
To: Tom Higginbotham 

.From: Maryanne McCormick 

Subject: S.1175 to overturn FASBts stock option ruling 

Legislation to repeal FASBIs rules on accounting for stock options 
and to change the tax treatment of stock options was introduced by 
Senator Lieberman. 

S. 1175, the Equity Expansion Act of 1993, directs the SEC to end 
the charge against earnings now required on variable options, 
countering the decision by FASB on April 7, 1993. 

Citing that FASBIs rule change would have an adverse affect on job 
creation, Lieberman stated, 

As a matter of abstract accounting theory, FASBIs 
approach to stock option accounting may be defensible. 
But from a public policy, job creation, and 
competitiveness perspective, it is simply unnecessary and 
unusually disruptive. 

Lieberman promised to provide Itan examination of the accounting 
rationale for retaining the current accounting treatment of 
employee stock optionstt in a future floor statement. 

He also noted that both Ernst & Young and Coopers & Lybrand 
examined his bill before introduction, concluding it was revenue 
positive. 

Floor statements by Senators Lieberman and Feinstein and the text 
of the bill are attached. 

Cc: Joe Moraglio 
Ian MacKay 
Wayne Upton 
Arlene Rodda 
Legislative Affairs staff 
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of Oannlcts betreen the puueS thereto. 

In thb Act  rh l l  be COnstrPd (1) to 
@der  fprisdlction upon .np court of t h e  
united 8 t . t ~  to comldm m d  r0~1Ve ~ ~ c h  
~ d l c t s .  or (2) to alter or unend .nY kw 01- 
m on the dnte of the e!mctment of tbls 
Act which m y  confer such fluisdiction in 
socb eoluts. 

IQL D m O W B  
For pvpows of thir Act: 

PARTS.- 
(A) The tern "motor rehlcle" moaM .nY 

dele of klnd described in had lng  8703 OT 
8 ' 7 ~  of the El.nnonlsed TuilI Bchedule of the 
Unlted Btatas. 
(B) The term "motor vehlcle r~arta'' meam 

any u t l c l e  of a kind dmcrlbed in the follow- 
~ n g  pmv~s lom of the 5rmoni.ed M 
schedule of the  United 8t.m if mltable for 
am in the manufactum or mplr  of motor 
vehlclm: 

(1) Bubheadlnga 84U7.31.00 through 84W.M.P 
(relating to spprk-lgnldon mciprocPtlng or 
rotary internal combustlon piston engines). 

(It) Bubheading 8408.20 (relatl~g to the 
compreaelon-ignitlon internal combustlon 
engin&. 

(111) Bubheodlng 8108 (relating e0 Parts 
nulteble for use solely or Dr lnc ldY Wth en- 
glnes described ln clausee (1) and (11)). 

(lv) Bubheedlng 8483 (reLotLng to tram- 
mlaalon ahalte and related ~uW. 

(v) Bubheedlnga 8'706.00.10 urd 8706.00.15 (re- 
latlng to chssals fltted with englnes). 

(vl) Heading 8707 (relating to motor vehlcle 
bodlee). 

(vli) Heading 8708 (relating to bumpers. 
brakes and ~ r v o  brakes, gear boxee, drlve 
axles. nondrlvlng axles. road aheele, saapen- 
slon ahock absorbers. radiators, mufflera and 
exhaust pipea. clutches. steering wheels. 
ateerlng columne. steertng boxes. and  other 
parta and acceseorles of motor vehlcles). 
T h e  Secretary ahall by regulatlon lnclude UI 
motor vehlcle parte w c h  other artlcles (de- 
ecribed by claselncatlon under such Har- 
monlsed Tarlff Schedule) that the  Sscmtary 
considers appr~prlate for the p~rposes of thls 
Act. 

(CHI) T h e  term "Japanem motor oehlcle" 
means a motor vehicle ahlch 1s the  product 
of Japan. 

(11) The term "Japanese motor vehicle 
part" means a motor vehlcle part rhlch 1s 
the product of Japan. 
(1) E m e ~ - T h e  tarm "entered" means 

entered. or alLhdrnwn from warehouse for 
ccnsurnptlon. ln the  c u s t o m  terrltory of t h e  
Unlted States. 

(3) bf"OR7 RES17UCnON IMPLEMENTATION 
P E I U O D . - T ~ ~  tdrm "lmport restriction lm- 
plementatlon period" means a calendar year 
ahlch- 

(A)  occurs after 1980 and before calendar 
year Pol. and 
(E) fo!lovs calendar year a l th  respect to 

which the Secretary node. under sectlon 
201(bl, that t h e  trade denclt mductlon target 
vrm not met. 

6tnt.a eale" meam sale or dletrlbutlon In t h e  
Lntenrtato commerce of the  Unlted Statea. 
(6) BASELINE DEFICIT.-4A) The term "baa 

line deflclt" means t h e  average monthly 
merchandise trade denclt. PB computed by 
the Becretary. of the  Unltud States r l t h  
J a w  durtng calendar year 1933. 
(E) cornpurlng merchandise trade defl- 

clte under t h l a  aectlon. t h e  value of bilateral 
trade between the Unlted State8 u r d  Japan 
io- 

(1) MblDR W C L E  AND MOTOR VWCLE 

(4)  IN~ERSTATE BhLE.-The tel7tI "inter- 

(1) cmde petroleum; and 
(11) DODmonetory gold; 

(6) S ~ A R Y . - T ~ ~  term "Secretary" 
shall not be Included. 

mean8 the &cretary of Commerce. 

ec mt 8r~~DZnmabmcrr.pwICIIoK 
(a) R ~ D B  DPLlClT R ~ u ) v c n O N  T ~ E X U -  
(1) IN ORmaAL-me t n d e  denclt reduo- 

tion tuge t  for each of the calendu Y ~ M  
llstad below is an aversgo monthly merchm- 
dlae W e  deflclt of the Unlted Statem rfth 
J a m  durlng mch y e u  t&t d m  not exmod 
an unonnt Ut e q d  tbe aDpllcable per- 
mtpge or the b.seiine dencit t&t a ~ ~ e ~ a  
OpPgate Such Y O U :  

C.leadu y s u  Appllable of 

lsw ................................. mpsrcent 
1m5 ................................. BD pement 
I888 ................................. a peroent 
1897 ............. ̂  .................. P peroant 
1BW ............................. ̂ .. o pement 
(2) B W - R U U  roR =--For al- 

YOU me. the o peroent t r d e  denclt rsdoc- 
tlon tugst ahrll be LB bavlng been 
met if the merchnndiss trade deficit of tbe 
Unlted Btates alth J a w  durlng arch yspr 
does not exceed- 

(A) an mount equal to 6 percent of the 
value of tbe aggregate bilateral morchandh 
Usdo betreen the United Ststea and J a m  
during such year: or 
(E) 16.ooO.ooO.ooO. 

m l l M  dsfldt 

(b) COMT"ATION8.- 
(1) IN OENERAL.-NOt later th.lr J 8 J l U W  1 

following each calendar year llstad In nub 
section (.XI). the B e c r e w  ahall mmrmtb 
whether the Wade denclt mductlon target 
for mch year M met. 
(1) ANNOUNcpJrEKP O? IMPORT -ON 

IXPLPYEHTATION PUUOD.-U the 8OCl'O- 
ELnQ under m p h  (1) that the t rrde den- 
cit  reductlan m g o t  speclfled under aub 
section (a) for a calendar year WM not met. 
the Secretary shall u1110unc8. by publlcatlolr 
in the Federal Register. that the import re- 
strlction lmplementatlon period is 1n enect 
baginning on January 1 of the year after the 
y e u  ta whlch the flndlng applles. 

m a  II W E  ~mcrr  pwc 
llDwTAMmw<IIyR. 

calendar year (and each calendar year there- 
after) for ahlch an import restriction lmplb 
mentation period la In effect. the 8ecretarJ 
shall compute and publish in the Federal 

for such calendar year. 
(b) COMPUTATION.- 

(8). the term "quantltatlve import restrlc- 
tlons" means the aggregate quantlty of J a g  
anem motor vehicles and the aggregate 
p u u t l t y  of Japanese motor oehlcle parts 
th.t m y  be entered into the Unlted Btatea 
(in rccordance a l t h  parsgraph (2) or (3)) for 
a calendrv year described in subeectlon (a). 

gate quantlty of Japanese m o m  vehlclw 
and Japanbee motor vehlcle parts that may 
be entered into t h e  Unlted States, during the 
flmt calendar year for ahlch an lrnmrt re- 
etrlctlon lmplementatlon period 1s In effect. 
mny not exceed the .ggregata pasntlty of 
such motor vehlcles and the aggregate quan- 
t l ty of such motor vehlcle parte entered Loto 
the Unlted Btptae during 1093. reduced by P 
percent. 

(3) 8WSEOrn ygARs.--In the cane of any 
calendar year for whlch an import restrio- 
don  perlod 1s in effect aftar the !kat mch 
calendar year. the  aggregate qoplltlty of 
J a p n e s e  motor vehlcles and Jap.neae motor 
vehlcle pnrt.9 fhat m y  be entered into the 
Unlted States 8hal.l not exceed the UIKHlnt of 

Ioc -ATION OI DBo#t 

(a) aENERU+.a JMW 1 Of tbe f h t  

-8ter the qTIUtlteUVe hpoR rSeWCWM 

(1) IN OENEIUL-For pUrD0808 Of 8 R b s a c ~ O n  

(2) FIRST YEMI  BgSTFUCTlONS.-"he 

mch motor tshlclss u d  motor vehlcle pvte 
enntasb dprlno the most recent mmdlng 
c&mdu y o u  for rhlch .o import mtclc- 
flon implemsntatlon perlod M in effect, re- 
duced t P psrcent. 

(4) A D Y W ~ T I O N . - I ~  order to prsvmt 
import of Do othsrrlw ea8U.N the ef- 
ncient rbmlnlmtlon of t h l s  Act. the Bec- 
raw may lmpoee t e m m r u y  qoplltlt.thrs 
import l'O8WkuOM OD J a w  motor -hi- 
cler and Japsew motor vehicle prtd en- 
tared d- the flmt 3 molltds of a calendar 
year In UI import restriction lmplementa- 
tion pedod. 
IBcmaurPOmu 

wlthln 30 days after a cnmputatlon is made 
under sectlon Pl or Zl2 with respeot to a a l -  
mdar yew, the Secretup ah.u wbmlt to the 

the cornput.tlan. 
congrena a report setung forth the baza of 

Bc. W 6XNSE 01 CowoPIIls RMUEDINQ 
AcHIEyIMBTr w YgRCaANDlsg 
l R A D a D m c r r r n n r c n O n T A E  
OlCTa 

I t  b the MMO of the Congmu~ that reg 
remnt.tlvss of the Unltsd 8tam and Jam 
nom Oovernmentd ahould underrrlre contlnu- 
lng d l s c w l o m  mgardlng the meam and 
meamarea, ta be ~ l ~ c t e d  by the J a m  
Oooenunent, to achleve the mrch.nblse 
e a d s  denclt reduction targets required 
under sectla 2Ol(a). During the dlscusslone. 
the Trade Repreeentatlve should paWcularly 
address market AC- prioritlea for Unlted 
8t.tes exparts to Japan.. 

By Mr. LIEBERMAN (for h.tm8elf. 
Mr. MACK, Mre. FEINBTHN, and 
m. BOXER): 

S. 1175. A bill to amend the Internal 
Revenue Code of 1986 to allow corpora- 
ttone to ieeue performmce stock o p  
t i o ~  to employeee. and for other pur- 
poses; to the Committee on Finance. 

o m .  L I E B E W .  Mr. President, I 
riee today to introduce the Equity R- 
paneion Act of 1993. I am pleSeea to be 
joined in thin effort by Senators MACK. 
F m s m ,  and BOXER. 

This bill could help spur the competi- 
tiveneea and profitability of Amerlcan 
compmieo by expanding the number of 
employee8 in all industries who will 
have the opportunity to receive part of 
their remuneration in the form of 
etock optione. In addition, our bill 
would reform the current punitive tax 
and financial accounting treatment of 
employee stock optione and it ail1 cre- 
ate strong tax incentlvee for employees 
to retain the etock they purchase 
through their stock options. enhanclng 
our pool of long-term. patient c~pital.  
Mr. Prealdent. Lrom a pubUa policy 

cam lt lo focused on strengthening & 
key American advantage in global 
competition. America'e beat companiee 
learned long ago that the key t o  suc- 
CBM in the world's toughest markets ie 
a dedicated work force that shares the 
common goals for their compsny. 
Nothing epawno that commitment b e t  
ter than the opportunity for quit9 
ownerehip thmugh broad-ba8ed em- 
ployee stock optlone and stock PUP 
chase plana. 

Employee equity could help give UB 
an edge in global competition. Neither 
the Europeans nor the Japanese h e  
yet learned how to generate the kind of 

- 

EQUITY EXPANSION Am OP US3 

perspective this bill 18 sppeding be- 



:s 8248 CONGRESSIONAL RECORD - SENATE June 29,1993 
axemployee creativity and commitment 
 at broad-baeed employee stock OP 
,tion plans have demonatrated for Unit- 
ed States companles. Our Nation's pub- 
lic policy should encourage and pro- 
mote employee participetion through 
broad use of equity compensation pro- 
gram~. The bill we ~ t ' 8  i n t roducU 
today will begin that procese. 

One of our Nation's strongest con- 
cern now is how to stimulate addi- 
tional job creation in the American 
economy. We contemplate spending bil- 
lions of dollare trying to prime the job 
pump. but we often can't be certain 
what we will receive in return. A8 we 
debate those measures, it's important 
t ha t  we not overlook a powerful job 
creation engine t ha t  is already pump 
ing out  thousands of highquality j o b  
with a f u t m  in this country and gen- 
erating major tax revenues for us in 
the  process. That englne is small buei- 
new. and the fuel is the broad-baaed 
employee 8tock option. 

stock options make i t  poeslble to 
start new oompaniee and create new 
jobs with amf lcan t ly  lese cash than 
would otherwise be requlred. "hey en- 
able growing companies to attract the 
key people who can make the dif- 
ference at each stage  of a company's 
progress. Stock options stretch ecarce 
venture ~apitrrl dollars and allow com- 
panlea to lure more people than they 
otherwise could. Stock options a h  en- 
courage risk-taklng and spur techno- 
logical innowtion. America's most dy- 
namic, job-creating cornpanlee consist- 
ently rely on employee atock opciom 
t o  attract a n d  mot!vate thelr employ- 
888. Not just tnelr top executives. all 
their  ernploywe 

I oftan hear from innovative CEO'e 
who tal! me tney could not have built 
their companies and created the j o b  
they have witnout the ablllty to offer 
etock optione t o  thelr entire work 
force. These aame executlvee tell me 
tha t  the  ru le  change soon to be im- 
posed by tbe  Flnanclal Accountlng 
Standarb Board [FASB] would have 
prevented them from creating many of 
those jobs. 

Mr. P r e s i d e n t .  our bill will not only 
prevent damape to America's growth- 
oriented indlLatrie8. I t  will lrnprove the  
ability of those cornpantea to share eq- 
uity more wldely with their employees. 
In the proceaa I t  will encourage thou- 
sand~ of addltlonal companies to begin 
granting etock optlom to their work 
force. glving them a powerful stake in 
those companies. 

At a t ime  wnen we are contemplating 
a VsrletY of r e f o m .  taxes. and other 
mandatee on buslne8.3 that will make it 
more expensive t o  create job.  it's vital 
that we f lnd  new ways to make it eeei- 
er to start companies and employ peo- 
ple. The Equity Expaneion Act L such 
a bill. 

Mr. h i d e n t .  another important 

unlike moet  buslneae tax proposals, we 
believe t h e  Equity Expaneion Act will 

WRY I6 A JOBS BILL 

A POSITIVE REl%r(ug IL(PU?I 

PeMOn this bill  1s attractive L that, 

be mled revenue-positive by the  Joint 
Committee on Taxation. The Joint 
Committee found ~ i m i l a r  bill to be 8 
revenue-raiser in 1979. We aaked two 
national accounting n m  to analm 

under today'e tax rates and rulee. 
In a letter dnted April 26,1993. Ernet 

and Young reached the following con- 
claaiona: 

tant thnt the performance stock O ~ U O M  

0 p t i 0 ~  (or wulvalently taxed cash com- 
penantlon). there 1s an unamblguoun mvenue 
gain to the  Treewrg. This mvenue gain lo 
offset to the  extent that perfornunce stock 
0 p t i 0 ~  dlphoe inosntive stock 0 p t i 0 ~ ;  and 

10 percent or mom of the perfolormance s w k  

nonpaollfylng stock optlone (or equivalently 
tp.ed cash cornrmneatlon). t h e  net lmpect 
would be a revenue gain for t h e  Treasury. 

Coopem & Lybrand aleo examlned the 
revenue irnplicationa of our bill. They 
conclude: 

In 8ummary. t h e  Epulty Erpanalon Act of 
1993 appem to offer the  combination of re- 
duclng lndlvldual tax burdene for the em- 
ployee ma potentially increased Treasury 
collectlone. When cornusred to a nonquall- 

amoclatsd stock for the reauired h o l d h  DO- 

the reVBnUB imDliCatiOM Of Our bill 

8Otting Wide metten Of timing. to the 01- 

ated bjr thLs bill dlaplaCe nonpualifylng stock 

under the current mte B t N C t U r d ,  80 long M 

O p t i O M  would otherwise have bOSn 

ned stock Option, t h e  proposed pelfO-Ce 
Option would induce employeee to kWp the 

Compnniea could continue to offer tax- 
deductible nonatatutory-non- 
qaa l i f lede tock  OptiOM if they wish. 
But companies willing to fomo tha t  de- 
duction and Brant options broadly 
throughout their work force would be 
able to offer thelr employees a new 
form of option, called a performance 
etock option IPSO]. that requires no 
W e s  h p m  employees at exerciee and 
gives them strong tax incentives to 
hold onto their stock after they BC- 
quire it. To qualle,  at leaat half of a 
PSO must go to %on-highly COQ- 
peneete" employees, aa deflned by the 
fR9. This new form of option eaaen- 
tlally reetorea the benenta of capital 
gains treatment by excluding hnlf of 
the tax on the employees' gain when 
they sell their stock, after a minimum 
two year holding period. 

Despite ita powerful tax incentives, 
this new form of option, performance 
stock option, will not caw a revenw 
loee to the U.S. Treasury. In fact, a 
revenue gain 18 achieved by omkting 
the  employer's expense deduction when 
PSO's are exercleed-aa in incentirs 

PSO plane will require the approval 
of the flrm's shareholders. They: 

h u r e  broad participation by reeerv- 

TAX PROVISIONS 

stock Options. 
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broad-baaed employee stock option 
plans. Veteran America venture cap 
italiets are among the moat sophisti- 
cated corporate investors, directors, 
and shareholders in the world. They 
know that aa shareholders they bear 
the full cost of stock option plane 
through dilution of thelr holdlnge. Yet  
:they consistently insist that their 
,portfolio companies eetablish and 
maintain extenaive employee stock o g  
dons piane that cover all or nearly all 
<of their work force. And they're not 
-hesitant to  say why. T h e  professional 
venture capital lnduetry haa learned 
over the yeare that broad-based em- 
gloyee stock ownership le essential to 
achieving the clramatlc returns that in- 
vestors in professional venture capital 
funds seek. 

2. CUMPWY-U'IDE OPI lON PLANS ARE 
MDESPRWD h S D  OROWNO 

Many people In thie country mletak- 
enlg believe that stock optlone we a 
benefit awarded only to CEO's and 
other top executives. T h l s  
mislmpresslon is reinforced by stories 
about indlv idua l  executlves stock o g  
tlon psckagee. Hardly any national vie- 
ibility has gone to the lmportant trend 
toward conpanlee sharing opriom with 
their entire work force. Yet this move- 
ment le fundamental to the success 
American companles have achieved in 
plooal conpelition Examplas include 
such highly successful large companiee 
86 CNll's. DuPont. Genentech. Kroger, 
Prlerck, Pr'ation'eBank, Pepeico, and 
Pflzer. And the practlce 1s even more 
widespread among smaller cornpanlea. 

Amerlca's technology companies 
have been the world's leaders in ehar- 
ing their stock with thelr employeee 
r a d  benefitme from the growth t h s t  
ensues. A dramatic example is 
'Microeoft Corp. The New York Times 
mwnt ly  e8tlmdted that hflcroeoft's 
stock option and employee etock pur- 
c h u e  plane hi.a created more than 
2,200 employe0 rnillionairee in tha t  one 

La comgany and receive stock in return. compazly. This is an achievement that also allows employera t o  deduct the 
company then usee some of the our public polfcy should encourage. same amount BB a compensstion ex- 

money to compensete its employees. But it is far from an isolated example. perm. 
mere is no dispute over how to  ac- A 1990 W o r d  Associates m e y  of Since the  cost of th ia  tax on employ- 
:count for this simple transaction. But 300 d ~ C t r O n f M  companies found 85 Der- ees is in addition to the  cost of pur- 
Over the last generation a @owing cent of the c o m m i e 8  uaing O D t f O M  chasing the stock. most employees are 
number of American companies have gave them to middle managem and forced to  sell their stock immediately 
]earned the value of going back to their above, while 30 percent even include to pay the tax. ~ h l e  destroys the fun- 
Investors for 8 second inVeStmeIlt in nonealaried people. only :6 percent damental policy goal of encouraging 
the form of stock which they then limited their options to omcere. employee ownership In their compa- 
ehare with large segments of their The Induetrial Biotechnology bo- des. 
work force through employee atock o p  ciation report8 a similar experience. 

INCENTWE 8TDcK O P n O N S  HAVE BEEN 
Becauee the exerciee of employee o p  companies use stock options. Fully 60 mEREDwoRTBLes9 

UOM will dilute the economic Bnd vot- percent grant options to  their entire In 1981 Congress enacted incentive 
ing power of shareholders, the corpora- work force. Only 8 percent limit thelr etock Options @SO's] to redress some of 
tion laws of virtually every State re- options to  omcere and a few managera. the problems with nonqualifled o p  
quire that shareholdera specifically a p  In 1991, ShareData, Inc., makers of a tions. ISO'e were designed to allow em- 
prove employee stock option plane. widely used =based stock option ployees to keep their stock after exer- 
And approve them they do, because maaagement program, surveyed thelr clee by relieving them of taxes at exer- 
rover the years shareholders have 8Wfirm m e r  group, which includes cise. In return for dropping the tax on 
learned that they receive signlflcantly many companies outside the tech- employees, 160'8 provide no compenea- 
,greater returns from companies that nolow sectors. They received 300 re- uon tax deduction for the company. 
ehsre stock to  motivate their work spoI1~8. A substantial majority--G8 1 ~ 0 ' s  actually raise money for the 
*force. w r c e n w f  the Smallest compan ieh  Treasury because, when they sell their 

For example, it's worth nothing that with fewer than 100 tUnplOYee+grant stock, employees pay on the full 
profeesional venture capital firms are stock options to every one of their em- spread from of grant to the date of 
some of the stronaest advocate8 of ployees. Even when companies reached =le. since that revenue is  not di- 

m more than P3r- luted by 8 deduction from the com- 
cf2n-f the respondents granted O P  -, the peaeUry comes out d e a d .  

The Joint Committee on Taxation con- tions to their entire work force. 
It'' known that the flrmed this effect i n  1979 when it ruled 

preesure On in large Part that the IS0 le revenue-poeitive. from the that stock OP But over the years, the usefulness of 
tione only 80 to a few top executivee. IS098 have been curtailed. It'e painfully ironic that FASB'e new rule would that Even though they raise money for the 

Treasury, Congress now treata ISO's premiee into a self-fulfflling prophesy. 
Top executives will alwoaya be able to ~ ~ ~ & ~ e c ~ ~ ~ ~ ~  a&d 
bargain for equity compematlon. and 
boards of directors will want them to  erci8e* In to being 'Oncep  

have it. even if FASB doubles ita cost. tually wrong* this 
What will be loet, however, is the tradl- their 
tiOn O f  granting stock Options to 8 ISo stock to pay the tax* That 
company's entire work force. FASB'~  defeat8 the whole purpose of the Iso. 
proweed BSfninm The bill W e  are introducing today Will 
would aleo cover the discounts compa- reform that policy. 
des now offer their employees to en- noted above* the Equity bm- 
courage them to purchase stock a- sion Act will C r e a t e  a new form of o g  
rectly from the campang. Both broad- tion. called per fOrxIIanCe stock options. 
baaed stock options and employee This new form Of option will encourage 
stock purchase plane will become pro- more cornpanlee to  grant more options 
hibitively exwnsive if FASB'S ~ l a n  to more of their employees because it 

tl0n D l U .  According to IBA. 75 percent of their 

that 
are Once wain forced to 

goea through.- 
1. U.S. TAX mum SHOLZD ENCOURAOE s r o c ~  

R E l X V R O N  BY FXPLOYEES 
Nearly every study of what work8 in 

eucceeeful companies advocates en- 
couraging employeee to buy and own 
meaningful portions of their company's 
stock. Employee stock options are a 
sound technipue for making it possible 
for employees to purchase stock in 
their companies. Yet today's tax poll- 
clee strongly discoursge employees 
from retaining their stock after they 
exercise their optione. 

When employees exerciee their stock 
optlone they are only acquiring stock. 
Ordinarily an income tax liability 
doeen't develop from purchasing an 
asset like stock. But in the caae of the 
most widely used form of stock option. 
nonquallfied options, employees are re- 
culred to pay a tax on thelr paper prof- 
i t  at the time they purch8ae their 
stock-before they actually realize any 
gafn from eelling the stock. The law 

is limited to comprrnies that offer 
broad-bmd stock option plans to large 
portions of their work force. 

PSO's will require neither an income 
tax nor an AMT tax payment from em- 
ployees when they exercise their o p  
tiom. Since any gain in  the value of 
the stock at exercise would not be 
treated as personal service income to 
the employee. the company would not 
receive a compensation expense deduc- 
tion for it. This foregone corporate de- 
duction generates what Ekmt and 
Young describes aa ''a unambigucus 
revenue gain for the Treeeury." 
Our bill then uses a portion of that 

revenue gain t o  encourage employees 
to retain their stock for at leaat 2 
years after exercise. After that holdlng 
period, half of the employee's gain will 
be excluded from tax when he or  she u1- 
timately sells the stock. Even with 
this tax incentive included, we expect 
the PSO to be ruled revenue-positive to 
the Treasury. 
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BUT W U T  ABOLT TEOSE FAT CATS? 

m. President. aa I have noted, much 
"of the criticism of stock OPtiOM re- 
voivee around horror stories about a 
small number of extravagantly com- 
pensated executives. Much of the pollt- 
ical pressure that  ha^ been exerted on 
FASB stama from such publicity. 60 
it's faLr to ask why our bill won't gen- 
erate even more such stories. 

Firet, it's important to remember 
that following the scandals we all re- 
member last year, the SEC hse promul- 
gated a major new program m ~ u f r i n g  
extenaive dieclosure of executive com- 
pensatlon in a company's proxy state- 
mente. The compensation of the top 
people in a company will now be dle- 
played in a readable and comprehen- 
sive way. along with comparisons 
agalnrrt other cornpanlee in the same 
indaetry. It is now much eaaier for 
shareholOers to hold their board of di- 
rectors accountable for overcornpensat- 
ing employees. It is not neceesary to 
clamp down on the use of stock options 
aa b way to get a handle on executive 
MY. 

Second, the Equity Expausion Act 
wlll encourage thousands of cornpanlea 
t o  share stock optione with large per- 
centegea of their work force. The bill 
requires that at leaat 50 percent of the 
stock in a PSO plan must be granted to 
employees who are "not highly com- 
pensated" under the deflnition of that 
term In aection 4l4(9) which Congresa 
enacted in 1986. That deflnitlon la ad- 
justed for inflation. In 1993 highly com- 
pensated employees beglm at $57.820 
for company offlcers. It  covers the top 
paid 100 employees and the top 20 per- 
cent of employees. So any CEO who 
earns a gain on a PSO w!!l not only 
Dave s h c e d  that galn with his or her 
shareholders. bu t  wlll also have ehared 
it  widely wlth lower level people inslde 
the company. 

And flnallg there la the matter of tax 
cost .  This blll dcee not cost the tax- 
Myers 8ddltisne-l money. We expect it 
will ~ t u a l l y  generrite additional reve- 
nue for t h e  T r e u w y  Therefore. it ls to 
everyone'e a h w t a g e  to have this new 
6tock option vehlcle be adopted and 
lnplemented tu widely BB poesible. 

FABE'S S%i 0lTiO.S PROPOSAL MUST BE 
RECC!.SIfEXE3 

hk. PresYent. the  tax provialone of 
the E W t y  Expanalon Act would in- 
crewad t h e  value of broad-based em- 
ployee s tock  opt lone  to both employees 
m d  comyniefi  in this country. Unfor- 
tunately. however. there still remains 
e ma!or threa t  to the abillty of compa- 
nies to continue offering this incentive 
t o  their entire work force. I refer to 
the proposal by the Financial Account- 
inK Standnrde Board to change the  fl- 
m.nCld accounting rules for stock o p  
tione. 

The m w l t u d e  of tne threat posed by 
F'ASS's proposal 1s demonstrated by a 
recent survey of 500 mainly high-tech- 
no:ot73' S t a r t - u p  companies conducted 
ti:? Verture One. a San Francisco re- 
march f1r.n. Nlnets percent of these 
C:ompan'ee s a i d  that if they had to de- 

duct stock 0 p t i 0 1 ~  from their proflb it 
would force them to 8t0p grantiw o p  
tions to their entire work force, con- 
fine them to top executives only, or 
drop them completely. That L m t l y  
the opposite O f  what we should be 
doing with stock Options in  this coun- 
try. 
WBP WE9 SECRKTARY BEW"SW CALL PhSE'S 

PLAN MOALY DEBATABLE? 
Mr. President, on April 2d. Ttsaaury 

Secretmy Lloyd Bentaen wrote FASB 
expressing his "resemtionm about the 
proposal under conelderation which 
would require companies to take a 
highly debatable charse to  earning8 
when gre,ntlng stock options." 

It's important t o  point out some of 
the reaaom this charge is considered 
"highly debatable" by the Clinton ad- 
mfnlstration, the usera of financial 
statementa. all six national public 80- 
counting flrma, and the companies that 
grant optlone* 

The fact is that accurately estimat- 
ing the future value of employee stock 
opt!ons is nearly impoesible. No model 
yet offered comes close. First, no one 
can even know if the option mcipient 
will remain employed at the company 
long enough to ever exerciee the OP 
tion. Beyond that, estimating the 
value of an option to purchase stock in 
the future requires predicting the com- 
pany's future earnings. cash flow, mar- 
ket share. capital spending. BB well BB 
future Government policy. A high de- 
gree of subjectivity is simply UpBvold- 
able. Yet FASB proposes to force such 
guesses about the future onto the com- 
pany's income statement aa a reduc- 
tion of ita hard-won earninga. 

The Board aays the market will learn 
to overlook these charges and discern 
the true worth of the companies. The 
question la-from a policy perspective 
why should we make them do it in the 
flrst place? Can the beneflta FASB pro- 
poses to produce with this charge out- 
weigh the ha.rm it will cause? The 
Board's supporters respond that such 
conelderatlone are outside of FASB's 
charter. They feel the Board's respon- 
slbflity is . truth in accounting, not a 
balanclng of interesta. Yet a broader 
perspectlve is needed. 

Tbe Equity Expamion Act contains a 
provialon directing the SEC not to re- 
quire an issuer to recognize an  expense 
or other charge in financial statements 
furnished to its securlty holdera result- 
ing from the grant, vesting, or exerclse 
of an employee stock option. It would 
also ellmlnate the charge to earnings 
currently required for performance- 
baaed, variable options. 
As a matter of abstract accounting 

theory, FASB's approach to stock o p  
tion accounting may be defensible. But 
from a public pollcy. job creation, and 
competitiveness perspective, it is sim- 
ply unnecesatuy and unusually Urup 
tlve. 

I believe that the global preeminence 
of America's vim technological indue- 
tries could be damaged by the proposal 
FASB haa put forward. . 

STATEMENTS Oh' EQUITY EXPANBION 
A m  I S 8 U B  

Mr. President. a full discuseion of the 
varloua questions rabed by this blll is 
well beyond the scope of a single floor 
sb tement .  Therefore. I plan to offer 
dd i t i ona l  remarks over the next 
weeks and m o n t h  to consider in more 
detail some of the topics that BPB h- 
portant to  understanding the Equity 
Expamion Act. b o n g  the future is- 
sues I hope to mdeW are: 

How the  Equity Expansion Act can 
spread the  benefits of equity compensa- 
tlon to thousands of companies and 
millions of Americans who don't re- 
ceive optiom today; 
A s w e y  of the research showing 

that extensive use of equity compenaa- 
tlon promotes growth and competltlve 
ness in American companies and indu-  
tries. 

Explanations of the revenue impact 
of the bill from both the public ac- 
counting firms and the Joint Commit- 
tee on Taxation; 
An examination of t h e  accounting ra- 

tionale for retaining the current ac- 
counting treatment of employee stock 
options; and 

What positive alternatives to this ac- 
counting c W e  are  available to an- 
swer FASB's concern.  
Mr. President, I aak unanimous con- 

sent that t h e  text of the Equity Expan- 
sion Act be printed in the RECORD fol- 
lowing my remarks. 
There being no objection, the bill waa 

ordered to  be printed in the RECORD. aa 
follows: 

0.1175 
Be It enacted by the Senate and H o w  01 Rep 

resenWver of the United States of Amerfca in 
COnoIUS aufmbled. 
SECTION L SHORT TIlLg 

Thle Act may be clted BB the "Equity Ex- 
pansion Act of 1893". 
BBC a. A E 6 v o m c E  mncx OPnONS 

Chapter 1 of the Internal Revenue Code of 
1936 (relating to certain stock optlona) ie 
amended by redeslgnatlng eectlon 424 BB m- 
tlon 425 and by hertlng after eectlon 423 the 
followlng new eectlon: 

apply wlth respect to the transfer of a share 
of stock to any person pursuant to the exer- 
clse of a performance stock option if no dlp- 
posltlon of such share le made by such per- 
son wlthln 1 year after the transfer of such 

(8) IN OENERAL.-Part II Of subchapter D O f  

=sEc 4% P E B W ~ C O  BTOCK m o m  
"(8) lN OENERAL.--BeCtlOn 421(a) shall 

sham to Such person. 

purpOEOS Of thl8 Part 
"(1) IN oBNERAL.-The term ' p e r f O r m a O c e  

stock option' means an OptlOn grated to 
any person for any reason ln connectlon alth 
the performance of eervlcea for an entlty de- 
scribbd in paw?raph (4) ta purchase stock of 
any corporation described ln *graph (4). 

"(2) ADDTITONAL R.EQUIREY&NTB.-A~ option 
shall not be treated a8 a performance stock 
Option unlese the following requlrernenta 1v8 
met: 
"(A) NONDI~ATION.-Either- 
"(1) the OptlOXI b mnted  to an employee 

who. at the time of the grant. 1s not a hlghly 
compenssted employem. or 

"(ll) lmmedlatals Uter the grant of tho o g  
tlon, employees who uw not hlghly com- 
p e w t a d  employees hold perfomnce ebub 

"(b) PERFORMANCE 0TocK OPrrON.-pOr 

OptlOIl8 which permit the ~ U l S l t l O n  Of at 
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50 percent of all shptes which m y  be 

OM outstanding (whether or not exer- 

poi Inrposes of ~ k u w  ill), 00 t b t  portlon 
,,f &e 0 p t l 0 ~  held by D O ~ O M  other thrn 
p o w h l y  wmpmanted employeen rhlch re- 
d~ m the requlrsmsnts of chum (ll) not 
bsw met a l l  be treated M optlo- rh l ch  
e not performaDCe stock OptlODS. m d  IUCh 
@on shall be allocated among optlons 

by mch pereons ln mch manner M the 
gecretory prsedbe. 
"(E) BPBCrmC NUMBER OF OPTIONS.--The OD- 

uon & m t e d  pursmt to & plao thbt in- 
cludes either- 

yi) the aggregate number of shares that 
my be h u e d  under 0 p t l 0 ~  grant4 under 
*e plpn. or 
qu) a method by which the regregate 

number of ahnres that may be leead mder 
optlone. grs3ted under the plan can bs dotar- 

(without regard ta whether such .8- 
*gate number may change under mch 
method). 

granting corporation within i a  months 
before or plter the date such plan la adopted. 

tlon 1s granted wlthln 10 yeara after the date 
the plan deecribed ln sibparaSraph (B) le 
SdOpted. or the date such plan ie approved by 
the stockholders. whlchever le earller. 

tion by Its terms la not axercieable alter the 
erplmtlon of 10 g e m  from the date auch o g  
tfon ie m u t e d .  

paragraph (6) of rmbsectlon (c). the option 
price ie not less than the f a l r  market value 
of the stock at the t h e  the optlon is grant 
ed. 
YP) TRANSFEXABILITY.-T~~ optlon by I t a  

cem )B not transferable by the person holb- 
lng the option. other t.hm- 

"(1) ln the  case of fm lndlvldual. by wlll or 
the laws of descent and dlstrlbution. or pur- 
suant to a quallfled domestlc relations order 
(aa defired In suhectlcn (p) of section 414), 
e n d  

"(11) in the  case of a3y other person. by 
any transactlon In whlch galn or loas is not 
recognbod In whole cr In part. 

"(3) ELECTION NOT r0 TKWT OPl'ION AS PER- 
FORMANCE STOCK OFTION--An Option ahall 
mt be t r ea t ed  as a performance stock optlon 
lf- 

"(A) ns of the t lme the oprlon 1s granted 
the term6 Of Sucn Octlon provlde that I t  al l1 
not be treated as a performance stock o g  
tion. or 
"(B) 86 of the t h e  such opt:on 1s exercised 

*de pan to r  a n d  holder agree that such o g  
zlon will not be treated as a performance 
stcck optlon 

"(4) E ? ~ ~ ? E s  7-3 UH:C.L: s m o s  A r P u E s -  
This sectlon shall a u ~ l v  to an option granted 
to a perpon who per!orms seclLes for- 

"(A) the  corpor6r:cn ISSU~DR t h e  optlon. or 
ita parent or substdiary comrat lon.  
"(B) a pamersiu: In whlch the corpora- 

t!on lssuln& the op:lm holds (at the tlme of 
tLh grant) a caplLnl or profits Inrareat reg 
resentlog at  ieast 20 p x c e n t  0: the  total cap 
ltnl or p:OflLs tntArest of the pannerah!p. or 

"(C) a corporatlon or a parent or subsldl- 
ary corporatlon of s5ch comrs t lon  issuing 
or cssurnlng a stock optlon In a Lransactlon 
to wnlch sectlon 4Zm) a p p l l ~ s  

pcrpoRen of thls subsectlon. t h e  term 'highly 
comwi.-ted employee' has the  meanlng 
plven such tccrm by sectlon 414(q). 

If a share of stock la acqulred pursuant to 
the exerclae by m y  person of M option 
whlch would fall to aua!!fy a8 a performaoce 

m t  to all ~ ~ r f ~ O r m m c S  stock 

$ble) M Of 8UCh -0 

f a d  whlch Ls appI3Ved by the S tockho lde~  Of 

"(C) TIME WHEN OPl'ION ORN'ITED.-The OD- 

"0) R Y E  FOR EXERCISXNO OPTION.-The OD- 

"(E) OFTlON PRICE -Except U provided ln 

"(5) WOHLY C3XPEhSATE3 EMPLOYEE -For 

"(C) SPECIAL RULER - 
W D  FAITH EFFORTS TO VALUE STOCK - 

stock optlon Mder subsectton e) becruse 
there WM a Lllrrre ln ur attempt. &e ln 
mod falth. to meet the requirement of sub 
pprrqt.ph (E) of mheectlon (bX2). the pb 
auirement of mbpvrorrph (E) of rubeectlon 
(bX2) W be conaldemd to b v e  been met. 

that mseta the requlrementa of mbeectlon 
(b) ahall be treated Y a psrformurce stock 
optlon even lf- 

stock rtth stock of the corporatlon m t l w  

celve property at the time of the exerclee of 
the optlon. 

"(C) &e rlght to e x e r c l ~ ~  all or ury portion 
of a performi.nce stock ODtfOn nuy bs sub- 
jsct to m y  wndltlon. contingency or other 
cdterh (lncludlng. r l thout  llmltatlon. the 

ment of performance objectives. or the 00- 
curmnce of any event) whlch am determlned 

or the t e r n  of arch optlon. or 

not lnconslstent with the ~ ~ O V ~ L ~ O M  of sub- 
eect10n @). 

thls section. the falr market value of stock 
shall be determined without regard to any 
reetrlctlon other than a mtrlction that, by 
ita terma, will never lame. 

the terma 'parsnt corporatlon' u r d  'subsldl- 
UY corporatlon' have the meurlnge glven 
such t e r n  by eabsectlons (e) u r d  (0 of eeo- 
tlon 426 except that such subsections ahall be 
ap~ l l ed  by substltutlng '20 percent' for '50 

"(5) PERPORMANCE c7rrFmA.--In the c u e  of 
a psrformance stock option that pmvldes 
that ita axerclse 1s subject to any condltlons 
or crlterla deecribed in aubpmwraph (C) of 
Paragraph (1). t h e  date or ttme the option la 
granted wlth respect to each ahars that may 
be awulred shall be the date or tlme the 

and subject to t h e  provi~ions of mctlon 
4ZMh). no portlon of the optlon shall be 
treated p8 granted at m y  other m e .  

"(A) there 1s a transfer of an lncontlve 
stock optlon ln exchange for a performance 
stock optlon. and 
"(B) the  number of aharea that may be ac- 

quired pursuant to such performance stock 
ODtlOn and the  transferred lncentlve stock 
optlon are the m e .  
then the optlon acqulred shall auallfy aa a 

pursuant to the performance share option 1s 
no less than the optlon prlce under the trans- 

(1) Sectlon 42lta) of wch Code is amended 
by strlklng "or 1P(a)" and inserting '*. 
4 2 3 W .  or 4Nta)". 

(A) by strlklng "or 423!a)" and  lnsertlng ", 
4ZXa). or 421ta)". and 
(B) by strlklng "or 4Z)taXl)" and lnsertlng 

"Wa) ( l ) .  or 424ta)". 
(3) Sectlon UltcKlXA) of such Code le 

amended by lnserting "and the holdlw pe- 
rlod requlrernent of section 4U(a)" after 
"423i8)". 

(()(A) Sectlons 42UaX2). 422(a)(2), and 
QZ)(aXZ) of such Code am each mended  by 
atrlklng "424ta)" and lneertlng "423a)". 
(B) Clause (11) of wctlon W(eX4XE) of such 

Code la amended by etriklng "4%" and ln- 
sertlng "425". 

(5) Sectlon W X 3 )  of such Code 1s m e n d -  
ed by strlklng "424(d)" urd lnaerting 
" I w d ) "  

"(2) PXRXIBBIBtL PROVIBIONB.-h OPtlOn 

"(A) the Option holder m y  p.p for the 

the ODtlOn, 
"(E) the Option holder bos the right to r b  

WnthUed p e r f O W W  Of MrrrfOSS. r c b l e V 0 -  

h .CCOrdanM W i t h  the DrOVbiOnS Of the Plan 

"(D) the Option 18 m b j w t  to Ulr condltlon 

"(3) FAIR MARKET vuuE.-Por -08 Of 

"(4) DEFINITION OF PAREN" AND BUBSITIXARY 
cQRPOIUnONB.-For p-8 Of thla 88ctlOD. 

percent' each piBCe i t  appears. 

OI?gbal D O r f O ~ ~ C e  ahnre Option m e e d  

"(6) CONVERSION OF 0Pl'IONS.-If- 

performance stock OptlOn 1) the OptlOn DrlCe 

ferred lncentlve stock OptiOn." 
(b) CONPORMMO AMENDMEWIS.- 

(2) SsCtlOn 4Zl(b) O f  Such Code 1s W e n d e b  

(8) Bection m a )  of mch Code. M redeslg- 
nated by mbwctlan (a), la msnded by strlk- 
lng "(Wa)" urd Inwrung "UMa)". 
0 Bectlon UMcMSXAXU) of mch Code. M 

redealgnat4 by mbsectlon (a), la mended 
by rtrlklng "or 4 2 X ~ X l ) "  urd inserting ", 
UWXI), or w a ) " .  

nated by mabeectlon (a), Ls mended  by rtrlk- 
lng "urd (p(aK2)" w d  tnwrtIng ", Ip(aX1) 
and IWbX4) (M modlfled by wction 
a(cX4))". 

(9) Bectlon 42Mj) of mch Code, M redeslg- 
nated by subeectlon (a) (relating to crom-ref- 
erences). la mended by lneerting "perform- 
ance stock Opt.tOn" after "employee stock 

(10) Bbctlon lO(ltcWl)(BXll) of such Code 1s 
mended by strlklng "or 423" and inserting 
"129. or 4II". 

(11XA) Bsctlon 803B(aX1) of wch Code le 
mended by lnwrtlng "or perform.ance stock 

0) Bsctlon 8a391bX1) la mended  by h e r b  
lng ", performance share option." aher "ln- 
centloe stock option'*. 

(C) Section 6U3S(c) ln mended by ntrlklng 
*'urd" at the end of pPrograph (I). by etrlk- 
lng the pedod at the end of paragraph ('2) l a d  
tnserting ' I ,  and" m d  by addlng at the end 
the following new parsgraph: 

"(3) the term 'perfomrance share option'. 
eee W(b)." 

(12) The table of section8 for part XI of aub- 

amended by atriklng the Item relating to 
eectlon 424 and lnsertlng the followlng new 
itemS: 
"8ec. 424. Performance stock opttone. 
"8ec. 425. Deflnltlons and special mlee." 

(8) &CuOD w g )  Of Spch Code. M rdesig- 

purChoee Db.". 

Option" .rtar "lnWntlVe stock option". 

chapter D O f  Chapter 1 Of such Code 1s 

B6c .. TAX lRMILILNT 0. QAM ON PEWORM- 
ANCL [IWBP OPllON8. 

(a) EXCLUSION.- 
(1) lN OENERAL.-Plut 1 of mbchapter P of 

chapter 1 of the Intarnal Revenue Code of 

amended by addlog at the end the following 
new section: 

1486 (RdatlRg to CepfUl g a m  and losses) 1s 

86C Lso4 ILoPKRCENT P C U l B l O N  ?OR CAIN 
?ROB# BIDCK ACQUIRED 'IIiROVCJ3 
P G R p O m c B  6Nxx 0moNE 

"(a) O W E W  Rw-Grorre lncome shall 
not lnclude W psrcsnt of the galn from the 
dlsposltlon of any stock acqulred DUrEUant 
to the exerclee of a performance stock option 
1I such disposition occ~lld more than 2 years 
after the date on whlch mch option was ex- 
erclsed wlth respect to such stock. 

"(b) DEFINITIONS AND RuLES.-For purposes 
of thla mctloxk- 

term 'performance stock OptlOn' has the 
meanlng gven  wch term by eectlon W b ) .  

stock described In S U b s ~ C t l O B  (a) 18 dlspoRed 
of and the bash of the person acaulrlng the 
stock ls determined by mference to the basls 
of the stock ln the hands of t h e  person who 

ance stack optlon. such person ahall be 
treated as acqulrlng such stack m m m t  to 
such option on the dam such stock waa ac- 
qulred pursuant ta the exercise of such o g  
tlon. 

"(3) EXERCISE BY ESTATE.-If a performance 
stock optlon la erercleed aher the  death of 
an lndlvldual holder by the estate of the de- 
cedent, or by a person who acqulred t h e  right 
to exercise such optfon by bequest or inherit 
ance or by reaaon of the death of the dece- 
dent. the %year holding requirement of w b  

by such estata or ~ m o n . "  
(2) C o N r n R M m O  AMENDMENTS.- 
(Ani) Bsctlon 17UdX2) of such Code ( r e l a t  

lng to modlflcatlons with respect to net o p  
eratlng loss deduction) le mended to read as 
follows: 

"(1) PERFORMANCE OPTION.--The 

"(2) CERTAIN ACQUISITIONS DISREOARDED.-If 

aCQUlrbd it thmugh eXOrt3SB Of the DOrlOrm- 

sectlon (a) shpll not apply to  the dispasltlon 
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"(2) CAPITAL OAMS ANP USSE3 OF TAX- 

PAW - TEAS CORWRATIONS.-b t h e  
cue  of a tsrpeyer other than 8 w m m t l o w  

"(A) the amount deductible on 8 m O u n t  Of 
~ILISW from Mb8 or exchenges of caplrpl aa- 
wta ahall not  exkeed the amount Lccludable 
cn account of galna &om sales or exchangee 
of ~apl tp l  u s e t a .  and 

shall no t  be allowed." 
(11) EubparsgrPph (B) of eectlon l'!%dM4) of 

such Code 1s mended by inserting , (ZXB)." 

(B) Pnregraph (4) of section 64'&0) l8 
amended to read 88 followe: 

"(4) A m s m m . - T o  the  extent that the 
m o u n t  otherwbe allowable CB a deduction 
rinder th l~  submctlon ~ 0 ~ l 8 t e  of gaLn de- 
ecrlbed & section 120Xa). proper adlustment 
ahall be mpda lor any exclueion allowable to 
t h e  estate or trust under sectlon 1202. In t h e  
case of a trust, the rleductlon allowed by thls 
subsectlon sha:l be subject to eectloq,6El (re- 
latlng to unrclated baslneas income). 

(C).Paragraph (3) of eectlon W a )  of such 
Cada le amanded by adding at  the end thereof 
the  follow- new sentence: "The excluslon 
under 8ection 1202 shb!l not be taken ln-d 83- 
COUI: t." 
(D) P-ph (4) of sectlon 631W of such 

C G ~  Is amendad by 6t r :k tng  "laO1, m d  U1" 
and lneertlng "1iXl. 1202. and 1211". 

(E) T h e  secucd setitBnce of parsgraph (2) of 
sacrlon 8 7 1 ~ )  oi such Code Ls amended by in- 
sertlng "such g a b s  and IOBBBB shall be deter- 
m n e d  walthout reeiud w m t l o n  lPa and" 
after "ezcept Lhat". 
(F) The table of sect lme for part I of sub- 

chapter P of chspcer 1 is amended by ad- 
after the item relatin2 ta Bectfoa 12c1 tbe 
foilowlng new Item: 
"Sec. 1202. M p r c e n t  exclueloo for galn from 

stock acpulred through per- 

"(B) the excluslon provlded by 88ctlOn 

after "-8ph (1)". 

.., , f o r r a c e  stock cptlons." 
(b) TRFL4TMEhT M R  WAGE ~'TTHHOLDLSO AhD 

EMPLOYblHhT TAXES.- 
(1) PICA T&uci.-Sec:lon 312lfa) of the In- 

t ~ m a !  Revenue Code of 1986 (defining wages) 
1s amendsd by strlklnr "or" at the end of 
paragraph (231. by strlking the  perlod a t  tbe 
end O f  PamRrsph ('11) &rid LnMrting 'I, or". 
and b3 adding after parsgraph (Zl) t h e  101- 
Iswlng new parw?.p!x 

"tPi sng gam from the exerclee of a per- 
fornanoo arccir option taa de5ned ln sectlon 
Wtb))  or fmm t h e  6:mslUon of stock pc- 
aulred m a a n t  w t h e  eierclse of such a per- 
t cmoce  stock cp:lcn." 

(2) PUTA - rnu . -Sec t lon  m b )  of m c h  
Code (deflnlap wwes) 16 k-nended by strlLing 

at  the end of psraeraph (16). by striklng 
the perld,.at the end of paragraph (16) and 
lnsertlng . or". a n d  by add- after para- 
RmDh (16) t h e  fOl lOWlCR new m p h :  

'717) any paln daesrlbed ln BbCtlon 
3?JlIa>(ZZ).'' 

(A)  Gectloa 9Y):fa: of such Code (deflnlng 
w g e e )  Ls n m e n d x !  by strlklng "or" at t h e  
el;d @I Paragraph (19). by S v l k l n g  the  perlod 
8: *the end of prspraph tal rad ursertlng ", 
or". and by addlng O K  t h e  eid the  followlng 
new ~arpgra*: 

"ta) m y  ea9 frcin thn exercise of a per- 

4Mb))  or from the  C l S W 8 l t l O D  of s b c k  M- 
a u l m  PUmuant to rach a performanoe stock 
optl0n ." 

of such Code (relating to 
e m x  of dlspuallfying d 1 ~ ~ s l U o u )  Is unend- 
ed by oddlng ac the end the folloaing new 
sentence: "A deduction to t h e  employer cor- 
Porauon In t h e  C(LM of a trannfer plrrmant to 
an OPtlon described ln section 422, 423, or a 
-11 not be dldloaed by mason of a Latlurg 

withhold tiu under chapter 24 r l t h  m- 
6 p c t  i?.& OD stock rc~ul red  In t b e  trsns- 
fur." 

(3) WAOX U T I I H @ L D I Y G . -  

fC-W RtoCk Optloll 1 8 8  denned ln eectlon 

(B) Bectlon 

[ P C ~ ~ O P ~ O N ~ ~ O K  
Section 14 of the Securitlas E.ch~age Act 

. of 1034 (16 U.6.C. 78n) is mended  by 
at the end the  lollowlug new subeection: 
"(h) 8n)cn O m O N   COMPENSATION.-^^ 

Commlseion ahall not fequlre or mt .O 
issuer to recognb .OY e m n e e  or 0 t h ~  
charge in llnanclnl etotemenfe furnished to 
Ita secarit~ holdem msultlng from. or attrlb- 
utable to, either the grant. vesting. or axee  
clae of m y  optlon or other rlght to m ~ u h  
any equity security of mch issuer (even If 
the right to exercis8 such Option or rlght Is 
subject to m y  COndltloM. WntlngOnClU! or 
other criteria, lncludlng. wlthout l lnltatlon. 
the contmued p e r f o m a c e  O f  aesrpicea, 
achievement of perf0rmance objectivee. or 
t h e  occurrence of any event) which Is mt- 
ed to ita directors. ofXlcern. employem. or 
other persons ln connection wlth the per- 
formance of semws. where t h e  exercise 

the falr markec value of the underlying MCU- 
rlty at the tlme such option or rlght l8 

BEC..-DA?p 
T h e  unendmente made by th ls  Act shall 

apply to OptlOIlS granted after the daw Of t h e  

price O f  such OLtlon or right IS not  1068 than 

grantee." 

enactment of thla Act.. 
0 Mra. FEINSTEIN. Mr. Preeident, I 
rise to join my distinRufshed col- 
leaguee, Senators LIEBEFUUN, MACK, 
and Bema in introducing the Equity 

deal talent that would be beyond their 
abfllt0 to attract with caah compenss- 
tion alone. 

A stock option is a right granted to 
an employee to p u r c h e  stock in his 
or her own company. at today's Prfce. 
for a specifled time in the future. Op 

plOyWS a strong incentive to work to 
incmaae the  value of their company's 
stock. Stock options help create j o b  
by stretching the caEh of venture cap 
italleta and other r L k  capital inves  
tors. By sharing stock A t h  employees 
in addition to their & ccmpensetion, 
more companies and more jobs can be 
created from the limited inveeement 
capital pool t ha t  is available today. 

t i O M  help the  cornpang by gilding em- 

ROW TEE EQm U P W E I O N  ACI' WOULD 
!M€%tYva s m l x  O m O N s  

Valuable &I employee stock optloxu 
plana me for our economy, they are in- 
hlbited and discouraged by the Federal 
Tax Code today. 

Under current law employees who 
hold the moat common form of option, 
"nonqualifled" options ar8 forced to 
pay a tax on their paper proflt at t h e  
time they exercise their options and 
purchase their stock. The difference 

Expansion Act of 1993. 
At a time when California continues 

to be mired in recession, when our 
economy is struggling to convert thou- 
sands of defenee jobs into private wc- 
tor jobs. It's e pleasure for me to olIer 
a bill that will slgnlflcantly lmprove 
the ability of new companies to  start -  
up and grow, as well aa help existing 
companles create more new joba than 
they othenvirre could. 

My bill will improve the tax and ac- 
counting treatment of employee stock 
options and encourage many more 
companies to offer stock options to  
their entire workforce. It will ala0 re- 
quire the Financial Accounting Stand- 
ards Board [FASB] to reexamine their 
recent decielon to impose huge new ac- 
counting charges on the uae of em- 
ployee stock options. I am seriously 
concerned that i f  FASB's rule is adopt- 
ed, tena of thousand8 of desperately 
needed jobs in Califorcia and the N e  
tion will never be created. 

Because of thie bill, thousands of 
households in California and the reet of 
the country ehould begin to enjoy the 
benefits of equity participation in their 
companiee. A t  the m e  time, the com- 
W e e  that begin to share equity more 
broadly with their employees should 
nnd their earnings improved and their 
competitlvenees enhanced. 

MBny of my colleeguee here in Wash- 
ington may not be Zamlllar with the 
widespread use of employee stock o g  
tlom In America'a LBsteet growing 
companies. But I can tell you that in 
California's high technology industries, 
broad-bemd employee stock option 
plane play a crucial role In creating 
and sustaining the entrepreneurial cul- 
ture that is eesential to the competi- 
tiVene88 of them induetriee. They are 
especially important to young tach- 
nology companiee that depend on o p  
tiom to attract and retain key tech- 

between the fnlr market value of the 
stock obtained by nonquelifled option8 
and the option exercise price le treated 
BB ordinary income. The employer is 
generally permitted to  deduct the same 
amount of ordinary income reported by 
t h e  employee. 

In the case of the other form of o p  
tion currently available, "inoentlve 

ference between the  option prfce and 
the fair market value of the stock 
when it is exembed is treated BB a tax 
preference under the alternative mini- 
mum tax [AMTI. 
60 under today's tax regime employ- 

ees are forced to pay either an income 
tax or an alternative minimum tax at 
the time they purchaee their stock, 
even though they have not reallzed and 
pocketed any gain. The effect of th ie  
reauirement le to force almost all o p  
tion recipients t o  immediately sell 
their etock at the time they exarcbe 
their option8 in order to generate cash 
to pay their tsx. Thle deatroyr the fun- 
damental policy goal of the option pro- 
gram which =;88 t o  encourage employ- 
ees to own a8 much of thelr company 
88 poeeible. 
T h e  Equity Expansion Act would re- 

form thie situation by creatlng o third 
form of stock option, called perfom- 
ance stock option. This new option 
would relieve employees of the oblige- 
tion to pay a tax at the time they exer- 

would receive no corresponding deduo- 

Be8 a strong incentlve to hold onto 
their stock after they ~cpuim It, by ex- 
cluding half the tax on their galn when 
they eventually sell their stock after a 
%year holding period. 

The tax break offered by performance 
etock options should make them ex- 
tremely popular In the baeineas com- 

stock OptiOn6," or "ISO'S," the dif- 

Cw their Options a d  the company 

t i O L  h addition, it Would give enploy- 

, ABEYPNUEOAMY'OORTIlgTRPABVBY 
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&dw,  but w h a t  about in Congreae? 
\&on we afford to cpate a new tax in- 
centive for employee stock OptiOU? I 

c s ~  thii~ new stock option will gen- 
a revenue gain for the Treeeur~. 

mat's becaw cornpanlee that offer 
pedormmce stock options will have to 
fotego the compensation expen80 tax 
deductiOM they would otherwise have 
Hceived lf they had given their em- 
ployees either a h  cornpeneation or 
nonqualifled etock o p t i o ~ .  Even 
though employeee will be paying lees 
tpx. thelr employers will be paying 
more than enough additional tax to 
make up  the difference. 

ROW mLLTAIsmLL HELP RANK-AND-!mIE 
lMPu)TKE? 

Mr. Preeident, I'm well aware that in 
the paat stock option8 have figured in 
prominently in etoriee about runaway 
executive compensation. Unfortunately 
all those headline8 have obecured the 
important contribution that options 
make to the  livellhoode of handrede of 
thousands of Americsna who a l l  never 
be famoua for their wealth. Now that 
the SEC hae irnpoeed an exteneive new 
regime of executive compensation dle- 
cloeure rules. i t  will be much easier for 
shareholdere to prevent the kind of 
abuees we have heard eo much about in 
the psst. It le eimply not neceeeary to 
restrict the uae of etock optlone overall 
t o  prevent abues  by a few fat cam. 

But it'e still falr to aak how my bill 
would prevent top executives from hog- 
ging all tlie tax beneflta i t  offers. The 
annwer 1s that the Equity Expansion 
Act requires that companies that 
chooee to  offer tkle new form of option 
wi l l  be required to ahare at leaat ha l f  
the Stock in  the pian with corr,pany 
employeee who are not highly com- 
pensated as defined by Congrese. This 
reqdrement wll! aasure that the hen+ 
flta of performance stock optlons are 
shared widely in every company tha t  
mea them. I t  wi l l  also encourage many 
com;leniee tbt today reetrict their 
stock w t i o n  plane to tap executfvee to 
broaden their  option program. I am 
very enthueiastic about the prospect 
t ha t  thle blll will reeult in employee 
stock options becoming available to 
thouamh of houeeroida that don't 
have them today. 

The Equity Expaneion Act is a care- 
h l l y  crafted till. I t  would encourage 
eeverd cf the moet widely rec- 
ommendsd reforme called for by ex- 
pert8 in t h e  debate over executive com- 
Cenastion. For imtanca, in a recent 
Harvud Businom Review article, An- 
d r e a  R. Brownatein and Morris J. 
Panner Propoee exactly w h a t  thie bill 
would deliver. 

portent E t e p s  that make both buslnsss and 
DdltlUl s e M e .  Flrst.  corporatlons should de- 
81gn D l W  that rlloa workem throughout ur 
otganimtlon to stars in the lnrge bonuws 
and mnemu8 reward8 of stock optlon plans. 
8acond ~ a p x a t l o m  should create plan8 
that encoMge employees to continue to 
hold the shnras rrarded u, them tn suck o p  
tlon pr'oBppIM. 

p1e-d to report that W e  Can. be- 

WS WgSst tbat C O ~ W I O E  take two Im- 

BY exsanding the €?mplOYW 011%- 
bility pool for rtock OptiOM. c o m m  
nies nill mlve two Nobleme eirndta- 

They d u  take the prlociple Of 
for performance and upread it 

throughout the organhation. And they 
will addwes the political problem of 
pay disparity between workere and 01- 
ecutivee. 
Mr. President. I hope my colleegueS 

in the Senate will loin with un in spon- 
soring and voting for this important 
jobcreating and jobpreservlng bill, 
the Equity Expansion Act of 1993.. - 

By Mr. KOHL: 
S. 1176. A bill t o  C l U l f Y  the Mff 

claeeiilcation of certain PlaatiC mt 
goode; to the Committee on Finance. 

0 Mr. KO& Mr. Preaident, I am intro- 
ducing legielation today that le impor- 
tant to the health of the domeetic flat 
goode industry in this country and in 
the State of Wlsconein. Flat goode are 
items that are  carried in your pocket 
or your puree. like walleta, key chalne, 
and eyeglass holders. 
When the United State8 converted to 

the international Harmonized Tariff 
Schedule IfITS], a loophole waa crated 
whlch allowed plastic flat gooda, which 
formerly entered at a duty rate of 20 
percent, to enter at an effective duty 
rate of 5.8 percent. The actual and po- 
tential ncmber of item subject to re- 
claeeiflcation into the lower duty cat- 
egory la mmaive and could reeult in a 
low of revenue to the U.S. Government 
of up to $9 million. 
More important. however, L the fact 

that t h e  duty loophole is threatening 
our domestic induetry by driving up 
imporrd and making it lmpoesible for 
American producers to s t a y  competi- 
tive. 
Mr. Preeldent. t h i e  waa clearly not 

the intent of Congreae. In fact, Con- 
grew waa epecific in ita intent tha t  the 
conversion to  HTS ehould be tariff neu- 
tral. I flrmly believe it le up to Con- 
mes to remedy t h i e  situatlon. and the 
legielation I am introducing today 
acOievee th ie  in the fairest way poe- 
eible. 

My bill is a modification of an earlier 
bill I introduced in the last Congreee, 
S. 1661, and is baaed on comprumiee 
language pot forward by the adminis- 
tration laat year. The change8 proposed 
by the administration would. in their 
words. "reetore the dutiea applicable at 
the time of t h e  tariff convereion by: 
First. reintroducing into the HTS a 
deflnition of reinforced and laminated 
plaatice; aecond, providing a duty of 8 
percent ad valorem for flat goods with 
an outer surface of not lees than 20 per- 
cent leather; and third providing au- 
thority for the President to continue 
etaglng previously authorized tariff 
curd." 

Under the former tariff schedules of 
the United States P'SUSI, reinforced 
or laminated p h t i c e  were denned e& 
"rigid. i nh ib l e .  insoluble plaatica 
formed by the application of heat Bnd 

CWBIPYINO THE CLASSIFICATION OF =TAM 
FLAT OOODB 

high preeeure on two or more super- 
impoeed layers of fibrous sheet mate- 
rial whlch has been impregnated or 
coated With plaetics or rigid ph t iC8  
comprised of embedded flbropa nin- 
forcing material-euch aa Pcrper. fabric. 
aebeetos, and flbroue glesbimpreg- 
nated, coated, or combined with plaa- 
tica uaually by the application of heat 
or heat ond low p r e ~ u r e . "  This deflni- 
tion waa dropped in the convereion to 
the HTS. leaving HTS 42oa.32.10 open to 
B broader interpretation of what  con- 
e t i t u h  "reinforced or laminated p h -  
tica." Tb change recommended by the 
administration clarifies that only rigid 
producte would be subject to the lower 
duty under HTS 4202.9.10. 
The admintstretion's recommended 

change8 also addrese the major concern 
of importere to the earlier veraion of 
my bill-the duty treatment of plaatic 
flat goode with leather trim. Under the 
TSUS, theae item were treated 88 
leather producta for duty purp08e~ 
since the leather trim waa conaidered 
to be the component of chief value and, 
thua, were imported in a leather cat- 
egory, dutiable at 8 percent. With the 
convemion to the HTS, however, the 
chief value concept wae replaced with 
essential character. Therefore, plastic 
flat goode with leather trim were con- 
eidered plaittic, and were dutiable a t30  
percent. The administration's rec- 
ommended change, incorporated in my 
bill, eetabliehes a new aubhesdlng for 
plastic flat goode with leather trim du- 
tiable at 8 percent ad valorem. 
In cloelng. I urge my colleeguee on 

the Senste Finance Committee to take 
this measure up at the earlleet poeeible 
time.. 

By Mr. ROCKEFELLER: 
S. 1177. A bill to amend, title 38, 

United States Code, to extend the au- 
thority of the Veterane' Advisory Com- 
mittee on Education, and for other pur- 
poeee; to the Committee on Veterans 
Affaire. 

eMr. ROCKEFELLER. Mr. Resident. 
aa chairman of the Committee on Vet- 
B r a n 6 '  Affaire, I - pleaM!d to inbe 
duce S. 1172. the proposed Veterane' 
Program Externion Act of 1993. Thfe 
legislatlon would extend two VA pro- 
gram8-firet, it would extend the Vet- 
erane' Advisory Committee on Edu- 
cation by 4 years, from December 31. 
1993. until December 31, 1997; and sec- 
ond, it would extend VA's authority to 
maintain a regional office in the Rg 
public of the Phllippines by 18 months, 
from March 31, 1994. until September 
30.l935. 
Mr. President. the Veterans' Advi- 

sory Committee on Edncetion is com- 
posed of persona who are eminent in 
the fields of education, labor, md mBn- 
sgement, representatives of instltn- 
t f O M  and establishments h i # h h g  
educatlon t o  veterans and their faml- 
lies, m d  of veterans themselves. The 
Mviaory Committee work8 in con- 
sultation with  the Secretmy of Veter- 
ana Affair8 with respect to the &in- 

VEl'ERANS' PKMRA41 MPROVSHKNT ACPOP LBPJ 
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