Reyes”), who routinely backdated stock option grants to give Brocade employees

and recruits valuable “in—the-mohey’;’ stock options without disclosing the practice or recognizing the
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required compensation expense on the Company’s financial statements. To carry out this scheme, for
certain highly sought after recruits, Reyes and others falsified paperwofk related to the grants to make
it look as if the employees had been hired and employed by Brocade long before the time they

actually started with the Company, so that those employees could receive options that were backdated

to a date in the past when Brocade’s stock price was significantly lower. -

2.  Michael J. Byrd (‘.‘B'yrd”) was hired by Reyes in May 1999 as chief financial officer
(“CFO™), just as the Company went public. As CFO, Byrd had responsibility for preparing and
reviewing Brocade’s annual and quérterly financial stateﬁients, which described the Company’s
accounting for stock options. In May 2001, Byrd was promoted to chief operating officer (“CO0”)
and president, polsiti.ons he maintained until he left Brocade in 2003. On multiple occasions, Byrd
leaméd that Reyes was claifning to have granted options to newly-hired executives, whom Byrd
understoéd were not actually employed by Brocade on the purported grant date. This resulted in the
issuance of ih—the—money options to the executives, which were not properly accounted for in
Brocade’s financial statements or disclésed to ité shareholders. Byrd was also alerted to other facts
suggesting thét the CEO was manipulating optiAons grants. A

3. Although alerted to these facts, Byrd allowed Brocade to represent to sha:‘reh_olderé that
the Company did not incur expenses for stock optidns issued to employees, including executives. As
a 'résult, Reyes’ stock option manipulation continued unabated and Brocade reported materially
ﬁnder‘stated expenses, overstated its income, and falsely represented in certain Commission ﬁlings.
that the Company had incurred no costs for options grants. |

.4. By engaging in the acts alléged in this Complaint, Byrd violated the antifrand; books and
records and other provisions of the federal securities laws. The Commission seeks an order enjoining
Byrd from future violations of the securities laws, requiring him to disgorge ill-gotten gains with
prejudgment interest and to pay civil monetary penalties, and providing other apbropriate relief.

JURISDICTION AND VENUE

5. This Court has jurisdiction over this action pursuant to Sections 20(b) and 22(a) of the
Securities Act of 1933 (“Securities Act”), 15 U.S.C. §§ 77t(b) and 77v(a), an‘d Sections 21(d), 21(e)
and 27 of the Securities Exchange Act of 1934 (“Exchange Act”), 15 U.S.C. §§ 78u(d), 78u(e) and
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